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EDITOR’S NOTES
Leaving the House Behind

Since hearing Dr. Barbara Machoff 
at JAM and reading her interview in 
the last issue of The Woman CPA, 
I’ve thought a lot about the stress of 
women professionals. Dr. Machoff 
gears her remarks toward the stress 
caused by taking the office home 
and the necessity of making the 
transition from work to home. But 
I’m not at all sure that the stress 
encountered by women because they 
can’t leave the office behind is as 
great as the stress encountered be­
cause they can’t leave the house 
behind. And so I want to add to Dr. 
Machoff’s advice and say that what 
we need to do is to go through a 
transition twice each day — once in 
the morning when we leave the house 
behind and once in the evening 
when we leave the office behind.

For the work-to-home transition, 
special significance has been at­
tached to changing from a suit into 
sweats. According to Dr. Machoff, it 
is a transformational act, a visual 
representation that says you are 
through with that part of the day and 
starting on a new part. Equally im­
portant is the hanging up of the robe 
each morning. This says, “I am 
through with this part of the day; I 
am transformed from a homemaker/ 
mother to a professional person.” 
The trick is for the transition to actu­
ally occur when you hang up the 
robe. There can be no transition 
unless you are truly through with 
that part of the day.

Dr. Machoff suggests it is impor­
tant that you consciously perform 
some act that signifies the leaving of 
the office. But it is just as important 
to consciously perform some act 
that signifies the leaving of the 
house. It may be adjusting the ther­
mostat, turning off the coffeemaker, 
putting out the cat, or locking the 
door. Whatever it is, you should view 
it as the action that says, ‘‘My 
thoughts about this house and my 
efforts in this house are concluded 
for now. Period.”

What any professional is trying to 
accomplish is to be emotionally, 
mentally, and physically at the same 
place at any given time. We never 
have any trouble knowing we are 
physically at the office, but we let 
emotional things tug at us so that we 
find we are mentally at home.

If you find there is a great deal of 
stress over leaving the house behind, 
perhaps you need to consider the 
causes. Is the stress caused because 
there is just too much for you to do 
in the house or because you resent 
or loathe the jobs you have to do in 
the house? You can change that; 
there are several things that you can 
do.

First of all, you can hire household 
help. And don’t think to yourself, 
“Household help is not available in 
my area.” Household help is almost 
always available if you are willing to 
pay the price. Just don’t be so greedy; 
don’t try to keep all your money if 
parting with some of it for house­
hold help will relieve the stress.

Secondly, you can make family 
members realize that everyone who 
lives in the house is responsible for 
the house. How many times have 
you heard, “Just tell me what you 
want me to do and I will help you?” 
What this statement really says is, 
“You are the manager, you are re­
sponsible, and when things are not 
done, it’s your fault because you 
didn’t tell me what to do.” Even 
though some of the tasks get done 
because family members “help you” 
do them, this offers only a tempo­
rary solution to the stress caused 
from leaving the house behind.

Rather than offers of help, what 
you want and need is shared respon­
sibility. It isn’t your responsibility 
alone to do the laundry, load and 
unload the dishwasher, run the 
vacuum, clean the refrigerator; it is 
the responsibility of everyone who 
lives in the house. And I’m not talk­
ing about assigning tasks to family 
members and then having to remind 

them to perform and then having to 
check on their performance. Being 
responsible means that the members 
of the household do a task when 
they see it needs to be done.

Shared responsibility is an atti­
tude. It’s everyone in the house say­
ing, “It’s my responsibility to do the 
laundry, to run the vacuum, etc.” 
And then it’s everyone in the house 
doing the tasks because they need 
to be done rather than because of 
someone’s direction or assignment. 
When there is shared responsibility, 
there should be no more questions 
such as, “Do we have any clean tow­
els?” or “Do we have any milk?” In 
most cases, when these questions 
are asked, the person has already 
looked for the itemsand has already 
gotten the answer to the question. 
The question is being asked to regis­
ter displeasure about your not hav­
ing done a task. With shared re­
sponsibility, doing the tasks is no 
more your responsibility than that of 
someone else in the house. And 
when tasks are not done, it’s not 
your fault any more than it is some­
one else’s.

Perhaps “leaving the house be­
hind” is stressful to you because you 
feel guilty about leaving. We’ve all 
been conditioned by the saying, “A 
woman’s place is in the home.” Don’t 
permit your family to use your guilt 
feelings to cause stress over leaving 
the house behind. If family members 
are telephoning you all during the 
professional day, you must control 
this in much the same way that you 
control calls from the office at night 
or on weekends. This means that 
you screen the calls. At home, you 
use an answering machine; at work, 
you use your secretary. Ask your 
secretary to take a message and tell 
the family member you will return 
the call later. If it’s an emergency, 
you can return the call immediately; 
if it’s for anything else, you can tele­
phone at your convenience. Once 
the family members learn that they 
will not get to talk to you any and 
every time they call, the number of 
calls will diminish and so will some 
of the stress.

Finally, is the stress caused be­
cause you have succumbed to the 
super woman theory? Remember, 
Superman is a character in a comic 
strip — and so is Superwoman. Dr.

(More on page 24)
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Professional Ethics 
and Values of Certified 
Public Accountants
Are CPAs Characteristic of Today’s Society?

By Bruce Swindle, Lonnie D. Phelps and Reuben Broussard

According to many observers of 
societal trends, the United States is 
experiencing a shifting of values. 
There is general agreement [Steiner, 
1985] that values are shifting:

• from considerations of quantity 
(“more”) toward considerations 
of quality (“better”)

• from profligate use of resources 
to conservation

• from the concept of independ­
ence toward the concept of inter­
dependence (of nations, institu­
tions, individuals, all natural 
species)

• from mastery over nature toward 
living in harmony with it

• from the primacy of technical 
efficiency toward considerations 
of social justice and equity

• from the dictates of organiza­
tional convenience toward the 
aspirations of self-development 
in an organization’s members

• from authoritarianism and dog­
matism toward participation

• from uniformity and centraliza­
tion toward diversity and plural­
ism

• from the concept of work as 
hard, unavoidable, and a duty 
toward the recognition of leisure 
as a valid activity in its own right

• from the satisfaction of private 
material needs toward the aware­
ness of the need to attend to 
social wants

These shifting values have pro­
found implications for business and 
the accounting profession. Society’s 
values form a set of standards for 

determining what is ethical or ac­
ceptable behavior on the part of its 
members. Thus, public confidence 
is developed or maintained only as 
behaviors coincide with public ex­
pectations.

Public confidence in business has 
deteriorated significantly in recent 
years. According to a Harris poll 
[U.S. News and World Report, 1982], 
only sixteen percent of the U.S. 
population has “a great deal of con­
fidence” in the people who run our 
major corporations. By comparison, 
this statistic was fifty-one percent 
only twenty years ago. Some ques­
tions remain about whether the 
ethics of business have actually de­
clined or whether society’s expecta­
tions have simply increased. Busi­
ness may be more ethical than in the 
past, but it has not kept pace with 
society’s demands.

The accounting profession, like 
business in general, is experiencing 
a confidence crisis. The changing 
society demands that the profession 
evaluate its existing standards of 
professionalism, integrity, ethics, 
and commitment to the public inter­
est [Anderson, 1985]. Questions 
have been raised concerning the 
responsiveness of the profession to 
changes in society’s values and 
society’s expectations of ethical be­
havior. The authors investigated the 
issue of values and ethics in the 
accounting profession by asking one 
thousand CPAs randomly selected 
from the AICPA List of Members, 
1984, to respond to a mail question­

naire. Usable responses were ob­
tained from 224 CPAs, resulting in a 
response rate between 22 and 23 
percent. Specifically, the authors 
questioned CPAs to determine:

a) what values are important to 
them

b) how accepting they are of eth­
ically questionable behaviors

c) their assessment of the accep­
tance of ethically questiona­
ble behaviors by other CPAs

d) the rationales used by CPAs in 
making ethical judgments.

What Values Are Important 
to CPAs?

Values are defined by sociologists 
as strong, enduring beliefs about 
the desirability of certain end states 
of existence. To say that one em­
braces “world peace” as an impor­
tant value means that this value is a 
“super goal” or “an ideal” that guides 
the person’s behavior. This goal is 
what the person considers to be 
truly important in life — the bottom 
line. Generally, it is believed that a 
person is really known when that 
individual’s personal values are 
known.

Using the Rokeach Value Survey, 
the authors elicited responses from 
a national sample of CPAs about 
their personal values. The survey 
has been used widely in the United 
States and other countries and is an 
accepted measure of values. The 
survey instructs the respondent to 
rank a list of eighteen values in order 
of importance as guiding principles 
in his or her life.

Society’s values form a 
set of standards for 
determining what is 
ethical or acceptable 
behavior on the part of 
its members.

A composite values profile of the 
224 responding CPAs is in Table 1. 
The composite ranks reported in 
Table 1 are median rankings. The 
respondents placed most importance 
on personal-oriented as opposed to 
social-oriented values. “Family se­
curity” (1), “self-respect” (2), and

The Woman CPA, April, 1987/3



TABLE 1
Values Profile of CPAs

Rank Value

1 FAMILY SECURITY (taking care of loved ones)
2 SELF-RESPECT (self-esteem)
3 HAPPINESS (contentedness)
4 FREEDOM (independence, free choice)
5 INNER HARMONY (freedom from inner conflict)
6 WISDOM (a mature understanding of life)
7 TRUE FRIENDSHIP (close companionship)
8 A SENSE OF ACCOMPLISHMENT (lasting contribution)
9 MATURE LOVE (sexual and spiritual intimacy)

10 A COMFORTABLE LIFE (a prosperous life)
11 SALVATION (saved, eternal life)
12 A WORLD AT PEACE (free of war and conflict)
13 AN EXCITING LIFE (a stimulating, active life)
14 PLEASURE (an enjoyable, leisurely life)
15 EQUALITY (brotherhood, equal opportunity for all)
16 SOCIAL RECOGNITION (respect, admiration)
17 NATIONAL SECURITY (protection from attack)
18 A WORLD OF BEAUTY (beauty of nature and the arts)

in this regard in that no other value 
evoked two extreme rankings.

Finally, the respondents are fairly 
indifferent toward “equality” as a 
major life influence. This observa­
tion appears to differ from the re­
ported trend of society towards 
stronger considerations of social jus­
tice and equity. Perhaps CPAs are 
not accepting what some describe 
as a shift from equal opportunity to 
equal entitlements. Equal entitle­
ments means that instead of all hav­
ing the same “starting line,” all are 
promised an even finish. The results 
of the survey indicate that CPAs do 
not place social justice high on their 
list of priorities.

Public confidence in 
business has dete­
riorated significantly in 
recent years.

“happiness” (3) are more important 
to the respondents than are the 
values of “a world of beauty” (8), 
“national security” (17), and “social 
recognition” (16). Are the respond­
ent’s values a reflection of society’s 
values? Some observers of the 
changes in America’s values say 
“no” [Steiner, 1985]. The personal 
orientation of the respondents does 
not appear to correspond precisely 
with reports that society’s values are 
shifting from the concept of inde­
pendence to the concept of interde­
pendence, that is, away from a per­
sonal orientation toward a social 
orientation.

The respondents’ emphasis on 
“family security” (defined as taking 
care of loved ones) indicates that 
the “good life” may be defined by 
CPAs as possessing a large mone­
tary component. That is, CPAs may 
want “more” as well as “better” for 
their families. (“A comfortable life” 
or prosperity is not high on the list. 
Only when the family is considered 
does prosperity become important.) 
This emphasis does not appear to 
mirror the moving of society’s values 
away from considerations of quan­
tity (“more”) toward considerations 
of quality (“better”).

Aesthetic values are relatively less 

important to the respondents than 
are the personal-oriented values. “A 
world of beauty” was ranked eight­
eenth. This is not to say CPAs do not 
appreciate the aesthetic, but that 
when forced to choose, select values 
other than aesthetic as most impor­
tant.

The position of “salvation” in the 
rankings requires some clarification. 
Actually, “salvation” was ranked first 
or last by a large majority (over65%) 
of the respondents. When these ex­
tremes were used to calculate a 
median, the composite rank of eleven 
resulted. No other value was unique

*Responding CPAs’ judgments of how most CPAs would respond

TABLE 2
CPAs’ Responses to Ethical Questions

Vignette 
Number Situation

CPAs’ 
Response 
(Average)

Others* 
(Average)

1 Stock Purchase 4.01 3.81
2 Substandard Work 4.58 4.11
3 Padding on a Time Report 4.57 4.34
4 Fund-Raising 2.46 2.37
5 Compensation for Referral 2.64 2.44
6 Information About A Competitor 3.36 3.26

Ethics of CPAs
To observe how CPAs might ad­

dress ethical dilemmas, six vignettes 
were presented to the respondents. 
The vignettes cover a wide range of 
ethical situations, from questions of 
personal integrity (Vignette 2) to 
questions of conflict of interest 
(Vignette 6). The vignettes focus on 
the following issues:
Vignette 1 — Use of “insider” infor­

mation for personal 
gain.

Vignette 2— Product safety stand­
ards.

Vignette 3— Padding a time report.

4/The Woman CPA, April, 1987



Vignette 4 — Personal use of com­
pany resources.

Vignette 5— Payment for client re­
ferral.

Vignette 6— Providing information 
about previous em­
ployer to present em­
ployer.

The CPAs were asked to indicate 
on a scale of one to five their judg­
ment of the acceptability of the be­
havior (1 - totally acceptable, 5 - 
totally unacceptable). In addition, 
they were asked to indicate how 
they believed other CPAs would 
assess the acceptability of the be­
havior. Finally, the CPAs were asked 
to explain why they answered as 
they did. Five of the vignettes have 
been used in other studies of the 
ethical behavior of professionals. 
However, the vignettes were modi­
fied to better address issues of CPAs 
in this study, and one vignette was 
written specifically for this study. 
The six vignettes are listed below.

Several significant observations 
about CPAs’ responses can be made 
(Table 2). First, for only one vignette 
was the average response on the 
unethical half of the scale (i.e., 
2.50). Responding CPAs were far 
more tolerant of the questionable 
behaviors described in vignette four 
— fund-raising.

The responding CPAs were far 
less accepting of the actions illus­
trated in vignette one, stock pur­
chase; vignette two, substandard 
work; and vignette three, padding a 
time report. The CPAs classified the 
actions in these three vignettes as 
very unacceptable (i.e.,< 4.00). The 
remaining two vignettes, compensa­
tion for referral and information 
about a competitor, were also placed 
by CPAs on the unacceptable half of 
the scale (<2.50).

For each of the six vignettes, the 
responding CPAs rated other CPAs’ 
assessments of the acceptability of 
the behavior as being less ethical 
than their own. That is, the respond­
ents believe themselves to be more 
ethical than their peers, a result also 
observed by Baumhart [1961]. Per­
haps, then, a more accurate picture 
of the behavior of CPAs in general is 
the respondents’ judgments of how 
other CPAs would respond.
What Rationales Do CPAs Use 
For Making Ethical Decisions?

Traditional philosophy discussions

1. Stock Purchase [Loeb, 1971]
While visiting in the office of a manufacturing company, Leslie 

Dennison noticed by accident a report which obviously indicated the 
manufacturing company had just won a tremendous contract. Den­
nison glanced over the document while alone in the office. The 
contract would allow the company to have reported earnings sub­
stantially higher in the future than they have been in the past. Infor­
mation about this contract is still very confidential. Dennison bought 
a large quantity of stock in this manufacturing company.

2. Substandard work [Fritzsche and Becker, 1984]
Jack Ward’s firm received a large contract to manufacture trans­

axles to be used in a new line of cars soon to be introduced. The 
contract is very important to the continued economic viability of 
Jack’s firm. An examination of recently completed safety test reports 
showed that the transaxle tended to fail when loaded at more than 
20% over rated capacity. The auto manufacturer’s specifications 
called for a transaxle carrying 130% of rated capacity without failing. 
Given the likelihood of failure and the lack of time to redesign the 
transaxle, Jack decided to go ahead with the delivery.

3. Padding a Time Report
All personnel, including the partners, of the large public ac­

counting firm for which Joy Bradley works, are required to complete 
weekly time reports. These reports indicate how many of the 
employees’ hours were devoted to their various tasks. Bradley’s firm 
traditionally has looked favorably on “billable hours” and unfavor­
ably on idle, unassigned, or nonbillable hours. Bradley is a CPA in 
this firm. She is above the lowest level of the organization but is not a 
partner. Bradley is now completing her weekly time report. This 
report would indicate the fifth consecutive week with a large quantity 
of idle time. Bradley believes she will receive a low personnel eval­
uation if this situation continues. She decided to “pad” the billable 
hours on the time report.

4. Fund-Raising [Loeb, 1971 ]
Mary Hart is an executive in a nonaccounting service profession. 

She is the chairperson of a fund-raising drive for a local hospital. She 
decided to solicit contributions for the hospital by writing letters on 
her firm’s letterhead.

5. Compensation For Referral [Loeb, 1971]
Joe Jackson is an executive in a nonaccounting service profession. 

A customer, Mr. Hyatt, refers a new customer, Mr. Watson, to Mr. 
Jackson. Mr. Hyatt indicates that he expects some small compensa­
tion from Jackson for this “service.” Compensation satisfactory to 
Mr. Hyatt would be a dinner, a small gift, and a reduced fee for the 
remainder of the current year. Jackson compensated Hyatt accord­
ingly.
6. Information About a Competitor [Fritzsche and Becker, 1984]

Bill Smith has recently accepted a job with a young, vigorous 
microcomputer manufacturer. The microcomputer manufacturers 
are engaged in intense competition to become the first on the market 
with a software package which utilizes the English language and thus 
is easily used by the average customer. Smith’s former employer is 
rumored to be the leader in this software development. When Smith 
was hired he was led to believe this selection was based upon his 
management potential. The morning beginning the third week on the 
new job, Smith received the following memo from the president: 
“Please meet with me tomorrow at 8:15 for the purpose of discussing 
the developments your former employer has made in microcomputer 
software.” Smith provided the new employer with the software 
information.
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Q Questions have been 
raised concerning the 
responsiveness of the 
profession to changes in 
society’s values and 
society’s expectations of 
ethical behavior.

characterize people’s ethical reason­
ing as basically teleological or deon­
tological. The teleologically reason­
ing person, or utilitarian, makes 
ethical decisions based on the con­
sequences of the action. Moral worth 
is determined solely by the conse­
quences of action or practices (i.e., 
a cost/benefit approach) [Beau­
champ and Bowie, 1979]. A utilitar­
ian view judges an action to be “eth­
ical” if the consequences benefit 
society more than the costs incurred 
by society. An “unethical” action 
would be one which has greater 
costs to society than benefits.

A deontologist views certain acts, 
in and of themselves, as appropriate 
(ethical) and others acts not appro­
priate (unethical) based on certain 
ethical absolutes. Regardless of 
consequences, the moral absolutes 
should not be broken. For example, 
the deontologist would say stealing 
is always unethical because stealing 
is morally wrong.

Each responding CPA was asked 
to write a few words as a reasoning 
for the acceptable/unacceptable 

TABLE 3 
Rationales Used By CPAs In Ethical Decision Making

rankings discussed above. Their 
reasonings were characterized into 
the two basic philosophical groups. 
Group 1 represents the teleological 
view, the resolution of ethical di­
lemma according to the likely con­
sequences of actions. Group 2 rep­
resents the deontological resolution 
of ethical decisions according to 
moral absolutes. Table 3 presents 
these classifications by vignette.

The CPAs in this study are primar­
ily teleological. Fifty-eight percent 
of the ethical choices were made on 
the basis of a cost/benefit analysis 
of the consequences of the behav­
ior. Forty-two percent of the deci­
sions were made by a standard of 
moral imperative or moral duty.

For five of the six vignettes, the 
teleological rationale was the pre­
dominant rationale. Only for “pad­
ding the time report” was the deon­
tological view predominant.

Summary and Conclusion
The CPAs of today’s society ap­

pear to have values which are per­
sonal-oriented as opposed to social- 
oriented. “Family security,” “self- 
respect,” and “happiness” were 
listed by the responding CPAs as 
their three most important values, 
their most important “super goals.”

CPAs do not seem to emphasize 
the values that, according to some 
authorities, are characteristic of 
today’s society. The three most ob­
vious explanations for this conclu­
sion are (1) CPAs’ values are not 
representative of society’s values, 
(2) the authorities are incorrect in 
their views of society’s values, or (3) 
the selected sample is not represen­

tative of the population.
The CPAs responded to questions 

concerning ethical dilemmas por­
trayed in six vignettes. In most cases, 
the CPAs rejected the “unethical” 
actions illustrated. Also, in no cases 
did the sampled CPAs clearly accept 
the actions of the vignettes. The 
CPAs believe themselves to be ethi­
cal, but they believe that other CPAs 
are less ethical; however, the CPAs 
did not rate others as being on the 
unethical half of the scale.

In five of the six vignettes used in 
this study, the teleological theory 
was the dominant rationale used by 
the CPAs. That is, ethical judgments 
are made on the basis of a consider­
ation of costs and benefits of the 
consequences. The deontological 
rationale, which is based on the eth­
ical acceptability of the act itself 
regardless of consequences, was 
the predominant rationale for only 
one vignette. Ω
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Group 2
Group 1 (Moral

Vignette (Consequences) Imperative) Total

Stock Purchase 123 (63%) 73 (37%) 196
Substandard Work 110 (54%) 94 (46%) 204
Padding on Time Report 77 (40%) 114 (60%) 191
Fund-Raising 112 (55%) 90 (45%) 202
Compensation for Referral 158 (77%) 47 (23%) 205
Information About a Competitor 109 (57%) 81 (43%) 190

Total 689 499 1,188

Overall Percentages 58 42
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Sexual Harassment 
In The Workplace

Accounting vs. General Business

By Julie A. Sterner and Penelope J. Yunker

One manifestation of the feminist 
movement over the last two decades 
has been the rising concern among 
both men and women over the prob­
lem of sexual harassment in the 
workplace. Before this rising con­
cern, it was a fairly prevalent view, 
particularly among male workers, 
that the kinds of behavior and activi­
ties now characterized as “sexual 
harassment” were “just good fun” or 
“part of the game.” At the present 
time, however, it would appear that 
the majority of male workers have 
been sensitized to the viewpoint of 
their female co-workers, which is 
that sexual harassment is distress­
ing, demeaning and disruptive and 
has no place in a civilized and pro­
ductive workplace. This severely 
negative verdict on sexual harass­
ment has been pronounced by prac­
tically all reputable professional 
commentators on the matter [Sil­
verman, 1977; Renick, 1980; Sawyer 
and Whatley, 1980].

In November 1980, the problem of 
sexual harassment in the workplace 
prompted the Equal Employment 
Opportunity Commission (EEOC) to 
recognize sexual harassment as a 
violation of Section 703 of Title VII of 
the Civil Rights Act of 1964. The 
EEOC defined sexual harassment as 
“unwelcome sexual advances, re­
quests for sexual favors, and other 
verbal and physical conduct of a 
sexual nature . . . Such conduct is 
declared illegal under three specific 
criteria: 1) submission to the con­
duct is either an explicit or implicit 
term or condition of employment; 2) 

submission to or rejection of the 
conduct is used as a basis for em­
ployment decisions affecting the 
person who did the submitting or 
rejecting; 3) the conduct has the 
purpose or effect of substantially 
interfering with an individual’s work 
performance or creating an intimi­
dating, hostile or offensive work en­
vironment. In addition, the EEOC 
called upon employers to establish 
specific programs within their or­
ganizations for the prevention of 
sexual harassment.

Most companies have policies pro­
scribing sexual harassment, and 
some have even developed substan­
tial employee awareness and train­
ing programs [Trost, 1986]. Recent 
Supreme Court decisions establish 
that employers are expected to do 
more than merely go on record as 
disapproving of sexual harassment; 
they also have a responsibility for 
meaningful enforcement of anti­
harassment policies by means of 
establishing workable procedures 
for exposure and redress [Machlo­
witz, 1986].

The profession of accounting is 
not exempt from the problem, as has 
been strikingly demonstrated by the 
Hopkins v. Price Waterhouse case in 
which a woman employee success­
fully sued on grounds that she had 
been denied a promotion because of 
sexual stereotyping [Hutton et al., 
1986]. Specifically, the plaintiff al­
leged that if she had been a man, her 
normal behavior pattern would not 
have been deemed “aggressive”and 
“macho” by partners objecting to 

her promotion. It is interesting to 
note in this regard that recent re­
search suggests that successful 
women CPAs tend to have “androg­
ynous” personalities; that is, per­
sonalities in which masculine and 
feminine characteristics are blended 
[Maupin, 1986]. Of course, in cases 
of women accountants being disap­
pointed in their hopes for promo­
tion, it is usually very difficult to 
ascertain what role, if any, was 
played by sexual stereotyping [Half, 
1986]. In the substantial literature 
on the economic status of women in 
the accounting profession [Olsen 
and Frieze, 1986; Jayson and Wil­
liams, 1986], there is considerable 
speculation about the possible role 
that sexual stereotyping plays in the 
adverse salary differential for women 
accountants, but there is no clear 
indication that this is actually a sig­
nificant factor.

The profession of 

accounting is not exempt 
from the problem, as has 
been strikingly 
demonstated by the 
Hopkins v. Price 
Waterhouse case ...

Another indication of substantial 
concern over the problem of sexual 
harassment is the unusual 1980 sur­
vey on sexual harassment sponsored 
jointly by Redbook, a popular maga­
zine, and the Harvard Business Re­
view (HBR), one of the most presti­
gious professional publications in 
the field of business management. 
In 1976, Redbook published a ques­
tionnaire on sexual harassment in 
one of its issues and invited its read­
ers to complete it and send it to the 
editors. Some 9,000 readers re­
sponded, and over 90 percent re­
ported specific instances of sexual 
harassment that had adversely af­
fected them in some way [Safran, 
1976]. In some cases, women re­
ported having to resign in order to 
escape sexual harassment or being 
fired or otherwise discriminated 
against because of their failure to 
submit to sexual harassment. How­
ever, because of the method Red­
book utilized in obtaining the survey 
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results, this study was obviously 
very susceptible to self-selection 
bias.

B But specifically, how
experiencemany women

various types of sexual 
harassment?

In the 1980 Redbook-Harvard 
Business Review survey, all HBR 
subscribers in the United States, 
over 7,000 in all, were sent ques­
tionnaires. Almost 25 percent re­
turned completed questionnaires 
before the cut-off date. This survey 
did not turn up as many lurid tales as 
the 1976 survey, which is to be 
expected in view of the fact that the 
respondents were generally from a 
higher and more professional strata 
of society; nevertheless, it did reveal 
that sexual harassment of various 
forms was sufficiently prevalent, 
even in higher level business man­
agement, to be a legitimate source 
of concern [Collins and Blodgett, 
1981; Safran, 1981].

One of the purposes of the 1980 
Redbook-HBR survey was simply to 
quantify, to the extent possible, the 
incidence of sexual harassment. It is 
clear that a few individuals have 
devastating experiences of blatant 
sexual harassment. It is also clear 
that a great many more have much 
milder experiences, though they are 
sufficiently unpleasant and irritating 
to have a significantly demoralizing 
effect. But specifically, how many 
women experience various types of 
sexual harassment? Among the many 
other items included in the 1980 sur­
vey was a series of specific instan­
ces of sexual harassment (or in some 
cases, of “potential” sexual harass­
ment) coupled with inquiries to the 
respondent as to whether he or she 
“had observed or heard of it in his/ 
her own workplace.” The instances 
ranged from extreme cases (such 
as, “A women tries to end an affair 
with her supervisor and is told she 
will be denied an expected promo­
tion”) to more ambiguous cases of 
“potential” harassment (such as, “A 
male associate puts his hand on a 
woman’s arm [or other body part] 

when making a point”). Only seven 
percent had observed or heard of a 
woman being denied an expected 
promotion because of ending an 
affair with a supervisor, but 63 per­
cent had observed or heard of a 
male associate putting his hand on a 
woman’s arm (or other body part) 
when making a point.

In 1984, the authors carried out a 
survey of women CPAs in the state 
of Illinois in an effort to assess the 
nature and scale of the sexual ha­
rassment problem in the accounting 
workplace. Some 1,398 women CPAs 
received the survey, and 21.6 per­
cent returned usable responses. The 
majority of the respondents were 
employed in industry/business or­
ganizations, with very few employed 
in government, not-for-profit, and 
educational organizations. There 
were 136 out of 302 respondents in 
public accounting, and most of these 
women were employed either in a 
local or “Big 8” accounting firm (53 
and 55 respectively). The majority of 
women in public accounting classi­
fied themselves in the employee 
group (76) and in the audit division 
(79). The average number of years 
with the present firm was 5.2 years, 
and the average number of years of 
total accounting experience was 7.7 
years. The average respondent was 
32 years old. The majority were mar­
ried but had no children. Most re­
spondents reported annual salaries 
in the $30,000 to $40,000 range. All 
but one respondent had passed the 
CPA examination, and a large major­
ity held a Bachelor’s degree with an 
accounting major.

The questionnaire was substan­
tial, representing an amalgam of 
several past sexual harassment sur­
veys. A copy of the survey form and 
a full description of the results of the 
survey are contained in a monograph 
by the authors: “Is Sexual Harass­
ment a Problem in the Accounting 
Workplace? A Survey of Woman 
CPAs” [Center for Business and Eco­
nomic Research, Western Illinois 
University, Macomb, Illinois 61455]. 
This article concentrates on the in­
cidence of sexual harassment in the 
accounting workplace versus the 
general business workplace covered 
by the 1980 Redbook-HBR survey.

Table 1 presents the results of the 
two surveys and how the results 
compare. Listed are ten instances of 

sexual harassment and the reported 
frequency of the instance being 
“observed or heard of” by respon­
dents to the 1980 general business 
work environment survey. As the 
percentages indicate, the blatant 
cases of sexual harassment are rela­
tively rare, while the less blatant are 
more frequent. Alongside the results 
for the 1980 Redbook-HBR survey 
are the results for the 1984 survey of 
women CPAs in Illinois, which con­
cerns the more specific accounting 
work environment. It can be seen 
that the relative frequency of the var­
ious types of harassment is approx­
imately the same as between the 
general business work environment 
and the specific accounting work 
environment. However, the absolute 
frequency is uniformly significantly 
lower in the accounting workplace 
than in the general business work­
place. For example, while some seven 
percent of the HBR subscribers who 
responded to the survey reported 
that they had observed or heard of a 
woman being denied an expected 
promotion because of ending an 
affair with a supervisor, only one 
percent of the women CPAs in Illi­
nois who responded to the survey 
had observed or heard of such an 
incident. At the other end of the 
scale, only 34.4 percent of the re­
spondents to the accounting survey 
reported having observed or heard 
of a male associate putting his hand 
on a woman’s arm (or other body 
part) while making a point, while 
63.0 percent of the respondents to 
the general business survey reported 
that they had observed or heard of 
this.

As the percentages 
indicate, the blatant 
cases of sexual 
harassment are relatively 
rare, while the less 
blatant are more 
frequent.

The 1984 survey demonstrates that 
a certain amount of sexual harass­
ment exists within the accounting 
workplace, and this is a source of 
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legitimate concern. But at the same 
time, the current survey suggests 
that sexual harassment is less of a 
problem in the accounting workplace 
than it is in the general business 
workplace. Presuming that this hy­
pothesis is indeed correct, one might 
speculate on why this is the case.

One factor is that four years 
elapsed between the 1980 Redbook- 

TABLE 1
Incidence of Sexual Harassment 

General Business versus Accounting

Instances of Sexual Harassment
Percentage of Respondents Who 

Have Observed or Heard of It 
____ in Their Own Workplace
Redbook-HBR Illinois Women

1. A woman tries to end an affair 
with a supervisor and is told 
she will be denied an expected

survey CPA survey

promotion.
2. A woman refused sex with her 

supervisor and then learned 
she had received a poor

7.0 1.0

evaluation.
3. A woman has been told by her 

supervisor that it would be 
good for her career if they

10.0 3.6

went out together.
4. A woman cannot enter or leave 

her supervisor’s office without

12.0 6.6

being patted or pinched.
5. A male associate kisses a 

woman on the cheek every

14.0 6.3

time he meets her.
6. A male associate continually 

asks out a woman who

18.0 7.9

continually refuses.
7. A male associate starts each 

day with a sexual remark, 
insisting it is just an innocent

42.0 8.6

social comment.
8. A woman cannot enter or leave 

her supervisor’s office without 
being eyed up and down,

45.0 20.2

making her feel uncomfortable.
9. A male associate continually 

glances at a woman in

61.0 20.5

meetings.
10. A male associate puts his hand 

on a woman’s arm (or other 
body part) when making a

61.0 13.6

point. 63.0 34.4

HBR survey and the current survey. 
To some extent, sexual harassment 
is undoubtedly a transitory phenom­
enon (in a long-run sense) accom­
panying the influx of working women 
into traditionally male occupations. 
It is, therefore, to be expected that 
the incidence of the problem would 
decline over time. Related to this is 
the fact that the accounting profes­

sion in particular has experienced a 
very heavy influx of women over the 
past twenty years. The abundance 
of women in the accounting work­
place may operate as a deterrent to 
sexual harassment (“in numbers 
there is safety”). Still another con­
sideration is that the 1984 survey 
was confined to Illinois, a state in the 
“conservative Midwest,” while the 
Redbook-HBR survey covered the 
entire nation.

The 1984 survey 

demonstrates that a 
certain amount of sexual 
harassment exists within 
the accounting 
workplace, and this is a 
source of legitimate 
concern.

Finally, of course, there is the 
ethos of the accounting profession, 
with its stress on probity, integrity 
and conservativeness. While the pro­
fession’s moral rectitude is some­
times made the butt of satire by 
those outside the profession, it 
seems inescapable that this charac­
teristic does indeed have some im­
pacton the behavior of accountants. 
One woman respondent to the Red­
book-HBR survey stated the follow­
ing: “My department is financial, 
rather staid. The creative side of the 
business might well be rife with 
cases of sexual harassment.” The 
authors of the HBR report included 
this quote along with several others 
of a quasi-amusing nature. But for 
women desirous of avoiding painful 
experiences of sexual harassment, 
the relatively “staid” atmosphere in 
the accounting workplace is very 
much to be cherished. The appar­
ently fairly rare incidence of sexual 
harassment in the accounting work­
place may be one of the contributing 
factors to the generally high level of 
job satisfaction experienced by 
women CPAs (Ward et al., 1986]. Ω
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The University of Iowa 
Vice President for Finance

& University Services
The Vice President for Finance and 

University Services is the chief financial 
officer of the University and one of four 
vice presidents reporting directly to the 
president.

The Vice President for Finance and 
University Services is responsible for 
overall financial management of the Uni­
versity. He or she is also responsible for 
campus planning, operation and main­
tenance of the physical plant, new con­
struction and building utilizations, per­
sonnel, employee relations, affirmative 
action for non-academic staff, adminis­
trative computing, and intercollegiate 
athletics. In addition, this vice president 
is responsible fora wide variety of auxil­
iary organizations, recreation, security, 
parking, and other services associated 
with University business operations.

Reporting directly to the vice presi­
dent are an associate vice president, one 
or more assistant vice presidents, and an 
assistant to the vice president, the busi­
ness manager, the treasurer, the con­
troller and secretary, the director of af­
firmative action, and the director of 
planning and administration.

The vice president will be expected to 
have substantial skills in finance and 
management including knowledge of 
administrative and information systems. 
He or she must understand and sympa­
thize with the primary academic mission 
of the University and must have a dem­
onstrated ability to deal effectively and 
humanely with numerous and varied con­
stituencies, including students, faculty, 
staff, state and local government offi­
cials, and the public. Although a strong 
academic background is not a require­
ment, candidates possessing such back­
ground will enjoy a distinct advantage.

The University of Iowa has an enroll­
ment of more than 29,000 with an annual 
operating budget of more than $500 
million.

Please send nominations or letters of 
application with resume and names of 
three or more references to:

Professor Donald Heistad, Chair
Vice Presidential Search Committee 
President’s Office
Room 101, Jessup Hall 
The University of Iowa 
Iowa City, IA 52242
The University of Iowa is an Affirma­

tive Action and Equal Opportunity Em­
ployer. Women and minorities are en­
couraged to apply. Screening will begin 
immediately.
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Personnel Selection
Practices
A Checklist for Evaluation

By Paul E. Bayes and Thomas E. McKee

EXHIBIT 1
Hiring Policy Evaluation Checklist

1. Does your firm have a single individual or department in 
charge of hiring practices?

YES NO

2. Are individuals responsible for hiring in your firm aware 
of the provisions of Title VII of the Civil Rights Act of 
1964, its amendment by The Equal Opportunity Act of 
1972, and their effects on hiring practices?

3. Are individuals responsible for hiring in your firm aware 
of the provisions of The Age Discrimination in 
Employment Act as it affects hiring practices?

4. Are individuals responsible for hiring in your firm aware of 
the provisions of the Vietnam Era Readjustment 
Assistance Act of 1974 as it affects hiring practices?

5. Are individuals responsible for hiring in your firm aware 
of the provisions of state and/or local civil rights laws and 
their effect on hiring practices?

6. Are individuals responsible for hiring in your firm aware 
of state-enacted Privacy of Information Acts which may 
affect acquisition of information?

7. Does your firm require an official transcript to be sent 
directly from a college/university?

8. Are written references required prior to hiring an 
applicant?

9. Does your firm telephone an applicant’s references prior 
to hiring?

10. Does your firm use an interview checklist to standardize 
interview evaluations and avoid discriminatory questions?

11. Are guidelines (such as ranking in the top quarter of the 
class) used as a measure of intelligence for applicants?

12. Does your firm take any action upon discovery of 
misrepresentation by applicants?

13. Does your firm have a low rate of personnel turnover?
14. Does your firm conduct exit interviews to identify reasons 

for departure and/or deficiencies in the hiring process?

Do your selection practices meet 
the intent of Statement of Auditing 
Standards (SAS) 1 or Statement of 
Quality Control Standards (SQCS) 
1? Could your firm defend its hiring 
practices against a discrimination 
suit in a court of law? Will your 
employees’ credentials stand up 
under legal scrutiny in other types of 
legal actions? Recent research by 
the authors on CPA firms’ personnel 
policies indicates the answer to these 
questions may very well be an em­
phatic NO! The authors surveyed all 
1,697 member firms of Public Prac­
tice Section of the AICPA and had 
responses from 764 firms. Ten per­
cent of the respondent CPA firms 
indicated they had hired a profes­
sional employee based on falsified 
credentials and did not discover the 
falsification until after employment. 
This is a shocking failure rate for the 
profession! The employment policies 
of most CPA firms, whether those 
polices are formal or informal, can 
benefit from a careful review that 
could expose possible problems, 
from minor to litigious.

A checklist to assist you in eval­
uating your firm’s hiring practices is 
given in Exhibit 1. “No” answers 
indicate a potential problem with a 
possible overall assessment of a 
firm’s hiring policies provided by the 
following scale:

• 1-3 No answers:
A minor problem exists

• 4-6 No answers:
A serious problem exists

• 7 or more No answers:
A potential litigation problem 
exists

Question 1 in Exhibit 1 indicates 
whether you have someone that has 
the “expertise” to develop and main­
tain an effective hiring policy and is 
current on regulations regarding em­
ployment practices. Questions 2 
through 5 provide a measure of the 
knowledge that individuals responsi­
ble for hiring have of existing federal, 
state, or local laws. If you checked 
“no” in any of the first five categories, 
your firm could be at risk to litigation 
in the form of a discrimination suit. A 
“no” answer to question 6 indicates 
possible problems in acquiring sub­
stantive evidence in order to evaluate 
a candidate. A “no” answer to ques­
tions 7 through 12 indicatesan inabil­
ity to provide an adequate evaluation 
of candidates. A failure in these areas

(More on page 24)
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Education

Mandatory Continuing 
Education
How Do State Accounting Societies View 
This Requirement?

By Dave E. Nix and Paul E. Nix
Editor: Tonya K. Flesher, The University of Mississippi, 

University, MS 38677

Historically, state accounting so­
cieties have been providers of high 
quality continuing professional edu­
cation (CPE) for CPAs. The expe­
rience of state accounting societies 
in both mandatory and voluntary 
CPE should reveal much about the 
efficacy of mandatory continuing 
education (MCE) requirements for 
CPAs.

MCE for accountants is now wide­
spread in the United States, with 46 
states having some form of manda­
tory requirement. Advocates of MCE 
have long argued that mandatory 
requirements will (1) raise the pro­
fessional competence of accoun­
tants, (2) help avoid governmental 
intervention in the profession, and 
(3) improve the public image of the 
profession.

Opponents of mandatory require­
ments counter that: (1) MCE has had 
little positive effect because CPAs 
who received good training in the 
past continue to work to improve 
competence while inadequately 
trained CPAs meet state require­
ments in the easiest way possible 
and do little to further their profes­
sional competence; (2) there is little, 
if any, evidence that mandatory as 
opposed to voluntary professional 
education is more effective; (3) the 
administration of MCE requirements 
is expensive both for state boards 
and the accountants subject to the 
requirements; and (4) having fulfilled 
the requirements, CPAs have little or 

no defense against professional mal­
practice claims.

Although the jury is not in yet 
regarding the costs and benefits of 
mandatory requirements, CPAs, 
boards, and state societies have now 
had several years of experience with 
the requirements. CPAs are aware 
that a much larger number and vari­
ety of CPE providers have now en­
tered the arena in response to the 
demand created by mandatory re­
quirements. CPAs also are aware 
that difficulty in defining exactly 
what CPE is has resulted in at least 
some CPE activities of little profes­
sional merit being allowed to meet 
mandatory requirements.

60 percent of the 
respondents indicated 
that the quality of CPE 
increased since MCE 
was required in their 
state.

With this background in perspec­
tive, a survey regarding MCE was 
mailed to the directors of the state 
societies of accountancy in each of 
the 46 states with a mandatory re­
quirement. Twenty-eight of these46 
states responded, providing a re­
sponse rate of over 60 percent. Sev­

eral additional responses were not 
included in the data analysis because 
the state’s mandatory requirement 
had been in effect for only a short 
period of time or because, in one 
instance, the requirement was a state 
society rather than a state board 
requirement.

The questionnaire was divided into 
the following five areas:
1. questions on the background of 

the respondents
2. questions regarding the possible 

effect of the states’ MCE require­
ment on the quality of CPE

3. questions regarding providers of 
CPE

4. questions regarding use of the 
American Institute of CPAs’ na­
tional curriculum

5. questions calling for a written 
response on the results of the 
move from voluntary to manda­
tory continuing professional edu­
cation.

Results of the Survey
The results of the survey, divided 

into the five areas, are as follows:
AREA 1: Questions on the profes­

sional background of the respon­
dents. Seventy percent of those re­
sponding held the position of execu­
tive director of their state society. 
The remaining respondents were 
CPE coordinators, directors of CPE, 
or held an equivalent position. Fur­
thermore, more than one-half of the 
respondents had ten or more years’ 
experience in the accounting field. 
Thus, the respondents have a pro­
fessional background in MCE in ac­
counting.

AREA 2: Questions regarding the 
possible effect of the states’ MCE 
requirement on the quality of CPE. It 
may be reasonable to assume that 
before MCE was required, market 
demand helped ensure that only 
“quality” CPE would survive in the 
marketplace. Accountants had little 
reason to take low-quality CPE 
courses. Now, with MCE require­
ments in effect, accountants may 
have an additional reason to take 
CPE courses — to fulfill a manda­
tory requirement. This need to meet 
mandatory requirements could re­
sult in low quality CPE courses re­
maining in the marketplace. How­
ever, 60 percent of the respondents 
indicated that the quality of CPE 
increased since MCE was required 
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in their state. This increase in quality, 
which occurred during a corres­
ponding increase in the quantity of 
CPE offerings, may bea result of the 
state societies providing a better 
quality product in response to in­
creased competition among CPE 
providers.

In regard to who 

should monitor MCE 
requirements and the 
quality of allowed MCE 
credit, 85 percent of the 
respondents indicated 
that monitoring should 
be done by the state 
boards of accountancy.

All of the respondents indicated 
that MCE had widespread “legiti­
macy” from the perspective of their 
state’s CPAs. Thirty percent of the 
respondents thought that this legi­
timacy would increase while less 
than 10 percent thought that it would 
decrease. Nearly 90 percent of the 
respondents felt that their state 
should not change the number of 
MCE hours required. These results 
indicate that the states will retain 
their MCE requirements at about the 
current level.

In regard to who should monitor 
MCE requirements and the quality 
of allowed MCE credit, 85 percent*  
of the respondents indicated that 
monitoring should be done by the 
state boards of accountancy. Other 
frequent choices were state account­
ing professional organizations (36 
percent*)  and a national organiza­
tion such as the AlCPA (29 percent*).

In regard to funding for monitor­
ing MCE requirements, over60 per­
cent of the respondents indicated 
that this should come from CPA 
license fees. Other choices selected 
were provider fees and tuition 
charges on MCE courses.

*These responses will not total 100 percent 
because respondents could make more than 
one choice.

Sixty-five percent of the respon­
dents indicated that the quality of 
MCE should be controlled by moni­
toring providers of MCE. Only 17 
percent indicated that the quality of 
MCE should be controlled by moni­
toring what is allowed MCE credit.

An issue closely related to the 
quality of MCE is what should be 
allowed MCE credit. MCE is often 
described as a learning experience 
which contributes to the profes­
sional competence of the licensee. 
Definitions which are this broad are 
difficult to administer and inevitably 
give rise to horror stories regarding 
what, under particular circumstan­
ces, is allowed MCE credit. When 
asked if their state should more 
closely limit what it allows as MCE 
credit, approximately 60 percent of 
the respondents indicated that tight­
er controls were needed. Over 80 
percent of the respondents indicated 
that there should be a limit on the 
number of MCE hours accepted from 
certain areas of study, such as per­
sonal development. When asked if 
their state should require all CPAs to 
complete a minimum number of MCE 
hours in specified areas of study 
such as auditing or practice, well 
over one-half of the respondents 
answered in the affirmative. Depend­
ing on the particular area, between 
one-fourth and one-third of the re­
spondents indicated that there 
should be limits on the amount of 
MCE credit accepted from the fol­
lowing:

In-house training
Discussion leader
Accounting professional meetings 
Video
Cassette
Self-study
Magazine exams

A number of respondents suggested 
that there should be no credit al­
lowed for magazine exams.

These results suggest that those 
providing CPE at the state society 
level believe that their respective 
state boards of accounting should 
place at least some additional restric­
tions on what is allowed MCE credit. 
As previously mentioned, profes­
sional education is frequently de­
fined as “that which contributes to 
the professional competence of the 
accountant.” Practically any activity 
could be claimed as CPE credit under 
definitions of CPE such as this. 
Therefore, unless the states further

Classic business suits and dresses for a
professional image throughout pregnancy. 
Weekend and evening wear.
Catalog with swatches and fit guide $3, 
refundable with order. Visit our stores in: 
Atlanta, Baltimore, Boston, Charlotte, NC, Chicago, 
Cleveland, Costa Mesa, CA, Dallas, Denver, Harrisburg, 
PA, W. Hartford, CT, Haverford, PA, Houston, Los 
Angeles, Mesa, AZ, Minneapolis, New Orleans, New 
York, Philadelphia, Pittsburgh, San Diego, San 
Francisco, Stamford, CT, Washington, D.C. or inquire 
about opening a store. Telephone 215-625-0151. 
P.O. Box 40121 Dept. WW77, Phila., PA. 19106.

W07D

restrict what is allowed as CPE credit, 
the requirements may be abused to 
such an extent that a number of 
states will discontinue their manda­
tory requirements. However, in sug­
gesting tighter restrictions on what 
is allowed MCE credit, we should 
keep in mind that 75 percent of the 
respondents indicated that their state 
should have the same MCE require­
ment for accountants in industry, 
public practice and government. Fur­
thermore, 55 percent of the respon­
dents indicated that a minimum 
number of hours be required in the 
areas of industrial, public and gov­
ernmental accounting. With this in 
mind, possibly all CPAs should be 
required to take a minimum number 
of hours (such as 15-20) in the ac­
counting, auditing and tax areas.

PAs are the losers 
when poor quality 
products are offered.
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It is encouraging to note that when 
asked if market demand would result 
in high-quality CPE offerings, over 
85 percent of the respondents an­
swered in the affirmative. However, 
it should not be overlooked that 
there are now many non-profes­
sional vendors in the CPE provider 
market. CPAs are the losers when 
poor quality products are offered. 
But, as several respondents sug­
gested, CPAs are becoming more 
sophisticated and are turning back 
to their profession for quality CPE.

w When asked if their 
state should require that 
a minimum number of 
MCE hours be obtained 
from professional 
provider groups such as 
the AICPA or their state 
society, less than 20 
percent of the 
respondents indicated 
that such a requirement 
was desirable. 

AREA 3: Questions regarding pro­
viders of MCE. As MCE requirements 
have become more widespread, the 
number and variety of those provid­
ing CPE has increased dramatically. 
In addition to traditional suppliers of 
CPE such as the AICPA and state 
societies, we now have stockbrok­
ers, insurance salesmen, real estate 
salesmen, bankers and numerous 
other parties providing CPE. This 
increased number and variety of 
suppliers have made it more difficult 
to ascertain and control the quality 
of CPE. As earlier discussed, 65 per­
cent of the respondents indicated 
that providers of CPE should be 
regulated as a means of insuring 
high-quality CPE. Thirty percent of 
the respondents indicated that pro­
viders of CPE are required to regis­
ter with their state board of accoun­
tancy before providing CPE. At the 
same time, 90 percent of the respon­
dents indicated that their state did 
allow MCE credit from providers 
who had not registered in advance. 
Although only one respondent indi­
14/The Woman CPA, April, 1987

cated that providers of CPE must be 
“accredited,” approximately one- 
half of the respondents indicated 
that providers of CPE should be 
accredited. These results are inter­
preted to mean that there will be 
additional regulation of providers in 
the future. Perhaps the state boards 
of accountancy should require that 
providers of CPE be registered and 
that they pay a one-time registration 
fee of $100. This would have the 
effect of limiting the number of pro­
viders who are perhaps less quali­
fied to offer CPE. When asked if their 
state should require that a minimum 
number of MCE hours be obtained 
from professional provider groups 
such as the AICPA or their state 
society, less than 20 percent of the 
respondents indicated that such a 
requirement was desirable. Thus, 
changes such as this do not appear 
likely.

AREA 4: Questions regarding use 
of the American Institute of CPAs’ 
National Curriculum. Although only 
two of the respondents indicated 
that, in their state, providers of CPE 
were required to submit or prepare 
their offerings in the format devel­
oped by the AICPA, one-half of the 
respondents indicated that their state 
should require that the format be 
used. Since the national curriculum 
is still being developed, it is not sur­
prising that the respondents indi­
cated both CPAs and providers of 
MCE need to be significantly more 
familiar with the curriculum in order 
to benefit from it. As time progresses 
and the curriculum becomes more 
widely known, the curriculum is ex­
pected to be far more widely used by 
CPAs and their state boards.

Use of the national curriculum 
developed by the AICPA could pos­
sibly provide an ideal format for 
state board officials to evaluate the 
legitimacy of CPE credit claimed. 
CPAs can benefit from use of the 
curriculum by being in a position to 
better plan and select CPE offerings 
appropriate to their career paths 
and unique needs.

Perhaps the state boards should 
require the use of the AICPA’s sug­
gested curriculum in the areas of 
accounting, auditing and tax. This 
would allow the states to better eval­
uate how much MCE credit should 
be granted for particular events.

AREA 5: Questions calling for a 
written response. In response to the 

question, “In your opinion, what has 
been the result of the move from 
voluntary to mandatory continuing 
professional education?” the com­
ments received were generally posi­
tive. The following comments were 
offered as benefits of a mandatory 
requirement:
“More interest and attendance in 

CPE program,”
“greater awareness of changes in 

the field programs,” and
“a forcing of marginal accountants 

to be at least minimally exposed 
to current standards.”
In response to the question, “In 

your opinion, what changes do you 
feel should be made in your state’s 
MCE requirement?” the following 
suggestions were made:
“Tighter controls on the quality of 

programs,”
“disallowing soft courses and moni­

toring more closely what is al­
lowed CPE credit,”

“clearer definitions of what is accep­
table for MCE credit and stricter 
standards for and better defined 
criteria for CPE provided by those 
developers not in the accounting 
professions,” and

“an equitable method to disallow 
‘soft’ courses.”
These comments may indicate that 

state boards of accountancy need to 
develop stricter definitions regard­
ing what is allowed MCE and to limit 
the acceptance of “soft” courses.

u Use of the national
curriculum developed by 
the AICPA could 
possibly provide an ideal 
format for state board 
officials to evaluate the 
legitimacy of CPE credit 
claimed.

Conclusions
Those at the state society level in 

states with mandatory requirements 
have had a generally favorable ex­
perience with the mandatory require­
ments. As a result of the require­
ments, there are now many more 
vendors offering a much broader 



variety of CPE topics. As state boards 
of accountancy gain experience in 
administering mandatory require­
ments, they are undoubtedly clarify­
ing and improving their MCE re­
quirements.

The state societies indicate that 
the issues of allowed CPE credit and 
the quality of that credit need to be 
addressed by the state boards of 
accountancy. Limits need to be 
placed on the amount of credit al­
lowed for “soft” CPE courses such 
as personal development. Also, the 
results of this survey indicate that 
the quality of CPE should be moni­
tored by evaluating providers of CPE 
rather than evaluating what is al­
lowed CPE credit. In order to further 
improve continuing professional 
education for accountants, it may be 
necessary that the state boards of 
accountancy more closely limit what 
is allowed CPE credit. Also, the state 
boards may need to begin imple­
menting the AICPA’s national cur­
riculum format and perhaps put at 
least some controls on providers of 
CPE. Further research regarding the 
effectiveness of mandatory, as op­
posed to voluntary, CPE is needed.
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A great company
is merely a reflection of its people.

Thanks to our employees — tal­
ented individuals who represent all 
walks of life — Merrill Lynch has 
become the world’s leading financial 
services company. Our success is 
merely a reflection of the hard work 
and dedicated efforts of these many 
individuals.

Collectively, they provide the 
wealth of knowledge and expertise 
we use every day to better serve our 

customers in Individual, Corporate, 
Governmental and Institutional 
Financial Markets.

At Merrill Lynch, we encourage 
our employees to develop the knowl­
edge and skills necessary to help 
ensure their professional develop­
ment. We recognize that our contin­
ued success is directly linked to the 
success and skillfulness of each of 
these individuals.

So, when you think “great com­
pany . . . great people” think: Merrill 
Lynch & Co., Inc.

If you are interested in career or 
investment opportunities, contact 
your local Merrill Lynch office or 
write: K. M. Lynch, Merrill Lynch & 
Co., Inc., Employment/EEO — 28th 
FL., One Liberty Plaza, New York, N.Y. 
10080. Merrill Lynch is an Equal 
Opportunity Employer.
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International

Financial Accounting 
Disclosure Dilemma 
Illustrated

Act of 1986 deems this same change 
as a change in accounting principle.

For 1982, 1983, and 1984, massive 
FCT losses were reported by nearly 
all of the twelve largest U.S. banks 
(See Table 1). For example, Bank- 
America reported FTC losses of 
$32.2 million ($.22 per share), $46.6 
million ($.31 per share), and $44.8 
million ($.30 per share) for 1982, 
1983, and 1984, respectively. These 
sizable losses appear in BankAmer­
ica’s balance sheet but not in the 
income statement.

The Case of U.S. Multinational Banks u Unfortunately, the

By Orapin Duangploy and Dahli Gray
Editor: Dahli Gray, University of Notre Dame, 

Notre Dame, Indiana 46556

financial accounting 
disclosure requirements 
have not kept pace with 
the financial reporting 
creativity of the 
multinational banking 
system.

Strong global competition, ex­
treme interest rate and exchange 
rate volatility, and deregulation have 
prompted banks to enter into new 
fields and implement preferable ac­
counting methods to meet their tar­
geted profit growth. Unfortunately, 
the financial accounting disclosure 
requirements have not kept pace 
with the financial reporting creativ­
ity of the multinational banking sys­
tem. Under these circumstances, it 
is no surprise to see comments con­
cerning possibly misleading bank 
financial statements. Lissaker notes 
in a 1982 Washington Post article 
that “bank stocks have climbed in 
the bull market of recent months as 
the banks have reported higher earn­
ings. (In some cases, banks exag­
gerate their profit reports by failing 
to cover potential losses.)” [p. C4]. 
Moreover, a Wall Street Journal arti­
cle states that “the stock market is 
sending a message to the big banks. 
We don’t believe your earnings” 
[Hertzberg, p. 23]. Throughout 1985 
and 1986, and now in 1987, multina­
tional banks (MNBs) have continued 
to make headlines.

MNB profits are affected by a vari­
ety of factors. This paper discusses 
several important financial practices 
(e.g., foreign currency translation, 
and off-balance-sheet commitments 

and contingent liabilities) as they 
affect the income statements and 
balance sheets of U.S.-based MNBs. 
This discussion is important to ac­
counting practitioners, financial an­
alysts, MNB managers and acade­
micians.

The twelve largest U.S.-based 
MNBs were analyzed relative to their 
foreign currency translation (FCT) 
reporting practices for the years 1982 
through 1985. These MNBs were 
inconsistent in the method and de­
gree of disclosing their FCT gains 
(losses). Part of this problem rests 
with the flexibility allowed in defin­
ing the functional currency.

Assuming that the parent com­
pany is based in the U.S., manage­
ment can define the functional cur­
rency of the non-U.S. subsidiary as 
the U.S. dollar; thus, the FCT adjust­
ments are recognized in the income 
statement. If management defines 
the functional currency of the non­
U.S. subsidiary as any currency but 
the U.S. dollar, FCT adjustments are 
reported in the balance sheet.

In this way, reported earnings can 
reflect managerial preference, rather 
than a transaction or event external 
to the firm. For financial accounting, 
a change of the functional currency 
is similar to a change in estimate. 
For tax purposes, the Tax Reform

In 1982, when the recession and 
deregulation adversely affected the 
banking industry, all but one of the 
twelve largest U.S. MNBs elected to 
exclude net FCT adjustments from 
their income statements. The bank 
choosing to continue including 
translation adjustments in the in­
come statement was First Interstate. 
Beaver and Wolfson [1984] ques­
tioned the appropriateness of banks 
excluding translation adjustments 
from their income statements:

Banks make borrowing and 
lending decisions at a multi­
national level to exploit “per­
ceived” violations of interest 
rate parity among currencies. 
If the objective is to take advan­
tage of interest rate disparities, 
however, exclusion of transla­
tion gainsand losses from earn­
ings will obscure an evaluation 
of effectiveness of this specu­
lative activity [p. 33].
If MNB financial accounting prac­

tice is providing an unobscured view 
of performance, the FCT adjustment 
should correlate with economic re­
ality. When the U.S. dollar was 
strengthening against other curren­
cies, which was the case for 1982 
through 1984, FCT losses should
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TABLE 1
Largest Twelve U.S. Multinational Banks 

Net Translation Gain (Loss) or Adjustment for the Year
In Dollars (in Thousands) and Per Share

1982 1983 1984 1985
Citicorp (13,000) (39,000) (63,000) 18,000

per share (.10) (.32) (.50) .13
BankAmerica (32,182) (46,572) (44,773) 27,113

per share (.22) (.31) (.30) .18
Chase
Manhattan (13,921) (8,420) 3,611 (3,535)

per share (.21) (.12) .05 (.05)
Manufacturers
Hanover (184) a a a

per share (.01)
JP Morgan (5,000) (4,000) (11,000) 3,000

per share (.12) (.09) (.13) .03
Chemical (6,281) (13,692) (5,897) (1,622)

per share (.22) (.43) (.11) (.03)
Security
Pacific (6,739) (3,763) (8,935) 5,300

per share (.22) (.10) (.12) .07
Bankers
Trust (4,263) (6,960) (1,895) 65

per share (.16) (.24) (.06) .001
First
Interstate a a a a
First
Chicago (1,062) (1,904) (1,462) (8,252)

per share (.03) (.05) (.03) (.17)
Mellon (429) (419) (877) (1,388)

per share (.02) (.02) (.03) (.05)
Continental
Illinois (4,638) (5,542) -0- (3)

per share (.12) (.14) -0- (.01)
Source: Compiled by authors from annual reports 
a = Information not disclosed in annual report

have occurred. With the exception 
of Chase Manhattan in 1984, this 
indeed was the case for all of the 
banks studied (see Table 1). In 1985, 
when the U.S. dollar fell in value 
(relative to other currencies), FCT 
gains should have occurred. This 
was the case for Citicorp, Bank­
America, J.P. Morgan, BankersTrust 
and Security Pacific. The other MNBs 
analyzed either did not report (i.e., 
First Interstate) or reported net 
losses. The latter is probably attribu­
table to the combination of incorrect 
anticipation of the direction of ex­
change rate movements and the en­
gagements in forward exchange 
contracts and swaps which recently 

have grown in importance.
The spectacular growth in the 

present decade of several new fi­
nancial instruments has further ob­
scured evaluation of bank earnings 
partially due to diverse disclosure 
practices. For example, the com­
bined interest rate and currency 
swap (called a cross-currency inter­
est swap) is not addressed by the 
FASB [Wishon and Chevalier, p. 68].

Under the current provisions of 
Statement of Financial Accounting 
Standards (SFAS) No. 52, exchange 
gains or losses for net investment 
hedges or foreign currency commit­
ments are excluded from net income 
determination. Management can, 

however, remove these hedges at 
any time while continuing deferral 
of the related exchange gains or 
losses. Thus, for currency swaps 
and forward exchange contracts 
(covered under SFAS No. 52), the 
established criteria “created the pos­
sibility that transaction gains or 
losses that should be reported in net 
income currently may instead be 
reported as translation adjustments 
or deferred as hedges of commit­
ments” [SFAS No. 52, p. 22].

Discretion in financial accounting 
disclosure of swaps and forward 
exchange contracts is a dilemma 
that is magnified by the reporting 
practices for standby letters of credit 
and guarantees. These are generally 
classified as off-balance-sheet com­
mitments and contingent liabilities, 
which are exposed to the fluctuating 
foreign currency exchange rates.

An analysis of the 1985 annual 
reports of those twelve largest MNBs 
previously mentioned, reveals di­
versity in the manner and magnitude 
of disclosure of the off-balance- 
sheet financial instruments. A sim­
ilar transaction may be omitted or 
disclosed differently by the MNBs. 
Despite the different financial posi­
tion and risk exposure created by 
the various kinds of swaps (“un­
matched,” “matched,” “hedged,” and 
“offsetting” swaps that are different 
methods of valuation and income 
recognition) [Wishon and Chevalier, 
p. 74], not all of the MNBs disclosed 
which method they applied in ac­
counting for swaps and the recogni­
tion of the gains or losses resulting 
from the changes in value. Nor did 
all of the MNBs display the separate 
amounts of their standby letters of 
credit.

In 1982, when the 

recession and 
deregulation adversely 
affected the banking 
industry, all but one of 
the twelve largest U.S. 
MNBs elected to exclude 
net FCT adjustments 
from their income 
statements.
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Fee revenue generated from these 
off-balance-sheet commitments can 
be recognized currently or over the 
life of the contracts. However, out of 
the twelve MNBs examined, not all 
of the MNBs disclosed the timing 
recognition of fees received from 
standby letters of credit. The related 
fees were recognized over the life of 
the contracts. Some MNBs recog­
nized fees received from interest­
rate swap arrangements currently, 
while other MNBs recognized these 
fees over the term of the matched 
swap agreements.

However, out of the 
twelve MNBs examined, 
not all the MNBs 
disclosed the charging of 
these possible losses to 
the Reserve for Possible 
Loan Losses or the 
incorporation of the risks 
associated with standby 
letters of credit or off- 
balance-sheet 
agreements and 
obligations in their credit 
loss estimations.

Banks act as both intermediaries 
and guarantors for these instru­
ments. Possibly customers will de­
fault on their obligations. However, 
out of the twelve MNBs examined, 
not all of the MNBs disclosed the 
charging of these possible losses to 
the Reserve for Possible Loan Losses 
or the incorporation of the risks 
associated with standby letters of 
credit or off-balance-sheet agree­
ments and obligations in their credit 
loss estimations. MNBs’ diverse dis­
closure practices for potential losses 
may be due to the lack of specific 
financial accounting guidelines for 
these banking services.
Summary and Conclusion

This paper provides a context for 
understanding how some U.S. mul­
tinational banks account for and 
disclose foreign currency transla­
tion, off-balance-sheet commitments 
and contingent liabilities. Financial 

accounting practices, in light of 
SFAS No. 52, have been analyzed for 
the years 1982 through 1985. This 
analysis reveals that although SFAS 
No. 52 may have settled some issues, 
many issues remain. Fortunately, the 
Financial Accounting Standards 
Board is addressing the issue of 
improving “disclosures about finan­
cial instruments and off-balance- 
sheetfinancing and hedging arrange­
ments” [News Report, p. 14]. How­
ever, unless the accounting profes­
sion acts promptly to curb the wide 
diversity in disclosure and measure­
ment practices used by the multina­
tional banking community, the cred­
ibility of both the financial account­
ing profession and the MNBs will be 
in jeopardy.Ω
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Nonbusiness Organizations

The Effects of Joint 
Allocation Standards 
on Nonprofit Mailing 
Strategies

By Denise Nitterhouse and Florence Cowan Sharp
Editor: Yvonne C. Braune, City of Tacoma, Tacoma, WA

The differences between nonprofit 
organizations (NPOs) and busi­
nesses are reflected by differences 
in their financial statements. In the 
external financial reports of NPOs, a 
focus on the expense categories 
replaces the focus on net income of 
businessenterprises. While program 
expenses accomplish the purpose 
of the NPO and are good uses of 
funds, fund-raising expenses may 
appear to draw funds away from the 
cause.

The fund-raising percentage (fund- 
raising expense/total expenses) is 
often used as a measure of fund- 
raising efficiency. The Civil Service 
Commission has ruled that charities 
whose fund-raising costs exceed 25 
percent of their receipts may not 
solicit contributions from govern­
ment employees [Katz, 1974, p. 56]. 
The attention paid to the fund-raising 
cost is illustrated by one fund-raiser’s 
comment that allowing “develop­
ment” costs to be reported as a 
separate expense “would enable 
newly-established charities to report 
a reasonable ‘fund-raising’ cost, 
thus making them more competitive 
for the donor dollar with older, more 
established charities” [Galardi, p. 
17]. This presumed relationship be­
tween reported costs and contribu­
tions provides an incentive for NPO 

managers to charge expenses to 
other categories whenever possible, 
and auditors of NPOs need to con­
sider this incentive in assessing their 
audit risk. It is not surprising, there­
fore, that industry representatives 
(e.g., The National Health Council), 
regulatory bodies (e.g., the offices 
of the State Attorney General of llli­
nois and New York), and the account­
ing profession (the AICPA and the 
FASB) have dealt with cost alloca­
tion and disclosure standards for 
external reporting that concentrate 
on fair presentation of the use of 
NPO resources.

w____ While program 
expenses accomplish the 
purpose of the NPO and 
are good uses of funds, 
fund-raising expenses 
may appear to draw 
funds away from the 
cause.

This analysis considers the poten­
tial effects of different joint mailing 
cost allocation standards on the fi­

nancial statements of NPOs and the 
mailing strategies NPO managers 
might adopt to minimize reported 
fund-raising expenses. Numerical 
examples illustrate how the alloca­
tion rule chosen could encourage 
inefficient mailing practices.1

1The examples focus on the fund-raising per­
centage based upon expenses while the Civil 
Service Commission uses receipts. Since 
revenues and expenses are usually budgeted 
to be quite close in an NPO, these two mea­
sures should be similar.

2The industry term for mailing, as used in this 
paper, is “direct mail.” The term is not used in 
this paper because of the possible confusion 
with direct costs of mailing and because, as 
Katz points out, “direct” is really a misnomer. 
In this form of fund-raising, he explains, the 
organization is actually most removed from 
the potential contributor.

Allocation of Mailing Costs
“Mailing”2 refers to an organiza­

tion’s mailings to individuals to pro­
vide information or to solicit sup­
port. Several types of nonprofit or­
ganizations, especially voluntary 
health and welfare organizations, 
commonly use mailings for fund- 
raising. Mailings are also used to 
solicit non-financial support and to 
provide information and education 
about issues of concern, recent ac­
tivities, and accomplishments.

It is often practical and cost-effec­
tive to combine fund-raising and 
program-related information in the 
same mailing, referred to hereafter 
as a “combined mailing.” It may 
even be difficult to differentiate be­
tween the two types of information. 
The NPO’s mailing strategy is the 
result of the decision to mail fund- 
raising and program materials sepa­
rately (split) or together (combined).

If split mailings are used, the costs 
associated with each mailing are 
classified entirely as either program 
expense or fund-raising expense. If 
a combined mailing is used, it seems 
appropriate to allocate mailing costs 
between program and fund-raising 
expenses. Many costs are clearly 
related to only one category, but 
others are joint costs that cannot be 
clearly labeled as one or the other. 
The joint cost allocation situation is 
confusing for practicing accoun­
tants. Many CPAs and nonprofit ac­
countants have interpreted the 
AICPA Industry Audit Guide: Volun­
tary Health and Welfare Organiza­
tions (1974) to require that all mailing 
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costs of a joint-purpose mailing be 
charged to fund-raising expenses. 
This conservative approach assures 
that fund-raising costs are not under­
stated, but it may penalize NPOs 
with material joint costs when NPOs 
are compared. An industry publica­
tion, Standards of Accounting and 
Financial Reporting for Voluntary 
Health and Welfare Organizations 
(1964), also advocates charging 
these costs to fund-raising. AICPA 
Statement of Position 78-10, “Ac­
counting Principles and Reporting 
Practices for Certain Nonprofit Or­
ganizations,” requires a “primary 
purpose” concept, whereby all joint 
costs involving fund-raising are 
charged to fund-raising expense, 
except for incremental costs directly 
attributable to program activity.

The NPO's mailing 

strategy is the result of 
the decision to mail 
fund-raising and 
program materials 
separately (split) or 
together (combined).

In October 1984, partly in response 
to the different approaches sug­
gested above, the FASB released 
Proposed Technical Bulletin No. 84- 
e [TB], “Accounting for the Joint 
Costs of Direct Mailings Containing 
Both a Fund-Raising Appeal and a 
Program Message.” This bulletin 
proposed conditions under which 
up to 50% of joint costs should be 
allocated to program costs on a 
“reasonable” basis; otherwise, it 
recommended that these costs be 
classified as fund-raising expenses. 
The criteria for allocating joint costs 
proposed were: 1) the program com­
ponent of the mailing provides a 
bona fide program message, and 2) 
the mailing goes to a recipient re­
cently demonstrating more than a 
general interest in the program ac­
tivity.

The FASB dropped the project 
without adopting the recommenda­
tions in the TB. This appeared to be 
due, in part, to the extremely con­
flicting responses of the interested 
parties: nonprofit organizations, 

donors, regulators, and accountants. 
In response to the FASB’s abandon­
ment of the project, the Committee 
on Not-for-Profit Organizations of 
the AICPA added the topic to its 
agenda. That committee recently 
proposed an amendment to SOP 78- 
10 (1986), cleared by the Account­
ing Standards Executive Committee, 
that allows joint costs to be allo­
cated between fund-raising and pro­
gram expenses if it can be shown 
that a bona fide program function 
has been conducted in conjunction 
with an appeal for funds. While the 
amendment proposes that the con­
tents, purpose and audience be con­
sidered in determining whether a 
bona fide program function has been 
served, it provides no guidelines for 
making the allocations. Instead, it 
suggests that cost accounting litera­
ture be consulted. It also requires 
footnote disclosure of the total 
amounts of joint costs allocated and 
the amounts allocated to different 
functional expenses.

The analysis below looks at choos­
ing different allocation rules and 
their potential efficiency costs to 
NPOs and the public they serve. 
Numerical examples illustrate pos­
sible effects of different cost alloca­
tion rules and mailing strategies on 
mailing costs and the relative mag­
nitudes of reported fund-raising and 
program expenses. These examples 
highlight factors that auditors may 
use in assessing audit risk and fac­
tors that NPO administrators should 
consider in designing efficiency 
controls.

Effects of Different Cost 
Allocation Alternatives

A joint cost allocation rule and the 
expected donors’ actions could in­
fluence an NPO manager’s selection 
of a mailing strategy. If potential 
donors use the reported relative 
amounts of fund-raising and pro­
gram expenses to decide whether, 
or how much, to contribute to the 
NPO, management may respond 
with strategies that have a favorable 
impact on those functional expense 
categories. Regulators have sug­
gested that ambiguous cost alloca­
tion rules may lead to “all kinds of 
different interpretations, abuses, and 
unequal application” [Shea, p. 19].

The examples below illustrate 
which mailing strategies reduce or 

minimize the fund-raising percent­
age when joint costs are allocated 
to fund-raising in an extreme inter­
pretation of earlier GAAP (“nonallo­
cation”) and allocated between fund- 
raising and program expenses with 
a limit of 50% as recommended in 
the FASB proposed TB (“allocation”).

If potential donors use 

the reported relative 
amounts of fund-raising 
and program expenses 
to decide whether, or 
how much, to contribute 
to the NPO, management 
may respond with 
strategies that have a 
favorable impact on 
those functional expense 
categories.

Combined vs. Split Mailings
The cost components given in 

Table 1 will be assumed in the fol­
lowing example to compare the ef­
fects of combined and split mailing 
strategies on reported expenses 
when all joint costs are charged to 
fund-raising.

An NPO uses an annual letter 
soliciting contributions as its 
only appeal for funding. The 
agency’s only program is an 
educational bulletin mailed 
once a year to individuals re­
cently demonstrating an inter­
est in program activities. The 
same mailing list of 10,000 is 
used for both mailings. Both 
the solicitation letter and the 
educational bulletin are pre­
pared by an outside public re­
lations agency and separately 
billed to the NPO, as are out­
side printers’ production costs. 
All personnel at the agency are 
volunteers, so the only costs 
are the direct cost of each doc­
ument and mailing costs.3

3This example assumes some flexibility in 
expenses. We assume that the strategy 
adopted would be reflected in the annual 
budget, if there is one.
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TABLE 1 
Component Costs 

Single vs. Combined Mailing Strategy
Component Cost per Piece
Educational bulletin (10,000) $0,600
Fund-raising letter (10,000) 0.400
Envelopes (10,000 or 20,000) 0.050
Postage 0.052

TABLE 2 
Reported Expenses 

Single vs. Combined Mailing Strategy
Functional Split No Allocation 50/50 Allocation
Expense___________ Mailing1___________ Combined2__________Combined2

Program $ 7,020 58% $ 6,000 54% $ 6,510 59%
Fund-Raising_______ 5,020 42_______  5,020 46_________ 4,510 41
Total $12,040 100% $11,020 100% $11,020 100%

1 Fund-raising letter and educational bulletin mailed separately. Component costs: letter 
($4,000), bulletin ($6,000), envelopes ($1,000), postage ($1,040).
2Fund-raising letter and educational bulletin mailed together. Joint costs of $1,020 
(envelopes and postage), direct program costs of $6,000 (bulletin), direct fund-raising 
costs of $4,000 (letter).

would increase with nonallocation.
Allocation of joint costs in propor­

tion to direct costs would never 
make the split mailing more attrac­
tive. This seems to suggest that 
“proportionate share of direct cost” 
might be a useful criterion in deter­
mining “reasonable” allocation. This 
would apparently not violate the allo­
cation guidelines of the proposed 
amendment to SOP 78-10, though it 
could exceed the 50/50 allocation 
limit proposed by the FASB. When 
two documents of distinctly differ­
ent purpose are replaced by one 
document containing everything, 
however, the absence of identifiable 
“direct costs” prevents allocation on 
this basis.

Although the nature and direction 
of the effects on reported expenses 
is clear, the magnitude of the effects 
depends on the structure of mailing 
costsand their magnitude relative to 
other expenses of the NPO. The 
larger the cost of mailings is in rela­
tion to other fund-raising and pro­
gram costs, the more powerful is its 
effect on the fund-raising percent­
age. For example, advocacy groups 
devoting a significant portion of their 
program efforts to informational 
mailings combined with requests for 
support would be particularly sensi­
tive to cost allocation rules.

Table 2 shows the reported fund- 
raising and program expenses for 
split mailings, a combined mailing 
with all joint costs charged to fund- 
raising, and a combined mailing with 
joint costs allocated 50% to fund- 
raising and 50% to program (the 
maximum proposed in the TB). A 
split mailing will cost $12,040: $6,000 
program materials, $4,000 fund-rais­
ing materials, and $1,020 mailing 
costs for each mailing ($2,040 total). 
By using a combined mailing, the 
mailing costs are cut in half, and the 
total cost is $11,020.

A combined mailing has a lower 
total cost, but a nonallocation rule 
reports a higher fund-raising per­
centage than for a split mailing. All 
costs except direct costs of the pro­
gram materials are charged to fund- 
raising; therefore, fund-raising ex­
pense includes the sum of the direct 
cost of the educational bulletin and 
the joint mailing costs. The program 
expenses (direct materials only) and 
total expenses will be lower with the 

combined mailing. Whenever joint 
mailing costs equal or exceed the 
cost of mailing the fund-raising 
material alone, the combined mail­
ing produces a higher fund-raising 
percentage. This may encourage the 
use of a split mailing to drive the 
fund-raising percentage down.

The allocation of costs provides a 
possible solution to the dysfunc­
tional incentive caused by nonallo­
cation. When allocation is allowed, a 
joint mailing can reduce both pro­
gram and fund-raising costs, but the 
fund-raising percentage may or may 
not decrease with a joint mailing. 
Table 2 shows the effect of a 50/50 
allocation rule (maximum proposed 
by the FASB) when a joint mailing is 
used in our example. The fund-rais­
ing percentage decreases from 42% 
for a split mailing to 41% for a com­
bined mailing. If, however, direct 
program costs were lower than direct 
fund-raising costs, the fund-raising 
percentage would increase using a 
50/50 rule out not as much as it

w When allocation is 
allowed, a joint mailing 
can reduce both 
program and fund- 
raising costs, but the 
fund-raising percentage 
may or may not decrease 
with a joint mailing.

Single vs. Padded Mailings
A cost allocation rule could also 

lead to some types of dysfunctional 
activity. Joint cost allocation may 
provide some incentive to add pro­
gram material to a fund-raising mail­
ing, even if a separate program mail­
ing would not otherwise be made (a 
“padded mailing”). Adding an edu­
cational brochure to a fund-raising 
letter may cause donors to give more, 
but even if it does not, the brochure 
could be used to justify allocating
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some joint mailing costs to the pro­
gram category. This strategy causes 
total costs to be higher by the amount 
of the program materials but can 
lower the fund-raising percentage.

Table 3 provides the component 
costs for an example illustrating a 
“padded mailing’’ in an organization 
that has program expenses of 
$20,000 and fund-raising expenses 
of $2,500 in addition to the mailing 
costs. The organization contracts 
for a solicitation letter costing $.40 
each to be mailed to 10,000 prospec­
tive donors and considers including 
an educational bulletin costing $.20 
each.

TABLE 3 
Component Costs 

Single vs. Padded Mailing Strategy
Component Cost per Piece
Educational bulletin (10,000) $0,200
Fund-raising letter (10,000) 0.400
Envelopes (10,000) 0.050
Postage 0.052

Joint costs allocation 
may provide some 
incentive to add program 
material to a fund-raising 
mailing, even if a 
separate program 
mailing would not 
otherwise be made (a 
“padded mailing”).

TABLE 4 
Reported Expenses 

Single vs. Padded Mailing Strategy
Functional Single1 No Allocation 50/50 Allocation
Expense____________Mailing____________Combined2__________Combined2

Program $20,000 73% $22,000 75% $22,510 76%
Fund-Raising________7,520 27__________7,520 25________ 7,010 24
Total $27,520 100% $29,520 100% $29,520 100%

1Fund-raising letter alone — no program materials mailed. Cost of mailing: letter 
($4,000), envelopes ($500), postage ($520). Other operating costs of $20,000 program 
and $2,500 fund-raising.
2Fund-raising letter and educational bulletin together. Joint costs of $1,020 (envelopes 
and postage), direct program costs of $2,000 (bulletin), direct fund-raising costs of 
$4,000 (letter). Other operating costs of $20,000 program and $2,500 fund-raising.

As shown in Table 4, sending the 
fund-raising material alone would 
cost $5,020, all of which would be 
charged to fund-raising expenses. 
This would lead to total fund-raising 
expenses of $7,520, 27% of total 
expenses for the year. For an addi­
tional $2,000, the organization can 
include an educational brochure 
without increasing other mailing 
costs. This brochure allows the 
$1,020 “joint” costs of envelopes 
and postage to be allocated between 
programs and fund-raising. Using a 
50/50 allocation, total expenses are 
$29,520, and fund-raising expenses 
are lower both in dollars and as a 
percentage (24%) of total expenses.

The AICPA’s recommendation that 
the audience and the purpose of a 
mailing, as well as the contents, be 
considered in determining whether 
a bona fide program activity has 
been carried out may be an attempt 
to prevent the use of padded mail­
ings merely as a cost manipulation 
strategy. A decision not to allow 
allocation, however, would seem dif­
ficult to justify in the face of a bro­

chure devoted to program purposes. 
The padded mailing strategy con­
sumes more resources than the fund- 
raising mailing alone but does have 
the potential to serve some program 
purpose for the additional cost.

Conclusions
The effects of different joint cost 

allocation standards on the mailing 
strategies of NPO managers sug­
gest that a requirement for alloca­
tion of all costs to fund-raising ex­
penses will provide some incentive 
for using inefficient split mailings. 
Allowing allocation of some joint 
costs to program expenses may help 
alleviate the split mailing incentive, 
but it may also encourage padding 
fund-raising mailings with program 
materials.

Auditors, regulators, and NPO ad­
ministrators should be aware of the 
incentives and potential costs cre­
ated by the cost allocation stan­
dards for NPOs. These incentives 
should be considered in determining 
the audit risk faced by the inde­

pendent auditors. Regulators and 
contributors might also consider 
these incentives in choosing the cri­
teria by which they judge the quality 
of NPOs. Some regulators, such as 
the offices of the State Attorney 
General of Illinois and New York, 
have taken the position that addi­
tional disclosures in state filings are 
useful in interpreting NPOs’ financial 
statements. These regulators require 
specific disclosures by NPOs regis­
tered in their states regarding the 
cost of fund-raising activities, pay­
ments to professional fund-raisers, 
and the allocations of joint costs that 
have taken place. The AICPA seems 
to have followed this line of reason­
ing by suggesting footnote disclo­
sure on joint cost allocations. This 
approach allows a more conserva­
tive reconstruction of the operating 
statement for those who prefer no 
allocation of joint costs to program 
activities, but it does not provide 
information for assessing the rea­
sonableness of allocations used in 
preparing the statements. Ω

The Woman CPA, April, 1987/23



REFERENCES
American Institute of Certified Public Accoun­

tants, Audits of Voluntary Health and Wel­
fare Organizations, Industry Audit Guide, 
(AICPA, 1974).

, Committee on Not-for-profit Or­
ganizations, Accounting Standards Divi­
sion, “Proposed Statement of Position on 
Accounting for Joint Costs of Informa­
tional Materials and Activities of Not-for- 
profit Organizations that Include a Fund- 
raising Appeal,” (AICPA, 1986).

Financial Accounting Standards Board, Pro­
posed FASB Technical Bulletin No. 84-e, 
“Accounting for the Joint Costs of Direct 
Mailings Containing Both a Fund-Raising

Denise Nitterhouse has a DBA and 
an MBA from the Harvard Business 
School and a BA from Duke Univer­
sity. She currently teaches manage­
ment information systems and ac­
counting at DePaul University. She 
was previously a staff accountant 
with Deloitte, Haskins, & Sells, chief 
accountant for a not-for-profit 
agency, and a self-employed con­
sultant. She has also served as 
Treasurer and member of the board 
of directors of A Woman’s Fund, 
Inc., of Urbana, Illinois.

Editor’s Notes From page 2

Machoff says being super people is 
nonsense and very stressful. Furth­
ermore, she believes that “. . . what 
we really need to do is make 
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evening, there must be a transition 
from work to home with a conscious 
effort to leave the office behind. It’s 
not being able to leave either one 
behind that creates stress.

Personnel Selection
From page 11

may result in noncompliance with 
SQCS 1 and possible litigation losses 
for failing to follow generally accepted 
auditing standards. Questions 13 and 
14 relate to the effectiveness of the 
hiring process and the degree to which 
this effectiveness is monitored. Based 
on your responses, do your hiring pol­
icies need to be revised? Ω
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Tax Department:

Pension Plan Distributions 
May Be Subject To Penalties
Editor: Cherie J. O’Neil, VA Tech, Blacksburg, VA 24061

The Tax Reform Act of 1986 
(TRA’86) imposes a new 15 percent 
penalty on large distributions for 
qualified employer AND individual 
retirement arrangement (IRA) plans. 
The TRA’86 also imposes a 10 per­
cent penalty on early withdrawals 
from all qualified plans. Prior to 
1987, this 10 percent penalty only 
applied to early withdrawals from 
IRA and Keogh plans. There is also a 
new 50 percent penalty on excess 
accumulations in qualified retire­
ment plans.

The 15 Percent Penalty
The Sec. 4983 penalty is geared 

toward individuals who have large 
accumulations in qualified retire­
ment plans. TheTRA’86 requires pay­
ment of a 15 percent penalty on any 
partial distribution in excess of 
$150,000 per year or on any lump 
sum distribution in excess of 
$750,000. Distributions made pur­
suant to a qualified domestic rela­
tions order and distributions rolled 
over into another retirement plan 
are not subject to the 15 percent 
penalty. If the distribution is made 
after the death of the individual, the 
tax is imposed on the estate and may 
not be offset with the estate tax 
credit. There is also a grandfather 
clause exempting accrued benefits 
as of August 1, 1986, from the penalty 
if the accrued benefit exceeds 
$562,500. The exemption amounts 
will be indexed for future cost-of- 
living increases.

The 10 Percent Penalty
The 10 percent early withdrawal 

penalty of Sec. 72(t) has been ex­
panded to include distributions oc­
curring before age 59½ from quali­
fied retirement plans. The prior rules 
permitting withdrawals without pen­
alty from retirement plans for hard­
ship, medical, and education pur­
poses have been repealed.

The 50 Percent Penalty
Sec.4974 requires that a minimum 

distribution must begin from a quali­
fied plan by April 1 of the year fol­
lowing the calendar year in which 
the individual reaches age 70½. 
Otherwise, a 50-percent penalty is 
imposed on the amount by which 
the minimum required distribution 
exceeds the actual amount distrib­
uted during the tax year.
Avoiding Imposition 
of Penalties

Individuals participating in quali­
fied employer retirement plans, as 
well as those who are saving for 
retirement by making contributions 
to IRAs and Keoghs, must structure 
their retirement plans to avoid im­
position of these penalties. The fol­
lowing suggestions should be fol­
lowed:
1. Lump sum distributions from qual­

ified retirement plans in excess of 
$750,000 should be rolled over 
into an IRA to avoid the 15 per­
cent penalty on lump sum distri­
butions.

2. Distributions from qualified retire­
ment plans should not begin prior 
to the year in which the individual 
reaches age 59½ to avoid the 10 
percent early withdrawal penalty.

3. Minimum annual distributions 
from qualified retirement plans 
should begin no later than the 
year after the year in which the 
individual reaches age 70½ to 
avoid the 50 percent penalty. How­
ever, it may be necessary to begin 
making the distributions much 
earlier in order to keep the re­
quired minimum annual distribu­
tion below $150,000 to avoid im­
position on the 15 percent penalty.
The TRA’86 makes planning for 

retirement more complex. Individu­
als with substantial accrued benefits 
in qualified retirement plans should 

seek assistance from a tax profes­
sional to insure that these penalties 
will not be imposed.

A message from the new 
Tax Department Editor

Since I have agreed to become the 
editor of the Tax Department of The 
Woman CPA, I would like to tell you 
about my background and about my 
expectations for the Tax Depart­
ment. I’m an associate professor of 
accounting at Virginia Polytechnic 
Institute and State University (VA 
Tech), where I teach both graduate 
and undergraduate tax courses. I 
received the CPA in Colorado in 
1972 while working for the IRS as a 
Revenue Agent and received a Ph. D. 
in 1980 from the University of Colo­
rado. I enjoy doing all kinds of tax 
research — including legal research 
and public policy research.

I view the Tax Department of The 
Woman CPA as a forum for readers 
to share their knowledge and exper­
tise in taxation. Many of our readers 
research tax topics when preparing 
tax returns for clients and employ­
ers and The Woman CPA would like 
for you to share your research. For 
example, have you relied on a recent 
tax case or revenue ruling that you 
would like to share with others? Or 
in studying the Tax Reform Act of 
1986 have you discovered an unin­
tended result or a trap for the unwary 
on one of the new code sections that 
you would like to share? Or what 
techniques do you use in tax plan­
ning that you would like to share 
with our readers?

If you have never submitted any­
thing for publication, let me briefly 
review how you should begin. First, 
make sure your idea is original and 
one that would be of interest to our 
readers. Next, outline what you want 
to say. After you have put your 
thoughts in a logical order, write 
your manuscript using your outline 
as your guide. If what you have writ­
ten is ten pages or less (double 
spaced), send it to me for considera­
tion. (If your paper is longer, you 
may want to consider submitting it 
for publication as a main article, and 
in that case your manuscript should 
be sent to Dr. Poland Madison, As­
sociate Editor, of The Woman CPA.) 
I hope to begin receiving articles 
from you soon. Ω
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Theory and Practice

Implementation Issues 
In Accounting for 
Software Costs
By Michael T. Dugan
Editor: Karen L. Hooks, The Canadian Institute of Chartered 

Accountants, Toronto, Ontario, Canada M5S 2Y2

It seems that 

difficulties may arise in 
the situation where a 
firm incurs costs 
subsequent to the 
establishment of the 
technological feasibility 
of a given software 
product, and those costs 
cannot be specifically 
identified with that 
product or other 
software products in the 
firm’s mix.

In August 1985, the Financial Ac­
counting Standards Board (FASB) 
issued Statement No. 86, “Account­
ing for the Costs of Computer Soft­
ware to Be Sold, Leased, or Other­
wise Marketed.” The Statement re­
quires that all costs that are incurred 
to establish the technological feasi­
bility of a software product be ex­
pensed as incurred. The logic under­
lying this standard is that such costs 
are R&D expenditures, which need 
to be expensed as incurred per re­
quirements of FASB Statement No. 
2. In addition, once the “technologi­

cal feasibility” of the product as 
defined by the Board has been estab­
lished, any software production costs 
that are incurred should be capital­
ized and amortized to income on a 
product-by-product basis.

The purpose of this article is to 
discuss what this author perceives 
to be some of the implementation 
problems that might arise in the 
application of the requirements of 
Statement No. 86 in actual settings. 
Included will be a discussion of sev­
eral potential implementation prob­
lems that are of interest from both 
conceptual and practical perspec­
tives.
Amortization of Capitalized 
Software Costs

Paragraph 8 of the Statement re­
quires that those software costs that 
are properly capitalized be amor­
tized on a product-by-product basis. 
It seems that difficulties may arise in 
the situation where a firm incurs 
costs subsequent to the establish­
ment of the technological feasibility 
of a given software product, and 
those costs cannot be specifically 
identified with that product or other 
software products in the firm’s mix. 
In essence, these costs are joint 
costs. For example, suppose a firm 
wished to develop accounting soft­
ware packages. Further, suppose 
that the first product it developed for 
which technological feasibility has 
been established is a general ledger 

package. How would any subsequent 
costs incurred to facilitate the devel­
opment of interface between the 
general ledger package and other 
related packages (an accounts re­
ceivable subsidiary ledger system 
and a payroll system, for example) 
be allocated? It would seem that 
such a joint cost would need to be 
allocated arbitrarily between the 
general ledger package and the other 
related packages since Statement 
86 requires that amortization be per­
formed on a product-by-product 
basis.

One way around this problem 
might be to define the cost objective 
(product) more broadly. The joint 
cost allocation issue arises in the 
example because the cost objective 
is narrowly defined as each individ­
ual application package. However, if 
the cost objective were to be more 
broadly defined as the set of indi­
vidual packages (i.e., the general 
ledger system, the accounts receiv­
able subsidiary ledger system, the 
payroll system, etc., all combined), 
then the joint cost problem would 
not arise since all costs would be 
allocated to a single cost objective.

Despite these benefits, defining 
the cost objective more broadly 
introduces some additional imple­
mentation questions. For example, 
suppose establishment of the tech­
nological feasibility of individual 
packages contained within a broadly 
defined cost objective occurs at dif­
ferent points in time. AICPA Issues 
Paper states that:

. . . for many products, techno­
logical feasibility can be estab­
lished earlier in the process, for 
example, when the product 
does not differ significantly 
from existing products. For 
other products, the establish­
ment of technological feasibil­
ity may require completion of 
some construction activities to 
resolve uncertainties inherent 
in the product [p. 19].

To what extent would these timing 
differences in the establishment of 
technological feasibility affect the 
allocation and subsequent amorti­
zation of such costs? These issues 
will need to be considered in some 
detail both by companies that need 
to apply the Statement and by audi­
tors who need to assess the extent of 
their clients’ compliance with the 
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provisions of the Statement.
Computation of Periodic 
Amortization

Paragraph 8 of the Statement re­
quires that “the annual amortization 
[of capitalized software costs] shall 
be the greater of the amount com­
puted using (a) the ratio that current 
gross revenues for a product bear to 
the total of current and anticipated 
future gross revenues for that prod­
uct or (b) the straight-line method 
over the remaining estimated eco­
nomic life of the product including 
the period being reported on.” This 
author is intrigued by the Board’s 
adopting a variant of a “revenue 
contributions” approach (or “reve­
nue ratio” approach) as the basis for 
amortization of these capitalized 
software costs. The FASB has pre­
viously applied this “revenue con­
tributions” approach to amortization 
of motion picture film costs in its 
Statement No. 53, “Financial Report­
ing by Producersand Distributors of 
Motion Picture Films.” It might be 
argued that the development and 
construction of software is not an 
activity comparable to the develop­
ment and production of motion pic­
ture films. Whether the lack of com­
monality between the two types of 
activities should necessarily dictate 
different methods of amortization is 
an issue open to debate. However, 
given its required use within the 
provisions of Statement 86, it is im­
portant to note that this “revenue 
contributions” approach to amorti­
zation does pose additional imple­
mentation questions.

For example, just how reliable can 
or will be the estimates of antici­
pated future gross revenues over the 
remaining estimated economic life 
of the product? It would appear to 
be a difficult task to estimate the 
remaining economic life of a soft­
ware product and an even more dif­
ficult undertaking to determine an­
ticipated future revenues for a prod­
uct. There are many factors that 
affect the marketability of a software 
product, some of which not only are 
beyond the control of the firm, but 
also are unable to be anticipated 
because of the rapidity of changes 
in technology and other factors in 
the industry. For example, the CP/M 
operating system’s marketability was 
significantly adversely affected by 
IBM’s decision to integrate Micro­

soft’s DOS operating system into its 
personal computer systems. In addi­
tion, there may be instances where a 
firm will develop and market a suc­
cessful software product and sub­
sequently develop an upgraded, yet 
comparable, product whose sales 
cannibalize those of the original 
product. It would seem to be difficult 
to anticipate the occurrence and/or 
the extent of such cannibalization. 
All of these factors would affect the 
uncertainty surrounding the estima­
tion of anticipated gross revenues 
and remaining economic lives of 
software products.

Another set of issues of relevance 
in the implementation of the State­
ment is whether construction of the 
software product is a development 
activity and how this determination 
affects the establishment of its tech­
nological feasibility. According to 
Statement No. 86, if the process of 
creating the product in question in­
cludes a detail program design, then 
its technological feasibility is gen­
erally deemed to be established 
when this detail program design has 
been completed. In such a circum­
stance, construction of the working 
model is not a development activity, 
and the related costs would be capi­
talized.

If the process of creating the soft­
ware product in question does not 
include a detail program design, 
then, per Statement No. 86, its tech­
nological feasibility is not deemed 
to be established until the working 
model of the software product has 
been completed. In such a situation, 
construction of the working model 
would be construed as a develop­
ment activity, and the related costs 
would be expensed as incurred per 
the requirement of FASB Statement 
No. 2.

In assessing the reasonableness 
of the FASB’s conclusions, one must 
examine the definition of develop­
ment activities offered in FASB State­
ment No. 2:

Development is the translation 
of research findings or other 
knowledge into a plan or design 
for a new product or process or 
for a significant improvement 
to an existing product or pro­
cess whether intended for sale 
or use. It includes the concep­
tual formulation, design, and 
testing of product alternatives, 

construction of prototypes, and 
operation of pilot plants [8].
(Emphasis added by author.)
There are those who would argue 

that this definition unequivocally 
supports the contention that con­
struction of a working model (proto­
type) is a development activity. There 
are others who would argue that a 
preliminary working version of a 
software package is not a prototype 
in the traditional sense of the word.

Conclusion
The purpose of this article is to 

address some of the implementation 
issues that may arise in the applica­
tion of FASB Statement No. 86. It is 
hoped that the discussion of these 
issues will stimulate additional 
thought about the proper implemen­
tation of the provisions of the 
Statement. Ω

Michael T. Dugan, DBA, CPA (Loui­
siana), is currently an Assistant Pro­
fessor of Accountancy in the School 
of Accountancy at the University of 
Alabama. Dr. Dugan has had pro­
fessional experience at Price Water­
house & Co. and has previously 
taught at the University of New Or­
leans. He has had papers published 
in Auditing: A Journal of Practice 
and Theory and Journal of Business 
Finance and Accounting.

The Woman CPA, April, 1987/27



Money — How Much 
Are You Worth?
By S. Jeanne Orr

This two-part article reprinted with 
permission of the Orange County 
Chapter, American Society of Women 
Accountants, Coast Communicator, 
February 1987, and March 1987.

Category
All 

Areas
San 

Diego
Orange 
County

Citrus 
Belt

Los Angeles/ 
Long Beach

Starting salaries new full-time 
professional with degree and less 
than one year's experience 
Percent

over $2,000 1.77 0.00 2.22 0.00 2.48
$1,700 to $1,999 9.61 2.70 12.22 4.76 12.41
$1,500 to $1,699 14.92 9.46 10.00 23.81 14.89
$1,300 to $1,499 8.18 22.97 4.44 19.05 4.96
Less than $1,300 3.43 4.05 2.22 0.00 1.77
None Hired 62.09 60.82 68.90 52.38 63.49

Starting salaries for CPAs with a 
degree and a minimum of 3 
years experience

over $3,200 2.35 1.35 2.33 0.00 2.12
$2,900 to $3,199 1.79 0.00 2.33 4.76 3.19
$2,600 to $2,899 2.80 2.70 0.00 4.76 4.26
$2,300 to $2,599 6.94 8.11 3.49 4.76 7.81
$2,100 to $2,299 3.47 4.05 1.16 0.00 2.84
$1,700 to $2,099 5.26 10.81 4.65 9.52 1.77
Less than $1,700 0.45 1.35 0.00 0.00 0.00
None Hired 76.94 71.63 86.04 76.20 78.01

Average “mean” 
net income 
for owners

For Small 
(< $100,000 fees) 
Individual Calif. 

Practice

$34,291

For Small 
(< $350,000 fees) 
Multi-Owner Calif. 

Practice

$48,137

For Medium 
(< $350-$900,000) 
Multi-Owner Calif.

Practice

$57,453

PART ONE
How many of you feel that you’re 

earning your fair share of compen­
sation? Have you set salary goals for 
yourselves and then checked to see 
if you’ve met them?

Setting the goals may not be so 
easy, since accounting firms usually 
try to be very confidential about 
compensation issues. It seems the 
only salaries you hear about are 
those offered by “Big 8” firms for 
entry level, top of the line, straight-A 
Harvard MBAs, which may not apply 
to you or me.

There are other sources to check:
1. Employment agencies, although 

my experience tells me they’re 
usually on the high side. (We 
welcome rebuttals, you chapter 
members from employment 
agencies.)

2. The California Society of CPA’s 
Management of an Accounting 
Practice survey. For your infor­
mation, following is some perti­
nent salary or earnings data from 
the 1986 survey:

(Ed. Note: Not all cities shown)

We wouldn’t want to distort any 
conclusions one may draw from the 
above, but note that the highest % 
besides “None Hired” for Orange 
Country in both categories gives an 
almost identical salary range. Addi­
tional information from the CSCPA 
Survey was extracted as follows:

3. Firm hourly billing rate policy as 
a multiple of compensation. Often 
firms use a “rule of thumb” such 
as 2½ times to 3 times salary per 
hour or 2% of monthly salary.

4. Other salary surveys. AWSCPA 
published one a couple of years 
ago which I found quite depress­
ing for working womankind. (Al­
though, if women accountants 
really made so little, I should 
have been proud of my own ac­
complishments.) Check with local 
professional organizations.

I would strongly encourage you 
not to discuss salaries with co­
workers. First, it’s usually against 
company policy and second, it may 
cause hard feelings or discontent 
either from you or the co-worker 
sharing the information.

These are just a few comparison 
sources, usually defined by number 
of years “on the job.” Many other
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factors should also be considered, 
such as quality of experience, level 
of responsibility, client “P.R.” skills, 
ability to enhance firm profitability, 
etc.

PART TWO
Seven years ago was the last time I 

had to ask for a raise. It may seem 
like ages ago, but it was a real turn­
ing point for me in my life-long 
search for self-confidence, thus I 
have not forgotten any of the details.

The CPA firm I worked for as an 
audit supervisor was quite progres­
sive and had emphasized since day 
one that neither salary nor position 
in the firm was based on seniority. 
Therefore, when it was time for my 
third annual salary review, after hav­
ing supervised six major concurrent 
audit engagements with as many 
different in-charge accountants, 
brought a good-sized quality client 
into the firm, met all my goals from 
my previous review and worked 
enough Sundays to make me sacri­
legious, I WAS READY.

As women often do, I prepared 
myself endlessly with research and 
salary surveys and decided to go 
way on the high side. I rehearsed 
what I was going to say and, of 
course, when I said it, I got the hug­
est closed-mouth stare you can 
imagine from the audit partner. He 
argued that 3-4 year people at Alex­
ander Grant didn’t get that much. 
And I said, great, because I’m sure I 
have way more responsibility than a 
3-4 year person at Alexander Grant. 
It went on and on. We took a 24-hour 
recess before we finally decided to 
take it up with the managing partner. 
After another marathon session and 
another night’s sleep on it, they 
asked me if I was sure I wouldn’t be 
happy with anything less. I con­
firmed. They complied. I was happy.

Since I’ve been a partner at Orr 
and Beck and have been on the 
other side of the salary-setting pro­
cess, I’ve made a few observations 
regarding the subject matter. First, 
the salary I was asking for way back 
then wasn’t so out of line.

Let me preface my second obser­
vation with a couple of statistics as 
food for thought: The Orange County 
Register two weeks ago reported 
that women still earn 64% of what 
men earn. They did not define any 
category of professionals or execu­
tives, but were very general in re-

AWSCPA
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President (elected March 15, 1986 for 
term starting July 1, 1987)

Varley M. Simons
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porting the statistic. The Wall Street 
Journal recently reported that sur­
veys of corporate officers indicate 
that men earn an average of $215,000 
a year, compared to $116,810 for 
women, even though they put in the 
same 55-hour weeks. OK, OK, we all 
know by now that women are paid 
less than men across the board. (No 
one ever specifically identifies ac­
counting firms, but why should they 
be any different?)

So, my second observation is that 
not only are profit-motivated em­
ployers seeking to pay less for an 
equally-qualified candidate, the 
equally-qualified candidate must be 
willing to accept less. That is to say, 
women seem to ask for less. WHY??? 
I don’t have an answer, but I do have 
a few speculations:

• Women’s lack of confidence or 
self-esteem, which contributes to 
an inability to first of all know 
what they deserve, and secondly, 
an inability to market themselves 
properly or fight for it.

• (I HATE this one) Women’s lack of 
need. Perhaps their husbands are 
earning a substantial amount, so 
there is not a real hunger expe­
rience (hunger can mean as in “I 
hunger for a 300ZX”). Another 
quote from the “Wall Street” re­
garding a study of pay percep­
tions: “Employed wives feel less

ASWA
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President (elected April 25, 1986 for term
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President-elect (President 1988-89)
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Secretary
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underpaid the more their hus­
bands earn. This reflects the tra­
ditional view that the husband 
should be the principal bread­
winner, Prof. Mirowsky suggests.” 

• (I HATE this one even more) Hus­
band’s discontentment with wife 
earning more. Again from the Wall 
Street, “having a wife earn more 
can be a problem that some male 
workers — especially older ones 
— may find difficult to abide ... a 
wife’s pay can be a serious prob­
lem that might very well be an 
important criterion in whether the 
husband should be hired.”

• Different priorities between men 
and women. I believe women 
generally care more about work­
ing in a comfortable environment, 
doing good technical, challeng­
ing work vs. being in a high-stress, 
higher-paying environment.

I would like to see women asking 
for comparable pay. We’ve got to be 
convinced it’s the right thing to do; 
we have to know what comparable 
pay is; and we have to develop that 
fighting spirit!

Look around . . . forget about 
seniority... review your performance 
. . . emphasize your successes . . . 
determine how the firm will be more 
profitable by paying you well . . . GO 
FOR IT! Ω

S. Jeanne Orr
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REVIEWS
Editor:
Jewell Lewis Shane, CPA 
Lewis-Shane CPA 
Cincinnati, OH 45202

Commit to Quality by Patrick L. 
Townsend with Joan E. Gebhardt, 
John Wiley & Sons, Inc., New 
York, 1986, 189 pp., $19.95.

Many books have been written on 
achieving quality in industrial organ­
izations, but Patrick Townsend’s 
Commit to Quality is unique in its 
focus on the service organization. 
Tom Peters, well-known co-author 
of In Search of Excellence, says in 
the “Foreword” that Commit to Qual­
ity “is to my knowledge the sole 
analysis which deals specifically and 
exclusively with a service industry.”

“The good news,” writes Town­
send, “is that not only is it possible to 
achieve quality in a service industry, 
it is also possible to measure it.”

Although one can easily become 
entangled in the look-alike titles used 
to describe the teams and process, 
Commit to Quality is an exciting 
account of how quality is being 
achieved and measured by The Paul 
Revere Insurance Company of 
Worcester, Massachusetts, through 
a process it calIs “Quality Has Value.”

Formally launched on Friday, Jan­
uary 13, 1984, The Paul Revere’s 
Quality Has Value process gener­
ated annualized savings of $3,250,000 
in 1984 and $7,459,531 in 1985.

Quality for The Paul Revere, how­
ever, means more than the bottom 
line. “Quality in Fact” and “Quality in 
Perception” were identified as two 
distinct types of quality. The com­
pany’s objective was not just su­
perior service, or Quality in Fact; 
The Paul Revere recognized the need 
for the customer to perceive and be­
lieve its service to be superior. The 
company labels this latter concept 
Quality in Perception.

“Customer” as defined by The 
Paul Revere Company means any 
person to whom a service is pro­
vided. This includes the ultimate 
user of the company’s services, but 

it also includes the user of any ser­
vice within the organization. “If each 
person in the linked chain of quality 
treats the next person as a valued 
customer, the inevitable result is 
quality, in both senses of the word,” 
contends Townsend.

The Paul Revere was not a strug­
gling organization groping for sur­
vival when it instituted its Quality 
Has Value process. It was a success­
ful, profitable company, seeking “to 
better its competitive position and to 
build the morale of its employees.”

The Quality Team approach ap­
parently grew out of the idea of the 
well-known “quality circle” concept 
developed in Japan and adopted by 
industries in this country; however, 
Townsend clearly believes the Qual­
ity Team approach to be superior 
and devotes considerable space to 
distinguishing between and compar­
ing the two.

The Quality Has Value process 
uses a non-voluntary approach. 
(From its inception at The Paul 
Revere, everyone — from the presi­
dent to the most recently hired em­
ployee — became a member of a 
Quality Team.) These teams have 
not only the capability of identifying 
areas they feel need change but the 
authority to make the needed change 
as long as it meets the goal of Qual­
ity in Fact or Quality in Perception. 
All employees can be involved in the 
decision-making process. This was 
a revolutionary approach for The 
Paul Revere but one Townsend be­
lieves to be essential to the success 
of the quality process.

To alleviate fears of loss of em­
ployment, management assured em­
ployees from the start that no one 
would be terminated because of the 
quality process. (If a job is elimi­
nated, the employee will be offered 
another job “at the same or higher 
level within the company.”)

The enthusiastic involvement of 
the employees is inspiring. They are 
encouraged to use their knowledge 
and talents to better the services and 
the working environment of The Paul 
Revere and then are rewarded for 
doing so through awards, recogni­
tion, and celebrations.

Patrick Townsend was hired by 
The Paul Revere as “Manager — 
Organization Development”and be­
came director of Quality Team Cen­
tral, a key role in the Quality Has 
Value process.

Townsend has a comprehensive 
understanding of Maslow’s hierarchy 
of needs. He recognizes that people 
are reaching upward to higher levels 
of needs, but he also realizes that 
the lower levels of needs must be 
met. Using this knowledge, he and 
his team designed a varied and flex­
ible plan of awards and recognition 
to express gratitude and, at the same 
time, to motivate employees. . . As 
long as a company insists on includ­
ing human beings on its payroll,” he 
says, “saying thank you will be 
necessary if superior performance 
is to be sustained .... For some, the 
thank you will be heard in the gift; 
for some, it will come in the presen­
tation of the gift; and, for still others, 
it will come in the publicity announc­
ing the award of the gift.”

The spectrum of rewards ranges 
from gold awards to a plaque which 
entitles the recipient to park in the 
parking area closest to the building 
— an especially prized award during 
the winter months. Bronze, silver, 
and gold awards are given to team 
members when they reach prede­
termined goals based upon the 
number of ideas actually imple­
mented. Participation ran so high 
during the first year that new goals 
were set for “Double Gold Teams,” 
and before the year ended one team 
reached “Triple Gold Team” status.

But could this momentum be main­
tained? In 1985, the second year of 
Quality Has Value, not one, but 12 
teams became “Triple Gold Teams.” 
More awards were added until finally 
one team earned “Septuple Gold 
Team” status. Townsend’s enthusi­
asm is so contagious that one wants 
to ask, “How are we doing in 1986, 
Pat?” For the long-term, however, 
the question of whether the momen­
tum can be maintained waits to be 
answered.

In two years, The Paul Revere has 
become “a strong company, a better 
place to work” because of the Qual­
ity Has Value process. The company 
has increased profits, and it has 
accepted, utilized, appreciated, and 
rewarded the ideas and talents of its 
employees. It is exciting to visualize 
the newself-worth and higher visions 
and goals that have resulted.

Commit to Quality is written about 
a service organization, but it is rele­
vant for all organizations. It is writ­
ten by someone who clearly under­
stands and believes in the Quality 
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Has Value process — a process the 
author believes to be adaptable to 
any organization willing to make the 
commitment.

Tom Peters says of Commit to 
Quality: “Read it for its philosophy, 
read it for its practicality, and then 
get on with it.”

Gaylah R. Cantrell

Information Technology and the 
Accountant by J.G. Carr, Gower 
Publishing Company Limited, 
Gower House, Croft Road, Aider­
shot, Hants GU 11 3 H R, England, 
1985, $89.95.

Information Technology and the 
Accountant presents the results of 
the twelve-month Information Tech­
nology Accountancy Study jointly 
sponsored by the Chartered Asso­
ciation of Certified Public Accoun­
tants and the Department of Trade 
and Industry in Great Britain. Al­
though the study was conducted in 
Great Britain, its observations can 
be applied equally well to situations 
in the United States.

The study sets out to examine the 
effect of information technology on 
such issues as:

• The role of the accountant, both 
in the present and in the future

• Emerging opportunities for ac­
countants

• Changing employment patterns
• Implications for professional 

education and skills training
The study consists of an analysis 

of current technology, case studies 
of leading organizations and a broad­
based survey of individual accoun­
tants. The existing scene is thor­
oughly explored through these 
means, and ways of adapting to 
change are presented.

The data developed by the study 
teams has been organized under 
three main topics: Organizational 
Studies, Membership Survey, and 
the Technological Future.
Organization Studies

Case studies are used to investi­
gate the extent to which different 
industries are utilizing modern com­
puter technology to enhance the 
efficiency and productivity of office 
procedures.

According to the study, one of the 
most interesting trends in employ­

ment patterns in the 20th century is 
the rise in the number of information 
workers. Information workers are 
“those whose primary occupational 
task is the production, processing, 
or distribution of information or the 
infrastructure support for those 
tasks.” Information workers are 
generally known as “office workers.” 
Although the number of office work­
ers has continued to rise, it appears 
that very little evidence of any signif­
icant improvement in office produc­
tivity can be discerned. The team 
concludes that to remain competi­
tive, companies must bring the 
growth of office staff under control. 
It is believed that providing more 
information technology support will 
result in increased office productiv­
ity and fewer employees.
Membership Survey

As part of the study, a postal sur­
vey of 344 Certified Accountants, 
representing every section of the 
profession, was conducted. In this 
section of the book, the results of 
the survey are presented in a series 
of tables in statistical fashion. In 
addition, this section examines how 
effectively accountants in all areas 
of the profession are dealing with 
the information technology revolu­
tion and how the accountant envi­
sions his role and function in the 
1990’s.

The membership survey revealed 
that while accountants recognized 
the importance of an understanding 
of information technology in their 
work, only 49% felt their current 
understanding of computer hard­
ware to be sufficient. The difficulty 
of obtaining the necessary knowl­
edge and skills was emphasized by 
survey participants, and this re­
sponse indicated that programs to 
provide education and training in 
these new areas are of critical im­
portance. Recently-trained accoun­
tants already have, and will continue 
to have, a real advantage over older 
accountants in this area.

The Technological Future
This section of the study exam­

ines the future technological scene 
in terms of hardware, software, appli­
cations and patterns of implemen­
tation. Along these lines, among 
the more interesting conclusions 
reached by the study team are the 
following:

1. Presently, almost 50% of the

British workforce can be cate­
gorized as “information work­
ers.” By providing information 
workers with more information 
technology, it should be possi­
ble to quadruple office produc­
tivity by the 1990’s.

2. Since the typical accountant 
spends 81% of his/her time on 
information-related activities, 
gains in productivity of up to 
18% for professionals using in­
formation technology have 
been predicted.

3. The following trends will con­
tinue to grow in importance:
a. Price/performance ratio of 

equipment will continue to 
improve. Hardware will be­
come more compact and re­
liable. Software will be easier 
to use.

b. Personal computers will pro­
liferate, and the level of com­
puter skills in the general 
population will continue to 
rise.

c. Improvement and expansion 
of communication facilities 
will lead to more flexible 
working arrangements, in­
cluding the possibility of 
working from the home.

This study provides a useful over­
view of the relationship between the 
accountant and information tech­
nology. While industry is beginning 
to understand and profit from the 
enormous potential of the technol­
ogy, many individual practitioners 
are lagging behind. Obtaining the 
necessary education and skills is 
crucial for older members of the pro­
fession, for a new class of profes­
sional accountants is emerging. 
These “systems accountants” com­
bine accounting and computing 
skills, and their services are already 
much in demand. The study is im­
portant reading for those who are 
seeking to understand the current 
situation and attempting to prepare 
for the future.

An abridged version of the study, 
Information Technology and the 
Accountant — Summary and Con­
clusions, has been published in 
paperback form for those who find 
this format more convenient.

Susan S. Ebersole
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Manuscript Guidelines

Content
Articles should be relevant to the 

field of accounting with focus on 
accounting theory and practice, tax 
theory and practice, auditing, and 
other specialized areas related to 
accounting. Most of the articles 
should be of broad interest to ac­
countants in public practice, indus­
try, government, education and other 
fields, although some may relate to 
specific industries or techniques.

Wanted are more articles of a prac­
tical nature that offer guidance in 
complex situations, or help resolve 
questions arising in practice or offer 
insight to hidden problems. Articles 
should be of immediate interest or 
applicability although some space is 
dedicated to theoretical discussions.

Format
All manuscripts should be typed 

on one side of 8½" x 11” paper and 
be double-spaced, except for in­
dented quotations, footnotes, and 
references. As a general rule, manu­
scripts should be as concise as the 
subject and research method per­
mit. Margins should be at least one 
inch to facilitate editing.

The cover page should contain 
the title and author’s name.

When not in lists, numbers from 
one through ten should be spelled 
out, except where decimals are used. 
All others should be written numeri­
cally. The manuscript should be 
written in third person and in non­
sexist language. Articles by one 
author should not employ the edito­
rial “we.”

A helpful guide to usage and style 
is The Elements of Style by William 
Strunk, Jr., and E. B. White. It is pub­
lished in paperback by Macmillan 
Publishing Co., Inc.

Length
Manuscripts of 2,000 to 3,000 

words (eight to twelve typed pages) 
and no more than two tables are a 
good length. However, manuscripts 
should not exceed 4,000 words ex­
clusive of tables or other illustrative 
material.
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Headings
All headings should be flush left 

with the margin, with initial capital 
letters. Subheadings should be 
placed flush left with the margin, 
and underscored, with initial capital 
letters. If third-level headings are 
necessary, they should be indented 
the same as a paragraph indent, 
underscored, with only the initial let­
ter of the first word capitalized, and 
followed by a period with the text 
following immediately.

Tables and Figures
Each table and figure should 

appear on a separate page and bear 
an arabic number and a title. A ref­
erence should appear in the text for 
each table or figure.

Literature Citations
Footnotes should not be used for 

literature citations. Instead, the work 
should be cited by the author’s name 
and year of publication in the body 
of the text in square brackets, e.g., 
[Armstrong, 1977]; [Sprouse and 
Moonitz, 1962, p. 2]; [Hendriksen, 
1973a]. Citations to institutional 
works should employ acronyms or 
short titles, where practical, e.g., 
[AAA ASOBAT, 1966]; [AICPA Cohen 
Commission Report, 1977]; [APB 
Opinion No. 15]; [SFAS No.5]; [ASR 
No. 191]. If an author’s name is men­
tioned in the text, it need not be 
repeated in the citation, e.g., “Arm­
strong [1977, p. 40] says . . .”

If a reference has more than three 
authors, only the first name and et 
al. should appear in the citation. In 
the list of references, however, all of 
the names must be shown. As indi­
cated in the Hendriksen citation, 
above, the suffix, a, b, etc., should 
follow the year when the reference 
list contains more than one work 
published by an author in a single 
year.

When the manuscript refers to stat­
utes, legal treatises or court cases, 
citations acceptable in law reviews 
should be used.

Footnotes
Textual footnotes should be used 

for definitions and explanations 
whose inclusion in the body of the 
manuscript might disrupt the read­
ing continuity.

Numerous footnotes and citations 
do not necessarily make for a better 

article and are not an indication of 
thorough research.

Reference List
When the manuscript cites other 

literature, a list of references to fol­
low the text must be included. Each 
entry should contain all the data 
necessary for identification. The en­
tries should be arranged in alpha­
betical order according to the sur­
name of the first author. Institutions 
under whose auspices one or more 
works without authors have been 
published should also be shown in 
alphabetical order. Multiple works 
by the same author(s) should be 
listed in chronological order of pub­
lication. Samples of entries are:
American Accounting Association, Com­

mittee to prepare a Statement of Basic 
Accounting Theory, A Statement of 
Basic Accounting Theory (1966).

American Institute of Certified Public 
Accountants, Report of the Study on 
Establishment of Accounting Princi­
ples, Establishing Accounting Prin­
ciples (1972).

Sprouse, R.T., “Accounting for What- 
You-May-Call-lts,” Journal of Accoun­
tancy (August 1966), pp. 45-54.

Submission of Manuscripts
Three copies of each manuscript 

should be submitted. Manuscripts 
should not be submitted elsewhere. 
Previously published materials 
should not be submitted.

Manuscripts should be sent to the 
Associate Editor, Manuscripts, as 
listed on the table of contents of 
each issue.

All persons submitting manu­
scripts will receive a letter of ac­
knowledgement. Manuscripts are 
blind refereed and the process takes 
one to two months. Authors will be 
notified concerning acceptance, 
recommended revision, or rejection 
of their manuscripts. Manuscripts 
will not be returned unless pre­
addressed, stamped envelopes ac­
company the submissions.

Acceptance rate is approximately 
thirty percent. The author(s) of an 
accepted manuscript will be asked 
to sign a “permission to publish” 
form.

The author(s) should include a 
brief biographical sketch (60 words 
or less) in paragraph form. See any 
issue for format. And, please, include 
your complete address and tele­
phone number.
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the benefits of McBee one-write 
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more work. But more business, too. 
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“In our suit-happy society, checking references for the 
real meaning is as difficult an art as writing them. No 
service booklet could be more valuable than this. ”

Malcolm S. Forbes, Chairman, Forbes Magazine

“Any business person who doesn’t read this booklet 
carefully is missing a wealth of practical information. ”
Martin Edelston, Publisher, Boardroom Reports 
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