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Be An Overnight Success...
Outsource Your
TEE Processing To Gelco

More than 2,000 organizations — including 200 of the
Fortune 500 companies — outsource with Gelco, the
leader in ME expense management. Gelco enables
you to control costs, speed accurate reimbursements
to travelers, improve management information and
reporting, and interface seamlessly with every major
accounting system. You benefit from a total solution
that streamlines the entire ME expense management
process, eliminates risk, and reduces costs up to 70 %.
Call us — we'll help you succeed.

GelcoExpenseNetwork
1- 800 - 444 -6588, ext. 209 • www.GelcoNet.com
01997 Gelco ltfmnwlio
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32HOWWELLISYOUREMPLOYER
MANAGINGYOUR401(k)PLAN?

0

Timing and judgmentaffect valuationofdeferredtax assets.

46

MINICOMPANIES:THENEXT
GENERATIONOFEMPLOYEE
EMPOWERMENT

Cover: Empowering employees to take charge of their

BY JOSEPH F. CA STELLANO, CGFM,
DONALD KLEIN, CMA; AND HARPER
A. ROEHM, CPA
Empowering employees to improve customer service and production efficiencies
has led to the establishment of minicompanies within a corporation and each
employee as the president of his or her
own company. A manufacturer of stampings and springs, GR Spring and Stamping (GRSS), illustrates how the concept
works in practice.
LykandBronze Medaf

jobs coupled with sound management of employee 401(k)
plans can add nuggets to the
corporate bottom line.
Seep. 22. Cover by
Bob Grant, NYC.

BY A LFR ED J . M ORRI SON
The growth of 401(k) plans has aroused
U.S. regulatory concerns that they may not
be as well managed as they should be. That
is why plan sponsors should be aware of
the ERISA regulations that apply to these
plans and conduct annual reviews in a systematic way to identify any problem or
inefficient areas.

38WHATISREASONABLECOMPENSATION
INCLOSELYHELDCORPORATIONS?

0

BY T ED D. ENGL EB RE CHT
CARLA MITCHELL, CPA; AND
OTT O M ART INSON, CMA
The Internal Revenue Service pays special
attention to shareholders who also are key
employees in closely held companies. If the
IRS disallows what it believe is unreasonable compensation for these employees, the
company may be slapped with additional
taxes or even penalties. Recent court rulings clarify this issue.

46VALUINGDEFERREDTAXASSETS
UNDER SFAS 109
BY TIM V. EATON, CPA, AND
JAN B. WILLIAMS, CPA
Careful tax asset management is required
by the Financial Accounting Standards
Board standard, "Accounting for Income
Taxes." The model and flowchart presented
here can help you meet the valuation
allowance requirements in SFAS 109 with
the careful exercise of professional
judgment.

Authorization to photocopy items for internal or personal use, or the internal or personal use of specific clients, is granted by the
IMA to libraries and other users registered with the Copyright Clearance Center (CCC) Transactional Reporting Service, provided that the base fee of $3.00 per copy, plus 30c per page, is paid directly to CCC, 222 Rosewood Drive, Danvers, MA 01923.
ISSN 0025 -1690, $3.00 + 30c.
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success harder than it has to be. Introducing
Ceridian Source, employer solutions that
work as well for you as they do together. How?
We recognize what others neglect. You. We
leverage proven technology with living,
breathing professionals. So expanding your
huma n resou rce and pay rol l ca pab ilit ies
won't stretch your resources. Or patience.
Call 1- 800 - 729 - 7655, ext.140.
Or visit us at ces.ceridian.com.

CERIDIAN,
HRIS, EmployeeSelfService, Payroll, TaxFiling, TimeandAttendance
Circle No. 17

E -mail: Editorial, ma @imanet.org; Advertising, ipceima @class.org.
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BY JONATHAN D. CA SHE R A ND
ROB ER T H. MET ZGER
Just as some companies have reengineered
their customer relationships for efficiency
and cost savings, now proactive companies
are looking at their vendors. A vendor relationship program, properly organized and
efficiently run as described here, can lead
to substantial cost savings.
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BY JAMES D. KIMES, CMA
The St. Louis Annual Conference is your
gateway to professional renewal.
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Association International.
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International.
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FAR long range strategic plan.
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Improving your listening skills.
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Be specific: calculate your gains carefully.
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Cost management beyond the boundaries of
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St. Louis hosts 79th Annual Conference.
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ALLIANCE WITH THE FINANCIAL MANAGEMENT
ASSOCIATION INTERNATIONAL
As reported in the July 1997 issue of IMA FOCUS, IMA and
the Financial Management Association International (FMA)
have formed an alliance of mutual support. Under the terms
of the alliance, FMA is a co- sponsor of the Certified in Financial Management (CFM) Program and is actively promoting
this program to its membership.
FMA, founded in 1970, is the premier academic association
for financial management and has approximately 10,000
members and 200 student chapters. The FMA is based in
Tampa, Florida, and its members include not only students
but professors of finance and other disciplines, as well as
practitioners from industry, financial services, and other
organizations. (See P. 8.)
In fulfilling its role as co- sponsor of the CFM Program, FMA has included CFM
brochures in a direct mail campaign to its members and student chapters and has
placed announcements in its association publications. Three representatives from
FMA have been appointed to terms on the ICMA Board of Regents and have been
actively involved in examination evaluation. In the future, the FMA representatives
will be providing their expertise in financial management to ensure that the CFM
examination continues to test the appropriate body of knowledge in a fair and reliable manner.
Last fall, FMA invited representatives of IMA to participate in its Annual Conference in Honolulu and provided IMA with complimentary exhibit space. We were encouraged by the support of the CFM Program evidenced by the conference attendees; many stopped by our booth to learn more about the CFM and IMA, and those
attending our panel discussion on the CFM expressed the belief that the CFM will
become an important designation in the field of financial management. It is expected that FMA will be an active participant in IMA's Annual Conference in St. Louis.
A committee overseeing this alliance has been established, and this Joint Committee met during FMA's Annual Conference. At this meeting, a CFM scholarship
program for FMA student members was formulated; FMA will administer this program, and IMA wi l l support the program financially. It also was agreed that IMA
would assist FMA with the promotion of its newest publication, Contemporary Finance Digest. In addition, a subcommittee was appointed to investigate the feasibility of a new Member Interest Group in Financial Management. Several other areas
of mutual interest were identified for future discussion. They include:
FMA representation on IMA's Management Accounting Committee.
FMA participation on IMA's Academic Relations Committee.
IMA participation at FMA's Finance Leaders Conference.
To date, IMA's association with FMA has been active and exciting, and I am sure
it will be a fruitful relationship for both organizations for many years to come.
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FINANCA
I LMANAGEMENTASSOCIATO
I NINTERNATO
I NAL
The Financial Management Associa
tion International (FMA) was established in 1970 as a partnership of
scholars and practitioners involved in
research and education to improve the
financial management of business and
other organizations. FMA's mission
statement is:
"to serve the mainstream of the finance community by stressing
what is new in theoretical and empirical research, and also what
professionals find important and
relevant in their day -to -day activities. Education, the enhancement
of knowledge, and the transfer of
knowledge are the keystones of
this effort."
Consistent with this mission, FMA is
excited to join the IMA/ICMA as a
cosponsor of the Certified in Financial
Management (CFM) exam. Before discussing why we are so excited about
participating in the promotion and enhancement of the CFM, a little background on FMA may be of value to the
reader.
FMA's membership is just over
10,000 worldwide. Finance professors
(and other academics), finance practitioners from industry and financial institutions, and government make up
the core of FMA's professional membership, numbering about 4,600. Additionally, there are approximately 4,500 students who are members of FMA's more
than 200 student chapters and 1,5008
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plus institutions that subscribe to
FMA publications and otherwise access
a variety of FMA's services. Like the
IMA, FMA offers its membership a variety of products and services.
Financial Management (FM) is the
Association's lead journal. FM strives
to make theoretical research of high
quality accessible to practitioners
while at the same time meeting the
highest standards of scientific research. FM is cited widely in the literature, having carved out a niche for applied research that few academic
journals have been able to
accomplish. Financial Practice and Education (FPE), a biannual journal
started in 1991, focuses on issues of interest to those whose primary mission
is to educate as well as to those who
practice. The newest publication, Contemporary Finance Digest, a quarterly,
publishes detailed summaries of important, recent articles dealing with
significant issues in financial management that have appeared in the contemporary finance literature. The Digest also publishes longer review
articles that summarize and critically
evaluate extant knowledge concerning
broad areas of interest to academics
and practitioners. The Digest, co-sponsored by CIBC World Markets, is gaining wide recognition among practitioners for its precise summaries of
advances in research and financial
thinking.
Consistent with its focus on broadening the areas of common interest be-

tween academics and practitioners and
promoting the development and understanding of basic and applied research
as well as sound financial practice,
FMA co- publishes along with the Harvard Business School Press the Financial Management Survey & Synthesis
Series. This is a series of state- of -theart books that take important topics
and summarize all that is known while
pointing to how decision makers might
go about resolving the often thorny issues they face. Recent books in the series include: Managing Pension Plans
by Dennis E. Logue and Jack S. Rader;
Derivatives by Fred D. Arditti; The
Search for Value by Michael C.
Ehrhardt; and Lease or Buy? Principles
for Sound Decision Making by James
S. Schallheim.
Another core value of FMA is providing opportunities for professional interaction between and among academics,
practitioners, and students. To this
end, the FMA hosts an annual conference every October. Attendance ranges
from 1,600 to 2,000 people. Academic
research papers, panel discussions,
and tutorials all form part of the annual conference program. The 28th Annual Conference of the Association will be
held October 14 -17, 1998, in Chicago. A
variety of special sessions designed to
take advantage of the proximity of the
meeting to the risk management markets, for which Chicago is famous, is
being planned.
FMA also sponsors conferences in
Europe. A symposium is scheduled for
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June 24 -26 in Lisbon, Portugal; and in
Asia, a conference is being planned. for
October 1998 in Kuala Lumpur,
Malaysia.
There is much more to the FMA. For
example:
■ In 1 9 8 4 , F MA e x t en d e d i t s co r n mit men t t o r ec ogn izi ng "go od
p r a c t i c e " b y e st a b l i sh i n g t h e A n nu a l F M A O u t st a ndi ng F i na nci a l

Executive Award. The first recipi10
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ent of the award was John Phalan, chairman of the New York
Stock Exchange.
■ FMA supports and encourages professionalism among its student
members through the FMA National Honor Society, which recognizes
scholarly achievement among undergraduate and graduate students,
and through the FMA publication,
Careers in Finance.

The CFM. FMA's course has always
been toward applications of financial
theory and relevancy of financial research. The rapid and dramatic
changes that have occurred in the discipline of finance have been fostered
and promulgated by FMA, and, in general, FMA has contributed to teaching
academics the need to learn from practitioners and to test their research
ideas in an applied setting.
Consistent with this, FMA believes
that the CFM designation will give
management a baseline measurement
of the knowledge and skills necessary
to meet the rapidly changing requirements for professionals in corporate finance that is presently missing. The
joint commitment of FMA and IMA to
keep the CFM program current with
changing corporate needs as the fields
of corporate accounting and finance
continue to evolve promises a near -perfect marriage of the financial academic
and financial practitioner communities. That this marriage of interests
will be of benefit to many constituencies is clear: Those who wish to demonstrate baseline competence and those
who must make decisions based on evidence of such competence will clearly
benefit whether it be employers or employees or whether it be mid - career executives or recent graduates of business schools.
Concluding comments. FMA is excited
to be co- sponsor of the CFM. We believe that the CFM is an important
link in bridging the gap between theory and practice in finance, a gap that
must be bridged by those who wish to
stay ahead of the curve in terms of current financial thinking and practice. To
this end, we at FMA believe that cosponsoring the CFM will help academics and practitioners alike by illuminating the areas of financial research
that are of value to financial managers, stimulating the development of
finance faculty and students, and, in
general, in anticipating and meeting
the opportunities and challenges of the
finance profession today and in the
future. — W. Curt Hunter and Jack S. Rader

W' Curt Hunte r i s preside nt of Fi nancial
Manageme nt Associat ion I nt e rnati onal, and
Jack S. Rader i s e xecutive di rect or of FMA,
whi ch i s he adquart e red i n T ampa, Fl a.
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Stephen Barlas, Editor

SECREVISESYEAR
2000GUIDANCE
The Securities & Exchange Commis
sion has now specifically said in black
and white that it is "gross," not net,
materiality that dictates whether a
company should file a Year 2000 disclosure statement. The underlining of
gross materiality was the major departure in the revised Year 2000 guidance
issued by the SEC on January 12,
1998. The guidance is known as Staff
Legal Bulletin Number 5. When it was
first issued in October 1997, some industry groups and some in Congress
criticized it for leaving too much up to
a company's discretion. The revised
Staff Legal Bulletin No. 5 contains a
new section called "Specific Disclosure
Considerations." It makes clear that
companies should disclose potential
Year 2000 problems and costs (on
MD &As and maybe 8 -Ks) even if the
company has not done a complete accounting of its potential liabilities. The
SEC believes that a company should
disclose that "known uncertainty."
Moreover, "countervailing circumstances"—be they insurance coverage,
a remediation plan, or anything else —
do not cancel the need to make a disclosure. An SEC official emphasizes
that "gross materiality, not net materiality," is the standard companies
should use. "Most companies have been
using a `net' standard and not making
disclosures based on that assessment,"
he says. He cites figures by third parties showing as few as 60 public companies out of a total of 12,000 -plus
making Year 2000 disclosures.
The revised Bulletin 5 also includes
for the first time an explicit list of disclosures a company should make once
12
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it determines that Year 2000 issues are
material on a "gross" basis. They include the company's general plans to
address the Year 2000 issues relating
to its business; its operations (including operating systems) and, if material,
its relationships with customers, suppliers, and other constituents; and its
timetable for carrying out those plans.
The SEC also wants to know the total
dollar amount that the company estimates will be spent to remediate its
Year 2000 issues; if such an amount is
expected to be material to the company's business, operations, or financial
condition; and any material impact
these expenditures are expected to
have on the company's results of operations, liquidity, and capital resources.
The revisions went down well with
the American Institute of CPAs. "The
revised Staff Legal Bulletin is good
news for investors —it will help ensure
that they receive important, timely,
and specific information about what
companies have done to assess and
prepare for the Year 2000 issue," says
Robert Herz, chair of the AICPA's
Regulations Committee.

IRSBILLGIVES
ACCOUNTANTSSAME
STATUSASLAWYERS
When the Congress reconvened at the
end of January, one of the first issues
out of the chute was the IRS reform
bill, which passed the House (H.R.
2676) in 1997. At hearings in the Senate Finance Committee on January 29,
a number of groups called for broadening the House provision that extends
the lawyer -client privilege to IRS- certified accountants and enrolled agents

who advise clients on noncriminal tax
matters. Just two days before the hearing, Donald Lubick, acting assistant
Treasury secretary for tax policy, told a
meeting of lawyers that the provision
was "fraught with problems." Even
though the provision is seen as a big
boost to accountants, the AICPA wants
the Senate to expand the provision.
Michael Mares, chair of the AICPA's
Tax Executive Committee, said clarification is needed so the privilege also is
extended to lawyers who work for
CPAs. Gerry Padwe, AICPA vice president for tax, says those lawyers who
are not working as lawyers do not normally get the client privacy privilege.
Another aspect of the House provision is its application of the privacy -ofcommunications umbrella to only IRS
administrative procedures. Mares suggested that by restricting the privilege
to IRS venues, the provision gives the
IRS an incentive to take a recalcitrant
taxpayer to court where the privilege
will not hold. Paul Cherecwich, Jr., vice
president for tax
at Thiokol Corp.
and president of
the Tax Executives Institute,
looked at the
flip side of the
"IRS- administrative- forumsonly" language.
He explained,
"Because the
provision is
Michael E. Mares
framed in terms
of limitations on
the IRS's summons authority (rather
than as an amendment to the Federal
Rules of Evidence), the benefits of the
privilege might well be vitiated by the
knowledge that, if a dispute proceeds
to court (or involves the IRS criminal
investigation division or a grand jury),
the promise of confidentiality would
disappear. "Many corporate accountants may already have this privacy
privilege, for example, if they work under the general counsel. There may be
some, however, who would benefit from
this provision, which is meant mostly
for outside consultants." ■
St e phe n Barl as i s a journali st wi th more
than 16 years of expe rie nce re port ing from
Washi ngton, D.C.
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I'm an accountant with an East Coast high- technology firm. Over the last few
months, I've frequently found myself unclear about what's expected of me —and,
unfortunately, have seen that a major cause of this is the set of incomplete notes I
take at meetings. My supervisor has noticed this, too, saying 1 don't follow her
instructions completely. She thinks I need to become a better listener. I always considered listening a natural ability. How can I improve my skills in this area?

Max Messmer, Editor

Improving your listening skills.
I want to commend you on your willingness to seek guidance on this topic.
Listening is one of the most underrated skills in the business world. The
ability to pay close attention and take
direction is particularly important in a
field as detail- oriented as accounting.
Unfortunately, far too many people
think the focus of communication is
speech alone.
Building stronger listening skills can
prove to be a challenge. People can
hear on average 600 words per minute,
but even the fastest talker only speaks
100 to 150 words a minute. This gap
between hearing and speaking is one
reason why it's so easy to let your
mind wander. In your haste to be productive, there's a tendency to quickly
give an affirmative nod or say "yes"
without really taking the time to
understand, assimilate, and interpret
exactly what is being said.

Making the most of meetings. A good
wa y t o b eg i n i mp r ov in g y o u r li ste n in g

skills is to understand potential barriers to communication. Assess your
state of mind prior to entering a meeting with your supervisor. For example,
if you're worried about being reprimanded, or fear that you're far too
busy to be pulled away from immediate
tasks, your anxiety will likely stand in
the way of truly hearing the other
person.
Clearing your mind, therefore, is a
vital step toward becoming a better listener. Before attending meetings, make
sure you reach a stopping point in your
current work. Finish that sentence on
the financial report you're preparing;
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wrap up that phone call with your
accounting firm and schedule a time to
resume the conversation when the
meeting adjourns.
Clarifying the purpose and length of
the discussion also will help ensure a
productive meeting. Will it be a five minute inquiry about a series of outstanding invoices, a 30- minute evaluation of a new SEC regulation, or a
60- minute review of departmental
priorities?
Listening actively. "Active listening" is
the key ingredient to effective communication. Here are a few guidelines:
Pay attention. Look directly at the
person who is speaking. Instead of
thinking about your response, listen to
what's being said. Be aware of your
body language. Slumping posture,
drumming fingers, and tapping feet
are the kind of mannerisms that can
break the connection between you and
the individual speaking.
Take thorough notes. Bring a pen
and paper to every meeting you attend
However, don't let your note taking
interfere with the flow of conversation.
Write down key words, ideas, dates
and activities in outline form. Since
you've indicated that you've had problems with incomplete notes, be sure to
review —and even type —your notes
immediately after the meeting while
your memory is still good.
Don't interrupt. Once again, don't
formulate your response until the
speaker is finished talking. While it's
tempting to jump in or start rehearsing your comments in advance, try to
pay complete attention to the person

who's speaking. Otherwise, you risk
the danger of short- circuiting specific
directions or ideas. One key principle:
Learn to become comfortable with the
moment or two of silence that may
occur when someone pauses mid thought. This isn't necessarily an invitation for you to join in. Allow the individual speaking the opportunity to
make his or her point before offering
your own input.
Ask questions. Agreeing with everything you hear does not mean you're a
good listener. Active listening means
asking plenty of questions to clarify
salient points. For example, let's
assume your supervisor has asked you
to prepare a report summarizing your
department's current work with a public accounting firm. Don't be afraid to
ask for more details. What is the purpose of the report? Will executives in
other departments be reading it? This
process might seem awkward at first,
but as you've seen firsthand, it's far
worse to demonstrate your lack of
understanding later.

The art of listening. As you work on
improving your listening skills, it's
important to recognize that effective
communication is much more of an art
than a science. It requires a willingness to try various techniques and continually practice. Becoming a better listener can start with simple things such
as not trying to do two things at once.
For example, avoid using your computer while on the phone — intentionally or
not, you are guaranteed to tune out a
portion of the conversation. Over time,
you'll learn that good listeners are
made, not born. Experiment with what
works best for you.
By taking an active approach to
improving your listening abilities, you
are helping to build a strong foundation for assuming broader, increasingly
complex responsibilities. Maintain your
commitment to this effort, and you will
be well - prepared for future meetings
and career opportunities in the
accounting profession. ■
Max Me ssmer is chai rman and CEO of
Robert Half
ernati onal
Inc.
are ntRHI
company
HalI nt
f,OAccl
unt e,mp
s, and
M anof Robert
agement Re source s. RHI is the worl d's fi rst
and l arge st specializ ed staffi ng firm placi ng
accounting and finance professionals on a full time, temporary and project basi s. M r. Me ss mer's most re ce nt books are 50 Ways to Get
Hired (William Morrow) and Job Hunting For
Dumm ies ' (IDG Books).
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Anthony P. Curatola, Editor

BESPECIFIC:CALCULATEYOURGAINSCAREFULLY
With the new tax law giving taxpay
ers lower taxes on capital gains, never
have the words of a high school English teacher rung more true, "Be specific in what you say or write!"
Unless you have inherited or been
gifted shares of stock or mutual funds,
the capital gain or loss on the sale of
shares is calculated by subtracting
what you paid for your investment
from the sales proceeds. This seems
simple enough unless you made multiple purchases or reinvested your dividends. If this is the case, the question
becomes, "Which shares were sold ?"
Tax Relief Act of 1997. As was discussed in the September 1997 tax column, the new law gives investors real
incentives to hold their shares of stock
or mutual funds for more than 18
months. Shares held one year or less
will have their gains taxed at the same
tax rate as their wages and other income. These rates range from a low of
15% to a high of 39.6 %. Gains on
shares held more than 12 months and
not longer than 18 months will be
taxed up to a maximum of 28 % . Gains
on shares held more than 18 months
will be taxed at a 20% rate for those in
the 28% rate or higher and at 10% for
those in the lowest bracket of 15 % . Also, in the year 2001, another set of
rates, 8% and 18 % , come into play for
shares held more than five years. Different holding requirements must be
met depending if you are in the 15%
bracket or higher.
Which shares did you sell? If you purchased shares of stock or reinvested
dividends at different times, calculating your gain is not so easy. There are
two methods one can use to determine
the cost of shares —the "specific ID"
and the "first -in, first -out" or "FIFO"
methods.
16
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The "specific ID" method requires investors to specify which shares they
want sold. Investors can "choose" the
cost of the shares they want to sell and
can thus control the amount of gain or
loss on their sale. Adequate documentation and confirmation from your broker or fund manager is needed. IRS
Publication 564, Mutual Fund Distributions, provides details of these two
methods.
The "FIFO" method is the method an
investor must use if no other method is
chosen. It is assumed that the earliest
shares purchased are the first ones
sold. Under "FIFO," the investor loses
control over which shares are sold and
thus whether losses or gains are
recognized.
Mutual fund shareholders have
available to them another way to calculate the cost of the shares that they
sell — "average basis." Some mutual
fund companies, among them American Express, Kemper, and Alliance
Funds, provide year -end statements
that calculate your gains and losses using "average basis." The "average basis" has two different methods to calculate an individual's average cost per
share, the single- category and double category (which should be known and
applied as a multiple - category method
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because of the new law, but the 1997
Publication 564 does not make any distinction in the different capital gain
brackets). Only one of these ways of
calculating your average cost can be
used if you determine your average
cost. IRS Publication 564 provides the
details on the mechanics of each calculation, each of which is cumbersome to
do. While it is nice that your mutual
fund may provide you with gain and
loss calculations, as with FIFO, an investor loses control over whether sales
generate gains or losses. You are not
required to use "average basis" in determining gains and losses. In fact, to
use "average basis," you decide to use
it by electing "average basis" on your
tax return for all transactions of that
fund in the current and future years.

Take control; be specific. To maintain
control over taxable income and income tax liability, the specific ID
method should be used. With the specific ID method, taxpayers can have
some control over their tax situation.
For example, to minimize the current
year's tax burden, the taxpayer can
sell those shares that are held more
than 18 months. Another way one can
minimize tax liability is by offsetting
shares sold with a gain held less than
12 months by selling another investment held less than 12 months that
has a loss, trying to eliminate the tax
on your gain. Your individual tax situation will dictate the decisions you
make.
To substantiate the cost of the specific investments you sell, keep confirmations for stock purchases made from a
broker and all year -end statements
from the company's reinvestment plan
that show additional shares acquired
by reinvesting your dividends or
making direct purchases. For the mutual funds you own, keep all your yearend statements.
Remember your English teacher; be
specific. By specifying the shares you
sell, you will have the flexibility of
when and which shares of your investments you should sell and can control
the gains and losses you recognize on
your tax return. —David M. Smith
David M. Smit h i s an assistant profe ssor of
accounti ng at M e tropol i tan St ate U ni versi ty.
Anthony P. Curatola is the Joseph F. Ford
Profe ssor of Accounti ng at Drexel Uni versity.

..'a I:I I l1

Is,

ome of the country's leading businesses have discovered the
fastest way to pass information from one source to another.
Now their advantage can be yours:
Electronic Timesheet from Deltek Systems.
ET cuts the time spent collecting and approving paper
timesheets, reduces administrative handling and delivers
information quickly and automatically. The system is
user - friendly, can be used stand- alone, or easily interfaced
with accounting and project management systems.
Best of all, it gives you a current picture of how time is
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tratepc Cost
Management
Robin Cooper and Regine Slogmulder, Editors

COSTMANAGEMENTBEYONDTHEBOUNDARE
I SOFTHEFIRM
or the majority of the 20th Century,
Making the buyer-supplier interface
the economics of customer service to
F
management accounting practice has
more efficient. The first step in interorsuggest new ways for the buyer to orlimited its scope to the boundaries of
the firm. This limitation makes it difficult for the firm to take advantage of
any cost - reduction synergies that exist
across the supply chain. Such synergies can only be achieved by coordinating the cost - reduction activities of multiple firms. This coordination requires
the firms in the supply chain to extend
their cost management programs beyond their organizational boundaries.
The objective of such interorganizational cost management programs is to
find lower -cost solutions than would be
possible if the firm and its buyers and
suppliers attempted to reduce costs independently.)
Coordinating the cost - reduction programs at the firms can help reduce
costs in two ways. First, it can help
identify ways to make the interface between the firms more efficient. Second,
it can help the firm and its buyers and
suppliers find additional ways to reduce the manufacturing cost of products. The actions the firms take should
not only decrease costs, but also improve the ability of the supply chain to
serve its customers. As the firms in the
supply chain become more efficient and
focused on customer satisfaction, the
end customer will be better served.
Since it is the end customer that drives
the economics of the entire supply
chain, the strategic position of the
chain and the firms within it are
strengthened.
18
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ganizational cost management consists
of the firm getting together with its
buyers and suppliers to find ways to
make their interfaces more efficient.

Improvements at the suppliers. This
type of improvements captures how
suppliers can change their behavior in
ways that reduce procurement costs at
the firm. For example, if the firm is a
lean enterprise, then late deliveries by
suppliers are very expensive. Based
upon its analysis of procurement costs,
the firm can show the supplier the
high costs associated with poor delivery performance. The supplier can
then initiate a program to become lean
itself and significantly increase ontime deliveries. The firm can help in
this process by transferring the expertise it has gained in its own journey towards lean thinking. Other potential
improvements for the supplier include
improved quality, smaller batch deliveries, and shorter lead times.

Improvements at the buyers. This type
of improvement captures how buyers
can change their behavior in ways that
reduce the firm's customer service
costs. For example, if the buyer is a
lean enterprise, it might be placing a
large number of small orders with the
firm. If the firm has high sales order
processing costs, then the firm's cost to
serve that customer will be high. The
firm can use the insights it gains into

der products. For example, the buyer
might agree to undertake data entry
that feeds directly into the firm's sales
order systems. Other potential improvements for the buyer include reducing its reliance on custom as opposed to standard products, ordering
as many different products at a time as
possible, increasing sales order lead times, and reducing the number of
changes to sales orders.

Improvements at the firm. The interfaces between the firm and its buyers
and suppliers will only become truly
efficient when they in turn ask the
firm to modify its behavior to reduce
their costs. For each interface, the firm
has to identify both the savings that it
will obtain from the changes it has recommended and any costs associated
with the changes requested by the other firm. Many of the recommendations
will lead to cost savings at both firms.
For example, adopting total quality
management not only reduces costs at
the buyer (no need to inspect incoming
items or to return the defective ones),
but also at the supplier (no rework or
defective products that have to be
scrapped). Similarly, both sides can
achieve savings by adopting electronic
data interchange (EDI). The critical
point is that there are win -win scenarios that can be identified by extending
cost management beyond the walls of
the factory and realized by extending it
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Anthony P. Curatola, Editor

BESPECIFIC:CALCULATEYOURGAINSCAREFULLY
With the new tax law giving taxpay
ers lower taxes on capital gains, never
have the words of a high school English teacher rung more true, `Be specific in what you say or write!"
Unless you have inherited or been
gifted shares of stock or mutual funds,
the capital gain or loss on the sale of
shares is calculated by subtracting
what you paid for your investment
from the sales proceeds. This seems
simple enough unless you made multiple purchases or reinvested your dividends. If this is the case, the question
becomes, "Which shares were sold ?"
Tax Relief Act of 1997. As was discussed in the September 1997 tax column, the new law gives investors real
incentives to hold their shares of stock
or mutual funds for more than 18
months. Shares held one year or less
will have their gains taxed at the same
tax rate as their wages and other income. These rates range from a low of
15% to a high of 39.6% . Gains on
shares held more than 12 months and
not longer than 18 months will be
taxed up to a maximum of 28 % . Gains
on shares held more than 18 months
will be taxed at a 20 %r rate for those in
the 28% rate or higher and at 10% for
those in the lowest bracket of 15% . Also, in the year 2001, another set of
rates, 8% and 18 %, come into play for
shares held more than five years. Different holding requirements must be
met depending if you are in the 15%
bracket or higher.
Which shares did you sell? If you purch a se d sh a re s of sto c k o r r e in v e st e d
di vi d en ds a t di ffe re nt ti m es, c a l cu l a t in g yo u r g a i n is n ot so ea sy . T h er e a r e
two m e t h o d s on e c a n u se to d e t e r m i n e

the cost of shares —the "specific ID"
and the "first -in, first -out" or "FIFO"
methods.
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The "specific ID" method requires investors to specify which shares they
want sold. Investors can "choose" the
cost of the shares they want to sell and
can thus control the amount of gain or
loss on their sale. Adequate documentation and confirmation from your broker or fund manager is needed. IRS
Publication 564, Mutual Fund Distributions, provides details of these two
methods.
The "FIFO" method is the method an
investor must use if no other method is
chosen. It is assumed that the earliest
shares purchased are the first ones
sold. Under "FIFO," the investor loses
control over which shares are sold and
thus whether losses or gains are
recognized.
Mutual fund shareholders have
available to them another way to calculate the cost of the shares that they
sell — "average basis." Some mutual
fund companies, among them American Express, Kemper, and Alliance
Funds, provide year -end statements
that calculate your gains and losses using "average basis." The "average basis" has two different methods to calculate an individual's average cost per
share, the single- category and double category (which should be known and
applied as a multiple - category method
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because of the new law, but the 1997
Publication 564 does not make any distinction in the different capital gain
brackets). Only one of these ways of
calculating your average cost can be
used if you determine your average
cost. IRS Publication 564 provides the
details on the mechanics of each calculation, each of which is cumbersome to
do. While it is nice that your mutual
fund may provide you with gain and
loss calculations, as with FIFO, an investor loses control over whether sales
generate gains or losses. You are not
required to use "average basis" in determining gains and losses. In fact, to
use "average basis," you decide to use
it by electing "average basis" on your
tax return for all transactions of that
fund in the current and future years.
Take control; be specific. To maintain
control over taxable income and income tax liability, the specific ID
method should be used. With the specific ID method, taxpayers can have
some control over their tax situation.
For example, to minimize the current
year's tax burden, the taxpayer can
sell those shares that are held more
than 18 months. Another way one can
minimize tax liability is by offsetting
shares sold with a gain held less than
12 months by selling another investment held less than 12 months that
has a loss, trying to eliminate the tax
on your gain. Your individual tax situation will dictate the decisions you
make.
To substantiate the cost of the specific investments you sell, keep confirmations for stock purchases made from a
broker and all year -end statements
from the company's reinvestment plan
that show additional shares acquired
by reinvesting your dividends or
making direct purchases. For the mutual funds you own, keep all your yearend statements.
Remember your English teacher; be
specific. By specifying the shares you
sell, you will have the flexibility of
when and which shares of your investments you should sell and can control
the gains and losses you recognize on
you r ta x retu rn. —Da vid M. Smith

David M. Smit h i s an assistant profe ssor of
accounti ng at M e tropol i tan St ate U ni versi ty.
Anthony P. Curat ol a i s t he Jose ph F. Ford
Profe ssor of Accounti ng at Drexel Uni versity.
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trategic Cost
Management
Robin Cooper and Regine Slagmulder, Editors

COSTMANAGEMENTBEYONDTHEBOUNDARIESOFTHEFIRM
For the majority of the 20th Century,
management accounting practice has
limited its scope to the boundaries of
the firm. This limitation makes it difficult for the firm to take advantage of
any cost - reduction synergies that exist
across the supply chain. Such synergies can only be achieved by coordinating the cost - reduction activities of multiple firms. This coordination requires
the firms in the supply chain to extend
their cost management programs beyond their organizational boundaries.
The objective of such interorganizational cost management programs is to
find lower -cost solutions than would be
possible if the firm and its buyers and
suppliers attempted to reduce costs independently. 1
Coordinating the cost - reduction programs at the firms can help reduce
costs in two ways. First, it can help
identify ways to make the interface between the firms more efficient. Second,
it can help the firm and its buyers and
suppliers find additional ways to reduce the manufacturing cost of products. The actions the firms take should
not only decrease costs, but also improve the ability of the supply chain to
serve its customers. As the firms in the
supply chain become more efficient and
focused on customer satisfaction, the
end customer will be better served.
Since it is the end customer that drives
the economics of the entire supply
chain, the strategic position of the
chain and the firms within it are
strengthened.
18
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Making the buyer- supplier interface
more efficient. The first step in interorganizational cost management consists
of the firm getting together with its
buyers and suppliers to find ways to
make their interfaces more efficient.

Improvements at the suppliers. This
type of improvements captures how
suppliers can change their behavior in
ways that reduce procurement costs at
the firm. For example, if the firm is a
lean enterprise, then late deliveries by
suppliers are very expensive. Based
upon its analysis of procurement costs,
the firm can show the supplier the
high costs associated with poor delivery performance. The supplier can
then initiate a program to become lean
itself and significantly increase ontime deliveries. The firm can help in
this process by transferring the expertise it has gained in its own journey towards lean thinking. Other potential
improvements for the supplier include
improved quality, smaller batch deliveries, and shorter lead times.

Improvements at the buyers. This type
of improvement captures how buyers
can change their behavior in ways that
reduce the firm's customer service
costs. For example, if the buyer is a
lean enterprise, it might be placing a
large number of small orders with the
firm. If the firm has high sales order
processing costs, then the firm's cost to
serve that customer will be high. The
firm can use the insights it gains into

the economics of customer service to
suggest new ways for the buyer to order products. For example, the buyer
might agree to undertake data entry
that feeds directly into the firm's sales
order systems. Other potential improvements for the buyer include reducing its reliance on custom as opposed to standard products, ordering
as many different products at a time as
possible, increasing sales order lead times, and reducing the number of
changes to sales orders.

Improvements at the firm. The interfaces between the firm and its buyers
and suppliers will only become truly
efficient when they in turn ask the
firm to modify its behavior to reduce
their costs. For each interface, the firm
has to identify both the savings that it
will obtain from the changes it has recommended and any costs associated
with the changes requested by the other firm. Many of the recommendations
will lead to cost savings at both firms.
For example, adopting total quality
management not only reduces costs at
the buyer (no need to inspect incoming
items or to return the defective ones),
but also at the supplier (no rework or
defective products that have to be
scrapped). Similarly, both sides can
achieve savings by adopting electronic
data interchange (EDI). The critical
point is that there are win -win scenarios that can be identified by extending
cost management beyond the walls of
the factory and realized by extending it
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beyond the boundaries of the firm.
However, not all recommended
changes will be win -win. If the firm expects to be better off, it will obviously
support the changes and might even be
willing to share some of the proceeds
with the other firm. Alternatively, if
the firm expects to be worse off, it will
only support the changes if the other
firm is willing to compensate it sufficiently to at least offset its additional
costs. Clearly, only if both firms are net
better off will changes be approved.
Without the type of cost analysis described in last month's column, the
firms will not justify these decisions.
They will lack the necessary insights
into the levels of cost savings (and potential increments) improvement and
customer service costs.

Reducingmanufacturingcostsacross
the supply chain.The supply chain can
also be made more efficient by having
the firm and its buyers and suppliers
jointly look for ways to reduce manufacturing costs. Two cost management
techniques can be used to identify
where joint cost reduction efforts are
required: target and kaizen costing.
Target costing is applied to reduce
costs during the product design stage,
whereas kaizen costing is used to reduce costs during the manufacturing
stage.

Costmanagementduringproductdesign. During the product design phase,
interorganizational cost management
involves close interactions between the
design teams of the firm and its suppliers. The objective of these interactions
is to find lower cost solutions than
would be possible if the design teams
acted in isolation. The primary cost
management technique used to trigger
these interactions is target costing.2
One of the outcomes of target costing is
that the firm establishes its suppliers'
selling prices. Since these prices reflect
the cost pressures that the firm faces
in the marketplace, it communicates
these pressures to the firm's suppliers.
When a supplier finds it impossible to
make an adequate profit, it can initiate
a joint design effort to find ways to reduce costs. For example, costs might be
reduced if a casting is used in lieu of a
more expensive forging. The firm's engineers know by how much surface tolerances can be relaxed before the qual20

MANAGEMENTACCOUNTING MARCH 1998

ity and functionality of its product suffer, and the supplier's engineers know
the tolerances that can be achieved using castings and forgings. Thus, only
when the two design teams interact
and coordinate their activities can an
acceptable, low -cost solution using
castings be identified.
The degree to which the two design
teams interact can vary significantly.
At one end of the spectrum are minor
reductions in the outsourced component's quality or functionality, and
hence cost, that have no impact on the
specifications of the end product. Some
firms call these interactions functionality- price- quality trade -offs. At the other end of the spectrum are continuous
interactions during the product design
phase where both sides make suggestions for cost reduction that lead to significant changes in the design of the
product and the components that it
contains. Some firms call these interactions concurrent engineering. The key
to the success of these interactions between the design teams lies in a cooperative relationship between the buyer
and supplier.
The interaction of the design teams
need not be limited to just two firms, it
can be extended to several firms in the
supply chain. For example, imagine a
situation in which one firm produces a
forging or casting, another one machines its surface, and a third one uses
the final component in its product. In
this scenario, the knowledge required
to find new low -cost solutions resides
at three firms not two. Therefore, to
find creative ways to reduce costs requires that design teams from the
three firms get together. These interactions are called minimum cost investigations by some firms. The important
point is that only through the coordinated effort of the three design teams
can a new lower cost solution be
identified.

can either consist of across - the -board
cost - reduction objectives for all out sourced items (for example, 3% per
year) or specific cost - reduction goals
for each item (for example, 6% for radiators and 3% for starter motors).
The real benefit of interorganization al kaizen costing is realized when the
firms in the supply chain cooperate to
find new low -cost solutions that they
cannot identify in isolation. When the
supplier finds it impossible to meet the
price reductions required by the firm
and still make an adequate profit, it
can ask the firm to provide engineering
support. The joint engineering teams
can explore solutions that require both
firms to modify their product specifications or manufacturing processes.
When the net result is lower costs,
then the changes are implemented.
The firm can help its suppliers reduce
costs in other ways. For example, the
firm can use the combined buying power of the supply chain to negotiate better discounts than its suppliers can
achieve on their own.
The firm will benefit from these negotiations with reduced prices from its
suppliers. To achieve these savings, all
of the firms must be willing to cooperate, share information, and work for
the common good. Unfortunately, the
adversarial character of many buyer supplier relationships in Western firms
is not conducive to these types of
interactions.
The application of strategic cost
management beyond the boundaries of
the firm enables the entire supply
chain to become more efficient, a critical step in helping the firm maintain
its competitiveness. However, many
firms also source items internally.
These internal markets, like their external counterparts, have to be subjected to the discipline of strategic cost
management, which is the focus of our
next column. ■

Costmanagementduringcomponent
manufacture.Additional opportunities

Robi n Coope r is professor of manageme nt,
Pe t e r F. D rucker Graduat e M anage me nt
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management at M anche st e r Business School .
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Ne therlands) and visi ti ng profe ssor at the
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for cost reduction occur during the
manufacturing phase. The firm can use
kaizen costing to set cost - reduction objectives for its suppliers. These objectives should, like their target costing
counterparts, reflect the competitive
pressure that the firm is facing in the
marketplace. There are two approaches to establishing the objectives; they

1 See

/nterorganizational Cost Management by Robin
Cooper and Regina Slagmulder, Productivity Press,
Portland, 1998 (forthcoming).
ZSee Target Costing and Value Engineering by Robin
Cooper and Regine Slagmulder, Productivity Press,
Portland, 1997.
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Lybrand Bronze Meda[Winner
rganizations committed to customer- focused service and continuous improvement must get
everyone involved. Only when each
person understands the aim of the
organization and his or her role in
achieving that aim can the organization hope to make the best use of the
talents and creative energy of its
workforce.
The current emphasis on employee
empowerment and team building is
apparent to anyone familiar with quality management literature. Likewise,
the focus on internal customers (that
is, seeing the previous process as your
supplier and the next process as your
customer) reveals the need for all
employees to participate if the organization hopes to achieve its aim. All of
these strategies are designed to give
employees a sense of pride in their
work and a feeling of ownership. The
hoped -for results are a more motivated
workforce and greater customer satisfaction. Stated another way, to be a
customer - focused organization you first
must become people focused.
While employee empowerment, team
building, and an internal customer
focus are necessary ingredients in a
people- focused strategy, they may not
be sufficient for creating the pride in
workmanship, joy in work, and sense
of ownership so important in creating
a customer - focused organization. If
companies want employees to be creative problem - solvers committed to
continuous improvement, they may
have to try new approaches to unleash
such an entrepreneurial spirit.
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One such approach is the minicompany concept proposed by Kiyoshi
Suzaki in his book, The New Shop
Floor Management.Suzaki believes
that if each individual within a company views the previous process as a supplier and the next process as a customer, then everyone in the
organization can be viewed as the president of his or her own area of responsibility. In effect, each is providing
products or services to satisfy customers. Suzaki calls each of these settings a minicompany. Further, he suggests that companies should be able to
group employees into units or departments so that everyone is involved in
running a company within a company.'

GRSPRING & STAMPING

A company that has implemented the
minicompany structure is GR Spring
and Stamping (GRSS). The company
manufactures a variety of products
including stampings from progressive
dies, four -slide stampings, roll forming,
and wire forms. It also makes compression, extension, and torsion springs. In
1991, GRSS began to implement the
minicompany concept.
GR Spring and Stamping currently
is organized into four minicompanies
(Secondary, Press, Four Slide, and
Spring) in which everyone participates.
The officers of each minicompany
develop vision and mission statements
as well as a business plan that are
submitted to its members for approval.
After the minicompany members
approve the plan, it is submitted to the
internal bankers for their approval
(the role of internal bankers will be
explained later). The internal bankers
ensure that the plans are congruous
with corporate goals.

Each minicompany measures its performance and progress monthly
against the plan by comparing the five
key performance indicators (KPI) of
quality, cost, delivery, safety, and
morale against its stated annual goals
for each of the five measurements. (See
sidebar, p. 27.) Suzaki says that these
are the key criteria for ensuring customer satisfaction. "It is essential that
each minicompany has a scoreboard to
measure its progress in relationship to
these criteria."2 A monthly business
report is presented to the internal
bankers.
Through the minicompany structure
and monthly bankers meetings, GRSS
has been able to focus the entire company on finding ways to improve its
processes and products to become even
more customer - oriented. The minicompany strategy has established a common language for all employees, has
decreased suboptimization substantially, has provided vital leadership development, and has fostered a people -oriented and customer - focused culture.
The company's story is best told by
Jim Zawacki, CEO and owner, and
Mike Command, the plant manager,
whom we interviewed extensively.

WHYM1N1C0MPANIES?
We began by asking Jim and Mike
why GRSS decided to form minicompanies. Jim indicated that survival and
the need for continuous improvement
were the driving forces. He said that
the company has gone through numerous cycles of change to improve its
products and to meet customer needs.
In the early stages, Jim and Mike were
following the lead of Richard Schonberger in order to become a world -class
manufacturer. They followed this ini-

;mployee Empowerment
®1997 MASTER SERIES

tiative by adopting the Theory of Constraint approach advocated by Eliyahu
Goldratt. GRSS adopted and continues
to use the Deming Cycle (Plan, Do,
Study, Act) in its problem - solving
efforts. (For more information about
these initiatives and the early experience with minicompanies, see "Blending Quality Theories for Continuous
Improvement," MANAGEMENT ACCOUNTING®,February 1995).
Zawacki indicated that GRSS was
ready for a new approach, one that
would put more power in the hands of
those who should be making decisions.
He indicated that workers who have
more control think more like masters
of their own destinies; they begin to
think like owners. "They hear the quality concern; not that they didn't hear it
before, but it might have been after it
was solved."
Mike Command echoed a similiar
theme when asked why the minicompanies were formed. He explained that
he and Jim wanted to have autonomous working units. "We wanted them
to have an identity; to make decisions
on their own; to do their own performance appraisals; to set their own
hours; to be responsible for their
departments; and to have all the good
things that come out of that, such as
growing their own self - worth. They
now had responsibilities and had to
face issues affecting them. They had to
act as a team if they were going to perform at acceptable levels." He went on
to say that management "provided the
resources, the direction, and the guidance and was available for them whenever they needed us. [However, we
wanted them] to feel like they owned
the company and had to make decisions for it on their own."
Prior to the introduction of minicom-
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panies, Mike noted that GRSS had
departments functioning as teams. The
results were less than satisfactory.
"They did not have specific goals; they
did not have a lot of problem - solving
activities." In addition, they were not
developing their own data to track performance. It was not always clear who
was responsible for fixing a problem.
Although they felt independent,
departments weren't working as well
as they would have liked. Command
says, "It's hard to go back and say
departments weren't working at that
time because we thought we were
doing okay, given what we knew." They
now know that the minicompany
approach has given them the ability to
adapt more quickly to change and to be
more flexible and responsive in meeting customer needs.

EMPLOYEEREACTION

Initial employee reaction to the minicompanies generally was favorable.
Zawacki attributes this response to the
atmosphere of trust and respect within
the company. He did indicate that the
move from a departmental to cross functional framework posed some problems for some of the technical people
(toolmakers, engineers, and quality
people) because they didn't know who
their customers were. It took some
time for them to adjust to the idea of
internal customers. Because personnel
in service departments —for example,
toolmakers —were going to be part of
several minicompanies, Jim thought
that it would be good for morale if the
service departments continued to hold
their own meetings in addition to the
meetings they attended with their
minicompanies. This approach has
helped these departments maintain
their identity within the minicompany
culture.
Mike Command noted that the production departments had no trouble at
all adjusting to the new structure.
"They welcomed the idea of having a
toolmaker, an engineer, and a quality
representative in their department
helping them, or at least be available
for questions." But Mike did indicate
that it was a problem keeping the non production personnel interested in the
activities of the minicompanies after
the novelty wore off. Keeping these
personnel motivated and contributing
24
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is an ongoing issue. The service
department meetings were an attempt
to deal with this issue. In addition, the
nonproduction people provided such
data as weekly sales and returns,
which were seen as valuable input by
the production employees. Command
pointed out that people wanted to participate, so the challenge was to provide employees with the opportunity to
do so in a meaningful way.
Both Jim and Mike agree that the
process is working much better than it
was four years ago. They attribute the
continuing improvements to the leadership skills of some new minicompany
officers, the company's investment in
training and education, and high levels
of trust and respect that permeate
GRSS.

TRAININGANDEDUCATION

B

oth Mike and Jim concur that "onthe job training" most accurately
describes the process that was employed to implement the minicompany concept. They also agree that there was
not a great deal of preimplementation
training.
Kiyoshi Suzaki's book served as the
training manual. All officers of the
minicompanies were provided a copy,
as was any employee who requested to
read it. At first, there were visits every
six to eight weeks by Suzaki, who continued to explain the concept and evaluate progress. But as Mike Command
puts it, "Kiyo's concept is just do it."
Mike and Jim also joined a local continuous improvement user group
(CIUG) composed of seven companies
that were attempting to implement
minicompany ideas. At times, Suzaki
also would attend these meetings. The
CIUG provided an additional forum for
sharing ideas and problems. GRSS still
participates in these meetings and is
still visited once or twice a year by
Suzaki.
Essentially self - taught, the company
now had the opportunity to modify the
process to better fit the needs of its
customers and culture. Originally
GRSS was organized into nine minicompanies. It now has four. This consolidation was the result of refocusing
nonproduction resources on production. Consequently, nonproduction
minicompanies were eliminated. Command indicated that their philosophy

"unless we are actually making something, unless we are making parts to
the customer's specifications when the
customer wants them, and not more
than the customer wants, then we are
not going to make any money. And so
we can do all the engineering, quality
control, and quality assurance statistics we want, but if we aren't making
quality parts, we aren't making money.
So the change from nine to four minicompanies wasn't to take away from
the function of the engineering department or other nonproduction personnel but to get them to focus on what
really counted and that was to get
quality parts out the door all the time
and on time." Consequently, nonproduction personnel are assigned to
minicompanies.
Each minicompany is operated on a
10- hour - per -day, five- day - per -week
schedule. At times it is necessary to
work on Saturdays. Most employees
are multiskilled and cross - trained so
that they can perform different jobs
based on customer demand. Each
employee attends a 45- minute mini company meeting each week and a
one -hour continuing education seminar
every other week.

ENHANCINGCONTINUOUS
IMPROVEMENT
I MXRSS believes that the use of mini-

C

companies has enhanced its continuous
improvement efforts. Command says
that the problem - solving training that
takes place in the minicompanies has
focused continuous improvement
efforts more clearly because each company has to use these tools to solve
minicompany problems. In the past, if
a customer had a problem, someone
would just say that the quality department would handle it. Now the mini company has to take care of it because
it has its own quality person inside the
company. Mike notes, "Now we don't
have to have the entire company taking the time to worry about a problem
because the minicompany has all the
resources to solve its own problems. If
someone considers it a major problem
impacting corporate, then top management is notified. We try very hard to
have few problems brought to top
management."
Spring and Stamping has done an
excellent job of focusing the minicom-
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panies on customer service. Customer
concerns are logged into a database,
and the information is given to the
appropriate minicompany. It is not
unusual for minicompany personnel to
visit customers. Command and Zawacki see this as a significant improvement over having someone from a corporate quality department visiting
customers. Customers appreciate the
new approach. Ownership of problems
by the minicompanies has shifted the
focus away from blaming each other to
solving the customer's problem.
An additional benefit for GRSS is
the increase in ideas implemented
from its employee suggestion program.
After it initiated the minicompany concept, the number of employee ideas
that were adopted rose significantly.
(See Figure 1.)
Zawacki attributes the significant
increase to several factors. He says,
"We started to measure and track
ideas, and it also became an expectation or a goal for each company to
implement improvement suggestions."
He points out that an idea counts only
if it is operational and has been judged
by a workers' committee to be a world class idea. He says, "Some of my ideas
have been rejected. They judge the
facts and don't play favorites."

OBSTACLESANDCHALLENGES

Z awacki and Command were very
forthcoming in discussing the obstacles
to making the concept work. Some of
the problems involved time and space
constraints. When and where do you
hold meetings? Because the minicompanies hold meetings for one hour each
week, it became necessary to shut
down operations in order to have
everyone involved in these meetings.
Current space restrictions require that
these meetings be held in the plant,
although the company has a goal of
providing each company with its own
room when expansion plans are
completed.
Other pressing problems involved
selecting officers for the minicompanies, structuring their reporting formats, and goal setting. When the mini company approach was adopted, GRSS
picked the best manufacturing setup
employee as the minicompany officer.
Zawacki indicated they could not
afford to have three officers for each
26
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company, as they do now, due to financial constraints. These constraints also
forced them to develop and train people from within. What they have
learned over time is that the best setup person may not make the best officer, and that, given the different functional areas in each company, they
needed to provide more officers. Today,
they have evolved to the point where
each company has officers from engineering, quality, and manufacturing.

STANDARIZEDREPORTS

O ne of the challenges that had to be
addressed was how to standardize the
reporting process for each minicompany in order to ensure some consistency.
Command says that they wanted to
leave some room for individual initiative but that "when it comes to reporting on a part specification and on -time
delivery, we wanted all of that standardized. So early on we sat down with
the minicompany officers and said let's
all do the same type of charts so that
they will be easier to read."
Minicompany goal setting was
accomplished by holding frequent
meetings with each company's officers.
Obviously these goals had to be tied to
corporate goals. The minicompany officers had to come to the internal
bankers and present their goals and a
business plan for achieving them. If
the bankers disagreed with the goals
or implementation plans, additional

meetings and dialogue would resolve
the issues. Monthly banker meetings
then were used to review progress.

THEUSEOFACCOUNTINGDATA

In his book Releuance Regained, H.
Thomas Johnson makes a compelling
case that accounting -based targets
should not be used to control people or
processes. W. Edwards Deming also
called for eliminating arbitrary numerical goals and targets in Point Eleven
of his famous Fourteen Points. Eliyahu
Goldratt, author of The
Goal, also has warned of
the danger of standard
costing systems. Giv
en GRSS commitment to continuous
improvement and
its continued
blending of
9.37
quality theories, we were
naturally
curious
about how
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the accounting system is used in its
minicompany structure. 3
As it turned out, Jim Zawacki had
met Thomas Johnson and was a fan of
his book. Jim felt very strongly that
accounting systems were not providing
the kind of information that was relevant to the shop floor. Prior to purchasing GRSS, Zawacki had served for 18
years as president of a division of a
Fortune 200 company. There he heard
weekly the comment that we manage
our company by managing the bottom
line. He now believes that this is the
wrong focus. The key performance
indicators (KPI) for GRSS are quality,
cost, delivery, safety, and morale (Q, C,
D, S, M). Jim firmly believes that you
must take care of safety and morale
first. He says, "You can't take care of
your external customers unless you
provide an atmosphere of taking care
of your internal customers first. Quality people make quality products. So
safety and morale are where external
customer satifaction begins. Our
accountants should be providing us
with the tools to measure these nonfinancial measures of performance."
Zawacki points out that a company
obviously needs measurements. But
what are we measuring? How will they
be used? Do measurements foster an
atmosphere of continuous improvement and focus on customer satisfaction? How do you measure the loss of a
customer? Can your accounting system
tell you that? Jim points out that design and engineering probably account
for at least 70% of the cost of manufacturing so it is best to design and engineer to eliminate quality problems
upstream. Cost accounting systems
tend to focus on controlling downstream costs that have already been
locked into the product cost by
upstream decisions.
Zawacki says, "We still need some of
the traditional costing information so
we can make decisions on purchases of
additional plants and equipment and
to satisfy external bankers. But even
bankers have to change. How many
bankers ask you about your quality
improvement process or how much you
are spending on training and education? Do they let you show these as
assets on your balance sheet ?"
Mike Command says that the key
performance indicators are used in
place of traditional accounting -based

Relating a Minicompany Business Plan to (1, C, D, S, M
Utilize quality improvement requests.
Set up systems to trace and provide consistency
to procedures.
This will help ensure that parts:
■ Are being inspected to the correct revision level.
■ Have proper documentation for traceability.
■ Have the correct routing and audit procedures.
It will help to identify where root causes come from.
It will help reduce waste in the future (rework,
reprocess, run - around).
Educate associates in all areas of D C D S M.
Set up regular education huddles.
This will help ensure that employees:
• A good working knowledge — skilled training.
• Will work smart and safely.
• Have a good understanding of systems and
procedures.
• Have a chance to ask questions and build
confidence.
Examine processes for robust quality and complete
PDCA cycles.
Identify quality issues and set up programs for
elimination.
This will help reduce:
• Set -up time.
• Numerous adjustments to the processes.
• Defects due to non -poka -yoked processes.
• SPC frequency.

targets. Traditional accounting measurements are a residual of the key
performance indicators. He says, "The
accounting numbers that are generated are basically post- activity numbers.
They are numbers that come out shortly after the end of the month. You certainly have to look at your financials,
especially cash flow, to see if you are
making any money, but you need measurements that will indicate, almost
instantly, whether you are on track."
Minicompanies submit annual business plans with their Q, C, D, S, M
goals. Jim says that they know their
strengths and weaknesses based upon
these relatively simple measurements.
In his view, "The accounting measurements, which are always a trailing
indicator, are always positive if these
simple measurements are going in the
right direction."
Key performance indicators are not
viewed as accounting -based targets, so
we inquired about the possibility that

Be proactive.
Keep a suggestion and task assignment log for
teams and officers.
This will help:
■ Eliminate potential problems earlier.
■ Provide a means for controlling our indicators
more effectively.
■ Keep focus on issues until they are resolved.
Identify KPI variables and complete PDCA cycles.
Set up charts for tracking and develop methods
for control.
This will:
• Help pinpoint areas where variation can occur.
• Provide better control over the indicators.
• Help identify specific areas that need attention.
Evaluate department needs.
Track by individual machine.
This will help:
• Provide better scheduling.
• Maintain on -time delivery.
• Point out when new machines and people are
needed.
• Direct attention to specific jobs for performance
rating.
Recognize good performance and achievements.
This will help:
• Provide a better atmosphere in which to work.
• Encourage participation in skills improvement
activities.
• Keep morale strong.

some minicompany would be motivated
to manipulate the process in order to
report more favorable results to the
internal bankers (that is, top management). Command explains, "Because of
our culture and good communication,
the idea of manipulation of the system
was so foreign it was difficult to even
discuss." When pressed he said, "The
question implies that there are people
who aren't trustworthy in our workforce, and I don't see that. I know it's
not there." Zawacki was just as insistent that the trust factor simply makes
manipulation a nonissue. He adds, "We
are not using our performance indicators to punish anybody. The indicators
are used to focus on problems or opportunities for improvement as well as to
know where to focus some of our educational efforts."

DRIVING OUT FEAR

A lthough minicompany results do
MARCH 1998
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Bankers Minicompany meeting at GRSS. L.-c, Linda Scriber, Verna Kober, Lonnie Gunder,
Alan Dulyea, Rod Bolhous, Mike Command, and Mike Santoski.
enter into performance appraisal, pay,
and promotion decisions, the culture at
GRSS continues to be one of trust and
respect and not fear. Zawacki explains
that new employees attend a two -day
seminar that addresses a number of
the cultural issues at GRSS that are
obviously different from many employees' prior experiences. He says that in
some cases, however, it isn't easy for
employees to make the transition, even
though they are extremely happy in
the new environment. For awhile, they
may be reluctant to come forward and
speak up. Change takes time.
Command shared a somewhat different perspective. "We are not opposed to
employees becoming somewhat fearful,
perhaps `concerned' is a better word, if
results are not up to expectations," he
explained. "We have to be concerned if
we are not meeting the expectations of
our customers." But he was quick to
point out that they must guard against
the concern becoming obsessive. Mike
believes they are successful in avoiding
an atmosphere of fear because "employees are not left alone to deal with
poor performance. The internal
bankers and I just don't say to the
minicompanies, `Look you're performing lousy; do better, I'll see you later.'
That's not our approach. We work with
the individual companies and let them
know that they are not alone."

PROMOTINGCOOPERATION

S ome companies pride themselves on
promoting competition among profit
centers, plants, and even divisions.
They. would argue that such competi28
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tion is necessary to improve performance. But the new paradigm, especially among companies committed to
creating a customer - focused, continuous improvement culture, promotes
cooperation not internal competition.
In their view, if the aim is to optimize
the entire system, then creating internal competition between units will only
lead to suboptimization of the system
as these units attempt to optimize
their own performance at the expense
of the entire system.
GRSS is committed to fostering an
atmosphere of cooperation and not
competition between the minicompanies. Jim Zawacki sees the weekly
meetings of the 12 minicompany officers as an opportunity to share concepts and initiatives that are helping
the entire company to improve. He
admits that a different management
style or philosophy could foster internal competition between the minicompanies, but his approach has always
encouraged a culture of cooperation.
Mike Command echoes the same
sentiments. He indicates that mini companies are judged against how well
they have performed in advancing the
continuous improvement goals of the
entire organization. If one minicompany is making more progress than
another, discussion will not center on
comparing the two but rather what the
one might be doing differently and
whether its approach could be used in
the other minicompany.
Mike does not deny that there might
be some inherent competition in the
concept itself, but he is quick to point
out that management does not promote

it. Instead they promote cooperation.
"We have chosen leaders who can cooperate with each other and raise the
level of sharing. And not only that, we
have gotten the message across to
everyone that this company rises and
falls based on overall company performance. You may be part of a minicompany that is doing fine, but if the other
three companies are failing, you are
going to fail also. So it's very important
that you realize that this entire company has to succeed, and if you can help
that minicompany that's not doing as
well, then it is in your best interest to
do so."

BANKERMEETINGS

M

inicompany meetings with all
employees (the companies range in size
from 25 to 30 employees) take place
each week and last for about 45 minutes. At these meetings the key performance indicators as well as a number
of technical issues are reviewed (for
example, how to reduce setup time,
make better use of SPC data, tooling
issues, and so forth). In addition to
these meetings, the 12 minicompany
officers will meet once each week to
share information and compare notes.
The most innovative feature of
GRSS's approach is its use of what are
referred to as the "banker meetings."
Once a month, the officers of each
minicompany meet with Jim Zawacki,
Mike Command, and Larry Beurkens,
the vice president and general manager. These meetings are crucial to the
success of the minicompany structure.
The concept evolved in response to the
need for a formal reporting system to
measure the progress of each company
and to find out how top management
could assist each company in its continuous improvement efforts.
Mike Command indicated that
although the culture at GRSS is informal and that there is a lot of management by walking around, they still felt
the need for some type of formal reporting system. Each month, the minicompany officers meet with the bankers to review their progress on the key
performance indicators —Q, C, D, S, M.
The reports have been standardized
in order to facilitate the meetings
and to maintain consistency among
minicompanies.
Command says that the meetings
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usually begin with questions about
how the month went, which goals were
achieved, and what still needs to be
done to achieve the goals not met.
Future plans also are reviewed. The
focus of these meetings continues to
evolve. Mike explains that in earlier
meetings more emphasis was placed on
the key performance indicators. "If
they achieved a good KPI score, they
would spend more time talking about
this aspect of the report. If they had a
bad score, then the focus would shift to
why. At the beginning we went along
with this kind of discussion. Then we
realized that we needed to use these
opportunities to grow people more than
we were."
Zawacki and Command both emphasized that even the KPI, while much
more relevant to people on the plant
floor than traditional accounting measures, are still trailing indicators. Command indicates that they wanted to
shift the focus of the meetings to what
the next steps should be for each company and at the same time develop the
leadership potential of group members.
He says, "We didn't want to tell them
what to do. We wanted to make suggestions to them and then let them invent
their own solutions. What is more
important than growing the people in
each company? We have to get the
right people in the right places. We
have had to make some officer
changes. There hasn't been any problem with that. Some people wanted to
step down. Other people have come forward to assume leadership positions.
This has given us the opportunity to
develop leadership, and I don't think
you can accomplish anything without
leadership."
Both managers stressed that the
banker meetings are not just the mini companies reporting to them. These
meetings also are an opportunity for
top management to report to the companies. The meetings provide a forum
for the minicompanies to inform management about what will be needed if
continued progress is to be made in the
KPI. Issues that often are discussed
include requests for capital, additional
employees, customer concerns, engineering challenges, tooling needs, and
difficulties with employees. Minicompany officers present their proposed
monthy report to all minicompany
employees for their input and approval
30
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prior to the banker meetings. After the
banker meeting, the officers inform the
minicompany about what took place at
the meeting. GRSS believes that this
monthly communication promotes a
better understanding of the minicompany concept while enhancing the
trust and cooperation that are such a
vital part of their culture.
An investment of time and education
was necessary to prepare the minicompanies for the banker meetings. Initially the training focused on trying to
standardize the charts used in the
reports. For about three months, meetings were held each week with those
responsible for the preparation of the
charts. Once the reporting formats
were standardized, software packages
were selected, and additional training
in their use was undertaken. While
additional refinements have been made
to the reporting formats, the real focus
has been on getting the companies to
spend more time in the banker meetings discussing continuous improvement strategies and problem - solving
tools.
Both Zawacki and Command agree
that the biggest benefit of the minicompany structure has been its contribution to GRSS customer - focused
strategy. They believe that the entire
organization is now able to be more
flexible and responsive in meeting customer needs. They believe that the
minicompany concept has continued to
improve an already people- focused culture, and, as a result, it has significantly enhanced their customer focused culture.

FROM THE BOTTOM UP
In Peter Senge's book, The Fifth Discipline,the author states that "it is no
longer sufficient to have one person
learning for the organization, a Ford or
a Sloan or a Watson. It's just not possible any longer to `figure it out' from the
top, and have everyone else following
the orders of the `grand strategist.' The
organizations that will truly excel in
the future will be the organizations
that discover how to tap people's commitment and capacity to learn at all
levels in an organization." 4
Tapping the potential will require
more than slogans and exhortations. It
will require creating an environment
and culture where employees feel a

sense of ownership and pride of workmanship. Creating this kind of culture
is no easy task. Every employee must
understand the aim of the organization. Each must know what his or her
job is relative to that aim. Few job
descriptions provide this guidance. Top
management must understand that its
role is to provide the resources, the
coaching, and the leadership and to
help employees carry out the aim of
the organization. In short, a new way
of leading must be employed if organizations are to unleash the creative
genius and commitment of their
workforce.
Since acquiring GRSS, Jim Zawacki
has recognized what so many other
companies have failed to see or to
which they have merely provided lip
service: To become a customer - focused
organization you must first become
people- focused. The company's commitment to building a continuous improvement customer - focused culture has
helped GRSS embrace and effectively
use the minicompany concept to
become even more responsive and flexible in meeting customer needs. Its
passion for creating a learning organization, committed to its people and its
customers, has given GRSS a significant competitive advantage. ■

Jose ph F. Castel lano, Ph.D, CGFM , is professor of account ancy at Wri ght St at e Universi ty,
Dayt on, Ohi o. D r. Cast ellano is a me mber of
the Dayt on ( Ohio) Chapte r, t hrough whi ch t hi s
arti cle was submi tt e d. He can be re ache d at
(937) 775 -2139.
Donald Klein, DBA, CMA, CPA, is professor
of account ing at Grand V al le y St at e Universi ty,
Grand Rapi ds, M ich., and is a me mber of the
Grand Rapi ds Chapt e r. He can be re ache d at
(616) 771 -6674.
Harper A. Roehm, DBA, CPA, is professor of
account ing at U ni ve rsit y of D ayton, D ayton,
Ohio and is a me mbe r of t he Dayton Chapt er.
He can be reached at (937) 229 -2497.

I

Kiyoshi Suzaki, The New Shop Floor Management
The Free Press, New York, 1993, p.67.

zlbid., p. 90.
3 See:

H. Thomas Johnson, Relevance Regained, The
Free Press, New York, 1992. W . Edwards Deming,
Out of the Crisis, Massachusetts Institute of Technology, Center for Advanced Engineering Study, Cambridge, Mass., 1986. Eliyahu Goldratt, The Goal,
North River Press Inc., New York, 1984.
Senge, The Fifth Discipline: The Art and Practice
of the Learning Organization, Doubleday Currency,
New York, 1990, p.4.

4 Peter

with consistently accurate, in -depth
analysis of the law. You also can
get prestigious Warren, Gorham &
Lamont tax treatises from some of
the country's most respected
authors on tax related issues.
If you want complete confidence

In order to give the

-Public Domain Materials — the

that your advice is

best advice, you need

most complete, up -to -date collection

built on up-to-date,

of primary source materials including

top - quality research,

American Federal Tax Reports, Tax

put the winner to

Court Reported and Memorandum

work for you

Decisions, Board of Tax Appeals

RIA's OnPoint System. Available in

content, RIA's OnPoint System is

Reported and Memorandum

print, DOS, Windows and on the

the clear -cut winner. It covers more

Decisions, and IRS Letter Rulings.

World Wide Web.

areas of the law and in greater

*RIA Citator — the only service

RIA Group is the exclusive

depth than any other electronic

that evaluates cases by issue and

affinity partner of AICPA and

research tool. And you can cus-

includes the complete judicial his-

Tax Executives Institute and the

tomize OnPoint System by selecting

tory of all tax cases, rulings and

the options you want:

Treasury decisions since 1954.

the best research tool:
RINs OnPoint System:
When it comes to editorial

O

primary corporate sponsor for
the ABA Section of Taxation.

• Federal Tax Coordinator — get

You can expand your research

in -depth analysis of the law and

by adding a variety of specialty

complete coverage of all tax issues

components including State &

• United States Tax Reporter —

Local, International and more.

a comprehensive, up -to -date

Our in -house staff -

source of law, regulations, cases,

experienced CPAs and

rulings and explanations with the

tax attorneys — and

most annotations, full -text reprints,

renowned outside

and case headnotes.

editors provide you

Research
Institute of
America
GROUP

Windows is a registered trademark of Microsoft Corporation.
OnPoint System is a trademark used herein under license by RIA Group.
D9711MGAPS

Circle No. 23

For more information, call
1- 800-431 -9025 ext. 3, or visit
www.riatax.com

' * " % - I

Al

t

--

A-

HowWel
v�l _11

Mana911
Adding to the mix, the Department
of Labor (DOL) has installed a computer system that can track and analyze
every qualified retirement plan in the
country. This system allows the DOL to
screen for "red flag" items, such as:
•

Lack of diversification in plan
assets,
• Imprudent investments, or
• Conflicts of interest in use of plan
assets.
To respond effectively to these regulatory challenges, plan sponsors must
make sure they are familiar with the
fiduciary responsibility statutes found
in Sections 401, 402, 403, 404, and 405
of the Employee Retirement Income
Security Act of 1974 ( ERISA). Here are
t h e k e y E R I S A st a t u t e s t h a t a ffe c t

them:
•
V
•

BY ALFRED J. MORRISON
he tremendous growth of 401(k)
plans has drawn increasing concern from both the Department of
Labor and the Internal Revenue Service that plan sponsors are following

T

pru dent procedu res in ma na gin g them.

This concern is an indication that the
regulatory environment has become
more aggressive, as shown in the arti32
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cle, "IRS Targets 401(k) Plans," in the
June 1996 issue of Inc. Magazine:
"First, the bad news. The IRS is
launching a full -scale audit program
aimed at corporate 401(k) plans.
"Now the good news. Sorry, there is
none. If the tax man determines that
your company's 401(k) plan is out of
compliance, you could wind up owing
overdue taxes, back - interest payments
and penalties."

•
•
•

An investment policy must be established. It should be in writing.
ERISA sections 402(a)(1), 402(b)(1)(2), 404(A)(1)(D).
Plan assets must be diversified. Section 404(a)(1)(c).
Investment decisions must be made
with the skill and care of a "prudent
expert." Section 404(a)(1)(b).
Investment performance must be
monitored. Section 405(x).
Prohibited transactions must be
avoided. Sections 406(a) -(b).

Equally important as regulatory
compliance is the commonsense need
for all sponsors of 401(k) plans to con-

I

urEmployer

Your401(k)Plan?
Ma na g em e nt a c c o u n t a n t s a n d f i na nc i a l m a n a g e r s ne e d t o m a k e
s ur e t hei r co m p a ni e s a r e fo l l o wi ng t he p r o p er p r o ced ur es .
duct a thorough annual review of
plan operations to identify any problem or inefficient areas. In the review
process, management accountants
most likely would be members of the
finance committee that is responsible
for all management issues that pertain to the 401(k) plan. Their understanding of broad financial management and investment - related issues
would be a benefit to the committee.
The review should include:

searches for vendors, a plan sponsor should follow a documented
due diligence selection process.
The search should be based on a
true peer comparison and focus on
performance, volatility, expenses,
management tenure, and organizational history.

BEWARETHEPROBLEM
AREAS

I n any annual review, plan spon-

• Plan administration and record keeping,
• Performance of investment
products,
• Plan trust services,
• Participant education program,
and
• Plan expenses.
Companies will have to allocate
sufficient time and resources to perform this monitoring effectively and
fulfill their fiduciary responsibilities.
Not only are their employees counting on them, but the government regulations are stringent and demand
strict adherence.
One place to start is by taking
advantage of the proliferation of service vendors that have developed programs specifically for the 401(k) plan
market. According to industry sources,
there is more than $1 trillion invested
in 401(k) plans, and for many organizations the plan is the primary retirement vehicle for employees. Within the
service provider community, which

sors should be aware of the most
prevalent problems that others
historically have encountered in
the management of their 401(k)
plans and be prepared to address
these issues. The following difficult areas have been identified by
industry experts.

includes banks, insurance companies,
mutual fund families, and benefit consulting firms, there are literally hundreds of vendors competing for 401(k)
business. This proliferation has created
a buyer's market, so plan sponsors
should take advantage of this competitive environment to seek out the best
available service vendors. As in all

No formal written investment
policies and guidelines. This area
incorporates one of the most
important and critical fiduciary
responsibilities of a 401(k) plan
sponsor. A properly drafted and
implemented Investment Policy
Statement will address all the
mandated fiduciary responsibilities and liabilities under EBISA and
other regulatory legislation. According
to a recent survey conducted by Hewitt
Associates, only 55% of 401(k) plan
sponsors have a written Investment
Policy Statement even though it is the
cornerstone on which all plan management decisions are made,
including:
MARCH 1998

NUMA6EN1FMTACCOUNM

33

Higher
Expected
Return

z

r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -4

International
4 Sm all Cap
G ro wt h

41
4
Core
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - '1 l k W Y i e l d / V a l u e
Balanced (Strategic/Tactical)

I

=
N

'O

Lower
Expected
Return

Global - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - High Yield
Active Duration
;
Core
Intermediate
Defensive - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ Money Mar ket
Lower
Expected
Risk

'

Higher
op Expected
Risk

Increasing
RISK

Copyright. Investment Management Council, 1995.

• Purpose of the plan,
• Cash flow requirements,
• Procedures to select approved asset
classes,
• Procedurally prudent process to
select investment products or mutual funds,
• Securities guidelines or type and
quality of securities that are acceptable for investment products,
• Process to routinely review performance of investment products to
ensure continued suitability,
• Control procedures to review all
plan expenses, and
• Section 404(c) disclosure requirements (if applicable).
Plan sponsor fiduciary responsibility —
self-directed plans. Many plan sponsors have made the incorrect assumption that self - directed 401(k) plans
remove the fiduciary burdens that traditionally are found under defined benefit plans. But an argument can be
made that sponsors actually have
greater fiduciary responsibilities and
liability under a self- directed 401(k)
plan. This assumption centers around
the "suitability" requirements that
plan sponsors must meet in the selection and monitoring of investment
options that are made available to plan
pa r t ic i p a n t s. A pl a n sp o nso r m u st b e

able to demonstrate that it employed a
procedurally prudent process to ensure
that "suitable" investment options were
34
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made available to plan participants.
In a self - directed environment, participants rely totally on the plan sponsor to make sound choices concerning
their investment options, and participants have the legal right to question
the performance of these options. Any
plan participant can claim that the
sponsor was negligent in selecting plan
investment options, which directly
caused the participant to not have sufficient dollars for retirement purposes.
The ERISA regulations were written to
protect the rights of employees, not
employers. Recently, legal experts have
predicted that as the "Baby Boomer

Generation" reaches retirement age,
underaccumulation of retirement
assets in self - directed 401(k) plans will
lead to numerous lawsuits aimed at
plan sponsors, claiming that poor
investment options caused the under accumulation.
ERISA section 404(c). ERISA Section
404(c) was issued in October 1992 and
provides rules for participant- directed
plans which permit a participant to
exercise control over the assets in
his/her account. If a 401(k) plan complies with Section 404(c), the plan
sponsor will not be held liable for

1. Performance Numbers

Time- Weighted, Composite of Actual Results, Quarterly
Results, Net and Gross of Fees, Long -Term Outperforms
Market Indices

1. Performance Relative to
Assumed Risk

Sharpe Ratio Alpha

3. Performance Among Peers

Third -Party Objective Evaluations, Long -term Top
Quartile Performance

4. Performance of Manager's Adherence to Stated Investment Style

Clear Defensive Strategies and Sell Disciplines

5. Performance in Both Rising
and Falling Markets

Clear Defensive Strategies and Sell Disciplines

6. Performance of Key Decision

Makers and Their Organizations

Growth in Assets, Track - Record Attributed to Same

Decision Maker

Copyright. Investment Management Council, 1993.

investment decisions made by plan
participants.
Plan sponsors should become well versed with ERISA Section 404(c),
which requires that the plan sponsor
designate a "named" fiduciary to control the selection of asset classes to be
offered under the plan and the process
to select and monitor the specific
investment options available under
each approved asset class. Section
404(c) requires that plan participants
have access to a broad range of investment options that provide access to
varying levels of risk and return. The
minimum number of asset classes that
is acceptable under Section 404(c) is
three choices, each with different risk
and return profiles. The three suggested asset classes are money market,
fixed income or bond option, and an
equity choice. Figure 1 represents the
major asset classes that are available
to investors and plan sponsors.
This chart contains both a historical
r i sk a n d r e t u r n m a t r i x a n d l i st s t h e

asset classes according to their
risk/return profile. The money market
asset class has the lowest level of risk
and return, and, historically, international equity demonstrates the highest
level of risk and return. At present, the
average 401(k) plan offers plan participants five to seven asset classes from
which to choose.

How to Read a Bar Chart - The top line of the bar indicates the top 10th percentile of the
universe. The middle solid line is the median, which has a percent rank of 50. The 75th percentile
is indicated by the lower dotted line, and the 90th percentile is indicated by the bottom line.
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Selection of asset classes and approved
mutual funds. In the Investment Policy
Statement, the steps taken to review
the risk/return profile of the major
asset classes should be documented,
thus demonstrating that the plan sponsor has met the first requirement of
Section 404(c), selection of approved
asset classes.
Once a company has documented the
selection of approved asset classes, the
next step is the selection of an investme n t o p t i on o r o p t io n s i n e a c h a sse t
c l a ss. P l a n s p o n so r s m u st a d d r e ss t h e
"su it a bi l it y " r e qu i re m en t s i n se le c ti n g
i n v e st m e n t o p t i o n s a n d d o c u m e n t t h e
pro ce ss e mp lo yed t o se le ct ea ch o pt io n.
T h is sel e ct io n p ro ce ss sh ou ld b e
sp e l le d o u t i n t h e I n v est m e nt P ol i c y
S t a t e m e n t a n d sh o u l d c o n t a i n t h e
ste ps l iste d i n T a bl e 1 .
Monitoring perf ormanc e of approved
inves tment produc ts . T h e on go in g mo nitor ing of t he pla n - a p pro ved inve st-

Total Equity
Database
10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile
S &P 500
♦ Manager A
♦ Manager B
♦ Your Fund

Last
Quarter

Last
Year

last 2
Years

Last 3
Years

last 5
Years

7.58
5.38
3.69
2.52
1.50
2.57
2.52
3.30
9.34

30.17
22.34
15.91
12.37
7.96
12.99
12.79
18.30
23.78

19.91
16.16
13.17
11.02
8.76
12.01
11.81
13.32
12.55

25.73
22.00
19.21
17.12
15.33
18.09
17.82
20.87
16.36

18.84
15.89
14.44
13.01
11.79
14.69
14.47
19.58
17.16

Copyright. Callan Associates Inc., 1995.

ment products is as critical a function
as the initial steps taken to screen and
select these funds. Plan sponsors
always will be held accountable for the
suitability of the investment products
made available to plan participants.
This review should include fund performance, volatility, management structure, expenses, and compliance with
the fund's stated investment guidelines. Plan sponsors can use numerous

analytical tools in this monitoring
process, including performance summary charts that are objective and
unbiased in their review of funds. The
two most common charts are floating
bar charts and quadrant or scatter gram charts. The floating bar chart
(Figure 2) is used to plot the performance of any fund against a universe
of other funds that pursue the same
investment style. As an example, in the
MARCH 1998
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MedianRisk

area.
Determining the effectiveness of an
educational program can be accomplished in a number of ways from
employee surveys to tracking how participants direct their investments.
Some third -party administrators provide excellent management reports
that assist plan sponsors in gauging
the impact of participant education.

0

d

io

port an education program and then
proceed to develop the program. Fortunately, the service vendor community
offers a great deal of assistance in this

cc

Administration and record keeping.
Risk
Increasing Risk

international equity mutual fund universe, there are more than 375 individual mutual funds. A floating bar chart
will compare the performance of any of
the 375 funds against the entire universe of funds in the international
equity style or peer group.
A second tool is the scattergram or
quadrant chart (Figure 3), which incorporates the same return data on the
universe of funds in any asset style
group, just as in the floating bar chart.
A quadrant chart, however, also incorporates a risk or volatility measurement component, standard deviation,
which allows the review process to
focus on the risk- adjusted performance
of any mutual fund. Superimposed as
crosshairs on a graph are the median
return and risk. The return is plotted
on the vertical axis and the standard
deviation or risk on the horizontal axis.
The grid divides the chart into quadrants as shown in Figure 3.

Review of plan expenses. This is a
plan sponsor responsibility that has
drawn recent attention from the
Department of Labor. According to a
statement by Assistant Labor Secretary E. Olena Berg, "Steps will be taken to ensure workers' retirement savings are not eroded because of
excessive or undisclosed fees. We will
look at what fees investment managers
charge, what services they provide in
exchange for the fees, and whether the
fees are charged separately or netted
with investment results." There is concern that the lack of full disclosure on
36
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all expenses charged by 401(k) plan
vendors and the potentially excessive
fees charged by some vendors has had
an adverse impact upon plan participants' accounts. This current concern
by federal agencies over expenses
should encourage plan sponsors to
review and understand all the fees
associated with the management of
their 401(k) plans.

Effectiveness of participant education
program. In the self - directed 401(k),
plan sponsors need to provide meaningful education for plan participants
so they will be able to understand their
options and follow the plan's performance. According to a survey conducted by Sedgwick, Noble, Lowndes, 86%
of employers provide investment education to their 401(k) plan participants,
but only 44% believe the efforts are
working. Plan sponsors should review
participant investment practices to
determine the effectiveness of their
educational efforts.
Plan sponsors, primarily through
investment product vendors or firms
such as Charles Schwab & Company,
offer education concerning general
investment - related issues, such as
what is a mutual fund, the value of
compounding, and tax benefits associated with retirement plans. In addition, specific education will be provided
on each approved investment product.
The major contributing factor governing the amount of education provided
is cost. Each plan sponsor must decide
how large a budget is available to sup-

Late or inaccurate statements and other poorly performed record - keeping
functions are the biggest concern for
plan sponsors and historically one of
the largest areas of dissatisfaction for
plan participants. Plan sponsors
require cost - effective and problem -free
administrative support services. In
addition, accurate plan -level administration is important. Traditionally, plan
sponsors do not handle this type of
function in -house because of the regulatory complexity of the work. The use
of electronic downloading and updating
of plan participant account information
or daily valuation capability has greatly increased the efficiency and accuracy of plan record keeping.

Periodic analysis of vendor alternatives. With the growing universe of
vendors available to the 401(k) market
and the technological advances in vendor capabilities, plan sponsors periodically should compare the structure of
their support services to other vendors.
It will allow plan sponsors not only to
fulfill their fiduciary duties but also to
discover methods to improve the operation of their plan.
Companies must take the time and
allocate the resources for managing
their 401(k) investments —to adhere to
government regulations and to fulfill
their fiduciary obligations to their
employees. The guidelines presented
here should give them a good start in
their annual review process and help
them make the transition into a new
benefits year. ■
Alfred J. M orrison i s a principal wi th Asset
Strate gy Consul tants, a Balti more, Md. -based
inve st me nt manage me nt consul t ant . He can be
contacted at (410) 528 -8282 or at the company's
Web si te, www.asse tat rat .com.

Who
financ

Robert Half.
Specialization has made Robert Half
the World's Leading Financial
Recruiting Service since 1948.

You can count on us to deliver hard
to find, top quality talent. And,
there's no cost to your firm unless
you hire one of our candidates.
We have more than 200 offices
worldwide to help locate your ideal
employee. Plus, Robert Half's services
are guaranteed.

Call today for your free 1998 Salary Guide
You can reach one of our locajoffices,.p.dialing
(8 0 0 ) 4 7 4 - 4 2 5 3 U S A
(8 0 0 ) 2 6 8 - 1 9 4 8 C a n a d a
or visit our website at
www.roberthal fcom

dorsnl by

MROBERTHALF,
>pecialized Financial Recruitingsm

Circle No. 1

,

It's not easy finding the most highly
qualified financial professionals.
The search can be frustrating and
counterproductive to conduct on
your own. The fact is that highly
desirable employees are not usually
looking for a new position. Rather,
they must be found. That's where
Robert Half steps in. Robert Half
employs only experienced financial
professionals as recruiters. That's
what makes us special.
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Reasonable Compensation' in C
BY TED D. ENGLEBRECHT, CARLA MITCHELL, CPA, AND OTTO MARTINSON, CMA

MW

he issue of reasonable compensation is perhaps one of the
most litigated and controversial tax issues facing closely
held corporations today. The mere nature of the closely
held corporation, where typically a few individuals act as both
the shareholders and the key employees of the corporation,
often results in close scrutiny by taxing authorities with regard
to the issue of reasonable compensation. As numerous court
cases reveal, a reclassification of compensation from reasonable to unreasonable (dividends) can be quite costly in both
additional tax liability and penalties for the corporation. That
is, compensation considered as unreasonable is treated as a
distribution of profits and is not deductible by the corporation
as a business expense.
We propose here to identify and explain the relevant factors
pertaining to the reasonable compensation issue that have surfaced repeatedly in recent judicial decisions. An in -depth
understanding of these relevant factors is paramount if managers of closely held corporations wish to justify their compensation decisions as reasonable and thereby prevent costly IRS
reclassification. To accomplish our objective, we will review the
pertinent court cases decided since 1990, analyze the
factors involved in each case
with regard to the issue of
determining
reasonable s u b j e c t y o u t o a d d

r

T

,

compensation was determined to be unreasonable, and the
deduction for the corporation was disallowed. The IRS determination was upheld in court.
Our basic example reveals that the additional tax alone, not
including any penalties assessed to the corporation, would be
substantial ($147,750). Nonetheless, recent cases have demonstrated the willingness of the courts to reclassify large
amounts as dividends. That is, in Leonard Pipeline Contractors,
Ltd., V. Comm.,l out of the $1,777,800 paid in compensation in
1987 to the corporation's president, the court reclassified
$1,077,800 as nondeductible dividends.
w
'�

REGULATORYBACKGROUND

I

i

f

nherently,�a�certain�amount�of�di'sc� ord�eansts�between�the

viewpoint of the shareholder /employee as to his/her determined worth to the corporation and the viewpoint of the taxing
authority as to the deductibility of compensation based on the
concept of reasonableness. Code Section 162(a)(1) allows a corporation to deduct "a reasonable allowance for salaries or other compensation for personal services actually
rendered." To be deducted as an ordinary and
necessary business expense under section
162(a)(1), the compensation must be both reasonable in amount and payments purely for
i t i o n a l

The answer could

compensation, and provide
p l a n n i n g st r a t e g i e s to a id

owners /managers in avoid-

services rendered to the corporation. While
either criterion may raise a dispute, it is this
standard of reasonableness that repeatedly
has generated the more controversial issue.
Judicial decisions reveal that the term reason able should not be defined too narrowly.
Specifically, the definition of "reasonable"
.
should reflect the employee's overall intrinsic
value and contribution to the corporation in
the most comprehensive sense.2 Furthermore, the reasonableness of compensation paid to corporate officers and/or employees is a question of fact to be determined by the circumstances
inherent in each case.3
The courts have scrutinized carefully the facts involved in
such cases where the controlling shareholders set their own
level of compensation as employees (closely held corporations).
Regulation 1.162- 7(b)(1) states that "an ostensible salary paid
by a corporation may be a distribution of a dividend on stock.
This is likely to occur in the case of a corporation having few

t a xe s o r e ven p en a l t i es

ing dividend status.

o r di g t o t h i s r ev i e w

n
acc
Because the corporation
does not receive any deduction for dividends paid, the
tax effect of reclassifying
compensation from reasonable to unreasonable can be quite costly. To illustrate, consider
the following scenario:
Bob and Patty, husband and wife, are equal (50/50) shareholders and the key employees of Smith Corporation. In 1996,
Smith Corporation paid salaries of $250,000 each to Bob and
Patty. The corporation had taxable income in the amount of
$75,000 after all deductions including salaries. (See Table 1.)
Upon examination of Smith Corporation's 1996 income tax
return, the IRS determined that reasonable compensation for
Bob and Patty should have been $50,000 each. The remaining

o f r e ce n t co u r t r u l i n g s
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shareholders practically all of whom draw salaries." Furthermore, Reg. 1.162- 7(b)(3) provides that reasonable compensation is that amount that would "ordinarily be paid for like services by like enterprises under like circumstances."
(arm's - length bargaining). To determine the reasonableness of
compensation, the amount paid to an employee must be compared to the value of the services rendered to the corporation
by that employee. The determination of reasonableness is

of the corporation.?
In Acme Construction Co., Inc., v. Comm, 8 the court upheld
the taxpayer's argument of superior employee qualifications
based on the president's "well- rounded employment experience" with the corporation. In Boca Construction Inc., v.
Comm.,9 the court ruled in favor of the taxpayer based on the
fact that the president and vice president were able to operate

m a d e on a n ind iv idu a l ba si s r a t h e r t h a n collectively for a ll

i n d i v i d u a l s h a d a n y m a n a g e r i a l e x p e r i e n c e . I n S u in i n i t Pu b -

employees. It should be kept in mind that the taxpayer bears

lishing Company, Inc., u. Comm.,10 the court decided in favor of —'
the taxpayer with regard to this factor even though the
employee in question possessed very limited qualifications, .
educational background, and training when she began the job.
According to the decision rendered in this, gV i reater significance was placed on the employee's experte6e as opposed to
her educational background because the court held that actual
work experience was more significant to the success of the
business. The decisions reviewed indicate that whenever the
employee in question possesses the experience and knowledge
necessary to operate the business successfully the court usually will be convinced that the employee's qualifications are
indeed superior with business experience.

t h e b u r d e n o f p r o o f t h a t c o m p e n sa t i o n p a i d i s i n d e e d r e a so n a bl e a s fa ct u a ll y de ter mi ne d by th e el ement s in he ren t in t he
ca se.

The judicial decisions concerning reasonable compensation
are numerous, and many of the same factors relating to the
determination of reasonableness reappear in each case. The
Court of Appeals for the Ninth Circuit has defined a five- factor
test, which was outlined in a landmark case, Elliots, Inc., u.
Comm.4The determination as to whether compensation is reasonable in such cases has depended on these relevant factors,
none of which is controlling in and of itself. In other words, no
single factor is determinative. Presented below is an analysis
of the nine relevant factors utilized by the judicial system in
determining reasonable compensation.

RELEVANTFACTORSINDETERMINING
REASONABLENESS
Employee' s qualifications. One of the first factors that the
courts have outlined in determining the reasonableness of compensation is the employee's qualifications, which include such
aspects as the employee's expertise, education, knowledge,
ambition, inventiveness, managerial skills, and experience. An
employee's superior qualifications for his position with the corporation may justify high compensation.5 In our analysis of 29
determinative court cases, we found that seven of the decisions
outlined employee qualifications as a relevant factor in determining reasonable compensation. In all seven (100 %) of these
cases, the court decided in favor of the taxpayer with regard to
this factor. In two of these seven decisions, however, the compensation in question was determined to be unreasonable. For
example, as the court stated in Guy Schoenecker, Inc., u.
Comm.,6 there are limits to the reasonableness of compensation even for the most highly qualified and valuable employees
BACKGROUND PHOTOS ®DIGIT& VISION

the corporation successfully even though neither of the ,two

Nature, extent, and scope of employee' s work. A second factor
that the courts have outlined as relevant in determining reasonableness is the employee's role in the company which
includes the nature, extent, and scope of the employee's actual
work. This factor includes such relevant considerations as the
position held by the employee, the number of hours worked, the
duties performed, and the employee's overall importance to the
corporation's s u c c e s s . 11 O f the decisions reviewed, 23 cases listed the employee's role as a relevant factor in determining the
reasonableness of compensation. In all but two (90 % ) of these
23 cases, the court decided in favor of the taxpayer with regard
to this factor. These decisions indicate that where an employee
can be shown to have been a catalyst in the corporation's
growth and success, then the court usually will find in favor of
the taxpayer with regard to this factor. In Mad Auto Wrecking,
Inc., V.Comm.,12 the court decided in favor of the taxpayer with
regard to this factor. This result was due to the vital roles that
the shareholders played in the corporation's success and to the
long hours that the shareholders dedicated to the enterprise.
Whenever an employee receives a substantial salary
increase, the corporation should be able to show a correspondMARCH 1998
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duties and no corresponding additional
growth for the corporation during the
time period in question.

Bob and Patty, filing jointly, calculatedtheir tax as follows:
$500,000
(8,462)
0

Adjusted gross income (salaries)
Less: Limited itemized deductions
Personal exemptions phased out

Business size and complexity (character
and condition of company). Business size

and complexity is a third factor that the
courts
have listed as relevant in deter Taxable income
mining
the reasonableness of compensa$40,100 @ 15.0%
6,015
Tax
tion.
This
factor encompasses attributes
15,904
56,800 28.0%
such
as
complexity
of the business's oper31.0%
15,748
50,800
ations; level of expertise required; size of
41,778
116,050 36.0%
the business as measured in sales, net
90,204
227,788 39.6%
income,
or capital value; and general eco$169,649
Total tax Ibased on 1996 rates and prior to any credits)
nomic conditions. 15 Obviously, the more
complex the business or the greater the
Smith Corporation calculated its tax asfollows:
size of the business, then the greater the
75,000
Taxable income
need for specialized expertise to manage
$50,000 15.0%
7,500
Tax
the business successfully As a result,
6,250
25,000 25.0%
larger compensation can be justified as
13,750
Total tax
reasonable. Courts have noted that the
success of the enterprise may warrant
Bob and Patty's recomputed taxwould be as follows:
increases in compensation. 16
$100,000
Salaries deemed reasonable by IRS
Of the 29 cases analyzed, 16 outlined
400,000
Dividend income
business size and complexity as a rele500,000
Adjusted gross income
vant factor in determining reasonable
(8,462)
Less: Limited itemized deduction
compensation. The judiciary ruled in
0
Personal exemptions phased out
favor of the taxpayer in 14 (88 %) of these
491,538
Taxable income
decisions. In Mad Auto Wrecking, Inc., v.
Comm.,17 the court decided for the tax $40,100 15.0%
6,015
Tax
payer with regard to this factor because
15,904
56,800 28.0%
the business was highly specialized, and,
15,748
50,800 31.0%
41,778
consequently, the operations required a
116,050 36.0%
90,204
227.788 39.6%
great deal of expertise, which the share holders provided. The courts also have
$169,649
Total tax (based on 1996 rates and prior to any credits)
favored the taxpayer with regard to this
SmithCorporation's recomputed tax would be as follows:
factor in cases where the shareholders
75,000
Original taxable income
employed some type of unique methodol400,000
Plus: Disallowed salary deductions
ogy to advance the enterprise especially
475,000
in times of unfavorable economic condiAdjusted taxable income
tions. That is, in Leonard Pipeline Con Tax
$50,000 @ 15.0%
7,500
tractors, Ltd., U. Comm. 18 the court decid25,000 @ 25.0%
6,250
ed in favor of the company with regard to
25,000 @ 34.0%
8,500
this factor because the shareholder
235,000 @ 39.0%
91,650
140,000 @ 34.0%
employed a process that was unique at
47,600
the time and that contributed to the pro $161,500
Total tax
motion of the business in an industry
known for its volatility.
SummaryofTaxConsequences
On the other hand, in Escrow ConnecTotal Tax
SmithCorporation
Boband Patty
tion,
Inc., v. Comm.,19 the court decided
$183,399
Original computation
$169,649
13,750
against
the taxpayer with regard to this
331,149
161,500
After disallowance
169,649
factor because favorable economic condi$147,750
$147,750
Additional tax
$0
tions during the years in question positively influenced the success of the
business. As a result, the shareholder's
ing increase in the employee's duties or role in the corpora - contribution to the business's success was marginal. In Alontion.13 Specifically, in Alondra Industries, Limited u. Comm.,14 dra Industries, Limited, V. Comm.,20 the court ruled against the
the court decided against the taxpayer with regard to this fac- taxpayer with regard to this factor because the corporation did
tor. That is, the court noted tha t t he CEO's compensation not have "particularly great growth" for the period in question.
increased, but he devoted only a minimal amount of time to the Also, in this case, the taxpayer argued that the high compencorporation's affairs, with no corresponding increase in his sation paid was in fact for prior years' undercompensated ser$
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vices. Courts have allowed prior years' services to be compensated in a later year under certain circumstances. In this decision, however, the taxpayer failed to prove that the business
had substantial growth in prior years or that the shareholder
was undercompensated in those years.

Comparison of salaries paid to net and gross income. A fourth
factor outlined by the judiciary as relevant in determining the
reasonableness of compensation is the comparison of salaries
paid to net and gross income of the company. The courts have
compared such items as sales, net income, and capital value to
the amount of compensation paid in determining reasonable
compensation.21 Of the court cases reviewed, six listed this factor as relevant in determining reasonable compensation. In
these six cases, five (83 %) were decided for the taxpayers with
regard to this factor. The courts have noted that when compensation is based on some contingency, such as the corporation's
gross profit, it tends to support reasonableness.22 In Boca Construction, Inc., V. Comm.,23 the decision was in favor of the taxpayer because the corporation consistently applied, over a period of several years, a bonus formula to annual gross receipts in
determining the amount of officer compensation to be paid.
The judicial decisions reveal that, when comparing salaries
to net or gross sales, courts will give consideration to catch -up
payments for prior years' undercompensation. In Comtec Systems, Inc., V. Comm.,24 the court found for the taxpayer with
regard to this factor because the shareholder was paid minimal
amounts from 1976 to 1988 while he assisted the corporation
in increasing its gross sales during that same time period from
$18,171 to $2,433,788. Also, in Acme Construction Co., Inc., v.
Comm.,25 the decision was for the taxpayer in regard to this
issue because the court determined that catch -up payments for
prior years' undercompensation were paid in 1990. Also, the
court noted that the company's net income dramatically
increased during these prior years.
In instances where the corporation reported high net income
(after the deduction for compensation), reasonableness of compensation was more easily justifiable. Specifically, in Pulsar
Components International, Inc., V. Comm.,26 the court found it
relevant that the corporation reported more than $995,460 in
taxable income notwithstanding the deduction for compensation for the year in question. As a result, the court ruled for the
taxpayer in regard to this factor. On the other hand, in Mad
Auto Wrecking, Inc., V. Comm.,27 the court noted that even
though the percentage of officers' salaries to gross receipts and
to book net income was reasonable, nonetheless, the fact that
the corporation's payment of bonuses kept corporate taxes at a
minimum resulted in the court finding this factor to be neutral
for the corporation.

Prevailing general economic conditions. A fifth factor that the
courts have analyzed in determining reasonableness is the prevailing general economic conditions faced by the corporation
for the period in question. General economic conditions may
impact positively or negatively on a corporation's performance
and the extent of the employee's contribution to the business's
success.28This factor assists in determining to what extent the
employee contributed to the business's performance. If the corporation is able to sustain growth especially during adverse
economic conditions, then the courts have considered the
employee's skill to be paramount to the corporation's success,
42

MANAGEMENTACCOUNTING

MARCH

1998

and higher compensation becomes more easily justifiable.
Of the cases analyzed, six listed general economic conditions
as relevant in determining reasonableness. In these decisions,
three (50 %) were found to be favorable, and three were found
to be neutral for the taxpayer with regard to this factor. In Pulsar Components International, Inc., V. Comm.,29 the court noted that the corporation faced adverse economic conditions during the time period in question, and taxable income, retained
earnings, and shareholder equity had increased. Consequently,
the court felt that the officers' contributions were paramount to
the corporation's success. In the three cases which the court
found to be neutral with regard to this factor, economic conditions simply did not have a significant impact either positively
or negatively in determining the corporation's performance.

Comparison of salaries with distributions to shareholders. The
comparison of salaries with corporate distributions is a controversial factor which the courts consider as relevant in determining the reasonableness of compensation. The decisions
have noted that the corporation's failure to pay "more than
minimal dividends" may indicate that at least a portion of the
reported compensation paid to the shareholder - employee was
in fact distributions on stock (dividends).30 Specifically, seven
cases listed this factor as relevant. In these decisions, five
(71 %) were found to be favorable, one unfavorable, and one
neutral toward the taxpayer with regard to this factor.
The courts have made it clear that a corporation's failure to
pay dividends can be a "red flag" inviting close scrutiny by the
court. Of course, corporations are not required to pay dividends
because there are legitimate business reasons for not paying
dividends. When most of the earnings are paid out in compensation, however, this argument fails to be valid. The courts
often have applied a hypothetical independent investor standard to the shareholders' return on investment (after the
deduction for compensation) with regard to this factor to assist
in determining reasonableness. In Pulsar Components International, Inc., U. Comm.,31 the court decided in favor of the taxpayer with regard to this factor. In this case, the corporation
paid $65,000 in dividends in the year at issue. Shareholders'
equity grew from $63,903 in 1983 to $960,582 in 1985, and
retained earnings increased from $62,902 in 1983 to $959,582
in 1985. The court felt that a hypothetical investor would have
considered the $959,582 in retained earnings to certainly be
acceptable performance for the corporation for the time period
involved. Furthermore, in Comtec Systems, Inc., U. Comm.,32
the court decided for the taxpayer with regard to this factor
even though the corporation did not pay any dividends. The
court ruled for the taxpayer based on the fact that the corporation's retained earnings increased steadily from $3,214 in 1981
to $128,927 in 1988.
On the other hand, in Donald Palmer Company, Inc., v.
Comm.,33 the court decided against the taxpayer with regard to
this factor. The corporation did not pay or declare any dividends from July 1, 1979, through June 30, 1990. While the failure to pay dividends does not in itself lead to a conclusion that
compensation was unreasonable, it does contribute to the question of whether an independent investor would be pleased with
the corporation's performance. In this case, the compensation
paid as a bonus to the sole shareholder resulted in negative
retained earnings and a negative return on shareholder equity.
The court felt that an independent investor not having received

The courts have made it clear that they will scrutinize clos
ly held corporations on the issue of reasonable compensatio
The following is a list of suggestions that a corporation shou
follow to avoid disallowance of compensation deduction
These guidelines are:
•

The shareholders - employees' salaries always should
justifiably in line with industry standards (remember: coi
parable positions in comparable enterprises).

•

Generally, compensation that is based on a contingen
such as a percentage of the corporation's gross receipts
held to be reasonable.

■ Executive compensation should not be so large as to elk
inate taxable income. Substantial increases in compens
tion between years should be justifiable by a correspon
ing increase in the employee's duties /responsibilities.
■ The corporation should pay dividends. Courts have reli
on the absence of the payment of dividends in determinii
compensation to be unreasonable despite the taxpayer
arguments that there were legitimate business rea>
not paying dividends.
■ Even though there is no set formula for determining re
sonabIe compensation, nonetheless, the best protection f
a company is to substantiate the unique salary position
the shareholder, Specifically, documentation and form
minutes should accompany all executive compensatic
and pay raises. These records should depict industry cor
pensation averages, duties of the individual, and his /h
unique skills and qualities. Naturally, this documentatic
gives credence to the arm's - length aspect of the compe
sation rate.

dividends would not be pleased with this negative return on
shareholder equity. As a result, the court ruled that funds were
being siphoned out of the company disguised as salary
payments.34
Prevailing rates of compensation for comparable positions in
comparable companies (external). Another factor, which the
courts have earmarked in determining the reasonableness of
compensation, is the comparison of rates of compensation for
comparable positions in comparable companies.36 Out of 29
cases analyzed, 21 used this factor in applying the reasonableness standard. Of these 21 decisions, only eight (38 %) were
found to be favorable, six unfavorable, and seven neutral
toward the taxpayer with regard to this factor.
Even though the courts have made it clear that no one factor
by itself is determinative, this factor is a critical one. As stated
previously, Reg. 1.162- 7(b)(3) provides that reasonable compen-

sation is that amount which would "ordinarily be paid for like
services by like enterprises under like circumstances." With
regard to this factor, expert opinions usually are presented in
court. The difficulty inherent in this factor is actually identifying and comparing specific cases with similar positions in similar enterprises with similar circumstances. In cases where
courts decided that this factor was neutral, it was noted that
the experts were unable to successfully convince the court that
their comparisons were based on similar positions, similar
enterprises, and/or similar circumstances. The key to winning
this argument is to ensure that the compensation in question
is comparable to amounts being paid for comparable services in
comparable situations. Industry standards for compensation
can be significant in determining the reasonableness of compensation.36 When the employee performs many functions/
positions for the company, then the comparison should be to the
salaries of each of the relative positions filled by the employee.
In Acme Construction Co., Inc., V. Comm.,37 the court decided
for the taxpayer in regard to this factor. By analyzing compensation paid for comparable positions in similar companies, the
taxpayer's expert witness convinced the court that the employee whose compensation was in question was underpaid in prior years. Consequently, the court felt that his compensation for
the current year as a catch -up was not unreasonable. In L & B
Pipe & Supply Company, V. Comm.,38 the court ruled for the
taxpayer with regard to this factor based on the corporation's
expert witness and CPA. The court was convinced that the corporation's performance for the time period at issue was outstanding compared to its industry competitors. Therefore, the
compensation in question was within a reasonable range for
top - performing executives in the corporation's industry. On the
other hand, in Escrow Connection, Inc., u. Comnt..,39 the court
decided against the taxpayer because the corporation's expert
witness failed to analyze comparable compensation paid by
comparable companies. Specifically, for this comparison, the
taxpayer's expert used a company that generated over twice as
much in gross revenues as did the taxpayer's firm. Accordingly,
this comparison failed to meet the qualification of like enterprises under like circumstances.
Employer's salary
as to all employees. Another element
that the courts have deemed relevant in determining the reasonableness of compensation is the salary policy applied to other employees. The courts have analyzed the salary policies of
the corporation's other employees to determine whether the
officers are compensated differently simply due to the fact that
they are the corporate shareholders. The courts have noted
that a long - standing and consistently applied compensation
policy constitutes evidence of reasonable compensation.40 This
factor was deemed significant in eight of the cases analyzed. In
these eight decisions, three (38 %) were found to be favorable,
four neutral, and one unfavorable toward taxpayers in regard
to this factor.
In Summit Publishing Company, Inc., V. Comm.,41 the court
ruled in favor of the taxpayer with regard to this factor. In this
case, on a percentage basis, larger raises were given to the two
shareholders (husband and wife), but generous raises also were
given to the other employees during the time period at issue.
The court noted that, in situations where the officers' efforts
are more significant to the success of the corporation, it is
appropriate that these officers receive larger raises. On the
policy

GUIDELINESFORMANAGEMENT INJUSTIFYING
COMPENSATIONASREASONABLE
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other hand, in Donald Palmer Company, Inc., U. Comm.,42 the
court decided against the taxpayer with regard to this factor.
The court determined that the corporation's salary policy
toward the sole shareholder was inconsistent and was radically different from that of the other employees.

Arm's length /conflict of interest. The final factor gleaned from
judicial decisions in determining the reasonableness of compensation is whether the employee in question and the employer dealt at arm's length. That is, whenever the employee in
question is the sole or controlling shareholder, then the amount
of compensation paid may be unreasonable.43 Naturally, this
factor can create a problem for many closely held corporations.
In addressing this issue, the courts look at certain specific circumstances. That is, the decisions analyze whether the employee in question and the corporation bargained freely in setting
the compensation, the perspective of a hypothetical independent investor, and whether the employee in question personally guaranteed corporate debt. The Ninth Circuit recommends
evaluating the compensation in question from the perspective
of a hypothetical independent investor in circumstances where
the employee is the sole or controlling shareholder.44 This theory provides that an independent investor would approve of
high executive compensation only if the corporation were sustaining a reasonable return on his equity. Of the cases analyzed, 18 listed this factor as relevant in determining the reasonableness of compensation. Of these 18 cases, seven (39 %)
were found favorably, seven unfavorably, and four neutral
toward taxpayers in regard to this factor.
In M. & E. Shindler, Inc., u. Comm.,45 the court found for the
taxpayer in regard to this factor. The Shindlers were the only
two shareholders of the corporation. But the court decided for
the taxpayer because the corporation had high returns on equity (between 11.8% and 28.8 %) for the years in question. In
Boca Construction, Inc., V. COmm.,46 the court decided for the
taxpayer because it was convinced that an independent
investor would have been pleased with both the shareholders'
successful leadership of the corporation and the corporation's
growth.
Also, courts have mentioned other factors that may indicate
a conflict of interest. These other factors include: compensation
that is disproportionately large to gross or pretax net income,
large bonuses to employees who are shareholders but not to
employees who are nonshareholders, and the absence of dividends.47 For example, in Escrow Connection, Inc., U. COmm.,48
the court ruled against the taxpayer. In this decision, the corporation paid dividends in the amount of $3,000 and $3,250
and bonuses in the amount of $344,710 and $264,800 to the
sole shareholder for the two years in question. The court felt
that the "negligible amount of dividends" in this case was suspicious. In addition, the sole shareholder's compensation equated to a high percentage of net income before deducting compensation and taxes -85% and 98% for the two years in
question. The high percentages of net income combined with
the de minimis dividends paid caused the court to rule against
the taxpayer.

REASONABLECOMPENSATION?

T he amount of litigation on the issue of reasonable compensation makes it clear that this issue is far from resolved. Nine
44

MANAGEMENTACCOUNTING

MARCH 1998

factors have been detailed which the courts have identified
repeatedly as relevant in determining the reasonableness of
compensation paid to the shareholder - employee of the closely
held corporation. While no single factor is determinative, certain factors tend to be more critical in determining reasonableness than others. Such factors as the prevailing rates of compensation for comparable positions in comparable companies,
the employer's salary policy in respect to all employees, and the
arm's length /conflict of interest standard tended to be the most
difficult factors for the taxpayer to justify and, thereby, perhaps
the most critical. In the 29 cases surveyed, the courts ruled in
favor of the taxpayer in only 11 (38 %) of the cases. In other
words, in 62% of the cases decided in the 1990s, all or a portion
of the compensation in question was deemed unreasonable and
reclassified as dividends. Such a track record indicates that in
order to avoid costly IRS reclassification, it would be prudent
for managers of closely held corporations to gain a full understanding of the factors that the courts have deemed relevant to
this issue. ■
Ted D. E ngl ebre cht , Ph.D., is Eminent Schol ar, professor of accounti ng,
and dire ct or of t he mast er of t axati on program; Carl a M it chell , CPA, is a
doctoral candidat e; and Ot to Mart inson, CMA, CPA, is chai rman of t he
accounting department , Old Domini on Unive rsi ty, Norfolk, Va. T his article
was submi tt e d t hrough t he Hampt on Roads Chapt e r, of whi ch D r. Marti nson is a membe r.
1 Leonard

Pipeline Contractors, Ltd., v. Commissioner, T.C. Memo 1996 -316.
Auto Wrecking, Inc., v. Commissioner, T.C. Memo 1995 -153.
3 Rutter v. Commissioner, 853 F. 2d 1267, 1271 (5th Cir. 1988).
4 Elliots, Inc., v. Commissioner, 716 F. 2d 1241, 1245 -1248 (9th Cir. 1983).
5 Home Interiors and Gifts, Inc., v. Commissioner, 73 T.C. 1142, 1158 (1980).
6 Guy Schoenecker, Inc., v. Commissioner, T.C. Memo 1995 -539.
7 0wensby & Kritikos, Inc., v. Commissioner, 819 F. 2d 1315, 1325 (5th Cir. 1987).
(affg. T.C. Memo 1985 -267).
'Ac m e Construction Co., Inc., v. Commissioner, T.C. Memo 1995 -6.
9 Boca Construction Inc., v. Commissioner, T.C. Memo 1995 -5.
10 Summit Publishing Company, Inc., v. Commissioner, T.C. Memo 1990 -288.
2 Mad

11

See note 4, p. 1245.
See note 2.
13 See note 4.
14 Alondra Industries, Limited v. Commissioner, T.C. Memo 1996 -32.
15 See note 4, p. 1246.
16 See note 10.
17 See note 2.
18 See note 1.
19 Escrow Connection, Inc., v. Commissioner, T.C. Memo 1997 -17.
20 See note 14.
21 See note 4, p. 1241.
22 See note 9.
23 Ibid.
24 Comtec Systems, Inc., v. Commissioner, T.C. Memo 1995 -4,
12

25
26

See note 8.
Pulsar Components International, Inc., v. Commissioner, T.C. Memo 1996 -129.

27

See note 2.
See note 4, p. 1241.
29 See note 26.
30 See note 7, p. 1315, 1322 -1323.
31 See note 26.
32 See note 24.
33 Donald Palmer Company, Inc., v. Commissioner, T.C. Memo 1995 -65.
28

34

Ibid.
See note 4, p. 1246.
See note 7, p. 1330.
37 See note 8.
38 L & B Pipe & Supply Company v. Commissioner, T.C. Memo 1994 -187.

35

36

39

See note 19.
See note 4, p. 1247.
61 See note 10.
42 See note 33.
43 See note 4, p. 1246.
44 See note 4, p. 1247.
45 M & E Shindler, Inc., v. Commissioner, T.C. Memo 1992 -290.
d6 See note 9.
d7 See note 4, p. 1246.
48 See note 19.
40

i
_

10 t N

F tURR

GP1EwpV

, - ty 4w

/

Z PCCpUN PNSS

The St. Louis Annual
Conference Program
Features Two New
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n keeping with our focus on St. Louis as a Gateway to the Future, you
000000
will have the opportunity to participate in a session on Monday, June 15th
in which all of the segments will be provided live via satellite. Speakers from
Switzerland, Canada and Brazil will each address a unique issue and opportunity in conducting
international business, demonstrating how technoloLyv has made our world smaller and more acces
On Monday, Tuesday and Wednesday, we will celebrate the first anniversary of IMA's Small Business Council
with four sessions which will address some key issues and opportunities facing small businesses. This unique
"Small Business Track" features:

F i n a n c i a l S t a t e m e n t s in Closely-Held Family Businesses - What's really needed in these
firms? The answer is far different from what a Fortune 500 company requires.

Leg al Issues in Small B u s i n e s s - What kind of legal liability do you have, as a manager, for
actions that you take - or fail to take - on the job? Learn from a lawyer how you can protect yourself, the
company, and the company's owners.

The Top 10 Technologies and Their Impact on Members of the IMA - Find out
how these technologies have changed - and will continue to change - the way you do business in small and
mid -sized companies.

Using ABM to Make Small- Business Pricing and Other Decisions - Improve your

company's bottom line by using the fundamental principles of ABC to make more effective pricing decisions.

The speakers for these programs are all experts in their subject with
extensive, hands -on experience working in and with small companies.
If you work for a small firm, you won't want to miss the Small Business
Track at the IMA Annual Conference.
For Conference Information, Call:

1-800 -638 -44279# 9 4 9 1
0 0 0 Management Accountants
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ValuingDeferredTaxAssets
UnderSFAS109
Applying the

valuation allowance
requirement can be
tricky. Here are
some guidelines
that might help.

BY TIM V. EATON, CPA, AND

JAN B. WILLIAMS, CPA
tatement of Financial Accounting
Standards (SFAS) 109, "Accounting
for Income Taxes," significantly
changed accounting for income taxes
by shifting emphasis from the income
statement to the balance sheet. The
basic principles upon which this standard are based include:

S

■ Recognition of a current income tax
asset or liability for estimated taxes
receivable or payable this year.
■ Recognition of a deferred tax asset
or liability for estimated future tax
effects of all temporary differences
and carryforwards.
■ Measurement of current and
46
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deferred tax assets and liabilities at
currently enacted tax rates.
■ Reduction of the amount of deferred
tax assets via a valuation allowance
if, based on available evidence, it is
more likely than not that some or
all of their amount will not be
realized.
Temporary differences arise from
variations in the treatment of items in
the determination of the entity's current tax liability and the treatment of
those items in the preparation of its
financial statements. The amount of
income tax expense recognized is
determined by the net change in current and deferred income tax assets
and liabilities.

Previous accounting standards
(Accounting Principles Board (APB)
Opinion 11 "Accounting for Income
Taxes," and SFAS 96, "Accounting for
Income Taxes ") included restrictive criteria for recognition of deferred tax
assets. In contrast, SFAS 109 requires
the recognition of deferred tax assets
for all deductible temporary differences
(in other words, temporary differences
that will reduce future taxable income)
and operating loss and tax credit car ryforwards. While this change represents a significant shift from prior
standards, it is mitigated by the
requirement to decrease the amount of
deferred tax assets through a valuation
allowance. This requirement demands
the most judgment and, therefore, presents the greatest challenge in implementing the standard.
Our goal is to present a model that
will help those persons responsible for
applying the valuation allowance
requirement of SFAS 109. First we'll
review the recognition requirements
for deferred tax assets. Then we'll present a flowchart for valuation
allowance recognition and a comprehensive company example.

RECOGNITIONOFDEFERRED
TAXASSETSUNDERSFAS109

D

eferred tax assets exist because of
the potential for deductible temporary
differences and operating loss and tax
credit carryforwards to reduce taxable

income in the future. Deductible temporary differences and operating loss
and tax credit carryforwards result
from features of tax law that permit
the recovery of taxes already paid or
the payment of lower taxes in the
future. Because deductible temporary
differences and carryforwards may
reduce taxable income, the value of
deferred tax assets is contingent on the
availability of taxable income.
The Financial Accounting Standards
Board developed SFAS 109 in response
to the criticisms that existed about its
predecessor —SFAS 96. One of these
criticisms was the stringent criteria for
recognizing deferred tax assets. SFAS
96 did not permit the anticipation of
future income except for that which
could be projected from the reversal of
existing taxable temporary differences
(differences that would result in
increased future taxable income). It
allowed the recognition of deferred tax
assets on deductible temporary differences and operating loss and tax credit
carryforwards only to the extent that:
(1) taxable income in prior years could
be used to realize deferred tax assets
and (2) taxable income could be projected from the reversals of existing
temporary differences. Opponents
argued that such stringent recognition
criteria could lead to misleading and
overly conservative amounts recognized as deferred tax assets. Deferred
tax liabilities, on the other hand, were
required to be recognized for all taxable temporary differences without
regard to future income assessment.
In response to this criticism, SFAS
109 requires the realization of deferred
tax assets for all deductible temporary
differences as well as operating loss
and tax credit carryforwards. To counterbalance this requirement, SFAS 109
also mandates the consideration of the
need for a valuation allowance. The
valuation allowance for deferred tax
assets works much like the allowance
to reduce accounts receivable to net
realizable value. All deferred tax assets
are recorded and then assessed for the
probability of future realization. If a
judgment is made that the full amount
of the recorded assets will not be realized, a valuation allowance and related
expense are recorded to reflect these
facts, reducing the deferred tax assets
to their lower, expected recoverable
amount.

Under SFAS 109, the valuation
allowance on deferred tax assets is
based on a "more - likely- than -not test"
(paragraph 17). Realization of net
deferred tax assets depends on adequate sources of taxable income
against which the deductible temporary differences and carryforwards can
be offset. Management accountants
must exercise substantial judgment in
assessing the likelihood that both past
and future income will be present. In
exercising this judgment, management
accountants must consider positive and
negative evidence that creates the context in which the valuation allowance
decision is made. Positive evidence
reinforces the likelihood that deferred
tax assets will be realized and reduces
the need for a valuation allowance.

■ A strong earningshistory.
■ Existing contracts or sales backlogs
that will generate sufficient income to
realize the deferred tax assets.
■ Appreciated assets whose values
exceed their tax bases byan amount
sufficient to allow the realization of
df
e erred tax assets.

Conversely, negative evidence reduces
the likelihood that deferred tax assets
will be realized and increases the need
for a valuation allowance. SFAS 109
identifies several examples of positive
and negative evidence (see Table 1).

ANANALYTICALFRAMEWORK
FORVALUATIONALLOWANCE
RECOGNITION

D

etermining the necessity and
amount of a valuation allowance can
be a difficult task that requires considerable judgment by management
accountants. We have developed a flowchart to model the process of analyzing
the need for a valuation allowance (see
Figure 1). To begin the process, the
management accountant must consider
all positive and negative evidence
because it helps him or her ascertain
the need for a valuation allowance and
sets the stage for considering whether
specific sources of income will allow

the realization of deferred tax assets.
While weighing all available positive
and negative evidence, the management accountant should assess
whether a going - concern problem
exists. If it does, a valuation allowance
should be required to the full extent of
deferred tax assets. If it does not, then
possible sources of income should be
considered.
SFAS 109 identifies (paragraph 21)
four possible sources of taxable income
(shown in Figure 1). We believe that
these four sources vary in objectivity
and amount of judgment needed to
determine the likelihood they exist. If
a company expects income to be available from more objective sources, there
is no need for it to explore the availability of income from less objective

■ The incurrence of cumulative losses in
recent years.
■ A history of allowing loss carryforwards
to expire unused.
■ Uncertain circumstances that, if resolved
unfavorably, would affect future operations adversely, e.g., litigation.
■ The expectation of losses in future years.

sources. In our opinion, the four possible sources of taxable income should be
considered in the following order by
descending degree of objectivity:
1. Taxable income in prior carryback
years.
2. Reversals of existing taxable
temporary differences.
3. Existing tax planning strategies.
4. Future taxable income.
For example, if income required to
fully realize deferred tax assets can be
projected from income in prior carry back years and the reversals of existing taxable temporary differences, it
may be reasonable to conclude that no
valuation allowance is required without considering tax planning strategies
and future taxable income (both less
objective sources of income). Judgment
is very important in examining
whether this taxable income will be
available.
MARCH 1998
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Taxable income in prior carryback
years. Using this model, taxable
income in prior carryback years should
be considered first in analyzing the
need for a valuation allowance. We
believe it is the most objective source
of taxable income under SFAS 109
because it does not rely on the assumption of future income. Therefore, the
management accountant has to exercise the least amount of judgment in
determining the availability of this

source to support the realization of
deferred tax assets. Losses can be carried back only two years under current
tax law. If the amount of income in prior carryback years is sufficient to allow
the realization of all deferred tax
assets, then other sources of income
need not be considered.
Reversals of existing taxable temporary differences. If taxable income in
prior carryback years is insufficient to

Consideration of positive and negative evidence

11-

Yes

No.r --- - - - - --

--

-

-

-

-

No

r----

Yes

Yes

TNo

- --

Consider Source #3 for
deferred tax assets not
covere d by Sources #1 and #2

Existing tax planning strategies. If the
first two sources of income are not adequate to allow the realization of all
deferred tax assets, the management
accountant should consider existing
tax planning strategies. This source of
income is not as objective as the first
two sources because of judgment
required when considering the following factors:

Yes

No k - - - - --

No

Yes
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allow the realization of all deferred tax
assets, the management accountant
should consider the reversals of existing taxable temporary differences. We
believe this source of taxable income is
not as objective as income in carryback
years because it relies on future
income. But it is more objective than
the other sources because it is based
on taxable temporary differences that
already have originated. The primary
judgment required in assessing this
source of income is the timing of the
reversals — whether the taxable temporary differences will reverse in a pattern that will allow the deferred tax
assets to be realized.
The most prevalent example of this
type of income is the reversal of depreciation differences when the company
uses the straight -line method (or some
other nonaccelerated method) for
financial reporting purposes and an
accelerated method for tax purposes. In
such cases, excess depreciation is
allowed for tax purposes that will
reverse out in later years of the asset's
life, creating taxable income against
which deductible temporary differences
and carryforwards can be offset.
Timing is very important in considering the adequacy of the reversal of
taxable temporary differences as a
source of income. If, in any year, the
reversal of the deductible temporary
differences is expected to be greater
than the reversal of the taxable temporary difference, other sources of income
would need to be considered for that
portion of the deductible temporary
difference.

1. Is the strategy in conformity with
current tax law and expected future
changes in the tax law that could
affect the strategy?
2. How will the strategy affect the
nature and timing of future income?
3. Is the strategy in the best interest
of the company in the long term?

($900)

1 - Carryback

$800

4 - Future income (FI)

($200)

($200)

($2,000)

$700.0

800

WHO
$420.0

50

50

50

50

50

250

($ 81.5)

I$ 950)

$332.5

200

($ 70.0)

($ 750)

$262.5

$ 450

($157.5)

1$ 50)

($350)

50

$150

$ 0

($200)

($250)

($150)

$ 0*

$150

$150

$150

$ 0

($ 50)

($100)

$ 0

($150)

($150)

$

($250)

$

($1,200)

$

($200)

$

($200)

$

($300)

$

($400)

$

3 - Tax planning strategies (TPS)

($300)

($100)
$

2 - Taxable temporary differences (TTDIl

($400)

$

Deductible temporary differences (DTD) - $2,000,000

($150)

($150)

Valuation allowance at a tax rate of 35%

($ 300
X35%
($ 105)

$105.0

'Income of $150,000is present but is not required in 1999 due to the adequacy of other sources of taxable income.

For example, it may allow for the
realization of the deferred tax
assets but at the risk of losing significant income.

final item considered in determining
the need for a valuation allowance.

ZETA'SEXAMPLE

N

SFAS 109 identifies (paragraph 22)
tax planning strategies as prudent and
feasible actions that management
might not take ordinarily but would
take to prevent an operating loss or
tax credit carryforward from expiring
unused.

ow we'll show you a simple but
comprehensive application of the judgment process we described for considering the need for and amount of a valuation allowance for deferred tax
assets under SFAS 109. The steps we
followed are summarized in Table 2.

Future taxable income. The least objective possible source of taxable income
is future taxable income other than
from reversals of taxable temporary
differences and tax planning strategies. In determining the amount of this
source of income, the management
accountant projects the entity's future
income by considering such items as
historical earnings, existing contracts,
the maturity of the industry, the economy in general, and other items that
will affect the company. In performing
this analysis, the management accountant should identify and provide substantial support for all assumptions
used in arriving at his or her conclusions. The more reasonable these
assumptions, the more the company
can rely on them. This source of
income, however, requires a high
degree of judgment and should be the

Assumptions. Zeta Co. has deductible
temporary differences (DTD) of $2 million that result, at a tax rate of 35 %, in
deferred tax assets of $700,000 at the
end of 1998. These differences are
expected to reverse out as follows:
$900,000 in 1999; $400,000 in 2000;
$300,000 in 2001; and $200,000 in each
of 2002 and 2003. In addition, through
a careful analysis of all pertinent information, we determine that a going -concern problem does not exist for Zeta.
Stop 1: Consideration of income in
prior carryback years. To consider the
impact of income in prior carryback
years, we make no assumption about
future taxable income. The expected
reversal of the deductible temporary
differences alone would result in losses
of $900,000 in 1999, and $400,000 in
2000. With a carryback period of two

years, the $900,000 loss in 1999 could
be carried back to 1997 -1998, and the
Year 2000 $400,000 loss could be carried back to 1998 -1999.
Let's assume the following figures
for 1997 -1998:
Income
Taxrate
Incometax

1997
$500,000
35%
$175,000

1998
$300,000
35%
$105,000

The total income available in the
carryback period in effect for 1999 is
$800,000 ($500,000 + $300,000) on
which income taxes of $280,000
($175,000 + $105,000) have been
paid. Of the $900,000 amount of the
DTD that is expected to reverse in
1999, $800,000 can be carried back to
1997 -1998, resulting in $280,000 of
the amount of deferred tax assets
that does not require a valuation
allowance. This conclusion is based
solely on the going- concern assumption and our estimate of the timing
of the reversal of the DTD; no
assumption about other sources of
income is required. Because income
in the available prior carryback period is fully absorbed by the reversal
of the DTD in 1999, no income is
available from this source for the
other years in our analysis.
As Table 2 shows, at this point in our
analysis we have "unprotected"
MARCH 1998
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deferred assets of $420,000 based on
future deductions of $1.2 million for
which we have not yet identified offsetting income.

Step 2: Consideration of reversal of
taxable temporary differences. To
illustrate the impact of the reversal of
taxable temporary differences on the
valuation allowance judgment, we
assume that Zeta purchased $1 million
of new computer equipment on January 2, 1998. This equipment is being
depreciated for financial reporting purposes by the straight -line method over
its estimated five -year life at $200,000
per year. Zeta uses accelerated write off for tax purposes, resulting in a
$450,000 write -off in 1998. The
$250,000 difference is a taxable temporary difference (TTD) and is expected
to reverse out at $50,000 per year from
1999 through 2003, creating an additional $250,000 of taxable income during that period against which the
reversal of the DTD can be offset. Our
model considers this the next most
objective source of income because it is
based on the assumption of future taxable income from the reversal of taxable temporary differences that
already have originated at the end of
1999. The primary judgment required
is the timing of the reversal pattern of
those differences, not their existence.
As Table 2 shows, after considering
income in prior carryback years and
the reversal of taxable temporary differences, Zeta has $950,000 of the DTD
for which offsetting income has not
been identified. This situation results
in deferred tax assets of $332,500 that
are unprotected by available income at
this point in our analysis.

Step 3: Consideration of tax planning
strategies. Next we consider the third

source of income —tax planning strategies. Zeta Co. has only one tax planning strategy —to transfer its tax exempt mutual bond investments that
now yield $120,000 annually to taxable
corporate bonds that will earn approximately $150,000 annually. Management intends to make this transfer at
the beginning of each year in an
amount that will maximize the recognition of deferred tax assets that
remain after considering income in prior carryback years and the reversal of
taxable temporary differences. A trans50
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fer of investment in an amount to produce $50,000 in taxable income in 1999
is expected. For 2000, the remaining
investment is expected to be transferred, producing $150,000 of taxable
income. This investment represents a
plant expansion fund. After 2000, Zeta
expects to reinvest this fund in the
plant expansion project for which it is
intended.
As indicated in Table 2, the future
deductible amount for which offsetting
income has not been identified is
reduced by $200,000 to $750,000, and
the balance of deferred tax assets that
may require a valuation allowance is
reduced by $70,000 to $262,500.

Step 4: Consideration of future taxable
income. Finally, we consider other
potential sources of future income. An
examination of the last three years
indicates that Zeta Co. has experienced
some variability in income. But the
last two years have produced income of
$200,000 annually, and the company
believes, conservatively, that it can
expect income for the next three years
to be at least 25% below that of the
two previous years. The result is
$150,000 of projected income for each
year, 1999 -2001, or a total of $450,000
in income.
As indicated in Table 2, we have
identified income sources sufficient to
offset the reversal of the deductible
temporary differences except for
$300,000, which relates to a balance of
deferred tax assets of $105,000. We
conclude that a valuation allowance of
$105,000 is required, reducing the
deferred tax assets net balance to
$595,000:
Balance of deferred tax assets
Less: valuation allowance
Net amount of deferred tax assets

$700,000
MUM
$595,000

Recognition of a valuation allowance
or increasing an existing allowance
adds to the amount of the provision for
income taxes in the current year.

JUDGMENT IS KEY

O

ur objective has been to model a
judgment process management accountants can follow to meet the valuation
allowance requirements in SFAS 109.
Throughout our discussion we have
emphasized the importance of the careful exercise of professional judgment.

For example, a management accountant may be required to predict the
reversal patterns of deductible and taxable temporary differences, estimate
the amount and timing of taxable
income that is expected to result from
certain tax planning strategies, and
predict the availability of future income
based on historical and other evidence.
Certain circumstances may warrant
an exception in the judgment process
used. For example, a company may
have firm contracts that virtually
guarantee the presence of future taxable income, thereby making the
source we identify as most subjective
(future taxable income) more objective
than would be the case otherwise. In
that circumstance, a company might
consider future taxable income before
other sources of income, such as tax
planning strategies. In our illustration,
the deferred tax assets result from
deductible temporary differences. Had
they resulted from operating loss car ryforward, a more conservative
approach would be to not consider the
most subjective sources of income —tax
planning strategies and future taxable
income —as potential sources to support an assumption of realization.
SFAS 109 does a significant "about
face" with regard to the recognition of
deferred tax assets when compared
with its predecessors, APB Opinion 11
and SFAS 96. Rather than placing a
tight restriction on the recognition of
deferred tax assets as these earlier
pronouncements did, SFAS 109
requires the recognition of all deferred
tax assets, placing responsibility
squarely in the hands of management
accountants to determine the realizability of those assets. Emphasis is
placed on the valuation of deferred tax
assets rather than on their recognition.
We believe the model presented here
can help management accountants
make the important judgments
required by SFAS 109. ■
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Professor of Account ing at t he U nive rsit y of
Tennesse e. He holds a Ph.D . degre e from t he
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the AICPA's Out standi ng Account i ng E ducator
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LeverageYourVendor
RelationshipsandEnhance
YourBottomLine
Managing your company's vendors can lead to substantial cost savings.

BY JONATHAN D. CASHER AND
ROBERT H. METZGER
ergers, acquisitions, divestitures, and name changes are
happening at increasingly
faster rates. It's almost impossible to
keep track of your vendors, let alone
how much business you're doing with
them.
The amount of change in the business world is enormous. In the last
three years, more than 27,000 American companies merged, and of approximately 8,000 public companies, more
than 14% changed their names in
1995. In 1996, the pace quickened, and
in 1997, more than $1 trillion in mergers involving American companies took
place.
Just as many companies have developed programs to enhance and leverage their customer relationships,
proactive companies now are doing the
same with their vendor relationships.
A vendor management and leverage
program can help you not only find out
who you're doing business with but
help you do business with them more
efficiently and effectively. A five -point
vendor management program, which
includes the stages below, will help you
save significant dollars:
• Identify your vendors.
• Enhance your vendor information.
• Analyze your expenditures.
U U tt ' I I
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■ Buy, spend, and pay smarter.
■ Enhance your vendor relationships.

few years. Each acquired bank had its
own automated systems. Each acquired
bank's vendor file was merged into a
common vendor file with a prefix
added to each vendor record corresponding to the acquired bank. Nearly
200,000 vendor records were in the
common vendor file. IBM was in the
file 1,500 times. Not to be outdone,
AT &T and its various subsidiaries
accounted for almost 2,000 vendor
records. The actual number of vendors
that the bank was dealing with was
under 30,000. Adding in different
remittance addresses and contacts,
there were still under 40,000 useful
records. That bank was not unique.
Other big companies often have 50,000
to 250,000 vendor records but only
10,000 to 25,000 actual vendors.
These activities often require a lot of
work, but they are critical to achieving
significant payoffs. Some direct immediate benefits are fewer duplicate pay ments, fewer checks, and lower
postage.

VENDOR
MANAGEMENT

IDENTIFYYOURVENDORS

T his step may seem obvious, but
many companies lack basic information
about their vendors. Information in
purchasing and accounts payable files
may be inaccurate, redundant, out of
date, or incomplete. When companies
merge, two vendor master files often
are combined without filtering out
duplicate vendors. If vendors have
merged, changed their names, or
changed their addresses (even their
lockbox addresses), the number of
redundant and obsolete entries grows
quickly.
You may have tens or hundreds of
thousands of vendor records. Review
your vendor files to identify redundant
vendors. It's not unusual to find that
10%-20% of your vendor records are
redundant. Similarly, at least that percentage becomes obsolete each year.
Before you eliminate redundant and

obsolete vendors, consolidate vendors
into groups so that related ones are
linked together to enable meaningful
reporting. You may want to group
related vendors more than one way—
you may want to link subsidiaries to
their parents, and you may want to
link franchisees to their franchisers.
Not all of your vendors will be in
your vendor files. You may be paying a
third party for goods or services pro
vided by someone else. Some vendors
only will appear as line items on credit
card statements or statements from
your travel service providers. You may
be paying factors so that the vendor
from whom you are really buying may
not appear as the vendor of record
within your accounts payable system.
Leasing transactions and rent payments also may obscure the actual
provider.
Third -party databases and services
can be used to group related vendors,
but expect a hit rate of under 50% . The
rest may have to be reviewed manually. You'll find quite a few redundant
vendor records for federal, state, and
local government agencies; companies
with many subsidiaries; and companies
with many locations or lockbox
addresses.
For example, a major U.S. bank
made several acquisitions over the last
52
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Purchasing vendor files
AT vendor files
Third party databases
Linked Vendor File

Enhance Information
Purchase orders
A/P history
Other data sources
Vendor contact
_
Enhanced Vendor File

G/L codes
SIC codes
Zip codes

ENHANCE YOUR

Industrybenchmarks

V ENDORINFORMATION

i

Au g me n t

Prioritized Vendor File

Buy, Spend, Pay Smarter
Guidelines
Standards
duality and timeliness measures
_—]
Vendor Relationship Files

I
4

E
Enhance Relationship
Communications
Guidelines

Electronic Links

- - »_

Vendors
Dollars

files
your vendor
with
information that you'll want and need
for analysis. Basic information you
may want to add includes NAICS
(North American Industry Classification System) codes (a new replacement
for Standard Industry Codes), taxpayer
identifiers, telephone numbers, type of
organization, types of products or services, how long vendors have been in
business, and size. Information as to
minority vendor status and women owned business also are important. It's
often surprising how little a company
may know about its vendors. The capabilities and financial stability of a vendor can be critical to its ability to deliver goods and/or services of appropriate
quality within agreed -upon time
frames.
As part of this enhancement process,
you should normalize names and
addresses and augment your files with
Zip +4 and carrier route coding. If you
want to add Zip +4 and carrier routing,
make sure you use a service that is
certified by the U.S. Postal Service. If
not, you will not be able to take advantage of mailing discounts.
Sensitive vendors such as directors,
former employees, advisory board

members, and vendors who also are
customers should be flagged. If records
for employees are kept in vendor files
so that they can be reimbursed for
business expenses, be sure that they
are identified as employees. Many vendor files include records for vendors
that are subsidiaries, affiliates, or parent company of the company itself.
These should be flagged as such
because they need to be treated appropriately in any analysis or audit.
When you begin the process of augmenting your vendor file, you should
have a plan for doing it that includes
the sources you'll be drawing on to get
and verify information. You also should
see what additional information can be
provided at the same time as the cost
of collecting goes up if you have to go
back to vendors or third parties. When
you get additional information, you
may be disappointed in how few vendors in your vendor file match records
in third -party databases. You'll find
problems with both large and small
vendors. For many of your large vendors, addresses in your file may be
lockboxes. Business reference publishers such as Dun & Bradstreet and
American Business Information may
not have these addresses. If you use
many independent consultants, they
also may not be found because many
have home offices not listed in business directories.
Once you have the basics, you'll
want to find out more about some of
your vendors. You should hold off, however, until you know more about how
much business you're doing or might
be doing with them. Some things that
you may want to find out are which
vendors are EDI capable, ISO 9000
compliant, and take procurement
cards. Some of this information is
available in third -party databases, but
most will have to be collected directly
from the vendor.
The additional information that you
collect in this second step in your vendor management/leverage program
gives you critical data for the financial
planning and analysis that leads to
smart decisions.

ANALYZE YOUR EXPENDITURES

L

ook at your expenditures by vendor
and type of vendor. Look at expenditure categories by G/L Code, commodi-

ty code, or NAICS (SIC) code. See
which parts of your organization spend
money and what they're spending it
on. Look at expenditures by zip code,
by city, state, and country. Perform
trend analyses to see if expenditure
patterns are seasonal or affected by
your organization's budgeting process.
Examine how expenditures are changing over time. Build databases and
analyze data to better understand
what and how you're doing. Benchmark against others to see how your
expenditures are similar to or different
from other companies. See if you can
gain insights from other industries.

greatest potential for savings or leverage. One useful way of looking at
expenditures is to look at high versus
low dollars. Another is high versus low
transaction volumes. See if your primary focus should be on reducing the
number of vendors, better control of
who's buying, getting better pricing, or
processing more efficiently.
Determine when, where, and by
whom money is spent. Often there are
quite a few surprises. If related vendors are not linked together, you might
not know who really are your big vendors. A small number of suppliers typically account for a large percentage of

PThe ma ster list of Standard Industry Classification (SIC) codes

NAICS AND
was last updated in 1987. Starting in 1997, the SIC system is
being replaced by the North American Industry Classification
System (NAICS).The United States, Canada, and Mexico are
all implementing this new system, and it will take several
years before all organizations are surveyed. NAICS codes an
SIC codes may look similar (they are both numeric and two
or more digits long), but there is not a one -to -one correspondence. Some NAICS codes replace several SIC codes, while
two or more NAICS codes may correspond to several SIC,
codes. The conversion will not be easy!
If you think you can ignore the change, be warned. Merchant Category Codes (MCCs) used with most procurement
cards and electronic commerce rely on SIC codes. And you
thought that you have to worry only about the Year 2000!

It's not always easy to find out
where all of the money goes or to find
where in your organization to get the
data you'll need. Not all expenditures
are tracked by purchasing. In manufacturing and retailing, typically 75% of
all dollars spent are covered by purchase orders. In service organizations,
it's rare to find 25% of all dollars covered by purchase orders. Accounts
payable usually has fairly complete
financial transaction detail, but some
large dollar transactions may bypass
accounts payable as well.
These analyses should sharpen your
focus. Prioritize and categorize so that
your focus is on the areas with the

disbursements by retailers, distributors, and manufacturers. To the surprise of many, the same also is true for
service organizations. Twenty vendors
may account for 25 % -50% of a company's transaction volume, and a different but overlapping group of 20 vendors may account for 25 % -50% of total
expenditures.
One investment company recently
purchased a new building for its corporate headquarters. New trading rooms
incorporating significant amounts of
equipment, software, and services were
planned. In analyzing its expenditures,
it discovered that three major vendors,
each with a unique name, were part of
MARCH 1998
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Aneffectivevendor
managementand
leverageprogramis
ongoing.
the same parent company. By knowing
the total amount of expenditures with
the parent company and all of its subsidiaries, the investment company
obtained significant savings on new
contracts.
Benchmarking and industry comparisons are key to expenditure analysis.
There are several public sources of
high -level data and many other
sources of detailed data. Be careful
when doing benchmarking to be sure
you're comparing apples to apples.
Also, avoid using confidential data that
may have been inadvertently disclosed
or sharing data with competitors in
ways that might be subject to
antitrust.

BUY, SPEND, AND
PAYSMARTER
sis, you really can reap some dividends.
By knowing how much you're spending
for each major category you can quickly identify the magnitude of potential
opportunities. Along with more
detailed exploration you can negotiate
rates more effectively.
With more thorough information
about spending, you can negotiate better deals. You'll have better information about where you are, and are not,
buying from and better ideas as to how
much you are, and should be, spending.
Decide whether changes in procurement guidelines are needed. Determine
whether changes are needed to purchasing and accounts payables
processes.
Before you cut back too far on the
number of vendors, make sure you
understand the exposure and risks.
Remember that some of your vendors
also may be your customers or potential customers. Some vendors may provide excellent service and/or products
to meet the needs of some parts of your
MANAGEMENTACCOUNTING

ENHANCEYOURVENDOR
RELATIONSHIPS

Y ou should be able to make it easier

O nce you've completed some analy-
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company but not be able to meet the
needs of others in a timely and cost effective manner. Remember that doing
business with local companies helps
you by helping the communities in
which you're located.
Avoid conflicts of interest or
arrangements that give the appearance of such conflicts. Be particularly
careful about relationships with vendors where a member of your board of
directors is a senior officer or where a
senior officer of your company is related to a senior officer of the vendor's
firm.
Develop contracts with care — vendor
contracts should be tailored carefully
to meet the needs of your organization.
Specify what information will be provided to you by the vendor so that you
can analyze your future expenditures
and/or process transactions more cost
effectively.
Develop guidelines, and set standards and quality measures to monitor
and evaluate both your vendor's performance and your organization's
performance.
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for your vendors to do business with
you and for you to get information
from and to them. If you make it easier
for your vendors to do business with
you, their costs will be lower, and some
portion of those savings can be passed
on to you.
Develop a vendor setup and verification process, and develop vendor communications programs. Document your
procurement and payment policies and
guidelines. A vendor handbook with
guidelines and procedures for doing
business with your company can eliminate many future problems. If vendors
have written guidelines that spell out
when purchase orders are required and
the approval levels and signing authority, you reduce the likelihood of incurring unnecessary expenses. Not only
does this enhance vendor relations, but
it protects your company's risk of exposure to claims and even fraud.
Where appropriate, send electronic
inputs to vendors, and get electronic
inputs from them using EDI (electronic
data interchange), ERS (evaluated
receipts settlement), or procurement

cards. Approve, pay, and reconcile electronically. Provide vendors with online
access to purchasing and accounts
payable information to reduce and
eliminate errors and telephone
inquiries requiring manual intervention. Consider using touch -tone
inquiry /response systems and the
Internet.
Enhancing the process by which you
do business with your vendors can help
your bottom line in many ways. If you
exchange data electronically with your
vendors, you can perform specialized
analyses more easily. You can eliminate
many steps in the bill approval and
payment process. If you reconcile your
accounts and outstanding items electronically on a regular basis, you can
eliminate disputes and all of the effort
associated with resolution.

HOWBESTTOPROCEED

Implementing a vendor management
and leverage program should be a
team effort. Your team needs knowledge and expertise in your industry
and your systems as well as general
expertise in purchasing and accounts
payable. At a minimum, your accounts
payable, purchasing and information
technology organizations should be
part of the team. Some of the expertise
you'll need may require the use of
external resources. Bring in outsiders
to augment your internal staff, but
make sure that the resulting team has
the full complement of skills needed to
achieve the desired goals. Some companies specialize in one or two of the five
stages, but few have broad expertise in
all five. If you do draw on outside
resources, remember that you should
leverage the relationships with the
vendors you choose.
In an attempt to speed up the
process and reduce costs, many companies skip or cut corners on the first
steps in the process. They often are disappointed with the results. Others may
treat the process as a one -shot project.
Experience shows that an effective
vendor management and leverage program is ongoing. ■
Jonat han D . Casher i s chai rman and Robe rt
H. Metz ger, president, of RECAP, Inc., a leading provider of financial ope rat ions consult ing
service s i n Oak Ridge, N.J. T hey may be contacted at (973) 697 -6430.

Enterprise Rent -a -Car Drives Home
Service with the Help of Ceridian
Service Gears Mesh in Enterprise/
Ceridian Partnership
Every day, Enterprise Rent -a -Car provides transportation for thousands of
customers throughout the United States.
And every day, Ceridian processes payrolls for thousands of companies —including Enterprise. For nearly a decade,
the two companies have maintained a
solid business relationship because they
think alike: The customer is in the driver's seat. Nothing is more important than
quality service and customer
satisfaction.
"Enterprise is very customer service oriented, and Ceridian is the same," said
Sandy Dorton, director of compensation
accounting for the St. Louis -based company. "Its people are similar to ours easy
to work with and responsive."
Superior service was the main reason
Enterprise switched to Ceridian in 1987
and why the company is still traveling
the same road. "A couple of years ago,
we evaluated Ceridian against another
major payroll vendor," Dorton said.
"Ceridian was the hands -down winner,
and service was the main reason. We
just work better with Ceridian."
Ceridian Helps Enterprise
Streamline Its Payroll
Ceridian provides payroll processing and
tax filing service for more than 28,000
domestic Enterprise employees in 60
locations. Each subsidiary transmits its
own payroll data to Ceridian's St. Louis
office, which handles processing and
distribution of checks and reports. "The
Ceridian system has helped us streamline our procedures," Dorton said. "We
operate very efficiently with just one
payroll person at each remote site and a
small staff here in St. Louis."
Among the many features of the Ceridian system Dorton finds attractive is the
built -in tutorial, which came in handy
when she had to process headquarters'

payroll herself, never having used the
software. "The tutorial was great," she
said. "I went through it in one day and
processed payroll the next."
Enterprise also finds Ceridian's
XpresscheckTM very useful, allowing
each location to cut its own off -cycle
checks as needed.
A Productive Partnership
Important as software is, Enterprise
views service as making the difference
in vendors —and Ceridian leads the
pack. Enterprise works with a dedicated
team of support analysts at Ceridian's
Customer Service Center (CSC) who are
available by phone to answer day -to -day
payroll questions. "We're happy with this
service from our team," Dorton said. "It's
especially valuable at year- end." Enterprise also has a dedicated representative at Systems Tax Service (STS), a
Ceridian tax filing company.
The real differentiator, however, is
Ceridian's local service. "We're a very
relationship- oriented company, and we

About Enterprise
The following is some background
on Enterprise:
■ Approximately 28,000 employees
■ Approximately half of the Enterprise groups have been processing with Ceridian for seven
years, with the other half for 1 -2
years
■ Located in Ceridian's
St. Louis district

like having a 'go to' person we can rely
on for additional support," Dorton said.
Enterprise doesn't have to go very far
to obtain that support. Ceridian account
executive (AE) works at Enterprise three
days a week. The Ceridian AE communicates directly with Enterprise payroll
personnel around the country via e-mail
and phone, fielding nonroutine questions
as well as working on special projects.
"The best part of our relationship is
that we consider our Ceridian representative to be a consultant or advisor —
together, we can come up with ideas to
enhance the payroll system," Dorton
said.
The account executive is backed up
by a local Ceridian technical service
support team, which completes most of
Enterprise's special projects. Current
major projects under way are developing
interfaces between the Ceridian payroll
system to a 401(k) vendor, to general
ledger, and to the time sheet system.
"Ceridian maintains a 'core' product
for us," Dorton said. "This allows us to
consolidate reports, such as 401(k) and
earnings, and maintain consistent reporting— although field locations can add
reports if they have a unique
requirement."
One of the critical initiatives on the
Enterprise agenda is to streamline
processes and minimize administrative
tasks so the field can concentrate on the
operational end of the business," Dorton
said. "We count on our representative to
keep us abreast of developments at
Ceridian and help with research."
INSIGHTS Advantage
Enterprise took advantage of another
Ceridian service in 1996 by attending the
INSIGHTS customer conference. "Eleven
of our people attended for the first time,
and everybody considered it a very beneficial experience," Dorton said. e
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H.D. Vest Invests in SQL
Financials'HumanResources
ourteen years ago, a growing number of financial investment options
began to overwhelm American consumers. Many turned to their tax professionals for help, but few tax professionals had the knowledge or resources to
handle their clients' investment and
insurance needs.
Faced with this dilemma, Herb Vest, a
CPA, developed a plan to meet the financial needs of clients. Founded in 1983,
H.D. Vest Financial Services was the first
financial services company to serve the
American investor through tax professionals. The company offers extensive
training and support services that allow
tax professionals to offer comprehensive
financial services.
Today, H.D. Vest Financial Services is
a leader in the growing market of comprehensive financial planning services,
with more than 6,200 affiliates serving
1.5+ million individuals, families, and
small businesses in all 50 states.
In just the last two years, H.D. Vest
nearly has doubled both its revenues and
number of employees. A result of this
growth was the realization that its existing systems were inflexible and did not
provide for efficient means of managing
its expanding workforce.
Solution
H.D. Vest chose SOL Financials° for an
integrated personnel, benefits, and payroll system. Implementation of the new
system with Windows NT and SOL Server was completed in just two months,
without requiring additional staffing.
By automating career management,
H.D Vest improved management information and eliminated redundant data entry.
The immediate results were time savings
and improved auditing of payroll processing.
H.D. Vest has emphasized employee
development and promotion as parts of
its corporate culture. The company is
dedicated to attracting quality personnel,
providing educational opportunities, and
56
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helping employees plan for career
advancement. The focus on career
development has increased demand for
accurate and timely information. SOL
Financials proved itself the front - running
solution.

OHD VESTM
F I N AN C I AL

S E R V I C E S

"We found that the flexibility of the
SOL Financials system would enable us
to fully automate our career management process," stated Tim O'Brien, HR
director at H.D. Vest. "We now are able
to deliver reports and online analysis
directly to our management staff in a
way that facilitates their employee
development planning."
Delivering on the Issues
With SOL Financials, H.D. Vest was able
to focus on several critical business
issues, beginning with its technology
investment. The company standardized
its client/server environment on a Windows NT and SQL Server. It looked to
SOL Financials, a Microsoft Solutions
Provider, to take full advantage of their
investment in technology.
Through a detailed evaluation, H.D.
Vest determined that the Succession and
Ascension Planning features of SOL
Financials would enable them to automate their career management process.
The applications have improved the ability to track employee qualifications, certification, and behavioral attributes. The
flexibility of user - defined tables and
reporting also has enabled the company
to implement a solution that is tailored to
its needs and is easy to learn and use.
In the past, H.D. Vest found disseminating personnel information to be a time consuming process that often relied on
multiple reports from disparate systems.
With SOL Financials, enhanced reporting
features have improved management

responsiveness and allowed online
access to employee information. In addition, Crystal Reporting has enabled H.D.
Vest to respond to specific user groups,
such as the Treasury Department, by producing tailored reports.
Integrated Payroll
The outsourcing of payroll processing
caused countless headaches for H.D.
Vest. It was unable to make changes to
employee information and did not have
full confidence in data accuracy. SQL
Financials' Integrated HR and Payroll
Suite have enabled the company to eliminate redundant audit tasks and to
streamline the maintenance of employee
information. The Data ExchangeTM modules allowed for easy integration of a
time and attendance system that resulted in a 75% reduction in payroll processing time. The SOL Financials system also
provides the ability to maintain multiple
organizational structures that meet the
specific needs of the human resources
and payroll functions.
Efficient Use of Resources
A team of three internal resources, each
working part -time, implemented the Personnel, Benefits, and Payroll modules.
The project took two months, including
the tailoring to meet specific needs.
O'Brien says, "Talking to SOL Financials customers made it clear that, unlike
other vendors, SOL Financials has figured out how to safeguard the modifications we make to the system. This results
in additional time savings as we upgrade
to new releases. "
H.D. Vest plans to implement the entire
suite of SOL financial products as well as
build on their use of the human resources
and management resource products.
H.D. Vest's implementation of SOL
Financials systems focused on the development of their most valuable asset —
their people. The SOL Financials products have enabled them to improve their
methods in meeting this goal. e
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e y u a senior financial executive?

-Do you have responsibility for the MIS function in your company?
-Are you really comfortable with the fast pace of new technology driving t he finance function?
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91-earn how technology is transforming finance and operations processes
•Learn�about�legal�issues�that�arise�with�web�pages�and�other�Internet�activities
� : yr •Find�out�about�the�latest�asset�management�and�technology�control�approaches
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*Meet your finance peers in other companies and learn how they are addressing IT management issues

The 1998 Conference features presentations by these and other leading corporate executives
and finance and IT experts
*Rober t Her bold, Chief Operating Officer, Microsoft
*Robert Kavner, President and CEO of On Command Corporation and venture capital investor, former
,p CFO at AT &T and later head of AT &T's computer business
*Tom St ewart, Fortune Magazine
*Rob ert W alk er, Vice President & General Manager, Professional Services, Hewlett- Packard Company
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Corporation information technology issues survey of financial executives and have a chance to participate in drawings for
Hewlett- Packard Palmtop computers.

SESSION HIGHLIGHTS INCLUDE: Project Management of Enterprise -wide Systems; Electronic Commerce:
Business -to- Business and Business to Consumer; Meeting the Control Challenges of New Information Technologies; Use of
Intranet /Internet Technologies in Corporate Support Functions; Strategic Sourcing: Outsourcing, Cosourcing and Right
Sourcing Technology Investment Management: Integrating Old and New Systems Effectively
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SPECIAL EARLY REGISTRATION DISCOUNT: If you register by January 31, 1998, you can receive a $100 reduction
Df�the�regular�registration�rate�—Early�registration�rates:�$895�member,�$1�195�non�-�member,�$625�additional�registrant
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FOR MORE INFORMATION: Contact FEI's Conference Department at 973 - 898 -4629 or fax 973 - 267 -4031 or visit our
Neb site at www.fei.org.
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AnsweringtheCryfor
Integrated Solutions
oday's companies need to improve
operational efficiency. So they can
do so, those in the middle market
are crying out for more than the basic,
core accounting package. They want
more functionality and more applications
with seamless connections to the general ledger, accounts payable, and
accounts receivable. Increasingly, these
companies need integrated solutions, but
they don't have the time or the personnel
to handle the integration themselves.
This cry for "more" is what prompted
State Of The ArtTM, Inc., to dedicate
resources to facilitate integration with
third -parry applications. By allowing
third -parry developers to leverage its
AcuityTm Applications software's design,
State Of The Art has provided a way for
middle- market companies to obtain
seamlessly integrated, out -of- the -box
solutions that meet their niche - specific
needs.
Acuity Applications provides a solution
for larger, progressive businesses or
divisions at larger companies that are
interested in an accounting solution that
will meet their needs today and provide
the advanced functionality and capabilities to transition smoothly into the future.
This sophisticated, yet easy -to -use
client/server product distributes processing efficiently and offers exceptional
scalability, power, performance, and flexibility. Acuity's SOL ServerTm relational
database management system provides
a secure and reliable place to store mission- critical financial data. Acuity Applications includes Acuity Financials, Acuity Visual Tools, and Acuity Projects.
"Companies are searching for ways to
bring their core business applications
into Microsoft Corporation's client/server
environment and need to get an integrated solution covering main parts of their
business," says David W. Hanna, president and CEO of State Of The Art. "Our
goal with Acuity is to make it possible for
resellers to deliver quality integrated
solutions that conform to Microsoft

T
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standards," he emphasizes.
One prime example of this integration
is the AbraTM software suite of Besto
Software. Providing human resources
and payroll processing functions, Abra's
powerful applications integrate with
Acuity FinancialSTm accounting software,
enabling business information to flow
smoothly from each system into the
general ledger.
With Abra's powerful human
resources and payroll management system, users can drill down from an enterprise summary to specific details with
the benefits of a multilevel security system. With the detailed reports -ondemand feature, users can generate

reports at the click of a button, and they
can define an unlimited number of custom reports using the built -in report
writer. There's also reliable government
and tax compliance data, master benefits administration data, flexible payroll
setup, time- saving processing, and time
sheet entry functions.
Other examples of seamless third -party integration with Acuity Financials
include Best's Fixed Assets solution and
B.A.S.E.'s Job and Project Tracking
solution.
According to Hanna, "Not all core
accounting software packages are the
same. It is the architecture of the Acuity
product family that makes it possible to
shorten development times dramatically

for third -party integrators. By making
that architecture open to qualified developers, we are paving the way for solid
and integrated business solutions."
Acuity's open architecture also allows
developers to bolt their existing front end systems directly onto a robust
accounting system. Awarded the
Microsoft Industry Solutions Award for
Best Technology Integration, Acuity
Financials is the product of SOTA's 16plus years of experience in accounting
software. A native, 32 -bit product line
designed for the Microsoft SOL Serverlm
relational database and Windows NT8
operating system, it is Acuity's COMbased architecture that facilitates integration with other line -of- business and
office productivity applications including
the Microsoft Offices and BackOfficeTM
suites.
Using Acuity Visual Tools (AVT), which
consists of the Acuity Application Framework, the Customizer module, and
source code, developers can rapidly
construct brand new, industry- specific
applications that have the same look and
feel as Acuity Financials and are tightly
integrated. AVT also can be used to
develop robust and varied business
applications for the Visual BasicO/
Microsoft SQL Server computer environment, whether or not these applications
are intended to be used with Acuity
Financials.
AVT allows companies that previously
relied on proprietary technology to adopt
a Microsoft- centric platform for developing custom industry- specific solutions. It
enables companies to replace their outdated accounting systems with Acuity
Financials and complete the transition of
their entire business system in record
time. Businesses can benefit not only
from retaining familiar proprietary systems and processes but also from the
faster development cycles that are possible with Acuity Visual Tools.
"Acuity Financials and Acuity Visual
Tools have made a big splash in the middle market," notes Hanna. "They answer
the market requirement for vertical solutions integrated with core financials
using industry- standard technology."
A leading developer of accounting
software for middle- market companies,
State Of The Art can be reached at
1- 800 - 854 -3415 or on the World Wide
Web at http: / /www.sota.com. •

undreds of the world's leading
corporations are active
supporters of the Certified
Management Accountant (CMA) and
the new Certified in Financial
Management (CFM) Programs.
Corporations like Air Products,
Monsanto, and IBM have found in
CMA and CFM an objective,
comprehensive benchmark to assess
and certify the business skills of their
financial professionals.
And nearly 21,000 professionals
use the CMA and CFM Programs to
tell their management that they have
broad business skills —and are serious
about their careers. The rewards are

clear: salary surveys show that, over
the course of a career, a CMA will
earn nearly $500,000 more than a
non - certified professional.
The range of skill required for
success in today's corporate financial
world grows broader every day.
The CMA and CFM Programs
are the only broadly - recognized
certification of those skills.

INSTITUTE of

MANAGEMENT
ACCOUNTANTS
CERTIFIED MANAGEMENT ACCOUNTANT PROGRAM
CERTIFIED IN FINANCIAL. MANAGEMENT PROGRAM

10 PARAGON DRIVE
MONTVALE, NJ 07645 -1760

ETSavesSIGNALCorporation
TimeandMoney
ntil recently, SIGNAL Corporation of
Fairfax, Virginia, faced the arduous
task of manually processing paper
time sheets. The process worked fine 10
years ago when the information technology services provider employed only a
handful of people in a single office.
Today, however, SIGNAL requires a timekeeping system flexible enough to satisfy
the needs of nearly 1,200 professionals
located in more than 50 offices nationwide, and it has to work without a standard platform. The software also has to
meet SIGNAL's current and future needs.
The company chose Deltek's Electronic Timesheet (ET). For SIGNAL one of
ET's most important attributes was the
ability for users to access the program
via the local area network, intranet, or
the Internet. When the company began
using the system in March 1997, it soon
discovered that ET impacted cash flow
and overhead expenses positively.
With regard to cash flow, ET allows
the company to issue invoices more
quickly and with greater accuracy than
before, hastening the company's return
payments. One customer's remittance
cycle dropped from 81 days to 38 days.
ET yielded other financial benefits, as
well. SIGNAL reduced operating costs by
eliminating the copying, faxing, and mailing activities required by the manual system. Furthermore, the payroll department's double data entry no longer was
required.
Quick Turnaround
Both of ET's time sheet entry applications, QuickET and WebET, work in a
Windows environment. Their spreadsheet -like presentation makes time entry
easy for employees. Before ET, each
SIGNAL associate tracked his or her
hours manually, verified the accuracy of
labor and project codes, calculated total
hours by task, submitted the time sheet
to a supervisor for approval, faxed a
copy to headquarters, and finally mailed
the original copy to the main office.
6o
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In accordance with Defense Contracting Audit Agency requirements, the
accounting staff at headquarters manually entered data from each associate's
faxed time sheet, filed the faxed copy,
then replaced the copy with the original
time sheet when it arrived in the mail.
Switching to ET eliminated most of
these steps while still complying with the
Defense Contracting Audit Agency
requirements. SIGNAL has realized tangible improvements. Time sheet turnaround often reaches 98% on the day following a pay period.
Fewer Errors, Lower Costs
Associates enjoy the electronic format
because they can complete time sheets
in a fraction of the time it used to take.
Each associate signs original time
sheets with a unique, data - encrypted
passcode that resides in the database.
Supervisors can review charging status at anytime. Because a single, real time database collects all time sheet
information, the application can generate
up -to- the - minute labor activity summaries. An e-mail capability automatically alerts supervisors when time sheets
await their approval. Employees also
receive e-mail reminders if they forget to
make daily entries.
Time sheet mistakes have dropped by
85% since switching to ET. The software
provides online validation of active
accounts, pay types, labor codes, and it
performs all mathematical calculations.
"Implementing the electronic time-

keeping system has been extremely
easy," says Scott Goss, SIGNAL Corporation's vice president of finance and
accounting. "I can train associates to use
QuickET in less than 10 minutes. Everyone
has been very receptive to the system.
Electronic storage eliminates the burdensome and costly paper trail that had
been generated by SIGNAL's previous
manual system. Nearly 90% of SIGNAL's
clients require labor category tracking,
each with distinct frequency tracking
requirements. The company relies upon
ET's flexibility and accessibility to generate timely, customized reports for customers and project managers.
Honing SIGNAL's Competitive Edge
"I have experienced an 80% reduction in
the time it takes to review and approve
my staff's time sheets," states Jim
Stephens, a program manager at
SIGNAL Corporation. "And although
SIGNAL's rapid growth demands that I
am often out of the office, with QuickET
I can use online inquiries to view time
sheets and to monitor status through the
Internet."
According to Roger Mody, SIGNAL
Corporation's president and CEO, "Del tek's ET product has revolutionized and
maximized the way SIGNAL does business. Integrating the electronic time sheet software into our financial system
has enabled us to streamline our business processes. Savings in both time
and money, combined with increased
time sheet accuracy and accessibility,
increase SIGNAL's competitive edge."
Since its inception in 1987, SIGNAL
Corporation has gained a reputation for
offering efficient, innovative solutions at
a competitive price in the areas of Information Technology, Engineering Management, and Multimedia Services.
Today, annual revenues exceed $100 million. Ranked #188 by Inc. 500 in 1997,
SIGNAL is one of the fastest growing
high - technology services providers in
the country. e
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when both Jobs and Gates were about
10 years old. Dr. Engelbart also invented the mouse at about the same time.)
Then there is the second reason for
our distorted view: the strange phenomenon that some call computer
time.

Michael Costelluccio, Editor

SIRISAACNEWTONANDSOFTWARE
F or a number of reasons we have a
distorted view of computer history. The
first reason is the relative anonymity
of the major figures of computer history. We know more about the characters
of the 19th century Industrial Revolution than we do about our own modern
innovators. If you don't believe this,
take the following quiz.
1.Who invented a) the cotton gin?

b) the spreadsheet?
2. Who invented a) the steam engine?
b) e-mail?
3. Who invented a) the phonograph?
b) the World Wide Web?
4.Who invented a) the telephone?
b) the Web browser?
5. Who invented a) the English language?
b) the windows interface?
[Answers at the end of the article.]

Like most of us I assume you were
able to answer more a's than Vs. This
should not come as a surprise. There is
a reason why it is difficult, if not impossible, to get any kind of perspective
from within our own times —we just
don't see the present as "historic." Try
to find the names of the b) answers in
the 1997 Who's Who in America. If you
think they are not listed because they
are not important, then try to imagine
contemporary business in this country
without spreadsheet software of any
kind.
The media and advertising just add
to our myopic blur. Take the last question, for instance. The answers to both
parts are complex. The Celts, Romans,
Angles, Saxons, and the French all collaborated, in England, on what we call
English. But because we like to simpli-

fy (witness the sound bite and the slogan), it was the English, the most recent inhabitants, whom we credit with
the invention. And windows? The idea
of the windows interface originated at
Xerox's Palo Alto Research Center.
Then Steve Jobs "borrowed" the idea
for Apple, and then Bill Gates "borrowed" the idea for Microsoft. The last
involuntary loan of the concept produced some contentious legal wrangling. But if you asked today for the
inventor, you would probably get, "Windows? Sure, that's from Microsoft."
(The correct answer, actually, is Douglas Engelbart around the mid -1960s

Computer Time
The common wisdom is that one computer year equals seven normal years,
sort of like dog years. But while the
dog years formula is based on a reduced life expectancy for hounds, the
expanded time for computer years is
caused by the accelerated rates of development and change. Computers are
doubling in memory and speed every
time you turn around, and digital applications are popping up in every area
of daily life. The Internet simply added
afterburners to an already speeding
vehicle. (Some people, incidentally,
define Internet years in a 20 -to -1
proportion.)
Perhaps we should look at a time
line in order to get a better sense of
this acceleration. If we take 1946 as
the beginning point (the appearance of
the ENIAC —the Electronic Numerical
Integrator and Computer — generally
seen as the first digital electronic computer), and 1998 as the end, we have a
time line of 52 years for computer history in America. Multiply that by the
seven in the 7 years -for -1 formula, and
the time line stretches to 364 years
worth of development. The equivalent
in real time would stretch from 1634 to
1998. Very strange. That span of time
includes figures ranging from Galileo
to John Glenn.
Combine our short - sightedness with
a span of time that long and factor in
the rapid rate at which things are
changing, and it's no wonder that our
grip on computer history is so slippery.
Well, So Who Cares?
What can it possibly matter that our
notion of the history is distorted or deficient? Sure, if you make your living
as a venture capitalist, and you are
scanning the horizon with the squint
of a Mr. Magoo, you are soon going to
need a new line of work. But what
does the average consumer of technology lose?
First, there is the matter of neglecting valuable resources. The pioneers
are still around, and many are still
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MANAGEMENTACCOUNTING 61

All bark
and no byte?
Be the Top Dog with

o

BASSETS
Fi xe d As set S ys t em

o

4

o
o
o

®

o

BASSETS

o

®

Windows & Windows 95
Per for mance
Ease of Use
Da ta Impor t a nd Expor t
Intelligent Da ta Entry
General Ledger Inter face
Complete or Par tial
Disposal and Transfer

41 Spruce Run, Ramsey, NJ 07446

0

(201) 934 -9259

o

For free, no obligation
full working demo, call:
D e c i s io n S up p o r t T e c hno l o g y
Fax: (201) 327 -5525

Circle No. 24
working in the field. Could you imagine a contemporary physicist given the
opportunity to discuss his discipline
with Einstein or Isaac Newton, only to
turn it down? We do that in the field of
technology. When the editors of Forbes
are preparing their equivalent of the
"swimsuit issue," do they go looking for
people like Engelbart or Berners -Lee
to see what they are up to? No, they
are busy counting personal assets in
order to determine who are the richest
men in America. The smartest men in
America apparently are left to toil in
anonymity.
The second danger involves subscribing to the myth that the best
technology will always win. That famous line about failing to understand history will only make us repeat its mistakes clearly applies to
this myth. There are times when the
best technology does not win —as in
the situation when the easiest to
produce, or the cheapest, or the most
marketable technology wins. In those
cases we can all lose.

Answers:
1. a)EliWhitneyb) DanielBricklin
2. a)JamesWatt b)RayTomlinson
3.a)ThomasEdison b)TimBerners-Lee
4. a)AlexanderGrahamBell b) MarcAndreessen
5. seeexplanation in text.
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It is important to recognize the inherent antipathy that exists between
the established product and change.
Despite what PR departments mutter
about "looking to the future," there are
monolith manufacturers that don't like
to tinker with what is working well for
them, and some are even willing to
discourage innovation wherever it
shows up—if that innovation threatens
their status quo.
If "the best technology always wins"
were true, then how come there are so
many companies selling so many programs that fix the problems that you
encounter with computers? Great
technology does not depend on
workarounds.
So Ask Gaiiloo
But if computer technology is evolving
as rapidly as 7 years to 1 and few are
chronicling its history, how is it possible to keep up as an informed
consumer?
A good place to start is the largest,
most rapidly updated library in the
world, the Internet. Engelbart, Andreessen, Bricklin, Berners- Lee —all
are still at work, and descriptions of
their projects are available online.
And unlike the press that edits all
the news it thinks you need, or television news that assumes the attention
span of a grade - schooler, the Internet
has it all —the truth, the lies, the

past, and the future. And perhaps the
greatest thing about this medium is
that it assumes you are intelligent
enough to sort out what is worthwhile
and what is not. Now that's a radical
innovation. ■

PRODUCTSMARKET
Trellix from Tfollix Cofporation is described as a program that creates documents that work like Web sites. Designed by a team that is headed up by
the man responsible for dreaming up
the greatest killer application] ever
(Dan Bricklin, who invented the
spreadsheet– VisiCalc), Trellix imports
hypertext linking, chunking of text,
and interactivity into normal business
and personal documents. The final
product is difficult to describe, beyond
likening it to a Web page, but, gratefully, there is an online demonstration.
The sampler of Esther Dyson's new
book, Release 2.0,was designed in
Trellix 1.0 and can be viewed at
www.release2- O.com. When you get to the
home page follow the links to Online
Explorations and the Trellix document.
Circle No. 40
Pacific Financials Ltd has released Insight a Windows -based financial analysis package that provides a graphical
representation of how profit and loss,
balance sheet, and funding information
interact. Its three main functions are
to take profit and loss and balance
sheet data and display internationally
accepted measurements of business
performance; it allows the user to model different business scenarios and observe the effects on financial results;
and it allows the user to specify the financial results required, with Insight
displaying all the available options for
achieving those results. Circle No. 41
TaxDofondmllTM Inc. has released a
family of IRS tax auditing software
packages under the name TmxChadtw1 .
There are four versions (individual,
small business, corporate, and tax professional preparers), each capable of
performing audits of returns using the
identical analysis, guidelines, audit
procedures, tests, and forms as those
used by the IRS. Included in the programs are advice for tax penalty
abatement and an income projection
module. Circle No. 42
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James C. Horsch, CMA, Editor

FARLONG RANGE
STRATEGICPLAN

T h e Bo a r d o f T r u st e e s o f t h e IMA
Foundation for Applied Research, Inc.
(FAR) has developed a five -year
strategic plan for FAR that projects
significant growth in external funding and corporate contributions in
five years (a tenfold increase from
last year), and a commensurate increase in the amount of research
that is funded by FAR. The Trustees
are planning for total revenues from
contributions, publication sales (net
of costs), and IMA support to exceed
half a million dollars per year by
2001 -02 for the purpose of conducting and disseminating timely research findings that can be applied
to current and emerging business
needs. The Trustees have a vision
for FAR to be recognized as the
leading provider of applied research
publications in the field of management accounting and financial
management. ■

FARRESEARCHAGENDA
ANDRESEARCHINPROGRESS

T

he Trustees also have developed a
research agenda that will be used to
guide in the selection and solicitation
of proposals for specific research. A
preliminary high -level summary is
provided of research questions the
Trustees have formulated as a baseline framework for research:

1. How will emerging organizational
and business trends require
changes in management
accounting?
2. What are the educational implications of the emerging organizational and business trends?
3. How c a n m a n a g e m e n t a c c ou n ti n g

and financial management best

4.

5.

6.

7.

8.

9.

contribute to improving competitiveness and achieving continuous
improvement in the enterprise?
How does management accounting
affect the behavior of management
and others?
What are important emerging cost
management and performance
measurement techniques and
issues?
How is globalization affecting
management accounting and financial management?
How is emerging technology being
utilized to improve management
accounting effectiveness?
What are the management accounting implications on new manufacturing technologies and theories?
What are the relevant drivers of
revenue and profit, and how does
a business best manage the key
cost - revenue interdependencies
and tradeoffs?

If you have ideas for research topics for FAR to consider for its research agenda, please contact the
IMA Research Department, ext. 212.
FAR has a number of research
projects in progress, including:
■ Interorganizational Cost
Management.

■ A Comparative Study of the Implementation of Activity -Based
Costing at GM and Chrysler.
■ Total Capacity Management: Optimizing at the Strategic, Tactical
and Operational Levels.

■ Performance Measurement Systems and How They Are Used as
Employee Motivators (joint study
with APICS).
■ Performance Measurement and
Profitability: Factors Contributing
to Enterprise Improvement (joint
study with APICS). ■

FAREWELLTOJULIAN

J ulian Freedman, CMA, CPA,
CPIM, concluded his work on the
IMA staff in December 1997. Julian
served as senior director of research
and as FAR's committee secretary, in
addition to other IMA duties. He
demonstrated a great commitment to
IMA's research activities, and he will
be missed by the Trustees. Fortunately, Julian will be continuing his
service as an IMA volunteer in the
capacity of special advisor to FAR. ■

CAM•I- REPORT OF FOURTH
QUARTERMEETING

I

n other research news, Dennis C.
Daly, IMA representative to the Consortium for Advanced Manufacturing International (CAM -I), attended
CAM -I's fourth quarter meeting held
on December 8 -10 in San Diego. A
synopsis of his report is provided
below.
The objective of the presentations
at the CAM -I meeting was to focus
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FAR CONTRIBUTIONS
(six months)
As of December 31, 1997, FAR received a total of $23,175 in outside contributions. Our goal
this year is to surpass $60,000, which is double last year's contributions. Corporations, organizations, and individuals who have donated to FAR during this fiscal year include:
Corpor at ions and Organizations
($5,000 and above)
Ernst & Young

Indivi duals
($100 and above)
C.S. "Bud" Kulesza

($1,000 - $4,999)
Chrysler Corporation Fund
Fortune Brands
ITT Automotive
Johnson & Johnson
Rockwell Automation

(Under $100)
Thomas Archer
David Blasko
Emma A. Fluker
Judith M. Grimes
Olivia J. Hoecker
Joe Meuo
Neal Penney
Brant D. Thornton

(Under $1,000)
Barnet Consulting
Bergen Rockland Chapter
Boehringer Ingelheim
Michigan Regional Council
Ricoh Corporation
University of Texas — Dallas

The FAR Trustees graciously thank these contributors who have given to FAR, and encourage
other individuals and companies (as well as IMA chapters and councils) to consider a tax deductible gift to FAR, which will be used to further management accounting research.
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on how to link the concepts and
tools that we learn into the creation
and development of effective change
within organizations. This meeting
continued the theme that ideas are
sterile without interaction and
connectivity.
Several presentations discussed
business issues of importance to
management accountants and financial managers. One presentation discussed capacity management and optimization concepts and showed how
one company adopted the CAM -I Capacity Model in order to have a unified decision support infrastructure
and common language to communicate and understand capacity
conditions.
Another presentation discussed
how the discipline of system dynamics treats business organizations and
markets as systems of interconnected
activities. It is critical in cost management to have a deep understanding of those activities that cause
costs to occur. The presentation
"Achieving Activity Based Costing
Leverage with System Dynamics"
discussed several specific cost management examples and frameworks
for the application of system
dynamics.
The Service Process interest group
recently published the Service
Process Guidebook: Applying Activity
Based Performance Measures to Service Processes to help experienced
process managers enhance their organization's effectiveness and efficiency by providing a comprehensive and
sy st e m a t i c a p p r o a c h to de ve lo pi ng

and applying activity -based performance measures to service processes.
Finally, in addition to these presentations, a new research interest
group on knowledge management
was formed to identify how
ideas/knowledge and the processes
for identifying, creating, and disseminating knowledge can be integrated
into organizations. CAM -I, in conjunction with the Society of Management Accountants of Canada, has begun looking at the issue of the
measurement and communication of
intellectual capital in a forthcoming
joint publication, The Management of
Intellectual Capital. ■
Ja me s C. Horsch, CMA, is President, FAR
Board of Trustees.

MANAGEMENT
ACCOUNTINGPRACTICES
Terri Funk, CMA, CFM, Editor

University of Phoenix

FRCATTENDSFASB
ROUNDTABLEONCASHFLOWS

CPEInternet

T he IMA's Financial Reporting
Committee (FRC) was represented by
FRC member Joane Walker, CPA, at
the recent roundtable discussion regarding the Financial Accounting
Standards Board's (FASB's) Proposed
Statement of Financial Accounting
Concepts, "Using Cash Flow Information in Accounting Measurements."
Last October, the FRC commented on
this Exposure Draft (ED) stating
that the Committee supports the issuance of the proposed Statement although it finds the ED too abstract.
The comment letter also included
recommendations to improve the usefu l ne ss a n d u n d e r st a n d a b i l i t y o f t h e

Statement.
At the January roundtable discussion, the Board asked the partici-
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pants to consider questions concern-

ing both the scope of the document
and the implications of its issuance.
The discussion of these questions
centered on requests for clarification
on the expected use of this proposed
Statement. While most participants
do not oppose the theoretical application of present value techniques,
they are unsure of how an entity's
interests will be affected.
The Board clarified that the concept statement, if issued, would act
as a guide in decision making on
m a n y c u r r e n t a g e n d a projects. T h is
concept S t a t e m e n t will en a b l e t h e
Board to come to conceptually correct
answers when issues reach the Board
th r o u g h n o r m a l d u e proc ess. Ad ditionally, t h e Bo a r d a ffirm ed t h a t it is
t r y i n g t o na r r o w t h e v a r i o u s a l t e rn a tives a va il a ble in ca l c u l a t i n g t h e fa ir
va lu e o f a s se t s a n d lia bi liti es. T his
st e p is b e i n g t a k e n in a n effor t t o
in c r e a se com pa ra bi li ty of fi na n ci a l
st a t e m e n t s . T h e Boa rd st r e sse d t h e
mo st i m m e d i a t e i m p a c t o f t h i s St a t e m e n t wou ld be on issu e s o f t h e
E m e r g i n g I ssu e s T a sk Force (EIT F).
T h e discu ssi on hi g h l ig h t e d t h e n a t ural tension that exists in the desire
for specific cr it e ri a t h a t e n a b l e t h e

•
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Circle No. 18

appropriate use of fair value measurements and concerns that de facto standard setting will occur
through issuance of this Statement.
This Statement may put into question methods currently used in measuring contingencies, the use of asset -based interest rates in measuring
liabilities, and the interest method of
amortization.
The FRC comment letter in Octob e r a s k e d i f t h e Boa rd vie wed t h e

present value of future cash flows as
a separate measurement attribute or
merely a technique for approximating
an attribute as defined in Concept
Statement Number 5. The Board acknowledged the need to clarify its
view and that modification of previous literature may be necessary.
The group discussed the appropriate use of an entity - specific value
and the use of risk premiums versus
risk -free rates in calculations using
expected cash flows. Double- counting
of risk was the concern. These discussions stressed the need for a document that articulates the individual

components of risk and their application in these calculations.
In a discussion of how the expected cash flow approach would affect
presentation of contingent liabilities,
participants stated that recognition
of the most likely value is not inferior to the use of an expected probability. An example of the impact to
SFAS 5 highlighted the result to financial statements. A lawsuit has a
90% probability of dismissal, and a
10% probability of a $1 million settlement. Under current theory, no lability is recorded. If the expected
probability method were to be used,
a $100,000 liability would be
recorded.
At its forthcoming meeting, the
FRC will determine whether another
comment letter should be sent to the
Board on this topic. The FRC comment letter is available free by request to Nora Altavilla, IMA, 10
Paragon Drive, Montvale, NJ 07645
or fax: (201) 573 -0639, and is also
available on the IMA website at
www.imanet.org. ■
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Why You Should Attenc
Meet Me
BY JAMES D. KIMES, CMA
t. Louis, an ideal location for a national conference, is a full -circle, vibrant city offering professional sports in baseball, football,
hockey, and soccer. It recently was named No. 2 by Entrepreneur
magazine as one of the best metro areas for small business. The St.
Louis Chapter enjoys enormous corporate sponsorship in the home
city of Anheuser- Busch, Monsanto, Ralston Purina, and Emerson
Electric.
All of this commercial energy epitomizes the ambitious IMA Annual Conference the 900 - member St. Louis chapter has planned for
June 14 -17 at Adam's Mark Hotel. Those of you who attend the Conference this year can expect the same kind of verve and effort from
chapter members as that which they commit to the activities
throughout the year.
Geographically, St. Louis is centrally located only a few miles
northeast of the center of population (near Steelville), as designated
by the Census Bureau. It is an exciting city for a family to visit. Getting around by car is facilitated by ample interstates and conveniently connecting thoroughfares. The attractions that St. Louis offers are
so numerous that the most vexing problem a visitor might have is

The Gateway Arch in St. Louis.
choosing exactly what to see in a week or two. Such tourist enchantments include one of the few free zoos in the world, yet one of the
finest. Located in Forest Park, it displays more than 6,000 animals in
naturalistic exhibits on 83 acres. The Jungle of the Apes and Big Cat
Country are especially noteworthy.
The St. Louis Art Museum, also located nearby in Forest Park, is
the successor to the oldest art museum west of the Mississippi founded in 1879. The present building was designed by Cass Gilbert for the
1904 World's Fair. Ranked as one of the top 10 museums in the
66
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nation, it features extensive collections of the finest in visual arts
from around the world. Then, a t the sou theast corner of Forest Park,
the St. Louis Science Center brings to life the wonderful world of science through 600 -plus hands -on exhibits on aviation, technology,
ecology, and environment and human adventure along with life -size,
animated dinosau rs. Within the complex is the Omnimax T heater,
Alien Research Project Theater, and Discovery Room, offering varied
programs for nominal fees.
Further, within walking distance of the Ada m's Mark Hotel is the
Gateway Arch elegantly positioned just a few feet from the riverfront.
Visitors to the Arch can take the tram to the top for a 30 -mile
panoramic view. Designed by Eero Saarinen and completed in 1965,
the inverted, weighted cantenary curve of 886 tons of gleaming stainless steel soa rs 630 feet -75 feet higher than the Washington Monument— dominating the St. Louis skyline. Its construction, which took
place in 1963 -65, required specially designed equipment. Located
under the arch is the George B. Hartzog Visitor Center housing two
movie theaters and the Museum of Westward Expansion. The Tucker
Theater features 30- minute movies about the construction of the Arch
and the settlement of the West. The World Odyssey Theatre features
70mm, wide- screen films on its four -story-high screen.
The Arch is impressive even when viewed from a distance or from
photos or videos, but its true magnificence can be fully appreciated
only by visiting the structu re and beholding its sheer magnitude. St.
Louisans esteem the Arch much as the French regard their Eiffel
Tower. This awesome memorial not only symbolizes the Gateway to
the West, but it also commemorates the Louisiana Purchase and
stands to remind us of the epic story of the American pioneers,
explorers, trappers, traders, gold- seekers, missionaries, and soldiers
who opened up the vast wilderness west of the Mississippi. Today
every traveler is invited to pass by or through this gateway as he or
she journeys westward.
To commemorate westward expansion is fitting. St. Louis has
always been at the forefront of history. In May 1927, it was Charles
Lindbergh in his "Spirit of St. Louis" airplane who wrote aviation history when he made the first solo transatlantic flight from the U.S. to
Paris. McDonnell Aircraft, 35 years later, again made aviation history by constructing the space capsule that would take the first American into outer space with the Mercury and Gemini Projects.
For evening entertainment during the summer, St. Louis features
the venerable Muny Opera, an open air theater featuring Broadway
plays, which has been for decades a favorite of St. Louis theatergoers.
It opens the '98 season with Oklahoma on June 15. Also, the Cardinals return home on June 19 for a three -game set with the new
expansion team, the Arizona Diamondbacks, followed by two games of
interleague play with Detroit on Monday and Tuesday, June 22 -23.
Also, you simply cannot visit St. Louis without exploring the Mis-

he Annual Conference
St. Louis'
PHOTOS COURTESYOF ST. LOUIS CONVENTION & VISITORS COMMISSION

souri Botanical Gardens. Be warned, however: The scenery is captivating and will call for a lot of photos. You can view the Gardens by
walking or by taking a tram. Other essential sights include Union
Station and Anheuser -Busch Brewery Tours. Also, Grant's Farm is a
favorite of children. Located on the 281 -acre Busch estate, public
tours begin with a trackless tram tour of the grounds. Stops include
the marvelous bird show and the game preserve complete with roaming deer, antelope, cattle, and buffalo.
For those of you who want to venture outside the city, there are
day -trips to historic towns like Kimmswick, Mo., whose residents battled the 1993 flood courageously but successfully to preserve this old
town from being inundated by the raging Mississippi. Kimmswick is
a quaint retreat founded in 1859 by German immigra nts and features
the Blue Owl restaurant, a popular choice of St. Louisans. Lunch at
the Blue Owl alone is worth the 30- minute drive south on I -55. While
there, you can browse numerous crafts and antique shops.
Also, you may want to cross the river and explore Cahokia
Mounds, the largest prehistoric Indian site north of Mexico, located
near Collinsville, Ill., only 12 minutes from downtown St. Louis. Or
travel west a few miles, and visit the Museum of Transportation.
Here, you will see a comprehensive collection of locomotives, railway
cars, autos, streetcars, buses, trucks, horse -drawn vehicles, and aircraft. Also, keep in mind that Branson, Mo., a nationally acclaimed
country - western musical center, is only about a three -hour drive
southwest of St. Louis or could easily serve as a stopover place for
those of you who drive in. Or on a day trip north, you can visit Hannibal, the home of
Mark Twain. It's a
small town that has
lived a lot of history.
With all this sightseeing you're going to
get hungry. Fear not.
St. Louis has long
been famous for its
culinary delights.
Resta ura nt fa re
ranges far afield from
Planet Hollywood
downtown to Schneithorst's conveniently
located a block from
where I -64 intersects
Lindbergh Boulevard,
should you have a
taste for traditional
Bavarian. Or, if your
Laclede'sLanding.

Busch Stadium, home oftheCardinals.
taste buds call for Italian, you might want to visit The Hill area, an
Italian community and its many restaurants located just two miles
south of Forest Park. It features well -known restaurants like Charlie
Gitto's On The Hill, a favorite of Tommy Lasorda when he's in town,
and Cunetto House of Pasta, which has provided St. Louisans with a
fine Italian menu for a quarter of a century.
But we all know that no Conference would be complete without
some fun and games, and St. Louis has planned plenty of activities for
all age groups. The family event is guaranteed to be an unforgettable
experience with its theme, "Meet Me in St. Louis" featuring a reprise
of the 1904 World's Fair held in St. Louis and later inspiring the
movie by the same name starring Judy Garland. This gala intends to
capture many of the sights and sounds of the fair itself, an event that
St. Louis, nor the world for that matter, was quick to forget.
It's an u nderstatement to say that to attend an IMA Annual Conference is a quintessential opportu nity. The content presented in the
technical sessions represents only part of what can be garnered from
the experience. It involves meeting new people, making new friends,
trading business cards and e-mail addresses, evaluating new ideas,
and seeking new vistas for yourself personally and the business you
represent. In general, it means having a good time for a week in a
city that perhaps you've never visited but would very much like to.
Attending the Conference and vacationing a t the same time is an
ideal opportunity for every IMA family.
Finally, you can come and help me celebrate my 30th year of IMA
membership. ■
Jim Kimes, a 30 -year member of the St. Louis Chapter, is coordinating
local publicity for the IMA Annual Conference.
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A Classified Section

International construction /engineering
firm seeks an accounting professional.
Ideal candidate will be experienced
in investor relations, SEC reporting,
foreign markets and mergers and
acquisitions. This is a great opportunity
to join a firm with an established
reputation. CMA is preferred. Salary
to $150,000 plus excellent benefits.
A $20 million law firm seeks an entrepreneurial individual to take on the role
of CFO. This newly created position
requires a CPA who is ready to take the
next progressive career step. Ideal candidate will have at least six years' experience, preferably in a law firm environment as well as a background in
budgeting and forecasting. Compensation package includes salary to $125,000.

$2 billion Real Estate Investment Trust
seeks a professional for financial reporting department. Responsibilities include
internal and external reporting as well as
related analysis and special projects.
Great ground floor opportunity with a
company that is expanding nationwide.
Salary to $45,000 plus benefits.
International water treatment company seeks an accounting professional to
prepare, coordinate, consolidate and
review financial plans and statements,
as well as perform financial analysis.
The right candidate will have three
plus years of experience (some public
accounting), and SEC reporting from a
manufacturing or distribution environment. Benefits and salary to $38,000.
Large distribution firm seeks a professional with three plus years of financial
systems experience. Ideal candidate
will have knowledge of either Oracle or
PeopleSoft accounting software, system
implementations experience a plus.
Salary to $60,000 with great benefits.

Established company is seeking an individual with at least 15 years' experience
at least five of which have been as an
Acting Controller. Ideal candidate will
have a standard cost accounting background and good computer skills. MRP
and job planning/scheduling experience
is also necessary. Excellent benefits
available and salary to $85,000.

Fast - growing, publicly traded company
seeks a strong individual with some
international exposure and eight plus
years' experience in the mining industry. Bilingual in Portuguese or Spanish
a plus. This position reports directly
to the President. Candidate must be
able to do hands -on accounting work
when needed. Compensation package
includes salary to $80,000.

Publicly traded company is seeking an
accounting professional. Duties include
monthly analysis, budgeting, journal
entries and special projects. Great
opportunity! Salary to $30,000 plus
benefits.

The country's leading private manager
of public schools seeks an experienced
individual to assist with the planning
and budgeting function of start -up
schools. Must be detail - oriented and
able to handle multiple tasks with
shifting priorities. CMA a plus. Limited
travel will be required. Salary to
$43,000 plus benefits.

Progressive growing company seeks a
professional for this highly visible position. Responsibilities will include financial statement preparation and analysis,
month -end closing and related journal
entries, and various special projects.
Ideal candidate will possess at least two
years' experience, strong systems skills
and be willing to take on new challenges. Salary to $45,000 plus benefits.
Highly visible position is now available
within this dynamic property management firm. The ideal candidate will have
over three years' experience in real
estate, consolidation and financial statement preparation. Salary to $40,000
with outstanding growth opportunity.
$15 million nonprofit organization
seeks an aggressive and experienced
Senior Accountant to handle all general
ledger and accounting functions. Must
have prior grant and nonprofit experience. Some overtime and one weekend a
month may be required. Good benefits
and salary to $42,000.

Fast - growing $30 million manufacturing company seeks a strong accountant
capable of multi - tasking and working in
a fast -paced environment. Position
reports directly to the Vice President of
Finance. Ideal candidate will be familiar with Excel, Lotus and Paragon;
some manufacturing background is a
plus. Salary to $52,000 plus benefits.

International water treatment company seeks an Internal Auditor to perform
standard audit programs and financial
analyses. Ideal candidate is a highly
motivated, self - starter with good communications skills. CPA preferred with
at least two years of public accounting
experience. Will consider private industry experience from manufacturing or
distribution environment. Benefits and
salary to $45,000.

A Classified Section
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Growing hotel chain is looking for a
detail- oriented individual. If you have
hotel experience in an accounting environment and are looking for a great
opportunity, this could be the position
you have been waiting for! CMA a plus.
Compensation package includes salary
to $45,000.

Publicly traded, established software
manufacturing company is looking for a
professional with a high -tech background who also has SEC experience.
Candidate must be able to implement
systems. This challenging position
requires a professional with over ten
years of experience and National or Big
5 firm background. Compensation
includes salary to $95,000.
Leading transportation company is
seeking a `hands on' Controller with
good cash control skills. This position
reports directly to the Chief Financial
Officer and will be responsible for
supervising a small staff and preparing
the month -end financials. Other duties
will include reviewing and implementing policies and procedures and
improving cost controls. CMA is a plus.
Salary to $70,000 plus great benefits.

Multimillion dollar publicly traded
printing company seeks a dynamic individual with over three years' Big 5 or
second tier public accounting experience. This position will handle financial
reporting and analysis for the company's largest subsidiary. Duties will also
include budgeting, modeling and special projects. Must possess ability to
effectively communicate with all levels
of management. Salary to $60,000 plus
.ncentive bonus and excellent benefits.

JP

$100 million division of an international company has a new position available due to growth. Candidate will oversee preparation of financial statements,
budgets, forecasts, federal and state
taxes, and cash management. CPA
is preferred and prior supervisory
experience is required. International
consolidation background is also essential. Compensation package includes
salary to $99,000.

Prominent property management company seeks an Operational Controller to
oversee the accounting and finance
departments, as well as interface with
all divisions within the company. Property management experience and a degree
in accounting or finance is required.
CMA is highly preferred. Challenging
opportunity and salary to $82,000.
Architectural design firm is looking
for an experienced professional. Ideal
candidate should be proficient in all
areas of accounting from journal entries
to financial statement preparation
and analysis. Project management and
supervisory skills are strongly preferred, CMA a plus. Great benefits and
salary to $40,000.

International publishing company is
seeking an accounting professional
to report directly to the Controller.
Responsibilities include accounting and
analysis for complex corporate financial
areas and assisting in the preparation,
maintenance and application of corporate accounting policies. This is a highly visible position and will interact with
all levels of management. Individual
should be a self - starter and able to
work with minimal supervision. CMA is
preferred; MBA is optional. Salary to
$60,000 plus great benefits.

I

Large gas company is seeking a degreed
accountant with a minimum of two
years' experience in the oil and gas
industry. Candidate must have knowledge of depletion and depreciation
schedules and familiarity with spreadsheets. This position will be responsible
for all accounting duties, including special projects, accounts receivable,
accounts payable and general ledger.
Good benefits and salary to $35,000.

Project management company has a
newly created position now available.
This very fast -paced environment seeks
a hands -on individual. Responsibilities
will include financial statement
preparation, budgeting and forecasting,
cash management and a variety of
special projects. Ideal candidate will
possess one year related experience
and be detailed - oriented. CMA is preferred. Compensation includes salary
to $40,000.
A dynamic entertainment company
seeks a strong accounting professional
with six plus years of public experience.
Duties include all aspects of general
accounting, financial analysis, budgeting and reporting. Ability to multi -task
and supervise staff a must. CMA a plus.
Benefits package includes salary to
$60,000.

Multinational distribution firm is in
search of a dynamic individual. Ideal
candidate will have over five years'
experience in financial reporting and
knowledge of Oracle. Previous distribution industry exposure is helpful;
CMA is a plus. Solid benefits package
and salary to $65,000.

Accounting professiona ls na tionwide.
Positions ra nge from Cost Acctg. Ma na gers
to CFOs. Please call to discu ss cu rrent
positions a t: 800- 700 -0103
Fax y o ur r e s ume t o : 803- 635 -7749
Visit our website at:
www.bfservs.con-d eha rter/cha rter.htmI
Char t e r Ca r e e r Co ns ulta nts, Inc .
P.O. Box 918 ■ Winnsboro, SC 29 18 0

Our client companies pay our fees.
F- O- R- T -U -N -E of Columbia ha s won the
Nationa l T op Office Production Awa rd for
15 consecu tive years. We Specialize in
M a n uf a c t u r i n g Ac c o un t in g opportunities
na tionwide. Cu rrent opportu nities include:
• CFO
• C on tro ll er
• VP F in a n c e
I
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• Cost Ma nager
• Financia l Ana lyst
• T a x a nd Au d it

mnndConsukano of Columbia, Inc.

- o- M- u -n -e®
PO Box 23728, Dept. MA
Columbia, SC 29224
Phone (803) 788 -8877 ■ Fax (803) 788 -1509
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TheKelloggCompany,aworld leader inthemanufactureof
ready -to -eat cereals and convenience foods, is looking for an
outstandingindividualtojoinour teamasaFinancialBusinessPartner
at our worldheadquarters in BattleCreek, MI.
This position's primaryfunctionis toestablishandachieveshortandlong-termfinancial
goals for the Business Team by providing perspective, guidance, counsel, and
information. The incumbent will provide value -added financial analyses and
recommendations onprofitabilityof capital expenditures, newproductintroductions or
changes toexisting products, productivityimprovements, cost reductions, product
sourcingoptions,and other special projects.
Qualified applicants willhaveaBachelor's degreein Accounting,or its equivalent, with
athorough knowledgeof financialanalysis techniques and accounting principles and
procedures.A minimumof sevenyears of relatedexperienceis required;anMBA and/
or professional certification is aplus. Thesuccessful candidatewill possess strong
communicationandtimemanagementskils inadditiontotheabilitytonavigatemultiple
computersystemenvironments.
Weofferanexcellentcompensationpackage,liberalrelocationassistance,growthbased
onperformance,andacorporateculturethatencouragesinnovationandrespectscultural
diversity. Pleasesend aletter and resume with your salaryhistoryand expectations
clearlystated, in completeconfidenceto: Kellogg Company,Employment Services,
AESWU -7336,OneKelloggSquare,P.O.Box3599,BattleCreek,MI49016-3599.
Fax: 616. 660.4059. All resumes
areelectronicallyscanned,processed
'
and distributed. Use white paper
with 12- point, plain black font
(nounderlines or bold please).

Web Site: http: / /www.conterra.com/fortune
All Fees Paid

Ear n an M BA de g r e e fo r abo ut $ 2 ,0 0 0 .
CMA's ma y get credit for up to half the
MBA. No cla ss attendance necessa ry.
Meets professiona l CE sta nda rds.
Ra nd G r ad ua t e Sc h o o l o f M a na g e m e n t
Telephone: (800) 604 -6805
FAX: (800) 748 -0709

Tired of
the Corporate
Rat Race?
If so, start your own successful
accounting practice with our
C.P.A. Program (Client Processing
and Acquisition) which includes:
• Guaranteed $80,000 in Billing
• Turn -Key Marketing Program
• Complete Technical Support
for Client Processing
• Accounting Software and
Other Equipment Needs
Hundreds of References
Nationwide
This year the race can start
without you! Contact:

Em

New Clients, Inc.
1-800- 338 -0778
901 Route 168, Suite 106
Turnersville, NJ 08012
http: / /www.newclientsinc.com

Be p r e pa r e d fo r
c o mp ut e r iz e d t e s ti ng !
Gleim CMA/CFM books,
softwa re, a nd NEW Au dio
Lectu res. Free Demo tape/disk .
CMA/CFM CPE
(800) 87 -GLEIM

Wise Guide s, Inc .
CMA EXAM REVIEW
SO FTWARE
$99 DOWN —$99 ONLY
AFTER YOU PASS
Over 120 0 questions with 60 00
answer ra tiona les. Exclu sive
Hypertext Section. 36 years
experience tea ching CMA
review cou rses in one
extra ordina ry progra m. Ea ch
pa rt a s low a s $3 0 down.
Visit u s a t
http//www.wisegu ides.com
Call 1 -800- 713 -2098

TIRED O F
WORKING FOR
SO M EONE ELSE?
Be c o m e fi n an c i al l y
independent
wo r ki ng f o r y o ur s e lf!
Own your own
computerized
bookkeeping a nd pa yroll
bu siness servicing all
sma ll bu sinesses,
part -time or full -time.
Comprehensive tra ining
and ongoing support.
Inclu des proven
ma rk eting progra m
to get clients. Total
investment $7 ,5 00 .

We Think
tt9s T*i
,me
i V Start
ACc unting
For Yourseff.
You've put inthe hours. The
years. Youknow the accounting
business.Youjust need to know
more about the business of
accounting.
That's where we come in.
We're America's -1 accounting
franchise. We'll provide you the
tax expertise, the systems, the
support. And show you proven
ways to t clients. Call us at

1.800.3237292.

It's time to begin your career.

Azain.

BO O KK EEPING
EXP RE SS

BUSINESS SERVICES'

1-818-591 -1841

160HAWTHORNEPARK-ATHENS,GA30606
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You see it every day — companies that believe they
must narrow your options to expand their organization.
At Price Waterhouse, our growth is fueled by expanding
the options available to our people. Our Audit
Business Advisory Services (ABS) professionals are
involved in a lot more than just traditional accounting
and audit services
they work on public offerings,
mergers and acquisitions, operational reviews, and
risk management strategy. All while receiving ongoing
training, development and opportunities for advancement in a dynamic, team -oriented environment. So
expand your options —join the team that's taking
accounting services to an exciting new level. We
currently have the following opportunities available in
New York, Boston, Washington D.C., Philadelphia,
Atlanta and Columbia, SC.
—
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ing /General Fa br ica t ion a n d Asse mbly
Compa ny seek s full -time Ju n ior Accounta n t resp onsi ble for corpo ra te gene ra l
ledger, accou nts receiva ble a nd accounts
payable, ca sh ma n a ge men t, a nd payroll;
innovative cost - manufacturing areas of the
overall financial aspects; financial state me nt reporting; ta xa tion, costs a nd budgets a na lysis; expa nd international ca pita l
ma rk et in the Fa r Ea st; negotia te a nd promote compa ny produ cts; ana lyze cu rrent
ma rkets of new clients, including a ccounting principles in Asia n cou ntries; identify
requ ir ements of cl ients; deter mine a ppropria te accounting a nd financial stra tegy;
develop financial structu res; establish pricing mecha nisms, a nd execu te proposa ls of
new clients; create procedures of reporting
"other financia l a nd accounting" procedu res to the U.S. ( "GAAP "). Bachelor of
Scien ce De gree in Ac cou nt ing o r Fin a nce
and one (1 ) yea r experience in a ccou nting
a nd/or fina nce in a corpora te or ma nu fa ctu ri ng en vi r on m en t req u ir ed. Sa la ry:
$28,000.00 /yr.; Hours: 9:00 a.m. to 5:00
p.m. Se nd Re su m e to Mr. Ma theen Sha reef, President, AIM, 17 15 Dixie Highwa y,
Louisville, Kentucky 40210.
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Advertisers' Index
ABCTechnologiesInc.
AccountantsonCall
AdoytumSoftware
ADP
ArmstrongLaing,Inc.
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The ideal candidates will be CPAs with a minimum
of 5 years Audit experience from a Public Accounting
Firm, preferably Big 6, in the INSURANCE, REAL
ESTATE, INVESTMENT MANAGEMENT, HEALTHCARE,
OR BANKING /SECURITIES industries.
We offer a highly attractive compensation package,
ongoing career development and flexible career
options in a supportive and progressive environment. If you'd like to work alongside some of the
best minds in the business within an organization
recognized for its leadership, send your resume
indicating location preference and salary require in confidence, to: Price Waterhouse,
ments
Human Resources- MA-MT, 800 Market Street,
St. Louis, MO 63101; or fax 1-800- 606 -9801;
e-mail: pw_opportunities@notes.pw.com
(no attachments please). For more information
on our firm, visit our website at www.pw.com
—
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We are proud to be an equal opportunity employer.

Price Waterhouse
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01998 Price Waterhouse LLP. Price Waterhouse refers to the US firm or Price Waterhouse LLP
and other members of the worldwide Price Waterhouse organization.
I
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ST.LOUISHOSTS79THANNUALCONFERENCE
The IMA Annual Conference returns to
St. Louis, Mo., for the third time, June
14 -17. The St. Louis Chapter previously
hosted the 1940 and 1985 conferences.
This year's conference will be held at
the downtown Adams Mark Hotel and
allows participants to earn up to 31
hours of CPE. Conference veterans
know that this event is a terrific way to
combine work and play. Active programs for spouses and children make
this an ideal event for the whole family.

Gateway to the Future
The theme of this year's Conference is
Gateway to the Future. The programs
address this theme in several ways:
•

Insights on how technology
changes management accountants'
job functions.
• How to prepare ourselves for
changes in technology and the
next millennium.
• The globalization effect on the
marketplace.

Favorite Speakers Return
Jonathan D. Pond, CPA, president of
Financial Planning Information, Inc., is
back with his popular and informative
session on "Personal Financial Planning." Vintage Pond advice is "If you
need to feed it, don't invest in it."
Gillian M. Spooner, CPA, partner of
KPMG's Peat Marwick's Washington
National Tax Practice session, will feature a "Legislative Outlook" discussing
the 1998 federal budget and tax legisla72
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tion and how the year 2000 politics
may drive tax changes in the future

CFM Review —Pass the Test in St. Louis
The Certification in Financial Management (CFM) Review Course returns to
the Conference for the second year.
GATEWAY TO THE FUTURE

FI&
INSTITUTE OF MANAGEMENT ACCOUNTANTS

JUNE

1 4 -1 7

1 9 9 8
This very popular course will be taught
by Michael McLean and Earl Littrell of
OC3, Inc. Participants also can schedule to sit for the exam at the Sylvan
Learning Center at the completion of
the review course.

It's a Small World
The International Issues session on
"The Challenge to the Corporate Treasury Function in the Globalization
Process" promises to be an exciting session. This session features speakers
from Switzerland, Great Britain, and
Brazil who will present a virtual panel
through satellite video - teleconferencing

provided by AT &T —an IMA Annual
Conference first.

Family Fun, Too
Teens attending the Conference will be
treated to three -plus days of non -stop
fun and excitement: Trips to the St.
Louis Science Center with events from
the prehistoric age to future space travel and the unique IMAX theater; Six
Flags over St. Louis with its unlimited
rides, shows and activities; and Raging
Rivers, a water park where getting wet
is just part of the fantastic experience.
If these events don't tire out the children, the Adams Mark Hotel has indoor
and outdoor swimming pools.
Spouse events include tours of the
Gateway Arch (the nation's tallest manmade monument), the Fox Theater, and
the Cathedral of St. Louis featuring the
world's largest collection of mosaic art.
The Family Night will be held at the
hotel this year on Sunday night. The
event will feature a recreated 1904 St.
Louis World's Fair. Midways, food stations, and entertainment are planned
to give you the flavor of turn -of -the century St. Louis.

See You in St. Louis
C. S. "Bud" Kulesza, Jr., senior vice
president of ITT Automotive, Inc., and
this year's Conference program chair,
believes that this Conference will be super from all aspects. You can crack the
books, learn about technology, get an
update on SEC, FASB, and tax issues
and renew old Conference friendships.
Part of the appeal of attending the
Conference is the opportunity to visit
and explore a new city. St. Louis is full
of activities. Visit the St. Louis Convention and Visitor's Commission website
at www.st- louis- cvc.com/ to learn about St.
Louis area attractions.

Registration Information
For Conference and registration information visit the IMA website at
www.imanet.org where you will be able to
register for the conference online or call
1- 800 - 638 -4427, ext. 224. ■
Kristine M aye r Brands, CMA, is controll er,
Berkele y Soft ware D esi gn, Inc. She is a member
of the IMA Commit tee on Academic Relat ions.
She can be reached by phone (719) 593 -9445; fax
(719) 598 -4238; or Internet: brandsk@bsdi.com.
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What you want is
efficient time tracking.
If time is money, then JAMIS Timecard®is the key to an improved bottom line. JAMIS Timecard
allows every employee to enter time records electronically, right at the desktop, with a direct link
to the job cost accounting system. No more lost cards, illegible entries or
paper copy storage. Managers can

What you want is
JA M I S Timecard

■

review and approve employees'
recorded time, and receive up -todate reports on specific job and
work order activity. Daily updates

mean faster billing and crucial early warning of potential overruns. And
JAMIS Timecard supports the most stringent auditability requirements,
including DCAA standards. It all adds up to dramatic savings throughout
the enterprise. So if that's what you want, call 1- 800- 65 -JAMIS today!
JAMIS Is a suite of Integrated software
modules that maintains c omplete and
detailed Information for the entire life
of any c ontract.
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