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How to
control the m

If you've always found foreign affaizs less than intriguing, get ready. Now there's an international payment system
that gives you what you've always wanted —
vorld control.
Because it's part paper, there's an audit trail for quick
traceability and a tangible record of every paynent made.
Because it's electronically supported,' transactions,
status inquiries and stop payments can occur at :the speed of light.
The system is WorldLink. And it lets you do things
you never imagined possible.
You can issue checks in the world's major trading
currencies without leaving your office. You car1, easily pay
overseas vendors in their own currencies and rf','duce your FX
exposure. You can even use the WorldLinl< PCBsoftware to
significantly reduce transaction errors and che( k issuance time.
And that's just part of the story
If all this makesyou wonder
how
you ever lived without the WorldLink
system,
stop wondering. Call Gerald Gualano at
Citicorp
Services Inc., at 1(312) 380 -5215.

Tell him you want the world on a string.
Abetter way to move money around the world.CITICORP 6 WORLDLIN(
Citicorp Services Inc. (CSI i provides remittance and other service, to and on behalf of Citicorp entities. € 1986 CSI. All rights reserved. World Link is a service mark of Citicorp.
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For your free booklet contact one of
100 Accountemps offices on three continents, or write:
Accountemps, Administrative Services Dept.,
522 Fifth Avenue, New York, NY 10036
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specializing in accounting, bookkeeping, and data processing.
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Robert N. Anthony: Creating an Accounting Framework
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By Kathy Williams
This former Harvard Business School professor codified the profession of management
accounting and for 46 years has been one of the field's leading developers. Not limiting
himself to the classroom, he also has excelled in government, consulting, writing, and
community service. Now he's tackling standards setting. He has developed his own conceptual framework for financial accounting and is trying to sell it to the profession.
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Have you ever been perplexed by the unexpected disappearance of corporate profits because of an unexpected inventory reconciliation? Here are some suggestions to correct
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Controllers

The Many Roles of the Plant Controller

38

By John F. Kokula
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Because many FSCs sell products manufactured by related entities, the issue of transfer
prices is very critical when determining the FSC's tax liability. By using the decision table
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Finance

What You Should Know About Repos
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By Daniel L. Kovlak
The well - publicized collapse of government securities dealers like ESM Government Securities sounds a loud warning for potential investors. What are the risks involved in repurchase agreements and what is being done to prevent future investor losses?
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Progress and Prudence
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Social and business organizations evidence life cycles of an almost
biologic nature. There are periods when they thrust forward boldly
and bravely. At other times they become more prudent and passive
and appear to be gathering strength for the next thrust.
The investment community has learned to seek out the companies that are currently energized. Usually, therefore, the appearance of excitement tends to raise stock price even when the basic
business fundamentals have shown little change. In a so mewhat
similar way, professional associations can expect to grow when new
projects are started and new enthusiasms are released. Only at this
time can they expect their membership rosters to expand significantly and their professional reputations to reach new pinnacles.
The more dormant period of the business life cycle seems to emphasize approaches like product pruning, improved cost control,
an d staff reo rgan izatio n . Des p ite a n o t ic eab le reduction in exposures related to innovative risk taking, the market valuation of the
company often tends to decrease even though other performance
measures remain unchanged. In the life of an association, this period o f p rud en ce u s ual l y l ead s to an emp hasi s on organi zati on
changes, balanced budgets, and the wrapping up of projects of
m argina l u t ility . Ho w eve r, th e d o r m an t tim e n ee d no t n ece ssar ily be
limited to retrenchment; often it is very profitably used for a searchin g r e a p p r ais a l a n d t h e s ele ct io n o f n e w p a th s .

The cycle of progress and prudence is easily observable in many
situations but even when not openly perceived it is still an inherent
force. It is important, therefore, to recognize the phase that the environmental cycle is in an d to appropri ately harness the related
power. Consider the following aspects.Timing —Each phase of the cycle can lead to good things. But the
gre at es t go o d w ill b e ac h iev ed w h en t h e p ro gr am s of th e pe riod a re
in harmony w ith the cycle. W hen they are not, there will be unneces s a r y op p o sitio n fro m an aly s ts an d critics an d limitations of re-

source that will inhibit achievement.
Leadership — Depending on the cycle phase, it is preferable to
have a leader who is attracted to new ways and new ideas or one
who is rigorous in analysis and tasking. Even a good man can become frustrated when his personal approach is in opposition to the
tr end Of t he C yc le .

Financing —A forward - thrusting program inevitably demands flnancial support. Unfortunately, most new programs generate funds
at their ending rather than at their beginning. Pru den ce uses t he
dormant period to build support and capacity for the growth period.
Attitude —There is a time to look introspectively at an organization and to ask "Is it worth doing? Is the approach right ?" Conversely, when the signs are favorable one must reach for the stars. At
those times the prevalent mood must be "Can do! Will Do!"
By nature and discipline we accountants tend to emphasize the
traits which apply to the "period of prudence." We analyze and we
assess —we seek to find the sure and certain ground. This may be
very appropriate in a business situation where the accounting view
is only one of the many influences on a decision. However , I n C OW
tributing to our professional life, we must be careful that we do not
our associations into traditional P
p ersistently P
p rogram
9
p roj� e c t s .
The changing cycle is a fact of business life. As professionals we
must learn to optimize
the virture of each phase.
However, when
e
P
choices are possible, rememb er that pat ien ce and p rud ence can
lead to survival, but it is progress and innovation that lead to glory!
HERBERT C. KHORTZ
President, 1985 -86
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Tandy 3000
The difference is power
...and affordability.
The powerful Tandy 3000 personal
computer is the affordable alternative
to the IBM® PC/AT. Here's the power

you need to manage your business,
either alone, or in a multiuser system.

Unmatched compatibility
The Tandy 3000 uses the advanced
MS -DOS®3.1 operating system. And
since the Tandy 3000 is compatible
with programs designed for the PC/
AT, as well as the PC /XT, it cuts
through today's software confusion.
Choose from literally thousands of

applications available nationwide.
And with our exclusive Express
Order Software service, you can get
some of the most powerful acco u n ting packages available. Choose from'
popular titles from Great Plains,
Real/World, BPI Systems, MAI, and
m o re. Ex p res s Ord e r b rin gs y o u th e
program s y o u wan t.

Designed for

�

}

high performance
The Tandy 3000
(25 -4001, $2599 ) operates at
twice the speed of the industry standard . It comes with 512K of main
memory and a high -capacity floppy
disk drive. And the 3000 even comes
with a serial /parallel adapter and ten
expansion slots.
Or for maximum storage capacity,
choose the Tandy 3000 HD (25 -4010,
$3599) with a built -in, 20-megabyte
hard sk drive.
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Avail able at over i 2I I i >—
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300 One Tandy Center, Fort W orth, TX 76102
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Tandy . . . Clearly Superioim
The Tandy 3000 has the power to
put you in command . Drop by your
local Radio Shack Computer Center
for a demonstration today. Or, send in
the coupon for our new Software Reference and Computer Guide.
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Opinion
Robert L. Shultis, Executive Director

Meeting Our Responsibilities
By the very definition of the word, any profession—❑whether❑it❑be❑medicine,❑the❑law,❑the❑clergy❑or❑accounting❑—has❑certain❑responsibilities
to its members and, more importantly, to society as a whole. Just how well any organization
measures up to these responsibilities is also a
measure of the quality of the organization itself_
It might be in order, therefore, to discuss a
few❑ways❑in❑which❑NAA❑—your❑organization❑—is
helping meet its professional responsibilities as
well as those of accountants in general and
management accountants in particular. These
will be recent developments only, activities of
which not all readers may be fully aware. They,
of course, represent only the latest in a long series of contributions that NAA has made to the
profession over the years.
Last fall, in response at least partially to the
investigations being conducted by Congressman John Dingell and to what some perceived
as a raising tide of well - publicized business failures and misleading and /or fraudulent financial
reporting, the profession formed a high - level,
independent commission called the National
Commission on Fraudulent Financial Reporting.
It is chaired by James Treadway, former SEC
commissioner and currently prominent Washington attorney. Its executive director is retired
Price Waterhouse partner, Dewey Arnold.
Your Executive Committee after considerable discussion agreed to have NAA join with
several other major accounting organizations to
support the work and objectives of the Commission. The question, then, was how best it
could support this work. Time was of the essence because the Commission is working on a
tight schedule. The Executive Committee felt
that our most worthwhile contribution would be
a contribution "in kind." That is, an offer to
have NAA direct and administer certain research projects on subjects that the Commission felt would be valuable to its study.
Three of these projects are now under way.
6

One, with Stephen Landekich, former NAA director of research as the principal researcher,
is studying the effect of and potential conflict
between professional and corporate codes of
ethics. A second research effort is studying
corporate write -offs. Are substantial and sometimes sudden write -offs, especially at fiscal
year -end, affecting the credibility of financial reporting and investor confidence? Lastly, a
study is being conducted by NAAer Professor
James Edwards of the University of South Carolina as to whether auditor independence is impaired, or perceived to be impaired, by the performance of substantial non -audit services by
public accounting firms.
While these projects are being undertaken
for the Commission, it is expected that NAA will
publish copies of the reports and make them
available to members. In any event, they represent an important contribution to the profession. Not our only contribution, however.
By the time this reaches you, NAA, under the
inspiration and guidance of President Herb
Knortz, will have sponsored an all -day gathering here in Montvale of representatives from
some 15 accounting organizations and organizations interested in the "product" of accountants. A major thrust of the meeting will be to
discuss ways and means of broadening the
support to and widening the communications
with❑the❑various❑standards❑-❑setting❑groups❑—the
FASB, SEC, etc. While I have no way of verifying this for sure, the meeting probably represents the broadest cross - section of accounting- related organizations ever held. Again, an
example of how, through your support, we, as
NAA members, are living up to our professional
responsibility.
The "we" in the sentence above means all
NAA members, not just those who happened to
be involved in those particular activities. Those
who participate in these functions represent all
of❑the❑members.❑Different❑activities❑—the❑Washington Briefing (see page 70), the Cost Accounting Conference, chapter meetings, testimony before public hearings, council briefings,
and❑professional❑development❑programs❑—all
help NAA respond to a variety of its professional responsibilities.
While❑not❑every❑member❑—or❑any❑one❑member❑—can❑participate❑in❑all❑these❑activities,❑there
is always room for more participation. When
thinking about NAA in the future, then, please
think about this aspect as well. Each of us carries with us these responsibilities which we
must fulfill to be full - fledged members of our
profession. NAA can, and should be, the instrument of choice to achieve this goal. Help us
make it so.
❑ '
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How to reward your to?executives
without risking your ottom Ilene*
You could load their walls with plaques. Or
you could offer something that costs even less and
is a lot more attractive. Like a benefits package
financed with PERQ from Provident Life and
Accident. PERQ is a uniquely designed corporate owned life insurance product that not only pays its
own way, but generates additional cash flow for
other corporate purposes.
Quite simply, PERQ is financed insurance
designed with ultimate efficiency. So it can be
used in a variety of corporate situations that call
for ongoing cash allocations such as — though not
exclusively — executive benefit planning.
PERQ Solves the Cash -Flow Dilemma
Through accepted tax- arbitrage borrowing
techniques and competitive interest rates paid on
cash values, PERQ eases your cash -flow dilemma.
What you end up with is a product that lets your
corporation get the most possible mileage from its
cash and cash values. So you get all the attractive

guarantees of traditional life insurance, plus a
product that responds instantly to changes in the
financial scene.
PERQ Isn't For Everyone
PERQ is unsurpassed in the way it recovers
benefit costs — but it's not designed for everyone.
However, if your company is spending, rather than
saving, on activities that require cash funding,
chances are PERQ could be for you. All it takes is
a phone call to find out. A phone call that could
save your company a bundle.
To learn more about PERQ and how it can work
in your company, write Bill Luse, National Sales
Director, Executive Compensation Plans, Provident
Life and Accident
Insurance Company, PROVIDENT
Fountain Square,
LIFE &.ACCIDENT
Chattanooga, TN
INSURANCE COMPANIES
3 7 4 0 2 , or call
615 - 75 5-1 85 7.

PERQ* is a registered trademark of Provident Companies

CHATTANOOGA, TN 37402

Circle number 8 on reply Card.

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Subcommittee Approves
`Direct Material' Draft
At its meeting on March 7, the Subcommittee
on MAP Statement Promulgation approved the
text of a proposed Statement on Management
Accounting, "Definition and Measurement of
Direct Material Cost." The draft subsequently
was circulated to members of the advisory panels and of the Management Accounting Practices Committee for comments, which will be
reviewed by the Subcommittee at its meeting
on May 23. Final approval by the MAP Committee will be sought at its meeting on June 3.
This project was undertaken because the
term "direct material cost," as used in practice,
in literature, and in litigation has a wide variety
of meanings. Unless the intended meaning in a
given context is clear, confusion is likely to result. The Statement is expected to provide a
conceptual definition of direct material costs
that, in the absence of a specified alternative,
should be understood as the meaning of the
term.

IFAC Head Stresses Management
Accountants' Role in Harmonization
At a meeting of the Australian Accountants
Centenary Congress, the president of the International Federation of Accountants (IFAC),
Robert L. May, told the group that the job of
international harmonization is huge, necessary,
and a task for every accountant. He said that
accountants in public practice cannot do the
job alone; if they fail, all accountants suffer.
Mr. May noted that preparers also want harmonization. "The time and expense of having
to adjust data that have been compiled in accordance with different national laws or different standards is looked on with distaste by
those who are uncomfortable with waste," he
8

said. Mr. May acknowledged that there are
good reasons why accounting practices around
the world are different, but there are no good
reasons why harmonization cannot at least reconcile most of the major differences. In his
words, "Investors pay little attention to national
boundaries and national cultures and have little
reverence for the differences that mark the history and traditions of accounting. How can we
alone not achieve harmonization?"
Again Mr. May; "By tradition accountants in
public practice have always taken the lead in
setting professional standards and, by extension, in trying to bring about international harmonization. But I'm convinced that this relative
exclusion of management accountants from
our standard- setting deliberations and from our
efforts at harmonization has been an error.
When it comes to harmonization, we're all in
this together,"

GASB Issues 2nd Statement
According to Statement No. 2 issued by the
Governmental Accounting Standards Board,
employers using governmental fund accounting
must display Internal Revenue Code Section
457 deferred compensation plan balances in
an agency fund of the employer that has legal
access to the resources. "Financial Reporting
of Deferred Compensation Plans Adopted under the Provisions of Internal Revenue Code
Section 457" requires this treatment whether
the assets are held by the employer, a public
employee retirement system, a nongovernmental third party, or another governmental entity
under a multiple - jurisdiction plan. Governmental public utilities and public authorities should
report the liability in the balance sheet with a
corresponding designated asset.
GASB Statement No. 2 is effective for financial statements covering periods ending after
December 15, 1986, with earlier application encouraged. To obtain a copy of the Statement,
contact Order Department, Governmental Accounting Standards Board, High Ridge Park,
P.O. Box 3821, Stamford, Conn. 06905 -0821.

Fraud Commission Completes Board
The National Commission on Fraudulent Financial Reporting has completed its appointments
to the 12- person Advisory Board. Members of
the Board are: Donald W. Baker, CMA, South wire Co. (and Chairman of NAA's Committee
on Research); William G. Bishop, III, American
Express Co.; Philip B. Chenok, American Institute of CPAs; William J. Duane, Jr., Manufactur0 74
MANAGEMENT ACCOUNTING /MAY 1986
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Standardssetsohigh,theysoar.
In the world of the professional business
calculator, the name the others are judged by is
Canon. And that's the way it's been for over
20 years -as long as we've been making
calculators.
Our Professional Calculators
are sleek, trim - -with weighted
and contoured keys for hours of
comfortable operation.
And before they ever deliver the
first in a long life of totals, we make sure that
in design, quality and performance, they meet our

I

goal of making your office work better, and your
office a better place to work.
Call 1- 800 - 323 -1000 to find out more
about Canon Professional Calculators.
They're the better answer for years to come.
Because first, they have to answer to us.

20

a

olhet CP models include
CP1208D CP12O8r
CP1018D CP1008D CP1008

canoll

Where qualify is the constant factor.
CP1218D

ELECT RONIC CALCULAT ORS
Canon USA.. Inc., One Canon Plaza, Lake Success. NY 11042
c iye S C ao u S •
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Taxes

it is not interposed for any improper purpose,
such as harassment or delay." Sanctions can
be imposed for violation of this rule. The rules,
effective July 1, 1986, also establish new requirements for the submission and exchange of
expert witness reports.

Susan Jayson, Editor
Tax Briefs

Profit-Sharing Plan Contributions
from Foreign Subs E &P Allowed
In a recent private letter ruling, the IRS permitted a domestic parent corporation with no current or accumulated earnings and profits (E &P)
of its own to make deductible contributions to a
qualified trust for the benefit of its employees
and the employees of its wholly owned U.S.
subsidiaries, which also have no E &P, based
on the E &P of the parent's foreign subsidiary
companies and its Domestic International
Sales Corporation (DISC). Current rules provide
that if a group of affiliated corporations for consolidated return purposes has a profit- sharing
plan or a stock bonus plan in which contributions are geared to profits, the profitable members of the group can make deductible contributions to the p lan for a member without
earnings and profits (Par H- 10010).
In the case at hand, the IRS permitted the
U.S. parent to make deductible contributions to
the profit- sharing plan even though the profits
on which the contributions are based are profits
earned by foreign subs of the U.S. parent or its
DISC which didn't participate in the plan.
Earnings of the foreign subs and the DISC
represent significant E &P for the U.S. parent
and its wholly owned subsidiary companies taken as a group. Although the foreign subs of the
parent and its DISC don't file consolidated tax
returns with the parent, their E &P are included
as earnings and profits of the U.S. parent
through consolidation for financial accounting
purposes (IRS Letter Ruling 8602056).

Tax Court Rules Changed
Every paper filed with the Tax Court must be
signed either by the taxpayer or his counsel
(Par U- 2410). An amendment to current practice now provides that "a signature constitutes
a certification that the paper has been read and
that to the best of the taxpayer's or counsel's
knowledge and belief formed after reasonable
inquiry, it is well grounded in fact and warranted
by existing law or a good faith argument for the
modification or reversal of existing law; and that
10

Research Institute of America recently issued
its "Executive Compensation -1985 Survey Results." The industry-by- industry survey includes
such information as comparison of trends in
sales, profits, and executive compensation in
various industries; total compensation for the
chief executive and others in top management;
and compensation of executives in charge of
production/ operations, marketing/ sales, and finance /accounting. This survey is part of RIA's
three - avolume Executive Compensation and
Taxation Coordinator and can be ordered separately at $50 per copy by writing to the Research
Institute of America, Inc., Department BC -1, 589
Fifth Ave., New York, N.Y. 10017.... IRS is assigning economists to assist agents in analyzing
and evaluating substantive economic factors involved in their cases.... New procedures for
checking political contribution credits claimed on
returns have been established by the IRS. If
your 1984 tax return is audited and a political
contribution credit was claimed, you will be required to identify the political nature of the contribution and submit substantiation of the payment. (IR Manual Supp 4 (13) G -63, 1/31/
86).... Executors and estate administrators
should be aware of the Tax Code provision that
allows them to pay estate income tax in four
equal installments. The installment election permits deferral of payment beyond the normal due
date.... IRS expects about 60,000 returns to be
transmitted electronically this year from taxpayers in Phoenix, Arizona; Cincinnati, Ohio; and
Raleigh- Durham - Fayetteville, North Carolina areas. These returns will be filed as part of a pilot
program involving six selected tax preparation
firms. By 1988 the IRS plans to start electronic
filing of corporate returns, and in the not too distant future personal computer owners will be filing their own individual returns electronically via
a telecommunications network.... According to
IRS Letter Ruling 860612, an employee need
not include in gross income payroll checks that
were received and deposited but returned "unpaid". A check is treated for tax purposes as a
conditional payment of cash. The condition is
that the check be honored and paid by the bank
upon which it is drawn. Because the checks
were returned unpaid, this condition has not
been met (Par H- 2502).
MANAGEMENT ACCOUNTING /MAY 1986

Introducing Answersim The expert
system created for accountants.
If you can imagine a microcomputer software system which contains
the experience of acknowledged
accounting experts and lets you call on
their expertise in your own analysis,
then you can begin to understand the
unique concept of Answers.
Answers represents a newgeneration of software that transforms your
computer into a "thinking" accountant.
For example, Answers will:
• Review vast amounts of accounting
data, examine interrelationships, produce analyses, reports and graphs,
and evert comment on nu,tcurtrthy
tncmdsand rel donshiP&
• Generate precise statistical projectionsforcomparison toactual results.
• Produce management comments at
the stroke of a key.
• Identify significant changes in data
relationships and pinpoint problems
before they get out of hand, giving
that important second opinion.
Answers applies state-of-the-art
technology to the analysis of financial
data, reducing the risk of overlooking
subtle but essential details. It was developed by Financial Audit Systems, a recognized leader in accounting software.
And although Answers is an expert system, a menu-driven design makes it
incredibly easy to use.
Answers also comes with Financial Audit Systems' moneybackguarantee. The only risk to you is not trying it
in the first place.
ii>r sales orders or further information, call 1- 800-FASTALK or (919)
846-8396 or send a copy of this ad along
with your business card to Financial
Audit Systems, 7340 Six Forks Road,
Raleigh, NC 27609.

FINANCIAL
AUDPT SYSTEMS
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Data Sheet
Robert F. Randall, Editor

CPAs Testify on Grant Audits, Liability

will

At a hearing of the Legislation and National Security Subcommittee of the House Government
Operations Committee, Chairman Jack Brooks
(D -Tex.) said that the "General Accounting Office's work has documented serious and widespread deficiencies in CPA audits of grant
funds. The findings also make it clear that the
public accounting profession is facing a crisis
situation. Congress simply will not tolerate continued sloppy, unprofessional, substandard
CPA audits of federal grant funds." Charles A.
Bowsher, comptroller general and head of the
General Accounting Office, reported that the
latest GAO study showed that 34% of the governmental audits performed by CPAs did not
satisfactorily comply with standards. In response to this criticism, Herman J. Lowe, chairman of the board of the American Institute of
CPAs, proposed a three -part plan to improve
the quality of audits of recipients of federal assistance. The government, he suggested,
should require auditors who audit a recipient of
federal financial assistance under the Single
Audit Act of 1984 to complete continuing professional education courses in the unique aspects of auditing federal programs, to agree to
have the AICPA report the status and disposition of an investigation triggered by an inspector general, and to participate in an approved
quality assurance review program similar to the
requirement in the program recently adopted by
the Rural Electrification Agency. He also announced that a special committee has almost
completed a study that
recommend that a
quality review be made a mandatory requirement for membership in the AICPA. Chairman
Brooks concluded the hearings with the warning that there are serious problems in the quality of government audits and although progress
is being made in solving them, "if the accountants can't solve them, somebody else will."
Congressman Brooks gave NAA officials a
preview of his thinking at a one -day briefing
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session held earlier in March (see page 70).
Government officials also discussed the growing liability problem which subsequently was
the topic of a hearing held by the Oversight
Subcommittee of the House Ways and Means
Committee. Ray J. Groves, chairman of a special AICPA Committee on Accountants' Legal
Liability and immediate past chairman of the Institute, said, "Our courts increasingly seem to
be willing to abandon the concept of liability
only when a `duty' to an injured person is
breached in favor of a concept that every injury
or harm must be redressed or compensated.
Courts also look to those associated with the
transactions or events to provide that recovery
regardless of the degree or proportion of fault
by individual defendants." As a result, state
CPA societies have withdrawn liability insurance programs and costs have increased dramatically for firms covered by the AICPA's Professional Liability Insurance Plan. He noted,
"Malpractice insurance rate increases for accounting firms of all sizes ranged from 200% to
400% for 1985." Mr. Groves' committee called
for reforms including replacing joint and several
liability with several liability alone, so that a defendant would not be compelled to pay more
than his proportionate share of the claimant's
loss. CPAs also support the concept of privity,
which would deny those with whom the accountant has no contractural or other relationship the right to sue. The committee also recommended t he red uct ion of a num ber of
frivolous suits and costs and strongly opposed
the civil provisions of the Racketeering Influenced and Corrupt Organizations (RICO) Act.

Business /Accounting Briefs
Compensation for corporate directors is continuing to rise, reflecting the increasing difficulty
experienced by companies in attracting and retaining qualified board members, according to a
Financial Executives Institute study conducted
by Arthur Young. James A. Giardina, an Arthur
Young partner who co- authored the study, said
its survey of 600 publicly held corporations
showed "a clear push towards greater 'professionalization' in boards." Because board members can have an adverse effect on the future
of the organization —and because they are being called to task more frequently, directors are
increasingly concerned about their liability. As a
result, liability insurance has become a major
factor in attracting and retaining competent
board members.... Peat, Marwick, Mitchell &
Co. will build a new office complex to house
some of its New York office functions in the
Montvale area not far from the NAA offices. D
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Others Promise... Ross Systems Delivers
"Mainframe Class" VAX Financial Software
Others promise on -line software but deliver batch with
an interactive front end. Others promise VAX support
but deliver it via third parties, Others promise state -ofthe -art technologies and they deliver it —to their IBM
mainframe customers.
Ross Systems leads the industry in DELIVERING
"Mainframe Class" VAX financial software that is
■ Developed exclusively for the VAX
■ Supported by VAX specialists
■ Truly on -line and interactive
■ A complete product line with extensive features
■ Unsurpassed in quality and performance
That's why DEC chose Ross Systems as a Cooperative Merchandising Partner for accounting software.
That's why Price Waterhouse teamed up with Ross

Systems to market MAPS/ GL. That's why so many
leading corporations have selected Ross Systems' MAPS
family of financial software products.
And that's why you should contact Ross Systems
today. Call (415) 856 -1100 or write to us at 1860
Embarcadero Road, Palo Alto, CA 94303.

Ross Systems
VAX Financial Software

Company A
IBM Software

Company A
VAX Software

Ross offers a comprehensive family of VAX financial software.

Look for Rags Systems' regional offices in
Ncw York, New York: San Marco, California
and Burlington, Masssachuscns.
MAPS is a trademark of Russ Systems, Inc.
DEC and VAX arc trademarks of
Digital Equipment Corporation.
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Management
Information
Systems
Suzanne Pierce Krissler,
Contributing Editor

Teleconferencing— Meeting on the Air
In the past, when a compan y had offices
throughout the country and wanted to hold a
conference with members of various departments, it usually meant making expensive and
time - consuming travel arrangements. The usual procedure was for the staff to fly to the home
office. Now with either audio /video or audio
conferencing, meetings can be called quickly
without executives having to disrupt their
schedules.
Defined as the meeting of three or more people at two or more locations using telecommunications systems, teleconferencing can offer
these advantages:
• Productivity is improved because travel time
is reduced, decisions often can be made
faster, and key personnel are more readily
available. Teleconference meetings also
tend to be shorter and better organized than
face -to -face meetings.
• Teleconferencing can be used for 50 -60% of
all meetings, thus reducing travel cost.
• Teleconferencing is an efficient means of
managing and communicating information
and, in some cases, is viewed as one of the
automated - office technologies.
• Teleconferencing provides additional opportunities for professional education and
training.
• Teleconferencing can increase cooperation
and participation among employees, make
possible decentralization of large organizations, and bring in resource people not otherwise available.'
A video telecommunications system involves
a screen as well as audio equipment. As with
any new innovation, best results are achieved
when employees are trained and encouraged
14

to use the new system. According to experts in
the field, people are generally less self -conscious when there is one screen that shows the
remote site because it eliminates watching
yourself on the screen and participants respond more naturally.
As this industry reaches state -of- the -art capacity, it will be more economical to install. Sun
Pipeline saved enough money in travel expenses on one 4 '/ 2-hour meeting to lease its
equipment for a year. Once the system is in
place, it can be used for discussions, training,
and human resource evaluations.
Audioconferencing is the simplest of the teleconferencing options. Using audioconferencing
equipment, participants at one location hear
and are heard without seeing the participants at
other locations. Telephones, conference telephones, speaker phones, and conference
bridges are common audioconferencing equipmen t. Three con feren c in g op tion s are
available:
Manually dialing the parties involved. One
type of telephone allows users to hold small conference calls (connecting two additional
people at different locations) by placing the
calls individually. The speaker phone can be effective for small - group, two - location meetings
with the use of an add -on to a standard desk
telephone. Individuals are brought into the conference by a standard desk telephone and hear
and speak to each other directly. Also available
is a portable conference telephone that contains the telephone, loudspeaker, and built -in
microphone.
Using operator assistance. The operator dials the participants and completes the conference bridge. In the past, the telephone company has regarded this proced ure as
labor- intensive and only marginally profitable.
For businesses with occasional audioconferencing needs, however, th is is a viab le
approach.
Dialing an access code and "meeting" (dial ing-in) with the other participants on the conference bridge. The teleconference bridge is designed to allow an attendant to set up, monitor,
and control multipoint conferences without the
use of an external operator. This small console
bridge can be hooked up to a company's PBX
or connected directly to the main telephone
lines. The bridge not only helps to keep the
conference arrangements simple, but also adjusts the transmission levels to maintain high quality audio.
When participants in an audioconference
meeting need to exchange documents or illustrate information that is being discussed addi$# 74
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fib manage today

you have to take
into account your
whole competitive
environment and
you have to ask a
lot more questions.
Consco's accounting software gives
us the answers.77
..N NER N.,

Larry
Burden
MIS VP
FIRESTONE

we've found that completely automates our intercompany eliminations,
allows fast restatements
and reorganizations, plus
fully handles our foreign
currency requirements.
"Best of all, these
Consco systems are
ready to use. We found we
didn't have to tell them
everything... the basic
structure is all in there.
What Consco's done is
give us the ability to modify
them to our needs as
required ... on line, real
time, no problems!"
To find out how AIS
and CONSOL can give
you the answers you're
looking for, write or call
Consco Enterprises Inc.,
400 Corporate Court,
South Plainfield, NJ
07080. Telephone (201)
561 -2111.

Consco
Systems...
for the way you

do business.
r

"We started out looking for
a new General Ledger
system. We came up with
a system that's so much
more: Consco's AIS Accounting Information System. Only AIS gives us our
data the way we need it.
It lets us tell the system
what we look like and what
we want. It has no limits on
fields or field sizes ... which
allows us to put a lot more
data into AIS, and get a lot
more useful information
out. Using its active data
dictionary, we have been
able to add information
about Firestone's customers and products, then
analyze this data to find
out what is selling, and to
whom.
"Integrated into
Consco's AIS is their
CONSOL Consolidation
system, the only system

G
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Computers
and
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Alfred M. King, Editor

Accounting for Travel Expense
Two programs, Travel Data Manager and Travelmaster, can help controllers account for and
ultimately reduce travel expenses. Travel Data
Manager from the Day Partnership has been
designed to run on the Apple Macintosh computer. The ease of use of this machine (see
April '86), combined with its graphics capabilities, allows companies to input relevant data directly from their existing travel and expense
reports.
The program is customized to match the present format of reporting used by company travelers. If for each traveler a company enters an
airline fare by city origin, destination, name of
hotel, and car rental agency, Travel Data Manager prints out a series of reports. These show,
for example, first class and tourist trips between each city and compute the average cost.
In the same manner, the average hotel costs
per night in each hotel are presented along with
the average lodging and meal expense per
traveler. Expenses also can be shown by individual, department, and division. Companies
then can take data on high - volume usage and
use the information to negotiate lower prices
with airlines and hotels. Capturing travel expense data is of little use in saving money if
lower rates aren't negotiated. Any firm interested in controlling travel expenses more closely
should contact the Day Partnership, 20 -21 Midwest Road, Oakbrook, III. 60521, (312) 9538507. The capabilities of this program can be
tested on a consulting basis by sending a sample of all travel expense reports to the Day
Partnership. It will handle the data entry and
prepare all the reports. Alternatively, depending
on the frequency with which the reports would
be used, a company can buy the program and
Macintosh computer, which includes consulting
help in getting programs up and running.
16

Companies interested in a total accounting
system for employee receivables and travel expense control might look at Interactive Computer Systems, which offers the "TraveImaster"
software program. It runs on a mainframe computer (a version is available on PCs, but to get
the maximum benefit a mainframe is strongly
recommended). This program does everything
that Travel Data Manager does, plus a lot
more. It is capable of taking computer -based
information from airlines and American Express
and matching it with outstanding charges made
on company credit cards. Employees can be
reimbursed automatically. Outstanding travel
advances are completely controlled. A general
ledger interface is a part of the program, as is
an accounts payable function for check writing
and travel draft processing. Perhaps one of the
potentially useful features of the ICS system is
that the Runzheimer travel expense guidelines
by city can be stored and actual employee expense per day compared to national averages_
It is a fact that certain employees consistently
spend more than others. Pinpointing this information in a form that is objective is sometimes
quite difficult. The ICS system provides the support and data needed to monitor and control
employee travel expense.
A presentation on the ICS system will be
made at the 1986 Controllers' Conference in
October_ ICS is located at 18 Pelham Road, Salem, N.H. 03079, (603) 893 -8964.
Notes on January Softw are Reviews
Attache Software was reviewed in the January
1986 issue. Many readers tried to get in touch
with the company, as did the editor of this column. Apparently the company is out of business. We regret this inasmuch as the software
received a very favorable review.
We also regret that Bytecraft apparently is
out of business. The company informed NAA
that copies of its accounting software would be
made available free for educational use, and
we communicated this to our readers. We regret any inconvenience.
The telephone number for Metaphor was incorrect in the January issue. The correct number is (212) 382 -0919.
Howard G. Runser, director of systems development for Solomon Software, says that
Solomon III, version 3.12, was released in June
1985, not recently as stated in the review. A
multi -user version was released November 4,
1985, and it operates on Novell Network /SM
and Network /E environments. A second multi user version of Solomon II was announced January 22, 1986, for the new IBM RT PC.
El
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Receiveevery NAA Research Study
and all Statements on Management
Accounting
for
00per
o n l y
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$25
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NAA continues to offer the Comprehensive
Publication Service to members for $25 per
year. Take advantage of this low cost offer
before June 30, 1986, when the new price for
the CPS will be raised to $30.00 per year. The
value of these publications normally exceeds
$100. In addition to the savings, this is an ideal
way to keep your technical library up -to -date, on
a one - order, automatic delivery basis.

P ublications tentatively scheduled over the next 12 months
• Quality Costs: Measurement, Planning and Control
• Techniques in Inventory Management and Control

Re search Studie s
•
•
•
•
•
•
•

Sales Forecasting Systems
Presenting Accounting Information to Management
The Use of Performance Measures
Accounting for Costs as Fixed and Variable
Decision Support Systems: State of the Art
The Use of Mathematical Models
Management Incentive Compensation Plans

Statements on M anag ement Acc ounting
• Allocation of Service and Administrative Costs
• Measurement of Direct Labor Costs
• Allocation of Indirect Manufacturing Costs
• Allocation of the Cost of Capital
• Measuring Entity Performance

_ _ _ _ _ — FOR NAA MEMBERS ONLY!

F
I
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COMPREHENSIVE PUBLICATION SERVICE
Mail to: Circulation Department
National Association of Accountants
10 Paragon Drive
Montvale, NJ 07645 -0433
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FOR
ONLY

,, I would like to take advantage of NANs
Comprehensive Publication Service. I will be receiving every
Research Study and Statement on Management Accounting
published by NAA during the next 12 months, all for only $25.
1 $25.00 Enclosed (Prepayment required)

U Charge to
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To order, simply complete
the order form and mail
it today to NAA.

Managing Your
Career
Robert Half, Contributing Editor

Don't Slam the Door Behind You

After six happy and fulfulling years
as a financial analyst with a medium -sized chemical company, I've
decided to explore job possibilities
with other companies in the field,
one of which has sent out a feeler
to me about coming with them. I'm
excited about finding a new challenge with a new firm, but I dread
the process of resigning. It probably sounds silly, but I dwell on confronting my current boss, a man
whom I respect and like, and who
has been very good to me. What
are the rules for making a graceful
exit?
You're already practicing the first
rule, and that is to care about the way
you resign. It's terribly important to
leave a job on a positive note. The old
"small world" adage is especially true
in business, particularly within industries, and the examples of former
bosses again entering into a person's
professional life are legion.
Always keep in mind that since
you've established a good working relationship with your current boss, he
or she might take your resignation as
a personal rejection, which brings up
a vital rule of resigning: Keep it professional. Even if personal considerations do enter into a decision to
leave, forget them when making your
announcement. As long as you present your decision as a carefully considered one destined to enhance and
advan ce your career objectives,
you're on safe ground.
Don't succumb to the temptation to
confide in you r boss t hat you're
"thinking of leaving." This compromises your employer's position as a
18

manager and can set up ill feelings
when you actually do resign.
Another rule is basically the same
one you should practice when interviewing for a new job, and that is never to bad -mouth your present employer. Oft en , es p ec ially in larg er
corporations, a departing employee is
given an "exit interview." Secure in
the fact he or she has a new and better job to go to, he or she sometimes
uses the occasion to tell the soon -tobe- former -boss what's wrong with the
company. Don't. It accomplishes
nothing, and may result in the very
thing you wish to avoid when leaving —bad feelings on the part of the
person who may be called upon down
the road to give you a reference for
the next job you go after or, in this day
of mergers, actually may be your boss
again.
If at all possible give a month's notice and use your final weeks on the
job to enhance your reputation. Be
especially cooperative with any replacement brought in before you depart . Too many p eople view final

weeks on the job as a time to relax
and to do less. Take the opposite
view and give it a 110 %.
Be sure not to breach any confidences built up during your six years,
and make an extra effort to establish
bonds with your fellow employees.
Networking is one of the most effective ways to build a career over the
long haul, and establishing and keeping contacts will always hold you in
good stead. Resist bragging about
the new job to which you're going.
That's sure to create bad feelings.
Your actual resignation should be a
two -step process. First, do it verbally
with your immediate supervisor. Then,
present a brief, cordial letter for the
company's file in which you indicate
how much you've learned in your present job, how much you've enjoyed
working with your peers, and perhaps
a line indicating how much you respect the company. You might also
mention that the decision to leave
was difficult. You don't have to go
overboard, but you do want a positive
letter on file.
As I said at the beginning, the most
important rule is to care about how
you leave a job. It's a gross error for
departing employees to slam the door
behind them because they might end
up having slammed the door on their
career and future success. You're to
be commended for wanting to do it
righ t. A ll th e bes t in you r fut ure
1:1
quests.
Robert Half is the author of Robert
Half on Hiring. He heads Robert Half
International, Inc., which has more
than 90 franchised offices specializing in financial and EDP jobs.
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"We're tak,hg you out of quality control, Hinton. "
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Letters
TO THE EDITOR
Erwin S. Koval, Editor
This department welcomes comments on any topic

of interest affecting the accounting community in
general and NAA in particular. Correspondence is
not limited to comments about material previously
published in this magazine. Letters cannot be acknowledged individually, and the Editor reserves
the right to edit for space or for other reasons. All
correspondence must be signed, but your identity
will be protected if requested. Address all letters to
The Editor. Management Accounting, Montvale,
NJ 07643-0433.

(Un)Ethical Conduct
I feel the need to provide some specific
comments regarding the common thrust
of each of two feature articles in your
January issue; namely, " what is the real
answer to solving the problem of unethical conduct ?"
The first article, " Ethics— Enforcing
the NAA Standards of Ethical Conduct," contained an opening reading:
"A management accountant could find
himself in a 'Catch 22' situation in that
no matter what he does he will violate
his obligations to one of his constituencies." The foregoing, of course, raises a
provocative question as to what should
one do when one encounters actions
which are clearly inappropriate and unethical . That there is a dilemma was evidenced by the fact that the article itself
raised a series of questions (some nine in
number ) for which there were no answers provided , but rather , suggested
that these were matters requiring further study.
The second article, "Ethics — Ethical
Dilemmas in Management Accounting," has as its opening caption "What
should the management accountant do
when he or she believes that management has materially misrepresented the
company's financial condition ?" Here
again no answers were provided. From
the variety of responses received by the
author to his survey it was clear that
many diverse opini ons exist ed as to

what one should do when unsavory conditions are noted . As was the case with
the first article, it could be concluded
from the survey results that a management accountant (or any accountant or
auditor) places himself at risk when he
attempts to abide by standards of ethical conduct and seeks to introduce corrective measures in instances where obvious irregularities exist. Unfortunately,
in today ' s environment such persons are
often perceived to be troublemakers or
are not considered as being loyal team
members.
Does this mean, therefore, that all accountants and auditors must be willing
to engage in white collar crime if they
wish to remain in the business? It is my
belief, and, I hope, the belief of many
others in the accounting and auditing
profession , that the answer is NO. In all
honesty, however , it should be recognized that ch oosi ng between lo sing
one's job and adhering to ethical standards of conduct is not always an easy
choice for some individuals to make.
Since the situation seems to be getting
progressively worse it should be appar-

ent to almost everyone that the need for
some meaningful corrective action must
be taken at once. Because matters have
degenerated to the point where little
corrective action can be expected within
the violating business element itself, the
fact must be faced that the remedy must
come from elsewhere.
There is a strong feeling that the remedy must not necessarily be one resulting from stringent Government controls. In this regard , there appears to
even be some doubt that the Government has the capacity and /or ability to
correct measures, as was evidenced by
the problems faced by the Defense Contract Aud it Agency . It would seem,
therefore, that surveillance of how well
a firm is adhering to proper standards
of conduct in the handling of its financial affairs must rest upon the shoulders
of the independent certified public accounting firms . If such firms are doing
an adequate job they should be willing
to not only withhold certification of a
firm's balance sheet and operating statement when gross irregularities are noted, but also should , in the interest of fair
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play and justice, be willing to go on record with respect to their findings.
It would be too simplistic to close on
such a note, however, without recognizing that there is competition between
the various CPA firms for a client's
business which, in turn, does violence to
the degree of "independence" a particular CPA firm may be able to exercise
without incurring the displeasure of the
client. It all comes down to this, therefore: Is the American Institute of CPAs
(along with other related professional
organizations) ready, willing, and able
to do something about the ethical conduct problem?
Henry W. Nelson
Menlo Park, Calif.
More Than One Way to Go
Gerald H. Lander and Alan Reinstein,
in an article titled "Improving the Management Acco untant's Educatio n,"
(March '86) summarized the results of
interviews concerning improvements of
a management accountant's education.
They report overwhelming support for a

fifth year of formal education which
would result in the awarding of a master's degree upon conclusion of the fifth
year. As an accounting educator, I welcome consideration of any constructive
suggestions which will better prepare
future accountants [but] I do not consider the suggestion of a fifth year that
includes a master's degree as an alternative to current options. Any present accounting student who desires to broaden both his general and accounting
education may presently choose to continue in one of the many fine master's
degree programs which now exist. Some
of these master's programs do require
more than one year, especially those
programs that lead to an MBA degree
with a concen tration in acco unting.
Such programs are often broader than
those programs which result from the
singular goal of technical proficiency.
The authors reported that higher -level managers favored a strong emphasis
on conceptual knowledge while accounting managers and most lower -level participants interviewed favored the
practical approach. The question is not

whether to place emphasis on either the
conceptual or technical; the solution
does not call for an either -or choice.
Both are vital and complementary components of a well - balanced education.
The question posed should be: At what
point in the educational process should
a particular component be stressed?
That technical knowledge cannot be
properly understood without a conceptual framework has been demonstrated
to me by students in the early stages of
their education_ Students in the firstyear principles class or in the intermediate accounting class often first attempt
to approach each new topic as though it
is a topic isolated from a main framework of principles. Once they recognize
that a topic such as accounting for income taxes is not an isolated new topic
but instead another application of the
matching principle, they are in a better
position to understand the technical
application.
Linda Lessing
Accounting Coordinator
S. U.N. Y.
Farmingdale, N. Y.
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outa200billiondollar deficit.How? Byoffering healthcareandinsurancearealreadyusingour
thecompletefinancialsolutionfor business.
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Bob Anthony moderates film produced
by Colby College on
a conversation with
its three Irving
presidents.
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By Kathy Williams
Bob Anthony has a mission. At 69, after 46 years
of outstanding service in the classroom, to the
government, to consulting, to the military, and to
accounting literature, he could be enjoying a
peaceful retirement at his home in New Hampshire's White Mountains. Instead, the energetic
former Harvard Business School professor is pursuing perhaps his most arduous quest— persuading members of the accounting profession that a
better conceptual framework than the one developed b y the Financial Accounting Standards
Board is needed.
He is convinced the FASB's project has failed
and is determined that some kind of framework be
established. He firmly believes that in order to set
proper standards for the profession, those charged
with promulgation must work from a common
reference point. Otherwise, when disagreements
arise during discussion on a proposed standard,
each Board member refers to his own mental
framework rather than established guidelines, and
"their argument s run p ast each other because
they're not talking from the same general framework and they should be," he explains. That situation leads to a lack of consensus, vague concepts,

and general confusion in the industry, he notes.
Dr. Anthony believes he has taken a major step
in the right direction —he has written an alternative conceptual framework for financial accounting that he says is more precise, better organized,
and easier to use. It is written in simple language,
not jargon, and states premises and concepts in
short, understandable sentences. "It's organized
the way a conceptual framework should be," Prof.
Anthony insists. "Its concepts are little statements: one sentence, one paragraph. The FASB
would write a hundred paragraphs with maybe
four or five concepts mixed in."
Published in 1983 by Richard D. Irwin under
the title Tell it Like it Was Dr. Anthony's framework follows conventional accounting principles
but with a few exceptions. These exceptions have
generated controversy that may prevent his ideas
from being adopted. A historical cost proponent
rather than a current value advocate, he proposes
that "accounting should recognize equity interest
as a cost and treat equity interest just like other
items of cost." He also classifies the right -hand
side of the balance sheet "into three sources of
funds: liabilities, shareholder equity, and entity
equity." Contending that "business and nonbusiness accounting are essentially similar," he applies
MANAGEMENT ACCOUNTING /MAY 1986

In pursuit of this Herculean task, Harvard Business School's
Ross Graham Walker Professor of Management Control Emeritus is not unlike
Greek mythology's Sisyphus or Spanish literature's legendary Don Quixote.

his concepts equally to both.
Only the Beginning
He considers the book a start. After it was published, he hired a New York public relations firm
to help him find audiences for his arguments and
help him sell his ideas. He just recently put the
finishing touches on a paper he calls "The Failure
of the FASB Concepts Project," which he plans to
publish soon. In it he hopes to prove, point by
point, that the project "is a failure. It's a big nothing, yet it should be the most important effort of
the FASB." He sighs, "I have never spoken critically in public about the FASB because I didn't
think that was the way to get things done. But finally with the thing they just put out (Concepts
Statement No. b), I've given up."
His patience lasted 13 years. Involved with the
concepts project from its beginning, he was a
member of the FASB's first task force, the Concepts Task Force, that provided guidance and
counsel to the Board. When the Board turned its
attention to nonprofit entities in 1977,it asked Dr.
Anthony to prepare a research report. Financial
Accounting in Nonbusiness Organizations was published in 1978, followed by a related discussion
memorandum and exposure draft. Concepts Statement No. 4, Objectives of Financial Reporting by
Nonbusiness Organizations, issued in December
1980,was a direct result of his contributions.
While observing discussions of concepts firsthand, he gradually became disenchanted with the
FASB's progress, especially the length of time between initial discussion and final statements. Also,
he was unhappy that the Board staff favored the
"asset /liability" approach to income measurement even though most respondents to the discussion memorandum and most members of the task
force preferred the "revenue /expense" approach.
Also, he was disappointed that in subsequent
statements, arguments that had apparently been
resolved earlier were brought up again, thus not
providing a consistent framework from one statement to another.
He's waiting to see what will happen with his
latest effort, and if he isn't satisfied with the results, he probably will try a new tack. "When he's
sure he is right, he doesn't swerve from his ideas
very easily... and he's a hard person to shake,"
long -time friends and colleagues say. Although
Dr. Anthony doesn't expect his framework to be
MANAGEMENT ACCOUNTING /MAY 1986

accepted as is, he plans to pursue all possible avenues toward adaptation as long as he feels it's
necessary.
Beyond the Framework
Should his framework not be adopted, his other
outstanding contributions to the field of management accounting would more than compensate for
such a setback. His landmark textbooks, especially on management accounting and control systems, helped codify the profession. He helped create what Harvard Business School considers one
of its two most important courses — control. He
has served as consulting editor to a major textbook publisher, thereby influencing how accounting is being taught. He helped develop the field of
management accounting, emphasizing managers'
use of accounting data. Through his teaching and
his students he has influenced the real -world practice of accounting.
He developed control systems for the military
and for the government. He participates actively
on committees of nonprofit organizations as well
as boards of profit- making companies. "He's an
outstanding man in every respect and has had a
great and valuable influence in advancing the
cause of accounting for management. There are so
many things to say about Dr. Anthony that it's
hard to know where to draw the line," exclaims
Walter Frese, Harvard professor emeritus and former director of the Accounting Systems Division
of t h e Gen eral Accounting Office. Th e t wo
worked together in the 1950s when Dr. Frese was
spearheading a program to improve government
accou n t in g, and they still ex ch ange ideas

Students participated in Colby's 1979 Presidential Search Committee. Or Anthony confers with student Tala Skan f1), Prof. Douglas
Archibald, and Earl Smith, dean of students.
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A typical Defense
Department consultation included Secretary Robert S. McNamara (c), (I -r)
Assistant Secretary
Bob Anthony, Deputy Secretary Cyrus
Vance, and Assistant Secretaries
John Foster and
Paul Ignatius.
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regu larly.
Alth o ugh h is co lleagu es disagree on his num ber
on e co n trib u tio n , d evelo p m en t o f the field ranks
high . "He was instru mental in developing the field
called m an agem en t acc o u n tin g," notes William
Bru n s, HBS p ro fesso r an d fo rm er student of Bob
An tho n y's. "In th e e ra fo llo win g Wor ld War I1,
MIT, Stan fo r d , an d Harv ard were thinking about
ho w to teach MBA pro gram s, an d Bob was one of
th e first to use man agem en t accounting as a term .
It rep res en ted an en tire c h an ge in philosophy. It
was star ted b y Ro ss Gra h am Walker and Charlie
Bliss, b u t it was Bo b 's flesh in g it out that caused
p eo p le to th in k ab o u t it as a sep arate entity."
"Bob has h ad to share th e glory of inventing the
field, b ut h e h as sin gleh an d edly m ade it what it is
to d ay ," says Rich ard F. Vancil, HBS professor
an d an o th er fo rm er An th o n y student. " F o r its
first several decad es Harvard Business School had
an o ral trad itio n -all d ialo gu e b etween professors
an d stu d en ts an d n o t m u ch written down. A control co urse, sy n on y mo u s with managem ent acco u nting, was started rig h t a ft er W WI I, and a lth ou gh Bob An th on y d id n 't start it, he decided
th at t h e tim e h a d co m e to d o cu m e nt it . He codified th e field . He wro te th e first book using the
term managem en t accou n tin g (Management Accounting: Text a n d Ca ses, pu b lished by Richard
D, Irwin in 1056 ) a n d m ad e t h e cas es tha t w ere
discussed at Harva rd av ailab le to facu lty a round
th e wo rld ."
Pu re C h an ce
Alth o u gh h grin s d eligh ted ly at such complimen ts from hi!; co lleagues, Bob Anthony m odestly
do wn p lay s h is m ajo r ro le, say in g he was just follo win g th e p rr:c ep ts o f h is m en tor R oss G raham
Walk er an d d o in g wh at h e th o ught was best to
fu r th er th e cau se o f m an a g em e n t acc ou nt in g.
"Like m an y c f th e t h in g s t h a t h ave ha ppe ne d to
me, it was really p u re ch a n ce that I becam e invo lved with m an ag em en t ac c o u n tin g, " he ex plains. " I n 1 40, when I was a second -year stu-
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Walker, for whom I have the greatest respect,
called m e into his office and asked if I would like
to be his assistant the next year. I said, certainly,
and I 've be en he re o n an d of f ever s in ce f or 46
yea rs now ... . H e d id m or e t hro ugh st ude nts like
m e a nd var io us o th er s to influence management
accounting than just about anybody."
On developm ent of the control course, Dr. Anthony says, "Befo re W orld War II , fin anc ia l a ccounting was taught here and everyplace else. After the war, we revised the whole curriculum and
developed a new course that was a combination of
managem ent and financial accounting, and the
subject has been that way ever since. The new idea
was that we focused on accounting f or m anagers
of a company— that's why we used the term management accounting. Ross Walker had been a controller and believed that teaching about just financial accounting was not very realistic. Also —and
this m ay have been another one of those historical
accidents —we included in the course one that
used to be called business statistics but which really had a lot to do with the analysis of accounting
num bers. The fellow in charge of statistics, Charlie Bliss, wouldn't hear of it being called accounting, and Ro ss W alker w ou ldn 't h e ar o f it be in g
called statistics, so it was called control, and it has
been called control ever since, even though the
fir s t bo ok I w r o t e wa s c a lle d M a n a g e m e n t
Accounting.
He m ain tains it a lso wa s p ure cha nce th at got
him involved in writing. He had written a doctoral thesis "like everybody else" and decided thereafte r "I 'll neve r wr ite ano ther wor d. I t wa s pa inful," he grimaces. But, "in con nec tio n w ith this
new approach to accounting, it becam e m y job to
write not es fo r t he cla ss roo m . The re wa sn't a ny
text at the tim e. Ric hard D. Irwin, who ha s been
close to th e Ha rvar d Business School, saw the
notes and said, 'Well, m ay be y ou o ught to m ake
the m into a boo k.' So h e t ook th em dow n t o h is
revie w bo ard, but the r evie w boa rd s aid, 'This is
not what people teach in accounting. It will never
sell.' But Dick Irwin took a chance anyway, and it
did sell. It's now in it s seventh edit ion, " Dr. Anthony sm iles.
One book led to another on a va riety of topics
from Accounting Principles to Fundamentals of Financi al Account i ng to Management Control i n
Nonprofit Organizations to Accounting for the Cost
of I nt erest to Fut ure Direct ions for Financial Accounting. Sales now have reac hed the 2. 5 m illion
mark, notes Prof. Vancil, who has tracked Bob
Anthony's career. His latest effort, a collaboration
with long -tim e chum Charles Anderson, president
of th e Stanford Research Institute for 12 years
and a dir ect or on eight cor por ate bo ard s, is The
Modern Corporate Director. To be published next
MANAGEMENT ACCOUNTING /MAY 1986

month by Jo h n Wiley & Son s, th e wo rk is a two sided loo k at h o w t h e b o a rd o f d ire cto rs sh o u ld
deal with th e ch ief ex ecu tive o fficer an d h o w th e
CEO sho u ld d e al wit h th e b o ard .
To turn o ut su ch a p ro d igio us am o u n t o f m aterial, he u ses a wo rd p ro cesso r in h is ho m e, sp end ing som e tim e at th e term in al each day h e's there.
In fact, he has beco me so enamo red of th e capabilities of the techn ology, he has written Teach Yourself Essentials of Accounting, a so ftware p ro gram
for IBM and Ap ple com p u ters. He cred its h is earliest business course —to uch ty pin g —for his computer pro ficien cy . "I co u ld n 't afford to go to co llege from h igh scho ol so in stead I wen t to business
college in Have rh ill, Mass., wh ere I lived . It was
just great because 1 learned to uch ty ping. Th e best
thing peo p le can learn to d a y is to u ch ty p in g b ecause th at's h o w y o u learn co m p u ters."
Others envy h is ab ility to pro d u ce a prolific
am ount o f m aterial -15 b o o ks an d m o re th an 100
articles. "He can p ro duce p age after p age, d ay after day, words on th e who le acco u ntin g field —
from m an a gem en t ac co u n tin g to go vern m en t accounting to co n tro l —an d faster th an m o st p eop le
can thin k ab o u t th em ," Bill Bru n s say s.
Giving Stu d e n ts a Lad d er
Bob An th o n y also is ad m ired in the classro o m .
" A s a professor, as in every p art of h is life, his
hum ann ess co m es th ro u gh ," p rais es C. R. Ch ristensen, HBS pro fesso r an d An th o n y stud en t in
1941. "He's gen tle b ut d etermin ed. He en co u rages
you to get so m eth in g d o n e b u t in good hu m or,
with out pressu re —th e p ressu re co m es with a
chuckle an d a sm ile. He h ad h igh sta n d ar d s a s a
professo r. You h ad to pro du ce, b ut he helped y o u
achieve b y h an d in g y o u a la d d er an d lettin g y o u
walk up wh ile he h elp ed you. He alwa y s h ad a
great reservo ir o f p atien ce fo r h is stu d en ts."
Richard Van eil agrees. "I was a first -year stu dent in 1953, an d o u r class h ad seven rem arkab le
professo rs. By th e en d of the y ear, ho wever, in th e
students' min d s, Bob An th on y was clearly viewed
as the b est p ro fessor in a very fin e set o f facu lty ."
Why is m o re d ifficu lt to d eterm in e, he ad ds, because th e case m eth o d o f p resen tatio n is so p ersonal. Bu t h e offers an in sigh tfu l vign ette: "In th e
early part of th e first -y ear co u rse, th e co n cep t o f
depreciatio n arises, and most stud ents have not
thou ght ab o u t d ep re ciat io n . So Dr . An t h o n y
brings in a sh o eb o x an d a can dlestick with a can dle in it. He lig h t s t h e ca n d le, a n d th e s tu d en ts
watch th e can d le b u r n fo r a wh ile. A b it late r h e
asks, 'Ho w m u ch is left, an d w h at is it wo rth ? If
you paid 50 cen ts fo r th e can d le, h o w m u ch h ave
you used an d h o w m u ch d o y o u h ave lef t n o w?'
It's a long -lived asset con sum ed over tim e, an d d epreciatio n is an attem pt to m easu re th at. Th is was
a simple bu t clever way to sh ow d epreciatio n , b u t
MANAGEMENT ACCOUNTING /MAY 1986

Concentrating
onPeople
Bob Anthony has always been at the
forefront of the management accounting field, especially foreseeing emerging issues. He offers a few insights
into current areas.
Responsibility accounting: "Now the
whole focus is on managem ent accounting as influencing peo ple ...
budgeting, incentive compensation,
things like that. Computers are going to bring even more changes, but we
en't yet sure what they will be. The technical part of accounting, the
techniques, will be more widely adopted and understood, but the greatest
unsolved problem in management accounting is incentive compensation.
e know that managers should make decisions for the long run, but we
can't help but measure them on how they did in the short run. People have
tried to measure long -run performance, but they haven't had much luck. I
have confidence that developments will come someday."
Theory: "There's not much interest in accounting theory. By far the bestselling book is an Irwin book, and it's just a few thousand copies. It's an
odd thing... in the sciences, take medicine, you have the doctors who are
the practical people, and you have the theorists, the biochemists; they are
rfectly respectable but nobody expects them to cure people. In our business, we don't have that distinction. We have the accountants who do the
work and professors who teach them, who are like the faculty of a medical
school, but we don't have anything corresponding to the biochemist. It's
true in all the social sciences; there are very few people interested in
theory,"
CASB: "I see a need for a reincarnation of the Cost Accounting Standards
Board because cost standards are now for all practical purposes back in the
Defense Department where they used to be, and that's not a good place for
them. The CASB had a good staff and was not amenable to pressure. It
was killed because it unsuccessfully tried to resist a certain amount of Aressure... incidentally, in 1970, NAA's MAP Committee and AICPA's similar committee submitted to the CASB conceptual statements about costs.
The Board threw away the A1CPA one and used most of the NAA one."
GASB: "I originally opposed the idea of a Governmental Accounting Standards Board, saying there wasn't a need for it, not enough difference from
the Financial Accounting Standards Board. In hindsight, 1 have to admit
that it was the right thing to do. The m unicipal accounting people
wouldn't buy the FASB. I had said earlier, 'The heck with them, just apply
Rule 203 to them,' but the FASB was never willing to be that tough. Having a separate agency overcame that problem. As it has happened, it's a
great agency. The director and Board m em bers are very fine. That's a
bonus."
FASB: "The staff is not organized right now. When the Board was started,
a Board member was involved in every project —not in charge, but there.
Then the Sunshine Rule was enacted. Board members are not supposed to
talk to one another. That's terrible. The model should be the Supreme
'Court. The justices have staffs, and it's a great honor to be on their staff.
The justices discuss issues among themselves all the time. Maybe you don't
like what they do, but at least they get a lot done."
O
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Anecdotes, Cards, and Charisma
Bob Anthony credits students for his inspirations. "One of the things I enjoy most is getting
ideas from the students. I shouldn't admit that,"
he chuckles. "1 should say seeing the students
learn. That's good, but the great thing about Harvard is that the students are very bright people,
and you get id eas fro m them. For example, a
method called discounted present value has a hole
in it, a conceptual hole, in the sense that under
certain circumstances the formula will give you
two answers which are diametrically different. We
knew about this hole, but we just said, okay, it
won't happen too often. One of my students figured out how to plug the hole, and that's the net
present value method. That was terrific!"
Although 9)% of his teaching experiences were
wonderful, he says, he had a couple of weaknesses
he considered devastating. "I couldn't remember
people's names, and in a discussion situation, that
is not good. 1 tried. We had cards with pictures on
them. We had everything you could imagine to
help out. One colleague could come in the second
day and know everybody in the class. Not me. I
wouldn't know the last day. You may think that's
a trivial weakness —it is not," he exclaims.
Also, he bi;moans, "I'm not charismatic. I cannot tell gooc classroom anecdotes. Telling good
stories is important. My friend Charlie Anderson
is great at th,s, and he would give me some to use.
I even spent one whole day riding with him in a
car, coming down from Alaska, copying his stories onto cards. I tried to use them, but I couldn't
even tell them the way he could."
His students disagreed. They used words such
as exhilarating, stimulating, and challenging to describe his classroom presence.
Although he no longer teaches full time at Harvard, he lectures internationally from Montreal to
Jakarta, Australia to Nicaragua. In fact, he still
returns occasionally to the IMEDE Management
Development Institute in Lausanne, Switzerland,
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At his retirement party, Prof. Anthony and his
wife, Kathryn, admire crystal bowl presented by
Harvard Business School (photo courtesy of HBS).

which he helped establish in 1957. One of the first
international management schools in the world, it
has grown from an original faculty of five to one
of 20 and now has a one -year MBA program and
nine shorter programs for executives in Lausanne
and one in Singapore. Just last summer, for example, Dr. Anthony presented a series of cases —on
management problems in Argentina.
Anchors Aweigh
Bob Anthony also enjoyed a second career —
government accounting work —but this time cites
World War II as well as chance. "In the summer
of 1941, before the United States got into the war,
the dean of the school called in three of us young
assistants from the class of 1940. He told us, 'We
have just made a d eal with the Navy Supply
Corps to train their officers. Part of the deal is
that we must furnish three faculty members. You
are the three. You have just volunteered for the
Navy. Please go downtown and get sworn in.'
That afternoon we went down, and the next day
we were in the Navy," he explains. After five
years of active duty he returned to Harvard.
During the Korean War, he was co- leader of a
team that developed a modern accounting system
for the Air Force —one that focused on costs as
well as obligations as means of control. Unfortunately, he recalls, "The comptroller of the Air
Force, a three -star general, was very much in favor of it —he's the one who asked us to do it. We
developed the system, had the manuals printed,
and were ready for installation when he was transferred. The new comptroller didn't like our system. That was it." He admits to some later satisfaction, however. When the Grace Commission
task forces were examining government systems
and expenditures in 1983, "A member called me
one day and said, 'We dug up a system you folks
developed in the 1950s, and it looks pretty good.'
So I worked with them a little on it, and they suggested that the Air Force consider adopting our
system."
a

that's how Bob was in front of a classroom."
Charles C. Christenson, HBS professor and former research assistant to Prof. Anthony, praises
his ability to see emerging issues and pass them on
to others. "In 1054, when he was working on the
concept of discounted cash flow, there were few
textbook references, so Bob asked me to look into
the mathematics of present value. At the same
time, another research assistant was exploring the
effect of computers on business. A company had
just received the first Univac computer, and Bob
wanted to know its effect. So we two students got
together and ended up calculating the DCF table
on the computt:r. It was the first time this had
happened, and it was amazing that Bob was so on
top of these two brand new issues at one time."
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Where Did the
Inventory Go?

4
Chronic inventory variances can cause
managers to make decisions based
upon numbers known to be 'bad' or that
can't be supported by available data.

By Don M. Swann
One ofthe most consistently irritating system failures faced by CEOs, COOS, and CFOs is the disappearance of hard -earned profit due to an inventory reconciliation. Mo nt h aft er mon th , the
company has reported profits, only to find that
the value of "book" inventory is not supported by
the value of physical inventory, and the shortfall
decreases reported profit. Why does this happen?
Why can't company management depend upon
the interim financial reports as accurate measures
of company performance? And, more important,
what can the company do to correct these annual
(or semi - annual) surprises?
A Bitter Pill
There is no panacea. The normal management
attitude is that something in the accounting system has gone awry, and the profit numbers reported for the last six months are "good," but the
close -out numbers are "bad." Occasionally, these
managers are right. In a few cases, a "bookkeeping" error has caused profits to disappear, and an
accounting transaction restores the lost profits.
There are sometimes bad physical inventories that
cause an understatement of profit (causing losses
that will be reversed at the next periodic physical
MANAGEMENT ACCOUNTING /MAY 1986

inventory).
However, occasions when the differences can be
mad e to "go away" wi t h j u s t an acco unting
change are infrequent. Usually the accounting
numbers are the "good" numbers. Accounting
transactions are well supported and follow generally accepted accounting procedures. When there
is a difference between the profits shown in
closed -out financial statements, versus the interim
reports, ch an ces are th e in teri m repo rts are
wrong. Because this loss of profits is such a bitter
pill to swallow, company leaders frequently cling
to the hope that year -end numbers have an accounting error, and their originally reported numbers are gospel. Unfortunately, the underlying
causes of reconciliations are rarely resolved by an
accounting adjustment.
As manufacturing consultants, we have helped
companies to identify and resolve these reconciliation problems. Having repeated the process so
many times, we have reached conclusions about
the general causes and the general approaches to
problem resolution.

Don M. Swann is a
professional engineer
and inventory
specialist with Deloitte
Haskins & Sells,
Atlanta, Ga.

Chronic vs. Acute Variances
Let's distinguish between two basic situations
most often encountered. The first is a chronic
variance. Because of certain ongoing errors, the
company consistently overestimates or underesti27

mates interim profits. In these cases, the company
usually introduces an accounting factor or reserve
to compensate for the shortcomings of the system.
Management may not know the cause of the error, but as long as product mix, volume, and systems remain fairly constant, they feel they can live
with a "Kentucky windage" adjustment.
The other kind of inventory variance is the one
that induces panic. This is the variance that suddenly shifts in size or direction. The chronic variance suddenly can become an acute, or shifting,
variance if new products, vendors, machines, systems, procedures, or other changes are introduced
to upset the precarious balance of hedge factors
Companies and offsetting errors that existed.
with chronic
Classic problem- solving approaches will lead to
inventory an identification of the immediate cause of the
variances have shift (e.g., product mix). However, the immediate
a tendency to cause of the variance is not the core, or base
rock along with cause, of the variance. If the systems were healthy
in t he first place, the mi x change (or ot her
fudge factors change) would have been properly identified as a
until the specific variance with its impact on profit reflectchronic ed. Thus, a good inventory and cost system would
variance shifts have accommodated the change and would accuradically. rately reflect the profit impact of changes in mix,
vendors, activity, etc.
The reaction of co mpany management to
chronic variances is different than their response
to acute variances. A major, unpredicted, shift in
variance is often enough of a kick in the pants for
the company to take action to find underlying
causes and make corrections. Unfortunately, the
company with chronic inventory variances has a
tendency to rock along with fudge factors until
the chronic variance shifts radically. By then, corrections may come too late to save the management team that depended upon a system of offsetting errors.
In both these conditions — chronic and acute inventory variances —the underlying causes are the
same. The elimination of the variances in both
cases requires some basic corrections to the systems, procedures, or logic that generates the interim financial measures. A "factor" is a temporary
and potentially disastrous solution. The greatest
tragedy of correcting inventory variances with a
global "reserve," or other factor, is that management begins to believe that because the numbers
come out okay overall, the numbers associated
with each product are accurate. Specific marketing, pricing, and production decisions are based
on information that may be grossly in error. Then,
when new strategies are implemented based upon
bad numbers, the chronic variance can become
acute.
Detecting Problems
Because your company may have unexpected
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variances despite good control measures, we recommend an occasional "checkup" as the only way
to be confident of the overall health of your inventory and cost accounting systems. Here are basic
problems a checkup would detect.
The accounting system is separate from the inventory system. We continually see situations
where company management is surprised that the
book and physical inventories do not reconcile,
even though the only time the two systems are
compared is annually! The "book inventory" and
the "physical inventory" start out as equal on day
one. If they are to be equal at year -end, then any
change to one system must be made to the other.
If "p hysi cal" inventory is received, scrapped,
shipped, used as samples, consumed in trials, upgraded, downgraded, or otherwise changed in
quantity or value, then there must be a corresponding entry into the "book' inventory. If the
"book" inventory is revalued or re- costed, there
must be recognition of this change in the physical
inventory.
If the two systems are not tied together so that
the impact of every transaction (even at a summary level) in one system is reflected in the other,
then variances are inescapable.
Resolution of this core system shortcoming can
be a major undertaking. The solution implies that
the company knows what inventory transactions
are taking place. Too often, a high percentage of
inventory transactions are never recorded, or
worse, there is no "inventory system" in place to
capture the inventory transactions.
Uncontrolled or unrecorded inventory transactions are gu arant eed to lead to in vent ory
variances.
Unit Costs are set illogically. The value of the
physical inventory is the sum of units on hand
times each unit cost. The unit cost must reflect, in
some way, the dollars actually booked into the financial inventory. Some companies use "latest
cost " as th e un it cost fo r it ems in invento ry.
Clearly, if the "latest cost" is different from the
previous cost, then adopting a new "latest cost"
changes the value of on -hand inventory. Table 1
illustrates such a change.
Clearly, a variance will occur if the unit cost in
the physical system is altered without acknowledging the impact of this change in the financial
system.
"Average" unit cost is an appropriate costing
approach, but to recompute average unit cost, the
on -hand unit count and costs must be accurate.
Here is the equation:
Old value +- purchased dollars
Avg. Cost =
On -hand units + purchased units
MANAGEMENT ACCOUNTING /MAY 1986

The value of on -hand units for a given item in a
superbly controlled perpetual inventory is "right"
(within 5% of physical on -hand) 90% of the time.
In a typical company experiencing inventory variances, the perpetual on -hand quantity of a given
item has perhaps a 60% chance of being "right."
Average cost calculations quickly degenerate in
this environment. Worse, the errors generated by
these calculations are almost impossible to trace
in that they were calculated using the perpetual
on -hand quantity of an item at a specific point in
time. This is a number that is almost impossible to
reconstruct.
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Conversions. A subtle cause of unexpected inventory variances is conversion from one unit of
measure to another. These conversions can be in
"units" or cost per unit. Typical conversions include: pounds to square inches (steel), volume to
pounds (bulk material), diameter to feet (roll
goods), weight to length (roll goods), weight to
count (small parts), and "wet" weight to "dry"
weight.
Some companies may go through multiple conversions for the same material (purchase in tons,
inventory in cubic feet, use in metered flow that
theoretically converts to gallons). Any place in the
inventory system that a conversion occurs, the potential for inventory variance exists.
"Averages." There is always a trade -off of data
intensity versus data accuracy. Use of averages is
an appropriate shorthand technique to avoid unnecessarily detailed transactions. However, the
broader the average, the less sensitive the cost accounting system is to changes in mix or volume.
An unexpected variance will occur if the physical
transactions being represented by an "average" in
the financial system change in nature.
Other

The use of standard costs is a technique that
solves many of the unit cost problems encountered by manufacturers. Standard costs also lessen
the repercussions of having different "lots" of material at different points in the manufacturing process, each with, theoretically, different unit costs.
Any technique that repeatedly changes the unit
cost used to value inventory must recognize the
impact of changing the unit cost of an item, not
only for those units in raw material, but the units
that are components of work -in- process or finished goods inventory. A change in unit costs is
an action that requires careful control to retain
balance between the book and physical inventory
values.
Incorrect accounting procedures. These occur
less frequently, in our experience, because financial transactions are carefully scrutinized. Companies that regularly leave free and unrestricted access to a mil lion dol lars ' wo rth of i nven tory
impose strict controls on $500 worth of petty
cash. This observation is not meant to be facetious. Cash is more liquid and more susceptible to
loss. But, from a standpoint of potential bottom line impact, physical inventory transactions often
receive far less attention than financial transactions receive. There can be cut -off, matching, control, reconciliation, missing transactions, or other
accounting procedural errors that could induce
inventory variances. This area should be included
in any "checkup" to find causes of inventory variances. But this area is probably the best controlled
of all the inventory and costing subsystems.
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There are many other causes of unexpected inventory variances. These can include inaccurate
bills of material, computer program errors in inventory relief or cost of sales calculations, logic
errors in the cost system, and so on. In the course
of a "checkup," we normally find 10 to 20 specific
holes or `leaks," and an equal number of corrective actions that will plug the leaks. Solutions to
long- standing (chronic) variances are rarely quick
and easy. The company often is required to develop systems, educate, and train to overcome practices that have been accepted as "close enough"
for years.

The elimination
of the
variances
requrres some
basic
corrections to
the systems,
procedures, or
logic that
generates the
interim
financial
measures.

Take Action
The year -end "loss" of profits previously shown
in interim reports is frustrating, and potentially
career - shortening, to the CFO who must report
that inventory reconciliations are necessary. Normally, the cause of the unexpected variance is not
an "accounting" problem, but is an "inventory
problem." Resolution of unexpected inventory
variances requires specific problem - solving actions including: an analysis to determine core
causes, and the impact of each cause; the development of solutions; and the institution of a results oriented project to implement the solutions.
A policy of ignoring chronic inventory variances will not result in the variances "going
away." Instead, management will be faced with either making decisions based upon numbers that
are known to be wrong, or making decisions that
can't be supported by available data.
❑
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ANALYZING INVENTORY
SYSTEMS
1
EOQ, MRP, and JIT may appear to be incompa tible,
but careful a na lysis revea ls the common threa ds that tie these
three methods of inventory ma na gement together.
By Dale G. Sauers

method of choice. During the 1970s, the American Production and Inventory Control Society
As U.S. managers struggle to modernize and gain (APICS) conducted a highly successful campaign
control of their production facilities, a serious bar- promoting a computer -based PIM technique
rier to their success appears to be the inability of kno wn as Materials Requirements Planning
business and industry to develop a consistent view (MRP) as the preferred technique. APICS has
of Production and Inventory Management (PIM). since kicked off another crusade for the 1980s, esIn the late 1960s, Economic Order Quantity /Re- pousing Just In Time (JIT) as the proper method
order Point (EOQ /ROP) was promoted as the of PIM.
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On the surface, EOQ /ROP, MRP, and JIT appear to be incompatible. However by studying the
common threads that tie these three theories together, we can develop a more uniform and efficient theory for produ ction and inven to ry
management.
The traditional functions of inventory include:
obtaining the economies associated with making
or buying lots larger than immediately needed
(lot -size inventory); buffering against uncertain
demand and lead times (safety stock inventory);
reducing work stoppages that result from variability in scheduled now or processing problems
(work -in- process inventory); stabilizing production against seasonal variation (anticipation inventory); filling the process and /or transportation
pipeline (pipeline inventory); and purchasing in
advance of anticipated price increases, vendors'
strikes, and so on (hedge inventories).'
Because production managers influence sales
revenue only indirectly— primarily as a result of
customer dissatisfaction with quality, lead times,
and service parts availability —I have rewritten
the usual profit equation as (Equation 1):

Materials Requirements Planning is used to describe any PIM system using the computer -based
MRP module. The term "closed -loop MRP" is
used when the MRP module is driven by a production plan and master production schedule that
are known to be realistic, because the system is
developed within the constraints of available capacity, and is res ponsi ve to the d ynami cs of
changing customer requirements and manufacturing activities. A fully integrated MRP system used
as the basis of all business planning is called
"Manufacturing Resource Planning" or "MRP
I1." 2
The MRP module is a computer simulation for
each product of its bill of material structure, inventory status, and process of manufacture. When
a master schedule of end items to be produced and
due dates are fed into this MRP module, the module first accesses the structured bill of material,
lead times, and on -hand and on -order inventory
balances. It then "explodes" the bill of material to
obtain component -parts requirements, nets gross
requirements against available inventory balances,
offsets net requirements over lead times, and generates a time - phased set of components and mateCosts = Production Costs + Inventory Costs + rials requirements.
Costs of Customer Dissatisfaction
The projected components requirements are in
turn exploded through their process routings/
"Customer dissatisfaction" may be caused by unit -load profiles to provide a time - phased projecsuch factors as stockouts, product - quality prob- tion of the loads that would result on the various
lems, and excessive manufacturing lead times. work centers as a result of the given master schedThese factors, controlled by the production man- ule. These loads, when compared with the known
ager, adversely affect sales revenue. From the pro- available capacities of the work centers, determine
duction standpoint, of course, minimizing this the feasibility of meeting the master schedule. If
cost function is equivalent to maximizing profit.
overloads cannot be resolved at the work center
level, co mp on en ts causing bottlenecks are
Three Methods for Managing
"pegged" (tracked back to parent parts) and the
Inventory and Production
end items that generate the requirements for these
The Economic order Quantity /Reorder Point parts are rescheduled in the master schedule.
Model was developed by F.W. Harris in 1915 to
Only when the master schedule has been found
establish optimal inventory lot sizes that would to be "do- able" is it released, and the MRP logic
minimize the combined "production costs" and recommends purchase order and shop operation
"inventory costs." The model assumes that the to- schedules.
tal costs associated with stocking inventories are
MRP is useful because: it can test feasibility of
the costs associated with placing orders and the schedules prior to their release, it can be driven by
costs of holding the inventories. The total costs forecasts of future demand requirement and thus
can be symbolized by Equation 2 (See Table of project future capacity requirements in time for
Equations).
their cost effective acquisition, and the simulation
These costs vary with quantity ordered as shown can be updated at any desired frequency to assure
in Figure 1. Under the assumptions of the model, accuracy and currency of all data on which manthe optimum order quantity is provided by Equa- agement decisions are being made.
tion 3. Reorder points are set to provide sufficient
Just In Time is a Japanese PIM system develstock to cover demand over the reorder lead time. oped by the Toyota Motor Company. It also is
The above model is deterministic, assuming de- known as "Kanban" (because of the cards used),
mand and l ead time are known and constant. "zero inventory," or "stockless production." In
R.W. Wilson provided a stochastic model in 1934 JIT, authorization for a part to be made at any
in which reorder points were set as a function of work station is generated by a requirement for the
variability in demand and /or lead time (Equation part at the next work station in the production
4).
line. As parts are consumed in final assembly,
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cards associated with these parts are posted to indicate the need for, and to authorize production
of, replacement parts. The process is repeated at
all upstream work stations, pulling parts through
the production system as they are needed and
eventually pulling raw materials and purchased
parts from suppliers.
The objective of JIT is to assign the fewest possible number of parts to each authorization card.
Work -in- process (WIP) inventory is reduced, and
the authorization of single parts that arrive "just
in time" to be consumed results in "zero inventory" and "stockless production."
The goal of JIT is zero inventories but the motivation behind the goal is not just the savings in
inventory carrying costs. JIT proponents see WIP
i n ven t o ry as lu b ri can t co veri n g proces s
inefficiencies.
JIT imposes two major production problems.
For each work station to make the variety of parts
called for by downstream work stations in small
quantities requires great flexibility and frequent
machine setups. This is possible only when the
amount of time required for machine setups is
drastically reduced. It is not an insurmountable
problem. The Japanese have successfully reduced
setup times from several hours to a few minutes.
The other problem is that the final assembly
schedule cannot be permitted to impose a changing load on the factory. That is, the mix of parts
needed for final assembly cannot result when
there are uneven materials or labor requirements
at the various workstations. Companies using JIT
attempt to meet this constraint by calling for an
even distribution of finished products to be made
every hour of every day. Obviously, this is only
possible in repetitive manufacturing.

MRP successfully resolves all three deficiencies.
Through the use of the structured bill of material
to obtain component parts requirements, MRP
provides "matched sets" of component parts from
which to build the end items called for by the
master schedule. The MRP computer simulation
can be updated at any desired frequency, even real
time if required, so that decisions are properly
guided by current realities.
Finally, EOQ /ROP inventory management is
reactive. New orders for parts to support future
demand result from reorder points that are triggered when inventories are depleted by past demand. In contrast, MRP is proactive. Inventory
and production management is guided by fore-

Table of Equations
Terms
TC = Total annual cost of carrying inventory
Cp = Total variable costs associated with placing
a production or purchase order
CH = Total variable cost associated with holding
one item in inventory for one year
P

= Reorder point

R

= Total annual demand for the inventory item

O

= Quantity of the inventory item ordered in
each lot

L

= Replenishment lead time

W

= Number of days per year that experience
demand

C

= Standard deviation of variability in demand
and /or lead time

Z

= Number of standard deviations for desired
customer service level

Eq. 2

TC _ C PR + C HQ
Q

Common Threads
The EOQ /ROP model was used to answer four
questions regarding lot -size inventories: "what to
order," "when to order," "how much to order,"
and "what priorities to assign in scheduling work
on to machines." Reorder points simultaneously
told what to order and when to order. Calculation
regarding relative ratios of reorder points, quantities on hand, lead times, and times available assigned scheduling priorities. The economic order
quantity told how much to order.
MRP struck a severe blow to the EOQ /ROP
approach to PIM and resolved three shortcomings
of the EOQ /ROP model. These deficiencies include the fact that EOQ /ROP ignored the product structure /bill -of- materials relationships
among the component parts, did not permit effective rescheduling in response to dynamic changes
in demand or production activities, and was reactive (backwards looking) rather than proactive
(forward looking).
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casts of future demand. Thus orders for parts are
matched with the demand these parts are expected to satisfy.
MRP does not make EOQ obsolete. MRP uses
new techniques for answering "what to order"
(those items having planned order releases to cover projected negative inventory levels after netting
gross requirements against on -hand and on -order
inventories), "when to order" (when t he timeMANAGEMENT ACCOUNTING/MAY 1986

phased planned order releases fall in the current
period or "action time bucket "), and "what priorities to assign" ( "dispatch lists" for every work
center listing items to make and priorities based
on due dates and lead times for all remaining
operations).
MRP, however, still uses EOQ concepts to determine "how much to order" (lot size). Except
for the lot- for -lot approach (order only as many as
you need each time), all MRP lot -size algorithms— including economic order quantity, period order quantity, least total cost, least unit cost,
Wagner - Whitin, Silver -Meal, etc. —are all based
on balancing preparation costs against inventory
holding costs. The only refinement MRP makes to
the classical EOQ method of setting lot sizes is
that the MRP algorithms seek to minimize the total inventory costs of Equation 2 using actual demand, as projected from the demand forecast and
the master schedule, rather than assuming a continuously repetitive and smooth usage pattern.
Because JIT proposes zero, or at most minimal
rather than optimal, lot sizes, it offers a major
challenge to Harris's EOQ model. The management accountant's initial reaction to JIT is that
the Japanese have abandoned the "law" that holding costs must equal preparation costs, and therefore are no longer attempting to minimize inventory costs.
On reflection, however, the EOQ model holds.
The fault was ours. Our mistake in using the EOQ
and MRP lot -size model was in viewing preparation costs as immutable fixed costs. When preparation costs are viewed as variable, the EOQ (and
therefore the MRP) model becomes consistent
with the zero inventory concept of JIT.
Figure 1 gives way to Figure 2 when costs of
preparation are considered variable and attempts
are made to reduce them, and the economic inventory level moves toward zero. Similarly, attempting to minimize the total cost function shown in
Equation 2 by matching holding costs with preparation costs and driving preparation costs toward
zero is, at the limit, to have zero holding costs and
therefore zero inventories. Finally, taking the limit of Equation 3 as the costs of preparation are
driven to zero, we end up with Equation 5.
Walter E. Garwood draws some other interesting parallels between EOQ and JIT. He states that
the pull system of JIT operates in the same manner as the traditional two -bin system of EOQ/
ROP and is thus really a reorder point approach.
If the JIT /Kanban pull system is really a reorder
point system with small reorder quantities, how
are the deficiencies of the reorder point system described above resolved under JIT?
The pull system, by selectively authorizing production in correct proportions and small lots, itself serves the function of a structured bill of maMANAGEMENT ACCOUNTING /MAY 1986

terial in obtaining matched sets. The inability of
EOQ /ROP to effectively replan is dealt with in
JIT by increasing process flexibility through reduced setup times, reserve capacity, and minimal
work in process.
According to Garwood, a pull system works
only when you can make the future look like the
past, something that is feasible only with repetitive products, and is the only situation in which
JIT can be made to work.'
Safety stock serves to minimize the combined
inventory and customer dissatisfaction costs of
Equation 1. The EOQ /ROP model as refined by
Wilson optimized safety stock levels by setting
statistical reorder points that establish sufficient
reserve material to protect against variability in
demand and replenishment lead time to reach acceptable levels of customer dissatisfaction.
Again, the MRP approach to PIM poses no
new procedure for handling safety stock. MRP,
using the bill of material relationships, does provide matched sets of components, so that only
"independent demand items" (end items and service parts) need to be safety- stocked. It does share
planned order release information along the production /distribution network, reducing the number of items which must be considered as independent. But where safety stock is required, the
Wilson equation is still used.
Although JIT advances the goal of "zero inventory," it also acknowledges the need for safety
stock to cover uncertainties in demand. Hall also
uses the term safety stock to refer to good. stock
held in reserve as buffer against defective parts.
JIT, with its emphasis on zero defects, would
move to eliminate this class of inventory.
Work in process (WIP) inventory is intended to
reduce the production cost component of Equation 1 by reducing idle time, permitting combined
setups, etc. Used improperly, however, it increases
all three of the cost components of Equation 1

MRP struck a
severe blow to
the EOQ /ROP
approach to
inventory
management.
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(production, inventory, and costs of customer dis- nated. Elimination of WIP inventory increases the
satisfaction). Production costs are increased be- productivity of available factory floor space and
cause excessive WIP clogs the production system, results in a tighter integration of work centers.
needed parts are hard to find and to retrieve, valu- The production process is more visible, permitting
able shop floor space is used up creating greater "management by eye." A decrease in the "invendistance between machines, communication is im- tory cost" component of Equation 1 is incidental.
paired, and materials handling costs are increased. Reductions in the production costs and customer
WIP inventory increases customer dissatisfaction dissatisfaction costs (through increased quality
in EOQ/ROP systems by increasing lead times, and decreased lead times) are the primary purpose
because the time parts spend wait ing in WIP of WIP inventory reductions. Striving to meet the
queues typically makes up 70 -80% of manufactur- goal of zero inventory results in continued iming lead time. Because WIP does tie up capital, it provement of the production process.
also is an inventory cost. Unlike parts that are
Anticipation inventory is "stored capacity." It
physically moved into storage areas, however, attempts a joint reduction of the production costs
WIP inventory on the floor is usually not charged and inventory costs in Equation 1. Th e EOQ/
a holding cost for the space it ties up or for any of ROP model does not address anticipation inventhe other costs just described which result from tories. Anticipation inventories were calculated in
holding it.
The EOQ /ROP model, because it addresses
only lot -size economies and not production efficiencies, does not directly address WIP inventory.
It recognizes it indirectly, however. Optimal WIP
levels between work centers can be calculated
based on Wilson's service -level concept, and the
production lags resulting from the resultant
queues are built into the manufacturing lead times
used in establishing the reorder points. Excessive
WIP inventory is usually a serious problem with
EOQ/ROP systems. Because these systems do not
order matched sets, much WIP stock is idle waiting for a few missing parts.
In addition, because EOQ /ROP is reactive, it
often calls for parts to be made that aren't needed
to support demand in the near future. EOQ /ROP
also does not provide a method for projecting future capacity requirements, thereby causing excess
WIP which results from unanticipated bottleneck
operations. Yet more WIP is generated because
EOQ /ROP does not permit effective rescheduling. Thus, parts not needed for production are
made, but parts critically needed remain in queue. the EOQ /ROP era by heuristic trial- and -error
As with lot -size and safety stock inventories, techniques. They still are. MRP adds no new techMRP does not propose any new techniques for nology for these calculations, but it does increase
calculating optimal WIP inventory levels. It does the importance of the production planning proprovide, however, the capability for drastically re- cess where anticipation inven tory level s are
ducing WIP inventory abuses. Parts are ordered established.
in matched sets, planned order releases are dyAnticipation inventory presents an interesting
namic and minimize inappropriate released or- point of discussion for those who picture ideal JIT
ders, valid dispatch lists keep machines working systems being barren of inventory. Anticipation
on correct parts, and valid input /output load re- inventory is used primarily for make -to -stock
ports improve the balance between the amount of products and standard components of assemble WIP scheduled into work centers and the capacity to -order products. Although the goal of JIT is to
of these work centers to process it. The forward - match the final assembly schedule (therefore prolooking capability of MRP anticipates future duction) to market demand, the level of producchanges in needed capacity in time to minimize tion permitted to build finished goods in anticipaWIP - producing capacity bottlenecks.
ti on o f seas on al surges in d eman d ma y b e
The goal of JIT is to reduce WIP inventory to particularly relevant to JIT systems.
zero. The low WIP inventory levels force processA successful JIT depends on "level schedules"
ing problems to emerge so that they can be elimi- so that the various elements of production can
34
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provide component parts in response to pull signals. JIT companies can respond to some seasonal
variation, changing output rates by issuing a series
of fixed schedules. However, the rate of change in
production is limited to change rates that do not
create an imbalance of demand on work areas and
pipeline materials that is beyond their ability to
respond to pull signals from the final assembly
schedule. Production flexibility defines this limiting rate of change. JIT attempts to increase production flexibility by decreasing setup times,
cross - training workers, decreasing WIP levels,
and by carrying some excess capacity. These factors do reduce throughput time and shorten production planning lead times, thus making it possible under JIT to adopt schedules that are closer to
"chase" production planning strategies and thereby ameli o rat in g th e need fo r ant i ci pat i o n
inventory.
The excess capacity proposed by JIT proponents as a technique for eliminating the need for
anticipation inventory, however, has always been
considered in establishing anticipation inventory
levels. Companies subjected to severe seasonality
should continue to balance the cost of this additional reserve capacity, a production cost in Figure 1, against the associated inventory costs rather
than to strive for elimination of anticipation inventory at all costs.
Pipeline inventory is the stock needed to fill the
production /distribution pipeline before finished
goods can come out the end. It consists of process
stock (WIP) and transportation stock. Transportation stock consists of material in transit from
suppliers, interplant shipments, and finished
goods in transit to warehouses or customers. Pipeline inventory, then, is necessary even with JIT
systems. Process stock is a necessary production
cost in Equation 1 while transportation stock is
considered an inventory cost.
JIT attempts to minimize pipeline inventory by
several methods. Because the theoretical minimum inventory required to fill any section of the
pipeline is the product of the required daily output quantity times the number of days in transit,
the only way to reduce minimum pipeline inventory is to reduce transit time. JIT companies accomplish this by locating suppliers' facilities closer to customers, delivering directly to process use
points, and using small -sized delivery trucks with
predetermined load sequences to facilitate loading
and unloading.
Most non -JIT companies carry more than the
minimum levels of transportation inventory because they ship large lots at infrequent periods to
save shipping costs associated with less than
truckload quantities. JIT companies have found it
possible to ship smaller quantities at more frequent intervals by shipping mixed loads, using
MANAGEMENT ACCOUNTING /MAY 1986

load - switching and consolidation points, using the
smaller trucks, and paying closer attention to
routes and scheduling.
One distinction between the traditional and the
current view of pipeline inventory management is
that in the past the process /distribution system
was viewed as a series of independent processes
(companies) connected by transportation pipelines. Today it is viewed as a single process. Reduction of transportation inventory is seen as a
decrease in WIP between consecutive work centers, specifically the last work center of the supplier and the user work center of the customer.
Although the goal of reducing pipeline inventory in the traditional view is to reduce capital investment, the major objective of JIT is to force
process improvements in the total system. The
pull system of inventory management logically extends to the supplier- customer interface when
they are viewed as adjacent work centers within a
single process.
Hedge inventories seek joint reduction of production costs and inventory costs of Equation 1.
Production costs are reduced through reduction
of cost of material by avoiding price increases and
avoiding process shutdowns that would result if
suppliers were not able to deliver. The logic of
hedge inventories would seem to extend directly
to MRP and JIT systems. An MRP system offers
the advantage of assuring proper placement of future orders for those items held as hedge inventories by continually netting gross requirements
against the hedge inventories on hand and thereby
correctly projecting run -out times.

Proponents of
/IT see work in
process
inventory as a
lubricant
covering
process
inefficiencies.

New Cost Accounting Systems Needed
Production and Inventory Management methods have evolved from EOQ through MRP to JIT.
EOQ ignores even the simple relationships that
exist among the parts that make up a finished
product. MRP using the power of the computer
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Managers will
not be able to
set proper
levels for W/P
inventory until
the full cost of
having this
inventory
sitting in the
shop has been
identified.

takes a significant step toward integration by considering each component as part of the larger system of parts defined by the bill of material, and by
anticipating the production capacity that will be
required to meet forecasted demand. But MRP,
like EOQ, limits itself within the boundaries of the
production and inventory management subsystem
activities of planning and scheduling. It takes the
parameters of other production subsystems, such
as the setup times and process efficiencies of the
operations subsystem and the scrap rate of the
quality control subsystem, as given constants.
JIT views the production function from a larger
frame of reference in two ways. First, it does provide a method for deriving materials requirements
(a pull system) and optimal inventory levels (little
or none), but it does so by seeking a more global
optimization ofthe entire production /distribution
network, and by avoiding local optimizations,
such as economic order quantities, within subsystems that occur at the expense of the larger system. Unlike MRP, JIT explicitly seeks process efficiency imp rovemen t s and uses inven to ry
management as a tool for doing so. It attempts to
minimize Equation I in its entirety rather than
only the inventory cost component. Secondly, JIT
takes a more long -term view by accepting short
run dis- economies, such as those which result
from reducing inventories to below optimal EOQ
levels, in order to force process inefficiencies to
surface and t hereby reduce the to tal co sts of
Equation 1 in the longer run.
Other conclusions that result from the analysis
of the three inventory management methods are:
• Harris's economic order quantity model survives. While its parameters sh ould not be
viewed as constant and its costs should be considered subservient to the larger frame of reference of long -run minimization of Equation 1,
Figure 2 does show the EOQ model to be compatible with the zero inventory goal of JIT.
• Wilson's statistical reorder point model survives. Although companies should strive continuously to reduce uncertainties in demand
and lead times, safety stock serves a legitimate
purpose and where it is required, Wilson's
equation is a valid approach for setting optimal
levels.
• MRP survives. A JIT Kanban -type pull system
can operate only in a repetitive manufacturing
environment. Schedules are sufficiently level so
that the manufacturing processes can react to
its pull signals. Just as demand gets increasingly
lumpy lower in a bill of material, the likelihood
of level schedules, even when the retailed product is repetitive, gets more remote as one progresses upstream in the production /distribution
network toward the smaller gateway suppliers.
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Job shops also are unlikely candidates for Kanban -type systems. MRP is the system of choice
for controlling production activities when a pull
system can't work. According to Lon Johnson's
paper, "Th e Marriage of MRP and Ju st in
Time," even when a pull system will function,
MRP is still useful for long -range production
and capacity planning, purchasing requirements planning, and providing coordination in
large multiplant, multiproduct companies.'
• Kanban and JIT are not synonymous. The two
terms often are used interchangeably, but Kanban is a pull production and inventory management system. JIT is a philosophy ofviewing the
production /distribution network from a systems perspective and involves continuously
striving to improve process efficiency, reduce
inventory, and improve quality. Although JIT
normally uses a pull system to accomplish its
goals, the JIT philosophy is recommended for
all companies whether they use MRP or Kanban as their method ofproduction planning and
scheduling.
• The "zero- inventory" term often used synonymously with JIT is not to be taken literally. My
review ofthe various functions served by inventory indicates that the functions —and therefore
the inventories — remain valid under appropriate conditions. Striving to reduce these inventories is valid when such efforts expose process
deficiencies and result in process improvements.
That is what is really meant by the term zero
inventory.
• New cost accounting systems are needed. The
cost trade -offs among the component costs
shown in Equation 1, necessary for total reduction ofthe equation, require new cost factors to
be recognized and traditional costs to be collected in new ways. Product "nonquality," for
instance, impacts all three cost components in
Equation I and these effects must be identified
and measured.
Managers will not be able to set proper levels
for WIP inventory until the full costs of having
this inventory sitting in the shop have been identified and collected. Finally, as Johnson points out,
the process changes resulting from application of
JIT techniques have the potential for dramatically
increasing throughput rates. The data collection
required for inventory valuation must not be so
cu mberso me as t o b e a b arrier t o th ese rat e
improvements.
'George W . Ploml, Manufacturing Control.- The Last Frontier for Profits. Reston
Publishing Co.. Inc., 1973.
= Oliver Wighl, MRP 11. Unlocking America's Productivity Potential. CBI Publishing, Boston, 1982.
'Walter E. Garwood, "Kanban Versus MRP I1: Which Is Best For You ?" Modern
.Materials Handling, November 5, 1982.
'Lon L. Johnson, "The Marriage of MRP and Just In Time;' presented at Ameri•
can Production and Inventory Control Society Meeting, Columbia, Pa., January
1985.
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There are unwritten responsibilities implicit in every job description, although not necessarily specified formally in writing. A plant controller, for example, should play many roles in order to make
the most effective contribution to his company.
Most of these roles are not covered by the job
description. They are, however, areas that are as
important to business success as many of the traditional financial responsibilities found in the job
description. The degree of importance changes
with the economic climate, the make -up of the
management, and the general state of the business.
The division controller should be able to play
such roles as:
1.
2.
3.
4.
5.
6.
7.
8.
9.

Business advisor
Financial advisor
Income manager
Arbitrator
Controller
Budgeter
MIS manager
Educator
Human relations manager

The Many Roles
of the
P I a n1t Controller

Your reaction to this list may be: "I do those
things all the time" or "the list is just plain and
simple common sense." Absolutely correct. And I
certainly do not take credit for determining these
areas as a vital part of the financial responsibility.
I have been fortunate to work for an organization
that by its autonomous nature with respect to divisions provides the guidance and atmosphere that
allows division financial people to have these responsibilities. There isn't any role listed that could
be considered innovative, and certainly skilled financial managers are adept in all of these areas.
Perhaps they will serve only as reminders to readers, but at the same time provide a different and
needed job focus of the plant controller or those
having aspirations to be a plant controller.
No one can be an effective management accountant, supervisor, manager, or controller without thoroughly knowing the business the company
is in. Of course, there is a correlation between the
organization level and the amount of expertise
needed to do the job, but financial managers with
controllership aspirations should never limit their
knowledge of the business. This knowledge must
include the industry, products, plants, manufacturing processes, competition, policies and procedures, and organization structure. The knowledge
must be more than superficial.
For instance in the area of products, it is necessary to acquire an understanding of the major
product features and the effect they have on the
total business— sales, profits, and, certainly, the
competition. Accountants, particularly controllers, must spend time in the shop to learn the
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The plant manager insisted that
the controller be in the office next to
him to bounce ideas off and to be
within shouting distance... at times
I'm sure he meant shooting distance.
By John F. Kokula
product and must get totally involved in the entire
organization. It is not that difficult to become an
expert if you devote 30 minutes of your time each
day studying another aspect of your company. In
a year you will be surprised what you know.
In a few years you'll be an expert and experts
generally do pretty well for themselves —and the
company. Remember, plant managers and presidents aren't scholastic vocations. They were once
engineers, sales representatives, and even accountants. Learning the business also is important because you are a company representative to the
public. People will perceive the company through
your actions and knowledge. Be a good company
ambassador.
Financial Advisor
Knowing the business is the basis for being a
good financial and business advisor. The top financial person within the organization should alMANAGEMENT ACCOUNTING /MAY 1986

Business Advisor
Not only are finance managers financial advisors, but they also must act as business advisors.
They must give opinions on policy, procedures,
and issues that are generated from all departments. In this role, obviously tact is important,
particularly if the comments are negative. But
part of the job of the financial representative is to
tell the other departments how they are doing
their job as they relate to the concerns of the business. At times this may come down to "shaking
MANAGEMENTACCOUNTING/MAY 1986
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somebody up." The financial department is the
custodian of the company's assets. Insist that they
are used in the best interest of the business. Putting people on report for every mistake is counterproductive, but letting people know they are accountable for their actions is good business.
A good way to judge your personal participation as a good business advisor is to ask yourself
these questions: What have I and my department
done recently to improve the business and the bottom line? How have I helped others improve the
business and the bottom line? If you have to think
about your answers for a while and search for examples, you're probably not doing a good job of it.
Income Manager

John F. Kokula is vice
president— finance for
DeZURIK, a unit of
General Signal. He
also has been a plant
controller and director
of information systems
for DeZURIK. He
submitted this article
through the Central
Minnesota Chapter, of
which he is a director.

Sensible income management is needed in all
organizations, but certain types of income management may be harmful. Finance people are all
familiar with the terminology, "income smoothing." Really what it should involve is sound accrual accounting to insure a representative match
of revenue and expense.
Management shouldn't want June and July to
reflect the full impact of 50% of vacations because
that's when the time was taken, or one or two
months should not be hit with the annual bill for
advertising because that's when the bill was paid.
Also, the time to start providing for an unplanned
significant expense is when the situation becomes
apparent —and not the day the expense is incurred. For instance, if in February it is recognized that the roof needs to be repaired and this
repair is scheduled for the July shutdown, begin
reserving in February, not July.
Aggressive business managers place much emphasis on "making the numbers." Heavy pressure
always there to make the forecast. There's nothing wrong with that, but that pressure should never be resolved by creating income. This accounting sleight of hand must never be done, even if it is
a "sure thing" that a shortfall can be covered with
real income in the next month or two. For instance, suppose the forecast is not attained in a
month and prior attempts to smooth income did
not allow enough cushion to make the income
forecast.. Assume further that it does seem possible that a previously written -off bad debt will be
collected in 60 days. Should you book it? No. This
is not income until it's in the bank. Don't book it..
A cont roller als o sho uld n ever manip ulate
numbers to mask a trend. A choice may be made
to accrue over several months for a one -time significant error. Such a tactic may be OK, but be
sure to communicate it. If not, finance may win
the popularity contest but will be considered lousy
financial representatives.
This advice isn't just for people who control the
books: it goes for everyone. Most accountants preis

ways keep in mind that he or she is the financial
expert under that roof, and, as such, should offer
his or her financial opinion on any issue of importance to the organization without waiting to be
asked by management.
What, for example, should a management accountant do when he learns the marketing department has agreed to invoice a customer in a way
that is out of the ordinary— invoicing individual
parts of a product rather than the top level —and
that doing so may create an export duty problem.
Clearly, the management accountant should jump
in and offer his financial opinion, pointing out the
probable consequences. That doesn't mean he
should try to prevent the action. Acting as a roadblock often is the worst first resort. The entire organization has a responsibility to help book orders. Telling marketing, or any other department,
it can't do something without giving some consideration to an alternative that will achieve the desired goal is bad business. Remember, accounting
is not a science. It's an art.
The better way, therefore, is to review the needs
of marketing and develop an alternative that does
not allow the potential problem to arise, but satisfies the needs of both marketing and the customer.
The entire organization must practice "customer
service." As the saying goes, "The bitterness of
poor service and quality is remembered long after
the sweetness of good price is forgotten."
A prerequisite to becoming a good advisor is
maintaining close contact with your superior,
your peers, and a good cross section of the organization. During one of my jobs as plant controller,
an office rearrangement was in the works and the
general manager was quite insistent that his controller be in the office closest to him. He stated
that the controller was the person he wanted to be
closest to, to bounce ideas off, and have him within shouting distance. At times I'm sure he meant
shooting distance. The point being that the plant
manager and the top financial manager should be
continually working together so the controller
knows what's happening in the business and the
plant manager has the immediate benefit of the
controller's opinion on all important financial and
business matters.

39

Sometimes a
controller must
decide who
'eats' the
expense—
marketing or
manufacturing.

pare reports of some type. Certainly, you should
not embarrass people for insignificant errors, but
don't manipulate numbers even within reasonable
limits to the point where no one really understands what the performance is in a given period.
Operating results drive actions, and it is critical
that you, in the words of the well known sports
commentator, Howard Cosell, "Tell it like it is."
When managers are constantly being bailed out of
their mistakes, a false sense of security is created
and finance is not acting in the best interests of
the business.
Arbitrator
Arbitration is a responsibility many financial
people perform, not because they want to, but because in most cases no one else will. Talk about
winning and losing at the same time. But like it or
not, accountants many times play this role. Don't
shrug it off. To be accept ed as an arb itrat or
among your peers is a compliment, but it can only
happen if you have done your homework and
thoroughly learned your business well.
Once you are respected, this respect can be
maintained and enhanced by providing logical decisions to important matters that are at an impasse. Yes, important matters. Don't get involved
in small issues within a department that are more
personal or political in nature. When either marketing or manufacturing must suffer the consequences of an error, and they can't resolve it, as a
financial representative you may have to arbitrate
to determine who eats the expense. There probably won't be a formula, procedure, or policy to get
you out of a tough situation. Make a decision.
Don't try to give everyone his share of favorable
and unfavorable judgments. Base the decision on
the facts and good judgment. Be tactful and fair,
not political.
Controller
Each plant controller, administrator or plant
accountant, should write a brief summary of the
entire operation for the month. Cover highlights
that are important to the organization including
orders, sales, manufacturing income, operating income, and net income. The numbers should report
actual, budget, and forecast for the month. Each
area should have a brief comment explaining variations from budget and forecast. Depending on
the nature of the location, the report can be structured to highlight specifics within these areas. For
instance, when explaining manufacturing income
you may find it worthwhile to highlight major
jobs and their gross profit level in relation to
planned gross profit. If you are reporting on a
plant that has a standard cost system, you should
include performance ratios such as efficiency and
utilization.
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This report should include a brief comment on
cash flow and major controllable balance sheet
items such as inventory and receivables. Use ratios to discuss performance in addition to the absolute numbers. This controller's report —a brief,
two -page maximum, summary — should be given
to the plant manager a week after closing so he
can summarize the financial results for the month
to his superior on that day.
Budgeter
The controller's number one job in budgeting is
to help reduce the cost of doing business. Help
people accomplish this in the budgeting process;
don't do it for them. And by helping I don't mean
saying something like — "Well, let's see, small
tools were 6.5% of sales last year and 5.0% the
year before that, so how does a number in between
sound ?" That's guessing, not budgeting. Find out
the cause of the 1.5% increase and what actions
have occurred to cause it to increase. If the increase is controllable then maybe th e budget
should be 5.0% or even less. If the answer is product mix, however, and the change in mix is

planned to continue, then maybe 6.0% is the appropriate number. I do not advocate the "zero
base budgeting concept" in a manufacturing organization, but we certainly can pick a base for all
the departments in many cost categories; then require justification over that.
Insist that those involved in the budget process
do their homework and treat this process as the
most important part of their job while they are doing it. In my opinion, a good sales manager who
prepares a poor budget for his area is not a good
sales person. And an accountant who knowingly
lets him get by with it is just as bad. It really
doesn't take management very long to determine
if the budget represents the capabilities of the
plant and department. I'm not implying that we
want to make the screws so tight that there is no
margin for error. What we should do is produce
benchmarks that represent improvements that are
realistically attainable, and which employees will
accept as a commitment.
MIS Manager
In all the areas discussed the ingredient that is
necessary to do a good job in most of these is a
good management information system. When
MANAGEMENT ACCOUNTING /MAY 1986
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some people hear that phrase they immediately
think computer systems. In today's complex environment of data handling it's next to impossible to
have a good management information system
without a computer to do the number crunching,
but the computer and computer systems are only
the tools ofexecution. The system itself is the network of information developed for every employee
in the organization to manage his responsibilities.
The plant controller's job is to be the flywheel in
putting together the system.
At the plant level the controller must play a
major role as an information manager, working
with the organization to determine what is needed
to assist in managing the business. Consolidated
financial statements based on a fixed budget may
not help the plant manager; however, detailed income statements produced on a flexible basis may
be a good management information tool. A report
showing scrap by product line, by operation, and
by machining center may be another report to assist the manufacturing manager, quality control
manager, and plant manager.
The intent of the management information system should never be to dominate the management
of a cost center, the plant, or any other defined
area. Reports and systems shouldn't be the managers. People are the managers and the information furnished through a management information
system is one of their tools.
An unfortunate outgrowth ofa management information system is that at times people actually
become fearful of the numbers and redefine things
to change ratios. This tactic can result in a shell
game. Certainly, transactions should be assigned
to the correct category, but be careful not to get
caught up in a game of "who's on first ?" when
straightening out past classification errors. The result may be good - looking reports because the bad
news is shifted. When this occurs, the next thing
that happens is the system gets the blame. The
controller's job is to prevent it.
Educator
"Finance for the Non - Financial Manager" is a
course that has been included in the educational
portfolios of most public accounting firms and
many other organizations that specialize in professional seminar training. If professionals outside
the financial department were sent to only one
educational seminar, the one providing an introduction to finance and accounting should get the
vote. Such training, however, should take the general financial concepts, techniques, and measurements and integrate them into the company management information system.
Let's take asset management as an example.
The course must first provide the lay person with
an understanding of phrases such as asset turnMANAGEMENT ACCOUNTING /MAY 1986

over, return on assets, inventory days, inventory
turnover, and receivable days, to name a few.
Then this teaching should be enforced with numbers, internal definitions, procedures, and so
forth, providing a tangible basis for understanding. This is where the plant controller as educator
steps into the act. The plant controller should
have reinforcement sessions for all people who attend outside financial seminars. The project can
even be supplemented and augmented by the plant
controller. The goal of the plant controller should
be to bring professionals within the organization
to a level of financial understanding so they at
least understand completely the numbers for
which their section is responsible.

Telling
marketing it
can't do
something
without
offering an
alternative is
bad
business... and
sloppy financial
advice.

Human Relations Manager
Human relations and job quality are thrusts
that all departments should constantly work at.
It's the job of all managers to provide an atmosphere where people want to come to work and do
their best to add to the company success. This is
something a company cannot give lip service to or
legislate. It must be viewed as an authentic principle of the company. Where I work, we publicize it
in the form of a company credo:
I. "To achieve growth objectives of the company and its employees, in an atmosphere of
self - fulfillment and with a commitment to
excellence, by striving for customer satisfaction through quality, value and service in all
aspects of our business.
II. "To develop an understanding of the company purpose, mission and objectives in order
to better relate individual jobs to the goal of
the company.
III. "To develop a better understanding of the
major functions of the company and why
they are necessary to the success of the
company."
Obviously, the summary above does not cover
all of the unwritten duties. In fact, I doubt if the
subject can be captured between two covers. As
stated at the outset, my purpose here is only to
focus on some of the undefined aspects and requirements of top financial representatives of an
organization. Knowing the business is the key to
fulfilling the roles. It provides the insight for developing a good financial and business advisor;
addressing prudent income management; developing and providing in -house financial education;
functioning as a respected arbitrator; writing a
meaningful, concise operating results report; and
creating a good management information system.
These capabilities, combined with thoughtful human relations, can only benefit you and your
organization.
❑
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Are U.S. Exporters
Benefiting from the FSC?
Higher administrative costs and lower tax benefits
are di ouraging many exporters from forming a Foreign Sales Corporation
�
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When Co ngress replaced th e Do m estic In tern ational Sales Co rp o ratio n (DISC) with th e Foreign
Sales Co rpo ratio n (FSC) two y ears ago , it was attem pting to m eet th e p ro visio n s o f its m ajo r fo reign trad e agreem ents wh ile p rovidin g com p arable
tax incen tives to stim u late ex po rt sales. Resp on se
to the new in cen tive, h o wever, m ay b e less th an
anticipated. Ex po rters face co stly mo d ification s to
their exp o rt sales o p eratio n s in o r d e r to receive
the special tax b en efits o f the n ew legislatio n. It is
too early to determin e the lo ng -range effectiveness
of the law, b u t th e ex p o rt co m m u n ity 's reactio n s
to the new incentives d u rin g th e p ast y ear pro vid e
an initial in d icatio n o f th e law's im p act.
Concern ed o ver an in creasin gly u n favo rab le
trade im b alan ce an d ap p arent ineq uities in th e tax
treatm en t o f U. S . ex po rters relative to th e tax
treatm en t given b y m an y foreign co un tries to th eir
exporters, Con gress passed legislation in 1971 that
perm itted a co m p an y to d efer tax es o n a p o rtio n
of its ex po rt sales by form in g a su b sidiary called a
D o m e s t i c I n t e r n a t i o n a l S a le s C o r p o r a t i o n
(DISC). By ch an n elin g ex p o rt sales th ro u gh th e
DISC, a ty p ical ex p o rter co u ld d ef er Fe d eral in com e tax es o n 15 -25% o f its inco me fro m ex po rt
sales. In ad d itio n , th is d eferral co u ld b eco m e p erm anent to t h e ex ten t th at t h e ea rn in g s rem ain ed
in the DIS C an d were rein vest ed in q u alified ex port assets. Co ngress ho p ed th at th e DISC legislation would help to co rrect th e disp arity in ex p orter tax treatmen ts, stim ulate ex po rts to im p ro ve
the natio n 's b alan ce o f pay m en ts, an d rem o ve th e
incentive of U.S. com pan ies to establish m anu facturing o p eratio ns overseas.
As m igh t have b een ex p ected , o u r fo reign trad ing partners ob jected to th e DISC legislatio n fro m
its incep tio n . Th e U.S. an d m o st o f its majo r trad ing partn ers h ad signed th e Ge n er al Agr eem en t
on Tariffs an d Trad e (GATT), wh ich p ro h ib ited a

direct governmental subsidy of exporters. Several
GATT m e m be rs b ran de d the D IS C a s an ex po rt
subsidy that violated the m ajor provisions of the
accord.
New Em phasis on Foreign Location
After 12 years of discussions between the U.S.
and th e GATT Cou ncil, th e Rea gan A dm inistr ation sought to repeal th e D I S C legislation and
substitute new provisions tailored to comply m ore
closely with the principal conditions o f G A T T.
Consequently, in 1984 Congress enacted the Foreign Sales Corporation (FSC) legislation which
provides tax exempt treatm ent to a portion of
qualifying export income. In order to achieve this
favor able trea tm en t, t he la w re quir es th at a FSC
must: have a foreign presence, have economic substance, and perform activities relating to its export
incom e outside the United States.
Certain organizational requirem ents must be
met to establish the foreign presence criterion dictated by the legislation. These requirem ents include incorporation in a qualified foreign country
or eligible U.S. possession, m aintenance of an office outside the U.S., and the retention of a permanent se t of b ooks a nd rec ords a t that offic e. The
FSC also must be m a naged ou ts id e t he Unite d
States. Th is is accom plished by holding shareholder and board m eetings outside the U.S., m aintaining a principal bank account outside the U.S.,
and disbursing dividend s as well as certain fees
and salaries from this account.
To m eet the eco nom ic su bstance criterion, the
FSC m ust perform certain econom ic processes related to its incom e outside the United States. The
qualifying processes related to the sales portion of
a transaction are solicitation, negotiation, and the
making of a contract. At least one of these activities m ust be perform ed by t he F SC o r it s agen t
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Figure 2
Comparison of FSC to OLD DISC
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outside the U.S. In addition, certain direct costs of
a transaction are grouped into one of the following five categories: advertising, processing customer orders and arranging for delivery, transportation, determination of final invoice and receipt
of payment, and assumption of credit risk.
At least 50% of the costs incurred in these five
categories by the FSC must be outside the U.S.
Alternatively, a transaction will satisfy the direct
costs test if 85% of the direct costs for two of the
five categories are foreign direct costs.
Income that satisfies the previous requirements,
in addition to meeting certain other FSC criteria,
will be treated as foreign trade income. A portion
of this income can be excluded from federal income taxes. The specific amount excluded depends upon the types of shareholders that are involved as well as the transfer pricing system used.
To provide relief for small exporters who might
have difficulty meeting the foreign presence and
economic substance requirements, Congress created the "small FSC" and "interest- charge DISC."
The small FSC is excused from the foreign management and economic processes requirements,
but it may take into account only $5 million of
export receipts. The interest - charge DISC is similar to the old DISC; however, only $10 million of
export receipts can be included, the amounts that
qualify for shareholder distribution are different,
and interest will be charged on the amount of tax
44
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that is deferred by the interest - charge DISC.
FSC vs. DISC: New Costs
The FSC legislation, much like the DISC legislation which preceded it, is designed to lower the
effective tax rate on income from the export of domestically manufactured goods. The new law,
however, may be less efficient because many exporters will likely incur additional operating expenses associated with their overseas FSC that
would not have been incurred under the old DISC
legislation.
Perhaps the FSC's most significant departure
from the old DISC provisions is the emphasis on
foreign location and activities. The FSC must be
located outside the United States and must conduct a substantial portion of its business activities
overseas. Because the previous legislation had no
such provisions, the FSC legislation may impose
substantial costs and modifications to an exporter's operations.
Is FSC Effective?
As originally envisioned, the FSC legislation
had four objectives:
• To meet U.S. obligations under GATT;
• To be revenue neutral with the DISC;
• To provide, to the extent possible, comparable
benefits to U.S. exporters relative to their posiMANAGEMENT ACCOUNTING /MAY 1986

tion under the DISC provisions; and
To p rovide particu lar incent ives fo r small
business.
Evaluating the effectiveness of Congressional
legislation is a difficult task, and the FSC legislation proves to be no exception. Whether the new
law has met GATT obligations is virtually impossible to measure because the achievement of this
objective depends upon the subjective judgment
and perception of numerous individuals who are
directly or indirectly affected by international
trade policies. Attainment of the revenue neutral
objective also is difficult to assess because it depends on variables such as the relative performance of foreign and domestic economies, technology, consumer preferences, and many other
factors at least as much as on the new legislation.
Although evaluating the first two objectives is difficult, success in meeting the third and fourth objectives can be examined empirically to determine
which exporters have taken advantage of the tax
incentives and to measure their perceptions about
the relative benefits of the FSC and the old DISC
legislation.
Reaction from the Export Community
We conducted a survey of Fortune's Top 50 Exporters, an additional 103 Fortune 500 companies
with export revenues, and a random sample of 300
other exporters to determine the export community's initial reaction to the new tax incentives.
While 65% of the companies surveyed responded,
some of those companies had export sales that did
not qualify for incentive benefits. Table 1 categorizes the responding companies by qualifying export revenues. Those companies without qualifying export sales were omitted from the analysis.
Exporters were asked their reactions to, and
perceptions about, the new incentives. The results
suggest that a significant percentage of companies
do not believe the FSC legislation provides sufficient benefits. Further, most companies do not believe the new benefits are comparable to the benefits provided by the old DISC legislation. Figure l
shows the percentage of companies forming each
of the new vehicles as well as the percentage of
companies deciding against participation.
Overall, one -third of the responding companies
have chosen not to participate in the new incentives. However, I I% of the responding companies
did not participate in the old DISC incentives,
and, consequently, might also choose not to participate in the new incentives. To remove any non participation bias, Figure 1 also shows the decisions of the 250 responding companies that did
participate in the old DISC incentives. One -quarter of these former DISC users apparently believe
the new law will not provide comparable benefits
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because they have chosen not to form one of the
new vehicles.
The majority of companies choosing not to participate were concerned that expected costs to
form and administer the new vehicle will exceed
the expected tax benefits. They also noted that
complexity of the regulations was an important
reason for not forming one of the new export vehicles. Many of the smaller companies indicated
that their low level of qualifying export sales
played an important part in their decision. The
large percentage of qualifying companies choosing
not to participate suggests that many members of
the export business community, at least initially,

Only when
export
revenues
substantially
exceed $S
million does
the FSC
become cost beneficial.

Table 1
Responding Companies by Category and Export Revenues

Under
$5

Exports Sales (Millions of
$5 to
$10 to
$20 to
$10
s20
$500

s)

Fortune's
Top 50
Exporters
Additional
Fortune 500
Exporters
Other
Exporters
Total

Over
$500

16

26

6

3

6

43

4

63

40

40

34

1

69

43

46

93

31

do not believe the new legislation provides benefits in excess of the costs to participate.
Additional evidence from our survey suggests
that even the companies choosing to form a FSC
or a small FSC do not believe the benefits are
comparable with their old DISC. These companies were asked to compare the FSC with the old
DISC in three categories: costs to administer, expected tax benefits, and competitiveness in foreign
markets. Figures 2 and 3 summarize the responses
to the questions using a one -to -five scale where
one equals "much less" and five equals "much
more."
Most companies do not consider they will be as
well off under the new legislation as they were under the DISC rules. Moreover, several responding
companies that formed a FSC or small FSC indicated that even though they formed a new export
vehicle, they were still not certain they would actually use it. Based on the responses of the export
community, the FSC legislation does not appear
to meet the objective of providing benefits comparable to those under the old DISC rules. Nevertheless, most companies feel their competitiveness
will be unaffected. One possible explanation for
this response is that other market conditions are
45

perceived to have a more predominant effect on
co mp et i t i ven es s t h an a c h an ge in the tax
incentives.
Even though one of the primary objectives of
the new legislation is to provide particular incentives for small business, the legislation has been
criticized as favoring larger and older exporters
over smaller and younger export companies. Figure 4 shows the responding firms separated into
larger exporters (those with export sales greater
than $10 million) and smaller exporters (those
with export sales of $10 million or less). The data
show that larger exporters are more inclined to
take advantage of the new incentives than smaller
exporters.
Although almost one -fifth of all responding
companies with larger export sales are not forming a vehicle, the most dramatic finding occurs
with the smaller exporters where nearly one -half
believe there is insufficient economic incentive for
them in the FSC legislation. Even when the analysis is limited to the responding companies using a
DISC under the old legislation, 38% of the smaller companies chose not to form a vehicle. These
findings suggest that the tax burden may be shifting away from larger exporters. If an increasing
proportion of smaller exporters are not taking advantage of the tax incentives, the benefits provided
by the FSC legislation will accrue to the larger exporting companies. At least initially, it is questionable whether the objective of providing incen-

tives for small export businesses is being met.
The results indicate that, prior to the new legislation, many of the larger exporters were already
in a position to meet some or all of the new FSC
criteria with very little adjustment to their existing operations. Three - fourths were already meeting at least some of the new requirements while
almost 20% were in a position to meet all of the
necessary operational tests (other than actual incorporation) prior to the new legislation. The ability of larger exporters to qualify for the tax incentives at relat ively lower in cremen tal costs
increases their competitive edge relative to the
smaller exporters. The effect may be to drive the
new, smaller, growing companies out of the export sales markets rather than encouraging small
co mpan ies to ex p an d q u i ck l y into foreign
markets.
The level of export sales at which companies
choose to form the FSC rather than the small FSC
gives some indication of the export community's
perceptions about the costs and benefits of the
FSC. More than one -half of the companies forming small FSCs had qualifying export sales in excess of the $5 million maximum. These companies
chose the small FSC even though their sales in excess of $5 million will receive no special tax benefits. After assessing the additional administrative
costs and the tax benefits, the respondents apparently believed that substantially more than $5 million in qualifying export sales is needed before the

Figure 3
Comparison of SMALL FSC to OLD DISC
Q

1 - Much Less
2 -Less
3 -S ame
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Ouch More
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Figure 4
Smaller Exporters Compared to Larger Exporters
All Responding Companies with Qualif ying Export Revenues
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Responding Companies Using DISCs Under the Old Legislation
Export Sales
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NONE
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NONE
17%
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1%
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4%
FSC
78%
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41%

FSC is considered cost - beneficial. For example,
almost three - fourths of the companies with export
sales from $5 to $10 million formed small business
export vehicles rather than regular FSCs, and
more than 20% of the companies with export
sales from $10 to $20 million still chose small
business vehicles. Only when export revenues exceed $20 million does the FSC become the clear
choice.
Goals Not Achieved
In recent decades the substantial economic
growth and development of many international
trading partners have created difficulties for the
U.S. with regard to its balance of trade. Congress
enacted the FSC legislation in an attempt to improve this trade imbalance and to achieve equitable competitive conditions for both the domestic
export industry and our trading partners. Nevertheless, the results of a survey of the export community suggest that some of the objectives of the
legislation are not being achieved because a significant proportion of U.S. exporters have chosen
not to participate at all in the FSC tax incentives.
A particularly revealing statistic is that one of every four companies who previously had a DISC
MANAGEMENT ACCOUNTING /MAY 1986

has chosen not to form a FSC, a small FSC, or an
interest - charge DISC. Exporters indicated that
the primary reasons for not participating were the
higher administrative costs of operating a FSC
relative to the old DISC and the lower tax benefits
on qualifying export sales.
Even for firms who choose to participate, the
choice among alternative vehicles is not always
clear -cut. For example, many exporters perceived
the incremental costs to operate a FSC to be much
greater than for a small FSC or an interest - charge
DISC. As a result, many firms chose to organize
one of the small business export vehicles even
though some of their qualifying revenues will receive no special tax benefits. In addition, it appears that the relative tax burden may be shifting
from large to small exporters. Because the results
show that larger exporters are much more likely
than smaller exporters to form one of the new export vehicles, larger exporters will receive proportionately higher benefits from the legislation. Although it is p remat u re to draw defin iti ve
conclusions about the effectiveness of the FSC legislation at this date, it is clear that many exporters
feel that the new export incentives have been less
than an unqualified success.
❑
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How to Choose
Transfer Prices
for FSCs
To minimize your tax liability and maximize cash flow,
allocate as much income to your FSC as the law allows.

;I M. Agami
Reform Act of 1984 allows the Foreign
irporation (FSC) three alternative methods for determining the amount of income exempt
from U.S. income taxes, and this amount could
vary significantly under each alternative. The corporation's objective is to choose the method that
maximizes the amount of income exempt from
U.S. income taxes and after -tax income and cash
flow.
FSC Requirements
To be treated as a FSC, the company must:
maintain a foreign presence, employ foreign man-

Figure 1
Computing the FSC's Exempt Income
1.83% of FTGR 23% of CTI Arm's Length
Transfer Price
Rule
Rule
1. FTGR
2. Company P's expenses
3. Transfer price

$100,000
50,000
88,170(a)

$100,000
50,000
80,800(d)

$100,000
50,000
60,000(8)

10,000
40,000
1,830(b)
1,193(c)

10,000
40,000
9,200(e)
6,000(f)

10,000
40,000
30,000(h)
9.0000)

4. FSC's expenses
5. CTI (1 -2 -4)
6. FSC's income
7. FSC's exempt income

=

-

=

=

=

=

Determining Exempt Income

-

=

=

=

-

=

=

-

=
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$1,193

=

=

=

$6,000
=

=

-

=

=

=

-

=

(a) Transfer price
100,000
10,000
1,830
$88,170
(b) FSC's income
.0183 x 100,000
$1,830
(c) FSC's exempt income 15123 x 1830 $1,193; or.01193 x 100.000
(d) Transfer price
10,000
9,200
$80,800
100.000
(e) FSC's income
$9,200
.23 x 40,000
(f) FSC's exempt income
15/23 x 9,200 $6.000: or .15 x 40,000
(g) Transfer price
Arm's length price
Market price
(h) FSC's income
100,000
60,000
10,000
$30,000
$9,000
(i) FSC's exempt income
.30 x 30,000

agement, and conduct foreign economic activities.
In order to satisfy the foreign presence requirement, a FSC must be organized in a foreign country (or in certain U.S. possessions) that has an exchange-of- information agreement with the U.S.
government, must have at least one non -U.S. resident on the board of directors, and must maintain
an office outside the U.S. and keep a set of permanent books of account at such office.
The foreign management requirement is satisfied if all directors' and stockholders' meetings
take place outside the U.S.; the principal bank account of the FSC is at all times maintained outside
the U.S.; and dividends, legal and accounting fees,
and salaries of the directors and officers are paid
from a bank account located outside the U.S.
The foreign economic activities requirement is
satisfied if the FSC meets both a sales activities
test and direct cost test. To satisfy the sales activities test, a FSC or an agent acting on its behalf
must participate outside the U.S. in one of the following three sales activities: solicitation, negotiation, or making of a contract. To satisfy the direct
cost test, one of two tests must be met. In one test
the foreign direct costs incurred must be equal to,
or greater than, 50% of the total direct costs of
the following activities: advertising and sales promotion, processing customer orders and arranging
for delivery, transportation, invoicing and collection, and assumption of credit risk. The second
test requires that the foreign direct costs are equal
to, or greater than, 85% of the costs of any two of
the five activities listed above.

Many FSCs sell products manufactured by related entities. Consequently, the issue of transfer
prices becomes very critical when determining the
FSC's income and income taxes. The lower the
transfer price, the higher the income reported by
MANAGEMENT ACCOUNTING/MAY 1986

1.830
1.193
637

38.170
0
38,170

40,000
1,193
38,807

9,200
6,000
3,200

30,800
0
30,800

40,000
6,000
34,000

30,000
9,000
21,000

10,000
0
10,000

40.000
9,000
31,000

(2) 23% of
CTI

Method:
Income
Exempt
Taxable
(3) Arm's

Length
Transfer
Price
Method:
Income
Exempt
Taxable

the FSC and the greater the amount of exemption.
In other words, the related entities could reduce
their total tax liability by shifting income from the
manufacturer to the FSC.
To discourage unreasonably low transfer prices
and income tax avoidance, the Tax Reform Act of
1984 stipulated three alternative transfer prices
that could be used by the FSC. The first such provision permits an administrative transfer price

The amount of
the FSC's
exempt income
can vary
significantly
depending on
which method
for determining
transfer prices
the company
decides to use,

v
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Three Methods Illustrated
The amount of the FSC's exempt income can
vary significantly depending on which method the
company decides to use. For example, let's assume that corporation P manufactures a product
that costs $50,000 and can be sold locally at a

Figure 3
Decision Table for Optimum Decision Rules
Conditions

Decision

(1) CTI
FTGR

1.83% of FTGR method
will produce optimum results.

.07950

and
(2) FTGR

(1) CTI

P FSC's E
FTGR

.03975
<

Method:
Income
Exempt
Taxable

-

Combined

<

U.S, Corp.

-

FSC
(1) 1.83% of
FTGR

23% of CTI method
will produce optimum results.

.07950
>

Figure 2
Allocation of Income Between the FSC
and the U.S. Corporation

that allows the FSC to have an income that does
not exceed 1.83% of the foreign trade gross receipts (FTGR). An FSC also could use an administrative transfer price that allows it to have an income that does not exceed 23 % of the combined
taxable income (CTI) of the FSC and the related
entity; however, the amount of taxable income determined under the 1.83% administrative pricing
rule in the first alternative may not exceed two
times the amount determined under the 23% administrative pricing rule in the second choice. The
third option is an arm's length transfer price equal
to the amount charged by the related party in an
independent transaction between unrelated parties
under the guidelines of Section 482. This is usually the market price of the product if it has a ready
market.
If the FSC chooses to use one of the two administrative transfer prices described in the preceding
paragraph, 16/23 of the FSC's income is exempted from U.S. income taxes (in the case of an FSC
with a corporate stockholder, the amount of exemption is reduced to 15/23 of the FSC's income).
On the other hand, if the FSC and its related entity decide to use an arm's length transfer price,
32% of the FSC's income is exempted from taxes
(in the case of an FSC with a corporate stockholder, the amount of exemption is decreased to 30 %).

FTGR

and
E
.03975

-

P FSC's E
FTGR

>

-

(1) FTGR

2
>

CTI
P FSC's

FTGR

-

(2)

Arm's length transfer price method
produce optimum results.

will

and
-
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2
<

CTI
P FSC's E

FTGR

-

(2)
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market price of $60,000. Instead, P sells this product t o it s who ll y owned s ub si di ary F SC for
$60,000. The FSC incurs $10,000 in expenses and
sells this product to a foreign customer outside the

Figure 4
An Application of the Optimum Decision Rules
Case 1

Case 2

Case 3

Case 4

$100,000
50,000

$100,000
51,000

$100,000
49,000

$100,000
50,000

53,975
42,050
7,950
3,975

54,975
42,050
6.950
2.975

53,975
42,050
8.950
3,975

52,975
42.050
7,950
4,975

.07950

.06950

.08950

.07950

.03975

.02975

.03975

.04975

2

2.3

2.3

1.6

indifferent

1.83% of
FTGR
method

23% of
CTI
method

arm's
length
transfer
price
method

$1,193

$1.193

$1,193

$1,193

$1,193

$1,043

$1,343

$1,193

$1,193

893

$1,193

$1,493

Facts:

-

-

1. FTGR
2. U.S. Corps expenses
3. Arm's length transfer
price (P)
4. FSC's expenses
5. CTI (1-2 -4)
6. FTGR P FSC's E
Tests:

-

l

/

CTI FTGR
(FTGR P FSC's E)
FTGR
CT I / (FTGR -P FSC's E)
-

To be treated
as a FSC, the
company must
maintain a
foreign
presence,
employ foreign
management,
and conduct
foreign
economic
activities.

to maximize the amoun t of exempt income to
minimize their tax liability and maximize the
amount of cash flow, they will choose the method
that allocates to the FSC as much of the combined

Optimum Decision:

-

-

Foreign trade gross
receipts rule
.01193 (FTGR)
Combined taxable income rule .15 (CTI)
Arm's length rule
.30 (FTGR P FSC's E)

U.S. for $100,000. Figure 1 presents the computation of the FSC's exempt income under each of
the three alternative methods allowed under the
Act.
Even though the amount of combined (consolidated) taxable income for the two entities is the
same ($40,000) regardless of the method used, the
amount subject to U.S. income taxes varies drastically. Th i s ran ges fro m $38 ,8 07 ($40 ,0 00 $1,193) under the 1.83% of FTGR method, to
$34,000 ($40,000 - $6,000) under the 23% of CTI
method, and only $31,000 ($40,000 - $9,000) under the arm's length transfer price method. The
reason for this drastic variation is due to the allocation of the combined taxable income between
the two entities. Under the 1.83% of FTGR method, only $1,830 of the $40,000 is allocated to the
FSC while the amount is $9,200 under the 23% of
CTI method, and $30,000 for the arm's length
transfer price method (Figure 2).
Achieving Optimum Results
Assuming that the two related entities will try
50

$

Exempt Income_
Computed:

income as allowed under the Act. Figure 3 presents a set of decision rules to be used in choosing
the method that produces optimum results. These
decision rules are presented in the form of a decision table.
Figure 4 demonstrates how a corporation can
apply the decision rules to select the most financially advantageous method of determining transfer prices. In case 1, all three methods (1.83% of
FTGR, 23% of CTI, and arm's length transfer
price) give the same amount of exempt income.
CTI /FTGR is precisely equal to .07950, (FTGR P-FSC's E) /FTGR is equal to .03975, and CTI/
(FTGR- P -FSC's E) gquals 2. The entities involved will be indifferent to which method is to be
used in figuring out the exempt income.
Case 2 presents the situation where the 1.83%
of FTGR rule gives the greatest amount of exempt income. Case 3 illustrates the condition
when the 23% of CTI method produces optimum
results and case 4 shows under what conditions a
company should choose the arm's length transfer
price method.
❑
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NAA Publishes `The Use of Mathematical Models'

6
This month NAA is publishing The
Use of Mathematical Models, a research book written by W. Thomas
Lin and Paul R. Watkins of the University of Southern California. The aim of
the research study is to describe the
potential usefulness of mathematical
models for decision support in various
business and accounting activities.
Particular emphasis is focused on the
role of the management accountant
in providing data for the models and
becoming more proficient and comfortable in their use.
Mathematical modeling procedures
are often used by departments such
as financial planning, corporate planning, strategic planning, management
science, marketing and accounting
(controller). While the management
accountant may have actually used
the techniques or models for budgeting, cost accounting, and resource allocation, more typically he has been a
supplier of such data to the other departments for analysis through the use
of the various modeling techniques.
One difficulty in using textbooks as
a reference for the use of mathematical models in business is that most
textbooks (and the CMA exam) have
an "academic" thrust. That is, the
presentation is quite technical and often simplistic. This presents a dilemma to the management accountant
who, on perhaps a casual basis, desires to use the various models or
procedures. Another difficulty is that
the textbooks usually provide somewhat equal treatment among topics
such as linear and dynamic programming and others. No attention is given
to the relative usefulness of these
MANAGEMENT ACCOUNTING /MAY 1986

techniques in practice. Dynamic programming, for example, usually receives a fair amount of attention in a
textbook but, as our research shows,
dynamic programming is rarely used
in business. This study provides some
practical guidance on the actual use
of mathematical models in business
practice.
Given the wide variety of software
now available on micros, the ability of
the management accountant to interact with the models has been greatly
simplified. That is, the user needs less
technical knowledge to solve certain
mathematical models and interpret
the results because of more ''user friendly" computer software. Although
the demands on the management accountant's technical expertise with respect to the mathematical models
may be lessened somewhat, the increasing availability of modeling software for microcomputers probably
means more demands will be made
on the management accountant to
use the models and to supply appropriate information for other users. The
software section of the study should
help the management accountant in
this respect because it gives some insights on how firms are currently applying mathematical models on a variety of computers.
The study was developed on the
basis of six research objectives:
1. To identify models and procedures
that are currently being described
in textbooks, journals, and other
areas.
2. To determine the extent of usage
in business of the various models

identified in objective 1.
To determine what applications
the models are being used for and
how the models are being implemented in business.
To evaluate the relative benefits
and disadvantages of using mathematical models in business.
To gain insights into the types of
computer software being used to
support these mathematical models or procedures and to determine
the proportion of micro vs. mainframe computer support.
To describe some exposition on
some of the more frequently used
models in practice in order to provide management accountants
with perspective on how the models might be implemented and
evaluated.

These objectives were acc omplished in two stages. First, a mail survey of the largest U.S. corporations
across a variety of industries was obtained. The purpose of the survey
was to identify the extent of usage of
the models identified in the literature
review process and to find out how
these models were being used in
practice. Second, interviews were
conducted with individuals representing a variety of industries in the Los
Angeles area in order to gain insights
into how these firms implemented the
various models.
This research monograph is divided
into six chapters including an overview and introduction to the study and
literature review.
It also features a discussion of the
results of the mail survey and descriptions of the way in which select procedures are being implemented at a variet y of firm s . In Chapt er 5 , the
authors analyze the types of computer software packages that are being
used by firms to implement the various models. The sixth chapter contains various conclusions and recommendations. Further directions that
management accountants might consider in working with mathematical
models and proced ures also are
discussed.
To obtain a copy, fill out the coupon
ad on page 56 and mail it with your
check to the Special Order Dept. ❑
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A repurchase (repo) agreement is an agreement in
which an investor (buyer - lender) transfers cash to
a broker - dealer or a financial institution (seller borrower). The broker - dealer or financial institution transfers securities to the entity and promises
to later repay the cash plus interest in exchange
for the same securities. (This description is from
the viewpoint of a savings and loan association or
a state or local government; banks and broker dealers call this agreement a "reverse repurchase
agreement.")
There are several types of repo agreements. If
the same securities are returned, the agreements
are sometimes referred to as "vanilla" or "plain
vanilla" agreements because there is nothing complicated about these transactions. In "dollar repurchase agreements," different securities are returned. Th ere are t wo typ es of d oll ar repo
agreements: fixed coupon repo agreements in
which different securities are returned but with
the same stated interest rate and with maturities
similar to the securities transferred, and yield
maintenance agreements in which different securities are returned that provide the seller- borrower
with a yield as specified in the agreement.
This article focuses on those agreements in
which the same securities are returned. An exam-

pie of such a repo transaction on the trade date is
shown in Figure 1. The transaction at maturity is
shown in Figure 2.
The terms of repo agreements also vary. "Overnight repo agreements" mature in one day. "Term
repo agreements" are those that mature in more
than one day. "Open repo agreements" have no
specific maturity; both parties have the right to
close the transaction at any time. "Repo agreements to maturity" are those that mature on the
same day as the underlying securities.
Investors invest in repos because they want to
obtain a better yield on their temporarily idle
cash. In a repurchase agreement, when the investor transfers money to the seller - borrower, the investor receives as collateral government securities
or government agency securities (such as GNMA,
FNMA, and so forth). In most cases, the market
value of those securities is in excess of the amount
of cash transferred. This excess is called a "haircut" and protects the buyer - lender against fluctuations in the market value of the underlying securities. At the end of the repo agreement term, the
buyer - lender returns the securities in exchange for
the origi nal amou nt of t h e agreemen t plus
interest.
Repo Environment: $300 Billion Market
In the book The Money Market published in
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1983, Marcia Stigum estimates that between $150
and $160 billion of overnight repo agreement
transactions occur each day. In addition, there are
approximately $200 to $300 billion of term repo
agreements outstanding. These numbers are probably significantly higher now because the U.S.
government's debt has increased significantly
since 1983, and U.S. government debt is financed
through treasury bills, bonds, and notes. Government securities usually are the underlying securities, or collateral, for repo agreements, which is
why investors think repo agreements are so safe.
There are 36 primary government securities
dealers and approximately 200 secondary dealers.
Primary dealers are permitted to make direct bids
on new Treasury offerings. They submit daily reports of market activity and positions and monthly financial statements to the Federal Reserve
Bank of New York and are subject to its informal
oversight, Secondary dealers cannot bid on new
offerings and are largely unregulated. Certain secondary dealers, including banks and Securities &
Exchange Commission broker - dealers, may be
regulated by federal bank regulators or the SEC,
Most secondary dealers, however, are unregulated. Because of this fact and because of a lack of
investor awareness of the risks, there have been a
dumber of losses in recent years (Table 1).
The most recent loss occurred in April 1985
MANAGEMENTACCOUNTING/MAY 1986

Total
Dealers
Bevill,
Bresler
Schulman
ESM

April 1985
March 1985

Lion Capital

May 1984

RTD Securities

May 1984

Lombard -Wall
Drysdale

August 1982
May 1982

Date

Losses in
Millions

Major Industries

$

&

&

$300

Savings Loan Associations
State Local Governments
Saving Loan Associations'
69 Municipalities
(60 N.Y. State School Districts)
8 Municipalities (7 N.Y. State
School Districts)
N.Y. State Dormitory Authority
Banking (Chase)
&

$240

$

agreements.

Past Disasters Involving Repos

$

More regulation of the
government securities industry
may be needed
to guard against unscrupulous
dealers in repurchase

Table 1

&

What You
Should
Know
about Repos,

when Bevill, Bresler and Schulman, a small government securities dealer in New Jersey, failed.
Losses in that case have been estimated to be as
high as $240 million. Those losses were incurred
mostly by savings and loan associations and
banks.
In March 1985, ESM Government Securities
also went bankrupt leaving its investors with
losses of up to $300 million. In this case, local
governments, in addition to savings and loan associations, were the losers. Home State Savings and
Loan in Cincinnati, Ohio, had over $150 million
invested with ESM, which led to a run on the savings and loan associations in Ohio. As a result, 71

89
5
55

$160
5849

'Led to the closing of the 71 S &Ls in Ohio for several days in March 1985

savings and loan associations in Ohio were closed
until they could prove they qualified for federal
insurance. Municipalities that had repos with
ESM included Toledo, Ohio ($19 million); Beaumont, Texas ($20 million); and Pompano Beach,
Florida ($12 million).
How do these losses occur? In both situations,
these losses resulted from the fact that the buyer lender in the repo agreement did not take delivery
of the securities underlying the agreement. If the
investors had taken delivery of the securities, either physically or through an independent third
party, they could have sold those securities and
recovered the amount of their investments. However, ifbroker - dealers are requested to deliver securities in a repo agreement, most lower the interest rate for the repo agreement. Many investors,
therefore, do not take possession of the securities
because they naturally want to realize the highest
rate.
Because delivery was not required, some government securities dealers were entering into several repurchase agreement transactions and were
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using the same securities as collateral for each of
the transactions. In that case, some of the repo
agreement transactions were not collateralized.
What Are the Risks?
The two major risks associated with repo agreements are credit risk and market risk. Credit risk
is the risk that the other party to the transaction
will not fulfill its obligation. This risk can be associated with the dealer of the repo agreement or
with a third party holding the underlying securities (collateral). Credit risk exposure can be affected by a large concentration of investments with
any one dealer.
Market risk is the risk that the market value of
the underlying securities will decline. Market risk
is affected by the length to maturity of the repo
agreement, the extent that the underlying securities exceed the amounts invested, and the frequency at which the amount of collateral is adjusted
for changing market values.
There are several ways an investor can minimize risks. An investor should always know the
dealer. An investor can obtain information about
the dealer by reviewing its credit rating and the

latest financial statements. Regardless of the personal relationships that exist between the investor
and a dealer, a financial review should be performed periodically. Lavish offices, impressive
yachts, or expensive entertainment flaunted by
dealers often can mislead investors.
Dealers offering excessively high interest rates
also should be avoided. There is usually a good
reason why a dealer is offering higher rates than
other dealers. In many cases, it is because he really needs the business. As with other investments,
the rate of return is related to the risks involved.
The best way investors in repo agreements can
avoid significant losses and minimize credit risk is
to take physical possession of the securities or
have them delivered to an independent third party
(custodian). The investor should never permit the
dealer or the dealer's agent to hold the underlying
securities. Those securities need to be accessible to
the investor in the event of a dealer failure.
Another precaution the investor should take to
minimize market risk is to "mark -to- market."
This phrase means that the market value of the
underlying securities should be checked periodical ly to det ermine th at it is in excess of the

Figure 1
Repurchase- Reverse Repurchas e Agreement Using
Full Coupon Treasury Securities as Collateral

Trade Date
Pledge of collateral to Investor as
Security against Cash Advance
$5,000,000 TREASURY NOTES
11.75% due 5115/89

DEALER

1

1

4

Collateral treasury note

INVESTOR

Cash Advanced to Dealer at a
Predetermined Rate For a Specific
Period of Time $5,227,575 iz; 9.00%
for 30 days

11.75% due 5/15/89
face $5,000,000
accrued bond Interest to
date 3/22/85
$205,700.00
market price 100.9375
Face
value

(Market
x (price

CASH

Initial )
margin)

Accrued
Agreed upon
+ bond interest = value of collateral

$5,000,000 x (100.9375 — .500 price points) + 205,700.00

= $5,227,575

(1) Trade date /settlement date dealer delivers collateral to investor on a delivery versus payment
basis with payment equal to the agreed value of the collateral for repurchase.
(2) During the life of the Repurchase Reverse Repurchase agreement there may be fluctuations in
collateral value due to market price movements and interest payments on the underlying security. These variations and interest paydowns must be monitored on a daily basis by both sides to
insure proper collateralization levels, and maintenance of initial margin levels.
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Figure 2
At Maturity'
Principal Plus Accrued Financing
Interest Delivered To Investor at
Maturity $5.266,781.81

DEALER

INVESTOR

Major losses
have occurred
because buyer lenders did not
take delivery of
the securities
underlying
repo
agreements.

Investor Delivers Original Collateral
Back to Dealer at Maturity
$5,000,000 Treasury Notes 11.75%
due 5/15/89

Principal
Accrued F i n a n c i n g
Interest
Amount to be paid
at maturity

$5,227,575.00
39,206.81 (4)

Collateral T reasury Note
11.75% due 5/15/89 FACE
$5,000,000

$5,266.781.81

(3) At maturity the investor delivers the collateral back to the dealer on a delivery versus payment
basis. At maturity the repurchase price includes the initial principal advanced, plus the sum of
the daily financing accrual at the predetermined rate.
(4) Principal x Rate x Number of days = Accrued Interest
$5,227,575 x 9.0% x
30
= $39.206.81
These examples do not contemplate the repurchase-reverse repurchase agreement crossing a coupon payment date, which
would require use of various collateralization procedures.

amount of the repo agreement. If the market value actions. The American Institute of CPAs issued
of the underlying securities falls below the value its "Report ofThe Special Task Force on Audits
of the investment, the investor should insist on re- of Repurchase Securities Transactions" in June
ceiving more securities or a return of cash.
1985. This report describes the risks associated
Written agreements also limit risk when enter- with repo agreements and the audit implications
ing into repo agreements. A written agreement of these transactions. The AICPA also has drafted
can be drafted for each repo transaction or a mas- a Statement of Position (SOP) that will soon be
ter agreement can be written that covers all repo issued by its Savings and Loan Association Comtransactions with that dealer. These agreements mittee to supplement the Savings and Loan Assoshould clearly establish the rights of each of the ciation Audit Guide. The draft SOP requires cerparties to the transactions. Moreover, investors tain disclosures of repo agreement and reverse
should also enter into agreements with the custo- repurchase agreement transactions.
dian holding the underlying securities. Custodial
The Government al Accounting Standards
agreements should specify the custodian's respon- Board (GASB) issued an exposure draft of a statesibilities, which include: disbursing cash for repo ment of "Accounting and Financial Reporting for
agreements only when the underlying securities Deposits with Financial Institutions, Investments
are delivered; obtaining additional securities or a (including Repurchase Agreements), and Reverse
return of cash if the required margin on a repo Repurchase Agreements," in June 1985. The
agreement is not maintained because of market GASB believes the risks associated with repo
fluctuations; holding the securities separately agreements also exist for deposits with financial
from all other securities of the custodian; and re- institutions when the deposits are in excess of inporting periodically to the investor on the market sured amounts and collateral has not been revalue of underlying securities.
ceived for those amounts. The proposed statement
would require disclosure of legal or contractual
What Is Being Done to Protect Investors?
provisions for deposits and investments, including
A number oforganizations have taken steps to repurchase agreements, and reverse repurchase
protect investors and prevent losses in repo trans- agreements. In addition, certain disclosures would
MANAGEMENT ACCOUNTING /MAY 1986
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be required as of the balance sheet date. The purpose of these disclosures is to help financial statement users to assess the risks the governmental
entity is taking with its investments.
In January 1986, the Securities & Exchange
Commission issued "Disclosure Amendment to
Regulation S -X regarding Repurchase and Reverse Repurchase Agreements." The Federal Reserve Bank is in the process of holding a number
of educational programs to educate the public
about repurchase agreements, their risks, and
safeguards against those risks. They have issued a
brochure, "It ' s 8 : 0 0 a . m. . . . D o You Know
Where Your Collateral Is ?"
In September 1985, the Government Securities
Act of 1985 was passed by the U.S. House of Representatives. The bill would create a nine - member
Government Securities Rule- making Board, a
self - regulatory organization composed of industry
and investor representatives under the supervision
of the Federal Reserve Board. The new board
would set minimum capital standards requirements and adopt bookkeeping, reporting, and other rules for all government securities dealers, incl u d i n g the ap p ro x i ma t el y 2 0 0 cu r ren t l y
unregulated dealers. In addition to this bill, the
Senate has two other proposals that deal with this
matter.
In January 1986, the U.S. Treasury and the
Federal Reserve Board agreed to allow state and

local governments to establish accounts with the
Federal Reserve Banks for safekeeping of government securities. This agreement will allow governments to provide for better safekeeping and third party verification of the securities underlying their
repo agreements.
Many people believe that there has been an
overreaction to recent failures of government securities dealers. They believe that because these
failures have been well publicized, most investors
are aware of the risks involved in repo agreements
and will protect themselves against future failures.
This argument is challenged by critics who point
out that even though the failures of 1982 and 1984
were well publicized, the 1985 losses still occurred! In light of this experience it is hard to believe that without some action, other failures will
not occur.
To help protect against these types of losses,
corporate treasurers, investment officers of savings and loan associations, state and local governments, and other organizations need to be fully
aware of the risks involved in repo agreements.
Users of financial statements cannot assess the
risks of these types of organizations without reviewing and understanding financial statement
disclosures about those risks. Finally, it would
seem that more regulation of the government securities industry is needed to guard against inadequately capitalized or unscrupulous dealers. ❑

WHAT'S THE USE?
(See review on page 51 this issue)

1`AE
USEOf
MA.1MO `ICAL

The study provides good reference materials for
evaluating how and where mathematical models
may be used in various business activities.

Keep❑up❑to❑date—order❑now.❑Only❑$10.95

(10% discount

All p ro fessional books are tax deductible.
All o rd e rs und er $2 5
Mail to:
National A s s o ciatio n of A c co untants
Sp e cial O rd e r D ep t.
10 P arag on D rive
Mo ntvale , NJ 07 64 5 -0 43 3
P leas e s en d me
❑ ❑ T h e ❑ U s e ❑ o f ❑ M a t h e m a t i c a l❑ M o d e ls - 31 0 . 9 5 e a .
Total boo ks:
Total price.

Charge to my credit card: minimum order: $25. 00

must be prepa id.
Payments must be drawn
on a U.S. bank.

Visa "

N.J. residents, please

Mastercard "

add 6% sales tax.
Expiration Date

Less 10% (if applicable):
TOTAL:
All p ric es inc lud e p o s tage and hand ling.
NAA m emb e rs a re en titled t o a 1 0% d is c o unt.
Me mb e r "
❑ ❑ No nmember:❑p lease❑ s end ❑ me❑ memb ership ❑informatio n.
MA 5/86

Offers expires 7/86

to NAA members)

Name (please print or type)
Company (if part of shipping address)
Address
— City, State. Zip

Interbank "
x
Signature

_a___
1r 1 7

(

a, ► ai "K SP

tun

N

=

You can carry a gold card MasterCard'" or Premier Visa'"
card�—�plus�an�extra�-high�line�of�credit�—�from�Beneficial
National Bank USA, for half the annual fee charged for
comparable cards.
As a member of NAA you're entitled to a reduced annual
fee of $25.00 for a card that gives you full service features.
Cash advance privileges at 140,000 participating banks,
free personalized Money Management Checks, plus a
nationwide network of MasterTeller" automatic teller
machines.
Preferred�rate�—�4%�above�prime�or�17.52�%,�whichever
is higher.

Account Application for NAA Members

®

Ye s , as a Me mb e r o f the Natio nal A s s oc iation o f Ac c o untants ,
want to re c eive a: (s e le ct only o ne , p le ase )
B e ne f ic i al g o l d M as t e rC a rd ac c o un t i nc l ud i ng a c r e d i t l ine o f up
to $15,000
Be nef icial Pre mie r Visa ac c o unt inc lud ing a cre dit line of up
to $15,000

na1
Col
i� ankUSA

An especially high line of credit $5,000 up to $15,000,
depending on your individual desires and qualifications.
No�interest�charge�on�purchases�—�when�you�pay�your

balance in full each month,
Free Air /Travel Accident Insurance�—�$250,000 with
your gold MasterCard or Premier Visa Card.
When your income is $40,000 or more, you should have
this�extra�high�line�of�credit�—�at�a�reduced�price�for�NAA
members.�Send�us�your�application�today�—�and�enjoy�the
line of credit that's far easier to use, and costs you far less
to carry.
OTHER CREDIT REFERENCES
If you currently have any of the following accounts, please indicate how many
of them you presently hold in the space provided:
Sears _
Amex

J . 0

Penney

_ Auto Loan

_
_

wards

_

Bank name — Checking

Please pr ovide all inf ormation requested Inc omplete appli cati ons must be r etur ned.
(F irst)

(Mfiddle)

_

VISA

$
Balance

_
$

Bank name — Savings
Full Name:

MasterCard

Other

Balance

(Last)
Estimated T otal Debt (excluding home mortgage)

Social Security No.

Birth Date

Address (P.O. Box not acceptable)
City

State

Zip

El Re n t

Own Home
Home Phone

MAI L TO:

Years T here

Yearly Income (Self - employed mull include most recent 104p T ax F orm)

I'm Interested In credit life insurance. Send details.

FOR CO- APPLICANT (if any)
(F irst)

(Middle)

Co-Appifcam's F ull Signature

Today's Date

Beneficial°
National Bank USA
Member FDIC
Circle number 7 on reply card.

(Last)

For additional information call:

(if different than applicant's)

Employer's Name

Today's Date

Bus in es s Pho ne

ru a u, o n

Social Security No.

Your F ull Signature
Number of dependents

Na me

Address

Benefic ial National Bank USA, P.O. Box 1010, W i lmi ngton, DE 19699

Previous Address (if at new address less than 3 yrs.)

Monthly mortgage /rent payments

Co- Applicants F ull Name:

agree to be bound by the Benefi ci al Nati onal Bank USA C ardholder Agreement
and Di sc losur e Statement that wi ll be mai led to me along wi th my gold
MasterCard or Premier Visa c ar d. I under stand that I f my total household income
is less than $40, 000 1 wi ll be i ssued a r egular MasterC ar d or Vi sa c ard. Thi s
appli cation Is not for a c ompany ac count.
K- 6706 -05- 0000 -9

1- 800 - 854 -7100, ext. 255

Birth Dale
Business Phone

Position
$
Yearly Income (Sell - employed must mcluda most recent tMO lax Form)

Years There

To cover the administrative costs of arranging a national program, the Association receives a small lee.
This offer should not be construed as an endorsement by the Association of the lender or any other
products or services included in me Group Discount Program
The Annual Percentage Rate for purchases and rash advances is variable, and will bathe higher of 17.52%
or 4% above the "Prime Rate'. T here is a minimum finance charge of $ 50 in any billing period in which a
finance charge is due. Of course. no interest will be charged for purchases which first appear on your
most current billing statement It payment in full of the new balance Is received by the payment due date

Are You
Wasting Time
with Your
Micro
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If effective procedures are not used,
your dream micro can become a cost nightmare.

By Jeffrey Hazard
Our office like many public accounting firms is
looking at computers as a way to decrease our
time on historical services while providing our clients more detailed and better information. Computers can be a blessing to some and a nightmare
to others. Given the complexities of computer
spreadsheets, it is important that some simple procedures be developed to aid users in serving clients
more efficiently and effectively. If effective procedures are not established in the beginning, using a
computer may lead to spending more time rather
than saving time.
The advice here is intended for those of you
who have just started using a microcomputer or
are thinking of using one. My main goal is to outline some time- saving techniques, but I may spark
some ideas on how to better organize your computer procedures. The four areas I will focus on
are program planning, program writing, program
testing, and office procedures. Because I have
used LOTUS 1 -2 -3 the most, I feel most comfortable with it and will refer to it throughout.
Planning Your Program
I have spent many frustrating moments writing
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and rewriting programs because of my lack of
preparation. As with any project, planning is the
key ingredient. My experience is that over one half of the "programming" time should be devoted to program planning before ever touching the
computer itself. The goal of using spreadsheet
programs should be to reduce the amount of time
needed to do complex or repetitive functions. Accordingly, proper planning must be done up front.
Pl an ni n g o u t a t emp l ate o r p rogram should
involve:
1. Defining the goals of the program.
2. Setting a time frame for completion.
a. Number of hours to complete.
b. Date to be completed by.
3. Clarifying who is going to use the template or
program.
4. Un d ers t an d i n g wh y the users need the
program.
5. Deciding what the output should look like.
If you don't have clear goals, many hours of
programming time can be wasted needlessly. Your
goals should be broad enough to allow programMANAGEMENT ACCOUNTING /MAY 1986
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hours, while the plant manager is more concerned
with the cost or the cost per hour. By knowing
who the end user is and what he needs, the computer operator can tailor -make reports for each
user from the same data source.
It can be a tremendous time saver if a sample of
the expected data output can be sketched out on
paper. It's much easier to write logic if you know
what the end product will look like. Talking to the

Table 1
Wages Cost for a Small Corporation
&

mer flexibility, yet restricted enough to meet budgets and time constraints. The one overriding goal
should be client or supervisor satisfaction. It becomes very easy to get lost in the programming
stage of your project, searching for better ways to
handle data and looking at new techniques. All
the time devoted to a project can be wasted if the
output cannot be understood or produces unusable data. Writing a template or program is rarely
done for the benefit of the programmer, but for
the customer or for management.
I feel it is important to have direct contact with
the end user and ask him for a description of the
purpose of the template. Without direct input
from the end user, you could be doing too much
or too little. Guiding yourself to one definable
goal is easier and faster than trying to cover all
angles. This is not to say that you shouldn't add
program flexibility, which is important, but that
you should try to avoid going off on tangents,
causing your time to increase needlessly.
Time can be a crucial factor when setting your
goals. You client or supervisor may have a different idea of the time needed to complete the project. A time budget agreeable to all should be written up to maintain satisfaction on all sides. When
considering your budget don't forget the noncomputer- related time. Planning, testing, and formatting output need consideration. Whether you are a
public or private accountant, time is important.
Itt is a good idea to budget your projects. Project completion time for each phase should be
monitored, and the variances analyzed.
In addition to completion time, deadline time
also should be agreed upon. The projects I work
on are almost always a "rush." Reasonable time
schedules should be established at the very beginning, and this policy will lead to greater client or
management satisfaction. After a review of the
timing needs, it may become apparent that the
project cannot be achieved in the allotted time and
either the project or the time frame will need to be
modified.
As part of the planning process, it is necessary
to determine the end user and his or her planned
use of the program. This process goes hand -inhand with developing expected output. A program developed for a front -line manager will have
more detail in the output than a program for upper -level management, even though the input data
and the calculations are all the same. Each user's
needs should be considered. A database can be
created to provide several people with their own
tailor -made output requirements. Table I illustrates two reports for different people in the same
company.
Through the use of the same database, two separate reports can be generated. The front -line
manager is more concerned with total number of

ut for a front -line manager
ivision I
Employe

Regular
Hours

1
2
3
4

Overtime
Hours

40
40
40
40

5
12
16
2

160

35

Division II
Employee

Regular
Hours

11
12
13
14

Overtime
Hours

40
40
40
40

0
10
20
7

160

37

Output f or the plant manager
Division I
Total regular hours
Total overtime hours

Total cost regular hours
Total cost overtime hours

Division II

160
35

160
37

195

197

1,200
380

1,500
465

1,5t3Q

19

ultimate user will guide your programming logic.
Much of your "thinking" time will be reduced because your client or supervisor has made many of
the decisions.
Writing Your Program
After the planning process, you can start the actual programming. Before hopping onto a terminal and "creating," some thought must be taken
as to what you are doing. For a program that is
more than a few lines long it is a good idea to
write out your major areas on paper. With a written plan of attack, using psydocode or flowcharts,
for example, the actual computer time can be reduced. Psydocode uses words to express the command sequence, while flowcharts use symbols. Ei-

Jeffrey Hazard, CPA, is
a tax specialist at
McGladrey
Hendrickson & Pullen.
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Southern Minnesota
Chapter, through which
this article was
submitted.
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t h er on e will pro vi d e the needed d et ai l .
Flowcharts are useful in situations where large
amounts of data are transferred or moved. Psydocode can be easier to use for the less experienced
programmer because it is written in English, not
"computer talk."
When writing out this psydocode, you should
consider the position and function of each segment on the worksheet. I usually start out by using the upper left -hand side of the spreadsheet as
my "menu" area (user input area). I start my data
manipulation area on line 100. This practice

ciation cells on the rental schedule and eliminate
the depreciation and loan amortization schedule.
Debugging this small program could become a
nightmare.
The best programming logic will not help poor
output. Often the people using the output have no
idea of all the hard work that you have put into
writing the program. They only see the hard copy
or output you put in front of them. Therefore it is
very important to create output which is legible,
easy to understand, and fully documented. When
designing the output always assume that the per-

Table 2
Rental Schedule
Depreciation schedule
Year 1
xxx
xxx

Year 2
xxx
xxx

Year 3
xxx
xxx

xxx

xxx

xxx

xxx

xxx
xxx

xxx
xxx

xxx
xxx

xxx
xxx

Year 1
xxx
xxx

Year 2
xxx
xxx

Year 3

Year 4

xxx

xxx

xxx
xxx
xxx

xxx
xxx
xxx

Year 1

Year 2

Year 3

Year 4

Rental income

xxx

xxx

xxx

xxx

Expenses
Interest
Depreciation
Other

xxx
xxx
xxx

xxx
xxx
xxx

xxx
xxx
xxx

xxx
xxx

Total

xxx

xxx

xxx

xxx

Net income

xxx

xxx

xxx

xxx

18 year property
15-year property

5 -year property
3-year property

Year 4
xxx
xxx

Loan amortization schedule
Interest
Principal

leaves me with room at the top of the worksheet
for additional data entry or work space. Each segment of the program will have a set function. Instead of doing several functions in one cell, I use
several cells or sets of cells. Each cell performs a
smaller set task. This process of simplifying the
data manipulation allows me to spend less time
"thinking" about what the program is doing. It
also makes corrections easier. Table 2 illustrates
how to break up some simple calculations for a
small rental schedule.
In this example, by creating separate schedules
for depreciation and loan amortization, programming logic is easier to read and the program is
easier to debug. The alternative would be to create
complex programming for the interest and depre60

xxx

Rental analysis

son using the program has little or no experience.
Remember: neatness does count. A good clean looking format will aid you and the user. It saves
you time because there is no need to explain the
report to other users. It saves the user time in
reading and comprehending the report. The goal
should be to create useful output.
The use of macros or subroutines is a great
timesaver for anyone using spreadsheets. A macro
is a command used by LOTUS 1 -2 -3 to do a series
of repetitive tasks with one keystroke. No other
single function of LOTUS 1 -2 -3 has as much power or saves as much time as a well - developed macro program. Macros are extremely useful in the
area of printing and data entry. A long report or
series of reports can be printed while the user is
MANAGEMENT ACCOUNTING /MAY 1986

doing other work. At one keystroke all reports
will print with no additional time spent by the
user. The use of a macro in combination with the
database commands can create a powerful tool for
several different users all in one program. The illustrated macro (Figure 1) is intended to show
how a few lines of code can do complex repetitive
procedures with one keystroke.
This macro was developed to extract specific
data from a database, sort it, and print out a summary of the data and then continue extracting,
sorting, and printing until the program is complete. This happened to be a salary survey for one
of our clients. These few lines ofcode do all the
calculations necessary for a program that runs
more than 30 hours. Clear, well - written macros
are worth the extra time needed to create them.
As an accountant I find it very helpful to keep a
pencil, paper, and a calculator handy. I can check
many of my numbers immediately without waiting for the final product. As I finish each section I
can check my logic before proceeding. Also, writing down on paper the location ofvarious sections
ofthe template can save time when changing logic
and when printing.
One of the hardest lessons to learn when programming is to save your program often. You
have only to lose five hours of work to a power
failure before you become accustomed to saving
your results. I usually try saving my programs every 15 to 20 minutes, and I always save them before printing. In conjunction with saving your results often, proper backup of your results is very
important. Ifpossible your backup should be off site under proper security.

ferent programs require the same routines, such as
printing. By keeping a library of what you have
already created, you can eliminate the time needed to recreate it. Keeping a library not only will
help you but may help someone else also.
If you are planning to write repetitious macros
or subroutines, it may be helpful to copy these
macros on the new spreadsheet and change the
necessary parts. The time needed to make minor
revisions may be less than the time it takes to rewrite entire lines of logic.
With many users and a limited number ofcom-

Figure 1

Macro
/XQ
/CAC1902 . AC1902 - h95 - /CAA1902 ..1902 - G95 `
/PPPCAOS \ 015 - MR225 - M10 - MTO - MBO - QRP367. A1370 - AGO
IDQRIA99.. E2000 ' CG99.. K100 - OM99..0350 - E(ESC)(ESC)(ESC)
/DSRDQ100..Q350 - P0100..Q350 D ` G
/DSRDP100. _P350 PP100.. P350 - D - G
IOSRD0100 .0350 - P0100. 0350 - D - G (CALC)
/PPCALOS \ 015 - MR225 MLO - MTO - MBO - ORP371 . AI371 - GO
/CAC1902 .. AC1902 - H95 ' CAA1902 .. AA1902 - G95 `
/MAC1903.. AC1955 - AC1902 AC1954 IXIAC1902(90 /XGA24
IMAA1903 . AA1955 - AA1902 .. AA1954

puters, we have found it very useful to put our
microcomputers on movable carts so that each
user can work at his or her own desk, eliminating
Testing Your Program
the need to run back and forth for forgotten supNothing is more frustrating than having a pro- plies or additional information. These movable
gram that looks good, but doesn't work. Debug- carts provide us with additional computer space
ging your program can be difficult and time -con- with no modification to our office.
Both your backup and your original diskette
suming. The time wasted in debugging can often
be reduced or eliminated by use ofproper written should be well labeled with the program name and
documentation and by using short, easily tested the date it was wri tten. This practice avoids
functions. It is a lot easier to test five segments of searching through diskettes looking for a program
written five months before.
10 lines each than one segment of 50 lines.
The use of built -in check programs when writing your program can eliminate much wasted KISS Is Important
One of the most important concepts to keep in
time. These check programs can take any form,
but one of the easiest and most common is the use mind when programming is to follow the KISS
of printing checks. Printing checks are print com- principle ( "Keep It Simple Stupid "). It does no
mands located throughout the program. These good to create technical programs unless they can
printing checks allow the programmer to deter- be understood and used. Simplicity in arranging
mine how far the program reached before "blow- data input, simplicity in manipulating data, and
ing up." Before the final run, these print checks simplicity in presenting your results to others are
will be removed. They are used only by the pro- sound rules to follow. No one wants t o wade
through a mound of paper looking for one small
grammer for testing purposes.
For someone who is using, or who is planning detail. That is why it is important to know what
to use, spreadsheets often, it may be wise to devel- the user wants and to present that information in
❑
op a library of macros or subroutines. Many dif- the simplest and clearest way possible.
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Accounting
Education
Carole Cheatham, Contributing Editor

Hire the Management Accounting Professor

I enjoy reading the want ads in our local newspaper in early June. The paper publishes without charge ads of
high school students looking for summer work. My favorite was "conscious
teenager seeks any type work." The
next day it appeared as "conscientious teenager seeks any type work." I
doubt that the paper would offer free
ads to management accounting teachers, but there are probably many of us
who would like to run an ad somewhere saying, "skilled management
accountant available for hire_"
We are not looking for work because suddenly we are impoverished
(it has not been sudden), but rather
because the American Assembly of
Collegiate Schools of Business
(AACSB), now requires that significant
percentages of accounting faculty
have relevant professional experience.
Relevant professional experience
means 60 days of work within the
most recent five -year period. The
work experience must be related to
the subjects the professor teaches.
This requirement creates a problem
for management accounting professors. There are just not many employment opportunities available.
The fact that accounting teachers
are "under the gun," so to speak, to
gain relevant experience provides a
real opportunity for companies to hire
accounting expertise on a short -term
basis. The 60 days of required professional experience can be met by parttime work, by working 60 days at one
time, by working 12 days a year for
five years, or any combination or variation that results in 60 days in a five year period.
I am not complaining about the rele62

vant professional experience requirement. On the contrary, I view it as a
very positive development in the accreditation standards, as do most
teachers. Practical experience benefits
everyone —the teacher, the student,
and the company that hires the teacher. However, I am concerned that employment opportunities will not exist for
management accounting teachers.
Despite my concerns, I recently
had an opportunity to fulfill my professional experience requirements. For
two weeks during the summer (including the Fourth of July because that
was its busy season), I worked for a
food processing firm and was involved in a project to design a system
for determining losses from spoilage.
The company's problem was that although it was able to determine what
came in the front door as raw product
and what went out the back door to
the warehouse as a canned product,
it could not trace what happened in
between —it was impossible to determine at what point losses occurred.
I worked with th e financial vice
president, the cost accountant, and
several people in production to develop a system that involved having a
clerk trace the progress of the product through the plant. At several
checkpoints the product was weighed
or measured. My contribution included synthesizing the ideas and preparing a report. One purpose of the report was to show senior management
that the system was cost effective.
The report also was submitted to the
director of the school of accountancy
at my school.
My experience at the food processing plant made me more aware of the

problem of spoilage faced by many
companies. I also have a wealth of
material for class illustrations and
valuable information for writing and
research purposes.
Some advantages companies can
realize when they hire a management
accounting professor include:
Additional staff for special projects.
In most companies there are several
tasks that need to be done, but no
one has the time to do them. They are
the "back burner" projects that would
be beneficial if completed, but the
''front burner" tasks are taking too
much time for the regular staff to get
to them. These are id eal for
professors.
Part -time specialists. Some projects in companies do not get done
because no one believes he has the
expertise for the job. A little investigation and a few inquiries made at local
universities will probably reveal an accounting professor who has the expertise to handle a special project.
A new perspective to routine tasks.
The same old tasks and the same old
problems have been handled routinely so long that executives cannot visualize a better method of tackling their
work. Often, it is the outsider with
fresh insight who can offer a new and
more innovative approach to solving a
company's problems. The ivory tower
is a myth — professors have demonstrated that they can provide creative
and practical solutions to corporate
problems.
Low -cost expertise. In order to fulfill
the experience requirement, many
management accounting teachers are
willing to work for a very reasonable
fee. Professors are a good alternative
to the high - priced consultant or to
corporate staff working weekends.
If your company is interested in hiring management accounting professors, contact your local NAA chapter
and university. A management accounting professor can be an enthusiastic, professional, and highly skilled
temporary addition to your management team.
El
Carole Cheatham is professor of accounting at Mississippi State University. She is a member of the Northeast
Mississippi Chapter of NAA, through
which this column was submitted.
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Nominating Committee Report
To Members of the National Association of Accountants:
In accordance with the NAA Constitution and Bylaws, we present the following nominees for election for the offices of President, Vice President, Treasurer, and National Director. Those elected to
President, Vice President, and Treasurer will serve a one -year term. National Directors are elected to
two -year terms.
The Bylaws specify that the Board of Directors be composed of one director for each 2.5 domestic
chapters, rounded to the next highest multiple of 10, but in no case less than 100. The Executive
Director determines the number ofchapters existing on July 1, and one -half of the number ofdirectors
required under the formula are elected each year. Their terms overlap with the terms ofthose elected a
year earlier. Under this formula, 65 directors have been nominated. We also include nominees for the
Nominating Committee to report in 1987.
The Annual Election will be held at the Annual Meeting of the Association in Nashville, Tennessee,
June 23, 1986.
Respectfully Submitted
Nominating Committee, 1985 -86

Nominating Committee
Herbe rt H. Seiffert, Raritan Valley, Cha irman
Edward Baker, Massa chusetts Route 128
Richard P. Banis , New Je rsey Mea dowlands
Dennis R. Bere stord, CMA, C leveland East
John F. C hironna, Wes tc he ster

Patricia P. Douglas, We stern Montana
Ja mes Don Edwards , Atla nta Ce ntra l
Jerry L. Ford, CMA, Minneapolis Viking
Richard Gre ene, Ce ntra l Pe nns ylva nia
Louis J - Oliverio, Dayton

John B. Pollara, CMA, Greater San Ga briel Valley
Mic ha el P. Risdon, Memphis
Cha rles T. Smith, J r. , Detroit
Louis Vlas ho, C MA, Dayton
J Donald Warren, Jr., Houston - Bluebonnet

Notice of Annual Meeting
Notice is hereby given to all members of the National Association of Accountants that the Annual
Meeting of the Association will be held at the Opryland Hotel, in Nashville, Tennessee, on Monday,
June 23, 1986, immediately following the conclusion ofthe opening session, to receive the report of the
Nominating Committee and to transact such other business as may properly come before the meeting.
Montvale, N.J., May 1, 1986

Robert L. Shultis, Executive Director

Nominee for President

'
..

Member -at- Large; Southwest Florida; Canton; Greater
Glen E. Woodson
Youngstown Area; Philadelphia; Akron (1949). As President of Akron, 1960 -61,
he led the chapter in achieving the Stevenson Trophy. He served on the Committee on Chapter Operations, 1961 -62, and 1963 -65; as national director, 1963 65, and as national vice president, 1977 -78. He was named Chairman of the
Committee on Chapter Development, 1978 -79; Chairman of the Committee on
Marketing and Membership, 1979 -80; Chairman of the Committee on Chapter
Operations, 1980 -82. Elected Treasurer in 1982, he served four years in that
position. He is a member of the Stuart Cameron McLeod Society. He is currently President of the Woodson Company, Naples, Fla.
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Nominees for Vice Presidents

Bryant

Flug g e r

Johnson

Ransdell

Crandall

Easter

E ngle

Speckels

Veale

Zappacosta

;

Bonnano

c

Barker

Murlin C. Barker Greater San Gabriel Valley (1973). Committee on Marketing and Membership, 1980 -82; National Director, 1982 -84; Committee on Chapter Operations, 1984 -86; Principal —Wild West Regional Council,
1985 -86. He is President, Green Tree Business Consultants, Pasadena, Calif.
A. Kenneth Bonanno Merrimack Valley (1971). Committee on Education, 1979 -81; National Director, 198183; Committee on Community Responsibility, 1983 -86; Principal —New England Regional Council, 1984 -85. He is
Manager, Manufacturing Programs, Missile Systems Division, Raytheon Co., Inc., Andover, Mass.
Keith Bryant, Jr., CMA Birmingham -Magic City (1970). Committee on Publications, 1979 -84; National Director, 1983 -85. He is Chairman, Accounting Department, School of Business, University of Alabama at Birmingham,
Birmingham, Ala.
James L. Crandall Chicago (1973). Committee on Membership, 1978 -79; Committee on Marketing and Membership, 1979 -80; National Director, 1981 -83; Committee on Research, 1983 -86. He is President, Salmagundi,
Plainfield, Ill.
Curtis H. Easter, Jr., CMA, Columbia (1965). Committee on Chapter Operations, 1980 -81; National Director,
1981 -82; Principal — Carolinas Regional Council, 1983 -84; Committee on Research, 1984 -85. He is Vice President
of Finance, Smith & Nephew Consolidated, Inc., Columbia, S.C.
Robert E. Engle Indianapolis (1974). Principal— Lincoln Trail Regional Council, 1982 -83; National Director,
1984 -86. He is Partner, Coopers & Lybrand, Indianapolis, Ind.
Penny A. F lugger New York (1968). Committee on Research, 1980 -82; National Director, 1981 -83; MAP
Committee, 1982 -84; Committee on Finance, 1984 -86. She is Senior Vice President and Auditor, Morgan Bank,
New York, N.Y.
Kenneth R. Johnson Spokane Area; Oakland -East Bay (1978). Committee on Education, 1982 -83; National
Director, 1984 -86. He is Vice President of Finance, Hepworth Ceramics, Inc., Tacoma, Wash.
Anne C. Ransdell Richmond Lee (1968). Committee on Public Relations, 1980 -82; National Director, 1984 -86.
She is Controller at Spencer Printing Company, Richmond, Va.
Ben H. SpeCkels, Jr. Houston -Lone Star (1960). Committee on Chapter Operations, 1978 -80; National Director, 1981 -83; Principal —Texas Regional Council, 1985 -86. He is Treasurer, Merichem Company, Houston, Texas.
Keith W. Veale Cincinnati; Detroit (1971). Committee on Marketing and Membership, 1980 -83; Principal —
Ohio Regional Council, 1982 -83; National Director, 1983 -85; Committee on Regional Councils, 1984 -86; Ad Hoc
Committee on MIGs, 1984 -86. He is a Regional Manager of Lloyd- Thomas Company, Cincinnati, Ohio.
Frank M. ZappaCosta Washington; Baltimore (1946). Committee on Chapter Operations, 1980 -84; National
Director, 1983 -85; Committee on Community Responsibility, 1985 -86. He is a Financial Management Consultant,
Alexandria, Va.
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Nominee for Treasurer
Robert E . Paters on New York ( 1952). He served on the Committee on Education , 1970 -71; Committee on Research , 1971 -72; Committee on Chapter Operations, 1972 -73; National Director, 1973 -75; Committee on Planning, 1978 -81;
Committee on Finance, 1981 -83 and Chairman , Subcommittee on Insurance,
1981 -83; Committee on Finance, Chairman, 1984 -86; Vice President , 1983 -84.
He is Senior Vice President , Finance, The Sperry and Hutchinson Co., Inc.,
New York, N.Y.

Nominees for Directors
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Adams

Alexander

Bailey

A r

Barlette

Bennett

Bentz

Bergin

Butler

Case

Cerza

IL
Collura

Daly

Early
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Boehman

Brackner

Burkett
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Ra lph W. Adams, Florence Area (1981). Committee on Chapter Operations, 1984 -85. He is Vice President -Chief Operating Officer, A Q
Industries, Inc., Timmonsville, S.C.

Crews

K. Edwa rd Ale xa nde r, Nashville-Capitol City ( 1971). Committee
on Chapter Operations, 1982 -85; Operations Committee, International Conference, 1986, He is Senior Vice President and Chief Financial
Officer of Financial Institution Services, Nashville, Tenn.

Home r H. Burke tt, Northeast Mississippi; Blue Grass Area (1973).
Committee on Publications, 1984 -86. He is Associate Professor of Accountancy, University of Mississippi, University, Miss.

T homa s W. Bailey, Jr., South Birmingham (1969). He is Controller,
Vulcan Materials Company, Chemicals Division, Birmingham, Ala,

Ge orgia E. Butler, Illinois Northeast (1975). Committee on Marketing and Membership, 1981 -84. She is Manager, International Control,
Abbott Laboratories, North Chicago, Ill.

She ldon W. Ba rle tte, Jr., Akron Summit (1972). Principal -Ohio
Regional Council, 1985 -86. He is Ac counting Manager, Albrecht
Grocery Co., Akron, Ohio.

Ra ymond J . C a s e , Reno Area (1971). He is Vice President -Finance, Bently Nevada Corporation, Minden, Nev.

Robe rt E. Be nne tt, CMA, Rockford (1970). Committee on Chapter
Operations, 1984 -86. He is Associate Professor of Accounting, Northern Illinois University, DeKalb, Ill,

J a me s F . C e r z a , Jr. , Ric hmond -Jackson (1975). Committe e on
Chapter Operations, 1985 -86. He is Vice President, ADP, Richmond,
Va.

Willia m F. Be ntz, Oklahoma City (1977). Committee on Publications, 1983-86. He is Director of School of Accounting, University of
Oklahoma, Norman, Okla.

John J . C ollura, New York (1973). Principal- New York Metropolitan Regional Council, 1985 -86; Committee on Chapter Operations,
1985 -86. He is Assistant Director - Finance Dept., Port Authority of
New York and New Jersey, New York, N.Y.

Mary J. Bergin, La Crosse- Winona Area (1977). Committee on Public Relations, 1983 -86. She is Director of Accounting, Edstrom Management Corporation, Winona, Minn.

Dona ld L C re ws, Kansas City (1973). Committee on Chapter Operations, 1984 -86. He is Audit Partner, Price Waterhouse, Overland
Park, Kans.

*Robe r t U. B oe hma n, Louisville (1971). Committee on Research,
1978 -80, and 1981 -84; National Director, 1984-86. He is Director of
Finance, Jasper Rubber Products, Jasper, Ind.

Timothy J . Daly, Seattle (1978). He is Vice President- Finance, JET
Equipment & Tools, Tacoma, Wash.

J a me s W. Bra c kne r, Salt Lake Area (1966). He is Assistant Professor, School of Accountancy, Utah State University, Logan, Utah.
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Richard Ea rly, CMA, Dayton (1975). Committee on Chapter Operations, 1984-86. He is Controller, Howard Paper Mills, Inc., Dayton,
Ohio.
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Flading

Flamion

Foutz

Hardin

_�

Hayw ood

Herman

Hobbs

441

I
Ar

Howell

Hughes

Johnston

Ludwig

Luther

McCarley

Kasun

Kaufman

>w

Kearley

Lepard

Donald T. Hughes, CMA, St. Louis (1976). Committee on Academic Relations, 1984 -86. He is Controller, Corporate Research and Development Staff, Monsanto Company, St. Louis, Mo.
*Donna M . Johnsto n, South Jersey (1973). Committee on Public
Relations, 1983 -84; National Director, 1984 -86. She is Financial Officer, PNC Financial Corporation, Pittsburgh, Pa.
Stephen G. Kasun, Altoona Area (1979). Committee on Public Relations, 1984 -85_ He is Assistant Manager - Ge neral Accounting
Credit Manager, Berwind Railway Service, Hollidaysburg, Pa.

Meonske

Miller

Myers

Ric ha rd A . Fla ding, North San Diego County; Lansing - Jackson
(1972). Committee on Marketing and Membe rship, 1984 -86. He is
Controller, John C: Henberger Co„ Inc., San Diego, Calif.
'Gayle H. Flamion, Elkhart Area, Michiana (1963). He is Supervisor, Da ta Entry, Morgan Drive Away, Inc., Elkhart, Ind.
Rae S. Foutz, CMA, Alaskan (1980). She is Senior Administrative
Officer- Financial Control Officer, Municipality of Anchorage, Parks
& Recreation Department, Anchorage, Ala.
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Lois A. Ka uf ma n, Miami (1979). Committee on Marke ting a nd
Membership, 1984 -86. She is Vice President and Tre asurer, Avatar
Utilities, Inc., Miami, Fla.
Judith A. Kearley, Fall River -New Bedford (1981). Committee on
Community Responsibility, 1985 -86. She is Treasurer, Luzo Food
Service Corp., New Bedford, Mass.
Sandra L. Lepard, Marion Area (198 1). She is Credit Manager, Wyandot Inc ., Marion, Ohio.
'E ugene F. Ludwig, Detroit (1964). Committee on Chapter Operations, 1980 -84; National Director, 1984 -86. He is Manager, Regulations Administration, Michigan Consolidated Gas Co., Detroit, Mich.

Ann A. Hardin, Charlotte Blue (1977). She is Senior Systems Analyst, City of Charlotte, Charlotte, N.C.

D. J o se ph Lut her , C MA, C a nton; Gre a te r Youngs town Are a
(1974). Committee on Education, 1984 -86. He is Controller -Vice
President, Finance, Shaw - Barton, Coshocton, Ohio.

E. Leland Haywood, Charlotte Blue (1974). Committee on Publications, 1983 -86. He is Operations Manager- Sta ff, Southern Be ll,
Charlotte, N:C.

R. Gerald McCarley, Atlanta North; Butler Area (1977). Committee
on Chapter Operations, 1984 -86. He is Partner, Deloitte Haskins &
Sells, Atlanta, Ga.

Terry K. Herman, Reno Area (1977). He is Manager- Systems and
Dis bursement Ac counting, Sierra Pacific Power Compa ny, Re no,
Nev.

Norman R. Meonske, Cuyahoga Valley (1972). Committee on Education, 1984 -86. He is Professor, Depa rtme nt of Accounting, Kent
State University, Kent, Ohio.

Susan G. Ho bbs, C MA, Pe rmia n Basin (1981). Committee on
Chapter Operations, 1984 -86. She is Controller, M. L. K. Corp., Midland, Tex.

Roger O. Miller, Buffa lo (1965). Principal- Upstate New York Regional Council, 1985 -86. He is Corporate Controller, Kom Lamb Inc.,
Buffalo, N.Y.

Ben O. Ho well, Jr., Augusta (1977). Committee on Marketing and
Membership, 1983 -86; Principal -Dixie Regional Council, 1984 -85.
He is Chief Financial Officer, Allied Bankshares, Inc., Thomson, Ga.

James G. Myers, Butle r Area (1978). He is Information Coordinator for Benefits and Personnel at Pennsylvania Power Co., New Castle, Pa.
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Nominees for Directors
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Smith

Sundem

i

Quinn

PHOTO
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Gail L Nash, Phoenix (1977). Committee on Public Relations, 1983i

Shirley V. Nash, Knoxville, (1975). Committee on Marketing and

-

86. He is Deputy Division Director, ADOT, Phoenix, Ariz.
Membership, 1985 -86. She is Administrative Assistant to President,
Knoxville Iron Company, Knoxville, Tenn.

Edward M. Newman, Roanoke (1975). Committee on Chapter Operations, 1979 -84. He is Vice President, Dominion Bankshares, Roanoke, Va,

Tipgos

Trapnell

Tufer

Patricia U. Newton, Oakland -East Bay (1974). Committee on Mar-

keting and Membership, 1984 -86. She is Executive Vice President,
Newton Associates, Walnut Creek, Calif.

'Thomas J. Nobel, Jr., Grand Rapids (1974). Committee on Chap ler Operations, 1982 -84; National Director, 1984 -86. He is Partner,
Ernst & Whinney, Grand Rapids, Mich.
s

Wayne L. Oak, Lanc aster (1969). C ommitte e on Marketing and
Membership, 1985 -86. He is Manager, Management Information Systems, Armstrong World Industries, Inc., Lancaster, Pa.

Jack R. Plymale, Piedmont Greensboro (1976). Committee on Com-

Upchurch

Van- Westrienen

Vollmer

munity Responsibility, 1985 -86. He is Con troller/Treasurer, Newman
Machine Co. Inc., Greensboro, N.C.

Marie C. Quinn, San Jose (1979). Committee on Public Relations,
198486. She is Technical Leader, Lockheed Missiles Space, Sunnyvale, Calif.

James F. Robbins, Massachusetts North Shore (1975). Committee
on Marketing and Membership, 1984 -86. He is Supervisor, E I Dupont /Biomedical Dept., Boston, Mass.
Peter A. Roos, Tampa Bay Chapter (1976). Principal - Florida Regional Council, 1984 -85. He is President, Zincom, Inc., Tampa, Fla.

Donald G. Scherrer, Scottsdale Area; Phoenix (1967). Committee

on Public Relations, 1974 -75; Committee on Membership, 1975 -77;
Committee on Chapter Operations, 1982 -84; Committee on Marketing and Membership, 1984 -86. He is Manager, Financial Accounting
Division, Salt River Project, Phoenix, Ariz.

Manuel A. Tipgos, Blue Grass Area (1976). Committee on Publications, 1983 -85; Committee on Research, 1985 -86. He is Professor,
Dept. of Accounting - School of Business, University of Kentucky.
Lexington, Ky.

Jerry E. Trapnell, Baton Rouge (1976). Committee on Chapter Operations, 1983 -86. He is Dire ctor of the School of Accountancy,
Clemson University, Clemson, S.C.
Armin C. Tufer, Detroit (1956). MAP Committee, 1977 -83; Ad Hoc
Committee on Ethic s Imple mentation, 198486. He is Pa rtne r, Deloitte Haskins & Sells, Chicago, III.

Karen S. Sharp, Waterloo -Cedar Falls (1973). She is Supervisor, Accounting, John Deere Component Works Foundry, Waterloo, Iowa.

Eddie J. Upchurch, Atlanta Central (1975). Partner, Davis and Up-

Carl S. Smith, CMA, Hartford (1976). C ommittee on Education,
198486. He is Assistant Professor of Accounting, Barney School Accounting, University of Hartford, West Hartford, Conn.

Paul K. Van- Westrienen, Kalamazoo (1966). Committee on Chap-

Gary L. Sundem, Seattle (1978). Committee on Academic Relations,
1984 -86. He is Professor of Accounting, School of Business Administration, University of Washington, Seattle, Wash.
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church, Atlanta, Ga.

ter Operations, 1980 -81; Principa l- Michigan Regional C ounc il,
1985 -86. He is Chief Accountant, Ass istant Corporate Secretary,
Durametallic Corp., Kalamazoo, Mich.

Milyn J. Vollmer, Racine - Kenosha (1977). Committee on Education,
1983 -86. He is Tax Manager. Wisconsin Bell Inc., Milwaukee, Wis.
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Wagner

Wallin

Walsh

Weinstock

Samuel W. Weinstock, Philadelphia (1971). Committee on Public

7r

J. Wilson

R. W ilson

Williams

Relations, 1981 -83; Principal —Mid Atlantic Regional Council, 198485. He is Tax Director, Strick Corp., Fairless Hills, Pa.

Joyce Williams, Indianapolis (1976). Committee on Chapter Operations, 1985 -86. She is Corporate Controller, Baker & Daniels, Indianapolis, Ind.

Winkler

Richard J. Wa gne r, Louisville (1969). Committee on Public Relations, 1985 -86. He is Comptroller. Plumbers Supply Co., Louisville,
Ky.
Kim R. Wallin, Las Vegas (1978). Committee on Chapter Operations,
1983 -86. She is a Certified Public Accountant, D.K. Wallin Limited,
Las Vegas, Nev.
Stephen A. Walsh, Boston (1970), Committee on Chapter Operations, 1985 -86. He is Dire ctor, Budgets & Fina ncial Analysis, The
Sheraton Corp., Boston, Mass.

James D. Wilson, Muscle Shoals (1979). Committee on Marketing
and Membership, 1983 -86. He is Corporate Controller, Martin Industries, Florence, Ala.
Ralph O. Wilson, Jr., Pittsburgh (1967). He is Director— Administralion, Dravo Corporation, Pittsburgh, Pa.
Dolores E. Winkler , Milwaukee (1970). Committee on Public Relations, 1984 -86. She is Reimbursement Analyst, West Allis Memorial
Hospital, West Allis, Wis.
'To .serve one-year continuing terms.

Nominee for Chairman
Herbert C. Knortz
From the NAA Bylaws, Article VI, Section 2:
Chairman: The Chairman of the Association shall be the immediate Past President of the Association, and shall take office when the Chairman's successor as president takes office. The
Chairman of the Association shall serve until succeeded by a new Chairman of the Association,
and shall be considered an elective officer by virtue of prior election as president.

Nominating Committee to Report in 1987
Herbert C. Knortz, Hartford, Chairman
Frank S. Beckerer, Jr., Bridgeport
Gerald J. Cabral, Stockton Area
Joseph G. Harris, Kalam azo o
Robert L. Ho rky, Raleigh Area
John W. Moore, Mid - Missouri
Nathan J. Naddeo, Washington
Richard D. Peters, CMA, St. Pau l
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Thomas J. Reardon, CMA, W estchester
Herbert H. Seiffert, Raritan Valley
Gary F. Shillingford, Philadelphia
Charles T. Smith, Jr., Detroit
Rex D. Soutar , Los Angeles
James W. Truitt, Muscle Shoals
Jack J. Woolf, Tulsa
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In addition to b35,000 ... 5 very good
reasons to choose our credit line.
The convenience of a re volving
credit line. Once your credit
line is approved, you
have unlimited access
to any amount of cash
up to your designated
credit limit. It only takes
a phone call to activate
yourcredit —o check is then
mailed immediately.
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No fees. No prepayment pen
alties. Nothing. There's no charge
to establish or maintain your credit
line, no loan processing fees an d
no prepayment penalties. OnceyoU
activate your credit, you pay interest only for the amount and time you
use the money.
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All t r a h o a d l a h 5 handled by
mail. There are never any
personal meetings required
or complicated procedures.
The few simple steps
necessary are made by
you in the privacy of
your home or office.
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Satisfaction guaranteed. If you activate
your credit line and are not completely satisfied, simply return the money within 30 days
and there is absolutely no cost to you.

Aso member of the Notionai Association of Accountants, you now have
access to an unsecured line of credit up
to $35,000.
Designed specifically for executive
clientele, this special program can provide you with major funds for major
expenditures. With all transactions handled by moil and no collateral required,
the program is remarkably convenient.
What's more, the interest rate floats
at 4.9% over prime rate. It can be as
low as 16 % and never higher than 21 %.
Given current market conditions, this
program could represent one of your
least expensive sources of financing.
This unique credit line is administered
by Security Pacific Executive / Professional
Services in Aurora, Colorado —o national
leader in providing mail loans, with a
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rpay

Your signature is the
only collateral required. There's
no n eed to tie up any of your
valuable assets.

history dating back to 1905.InCalifornia,
the program is handled by The Banker's
Investment Company. Both are subsidiaries of Security Pacific Corporation, the
notion's seventh largest bank- holding
company with assets over $49 billion.
To cover the administrative costs of
arranging the national program, the
Association receives a small fee. The
offer s hould not be construed as an
endorsement by the Association of the

lender, or any other products or services
included in the Group Discount program.
You'll find it easy to apply for your
line of credit. Just fill out the coupon
and mail it today- By return mail you'll
receive a one -page application. It's that
simple. For further information call toll free 1- 800 -525 -1132. Colorado residents
call collect 341 -6581.

'Both Security Poctfic Executive /Professional Services and The Bankers Investment Company are equal opportunity lenders. Approval
of oil loans, regardless of amount. Is subject to their normal credit policies.
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Please send me o one -page opplicotion for
the NAA Credit line progrom.
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Twenty -nine NAA officers and directors got a firsthand look at some of the
pressures dominating the national political scene when they participated in a
special two -day briefing by national
government legislators and officeholders, March 3 -4. The "hot" topics were
the Gramm - Rudman - Hollings law (Balanced Budget and Emergency Deficit
Control Act of 1985), tax reform, and
accountants' growing liability exposure.
The meetings were held at the urging
of President Herbert C. Knortz who believes that NAA lead ers sho uld be
aware of what is going on in Washington, D.C. , j ust as national leaders
should know more about the Association and its educational mission. He
said the briefing was the first in a series
of small steps designed to broaden recognition of the Association's worldwide
role.
In a brief address on Monday night,
Congressman Th o mas Kindness of
Ohio told the NAA officials, "Don't
ever underestimate the value of your
communication and power to elected
representatives." Commenting on the
prospects for tax reform, he quipped,
"Tax reform is a tax increase for someone else, right ?"
L. William Seidman, chairman of the
Federal Deposit Insurance Corporation,
cast new light on the nation's bank failures, noting that the country averaged
six or seven failures during the Ford
Administration. He s aid the federal
agency is now handling 120 bank failures per year as of last year. The FDIC
has now become the "world's greatest
liquidator," with some $11 billion in as-
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L. KriIliam Seidman,
tgq
of the Federal tlepos#
Insurance Corp., addresses
NAA Washington briefing.

CONGRESSIONAL REPRESENTATIVES AND
ADMINISTRATION OFFICIALS TALK ABOUT THE
ICIT, TAX REFORM, AND ACCOUNTANTS'
LIABILITY AT SPECIAL BRIEFING
FOR NAA LEADERS.

sets. But in 95% of cases handled by the
FDIC no depositor loses his money.
Formerly chairman of the accounting
firm of Seidman & Seidman, the FDIC
chairman reassured the audience that
"Given normal strain the system will be
able to handle any foreseeable event."
But he warned as the FDIC continues
to take over failing banks and liquidate
their assets, "We are creating enemies
out there at a rate that is unbelievable.
We have to do something about that before it comes back at us through the political system."
The agricultural banks that are failing are not a crucial problem in the
banking system as a whole, he noted,
but, of course, they are a serious problem in the sections where they conduct
business.
Asked about the possibility of interstate banking, Mr. Seidman said that it
would be good for the banking system
but not if it is jammed down people's
throats. "I d o n't t h in k i t's go in g t o
come through a federal law," he told
the NAA members.
Because the President Wants It
William Diefenderfer, chief of staff of
the Senate Finance Committee, gave the
Washington visitors an insider's view of
the tax struggle. He posed three questions and then answered them: "Will
there be a tax bill? Yes. When will there
be a bill? In August or September. Why
is there going to be a tax bill? Because
the President wants it."
There are three basic tensions in the
battle over tax reform, he said. Corporations versus individuals: if individuals

are grant ed tax breaks, corporations
will have to pay. The second conflict
pits the i temizer against th e nonitemizer. Will individuals be allowed to
deduct their local taxes? The third is the
conflict between high capital- intensive
and low capital intensive - companies.
High effective tax rates would tend to
penalize those companies dependent
upon capital. The major battle for business, he noted, is the need to pour back
massive amounts back into business.
Asked about the possibility of a value -added tax, Mr. Diefenderfer said he
saw no chance of a new tax this year,
but he believes VAT is inevitable in the
next two or three years. The reason: because U.S. trading partners have a 10 %
or 15% advantage as a result of such
taxes in their countries.
At breakfast on Tuesday, U.S. Comptroller General Charles A. Bowsher outlined his role in the deficit- reduction
controversy. Alt ho ugh the Gramm Rudman- Hollings law call s for th e
Comptroller General and GAO to specify the reduction if Congress doesn't, a
lower court has ruled that this provision
is unconstitutional because the Comptroller General is not in the executive
branch of government subject to removal by the President.
While Washington waits for the Supreme Court to rule on this question, a
lot of uncertainty has been introduced
into the budget process, he pointed out.
Comptroller General Bowsher thinks
the Gramm - Rudman - Hollings law has
great virtues and faults. While it forces
go vern ment t o red uce th e debt , the
mandated cuts over a number of years
MANAGEMENT ACCOUNTING /MAY 1986

could gut many programs.
John Carley, general counsel of the
Office of Management and Budget, said
there are two lessons in the struggle
over Gramm - Rudman - Hollings. There
is now recognition that the national
debt is a significant threat to the future
of the country, and a tacit admission
that Congress lacks the will to cut the
budget.
He predicted that Congress would
find the ball back in its court and would
be forced to make the mandated cuts in
the budget just before the elections later
this year. "We can no longer afford to
do all the things we would like to," he
told the NAA audience.
SEC Commissioner Joseph Grundfest
faced some sharp questioning when he
presented his views on the liability crisis
confronting public accountants. He noted that there really have been audit failures and at the same time evolving liability s t an d ard s seemed to have
encouraged more suits against public
accountants. Contributing to the liability crisis is the so- called "deep- pocket"
phenomenon —a recognition by would be plaintiffs that when a company goes
bankrupt only its auditors have assets.
What can public accountants do?
Commissioner Grundfest advised CPAs
to act like businesses by selling their services with an associated warran ty.
When a firm takes on a client it should
price its services and warranty package
according to the risks involved. CPA
firms should work with insurers and
practice risk sensitivity pricing. Finally,
he advised CPA firms to diversify.
He pointed out that in many respects

CPAs have the same problem as doctors
do in warding off huge liability suits.
But they are unlikely to find as much
sympathy for their plight as the physi-

NAA President Herb Knortz introduces Sen. Bob Dole, Senate Majority Leader, at luncheon in Capitol Hill Club.

cians. The odds for relief for the profession are dismal, he said flatly.
President Herbert C. Knortz said
that unless the SEC puts some limit on
the liability of CPA firms, there will be
no public accounting profession left.
ITT is now paying $12 million for an
audit. "Should we have to pay more ?"
he asked the SEC commissioner. Commissioner Grundfest advised, "Don 't
yell, scream or holler —price and
practice."
In the question- and - answer session he
was asked what grade he would give the
accounting profession and replied: "A
very talented student with adjustment
problems at home."
Chopping Deficient Auditors
Rep. Jack Brooks of Texas characterized the Reagan Administration tax
cuts as the biggest giveaway in history.

mittee, makes a point to Congressman Richard Shelby of Alabama and
his wife, Annette, which Robert Sweeney (r) obviously appreciates.
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He called the Gramm- Rudman -Hollings law "unwise, unworkable, and unconstitutional." As chairman of the
Committee on Government Operations,
he is leading an investigation into the
quality of CPA audits offederal grants
to state and local governments. He said
serious deficiencies had been found in a
number of audits. These conditions reveal the "ineffectiveness ofthe disciplinary s ys t em o f t h e AIC P A. " He expressed reservations as to whether the
AICPA would impose penalties on auditors who are found deficient. "We've
got to chop the people who don't do the
job right —or we'll destroy the confidence people have in CPA judgment."
Later in a brief talk at the Capitol
Hill Club, Senate Majority Leader Bob
Dole said he detected no great enthusiasm for tax reform. But he admitted
that Congress was under pressure to reduce spending. "We're operating on a
credit card economy," he told NAA
members. He said he did not feel the
country needed a new tax such as VAT,
however.
Co n gres s man Will iam H. Gr ay
(Dem., Pa.), chairman of the House
Budget Committee, gave the NAA accountants a short, vivid lesson in budget
making on Capitol Hill. Snapping his
fingers to emphasize hi s p oin ts, he
showed how the President planned to
cut the budget, pointing out just how
difficult a task it was when the cuts
must come from 26% of the budget.
Congress tried to delegate its authority
fo r th e res po ns ib il it y for the cuts
through the Gramm - Rudman - Hollings
law but he predicted the law would be
found unconstitutional. "I susp ect in
the House we may freeze everything,"
he said. But he assured his listeners,
"We'll reach $144 billion because we
have to." That is the deficit level the
law calls for Congres s to reach this
year. Congress cannot delegate its responsibility, he emphasized.
President Herbert C. Knortz and Executive Director: Robert L. Shultis
thanked the NAA members for attending the special conference in Washington and asked them to write each of the
government officials who spoke. The
NAA President also asked participants
to evaluate the conference and decide
whether it should be repeated.
Robert F. Randall
71

In the Library
Members may borrow the books listed in
this section by telephoning M. Redrick,
(201) 573-6235.
Window of Opportunity:
A Blueprint for the Future
Newt Gingrich, Tom Doherty Associates,
Inc., 8 -10 West 36th St., New York, N. Y.
10018, 1984, 272 pp. —The author, a
prominent member of Congress, has at
least one distinction. Prior to getting involved in politics, Congressman Gingrich was a professional historian and received his Ph.D. in Modern European
History from Tulane University. Thus,
his diagnosis of the current economic
situation in the United States and his
prescriptions for the future are couched
in much more than political rhetoric.
The bes t way t o do ju stice t o this
book is to mention the topics covered
and then let the author speak for himself in a few well - selected quotes. Dr.
Gingrich deals with the information explosion, welfare state, balancing the
budget, dilemmas of American foreign
and military policy, and finally, in a
very timely matter, discusses President
Reagan's "Star Wars" proposals.
In commenting on the opportunities
in space, the Congressman provides the
following historical analysis:
"The amazing fact was that America
literally stood on the moon in 1969
and yet we tu rn ed b ack an d wallowed in the problems of the welfare
st ate for a d ecad e. Foo d st amps
crowded out space shuttles; energy
assistance crowded out a solar power
satellite project that would have provided energy for all; the vision of a
malaise - dominated decaying Western
culture smothered the dream of a
permanently manned station."
(p. 48)
On government budget deficits
"Th e o n l y wa y t o b r i n g fed e ral
spending under control is to have a
political revol utio n in Washington... the choice, therefore, becomes
one of huge deficits with their destructive effects of interest rates, in72

flation, and the economy; or hugely
increased taxes to cover the welfare
state spending; or a political revolution at the ballot box... " (p. 187)
Dealing further with the deficit problem, Dr. Gingrich offers:
"All three leaders (Walpole, Peel,
and Gladstone) were careful to avoid
overextending their governments in
either foreign or domestic policy;
none believed in throwing away the
public's money. One of the problems
which the R eagan admi nistration
must confront stems from the fact
that a fiscally prudent government
must overhaul and reform the Pentagon; it is impossible to urge frugality
on the rest of the American government while ignoring the profligacy
whi ch is th e hal lmark of modern
Pentagon mismanagement." (p. 194)
NAA hopes to invite Congressman
Gingrich to be a featured speaker at one
of its forthcoming conferences. Regardless on which end of the political spectrum a member of NAA sits, Dr. Gingrich's message appears to make very
good sense. We urge every member to
read it and think through his prescription, which derives from a cogent historical analysis.
Alfred M. King
Human Resource Accounting
Eric G. Flamholtz, Jossey -Bass Publishers, 433 California St., San Francisco,
Calif. 92408, 1985—In 1974, two books
were published on human resource accounting. One of them was written by
Eric G. Flamholtz, published by Dickenson Publishing Co., and the other was
written by Edwin H. Caplan and Stephen Landekich, published by the National Association of Acco un t an ts .
Eleven years later, in 1985, Jossey -Bass
published a revised and expanded edition of Flamholtz's Human Resource
Accounting.
Prof. Flamholtz explains the five
stages in the development of human resource accounting. The first stage started in 1960, and the fifth stage started in

Miriam Redrick and Stan Stec, Editors
1980. The fifth stage created a "resurgence of interest in the theory and practice of human resource accounting."
This claim of resurgence of a new interest in HRA might be debated, but Prof.
Flamholtz's new book will contribute to
a possible current resurgence of interest.
This book is divided logically into
four parts: Part I, Role of Human Resource Accounting; Part lI, Accounting
for Human Resource Costs; Part III,
Accounting for Human Resource Value; and Part IV, Applications and Implementation. Prof. Flamholtz uses the
HRA definition prepared by a committee of the American Accounting Assn.,
which is "the process of identifying and
measuring data about human resources
and communicating this information to
interes ted parties ." Thro ugh out the
book he adheres to this broad, general
definition. Some accountants might prefer to use the term human resource information systems and their application.
This is not a negative criticism of the
use of the term HRA. In spite of the use
of t he wo rd acco u nt in g i n th e t erm
HRA, it is important that personnel and
general managers, as well as accountants, should have an interest in this
broad subject.
The book does not recommend any
specific HRA system for all companies.
A very useful tabulation is presented
(included also in the first edition) that
indicates the various human resource
management functions and the related
kind of HRA system that is required for
these functions.
A major addition to the second edition is the material on cost/benefit analysis regarding personnel decisions with
an illustration in the aviation industry
and also in the HRA experimentation
by Touche Ross & Co., a Big 8 firm.
The ap pli cat ion at Touche Ros s i ncludes many aspects of HRA, so it is
characterized as an in tegrated HRA
system. This book includes a good balance of human resource concepts, paradigms, procedures, and applications,
which makes the work appealing to accountants, consultants, personnel and
gen eral man age rs , as well as to
academics.
MANAGEMENT ACCOUNTING /MAY 1986

Prof. Flamholtz also provides a good
history and explains the current state of
the art of HRA. Twenty case studies are
included, some of which are quite brief,
but a review of them will give a person
adequate coverage of how organizations
use HRA systems.
After the 13 chapters there is a 19page "Annotated Bibliography of Selected Resources on Human Resource
Accounting." Although the subject of
HRA is not new, many accountants and
personnel managers are not aware of it.
To get up -to -date on HRA, there is no
better way than to spend a few hours
with Prof. Eric G. Flamholtz's new
book.
R. Lee Brummet
NAA Past President
GAAP /GARS Digest
Dan Wolinsky, Mainstream Publications, P.O. Box 1271, Danbury, Conn.
06810, 1985, 297 pp.—This is a convenient paperback reference for all items
covered, such as assets, income statements, or internal control. The author
has analyzed the reporting requirements
in terms ofimpact, coverage, applicable
procedures, report disclosure, working
illustration, and cautions. The book is
designed to "permit users to fix upon
the objectives of the pronouncements,
gain an immediate understanding of the
basic mechanics required to use them,
and be alerted to exceptions or pitfalls."
Although not a substitute for a more
comprehensive professional library, the
$10 book would be good for the practicing accountant to carry around.
AMK
Management Accounting
Corine T. Norgaard, Prentice -Hall, Inc.,
Englewood Cliffs,N.J. 07632, 1985, 735
pp. —This text is organized around
three major uses of accounting data:
costing products and services, planning
and control, and analysis. The usual
topics ofcost allocations, cost accumulation, traveler costing, flexible budgets,
standard costs, and capital budgeting
are included. Liberal use is made of
questions from the uniform CPA exams
and the CMA exams. Questions and exercises take up approximately half the
book, so total content is relatively
lighter than many other texts.
AMK
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by Robert M. Morrison, J.D., CPCU;
Alan G. Miller, J.D., CPCU;
Stephen J. Paris, J.D., CPCU, CLU
What are the P's and E's? 11velve words — Parties, Property, Perils, Productivity, Period, Profit and Extent, Experience, Exclusions, Efforts, Extras, Enough
— offering you an easy way to understand the complex business interruption
contract. You'll find this unique approach only in BUSINESS INTERRUR
TION INSURANCE: ITS THEORY AND PRACTICE.
This new book from The National Underwriter Company includes an
analysis of the Insurance Services Office's new Business Income Coverage
forms which are slated for introduction in 1986, and mandatory for use in
January 1987.
New forms are just one reason why BUSINESS INTERRUPTION INSURANCE should be part of your professional library. You'll also appreciate the fact
that it's
... by three authors who are well - respected throughout the insurance
• written
community for their extensive experience with this form of insurance;
• thorough
with approximately 400 pages;
...
• easy to understand
for it assumes no prior knowledge. And the glos...important words;
sary clearly defines
• well- documented
with endnotes for each chapter
and a special
...
section of cases
and citations.
...
What's more, it's well organized. Part I
...
• introduces you to the 1986 Business
Income Coverage forms
and
explains the unique 6 P's and 6 E's method for analyzing business
...
interruption contracts;
• explores the theory and hi§toy behind these forms.
Part 11 shows you business interruption insurance in practice. You'll meet
the various people who have a stake in this coverage and their involvement
...
at each step:
• Process of Insuring the Risk
The owner
the intermediary (agent)
the underwriter
...Loss Occurs
• First Steps When
...
The loss manager
the adjuster
the accountant
• Process of Settling the...
Claim
...
Determination
of Insured's Liability
...
• Process of Litigation
The attorney
9b order your copies of the first new book on this subject in over a decade —
BUSINESS INTERRUPTION INSURANCE — use the order coupon below
or call TOLL -FREE 1- 800 -543 -0874. Single copy: $35.00
...
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - THE NATIONAL UNDERWRITER CO.
2 -3S
420 E. FOURTH SP.
CINCINNATI, OH 45202

I
I
I

I
Please send me
copies of BUSINESS INTERRUPTION INSURANCE
and bill me (Shipping & handling charges are additional)
I

Nam
Compa

I

I
I
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xaar

c,ry
sax
zip
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - Circle number 12 on reply card.
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ers Hanover Trust Co.; James J. Leisenring, FASB; Richard M. Phillips, Kirkpatrick & Lockart; P. Norman Roy, Barry Wright Corp.; Robert J. Sack, SEC;
A. Clarence Sampson, SEC; Frank S.
Sato, Veterans Administration; Jerry D.
Sullivan, Coopers & Lybrand; and Doyle
Z. Williams, University of Southern
California.
The Commission has been meeting
monthly since October 1985. Its chairman, James C. Treadway, Jr., has announced that a draft report on the Commission's findings and recommendations
should be issued before the end of 1986,
with the final rep ort to co me by the
spring of 1987.

MIS
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tional equipment is required:
• The facsimile scans and converts
print or p icto rial documen ts i nto
electronic signals, and then transports these documents to a receiving
location. The signals are decoded and
hard -copy duplicates are printed. Exact copies can be sent and received
over telephone lines, microwaves, or
satellites.
• T h e electronic blackboard provides
real -time visual interaction between
locations and is similar to an ordinary blackboard. Chalk strokes are
converted to digital data for transmission over regular telephone lines.
Two telephone lines are required, and
a copier can be attached to a television monitor.
• Conventional telephone lines are used
for slow -scan and freeze-frame video.
The Atlantic Richfield Corp. successfully manages information with audio/
video conferencing. The company's private video system links seven cities together so that a meeting between all
branches can be called at any time. A
major drawback is the cost: the oil company spent $17 million on the system
(earth stations plus seven identical
$600,000 conference rooms), but it ex74
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The difference between another job and
a new career could begin here.
In Accounting /Finance, Banking or
Data Processing (our people are professionals from the field in which we place you,
well known and knowledgeable).
ROMAC° meet with success. Contact
the ROMAC office in your business
community.

44R0MC,,k1
ROMAC & ASSOCIATES
Professional Personnel
Consulta nts

Pho enix , Denver, Hartfo rd , Milfo rd CT, Baltimo re, Was hingto n D.C. . F ort Lauderdale,
Jac ks o nville. O rlando , T ama, Atlanta, C hic ago , P o rtland ME, P o rts mo uth NH, Bo s to n,
Wellesley Hills MA, Bloo mingto n MN, Minneapo lis , S t. Lo uis, P aramus NJ , Alb any, Buffalo,
Ro ches ter, C harlo tte, Raleigh /Du r ha m , W ins to n -S alem , Cleveland, Co lumb us , Dayto n, Bala
Cynwyd PA, P hilad elphia. W ilmingto n DE, P rovid enc e, Memp his , Dallas , Ho uston, R ic hmo nd ,
Milwaukee

Circle number 17 on reply card.

pects th e sy stem to pay for itself in two
years.
To o p er ate th e s yst em , coordinators
at each lo cation set up the links and life size im ages are projected on color televisio n scre en s. P a r t ic ip a n t s can show
grap h ics, an d m icrophones can be m uted fo r p rivate discussions. Printers rep ro d u ce im ages from the screen, and
high speed facsim ile machines enable
execu tives to pass graphics and docum en ts b ack and forth.
Th e sy stem is available 24 hours a
d ay an d can han dle two m eetings at

once, som etim es three. One -way presentations also are possible. Atlantic Richfield believes it is the best way to com m unicate w ith its of fices and save tim e
and m oney.
'Lorn a A. Par ker and Chri stine H. 01gr en ( comp a.). Teleconferenc ing and Electronic Communications; Applications. 1cchnologiee
and Human F actors, University of Wisconsin•Extention. Madison.

1992, pp. i - in.

Suzanne Pierce Krissler, business division instructor at Orange Community
College, is president of NAA's Mid -Hudson New York Chapter, through which
this column was submitted.
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Robert N. Anthony
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3arvard Business School Placement Office

Next Step — Assistant Secretary of Defense
Dr. Anthony's next major involvement with the
government came in 1965 during the Vietnam
War when Secretary of Defense Robert S. McNamara called him to Washington as Assistant Secretary of Defense, Comptroller.
Mr. McNamara, who had graduated in 1939
and as an assistant to Ross Walker had shared an
office with Dr. Anthony in 1940, selected him because of his management accounting expertise.
"Bob Anthony is an extraordinarily bright, management- oriented human being dedicated to the
public interest —and a joy to work with. Throughout his career he has recognized and emphasized
the use of accounting as a tool for management.
In the Defense Department his role was to utilize
statistical data, quantitative data, as a management tool... It was a great sacrifice for him to
move his family to Washington and interrupt a
successful career."
Dr. Anthony says he welcomed the assignment.
"My principal objective was to develop and install
the accounting part of the planning- programming - budgeting system. We called this effort
'closing the loop,' to indicate that unless accounting is completely consistent with the program
structure, there is no way of assuring that program decisions are implemented, and there is also
no assurance that data used as a basis for making
program decisions are reliable. The process from
programming to budgeting to actual performance,
to reporting and analyzing performance, to making a new program, should be a closed loop, with
all parts consistent with one another."
By statute, the DOD comptroller is responsible
for the preparation of the budget. Dr. Anthony
drafted his own job description in which he added, "The comptroller is responsible for all of the
quantitative recurring information systems in the
DOD except combat and intelligence."
After a couple of years of diligent effort, he had
the accounting system ready for installation, although the military was not wholeheartedly behind it. All that was needed was for Congress to
okay it. Then, just three days before he was supposed to receive an award from the Federal Government Accountants Assn. for "distinguished
leadership" in developing the system, Congress
said, no. "The military had gotten to them," he
sighs. "I had to accept the award with full knowledge of what was going to happen. But Secretary
McNamara pushes things, and he said get it in by
July 1, 1968. However, Congress let us test it at
three bases that following year, and it's a good
76

expresses gratitude e1 relief

at the retirement of
thus ending the longest
job search in the school'shistory.
-Nmf zo
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Charlie Anderson's special
"award" for Bob Anthony.
thing we did. We were able to work quite a few
bugs out... the mechanics were implemented, but
the guts of it —the actual management use of it—
were not, because of this conflict.
An Elected Official
Now he has turned his attention to local government matters. In 1976 he was elected town auditor of his home, Waterville Valley, N.H., and
has served proudly ever since. "I d o t h e s ame
thing the auditor of New York City does, except I
make $150 a year instead of several million," he
laughs. Besides, he adds, "I can now testify at the
Governmental Accounting Standards Board hearings as an official. That's the way I always do." In
addition, he has been named a member of a subcommittee formed by NAA's Management Accounting
Practices Committee to respond to GASB exposure
drafts and discussion memoranda.
A former consultant to t he Atomi c En ergy
Commission and the General Accounting Office,
he also was a member of the Audit Committee of
the City of New York, 1977 -85; consultant to the
Cost Accounting Standards Board, 1971 -80; and
special assistant to the chairman and systems coordinator of the President's Price Commission,
1971 -72.
Bob Anthony also has devoted a major portion
of his career to nonprofit and professional organizations, taking as much care in his service to them
as in any other endeavor. A member of the National Association of Accountants since 1940, he
is serving a second term on its MAP Committee.
"My first outside job was teaching a course at the
Hartford Chapter in 1941," he says. He also is an
act ive member o f t h e Ameri can Accou n ti n g
Assn., serving as its president in 1973 -74; the Financial Executives Institute; the Assn. of Government Accountants; and the American Society for
Military Comptrollers, among others.
He is equally dedicated to Colby College, from
which he received his A.B. degree in 1938 and
honorary L.H.D. in 1963. A member and former
MANAGEMENT ACCOUNTING /MAY 1986

chairman of Colby's Board of Trustees, he was
chairman of its Presidential Search Committee
that brought current President William Cotter to
the college in 1979. "Bob is very supportive of the
college, the president, and the other trustees,"
President Cotter says. "He never rushes a judgment, he takes great care to do what is right, and
he grasps aspects of issues very quickly. He's a
good board leader. People trust him. He has an
independent mind, and if he disagrees with you he
makes it clear, but he never berates you. He's always fair. While he chaired the trustees, we doubled the size of the library, built a new dormitory,
renovated other sections of the campus, and started a $28 million fund - raising campaign in which
he helped recruit the fund raisers. He also helped
strengthen the board. He presided over an active
board on which 27 out of the 30 members attended all meetings, largely because he instilled them
with the service of his tenure."
He also moderated a film the college produced
on a conversation with its three living presidents.
President Cotter smiles: "He is kind of a television
ham. He was an excellent moderator. He has a
warm smile, he asked good questions, and he
picked up on what one said and could turn to anot h er on e an d as k an appropriate follow -up
question."
A Warm Tribute
It's compliments such as these that give Bob
Anthony the most pleasure and satisfaction, not
the numerous awards he has received throughout
his distinguished career. When he retired from
Harvard Business School in 1982, his colleagues
threw him a wonderful party, he recalls, and gave
him priceless mementos of his career, including a
silver tray engraved with a graph of his book
sales.
One "award" particularly pleased him. Charlie
Anderson tells the story: "When we graduated
from business school in 1940, it was important to
the school to have a high percentage of the students placed in jobs by the end of the year. That
year there were five of us who could not find a
job, so Harvard put us on its payroll —to make the
statistics look good —with the understanding that
when we could find an honest job we would leave.
Well, four of the five finally did, but Bob stayed,
so when he retired I gave him a plaque —and he
really seemed to enjoy it." Signed by Charlie Anderso n an d Dean J oh n H. McArth ur, it read

MANAGEMENT ACCOUNTING /MAY 1986

"Harvard Business School Placement Office expresses gratitude and relief on the retirement of
Professor Robert N. Anthony, '40, thus ending
the longest job search in the school's history."
The plaque is displayed proudly on Dr. Anthony's
office wall and is shown immediately to all interested visitors.
Charles Anderson emphasizes that Bob Anthony's humor is a key ingredient to his success.
"Bob has a good, solid strain of conservative New
England in him — integrity, and a sense of fairness.
He also has a great sense of humor, but people
sometimes don't understand this." The humor extends to the ski slopes where the two friends still
race each other to the bottom, trying to see who
can have the fewest spills. "We play a vicious
game of backgammon, and whoever loses $5 feels
it's the end of the world, but I beat him regularly," he teases. They and their wives also indulge in
a mean game of bridge whenever they can, and
this month they are touring China together. "One
of my favorite things about Bob is that he's a stimulating person. We can sit and talk, even disagree,
for hours on stimulating, serious issues and at the
same time have a very pleasant time."
People Count
Sisyphus had his rock. Don Quixote had his
dream. Bob Anthony has his framework. He also
has his friends. His tenacity, his love for life, and
his loyalty to what Walter Frese calls "constructive causes" still take priority. Perhaps his greatest contribution, however, is his unswerving recognition that management accounting involves
people and personal responsibility. "It's nothing I
invented," he shrugs, "but he popularized the concept," stresses Bill Bruns. "It's people and not figures that get things done. Bob is interested in the
effects of what accountants do, the effects of accounting information on people's behavior. He's
also the only 100 % responsive person I know."
Charlie Anderson and Robert McNamara concur. Mr. Anderson notes, "As a businessman I
have seen the effect of Bob's work and writings on
students, which have had an impact on improving
management accounting in corporations all over
the world." Mr. McNamara says, "It's fitting that
a magazine with your title, Management Accounting, is profiling his career, Bob's not an'accountant in the traditional role of an accountant as a
recorder of information —he's a management accountant —and that's a big difference."
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People in the News
Promotions and New Positions
Dennis C. Kreuser, Alameda County South, is now controller of Bedford
Properties, Inc.
Thomas W. Stoltz, Altoona Area, was
promoted to vice president at Boyer
Cand y. .. . Samu el E. Kerns recently
was promoted to director of finance at
Mercy Hospital.
James D. Crawford, Boise, is now treasurer of J.R. Simplot Co.
Elliot S. Grupp, Boston, past president,
has established his CPA practice in
Canton, Mass.
Joseph D. Luther, Canton, has been appointed vice president— finance at
Shaw- Barton.
Don R. Showfety, Catawba Valley, has
opened his own CPA firm in Hickory,
N.C., after purchasing the assets and accounts of Cherry Bekaert and Holland.
Daniel A. Hackney, Charlotte Blue, is
now controller for Strickland, Inc.
. . . James F. Sanko is now controller of
Townsend Division of Textron Inc.
John Grogan, Connecticut Gateway, has
been named director of financial accounting for Cologne Life Reinsurance
Co., Stamford, Conn.

was promoted to vice president —ftnance at Hawaiian Tel.

...Lawrence A. Renk has been named
controller of Wen Don Corp.

Kenneth A. Rosin, Illinois Northeast,
has been elected vice president/controller of Rauland -Borg Corp.

John L. Simmons, Salinas Valley -Monterey (Calif.), has been appointed controller of Paul's Pak.

Ronald A. Bevacqua, Kansas City, has
joined Interstate Brands Corp. as chief
financial officer and executive vice presid ent ... . Norman H. Danielsen has
been named treasu rer of S ert o ma
International.

William S. Hyczka, Valley Forge, has
joined F.B. Vandegrift & Co., Inc., as
vi ce
pres id en t— fin an ce
an d
administration.

J. P. R. Goguen, Massachusetts North
Central, has been appointed director of
finance at Foster Grant Corp.
Jeff Badrtalei, West Los Angeles, has
been named vice president— finance and
Wayne A. Sp arro w, Massachusetts admin istration of M azda Motors of
Route 128, has been promoted to audit America.
supervisor at Hilton, Walker & Books.
Gary W. Dean, Wich ita, has been
Sharon V. Pierce, Mid- Florida, is now named dean of the school of business
controller at Delta Capital.... William administration of the University of TexBagley is now chief financial officer at as at Tyler.
Harcar Aluminum.
James R. Rouse, Wilmington, recently
Donald R. Wolfgang, Mohawk Valley, was elected treasurer and chief financial
has been named controller, and George officer of Reed's Jewelers.
T. Crandall, assistant controller of Revere Copper and Brass Inc.
Jeffrey A. Bloomer, Wichita, has been
promoted to controller for Sunrise OilJo -Ann L. King, Orange County, is now field Supply Co.
partner with Peaock Enterprises.

Emeritus Life Associates (ELAs)
Roger L. Baumgardner, Roanoke, has
been promoted to vice president, secretary, and treasurer at Roanoke Gas Co.

Randy L. Bauder, Diablo Valley, has
joined Union Bank's Asset Based Financing Group as vice president at the
Northern California Service Center in
Oakland.
Ann M. Hughes, Greater Topeka Area
(Kans.), recently was promoted to staff
specialist— comptrollers at Southwestern Bell Telephone.
George H. Kemp, Green Mountain, past
president, has been elected assistant corporate secretary, Green Mountain Power Corp., Burlington, Vt.
Harry O. Hutchison, Hawaii, recently
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Raymond C. Gabani, Waterbury, is now
assistant controller at Grolier Education Corp.

"S orry, P eters, there are no adjustments
for dependents, charitable contributions,
or moving expenses. "

Richard M. Ahl strom, Jamestown Warren.
Robert Almond, Connecticut Gateway.
Hil ton M. Au sti n, Nashville- Capitol
City, past president.
Wesley L. Baie, Jr., Des Moines.
Norman W. Bergemann, Milwaukee,
past national director, 1976 -78. Stuart
Cameron McLeod Society (SCMS).
Nels A. Bergstrom, Jr., Illowa, past
president.
Joseph A. Brandi, New Haven.
Lawrence W. Bray, Waterbury.
John J. Bross, Lancaster.
Lawrence M. Collins, Kalamazoo.
David G. Coupland, Phoenix.
Jack A. Dantin, Baton Rouge, past
president.
Martin R. Deibel, Columbus.
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DEPRECIATION /FIXED
ASSET CONTROL
IBM- PC /XT /AT and Compatibles.
Federal, State and Book detail. SL,
DB, DDB and ACRS methods. Detailed records, full screen editing,
custom reports, sorting, splitting &
merging, variable FYE and more.
$50.00 with MONEY BACK
GUARANTEE.

SOFTLINK

10 Avon Road
Binghamton, NY 13905
607 -722 -4652

Martin A. Dubel, Morristown- Essex.
George Ellis, Western Wayne.
E. W. Erickson , San Antonio.
Paul H. Giese, Peoria.
John H. Gi mbel , Baltimore, past national director, 1977 -79. SCMS.
Robert W. Guthmuller , Morristown Essex.
Victor M. Gu t t , Packerland , past
president.
Th o mas M . Hal l i n , Colorad o
Centennial.
Jack L. Hayden, Member -at- Large,
USA.
Daniel D . Hearl , Georgetown- Myrtle
Beach.
Jose M . Illan, Miami.
Jo h n J . Jo b s , Texas Bay Area, past
president.
Henry L. J o yce, J r. , Charlotte Blue,
past president. SCMS.
Michael E . Kowalchik , Susquehanna
Valley, past president. SCMS.
Paul G. LaPira , Waterbury.
John MacDonell, Connecticut Gateway.
Amos F. Martin , Lancaster,
John B. Martin , Lancaster.
Jack H . Meeusen , Grand Rapids, past
president.
Robert L. Moore, Buffalo.
N. Ray Necci, Buffalo.
J. Robert Nieters, Los Angeles.
Robert E . Newberg, Des Moines, past
national vice president, 1964 -65. SCMS.
Margaret H. Penn , Indianapolis.
Emile Poirier, Bangor - Waterville.
Elmore Rapps, Fort Worth, past president. SCMS.
R. Royall Rice, Durham Area.
Warren G. Rissmiller, Member -atLarge, USA.
Charles A. Rist , Jr., Reading.
Edward J. Rudnicki, Rockford.
Robert R. Ruble, Central Illinois.
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A. Eugene Sch ro eder, Illowa, past
president.
Lee W. Shirley, Canton, past president.
Roger O. Sjordal, Portland - Willamette.
Louis W. Small, Jacksonville.
Paul E. Snyder, Grand Rapids.
Robert E . Strong, Jr., Raritan Valley.
Thomas A. Tavcar, Cleveland.
Earl L. Tucker, Cleveland.
Ronald M. Valentine, Merrimack Valley, past president.
Robert W . Vernon , Orange Coast California, past national director, 1975 -77.
SCMS.
Ervi n P . Walker , Macomb County Michigan.
Calvin A. Wantland, Indianapolis.
Harry W. Weller, Elmira Area.
Robert C. Work, Mt. Rainier.
William Wright , Columbus.
Roy Zoller, San Jose.
John J. Zollinger, Jr., New Orleans.

When It's Important ...
Measure Up
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In Memoriam
Lester A. Antel, 59, Phoenix, 1970.
J an e M . Barry , 60, Mohawk Valley,
1983. Emeritus Life Associate (ELA).
Gustav H. Burkhart, 76, Akron Summit, past president, 1953. ELA. Stuart
Cameron McLeod Society (SCMS).
Carl E. Clevenger, 69, Baton Rouge,
1982. ELA.
Wallace M . Creighton , 70, Fall River New Bedford , past president, 1950.
ELA.
Joe C. Dinucci, 60, Portland Columbia.
Joh n F. Drak e, 77, Cleveland, 1976.
ELA.
Peter A . Felice, 69, Syracuse, 1982.
ELA.
Jane S. Hall, Denver, 1985.
Robert F. Huebner, Jr., 37, San Mateo
County, 1977.
Robert Koethen , J r., 79, Baltimore,
1953. ELA.
Warren M . McDonald , 76, Westchester,
1965.
Robert W. Meyer, 86, Miami, 1930.
ELA.
Earl H . Nelson , 63, Akron Cascade,
1968,
Myrtle E. Oltmann, 82, Long Island,
past president, 1945. ELA. SCMS.
W.R. Orthel, 62, Chicago, 1965.
David B. Peterson , 57, Dayton, 1956.
Virgil L . Raasch, 83, Akron Sum mi t ,
past p resident, 1939. E LA.
H e n r y C . Ro szkowski, 60, Morris -Es-
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sex, 1981.
Jack W. Schrey, 69, Fort Wayne, past
president, 1948. ELA. SCMS.
Gordon L. Sierakowski, 63, Milwaukee.
ELA.
Martin S. Smith , Jr., 58, Akron Cascade, 1956.
Clifford S. Vanpelt, 82, Albany, 1937.
ELA.
Carroll E. Vining, Southern Maine,
1954.
Norman E. White, 62, Atlanta Central,
1959.
Edward O. Whitt, 58, Richmond Lee,
1958.
Kenneth B. White, 83, Dallas, past president, 1943. ELA. SCMS.

If you would like to pay tribute to
a deceased member of the Association, a fitting way might be to send
a tax - deductible contribution to
th e N A A Memorial Ed ucation
Fund, 10 Paragon Drive, Montvale, N.J. 07645 -0433.
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New Products /Services
Errata
In the April issue of New Products
and Services, Scantron Corp. was erroneously misspelled Scranton.

Softlink Computer Services has introduced The Softlink Fixed Asset /Depreciation Accounting Program. The Program is designed to handle the needs of
very small businesses and of large multi division corporations and is especially
useful to accounting firms with many
clients. The program is menu - driven
with full screen editing on all data
screens. Help prompts always are on the
screen to guide the user through program command s and funct ions. The
program calculates SL, 150DB, 200DB,
and all ACRS methods for fully -owned
assets. It also calculates detailed schedules for each asset, each month of the
year, fo r Federal, State, and Book
Methods. The Fiscal Year End may be
set to any month end and the program
will calculate the depreciation accordingly. It runs on the IBM PC, XT, AT,
and most compatibles with DOS 2.1 or
higher and 256k of memory. For further
information, contact William Link in
Binghamton, N.Y., (607) 722 -4652.
Data Destruction Services, Inc. is now
franchising its mobile shredding service
in all parts of the U.S. "The Data Grater" vehicle, which is the heart of the
company's service, is a high - powered
shredding/compaction system that can
process and store five tons ofmaterial at
a time. The mobile unit can destroy paper, plastic, metal, and wood. Customers can save labor, utility, disposal, and
repair costs as DDS provides the service
on location, under observance, and removes all the residue. For further information, contact Richard Hannon in
Boston, Mass., at (617) 266 -1426.
Applied Expert Systems, Inc. (APEX)
now has P1anPower —an AI -based system for personal financial planners,
serving as a consultant to the planner,
offering second opinions, and making
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recommendations. The system can produce a comprehensive personal financial
plan in several hours. It runs on the Xerox 1186 AI workstation. Users receive
a year of comprehensive support from
APEX Advisory Services (AAS) and
APEX Customer Services (ACS). AAS,
a registered investment advisor with the
SEC, offers service and support for the
system's hardware and software. Plan Power's knowledge base consists of the
equivalent of 6,000 decision - making
rules and knowledge of more than 125
types of financial products. For further
information, contact the company in
Cambridge, Mass., at (617) 492 -7322.
LOCATION GUIDE, a concise booklet on evaluating business sites, is available free from Research Reality Corp,
The guide is designed for those executives considering the options available
to them at lease- renewal time. Considerations such as establishing requirements
to selection of the right facility, through
negotiating the lease or purchase agreement are covered in the "How To" reference booklet. Write Realty Research
Corp., 1430 Branding Lane, Downers
Grove, Ill. 60515, or call (312) 9604445.... The increasingly sophisticated
and strategic use of information technology in business and industry is the
subject of an executive handbook availab l e fro m Art h u r An d e rs en & C o .
Trends in Information Technology: 1986
focuses on the concerns facing nontechnical executives in using such technology to stay ahead of the competition. The
handb ook d iscus ses t ools and t echniques of information systems, identifies
trends, and offers action - oriented recommendations. It is available, at $10
per copy, from Arthur Andersen & Co.,
Division Services, Rm. 962, 33 W.
Monroe St., Chicago, Ill. 60603.
Proximity Technology, Inc. has introduced Cleanmail, a plug -in circuit card
and IBM PC compatible software package that together identify near- duplicates and eliminate exact duplicates in
mailing lists and other database applications. Cleanmail uses a patented VLSI
technology developed by Proximity to

Donna Marks, Editor
perform character string comparisons
(400,000 characters per second). It compares each record against all others in
the database to eliminate duplicates. Simultaneously, it calculates the degree of
similarity between each record and all
others. Similar records then are presented to the database administrator for his
or her attention. The system accepts
standard ASC II d at a fo rmats an d ,
thus, is compatible with most popular
database software packages. For further
information, contact the company in Ft.
Lauderdale, Fla., at (305) 566 -3511.
Tenforty Software Corp., a Prentice Hall company, has introduced an expanded version of the Plan 1040 tax
planning program for microcomputer
systems. The new program is available
for the IBM PC, XT, AT, and compatibles with at least 256k of memory. It allows for the comparison of unlimited
tax strategies for current and future tax
year projections. Tax scenarios can be
stored for future reference and planning,
eliminating repetitive re -entry of data.
Tenforty Software sells the program
thro ugh a su bscript ion arrangement
which ensures that buyers receive all necessary updates. For further information,
contact the company in New Hyde Park,
N.Y., at (516) 775 -5566, ext. 371.
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Because they did their homework. They
talked to our customers and found out that for
over 12 years, hundreds of Fortune 1000
companies have had exceptional results from
financial software systems by Data Design.
They discovered what nationally recognized
software surveys confirm year after year: that
Data Design has an unsurpassed record of user
satisfaction,
They learned they can expect fast, trouble -free
implementation with our systems.
They were told that our systems are
exceptionally flexible and easy to use.
They found out about our reputation for indepth training and responsive, knowledgeable
support.
They learned that Data Design places only
management level people in customer service
positions. People who average over 10 years
experience�—not�trainees.
And more.
So, if you' re in the process of doing your
homework on mainframe financial software, call
today for our complete customer list, and you
too can hear why companies like Alcoa, Amdahl
Corporation, Burger King, Estee Lauder, May
Company Department Stores, Pillsbury,
Sherwin Williams Company, Bankers Trust

�

Company, Central Soya Company, Chicago
Tribune, CIGNA Corporation, Federal Express,
Litton, Midland Ross, Owens Corning
Fiberglas, Perini Corporation, Royal Business
Machines, G. D. Searle and Company, Security
Pacific National Bank, Warner-Lambert
Company, Zayre Corporation, Wisconsin
Power & Light and hundreds of others decided
on Data Design over other vendors.
And find out why 68% of our customers, who
previously had other vendor's systems in place,
have now decided to use systems by Data Design.
To learn more about the best financial
software available, call toll-free 800. 556 -5511
or complete and mail the coupon today.

Financial Software by Data Design. Simply the best.
L
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Excellence in Financial Software.

1279Oakmead Parkway, Sunnyvale, CA 94086
New York Metropolitan Area (203) 661 -5668
Chicago Metropolitan Area (312) 310 -0450
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On hiring: "No one can be right all of the time, but it helps to be right most of the time.'

Robert Half on Hiringby Robert Half (Crown)

Don't
Settle for
secondbest.
Using a specialist will increase your success in hiring
accounting, financial and edp personnel —and using
Robert Half, the most experienced personnel specialist,
will increase your chance of success even more. Here's
why:
• You'll be getting highly personalized service from
professionals who understand your financial and
edp needs.
• You won't waste time with unqualified candidates.
(We'd prefer not to fill the job, rather than refer
someone who doesn't fit.)
• You'll have the advantage of the resources of the largest
organization in the financial and data processing
personnel field, with offices on three continents.
• You pay nothing unless we fill the job. And, we back
each and every placement with a liberal guarantee.
Next time you're looking for an accountant, financial
or edp professional, call your nearest Robert Half office.
You'll be glad you did.
R O B E R T
I M L F ' *-'
©

accounting, financial and edp
personnel specialists.
0

0 1985 Roben Half Intemational Inc. All offices indelxndently ownedand „lxratcd.
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