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Announcing
ThelAstli: 9
Our Competition
Wants To
Hear,

Kelly oesltAgmn
Ordering Temporaries Exclusive Testing:
Has Never Been Easier. The Help You Get Is
Introducin g the Kelly Service
The Help You Need.

Descriptions —a totally new, simplified, flexible job description
system for temporary help. To
identify the work skills, experience level and equ ipment
requirements of every assignment. For further information,
call your local Kelly office.

Introducing the Kelly Skills
Review —a task- oriented testing
procedure that tests real
workplace skills. It's fully
comp uterized. Independently
validated. And carefully matched
to the Service Descriptions. To
ensure that the help you get is
the help you need.

The Kelly Service System:
What You'd Expect
From The Leader.
Both the new Kelly Service
Descriptions and Kelly Skills
Review are part of the industry's
most comprehensive quality
assurance program: The Kelly
Service System. It's designed to
cover every aspect of customer
service. From hiring, ordering
and assigning —to follow- through.

For a free copy ofthe Kelly Service Descriptions brochure,
call your localKelly offkelisted in the wbite pages.

Temporary
Services

KELLY

TheKellyGirl®People-TheFirstandTheBest®
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Break through the outer limits
of your accounting software
Is your current accounting program giving you everything you want in flexible financial statements, budgets
and graphics? If not, let EVOLVE take you to a higher level.
With the power of EVOLVE, you can take the data from your current accounting program — no matter what
program you are using — and transform it instantly. Once converted through the EVOLVE interface, this data
can be used to produce flexible financial statements, cash flow reports, business ratios, budgets and virtually
unlimited charts and graphs. Integrated with Microsoft Excel, EVOLVE operates in both the Microsoft
Windows 3.0 and Macintosh environments.
EVOLVE allows you to accumulate accounting data — from one month to five years — and create
budgets to conform to your own needs. EVOLVE even lets you graph your budgets.

V

EVOLVE puts hundreds of business ratios at your disposal instantly.
EVOLVE gives you the unique ability to prepare financial statements in an unlimited array of formats
in just seconds. Create special formats for banks, management, and internal or external auditors. Once
you create a format, it's there any time you need it.
EVOLVE gives you creative control over the presentation of your documents and charts.
EVOLVE will lift your existing software to new heights.

Just $195.00 with 30 day money -back guarantee

EVOLVE NOW
To order EVOLVE, call
Absolute Solutions, Inc.
U.S.
1- 800 - 633 -7666
California 1- 800 - 458 -3399

Canada
International

1 -800
1- 619- 966 -8000
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INTEGRATINGTHE
ACCOUNTINGSYSTEM

Cover. "Itzama," the animatronic replica of a Mayan temple, is the centerpiece of the Safari Room at the Palm
Beach Gardens Marriott Hotel. Photo
courtesy of Sally Industries, Inc. See
p. 27.

MANAGEMENTACCOUNTING® (ISSN
0025 -1690) is published monthly by
the National Association of Accountants, 10 Paragon Dr., Montvale, NJ
076454760, (201) 573 -9000. Price
$10.00 per copy. Subscription rates,
per year $40 (included in dues, nondeductible); nonmembers, $115.00.
Second class postage paid at
Montvale, NJ., and additional mailing
offices. To ensure uninterrupted mail
service, send present address label
and new address including ZIP number to Membership Records Dept.,
NAA, Montvale, NJ 07645 -1760. Allow six weeks for change. NAN's telex
number is 9102509487; facsimile number is 201- 573 -0639. POSTMASTER
Send address changes to MANAGE
MENT ACCOUNTINGO, Montvale, NJ
07645 -1760.

BY BOR YI TSAY AND
J. ROBERT J. STEVERSON
Successful integration of
formerly separate accounting systems into one system
is imperative for a productive merger or acquisition.
This case study provides an
insight into the problems of
systems integration after
mergers and acquisitions.
Facing a variety of systems
at newly acquired divisions,
the management of Newton
Construction Components,
Inc., decided to standardize
operating procedures and
integrate accounting systems into a centralized, online system.
Certificate of Merit,
1983.90.

24
WHO'SRESPONSIBLE
FORTHECONTENTOF
FINANCIAL
STATEMENTS?
BY M. FRANK BARTON
AND L. MASON
ROCKWELL
A group of presidents and
CEOs of large companies
were surveyed as to their
views on who is responsible
for the content of financial
statements. Many respondents believe external auditors are equally responsible
or even more responsible
for the statements than
management. They point
out why these views are I
logical and suggest some
ways to change the situation.

27
ACCOUNTINGFOR
MAGIC
BY THOMAS L BARTON
AND FREDERICKM.
COLE
A small company in Jacksonville, Fla., has become
successful by designing and
"building" entertainment
robots and multi-character
shows for theme parks such
as Walt Disney World, Universal Studios Florida, and
Six Flags. The performers
seem real, but they come to
life only through an intricate system combining art,
technology, sound ... and accounting.

34
ISACCOUNTING
STANDING IN THE
WAYOFFLEXIBLE
COMPUTERINTEGRATED
MANUFACTURING?
BY THORNTON PARKER
AND THEODORE LETI'ES
Current accounting practices are making it difficult
for small companies to
move to advanced manufacturing. Two executives from
the Technology Administration of the U.S. Department
of Commerce explain how
these practices hinder the
adoption of flexible computer- integrated manufacturing. They offer suggestions
as to how cost drivers can
be controlled and how a
dual -path P &L statement
might help the situation.

39
POSTAUDITING
CAPITALPROJECTS
BY LAWRENCE AGORDON AND MARY D.
MYERS
How many companies perform postaudits to evaluate
the results of the capital
projects they have undertaken? Do.they find them
beneficial? To find out the
authors surveyed persons
in charge of capital expenditures at 690 large U.S. companies representing all major industrials except
utilities and transportation.
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47
PICKINGTHEPERFECT
SOFTWAREPACKAGE

43

MAQUILADORAS

BY WILLIAM D. SAMSON,
CMA
Take the mystery out of
software purchase with a
logical six-step approach.
Your perfect program is out
there; you just need the
blueprint to find it!
Certificate of Merit,
1989 -90.

BY JAMES E. GROFF
AND JOHN P. MCCRAY
Moving manufacturing op-

grain in Mexico. It p ro vid es
the labor -cost advantages of

international manufacturing
while allowing firms to
maintain efficient supply,
distribution, and control
networks.
Certificate of Merit,
1989 -90.
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Coulson to leave SEC.

"How do I look for another
job while still employed ?"

eratio ns to co un tries in the

Far East, Caribbean, or
South America that traditionally have low labor costs
often means sacrificing
well -established supply and
distribution relationships as
well as complicating communications and management control. An attractive
alternative is the rapidly
growing maquiladora pro-

COLUMNS
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TAXES
Highlights of the Revenue
Reconciliation Act of 1990.
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50
DATABASES:
THEDEATHOFA
SPREADSHEET?

Potential exporters face
banking problem.

BY rVOR A. ROBERTS
Databases free accountants
from the drudgery of re-entering the same old data
time and time again. This
computer wave of the future
creates p ro gram s about
which accoun tan ts could
only dream . The on ly hur-

dle is mastering the technology.
Certificate of Merit,
1989 -90.
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Introducing The ,
Financial Software Thats

BehindAmericzsmcrot
SuccessffilComDames-,
0

From the canyons of wall Street to the
Sun Belt to Silicon Valley
wherever you find successful
companies you'll find something else:
The Masterpiece `' series of
financial software.
It's the most
advanced and integrated
accounting solution ever
developed. Across all of CA's=,ri q
Tle9 spro'eor
The 90s protects
your major
1 hardware
, ,enhanees
platforms (IBM mainvahre q%everycl
CA
sofnvaresolurron.
frame and midrange,
Digital VAX, Unisys, and Data
General) Masterpiece delivers a single,
comprehensive, approach to all of your
financial needs. An integrated series
of high- performance Masterpiece
modules address: General Ledger and
Financial Reporting, Purchasing and
Payables Management, Receivables
and Credit Management, Fixed Asset
Accounting, Order and Inventory
Management, and Project and Labor
Cost Tracking.
Because it's built on top of a
relational foundation, Masterpiece
delivers superior integration and
performance. It's also easily tailored
to your company's specifications and
offers a unique custom reporting
facility along with distillation,
analysis, data manipulation and
outstanding presentation tools.
Call 1- 800 - 645 -3003for complete information on Masterpiece. Call
today and learn the difference between
software for accounting —and software
for success.

0 199U Computer Associates international. Inc..
711 Stewart Avenue, Garden City, NY 11530-4787.
All trade names referenced are the trademarks or registered
trademarks of the respective manufacturer.
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"Let's take pride in who we are and what we are!!"
That quote is from last month's Perspectives Column ... a column in which I requested your comments regarding the proposal to change our name to Institute of
Management Accountants. The early response to that request is a concern that we may be changing the nature
of our organization. That is not true —what is true is that
the nature of our organization is continually changing —in response to the changes in our profession. A
change in name is a "catch -up" action —we propose to adopt a name that identifies who we are in the final decade of the 20th century. Let's look at the last
ten years:
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Claire Barth
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■ In March 1981, SMA 1A identified Management Accounting: "Management accounting is the process of identification, measurement, accumulation, analysis, preparation, interpretation, and communication of financial
information used by management to plan, evaluate, and control within an
organization and to assure appropriate use of and accountability for its resources. Management accounting also comprises the preparation of financial reports for nonmanagement groups such as shareholders, creditors,

regulatory agencies, and tax authorities."
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■ In June 1982, SMA 1B discussed the provision of information and participation in the management process: "Management accountants select
and provide, to all levels of management, information needed for (a) planning, evaluating, and controlling operations; (b) safeguarding the organization's assets; and (c) communicating with interested parties outside the
organization, such as shareholders and regulatory bodies. Management accountants at appropriate levels are involved actively in the process of managing the entity. This process involves making strategic, tactical, and operating decisions and helping to coordinate the efforts of the entire
organization. The management accountant participates, as part of management, in assuring that the organization operates as a unified whole in its
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• In June 1983, SMA IC, the profession's first standard of ethical conduct
discussed competence: Management accountants have a responsibility to:

Irvine, CA 92714 —Kay Young, Kay Young & Associates, 4330 Barranca, Suite 101 -239, (714) 5514924.
(Fax 714 651 -0139)

• Maintain an appropriate level of professional competence by ongoing development of their knowledge and skills.
• Perform their professional duties in accordance with relevant laws, regulations, and technical standards.
• Prepare complete and clear reports and recommendations after appropriate analyses of relevant and reliable information.
• In June 1986, SMA ID identified the subject matter in the Common Body
of Knowledge for Management Accountants, and reads in part: "The term
continued
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management accounting is intended to include persons involved in such functions as controllership, treasury, financial
analysis, planning and budgeting,
cost accounting, internal audit,
systems, and general accounting.
Management accountants thus
may have titles such as chief financial officer, vice president -finance, controller, treasurer, bud get analyst, cost analyst, and
accountant, AMONG MANY
■

November 1987 SMA lE

,

de
alt with the educational redealt

for careers in management accounting. It concludes
with the statement: ` Me curricu-

benefit by this change. I firmly believe that we need not lose a single member.
I also firmly believe that the membership in our organization will grow because it will be even more attractive to a far greater number of accountants
and their companies. "We count;" lefs not be shy about telling the world who
we are.
_

STANLEY R PYLIPOW
President, 1990-91
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therefore include both 120-hour
and 150 -hour programs. Irrespec-

Suddenly, it'sright infront ofyou— the perfect investment. And whenWall Street calls, a
lineofcreditfromSecurityPacificHealthcareProfessionalFundinghelpsyouansweronthefirstring.
Designed just for the National Association of Accountants.

five of the quality and the extent
of education acquired by students
during their collegiate years,

That's right. This is the only line of credit developed exclusively for the National Association of
Accountants. In other words, perfect for you.
Get up to $20,000 or more with two little words.

la outlined in this publication

those who aspire to leadership position s in m anagemen t acco un t ing m u st realize th at lea rni ng is a
lifelong Process. "

Ladies and gentlemen, these final
five words is what our organization
is all abou t. We are a co rp o ratio n . As
members we are both owners and

customers. We have unique delivery
systems in that our lifelong learning
is accom p lish ed in an en viro n m en t

of fellowship and fun. That has not
changed for 72 years but what we do
and how we are perceived, h o w we
are received, and how we market our
educational product has changed.

Your signature. That's all we need. And you'll have the flexibility to use the money for any thing you want.
$20,000. An impressive amount that can help you do some impressive business. Take advantage
of that irresistible investment. Study education opportunities. Or splurge on that special something
that you simply can't resist. Just write one of the free checks we'll provide, or call our office.

Our service will make you smile.
Our dedication to customer service means we're easy to work with. That's why you can apply for

your credit line by mail. And that's why we offer a loan guarantee: If you're not completely happy
with your first cash advance, just return the funds within 30 days. There's never any risk.

The best credit line at the best rate.
How about an interest rate that's only 6.4 % over the prime rate? Simply put, that's one of
the best rates for unsecured funds you can find. Plus, there are no application fees, annual dues,

or prepayment penalties.

Start getting more out of life today.
Getting started is easy. Just call us toll -free at (800) 274 -6711. We'll rush an application to you.
Then get ready to scale the wall — and come out on top.

SECURITY PACIFIC
EXECUTIVE/PROFESSIONALSERVICES

Our name must catch up. Our expertise is needed now more than ever to

14 2 0 1 Eas t 4 t h Ave nue, Auro r a,

CO

900 11

create value for the clients, firms ,
and universities we serve. The de-

Security Pacific ExecutivelProfessional Services, Inc is an equal opportunity lender. Approval of all loans, regardless of amount.
is subject to its normal credit policies. To cover the administrative costs of arranging the national program, the Association receives
a smal I fee. The offer should not be construed as an endorsement by the Association of I he lender, or any other products or services
Included in the Group Discount Program, Credit lines available to members residing in most of the 48 contiguous United States .

mand on our profession will most
certainly continue to increase and
change in the years to come. Our
new name can only be of benefit to
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us, for not only does it point to the
direction we have taken and are taky
in ,but it is also a symbol
of our
strength, stature, and importance.
There should be no doubt that every m em b er o f o u r o rgan izatio n will
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YB! I want to apply for the most convenient line of credit ever! ;

i

Daytime Phone (

Narnc
Ad d rrl5

; CII N.

)

Nationwide, mail this coupon to Security Pacific

Executive/Professional Services, 14201 East 4th
St at e

Lip

(800) 274 -6711.
Ave., Aurora, CO 80011. or call141449-1189
1NAA1 i

----------------------------Cir cle N o . 14

-

-

-

-

--

'WASHINGTONREPORT
STEPHENBARLAS,EDITOR

COULSON TO
LEAVE SEC

tions for the FEI, says recodification of
federal accounting standards will
touch on some significant issues, such
as pensions.

t a time when corporate accounting standards are becoming a national political issue, the
Securities & Exchange Commission
(SEC) is losing its chief accountant,
Edmund Coulson. Coulson would like
to leave by early 1991 but apparently
will stay longer if SEC Chairman Richard Breeden needs more time to pick
his successor.

CONGRESS
LIKELY TO BACK
GREENSPAN ON
BANKING

CASB STARTS
TO ROLL
The new Cost Accounting Standards
Board (CASB) plans to issue a proposal for the recodification of cost accounting standards during 1991, according to Richard Loeb, acting
executive secretary of the board. Loeb
says the five - member board has not
decided how much public input to
seek as part of the recodification effort.
Of those five board members, two are
private sector designates: Arthur Lowell, vice president and controller at
Boeing (former chairman of the Financial Executives Institute Committee on
Government Business) and Don
Hayes, a retired partner at Ernst &
Whinney. The other three members
are government officials including Allan Burman, head of the office of federal procurement policy, who serves
as administrator of the CASB. As part
of its recodification of government cost
accounting standards, the Board will
also decide whether to apply those
standards beyond the Defense Department to civilian government agency
contracts. `°That possibility has made
people a little anxious," acknowledges
Loeb. That would mainly affect the
computer and consulting industries.
Jim Kaitz, director of government rela-

As soon as the 102nd Congress convenes, House Banking Committee
Chairman Rep. Henry Gonzalez (D:
Tex.) will introduce legislation that
among other things, will touch on
banking industry accounting standards. The Gonzalez bill is expected to
come down on the side of Federal Reserve Chairman Alan Greenspan who
has been sparring with Richard
Breeden, chairman of the Securities &
Exchange Commission (SEC), over
the financial accounting issue.
Breeden has been repeatedly making
the case that banks should adopt
"mark to market" accounting practices. But in early November
Greenspan took issue with Breeden's
crusade. He wrote a letter to Breeden

saying the SEC chairman's .proposal
would cause undue volatility in reported bank earnings, reduce liquidity at
banks, and add to their costs. When
two administration heavyweights take
different sides of an issue in Washington, it is frequently Congress who settles the differences. Last September,
the House Banking Committee held
four days of hearings on the issue of
bank deposit insurance. Those hearings featured considerable debate on
the accounting issue. A Banking Committee spokesman says that Chairman
Gonzalez believes that some accounting changes should be made. But he
feels that Breeden's proposal is too
strict and would hurt commercial
banks. "Breeden is using a blunt instrument on a very fine problem."

SECTION 269 STILL
APPLIES
The Internal Revenue Service (IRS)
held hearings in early December on a
proposal to clarify some issues relating
to bankrupt companies taken over by
creditors. The IRS wants to make it
clear that section 269 of the code still
applies. That was called into doubt in
some quarters by amendments in the
1986 tax reform bill which made provisions under section 382 more generous for creditors who acquire bankrupt companies. Victor Penico, an
attorney in the office of assistant chief
counsel at the IRS, says it makes sense
to keep "hollow" companies alive only
if they continue to give employment to
workers or keep assets in the economy. But he also notes that the regulation does not propose a historic continuity requirement for the new owners.
Section 382 of the code establishes
limits of how much of a "loss corpora
tions's" post -change income —what it
earns under new owners —can be offset by pre-change net operating losses.
The IRS is trying to figure out what circumstances should trigger a disallowance of operating losses for the new
owner of a reorganized corporation. ■
Stephen Barlas is a journalist with more
than 12 years of experience reporting
from Washington, D.C.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card,

Yes
56

No
57

Rep. Henry Gonzalez
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Integrated Cost Management
use III
t

Ernst & Young and the National Association of Accountants
invite 60 progressive management accountants to discuss the
latest information on Activity Based Costing (ABC) in a two -day
conference in one of three convenient locations.
Integrated Cost Management Phases I and 11 took you through
the conceptual framework and beginnings of implementation.
Now, at Phase Ill, you will:

0

Hear how two major corporations successfully used ABC
approaches to real life activities: order preparation ... storage
time ... wait time... engineering changes... internal product
movement ... and more.

IS
ABC
Working?
4

Learn how to get started with ABC.
Search for the future of ABC's role in effective cost
management systems.
Join in a panel discussion on Total Cost Management
implementation issues.

John C. Mason reveals how General Dynamics Convair Division
applied Process Value Analysis (PVA) to achieve significant
savings. And Mark R. Rose will show how Johnson & Johnson's
Chicopee Division used PVA and ABC to assign product costs
more precisely to actual activities.
Spend a hands -on day evaluating, selecting...actually using
a leading software alternative.
Get all this — including 16 hours of CPE credit —for $745. Save
$100 by registering before January 15, 1991. Save an additional
$50 for each registrant when two or more from the same
company register at the same time.
Sponsored fn':

Don't miss this unique opportunity! Call 1- 800 - 638 -4477 #3
and Register Now for one of the following locations:

CMA
Cenified
Management
Accountam
Program

JERNST&YOUNG

Chicago
March 7 -8
Westin Hotel

Boston
March 11 -12
Copley Plaza

Atlanta
March 14 -15
Omni CNN Center

The proof is here... Activity Based Costing really works!
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IM'RODUCINGEMADC
ABCTECHNOLOGIES
the fi r s t truly a f f o l't l a b [
easy; kmse software for
A iwq-Based Cos#
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EasyABC's familiar Microsoft Windows or Macintosh
user interface makes it a snap to learn. The product's
compatibility with popular PC and Mac spreadsheet
software means you can use it with current micro based accounting data. Its smooth up- and download-

ing capabilities let you do the same with data residing
on larger systems. Finally, it comes your way from a
company of experts in both accounting and
software engineering, so it gives you the
power you need in a package you can
really use.

/

EasyABC's under -$1000 price
tag means you can put it on the
desktop of anyone who's involved
vith Activity-Based Costing — as
vell as those who should be. With
'asyABC, the people who need to
:now can know the costing whats,
vhys, and wherefores of products,
ervices, marketing, customers,
Z &D, distribution channels, prod ict design — you name it. In one
)ackage, EasyABC gives you a
candy costing tool as well as a
)owerful decision - making tool.

ro

aw

[be best way to implement a new program like Activity-Based
Iosting is to give the folks involved a chance to get some
!xperience using it — and let them sing its praises to every )ody else. EasyABC's affordability lets you do just that.
You can try Activity -Based Costing in one group before
.ommitting an entire division or company to the approach.

Call ABC Technologies for more

Activity -Based Costing software works best
when you understand and use it. And
you will with EasyABC, because
if you know your way
around the graphic
environment of Microsoft Windows or the
Mac, then you already know
your way around EasyABC.
With a mouse you move
symbols around on- screen to organize
your projects. Draw lines to establish
relationships and direct information flow.
Click through screens or windows to work on
different projects or run "what -if' scenarios. Scan
on -line help screens from anywhere in the application.
Plus, there's an extensive tutorial included with every
copy of EasyABC.

DISTRIBUTINGAWEALTHOF

FINEINTHEORYANDEVEN
FNERINPRACTICE
The gains from Activity-Based Costing are obvious and
immediate: you will truly understand what your
products and services cost. But beyond that are the
long -term gains, those you'll see not next month or
even necessarily next year, but throughout the evolution of your company. To reap those gains, you need
tools that work as and when you need them. That's
why EasyABC comes with the focused support of
experts from the worlds of accounting and software
engineering, the basis for EasyABC's development.
You can also count on timely software enhancements,
regular technical reports and newsletters, consultant
and academic referrals, and training videos.

Vrn

I",

EasyABC lets you distribute the work and the rewards of an
Activity-Based Costing program across aisles or entire departments. Because it's designed for distributed - architecture
environments, it functions anywhere that activities occur and
product costs accrue — R &D, engineering, marketing, sales,
purchasing, manufacturing, or other areas.
EasyABC is the only Activity-Based Costing product on
the market that runs on both PC 286/386 and Macintosh
platforms. It also adheres to other industry standards: Windows 3.0, DIF, and in future releases Presentation Manager and
OSF /Motif. So it works the way you work already.

information: 1- 800 - 783 -7897.
Circle No. 9

E YAKANDWINDOWS3.0
HAVEITYOURWA's
If you're not yet a user of Microsoft Windows 3.0,
EasyABC gives you a simple way to get started. You can
purchase both products and a Microsoft Mouse from
ABC Technologies and install everything virtually at the
same time.
Through EasyABC you can get a feel for the
increasingly popular Windows user interface and decide
if you also want to run your other applications on it. If
you do, you'll already be familiar with Windows' basic
functions and operations.
If you prefer, you can continue to use DOS with
your other applications — just set up EasyABC so that it
automatically opens Windows upon invocation.

NEWS
KATHY WILLIAMS, EDITOR

CFOACTISSIGNED
n what the accounting
community considers a
good first step, Congress passed the Chief Financial Officers Act of 1990
in late October, and President Bush signed it in mid
November. The bill had
been introduced in the
House by Congressmen

John Conyers (D- Mich.)
and Frank Horton (R -N.Y.)
and in the Senate by Senators John Glenn (D -Ohio)
and William Roth, Jr. (RDel.). It caps years of work
by representatives of government as well as the public and private sectors.
The act:
■ Establishes an office of

► #1 choice of CPAs nationwide
► Nowavailable fur private businesses
►Premium applications fur IBM S/36
andAS /400 computers

SHAUNOWALLEVIS

FAFPRESIDENT

haun F. O'Malley,
chairman and senior
partner of Price
Waterhouse's U.S. firm, has

been elected president of
the Board of Trustees of the
Financial Accounting Foundation. The FAF selects the
members, funds the activities, and exercises general
oversight for the Financial
Accounting Standards
Board, the Governmental
Accounting Standards
Board, and their respective
Advisory Councils.
Mr. O'Malley, who has
more than 30 years of experience working with major
multinational clients, has
been a member of the FAF
Board of Trustees since
1959. In 1990, he was secretary and treasurer.
Other FAF officers elected were Arden B.
Engebretsen, vice chairman
and CFO of Hercules, Inc.,
as vice president, and
George H. Boyd, III, managing director and director of
quantitative research at Kidder, Peabody & Co., as secretary and treasurer.
■

► Special three - package discount
► Savings onindividual packages
► 30-day money back guarantee
► Sourcecode included

General Ledger

PayrollCheckwriting

Accounts Payable

Profit center and divisional
reporting
• Multi-client consolidation
• Unlimited supporting schedules
• Accounts receivable module
• Optional user - defined calculations
• Flexible base budgeting
• Common unit statements

• More than 650 accumulators,
including 401K, cafeteria and
user- defined accumulators
• Automatic calculations
• State reporting for all 50 states
• Restaurant reporting

• 36 management reports
• Aged reports to manage cash flow
• General ledger account distribution
• Accommodates multiple bank
accounts
• Optional job costing

ON
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federal financial management within the Office of
Management and Budget to be headed by a
controller appointed by
the President;
■ Requires the OMB director to prepare, implement, and update annually a five -year financial
management plan for the
entire government;
■ Requires all major departments and agencies
to have a chief financial
officer and a deputy
CFO;
■ Creates a schedule for
some agencies to develop and issue audited financial statements.
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CMA PROFILES IN SUCCESS

Sheila M. Bu ska, CMA, Chief Financial Officer /Reasurer
Crown Chemical Corporation , Chula Vista, CA.

The Sheila Buska success story...
After a highly successful and rewarding career as a wife and mother of four, she returned
to college to complete her degree and begin a new career in accounting. Twa y she 's
CFO of a leading chemical company.

Wh y sh e h a s m a de t h e CMA (Cer t i fi ed Ma n a gem en t
Accoun t a n t ) desi gna t i on a pa rt of i t . . .
About her CMA, Sheila had this to say... "It was the appropriate certification to enable
me to reach my goal ... It gives me pride in my chosen field."

If you'r e a ft er a m a n a gem en t t i t l e. . .
Make sure you have the CMA after your name. For more information call or write to
the address below...

pp>�

CMA: Three Letters Tha t Spell Success

1 -800- 638 -4427
National�Association�of�Accountants�—CMA�Program�10�Paragon�Drive, Montvale, NJ 07645 -1759
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MANAGINGYOURCAREER
`HOW DO I LOOK FOR ANOTHER JOB WHILE
SPILL EMPLOYED ?'

evening meetings that are easy to skip.
Get involved in committee work with

professional groups to which you belong (if you don't belong to any, now
is a good time to join).
Simultaneously, seek out opportunities to write for trade journals, which
puts your name in front of prospective

ROBERTHALF,EDITOR
1 know this probably isn't the best time to be leaving a secure job in search of a new
one, but I feel I owe it to myself to do just that I've been in the tax department of a
large corporation for seven years. I think my position is solid, although I've come to
the conclusion that I'm being underpaid, and that ifI were to launch a conscientious
search for a new job, I could better myself considerably. My problem is that I don't
want to do anything to jeopardize the job 1 now hold Tm married, have three children,
and a house with a large mortgage. Simply put, I cannot afford to lose income even
for a short period of time. How does one go about looking for another job while still
employed? How do you arrange time out of the office to go on interviews?
he problem you pose
is an age -old one that
is encountered by every employed job
seeker. In some
cases, the task seems
so insurmountable
that people shelve their intention to
look for a new position. In other cases,
they go about it in such a haphazard
and disorganized fashion that they virtually invite detection by their current
employer. In fact, it's often speculated
whether such people actually want to
be caught looking for a new job, hoping that the discovery will prompt the
current employer to improve salary,
come up with a promotion, or simply
begin to show more respect Unfortunately, it seldom works that way.
The key is organization. Someone
currently employed and looking for a
new job must impose a high degree of
order on his or her life during this period. It takes thought, careful planning, and a commitment to tidying up
every loose end.
To begin with, looking for a new job
is not the time to ease off on your current responsibilities. In fact, if there
ever was a time to put in extra effort for
a current employer, this is it Otherwise, your employer will likely notice
a dropping off in your productivity
which, naturally, will lead to a question
of whether you're looking for something else. Not only is it smart to do an
even better job while looking, it's the
fair thing to do as long as you continue
to receive a check from the employer
that, as you indicate, has been good to
you over the years.
Looking for a new job while em16

employers without taking time away
from your current job.
Set up a system for your job search.
Plan ahead, use your time away from
the office to maximum effectiveness,
and keep detailed notes on people to
whom you've sent resumes, letters, or
contacted in person. At the same time,
become more organized where you
now work. Heightened productivity is
important in both your "jobs" during
this�period�—the�job�that�is�paying�you
your salary, and the job of finding a
new one.
Plan your vacation time carefully.

ployed means sacrifice. In order to
make it work properly, you must extend your days, be willing to cut into
what used to be relaxing evenings and
leisurely mornings getting ready for
work. Most of the mechanics of looking for a new job have to be handled
before and after office hours, which
means getting up earlier and forgoing
some family time in the evening.
A computer at home can be of immense help, and if you don't currently

There is another sacrifice you'll probably have to make. There are just so
many times you can run out of the office. If you've been putting in extra effort and time, leaving the office now
and then will not constitute cheating
your current employer. But try to keep
this kind of activity to a minimum.

own o ne, I suggest you buy one.
On mornings when you're not

for interviews that seem m ost prom is-

working on resumes and letters, get
into the office earlier than usual. Stay
later in the evening when possible. By
putting in extra hours at your present
employment, your boss will not look
askance if you run out occasionally.
Accelerate your participation in professional organizations. Make those
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One of the drawbacks of being a fast forward person in a company that hits the
"pause" button a lot.. -

Of course, you71 be faced with the

need to go to interviews during the
work day. Don't squander your opportunities here. Leave your office only
ing and for jobs you really want.
Many job seekers, both employed
and unemployed, use the services of a
recruiter. This can be especially helpful for someone in your position. Professional placement people have more
flexibility when it comes to scheduling
appointments outside normal business
hours. Placement counselors in the
company I founded, Robert Half International, reserve many evenings and
early mornings for interviews.
None of these suggestions are offered with the idea that looking for a
job while employed is easy. It never is,
unless you've been recruited directly
for�a�new�position.�But�it�can�be�done.■
Mr. Half is founder of Robert Half International, Inc., a financial and data processing recruiting firm with 150 offices
on three continents. His latest book is
How To Get a Better Job in This Crazy
World (Crown Publishers).
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TAXES

FREE TAX
DEMO DISK

T

For IBM PC or compatibles.

Prepare your own tax returns with
Tax Magic 1040 software. SAVE
time and money by computing the
results of different tax strategies.
Fast, easy to use, and powerful.
Personal- 40 Forms...........: 49
Plus- 53 Forms.................. $129
Professional - 63 Forms..... $399

-800 --873 -2829

JANINE S.POULIOT,EDITOR

HIGHLIGHTS OF
THE REVENUE
RECONCILIATION
ACT OF 1990
BYJAMES JOHNJURINSKI
n early November President
Bush signed into law the Revenue Reconciliation Act of 1990
(RRA), which is a part of the
1,600 -page Omnibus Budget
Reconciliation Act of 1990. Although not as sweeping as the
Tax Reform Act of 1986, the 1990 tax
legislation contains a number of new
and revised provisions that will affect
businesses. Many of these rules went
into effect January 1, 1991, and a few
were made retroactive to earlier dates.

REPEAL OF
SECTION 2036 (C)
The tax act contained some important
news for family -owned businesses.
The new law repeals section 2036(c),
the infamous anti-freeze law that was
criticized almost as much as the now repealed section 89. Section 2036(c)
was intended to curb abusive freeze
transactions but had the effect of penalizing owners of businesses who
wished to transfer the business to a
family member rather than to sell to an
outsider. The old section 2036(c) has
been replaced with a new set of rules
that focus on valuation of interests
transferred to family members.
Generally, the new rules return to
prior rulings in effect before 1987, but
with more emphasis on ensuring that
the parties put a realistic valuation on
the transferred interest The Service
then will be able to impose gift tax on
MANAGEMENT ACCOUNTING /JANUARY 1991
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Circle No. 7
the transfer once a realistic value is established. Under the new rules, when
there is a freeze -type transaction, the
older generation will generally be required to take taxable dividends out of
the family business on any of the preferred stock they keep after a transfer
of the business to a family member.

INTEREST ON
UNDERPAYMENTS
Congress has passed an increase in
the interest rate corporations will incur on underpayment of federal taxes.
Corporations with tax deficiencies exceeding $100,000 will be assessed the
short -term applicable federal rate plus
5 %. In determining this threshold, different taxes owed will not be aggregated to arrive at the $100,000 figure.
The new interest rate on underpayments applies to any taxes owing after
the start of 1991, even if the tax relates
to an earlier year. Corporations, unlike
individuals, may deduct any interest
payable on underpayments. This deduction has not been changed. Because of the increased interest rate,
corporations may need to consider
borrowing funds if they have a significant underpayment.

OTHER BUSINESS
TAX CHANGES
The new act also contains fresh rules
on corporate divisions under section
355 and calculation of corporate equity
reduction transactions (CERTs) in calculating Net Operating Loss limitations under section 382. In the retirement plan area, the excise tax on

employer reversions has been increased to 20%, and, in some cases, it
can be 50%. Additionally, there are a
number of minor changes in the employee fringe benefit rules.
The new law also contains a new
credit —up to a maximum amount of
$5,000 per year —for small businesses
that spend money making their businesses more accessible to the handicapped. A number of the depletion
rules will change starting in 1991, including an increase in percentage depletion for oil and gas that rises from
50% to 100% of the net income from the
property.
Additionally, a number of expiring
provisions have been extended, including the research and experimentation credit, the exclusion for employer provided educational assistance,
employer - provided group legal services, the targeted jobs tax credit, and
the 10% business energy tax credit for
solar and geothermal power. The 25%
deduction for self - employed persons
has also been extended. The low -income housing credit and the program
for mortgage revenue bonds and mortgage credit certificates have been extended by the new act as well.

LUXURY ITEMS
Beginning in 1991, businesses must
collect excise taxes on certain luxury
items — automobiles, boats, airplanes,
jewelry, and furs. For cars, the portion
of the price exceeding $30,000 will be
subject to the tax. Leasing a car
doesn't get you off the hook, either.
The government will issue tables to determine what the car would have cost
and the applicable tax. The new ruling
relates to the first retail sale, meaning
the first sale other than resale.
Although the changes in the RRA
are not as sweeping as those imposed
in 1986, almost all businesses will be
affected by at least some of the new
rules. In addition to some of the items
detailed above, there are a number of
changes in the tax accounting and
compliance areas as well. The IRS will
be getting additional authority to assess and collect back taxes.
■
James John Jurinski, J.D., CPA, is an assistant professor at the University of
Portland. He is a member of the Portland Chapter.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.

Yes
74

No
75

17

FINANCIALMANAGER
T. CARTER HAGAMAN, EDITOR

POTENTIAL
EXPORTERS FACE
BANKING PROBLEM
xporting has never
figured prominently
in the business picture of the United
States. Until 1973,
U.S. exports equalled
less than 5% of our
GNP. We continue to buy vastly more
than we sell —more than $100 billion
annually based on the latest data from
the Department of Commerce. While
exports increased by $130 billion in
the last three years (to $380 billion),
imports also increased by $80 billion.
Thus, our annual merchandise trade
deficit has declined by a third, but
we've still a long way to go before we
produce as much as we consume.
What accounts for this state of affairs? A few years ago, the argument
was made that the strong U.S. dollar
inhibited exports and made imports
relatively cheap. From its high point in
1985, the dollar has fallen by about 50%
on a trade - weighted basis of exchange.
Even this dramatic turn has not been
enough. Trade talks make tortured
progress toward reductions in tariffs
and other competitive barriers to free
trade.
Equally important, however, are

ACCOUNTANTS!
OF Control YOUR financial
future! PADGETT BUSINESS
SERVICES will professionally
train you to build own
accounting business,
utilizing State of the Art
marketing systems.
Territories available in
Mass., N.J., Ohio, Penn.,
Maryland and Virginia.
1- 800-323 -7292.
Circle No. 13
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U.S. history and tradition. The United
States is a huge market in its own
right, separated by oceans from much
of the rest of the world. After World
War H, when many economies were
devastated or in disarray, the United
States became a major exporter by
continuing to ship goods around the
world. U.S. production capacity was
strong, and there was little sales effort
required because of overwhelming demand. The chemical industry was a
prime example. But in due course,
technology went abroad as well. New
competitive production capacity was
developed, both by foreign companies
and multinationals, and exports of
these goods declined. The marketing
structure required to sustain exports
was generally not put into place.
Entree into export markets is
viewed by many as a forbidding venture— considerably more hazardous
than shipping across the country. As
one New York banker said,"Given a
choice, most producers would rather
sell to Ohio." The consequence of this
mindset is a tremendous imbalance,
with importers outnumbering their
counterparts by more than 50% in the
American Association of Exporters
and Importers. Furthermore, exports
tend to be concentrated in large firms,
while firms of all sizes import goods.
Bankers from large banks with international operations admit they focus
on large, established exporters and
question the profitability of working
with a smaller company new to the
field. For most banks with international departments, foreign trade specialists are not set up as a profit center. Instead, their function is to serve clients
and build enduring banking relationships. Thus, they tend to take the direction of banking officers who often
have a fairly short-term view of profitability. This represents a block to assisting smaller companies thinking
about foreign markets because a commitment is time - consuming, costly,
and uncertain. Further, current problems in the banking industry are causing these institutions to review and
tighten their credit facilities, with par-

titular concern for foreign exposure in
many countries.
Where should a company turn for
export advice and assistance? First,
you must take the initiative. Start by
identifying a bank with an international department of decent size or one affiliated with a major foreign banking
organization. Next, find out from the
banking officer who would handle
your regular business exactly how you
would access the foreign trade specialist and what resources they offer.
Strategies differ from bank to bank.
National Westminster, for example,
maintains a strong presence in the
New York tri -state and greater Chicago area. This bank actively uses trade
finance as a market development tool
to seek out and build new relationships. In order to do this, it offers seminars, advice, and other tangible help
for the newcomer to the field. Other
worthy banks are Marine Midland,
Wachovia, and Philadelphia National.
Export sales do entail some specialized risks, but a good advisor should
help you identify those risks and sort
out those that can be mitigated.
Foreign trade advisors will say:
1. Know your buyer. A confirmed letter of credit won't protect you if
they don't take the goods.
2. Define your risks, including country risk, currency risk, and risk inherent in the sales terms or payment mechanism.
3. Know the logistical problems involved in the transaction, from shipping to insurance to customs duties. A good freight forwarder can
handle this for you.
As one expert said, "The biggest
mistake any exporter can make is to
negotiate either the price or the credit
terms of a sale before consulting with
his trade advisor, only to find that special risks and the cost of meeting them
takes away the expected profit."
Export markets can offer a tremendous opportunity for many U.S. firms
who until now haven't considered them
seriously. There is help out there from
selected banks, but you must seek them
out The payoff could be great.
■
T. Carter Hagaman is a consultant with
OxVbrd Information Technology, Ltd.,
New York, N.Y.
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CMA
NEWS
MERLE D.
MENSSEN, CMA

CATHERINEREILLY,EDITOR

Merle D. (Buck) Menssen

n every walk of life there are two
types of people —those who join
and jump right in and participate —and those who do not
join — removing themselves from the
mainstream, preferring to remain on
the sidelines, watching rather than actively taking part in the exciting events
around them. Both are part of the competition, but the benchwarmers will
never be the ones to win the game.
Merle D. (Buck) Menssen is a participator— someone who enjoys taking
part in diversified projects and seeing
them through to completion. You will
never find him sitting on the sidelines.
"I have always wanted to participate in
doing things, both as an individual and
as part of a team. I just never have enjoyed being a spectator."
This philosophy of being a team
player and doer has been evident
throughout Buck's successful career.
He received his BBA in Accounting
from the University of Minnesota in
1959 and his MBA from the same uniMANAGEMENT ACCOUNTING /JANUARY 1991

versity in 1973. For the past 29 years,
he has held increasingly more responsible positions with 3M Corporation in
St. Paul, Minnesota, beginning with
the position of division accountant and
progressing through division controller, group controller, area controller— Europe, sector controller— graphic technologies sector, and
executive director, taxes, prior to the
position of staff vice president, taxes,
which he has held since August 1989.
THE WINNING MARGIN
In his current position, Buck is involved in the
planning and
compliance for
all of 3M's taxes
in its worldwide
operations, as
well as tax lobbying. The 3M
Company is an
active sponsor of
the CMA program, encouraging its financial
and accounting
employees to
seek CMA certification and continue their professional
development.
Buck became a
_
certified management accountant in 1979 when he was group controller with 3M. Although he was
already well along in his career, he
feels that attaining the CMA was an extremely important career move. 'Winning in business, be it product, service
or career, is determined by a narrow
margin. Think of all the sporting
events won by a single point. It's the
same in management accounting."
The CMA certification is the narrow
margin that is helping him win.
According to Buck, management
accountants must be active participants in all aspects of business. CMAs
contribute a great deal to the organization because they actively take part in
the day -to -day, decision - making process.
Being busy is second nature to
Buck. In his "free" time he has been
active in several business, professional, and civic organizations. Today,
though, most of his non -3M time is
spent as a member of the Institute of
Certified Management Accountants'

Board of Regents. Serving as a regent
requires a great deal of commitment,
but Buck willingly contributes his
time, energy, and talent to the CMA
program.
Buck's diverse work experience includes data processing systems, materials control, controllership, and taxation. His position at 3M keeps him
extremely busy. However, the "participant" philosophy pertains to Buck's
personal life as well. He actively pursues several types of leisure activities,
including scuba diving, skiing, hiking,
canoeing, bicycling, and gardening.
He feels that this diversification enriches every aspect of his life. "Certified Management Accountants should
have a wide range of interests. It
makes them more innovative and prevents the tunnel vision that often occurs with accountants."
Buck thoroughly enjoys his chosen
profession. And why not? As Buck puts
it, "Although there will probably never
be a television show about management accountants, it is a profession
that is exciting, fulfilling, and financially rewarding. Has the CMA made a difference in my career? Yes! How much?
Enough that it was well worth the effort!"
For more information about the
Certified Management Accountant
program, contact the Institute of Certified Management Accountants at 10
Paragon Drive, Montvale, NJ 076451759 or call 1- 800 - 6384427, #2.
■
Catherine Reilly is marketing manager,
NAA/CMA programs.
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Integrating the

Co-author,Bor -Y]Tsay.

vision had a sales force which served a clientele in its own
geographical area. To maintain the clientele bases, Mr.
Bender retained most of the original management teams
and the sales personnel of those acquired divisions.
Staff members at headquarters formerly thought that Mr.
Bender preferred the philosophy of decentralized management over that of centralized management. The newly acquired divisions were allowed to operate like separate entities except that division general managers reported to Mr.
Bender. Under the general manager, each division had its
own accounting department with a complete set of books including a general ledger, customer accounts, vendor accounts, and inventory accounts. At the end of each month,
the accounting managers at each division sent financial
statements in a standardized format to headquarters for consolidation. Mr. Bender rarely intervened in the daily operations of the divisions. He simply gave policy instructions
which were then implemented by division managers. The
management style was a typical model of decentralization,
but Mr. Bender was not happy with the situation. He wanted
to extend his controls to divisional levels.

BYBOR-Y1TSAYANDS.ROBERT.STEVERSON

NEWTON'S PROBLEMS

Certificate of Merit, 1989.90.

he company lacked on -line communication between
headquarters and the divisions. When the headquarters received divisional reports each month, the executive officers sometimes learned of things that had happened long ago. It was difficult or impossible to correct
something deemed inappropriate. The reports did not contain detailed information on transactions. The headquarters
staff often wanted to know more about how some figures
were compiled by the divisions. Moreover, the failure of
headquarters to receive the information on divisional operations on a timely basis frustrated key executives at headquarters. The frustration was caused in part by the attitude
of some divisional managers who acted as if they were completely autonomous and did not want to be under home office control.
Some customers were located approximately the same
distance between two or more divisions. Because each division had its own independent database, a customer could
do business with two or more divisions simultaneously and
surpass the credit limit set by each individual division. Newton's credit policy was circumvented under these circumstances. It became apparent that the integration of accounting systems was the best way to solve this problem.
Home office management had poor control of accounts
receivable because of the lag time between the sale, the invoicing, and the posting to accounts receivable. Furthermore, additional time was required to balance the accounts
receivable subsidiary ledger and the control ledger and to
prepare accounts receivable agings manually. When the
headquarters staff received these reports, they were too old
to be used effectively as a control tool.
Newton used a moving weighted average method for in-

ixty percent of acquisitions failed to attain their
promised financial objectives, according to a Price
Waterhouse study,' and half the time this failure was
due to post-merger integration problems. That is
why successful integration of formerly separate accounting
information systems into one is imperative for a productive
merger.
We conducted a case study on Newton Construction
Components, Inc.,' which went through several acquisitions
and then decided to integrate and centralize its accounting
system. Newton's experiences provide guidelines of what to
do and what not to do for many medium -sized companies facing similar problems.
Newton manufactures metal components for numerous
contractors and subcontractors in the construction industry.
Newton's headquarters, as well as two major manufacturing
plants, are located in San Jose, Calif. Until a decade ago, it
served the northern California market. The Sacramento division, the only branch then outside of San Jose, was a sales
and distribution center.
Arthur Bender, chief executive officer, started an ambitious expansion program in the mid- 1970s. To enlarge its
market base, Newton acquired four similar companies in a
10 -year period. The acquired companies became divisions of
Newton. In the sequence of their acquisition, they are the
L.A. Division, the Reno Division, the Portland Division, and
the Seattle Division.
These divisions had their own manufacturing plants, although the manufacturing capacity of each individual division was not as great as that of the headquarters. Each di20

This company needed to standardize a
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Accounting System
variety of accounting systems.
ventory valuation. Much time was spent just costing sales
invoices, updating perpetual inventory records for receipts
and shipments, and analyzing inventory records for sales
and purchase decisions. Operations in this area had not
been computerized. The tedious manual process was inefficient and prone to bias manipulations by local managers. As
a matter of fact, top executives suspected that the managers
of both the L.A. Division and the Seattle Division had manipulated data to some extent.
Poor inventory controls made it impractical for headquarters to transfer certain items overstocked at one division to
another division needing the items. In fact, Newton's divisions occasionally had paid premium prices to obtain out-ofstock items from competitors. Mr. Bender wanted the firm's
inventory data at different locations to be combined in the
same database so that headquarters could access necessary
information for effective inventory transfer and controls.
The compilation of physical inventories was another
problem. Two to three days were required for most divisions
to compile their local data and submit it to the home office.
The same process took at least two weeks at the L.A. Division. The general manager of the L.A. Division actually took
home the records because he "could not work on them during the day and he didn't trust anyone else to work on them."
Newton's top management suspected him of "cooking" the
inventory to present more favorable results for his division.

SOLUTION: SYSTEM INTEGRATION
n the mid- 1980s, top management decided to tackle
these problems. The prescribed solutions included two
complementary moves: the standardization of operating
procedures and the creation of an integrated and computerized accounting information system. To control the divisions, Mr. Bender wanted constant and immediate access to
each division's data. This requirement, more than any other,
demanded a centralized accounting information system.
To execute the planned change, Mr. Bender appointed a
system development committee that included the executive
vice president, the controller, and the manager of the data
processing department The committee studied the various
sets of operating rules and procedures used by the home office and different divisions and designed an ideal set of standardized rules and procedures. It was also necessary that a
new electronic data processing (EDP) system be created as
a tool to4mplement the proposed rules and procedures. The
committee understood that some changes of the proposed
rules and procedures might be appropriate to accommodate
the special technical requirements of the new EDP system.
With the concept of treating the EDP system as a tool
rather than as the objective, the committee decided that the
selection of proper software to carry out the proposed rules
and procedures should be the first priority. The hardware
would be chosen based on its compatibility with the selected
software.
As for the process of system installation and conversion,
MANAGEMENT ACCOUNTING /JANUARY 1991

Co- authorJ. Robert J. Steverson.

the committee intended to take a stepwise approach. The
strategy called for solving technical problems at home and
then "selling" the new system to divisions that probably
would cooperate with the headquarters without undue resistance. After successful implementation of the new system in
most divisions, "hostile" divisions would have no valid reason to resist the change.

SOFTWARE AND HARDWARE SEARCH
here was a general consensus that the company
should not write its own software. The company was
not in the computer business and did not want to get
into it. Even if they had had the expertise to design good
software, they did not have the time. Immediate help was
needed. Furthermore, software packages were available for
firms in this industry. It was just a matter of finding what
was needed at an affordable price. A final reason for buying
the software involved internal control considerations: Management wanted software that could not illegally benefit its
designer.
Before beginning the search, current records were analyzed. The analyses performed at the divisional level included gathering such data as number of invoices per month,
items per invoice, number of checks, number of vendors,
and number of different items used. Armed with this and
other pertinent information, Newton's development team
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was ready to talk to software vendors.
The search for software advanced on three fronts. IBM
and DEC were told of Newton's intention to install a new system. They also were told that before a computer purchase
was made, management would select the application software. So each hardware vendor's marketing representatives
conducted a search for suitable software. At the same time,
Newton's management communicated with their own contacts in the industry.
The development committee adopted the following criteria to evaluate all the available software:

there.
Before each division was brought on -line, master files
had to be built, and the conversion of beginning balances
had to be planned and executed. Moreover, employees had
to be trained.
A full month was devoted to building inventory, vendor,
and customer files for each division. The weekend prior to
bringing each division on -line was devoted to the actual file
conversions and a physical inventory. The efforts of many
employees were required so that everything would be ready
by Monday morning.

1. Compatibility of the software with the desired operating
procedures.
2. Programming support for future software revisions.
3. System security designs.
4. Documentation.
5. Price.

ROADBLOCKS

The result of the evaluations showed that no software
package was ranked first on every category. The committee
had to weigh the strengths and weaknesses of every software package. After narrowing the choices down to two,
committee members visited each vendor and observed the
software in use and ultimately selected the software package
developed by Landmark, Inc. The major advantages of the
software package were:
1. It was designed specifically for a company in the same industry with similar operations.
2. It was designed with good divisional and functional security.
3. Support was available from an eager and enthusiastic person who had helped design and write the program from
inception.
4. The price was reasonable.
The major weakness was that the future programming
support could come from only one person. Landmark made
it clear that it would offer no additional support.
The committee adopted IBM System 36 for the hardware
because its features were suitable for the software.

IMPLEMENTATION
he new software consisted of five modules: order entry and sales, accounts receivable, purchasing, accounts payable, and inventory.
At that time, no payroll or general ledger modules were
available. However, the modules could be interfaced with a
general ledger package distributed by IBM.
After a careful analysis of divisional traits, proposed standardized operating procedures, and the planned data processing system, management decided on an eight-month implementation schedule. The home division was chosen for
the initial conversion. Although the largest and the most
complicated division, it was also under the direct supervision of headquarters. The Sacramento Division was scheduled to follow because it had the simplest operations of all
divisions. Also, it was geographically close to the headquarters and had been part of the original company before the
expansion. The Reno Division, the Portland Division, the Seattle Division, and Los Angeles Division were scheduled to
convert to the new system in sequence. The Los Angeles Division was chosen as the last to implement the new system
because headquarters expected the strongest resistance
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i despread fear among employees, the first obstacle,
was overcome through training and personal consultation. IBM had an on -line, self -study program
that greatly contributed to solving the problem. The mere
process of becoming familiar with a work station helped
each employee. In addition, inviting employees to participate
in the process of system conversion also helped in establishing employee confidence. As employees became acquainted
with the data stations they were introduced to one of the application software modules and asked to help build the master files. Then, they were allowed to "play" in a test division
that was created for this purpose. Most employees were
afraid of destroying valuable data The test data, however,
allowed employees to experiment without fear.
The results of these efforts were excellent. Of 50 employees trained on the new system, only two proved to be incompatible. One was a lady who was a few years from retirement.
She just could not grasp the disciplines required to operate
a data station. Eventually, she was assigned to handle internal filing and external correspondence.
The other failure was Mr. Adams, the general manager
of the Los Angeles Division. This was primarily due to his
unwillingness to accept the centralization of power inherent
in the planned systems integration. Before the acquisition
of the Los Angeles Division, Mr. Adams had been the chief
executive officer of its former entity. He became the general
manager of the new division after the acquisition. Mr. Adams understood very well the effect this new system would
have on his independence. His uncooperative attitude adversely affected the whole division. Finally, the executive
vice president told him to "help or get out of the way." From
then on, he took an aloof position. While he refused to learn
to use the new system himself, he did require his employees
to conform.
Unexpected technical problems represented another
roadblock to the success of the system integration. The IBM
System 36 had just been released. Within a month, Newton
discovered that only six peripherals could be attached locally to the model purchased. The hardware upgrade to allow
more users was four months away. Although the shipment
was eventually reduced to two months, valuable time had
been lost.
Data communication was another problem. Modems and
switches were installed to facilitate communication between
headquarters and the divisions, but communication problems developed that proved difficult to pinpoint. Vendors of
different hardware components blamed one another to escape the responsibility. Eventually, with some assistance
from the modem vendor, Newton developed an effective
problem - solving methodology.
In addition to hardware and communication difficulties,
software modifications turned out to be more difficult to

W
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make than expected. Every time a change was made, management had to confront the possibility that a once - working
feature would no longer function properly. Sometimes, it
seemed like Newton was backing up instead of moving forward, but gradually the customizations were completed.
These obstacles, however, caused Newton to exceed the
planned implementation period by six months.

velopment. First, the planning process was confined to only
a three- member committee. To some extent, this was unavoidable because only few employees would accept this responsibility. As a result, general employees felt, at the beginning, that it was just a pet project of the system
development committee and that their input was unwanted.
In retrospect, management discovered that some
problems could have been
prevented if more people had
EVALUATION
been encouraged to contribfter a few years of opute their viewpoints. On severations, most of the
eral occasions, the managebugs in the system
ment team found that they
have been corrected. Occamade some inappropriate assionally, improvements are
sumptions which were apparstill being made, but they are
ent to the employees who exmore in the nature of fine -tunecuted the daily routines. A
ing rather than major
possible solution to this type
changes. An overall evaluaof problem would be for mantion of the systems integraagement to select a few inflution showed that
ential employees, who may
be formal or informal leaders
The most significant effect
in their peer groups, for comis that the senior managemunication or even consultament now has a much bettion. Expanded participation
ter grasp of the business
with proper control can help
on an ongoing basis. No
management create a better
longer are month-to -date
and
more realistic plan.
W- Finance Steverson on a field visit at Stringfellow Lumber.
data on sales, gross marMoreover, participation can
gin, cash receipts, or cash
enhance morale, which, in
disbursements delayed by several days. It is now availturn, reduces resistance to a new system.
able through today's business transactions. Reaction time
Newton did not provide written plans to its hardware and
to important developments has been greatly reduced.
software vendors, which was a mistake. Some oral agree2. Operating procedures are standardized today. Employments were reached between Newton and its vendors withees at any location can relate to operational problems at
out further written confirmations. Oral communication is ofother locations. Often, employees look to their counterten imprecise and quick to be forgotten. Worst of all, oral
parts at other divisions for help when no one can be
communication does not produce tangible evidence of
reached at the home office. Home office management
agreements. In Newton's case, when problems arose, vendoes not need to be familiar with several completely difdors were quick to decline responsibility and point fingers
ferent systems.
at others. As a result, Newton lost valuable time.
3. Accounts receivable control has been vastly improved.
Even though the completion of the project was six
The accounts receivable is reconciled to control totals on
months behind the schedule, the new system has achieved
a daily basis. More important, home office managers can
most of its objectives. Despite the success, however, manaccess company -wide accounts receivable information on
agement learned two important lessons:
a real -time basis. Daily credit limit exception reports are
distributed to the president and executive vice president. ■ Newton should have invited more employee participation
4. Inventory control is relatively easy now. Item costs can
in the planning stage.
be changed only by transactions. A complete record of
■ Newton should have confirmed all agreements with venall transactions is available so that unusual transactions
dors in writing.
■
can be scrutinized. Very little success has been realized
in the area of interdivisional inventory transfers. This
Bor -K Tsay is assistant professor of accounting at the Univerproblem is not one of information but rather one of cooperation.
sity of Alabama at Birmingham. He is a member of Birmingham Vulcan Chapter, through which this article was submit5. Physical inventories can now be completed in one day.
ted.
Not only can the compilation be completed, but major
overages and shortages can be isolated and investigated. J. Robert J. Steverson is vice president-finance for Stringfellow
Even the most critical employee appreciates this benefit.
Lumber Co., Inc.

POSTMORTEM ON CONVERSION
ny time a company undergoes a change as pervasive
as installing a new accounting system, mistakes will
occur. But mistakes are not destructive if they can be
restricted and if lessons can be learned from them. Newton
made two major mistakes in the process of the system deMANAGEMENT ACCOUNTING /JANUARY 1991
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WHO'SRESPONSIBLEFOR

The Content
of Financial
Statements.?
A survey of presidents and CEOs gave
- dismaying— answers.
surprising-and
BY M. FRANK BARTON AND
L.MASON ROCKWELL
n publicly held companies, management produces the financial
statements showing the results of
operations and the financial position of the company. The auditor's role

is to consult with management if any
deficiencies have been identified
through an audit. Assuming that all
discovered material deficiencies are
accounted for, the external auditor certifies that, based on his examination of
the financial statements and their underlying documentation, the state-

ments do fairly represent the financial
position of a firm at that time.
The depth of the audit can vary; it
depends on the cost of more audit time
versus the potential benefit of a greater
level of assurance. Thus, if external auditors are assigned the task of assuring that there is no fraud in financial
statements, the cost of audits inevitably will rise— probably dramatically.
Only management has the resources (internal auditors) and the authority to institute internal controls
and the leadership to establish and
maintain the standards of ethics. Such
leadership is necessary to provide
even a reasonable level of assurance
that the financial statements are fair
representations of the company's financial condition.
In an effort to increase management's awareness of and responsiveness to its responsibility for the financial statements, the Commission on
Fraudulent Financial Reporting, in its
April 1987 report, made many significant recommendations, among which
the following two would be most far
reaching:
"Me Auditing Standards Board
should revise the auditor's standard
report to state that the audit provides
reasonable but not absolute assurance
that the audited financial statements
are free from material misstatements
as a result of fraud or error."

N
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L
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Many CEOs do not fully appreciate management's critical role as guardian of the firm's assets24
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"All public companies should be required by SEC rule to include in their
annual reports to stockholders management reports signed by the chief
executive officer and chief accounting
officer. The management report
should acknowledge management's
responsibilities for the financial statements and internal control, discuss
how these responsibilities were fub
filled, and provide management's assessment of the effectiveness of the
company's internal controls. "'
Together, these two recommendations not only would make the public
aware of the inherent limitations of
cost /benefit -driven external audits
and management's ultimate responsibility for the financial statements, but
they would also force management to
assume its responsibility for assuring
that the statements are fair.

FIGURE 1/HOW CEOs
PERCEIVE AUDITORS'
RELATIVE RESPONSIBILITY
FOR THE DETECTION
OF FRAUD
(Management's responsibility = 100%)
% of Auditor Responsibility as
perceived by 64 CEOs.

THESURVEY
s part of a larger ongoing research
project to discover the views of
management as to the relative responsibilities of management and of ex
ternal auditors, we sent survey questionnaires to 250 presidents and CEOs of the
top 1,000 businesses according to sales,
selected fromWard's Business Directory. We received 77 responses (31 %) to
our mailing. The survey identified areas
of responsibility likely to be presented in
financial statements and the functions involved in gathering the information for
the statements. Items were selected to
determine the presidents' and CEOs'
perceptions of who is responsible for
completeness and accuracy of information presented in financial statements,
specifically how much responsibility the
external auditor has for
• Detection of fraud,
• Reasonableness of estimates,
• Inadequacy of internal control.
The questions were asked and answered as follows: Assuming management's responsibility for the financial
statements is 100, what is the external
auditor's responsibility (so that an answer of 50 versus 120 would indicate
the auditor had 50% or 120% of the responsibility of management respectively)?
DETECTIONOF FRAUD
e expected the answers to
share two characteristics:
consistency and the opinion
that the auditor's responsibility should
MANAGEMENT ACCOUNTING /JANUARY 1991

be minimal. This expectation was consistent with the cost/benefit-constrained audit and with the wording of
the opinions given by the external auditor, specifically, that the financial
statements are representations of
management.
As it turned out, however, the coefficient of variation, which measures
the degree of dispersion in the responses, was 77% for fraud and indicated that the CEOs have no consistent
view of the external auditor's responsibility for fraud detection. CEOs'
views on estimates and internal control were somewhat more consistent.
As shown in Figure 1, the presidents and CEOs are split into two
groups, one indicating that the external auditor's relative responsibility is
significantly less than management's
responsibility (61% answered 50 or
less) and the other responding that the
external auditor's responsibility is
equal to or even greater than that of
management.
Specifically, 39% of these corporate
leaders perceive the external auditor
as having a factor of 75 to management's 100 of the responsibility, or
higher, which gives the external auditor essentially equal responsibility for
detecting fraud. Also, 27% of managers
perceive the external auditors as
shouldering equal or more responsibility.
Considering that external auditors

spend as little as a month pulling samples of transactions based on judgment
and /or a statistical method, it would
seem obvious that there is little guarantee of their uncovering any fraud.
Granted, the external auditor also analyzes internal control, but this analysis in no way assures that internal controls are adhered to throughout the
year. Maintaining compliance with internal controls is the domain of management. Again, the external auditor
uses samples to assess the level of
compliance, based on judgment
and /or statistical methods.
To be more emphatic, management
must have a clear and consistent understanding of its primary role as
guardian of the firm's assets. Only
management has:
• The resourcesin the form of internal
auditors,
• The authority to institute and enforce internal control procedures,
and
• The leadership position to establish
and maintain the standards of ethics necessary to provide even a reasonable level of assurance that the
financial statements are fair representations of the company's financial condition.
REASONABLENESSOFESTIMATES
s to the responsibility for assuring reasonableness of estimates, again we expected the
CEOs' responses to show a consensus
and an understanding of the extent of
management's responsibility. Who
else but management would know or
should know whether estimates are
reasonable or deceptive? Consider, for

BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1 -2 -3 template,
and "stand- alone"provideslow, medium
and high valuesof eight common
valuationmethods-41 graphs -51 ratios.
Only$195.00 4,000+ sold. Free infol
BUSINESSPLANNINGSOFTWARE
Eight financial models for business plans,
raising venture capital, leveraged buyouts,
and budget cash flowplanning. Used with
Lotus 1-2 -3, Excel, SuperCalcS, etc.
Great valuel 12,600+sold. Free Into
CALL:1. 800-777.4920
or
(714) 759.8987
ILAR Systems, Inc., 334 BaywoodDrive
Newport Beach, CA92660
Circle No. 15
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example, the case of the division controller of a consumer products corporation who decreased the amount of
reserves set aside for inventory obsolescence, bad debts, and coupon redemption by a total of $2 million (as
compared to sales of $98 million) at the
end of a quarter because the corpora
lion needed the profit.2
It is true that out of necessity and

FIGURE 2 /CEO PERCEPTION
OF RESPONSIBILITY FOR
DETECTION OF
REASONABLENESS OF
ESTIMATES

in an effort to m eet th eir p rofession al

perceived by 64 CEOs.

responsibilities, public accounting
firms have developed or have hired experts to assess the reasonableness of
various estimates. Nevertheless, how,
in fact, can the external auditor be expected to know more about a business
than the ones who manage it day in
and day out year after year?
As shown in Figure 2, the results
were not only inconsistent, but a large
percentage of presidents and CEOs
consider the external auditor to have a
significant responsibility for assuring
that estimates are reasonable. More
than one -fifth of the managers believe
that external auditors have equal responsibility. Note, however, that the
mode for this question is 50 with 35%
and that 65% indicated 50 or below.
INADEQUACY OF

INTERNALCONTROL
udging the adequacy of internal control usually is considered the domain of accountants, so it was anticipated that some CEOs would assign
more responsibility to the external au&
tor than other CEOs. Specifically, some
companies have established profession
ally competent internal auditors and
management accountants whom they
rely on to audit and manage internal control, respectively. Other CEOs would
rely more extensively on the internal
control evaluations. 'Thus, it would be
more likely that this question would generate a wide range of responses. The anticipated results were verified with a coefficient of variation of 52% (see Figure

(Management's responsibility = 10096)

% of

Auditor Responsibility a s

90%+
509b•609a

mandate a management letter would
bring about two important changes:
■ Management would be required to
understand and accept its ultimate
responsibility, and
■ Management would have to document and assess its own efforts at

FIGURE 3 /HOW CEOs
PERCEIVE AUDITOR'S
RESPONSIBILITY FOR
INADEQUACY OF
INTERNAL CONTROL
responsibility = 100 %)

% of Auditor Res pons ibility a s
perceived by 64 CEOs.

7a%-

3).
Again, many CEOs do not fully appreciate management's critical role as
guardian of the firm's assets. Almost
36% of the CEOs give the external auditor equal or greater responsibility.
Yet is it not management that establishes and oversees the procedures

!0096

+

0 %_
90 o/o

509%6-60%

tha t c o ns t it ut e i nt e rna l c o nt r ol ?

To reduce the discrepancies in
managements view of its role, manag
ers must be educated at all levels as to
their responsibility for the integrity of
financial statements. Along the same
lines, managers must learn which fac-

tors can lead to fraudulently misstated
financial statem ents and how to insti-

75%80%

(Ma nage ment's

preventing fraudulent financial
statements.

75%

tote the internal control measures necessary.
Finally, any president or CEO who
may view the external auditor as an adversary to be swayed to management's
interest would now have an incentive
to change this outlook. In particular,
because management would be acknowledging its responsibility by way
of the signed statements of the CEO
and of the chief financial officer, it then
should look on the external auditor as
an advisor and consultant and not just
as a necessary step to satisfy a regulatory requirement.
In spite of the disparity in the presidents' and CEOs' responses, a significant number of CEOs appear to understand the extent of management
responsibility. For example, 15% of the
respondents indicated that external
auditors had a factor of less than 15 of
the responsibility as compared with
management's 100. Although some
other presidents and CEOs apparently
perceive the auditor as having essentially equal or even more responsibility
than management, the previous suggestions will do much to increase the
consciousness of management as to its
ultimate responsibility for detecting
and preventing fraud.
■
M. Frank Barton is a professor of accountancy at Memphis State University.
He holds a Ph.D. degree from the University of Mississippi. He is a member of
the Memphis Chapter, through which
this article was submitted. He can be
reached at (901)67 84578.
L. Mason Rockwell is a graduate student
at Memphis State University and holds
an MBA degree from that university.

' Exposure Draft, Report of the National Commission
on Fraudulent Financial Reporting, April 1987.

'Merchant. Kenneth A.. Fraudulent and Questionable Financial Reporting: A Corporate Perspective,Financial Executives Research Foundation, 1987.

SOLUTIONS
s po
1� inted out earlier the revision
of the auditor's standard report
and a decision by the SEC to

A
26

%,
to you ? I s o, i interest

Yes

to you. If so, circle
approp riate numb er on
Reader Service Card.

80

81
No
81

MANAGEMENTACCOUNTWG /JANUARY 1991

lec

Accounting
for

A potent mix of art, technology, and professional management.
Sally Industries, Inc.

BY THOMAS L.
BARYON AND
FREDERICK M.
COLE
y some
twist of
fate,
you and
your family find
yourselves riding
on an oversized
bicycle with E.T.,
the Extraterrestrial. The bicycle
twists and turns
as you attempt to outmaneuver and outrun the government scientists and police
officers toying to capture E. T. and subject him to some lethal experimentation.
Will you make it? Can you save E.T.?
Pedal faster!
Whew! The police are gone...but
where are you now? Surrounded by 20foot exotic plants ... in some strange land
like you've never seen before. E. T's
home planet? Dreaming?

No ... this is reality. It's the reality of
"E.T.'s Adventure" ride at Universal
Studios Florida theme park in Orlando, Fla. And you didn't imagine those
20-foot plants! They're real ... sort
of ... just as real as the police officers ... just as real as the NASA technicians in space suits. All are entertainment robots, those lifelike creations
you've seen performing at Walt Disney
World and other major theme parks.
Many of the robots in the E.T. ride
and other attractions at MCA Universal Studios were built 150 miles north
of Orlando at Sally Industries, Inc., in
Jacksonville. Sally is one of a handful
of U.S. companies that builds these
magical creatures and their props. It's
a very specialized business called
MANAGEMENT ACCOUNTING /JANUARY 1991

The bones, sinews, muscles, and nerves
of Sally Industries characters are made of
steel and plastics operated by a computer.

animatronics that merges art, technology, and professional management to
make imagination come alive.
Each robot is an exacting mix of latex, wires, tubes, and a distinctive form
of artistry that must be nurtured and
managed carefully. This creative, la-

bar- intensive
work is per formed in a business environment of
fixed -price contracts and production schedules that must be
adhered to. Although it sounds
like the construction industry, how many
contractors do
you know who
build humanoids that can sing and play
the piano or Mayan ruins that spew
forth fog and smoke —and speak?
This is construction with a critical
difference: Many of Sally's artisans
would.be just as comfortable painting
a sunset as they would features on a robot-scientist's face. Sally's management control system recognizes that
reality in its time management and production control subsystem, which it
uses to keep schedules on target.
For a small, specialized company
like Sally to continue to prosper, it
must manage its costs and revenues
carefully. Unanticipated cost overruns
on a major project such as MCA Universal could be especially damaging.
Ifs no surprise, then, that the cost estimation phase of Sally's management
control system is tightly drawn.
Both the cost estimation and the
time management and production control systems are PC based because Sal-

ly needs the flexibility, power, ease of
use, and low cost that PCs can provide.
In each case, the PC application has
been successful and has played a significant role in Sally's managed growth
and profitability. These two systems
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interface with each other and the company's general accounting system during the entire production process.

COST ESTIMATION
ntertainment robots are expensive. A simple one with limited
movements, off-the-shelf parts,
and a standard design may sell for
$15,000. More complicated models
with custom designs and complex
body movements can run as much as
$60,000. An entire scripted 10- minute
show featuring a sextet of singing robots wearing fancy costumes and performing on a custom -built stage might
cost a quarter of a million dollars.
Because of the enormous number
of variables per robot character, before
pricing a project Sally management
carefully estimates the cost of the components through its cost estimation system, which basically is a Lotus 1 -2 -3
template designed by Sally's former
Vice President of Finance Tom
Turnage and which the company runs
on an 80386 PC. Through the use of
macros, information can be pulled into
spreadsheets quickly and easily, with
little searching, so design element
changes can be costed individually.
To illustrate how this system
works, let's follow the progress of an
entertainment robot based on the historical figure, King Henry VIII. Suppose that a new theme park, Merrie
Old England, Inc. (MOE), is negotiating with Sally to build Henry VIII as a
cornerstone of one of its shows. MOE
is exact about what it wants in Henry's
appearance and body movements. Sally's salespeople accumulate these
specifications and give them to company management for cost estimation.

Sally's management costs out its robots as the sum total of direct labor, direct materials, and shop overhead on
a full absorption basis. Shop overhead
is assigned to product using a predetermined rate with direct labor as the
base.
Direct labor is the most important
direct cost component, so it is considered first in a project's cost estimation
spreadsheet- A macro pulls direct labor rate information from another
spreadsheet into the rate schedule
settings part of the project
spreadsheet. Direct labor is broken
down into the seven functional areas- mechanical, pneumatic (compressed air to power movements), art,
scenic, electronics, programming &
audio, and shop administration -to
control the individual phases of the job
and because labor rates can vary markedly between labor tasks.
An average labor rate is calculated
for each task and adjusted for overtime. The overtime factor is based on
management's estimate of overtime
hours per week for the project contained in another part of the
spreadsheet. Then the predetermined
overhead amount is added to the adjusted labor rates to yield a total conversion cost.
For instance, in Table 1, the Rate
Schedule Settings for Henry VIII, suppose that the labor rate for art ranges
from a high of $9 to a low of $4.25, with
an average of $6.63. The overtime factor for this project is 4.76% of total labor hours, calculated from the estimate of overtime hours per week.
Thus the labor rate adjusted for overtime is: $6.63 + ($6.63 x 4.76% x 0.5)
$6.78 (0.5 is the overtime premium).
Assuming a predetermined overhead

TABLE 1/RATE SCHEDULE SETTINGS,
HENRY VIII SPREADSHEET
AMENDED 11 /1 /XX
Max

Min

Avg

Avg with
O/T

O/H

Total

Mechanical

8.00

7.00

7.50

7.68

8.45

16.13

Pneumatic

8.50

8.25

8.38

8.57

9.43

17.81

Art

9.00

4.25

6.63

6.78

7.46

14.09

Scenic

9.80

5.00

7.40

7.58

8.33

15.73

18.00

12.50

15.25

15.61

17.17

32.42

7.25

7.00

7.13

7.29

8.02

15.15

4.50

7.95

8.14

8.95

16.90

Dept

Electronics
Programming /Audio
Shop Admin
OVERALL OVERTIME

11.40

4.76%

IMPORTANT NOTE: All numerical information is artificial and is not intended to reflect actual
performance, prices, or costs.
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rate of 110%, the conversion cost rate
for art on this project is $14.09 per direct labor hour of art.
The project costs are clustered
around various parts, aspects, or characteristics of the robot or show. One
such cluster is displayed in Table 2,
Design Element Costs. Here the estimated direct labor hours and materials
for each of Henry's "elements" are
specified. The labor estimates have
been honed from Sally's experience in
building entertainment robots.
The first element (line 1) in Table
2 is design, with 15 mechanical hours,
five pneumatic hours, and 9.5 art
hours. The hours are costed out automatically in a cell formula that calls the
conversion cost rate from Table 1 for
each task and multiplies it times the
hours for the task. The total labor dollars amount for design is $465 (including overhead), displayed in the "Labor
$" column and "Design" row.
Many of Sally's robots begin as
standard designs and are modified according to customer specifications.
Henry VIII is a good example. Henry's
face and body will be augmented to reflect his enormous body size. He also
will be able to blink his eyes, turn his
head left and right, and rotate his left
wrist, among other things. The first
step in estimating Henry's costs, then,
is to "call" the standard robot elements
from another spreadsheet by invoking
a macro. Then, the standard elements
are modified for Henry. His "expanded
body" (line 7) is a normal robot body
with extra girth. The hours and materials for each task were adjusted upward to reflect the extra labor and materials needed for the modification.
Whereas a normal body might cost
$1,000, Henry's body costs $3,463. The
procedure is repeated for all elements
of a design.
At the bottom of Table 2, Henry's element costs are totalled ($20,322), and
these totals are transferred to a third
part of the spreadsheet (Table 3). Note
that the Table 2 totals also are expressed in "projected retail" dollars using a markup percentage.
Table 3 is a summary of the project
costs and retail prices for Henry VIII.
The total estimated cost of $25,558 is
the $20,322 of element cost previously
discussed (Table 2) plus $5,236 of audio and motion control equipment
summarized in a cost cluster in another part of the spreadsheet. Some
project spreadsheets will contain a
number of cost clusters, especially if
the project includes multiple characters, scenery, and props.
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TABLE 2/DESIGN ELEMENT COSTS, HENRY VIII SPREADSHEET

Total

Mech
M hrs
15.0

0

465

465

2.

0

0

0

Pnu
P hrs

Pnu
P mat

Art
A hrs

5.0

Art
A mat

T &A
T hrs

T &A
T mat

9.5

218

493

6. Royal Costume

1500

585

2085

7. Expand body

-

-

-

-

65.0

-

275

-

0
3456

-

0
916

-

0
2540

2540

15.5

275

41.5

1500

75.5

2400

44.0

200

9. Triple axis head

490

492

982

25.0

240

5.0

250

10. Head turn UR

325

206

531

10.0

175

2.5

150

11. Mouth

165

116

281

5.0

140

2.0

25

12. Human 2 -way eyes

420

504

924

22.0

320

8.0

100

13. Eye blink
14. Right shoulder

145
275

248

393

10.0

100

5.0

45

229

504

12.0

175

2.0

100

15. Right wrist triax

240

174

414

8.0

100

2.5

140

16. Left wrist rotate

350

116

466

5.0

200

2.0

150

17. Left fingers

400

922

1322

55.0

250

2.0

150

18. Stand/sit

600

1298

1898

75.0

350

5.0

250

19. Torso twist

225

229

454

12.0

125

2.0

100

20. Body Bow

400

426

826

22.0

250

4.0

150

0

0

0

200

254

45.4

TOTAL COST

11150

9172

20322

PROJECTED RETAIL

13118

10790

23908

-

-

-

-

-

-

-

-

33.Test & Adjust

2205

66.0

1885

288.0

-

-

-

-

-

-

-

220.0

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

21.

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

910

-

3463

710

-

1063

200

-

2400

8. Frame -no moves

-

-

-

-

-

-

-

-

-

-

-

5. Basic art fab -human

-

-

-

-

-

-

4. Expand std face

-

3. Character:

-

-

-

-

-

-

-

-

1. Design

Mach
M mat

-

Lab

-

Mat

Base character with E xpanded Head and Body

$

"ELEMENTS"

Description

-

1

$

"ITE M" number

-

15.0

200

6860

15.0

200

IMPORTANT NOTE: All numerical information is artificial and is not intended to reflect actual performance, prices, or costs.

In Table 3, a markup percentage
was applied to the total cost to yield a
contract amount ($30,068). The contract amount less the estimated costs
is the gross margin of $4,510. For
some situations, the contract amount
will be set independent of the
spreadsheet.

Once work has begun on a project,
Sally management will use the detailed
budget to monitor the project costs until completion. The direct labor hours
become the basis for the time management and production control system,
and the cost totals are posted to the
general ledger budgetary accounts.

TIME MANAGEMENT AND
PRODUCTION CONTROL
eople are Sally's most valuable
asset, and management of their
time is at the core of Sally's production control system. The time management and production control sys-

TABLE 3 /SUMMARY COSTS AND RETAIL PRICES, HENRY VIII SPREADSHEET

Contract amount
Estimated costs
Gross margin

$ 30,068
25,558
$ 4,510

Mat $ Lab $

--

-

-

2

-

signed

date

-

100.00%
85.00%
15.00%

AA
Mech Mech Pnu Pnu
Art Scenic Scenic Elec Elec Aud io Audio T &A T &A
Total M hrs M mat P hrs P mat A hrs A mat S hrs S mat E hrs E mat Au hrs Au mat T hrs T mat

Grand Totals Costs 14585 10973 25558
Projected Retail

7777
Henry

-

Contract Number:
Filename:
Average Overtime
Hours/Week

---------------

Henry VIII
Preliminary Lotus
Jan. 10, 19xx

288

2205

67

2120

220

6860

0

0

55

1400

0

1800

15

200

17159 12909 30068

Markup on Cost =17.65%
IMPORTANT NOTE: All numerical information is artificial and is not intended to reflect actual performance, prices, or costs.
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tern acts as an elaborate time clock,
tracking each employee's hours by
task within a project. It allows employees to virtually assign themselves to
tasks while maintaining strict accountability for their precious time.
The time management and production control system is programmed in
compiled BASIC and is installed on a
dedicated 80286 PC located in the middle of the shop floor. The day's information is stored in system RAM and
written to the hard drive every few
minutes. The PC is connected to an
uninterruptible power supply to enable
RAM information to be saved before
the system can experience a shutdown
from a loss of power.
As production workers arrive in the
morning, each one logs onto the time
management system, and the arrival
time is written to the database. The
next screen displays a menu of
projects available to be worked on.
The employee chooses a project, and

Denise Walker gives Charles Darwin a
handpunched hairline before applying subtle makeup. These final cosmetic touches
make the character seem real.

a menu of tasks for that project is displayed. The employee then logs onto
one of the tasks, and the start time for
the task is written to the database.
An employee might work on this
task for only a few minutes or for the
rest of the day. If he or she stops work-

ing on that task, it may be that the
paint has to dry, or the task is completed, or it's lunchtime, or it's the end of
the day. Suppose it is 10 a.m. and the
employee is waiting for the paint to dry
on Henry VIE's face. He or she logs off
this task and onto another one. In the
meantime, the budgeted hours for the
first task have been updated for this
morning's work, and the budgeted
hours remaining on all tasks are displayed on the terminal. At lunchtime,
each worker is automatically logged
off his or her task then logged back on
an hour later.
At the end of the workday, the employees log themselves off the system,
and their departure times are written
to the database. Now the database contains the arrival and departure time for
each production worker for that day
plus the amount of time each worker
spent on each project and task. This information is summarized in a Lotus
spreadsheet weekly and then posted to
Sally's payroll module in its accounting
system. There it is automatically transferred to the job cost module and the
general ledger accounts.
For a relatively small company such
as Sally, the time management and
production control system represents
a significant investment in resources:
a dedicated computer, custom programming, and a commitment by management and workers to its successful
operation. Nevertheless, the system
has paid for itself in a number of ways:
1. Workers are very conscious of how
they use their time specially as
they log themselves in and
out —and they can see how their
time fits into the time budgeted for
the project. They "work smarter."
2. Because the system is on -line, real time, shop management knows the
work status of each task and project
at any instant. Managers can "manage smarter."
3. The system flags on the main
screen any task and project that is
over budget. Management can give
these items special attention.
4. Time records are more accurate.
Workers don't have to rely on their
memories to complete a time sheet
daily or weekly.
ACCOUNTING INTERFACE
he flowchart in Figure 1 shows
how the cost estimation system, the time management and
production control system, and the
general accounting system interface.
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Sally ndusfr,es

Remember Michelle Pfeiffer's steamy
piano number in The Fabulous Baker
Boys?Well, the lady has some competition from Sally's piano playing and
singing —only Sally's a robot. Dressed
in a black tuxedo outfit with a white
shirt and bow tie, Sally performs
around the country on her elegant
baby grand or upright console piano.
She's the "namesake" of Sally Industries, Inc., and was the company's first
animatronic character.
Sally Industries' unlikely start was
in 1977 in the garage of one of the
founders, dentist John Rob Holland. A
Jacksonville native, he had conceived
the idea of a Sally robot while he was
in dentistry school at the University of
North Carolina. As part of a class
project, he was supposed to explain
some complicated dental techniques,
so he made a talking head (albeit basic
and crude), naming it Sally after a
woman patient. The project was a hit,
and he was intrigued with his "robot."
When he returned to Jacksonville a
few years later, he started a small business to build entertainment robots
with two friends named John, one of
whom is no longer with the company,
and John Wood, chairman and vice
president of marketing. They called
their company Sally Industries and
The direct labor hours budgeted for
each task in a project are input to the
time management and production control system manually from hard -copy
output of the cost estimation system.
Hard copy also provides the basis for
the preparation of a Lotus spreadsheet
to summarize the budgeted revenues
and costs and the assignment of this
information to monthly accounting periods. Then the monthly budgetary information is posted to the company's
general ledger system.
The time management and production control system provides hard copy
that is used in the preparation of another Lotus spreadsheet summarizing
hours worked by project and worker.
This information is posted to the payroll module of the general accounting
system where it automatically is distributed to the job cost module and to
the general ledger accounts.
Sally's general accounting system
is a PC -based software package designed primarily for contractors. The
package differs from most contractor
construction accounting packages in
MANAGEMENT ACCOUNTING /JANUARY 1991

Sally

kept the same name for their piano playing humanoid. The name Sally has
remained, even though the expanded
company now designs and manufactures a gamut of animatronic characters, props, and shows from Bubba
Bear and the Badland Band, a sextet of
singing animals; to the "Ghostbusters"
dark ride featuring a spooky labyrinth
of city streets, a warehouse, cold storage, a laser tunnel, a graveyard, and
the fiery depths where the villain
Prime Evil lurks; to 54 characters for
Seoul Land in Korea.
Now Sally Industries operates out
of four buildings: the headquarters
business office where most of the component parts and individual characters
are made and assembled, a larger
building next door where the multithat it incorporates an inventory of raw
materials. Most contractors simply order building materials from wholesale
suppliers as the materials are needed,
which approximates just-in-time production U11). Sally, on the other hand,
maintains an inventory of raw materials consisting of standard production
bushings; bearings; pneumatic cylinders; hoses; prosthetic devices such as
hands, arms, and legs; and a large list
of other manufacturing materials including resin, plaster, clay, and paint
needed in the manufacture of robots
and their attendant props and scenery.
IN CONTROL
e know it's difficult to think of
management control systems
when you're trying to save
E.T. from mortal peril. But the next
time you see one of Sally's magical creations, pause for a moment, try to look
beyond the makeup and props, and
consider how a "lowly" system can be
a critical cog in the complex wheel that
brings you such an entertaining expe-

W

character shows with custom staging
can be set up (where the company is
constructing about 300 plants for the
E.T. Adventure ride at Universal Studios California), and two others. There
are 40 employees: 30 production people work on electronics, pneumatics,
plastics, steel fabrications, programming, sound, makeup, and art, and 10
hold down the business side, including
management, sales, marketing, accounting, service, creative directing,
PR, and the like.
The computer that tracks the
projects and tasks resides on the production floor in the main building
along with two others: the project cost
estimation and a general -use production computer. Ten more computers,
used for all accounting processes,
word processing, contract management, desktop publishing, and similar
jobs are located throughout the companyIfs almost impossible to estimate
the number of animatronic pieces Sally
produces in a year because part movements can vary from four to 40, and every show has a different number of
characters with unique characteristics. Nevertheless, business is booming, and Sally's creative artisans are experimenting with their next magical
demonstrations.
Kathy Williams

rience. Neither Sally nor any other
company can endure without effective
management control. The many, many
hours that Sally's crew has invested in
developing the cost estimation and
time management and production control systems pay off every day in that
enchanted twinkle in the eye of a singing bear or that exuberant grin on a
pint -sized "ghostbuster" scoring a hit
on villainous Prime Evil.
■
Thomas L. Barton is associate professor

of accounting in the department of accounting and finance at the University
of North Florida, Jacksonville, Fla.
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of accounting in the department of accounting and finance at the University
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Every year, year after year, over 97% of
our corporate clients continue to do
business with Fast -Tax. Successful,
resourceful companies like these. Companies
who can and do take the time to compare and
then make educated buying decisions. And
they continue to stay with Fast -Tax. Why?
Because, when given the opportunity to
compare, corporate tax departments find that
System 5 from Fast -Tax out performs all other
tax compliance, management and planning
products on the market today.
The measurements of excellence are tough.
Companies like these demand a system that
reduces the overall cost of tax compliance. It
must improve management's ability to
formulate strategies that minimize tax
liabilities. System 5 is consistently ranked
number one by these measurements.
It's powerful, fast, easy to learn, easy to
use and totally comprehensive. System 5 was
designed from the ground up specifically for
the corporate tax department. It's the result of
a $90 million dollar investment and over 5
years of research and development.
Fast -Tax has been providing state- of -theart tax systems to tax professionals for 25
years. Automated tax solutions have always
been, and will continue to be, our only business. Increasing your productivity through
automation is our only mission. No one else
can make that claim.
Over 1,500 companies like these already
use Fast -Tax. Join the crowd.
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MARK OF EXCELLENCE

Is Accounting Standing
in the Way of Flexible
Computer - Integrated
Manufacturing?
Current accounting practices are limiting the ability of small
companies to move to advanced manufacturing.
Notional Tooling & Machining Assn.

BYTHORNTONPARKER AND
THEODORELETTES
ecause of current accounting
practices, small companies
cannot obtain adequate financing for the move to advanced manufacturing techniques
such as flexible computer - integrated
manufacturing (FCIM). They cannot
operate modern processes effectively
and find it difficult to do business with
the Department of Defense.
Because the new key elements of
competitiveness — quality, life cycle
cost, just -in -time delivery, and the ability to change product rapidly —are
considered intangibles and do not
"quantify" easily, they are ignored by
traditional accounting practices. Thus,
justification of investment in advanced
manufacturing is often a leap of faith.
Only after the fact, without adequate
analysis, it may be considered a success or a mistake on the basis of reported operating experience. If accounting is going to help make key
decisions, accounting practices will
have to be modernized to meet the
new realities.
THE IMPORTANCE OF PROPER

ACCOUNTING
he impact of accounting problems on manufacturing can be
seen in terms of two of the functions of an accounting system. First, an
accounting system relates how funds
are used to the incomes received to
measure changes in inventories and
profit or loss. As will be explained, it is
impossible to relate much of the out
34

Hurco, an Indianapolis -based manufacturer of computer - controlled milling machines and
similar equipment, has moved to flexible computer-integrated manufacturing. Above, its
20hp BMC50 MA five -axis machining system controlled by computer at right.

flow of funds needed to setup an FCIM
system directly to resulting sales. Instead, many actions taken to benefit future operations are treated as current
expenses that detract from profit when
they are incurred. For firms and managers measured on the basis of their
quarter -to- quarter and year - to-year
profitability, such treatment can provide a strong incentive not to undertake FCIM systems.
A second function of an accounting
system is to help managers make decisions regarding products, prices,
and costs so they can attain successful
operations, but operating decisions
are made for individual jobs or incre-

ments, not the totals needed to show
overall operating condition. In simpler
times, records for each job would
show profit or loss by customer, job
type, or individual job. From this information, sound decisions could be
made on what work to seek and how
to control costs. Current accounting
practices are of little help and often can
give the wrong answers with FCIM.
A prime advantage of an FCIM system is its ability to produce short runs
of many different parts. But if each run
is a sale and if a company can't determine its cost to make the run, how
does the company determine which orders to accept and what price to charge
MANAGEMENT ACCOUNTING /JANUARY1991

to yield a desired profit? Further, because each initial run of a product involves preparatory work that need not
be done for subsequent runs, how
does a firm estimate the number of
production runs to use as the basis for
spreading the preparatory costs? How
does it decide what new products to
make or choose its mix of new products and repeat runs?

FLEXIBLE COMPUTERINTEGRATED
MANUFACTURING
n order to get a better idea why accounting practices need to be revised, we should take a closer look
at the characteristics of FCIM. A factory that makes extensive use of current FCIM technology has two striking economic characteristics. The first
is the large start-up costs in relation to
modest operating costs. This characteristic applies to the initial facility,
each enhancement, and each new
product to be made. In an FCIM environment, determining the manufactured cost of an individual part involves allocating large one –time costs
and overhead, far more than measuring direct costs. Put another way, the
costs of FCIM facilities are driven or
caused by actions taken independent
of, and frequently long before, the decision to produce a particular batch of
parts.
In addition to the planned start -up
costs, there also may be additional unplanned startup costs that typically occur when the various components of
hardware and software, obtained from
different sources, are brought together to work as a single system. Such
events may produce cost overruns or,
less obvious but equally serious, shortfalls from planned capabilities if what
was obtained was less than what was
paid for.
The second characteristic of an
FCIM facility stems from its ability to
learn how to perform a series of operations. Because the facility can remember and build a repertoire of all
that it has done, the cost to make a repeat batch of parts can be far less than
the cost of the first batch. Similarly, developing a new part as an adaptation of
a previously produced part may cost
much less than starting from scratch.
The more the facility knows how to
produce, the lower the cost of adding
to its repertoire. Most of the repertoire
is in computer software and numerical
control (NC) data that can be kept in
confidence, duplicated, shared, or
MANAGEMENTACCOUNITNG /JANUARY 1991

sold. Yet the value of this growing
knowledge base, which the Japanese
call the "electronic inventory," is not
captured in any existing accounting reports.
For some companies, success will
be a function of how well they manage
their repertoires. They provide the opportunities to separate price from cost
that are necessary to benefit from
FCIM. We can envision incentive systems designed to optimize repertoires
and company strategies built around
them.

ECONOMICS OF FCIM
he primary elements of cost of
an FCIM facility are driven or
caused by specific decisions,
most of which are made long before
any routine production runs.
The first element is capital equipment. Except for the building, the typi-

Justification of
investment in
advanced
manufacturing is
a leap of faith.
cal facility's largest investment is in the
production machinery. The equipment
will be depreciated on the basis of anticipated useful life, residual value,
number of shifts of use, and expected
use rate per shift. It is easy to show
how legitimate but different choices
among these factors could lead to a
range of hourly charges from X dollars
to 1OX dollars for a particular machine.
Selecting these factors is one of the
most critical decisions to be made in
justifying and measuring an FCIM facility because if they are wrong, products may be overpriced or initial outlays may never be recovered.
The second element, the computer
software necessary to link the machines with the control computer and
to link the control computer to the
computer -aided design (CAD) computer, is often a mix of purchased software products and individually tailored programs. Normal accounting
practices and tax laws call for software
costs to be treated as an expense as
this system software is developed,
even though it is for use in future pe-

riods. The initial cost of selecting, developing, and controlling system software may be second only to the cost of
hardware in its effect on the eventual
costs of FCIM products.
Product technology that is, the
combination of computer-programmed steps and special tooling
needed to make a new part or family
of parts —is the third element of cost.
Once the equipment and system software are operational, the system must
be programmed or "taught" how to
make each type of part. Special hardware may be needed, and one or more
pilot runs may be necessary to test and
improve the process.
Each decision to create new product technology is a cost driver. We
would include the setup for the initial
or test batch as part of the cost of new
product technology, as opposed to the
costs of routine setups for subsequent
batch runs, which are operating costs.
The cost of creating product technology includes software and NC data,
special tools, and testing and debugging. What's involved?
1. Software and NC Data. There are

several ways to instruct the cell,
ranging from designing a part
through the CAD process to putting
a robot in a learn mode and manually guiding it through its paces while
it creates its own code to repeat
what it is being taught.
2. Special Tools, Jigs, and Fixtures.The
efficiency of the repetitive process
often can be increased by using
hardware, such as special cutting
tools or devices, to hold the work.
Decisions to make and use this
hardware are usually a function of
inventiveness, cost of the hardware,
and anticipated savings.
3. Testing and Debugging. Computers
bring new economies and predictability, but they also bring new opportunities to make mistakes. Each
time product technology is developed for a new type of part, it may
have to be tested and perhaps modified before it can be used for production.
Production operations are the fourth
element of the cost of an FCIM facility.
Although there is little of the direct labor that characterized earlier manufacturing, a factory does cost something
to run. Costs that can be measured and
attributed in varying degrees directly
to the specific product are caused by
routine batch setup, the material and
other direct costs of production, and
35

some maintenance.
The final element of FCIM cost is
other factory overhead. Most of the ongoing operating costs of the facility will
be treated as overhead. These include
space charges, heat, light, fire protection, insurance, materials handling
away from the machines, purchasing,
financial operations, education, training, management, and the cost of
money.

THE FCIM ACCOUNTING
PROBLEM
p to this point, we have alluded
to product costs as if they were
readily determinable. Unfortunately, such is not the case. The accounting problems of FCIM systems
are caused by:
• The way standard accounting practice treats some of the large, early
expenditures;
• The long delays between the expenditures and the resulting sales;
• The way accounting systems treat
various types of knowledge;
• The difficulty of relating expenditures to specific sales;
• The way accounting systems combine current direct costs with apportionments of previous expenditures; and
• The tendency of accounting systems to ignore other critical information that is not collected in financial terms.
Early Expenditures.Standard accounting practice requires a company
to record as current expenses the expenditures it must make to develop
computer software, program FCIM
equipment to make its current products, do strategic market analysis, develop new products, train its people,
and make other provisions for the future. This treatment of strategic costs
reduces reported current profits so
that the company appears to be in a
poorer position than it would have
been had it not provided for the future.
This lower reported profit may act as
a deterrent to modernization.
Another effect of this treatment is to
lose track of these early strategic costs
after they are incurred. There is a
cross -period subsidization, and the
true costs of future production are understated.
Long Delays.Regardless of whether
modernization expenditures are treated as investments or expenses, the
time lag between outlays and the sales36

produced revenue may cause a great
risk of not recovering the expenditures. In addition, the cost of capital
during the period of negative cash flow
becomes so important that it may be
one of the largest elements of the cost
of modernization.
Accounting Treatment ofKnowledge.
When a company pays for the research
and development necessary to make
new products, train its people, or develop a repertoire of computer -encoded production technology, it is investing in knowledge. Because
accountants do not know how to measure the value of knowledge accurately
or precisely, as an easy way out they
assign it a value of zero.
An effect of this is illustrated by
spare parts inventories. Most companies strive to reduce them to minimize
risk, reduce carrying charges, and apply the just-in-time concept. One way
to reduce these inventories is simply
to do away with them and keep the
knowledge of how to produce in an
FCIM computer. The repertoire then
becomes in effect an infinite inventory

with no risk or carrying charges. On
the company's books, however, the
physical inventory, which was an asset
of value, is replaced with the repertoire, which is treated as having no value. Yet we can envision the time when
small companies are bought and sold
for the value of their repertoires.
Difficulty of Relating Costs to Sales.
In its early days, accounting was largely a process of relating labor and material costs to particular jobs and to the
sales receipts from those jobs. As centralized activities such as purchasing
and accounting grew, and more capital
equipment was used, these costs were
pooled and charged to production
through an overhead rate, usually as a
percentage of direct labor. Today, with
FCIM, direct labor costs have declined
almost to the vanishing point, and
most of the costs are what used to be
treated as overhead.
Mixing Current Direct Costs with Apportionments of Previous Expenditures.
The typical factory cost accounting
system treats labor, material, and depreciation as similar costs. A $10 hourNational Toolinq & Machininq Assn.

At

Vertical universal milling machine in use.
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ly use charge based on a schedule to
recover the purchase price of a machine over many months is treated as
equal to $10 worth of material just purchased. For making operating decisions about how to manufacture a
product, the two are not comparable.
The machine was bought, and the
money is gone. Purchasing material
creates a new out-of-pocket
cost, while the real cost of using an otherwise idle machine may be negligible. The
normal accounting approach
overstates the out -of- pocket
cost to process something
with capital equipment and
can lead to buying more expensive, preprocessed material to reduce the use of an already underused machine.
The typical cost accounting system
also ignores the interest cost of unrecovered money used to buy capital
equipment and pay for the strategic
costs. Thus, by overstating the true
cost of processing and understating
the continuing cost of idle capacity, accounting systems can lead to wrong
cost estimates, wrong decisions on
what orders to accept, and mistakes in
weighing tradeoffs among processing
alternatives.
Accounting experts currently are
developing "activity-based accounting," which measures various support
costs such as accepting an order, purchasing material, stocking material, or
shipping, and traces each cost directly
to the decision that caused it This
work will help users of FCIM, but
some fundamental problems will remain.
For example, only direct costs such
as material are fully proportional to
sales. The start -up costs of
preproduction years have no relationship to sales at all. Even though these
expenditures are made to obtain future
sales or reduce future costs, they are
treated as expenses when incurred be
cause they do not yield tangible asset'
of readily determinable value. Normal
accounting practice does not allow a
company to shift its expenses from
prior years into current accounts.
A second problem can occur if a
firm charges depreciation on the basiE
of use, making it more parallel to the
direct variable costs. This would be
managerially sound, but if this approach is used to calculate profits
while accelerated depreciation is used
for tax purposes, the minimum income
tax provision may come into play.
Any formula for computing hourly

costs or charging rates has a dollar figure as the numerator and number of
hours over which the dollars are to be
spread as the denominator. The choice
of number of hours of planned use for
the system can be as important as the
choice of the depreciation schedule.
Still another problem is that because defensible choices for depreciat-

greater accuracy and sensitivity to
cause and effect. Start -up cost drivers
can be divided into two categories:
• Controllable Cost Drivers— individual activities or decisions that lead
directly to planned expenditures,
and
• Contingent Cost Drivers —the interaction, often delayed,
among individual actions
or decisions that leads to
unexpected costs.

A time may come when small

companies are bought and sold
for the value oftheir computerized inventory repertoires.
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ing capital investments can vary by an
order of magnitude, while prior period
strategic costs simply disappear from
view, product "cost" is no longer a
function of measurement and instead
has become a function of company
strategy. Also, while major corporations can use complex accounting systems such as activity-based costing to
help determine product costs, a scale
factor limits the complexity that small
companies can handle and may prevent them from using similar systems.
How many functional cost centers can
you use when Sam performs all the
functions?
A final problem is that the only
point at which the one –time strategic
costs and capital investments can be
controlled is when the expenditures
are being made. Although these expenditures will determine the bulk of
a company's product costs for years to
come, most accounting systems tend
to ignore them and concentrate on today's routine, repetitive operations,
which are of decreasing importance.
Other CriticalInformation.Advanced manufacturing is becoming increasingly dependent on quantifiable
information other than dollars. The
measures used in statistical process
control, product reliability, and shortrun setup times are examples of information that may be more important to
factory operations than typical cost
numbers. If accounting is to help run
the factory, it will have to be extended
beyond its traditional bounds.
COST DRIVERS
he term "cost driver" is increasingly popular in cost accounting
literature. The idea is to identify
the activities that cost money with

Ordering a piece of equipment is a controllable cost
driver, as is ordering software to use with it. The actions taken to recover after
finding that the equipment
and software are not compatible are
contingent cost drivers.
The concept of "contingent
costs " —an idea normally restricted to
expenses such as bad debts in most accounting texts —may be important to
establishing FCIM systems. To be successful, these systems require people
and organizations to do things right
the first time —things they may not
have done before. A single runaway
contingent driver can increase the cost
of an FCIM system to the point where
it may never be profitable. By the time
accounting reports indicate the problem, most of the damage will already
have been done.
In order to examine this concept,
we developed an FCIM Systems Planning Chart that shows 43 events from
writing the initial concept paper to
completing the first production batch.
The events are organized in five
streams of activity— Marketing, Product Design, CAD /CAM and Process
Control Systems, FCIM Equipment,
and the Facility. Twenty of the events
are controllable cost drivers, but of
the 20, only six are directly related to
making a specific product.
An additional five events, where different lines of activity come together
for testing, are identified as contingent
cost drivers. If work up to these points
has been done well, the test will be almost cost-free, but if mistakes have
been made, these are the points where
problems will be most likely to surface.
Because the costs produced by these
contingent drivers are not routine,
companies find them difficult to predict and control.
Companies might formally budget
amounts for each of the contingent
cost drivers they can identify. This
practice would underscore the contin37

gency aspect of the possible costs, and
just thinking about them may lead to
actions that minimize them.

PROVIDING FOR THE FUTURE
ome expenditures, particularly
for research and development or
employee training, have long
presented an accounting problem. The
objective clearly was to provide for the
future, but because knowledge and capability are not tangible, there was
usually no result to call an asset.
The problem was handled in two
ways. First, in even the most progressive companies, these expenditures
usually were modest in relation to
overall operations, and they tended to
occur at a relatively constant rate so
they were not much of an issue. Second, providing for the future was
viewed as a continuing operational requirement for staying in business--thus the problem was defined
away.
Today more than ever, companies
must develop new technology or create manufacturing capabilities that require a surge in outlays which accounting conventions treat as a current
expense. These provision- for - the-future expenses become merged with
routine operating expenses on the
P &L statement in a single path that
leads from sales to changes in earned
surplus. A bold program for the future
thus can appear as mismanagement,
An alternative might be a dual path
P &L statement with two columns, one
for routine operating expenses and
one for the uncapitalized costs of providing for the future or strategic costs.
Both paths would lead to a common
bottom line. Over several years (which
could include recaps of past years) the
relationship between the strategic and
the routine operating paths could
show how well the company is managed. Two P/E ratios could be used by
investors, one for the whole company
and one for routine operations. Incentive systems could use both. With this
approach, more accurate information
could be provided with minimal
changes to accounting conventions.

CUMULATIVE CASH FLOW
ACCOUNTING
everal people are working on an
idea based on cumulative cash
flow that may help small companies simplify their accounting problem. If, as we believe, accounting has
become more a function of strategy
38

than measurement, then the strategic
plan or multiyear budget of a company
may be the best basis for evaluation.
Under this notion, only two sets of
numbers really matter from an operating management standpoint —the cumulative outlays and the cumulative
receipts. Concentrating on these two
numbers, and how decisions affect
them, would show whether a company
is doing what it undertook to do. It
would lead to managing by marginal
costs and marginal revenues.

Only two sets of
numbers really
matter —the
cumulative outlays
and the cumulative
receipts.
To illustrate the idea, when a company decides to convert to FCIM, it
would make a cumulative cash flow
projection for several years. This projection would show the planned cumulative outlays, receipts, interest costs,
and profit by the end ofthe projected
period —let's say five years. As the
company makes start -up expenditures,
it would relate the cumulative outlays,
the passage of time, and what is accomplished to the projection. As production starts and sales begin, the
cash flow effects would be compared
to the plan.
During any period, if the accomplishments and the net cash flow are
on target, the company would have attained the anticipated goals. A variance between the anticipated net cash
flow position and accomplishments
would be shown as a profit or loss.
This approach would show the true
cost of each decision, unclouded by
the apportioned results of previous decisions. It also would tend to conserve
the scarce resources that must be
bought and encourage use of what is
at hand —such as idle machine time.
These ideas are preliminary. They
will not satisfy all requirements for an
accounting system, but they may be
useful for guiding the internal operating decisions of a small company.
These ideas are presented as an example of the type of accounting innovation that may have to precede success-

ful use of FCIM by small U.S. companies.
Accountants should recognize,
however, that in a highly competitive
world, generally accepted principles
inject a strong bias against modernization while failing to project the consequences of inaction. Machines are depreciated to reflect obsolesence, but a
workforce that is not continuously
trained is not Market share is an asset
that is never mentioned, and gains or
losses are never related in financial
statements to costs incurred or avoided that led to the changes.

GOVERNMENT
PROCUREMENT
point, the implications of
A tthethisFCIM
accounting problem
for government procurement
should be clearer. What sort of negotiations and subsequent audit can lead
to a fair distribution of costs among
products made in the same plant for
the government and for private sector
customers? If it is hard for a company
to estimate its costs for its own purposes, how will it ever be able to reach
agreement on the cost of sales to the
government? We don't have easy answers. But if industry and government
together do nothing, the industrial
base so necessary for U.S. defense purposes willbe irrevocably hurt. This is
a national problem, requiring answers
from government, industry, and accounting —not necessarily in that
order.
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Postauditing Capital Projects
BYLAWRENCE A.
GORDON AND
MARYD.MYERS

capital projects before more
losses are incurred. One respondent's company established this policy: "Tile purpose of a postaudit of a capital
budgeting project is to provide a means of evaluating:
(1) the financial and nonfinancial impact of the project on
the company whether positive or negative; (2) how the
actual results of the project
compare to data and assumptions included in the Program
Request; and (3) future actions that are necessary or expected
regarding
the
project."
Second, postaudits should

o be competitive today, companies need
to evaluate the results of their capital
projects after these projects
have been implemented, not
just select them and hope they
work.
How many companies do
this, and why? To find out we
mailed a questionnaire to a
sample of 690 large U.S. companies representing all major
industrials, excluding utilities
and transportation. We omit
ted these two groups because
provide information for future
of the special regulatory envicapital expenditure decisions.
ronment in which they operThrough postaudits, managate. We targeted the execuers can detect weaknesses in
tive in charge of the planning
their estimating and forecastand control of capital expening techniques as well as their
ditures for each firm as our
information systems. An
study participant and reawareness of these deficienceived a total of 282 usable recies and biases in estimation
sponses representing approxcan lead to appropriate modiimately 41%of the sample.
fications, to improved investWe found much agreement decisions, and, in turn,
Through a postaudit, companies can determine what benefits
ment among executives reto more efficient resource althey are deriving from new equipment.
garding the objectives of
locations inside the company.
postaudits. A large number of
The third objective of
companies do conduct some form of postaudit, but the frepostaudits is to remove certain psychological and /or political
impediments usually associated with asset control and abanquency of postauditing capital projects varies depending on
the type of project being reviewed. A troublesome finding
donment. When compared with the investment decision, the
of our study is that the way postaudits are carried out in
postaudit process, especially the possibility of abandonment,
many firms leaves much to be desired, but at least there is
may be threatening. Making the postaudit a formal part of
a trend toward adopting such procedures.
the capital budgeting process adds legitimacy to this stage
and may remove some of the psychological and /or political
barriers to eliminating projects. For example, where a forPOST AUDIT OBJECTIVES
mal postaudit process exists, it should be easier (in a politostaudits of capital projects are supposed to accomical sense) to eliminate a project that was initiated by someplish at least four primary objectives: serve as an imone else. Also, it should be psychologically easier for a
portant financial control mechanism, provide informamanager to eliminate one of his or her own projects where
tion for future capital expenditure decisions, remove certain
a formal postaudit process exists than where one does not
psychological and /or political impediments usually associexist.
ated with asset control and abandonment, and have a psyThe fourth objective of postaudits is to have a psychological impact on the individuals proposing capital investments.
chological impact on those proposing capital investments.
First, postaudits should be an importanthnancial control
In other words, merely knowing that a formal review of a
mechanism. Through postaudits, companies obtain informaproject might occur afterward should encourage different
tion about the savings, profit, or other claimed benefits genmanagerial actions beforehand.' As one company's policy
erated by capital expenditures and compare this information
notes, "...the postaudit serves to hold the estimators to conwith original projections. Managers then can make any nectinued responsibility for the projects and shows that manessary modifications to improve future performance of exagement recognizes the importance of investment decisions
isting capital projects or, at the extreme, abandon existing
and the initial studies performed."
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WHAT CRITERIA ARE NECESSARY?
at are the characteristics of effective postaudit reviews? We found three which we think can achieve
the objectives. They are (1) regular and periodic reviews, (2) use of risk - adjusted discounted cash flow (DCF)
techniques, and (3) documented policies and procedures. In
essence, for a company to follow "adequate" postaudit procedures, all three criteria should be incorporated.
First, an ongoing feedback process is required. Regular
and periodic postaudit reviews provide such a process. As
one company's policy statement notes, "A sound postaudit
review will...complete the cycle by which project origination, approval, and implementation become a disciplined
management process." To do otherwise will lead to a situation where postaudits are carried out on a piecemeal or even
crisis basis, often with undesirable consequences. A case in
point is the consideration of abandonment. An abandoned
capital project may have had a negative net present value for
some time before it attracted management's attention. Clearly, a systematic postaudit program would provide for regular
and periodic comparisons of a project's present value with
its abandonment value. The result is an increase in the probability that an asset's disposal will be voluntary and profitable as opposed to mandatory and unprofitable.2
Our second criterion for "adequate" postaudit procedures
is that companies use risk - adjusted discounted cash flows in
assessing whether to abandon a particular asset. Where
DCF techniques were used in selecting projects, actual cash
flows — including those associated with the initial project
cost — already received should be compared to expected
cash flows to assess a capital project's success to date.
The third criterion is documentation of policies and procedures. Such documentation should provide guidance and
uniformity to what otherwise could turn out to be an unevenly, and possibly an inappropriately, applied process. It also
adds objectivity to what might be perceived as a threatening
process, thus minimizing psychological barriers.

THE STUDY RESULTS
f the 282 respondents, 213 (approximately 76 %) said
their companies conduct postaudits of capital
projects. Thus, on the surface, it would appear that
the vast majority of companies in our study are engaged in
some sort of postauditing related to capital assets. After analyzing the responses in more detail, we found that the number of companies that can be termed as having "adequate"
postaudit procedures, as defined by the three criteria noted
above, is much smaller. Table 1 provides summary data.
To address the issue of regular and periodic postaudits,
we divided capital assets into three categories: operating, administrative, and strategic?

0

• Operating assets usually are the responsibility of lower -level
managers, are short-run and routine in nature, involve minor
resource commitments, and often are repetitive. An example
might be minor office equipment.
• Administrative assets usually are the responsibility of middle
managers, have a medium duration, and require moderate
resource commitments. An example would include replacements for manufacturing equipment.
• Strategic assets usually are the responsibility of senior managers, are long-run and nonroutine in nature, and require major organizational resource commitments. Examples include
major plant and equipment, acquisition of an entire business,
40

TABLE 1 /FIRMS MEETING THE
CRITERIA REQUIRED FOR ADEQUATE
POSTAUDIT PROCEDURES
Number of Firms
out of 213

Percent

Regular and periodic postaudits
Operating assets
Administrative assets
Strategic assets

18
72
100

8%
34%
47%

Use of risk - adjusted discounted
cash flow techniques for postaudits

144

68%

Documented postaudit policies
and procedures

135

63%

new research and development undertakings, and major advertising campaigns.
Table 1 shows that the frequency with which postaudits
are carried out in the companies participating in our study
appears to be associated with the type of resource commitment. Strategic assets are postaudited more regularly than
administrative assets, and administrative assets are
postaudited more regularly than operating assets. Comments by executives from our study support this interpretation and further suggest that the risk /return posture of the
capital project also affects the timing and frequency of
postaudits. For example, one executive explained that the
"level of involvement and scope of postaudit is determined
on project size, and only on capital projects where performance indicates an expected high return." Another said
"Postaudits are done only for selected projects. These are
usually high dollar cost savings or new product programs."
When the data presented under "regular and periodic
postaudits" in Table 1 are combined with the comments
from our participants, an important distinction appears between a post - completion review and what we term "adequate" postaudit procedures. Representative of the former
are comments such as, "postaudits are done only once, and
only for selected projects," and postaudits of "major plant
and equipment are conducted annually for the first two years
in service" (emphasis added).
In contrast, adequate postaudit procedures would seem
to require an evaluation of capital asset performance on a
regular and periodic basis. Apparently some companies conduct such reviews. For example, one executive says
"postaudits are conducted one year after a capital asset is put
in place and at one -year intervals thereafter." Another comments that "periodic reviews are carried out beginning
roughly three years after start-up and every three years
thereafter if results deviate from expected." The above argument is tempered by the fact that postaudits are not a cost less activity.
Note that companies indicating regular and periodic reviews are not necessarily referring to all classes of assets,
which is obvious from Table 1. Even companies whose
postaudits are characterized by all three criteria appear to
acknowledge that the benefits to be derived from
postauditing certain types of assets do not outweigh the
costs in terms of dollars, time, and effort. This point alone
probably accounts for the low number of firms conducting
regular and periodic postaudits of operating assets. In fact,
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many executives in our study said that their companies identify an arbitrary cutoff amount of dollar cost of asset below
which postaudits are not conducted.
Also in Table 1, 144 of the participating firms (68 %) say
they use risk- adjusted DCF techniques (including the comparison of cash flows actually received to those expected)
in postauditing capital projects., The remaining 69 companies (32%) rely on less sophisticated methods such as the
payback period or some variation of an accounting rate of
return. One should note: Of the 213 firms that conduct
postaudits, 34 do not use risk - adjusted DCF techniques at
the asset selection stage. Consequently, we would not expect them to use such techniques at the postaudit stage,
even though some of them said they did. If these 34 firms
were dropped from the analysis, then 136 of the remaining
179, or approximately 76%, use risk - adjusted DCF techniques at both the postaudit and investment stages of capital
expenditures. The other 43 (24 %) do not use risk - adjusted
DCF techniques at the postaudit stage, even though they select capital assets based on such techniques. This latter inconsistency regarding the use of evaluation tools may well
lead to suboptimal behavior on the part of the managers.
Managers who know their performance is to be evaluated
via an accounting rate of return, for example, whould tend
to use (despite company policy to the contrary) the same criterion for project selection, which might not result in maximum value to the company.
Regarding documentation, approximately 63% have
documented their policies and procedures for control of capital expenditures (Table 1). As one executive noted, however, 'Me postaudit procedure is well documented but not
well addressed. Generally, there are conclusions whether an
asset had a good return or not The postaudit step is not an
important part of the capital process. It has been a neglected
policy." Another said that "since the policy was written,
postaudits have not been performed more than twice, and

FIGURE 1 /POSTAUDIT PROCEDURES
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then at the insistence of auditors on selected acquisitions."
These and other comments make it clear that while adequate postaudit procedures require documentation, documentation alone is not sufficient for adequate postaudits.
Recapping, a wide range of procedures is used within and
across companies. Some companies have well-documented
policies and procedures, whereas others have no formal
rules. Also, regular and periodic postaudits are carried out
in some firms but not in others. Regularity of such reviews
often varies among capital asset types (for example, strategic, administrative, operating) as well as among companies.
Further, some firms use risk - adjusted discounted cash flow
techniques in the postaudit process as well as in the selection of capital assets, while others rely solely on accounting
numbers for postauditing such assets. Most important, of
the 179 firms. using risk - adjusted DCF techniques to make
capital investments, only 71 had installed postaudit procedures that can be described as "adequate" in terms of including all three criteria above.

SHARPENING POSTAUDIT TOOLS
ur survey results highlight the trend that an increasing number of firms are recognizing the importance
of the postaudit stage. Although the past few decades
have witnessed the honing of asset selection tools, the wave
of the future is the sharpening of postaudit tools. Companies
that have not begun to use adequate postaudit procedures
may be losing precious ground to their competitors and jeopardizing their long -run survival.
In an attempt to assess the increasing emphasis on
postaudits, we asked respondents to tell us what year they
adopted postauditing procedures. Of the 213 who said their
companies carry out some form of postaudits of capital expenditures, 130 identified dates. That 83 companies did not
provide a date of adoption raises some concern. For example, it is possible that most of them began a postaudit program many years ago, and present managers have forgotten
the date or were not around when the program was initiated.
From our data we have no way of assessing whether this is
the case and therefore have no reason to assume it is. Nevertheless, the 130 firms identifying dates do paint an interesting picture in and of themselves.
Data on these companies are summarized in the top half
of Figure 1. As indicated, 16 companies adopted postaudit
programs before 1970, 22 did so between 1970 and 1974, 27
between 1975 and 1979, 46 between 1980 and 1984, and 19
between 1985 and 1986. The bottom half of Figure 1 separates those 71 firms with "adequate" postaudit procedures
as defined in this study. Of this group, five companies adopted adequate postaudit procedures before 1970, seven between 1970 and 1974,17 between 1975 and 1979, 36 between
1980 and 1984, and six between 1985 and 1986.
The results shown in the two parts of Figure 1 are similar,
with the majority of postaudit programs instituted within the
past 10 to 15 years. Based on these results, it would appear
that many companies have begun to recognize the potential
value associated with postauditing capital projects. Of particular importance in this regard is the trend toward what
we term "adequate" postaudit procedures.
A well- designed postaudit system for capital expenditures
should address at least five questions: Which capital projects
should be postaudited? How often should capital projects be
postaudited? What techniques will be used in carrying out
the postaudit? How should the management accounting system be designed to support the postaudit process properly?
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Who should conduct the formal postaudit?
Which capital projects should be postaudited? From a cost-

benefit perspective, it is impractical to think that all capital expenditures must be postaudited. Hence, companies
must be careful when they pick and choose. One generic
approach is to stratify assets into the strategic, administrative, and operating categories and to have different decision rules for postauditing assets within each class. Our
study results indicate that companies follow such a
postaudit practice by placing greater emphasis on strategic capital expenditures (the high - dollar ticket, long -term
commitment items) than on operating assets.
2. How often should capital projects be postaudited? 'lire executives participating in our study noted that deciding
how often to postaudit capital projects is in large part determined by the type of asset under consideration. For example, because of their impact on a company, strategic
projects should be postaudited over shorter intervals
than either administrative or operating capital projects.
The riskiness of an asset also should partly determine the
postaudit frequency. Generally speaking, however, the
overall emphasis of a postaudit program should be on
regular and periodic reviews as opposed to one -time post completion reviews.
3. What techniques will be used in carrying out the postaudit?
The techniques used in carrying out postaudits should be
guided largely by the techniques used in selecting
projects. The use of risk - adjusted discounted cash flows
at the selection phase of capital expenditures would suggest that comparable techniques be used in the postaudit
process as well. According to our study results, regardless of whether DCF techniques are used in selecting assets, other quantitative techniques (such as payback period) as well as qualitative factors also are important in
the evaluation process. The point concerning qualitative
factors is true particularly for assets that have a strategic
impact on the firm as well as investments in new technologies required for compeititive purposes. The case study
by Addonizio et al.b confirms these latter observations.
4. How should the management accounting system be designed
to support the postaudit process properly? An information
system should help carry out the various postaudit procedures. In particular, the executives in our study indicated that a broad -scope management accounting system
that includes nonfinancial, ex ante, and externally oriented information, as well as the traditional financial, ex post,
and internally oriented information, would benefit the
planning and control aspects of postaudits. Unfortunately, the management accounting system in many compa-

TABLE 2/QUESTIONS RELATED TO THE
DESIGN OF A POSTAUDIT SYSTEM
1. Which c apital projects should be pos taudited?
2. How frequently should capital projects be postaudited?
3. What te chnique s are to be us ed in carrying out the
posta udit?
4. How s hould the ma na ge me nt a cc ounting system be
designed to properly support the pos taudit process?
5. Who should c onduc t the formal postaudit?
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nies does not support the process of postauditing capital
expenditures, many of the participants in our study said.
5. Who should conduct the formal postaudit? We often hear
the argument that the individual(s) conducting a
postaudit should not be involved in the process leading
to selection of the capital asset under review. 'That way,
according to this line of reasoning, the project can be assessed in an unbiased manner. In contrast, others argue
that managers who are close to the investment decision
are much better able to interpret postaudit data than independent reviewers. Either way, if managers are to use
the postaudit process as a learning tool for future investments and as a control device for existing projects (including the possibility of abandoning some projects),
those individuals responsible for selecting projects need
to be informed about, if not part of, the postaudit process.

GOOD NEWS AND BAD NEWS
he results of our study provide both good news and
bad news. With respect to the bad news, we found
that the postaudit stage is far from being a normal,
standard part of the capital budgeting process. Executive responses ranged from reporting no postaudit activity to
postaudits that are a regular capital budgeting activity carried out at periodic intervals. Some companies boasted welldocumented policies and procedures, while others indicated
none. In addition, the variety of evaluation tools and procedures used is wide.
The good news is an increasing awareness of the importance of the postaudit activity, evidenced by the fact that of
the 71 companies adopting "adequate" postaudit procedures, the majority had done so over the past 10 to 15 years.
Because postaudit procedures involve increased costs, the
implication is that managers are perceiving net benefits.
Ferreting out those aspects of postaudits that result in such
benefits to a particular company will, of course, require
much work on the part of the executive in charge of capital
projects. Nevertheless, senior managers in charge of capital
investments must determine where and when postaudits will
be beneficial. To do otherwise could give away their company's competitive edge. A good starting place for them is
to ask the five questions about a well- designed postaudit system and find the answers as soon as possible.
■
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MAQUILADORAS
The Mexico option can reduce your manufacturing cost.

BYJAMES E.GROFFAND
JOHN P. McCRAY
Certificate of Merit,
1989 -90
any U.S. manufacturers have responded to foreign
cost competition
by participating in the
maquiladora program along the
U.S./Mexico border. A
maqutfladora, sometimes referred to as an in -bond or twin
plant, is a manuring facility
located in Mexico that processes imported materials or com
modifies for reexport to the
United States.
This rapidly growing program (see Figure 1) has allowed many small and midsized companies, as well as
some of the largest manufacturers in the world, to take advantage of a very low-cost labor market in a politically
stable foreign country while
at the same time having immediate and direct access to
U.S. communications and
transportation
networks.
Through this program, the
usual supply and support networks can be maintained in
the United States without significant interruptions or increases in cost. Coordination
A Mexican technician assembles a product that will be shipped back to the United States.
between the maquiladora
plants and their U.S. affiliates
can be so good that even though the manufacturing process is can corporations and because U.S. customs laws provide for
a mix of labor- and capital - intensive steps, only the labor-inten- special treatment of the reimported final products. Effectively,
sive portions need to be moved. Furthermore, with the creative
no duties are charged by Mexico on the inventory and equipuse of foreign trade zones many companies can significantly rement moving into the maquiladoras from the United States, and
duce or delay the payment of duties on imported labor until
the United States charges duties only on the value added to incomponents manufactured in Mexico become part of completed
ventory in Mexico when the finished goods are reexported to
goods.
the United States.
Mexico has supported this program as a way to encourage
THE MAQUILADORAPROGRAM
foreign (mainly U.S.) firms to invest in Mexico and to provide
employment to Mexicans in the border region, as well as much
]though the maquiladora is a Mexican program, less than
needed foreign exchange. The U.S. government has been es2% of the sourcing originates inside Mexico and very little sentially neutral toward the maquiladoras. The customs law profinal product is sold in Mexico. Maquiladoras exist bevisions (Sections 806 and 9802.0080, formerly 807) under which
cause their operators are granted special exemptions from promaquiladoras currently operate existed prior to the developvisions in Mexican laws governing foreign ownership of Meximent of the rust maquiladora and have not been changed to faMANAGEMENT ACCOUNTING /JANUARY 1991
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FIGURE 1 /GROWTH OF THE
MAQUILADORA PROGRAM
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Source: Avance do Information Economica, Industria Maqulladora de
Exportation, Instituto National De Estadistica Geografia E Informatica
(Mexico), Febrero 1989.

cilitate their growth.
As a result of the encouragement by the Mexican government, maquiladoras have grown rapidly, and countries other
than the United States now are participating. About 70% of the
maquiladoras are U.S. owned, but there are also firms owned
by Japanese, British, Famish, Spanish, French, Dutch, and Mexican interests. Current maquiladora operators range from the Big 3 U.S. auto makers
and Japanese multinationals such as Sony
and Toshiba to tiny shops manufacturing
feather dusters and specialized machine
parts and employing as few as 25 workers.
ADVANTAGES OF AMAQUILADORA

Less tha 2% of
the souYeing
originates inside
Mexico.

mong the advantages of the
maquiladora program to a U.S. firm
are low wage rates, special tariff treatment, reduced utility cost, and easy access to U.S. transportation
and communications facilities and technical, managerial, and
support services.
Labor Costs.The maquiladora program is attractive to U.S.
companies because of the availability of an abundance of lowcost labor. As Table 1 shows, the Mexican wage rate is very low
by the standards of the major manufacturing countries and even
lower than that of Korea, which traditionally is considered a lowcost labor market
Mexico has an elaborate minimum wage law that establishes
minimum wages for more than 80 different occupational
groupings. The minimum wage varies from region to region—as much as 1096 from the lowest to the highest minimum
wage for a particular class of worker, depending on location.
Even production workers in the highest wage rate classes, however, earn no more than 10% of comparable U.S. wages.
Customarily, maquiladora operators pay production workers
the legal minimum wage for their location. Approximately 70%
of the maquila workers receive the minimum wage. (Tile terms
maquila and maquiladora can be used interchangeably for a
manufacturing facility.) At least partly as a result of the wage
policy, turnover is exceedingly high and may be more than 100%
per year for production workers. Turnover rates of 8% to 10%
per month are common. While benefit packages are not lucrative by U.S. standards, certain benefits such as uniforms, meals,
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transportation, and Christmas bonuses are either customary or
legally mandated.
Tariff Considerations. The special customs treatment given
maquiladora products also attracts U.S. manufacturers. Some
typical tariff schedules for various products are shown in Table
2.
Because the raw materials used in maquiladoras typically are
exported originally from the United States, under the prevailing
customs provisions only the value added in Mexico is liable for
tariff or duty. This value added is equal to the labor, overhead,
and materials costs incurred in Mexico. In addition, because of
Mexicd s status with the United States as a "Beneficiary Developing Country for Purposes of the Generalized System of Preferences,", tariffs are reduced on some products and other products are entirely exempt A U.S. customs broker should be
contacted for specific tariff information.
Transportation and Communication Links. Most
maquiladoras are located in Mexican border cities with U.S. sisters (see Table 3). All of these cities are linked to the U.S. interstate highway system. Transportation linkages tend to divide
maquiladoras into a California group with U.S. ties to West
Coast parent firms and a Texas group with ties to the Midwest
and Northeast Transportation links are so efficient that one
automobile manufacturer is able to transport electrical wire and
components from an upper Midwest factory to the Texas border, assemble wiring harnesses in a maquiladora, and transport
the completed harnesses back to the assembly plant in the upper Midwest in a total of seven days.
U.S. companies generally communicate with the Mexican
plants by telephone, but increasingly the
maquiladoras are using satellite links with
their parents. This innovation has allowed
P,
the maquiladoras to be on- line with the par ents for such functions as inventory control
and production scheduling.
Technical, Managerial, and Support
Services. Non - Mexican managers, engi-

neers, and technicians critical to the initial
success of the maquiladora plant may be issued two-year work permits by the Mexican
government These employees have the
choice of living on either side of the border. Most U.S, nationals
choose to live in the U.S. twin cities, thereby lessening the difficulties usually associated with an international transfer.
There is an abundant supply of capable Mexican managers,
engineers, technicians, and other professionals. Increasingly,
maquiladora operators are recruiting and training such people
to manage their Mexican operations. While the skill level of
these Mexican employees is generally very high, average
monthly salaries are usually less than for their American, West
European, or Japanese counterparts.

TABLE 1 /HOURLY COMPENSATION FOR
MANUFACTURING WORKERS
W. Germany
U.S.
Mexico
Korea
Japan

1975

(in U.S. dollars)
1980
1985

1987

6.35
6.36
2.00
.35
3.05

12.33
9.84
2.96
1.02
5.61

16.87
13.44
1.57
1.79
11.14

9.56
12.96
2.09
1.36
6.47

Source: International Comparisons of Hourly Compensation Costs for
Production Workers in Manufacturing, U.S. Department of Labor, Bureau
of Labor Statistics, February 1968.
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Support services such as banking, legal assistance, and accounting services are readily available. Professionals familiar
with maquiladora operations can be found in either the border
cities such as I medo and El Paso or in the larger metropolitan
centers such as San Antonio and San Diego, which are near the
border. Many of these support firms, such as the large international accounting firms, already have well-established professional relationships with Mexican associates. When necessary,
technical assistance can be taken directly into Mexico.

ESTABLISHINGAMAQUILADORA
lhhough a maquiladora can be established anywhere in
Mexico, most are located in industrial parks in cities
along the U.S. /Mexico border. These cities and their
U.S. counterparts are promoting maquiladora growth actively.
The chamber of commerce or industrial development agency
in any of the U.S. border cities is a good place to begin the
search for a plant site. 'Tile three common approaches to
maquiladora operation — contracting, shelter operations, and
ownership of a maquila corporation —allow a prospective oper-

TABLE 2 /SELECTED TARIFF RATES ON
U.S. IMPORTS
Item

Tariff

Electronic articles

2 -8.5% ad valorem

Watch movements ad valorem

$.02 -$.45 per assembly,
plus 2 -10%

Auto cloth seat covers

6 -12.5% ad valorem

Metal articles

2 -8% ad valorem

Plastic articles

4.2 -7% ad valorem

Auto engines and parts

3 1 -3.71/. ad valorem

Source : Tariff Schedules of the United States Annotated (1987) USITC
Publication 1910.

nel. Ail the manufacturing and most of the management employees work for the shelter operator. Equipment and raw material
for manufacturing operations usually are provided by the U.S.
sponsor, which may require that the facility meet management,
technical, and quality control
standards. Often, one or more
employees of the sponsoring
firm are resident at the plant
to ensure that these requirements are met. The most important feature of this arrangement is that the shelter
operator interfaces directly
with the Mexican national,
state, and local governments,
as well as with other Mexican
companies and the Mexican
hourly workers. Because
most shelter operators have
extensive managerial experi-

ence in Mexico, they can significantly reduce the risk of
operations while providing
the customized manufachwing environment demanded
by the sponsoring firm
Mexican workers leave the maquiladora where they assemble electrical products.
Non - Mexican firms that
establish Mexican maquila
ator to choose different levels of involvement in Mexico. Comcorporations are the most important segment of the
panies with limited international experience often choose to enmaquiladora program These Mexican corporations apply for
ter cautiously and then expand their involvement as they
special status as maquila producers and exist as wholly owned
become more experienced and comfortable with their Mexican
subsidiaries of their U.S. parent corporations. This arrangement
operations.
Many firms initially become involved with maquiladora manufacturing through a contractor. The U.S. firm contracts for proTABLE 3 /MAJOR CITIES INVOLVED IN
duction with an existing maquila firm or a nonmaquila Mexican
MAQUILADORA OPERATIONS
firm that has excess capacity as a way of enjoying the advantages of the program with minimum risk. 'The difference bePanel�1�� �United�States�/Mexico�Twin�Border�Cities�&�States
tween contracting with a maquiladora and with any other firm
United States
Mexico
is that the contracting firm probably will have to provide corn
Douglas, Arizona
Agua Prieta, Sonora
portent raw materials. In some cases, machinery and managerial
Nogales, Arizona
Nogales, Sonora
or technical assistance may be provided by the U.S. firm.
Calexico, California
Mexicali, Baja California
A U.S. firm may become involved more directly in the
San Diego, California
Tijuana, Baja California
maquiladora program by sponsoring a Mexican shelter opera-

tor to build and staff the maquila production facility to the U.S.
firm's specifications. All the costs of the maquiladora operation
plus a operating fee must be paid to the shelter operator. The
Mexican shelter operator forms the Mexican maquiladora corporation, provides the fatalities, and hires the necessary personMANAGEMENTACCOUNtING /JANUARY 1991

Brownsville, Texas
Del Rio, Texas
Eagle Pass, Texas
El Paso, Texas
Laredo, Texas
McAllen, Texas

Matamoros, Tamaulipas
Ciudad Acuna, Coahuila
Piedras Negras, Coahuila
Ciudad Juarez, Chihuahua
Nuevo Laredo, Tamaulipas
Reynosa, Tamaulipas

a.,

provides the greatest opportunity for cost savings but requires the greatest commitment and entails the most risk for
the U.S. company. The parent firm is ultimately responsible
for all registrations and bonds. The parent, through the new
maquila corporation, interacts on its own behalf with the
Mexican national, state, and local governments and with other Mexican firms. All of the management and production
workers must be hired and trained by, and are employees
of, the subsidiary of the parent firm. The parent firm provides all the equipment and approves the raw materials used
in the production process. It also maintains responsibility for
all technical, production, and quality control standards in the
maquiladora.

MAQUILADORASANDFOREIGNTRADEZONES
ome of the most successful maquiladoras combine their
Mexican manufacturing operations with foreign trade
zones (FTZ) in the United States to reduce further the
impact of tariffs and duties. An FTZ is an entity created under the Foreign Trade Zones Act of 1934 to facilitate foreign
trade by U.S. companies. Technically, an FTZ is a physically
isolated area that is not considered part of the customs territory of the United States even though it actually is located
on U.S. soil. Goods moved into an FTZ generally are not subject to U.S. tax, tariff, customs, and other regulations until
they enter U.S. customs territory (are moved out of an M
as final products for sale. Goods in transit between zones are
not considered in U.S. customs territory. Individual plants
and warehouses can be located in existing FTZs or can be
designated as subzones by arrangement with FTZ grantees.
FTZs generally are considered more flexible and convenient
than other forms of customs and duties deferral such as
bonded warehouses.
FTZs generally are used by maquiladora operators for
one of two purposes— customs and duties deferral, or changing the duty class of imported goods.
The most common use of FTZs by maquiladora operators
is for customs and duties deferral. Products produced by
maquiladoras are subject to duties on the value added in
Mexico. Those fees are due as soon as the goods enter U.S.
customs territory, even if they go into inventory in the United States. By holding inventory in an FTZ the customs and
duties can be deferred until the maquiladora product is used
or sold. In the case of the major automobile manufacturers
with maquiladoras, the warehouses and transfer points in
the border cities and the assembly plants in other regions
of the United States, such as the upper Midwest, all are designated as FTZs. Consequently, the duties on the
maquiladora products do not become due until the automobile is shipped from the plant to a dealer.
A second important use of Fl Zs is for changing the duty
status of imported products. As can be seen from Table 3
tariffs vary greatly across products. In general, U.S. tariff
rates discriminate in favor of finished products. Also, certain
products bear punitive tariffs, which may be as high as 30%.
If imported parts can be combined with U.S.-produced parts
so that the U.S. content becomes large, tariff liability on the
assembled product can be lowered significantly.
Some maquiladora operators import unassembled parts
or products with exceptionally high tariffs into FTZs in U.S.
border cities. They then transfer these parts to a
maquiladora where they are assembled and in many cases
combined with U.S.-produced parts. The resulting assembled product is then subject to a significantly lower tariff
when it enters U.S. customs territory. In the case of those
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By having clothing made in Mexico, a firth can take advantage of
the low wage rates there.

products that suffer punitively high tariffs, the work done in
the maquiladora with U.S- produced parts increases the U.S.
content sufficiently to change the tariff status of the final
product when it finally enters U.S. customs territory.
An additional advantage of a foreign trade zone is that duties do not have to be paid on items that enter the FTZ but
never subsequently enter U.S. customs territory. This is particularly useful for products that are inspected and /or repackaged in an FTZ for further distribution in the United
States. Duties do not have to be paid on rejected or damaged
items that cannot be shipped to U.S. buyers.
An increasingly competitive business environment in the
business world requires that U.S manufacturing firms develop strategies to reduce costs while maintaining quality. Establishing manufacturing operations under Mexico's
maquiladora program is one of the most effective ways. The
benefits of a maquiladora can be enhanced by the effective
use of foreign trade zones in the United States.
The maquiladora program allows U.S. manufacturers to
tap Mexico's low -cost, high - quality labor while maintaining
the industrial base, transportation, communications and
technical service networks, and huge market of the United
States. Maquiladora operators can gain global competitiveness and at the same time maintain well- established and successful domestic relationships with markets and suppliers.■
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ou are drowning in software packages. Floppy disks
are sliding off your desk, covering your feet, filling
up your entire office. In fact, you doubt you can even
get through the door. You begin to sweat; the pressure's on. It's your responsibility to select the proper package for your department, but you haven't gotten any closer
to the answer. The choices are overwhelming! just then another huge bag of disks lands on your desk, making matters
worse (if that's possible). Panic sets in.
You suddenly start awake. It's been your recurring nightmare, haunting you both day and night—how to select that
perfect software package. And haunt you it should. Making
that kind of a decision can be just as long lasting as any capital investment decision. What's more, it should be given the
same consideration prior to purchase. You wouldn't, after
all, go out and buy a new piece of manufacturing equipment
just because the salesperson (or your Uncle Sid) said it was

Prospective buyers peruse the software choices available.

good. You'd do your homework first.
In the soon -to-be good old days, you might have gone
looking for your information in all the wrong places. What
you thought you already knew would influence your investigation. Cloud that limited knowledge with propaganda filtering in from those who might not have your best interest
at heart and you could be led down the wrong path.
One evaluation route occasionally taken by prospective
buyers is to weight each attribute essential to them in a software package. This weighting is used to compute a score for
each package. The highest score will be the first choice.
The buyer compares each attribute to every other, determining its relative importance. If done properly, this, in itself, can be mind - boggling. If four attributes are being evaluated, six comparisons are made. If the number of attributes
is increased to six, the number of pairwise attribute comparisons increases to 15. (See Figure 1.)
For 10 attributes, the pairwise comparisons increase to
45. For 20, the number soars to 190. It's no wonder this step
is often sidestepped.
Alternatively, the prospective buyer may see a demonstration of the selected software packages, rating each package on its predetermined attributes. Again, he computes the
weighted score for each piece of software, choosing the
MANAGEMENT ACCOUNTING/JANUARY 1991

PICKING THE
PERFECT
SOFTWARE
PACKAGE
Follow this step-by-step blueprint
to select the right software.
package that scores the
highest. He suffers no immediate buyer's remorse
because he is comforted in
the knowledge his selection
process was scientific.
Remorse comes when
the package fails to meet the
buyer's needs. The weighted numbers become meaningless when he realizes
they were based on
attributes not fitting his
needs and that the
weightings were arbitrarily
assigned to these attributes.
Lastly, this process fails
to identify trade -offs among
software packages. It is
these differences, rather than similarities, that should be examined carefully in the final step of the screening, comparing, and evaluating process.
A poor software decision can be costly. Existing data,
records, and files must be transformed to fit the new application software. Suboptimal software may have to be customized, which may violate the vendor's warranty. Worse,
modification may introduce bugs and control problems. Because suboptimal software choices may be inflexible for the
user's needs, they often lead to employee frustration and disc
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satisfaction. Finally, a poor software decision can end up being discarded. What does the user do then? Why, conduct
another search, of course! Something better is needed.

THERIGHTWAY
lie key to more efficient decision making is to view software purchasing as capital budgeting. The process is
essentially a stepwise screening that narrows the
choices to a manageable number that can be carefully considered. (See Table 1.)
Forget about examining the available software, and go directly to a needs analysis. Carefully plan and consider how
the software will fit into the already existing information system before you try to identify specific software packages.
The ultimate purchase should be need -driven and based on
predetermined requirements, not on needs created by sales
personnel.

TABLE 1 /HOW TO SELECT A
SOFTWARE PACKAGE
1. Identify your needs.
2. Specify minimum requirements for these needs.
3. Use outside surveys to identify software packages that seem
to meet the need requirements.
4. Eliminate inferior packages by comparing features of
software packages still under consideration.
5. Gather more information from magazines, users, vendors,
trial testing, and demonstration, etc. Eliminate packages with
critical problems.
6. Develop weighted average score for remaining packages.
Evaluate trade -offs on packages with high scores. Make
purchase decisions after considering trade -offs.

For example, you have decided that an accounts receivable package is needed for your small business. You also
have determined that the targeted package should meet the
requirements listed in Table 2.
These minimum standards then become the measure
against which software packages will be compared. This ensures that the software ultimately selected will satisfy your
needs and will let you focus on a subset of software packages
rather than the entire universe of packages available for a
given application.
Some of the needs specified in the first step will be objective quantifiable benchmarks. Others will be more descriptive and qualitative in nature. Yet, you should not be deterred from completing this important step. Table 3
illustrates the requirement specifications. Note that this example only illustrates the procedure. It is not intended as a
guide to selecting a receivables application package.
Worth noting is that the requirement specifications tie in
to the existing systems. The buyer has identified a need to
have the receivable system articulate with the general ledger system already in place. Without more specification, this
need could be met in various ways. At one extreme, you
might require that the updating of the receivable account
automatically posts the total increase to the sales and account receivable accounts in the general ledger. Or, the
summary totals for the receivable file updating could be entered into the general ledger package. This exercise narrows down the software search to include only the package
49

produced by the same vendor as the general ledger package.
Other requirements open up the entire set of receivable software available. As a sophisticated buyer you must reflect
fully on how a new system will be linked to existing systems.
LOOKING OUTWARD
tep three moves the search from an internal user need
analysis to an external survey of what is available. Begin
by using one of the published surveys of software packages for a particular application. For a given function these
computer magazine surveys compare software packages
attribute by attribute. For example, the September 15,1987,
issue of PC Magazinesurveyed the market of widely used
accounting software packages for the microcomputer. Conducted by Price Waterhouse, the survey compared all 50 different packages in each functional area of accounting.
The purpose of the buyer's review is not so much to focus
on the ratings and rankings, but rather to zero in on those
features the surveyor has specified as needed. Merely from
the description in the magazine you can eliminate those software packages that do not meet your minimum requirements. Some conditions may not be contained in the survey
so keep them in mind for future evaluation.
Rankings published in the software survey should not enter into your evaluation at this stage. Software with top
rankings should be excluded when it fails one or more of
your requirements.
Low -ranked software which meets the buyer's minimum
requirements should pass the initial screening. The factors
which led to the low ranking should be noted. If a feature
not initially considered is later deemed important, you might
modify your requirement list and specify it. However, care
must be taken to add only needed features to the requirement lists. "Nice - to-have" features should not be added.
A list of software that meets your needs can be drawn up
from the information gathered from computer magazines.
The process does not end here because the magazine survey
may not have evaluated the software on all the criteria that
you specified. Thus, you may still have unanswered questions that can be resolved only by testing or seeking additional information. The remainder of the search can concentrate on those packages that have not been eliminated.
WHICH DOMINATES?
his step looks for dominating packages. Some software
packages will be rated superior to other packages on
at least one attribute while being rated at least equivalent for all other attributes. The inferior packages can be

TABLE 2 /IDENTIFYING YOUR NEEDS
FOR A RECEIVABLE SOFTWARE
PACKAGE
1. It creates monthly statements (bills), suitable for mailing, and
keeps balances of customer accounts.
2. It is user - friendly.
3. It integrates with existing data systems.
4. It has internal control features.
5. It runs on existing hardware.
6. It is not overly expensive.
7. The software is flexible.
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TABLE 3 /AN ILLUSTRATION:
SPECIFYING YOUR REQUIREMENTS
FOR A RECEIVABLE SOFTWARE
PACKAGE
I . The package produces bills of a quality suitable for mailing to
customers, maintains 'open account" recording — thus cash
sales orders are separate records, allows for aging for
accounts.
2. The package is user - friendly —such that on -line help is
available , menus are used, a tutorial is provided, and the
system is simple enough so unsophisticated (computer fearful) employees will not be overwhelmed by it.
3. The package integrates with the general ledger system
producing control account totals from each updating of
records in receivable file. These totals then are used to post
the acc ounts in the gene ral ledger pac kage (C ash, Ac counts
Receivable, Sales, etc.).
4. The package has internal control features such as:
a. Batch control totals,
b. Password protection against unauthorized use,
c. Account write -off protection procedures, and
d. Document count.
5. The package runs within existing computer memory of 640K.
6. The package costs less than $800.
7. The package is fle xible such that the buyer can:
a. Enter its own company heading, address, etc., on the
billing statement,
b. Enter volume discounts,
c. Enter sales discounts,
d. Enter salesman number with each account,
e. Allow user override on volume and sales discounts,
f. Accumulate a year-to -date sales total for each customer
account,
g. Keep a record of the date and amount of each customer's
las t purc has e,
h. Has an account write -off procedure.

eliminated. For example, look at Table 4.
Package B has all the features that C does, plus some.
Therefore, B dominates C. Because C is inferior, it is eliminated from the set of possible software that meets your
needs. Note that software package A has features that B
does not. Also note that B has features that are lacking in
A. Therefore, neither dominates, despite the fact that A has
one more feature (17 versus 16) than B. Packages A and B
must both be compared and evaluated further.

INFORMATIONGATHERING
ore data about each remaining noninferior package
must be gathered from several sources, including
so ftware reviews in com p uter m agazin es, vendor -

supplied demonstration disks, and users of the package. Retailers and CPAs can often name users willing to give you
the benefit of their insight. Trade associations are also
sources of information. Ideally, you might give prospective
software a test run either at the vendor's store or at your office.
This stage of the analysis attempts to identify problems
inherent in the package. Most crucial will be difficulties in
the area of critical attributes. Control and backup procedure
problems are most significant. Unusual problems encountered by users are important pieces of information a buyer
MANAGEMENT ACCOUNTING /JANUARY 1991

TABLE 4 /SOFTWARE PACKAGE
MATRIX
A
Includes reports of daily invoices sorted by:
Department
Batch
Customer
Invoice
Department and Customer in trial balance
format
Batch Summary with general ledger
distribution in detail and in total

vendor
B

C

qtr

yt

Includes reports of daily cash receipts sorted by
Department
Batch
Customer
Department a nd Cus tomer in trial ba lance
format
Batch Summary with general ledger
distribution in detail and in total

it

YY

yi

Y

Prints trial balance reports using aging
categories of:
Current, 30, 60, and 90 -plus days
User's specifications
Performs aging of accounts by date specified
and by department
Aging reports include:
Customer name
"Bill to" address

r

Contact name
Phone number
Produces customer mailing labels
Prints standard dunning letters
Generates customer statements on an
as- required basis
Produces dunning letters on an
as- required basis

must consider carefully.

READYTOCHOOSE
our sixth and final step for remaining software is to apply a rating analysis. Make a list of desired features
compiled from your original requirements list and
from the magazine survey. For each attribute, you must evaluate each package and assign a score. Attributes must be
weighted as to their relative importance. This exercise can
be accomplished before or after you score each package for
each attribute. Thus, at the completion of this step, you have
an overall score for each package reflecting the package's
performance. The purchase decision can now be made with
the confidence that the software will meet your needs.
■

Dr. William D. Samson, CAM, CPA, is an associate professor
of accounting at the University of Alabama. He is a member
of the West Alabama Chapter, through which this article was
submitted.
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THEDEATHOFA SPREADSHEET?
They allow accountants never-imagined programming opportunities.
Certificate of

Merit,

BYIVORR.ROBERTS
1989.90

preadsheets are old hat to most
accountants. We use them to
manipulate and store data and
perform complex mathematical
functions. But there is a price to pay for
this computer magic. Each time a
spreadsheet is created we have to start
all over again formatting headers, columns, and rows, and reentering data.
But what's an accountant to do? Most
of us are resigned to the customary
drudgery of keying in the same old figures, spreadsheet after spreadsheet.
Enter the new databases! They
promise freedom from those wasted
hours by allowing the accountant access to once - programmed data as often as needed. Despite its complex capabilities, database output looks a lot
like a spreadsheet. Database files are
arranged in columns similar to a
spreadsheet. Each column will have a
header, and the data under the headers can be numeric or alpha. These
data can be formatted much like a

spreadsheet. Programming using a
database language is similar to setting
up macros within a spreadsheet environment. The end result contains fewer "bugs" than when using custom
software.
One drawback to databases is that
they are still voracious users of memory. In addition, they are relatively
slow in processing speed. But many of
these problems have been alleviated
today with improvements in PC hardware.

LIVING PROOF
ere are some of the lessons
learned by one company that just
installed a database system.
Contech Construction Products,
Inc., a leading producer of highway
construction products, maintains
many plants and sales offices throughout the United States. In 1986, the
company was faced with how to computerize all of these locations and tie
them into the Middletown, Ohio, corporate headquarters. Although some
of the larger locations did have an IBM
Contech Construction Products

Contech Construction Products uses a customized database to track inventory and sales
daily for all projects.
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5280 to process orders and generate
invoices, this system was considered
too small and slow for current or future
use. No site at that time was tied into
headquarters, nor was the software
available to handle plant or sales office
operations and a tie-in to corporate
headquarters. Contech's systems
manager Chuck Fortener decided to
create a customized software system
using a database system.
The newly created system would
have to be PC -based and capable of
handling a large volume of data.
Contech's cost accounting department
would be the liaison between the systems group and the eventual users of
the system —the operating plants and
the sales offices. This organization
seemed logical because the new system would be based mainly around inventories and sales.

THECHOICES
any databases are currently on
the market, and, for the most
part, all are good systems. A
few of the best known include dBase
IV, Foxbase, RBase, Paradox, and
Dataflex. The decision to go with any
certain database must take into consideration the cost of the software package, ease of programming, support
and upgrades from the software company, and any special systems requirements such as memory and operating
system. Contech's systems department chose the Foxbase database system around which to build a customized system to handle receiving,
manufacturing, inventory, shipping,
order entry, invoicing, and receivables. All of this activity was to be reported to headquarters via telecommunications. For hardware, the
company went with a 286 -based PC
network system. The operating system is IBM DOS with a Novell system
"shell" handling the network. To communicate with headquarters, the systems department chose Crosstalk
MANAGEMENT ACCOUNTING /JANUARY 1991

Mark IV and Carbon Copy software.
Plants and sales offices currently
send information to corporate headquarters on a daily basis over the telephone lines. This information is fed
automatically into two PCs located in
the headquarters' systems department. This information remains on
hold during the day in the PC hard
disks. Each night it is fed into the company's mainframe using another communications software program that allows a PC to communicate with a
mainframe. From that point, the information can be accessed on -line by any
of several departments including cost
accounting, tax accounting, credit, and
receivables.
The Contech Construction Products system was completed in approximately one year. Improvements are

file would dissuade most people from
attempting database programming.
As databases become increasingly
popular and user friendly, however, accountants may begin to recognize that
today's databases are the "numbers
crunchers" of the future. Any time invested now in training and programming will be rewarded in the future
with an easier transition to new
database programs.
Don't write off databases before you
start Remember learning your first
spreadsheet program? Many hours
were invested in mastering Visicalc,
Multiplan, and Supercalc before you
saw some of the slick printouts now
taken for granted.
The transition from spreadsheets to
databases won't happen in the immediate future. However, some

report that will be used daily.
There are a few software companies
that are attacking this area of programming. The current direction software
houses are taking is to create database
files that contain raw data and then use
spreadsheet programming to access
those data. In other words, the user
would generate a spreadsheet that
would contain some or none of the raw
data needed for processing. The
spreadsheet cell address that we have
all come to know would contain the
database file name and address of the
data that are required. Thus, the programmer/user would have all of the
most frequently used raw data permanently stored in data files to be
accessed by many different
spreadsheets. A welcome bit of news
indeed!
Construction Products

Contech's Middletown, Ohio, headquarters receives manufacturing, Inventory, shipping, order entry, Invoicing and other data via telecommunications from plants and sales offices around the country.

still ongoing, but for the most part, the
systems were on -line and the plants
and sales offices operating their computers within the first year. All of this
was accomplished with custom software using databased programming.

MOVING ON?
ith all the power and versatility available from a database,
should we accountants abandon our spreadsheet programs and become database programmers? Is the
death of spreadsheets truly imminent?
The answer to these questions is a resounding NO! Too much time and
money have been invested in
spreadsheet programs to simply move
on to another "number cruncher" such
as a database. The cost of training a
large number of people in database
programming would be exorbitant.
The time invested in transferring data
from a spreadsheet to a new database
MANAGEMENT ACCOUNTING /JANUARY 1991

spreadsheets are already becoming
more database oriented in their file
structures and in their programming.
The software houses are starting to
see the benefits of databases over current spreadsheets. Most spreadsheets
now have some type of database built
into their programming, but these
databases don't have the power of a
real database program such as dBase
or Foxbase.

GETTINGEASIER
o be truly, acceptable and usable
by the accounting profession, a
database must be easier to program. Current databases have made
great strides in improving their ease of
use and programming. Some have
even taken a cue from spreadsheet
programs and are going to a menu based programming system. These
menus, however, are not powerful nor
easy enough to generate a meaningful

Is this the answer for accountants?
It's a step in the right direction.
A final word to the database software houses: While you're gearing up
to produce the next generation of
spreadsheet /database programs, give
us a system that is truly menu - driven,
easy to use, and yet still powerful
enough to generate meaningful reports. A large market of tired
spreadsheet users awaits you. Your
sales are guaranteed!
■
Ivor R. Roberts is a cost accountant with
Contech Construction Products, Inc. He

is a past president of the Miami Valley
Chapter, through which he submitted
this article.
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SOFTWAREPACKAGEREVE
IW
n this special supplement, MANAGEMENT ACCOUNTING© is

again presenting reviews of a number of different software packages that
may be of interest to management accountants— general accounting packages, a couple of financial modeling
packages, and even a graphics package that will help brighten your presentations. The reviews, written by
professionals in business and the academic world, discuss best use for each
package, equipment needed, ease of
installation and use, and features intended especially for the financial professional. This year we are also including reviews of five software packages
for mainframe computers, with some
background about the companies that
produce them.
For further information on any of
the packages reviewed, circle the number on the postcard or call the telephone number supplied in each review.

ACCOUNTING
latinurn, developed by Advanced Business Microsystems,
Inc. and distributed by IBM, is a
multifaceted accounting package
aimed at the small to medium -sized
business. The package encompasses
17 different modules besides the system manager. Suggested minimum
hardware is an IBM PS /2 or compatible with a hard disk. Installation is
straightforward, although detailed installation instructions are somewhat
hidden in Chapter 3 of the manual.
The review process for this package consisted of hands -on experience
and discussions with current users.
Modules reviewed were the general
ledger, accounts receivable, and accounts payable.
Platinum's system integration and
security offer a high degree of flexibility. The user or system administrator
can control module interfacing so that
a module can be used for a stand -alone
accounting application, but the true
benefits of Platinum come from using
the designed interfaces. For instance,
accounts payable can pull information
from a purchase order, update inven-

tory records with actual cost, and provide cash disbursement information to
the bank book module.
System security consists of password and individual user security. The
user security provides a read -only status for functions within each module
and can be tailored for each person.
The general ledger module from
Platinum is comprehensive yet flexible
with features such as 13 -month period
accounting, recurring journal entry,
and on -line access to information. Given the comprehensiveness one might
expect limited flexibility, but such is
not the case. Custom report writing capabilities make possible a multitude of
options in sequencing and extracting
data from the database. From a simple
master chart of accounts a user can develop multiple sets of accounts to handle various financial reporting requirements.
Noted features of the accounts receivable module are the ability to: (1)
add customers at invoicing time; (2)
pull pricing from inventory records;
and (3) assess finance charges on
overdue accounts. A complete customer profile is available.
Report sorting and sequencing are
extremely versatile. Reports include:
sales journal, gross profit, distribution
to G /L, commission, sales history,
aged receivables, projected cash receipts, sales tax, customer price list,
price specials, and product sales.
The accounts payable module is a
voucher -based system with features
such as duplicate invoice checking,
1099 support, mailing label printing,
and discount management. Again, as
in the receivables module a user can
add vendors on the fly. The
backwriting feature writes basic information from invoice entry and creates
a vendor record.
Within Platinum, discounts are taken irrespective of the company's cost
of funds unless the user manually suppresses a particular discount. Therefore, it is possible to pay at the discount date when a better use of
company money would be to pay at the
net due date. The second caveat is that
1099 forms have to be printed before
posting new calendar year payments
(i.e., prior to January closing). Usually

this should not be a problem, and adequate warning is given.
The following points were made by
users of Platinum. A common menu interface enhances the familiarity of
each module to the user. Context -sensitive help is available at the touch of
a kev and is customisable. However,
the ability to customize the help facility
probably should be turned off for individual users before actual system implementation—it is easy to delete information. (It is, however, possible to
retrieve these files.) Expert telephone
support is available but not always immediate.
Generally, users were satisfied with
Platinum once set up and running but
found initial system implementation
difficult. A qualified and knowledgeable installer is a worthwhile investment to help in implementation.
Anyone considering this package
should buy a book published by Advanced Business Microsystems, titled
Management Accounting with the Platinum Series ($27.50).It provides an extensive description of each Platinum
module and various accounting and
audit features of the package.
Platinum is a strong contender for
first choice as a PC -based accounting
package. Features galore, strong telephone support, and flexible report
writing capabilities are reasons to
make Platinum your solution.
Each module costs $795. For information, call(800) 426-7699,ex. 995.
J.J. Gilgenbach
BF Goodrich Company
Akron, Ohio
Circle No. 3 6
oney Matters One -Write
Plus accounting software is a
financial management system for small businesses and home offices from Great American Software.
Modeled after the familiar one -write
manual system, Money Matters can be
customized to meet various needs.
Money Matters includes 14
predesigned charts of accounts that
can be modified. The software automatically converts single entry to do%
ble entry and ensures that each egt
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balances.
The software allows for four, 12,13,
or a user- defined number of accounting periods. You may have up to 15
open periods. Multicompany (up to 99
companies) and departmental income
statements are available, as are budget
reports, including variance analysis.
The accounts receivable and accounts payable modules will handle up
to 2,000 customers /vendors on a hard
disk. Accounts receivable reports and
journals include customer card and
analysis, invoice and sales analysis, invoices, statements, aging report, mailing labels, open invoice report, and
posting register. Accounts receivable
will print service, professional, and inventory-type invoices, as well as customer statements. It will handle either
open item or balance forward customers, track year- to-date sales, and automatically calculate and apply discounts
and finance charges.
Accounts payable reports and journals consist of vendor cards, mailing
labels, open invoice report, purchase
analysis report, checks, posting register, purchase journal, and aging report. Accounts payable provides for
terms and discounts for each vendor
and records all purchases, payments,
credits, and direct disbursements. The
software will calculate and apply all discounts automatically.
SuperTrack is a powerful built -in
tool that allows tracking of a wide variety of items using a subaccount
"card" system. It can be used to track
project hours, units of inventory, commissions by salesperson, repair costs
to individual units in a fleet of trucks,
number of dentures produced by a
dental lab, and so on.
17he SuperTrack entries are made
at the same time the normal accounting entries are made. When repairs are
recorded in accounts payable, the expense can be spread to the appropriate
vehicle by using the SuperTrack function key. Similarly, the number and
type of denture units can be tracked
when recording the invoice. Other
uses for SuperTrack include fixed asset /personal property tracking, income /expense tracking per unit for
property management, investments,
and project - related fees and hours.
The instructions for the software
are easy to follow— neither too technical nor too simple. Step -by -step procedures are detailed to ensure proper
use. Realistic examples are given for
all applications.
Money Matters One -Write Plus accounting software requires an IBM

PC, XT, AT, PS /2, or compatible, 512K
RAM, a hard disk, DOS 2.1 or higher,
color or monochrome monitor, parallel or serial printer (80 or 132 columns) , or a laser printer. The Accounting System costs $299. The Master is
a small version designed for cash basis
users. It excludes accounts receivable
and payable and costs $149. These
products are offered by Great American Software, 9 Columbia Drive, Amherst, NH 03031 -0910; (603)889 -5400
or (800)388- 8000; fax (603)889 -7776.
Hartley F. Dewey, CPA
Hampton Roads Chapter
Virginia Beach, Va.
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FINANCIAL ANALYSIS
he Mobley Matrix, developed by
a former director of the IBM Executive School, is a financial analysis and planning tool that takes complex financial concepts and turns them
into easy -to-use templates and reports.
The concepts this software package
tackles include cash management,
analysis, financial analysis, and financial planning. The mechanism used to
make these areas easy to understand
and use is a matrix. Down the side of
this matrix are summarized income
statement and balance sheet accounts
(Sales, Expenses, Accounts Receivable, Debt, etc.). The other dimension
of the matrix breaks the data down by
type (Balance Sheet, Income Statement, Cash Statement).
The matrix is sophisticated enough
for the average firm but not overly
complex so it is difficult to understand.
Its clear format will help you understand your cash flow activity and the
reasons behind it
'Ibis first screen also makes financial analysis easy as changes in balance sheet items are shown by component of change. The real financial
analysis tools are found on the "Strategies" screen, however. Here, almost
any ratio you would use in business is
found, calculated from your entries on
the matrix screen. More than 50 ratios
and summaries tell you all about your
operations from a banker's or investor's perspective.
These ratios may appear less than
useful if your school days are well behind you. However, a fantastic book is
included that turns each of these concepts into everyday language. It starts
at the basics (what is depreciation)
and takes you through a component

study of the Dupont formula. The book
explains a lot about the operation and
use of the software as well.
The next area this program covers
is financial planning for your company.
It is defined by time period (month,
quarter, year), and you can have multiple periods building upon prior periods. Once the data are entered, you
can tell what the income statement,
balance sheet, and cash flow would
look like. Some examples are: changing the sales growth rate to 15%, increasing collection effort to improve
receivables turnover, or having variable COGS increase of 5%.
An added benefit is the arrows.
When you are unsure of the various
impacts of a strategy change, you can
view arrows that show what changes
and in which direction.
The planning part should be of substantial use to small businesses. Working with your bank to borrow money
can be simplified by having a complete
plan in place. The plan would include
a breakdown of your financial condition and cash flow, your assumptions
for future changes, the impact of those
changes on your borrowing needs, and
a sensitivity analysis of the impact if
your assumptions are incorrect,
Graphics and reporting capabilities
also are included in this package.
Graphs of breakeven analysis and several types of trend analyses, in both
line and bar chart form, were helpful.
Printed reports are also available. Ail
additional feature of The Mobley Matrix is its ability to import and export
data from Lotus and Excel.
Installation and training were easy
and fast The software is menu and
function -key driven. The screen constantly shows the keys you should be
using, which made learning and using
very simple. The documentation does
a good job of explaining what to do and
theavailable options, but it is not perfect The people at the company were
very friendly and easy to deal with.
The software requires an IBM or
compatible computer with 640K of
main memory, a standard graphics
card, a 10MB hard disk, and DOS 2.0
or higher. The package costs $895.
For more information, contact The
Mobley Matrix, 12555 West Jefferson
Blvd., Suite 200, Los Angeles, CA
90066 -7034; (213) 207-5310.
Charles E. Drury, CMA
Siecor Corporation
Hickory, N.C.
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inancial Wonder from Brainchild Software, Inc. is software
for budgeting and corporate financial modeling. It can help with business decision making, ratio analysis, financial projections, and `"what if"
analysis.
I have had some limited exposure
to Alcar, a similar product. Alcar is
very costly compared with Financial
Wonder, so I was especially interested
in how the two packages compared in
those areas of Alcar I had worked in.
More important, however, was the
ability of Financial Wonder to work
with Lotus 1.2 -3. I use Lotus 1 -2.3 for
most of the tasks I do on my PC, and
probably most financial and accounting professionals use 1 -2 -3.
This program was relatively easy to
install. Its key protection is a hardware
"key" installed on the PC. The manual
reminded me of many others I have
used, with one main advantage —it was
written with the financial professional
in mind.
In using the software, I was impressed by the ease of inputting and
manipulating data. This program provides a pull -down menu system of pro-

cessing alternatives. For those who
feel comfortable with Lotus 1 -2 -3, the
transition is easy.
My scenario involved a short forecast period (1990 to 1992), forecasted
monthly. Development of the file is
easy because Financial Wonder allows
changes to be made to all areas of the
spreadsheet. Changes made to one account spread through the other accounts and over the total forecast period.
After a file has been developed in
Financial Wonder, the software allows
a smooth transition to a 12 -3
spreadsheet. The software preserves
the format and totals from the original
file. Financial Wonder generates most
of the reports required so that moving
the file to Lotus 1 -2-3 is not always necessary.
Within the scope of my limited experience with both Alcar and Financial
Wonder, I found the latter easier to
work with. Alcar has a series of menus
instead of pall -down menus, and Financial Wonder appears to recalculate
more quickly. When Alcar files are
translated into Lotus 1 -2 -3, all of their
features are not preserved aswith Fi-

nancial Wonder. When comparing
cost, Financial Wonder is the better
buy. In summary, Financial Wonder
offers a multidimensional forecasting
package at an affordable price.
'The software requires an IBM or
compatible computer with 640E, a
hard drive with at least 2MB available,
DOS 3.1 or higher, and a color or
monochrome screen. It sells for $495.
For more information, contact Brain Child Software, Inc., 2 Thomas Lane,
Plainview, NY 11803; (516) 822 -1132.

Sheri Al. Staub
Florida Steel Corporation
Tampa, Fla.
Circle No. 39

GRAPHICS
reelance Plus 3.01 for DOS.
When you are trying to make all
your financial data make sense, a
graph will help bring home the point
of your presentation. Lotus Development Corporation's Freelance Plus
x.01 for DOS is a presentation graphics
software package for IBM and compat-j
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ible computers. (I say "for DOS" because Lotus has just released Freelance Graphics, a similar program for
the OS /2 operating system.) Freelance Plus has a wide variety of features.
Charts. One of the major uses of
Freelance Plus is to create graphs or
"charts." Chart types include Horizontal and Vertical Bar and Stacked Bar,
Line, Pie, XY Scatter, Text, High -LowClose-Open, Area, Bar -Line and Table.
Information is entered in a fill- in -theblanks form.
The best thing about creating a
chart based on data from your Lotus 12-3 spreadsheet is that you can set up
data links from your Freelance chart
form to your spreadsheet. Once the
links are established, the data in the
chart are updated (either manually or
automatically) whenever the Freelance Plus chart form is retrieved.
Wien you choose the linking
spreadsheet file name, Freelance Plus
will let you view and "point" to the
ranges of graph data in the Lotus file.
Linked data include values, titles, legends, notes, and named Lotus graphs.
Linkable files include all versions of
Lotus 1 -2 -3 and Symphony, dBase
(Abf) files, ASCII text files, and SYLK
format files. I use the link feature often
and rind it very useful.
Drawings.After you choose the
"Go" command, Freelance Plus will
draw your chart based on the parameters entered on the chart data form.
Then you can annotate your graph
even further by adding arrows, sym-

bols, lines, more text, and freehand
give you room for more complex
drawings. Move the legend, change
graphs. A hard disk is required bethe fill pattern, change the text font
cause the program takes about 4MB of
and /or height, and re -size just about
disk storage to hold the program,
anything else on the graph. In addifonts, and symbols. A mouse isn't nection, the program comes with a wide
essary but will help.
variety of symbols and pictures you
Freelance Plus 3.01 for DOS lists
for $495. For further information, concan add to your drawing.
You can create drawings from
tact Lotus Development Corporation,
scratch with Freelance Plus. Drawings
55 Cambridge Parkway, Cambridge,
can be exported as TIFF or Metafiles,
MA 02142; (617) 577 -8500.
which then can be imported into your
favorite paint program.
Anthony J. Plescia
Screen Show. If you have several
Senior Financial Analyst
graphs, text charts, or tables to show
National Association of Accountants
Circle No. 40
to a group, Freelance Plus lets you assemble them in
any order and
display them in
succession,
much like a slide.
presentation.
The program is
capable of adding special effects,
Output. You
can print your
charts on just
about any printer on the market. Freelance
Plus supports a
DAWN landscapes are arty screensavers.
wide variety of 9and 24 -pin dot
matrix printers, black and white or colAWN. When you're tired of tax
or ink jet printers, plotters, and laser
preparation, take a break and
printers. The program also supports
watch DAWN slowly paint a
the Polaroid Palette for creating slides,
landscape in waves of color on your PC
and there is a driver for the Apple
screen. This smail program creates
landscapes with thousands of variaLaserWriter.
For presentation graphics and data
tions. It can be used as an art form or
integration with Lotus spreadsheets,
a screen saver. It requires an IBM PC
you can't beat Freelance Plus 3.01 for
or compatible with 512K and DOS 3.2
or higher; an 80286 or 80386 computer
DOS. I have used it for two years
(since version 2.0) and have found it an
is recommended. Hard disk users can
configure DAWN to run automatically
excellent tool. It works on all types of
when the computer is left at the DOS
IBM - compatible computers from the
prompt. The package costs $39.95 plus
8088 processor through the 80486.
$3 shipping and handling. Order it
Monochrome and CGA graphics are
from Iron Mtn Software, P.O. Box
acceptable, but EGA and VGA are
much more readable. The program
1676, Mariposa, CA 95338; (209) 742will work on a 512K PC, but 640K will
5000.

SHOPPING FOI(A MAINFRAMEACCOUNTINGSOLUTION
BY IAWRENCE WALKIN, CW
hen you buy a mainframe
accounting package, you
are investing in both a solution and a business partner. This article takes a look at five key
players in the mainframe arena and

their associated accounting packages.
Some of the firms have other modules
such as manufacturing and distribution, but they will not be discussed in
this review. From a software standpoint, procedures that the various
packages have in common will not be
discussed, but exceptions will be high-

lighted.
Table 1 shows a profile analysis of
the five companies surveyed: Systems
Applications and Products in Data Processing (SAP), Dun and Bradstreet
Software Service (DBS), Computer Associates (CA), Walker Interactive Systems, and Ross Systems.
MANAGEMENT ACCOUNTING /JAti MIS l
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TABLE 1 /COMPANY PROFILE ANALYSIS
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AP has a strong client
Dun
Computer
base, not only in EuSAP
Bradstreet
Associates
Walker
Ross
rope but also in North
US Head Office
Philidelphia
Atlanta
Garden City,
San
Redwood City,
America. SAP is the vendor
NY
Francisco
CA
for 65% of the Fortune 100
International
Walldorf,
Atlanta
Garden City,
San
Redwood City,
companies in Germany. EsHead Office
Germany
NY
Francisco
CA
tablished in 1972 in West
No.
of
Offices
Germany, the company
US
2
28
50+
3
13
came to the United States in
Intl.
25
60
50+
4
26
January 1990. With 650 emNo. of Employees
ployees involved in R &D in
US
100
2,800
4,500
220
345
Germany, SAP expects to
Intl,
1,400
3,800
7,000
300
380
continue to spend 259 of its
R &D—
gross revenues on product
'89 Intl. Spending
$50Mil.
$170Mil.•
$170Mil.
$10- 15Mil.
$7Mil.
development; The worldwide sales will increase
No. of Customers
US
25
from $210 million in '89 to
7,400
More than 85% of
711
675
Fortune 500 companies.
$325 million in '90. SAP apThis covers all C.A.
pears to be a stable growing
products and platforms
firm.
Intl.
1,300
14,000
800
820
Regarding consulting,
Module
Financial
Financial
Financial
Financial
Financial
SAP wants to be a member
Gro upings
Human
Government
Banking
Government Distribution
of the steering committee
(Total Portfolio) Resources
Human
Business
Payrolll /hr.
and will advise the client's
Manufacturing
Resources
Decisions
project leader. SAP works
Sales
Manufacturing
Human
Distribution
Resources
with outside consultants,
Manufacturing
particularly Price
Distribution
Waterhouse, CSC, and AnHardware
370
IBM
IBM
-MVS
IBM
IBM
dersen Consulting. In North
VAX -VMS
Platform
MVS /XA/ESA
DEC -VMS
MVSNSE
America, all three compa(Mainframe)
Siemens—
DEC
nies have made a significant
BS2000
VAXNMS
investment in SAP. SAP also
Nixdorf—
UNISYS
is carrying on discussions
VSE /SP
DATA GENERAL
with other large consulting
ICL
firms.
Future SAA
For support, clients can
Compliant
Yes
Yes
Yes
Yes
N/A
call their account represenEmployee Split (Intl.)
tative first. They can also
Marketing /Sales
6%
31%
21%
5%
24%
call the Help Desk in PhilaR &D
37
18%
31%
45%
25%
delphia. Clients can log onto
Consulting /Support 38%
41%
21%
30%
41%
Administrative
19%
101/0
27
20%
the on -line service system,
10%
which gives a history of
1989 International
problems that they can
Software Sales
$210Mil.
$420Mil.
$1.3Bil.
under $50Mil.
$34Mil.
browse through before reMajor
DOW
Weyerhaeuser
Bacardi Corp.
Reynolds
Nestles
porting problems directly.
Customers
Dupont
General
Baxter Health
Metal
Security
SAP feels that the quality of
General
Dynamics
Care
AETNA Life
Pacific
Electric
its product is very high and
Allied Signal
BH- Computer
Casualty
Apple
Systems
Petro Canada Computing
it therefore has nothing to
hide. This approach is
'Both M &D MSA combined prior to merger.
unique, as most vendors
would not want their customers to view the globally
reported bugs. SAP can also v catch,
phia, Toronto, and West Germany.
requirements listing that you see with
from the SAP office, what is b ping
A customer can tailor the functionthe competition in A/P. Instead, all
done on the customer's terms ial,
ality of the software by using tables to
modules feed into it (A/R, A/P, Bank,
SAP maintains two other ui lique
such an extent that programming
and Purchasing). To put this ability
policies. First, the customer is encourchanges would be minimized. It. is easy
into perspective, however, the compeaged to talk directly with the t!mployto change languages with country-spetition all provide reporting capabilities
ees in the development depart ment recific functionality. The software is proto design a cash management system.
garding problems. Second, St? P will
vided in seven languages and covers
SAP has a financial information reportallow potential customers to b orrow
legal issues for 20 countries.
ing system that allows the end user to
the software via leasing. If the y don't
SAP is one of two companies deevaluate the accounting database
want it, they can simply returi i it.
scribed here that has a true cash maninteractively. For more information,
agement facility. It is not simply a cash
call (215) 521-4500.
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DBS
ore's a company with plenty of
clout and presence. Dun and
Bradstreet Software Services
originated in March 1990, when Dun
and Bradstreet Corporation, which
previously owned McCormack &
Dodge (M &D), bought Management
Science America (MSA). The M &D
software is now called the "M Series"
while the MSA software is referred to
as the "E Series."
The merger has not forced DBS to
lose momentum. According to a February 1990 Computer Intelligence report relating to IBM mainframes in the
United States, the E and M series market share is G /L -56 %, A /P -61 %, A /R61%, and Fixed Assets -75%.
The company will offer independent E and M series offerings until'92'93. At that point, both offerings will be
migrated to one system application architecture (SAA)- compliant DBS product line. The company wants to give
customers the choice of when to migrate from an established product to a
consolidated version. They won't be
forced to switch in '922 93.
Some R &D will be spent on the current product line; however, the majority will be directed toward the new
SAA- compliant product line. DBS has
close ties with DEC and IBM QBM
owned 5% of MSA before the merger)
and certainly has financial backing (as
part of a $5 billion corporation).
DBS services the customer with internal consultants only. Clients can call
its support center, and the company
can perform remote diagnostics.
There are training facilities in numerous North American cities.
When looking at DBS, we have to
study two series of software. M and E.
The M series, called Millennium, has
common functionality and flexible
navigation (by menus, command lines,
and user commands). You can build
your own screens and Help is "cw sor
sensitive." Millennium uses the "sticky
cursor" concept in Help —that is, it
takes you back to the spot where you
last were before Help. It also has link
levels that display on the current
screen which screen you just came
from, with mobility between levels.
Security goes down to field level.
You can also travel up and down levels
of detail to the journal entry if you're
analyzing a cost center, for example.
You can customize any screen with
Screen Designer, which allows you to
change and create fields and literals.
You also can customize menus. In the

3.0 series, the general ledger account
has 44 alphanumeric characters that
you can fit into 12 fields any way you
want. With "GLDB2" you can set up relational databases. Each module
comes with its own report writer.
The E series uses an SAA-compliant product called Brightview, which
has brought consistency to the modules. The strength of the E series is accounting for governments and boards
of education. It has excellent commitment and encumbrance accounting. It
also has a budgetary control module
that compares purchase orders and invoices to the Available Funds File
(AFF). The AFT can be organized by
department, account, and so on. When
available funds have been committed
at the level you set, the AFF won't allow you to process a purchase order.
Someone at a high level would have to
change the AFF to allow the P.O. to be
recorded. DBS is selling heavily to various government bodies.
DBS has a contract with Comshare
as it relates to the IBM platform. It's
for an executive information system
(EIS) product called Smartview, which
is used with Information Expert,
DBS's fourth- generation language report writer. Graphics can be handled
100% by the work station when
downloaded. Smartview handles only
the E series G /L. The game plan is
that it will work with the M series G/L
within the year, and the balance of the
modules will be covered over the next
few years. If you want more information, contact your local DBS office.

COMPUTER ASSOCIATES
omputer Associates is another
company with very strong presence. It has increased in size over
the years through internal growth and
acquisition. CA has more than 100 offices in 24 countries.
For support, clients call their local
CA representative. There is a centralized support database. The Phone
Center is always open, including
nights, holidays, and weekends, and
clients under active maintenance can
see current fixes to problems. Scheduled training occurs in the local offices, or there may be specialized training at the customer site.
Looking at the software, Masterpiece (the financial package) provides
broad industry solutions —with integration of encumbrance and commitment accounting.
The software, in general, is positive.
The subsystems update the G/L in

batch. Screens are identified with alphanumeric or alphabetic identifiers,
and you can navigate by menus,
screen IDs, and functions. This software uses conventional file structures
and a relational database. A good example of the latter would be the G/L
account numbers. There is a free format 24- character account number that
will grow to 45 in the future. You can
build hierarchical relationships with
other account numbers without concern for a structured number. In the
basic software you use an account.
analysis to the lowest level.
The current release is 2.0. The 3.0
release is expected to hit the mainframe market in late 1991. The key 3.0
G/L features will be independent closings by organization, average daily balance, and transaction -based currency
translation. The A/R module will feature expanded flexibility on service
charge handling and automatic escalation of delinquency notices.
CA supports the executive information system (EIS) with a graphic reporting option and products such as
DataQuery, an on -line ad hoc reporting tool. CA has some other handy
products such as Smartlank, which allows you to upload budgets from a PC.
In 3.0, you'll also be able to upload
actuals. SmartLink is used only for the
CA Masterpiece general ledger, but
CA -Link can upload any application, including competitors' products. CA is
looking at a single report writer for the
future; currently each platform has its
own report writer. If you would like
more information, contact your local
CA office or Dana Williams at (800)
645-3003.
WALKER INTERACTIVE
SYSTEMS
alker is a privately owned San
Francisco -based company. Its
complete suite of financial
products were first offered on the DB2
platform in 1988. DB2 is the IBM relational database.
The flexibility of the software sets
the company apart. A user can personalize the applications to achieve a 100%
functionality fit. For example, you can
customize the flow of screens, even
merging three separate functions into
one screen. More important, the software may be personalized using Walker's Strategic Software without impacting the integrity of the base COBOL
modules, a structure the company refers to as layered architecture.
The highly integrated nature of the
MANAUMENT ACC OUN-nNG /JANUARY 1991

product was instrumental in Walker
being the first to deliver the full suite
of applications on DB2, as less development work was required. Owing to
the modularity, foreign languages are
easy to input. It's also easy to change
error messages, Help, and screen
literals. Help is associated with the
screen and the field. In addition, Help
is dynamically maintained to display
current data values.
Support centers are located in San
Francisco, Chicago, Boston, and
Aylesbury, England, with a total support staff of 40. Each client is assigned
an account executive who coordinates
support and services. In addition a 24
hour hot line is manned by specialists
who can perform remote dial -ins to
your system. The customer determines the level of severity ofa problem. Walker will devote staff around
the clock for high - priority situations.
Support calls are logged into an on -line
analysis system and tracked by management until resolved. Walker measures customer support representatives' performance by customer
satisfaction.
Training takes place in either the
San Francisco, Chicago, or Boston office or at the customer site. Most of the
training is tailored to the customer,
and most trainers are also consultants.
Walker also works with outside consultants. Research and development
are carried out at the San Francisco,
Chicago, and Aylesbury centers; 38%
of sales is reinvested in R &D.
The general ledger can be updated
in batch or on -line. It contains a flexible 50- character key chart of accounts— reporting and summarization
are not dependent on the account
structure. You define which fields you
want validated. One recently added
feature is a value promoting help function. When a function key is pressed
during on -line entry, all possible values for a field are displayed, in addition
to descriptive text. Any changes made
to the table values are reflected immediately in value prompts so operators
are always dealing with up -to-theminute help information.
Walker provides a selection of reporting tools both in advanced reporting methodology and fourth- generation language. There are 60 periods,
each for eight different types of data.
There is also a full cash management
system. Forecasting and modeling
tools exist.
New product releases in 1990 included a new asset management sysMANAGEMENT ACCOUNT[NG /JANUARY 1991

encumbrance system for government
"There was also a new release of the entire product line. Tate key industries
for Walker are utilities, oil and gas,
health care, and government.
If you would like more information,
contact Walker Interactive Systems,
Marathon Plaza Three North, 303 Second St., San Francisco, CA 94107;
(415) 495 -8811.

ROSS SYSTEMS
eadquartered in Redwood City,
California, Ross Systems is the
leading provider of financial
management software solutions for
the Digital series of computers.
Training is offered by full -time
trainers in Redwood City, Atlanta, Chicago, New York, and London, England. Ross also will provide custom
on -site education.
Support is available in Redwood
City (9:00 a.m:10:00 p.m. Eastern
Time) and in Atlanta (8:30 a.m. to 8:30
p.m. Eastern and Western time). For
those customers who require additional assistance, 24 -hour and weekend
support is available on request. Ross
guarantees a three -hour callback to
the client Ross can dial into your VAX
and will go on -site if necessary. If the
client's VAX is down, Ross can provide
backup or remote computing facilities.
Ross performs three types of consulting (1) Implementation Consulting— project planning; (2) Application
Consulting— system interfaces, data
conversions, mods; (3) VAX/VMS
Consulting— operating system consulting.
Ross expects to be a $100 million
company by 1992. It is growing by
both software sales and acquisitions.
Ross currently is rewriting its products
to Rdb, Digital's relational database,
which is similar to IBM's DB2. Ross
wants to be a government player. It released an encumbrance module in
1989 that has on -line functionality.
Ross uses two report writers. The
first, a management report writer, is
specific to the G/L and is meant for an
accountant The second, called
Crossview, is used with all modules.
This is not a fourth- generation language, but it's menu driven. Ross, like
DBS, has an agreement with
Comshare for EIS. The customer currently can obtain EIS with the Ross
general ledger.
The software's functionality is quite
advanced, Menus can be customized.
Ross uses a windowing concept that allows a portion of the screen to scroll.

Also, the windows are used for different purposes within one screen.
There is easy transportability to
electronic mail. For example, you can
"mail" a cost center analysis to a department manager. The user can have
99 buckets of information per account
code —be it financial, budget, or statistical. The code is user defined.
The system can maintain 99 different budgets with 10 years of history.
Budgets can be input by journal entry
or can be uploaded from a
spreadsheet.
The Help text is unique. As you
travel to each field, one Help line appears at the bottom of the screen.
There is no Help text behind the
screens. If you want further explanation, it is in the documentation.
The general ledger account is divided into elements. It is user defined up
to five buckets. The G/L account number can have up to 20 alphanumeric
characters. If you define one element
as "Center" in position one of a particular GLA, it also can be in position
three in another GLA You can have up
to 99 different report structures between each element. This concept
eliminates the requirement for reporting logic in the account number.
Ross truly has an end user system,
designed and used by the accountant.
If you want more information, call
(404) 257 -9198, Ext. 200, in Atlanta.
Remember, some software vendors
have more bells and whistles in their
packages than others. Some provide
better services. You, the user, have to
determine what the best overall solution is for you. You are selecting both
a business partner and a software
package. Feel free to call the writer
should you wish more information, at
(416) 253-6858.
■
Lawrence Walkin, CMA, operates his
own consultingfirm, Good Business
Consulting, in Toronto. He assists companies antigovernment bodies to buy
software packages and provides internal
project management and trainingfor
the installation.
A different version ofthis article appeared in the June 1.990CMA Magazine
(the publication of the Society ofManagement Accountants of Canada).
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.
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LOUIS BISGAY, CPA,EDITOR

MAPSUBCOMMITTEE
APPROVESSTATEMENTON
LOGISTICSCOSTS
t its last meeting, the Subcommittee on SMA Promulgation
deemed the latest changes to
"Cost Management for Logistics" responsive to its prior review. Accordingly, the Subcommittee directed that the
draft Statement on Management Accounting be sent to the Management
Accounting Practices Committee with
the recommendation that the MAP
Committee authorize its issuance by
NAA as an SMA.
This Statement would assist management accountants and others in understanding new concepts and practices for improving the manner in
which the costs of logistics are identified, measured, and managed. It would
do so by defining logistics in today's
businesses, identifying methods and
techniques for activity -based costing
for logistics, describing logistics performance measurement, and suggesting a logistics information technology /systems approach for cost
management. The Statement introduces several emerging practices for
integrated logistics, supply chain management, and activity-based costing
that are being applied at certain leading- edge corporations in managing
supply chain logistics costs.
Another potential Statement on
Management Accounting that the
MAP Committee is being asked to approve is "Determining Occupancy
60

Cost." It represents the culmination of
a project jointly sponsored by the NAA
and the Industrial Development Research Foundation. The IDRF had solicited NAA's assistance in trying to
promote greater consistency in accounting for corporate real estate occupancy costs. Representatives of
IDRF have attended SMA Promulgation meetings during which successive
draft statements were reviewed. At the
same time, versions of the paper were
shown at IDRF meetings and were received with enthusiasm.
This draft SMA addresses identification, classification, and treatment of
costs of fixed assets that are owned by
the company and used by business
units of that company, commonly referred to as owner - occupied buildings.
Proper determination and assignment
of these costs is of concern to operating executives and management accountants because the costs often are
substantial and have a significant impact on business unit profitability and
the valuation of assets. Determining
and assigning the costs have been a
source of numerous problems because
of multiple methods employed to assign the costs, a lack of generally accepted definitions for classifying various costs, and the lack of internal
company policies for measuring and
assigning these costs. This draft statement would suggest the basic categories and the types of costs to be assigned to various categories in order to
achieve widespread consistency in
presentation.
Also at its most recent meeting, the
Subcommittee on SMA Promulgation
heard two proposals that would involve the Committee on Research and
would result in Statements on Management Accounting and research
studies. 'The Subcommittee suggested
some minor modifications and submitted to both the Committee on Research and MAP Committee its recommendation that authorization to
proceed on "Allocation of Marketing
Costs" and "Using Financial Instruments" be given to the respective researcher /writers. "Using Financial Instruments" would be the sequel to
"Understanding Financial Instruments," which was approved as SMA
No. 4M and which is being edited before being given to Prentice Hall for
publication.
One other SMA matter rates mentioning at this time. In anticipation of
a fully functional Cost Accounting
Standards Board in Washington, the
MAP Committee requested the Sub-

committee on SMA Promulgation to
take on the task of developing what
would be an authoritative interpretation of a currently controversial cost
accounting issue among governmental
contractors. This task is viewed as a
test of the feasibility of the MAP Committee's establishing a mechanism for
supporting the work of the new CASB
on a proactive basis. The Subcommittee on SMA Promulgation is working
with a researcher in examining the
subject of "Uncompensated Overtime," the determination of appropriate cost accounting practice for reflecting the cost of labor when
uncompensated overtime is routinely
worked.

FASBONPOSTRETIREMENT;
CONTRIBUTIONS
y the time you read this copy, the
Financial Accounting Standards
Board should have issued its
long - awaited statement dealing with
postretirement benefits other than
pensions. The fundamental issues related to the controversial standard,
which applies accrual -basis accounting to postemployment healthcare
benefits, were resolved by a 4-3 Board
vote in October. The controversy
stems not from the premise underlying the standard but rather from the
Board's decisions regarding certain
provisions, which many in industry believe will unduly penalize corporate income statements.
On another front, the FASB issued
an exposure draft for public comment
that would establish financial accounting standards for contributions, received or given. Comments are solicited by May 1, 1991; a public hearing
will commence on July 18.
One copy of the Exposure Draft
may be obtained without charge from
Order Dept., FASB, 401 Merritt 7, P.O.
Box 5116, Norwalk, CT 06856.5116.
The Statement's title is "Accounting
for Contributions Received and Contributions Made and Capitalization of
Works of Art, Historical Treasures,
and Similar Assets."
■
Louis Bisgay, CPA, is director, management accounting practices.
Is this article of interest
to you? If so, circle
appropriate number on
Reader service Card.
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RALPHL. BENKE, JR., CMA, AND
ROGERH.HERMANSON, EDITORS

A CAREER IN
ACCOUNTING
EDUCATION
BY EUGENE CHEWNING,
CURTISL.DEBERG,
AND EDMUND SCRIBNER
pressing need exists for
doctorally qualified accounting
faculty in our colleges and universities. The supply of new doctorates
is not keeping pace with attrition in the
academic workforce, let alone with
growing demand for accounting professors. This problem has serious implications for the quality of accounting
education.
No one is more qualified to contribute to the solution of this problem than
the practicing accountant. Management accountants do make some contributions to education, but few feel
comfortable with a complete switch to
an academic career. Two main concerns are uncertainty about the process of obtaining a doctorate and uncertainty about faculty salary levels.
The American Assembly of Collegiate Schools of Business (AACSB) requires that at least 80% of the full-time
equivalent faculty of an accredited accounting program hold doctorates.
(Some restrictive exceptions to this
rule exist.) Moreover, the Ph.D. is a research- oriented degree, and the
AACSB places a strong emphasis on
the research and publication productivity of faculty. Many colleges and universities also regard research as a major part of their mission. There is a
strong incentive, then, for career professors to obtain doctoral degrees and
for institutions to recruit doctorally
qualified faculty. Faculty who lack the
research skills taught in Ph.D. prograins are at a distinct disadvantage in
their careers.
MANAGEMENT ACCOUNTING /JANUARY 1991

Doctoral program curricula emphasize accounting research problems
and the skills needed to investigate
them. Academic research involves scientific inquiry into the nature and
causes of observed phenomena, with
an eye toward bringing about eventual
improvements in accounting practice.
To equip the doctoral candidate
with the background needed to conduct scientific research, Ph.D. programs feature several major components: coursework, research seminars
and workshops, comprehensive examinations, the dissertation proposal,
and the dissertation. The dissertation,
which is a piece of accounting research, requires personal motivation
and self - discipline on the part of the
doctoral student. Also, most Ph.D. candidates obtain significant teaching experience during their residence on
campus.
The new doctoral student maps out
a plan of study immediately upon entering the program. This requires help
from a faculty advisor and other doctoral candidates. The plan lists all
courses the student expects to complete, including courses in accounting
and other business fields, minor fields,
and research methods ( "tools ").
Although a masters degree is not
necessary to obtain the Ph.D., master's level courses in accounting and
other business fields fill gaps between
the bachelor's degree and doctorate.
The minor areas offer the student a
reasonable depth of study (about four
graduate courses) in fields related to
accounting research. Often there is
some overlap among minor fields, research methods courses, and other
business courses.
Research seminars introduce the
candidate to the principal areas of accounting literature. In these seminars
the student encounters numerous examples of how research methods are
applied to accounting issues. A typical
program provides three structured
seminars that cover financial, managerial, tax, and auditing research topics.
The candidates may be required to
replicate a research project to gain experience and an appreciation for the
scholarly nature of the study. Or, a student may prepare a research proposal
that leads to a dissertation proposal.
Proposal development requires finding a significant researchable topic,
supporting it theoretically and methodologically, and then presenting it.
To gauge the candidate's progress
and to encourage review and synthesis
of coursework, a series of comprehen-

sive examinations is administered.
Typically, comprehensive examinations come soon after completion of
coursework. The "comps" do not test
the student's knowledge of accounting
practice, although ignorance of this
material could adversely affect performance. Instead, doctoral exams emphasize the research literature. Some
schools feel that students should qualify for further work on the doctorate by
passing these examinations. At these
schools, comps precede presentation
of the dissertation proposal. Other
schools feel that the candidate is more
likely to complete the dissertation if
the proposal is required before the exams. In either case, preparation for the
comprehensive examinations takes a
significant amount of effort, especially
when the program requires exams in
the minor areas as well.
A dissertation must make an original contribution to knowledge in the
student's area of specialization. Ideally, the doctoral seminars and
coursework introduce the student to
many accounting questions worthy of
inquiry. A dissertation committee is established in consultation with the primary advisor, who chairs the committee. A typical committee consists of
two or three accounting professors including the chairperson and perhaps a
statistician and a business professor
from a related area such as economics.
The proposal contains a statement
of the research problem, a thorough
review of the relevant literature, the
expected contribution of the project,
and a detailed description of the methodology to be employed. Successful
oral presentation of the written proposal to the dissertation committee and
other faculty and doctoral students establishes the candidate as "ABD" (all
but dissertation). At this stage many
candidates begin to interview for faculty positions, but it is unwise to accept
the responsibilities of a faculty position
before completing the dissertation.
A carefully prepared proposal
should enable the disciplined student
to complete the dissertation in a reasonable amount of time. A significant
portion of the dissertation consists of
the problem statement, the literature
review, and the description of the
methodology. The remaining work includes collection of data, application of
the methodology, and writing the results and conclusions in appropriate
form. When all this has been completed, the student is ready to "defend" the
dissertation in a formal presentation to
faculty. Successful defense is the last
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Flagstaff Englneedng, working with
one of the world's largest accounting
firms, has worked for two years to
produce a professional tool designed
by auditors for auditors.
Solve the problem of capturing audit
information from a computer, with the
revolutionary software solution called
Prospector. At last, you can open the
world of mainframe and minicomputer
information to your PC. Request a
data file from the MIS department and
read the file into your PC, without
programmer assistance. You don't
need to ask the MIS department
"What's the format of the file?" or
"Can I have a copy of the record
layout ?" Just say, "Please, give me a
copy of the Capital Equipment file on
a 1600 BPI tape" or "Get me a copy
of the Payroll file on diskette ".
Using an IBM PC running Windows,
Prospector will find the structure of
the file using pattern analysis and
artificial intelligence rules to let you
see the data fields on the screen. You
can then select the data fields and
specify the output file format needed
for your audit program such as Lotus.
It's that simple — no programmer
needed. Data files can be read from a
9 -track magnetic tape, 3480 or QIC
cartridges, any size diskette including
8 ", optical or hard disks.
Flagstaff Engineering is one of
the largest manufacturers of OCR,
document storage, diskette, optical and
magnetic tape conversion systems for
the IBM PC. Working with thousands
of customers in over 100 countries, we
are experts on understanding how data
files and text documents are stored
by computers. Call us today at 602
779 -3341 or send us a FAX at 602
779-5998 for more information on our
products.

FLAGSTAFF
ENGINEERING
1120 Kalbab Lane
Flagstaff, AZ 86001
Circle No. 4
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major hurdle. Normally, the research
results will be submitted to an academic journal for publication consideration.
A person interested in pursuing a
career as an accounting researcher
and teacher can expect to commit four
to five years to formal doctoral education.
The primary cost of a Ph.D. is the
opportunity cost of foregone earnings
during the time spent in the program.
However, teaching and research
assistantships are available to doctoral
candidates. These assistantships often
pay $700 to $1,000 per month for 10 to
12 months and require 15 to 20 hours
of work per week. Also, out -of -state tuition is almost always waived for graduate assistants; frequently, in -state tuition is waived as well. Other forms of
financial aid include low-interest graduate student loans and fellowships offered both within and outside the university.
The prospective Ph.D. candidate
also should consider compensation. It
may surprise some practitioners to
learn that over half of the new Ph.D.s
in 1989 -90 were expected to receive
$51,000 or more in base salary for their
first nine month academic year. Also,
over 30% of new Ph.D.s were expected
to earn over $53,000 in 1989 -90. And,
the salary for Ph.D.s and Ph.D. candidates is 70% higher than that of new
faculty with only an MBA/CPA designation.
In addition to these nine -month salaries, summer support in the form of
teaching or research stipends is available. Summer research grants are often renewable for productive researchers, and summer teaching is generally
available.
While faculty starting salaries compare favorable with salaries in the profession, compensation to professors
with additional experience and years
of service is often not substantially
greater; "salary compression" is a common phenomenon in academia. Other
benefits, both monetary and nonmonetary, induce the more senior faculty
members to continue their academic
careers. Sources of other income include consulting assignments, course
development for professional societies
and firms, CPA and CMA exam review
courses that are not part of the regular
curriculum, service as expert witnesses, and teaching in executive development programs. Opportunities for
such alternative types of income vary
considerably depending on geographic location, population, industrial char-

acteristics, and other attributes of the
area in which the faculty member resides. Some management accountants
retain consulting ties with their former
companies after entering academia.
Textbook writing, sponsored papers,
and speeches provide income for some
senior faculty.
An excellent source of information
about particular schools' Ph.D. programs is Doctoral Programs in Accounting by Terry Campbell and Roger
Hermanson. This booklet, available
from Business Publications, Inc., 1700
Alma, Suite 390, Plano, TX 75075, contains regularly updated information on
such items as admission requirements, tuition and fees, financial aid,
and program requirements. It also has
an introduction that offers suggestions
to the potential Ph.D. candidate. ■
Ralph L. Benke, Jr., CMA, Ph.D., is the
ArthurAndersen Alumni /Journal ofAccounting Education Professor at James
Madison University.
Roger H. HergWanson, Ph.D., is the
Ernst & Young Alumni professor and
Regent's professor at Georgia State University in Atlanta.
Eugene Chewning, Ph.D., MBA, is asso-

ciate professor of accounting at the University of South Carolina.
Curtis L. DeBerg, Ph.D., is assistant
professor of accounting at Arizona State
University.
Edmund Scribner, Ph.D., is assistant

professor of accounting at New Mexico
State University.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.
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ACCOUNTINGO
POLICY
We welcome all submissions to
MANAGEMENT ACCOUNTING®

magazine through the local chapters of the NAA. Every manuscript
is subjected to a through review
process by objective examiners to
ensure its integrity and accuracy
before it is considered for publication. Mere submission to the
editoral offices does not guarantee
acceptance, although each manuscript is given equal and full consideration.
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ASSOCIATION
NEWS
DEBORAHBYRNE,EDITOR

CNAPMAN
ESTABLISNES
KSUCHAIR
Former NAA President
Robert G. Chapman and his
wife Virginia have contributed $560,000 to the Kansas
State University Foundation
in order to establish a chair
or professorship in management accounting and add
$60,000 to a scholarship
fund which they established
in 1978. When the Chap mans decided to retire and
move to Oregon near their
three sons, they discovered
that they could not afford to
sell their highly appreciated
home located east of Los
Angeles. The We of the
property would have cost
the Chapmans an enormous
capital gains tax.
Instead, the Chapmans
donated their home to their
alma mater, in the name of
the Kansas State University
Foundation, to create a
charitable trust. The trust
will avoid the stiff taxes,
give them income tax relief,
and provide lifetime income.
A publication of the Kansas State University Foundation quotes Bob Chapman in an inteview, "'I was
educated in zoology because I planned on medical
school.' But his knack for
management led him to private enterprise, and he
helped turn Zieman Manufacturing from an alley shop

into an eight –plant, multimillion dollar business. He
served as president for the
National Association of Accountants, 1973 -74."

FORMER
PRESIDENT
NECKERTDIES
J. Brooks Heckert, who
served as NAA President,
1952 -53, has died at the age
of 97. Mr. Heckert was one
of the founders of the Columbus Chapter of the Association and served as
chapter president, 1928 -29.
Dr. Heckert earned degrees from Kansas Wesleyan University and the University of Chicago. He
served in World War I as a
U.S. infantry officer, and after the war he became head
of the Department of Economics and Business Administration at Simpson
College. Five years later, he
moved to Ohio State University where he taught accounting and business
courses for 31 years. Simpson College presented him
an honorary Doctor of Law
degree and Kansas Wesleyan University, a Doctor of
Commerce degree.
In 1975, to honor the accounting professor, Simpson College dedicated and
renamed a building Heckert
Hall to house the business
department.
Dr. Heckert joined the
National Association of Ac-
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countants in 1927 and
served as a director and on
a number of national committees prior to his election
as president. Dr. Heckert
was an Honorary Life Member of the Association and
attended many Annual Conferences and other Association meetings after his term
in office and retirement
from teaching.
Dr. Heckert wrote six
textbooks on business including Controllership —the
Work of the Accounting Executive and Distribution Costs,
both published by Ronald
Press Co., and a number of
articles published in accounting publications including the NAA Bulletin.
He was listed in Who's Who
in America. He is survived
by his wife Eileen.

EMERITUSLIFE
ASSOCIATES(ELAs)
Albert W. Balzer,
Cleveland.
Edward F. Barrett,
Springfield.
Waldo R. Caldwell,
Racine Kenosha.
Roy E. Carlson,
Lake Superior.
F. Chris Christiansen,
Des Moines.
Ronald B. Coleman,
Johnstown.
Eugene W. Collins,
Omaha.
Bernard Corwin,
North Penn.
Donald E. Curry,
Butler Area.
Ronald E. Demint,
Shreveport.
George W. Dickson,
Trenton.
Thomas J. Drummy,
former president,
Joplin Tri-State.
Robert T. Foran,
Spriq ield.
Bartley C. Gould,
former president,
Rochester.
Patricia F. Heathcote,
York.

IN MEMORIAM
Basil C. Benyo, Jr., 45,
Kansas City, 1973.
Clayton L Boyd, 79,
Central Illinois, 1974. ELA.
Edward J. Daniels, Jr.,
50,
Member -at - Large, USA,
1977.
Robert S. Doyle,
Olean - Bradford Area, 1970.
ELA.
Douglas E. Galer, 53,
West Los Angeles, 1973.
Samuel P. Gould, 75,
Chattanooga, 1964. ELA.
Paul H. Hiller,
Bridgeport, 1970. ELA.
G.T. Hornyak, 72,
Trenton, 1956. ELA.

ERRATA
Our apologies to Neiman
Marcus for misspelling
their name in NAKs Annual
Conference advertisement.
The error could not be corrected before press time.
Future promotional materials will reflect the proper
Spelling.

Let Padsett Business
Services build
another successful
accounting practice
with you.
• 4 wk, initial training
• Client marketing systems
• Income tax school
• Stream lined accounting
ssyysstems
' On -going field support
• Owner manuals Muchmore
PADGM BUSINESS SERVICES*

Is this article of interest to you? If so, circle
appropriate number on Reader Service Card,

1-.800-323-7292
An International
Accounting Franchise
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CLASSIFIED
HELPWANTED
VICE PRESIDENT FOR FINANCE. Winona State University invites applications and nominations for the position of Vice
President for Finance. As a member of the Cabinet, the Vice President for Finance reports to and
advises the President on all matters related to financial affairs as
well as coordinates the planning
and development of goals and objectives for all functions assigned
to financial affairs, and directs the
preparation of all University budgets. The successful candidate
must have an earned master's degree in Business Administration,
Finance, or closely related field
or the equivalent combination of
education and experience is required (CPA or CMA preferred).
Five years' upper level management and administrative experience is required. Knowledge of
higher education formula funding is desirable. The salary is
competitive. Screening will begin
on January 22,1991; nominations
and applications will be accepted
until the position is filled. Send
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COMPUTER
SOFTWARE
DEPRECIATION /FIXED ASSET MANAGEMENT.Over 500
users, many call this the best program available. IBM- PC/Xr/
AT /PS2 and compatibles. Federal, State and Book detail by
month. All normal methods including SL, SYD, DB, ACRS,
MACRS, and SHORTTAXYEAR
Full screen editing of detailed
records, variable FYE and more.
Optional custom reports with
sorting, splitting, and merging.
Version 4.0, $95.00. Custom reports $80.00. MONEY BACK
GUARANTEE. VISA/MC accepted. SOFTLINK, P.O. Box 2433,
Stuart, FL 34995. Phone (407)
221 -8909.

ADVERTISER'SINDEX
ABC Technologies
Absolute Solutions
American Express
Annual Conference
Computer Associates
Comshare
Ernst Young /NAA
Fast -Tax
Flagstaff Engineering
Robert Half
Ilar Systems
Kelly Services
NAA/CMA
Okidata
Padgett Business Services
Padgett Business Services
Prentice Hall Professional Software
Profit Management Group, Inc.
Resource Valuations
Security Pacific
Tax Byte
&

2

letter of interest, and names of
three to five references with addresses and telephone numbers
to: Vice President for Finance
Search, Affirmative Action Office,
212 Somsen Hall, Winona State
University, Winona, MN 55987.
WSU is an EO /AA Employer.
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MAG-FLIER IRS Magnetic
Media Filing Software and Services— SELECTED BY THE
IRS for their own Magnetic Media Filing. Files all Forms 1099
(plus 1098, 5498 and W2G), or
Form W2. Easy to Use, Menu
Driven, On -Line Help, Data Verified to IRS Standards, and handles unlimited Payers. FREE
demo prints forms to continual
feed or laser forms. Fifth successful year -lbe Secure Choice in
Magnetic Media Filing for only
$199. Spokane Computer, 915
West Second, Spokane, WA
99204. Call (800)824 -9631 or
(509)624 -4248 for Free Demo
and Information. IRS Specifies
the Magnetic Format and they
use MAG- FILER,

POSITIONREPORT
500+ ACCOUNTING/
FINANCE JOB OPENINGS
nationwide in our weekly POSITION REPORT. Graduate accountants, CPA's, jobs both public and private from entry level to
CFO by region. 39/4 wks, $99/12
wks, DAVID J. WHITE &
ASSOC., INC. 809 Ridge Road,
Dept. MA, Wilmette, IL 60091.
(800) 9624947. Computer #(708)
256 -8938. Visa /MC accepted.
Call me at (800)9624947. I'll be
glad to tell you about our Report.
David White. POSITION REPORT YOUR BEST ALTERNATIVE!!!

OPPORTUNITIES
"DOWN UNDER"
LOOKING TO EXPAND TO
Australia? Research & Reporting
offers market studies, industry/product reports, strategy
planning, commercial negotiations, other business intelligence
PLUS an informative monthly
newsletter. Full particulars via
airmail
from
Australian
Dournunder, 10 Angorra Road,
Terrey Hills, Sydney, NSW, 2084
Australia.

STARTYOUROWN
ACCOUNTING
PRACTICE!
NEW CLIENT DEVELOPMENT, streamlined accounting
systems, complete training, continuous home office support, etc.
Inquire today. Join the fastest
growing national accounting
franchising network; over 100 offices throughout the U.S. and
Canada. PADGETT BUSINESS
SERVICES, established 1966, 1800.323 -7292.

READYFORYOUR
OWNPRACTICE?
COMPREHENSIVEOm make
it happen! Prune territories available to qualified accountants with
a minimum net worth of
$100,000/$40,000 liquid. Proven
system. Training, equipment and
marketing support provided. Call
today 1 -800- 323 -9000. Comprehensive Business Services,
Inc., 1925 Palomar Way, Suite
105, Carlsbad, CA 92208.

TAX-FORMSFORSALE
1913 FORM 1040. Complete
first tax return including instructions authentically reproduced
on single 8 1/2 x 11 parchment
paper. $8. We brought it to you
first in 1985; guaranteed best
quality, best price. Deluxe Version Available $49.95. (501) 7825942 Executive Marketplace,
P.O. Box 3988-MA, Fort Smith,
AR 72913.
FIRST FEDERAL FORM
1040 (Year 1913) with instructions. Exact reproduction! Real
conversation
piece!
$7.50
(2/$14.50). Norman A Fialkow,
P.O. Box #6523, Delray Beach,
FL 33484.

CMAREVIEW
NEW ENGLAND CMA
REVIEW will present classes in
Boston (2/91) and a two day
cram program in Hartford
(5/91). For information, call Professor John Slipkowsky, CMA,
CPA (508)6856681.

BUSINESS
OPPORTUNITIES
LET THE GOVERNMENT
FINANCE your small business.
Grants /loans to $500,000. Free
recorded message: 707448-0330.
(OR7).
Readers: Be sure to use the

READER SERVICE CARD in
this issue of MANAGEMENT
ACCOUNTINGS! If you see an
advertisement, new product
or service, or article that intrigues you, or, if you are
merely curious and would
just like some additional information, USE THE READER SERVICE CARD to get

the information sent to you
expeditiously. The READER
SERVICE CARD is there for

your convenience... so USE
IT EACH AND EVERY
MONTH.
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Commander"" FDC:
The PC -based financial consolidation software that lets you

Consolidate with Confidence
f you ' re looking for a software
solution to the complex task
of collecting , consolidating and
rep ort ing fi nan cial d ata fo r a
multidivisional , mul tin at ion al
corp orat ion , you should look at
Co ms h are ' s C omman der FDC.

I

Unlike spreadsheets and general purpose software often used
for this task , Comman der F DC
(Financial Data Consolidation)
is a PC / LAN -based software
package specifically designed to
handle the unique logistical and
accounting demands of consolidation and finan cial rep orting,
so you can be confident about
the information it provides. It
wo rk s t he way yo u do , wit h
fi nanci al s ch edu les ( in co me
st at ement s , etc.) an d i nclud es
the accoun ting intel ligence to
as s u re accu racy . It's a cost effective solution that puts you
in complete control both of the
co ns ol id at io n p ro cess and o f
this imp ortant financial data.
And it ' s from C omsh are, t he
mark et leader in fi nan cial consolidation and execut ive information systems.

Commander FDC not only supports the
financial data needs of corporate headquarters,
it ca n mee t the informa tion needs of your
reporting units as well. Easy to implement
and to use, it can adapt to different organizationa l s trumIre s, re porting re quireme nts ,
and accounting systems, even within the same
company.

Currency translations, intercompany eliminations, re.- statements, adjustments and journal
entries are performed simply and automatically. Not only are your books closed more
quickly, they are more accurate as well, with
built -in audit trails and data integrity
requirements.

Designed for maximum user flexibility,
Commander FDC lets you respond to change
— in your organization, in account structures,
in report formats and in budgets. It also
handles the complex task of comparative
reporting after c hanges ha ve been ma de.

Commander FDC includes capabilities for
budget preparation and financial analysis as
well as statutory and management reporting.
In addition to printed reports, you can deliver
key financial information to executives electronically on- screen. Powerful tools for
modeling and ad -hoe investigation are also
included.

Commander FDC
PC -based Software for Financial Data Consolidation
For an eye ope ning intro duction to
C o m man d er F D C , and in fo r mat io n ab o ut a
Com mand er FD C Sem inar in your are a,
call Chris Ke lly at Com share , toll fre e:

800
- 922 -7979.
In Michigan: 313 - 9944800,

. .J

In Canada: 800 -541 -1780
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Mon, Isn't
Ever hing*
When it comes to the overall picture of
professional employment, salary isn't the only
major factor.
As a manager, you'll appreciate the
1991 SALARY GUIDE from the Robert Half and
Accountemps organization that offers a comprehensive view of the nationwide current salary
levels in Accounting, Finance, Banking. and
Information Systems key positions.
We've added more useful information on
issues like employee retention, hiring new staff
and controlling compensation costs with
temporary personnel.
Don't miss this one -of -a -kind management
tool from the company you can count on.
- - -HALF
- INTERNATIONAL
- - - - F ROBERT

- - - - - - -

-

R'O'BERT - H-A-1 -

•f c COUNTEMPS•

ROM RI I tAIJ 1NWarteATI0NAL

-

P.O. BOX 88.3128
SAN FRANCISCO, CA 94188

Call your local Robert Half a nd
Accountemps office for your FREE
1991 SALARY GUIDE or
complete the coupon today!

I'lease send me a complimentary copy of your 1991 Salary Guide Survev
Name
Title
Firm
Address
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