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From the canyons of Wall Street to the
Sun Belt to Silicon Valley.
Wherever you find successful
II find something else:
companies
The Masterpiece' series of
financial software.
It's the most
advanced and integrated
accounting solution ever
developed. Across all of G's computing
y our major hardware
The 9 0spro tects
aWtteWhctWtesthe
platforms (IBM mainvalue gjevey G
res
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.
Call1- 800 - 645 -3003for complete information on Masterpiece. Call
today and learn the difference between
software for accounting —and software
for success.

a

199oCompuier Associates International, Inc..
711 Stewart Avenue, Garden City. NY 115344787.
All trade names referenced are the trademarks or registered
trademarks of the respective manufacturer.
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WE UNCAPPED
ExTFA PROFITs FoRTHis
COCA -COLA BOTTLER
WITH OUR SIGNATURE"' PAYROLL SERVICES.
With its franchise acqu isitions prod ucing dyn amic
growth, this Coca -Cola bottling company is on a fast
track. Maintainin g this kind of expansion means integrating all its resources profitably, in cluding the human ones.
So this regional Coca -Cola bottler selected Control
Data's Signature Payroll Services, the system that delivers
much mo re than checks.
Signature autom ates an d speed s your payroll operations. So payrolls are paid accurately and on time as you
would expect. But Control Data also mo nitors labo r and
job costs, tracks absenteeism and attendance, and gives
man agement up dated repo rting o n y ou r work force
with each payro ll.
And Con trol Data keeps up with all the tax law
changes, so payroll operation s are precise, timely, and in
full com pliance with govern ment and oth er third -party
requirements. And with nearly 50 location s in I I states,
that's important to this Coca -Cola bottler.
The p ayoff: o peration s stream lined, tax p enalties
avo ided, overtime saved ...in sho rt, m ore profitab ility
Coca-Cola is a registered trade- ark of The Corr -Cola Company.
Sigrature
a trademark
Control data Corporation.
139 CIs=ml
Data Cor of
poration
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for m ore growth.
Signature can make payroll pay off for you, too.
Call us. We'll prove it.

1- 800 - PAYROLL
-

-

-

-

-

-

-

-

-

-

-

Circle No. 11
-

-

-

-

-

-

-

-

-

-

Yes. I'd like to know more about how Control Data can
help my company boost profitability.
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C O N T R O L D ATA
BUSINESS MANAGEMENT SERVICES

I

L - -- P.O. ox 2011S, Bloomington, MN 55420 - - -J
WE TURN PAYROLL INTO BANKROLL.
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47
'PILLOW TALK'
FORPRODUCTIVITY

STANDARDSOF
ETHICALCONDUCT
FORMANAGEMENT
ACCOUNTANTS
29
IN A DOD
ENVIRONMENT:
HUGHESAIRCRAFT
SETSTHESTANDARD
FORABC
Cover. Automation is causing a revolution in accounting systems. An update on activity -based costing in the
Defense field and accounting for automation at other manufacturers starts
on page 29.
Photo by Joseph Palmieri /AFI.

MANAGEMENT ACCOUNTINGS (ISSN
0025 -1690) is published monthly by
the National Association of Accountants, 10 Paragon Dr., Montvale, NJ
07645 - 1760,(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. NAA's telex
number is 9102509487; facsimile number is 201 - 573-0639. POSTMASTER:
Send address changes to MANAGEMENT ACCOUNTING9, Montvale, NJ
07645 -1760.

BY JACK HAEDICKE AND
DAVID FEIL
Adopting activity—based
costing (ABC) with insufficient planning can be disastrous. A well — planned evolutionary process toward
activity—based costing is
succeeding at Hughes Aircraft, which has to work
within the special realities
and potential opportunities
of the Defense Contract Audit Agency.

34
PRODUCT COSTING I/
ATCATERPILLAR
BY LOU F. JONES
Caterpillar is taking bold actions to assure its continued
success. It is streamlining
manufacturing processes
throughout the world,
shortening product development time, and reorganizing into profit centers to improve business focus.
Certificate of Merit,
1989 -90.

BY LAWRENCE KLEIN
AND RANDY M. JACQUES
Through the use of bar
code technology and EDI
this pillow manufacturer
has simplified its production and inventory control.
As a result, it has become
more productive and more
responsive to its customers
and has moved toward
computer- integrated
manufacturing.
Certificate of Merit,
1989 -90.

43
HOWWECHANGED
OURACCOUNTING
SYSTEM
BY JAMES D. CLEMENS
The Digital Audio Disc Corporation found that its accounting and information
systems badly needed updating and changing. It revised its system to highlight
the new cost relationships
and provide management
with timely reports for decision making so the company could maintain a competitive edge in the
marketplace.
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PROFITIS THE NAME
OFTHEGAME

50
PERFORMANCE
MEASURESAND JIT
BY F.B. GREEN, FELIX
AMENKHIENAN, CMA
AND GEORGE JOHNSON
Outdated and inappropriate
measures of performance
can distort the realities of
manufacturing effectiveness and efficiency. JIT
manufacturers are placing
greater reliance on nonfinancial measures to assess
progress and evalu ate performance.

54
JIT AND EOO MODEL:
ODDCOUPLE
NOMORE
BY DANIEL J. JONES
According to the traditional
usage of the EOQ model, it

BY WILLIAM WUCINICH
Professional sports may be
a passion for some. But underneath the glamour, it's a
business just like any other,
and team accountants have
to wrestle with budgets that
presume stars will not get
injured.
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SEC wants to see changes
in Wyden bill.
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New business expense
ruling.
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Buying bank stocks: an
irrational act.

27

N

ETHICS
Ethics in an international
environment.

appears th at ju st-in -time

01T) manufacturers incur
costs in excess of the costs
they would incur if they produced in higher EOQ lot
sizes, with fewer annual production runs. When the
EOQ model is used correctly, it supports the JIT philosophy and its associated production techniques.

Views expressed herein are authors'
and do not represent Association policy unless so stated. Publication of
paid advertising and new product and
service information does not constitute an endorsement by the Association of the advertiser or the product or
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CommanderPTDC:

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
repo rtin g fi nan cial dat a fo r a
multidivisional , mult inatio nal
corp orat ion , you should look at
Co ms h are ' s'Co mman der FDC.
I Jnlike 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
fin an ci al s ch ed ul es ( in come
st at ement s , etc.) and in clu des
the accounting intelligence 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 proces s an d of
this important financial data.
And it ' s fro m Co msh are, t he
mark et lead er in financial consolidation and executive infor-

I

m a t io n sy s t em s .

Commander FDC not only supports the

Currency translations, intercompany elimina-

fmancial 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 organizational struc tures , re porting re quire me nts ,
and accounting systems, even within the same
company.

t i o ns , r e -s t at e m e n t s , ad jus tme nts and jo urnal
entries a re p erfo rmed s imp ly a nd a uto m atically. Not only are your books closed more
q uic kly , they are more ac c urate as well, with
built -in aud it trails and d ata inte g rity
requireme nts.

Designed for maximum user flexibility,
Commander FDC lets you respond to change

C o m ma nd er F D C inc lu d e s c ap ab ilities f o r
budget preparation and financial analysis as
well as s tatu to ry and mana gemen t re p o rt ing.
In ad ditio n to printed repo rts , yo u c an d eliver
key financial inform ation to exec utives electro nic ally o n - s c reen . P o w erf ul to o ls f o r
mo d e ling and ad -ho c inv es tigatio n a re a ls o
included.

— i n y o u r o r ga ni za t i o n , i n ac c o un t s t r uc t u r e s ,

in re port forma ts and in budge ts , It also
ha nd le s th e c o m p lex t as k o f c o mp ar at iv e

reporting after changes have been made.

Commander FDC
K -based Software for FmmxW Data Consolidation
F o r an eye o p enin g intr o d uc tio n to
C o mm and er F DC , and in fo rm atio n a b o u t a
C o m ma nd e r F DC S emina r in yo u r are a,
c all C hris Kelly at C o ms hare , to ll free:

800
- 922 -7979.
In Michigan: 313 - 99•1• -UOO,
In Canada: 800 -541 -1780

0O

�

3001 South State Street, P.O. Box 1 S88,
Ann Arbor, M I 4$106-1588
Gp, ,W 01 990 , C OM3RA RE 1_ _pw.W. ( CF t 1C0 1)
Cos�-seder�Y�.�vder d�of�C.OM3RARE,�1—
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WHO BELONGS?

DENT

ACCOUNTING■
(LISPS 327 -160)
VOL LXXII NO.8 FEBRUARY 1991

Since we have publicized the proposal to change the organization's name and republished the definition of management accounting, I have received a number of responses from our members. Many responses are very
supportive of the name change, but some voice concerns. One of the concerns is that those members of our
organization who do not practice management account ing may feel that they no longer "belong" in our organization under the name of Institute of Management Accountants. I hope that's not true! And if it is, I hope that

the rest of us will be quick to correct any misconception about who "belongs."
Our organization is a diverse group. We have management accountants at
various stages of their careers. We have CMAs, and we have CPAs. We have
CPAs who practice public accounting and CPAs who are in industry. We have
educators; internal auditors; government accountants; accounting students;
and members who are in various accounting service industries. These people
are members of our organization because we effectively respond to their professional needs. First and foremost, we provide an opportunity to all accountants to belong to an organization of peers which has established the criteria
of highest ethical standards and highest professional competence.
Thus, belonging to our organization enhances every member's professional standing —it is a membership in which every member can take great pride.

official publication of the
NATIONAL ASSOCIATION OF
ACCOUNTANTS
EDIrOR
Robert F. Randall
MANAGING EDITOR
Kathy Williams
ARTICLES EDITOR
Janine S. Pouliot
SENIOR EDITOR
Claire Barth
PRODUCTION
Kimberly Bender
-ramara Bojcik
EDITORIAL ASSISTANT
Deborah Byme
ADVERTISING
Doryne Gerstein
CIRCULATION
Nancy Malvasi

by their need to gain greater understanding of management accounting, our

CONTRIBUTORS
Stephen Barlas; Ralph L Benke. Jr.. CMA; Louis
Bisgay, CPA; Israel Blumenfrucht, CPA; James
Bulloch, CMA; Arnold Chassen; T. CarterHagaman;
Robert Half; Roger H. Hermanson; Patrick L. Romano, CMA; Howard L Siers.

organization provides an opportunity to gain this knowledge and to associate
with practicing management accountants.

PUBLISHER
Gary M. Scopes, CAE

To practitioners of management accounting, our organization provides outstanding continuing education. To those members who are not, strictly speaking, practicing management accountants, but are connected to our profession

To all our members, our organization provides opportunities for personal
and leadership development, as well as exchange of ideas, networking, and
camaraderie. Thus, while the time is right for us to call ourselves by the name
by which we have been defining our professional activities for the past decade,
the reasons why our members belong, and the benefits they derive from membership, have not changed, nor will they change for any new member. If any
change will be evident, it will be of a positive nature —an increase in recognition and prestige of our organization. Once again, join me in letting the
world know that "we count" —and remember "we" is each and every member.

M A
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is paid directly to CCC, 27 CongressSt., Salem, MA
01970.0025
- 1690/90 $1.00 + IOC
Copyright (b 1991 by the National
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Announcing
The Last Thing
Our Competition
,Wants To
Hear:
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Ord ering Temporaries Exclusive Testing:
Has Never Been Easier. The Help You Get k
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 assign-'
ment. 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
compu terized. 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:
Wh a t Yo u 'd Expect
Fr o m T h e L e a d e r.
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 of Abe Kelly 514. i e Descri pti ons brochure,
ca ll you r lo ca l Kelly offi c e list ed in the whi te pages.

KELU

vi

ry
Ser ces

The�Kely�Girl�®People�—The�First�and�The�Best®
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POWER
THATENDURES

How docompanies
weather theever -changing
business environment?
ArthurAndersen Tax
Director gives you a solution, with leading -edge tax
technology that can stand
the test of time. Proven tax
software programs. High
marks from many Fortune
500 clients. Worldwidetax
and technical support. The
long- standing strength of
Arthur Andersen.
TaxDirector gives
you power over corporatetax
planning and compliance. And
that gives you thefreedom
and the time tothink and plan
for your company's future.
Becausecompanies
that want to strengthen their
stance in the future need a
deep- rooted sourceof power.
`M

ARTHUR
ANDERSEN
ARTHUR ANDERSEN & CO., S.C.

Tax
Director"
ThePower
BehindThePower.
For more Information,
please call

1-800 -635 -1120
Circle No. 3

LETTERS
TO THE EDITOR

ROBERTF.RANDALL,EDITOR

SETTINGTHERECORD
STRAIGHT
ust to set the record straight...
(Letters to the Editor, Dec. 1990),
[nobody] had any influence whatsoever in my successful completion of
the CMA exam. The final part of the
exam was only eight weeks away, and
I was so self- determined to pass the
CMA that no "encouragement" was
necessary. Passing the CMA exam is
something I had always aspired to do.
I don't need encouragement to better
myself —at the age of 28, I'm a CMA,
a CPA, and I've almost completed my
MBA.
Charles J. McDaid, CMA, CPA
Virginia Beach, Va.

AQUESTIONOFETHICS
This letter is regarding an ad in the
September 1990 issue of MANAGEMENT ACCOUNTINGO. The ad was
placed by a CMA for the rental of CD's
to be deposited in "the bank of your
choice," presumably to mislead a possible lender.
You have published numerous articles in the past months about ethics,
so it really surprised me to read this
ad. Am I being naive in thinking that
it is unethical to borrow someone
else's assets to mislead a banker? Further, wouldn't the borrower of these
assets have to falsify a few records to
increase sales or other revenue to
"justify" these "assets "?
An explanation would be appreciated.
Johanna D'Aleo
College at New Palta
Mid - Hudson Chapter
MANAGEMENT ACCOUNTING /FEBRUARY 1991

ANEXPLANATION
You start with a presumption that this
is "presumably to mislead a possible
lender." The NAA staff talked with the
CMA who placed the ad and the way
the plan is presented is absolutely not
with the idea that anybody will be misled. On the contrary, the system
doesn't mislead the bank, but it may be
a relatively ineffective means of obtaining a line of credit. A prospective borrower goes to the bank and asks, "If I
arrange for a certificate of deposit to be
placed in your bank, will this help secure the loan?" The bank receives a
wire transfer from associates of our ad
placer and the bank has to pay the normal going interest rate for CD's. In addition the company, the prospective
borrower, has to pay the 3% to 5% fee
to our ad placer. This means that on a
million dollar loan for which there
would be a $200,000 compensating balance, the borrower would have to pay
a $6,000 to $10,000 fee. The problem is
that when most banks want a compensating balance, they want it as a "demand deposit" on which there is no interest paid. Having to pay a market
rate of interest on the CD takes away
some of the usual benefit of the compensating balance which is a way of obtaining an interest-free loan from the
depositor /borrower.
There is no way that the bank
would be misled because the wire
transfer for the certificate does not
come from the borrower and does not
appear on the borrower's balance
sheet or financial statements.
Given the SEC's financial reporting
requirements that compensating balance arrangements be disclosed, if this
were a public company, it would have
to disclose the nature of this arrangement. If it is a private company, and
certified statements are prepared, it
would be up to the CPA to disclose the
nature of this arrangement.
In short, we don't really think that
there is an ethical problem.

current value accounting. Bankers
customarily recast customers' financial statements in making credit decisions: Book values are replaced by asset collateral values. I mostly saw this
being done poorly in my six years of
banking.
Since credibility is the foundation
for a lending relationship, I suggest
that creditors and stockholders would
be better served by reporting current
value assessments. The borrower
should be held accountable for the integrity of those estimates. Unbiased,
albeit more subjective, values would
be more useful as being representative
of a company's condition.
John R. Schuyler
Aurora, Colo.
Letters cannot be acknowledged individually and the Editor reserves the right to
edit for space or for other reasons. Address all letters to The Editor, Management Accounting, 10 Paragon Drive,
Montvale, NJ 07645 -1760.
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by
Irvin N. Gleim & Dale L. Flasher

• New 1990, Fourth Edition
• Covers the ICMA's
New 4 -Part Format
I
II

— Outlines & Study Guides
— Problems & Solutions

Gleim Publications, Inc.
P.O. Box 12848 -M • University Station
Gainesville, FL 32604

(800) 87 -G LE I M

Editors.

CREDIBILITY IS BASIS
The interview with Walter Wriston
(Dec. 1990) was the best such article
I've read in recent memory. It gives me
a warm feeling to hear a person of his
stature expressing many of my own
sentiments.
However, I was surprised that he
advocates historical in preference to

$23.95
$23.95
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INTRODUCINGEmABC"FROM
ABCTECHNOLOGIES—
the first truly affordable,
easy-to-use software for
AuWHty-Based Costing,
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 microbased 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.
/

NOTFOR
ONLY
EasyABC's under -$1000 price
tag means you can put it on the
desktop of anyone who's involved

E

AK T i c i

nd°d'r

with Activity-Based Costing — as
well as those who should be. With
EasyABC, the people who need to
know can know the costing whats,
whys, and wherefores of products,
services, marketing, customers,
R &D, distribution channels, prod-

uct design — you name it. In one
package, EasyABC gives you a
handy costing tool as well as a
powerful decision - making tool.

AREYOUEXPERIENCED?
The best way to implement a new program like Activity-Based
Costing is to give the folks involved a chance to get some
experience using it — and let them sing its praises to everybody else. EasyABC's affordability lets you do just that.
i
You can try Activity -Based Costing in one group before
committing an entire division or company to the approach.

Call ABC Technologies for mor

nNG*NOWWHIff?
MORETHANMENUS
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
INFORMATION

FINEINTHEORYANDEVEN
FINERINPRACTICE
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.

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
O►SF /Motif. So it works the way you work already.

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

EasMCANDWINDOWS3.0:
HAVEITYOURWAY
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.

MANAGING
YOUR
CAREER
'I5 THERE A GENERAL BLUEPRINT
I CAN FOLLOW?'

ROBERTHALF,EDITOR
Most letters 1 receive from management accountants ask a specific career question.
But, as 1990 wound down, I received correspondence that was more general in nature. These accountants seemed to be looking for more of an overall view of tracking
careersuccess. As one put it, "Isn't there a general blueprint to follow ?" 1 believe there
is, and 1'd like to discuss it in this column.

dually, just such a
'blueprint' was the
basis for Chapter
Seven in my latest
bestseller, How to
Get a Better Job in
This Crazy World,
which will soon be out in paperback.
The chapter was titled, "Forget Luck,"
and was based upon the actual experience of a friend of mine who went after
her dream job (if there is truly such a
thing), and who conferred with me
during the process. This person is not
in the accounting field, but the rules
she followed apply to every man and
woman seeking career success.
The woman was divorced, and was
looking to begin building a career using her educational background in
writing and journalism. She got a job
writing for a local weekly newspaper.
The pay was very small, but she attacked each assignment as though she
were working for a big daily paper.
While she was doing this, she met as
many people as possible in the field,
and made them aware of her dedication, blossoming skills, and willingness to work hard.
A member of her expanding network learned of a local opening for a
public relations director. She applied
and was hired. At the same time, she
continued to do as much free -lance
writing as she could fit into her limited
spare time. This not only helped sharpen her skills, it expanded her network.
Five years later, one of these contacts told her about an excellent opening in Manhattan as vice president of
public relations for a major company.
It was a superb opportunity. She went
after the job and did it "by the book."
She carefully prepared her updated
resume, making sure it highlighted
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the positive contributions she'd made
to her current employer. She sought
perfection and had many eyes read her
resume before she considered it ready
to be submitted.
Because this was a job she especially wanted —and a job for which she
knew she was well qualified —she took
my advice and sent her resume by
overnight courier.
She followed up with a phone call a
few days later and indicated her interest in th e position.

She went to her local library and
learned what she could about the compan y to p repare for the interview. She

wrote down every possible question
she anticipated might be asked and rehearsed answers to those questions
using a cassette tape recorder.
She arrived early for the interview
and used the time to relax over a cup
of coffee and to go over her "script"
The minute she returned home,
she dropped a short note to the man
who'd interviewed her (in this case the
president of the company), thanked
him for his time and courtesy, and indicated that she was now even more interested in the position.
After a couple of days she sent an-

other note pointing out som ething

about herself that had not come up
during the interview, but that she
thought he would be interested in
knowing.
After a second interview, she took
time during the next two days to peruse trade journals about the industry
in which the company functioned. She
found a story and mailed it off, attaching a note that said, "I thought you
might have missed this and would find
it interesting."

In the meantime, she'd been asked
during the second interview to provide
five references. Instead of giving them
on the spot, she said she would get
them to the company within a day or
two. She chose her references carefully and asked permission to use them,
put together the list, and also sent it
overnight. She knew her references
were solid ones; they all viewed her in
a positive light.
She received the call she'd hoped
for. When could she start? She replied
that she thought it only fair to give her
current employer a month's notice.
That might be a problem because a
major writing project had to be com pleted within the next m onth. Her an-

swer? "No problem. I'll take a couple
of vacation days to come in and familiarize myself with the project. I'll write
it on nights and weekends."
She was hired. I would have been
surprised if she hadn't been.
The story of this person's success
makes two important points. The first
is that luck seldom, if ever, plays a role
in career success. The people in her
network who pointed out job opportunities didn't just happen to be there.
She'd sought them out and nurtured
them. She prepared herself for every
phase of the job - seeking process.
The second point is that going after
a job and building a successful career
demands the same attention, diligence, hard work, and dedication as
any job itself does. There are ways to
go about it, and ways not to. Each of
you is a "product" that must represent
quality by virtue of what's gone into it
(education, experience, personal in-

tegrity, etc.). It must be carefully packaged to match up with the needs of the
marketplace —in this case, the job
marketplace.
■

L� 4fAIZ�W77 - "As tar as I can tell, It's a routine audit."

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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at kind of a raise can you expect this year? Find
nut in our newly published Accounting and
Finance Salary Survey and Career Planning Guide.
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Our 18th annual survey includes average national
compensation for more than 45 position titles and
responsibility levels in both public and private
accounting and finance. It also reviews the latest local
data on salaries in 32 metropolitan areas across the
U.S. and Canada.
In addition to salary information, you'll learn about:
•�Growth�trends�within�the�accounting
and financial professions
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•�Which�positions�offer�the�most�potential
r
y 1
sorxce F i r m w e
n
•�The�five�steps�to�CFO�or�Senior�Partner
This new survey is based upon an analysis of the
current salaries of more than 35,000 accounting
and financial professionals nationwide. To get your free copy, call Source Finance. We're the
nation's largest recruiting firm that specializes exclusively in the accounting and financial professions.
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WASHINGTONREPORT
STEPHENBARIAS,EDITOR

SEC MAY LIMIT
MONEY MARKET
PORTFOLIOS

SEC WANTS TO
SEE CHANGES
IN WYDEN BILL
n an interview with MANAGEMEN T ACC OU NTI NG ®, James
Doty, chief counsel at the Securities & Exchange Commission (SEC),
suggested that lawyers should be eligible to audit corporate financial controls reports that would be required by
legislation proposed by Rep. Ron
Wyden (D.-Ore.). Wyden will reintroduce his bill early in 1991. But his top
aide, Peter Newbould, says, "I would
be worried about the quality of the audits if lawyers performed them."
The House passed the Wyden bill at
the end of the last congressional session, but the Senate refused to accept
it. The Financial Executives Institute
(FED has opposed the Wyden bill on
the grounds it would unnecessarily increase costs. Doty had two suggestions that might make the bill more acceptable to the FEI. First he suggested
that any requirements on financial control systems be pegged to the size of
the company. Small and medium -sized
companies should not have to install as
elaborate a system as that required of
conglomerates. Doty acknowledged,
however, that it is sometimes the
smaller companies who most need surveillance. Newbould indicates that
Wyden might consider requirements
pegged to the size of a firm.
Second, Doty said that companies
should be allowed to choose outside
attorneys, instead of independent accountants, for auditing of internal control systems. "Mere are plenty of law
firms out there that would consider
themselves equipped to evaluate internal control systems, but only for companies they are otherwise representing," Doty said. "They have a close and
clear understanding of their client's
business." Doty said he did not know
whether allowing attorneys to audit
14

Commerce, Consumer and Monetary
Affairs "set forth various recommendations that are well thought out and
merit our careful consideration." But
he said the IRS already has taken major strides to clamp down on internal
misconduct by transferring responsibility for investigating allegations
against senior managers from the IRS
chief inspector to the inspector general of the Treasury Department."

James Doty

would lower the cost of those audits.
The SEC has been examining a proposal for a few years that would require companies to publish a report on
their internal controls. That proposal
contains no requirement that those
statements be audited.

PANELS RAISE
QUESTIONS
ABOUT IRS
Both a congressional subcommittee
and a special outside panel chartered
by the Internal Revenue Service (IRS)
raised questions late last fall about ethics problems at the agency. In a December report to John Robson, deputy
secretary of the Treasury, IRS Commissioner Fred Goldberg admitted the
two reports raised legitimate questions but maintained the IRS is making
good progress on eliminating some of
the ethical problems that have plagued
it. Goldberg acknowledged that a report from the House Subcommittee on

The Securities & Exchange Commission (SEC) received staff recommendations at the tail end of 1990 on a controversial issue: limits on how much
commercial paper money market
funds could have in their portfolios.
Corporations have loudly protested
the proposed limitations, which limit
to 5% of a fund's portfolio corporate
bonds rated either A2 by Standard &
Poor's or P2 by Moody's Investor Services. Those are the second highest
ratings by each. The fund could have
no more than 1% of its assets in any one
corporate security rated A2 /P2. Also,
mutual funds could hold no more than
5% of any highest-rated corporate security. Currently, they can hold up to
30%. Ken Berman, an attorney at the
SEC, says there were 120 comments
on this proposed rule, which makes it
a controversial one. Corporate financial types are unhappy with the proposal, which has a few other components,
because it would increase costs on
companies that want to raise money.
This, of course, would exacerbate an
already tight commercial credit market. Defaults by commercial paper issuers have been rare. But some recent
defaults caused the SEC to reexamine
whether in today's weakened climate
the laws needed some changing. Of
course, money market funds like to invest in A2 /P2 securities; their yields
are higher. When it proposed this rule,
the SEC acknowledged that the A2 /P2
limits might not be well received, and
asked whether 10, 15 or 25% limitations might be more appropriate. ■
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.
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thority on bankruptcy accounting and
a lawyer /CPA tax specialist with a Big
Six�firm�—�this�indispensable�newguide
provides detailed discussion ofthe procedures for filing tax forms for corporations, partnerships, and individuals in
Chapter 7 and Chapter 11 bankruptcy
cases. Supplemented annually.
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ACTIVITY
ACCOUNTING
An Activity -Based
Costing Approac h
James A. Brimson
As activity -based costing (ABC) emerges as one of the most important new
developments in cost accounting and
management accounting in manyyears,
this first practical hands -on book on
ABC couldn't be more welcome. While
previous publications have focused on
the product costing uses of activity
based cost management, this invaluable new guide demonstrates clearly
for the first time how these techniques
can be used more broadly to achieve
enterprise excellence and competitive
advantage in the marketplace. All concepts and techniques for ABC accounting are explained in a straight- forward
and easily implemented fashion.
0- 471. 53985 -6

Approx. 224 pp.

$49.95

FINANCIAL AND
ACCOUNTING GUIDE
FOR NOTFOR- PROFIT
ORGANIZATIONS
Fourth Edition
Malvern J. Gross, Jr.,
Richard F. Larkin, and
William Warshauer, Jr.

I

'
I
I

I

I

THE LAW OF
FUND - RAISING
Bruce R. Hopkins
This comprehensive new reference
tool is the first and only book covering
all aspects of state and federal nonprofit fund - raising law. Supplemented
annually.

The most widely - consulted "how-to"

book on not - for - profit finance and
accounting is now available in a brand
new edition. This new revision of the
classic in its field includes a new chapter on government compliance auditing
requirements, as well as essential
up dated material on state charitable
solicitation requirements, new accounting and aud it standards, and current
IRS forms. The authors, partners with
Price Waterhouse, provide the cutting
edge of professional guidance for practicing accountants, executive directors,
trustees and directors, and all others
involved with not - for - profit organizations. Supplemented periodically.
0- 471 - 54205 -9
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Evaluating and Managing the
Fund Development Process
James M. Greenfield
A comprehensive. step -by -step approach to the development process
for fund - raising executives in nonprofit
organizations of all types and sizes.
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COMPUTERS
&ACCOUNTING

HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR
he Canadians Are Coming!Anyone looking for accounting software should consider Abacus U
Accounting Software by Comsoft, Inc.
This software, which won the Show
Stopper award at the 1990 West Coast
Computer Faire, is clearly a superior
product.
Abacus II is intended for use in real time, multiuser networks. With a network, files are updated instantly so users at different sites do not have to wait
for files to be batched and updated.
Unlike other comparable packages,
which are sold module by module, the
Abacus II basic package includes general ledger, accounts receivable and
payable, payroll, cash journals, and reporting and graphing capabilities. A
job estimating /costing module and an
inventory/order entry module, both
designed to function with the basic
package, are also available.
Software sold as a series of
standalone modules must allow for interactions with other modules that
may or may not be there, so that often
the interface between accounting functions is clumsy. The advantage of having a single integrated system instead
of a series of standalone modules is
that the system can be designed to
function optimally.
I particularly like the way Abacus 11
handles cash receipts and disbursements. Abacus II offers a choice on the
main menu called "Cash," which is
used for all receipts and disbursements regardless of the type of transaction. This method contrasts with the
way many systems are set up, so that
cash must be applied and disbursed
through different modules depending
on the type of transaction. For example, in such systems, cash receipts that
are payments of customer accounts
may be entered through the accounts
receivable module, but a cash receipt
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that is a refund from the IRS might be
input through the general ledger module. Because Abacus II is completely
integrated, the cash function can be
centralized and all other accounting
functions can be made accessible to it.
Abacus II is truly user friendly —it
is intuitive and easy to learn. The attractive screens present information
clearly, and the logic of the system is
so simple it is almost elegant.
The screens have a Windows" feel
to them. The primary accounting functions are listed across the top of the
main menu. When one is chosen, a
small, pull -down submenu hangs from
it. As successive levels are reached the
screen gets a three - dimensional feel to
it. The chosen path is readily apparent
on the screen so you can see where
you are in the system and do not have
to spend time moving from menu to
menu looking for a particular function.
All the screens are standardized
and have the same "look." In addition,
the same function keys are used for
editing, adding, and deleting.
One of the very helpful features is
what Comsoft has called its "pointshoot-expand" technology. It allows
you to highlight a line from a list, mark
it and then expand on the line, getting
more and more detail. For example,
you could be looking at an accounts receivable master list showing the total
amount owed by each customer. If you
want to view the detail of a particular
customer's account, you can highlight
the customer's name and press F2.
From the resulting list you can focus
on the detail of a particular invoice by
highlighting the invoice and pressing
F2.
The expand function is particularly
useful in the general ledger where
posting comes from different modules.
You can choose a particular account
and look at the detail of the postings to

that account. In looking at the detail,
you may find a single debit or credit
entry that represents several transactions. You then may view the detail of
the entry, working down to an individual transaction.
Abacus has many added features
that are not essential but that make life
much easier for the user.
Word Processing/Spreadsheet Capabilities. These features are not intend-

ed to compete with products such as
Word Perfect and Lotus. Rather, they
are intended to aid the user in abstracting information to generate custom reports and perform ad hoc analyses.
Any standard report generated by the
accounting software can be moved either to the word processing software,
called Microscribe, or to the
spreadsheet, called Cipher.
For example, assume a manager
wants to do some "what if" analysis of
the sort, "If sales increase by 6% what
will happen to variable costs and net income?" He or she can move the standard income statement into the
spreadsheet and add factors where
necessary. The data from the income
statement arrive in the spreadsheet
ready to use, with the formulas already
translated. In this case the formulas
would be those of the income statement model, "Sales minus Cost of
Goods Sold equals Gross Margin."
An example of the use of the word
processing capabilities involves an accounts receivable aging report Once
the report has been generated it can be
moved to the word processing environment, and comments can be added.
The Data Dictionary. The system
provides an on- screen data dictionary
that gives information on file structures, field definitions, and indexing information for persons who want to import and export data. This feature is
particularly useful if you want to customize reports or enter data from a file
instead of from the keyboard.
Memo Fields. Every master file, that
is, files that have the master information on customers, vendors, employees, and jobs, allows you to write
memos concerning that particular entity. For example, on the accounts receivable master file you could write
notes summarizing phone conversations with customers about delinquent
accounts.
The Calculator. Abacus offers a pop up calculator that will come on the
screen when you press the F9 key. Not
only can you do your arithmetic, but
you can transfer the result of your calculation to the field that you are workMANAGEMENT ACCOUNTING /FEBRUARY 1991

Our8ppmprinterearned
theOkidadtaOK"byofferingyou
somethingtheLaserJetIIIdoesn't.

Freedomofchoice,

Your accounting firm's best choice in an8ppm
page printer is the one that gives you the most to
chore from: the Okidata 800 series.

W ithOkidaravenirefiretochoosetheframes
W, need, firemsavemoneyby'eliminatingfeatures
rtntalninecd,andevenfieetochangeyourmindLauer.

The OL800: No Frills,
But All The Options
For only $1499•*1ist, the Okidata
OL800 gives you a full - featured 8 ppmprinter: 26 fonts, 4 typefaces, HP Series® II compatibility, both serial and parallel interfaces,
and the industry's only 5 year warrantv - -on
Okidata's unique LED printhead,
You can easily add a 2nd paper tray for
high - volume or letterhead/2nd sheet printing, or a network port that automatically handles 3 additional users, And Okidata's Tax

Cartridge offers line draw and tax - specific
graphics characters that are fully compatible
with IRS optical scanners,
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lems "on the fly=- problems the LaserJet has tional value will provide not just
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ing on. What really impressed me was
the fact that the calculator can be
moved around so it is not blocking a
part of the screen you need to see.
The company offers an unusual assistance and update combination package. For $95 per six-month period,
Comsoft offers unlimited phone assistance and all updates for its software.
If you have looked at comparable accounting packages you will recognize
what a great offer this is.
Obviously, no software package can
be all things to all people, a fact that is
especially true when it comes to accounting software. In order to be sure
that the accounting software you purchase will suit your needs, you first
must do a needs analysis. Then you
can look for software packages that fit
your situation. I recommend that you
look at Abacus 11.
The system operates on all IBM
and compatible computers with 640K
RAM, a hard disk, and DOS 3.3 or
higher. It will operate on Novell networks and any DOS -based network.
Abacus 11 is the top of the line system produced by Comsoft and costs
$1,695. The job Estimating /Costing
and Inventory/Order Entry modules
are available for $850 each. For more
information, contact Comsoft, Inc.,
#208,10335 -172 Street, Edmonton, Alberta, Canada, T5S IK9; (403)4895994, fax (403)4864335.
Margaret Wright, CPA
Management Information Systems
Oakland, California
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ABC -KEY PLAYERS
ANDTHEIRTOOLS
ctivity -based costing (ABC) is a
concept whereby overhead is
not allocated to products on the
traditional bases of direct labor or machine hours. Instead, activities are defined and associated with products using cost drivers. ABC originated with
the work of Professors Robert Kaplan
and Robin Cooper of the Harvard Business School, who tested the concept in
several businesses in 1985.
Four major software packages currently are used to work with activity based costing. They are software from
Integrated Cost Management Systems
Inc., Price Waterhouse's ACTIVA,
software from KPMG Peat Marwick,
and NetProphet from Sapling Software
Aided Planning Corporation.
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NetProphet, designed by Sapling SoftIntegrated Cost Management Sysware Aided Planning Corporation.
tems Inc. (ICMS) is run by Tom Pryor,
Available since 1985, the software sells
a former director of Computer Aided
for $5,500. It uses an approach of modManufacturing - International (CAM -1).
eling, dynamic costing, activity flows,
(CAM -I is a nonprofit organization esand attaching dollars to the flow.
tablished to gain understanding of
Sharman feels that NetProphet "is
business practices, facilitate expert
intuitively logical and therefore simpliconsensus, and define the consensus
fies and speeds the implementation
solution.) ICMS is located in Dallas
process." He believes that a model
and works with other consulting firms.
could be completed in three or four
Pryor says he performs "counseling
weeks. He also believes in "technology
rather than consulting with a client."
The ICMS implementation policy is transfer" rather than in selling consulting. His practice is to apply the 80/20
to focus on payback, look at the true
rule, recognizing that 20% of a compacost of drivers, and test the costs. Usny's products will cover 806 of its busiing the ICMS approach, a given site
ness. This 209 segment is where the
can expect to implement ABC in 12 to
project time should be focused.
14 weeks. This assumes one fulltime
Another company that came onto
leader and six or seven persons on the
the scene in November 1990 is ABC
client's team. ICMS charges $25,000
Technologies Inc., located in Portland,
for training and counseling. The comOregon, with software called
pany also has a software package that
EasyABC. The company obtained incosts $10,000 per site.
put for its design from both industry
The Price Waterhouse software
and academics such as Peter Turney
package, ACTIVA, has been used in
from the University of Portland. ABC
public engagements for a little more
Technologies is a software company as
than a year. The package is powerful
opposed to a consulting firm. They
and flexible because it uses a relational
currently are working with the major
database to provide both product costconsulting firms. I believe that this
ing and cost management.
company will be a 1991 player because
The PW implementation time has
the software is easy to use (it walks
been between four and nine months,
you through the ABC concepts), emaveraging around six months. You can
ploys windows, and costs only $995.
expect to pay between $150,000 and
Activity -based costing is here to
$175,000 in consulting fees for a major
stay. As Professor Kaplan said in a telesix -month project with a project leader
phone interview, "Accountants who
provided by the consulting firm. Implethink ABC is a fad that will disappear
menting ABC without any kind of conwill find themselves being bypassed as
sulting assistance could take at least
operations and general managers de16 to 18 months for the same $300 -milvelop the approach that provides them
lion site, assuming one person fulltime
with the information they need to
and six to eight halftime. PW recommake their businesses more competimends that the client's top people from
tive. ABC is not just a tool for a CFO,
each function be on the team. Training
it's a tool for a CEO. This is because
is very important. PW spends two to
ABC is more than a model; its an apthree days to train executives, two
proach that reveals profitability." ■
days for the project team, and one day
for the rest of management.
KPMG Peat Marwick has an excluLawrence Walkin operates Good Busisive working relationship with Profesness
Consulting in Toronto, Ontario,
sors Kaplan and Cooper. They wrote
providing software expertise and trainan ABC package that was under develing to business and government. Should
opment by KPMG for a year at selectyou have any questions, feel free to call
ed sites and became commercially
him
at (416) 253 -6858.
available a little over two years ago.
Peat Marwick will sell the software by
Ed. Note. A d}fJ`erent version of this aritself or with a training /consulting
ticle appeared in the May 1990 issue of
agreement. Peat Marwick's core packCMA Magazine (the publication of the
age is priced at $12,000, plus an extra
Society of Management Accountants of
$10,000 for the bill of materials modCanada).
ule.
Paul Sharman is an independent
management consultant (Focused
Is this article of interest
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Management Information) in Oakville,
to you? If so, circle
58
59
Ontario, whose practice includes ABC. appropriate number on
Reader Service Card.
He works with a package called
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CMA PROFILES IN SUCCESS

Jam es C. Haefner, CMA, Vice President of Finance
Bancroft- Whitney, San Francisco, CA.

The J im Haefiter success story...
After eleven highly successful years with a leading international accounting firm in
upstate New York, he changed career paths and moved up to Chief Financial Officer of
a major West Coast legal publishing company. Not bad for someone two years from his
35th birthday.

Why he ha s ma de the CMA (Certified Ma na gement
Accounta nt) designation a part of it...
About his CMA, this is what Jim had to say... "It just seemed to me if 1 were going to
spend the next significant portion of my working life in management accounting, I
shoul d have the only professionally recognized designation for that career... "

If you're a fter a ma na gement title...
Make sure you have the CMA after your name. For more information call or write to
the address below...
TI

(�
r1�' v

� r

CMA: Three Letters That Spell Success

9. y

1- 800 -638 -4427
National�As sociation� of�Account ants�—CMA� Program�10 �Paragon�Drive,�Mont vale,�NJ�0 7645�-1759

NEWS
KATHY WILLIAMS, EDITOR

GRIMOUTLOOK
PREDICTED
FOR 1991
hat's ahead for the
economy this year?
The Human Resources Outlook Panel of
the Conference Board predicts inflation to rise by an
average of 5.9%, wages and
salaries in private industry
to advance by 4 %, first -year
wage and benefit increases
in major union contracts to
rise by 3.8%, and manufacturing labor costs per unit of
output to rise by 1.9%. Although they predict a weak
economy, panel members
see chances for companies
to design more effective policies to recruit, select, and
train workers, help them
with work - family conflicts,
and boost productivity.
One of the chief concerns is the rise in
healthcare costs because
current efforts to control
costs by managed care systems and Health Maintenance Organizations and
similar groups have had
only a minor impact. The
panel predicts that more
companies, faced with 15%
to 20% cost increases each
year, will push for national
healthcare legislation.
Also, companies will feel
political pressure to deal
with and manage the growing numbers of women and
minority workers. Companies still don't know how to
restructure their work practices to accommodate wom-

W

20

en managers and professionals. They also aren't
prepared to assimilate poorly prepared young people
into increasingly demanding jobs.
The Conference Board's
10- member panel of labor
experts meets annually to
examine the outlook for the
year ahead.

MANUFACTURERS
AGREE...
YETPREDICTPROFITS
lthough a majority of
U.S. manufacturers
say the nation's economy is in a recession, 75%
predict their companies will
experience profits equal to
or greater than 1990 levels.
In telephone interviews
with 250 manufacturers
with annual sales between
$10 million and $500 million, more than one -third of
the respondents said they
expect profits to stay the
same, while four out of 10
said they will increase.
In response to warnings
about a recession, many
manufacturers have buffered their companies
against major problems by
reducing inventories and receivables, making cost -ef fective investments, and implementing programs
designed to generate a high
or short-term payback, noted Michael N. Cantwell,
chairman of Grant Thorn ton's National Manufacturing Industry Committee

and partner in charge of the
survey. These precautions
will keep profits steady, if
not improve them, he said.

CFOSALARIESRISE
SUBSTANTIALLY
IN 1990
espite an economic
downturn, the top salaries in finance, accounting, and banking rose
substantially in every region of the United States,
according to the annual salary survey published by
Romac & Associates placement firm. The highest increases were dealt to chief
financial officers of East and
West Coast banks (20%),
with bank vice presidents
earning 14% more. CFOs in
private industry commanded the highest salaries: an
average of $96,300 in the
Mid - Atlantic region and
$89,300 in New England.
The RomacReport,
which contains the survey
results, checks average salaries for all levels of employment in banking, public and
private accounting, and data
processing in seven U.S. regions. In nearly all job categories, persons earning the
highest salaries live in the
New England, Mid - Atlantic,
and Pacific regions. Regional differences can be high.
For example, a general accounting manager in the
Southeast can be earning
$38,800, while his or her
counterpart in the Mid -Atlantic region could be earning $46,900.
Before anyone dusts off a
resume, however, he or she
should check Romac's cityby-city cost -of -living index.
A CFO in New York may be
earning 19% more than one
in Dallas, but his or her living costs are 50% higher.
Romac President Ralph
Struzziero says, "We are
dealing... with several regional economies that are

not in lock step but are significantly different."
For more information
about the survey or a copy,
contact Romac & Associates, 183 Middle Street,
P.O. Box 7469, Portland,
ME 04112 or Chris Hyde at
(207) 865 -9681.

LEAVEYOURSNAKE
ATHOME
hen you go on your
next job interview,
be sure you leave
your snake at home, don't
offer to teach the interviewer how to dance, don't take
calls on your portable
phone, and don't start a
sales pitch on a line of products you're selling on the
side.
Sound bizarre? These
tales are true, according to
Robert Half, founder of Robert Half International, Inc., a
financial and data processing recruiting firm with 150
offices on three continents,
and Accountemps, the
world's largest temporary
personnel service for accounting, bookkeeping, and
information systems. When
Mr. Half conducted his latest popular survey of executives from 200 U.S. companies, he found that although
many job candidates perform well on the interview,
others exhibit behavior that
could be described only as
unconventional and humorous —not to mention unproductive.
"Too many candidates
act in a self - defeating manner on the interview; Mr.
Half notes. "Interviewers
aook for candidates who are
enthusiastic, businesslike,
well - spoken, and ask pertinent questions about the
company."
For more information,
call Lynn Taylor at
Accountemps in Menlo
Park, Calif., at (415) 854
9700.
■
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Conference on Field Research Skills
in Management Accounting
Sponsored by
The Management Accounting Section of the American Accounting Association
and the
National Association of Accountants
March 22 -23, 1991
Clarion Harvest House Hotel, Boulder, Colorado
•
•
•
•
0

SPEAKERS INCLUDE
SHAHID ANSARI
JACOB BIRNBERG
MARK COVALESKI
ROLAND LAING
C.J. MCNAIR

Topics include:

•
•
•
•
•

KENNETH MERCHANT
MIKE ROBERTS
PATRICK ROMANO
JAMES SORENSEN
JOHN VAN MAANEN

Field Research - What It Is, What It Isn't
Field Research - The Accounting Perspective
How to Write a Fundable Proposal
Framing the Issue, Generating the Sample and Collecting the Data
The Organizational Costs and Benefits of Participating in a Study
The Questionnaire as Part of the Field Research Project
An Example of a Completed Project

Hotel and Travel Arrangements
Single or double rooms may be reserved before February 21, 1991 for $68 per night by calling (303) 443 -3850 and
identifying the group name. Special airfare discounts have been arranged with United Airlines. Call 1- 800 -5214041 and refer to I.D. #440QB. Van service is available through the Boulder Airporter from the Denver Airport.
The registration fee includes all seminar materials, breakfast and lunch on Saturday, and receptions on Friday and Saturday.

- - --

----------------------------------------------------- --- ---------------------- - - ---1991 MANAGEMENT ACCOUNTING CONFERENCE
Registration Form
Name
School /Company.

Nickname for Badge
Phone t

1

Address

Send $200 registration fee ($75 for doctoral students) payable to American Accounting Association to:
Lynda Sydenstricker
American Accounting Association
5717 Bessie Drive
Sarasota, Florida 34233

ENROLLMENT IS LIMITED - REGISTER EARLY!!

TAXES
CANINE S.POULIOT,EDITOR

NEW BUSINESS
EXPENSE RULING
ew regulations have
been issued regarding the taxation and
reporting of payment
of employee business expenses reimbursed by an employer. These new regulations require
substantiation, although the Research
Institute of America, Inc., reports in its
December 20th Weekly Alert that
"where substantial and good faith efforts have been made to comply with
the regs" the IRS will not impose penalties for failure to withhold or pay taxes on the reimbursement.
Rev. Proc. 90-60, increases the
amounts allowable under the "high low" substantiation method to $130
and $88 for 1991, up from $122 and $85
for 1990. If an employer pays an allowance in lieu of reimbursing actual expenses for lodging, meal, and incidental expenses incurred, the amount of
the expenses deemed substantiated is
the lesser of the per diem allowance or
the amount computed at the Federal
per diem rate for the locality of travel
for the period the employee is away
from home. If the per diem is only for
meals and incidental expenses, the
amount that is deemed substantiated
is the lesser of the per diem allowance
or the amount computed at the Federal M &IE (Miscellaneous and Incidental Expense) rate for the locality of
travel for the period the employee is
away from home.
A per diem allowance is treated as
paid only for meal and incidental expenses if the employer pays the employee for actual lodging expenses, the
employer provides the lodging -in -kind,
the employer pays the cost of the lodging directly to the provider, or the em22

FREE TAX
DEMO DISK

Tax

For IBM PC or compatibles.

Prepare your own tax returns with I
Tax Magic 1040 software. SAVE
timeand money by computing the
results of different tax strategies.
Fast, easy to use, and powerful.
Personal - 40 Forms........... s49
Plus- 53 Forms.................. $129
Professional - 63 Forms..... $399

X800 --873 -2829
DA
1801 stn Ave.
MoIlne_IL
61265

I
I

Circle No. 7
ployer does not have a reasonable befief that lodging expenses will be incurred by the employee. A receipt for
lodging expense is required for the
Federal per diem rate.

CONSOLIDATED
RETURN
COMPUTATION
The IRS recently issued a ruling on the
basis adjustments allowed when a parent company sells subsidiary stock.
The IRS arrived at its decision based
on the case of a parent company which
owned all of the issued and outstanding common stock of one of its subsidiaries. Immediately before its acquisition by the parent, that subsidiary was
a member of another unrelated affiliated group. During the period before its
acquisition, the depreciation deductions claimed by the subsidiary exceeded in the aggregate its depreciation deductions determined under
section 312(k). During the same period, the subsidiary also made adjustments to its earnings and profits to
more accurately reflect gain and loss
as required by section 312(n). The
company wanted to sell all of its subsidiary stock and was unsure how to
determine the basis of the stock for
purposes of determining its gain or
loss on the sale.
As reported in the Tax Analysts'
Hotline (October 8), the service has
ruled that for purposes of determining
the gain or loss on the sale of the subsidiary common stock, the parent
must reduce its basis in the stock. The
amount must be equal to the sum of
the adjustments that would be made
under section 1503(e) (1), plus any ex-

cess of the deductions taken for earnings and profits purposes under section 312(k) and (n) over the deductions taken for income tax purposes for
years in which the deductions under
section 312 (k) and (n) would exceed
the deductions made for income tax
purposes. The Service held that the excess must be no greater than the
amount by which, for years before the
subsidiary's joining in the consolidated return, deductions for income tax
purposes for the items described in
section 312(k) and (n) exceeded the
deductions for those items for earnings and profits purposes. That calculation, the Service added, is to be made
on an item -by -item basis, rather than
on an aggregate basis.

EXCISE TAX ON
EMPLOYEE STOCK
OWNERSHIP PLANS
Under present law, three potential excise taxes might apply to dispositions
of securities from an employee stock
ownership plan (ESOP). An excise tax
applies to dispositions of employer securities acquired by an ESOP in a
transaction which is eligible for the
partial interest exclusion applicable in
the case of certain loans used to acquire employer securities. There is a
second excise tax which applies in the
case of dispositions of securities by an
ESOP which were acquired in a transaction which did not result in gain recognition because the ESOP owned at
least 30% of the corporation's stock after that acquisition transaction. And a
third excise tax applies to dispositions
of securities acquired in a transaction
to which an estate tax deduction was
available.
According to Tax Management
Inc., a subsidiary of the Bureau of National Affairs, Inc., (October 1), the
Technical Corrections Bill clarifies
that the first excise tax does not apply
where either of the other two excise
taxes apply. According to the explanation of the Bill, this conforms that statute to congressional intent that not
more than one excise tax per disposition should apply. The Bill also eliminates an "unintended inference" that
the excise tax does not apply in the
case of nonpublicly traded securities.
Is this article of interest
to you? If so, circle
appropriate number on
Reader service Card.
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IT'S COMING!
NAA'S FIFTH ANNUAL COST CO N F E RE N C E
NEW HORIZONS FOR COST MANAGEMENT:
MOVING TOWARD YEAR 2000
;

;

Walt Disney World Dolphin, Orlando, FL
April 18 -19, 1991

;
;
;
;
;
;
;
;
;
;
;
;
;

--

-

-

-

-

-----------

'

r

;

-

;

Sessions Include:
Management Accounting
The Link Between Cost Management,
Productivity and Quality
JIT Manufacturing: Meeting the Competitive Challenge of th e 90s
Industry Experiences in Implementing New Cost Systems
Integrated On -Line Performance Measurement
Marketing Cost Control
ABC Implementation Case Study
Reducing the Cost of OPEB: Managing Health Care Cost
A New Look at Capital Expenditure Analysis
Applying New Cost Concepts to Reduce Overhead and Administrative Costs
Advanced Cost Management Concepts and Directions
The Department of Defense Position on ABC and New Cost Management Systems
Biased Cost Accounting
Managing the Cost of Occupancy
Installing a Performance Measurement System
Installing Activity Based Costing in a Service Institution

•

•

Fifth Annual Cost Conference Orlando April 18- 19,1991

❑ Member
Nonmember
O Educator*

$690
$820

$790
$920

$395

$395

Must be a NAA member and a full -time educator

Check concurrent sessions:
IA_ 2A_ 3A_ 4A_
1B_ 2B_ 3B_ 4B_
Payment instructions:

5A_
SB_

6A_
6B_

'

NAME
BADGE FIRST NAME
SOCIAL SECURITY NO.

*

Please Register the Following:
(Print or type name)

Paid
After March 8
i

(201) 573 -8185

Paid
By March 8

/

Fax:

Check one box:
❑

10 Paragon Drive
Montvale, NJ 07645 -1760
Attn: Cost Conference

(800) 638 -4427, (#3)

!

Tel:

;

Mail to: NAA

—

Registration Form

'

Check enclosed. Make payable in U.S. funds to:
The National Association of Accountants
Amex

;

Visa

❑

❑

El MasterCard

r
r
/

Signature

/

Note: Payment required prior to start of conference.

'

/

Card number /expiration date

;

)

(

C O M P A N Y . . . . . . .
STREET
CITY, STATE, ZIP
TELEPHONE
NAA MEMBER NO.
❑ N0NMEMBER
O SEND MEMBER INFORMATION

'

❑

TITLE

FINANCIALMANAGER
T. CARTER HAGAMAN, EDITOR

BUYING BANK
STOCKS:AN
IRRATIONAL ACT
ve been a banker for nearly
30 years and a bank stock investor for much of that time.
For the most part, banks and
I have done well by one another. So when I looked at the
title I gave to this column, it
gave me pause but I stand by it What
follows is an explanation of the reluctant conclusion —that most U.S. banks
face a major problem in attracting capital and that the regulators can stand
up and take the blame with them.
A few fundamentals are needed up
front on which to build the case:

lic

1. Stock investors are generally rational and have the entire array of pubcompanies and industries from
which to choose. Even in pursuit of
diversification, investors won't buy
bank stocks without the ability to
make a case for owning them.
2. Risk and return are still related.
Some investors are willing to accept
higher risk than others, but only in
pursuit of an above average return
sufficient to pay for that risk.
3. Other investors —in fact, the majority of investor dollars —are willing
to accept the average equity returns
over time in exchange for an average (or normal) level of risk.
Specific industries tend to attract
specific investor clientele based on a
correspondence between the companies' investment characteristics and
the investors' interests. Thus, initial
public offerings tend to go to the venturesome and utility stocks are bought
by those who value stability. It's the
rare company that can attract an investor following with characteristics that
differ markedly from others.
For many years, banks were a lot
like public utilities in the minds of investors. They rarely achieved very
high returns on equity capital, but they
did pay out steady and significant cash
24

dividends, and people felt safe owning
them. Their stock performance tended
to be quite stable with modest but
steady price appreciation. Until the
1960s, they weren't even listed on
stock exchanges. Over the last quarter
century, a lot of changes occurred:
• Use of debt leverage in capital accounts in pursuit of higher returns
on equity.
• Mergers
and
consolidations
through holding companies, with
exchange listings and investor relations programs.
■ New activities and lines of business
which increased the overall risk.
• New competition from disintermediation, other financial institutions
and foreign banks, all of which accelerated the search for new and
profitable endeavors.
• Strategic differences from company
to company, making the industry
harder to classify.
• A gradual reduction in dividend
payout ratios which, when combined with higher rates of return on
equity and aggressive strategies,
gave some banks a "growth" image.
In short, changes in the banking industry over time have increased the
risk to stock investors, made them
more dependent on capital gains, and
muddled the "case" for owning bank
stocks in a portfolio. The crisis events
of the last year or so have put the icing
on the cake. Three crisis events in a
row have struck terror in the hearts of
bank stock investors. First was the
flowering of the S&L problem and the
fear that commercial banks are sufficiently similar to risk the same fate.
Second was the demonstration that
poor credit judgment and risk management may show high returns for a
time, but ultimately generate big
losses for the perpetrators. We saw
this with loans to LDCs, LBOs and
junk bonds in support of the takeover
binge, and finally excessive enthusiasm in real estate markets.
The third and final crisis for stockholders has been the wave of dividend

cuts, even among "quality stocks."
When Chase and Citicorp cut their dividends, it becomes quasi - respectable
for others and no bank stock is safe.
Furthermore, bank regulators are
rightly to be blamed for contributing to
the problem by pressing for dividend
cuts to "preserve capital." This shortsightedness is nothing new for bank
regulators, but the damage this time is
likely to be more severe. Raising sufficient capital to strengthen capital ratios, finance needed consolidation, and
position the industry to resume
growth will require more than five
times the amount that can be raised
from retained earnings even with no
dividends at all!
What will it take to induce investors
to return to the banking industry?
First, a conviction that the credit problems have run their course and that abnormal charge-offs have come to an
end. Second, major consolidation to reduce the number of competitors and
bring supply of services in line with demand so that reasonable profits can be
forecast. Third, and most important,
rebuilding with confidence. According
to David Cates, "what has happened in
1990 is a rending of trust on the part
of investors: trust in managements,
trust in analysis, trust in accountants
and trust in government policy. The
task ahead for individual investor owned banksis to rebuild that trust on
behalf of their shareholders, employees, and communities.
Returning to where we began, are
there exceptions to the idea that buying bank stocks is irrational? Yes. One
is the community bank that never had
a broad market but serves its area well
and profitably. Another is the exceptional well - managed institution that
has strong capital and has successfully
persevered in doing profitable business. Investors can still get a fair return from stocks like these. In due
course, a new understanding of the
banking industry is likely to
emerge —one that will permit rational
investors to incorporate the banking
industry into their investment strategies, but there's a long tortured road
ahead before this happens.
■
T. Carter Hagaman is a consultant with
Oxzfiord Information Technology, Ltd.,
New York, N.Y.
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NAA Approved
CMA Review Course Materials
NAA has approved five providers
of Course Materials
• Gleim Publications, Inc. Irvin N. Gleim, CMA
Independent study text course materials
• OC3, Earl K. Littrell, CMA and
Michael G. McLean, CMA
Group study -video course materials
• Malibu Publishing Co., Grant W. Newton, CMA
Independent text/audio course materials
• MicroMash, Elizabeth M. Monroe
Independent study computer- assisted
course materials
• Rigos Professional Education Programs, Ltd.,
James J. Rigos, CMA
Independent study text course materials
Look for
details
with the
i issue of

EMENT
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CMANEWS
KEVIN V.
FITZGERALD, CMA

CATHERINEREILLY,EDITOR

Kevin V. Fitzgerald

evin V. Fitzgerald, senior consultant for IBM Corporation,
is one of the nation's most enthusiastic supporters of the
Certified Management Accountant
program.
Kevin has been employed with IBM
for the past 25 years. In his current position, he is responsible for formulating IBM's worldwide accounting strategy. In this capacity, he communicates
frequently with IBM senior executives
regarding the company's strategic direction.
Attaining the CMA designation is
an achievement that Kevin does not
take lightly, and neither does the company that employs him. IBM Corporation offers an in -house review course
to prepare members of its financial
staff to take the CMA examination.
The course was established in 1982,
and Kevin was one of its first attendees. He successfully completed the
CMA exam and was awarded his cer26

tificate in 1984. "IBM is dedicated to
the training and development of its employees. Programs such as this help financial employees broaden their expertise, keep abreast of new
developments in their field, and gain
national recognition for their accomplishments through completion of the
CMA examination and certification."
Kevin is an avid dinner speaker on
many topics, not the least of which is
the CMA program. He has been
known to address student and business audiences on numerous accounting topics presenting motivational
ideas concerning the CMA and the National Association of Accountants, as
well as careers in accounting.
He is currently vice president of
education for NAA's Westchester
Chapter, as well as a grader for the
CMA exam, and he speaks frequently
on accounting topics. But his public
speaking does not end there. Kevin
earned the "CTM" (Competent Toastmaster) designation from Toastmasters International and was last year's
president of the White Plains (New
York) Chapter. He also has served as
county chairman of several
fundraising campaigns for the United
Way.
Kevin began his IBM career in 1966
in the position of staff accountant. He
quickly moved up in the ranks, holding
various positions including financial
analyst- pricing, manager of financial
planning, manager of pension accounting, manager of financial reporting,
and several others before attaining his
current post. His experience includes
the management of the corporate staff
preparing IBM's quarterly and annual
financial statements for release to the
Securities & Exchange Commission.
He also has been responsible for managing the National Service Division
headquarter's accounting staff of 55
professional accountants. Kevin has
conducted monthly financial reviews
with the two service division presidents and their executive staffs and
given financial advice and direction to
the regional and area staffs.
Kevin's myriad interests expand to
the home front as well. He plays tennis
once a week and is an amateur
videographer. He also spends time experimenting with graphics on his new
IBM PS-2. "I've already produced a
couple of 'Family Multi-media Video
productions' which encompass the use
of PC software, graphics, music and
home videos."
He is the father of six, so Kevin's
family naturally keeps him busy. Two

of his children graduated from the Culinary Institute of America and are
chefs in top -rated French restaurants
in New York City. As a result, he recently acquired a taste for French cuisine. "When the boys decide to cook at
home, which is on most holidays, the
dining room is set for 16, and I'm always the first seated!"
In his "free" time, Kevin teaches Financial and Managerial Accounting
courses at Pace University in Westchester County, New York. He feels
very strongly about educating faculty
as well as students about the CMA.
"Mere is a major effort required by
CMAs and CMA supporters to get our
message out to the accounting professors and students. My concern is that
we are doing a great disservice to today's college students who are not being properly advised." He believes particular emphasis should be placed on
the CMA when addressing students. "I
tell students that if you are going to get
a CPA, that's great and I congratulate
you. But if you are going to be in management accounting, you must get a
CMA. The CMA is not a choice designation for the management accountant."
For information about the Certified
Management Accountant program,
write to Institute of Certified Management Accountants, 10 Paragon Drive,
Montvale, NJ 07645 -1759.
■
Catherine Reilly is marketing manager,

NAA/CMA programs.
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BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1.2 -3 template,
and "stand- alone" provides low, medium
and high values of eight common
valuationmethods-41 graphs -51 ratios.
Only $195.00 4,000+ sold. Free info!
BUSINESSPLANNINGSOFTWARE
Eight financial models for business plans,
raising venture capital, leveraged buyouts,
and budget cash flowplanning. Used with
Lotus1 -2 -3, Excel, SuperCalc5, etc.
Great value! 12,800+sold. Free info!
CALL:1-800-777-4920
or
(714) 759 -8987
ILAR Systems, Inc., 334 BaywoodDrive
Newport Beach, CA 92660
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ETHICS
HOWARDL.SIERS,EDITOR

ETHICS IN AN
INTERNATIONAL
ENVIRONMENT
BYROBERTB.SWEENEY
nterest in ethics has been highlighted in the United States in recent years by numerous events and
occurrences. The Treadway Commission Report emphasized the "tone at
the top" and called for companies to
develop and implement codes of conduct. The result was a significant increase in the number of companies
which now have codes. Insider trading
scandals and the savings and loan debacle drew additional attention to ethics in business.
We at NAA were pleased that we
had our Standards of Ethical Conduct
for Management Accountants in place.
We have accelerated our efforts to aid
in the development of a viable ethical
climate. These efforts include increased enforcement efforts, effective
promulgation of our Standards, and
the development of our ethics counseling service. All of these efforts were directed toward accountants in the United States.
The unification of Germany and the
development of the world's largest
market with EC 1992 have changed
our perspective. We must do business
in a world market if we are to survive
as a significant world power. Further,
if we are to operate on a worldwide basis, we must face the issue of international ethics. Many have claimed that
cultural differences preclude applying
one set of ethical standards worldwide.
NAA initially adhered to this philosophy by not requiring our international
associates to comply with our Standards of Ethical Conduct. Current research, however, indicates that while
cultural differences exist, standards of
moral judgment do not vary signifiMANAUEMEW ACCUUN I ING /FEBRUARY 1991

cantly among countries.
The International Federation of Accountants (IFAC) demonstrated that it
subscribed to that philosophy when it
recently issued Guidelines on Ethics
for Professional Accountants, the first
international code of ethics for accountants. This document is significant for
several reasons. First, it represents a
giant step forward in that the first segment, Part A, applies to all professional
accountants. These are defined as individuals in "public practice, industry,
commerce, the public sector, or education." The IFAC code addresses the
differences encountered in public accounting by including Part B which
sets forth ethical guidelines for those
in public practice. This section deals
with issues such as independence,
fees, and advertising, which are not
relevant to those in industry, commerce, the public sector, or education.
We in the United States have developed separate and significantly different codes for each segment of the accounting profession as reflected by the
codes promulgated by AGA, AICPA,
FEI HA, and NAA.
A second item of significance is that
the part of the IFAC code applying to
all accountants is almost identical to
NAA's Standards of Ethical Conduct
for Management Accountants. Six fundamental principles are set forth by
IFAC, the first four being the four NAA
ethical standards. They are integrity,
objectivity, professional competence
and due care, and confidentiality. Note
that NAA uses the term "competence,"
whereas the IFAC principle is "professional competence and due care."
IFAC adds two more principles— professional behavior and technical standards. The professional behavior principle indicates that "a
professional accountant should act in a
manner consistent with the good reputation of the professional and refrain
from any conduct which might bring
discredit to the profession." We have
included this in the NAA standard "Integrity."
The technical standards principle
specifies that a "professional accountant should carry out professional services in accordance with the relevant
technical and professional standards."
The Standards of Ethical Conduct for
Management Accountants include this
in the "competence" standard.
The IFAC segment applying to all
accountants includes supporting sections which elaborate on the basic
principles and which address issues
encountered in tax practice and in

cross - border activities.
The section on cross - border activities provides guidance when accountants perform services in a country
other than their home country. When
a difference exists between ethical
guidelines in one's home country and
those of the country where services
are provided or when a difference exists between the ethical rules in either
of the countries and those of IFAC, it
is mandatory that the stricter of the
two or the strictest of the three be applied.
Publicity is the subject of another
section. The essence of this guideline
is to provide public notice without
seeking to obtain personal professional advantage or to procure professional
business.
Finally, a section, "Resolution of
Ethical Conducf' is provided. The
guidelines here are almost identical to
those set forth by NAA. After identifying several types of dilemmas with
which a professional accountant may
be confronted, the accountant is advised to follow normal lines of authority unless the individual to whom the
accountant would normally report is
involved. In that case the next higher
manager should be consulted.
As with NAA's code, counseling is
advised. Note that since confidentiality
is required as with our NAA counseling service, this does not represent either internal or external
whistleblowing. Both IFAC and NAA
note that the last resort may be resignation, accompanied by an informational memorandum to an appropriate
representative of that organization.
Due to the similarity of the Guidelines and our Code, NAA members
who are involved in international business activities should be on firm
ground if they comply with the NAA
Standards.
The similarity of IFAC's Guidelines
to NAA's Standards reflects the international leadership NAA has provided
and provides our members with a
sound basis on which to base their decisions involving ethical issues.
■
Robert B. Sweeney holds the 7hompsonHill Chair ofErcellence in Accountancy
at Memphis State University. He is the
recipient of the R. Lee Brummet Distinguished Service Award for Educators.
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Standards of Ethical Conduct
for Management Accountants
anagement accountants have an obligation
to the organizations they serve, their profession, the public, and themselves to maintain
the highest standards of ethical conduct. In
recognition of this obligation, the National Association
of Accountants has promulgated the following standards of ethical conduct for management accountants.
Adherence to these standards is integral to achieving
the Objectit.,es of Management Accounting.` Management acco untants shal l no t commit acts con trary to
these standards nor shall they condone the commission
of such acts by others within their organizations.
COMPETENCE
Management accountants have a responsibility to:
• 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 cl ear reports and recommendations after appropriate analyses of relevant and
reliable information.
CONFIDENTIALITY
Management accountants have a responsibility to:
• Refrain from disclosing confidential information acquired in the course of their work except when authorized, unless legally obligated to do so.
• Inform s ub ord in ates as ap prop riate regard ing t he
confidentiality of information acquired in the course
of their work and monitor their activities to assure
the maintenance of that confidentiality.
• Refrain from using or appearing to use confidential
information acquired in the course of their work for
unethical or illegal advantage either personally or
through third parties.
INTEGRITY
Management accountants have a responsibility to:
• Avoid actual or apparent conflicts of interest and advise all appropriate parties of any potential conflict.
• R efrai n from engaging in any activity that would
prej u di ce th ei r ab i l i ty t o carry o u t t hei r du t i es
ethically.
• Refuse any gift, favor, or hospitality that would influence or would appear to influence their actions.
• Refrain from either actively or passively subverting
the attainment of the organization's legitimate and
ethical objectives.
• Recognize and communicate professional limitations
or other constraints that would preclude responsible
judgment or successful performance of an activity.
• Communicate unfavorable as well as favorable information and professional judgments or opinions.
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■ Refrain from engaging in or supporting any activity
that would discredit the profession.
OBJECTIVITY
Management accountants have a responsibility to:
• Communicate information fairly and objectively.
• Disclose fully all relevant in formation that could
reasonably be expected to influence an intended user's un derstandi ng o f t he rep ort s, comment s, and
recommendations presented.

RESOLUTION OF ETHICAL
CONFLICT
In applying the standards of ethical conduct, management accountants may encounter problems in identifying unethical behavior or in resolving an ethical
conflict. When faced with significant ethical issues,
management accountants should follow the established
policies of the organization bearing on the resolution of
such conflict. If these policies do not resolve the ethical
conflict, management accountants should consider the
following course of action:
• Discuss such problems with the immediate superior
except when it appears that the superior is involved,
in which case the problem should be presented initially to the next higher managerial level. If satisfactory resolution cannot be achieved when the problem is initially presented, submit the issues to the
next higher managerial level.
If the immediate superior is the chief executive officer, or equivalent, the acceptable reviewing authority may be a group such as the audit committee, execu t ive commi tt ee, bo ard of d irecto rs , board of
trustees, or owners. Contact with levels above the
immediate superior should be initiated only with the
superior's knowledge, assuming the superior is not
involved.
• Clarify relevant concepts by confidential discussion
with an objective advisor to obtain an understanding
of possible courses of action.
• If the ethical conflict still exists after exhausting all
levels of internal review, the management accountant may have no other recourse on significant matters than to resign from the organization and to submit an informative memorandum to an appropriate
representative of the organization.
Except where legally prescribed, communication of
such p roblems to auth oriti es or indi viduals no t employed or engaged by the organization is not considered
appropriate.
' Natio nal As s o c iatio n o f Ac c o untants . S ta tem en ts on M a n a g em en t Accounting: Objectives of Mana gem ent Ac c o unting, S tatement No . 1B, New
Yo rk, N.Y.. June 17, 1982.
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Once the Activity Centers are carved out, the next challenge is developing relevant cost drivers with the help of operations personnel.

BYJACKHAEDICKEAND DAVID FEIL
he Hughes Aircraft activity-based costing project is
helping to usher in a new era of contractor and government cooperation. The aerospace and defense
industry companies, while somewhat shielded
from foreign com petition , no w are facin g co mpetitive pres-

sures of their own. Recent changes in Department of Defense procurement policies include second sourcing and
leader /follower arrangements that have served to increase
competition and level the technological playing field. Those
contractors who win future procurements will be the ones
with the lowest costs and the highest quality, not necessarily
the highest technology.
Cost competition between contractors therefore has become intense. Current global politics have furthered these
competitive pressures as DoD contractors become casualties of a peacetime economy and face forced consolidations
and often painful conversions to commercial product lines.
The good news, perhaps, is that contractors now perceive
the need to change. What role can the cost accounting community play in reversing this competitive decline? Do our
traditional cost accounting systems provide the strategic information U.S. firms need to address these changes? If inaccuracies exist, what has caused them? What regulations
apply in a DoD environment, and do changes need to be
made to increase contractor competitiveness? What should
be, and is, the government's role in encouraging these
changes?
Some answers to these questions will be found in the
Hughes Aircraft Company's efforts to implement advanced
MANAGEMENT ACCOUNTING /FEBRUARY 1991

costing systems. The company's experience highlights a
new era of cooperative efforts between contractors and
members of the Defense Contract Audit Agency (DCAA) in
setting the standard for these advancements.

THE NEED FOR CHANGE
s management teams have turned to traditional financial systems to provide the improved product cost information needed to compete, they have become increasingly frustrated at the lack of relevant and reliable data.
Technical support staffs that have moved aggressively to incorporate improved manufacturing techniques such as total
quality management, just-in-time, cycle time management,
and employee involvement have found themselves faced
with a financial system that has not changed in more than
50 years.
Traditional systems typically focus on areas that have little to do with the real causes of production costs. This disparity becomes critical when management is seeking relevant information to control the production process and must
use a system designed primarily to bill the customer and to
report to shareholders. The situation is exacerbated by an
overreliance on direct labor base (DLB) as a system for allocating overhead costs. With continued industry specialization, outside procurement will increase. This factor, along
with increasing factory automation, will make direct labor
decrease even more, and current methodologies for the allocation of cost will become even less relevant.
As an example, the introduction of new or complex products typically requires significant support in the early stages
29

of development. If these products are produced in the same
burden center as more mature products, the increased support costs will be subsidized by the more mature product
lines. Making a strategic decision to subsidize an introductory or complex product to gain market share in a commercial arena may be a perfectly sound strategic decision, but
it is a decision that should be made with full knowledge of
the cost relationships. Otherwise, management may draw
false conclusions about the profitability of a product line and
even terminate products that in reality are profitable. Alternatively, if the subsidy is significant, it can offer a competitor
entry into the mature product niche.

EVOLUTION, NOT REVOLUTION
he reason we at Hughes have been successful in implementing advanced costing concepts is that we
have evolved these systems carefully over a period of
five years, thereby allowing members of local audit to grow
and learn with us as equal partners. The evolutionary process we have experienced progresses from the DLB allocation methodologies developed primarily in the era of Sloan
and DuPont at General Motors to today's advanced concepts
of activity-based costing. In essence, this transition recog-

will

The strategic uses of the improved informational capabilities
of an ABC -type model have proved significant, as the following brief description shows.
Shop Mix Analysis. At Hughes Aircraft, internal manufacturing capabilities are expected to be cost competitive with
off -load vendors for production (i.e., a program manager can
seek what he or she feels is the best price for a product
whether produced externally or internally). In the past,
these make /buy decisions were made on the basis of the distorted pricing information provided by the traditional system. An ABC -type analysis, therefore, may alter significantly
the mix of what is manufactured internally and, as a result,
lower overall costs.
Investment Opportunities. In addition, if the shop mix
analysis indicates that a certain product produced in the facility is not competitive with products from off -load vendors
and if the firm wishes to continue making it internally, the
need for process improvements or further capitalization of
the facility becomes obvious.
Comparison Across Facilities. When a firm has multiple facilities producing the same or similar products, an ABC analysis of these facilities can provide a way of benchmarking
one facility against the others. Because the facilities most
have been capitalized in different time periods and
likely
have different process flows, each facility probably will excel
at a different type of work. This analysis will make it easier
to pursue a strategy to create "centers of excellence" whereby each manufacturing operation concentrates on production of those items that it is capitalized to perform best.
Estimating. The current method of estimating used in
most DoD environments builds up a series of indirect and
direct pool costs on top of the direct labor component of a
manufactured part. Direct labor is a component of cost that
we already have shown to be decreasing in relevance. In addition, because the functions that are pooled typically have
no direct tie to the progressive steps of the manufacturing
process, it is difficult for both the estimator and the customer to conceptualize the buildup of cost.
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nizes that in today's environment, activities rather than products are the absorbers of cost. These activity costs should
then be assigned to the product on the basis of the best causal /beneficial relationships (drivers) that can be determined
rather than on a single allocation base such as direct labor.
Our goal is to obtain accurate product cost information.
Without it we will be unable to support the operations management in making operational and strategic decisions.
It is an evolution rather than a revolution for many reasons. Perhaps the most important reason is the completion
of the educational process for the government and our own
staff and the smoothing of any cost shifts that may occur between contracts and business units. After all, we are attempting to create a system that meets the needs of all parties rather than one forced on us by the finance department and
government regulation. For that reason, the effort must start
at the bottom and work its way to the top, gaining the
concensus of each level of management as it proceeds. Revolution rarely will gain the type of concensus required to
support such a system.
In selected pilot sites we have gone through this evolutionary process, as described below, to reach our present
level of experimentation with fully implemented activitybased costing.

On the other hand, an activity-based estimating system
simply requires a listing of activity centers following the production process and factoring of the second -stage driver in
relationship to the way the part number uniquely absorbs
the activity center's cost.
Destgn to Cost. With the increasing competition in defense contracting, the cost of products has become an issue
of increasing importance. Engineering design staffs, while
having a global understanding of the manufacturing process, find it difficult to target cost objectives under a DLB
buildup of costs.
An activity-based system focuses on the drivers of production costs such as circuit size and complexity of design
and allows a design engineer to predict more accurately the
impact of design changes. Cost objectives then become increasingly tangible and, therefore, more readily achieved.

World -Class Manufacturing — Empowering the People.

Two of the philosophies espoused by RJ. Schoenberger in
his text World -Class Manufacturing are the work cell and employee involvement in the manufacturing process. In a properly designed activity-based system, there is little or no difference between an activity center and a work cell.
Controllers now can add the component of contribution to
product cost to the concepts of JIT, cycle time management,
and total quality, all aimed at improving the efficiencies of
the manufacturing work cell.
Employees within a work cell have been hampered in
their efforts to reduce cost because traditional standards of
measurement such as direct labor base or realization lead
to faulty decision making in a world -class environment. The
standard of measurement in an activity-based system becomes the second -stage driver of cost from the activity to
the product. A metric has been established, therefore, which
includes all costs of an operation and can confirm individual
contributions to cost reduction efforts.
Only by adding the component of cost to the measures of
quality, cycle time, and inventory management can a manufacturer truly reach its goal of world -class cost management. ■
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THE STEPS TO ABC
tep 1. The Move to Multiple Burden Centers.Many firms
we have encountered in the United States have multiple product lines existing in a single burden center
with up to 15,000 employees. For reasons stated above, the
potential for inaccuracies in a system such as this are immense. The first step in improving the accuracy of such a
system is to break the burden center into major product- line - oriented segments. This move alone will improve
the accuracy of the allocation system dramatically by avoiding subsidies across product lines.
Perhaps more important, the breakup of large burden
pools begins the educational process as operations managers and finance personnel perceive the more accurate product- line - oriented reporting capabilities that this system provides. Many European firms have used systems such as this
for decades, to the extent of implementing hundreds of burden centers to reflect the activities of a particular plant. In
addition, although a change such as this adds some complexity to the audit process, it is fairly easy to negotiate in
a DoD environment.
However, breaking cost centers into multiple burden centers is only the first step to a more accurate cost management system. This step occurred in 1986 at the Ground Systems Group of Hughes Aircraft when a 4,500 - person
manufacturing site was decentralized into nine product-lineoriented segments, each with its own unique burden center.
The major failing of multiple burden centers is that an inaccuracy for products within the product line still exists due
to the continuing allocation of costs by direct labor alone.
Step Z. Central Service Allocations. Whenever an opera-

TABLE 1 /CENTRAL SERVICE
ALLOCATIONS
Functions

Drivers

Metrics
$/Head
$/Hire
$/Head
$/Training Hour

Security

Headcount
Hires
Union Employees
Training Hours
Square Footage

Receiving

Number of Receivers

$/Receipt

Data Processing

Lines Printed
CPU Minutes
Storage

$/Line
$/CPU Minute
$ /Storage Unit

Human Resources

$/SquareFoot

tion is broken up into product - line - oriented segments, the
problem remains of allocating to each of these burden centers the costs of support functions that are common to all
but that do not have a large enough critical mass to allow
each product line to have its own function. Examples would
be certain group or corporate functions (finance, human resources), shipping, receiving, and data processing. These
functions typically have been allocated by head count or cost
of sales rather than by usage.
A natural step in the progression to a true activity-based
system is to assign these costs to the various burden centers
using drivers that reflect the complexity, volume, or time
taken to perform the services, in direct relationship to the
way the burden centers absorb these costs.
Shown in Table 1 are a few of the several dozen central
service allocations that either have been implemented or are

dan t-uttes, our customer representative fromthe Defense Contract Audit Agency (DCAA). attends weekly ABC task team meetings.
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Following years of a perceived adversarial relationship between defense contractors and representatives of the DCAA,
all parties appear to be moving toward a new era of cooperation in regard to the introduction of advanced costing systems. This may not be as surprising as it first seems.
Both parties in reality are pursuing the same goals, although for different reasons. The goal in the introduction of
advanced costing systems is to increase manufacturing efficiencies and thereby reduce costs. The governments interest in this process is obvious. The contractor realizes that
cost reduction is vital to his own survival in a shrinking and
increasingly competitive global marketplace.
Although government representatives are just beginning
to take a lead in these efforts, the contractor's responsibilities to local audit when implementing such systems can be
summarized in three words — INFORM, EDUCATE, INVOLVE.

great lengths to ensure that all levels of government audit
are involved in the implementation process, including our
regional audit manager and DCAA's Department of Policies and Plans in Washington. The government's role in
these weekly meetings is not so much to suggest new
ideas for innovation as to act as a sounding board for the
practicalities of audit and the regulatory process. The real
benefit of this involvement has been an enhancement of
the educational process for both parties and a much more
streamlined approach to the full implementation of our
ABC pilot project

1. Inform. No matter how far we have progressed in recent
history, lingering suspicions still exist as to the intent of
both parties when implementing such systems. The most
advisable approach is to gain local audit's concensus and
cooperation by informing them as soon as a pilot site for
experimentation is initiated.
2. Educate. While the overall concepts of implementing advanced cost systems may be rather intuitive, the practical
realities of implementation in a DoD environment are
complex. As much time should be spent educating your
local audit staff as is spent with your own implementation
team. It is foolhardy to believe that this education process
can be completed within the 60 -day notification period required for accounting changes.
3. Involve.In our own case at Hughes Aircraft Ground Systems Group, our local audit manager participates in each
of our weekly task team meetings aimed at the implementation of advanced costing systems. We have gone to

There is evidence that the process we have experienced
at Hughes Aircraft is spreading quickly to other parts of the
industry. The Institute for Defense Analysis hosted a meeting in July 1990 to bring contractors and government representatives together for an in -depth discussion of how advanced cost systems best could be initiated in a DoD
regulatory environment
Participating in this conference on behalf of DoD contractors were Hughes Aircraft, United Technologies, General
Dynamics, GE Aerospace, Harris Semiconductor, and Rockwell International. During this meeting each contractor, with
a member of the local audit staff, was asked to describe current efforts in implementing advanced costing systems and
what they saw as the regulatory impediments to such implementation.
Perhaps the most significant recommendation was that
a mechanism be established for a continuing discussion between defense contractors and the government Specifically,
this mechanism would be a steering committee composed
of Council of Defense and Space Industries Associated
(CODSIA) representing industry, and DCAA, representing
the government, with CAM -I (Computer Aided Manufacturing- International) providing the forum for discussion. This
step appears to be the most important in several years to resolve what are truly common concerns in maintaining the
efficiency, viability, and profitability of the defense contracting industry.
■

under consideration. The allocating department decides on
the drivers in consensus with the operating units that eventually absorb the activity costs. Particular attention must be
paid to developing drivers that do not simply allocate costs
but that create a direct linkage between activity absorption
and cost flow.
The allocation of resource costs in direct proportion to
the absorption by activities has obvious benefits. However,
the side benefits that have occurred from this system may
be of even greater significance. For the first time operating
units understand, and therefore can control, their level of
cost absorption through an evaluation of their own activities.
In addition, the metrics derived for each allocation serve as
budgeting tools, a method for communication between the
providers and absorbers of an activity, and a method for performance measurement in an era of continuous measurable
improvement
Step 3. Activity Accounting. The Hughes Aircraft philosophy is to improve continuously in every aspect of our business. The next logical step in our evolution to advanced costing systems is to decompose our activities and assure
ourselves that each activity is accomplished as cost effectively as possible. We define this as activity accounting.
Activity analysis requires an evaluation of each component of cost that contributes to the driver metrics shown in

Table 1 (labor, capital, materials, customer requirements).
This task can be accomplished in many ways; however, the
one that has met with the most success at Hughes is a program called MORE (Measurement of Organizational Effectiveness), developed by the industrial engineering staff of
General Motors. This program involves all participants in an
activity and catalogs actions that contribute to that activity.
The team members and client customers then are brought
together to brainstorm and plan appropriate methods for increasing efficiency and reducing costs.
MORE is an accounting project driven by industrial engineers with the intended purpose of developing a team that
can create a system of use to all parties.
Step 4. Activity -Based Costing. All of the concepts mentioned above (multiple burden centers, non -DLB drivers, activity accounting) are pulled together in implementing the
concept of activity-based costing. At Hughes we are experimenting with two pilot sites for full implementation, which
we have defined as taking ABC- derived costs to the general
ledger. Figure 1 shows an overview of our design for a fully
integrated activity-based costing system.
As shown, all shop resources (labor, materials, square
footage charges, depreciation) are charged to the activity
centers based on actual usage. Activity centers are defined
as logical steps in the production process and generally are
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identified by geographical location, staffing,
FIGURE 1 /COST ACCUMULATION SYSTEMS
or machinery requirements. The number of
activity centers depends on the type of proRESOURCES
cess being performed, the diversity of product
Operational
Control
mix within the operation, and the informationSystems
al requirements of the department manage:A:/C
ACTIVITY
ment.
CENTER
AIC 2
A/C 3
Shop
Once the activity costs have been isolated
POOLS
Floor
and analyzed, representatives from operations
Cont rof
management, finance, industrial engineering,
2nd
A/C 1
A/C 2
A/C 3
and data processing working as team deterStage
RATE
RATE
RATE
Mat'I
mine the most relevant second -stage drivers
Drivers
for each activity center. Once determined, the
Status
Rate
second -stage driver quantities either are loadApplication
ed into or obtained from the existing shop
floor control system. When these second Product/
stage drivers are balanced with projected
X
Y
Z
Contract
workload, application rates are derived for forCost
ward pricing rates and eventual recording of
costs to the general ledger.
The shaded area in Figure 1 represents a
GENERALLEDGER
step in the evolutionary process developed
Shaded Area =ABC Module
from modeling. During this step we used the
Cooper /Kaplan software, at present being
marketed and implemented exclusively by
KPMG Peat Marwick, to assure ourselves and the governclear, concise, and easily auditable (see sidebar, p.30).
ment that ABC was sound conceptually and that the cost
The audit points agreed to by the government represenshifts were significant enough to continue the implementatatives on our implementation team are: (1) the collection
tion process. We discovered that two of the many side beneof costs into activity centers, (2) the derivation of second fits of the KPMG ABC system are that it is an excellent vestage driver application rates, and (3) the application of the
hicle to forecast forward application rates and that it greatly
second -stage driver to the work order. The use of multiple
streamlines making the associated cost impact study reapplication rates will greatly complicate the task of audit
quired by government audit. The treatment of the data is
when compared with a system focusing on hand recording
of labor and the application of a single DLB overhead rate.
There is an understanding by both parties, however, that the
information now being reviewed will be much more relevant
to the intended task and may work in concert with the government's own initiatives toward contractor self - governance.
Full implementation of activity-based costing in a Department of Defense contracting environment will require accounting changes. These changes may not be as significant
as often publicized. Cost accounting standards that must be
taken into consideration when implementing such a system
are CAS 418, classification of costs as either indirect or direct; CAS 406, the submission of yearly rates; and CAS 414,
cost of money calculations.
We believe that through continued teaming with the government in the CAM -I forum and a practical planned approach to the evolution of our accounting systems, any impediments that may remain can be resolved. A new wind of
change indeed is blowing.
■
'
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John (lack) Haedicke is division controller of the Product Op-

erations and Quality Systems Division of Hughes Aircraft,
chairman of the Hughes Cost Management Systems Committee, and project leader for the ABC program.
David Feil is manager of cost management systems and ABC
project manager for the Product Operations and Quality Systems Division of Hughes Aircraft. Both authors are members
of the Orange County Chapter, through which this article was
submitted.
ABC is helping Hughes make improved strategic decisions in complex manufacturing areas like Printed Circuit Board Fabrication.
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PRODUCTCOSTINGAT
It's a vital link in an entire business process.

The scraper is one of Caterpillar's popular large, complex products.
BY LOU F. JONES
Certificate of Merit,19MM

oday's competitive environment
makes it imperative for manufacturers competing globally to
know their costs. They need to
understand costs at several levels, the
activities that are driving costs, the
link between management decisions
and subsequent costs incurred, and
the areas where improvement opportunities lie. A topnotch costing system
is one of the most powerful information tools a management team can
have, especially if it provides a clear
picture of the activities that are driving
costs and the ways individual products
and processes consume resources.
At Caterpillar we use costing in
three distinct ways: standard costing,
for inventory valuation; operational
controls, for tracking and managing
34

operating costs and other key operating characteristics; and product costing, for a variety of longer -term strategic decisions.
Standard costing is a bookkeeping
activity for valuing inventory in the financial reporting cycle. The standard
cost system has been kept simple, and
we update standard costs only every
five or six years, using variances to
keep them updated to actual levels.
(Remember —we use them for inventory valuation only, not cost management!) To update standard costs, we
simply extract information from the
product cost system data files and
make necessary GAAP financial reporting adjustments.
Operational controls and product
costing are cost management' tools.
Our major efforts through the years
have been in the development of and
ongoing improvements to operational
control and product costing systems.

Although our three cost systems
have different missions, they are
linked through a common
database —the budget. The budget is
"tapped into," and each system employs unique subroutines to format the
information for its intended use. With
operational control formats, the information is ordered so that actual material prices and operating costs can be
compared to budget and targets. Our
rolling budget process allows this report to recognize changes in product
mix, volume, and other operations.
PRODUCTCOSTING
aterpillar's financial people long
ago recognized the need for and
potential competitive advantage
of having the ability to cost products
reliably. Caterpillar produces a variety
of large, complex products (several
kinds of heavy equipment, for examMANAGEMENT ACCOUNTING /FEBRUARY 1991

pie) at varying volume levels using
many manufacturing processes and
sources of supply. A simple cost system would not provide the level of accuracy required for sound cost management on these products.
Simple cost systems are accurate
enough for assigning costs that are
easily traceable to the production process, such as production material and
direct labor, but they don't specifically
assign costs such as machine tool energy consumption, setup, machine repair, perishable and durable tooling,
and manufacturing support activities.
Such systems also fail to recognize the
product -by- product cost effects of volume, product and process complexity,
product design, and the different values of capital assets used in the production process.
Simple systems are fine for valuing
inventories, but if used for cost management they misstate the costs of
manufactured products, especially at
the part, component, major activity,
and cost element level. Directionally
accurate costs are needed at this level
of detail if a cost system is to come
alive as a powerful tool for internal cost
management
A good cost system mirrors the
manufacturing process and related
support activities and quantifies them
product by product The more complex and inconsistent these processes
are the more difficult it is to assign
costs to products accurately. Thus, the
cost system becomes more complex
as it attempts to compensate for the
lack of simplicity of the manufacturing
processes. The complexity of manufacturing operations "drives" the complexity of the cost system.
Conversely, as manufacturing operations are simplified, costing becomes
simpler. When processes are simpler,
repeatable, generate a consistent pat tem of resource consumption, and produce consistent quality, then costing
becomes easier. "Simple" cost systems
are desirable, but "simplistic" systems
in a complex manufacturing environment usually will generate misleading
product cost information.
Such considerations led Caterpillar
to develop a product costing system
separate from its standard cost system. This managerial costing system
is a variation of what is popularly called
an "Activity-Based System."
We have a common system worldwide. As an international manufacturer, we must be assured of comparability when analyzing the cost of identical
products produced at multiple locaMANAGEMENT ACCOUNTING /FEBRUARY 1991

OCAiERPILLAR'S
WACCOUNTINGVISIONARY
One of the most popular debates in accounting today is the appropriateness
and usefulness of existing cost information. Critics point out that most cost
accounting systems have not kept up
with the changing business environment, yet there are some companies
that have focused on continually improving the quality of cost information
provided to management for strategic
and tactical decision making.
One such company is Caterpillar
Inc. For more than 40 years, Caterpillar has dedicated significant resources
to providing good cost information to
management and has continually updated its cost system to reflect the operating conditions in the factory. In the
late 1940s, Caterpillar dismissed the
relevance of a product costing method
that many companies still rely on today: a single plantwide overhead rate
based on direct labor. Caterpillar had
found this method of overhead allocation inadequate, given the machine -intensive nature of its manufacturing
processes. While direct labor and related overhead still represented a significant cost, depreciation, maintenance, utilities, tooling, and other
machine - driven costs constituted a
large share of factory overhead. To
match these costs to products properly, the company implemented its MBU
(Machine Burden Unit) System.
This system was significantly different from most companies' cost systems in at least three respects: (1) The
MBU System classified factory overhead into two primary categories: machine burden, or overhead expense believed to vary with the machines used,
and man burden, or overhead expense
believed to vary with direct labor on a
plantwide basis. (2) The different machines that were required to produce
a variety of parts presented the need
for separate machine rates (in terms of
MBUs), which were calculated for several cost centers including assembly
lines and large groups of like machines such as lathes and drills. (3)
The MBU System, which was developed to provide product costs, operated independent of the existing standard cost system that was used for
inventory valuation. This separation,
which has continued to the present,
laid the foundation for the develop-

ment of a cost accounting function autonomous from financial accounting at
Caterpillar.
This system was implemented under former CEO William H. Franklin
while he was assistant controller. It
emphasized the "allocation of overhead based on the plant activities causing the expenditure." Mr. Franklin fostered the development and use of
accurate cost information until he retired as chairman of the board in 1975.
He said that good cost systems provided several benefits: "We were setting our parts prices much better. We
found we were selling some parts way
below cost When we got [the parts]
really costed right, some were [priced]
way above cost. . if you don't look out
you'll be wondering why you're not
making any money on these parts or
not getting any of the business. It costs
quite a bit to have a good cost system.
- . The investment in the system and in
the people to support it ought to bring
back more than its cost... I'm afraid
most companies don't appreciate the
value of what accounting can do for
them."
In the August 1951 issue of the
NACA Bulletin, Mr. Franklin published an article on "Allocation of Overhead Costs --a Short - Cut" in which he
described Caterpillar's first attempt to
cost products based on the specific activities and related costs that each con sumed in the production process.
When asked to discuss readers' responses, he said, "I don't think there
was any reaction at all. I don't think I
ever received a letter from anyone."
When asked why so few companies
took the lead in improving their cost
systems, he replied, "I don't know why
they didn't listen. Maybe I didn't make
it plain." Anyone who knew Bill Franklin would disagree.
■

This sidebar was based on an interview

by Stephen Soucy and Marcus Moore of
Howell Management Corp. fora case
study on taterpillarInc. 771eir research
was sponsored by the Financial Executives Research Foundation and will be

published later this year along with several studies of other leading companies'
cost management practices.
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Suddenly, nothing
else measures up.

tions. How could a company make
good cost decisions if it had different
cost systems from one location to another?
The objective of Caterpillar's cost
system is to identify the activities consumed by products and through a logical, reliable, and consistent process
assign the related costs properly to
each.
In our factories, each machine tool,
manufacturing cell, and assembly area
has distinct owning and operating
costs. As products pass through these
areas they consume differing amounts
of these costs. We establish specific
cost rates for these areas and develop
logical bases upon which the appropriate amounts of cost can be assigned to
individual products as they move from
area to area. These two concepts, specific costing rates and bases for applying them to products, are at the heart
of Caterpillar's product cost system.
Our system is forward looking. The
process begins with the business plan
for the upcoming six months. The forecasted schedule of products and the
resources to produce them are transformed into an operating budget The
budget is distributed into pools of
costs as the initial step in establishing
cost rates.

Specific costing
rates and bases
for applying them
to products are at
the heart of
Caterpillar's
product cost
system.
Some costs are included in product
cost pools, and some are not Included
are direct material, production labor,
and all manufacturing - related overhead. Labor and overhead are further
subdivided into logistics, manufacturing, and general overhead cost pools.
Excluded are:
• Research and development cost related to future products. Engineering related to current products is included in product costs.
• Parts distribution costs for
38

The multl -axis assembly platform in Gosselles, Belgium, which allows the assembler to
posftlon machine for ease of assembly.

warehousing and merchandising
replacement parts.
■ Selling, general, and administrative
(S, G, & A) costs that do not support
plant operations directly.
■ Other costs of doing business such
as interest, income taxes, warranty
expenses, and abnormal costs.
Although excluded from unit- of-one
product costs, these costs are included
i n profitability studies, investment
analyses, and other analyses that require consideration of all "life- cycle"
costs.
NORMALIZINGIS NECESSARY
he next step in Caterpillar's product costing system is called "normalizing." Normalizing smoothes
the up- and -down effects that volume
changes can have on unit period costs.
Period costs exist for future levels as
well as for today's level of business.
We do not manage period costs to
short-range volume swings, so if they
aren't normalized, they could distort
the inherent cost of products as volumes increase and decrease. Normalizing is accomplished by spreading period costs over long -term average
volumes rather than current volume
levels.
Another aspect of normalizing is
the exclusion of abnormal costs such
as startup, learning curve, major factory rearrangements, and unusual levels of education and training. Normal
costs are not "ideal" costs. These
costs, such as desired efficiency, usual
on- the-job training, and such, are treat-

ed as normal if they typify longer -term
operations. Abnormal costs are not
swept aside and forgotten, but they are
quantified and kept in front of management
Normalizing is necessary because
most product decisions are long term
and can involve product design, manufacturing process, logistics, capital investment, and supplier selection. At
Caterpillar we are spending hundreds
of millions of dollars on start-up to
modernize our factories. Including
these one -time -only expenses in cost
rates would misstate the inherent
costs of our products.
Obviously, normalized costs differ
from actual costs incurred. When business is constant or growing and internal operations are relatively stable and
to plan, actual and normal costs will be
close. In a downturn, when operations
are not stable, or if there are significant
changes occurring in factory operations, actual and normalized costs can
be quite different.
The cost analyst must stay attuned
to the operations to normalize costs
properly. If there are abnormal costs
that aren't eventually managed out or
that otherwise become normal to the
operations, then they will be borne by
the product Therefore, the practice of
normalizing requires close attention.
ASSET DEPRECIATION
nother important aspect of Caterpillar's costing approach is
the specific assignment of depreciation to cost rates. Depreciation
is assigned to cost rates based on usMANAGEMENT ACCOUNTINGlrEBRUARY 1991

TABLE 1

Purchased Finished

588.000
$

Total

LOGISTICS ACTIVITYPOOL

Cost Rate Base

Rate

10,000,000#
12,000,000
38,000,000#
50,000,000#

.02001#
.03001#
0045/#
.005014

$21,000,000

.0280/$

12,000,000
15,000,000
43,000,000
56,000,000

.0060/#
.0150/#
.0010/#
.0010/#

1,568,000

Period rate bases are set on longer -term volume trends.

docks, in the receiving areas, and in
the storage areas. The weight moved
cost pools are for the intraplant handling of material as it moves through
the production process.
The variable pools for these rates
include costs such as freight on production material, material cleaning, receiving inspection, material handling
labor, and fuel and electricity for operating material handling equipment.
Period cost pools include purchasing personnel, specific depreciation
and maintenance on material handling
equipment, utilities, insurance, property taxes, maintenance, and clerical
support.
For unformed material, castings,
and forgings the various expenses are

$24,000,000

.0200/$

-

$

#
#
#

72,000
225,000
43,000
56.000
396,000
480,000
876,000

#

Period
Unformed —Wt. Base
Casting /Forging —Wt. Base
Unformed —Moved
Casting /Forging —Moved
Subtotal
Purchased Finished
Total
'

aterpillar products are large and
lieavy. They are made from great
amounts of plate steel (unformed
material), castings, and forgings in addition to a wide variety of purchased
components. It is costly to buy, transport, receive, and handle this material.
Even when our factories are fully
transformed into a just-in-time QIT),
synchronous flow mode of operation,
logistics will be a major expense. Oversimplification in this area would greatly distort product costs.
Average monthly costs of logistics
activities are assigned to five subpools.
Costs of obtaining unformed material
are grouped under "unformed weight
base costs." Costs for moving the material to and from points of use in the
factory are grouped under "unformed
weight moved costs." In the same way,
costs for castings and forgings are
grouped into weight base and weight
moved cost pools. Finally, the costs of
buying, receiving, storing, and moving
purchased finished material are
grouped together.
Within the weight base cost pools
are the activities on the shipping

200,000
360,000
170,000
250,000
960,000

#

Unformed —Wt. Base
Casting /Forging —Wt. Base
Unformed —Moved
Casting /Forging —Moved
Subtotal

Expense
Distribution
$

Variable

$

age and assumes an indefinite life for
major productive assets. Basing depreciation on usage has the effect of removing the costs of unutilized machine capacities from current costs.
Setting cost rates involves taking
normalized expenses from the budget
and distributing them into variable and
period cost pools for logistics, manufacturing, and general overhead activities.

distributed to the appropriate logistics
cost pools and aggregated. Rates
based on product weight are calculated using the poundage of material that
will be used to produce product in the
upcoming period. For weight moved,
the poundage is multiplied by the number of times the material moves in the
production process.
For purchased finished
parts —those ready to be assembled
into the product upon receipt —the
rate is based on material prices. We do
not have weights for all of these parts
in our data files, but we are in the process of establishing a weight database
for these items so we can improve this
area. We believe weight is a good basis
for assigning logistics costs to our
products. Table 1 illustrates the rate
calculations (not real numbers).
MANUFACTURING ACTIVITY POOL

Wheel loader assembly process in Aurora, Illinois.
MANAGEMENT ACCOUNTING /FEBRUARY 1991

n the manufacturing activity pools
are costs associated with operating
machines, manufacturing cells,
work stations, assembly, test, painting,
and shipping areas. Expenses are categorized on a period and variable basis
and are assigned to individual cost centers by specific cost element.
Establishing the manufacturing activity rates is the most challenging aspect of our cost system. Typically, a
Caterpillar factory has hundreds of
cost centers for which rates are set.
The logistics cost rates and the many
manufacturing cost center rates are
the unique elements that set Caterpillar's system apart from simple cost systems.
gg

"Mini- budgets" of estimated expenses are prepared for each cost center. In each machining and fabricating
area are three rates: a variable man
rate, a variable machine rate, and a period machine rate. To aid in the rate setting process for each area, cost information is entered on appropriately
formatted data sheets. Ultimately it is
entered into the computerized cost
system for use in product costing.
The variable man rate is simple. It
contains the pay rate and fringe benefits of the direct labor worker. No other expense is assigned to a product
based on direct labor hours.
The variable machine rate includes
costs related to operating the machine.
Perishable tooling expense includes
not only the tools —such as drills, taps,
and cutting tools —but also a portion of
the costs of operating the tool crib and
grinding reusable tools. Power expense is based on the energy consumed while the machine is running.
Other consumables, such as gas, propane, shot peening, cleaning materials, and weld flux, and the costs of handling them are included. Spoilage and
rework, quality auditing, first-line supervision salaries, and other variable
support costs complete this rate.
The period machine rate contains
the depreciation for the specific machine or machines and other equipment in each cost center. Also included in this rate are the costs related to
building occupancy, which are treated
as a rental charge. These costs are assigned based on the floor space occupied by the cost center and include the
depreciation on the building, heat and
lights, plant security, and building
maintenance and repair costs. The durable tool element includes the depreciation and expenses related to dies,
jigs, and fixtures and the costs for stor-

TABLE 2
VARIABLE MAN RATE
M25
Machine or Cell Area No.
D8R (Drill)
Machine Class
Section No.
100
A500
Operator Class
Top Rate of Classification
$15.00
Fringe Benefits
(Vacation, Holiday, etc.)
8.00
Efficiency Factor
Rate Per Man Hour

23.00
92 1/ 6
$25.00

PERIOD MACHINE RATE
$30.00
Depreciation
Occupancy Cost
8.00
7.00
Durable Tooling
Machine Repair
4.00
Process Planning
6.00
Other Period Machine Expense
3.00
2.00
Period Labor
'Rate Per Machine Hour
$60.00

ing and maintaining them. The repairs
to machines, tooling, and equipment
and related supervisory and management costs are based on machine repair and maintenance records. Planning expenses are based on the
salaries of the industrial engineers
who support each area. Other period
machine expenses and period labor
complete this rate.
The man rate is based on the direct
man hour. The variable and period machine rates are based on the machine
hour. The calculations in Table 2 illustrate the rate calculations (not real
numbers).

ASSEMBLYACTIVITYPOOL

Indirect Material:
Gas /Propane
Shot Peening
Cleaning Material
Weld Flux
Material Handling
Spoilage and Rework
Quality Auditing
Supervision
Other Variable Labor Support
Rate Per Machine Hour

N/A
NIA
.50
N/A
NIA
.50
2.00
3.00
1.00
$20.00

'Period rate base set on longer -term volume
trends.

sonnel. Other costs are for clerical support, quality assurance, housekeeping,
factory accounting, handling of products, tooling, indirect material and expenses, power, gas, supervision, and
other support costs.
The period rate takes in specific depreciation on productive assets, occupancy costs, training, tool and equipment repair, and other supervisory
and management costs.
Expenses are distributed to the assembly, test, paint, and shipping areas,
and rates are set for each. The bases
for determining the rates are the average monthly hours to assemble, test,
paint, and ship product in each area in
the upcoming period. Table 3 illustrates assembly area calculations (not
real numbers).
Costs traceable to the production
process are assigned to logistics and
manufacturing activities. Assigning
these costs properly involves extensive data gathering, functional surveys, and ongoing interaction with factory and support personnel. A good
cost system must be flexible enough to
accommodate changes in the operating environment. Support activities migrate as products mature, new products come on stream, and manufacturing processes stabilize. The consumption of these activities by products will change over time, and cost
rates must be adjusted accordingly.

'

$

$

$

$

he other manufacturing activity
center rates are set for product
assembly. Rates are set for each
of the assembly areas and the related
test, paint, and
shipping areas.
The attribution of
TABLE 3
costs involves a
Assembly
Rate
Expense
process similar to
Per Hour
Distribution
Hours
Variable
that used for man
$50.00
Assembly Line A
10,000
500,000
and machine rates.
5,000
60.00
B
300,000
Variable and peri20,000
40.00
C
800,000
od rates are set
70.00
D
700,000
10,000
based on average
Total
2,300,000
monthly expenses
for
each area and
Period
related
support acAssembly Line A
240,000
12,000
20.00
tivities.
180,000
6,000
30.00
B
Variable rates
24,000
25.00
C
600,000
include the costs of
12,000
40.00
D
480,000
assemblers, test
1,500,000
Total
people, painters,
Period rate bases are set on longer -term volume trends.
and shipping per-

VARIABLE MACHINE RATE
$10.00
Perishable Tooling
Energy Consumption
3.00
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GENERALOVERHEAD
any cost elements such as direct labor, energy, machine
depreciation, and maintenance
MANAGEMENT ACCOUNTING /FEBRUARY 1991

The entire
organization must
"own" the cost system
and be involved in
keeping the
databases accurate
and up to date.
of all other costs, including production
material. Parts costing the most will
absorb a larger portion of general overhead. Table 4 illustrates these calculations (not real numbers). (We are currently developing methods to make
general burden costs more product
specific.) The logistics, manufacturing, and general overhead cost rates
are updated every six months based on
the latest budget.

ply, rough weight, quantity
per piece, and parent part
number.

TABLE 4
GENERAL OVERHEAD
Worked
Purchased
Material
Finished

■ Production Routing File
(work order)—Provides

man and machine time by
operation, machine numbers, setup times (if any),
lot size indicator, and other
key information. A separate
file contains the product assembly, test, paint, and ship
times.

Overhead
Expense
Total Material,
Logistics, and
Manufacturing
Cost Base
Rate Per
$

can be identified reliably and assigned
specifically. Others require more effort. The further removed an activity is
from identification with a specific manufacturing process the more difficult it
is to assign costs reliably. At the far
end of this spectrum are costs that are
so general in nature that it is difficult
to identify with a product on any reliable or consistent basis. These costs
go into general overhead activity pools
and include some of the period expenses for accounting, employee relations, labor relations, plant administration, medical services, scheduling, and
inventory control. Two rates are established —one for in -house manufactured parts and one for purchased finished material. These pools of cost are
small in relationship to the total.
These costs are assigned to products based on a percentage of the total

$2,000,000

$1,800,000

20,000,000

24,000,000

.1000

.0750

■ Req ui r ement s Pi le—

vides
P
o-r
the production requirements (quantities) for all products, attachments, replacement
parts, and interplant material to be
produced.
■ Product Structure— Level -by-level
bill of material.
It is vital that the entire organization
"own" the cost system and be involved
in keeping the databases accurate and
up to date. A good cost system is more
than an accounting responsibility.
These files are updated monthly.

COSTINGTHEPRODUCT
o understand the costing of an individual part is to understand
product costing at Caterpillar.
Table 5 explains the process, using
part number 1A1 housing made from
an iron casting as an example.
The table shows how the 1A1 casting goes through the production process, drawing costs to it as it moves toward completion. The appropriate
rates assigned costs based on how the
product consumed activities along the

way and assigned the costs to each operation.
In this example, the logistics costs
were significant, which is typical of the
handling costs on large components.
Also there was a wide variation in the
costs of operating the various machines used to produce the part These
differences in resource consumption
illustrate why simplistic cost systems
that don't recognize such differences
will distort product costs.
The cost system has the capability
to take lAl costs and the costs of all
other parts, components, and assemblies and roll them up to produce the
total cost of a complete salable product. The system uses a level -by -level
bill of material to accomplish this roll up.

NOWCOSTINFORMATIONISUSED
standard cost system accumulates and reports costs for products as they move through the
production process. The need for this
information is driven by the financial

OTHERKEYINPUT
hat's the cost rate side —but product costing requires other key information. Our system uses several other data files to provide all the
ingredients that are necessary for costing:
• The Purchase Order File— Provides

the direct material price based on
the latest purchase order.
• The Station List File— Provides descriptive data about the product by
part number, such as source of supMANAGEMENT ACCOUNTING /FEBRUARY 1991

aeiglum, facility.
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reporting cycle. To satisfy this need,
the day -to-day stream of manufacturing events activates the standard cost:
system.
Our managerial cost system has no
such repetitive driver. It is "activated"

by reque ,ts for cost information on
specific parts, products, and processes. In thi;; regard it is a "database in
waiting" --a computerized cost consul tant. It is used only when its services
are reque sted. If no questions are
asked, the system sits
there, like the lonely
Maytag repairman, waitTABLE 5
ing for a call. But be asPart number 1Ar housing made from an iron casting.
sured, unlike the situation
Material Cost
$ 500.00
of the Maytag man, the
Variable Weight Base
phone is always ringing.
Logistics (.0300 x 1,000 lbs.)
$ 30.00
Caterpillar's system is
Variable Man:
called the "Cost InformaMan Hrs.
Rate
Cost
tion System" or CIS. A vaPer
Per
Per
riety of product cost and
Operation
Piece
Ho ur
Piece
descriptive data are avail5 Mill
.52
$23.00
$12.00
able on -line as printed out10 Drill
.27
22.00
6.00
put or in user files. In each
15 Turn
.34
24.00
8.20
of these applications the
20 Bore
.42
28.00
11.80
25 Clean
10
20.00
2.00 $ 40.00
user can select the information desired, from the
Variable Machine:
cost of an individual maMach Hrs. Rate
Cost
chining operation to one
Per
Per
Per
part to any level up to and
Operation
Piece
Ho ur
Piece
including
a complete prod5 Mill
50
$16.00
$8.00
uct.
10 Drill
.25
30.00
7.50
The system also in15 Turn
.30
25.00
7.50
20 Bore
.40
20.00
8.00
cludes an "estimated cost"
25 Clean
.10
10.00
1.00 $ 32.00
module for use in estimating new product costs.
Material Cost
This system soon will be
Note: Variable man hours include a proration of setup times
augmented by another
based on average lot sizes. Variable machine hours do not
include setup because machine - related expenses are
costing tool called "predicconsumed only when the machine is running.
tive costing," which will
provide the design and inVariable Weight Moved Logistics:
(Moves are one from receiving area to the
dustrial engineers with
manufacturing cell, five between machining
quick turnaround on the
operations, one to the checkout area, and one to the.
estimated costs of various
next cell or assembly area.)
design and processing al8 Moves X 1,000 lbs.
ternatives. It is crucial that
= (8,000 lbs. X .0050)
$ 40.00
product cost estimates be
Total Variable Costs
$ 642.
provided at the earliest
Period Weight Base Logistics
stages of product develop(.0150X 1,000 lbs.)
$ 15.
ment. Most of a product's
cost
is locked in during the
Period Machine:
_
development
phase, so it is
Mach Hrs. Rate
Cost
vital that cost targets are
Per
Per
Per
Operation
Piece
Ho ur
Piece
attained. The "pay me lat5 Mill
.52
$61.50
$32.00
'
er" rendition of cost man10 Drill
.27
37.00
10.00
agement is expensive and
15 Turn
.34
88.25
30.00
disruptive.
20 Bore
.42
95.25
40.00
Cost information from
25 Clean
.10
30.00
3.00 $ 115.00
Caterpillar's system is
Material Cost
used by individuals and
teams for strategic purPeriod Weight M oved Logistics:
poses such as product de8 Moves X 1,0001bs.
= (8,000 lbs. X .0010)
$
8.
velopment, component
and
piece part design deciTotal Manufacturing
sions, sourcing decisions,
Related Period Costs
$ 138.
quality and cost improveTotal Manufactured Costs
(Variable & Period)
780.00
ment analyses, investment
General Overhead @ 10%
78.00
justification studies, pricTotal Plant Cost
$ 858.00
ing analyses, competitive
cost analyses,
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manufacturability, and manufacturing
process alternatives.

OTHERCONSIDERATIONS
ny costing system, regardless of
its quality, provides a "formula
cost." If from a good system, this
cost can be very useful for cost management. But cost systems, as any other management tool, have limitations,
and the formula approach is not appropriate for all cost management issues.
"Unit of one" costs, for example, ignore economic factors such as inflation; time value of money; currency
fluctuations; S,G,&A- R &D; parts distribution costs; new capital investment
requirements; working capital; and income taxes. Other methods of analysis
are needed.
Finally, cost systems are tools -no
more, no less. Even the finest cannot
assure cost management success. To
be successful, a company must first
have a cost management philosophy
that is brought to life through a well conceived, clearly understood cost
management strategy. And, the entire
organization must be involved. Additionally, the management accountants
must understand the company's products, processes, engineering systems,
suppliers, customers, and competitors -and be part of the team. If these
things aren't in place, a cost system
can't compensate for the lack of them.
A cost system is just one part of the
equation. If the other elements are in
place, then the cost management process becomes a powerful force for improvement and for competitive advantage.
■
Lou Jones is business measurements and
systems managerfor Caterpillar Inc. He
is a member of the Central Illinois Chapter, through which this article was submitted.
'Throughout this article I have used the expression
"cost management" for descriptive purposes because it is a commonly used term. But cost managemerit and companion terms such as cost reduction,
cost control, and cost containment have onerous implications for an organization and do not squarely address the issue. what really needs to be managed
are the key business processes across the entire value chain. When they are managed well, then effective use of costs and assets is a natural consequence.
For example, manufacturing is a major business process. When this process is simplified through programs such as J1T and flow manufacturing, then cost
benefits follow.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.
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How We Changed Our
Accounting System
Digital Audio Disc needed hi -tech accounting to meet competition.
BYJAMES D.CLEMENS
igital Audio Disc Corporation (DADC), a manufacturer of digital compact discs in Terre Haute, Indiana, was established in 1983 and began production in 1984. At that time it was the only
manufacturing facility for compact discs in the United
States. The compact disc market was in its infancy and on
the verge of rapid development.
Currently, DADC employs approximately 650 employees
and has the capability to produce ten million discs per
month. The market now demands more than 200 million

discs per year, with future increases expected. Competition
has become increasingly strong so that DADC has to produce at a lower cost while emphasizing high quality and better customer service. At the same time, accounting at DADC
has had to develop information systems that support the
changing needs of management to monitor and control operations and provide assistance in the long -range planning
of the company.
The changes we made at DADC are designed to reflect
the competitive environment more closely. Our experience
highlights the need for accounting and information systems
to evolve in today's highly automated manufacturing environments.

PURPOSES OF A COST MANAGEMENT SYSTEM
cost management system is designed and used for
planning and control by the management of a company. The information from this system should identify the resources consumed in the performance of significant activities. 'These activities are the cost drivers and
include both production and nonproduction uses of resources. The system also should measure the efficiency and
effectiveness of those activities. Performance measurements should not be limited to the traditional variance analysis of most current systems —the evaluation of material, labor, and expense variances. New and innovative analysis
must be incorporated into accounting systems to enhance
the value of the information they produce.
In fact, activity performance measurement is changing
significantly as manufacturing systems are being automated. Traditional indirect activities have become related directly to specific production processes. For instance, engineers
were treated as indirect overhead and allocated to production through various methods. In a highly automated environment an engineer's time may be related directly to specific product lines or production processes; hence,
engineering costs become direct,
Finally, the system should identify and evaluate new activities that can improve the future performance of the firm.
Investment management and long -range strategic planning
are very important to the survival of the company.

STEPS TO EXCELLENCE
ne measurement of an effective accounting system is
the degree it reflects activities performed on the production floor.' Understanding the problems of current accounting and information systems requires being
aware of the innovations and transformations taking place
in the production processes of the company.
The requirements for accounting and information systems differ for each step up the ladder a business takes to

0

At Digital Audio Disc, operators and technicians monitor the
product process for increased quality and consistent How.
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• Market penetration— growth,expansion, system development;
• Stabilization— increased competition, cost controls, system automation;
• Market maturity — systemintegration, product line expansion, consistency in production.
Market Penetration. Systems must support the growth

and expansion of the company. Information should direct
management toward the alternatives that offer the highest
return with reasonable risk. System constraints must not
hinder the ability of the company to be aggressive in the
marketplace, so systems may have to be flexible to allow
greater market penetration and to ensure a larger market
share.
Stabilization. Increased competition will cause a shift in
system requirements. Cost control and cost reduction become important to maintain profit margins and market
share. Growth in the company should stabilize so that systems can be enhanced and automated. Use of bar codes and
shop floor collection devices decreases the cost of information and increases the effectiveness of the information systems.
Market Maturity. Systems can be developed to full automation and integration. Database consolidation will increase
the efficiency of the accounting and information systems. Information on expanded product lines is required to monitor
profitability.

MEETING CHANGING NEEDS AT DADC
he necessity for accounting and information systems
to evolve to meet the needs of management has been
evident in the growth at DADC over the past years.
At first, because there was no competition in the U.S. market, our emphasis was to produce at the maximum output
level of the facility while maintaining high quality. At the
same time, we were expanding the capacity of the plant to
meet the needs of the growing marketplace. Accounting and
information systems were developed at a slower pace because of the demand on resources for production. We established a standard cost system that included the traditional
variance analyses and expense controls.
With rising competition, the emphasis began to shift.
Prices were driven down and customers demanded quicker
delivery times and better customer service. DADC developed the following programs to meet these needs:
1. Increase training for operators and technicians to run the
automated equipment more efficiently and with less
downtime. Also provide cross- training to the work force
to develop flexibility and a better understanding of the
processes on the part of all employees.
2. Increase quality of production by reducing scrap through
the use of statistical process control. The goal is to stabilize the processes that result in increased throughput
and speed of production.
3. Identify and decrease nonproductive cost activities in the
total operation. Modify the processes to eliminate the
need for unnecessary activities.
4. Develop integrated information systems to assist in the
completion of the above goals and to provide relevant information to manage the facility.
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We gave these areas top priority for improvement so as
to maintain market share growth in the compact disc industry. The accounting and information systems had to be modified to assist in achieving this goal and to create methods
of ongoing performance measurement.

WHY CHANGE?
he accounting and information systems at most manufacturing companies will have to evolve as they did
at DADC because most accounting and information
systems were designed under much different conditions
than now. Labor was used to allocate overhead to the product cost centers. Manufacturing was motivated to keep
equipment running and to produce parts in large lots to reduce setup cost. Idle time was viewed as poor management
and costly. Absorption of costs was based on production of
inventory. The performance measurements encouraged
managers to overlook the true picture of cost activities and
cost drivers and to make decisions that increased the profitability in the short term but did not always consider the
long -range effects.
A good example of detrimental short -term decisions
_ _V 1 _

-

A product contained 700 parts to assemble; the parts were
ordered on a weekly basis and placed in inventory. As production needed materials, parts were issued from inventory
storage. Parts authorizations were required prior to shop
floor issues. Total number of transactions performed under
this system are shown below:
Order trans.
Receiving trans.
Mat'l. trans.
(in out of inv.)
Mat'l. authorizations
Total transactions

700 X 4
700 X 4
700 X 4 X 2

2,800 trans.
2,800
5,600

&

achieve manufacturing excellence. The steps are:

700 X 4

2,800
14,000 per month

These changes were made to simplify the process.
1. Reduced number of parts to 200 by design changes.
2. Issued blanket orders to vendors for yearly shipments.
Shipment of parts was signaled by returned containers.
3. Simplified receiving system by sending packing slip directly to accounting. Bills were paid monthly.
4. Delivered parts directly to production floor and eliminated issue authorization and move tickets.
5. Highlighted quality problems to management through
smoothed production flow. Redirected efforts to eliminate.
The new transaction count is now:
Order transactions
200 X 1
200 trans.
Receiving transactions 200 X 20 days X 2 8,000
Mat'l. transactions
0
0
('m & out of inv.)
Mat'l. authorizations 0
0
Total transactions
8,200 per month
Jeffrey G. Miller and Thomas E. Vollmann, "The Hidden Factory," Harvard Business Review,September - October 1985, pp. 142 -151.
MANAGEMENT ACCOUNTING /FEBRUARY 1991

-

made by management was found in the Industrial Products
Division of the Acme Corporation. The division enjoyed improved profitability over a period of two years. When the current division manager was promoted to a corporate position,

his replacement found the division's capability had been
greatly eroded and a plunge in profitability was inevitable.
Closer examination of the situation showed how the current
problems had been covered in the prior years:
■ Increased profitability had been due mostly to an unexpected increase in demand that permitted the plant to run
at near capacity.
■ The division's market share had actually decreased over

the same period of time.
■ Costs had been decreased by not performing proper
maintenance of equipment or investing in new equipment

and by pushing the work force to extreme limits.
■ Costs also had been absorbed in bloated inventories.
■ Unit productivity actually had declined.'
This example points up the fact that poorly designed and
outdated systems can distort the realities of manufacturing
performance. Accounting and information systems for automated manufacturing plants must be designed to encourage
the proper use of resources and to enhance the company's
ability to survive. Other symptoms of outdated systems are
listed in Table 1.

TABLE 1 /SYMPTOMS OF OUTDATED
SYSTEMS
Visible to top management:
1. Inventory adjustments.
2. Large variances.
3. Unsatisfactory knowledge of product profit margins.
4. Delays in answers to fundamental cost questions.
5. Audit reports citing poor inventory controls.
Less visible but easily detected:
1. Inability of middle management to explain, in depth, the
cost system.
2. Awkward transfer pricing.
3. Great relief when no large adjustments result from
physical inventory.
4. Lack of interest of plant management in budget process 5. Production decisions often based on capacity absorption.
6. Large accounting staff which often performs "special
analytical studies."
Visible only through detailed analysis:
1. Poor analysis of manufacturing variances.
2. Little integration of manufacturing and cost systems.
3. Control methods not extended to indirect departments.
4. Unclear separation of direct and indirect charges.
5. Grouping of dissimilar variances.
Source: Roben G. Eiler, Walter K. Goletz, and Daniel P. Keegan, -Is Your
Cost Accounting Up to Date ?,- Harvard Business Review, July - August

CAUSES OF OBSOLESCENCE
hat is happening to cost activities to cause our current systems to become obsolete? Changing to
just -in -time inventory control, automation of manual processes, and computer - integrated manufacturing systems has a great impact on cost behavior. The cost mix
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changes with the introduction of automation to the process.
Direct labor decreases and can become an insignificant cost.
For example, since disc production at DADC has been automated, higher - skilled indirect labor is replacing direct labor.
Technicians work directly on the production floor to ensure
proper flow in the production process. Emphasis is on preventative maintenance and immediate action on production
problems. All operators are trained in the use of statistical
process control to identify problems in the processes.
Control charts showing various parameters of the process ensure the consistency of production (see Figure 1). A
process that is in control is maintained within the upper and
lower control limits. If a process is not in control, the problem would be analyzed to determine the cause and adjustments would be performed to correct the process. Through
this analysis technique, DADC employees have improved
their knowledge of the process and assisted in decreasing
scrap. The cost for training employees in the proper use of
statistical process control is fairly high, but the long -range
benefits to the company greatly offset the short-term cost.
Production processes are being changed to improve flow
of the product. Once nonproductive activities that add unnecessary costs to the product are identified, procedures are
implemented to eliminate or reduce them.
For example, one area that has improved at Digital Audio

- - --
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13 14 15 16 17 18 19 20

MANAGEMENT ACCOUNTING /FEBRUARY 1991

Each operation in the production of compact discs involves
several machines. Production would flow randomly from
machines in the first opei-ation to any one of the machines
in the next operation so that queues might form between operations. To solve the problem, managers developed machine systems that forced orders to be processed through
grouped- together machines. The product now has a definite
path through the facility and flows with greater velocity, reducing queue time. (Velocity of the product is defined as the
time taken to produce it from start to finish.)
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REDUCING TRANSACTION COSTS

ARISOWOFLMT SYSTEMS

!

he total process must be analyzed for
imply d System
nonproductive transaction costs. Once
analyzed, these costs can be reduced in
different ways. Elimination is the best alternaPurc h ases
Material
Work in
Finished
Cost
tive but is not always feasible. Stabilization of
Goods
Process
Inventory
of
transactions, referred to as uniform shop load,
Goods
also will improve costs. It also can mean consisDirect Labor
Sold
tency in production processes. Automation of
Manufacturing Overhead
transactions reduces costs significantly. It can
be accomplished by using bar codes and changing systems toward a paperless flow of transacTradit tonal Product Cost System
tions. The ultimate objective of the company is
to increase throughput of products and dePurch ases
Material
Finisher)
crease time wasted in handling material.
Inventory
Goods
Cost
Transactions are being automated at DADC
Work
of
of
through the use bar code collection devices
in
Goods
Diree tLabor
Process
located on the shop floor. This system is used
Sold
for production reporting and will be expanded
Man ufacturing Overhead
to include other reporting necessary for monitoring the process. It also will consolidate data
collection that currently is causing duplicate
work. In the future we will collect time and attory must be restated to include estimated labor and overtendance data for payroll along with labor distribution for
head.
costing analysis. This automation makes the support functions at DADC more efficient.
Another way to reduce transaction costs is to redesign a VARYING RATES OF EVOLUTION
product. As an example, the factory described in the sidebar
he evolution of accounting and information systems
found that its overhead costs plummeted because of the drawill be different in each company. Digital Audio Disc
matic decrease in transactions. Similar analyses will be reCorporation is an example of a high -tech company in
quired to maintain smooth processes in today's factories.
Categorizing transactions helps in analyzing them. An im- a rapidly developing market. The .growth of the company
through the different steps toward manufacturing excelportant distinction is between value -added and nonvaluelence has required changes in these systems. Accountants
added transactions. Some causes or cost activators for varimust react to the changing needs of management through
ous types of transactions are listed below.'
each step by gaining a better understanding of the processes
and control techniques used in the daily manufacturing sys• Process — technology, equipment capacity, product detems. They then can evaluate and interpret information from
sign, process methods;
these systems. The use of computers in the information pro• Inspection —QAplan, part quality, methods, worker skills,
cess
gives access to a vast amount of information. This inpaperwork;
formation in turn must be summarized in a relevant and
• Move —plant layout, routings, scheduling, stock points,
timely form on the computer. Integration and simplification
repair;
of information processing is just as important as automation
• Wait —quality problems, downtime, storage, tool probof the manufacturing processes.
lems, design problems.
New and innovative methods for accounting and information systems will be required for a company to maintain a
If you understand what generates these costs you can imcompetitive edge in today's high -tech marketplace. At
plement systems to reduce or eliminate them. This kind of
DADC the emphasis is on achieving manufacturing excelanalysis is especially important because of the increased
lence through such methods. The accomplishment of this
overhead costs in automated processes. Overhead costs are
goal will enable the company to grow and expand.
■
not always related to the direct production of the end product because they are tied in with the "bundle of goods" that
a customer purchases in conjunction with the final product, James D. Clemens is the accounting managerfor Digital Audio
Disc Corporation. He has worked in rapid-growth companies
that is, such items as timely delivery, high quality, ample vaand installed systems at various new facilities. He is a member
riety, and improved design.
Another result of improved processes and procedures is of the Wabash Valley Chapter, through which this article was
an increased velocity of products, which leads to a reduction submitted. Readers may contact him at (812)462 -8213.
of inventory levels. In some companies the work -in- process
'Robert A. Bonsack, "Cost Accounting in the Factory of the Future," C!M Review,
inventory is reduced to such a low level that it is considered
Spring 1986, pp. 28-32.
insignificant to the total value of the company. The labor and 'Robert S. Kaplan, "Yesterday's Accounting Undermines Production," Harvard
Business Review, July-Aug. 1984, pp. 95101.
overhead costs are charged directly to cost of goods sold
R. Fane and Charles D. Mecimore, "Cost Management Systems: An Overand not capitalized in the inventory valuation. Figure 2 com- 'Gary
view," Professional Education Program, NAA, 1987.
pares the different flows of costs in the new simplified system and the traditional methods. The disadvantage of the
Is this article of interest to you? If so, circle
Yes
No
simplified method is that it is not in accordance with current
82
83
accounting principles, and for outside reporting, the inven- appropriate number on Reader Service Card.
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"Pillow
Talk"
for Productivity
Bar coding and EDI help Pillowtex serve its customers better.
BYLAWRENCE KLEIN AND
RANDYM.JACQUES
Certificate of Merit, 1989 -90
ar code technology is helping
Pillowtex Corporation —one
of the largest manufacturers
of bed pillows —to be more
responsive to its customers by increasing its productivity and the measurement of that productivity.
Most of Pillowtex's manufacturing
is devoted to the production of pillows.
Within this product line it has a diverse
offering which includes standard -,
queen -, king -, and jumbo-size down-

and fiber -filled bed pillows. Pillowtex
also produces a vast array of synthetic
decorative pillows and fashion items.
Pillows are manufactured under the
Pillowtex brand and also under a variety of private labels which often are
unique to a specific retailer.
Located in Dallas, Texas, Pillowtex
Corporation sells its products to nearly
every major retailer in the United
States. The company operates nine
separate manufacturing facilities
across the country.
On average, Pillowtex produces approximately 1.5 million pillows per
month. Production typically peaks during the fall months, and during this

IN,

time period any one location could
complete about 20,000 pillows in one
day. In order to achieve optimum production, Pillowtex has implemented a
program called quick response manufacturing in which bar coding and electronic data interchange (EDI) are combined in order to shorten lead times in
the manufacturing cycle. The ultimate
objective is to allow Pillowtex to be
more responsive to its customers'
needs. Quick response and the use of
bar coding technology enables the
company to improve its competitive
posture by increasing the accuracy
and speed of its data collection process.

41

Using bar codes has simplified production and inventory control at Pillowtex.
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THE OLD SYSTEM AND THE
MOVE TO JIT
efore Pillowtex automated its production capabilities, inventory
was tracked manually. Shop floor
personnel packed finished goods into
containers and then were responsible for
updating a written order list as each container was packed and completed. As the
order was shipped, the written order list
was sent to a data entry function where
another individual would double check
the written list and key in the data at a
terminal to update the inventory system.
As might be imagined, the possibilities were magnified for human error
and inaccuracy with this completely
manual system. The actual quantities
within cartons could be suspect, plus
the possibility of human error on data
entry was always present. Even if all
counts were made with 100% accuracy,
and there were no data entry mistakes,
the inventory was not updated on the
system until the shipping paperwork
was batch processed. The lag between
shipment of the order and actual data
processing, which could sometimes be
significant, meant that information was
not updated and readily available when
critical decisions needed to be made.
By combining bar code technology
and EDI, Pillowtex can track orders
through every stage ofthe manufacturing process, from picking raw materials through shipment of the finished
product to the customer. The implementation of this technology has enabled the company to move to a JIT
manufacturing system which effectively allows it to meet unique retailer requirements with minimal disruption to
company processes.
In all cases, goods are made to order in accordance with customer
specifications. Given this fact,
Pillowtex must maintain tight control
of production and inventory. Accordingly it has adopted an inventory control system based on bar coding that
guarantees the integrity ofthe
database. In addition, the company can
receive important data in real time
which allows for improvement on the
rate at which incorrect orders are
passed through the system, allows it to
reduce lead time requirements, and,
most important, to serve customers
better and with maximum efficiency.

BAR CODES AND PRODUCTION
n keeping with the true spirit of a JTr
system, some of Piillowtex's current
suppliers bar code the raw materials

I
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BARCODETECHNOLOGYINACIM
ENVIRONMENT

Bar code technology continues to
e simplifiedtoward a few bar code
guages, called symbologies, and
veral usage methods. Businesses
and their computer users have developed several simple methods ofusing
bar code as a language forreporting
transactions, process activities, or item
status via a data collection networked
to a host computer for analysis and inretation. Most commonly used bar

codes are numeric innature, as num1groupings
bers create the simplest identifier for
all people to use, but there are also alphanumeric and other less frequently
used variations.
The nature of bar code data collection can be logically divided into
ofproducts that start with
the computer and move outward to the
actual scanning terminals and imaging
symbols. The implementation of a
complete bar code system requires
several distinct components. Job and
tapplication generation software pro:vide the basis for the development of
the data collection operation and the
actual interface with the needs of the
computer system.
A network manager and communications hardware and software provide
the central relay point to manage the
data collection network and use the
generation software. On -line scanning
terminals, which could consist of both
du nib tubes with no central processing
power of their own, all the way up to
smart or intelligent work stations, provide the local data management function and transfer the data to the data
collection network. Remote terminals
and computer systems provide the off line link sothat data collection can be
taken away from the host network for
analysis and batch processing (depending upon the specific job or application), yet remain linked for reporting and interaction with the network.
Finally, there are imaging devices
and manufactured symbols, which are
the especially unique components of
the network because they create or are
the targets of the bar code scanning.
Imaging devices such as bar code
printers provide on -site, on- dernand
production of bar code labels.

shipped to the company according to
pre -set specifications. A majority ofthem
do not however. Therefore, when materials that have not been coded yet are received, they are marked with bar code
symbols and scanned to update raw material inventory records. They are
scanned again when picked for manufacturmg to relieve inventory.
The manufacturing cycle begins
when Pillowtex receives a customer's
order, usually via electronic data interchange (EDI). Once received, the raw
goods are picked and each pillow is
filled, sewn, and marked with a new

bar code label that can be read at
stores with basic point-of-sale-type bar
code equipment. Many of Pillowtex's
retailer customers also use bar code
technology to assist in the management of inventories.
When the manufacturing process has
been completed, the finished goods are
packed into containers, and these con tainers also are bar coded with information that includes the appropriate customer number, product type, and
quantity contained. It isthis particular
bar code that is used to track the boxed
finished goods until they leave the ware-

Bar code device.

iply defined, a bar code is a comn language among an international
rununity of computer users, much
same as the use of a second gention computer language. The inter tation of bar code language by comer hardware and third generation
stage software allows managers to
ntify items, locations, individuals,
I work steps to users who might
ak different human languages, use
Brent work methodologies, and
le different operational goals. This
kes bar code a universal link or tool
business measurement and analy-
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house upon shipment to a customer.
When the containers are shipped from
the Pillowtex warehouse, each bar
code is scanned to create a shipping report and close out the order. This system enables the warehouse to track
exactly what is sent to each customer
and also assists in averting premature
shipment of an incomplete order.

BEYOND PILLOWTEX
any Pillowtex customers,
such as Sears and K mart, are
requiring their suppliers to
bar code goods shipped to them in order to simplify receiving and tracking
mechanisms. One can quickly see that
the impact on productivity of this technology goes far beyond the manufacture of pillows.
The impact of JIT and CIM, and
specifically bar code technology, has
greatly enhanced the ability to measure productivity at Pillowtex, but in
addition its customers also receive
great benefits. At some point, if it has
not already happened, this benefit will
be passed on down to the consumer.
For the retailer who is also plugged
into the bar code system and has
agreed to cooperate in the use of this
system with Pillowtex, the implementation of quick response means simplified inventory control, faster service at
the checkout, and an increase in sales
due to quicker inventory replacement.
Now the retailer can scan merchandise when it is delivered and use this
system to route it through its warehouse, all the way through to sale.
Bar coding also greatly simplifies
data collection at the retailer's cash
register. For example, when a
Pillowtex product is purchased, the
Point-of-sale label is scanned at checkout to relieve inventory, verify price,
and also to generate a customer receipt. The store manager can use all of
this information to analyze sales and
make decisions based upon the inventory database, all the while knowing
that the data are current and accurate.
To take this example to an extreme, a
complex retail establishment could
use this feature of bar coding to trigger
automatic reorders at pre -set levels.
The management of Pillowtex believes that the implementation of bar
code technology has proven its value
by simplifying production and inventory control, and, most important of all,
this system greatly enhances the ability of Pillowtex to keep its retail customers satisfied. What they are really
saying, however, is that the implemenMANAGEMENTACCOUNTING /FEBRUARY 1991

tation of this technology has enabled
them to improve their productivity. Before the introduction of this technology at Pillowtex, managers could measure their productivity, but it was an
entirely manual process. At any given
point in time a plant manager had no
idea of exactly how efficiently his or
her operation was running. Am I using
too much foam filler? Am I using too
little? Am I using too much cloth covering for the amount of production in
process, or too little? Are my inputs for
the large Sears order in line with the
specifications, and if not are my costs
going to be out of he with projections

Companies are
taking the first
steps toward
that futuristic
environment
where all
manufacturing
takes place
without human
intervention.
and, as a result, are we going to lose
money on this job? These common
questions all center on the issue of productivity. They would have been very
difficult to answer in a timely fashion
before bar coding and CIM at the
Pillowtex factories.
With the introduction of bar code
technology inputs can be determined
exactly at any given point in time. Raw
materials taken right off the truck and
placed into raw materials inventory are
quantified immediately so that a constant status of available inputs can be
determined. When the raw materials
are picked for production, another
scan is performed which immediately
relieves the raw material inventory and
moves that value and quantity into
work -in- process (WIP). Further processing and scanning occurs, which
can give management an immediate,
up -to-the- minute status of WIP inventory. As goods are completed, another
scan is performed that relieves WIP inventory and moves the value and quantity not only into finished goods inven-

tory, but also indicates to which customer order they belong. It also is
used for the generation of shipping information. At that point complete containers ready for customer shipment
are bar coded for use by retailers to assist in their efficiency efforts.
In the final analysis, whether it be
in the Pillowtex manufacturing environment, or in their warehousing operations, or those of the retailers that
they serve, CIM is being implemented
today. Companies are taking the first
steps toward that futuristic environment where all manufacturing takes
place without human intervention and
costs are materials and overhead
alone. They are first steps, but they are
concrete ones designed to assist in
helping managers answer the all-important questions relating to the measurement of productivity, efficiency,
and effectiveness of the manufacturing
operation.
Computer integration must proceed in steps, in part due to the fact
that we can usually conceive ideas
more quickly than we can implement.
We usually also can generate the raw
technology, the hardware, more quickly than we can implement or write the
software to drive it. If we do not strive
for that perfect manufacturing environment, we most definitely will not get
there. The Japanese have profoundly
proven that point in the areas of TQC
and JIT. If American manufacturers
want to recapture the lead in manufacturing prowess, they must implement
computer - integrated manufacturing.
Companies such as Pillowtex, even in
such low -tech areas as pillow manufacturing, are doing just that and we must
applaud, support, and encourage them
and learn from them to make that
dream production process reality. ■
Lawrence A. Klein is associate professor

of accountancy, Bentley College. He may
be contacted at (617) 8912776 He is
a member of the Massachusetts Route
128 Chapter, through which this article
was submitted.
Randy M. Jacques is director, financial
planning and control, Central Massachusetts Health Care, Inc., Worcester,
Mass. His background includes nine
years of high -tech finance experience
with Data General Corporation based
in Westboro, Mass.
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PERFORMANCE
MEASURESANDJIT
U.S.companies are revamping traditional cost systems.
BY F.B. GREEN,
FELIX AMENKHIENAN, CMA,
AND GEORGE JOHNSON
IT efforts are commonly viewed
as being directed toward the
elimination of waste. The goal is
to add value to the product and
reduce or eliminate activities that do
not. Although many firms are skeptical
at first, JIT has been too successful to
ignore. In fact, dramatic improvements in quality, reduced lead -time,
higher productivity, and customer responsiveness led one industry spokesman to state, "The last firm to consider
JIT might just as well turn out the
fights."
Just -in -time techniques are now being practiced by all major U.S. automobile manufacturers and a wide range of
other companies including GE, Black
and Decker, Omark Industries,
Hewlett- Packard, Goodyear, Harley Davidson, Motorola, AT &T, Xerox,
Intel, Borg Warner, Dynatork, Shea
Manufacturing, Westinghouse, John
Deere, A P Parts, Day Co., and Mercury Marine.
But cost accounting systems that
made sense years ago when they were
established are now counterproductive in a just -in -time environment in today's automated factories.
Key features of traditional cost accounting that tend to impair JIT implementation are:
1. Reliance on standards.
2. Emphasis on variance and efficiency computations.
3. Preoccupation with direct labor.
4. Extensive inventory tracking.
5. Overhead allocations based on direct labor.
6. Inappropriate measures of performance.
How can these shortcomings be addressed and reconciled to provide
meaningful measures of JIT effectiveness?
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Engineers and support personnel use work stations adjacent to their respective production
line on the shop floor at this AT&Tplant in Virginia.

REPLACINGSTANDARDS
he use of standards and standard
cost accounting is widespread in
manufacturing to compute variances and efficiencies. One company,
AT &T, recently shifted its accounting
emphasis in JIT shops from efficiency
measures to a cost ratio called "incurred to standard." Its New River Valley Works (AT &T operations in the
New River Valley were recently transferred to Dallas, Texas) in Radford,
Virginia, maintains different shops
making micro electronic components
for the communications industry.
Each shop receives a monthly report
listing and totaling the allocated and
shop expenses. This total is divided by
the multiple of units produced and
standard cost per unit determined by
industrial engineering. When the incurred-to-standard ratio is less than or

equal to one, full cost recovery is assumed.
This approach to developing a key
performance measure is a considerable improvement over earlier methods. Traditional emphasis on labor efficiency, for example, tends to penalize
JIT shops which produce "to demand"
only and use nonproduction time to
make quality and productivity improvements. The success of JIT operations in reducing inventories and
streamlining processes is not reflected
in most efficiency computations. The
incurred- to-standard approach captures total resource utilization in dollar
terms and compares it to a standard.
There are other problems with the
standard cost approach that have yet
to be addressed. The standards themselves are sometimes out -of -date and
do not reflect material price increases,
engineering changes, or the applicaMANAGEMENT ACCOUNTING /FEBRUARY 1991
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SIMPLIFYING VARIANCE
ANDEFFICIENCY
n the traditional cost and managerial accounting system much attention is paid to the computation of
variances for each element of production for which standards have been established. Table 1 illustrates some typical variances.
The efficiency variance is computed
as the difference between actual inputs
at standard prices and the standard inputs at standard prices allowed for actual output. The system, therefore, is
MANAGEMENT ACCOUNTING /FEBRUARY 1991

labor costs also affects variance
computation. The focus with JIT is
continuous, total cost reduction?

ELIMINATINGDIRECTLABOR

designed to track the inputs and their
related prices to make the derivation
of these variances possible.
The emphasis on simplification in a
JIT environment eliminates the need
for an elaborate input tracing arrangement used in traditional "push" systems. The new "pull" production process under JIT renders the
computation and use of traditional variances inappropriate. One of the key
motivations behind any cost and management accounting system is production cost control. By focusing on reduction of total costs for the operation
rather than on individual or departmental costs, JIT offers better control.
With the shift from individual cost
items to a more total cost concept, a
corresponding shift in emphasis is
needed to compute and report variances. Specifically, JIT affects variance
computations in the following ways:
1. Changes in production have increased the direct traceability of
costs that are traditionally classified
as, indirect. Affected costs include
materials handling, setup, and plant
maintenance. In JIT plants, these
tasks are performed by production
line workers.
2. Changes in cost pools used to classify activities lead to the elimination
of activities which do not add value.
Cost pools associated with the affected activities are also eliminated
in the process.
3. Emphasis on individual cost element variances is reduced. In some
JIT plants, labor and overhead variances have been completely eliminated, while, in others, the focus
has shifted from analysis at the individual production cell level to the
line or plant level.
4. A reduced need for reporting the
frequency and detail of material and

1987 performance measurement
survey by Howell, Brown,
Soucy, and Seed found that companies continue to emphasize labor
over material in their performance reporting systems although materials account for more than half of product
cost.' The study goes on to declare
that measurement systems should
place "less emphasis on labor efficiency and variance analysis and more emphasis on inventory management, process improvements, and vendor
quality."
Harvard Business School professor
Robert S. Kaplan was among the first
to describe how a preoccupation with
direct labor distorts product costs and
diverts management attention from
significant cost components which are
often fixed and indirect. "Accounting
conventions," he points out, "that allocate overhead to direct labor hours will
be at best irrelevant and more likely
counterproductive.
Automation is one reason direct labor is no longer a suitable basis for
overhead allocation or measure of efficiency. In automated plants, production workers are replaced with machines and other support personnel. In
a JIT system the distinction between
direct and indirect labor is largely artificial. For example, work is assigned
so that time is allowed for the correction of problems associated with full
capacity scheduling.
Under JIT, production cells turn out
a product only when needed. They
don't build stockpiles of inventory to
keep busy or anticipate future demand. Lot sizes are small and model
changeovers are rapid and flexible.
Nonproduction time is often used to
rehearse machine setups and die
changes or vary the workplace for
greater responsiveness.
Members of JIT work teams function as semi - autonomous groups with
authority to initiate changes and make
productivity improvements. They
sometimes halt production to work on
a quality problem or rearrange tasks
and fine-tune production capabilities.
Much of what they do adds future value by eliminating present waste.
As a result, production employees
in some JIT firms are salaried; they no
longer punch time clocks. Part of their
compensation is based on the number
"'

lion of new technologies. New product
lines often show unfavorable ratios
when R &D expenditures are allocated
to the shops producing those products. Shop supervisors claim they have
little or no control over many of the
costs listed on the monthly report.
Some companies using JIT have
found that traditional standard costs
are no longer suitable benchmarks for
comparisons or variance computations. Labor content in some manufacturing is now less than 2% of product
cost, making labor standards virtually
meaningless. Also, overhead percentages applied to standards have often
been arbitrary. As a result, only the remaining material component possesses any significance.
Hewlett- Packard, a leading JIT producer, continues to use standard material cost, but cost effectiveness also is
measured by such goals as total quality control, reduction of inventory, cooperation with vendors, on -time deliveries, and process cost reduction.
Automotive parts manufacturer Borg
Warner concentrates on the difference
between budgeted production and actual production, seeking continual improvement rather than adherence to a
standard.
Goals reflected in budgets are replacing traditional standards in more
mature JIT enterprises. Decreased reliance on standards is noted by five
manufacturing firms included in a joint
study conducted by Coopers and
Lybrand and the National Association
of Accountants:
"Specifically, it has been
documented that firms are increasingly replacingse standard costs with actual costs, compiling rolling averages
of actuals to serve as a benchmark for
monitoring performance and improvement in performance.
This approach is in keeping with
the JIT emphasis on continuous improvement.
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of skills obtained, reflecting an emphasis on cross - training. At HewlettPackard, for instance, direct labor is
now regarded as just another component of factory overhead. In this environment, a cost accounting system
that focuses narrowly on direct labor is
of little value. The correct focus has to
be on total manufacturing costs.
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REDUCINGINVENTORYTRACKING
wring a recent JIT workshop, a
material stores manager from a
large manufacturing firm took
one of the authors aside and described
the huge amount of paperwork he had
to do when stores were moved. Under
JIT, he said, the smaller lot sizes and
frequent withdrawals were burying
him in paperwork.
Unfortunately, this is an all too common yet ironic state of affairs. A primary objective of JIT is the reduction of
inventory to the lowest operational level possible. Uniform schedules call for
frequent deliveries of minimal quantities of raw material, often just enough
for a day's production. Most if not all,
of the delivered materials will be used
before the next reporting period.
At the same time, production and
material control managers are able to
reduce paperwork by shifting from the
cumbersome job ticket and routing
sheet method of inventory control to a
"pull" system with reusable kanban
cards (see Figure 1). Under this system, a fixed number of withdrawal
cards are issued to suppliers along
with standardized containers holding
predetermined amounts of material.
Once delivered, a card cannot be removed from a container until the material is fed into production. When removed, the card serves as
authorization to the supplier to send
more material. The quantity of inventory allowed between stations is determined by the number of kanban cards
multiplied by standard container

ch Tape Lac
iad to Control Daily Deliv
Control Panels to Designated Ass err
ns at Westinghouse P lant. As heville,

bined its raw materials and work -inprocess inventory into a single account
called raw and in- process (RIP) inventory. Their resultant cost accounting

system is a hybrid representing more
of a process costing than a job cost system.'

REVISINGOVERNEAD
ALLOCATIONBASES
n the traditional environment, indirect manufacturing costs (or overhead costs) tend to be allocated
rather arbitrarily to products and services. These costs include
warehousing, materials handling, supervisory labor, setup time, m ainte-

nance, quality- assurance, depreciation, etc. The base most commonly
used to allocate overhead costs to
products is direct labor hours or dollars. But by so doing, traditional cost
accounting systems inappropriately

ALLOCATION AT NEW
RIVER VALLEY PLANT
ost Category Allocation BaJor
el

am ounts.
Thus, JIT p rovid es accou nting with
an opportunity to simplify inventory

data collection and play a proactive
role in providing meaningful measures
of performance. Accountant Julie
Heard of Ed Heard and Associates
suggests that inventory accounting
may be set up to simultaneously "plus
in" to a receiving stockpoint and "minus out" at a supplying stockpoint. She
adds there may be no need to track inventory from one physical location to
the next if lead times are short
enough.5 Hewlett- Packard has con-f52
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attribute the causes of indirect manufacturing costs to direct labor. As previously stated, direct labor seldom
constitutes a major part of production
costs in many process cost systems
and it continues to decline in significance. This can result in large misstatements of product costs as huge
amounts of overhead are assigned to a
diminishing basis.
In JIT production work orders are
eliminated and production labor is
rarely vouchered. Labor content is further reduced by shortened cycle
times. Consequently, if it is determined that some overhead still needs
to be allocated, the bases for such allocation need to be revised. Multiple
allocation bases should be as close to
the cost drivers as possible.
At the New River Valley Works of
AT &T multiple bases are used to allocate overhead to several different
shops. Each shop's output represents
a homogeneous product family. Overhead at the New River Valley plant is
allocated as shown in Table 2.
Similarly, overhead allocations
were reevaluated at the HewlettPackard Personal Office Computer Division. As design changes and new
production arrangements reduced the
direct labor content of many of its
products, the division revised its overhead allocation which had been based
on direct labor. This resulted in a new
system which uses three overhead accumulation 'buckets ": support manufacturing overhead, production manufacturing overhead, and procurement
manufacturing overhead; and two application rates. One rate is labor -based
for production overhead and another
is material based for procurement
overhead.'

MEASURINGPERFORMANCE
TO FIT AT
he lag between cost and management accounting systems and
technological advancements in
manufacturing is perhaps m ost pro-

nounced in the area of measuring manufacturing performance. Outdated and
inappropriate measures of perfor-

mance can distort the realities of manufacturing effectiveness and efficiency
and negate the benefits associated
with improvements in manufacturing
processes. Moreover, traditional systems are often designed to signal
short-term cost and profit performance
while excluding key long -run profit indicators.
In a JIT environment any system for
MANAGEMENTACCOUNnNG /FEBRUARY 1991
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MUNICATIONS TRANSFORMER LINE
Typical
Monthly Entry*
300 PPM

Go al

97%
94%

0
100%
100%

8 hours
$19,000

5 hours
$8. 000

87 tums/yr.
$16,000
417 turns/yr,
$2,400
2.2%
29
70%
65%

160 tumslyr.
0
100 turnwyr.
$1.500
1%
0
100%

"

Measurement
Numberdefective
First pass quality percent yield
On -time percent shipped
Manufacturing interval
Shop WIP inventory
,WIP turnover
Finished goods inventory
IP 9 FG turnover
Cost of scrap
Scrap percent of output
Line disruptions
Percent cross trained
Percent completion JITITOC checklist

_ = A ®

Source: AT &T New River Valley Works

ncal figures
mina

measuring performance must be designed to reflect the new production
philosophy. Such a system should be
capable of measuring and reporting
progress toward total quality control,
reducing inventory levels, faster setup
times, reduced lead time, and new
product launch times. Equally important would be measures indicating improvement in on -time deliveries, floor
space utilization, and quality yield. In
fact, subject to benefit -cost considerations, the performance measurement
system should target the value -added
activities of the company.
Such a system may require the
elimination of some traditional shortterm financial measures and include
some new, more relevant nonfinancial
measures of performance. What is
measured and reported should be determined soley by its relationship to
the company's operating and corporate goals and objectives. A complex
standard costing system is, in many
cases, inappropriate for a JIT.
When companies report the gains
they have been making under just -intime, the measures used are almost always nonfinancial. Calcomp, for example, described improvements in their
graphic display unit production using
such measures as quality yield, manufacturing lead time, scrap and rework,
floor space utilization, and delivery
performance. Similarly, Westinghouse
referred to reductions in setup time,
floor -space utilization, and delivery
time resulting from just -in -time applications in an Asheville, N.C. plant. Other companies heavily involved in JIT
use similar measures.
A review of the literature pertaining
to just -in -time applications reveals that
the only relevant financial or cost measures used to track JIT progress are inventory related. Inventory reduction is
not the primary purpose of JIT, but is
generally a consequence of reducing
lead times and nonvalue -added activities." Cost information, in fact, plays
only a minor role in operational control, and reliance thereon often distorts the real gains made at the shop
floor level.
Parallel systems are often established to capture relevant data and
measure activities that pertain directly
to production.' This approach has recently been adopted by AT &T Microelectronics where JIT is being used extensively to reestablish manufacturing
effectiveness in a highly competitive
market. Typical of this new approach
is a "manufacturing excellence" board
mounted on the shop floor next to a

arts per

production cell where monthly
progress toward mutually established
goals is clearly displayed (see Table
3).
Periodically, improvement measures are computed against a base reflecting the pre -JIT performance of the
shop. These improvement indices reveal the extent to which JIT has contributed to the realization of production efficiency, quality, and customer
service goals. Examples from an
AT &T shop include a 53% improvement in quality yield, a 12 -fold decrease in manufacturing time, an 88%
reduction in scrap and rework, and a
95% increase in on -time deliveries.
As AT &T and other firms continue
to apply just -in -time and move toward
focused factories, integrated semiautonomous work teams, and advanced
manufacturing technologies, nonfinancial measures of performance assume
an indispensable role in evaluating
progress. There is a continuing likelihood that the accounting database will
be ignored or bypassed unless this information is incorporated into the
management accounting system. Recognizing this, AT &T Microelectronics
recently incorporated another item
into the group's just -in -time checklist:
"Accounting Systems Adequate for JIT
Environment." Financial and accounting practitioners should take note of
these developments and assume a
more proactive role.
■
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JIT&THEEOQMODEL
ODDCOUPLENOMORE!
BYDANIELJ.JONES

Despite what we thought the EOQ
model tells us, minimizing
inventories also minimizes costs.

n 1915, in his research to determine
optimum lot sizes to
minimize the total
costs of ordering and carrying inventory, Ford
Harris derived the model
for computing the economic order quantity
(EOQ). Although the formula is mathematically
rigorous and correct, its
practical application by
manufacturers habitually
leads to a miscalculation
of optimum lot sizes.
The case is similar to
that of a person who uses
a perfectly calibrated
micrometer and makes a
materially incorrect measurement because he
measures the wrong
thing. The instrument is
accurate and precise, but
the measurer is using the
device incorrectly.
Most manufacturers who use the
EOQ formula to minimize relevant annual costs will calculate a lot size higher than what it would be if the model
were employed correctly. The reason
is that most accountants fail to identify

which costs are relevant: Carrying inventory has costs that commonly are ignored in the EOQ computations. Actu-

ally, lot sizes determined by the
correct usage of the EOQ model closely approximate demand -driven just -intime (JIT) lot sizes.
THE INFLUENCE OF
THE NEW MANUFACTURING
ENVIRONMENT
discovered this phenomenon as a result of my research in the new manufacturing environment, which is
based primarily upon the Japanese development of the just-in-time philosophy
and its emphasis on continuous improvement Ideally, adoption of this philosophy
54

ed by the EOQ model
and the smaller JIT lot
sizes, I discovered an additional reason why it
made sense for so many
informed manufacturers
to embrace JIT. In fact,
when the EOQ model is
properly employed there
is little difference between lot sizes based on
JIT and the EOQ
amount. Modest differences between the two
amounts can be explained and are discussed below.
THE TRADITIONAL
EOQ MODEL

leads manufacturers to produce in lots
only large enough to meet actual demand, with no intention of storing finished goods to meet future orders. The
JIT philosophy and its corresponding
techniques have been adopted widely by
world-class manufacturers in recent
years.
Initially, I was unable to explain
why so many companies were choosing to manufacture in small JIT -mandated lots when computations based
on the assumptions and logic of the
EOQ model seemed to recommend
larger and less frequent production
runs.
The benefits of adopting the JIT
philosophy (stable vendor relationships, better responsiveness, production schedule attainability, improved
quality, and work force flexibility,
among others) have been documented
inMANAGEMENT ACCOUNTING® for
several years. In attempting to reconcile the lot size amounts recommend-

figure 1 graphically
represents the behavior of total annual relevant ordering
costs and carrying costs
as a function of lot size
quantities. As the order
quantity on the x -axis increases, the annual ordering cost decreases asymptotically to zero while
the annual cost of carrying inventory
increases linearly. This results in a total relevant cost curve that resembles
a skewed parabola, with the lowest total cost at the point —not coincidentally —where the order cost and the carrying cost are equal. This optimal lot
size that results in the minimum annual cost is the economic order quantity
(EOQ)
In Figure 1 the total annual cost of
ordering and carrying inventory is
called the total relevant cost (TRC). It
is the sum of the annual setup cost and
the annual carrying cost. As stated in
Figure 1, the P in the equation can represent the each time cost of either placing a purchase order or setting up for
a manufacturing production order. It
follows that the "order" in economic
order quantity may represent either a
purchase order or a production order,
which is dealt with here.
MANAGEMENT ACCOUNTING /FEBRUARY 1991

Among the assumptions of the
EOQ model is that demand is always
known and is constant throughout the
year. Of course, this ideal is rare in any
manufacturing environment. Its absence should not be taken as an argument against the comparability of
EOQ and JIT.
Similarly, such differences as the

demand -pull nature of JIT versus the
forecast -push nature of EOQ should
not divert attention from more substantive issues. The emphasis should
not be on techniques. It should focus
on challenging the traditional wisdom
that minimizing inventories leads to
higher than minimum costs.
Figures 1, 2, and 3 show the logical
progression for reducing the EOQ. The
format used is that found in most textbooks that discuss EOQ. Each graph
plots the three cost curves (setup cost
plus carryittg cost equals total relevant
cost) as a function of lot sizes. The EOQ
is the lot size corresponding to the lowest
point on the total relevant cost curve.
Table 1 contains the information upon
which the three figures are based.
MAKE IMPROVEMENTS FIRST
anufacturers have long understood that the first step in
reducing optimum lot sizes is
to minimize setup costs by reducing
setup times. Companies such as
Toyota reduced setup times drastically, paving the way for other global
manufacturers to attempt reductions
of setup times and costs that previously were thought impossible.
The effect of these reduced setup
times is reflected by the green cost
curve shown in Figure 2. Note that the
cost reductions also lead to a lower
TRC and a smaller EOQ than those
shown in Figure 1.
At this point, there is still a difference between the EOQ lot size and the
JIT-mandated lot size. The EOQ model
recommends 8.67 production runs per
year, one every 42 days. The JIT lots
would be produced far more frequently, on the order of once or twice a week
(the actual determination is more qualitative than the mathematically based
EOQ) given these circumstances. We
cannot look to carrying costs for assistance: Red ucing u nit carrying costs in

the denominator increases the EOQ.
This was the point of impasse and
perplexity to which I referred earlier.
My questions were: (1) Why are the
amounts different? and (2) Which lot
size should be chosen?
For reasons that are about to be exMANAGEMENT ACCOUNTING /FEBRUARY 1991

FIGURE 1 /GRAPHIC SOLUTION TO EOQ
DETERMINATION (CASE 1)
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The total relevant cost can be
expressed as:
TRC = Total Annual + Total Annual
Setup Cost
Carrying Cost
TRC =

(A/Q)P

+

To find the optimum point, first find
the first derivative of the TRC curve.
dTRC = -AP + C
dQ
Q2
2
The o ptimum point occurs when
dTRC /dQ (the slope of TRC curve) = 0

(012)C

Where A = Annual usage quantity in
units
P = Cost of placing a
purchase order or cost of
setup for production
order
C = Annual cost of carrying
one unit in stock

0

= -AP + C
62
2

Q2 = 2AP /C
Q =

2AP

C

This is the optimum Q, the EOQ
minimizes total casta.

plained, the answers are: (1) The EOQ
calculations ignore some relevant
costs, by treating them as independent
of the lot size, and (2) Choose the JIT
amount!

IDENTIFY RELEVANT COSTS
roduction planners who use the
EOQ model, as well as textbook
authors, typically identify some

FIGURE 2 1GRAPHIC SOLUTION TO EOQ
,
DETERMINATION (CASE 2)
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er at that H -P plant.' Simplification
can have a significant impact on the
cost for accountants, data entry personnel, and computer systems.

FIGURE 3 /GRAPHIC SOLUTION TO EOQ
DETERMINATION (CASE 3)
Total Relevant Cost (TRC): —
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or all of the following costs as the total
relevant carrying costs when they
seek to minimize total annual relevant
costs CMC):
■ Insurance on inventory;
■ Personal property taxes;
■ Obsolescence, spoilage, and
shrinkage;
■ Utilities;
■ Interest.
We must look beyond these shortrun variable costs and adopt a more
comprehensive view of which costs
are relevant. Costs that are considered
"fixed" in a traditional manufacturing
environment may be reduced, or even
eliminated, if they are analyzed properly. JIT identifies and minimizes these
costs "by seeking a more global optimization of the entire production /distribution network and by avoiding local optimizations, such as economic
order quantities, within subsystems
that occur at the expense of the larger
system.", These newly identified costs
of carrying inventory are shown in Table 2.
As support for the relevance of
these costs, consider the following
items:
• Many JIT implementations have reduced facilities requirements by
50% or more. These facilities can be
sold, rented to others, or used productively to produce more product.
• Simplification of work -in- process
accounting at a Hewlett-Packard
(H -P) printed circuit fabrication facility in 1983 led to the elimination
56

of an estimated 100,000 journal entries per month. Operating in a traditional manner, three accountants
and a fully automated cost system
would be required to do the work of
one accountant and a microcomput-

After we have slashed setup costs
and correctly identified inclusive carrying costs, we can calculate a more
meaningful EOQ. (See the three cost
curves shown in Figure 3.) Note that
the inclusion of the newly identified
relevant carrying costs causes the
slope (annual cost per unit) of the carrying cost line to increase. Note also
that this change does not indicate that
costs have increased. It denotes that
for any level of company -wide costs,
more of these costs are dependent on
lot sizes.
In practice, the exercise of calculating and unitizing these additional carrying cost amounts is quite difficult.
These costs are what Shillinglaw refers to as "attributable costs [that include] all costs in the following three
categories: short-run variable costs, divisible fixed costs, and indivisible
traceable costs."' Of these attributable
costs, only the short-run variable costs
pose no difficulty in identifying and

TABLE 1/DESCRIPTION OF CASES PLOTTED IN
FIGURES 1, 2, & 3
Crusader Company manufactures and sells 520 wilbruns per year. In attempting to
calculate the production lot size that will minimize total annual costs, it initially identifies
its relevant costs as P1 and C1 (note that P2 and C2 are used in Cases 2 and 3).
Setup cost before improvements:
P1 = $ 27.00 /setup
Setup cost after improvements:
P2 = $ 3.00 /setup
Annual carrying costs, improperly identified: C1 = $ 7.80 /unit/year
Annual carrying costs, properly identified:
C2 = $ 31.20 /unit/year
60
30
8.67

100
50
5.2

130
65
4

260
130
2

520
260
1

Case 1: Company identifies P1 and C1 as its costs:
234
Carrying: C 1 (Q/2)
20
39
78 156
234
Setup: P 1 (A/Q)
2808 1404 702 351

390
141

507
108

1014
54

2028
27

531

615

1068

2055

Case 2: Company reduces setup co st and identifies P2 and C1 as its costs:
234
390
507 1014
Carrying: C 1 (Q/2)
20
39
78 156
12
6
78
39
26
16
Setup: PI(A/Q)
312 156
332 195 156 195
360
406
519 1020
Total (Case 2)

2028
3

Q (lot size)
0/2 (Avg. Inventory)
A/O (Orders/Year)

Total (Case 1):

5
2.5
104

10
5
52

2828 1443

20
10
26

780

40
20
13

507

468

2031

Case 3: Company redefines relevance and Identifies P2 and C2 as its costs:
Carrying: C1(0/2)
78 156 312 624
936 1560 2028 4056 8112
Setup: P1(A/0)
312 156
78
39
26
16
12
6
3
Total (Case 3):

390

312

390

663

962

1576

2040

4062

8115

Notes: All costs are in dollars.
Noninteger dollar amounts are rounded up to next whole dollar.
In going from Case 2 to Case 3, the quadrupling of carrying costs
does not indicate that inventory holding costs have increased but rather
that the portion of total costs that depends on lot size (i.e., cost =l(Q) has increased.
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unitizing.
Among the reasons that these newly identified costs have not been considered applicable until now are the
following:
■ Most of these will not change with
a small reduction in EOQ production volumes. These costs are not
linearly variable, but they are step
variable.
IN Reduction in lot sizes for only one
product will have little effect on total costs. In order for there to be an
effect on costs, the policy must be
to reduce lot sizes on products
throughout the company. There is
an interdependency among product
lot sizes. The methodology is based
on the assumption that lot sizes will
be cut for all products.
• When a company concludes that
costs are fixed, the costs become
fixed for that company.
• The concept of attributable cost is
not widely understood.
RECONCILING EOQ WITH JIT
hen setup costs are reduced
and costs of carrying inventory are comprehensively
identified, the EOQ drops quickly.
Suzaki° documented the following dramatic examples:
• A reduction from four hours to
three minutes (80x) in the changeover of a 1,000 -ton press at Toyota;
• A reduction from 9.3 hours to 9 minutes (62x) for a machining line setup at Yanmar Diesel;
• A reduction from more than two
hours to three minutes (40x) in the
changeover of a punch press at a
U.S. chain saw manufacturer,
• Improvements of 36x at Mazda and
25x at Hitachi and at a U.S. electric
appliance manufacturer.
Consider that "in the traditional
manufacturing environment, 5% of the
time the work is having value added to
it 95% of the time it is waiting or moving. The waiting and moving create
stockrooms, systems, overhead, and
administrative costs."' Eliminating the
three levels of inventory (RM, WIP,
FG) eliminates the significant costs of
complexity and confusion in the traditional plant. Inventory control MIS applications no longer need be expensively customized for each production
facility, and warehouses and storerooms can be eliminated.
Even if inventory carrying costs are
MANAGEMENT ACCOUNTING /FEBRUARY 1991

■ Improving "quality at the source."

TABLE 2/NEWLY
IDENTIFIED RELEVANT
CARRYING COSTS
FACILITIES
•
•
•
•
•
•

(Storeroom, Factory, and Warehouse)
Facilities leasing costs, or
Depreciation,
Interest,
T axes,
Insurance,
Utilities (heat, light, and power).

OPERATIONS
• Forecasting and scheduling;
• Materials handling:
Receiving, moving, storing (RM,
WIP, FG), searching, picking;
• Expediting;
• Inspection (incoming and outgoing);
• Quality and risk:
Rework, scrap, obsolescence,
spoilage, theft, warranties;
Price declines.

[ADMINISTRATION & ACCOUNTING
• Accountants and bookkeepers;
• Physical inventory taking (interim
and year -end):
Extemal auditors (CPAs),
Employees (accountants and
operations);
• Other audit fees;
• Management information systems:
Hardware;
Software (development and
maintenance);
Operations.
Note 1: Salaries, wages, and fringe benefits
are included where appropriate.
Note 2: These costs supplement the
commonly identified short-run
variable costs listed in the IDENTIFY
RELEVANT COSTS section,

precisely identified and unitized, EOQ
may suggest an amount modestly
higher than JIT. To reconcile the difference in amounts, thereby justifying
JIT, consider other benefits of JIT that
may not be measurable. Although the
encompassing, and consummate,
changes in operations may not be
quantifiable in an incremental manner,
adopting JIT brings many benefits, including:
• Discovering problems that are hidden by inventories;
• Doing away with the risk of obsolescence, which may be intolerable,
particularly in technology -driven industries;
• Strengthening vendor relationships
and employee involvement, commitment, and flexibility;
• Increasing production schedule attainment and production throughput;

THE END RESULT
he EOQ model finds primary
applicability not in production
orders but in purchase orders of
readily salable merchandise in such industries as distribution, wholesaling,
and retailing. Manufacturers generally
have difficulty adapting the model to
their operations because relevant attributable costs and long -run variable
costs must be identified and unitized
to be useful for incorporation into the
EOQ formula.
Those who do not choose to use the
EOQ model, however, are better
equipped to understand and identify
which costs are relevant in their computations. The model is reliable, but it
must be employed correctly.
Until now, production planners and
operations researchers have been unable to reconcile JfI` with the EOQ
model. The myth that jIT and EOQ are
incompatible based on the traditional
manufacturing model has now been
exposed. The cost trade -off of larger
lot sizes vanishes: When minimizing
inventories, JIT also minimizes costs.
Knowing that a properly constructed
EOQ model confirms this fact eliminates the need for the model among
most manufacturers.
■
Daniel f Jones, CPA, is assistant professor of accounting at the College of the
Holy Cross and president of Strategies,
Inc. He holds an MBAfrom the Harvard
Business School and is a member of the
Boston Chapter, through which this article was submitted. He can be reached
at (617)449 -0417
' Dale G. Sauers, "Analyzing Inventory Systems,"
MANAGEMENTACCOUNTING ®, May 1986, pp. 3436.
'Rick Hunt, Linda Garrett, and C. Mike Merz, "Direct Labor Cost Not Always Relevant at H -P," MAN AC,L•'MLNTACCOUYnNGe. February 1985, pp. 58Q.
'Gordon Shillinglaw, 'The Concept of Attributable
Cost, "Journal ofAccoantingReseareh,Spring 1963,
pp. 73.85.
'Kiyoshi Suzaki, "Japanese Manufacturing
Strategies: Their Importance to U.S. Manufactureirs,'joarnal ofBusinessStrategy, W'mtet 1985, p.
12.
'Robert D'Amore and Robert Miller, "Revving the
Motors at Harley- Davidson: New Manufacturing
Technology Requires New Accounting Philosophy,"
Cod Accountixgfar the % Conference Proceedings,
National Association of Accountants, 1987, pp. 169181.

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

Yea
84

No
85

57

BY WILLIAM WUCINICH
o many football fans, a star player is a true American hero. But
to others, he's a depreciable asset just like any other on a balance sheet. After all, football, in addition to being one of our favorite
pastimes, is a business. How is it accounted for? Surprisingly, not that differently from a retail operation.
Each seat in the stadium or arena
represents a relatively low -priced
"product" that must be turned over
many times during a season. Thus,
control of cash is vital to the organization, and, as expected, the flow is seasonal.
The production function (fielding
the team) is also similar to other industries. It, too, has an R &D department,
inventories, and an MIS function. The
team's roster represents its inventory.
When the cost of carrying an item of
inventory exceeds its market value, it
is released or traded. The R&D function in professional sports is represented by its scouting systems and minor
league affiliations.
Professional sports is a capital -intensive, high - fixed -cost industry. In order to make a profit the stadiums and
arenas must be at or near capacity for
most of the season. Yet, there are
teams that continue to lose money although every game is sold out. The
New England Patriots have had a sold out stadium for every game and still
have lost money for the last seven
years., Breakeven points for even the
lower -cost franchises continue to rise.
The Pittsburgh Pirates, with a low total
salary of approximately $6 million, still
have a breakeven point of 1.4 million
fans?
A major league team will employ
anywhere from 12 to 45 players supported by a variety of coaches, trainers, equipment, and scouting personnel. Backing up these people will be a
service organization made up of marketing and financial personnel. This
group often is small with only three or
four accounting people and a personal
computer.
SOURCES
avenue sources consist of two
primary areas: broadcast rights
(television, cable, and radio) and
admissions. Other sources include
special sponsor nights when a business will pay the team for advertising
plus the cost of the giveaways, concessions, parking, logos, scoreboard ad58

PRO FIT
Is the Name
of the Game
Major league baseball teams have 26
different charts of accounts.
Flobac

a sue„

Budgeting is difficult for professional teams because of a changing roster.

vertising, and visiting team gate percentages.
Television revenues are negotiated
with the major networks and are fixed
for a period of three to five years. For
professional football teams, this
source represents anywhere from 50%
to 60% of total receipts. A recent study
of baseball revenues, on the other
hand, revealed that television and cable represented only 20% of total receipts. Cable revenue varies widely depending on the market. For example,
it is estimated to be as much as $15 to
$20 million in the New York metropolitan area market.
Ticket sales constitute 30% to 40% of
total revenues for baseball and football
teams. Concessions represent the only
means of increasing revenue on a
short -term basis.
The remaining revenues depend on
the parent organization's activities.
Some teams own the stadiums or arenas in which they play and thus receive

concession and stadium billboard advertising revenues. Others merely are
tenants of the arenas. Teams that attract fans on the road also increase
their revenue because they are paid a
fixed percentage of the gate. This percentage for the American League is
20% after tax.
EXPENSES—PAYROLLS
ANDFIELDGOALS
he major expense for professional sports teams is payroll, running
6096 to 65% of total cost for football
teams. In 1987, the payroll of the New
England Patriots was $19 million, the
third highest in the league, while baseball's Pittsburgh Pirates had a payroll
of approximately $6 million.
Bonuses are given to players who
make the All -Star team, play a set number of games, or perform above specified goals, such as total plate appearances. In addition, some contracts
MANAGEMENTACCOUNTINGREBRUARY 1991

contain other unique paying clauses.
For example, one baseball player was
paid $100,000 for not being traded, and
a football place- kicker was paid an additional $500 for each gameminning
field goal he kicked'
Termination pay is awarded to players released before the season begins,
cut during the year, or bought out of
their contracts. One pitcher was paid
$2 million and did not throw a single
pitch. In 1988, baseball teams paid $26
million to players who didn't play during the season'
An injured player must not only
continue to be paid, but his replacement must be given a salary as well.
This can cost teams as much as $2 million annually. Teams may take out insurance to cover the increase.
A player's total salary occasionally
is deferred over a number of years so
that he is paid long after he has retired.
Coaches are sometimes fired but still
collect according to their contracts.
Major league payrolls continue to
grow. In 1986,23 athletes made $1 million or more. In 1988, 88 players were
making that sum, including the eight
making $2 million.
A major noncash expense is player
roster and contract depreciation and
amortization. It must be remembered
that a player is an asset that will lose
value over a period of time.
Up to 50% of the purchase price of
a team is allocated to the existing roster. The "useful life" of that roster will
vary depending on the talent, age, and
positions on it. This type of amortization is called "initial- roster deprecia-

tion" and can have a major effect on the
operating results of a team. Those
teams that have been sold will be less
profitable than those that have continuing ownership. A league with
many teams sold is less profitable.
During the baseball strike in 1985, the
overall profitability of baseball as presented by the owners was adjusted upward by $12 million to reflect the
amount of initial- roster depreciation included in the figures.'
The "useful life" of a player is four
years for the major league roster and
five years for the minor league player.
If an amortized player is traded, the
new player is put on at "book."

26CHARTSOFACCOUNTS
he liability and equity side of the
balance sheet is similar to that of
other business entities. Capital
comes from the owners themselves or
from outside sources such as banks.
Current liabilities such as payroll taxes
are close to what one would find in other businesses.
There is no standard chart of accounts. In baseball, there are 26 teams
with 26 different charts of accounts.
With the exception of the deferred salary amortization area, there is no theoretical accounting.
Audits can last from two to three
weeks. In addition to examining such
traditional areas as payroll, payables,
and receivables, auditors place special
emphasis on intangibles such as the
amortization and depreciation of capitalized roster costs, deferred compen-

sation, and control of ticket sales and
receipts.
Because the nature of the industry
is characterized by a high volume of
transactions with large amounts of
cash changing hands, the crucial financial functions are in the areas of budgets and cash control.
Budgeting is especially difficult because the key element, the roster, is
constantly changing due to injuries,
cuts, trades, and similar reasons. During one season for example, the Cleveland Browns, another NFL football
team, were paying five quarterbacks
when the normal roster number
should have been two or three.
Professional sports is a major industry in our economy. In 1985, the combined revenues of hockey, football,
basketball, and baseball amounted to
$1.725 billion. In spite of this scale of
business, very little is known about its
financial operations because the majority of the teams are closely held and
do not publish the results of their operations.
Unlike other industries, however,
the bottom line may not be as important as you would think. The goal of
the owner may not necessarily be
black ink. To some individuals, becoming a part of that very exclusive and
highly visible fraternity of franchise
owners is the bottom line.
When Lamar Hunt started the old
American Football League as the owner of the Dallas Texans (which later
became the Kansas City Chiefs), he
was losing more than $1 million a year.
The story goes that when his daddy,
billionaire H.L. Hunt, was told his son
was frittering away a million or so a
season on this new toy, he said, "I
guess at that rate, he'll only last about
175 years."
■
William Wucinich is an accountant
with Kenneth L. Keller, CPA, Inc. He
a member of the Canton Chapter.
'"Facing Fourth and Long. Will the Patriot Owner
Punt ?" Business Week, January 25,1%8, p. 40.
' "How Business Went to Bat for the Pirates," BusinessWeek,July 18, 1988, p. 98.
'Survey of Major League Salaries, Sport,June 1988
and June 1986.
' "Sports Scan," the Repository,November 3, 1988.
" "Accounting for Basebalb" George H. Sorter, Joxrnal ojAccountancy,June 1986.
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SMALLBUSINESS
KATHY WILLIAMS, EDITOR

FRANCHISE FEVER
r nchising is still one of the hottest ways to start your own business, according to the latest gov
ernment statistics At present, franchise
businesses employ approximately 7.2
million workers and account for more
than $700 billion in annual sales of goods
and services. The combined sales of franchise businesses account for more than
a third of all retail sales in the United
States and could exceed half of all sales
by the year 2000, says the House Committee on Small Business.
Nevertheless, potential franchisees
should move slowly and cautiously,
making sure to check out all aspects of
a business before signing up, because
only 15 states have laws regulating
these businesses. Many incidents of
fraud have surfaced, including "fly -bynight" operators offering "low budget"
outlets. Also, with so many displaced
executives and early retirees looking
for new job fulfillment; the potential for
abuse of franchisees is high.
Still, with the right franchise, small
business people can have a better
chance of succeeding and staying in
business than starting something from
scratch. Franchises mainly fall into
three categories: (1) product and trade
name, (2) business format, and (3) an
offshoot called "smorgasbord" franchising. The first category includes arrangements in which franchisees are
granted the right to distribute a manufacturer's products within a specified
territory or at a certain location. They
usually can use the manufacturer's
trademark or logo. Examples are soft drink bottlers, farm equipment dealers, gas stations, and car dealerships.
The second type involves a franchisee licensing a trademark and receiving a business format under which to
operate or licensing an entire system
for conducting a business. The franchisee must comply with the franchisor's
regulations governing the operation
60

and appearance of the business. Usually the franchisor controls the quality
of the products or services of the business. Examples are restaurants, fast food chains, hotels, real estate agencies, convenience stores, and
automobile service centers.
The third kind of operation is relatively new: franchisors who are offering multiple concepts to prospective
franchisees. Smorgasbord franchising
lets franchisees pick and choose the
configuration of their business, adding
profit centers as their businesses grow
and mature. There's also the benefit of
shared overhead among multiple businesses. Franchisors benefit from this
aspect, too. A menu of concepts leverages the costs of generating leads by
amortizing expenses between two or
more businesses, notes Amy
Bellinger, director of franchising information at FRANCORP®, consultants
to franchisors and to businesses who
want to franchise. Examples of smorgasbords are lawn care, cleaning, and
pest control in one package; a gas station, car wash, and laundromat in one
operation; and a mobile disc jockey
business combined with videotaping
and party planning.
For more information about franchising, contact Amy Bellinger at
FRANCORPS, 20200 Governors Drive,
Olympia Fields, IL 60461, (708) 481 -2900;
fax, (708) 481-5885. Other offices of the
group are in New York and Los Angeles.

DOING BUSINESS
OVERSEAS
To help match small businesses with
prospective agents and distributors
overseas, the Small Business Administration and the Department of Commerce are holding 10 "Matchmaker"
missions during 1991. To qualify, businesses must be new to exporting or to
the country in which they want to do

business and must sell products that
are at least 51% U.S.-made. Scheduled
for missions are Barcelona and Madrid, March 11 -15; Hong Kong and Singapore, April 15-19; Paris and Milan,
May 27 -31; Amsterdam and Brussels,
June 10-14; Toronto and Montreal,
June 17 -21; Zurich and Vienna, June
20-25; Seoul and Taipei, July 15-19;
Stockholm and Hamburg, September
23-27; Rome and Athens, September
30- October 4. Cost to participate
ranges from $1,200 to $1,600, depending on location, and the SBA will provide $500 of financial support to the
first 10 qualified companies to sign up
for each trip.
For more information, call your local SBA headquarters or the SBA's Office of International Trade in Washington, D.C., (202) 653 -7794.

BUSINESS RIGHTS
Sometimes small business owners or
managers are so "busy with the business" that they may not have time to
keep up with federal laws regarding
personnel relations and rights. Now
there's a valuable, 160 -page reference
guide available that covers federal
laws on anti-bias, pensions, bargaining, plant closings, drug and alcohol
programs, AIDS, OSHA, and more.
How to Comply with Federal Employee

Lawsis available from London Publishing Company, 1156 15th Street N.W.,
Suite 510, Washington, DC 20005,
(202) 296 -7340. Price for one copy is
$19.95 (no postage or handling); from
two to five copies, $14.95; and other
multiple copies at greater discounts.

SAVE WITH FAX
As almost everyone who has used one
knows, fax machines have become almost indispensable. Yet, if you don't
know the fax number, you have to call
directory assistance, which can be
time-consuming and costly in some
cases. Help should arrive this spring in
the form of a fax number directory that
will contain both domestic and international fax machine numbers. It also
will accept ads. For information about
the directory, contact FaxSmart, Box
226 DTS, Portland, ME 04112, (207)
761 -9408.
■
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ANew
Monograph
Publication:

WORLD-CLASS
ACCOUNTING
FOR

WORLD-CLASS
MANUFACTURING
i� �
Many n ew co st co n cep ts h ave su rfaced in th e last
three or fo u r y ears — to tal q uality con trol, ju st -in tim e, activity -based costin g, an d n ew tech niq ues in performance measurement and investment. At the same
tim e, m an agem en t need s h ave ch an ged , an d p revio u s
approaches to co st acco u ntin g may n o lo n ger su ffice to
meet them.
Until no w th ere h as b een n o cu rren t sy n th esis o f th e
published wo rk in th ese n ew areas o f co st an d m an agem ent. b u t NAA h as n o w b ro u gh t o u t a h igh ly
organized sin gle- sou rce referen ce gu ide, World -Class
Accounting for World -Class Manu facturing. Th e vo lu m e

contains 24 key articles selected from Management
Accounting. These articles are written by noted professionals and practitioners and cover a wide range of
subjects, from factory autom ation to activity accounting to product costing. NAA members should find this
book a useful guide in their efforts to improve cost
m anagem e nt prac tices in their firm s.
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TRENDS

IN MANAGEMENT
ACCOUNTING

Incidentally, for members seeking
to distribute this book to the firms' senior managers, a special discount rate
may be obtained from the regular offering price of $31.25. This rate, $20
per guide, is only available in quantities of 10 or more, with no further discount allowed.
In December 1990, the Financial
Accounting Standards Board (FASB)
issued a complex new accounting standard, Employers' Accounting for
Postretirement Benefits Other Than
Pensions (FAS 106). The new rules will

RESEARCH
PATRICK L. ROMANO, CMA,
EDITOR

JUSTPUBLISHED:NEWGUIDES
FORNAAMEMBERS
ince its founding in 1919, NAA,
through research, discussion, and
exchange of information with
members, has dedicated itself toward
the continuing education of its members. When problems arose in the new
accounting discipline, members who
had already experienced similar situations were encouraged to describe
their findings. The best summaries of
practice were selected for separate
publication as Accounting Practice Reports —more than 40 of which saw the
light of print.
It is in continuance of this approach
that I would like to introduce a new
monograph publication: World -Class
Accounting for World -Class Manufacturing. A highly organized single source reference guide, World -Class

Accounting for World -Class Manufacturing contains 24 key articles, written
by noted professionals and practitioners, covering many of the new cost
concepts that have surfaced in the last
three or four years. This guide encompasses quality cost measurement, Justin -time and bar code, activity accounting, activity-based costing, and new
techniques in performance measurement and investment, plus others.
Because management needs have
changed and previous approaches to
cost accounting may no longer suffice
to meet them, NAA members should
find this book a useful guide in their efforts to improve cost management
practices in their firms.
fit

focus management's attention on their
retiree health plans, not only from a
cost control viewpoint, but from a financial reporting view as well.
Many employers are just now beginning to turn their attention to these
plans in an attempt to understand the
nature of the benefits promised and
the extent of their obligations. This is
most important because many companies lack adequate and readily available data on which to base projections
of future cost and obligations.
To assess the input of the new accounting requirements, NAA requested that Coopers & Lybrand conduct a
research study to help small and medium -sized employers cope with these
far - reaching changes. The findings are
reported in a new NAA Bold Step publication, Retiree Health Benefits. How to

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISCAY, CPA,EDITOR

FASBISSUESBENEFITS
STATEMENT
he Financial Accounting Standards Board has issued a statement on pstretirement health
benefits that is likely to have a significant impact on the financial statements
of U.S. corporations. Members of the
FASB unanimously approved the final
version of the standard. Beginning
January 1, 1993, it will require companies to accrue estimated medical benefits of retirees rather than to account
for them on a pay -as- you -go basis,
which currently is general practice. In
next month's column we will look at
some of the details.

MAP COMMENTS ON
DEBT VS.EQUITY
he Management Accounting
Practices Committee submitted
NAA's responses to the issues
raised by FASB in its Discussion Memorandum, Distinguishing Between Li-

Cope With The Accounting, Actuarial
and Management Issues.

ability and Equity Instruments and Accounting for Instruments With

In addition to the utilization of a
questionnaire, ten employers participated in the NAA study. For all participating employers, expense under FAS
106 was significantly higher than under pay -as- you -go accounting.
NAA members will find this report
a useful guide designed to help their
management:

Characteristics of Both.Answers to the
detailed issues were transmitted with
a cover letter in which NANs summary position was stated. The essence of
the position is reflected in three paragraphs of the letter, which are cited below.
"As enumerated in our specific
comments, we support the present delineation between liabilities and equity
and do not feel that equity should be
redefined. In addition, compound financial instruments (without detachable elements) should be accounted
for according to their predominant
characteristic at issuance rather than
disaggregated and accounted for piece
by piece.
"MAP cannot support the fundamental financial instrument approach
if it means the disaggregation of all
compound instruments for accounting
and reporting purposes. Our constituents have neither the knowledge nor
the capability to comply with such an
accounting approach. In addition, we
are not convinced that disaggregation
would enhance the value of financial
statements to users because we be-

-0 Better understand the accounting
requirements under FAS 106;
• Consider the potential implementation problems that may exist;
• Evaluate plan design changes to
better control costs; and
• Assess financing and prefunding alternatives.
This publication has been just made
available at a cost of $25 ($20 for NAA
members). For copies, please mail
your request to NAA, Special Order
Department, 10 Paragon Drive,
Montvale, New Jersey 07645 -1760, or
call toll free 1- 800 - 638-4427.
■
Patrick L. Romano, CMA, is director of
NAA research.
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lieve it would not provide objectively
determined results and would create
confusing presentations in the financial statements.
The work yet to be done in the Fmancial Instruments Disclosure and Recognition and Measurement phases appear to
have an important bearing on how the
answers to the DM will be disclosed and
accounted for. Accordingly, MAP recommends that the Board delay issuing any
further document on distinguishing between debt and equity instruments until
those phases are more complete and a
framework is developed within which
debt vs. equity decisions can be made."

SB ISSUESDM'PACKAGE'
wo Discussion Memoranda were
released as a "package" by the
FASB: Accounting for the Impairment of Long -Lived Assets and Identifiable Intangibles (Impairment) and
Present ValueBased Measurements in
Accounting (Interest Methods). Both

carry comment deadlines of May 31
and both will be the subject of joint
public hearings scheduled for July 29-

August 1 in New York, during which
speakers will be able to address either
or both documents. The simultaneous
consideration of the two subjects is because aspects of each subject can have
a significant bearing on the other.
Discussion Memoranda identify issues known to exist while acknowledging that additional issues may need to
be considered. The DM on Impairment identifies three categories of issues: measurement, recognition, and
disclosure. The measurement issues
discuss alternative measurement
attributes that may be used to measure
for impairment, the level of asset
grouping at which those attributes
should be applied, and the frequency
by which those measurements should
be made. Recognition issues discuss
whether impairment should be recognized, the criteria for recognizing impairment, how those recognitions
should be displayed, and whether subsequent changes in the measurement
attribute should be recognized. 'fie
disclosure issues discuss what information should be disclosed when an
impairment is recognized and when an
impairment is not recognized.

►#1choice of CPAs nationwide
► Now available for private businesses
► Premium applications for IBM S/36
and AS /400 computers

The Interest Methods project is not intended to lead to a new comprehensive
accounting model based on present value. What is intended is a comprehensive
study of why, when, and how interest
methods should be used. The objective
is to develop a framework for future deliberations. The project addresses three
threshold issues: Under what circumstances should (a) an amount recognized in financial statements be based on
the present value of estimated future
cash flows, (b) accounting allocations
over the life of an asset or liability be
made using an interest method, and (c)
the interest element that results from the
use of present value or an interest method of amortization be reported in the financial statements as interest revenue or
expense? The DM also explores related
implementation issues.
■
Louis Bisgay, CPA, is director, management accounting practices.
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General Ledger

Payroll Checkwriting

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 401 K, 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
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TRENDS

IN EDUCATION

RALPHL. BENKE, JR., CMA, AND
ROGERH. HERMANSON, EDITORS

EDUCATION.A PARTNERSHIP
BETWEEN INDUSTRY
AND ACADEME?
BYJOHN W. HILL, PH.D.
Following is theJirst ofa two-part series.

ver the past decade, the nature
of manufacturing has been
changing in response to foreign
competition, increasing product complexity, and consumer preferences for
higher quality and lower life -cycle
costs. These changes have created a
need for change in managerial accounting systems to better reflect
product costs, provide strategic cost
management information, and help
achieve goal congruence between
firms and decision makers. There is
substantial evidence that many firms
are changing their managerial accounting systems to accomplish these
ends. As more firms change their accounting systems, there is a growing
need for educational curricula that reflect this accounting revolution.
Unfortunately, most managerial
and cost accounting courses lag practice and do not teach students much
beyond the traditional topics. However, a major revolution in management
accounting has begun and is likely to
be continued for many years. Academics cannot ignore this revolution if they
are to provide education that satisfies
the needs of practice. Further, it is becoming increasingly apparent that the
traditional approaches to accounting
education are not developing broadly
educated students who fully understand business.
How can academics expose students to the complexities of the modern manufacturing environment from

0
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the classroom? One possibility for
dealing with this problem may involve
a partnership between industry and academe.
In the fall of 1989, Indiana University began a new advanced managerial
accounting course that picks up where
traditional courses leave off —with the
new manufacturing environment. The
course is taught in seminar format to
approximately two dozen senior accounting majors who have completed
an intermediate cost accounting
course. The students study a variety of
topics including problems with traditional costing systems in the new manufacturing environment, strategic cost
management, accounting response to
changes in production organization,
and nontraditional performance evaluation measures. The course also involves extensive interaction with practitioners, including field study in these
practitioners' firms.
The course begins with readings
taken from practitioner periodicals
and then works through related case
studies. This method provides a global
perspective on the firm, beginning
with its products and markets.
Next, the students move to several
sets of compiled readings from practitioner journals which deal with eight
major topics: accounting response to
JIT, the role of accounting in flexible
manufacturing systems, capital budgeting and automation, product profitability analysis, measuring cost of
quality, and accounting -based performance measurement. In addition, students read articles on transfer pricing
in multinational enterprises, the tendency to continue failing projects because of sunk costs, and theories of
firm governance to include agency and
transaction cost theories.
Students are required to prepare for
each seminar by briefing each article
the way law students brief cases. They
identify the central issue(s), the major
points made by the authors, the
strengths and weaknesses of the arguments, and any connections or inconsistencies with other readings.
Practitioners who are on campus
for other reasons such as recruiting
are encouraged to sit in the seminars
and interact with students. For example, students had the opportunity to interact with a financial analyst from an
automobile manufacturer at the time
they were discussing the problems associated with cost justifying large scale capital investments. The analyst
was able to relate the difficulties his
firm was having in deciding whether to

tool for a new production model.
Following the readings, students
receive in -class presentations by practitioners from various industries on
their products, markets, production
organization, and management accounting systems. In fall 1989, six
firms participated, representing five
manufacturing industries and, for contrast, banking. During these presentations the students have the opportunity to ask questions based upon the
knowledge gained through the readings. One of the purposes of the presentations is to provide students with
an overview of each firm's accounting
system and how it works in conjunction with the firm's production organization to support its strategic goals.
The students compare and contrast
the differences between the accounting systems based on differences in
products, markets, and production
processes.
In the final phase of the course, students are divided into teams, and each
team is assigned to one of the firms.
The teams visit one of their firm's facilities and report on its management
accounting system. Prior to the firm
visit, students develop structured
questionnaires with the help of the
course instructors. Each team member is responsible for investigating one
of four facets of the facility: (1) the nature of its products and markets, (2) its
production organization, (3) its product costing system to include COQ,
and (4) its performance measures to
include transfer pricing. The team
members then develop their reports
based on their integrated findings and
present these reports in class. Firm
representatives are encouraged to attend these presentations and receive
the reports as if the students were employees or consultants.
■
John W. Hill, Ph.D., is assistant professor of accounting at Indiana University.
He is the winner of the 1990 Harry C.
Sauvain Teaching Award at Indiana
University. He is a member of the
Bloomington Chapter, through which
this article was submitted.
'Richard Ortman and David Buehhnann,'Supplementing Cost Accounting Courses in Response to
the Changing Business Environment," Issues in Accounting Education,Spring 1989, pp. 161 -178.
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nonfinancial measures of perfor
mance. The latter seem to be getting
increasing emphasis.
The only disappointment is that this

IN THE LIBRARY

book is part of a Dow Jones -Irwin series on production management instead of a series on management accounting. Management accountants
involved in redesigning an organization's performance measurement system should obtain a copy of this book.
AMK

HOWTOCONTROLCOSTFOR
PROFITANDPERFORMANCE
Richard P. Mager, A.G. Merrick Publishing Corp., P.O. Box 8548, Chicago,
IL 60680, 1989, 241 pp.—�"Financial
statements cannot be used to run a
business ...we need to concentrate on
the applications o f m an a gem en t ac-

counting which deal specifically with
internal decision making and control."
In theory, there is nothing in this book
that should come as a surprise to readers of our magazine. In practice, this is
probably one of the best reviews of the
topics covered in a management accountant 's job description . The author
really puts the responsibilities of a
management accountant into perspective, especially in the areas of cost control and cost containment, areas most
NAA members deal with regularly.
This book has two main audiences.
First and foremost are the management accountants who want to understand the overall responsibilities of
their own jobs. Mr. Mager puts a
strong em ph asis o n the imp ortance of

commonsense management and follows through with some very good
commonsense ideas of his own for us
in the management accounting field.
Even more important is the second audience: others in the management accountant's organizations. They should
read this book, particularly at budget
time. The author does not spend too
much time on budgets per se; in fact,
he covers the subject in less than a half
dozen pages. The really important
point to communicate to others in
management is the role of accounting,
budgeting, and cost control in industrial and service organizations for maximizing "profit" and "performance."
The book is aided by several "mini"
case studies that explain his positions.
A quote from Chapter 7 is apropos:
"It's Not Bean Counting!: An accounting system never told anyone to do
anything —Accountants must do the
accounting...systems should be built
MANAGEM1; NTACCOUNTING/ FEBRUARY 1991

around the needs of users, but accountants must have the final say. If engineers are allowed to do accounting,
then accountants should be allowed to
design products...Accountants are
like air traffic controllers: Both sit in
dark places; both have the responsibility to provide information; and both
need the authority to command action
when the situation dictates. Nonetheless, the intent is not for the air traffic
controllers to fly airplanes nor for accountants to run businesses."
I recommend this book highly.
Alfred M. King

THENEWPERFORMANCE
CHALLENGE:MEASURING
OPERATIONSFORWORLDCLASSCOMPETITION
J. Robb Dixon, Alfred f Nanni, Jr., and
Thomas E. Vollmann,Dow(onesIrwin,
18I8 Ridge Road, Homewood, IL
60430,
1990,
199 pp.— More
. •o"~:
than one observer
T1
1
E
N
has commented
that inappropriate
M`li�1� � LE r
XX
measures of performance lead to
poor operating relij► tK1L
suits. In fact, Eli
point
saidatsomet 1pod
Goldratt
one

� «c r

ba

thing to the effect
that "[then exist-

`

ing] cost accounting systems are the en-

emy of progress." Since then a tremendous amount of energy and resources
has been devoted to improving performance measurement systems in the new
manufacturing environment. The authors have brought together the latest
thinking in this important area. Unfortu
nately, the major case study they report
on is at Wang laboratories.
The authors provide a highly useful
"Perfo rm ance Measurem ent Questio nn aire" used at Northern Telecom .

They also comment extensively on

THE ACQUISITION MATING
DANCE
J.C. Freund, Prentice -Hall, Inc., 270
Sylvan Ave., Englewood Cliffs, NJ
07632, 1987, 208 pp.Th is b oo k is a
series of essays

by a prominent
merger and acquisition

ney.

attor-

Although

written primarily

for lawyers, Mr.
Freund's message would be
helpful to controllers and financial officers
involved in any
kind of negotiations.
Whether dealing with suppliers,
customers, bankers, and other providers of funds or actually buying or selling a company, the art of negotiation
is crucial. Unlike the advice of "professional consultants" in negotiation, Mr.
Freund 's advice is based on actual real life experience negotiating for clients.
One of the most interesting chapters is "Lying in Negotiations," wherein the author deals with the practical
difficulties of answering questions
honestly. What if the answer provides
negotiating benefits to the opposition?
While explicitly arguing against lying
the author does have some suggestions for what he calls "blocking techniques" such as answering a question
with a question or ruling the question
out of bounds. Also, he makes a distinction between lying and misleading.
Although he alludes to this gray area,
Mr. Freund says that there are times
when misleading the other party may
be the least unethical approach.
AM K

JOINTVENTURES
Ian Gillespie, ed., Eurostudy Publishing

Company Ltd.,107Fleet Street, London
EC4A 2AB, England, 1990, 135
pp.This series of essays on joint ven65

In the light of "full disclosure," NAA
has just developed its own volume of
reprints from MANAGEM ENT ACCOUNTING& Unfortunately for us,
Warren, Gorham & Lamont beat us to
the punch, and their volume was on
the street first. Undoubtedly this book
will be highly requested from our library. Because we have a limited number of copies, we suggest that readers
with a serious interest in the subject
contact the publisher to obtain copies
of their own. Call 1- 800 - 950 -1217.
AMK

AMK

THEEVALUATIONINTERVIEW

EMERGINGPRACTICESINCOST
MANAGEMENT

Fourth edition, Richard A. Fear and
Robert J. Chiron, McGraw -Hill, Inc., 11
West 19th Street, New York, NY 10011,
1990, 246 pp.As companies become

Barry J. Brinker, ed., Warren, Gorham
& Lamont, 210 South Street, Boston,
MA 02111, 1990, 500 pp.—This vol-

ume may be the single best reference
work available for the entire subject of
cost management. The book consists
of reprints of more than 50 articles that
have appeared in the Journal of Cost
Management in the last three- and -ahalf years, and the authors are well
known to MANAGEMENT ACCOUNTING® readers. Prof. Robin Cooper of
the Harvard Business School wrote
the introduction and several chapters.
Other authors who have appeared in
NAA publications include Tom Johnson, Bob Kaplan, Bob Mcllhattan, C.J.
McNair, Wayne Morse, and Gene'I'yndall.
The chapters are arranged in 10
segments, including activity-based
costing, cost planning and control,
quality cost, and performance measurement. Three chapters cover Japanese cost management techniques,
and several others discuss strategic
cost management.
As with any multiauthor volume,
there are some substantial overlaps
among the various articles. The diverse background of the authors— practitioners, academics, and
consultants—ensures that all aspects
of cost management are covered. The
book is not light reading. It is extremely valuable as reference material for
specific cost management problems.
Any NAA member with responsibility
for evaluating the present cost management practices in his or her organization—or for designing a new cost
management system —will be able to
develop a good background by reading these articles before going on to
detailed design and implementation.
66

leaner and meaner, they must use professional, clerical, and production staff
more effectively. This book focuses on
the evaluation interview as a selection device. It
also tells managers and supervisors how to use
INTERVIEW
the information
developed in a
good interview
for feedback purposes, such as
performance appraisal and career guidance. This book may provide
more information on the subject than
our readers need in the course of their
day - today work, but the material provided is essential for individuals who
want to become excellent managers
and executives.
AMK

THESMART INTERVIEWER:
TOOLSANDTECHNIQUESFOR
HIRING THEBEST
Bradford D. Smart, John Wiley & Sons,

605 Third Ave., New York, NY 10158,
1989, 205 pp.This book may be the
most readable volume yet produced on
the subject of employment interviews.
A liberal use of forms, charts, cartoons, and boldface - highlighted hints,
combined with a readable style, make
it must reading.
One of the major points Mr. Smart
makes deals with TORC, which is
short for Threat of Reference Checks.
He describes it as the most powerful
technique available for conducting an
in -depth interview. At the same time, it
should not be just a threat. He tells

how to make the reference calls and
then provides some very practical
hints on how to get around company
restrictions on providing references
about former employees.
This book should be part of every
supervisor's personal library. Buy a
copy 'today, or make sure that your
company has a copy in the Human Resources Department or the general library.
AMK

MANAGEMENT
REDISCOVERED:HOW
COMPANIESCANESCAPETHE
NUMBERSTRAP
Donald A. Curtis, Dow Jones-Irwin,
1818 Ridge Road, Homewood, IL
60430, 1990, 200 pp. —The author, a

management consulting partner of
Deloitte & Touche, contends that the
reason American managers often may
be shortsighted is because of an underlying flaw in their management
practice. Despite trips to Japan to
study Japanese management, restructuring of businesses, and a variety of
other responses to the sources of foreign competition, he says, American
companies continue to use the same
management system that got us into
trouble in the first place. As a result,
our competitiveness still is deteriorating.
The management system is built
around the premises that the important characteristics of a business can
be quantified and that this ability to
quantify can be used to support all
management activities directly. The
premises, Mr. Curtis says, are false
and lead to a management style he
calls "analogue management," or managing through representations of reality and not reality itself. Accountants
do not come out looking like heroes.
The book is organized into two
parts: Part 1 presents the problem, and
Part 2 contains the author's advice on
"escaping the analogue trap." Whether
you agree or disagree with Mr. Cur tis's conclusions, the book interesting and offers much to think about.
is

tures includes chapters on international joint ventures, an analysis of U.S.
joint ventures, joint ventures with socialist countries doing business in China, a case study from the United Kingdom, a relatively brief synopsis of tax
and legal considerations of an international joint venture, and a brief but interesting review of "Why joint ventures die so quickly." The material is
comprehensive and authoritative.
There is much good, solid, practical
advice here, but by having a number of
authors' views, continuity is affected
somewhat. This volume and the preceding one go together quite well.

Louis Bisgay
Director, Management Accounting
Practices
NAA

THE COMING CRISIS
IN ACCOUNTING
Ahmed Belkaoui, Quorum Books, West-

port, CT06881, 1989,184pp. —Would
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you believe a Marxist interpretation of
accounting? Just go to page one. The
first heading is "Technical and Ideological Proletarianization of Accountants." But before you dismiss Professor Belkaoui's approach, and it is hard
to summarize it in a brief review, you
need to realize that he has identified
some serious trends that must be dealt
with.
He is particularly critical of academics in accounting whose work seems to
get farther and farther away from the
needs of. practitioners. At the same
time he has some significant insights
into the way the major accounting
firms hire and train staff. A decline in
the "professionalism" of accounting is
of equal concern to the author. The
problem of "service to clients," or holding a conflict with "independence," is
addressed also. This is not an easy
book to read, but fortunately a substantial portion consists of footnotes and
references plus an appendix, so all together there are just about 100 pages
of text. I l e challenge Professor
Belkaoui throws at the profession is a
serious one, but not everyone will
agree with his conclusions.
AMK

UNDERSTANDINGFIRREA: A
PRACTICALGUIDETOPLANNING & COMPLIANCE
Arnold & Porter, The Secura Group, ArthurAndersen & Co., Prentice Hall Law
& Business, 901 Sylvan Ave., Englewood Cliffs, NJ 07632, 1989, approx.

700 pp.— FIRREA stands for Financial
Institutions Reform, Recovery, and Enforcement Act of 1989, and, as the authors say, it is the most dramatic and
far - reaching financial legislation enacted by Congress since 1933. Obviously, the serious problems in the Savings & Loan industry, remitting in a
$150 billion -plus bailout, were in large
part responsible for the Congressional
reaction. The Act affects almost all financial institutions and, either directly
or indirectly, all users of financial institutions. Thus, almost all individuals
and business entities will feel the input. By drawing on the combined talents of a major accounting firm, a leading law firm, and a consulting
organization, this reference work is
complete. While written primarily for
managers of financial institutions, this
book can help those with corporate
treasury responsibility evaluate future
strategies when dealing with these
suppliers of funds.
AMK
MANAGEMENT ACCOUNTINGREBRUARY 1991

FINANCIALACCOUNTING
GUIDEFORSMALLBUSINESS
Jose Placentia, The Oasis Press, 300
North Valley Drive, Grants Pass, OR
97526, 1989, 125 pp.This looseleaf

volume is aimed at showing small business people the importance of good accounting records. The book is designed to show them, in detail, how to
do their own bookkeeping with either
a manual or automated system. In
practice, any NAA member who consults with small businesses might find
that the client would benefit from having this book and reviewing its contents. The book probably does as good
a job of explaining the importance of
good accounting records as any NAA
member could do on his own. While
there is a section called "Be Your Own
Bookkeeper," the author does state,
"In many cases it is desirable that the
business owner not perform the accounting function. In most situations
the person starts a business because of
particular skills or product knowledge;
and it is in the best interest of the owner to spend as much time and effort as
possible on that function." Therefore,
despite the title, this book will not steal
any actual or prospective clients from
your consulting business.
AMK

ACCOUNTINGBUDGETING
AND FINANC?
Charles J. Woelfel, AMACOM,135 West

50th Street, New York, NY10020 —The
purpose of this book is to "provide
number-crunching managers with an
immensely helpful resource that
is both comprehensive and flexible." The book
is designed to be
a convenient reference or source
book. It defines
terms and explains major concepts in the following business
areas with an emphasis on their implications for managers: accounting, budgeting, finance, management, economics, foreign operations, and business
and professional ethics.
The book includes portions that appeared previously in Charles Woelfel's
books "The Complex Executive's Encyclopedia of Accounting, Finance, Investing, Banking & Economics'; "Bud-

13,

geting, Pricing & Cost Controls'; and
the "Desktop Encyclopedia of Banking."
The author defines terms and concepts and provides some illustrations
of different areas of business that will
be helpful to students and middle -level
managers with no strong background
in this area.
Does this book meet its objectives?
In my view, the answer is yes. This is
not a book for academics or students
interested in taxes or auditing, but it is
not intended to be. It is a comprehensive reference for managers who are
not specialists in accounting or finance.
Wagdy Abdallah

BANKRUPTCYDESKBOOK,
SECONDEDITION
Harvey M. Lebowitz, Practising Law Institute, 810 Seventh Ave., New York, NY
10019, 1990, 800 pp.The incidence

of major companies filing for bankrupt
cy seems to be increasing. Whatever
stigma there once was in bankruptcy
seems to have disappeared. It is now
nothing more or less than a straight financial or business decision. This
means that management accountants
have to be more familiar with bankruptcy because a major creditor can,
seemingly out of the blue, file for bankruptcy, thus delaying if not avoiding
payment of current obligations.
Although this book is written primarily for lawyers, the author, a former bankruptcy judge, has aimed it at
persons with relatively little experience in the bankruptcy law. If one of
your major customers or clients is
experiencing financial difficulties —as
seen, for example, by ever - increasing
receivable balances —a review of your
rights and responsibilities under the
bankruptcy code would be good insurance. The sudden demise of the major
brokerage firm Drexel Burnham Lambert in 1990 caught many creditors unexpectedly. This book will not turn the
reader into a bankruptcy specialist, but
it will provide a good "business person's review."
AMK
Members may borrow books listed in this
section by telephoning Elaine Goldman,

manager of library services, at (201)
573 -6235.
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
ABC Technologies Inc. has released
EasyABC'" for DOS/Windows, easy to-use activity-based costing software.
With EasyABC, managers can apportion overhead costs according to activities consumed by the product or service rather than by the conventional
volume or direct labor hours. They can
obtain accurate cost information about
products, services, marketing activities, customer bases, R &D, distribution, or product design. The software
can be used either with menus on the
screen or with a mouse. It is compatible with popular PC spreadsheet software and can access data in larger systems. The software runs on IBM and
compatible computers and requires
DOS 3.0 or higher, Windows 2.X or
3.0, and at least 1MB RAM.
Circle No. 37
Snow Software has introduced the
version 3.02c Snow Report Writer as
an add -on enhancement to most well known accounting software packages,
including Great Plains, RealWorld,
SBT, Peach Tree, Macola, Platinum,
Lotus 1 -2 -3, and Cougar Mountain. Report Writer supports several different
levels and types of users. It produces
custom reports by allowing layouts to
be drawn on the screen and reads and
writes to most popular business programs and languages. It is available in
DOS, UNIX, XENIX, and LAN versions.
Circle No. 38
Solomon Software is offering
Impacct, new high -end accounting
software. It includes a system manager, general ledger, accounts payable,
accounts receivable, payroll, and other
accounting, financial, manufacturing,
distribution, and construction mod6s

ules. It runs on work stations or microcomputers and is compatible with
ProfitWISE and Solomon III, the two
other accounting lines developed by
Solomon Software.
Circle No. 39

multilingual general ledger application
for the Apple Macintosh. The GL can
be used alone or integrated with the
other Manapro Accounting Software
modules. The software offers English,
Spanish, Italian, French, Portuguese,
and German versions. Users can
switch instantly from one language to
another. They can work in one language and then print a report in another. The software was designed for use
in small and medium -sized companies
and as an accounting aid for major corporations. It requires a Macintosh Plus
or higher and 1MB of RAM, and a hard
disk is preferable.
Circle No. 41
Lotus Development Corporation's
version 2.0 of Agenda is now available.
This release greatly reduces the time
required for new users to learn to use
the product. Agenda 2.0 helps PC users organize and manage their to-do
lists, activity and meeting calendars,
schedules, and random information.
The program prints status reports, action lists, and date books. It can be
used on desktop and portable PCs or
on a network. It requires a computer
with a hard disk drive, a minimum of
640K RAM, and DOS 2.1 or higher.
Circle No. 42

IMRS has developed TREASURY
CONTROL, a product for international
treasurers who oversee cash, portfolios, and banking relationships for
businesses that have branches in
many countries. TREASURY CONTROL supports multicurrency operations as well as global banking relationships. The
system, which
runs on
networked PCs at
reporting sites
throughout the
world, enables
treasurers to
manage the cash
and banking side
of their business
on a daily or
weekly basis,
summarize it, and
roll it into the
flexible report
writer to create
customized, ad
Lotus's Agenda Version 2.0
hoc, or standard
reports. The information is recorded in the original
Erudite Corporation is shipping Sacurrency of the transaction, as well'as
gacity, an assignment modeling proin the equivalent local and headquargram for IBM PCs and compatibles.
ters currencies. TREASURY CONBy means of artificial intelligence (AI)
TROL handles balance reporting, porttechniques Sagacity assists resource
folio analysis, credit and risk
managers in deciding on the best way
management, bank relationship manto assign tasks to resources. It uses a
agement, foreign exchange hedging,
rule -based expert system to simulate
and intercompany transaction manthe reasoning that a resource manager
uses when matching resources to
agement.
tasks, considering variables such as
Circle No. 40
skill levels, priorities, due dates, existManapro Inc. has introduced a new
ing assignments, costs, and vacations
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or downtime. Schedule information
may be presented from either a task or
resource point of view and data are
available in both tabular and graphic
formats. The software requires 640K
of RAM and a hard disk drive.
Circle No. 43
Channel Computing, Inc. has introduced Forest & Trees, PC -based information management software that enables managers to monitor the `vital
signs" of their businesses or departments quickly and easily. Once a user
has indicated which key indicators to
track, the software collects data from
a variety of software and hardware
platforms that otherwise might be incompatible, interprets the data, and
presents them in user-configurable
"views." Forest & Trees contains interfaces to Lotus 1 -2 -3, Excel, dBASE,
Paradox, DataEase, Oracle, and ASCII
flat files, among others. Users can select data from databases via structured
query language (SQL) commands.
Forest & Trees operates on an IBM PC
or compatible with an EGA or VGA
monitor; it also works with various local area networks. It requires DOS 3.1
or higher and 350K RAM.
Circle No. 44
Execucom has introduced Paradigm,
a work station -based tool designed for
use by financial, marketing, sales, and
engineering managers and executives.
It helps business professionals to understand the current status of their organization and reasons for performance variances and to predict what
impact specific business scenarios
might have on the organization. It integrates financial modeling and analysis features, artificial intelligence capabilities, and an intuitive graphical user
interface. It runs on a wide range of
Digital Equipment Corporation hardware and eventually will run on IBM
and Hewlett- Packard /Apollo work stations also.
Circle No. 45
Soft-Pac Corporationhas introduced
Soft -Pac Solutions, a.PC -based decision analysis tool offering a systematic
approach to decision making. Soft -Pac
Solutions guides users through a step by -step decision - making process. First
the user defines decision criteria and
their level of importance and scores alternative courses of action against the
criteria. Soft Pac Solutions then ranks
the top alternatives. The software produces a variety of predefined reports,
from detailed to summarized. In addiMANMil;MEN"l' ACC0UN'17ING /FEBRUARY 1991

lion, graphs and charts are generated
automatically. The package offers full
on -line help and a free year of technical
support. It requires an IBM or compatible computer and 512K RAM.
Circle No. 46
Stairway Software Inc. has brought
out ScreenExtender for
WordPerfect,® an add -in program that
displays text in slightly compressed
formats, so that as much as 60 rows
and 128 columns can appear on the
screen at once. The user can change
screen sizes while editing a file and
can select the number of rows and columns independently. ScreenExtender
makes 20 screen sizes available for
EGA and VGA, eight for CGA, and 25
for Hercules on an IBM or compatible
computer with DOS 2.0 or higher.
Circle No. 47

EQUIPMENT

the 32K print buffer can store up to
18.5 pages of text. The C -610+ measures 18.3 inches wide x 13.8 inches
deep x 8.3 inches high, giving it a footprint of 1.5 square feet. It weighs 26.5
pounds.
Circle No. 48
Brother International Corporation
has developed a palm -size electronic
labeling system called P -Touch III that
creates permanent adhesive labels for
items ranging from files to articles of
clothing. It features a 49-key alphanumeric keyboard with 62 characters and
89 symbols, a 52- character memory, a
six- character LCD display that lets the
user correct errors before printing, a
12- character per second print speed,
and battery or AC operation. P -Touch
III prints vertically or horizontally, in
five type sizes and four styles, and in
different colors on various types of
tape.
Circle No. 49

Brother's electronic labeling system.

C -TECH Electronics has introduced
the C-610+ ProWriter 24-pin dot matrix
impact printer. It uses flatbed rather
than platen technology— "heads -up"
positioning of the print head and a
straight-through paper path virtually
eliminate paper jams and alignment
problems. The C -610+ accepts 4- to 11inch cut sheets, multipart forms, and
up to 11 -inch fanfold paper. The printer
handles a wide range of paper thickness. It prints 240 characters per second in draft mode and 80 cps in letter quality mode. Graphics resolution
consists of 360 x 180 dots per inch. The
C-610+ has a wide selection of fonts
and character types so it can adjust to
varying optical character recognition
and alphanumeric combinations, and

TECH-SA -PORTis supplying a line of
maintenance products for computer
systems and electronic equipment. It
includes DISCLENE cleaning fluid for
any cleaning for which isopropanol is
specified; SAFECLENE, a nonflammable solvent that cleans magnetic
heads; SPRAYDUSTER, an aerosol of
compressed air for blasting dust and
debris out of hard- to-reach areas; and
special tools and lint -free, static -free
wipers for use in electronic environments.
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PROMOTIONS&
NEWPOSITIONS

appointed by the governor
of Florida to the Small and
Minority Business Advisory
Council. She also has been
selected to be included in
the Fall Edition of Who's
Who of Emerging Leaders in
America.

Douglas S. Arbuckle,
CMA, Louisville, is now accounting team leader /controller of Dow Corning
Corp.'s manufacturing facility in Elizabethtown, Ky.

DEBORAHBYRNE,EDITOR
Inc., Hunt Valley, Md.
Bill Gikas, Bergen-Rockland, is now senior associate
and paining research director at Raymond Alexander
Associates, Totowa, NJ.
GaryC. Comoletti, Boston,
chapter president, is now financial software consultant
at Multiview Corp., Burlington, Mass.
John B. Pollara

POLLARANAMEDCEO
John B. Pollara, CMA,
Greater San Gabriel Valley,

was promoted to president
and chief executive officer at
Zieman Manufacturing Co.,
Whittier, Calif. Mr. Pollara is
a past national vice president,
1984 -85, and past member of
NANs Executive Committee,

1987.89.
Richard F. Cooklish, Albany, was appointed director of finance for the Niagara Council of Alcoholism
and Other Drug Addictions.
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Rosemary M. Amato,
Charlotte, has been named
controller /assistant treasurer and has been elected
to the board of directors at
Retail Holdings Group,
Inc ....Daniel F. Johnson
was named principal of organization analysis and research for Organizational
Consultants, Inc.
Stanley C. Theobald,
Cleveland East, has been appointed associate managing
director at ASM International.
Lynne I. Bauman, Columbus, was named group controller at Kraco Industries.

Don Swann, CMA, Atlanta,was named regional director of the Southeast manufacturing consulting practice of
Deloitte & Touche.

David Hibbs, CMA, Des
Moines, has been named director of internal audit of
the Federal Home Loan
Bank of Des Moines.

Gregory G. Naylor, Baltimore,has been named manager- internal audit, and
Frances M. Sachs has
been named senior accountant for McCormick & Co.,

William R. White, Detroit,
is now president of Dean
born Federal Savings Bank.
Judith E. Dacey, CMA,
CPA, Jacksonville, has been

Kent A. Peterson, Massachusetts North Shore,was appointed vice president and
controller of Ergo Computing, Inc.
Joseph F. Banafato, Massachusetts Route 128, has
been promoted to executive
vice president and chief operating officer and elected a
director of Boston Digital
Corp.
Irene C. Tse, MorrisEssex,
has been promoted to tax
manager for federal and
state tax at Schering- Plough
Corp., NJ.
David S. Feller, New
Hampshire, is now vice
president of operations, and
Monique L. Ring is now
controller at Hobart Tafa
Technologies, Inc.

William D. Snyder, Peninsula-Palo Alto, was promoted to chief financial officer
at Integrated Device Technology, a semiconductor
company in Silicon Valley.
Mark G. Essig, Pittsburgh,
has been named vice president —finance and administration at Washington Steel
Corp.
W. Walter Bang, Sacramento, has been appointed
Region IX Special Assistant
for the Small Business Administration.
Michael A. Rozbruch, San
Fernando Valley, is now vice
president of finance for the
Bijan Group of Companies
in Beverly Hills, Calif.
James L. Carroll, Savannah, was promoted to controller of The Branigar Organization, Inc., a subsidary
of Union Camp Corp.
John F. Jastrem, South
Bay,was appointed senior
vice president and chief financial officer of Knapp
Communications, a Los Angeles -based publishing
company.
William J. Screnci, South
Jersey, is now vice president
of finance of The Hibbert
Group.

James R. Davis, CMA,
New Orleans, was named
manager - financial planning
and analysis at McDermott
International, Inc.

William B. Stone, St. Louis, has been elected vice
president and controller of
IMCERA Group, Inc.

Guy DiPietro, New York,
has been promoted to vice
president of finance at the
New York Mercantile Exchange (NYMEX).

Jayant Ahuja, CMA, Suburban Maryland,was promoted to information systems audit supervisor of
Marriott Corp.

Edward H. Osborne, Parkersburg-Marietta, is now
chairman of the economics,
management and accounting department at Marietta
College. He is a national director for 1990 -92.

Ira M. Landis, West Los
Angeles, has been named
national director of quality
control at Kenneth
Leventhal & Co. He is a past
national vice president,
1989 -90.
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HORNGREN
INDUCTED INTOIl
HALLOF FAME
NAA member Charles T.
Horngren, Peninsula Palo
Alto, was inducted into the
Accounting Hall of Fame at
Ohio State University during the annual meeting of
the American Accounting
Association. For over 20
years, Dr. Horngren has
taught at Stanford University and is the Edmund W.
Littlefield Professor of Accounting there. His achievements have spanned management accounting, public
accounting, and education.
His most significant contribution from a management accountant's perspective is his textbook, Cost
Accounting: A Managerial
Emphasis, first published in
1962. By moving cost accounting with its conventional emphasis on accumulation and calculation of
product costs to management accounting, delineating the use of costs for planning and control, he
changed the course of the
profession forever. His other books include Introduction to Financial Accounting
and Introduction to Management Accounting.
Besides writing and
classroom teaching, Dr.
Horngren also conducts extensive research, consults,
lectures, serves as an expert
witness, sits on corporate

boards of directors, and participates actively in several
professional organizations
such as the NAA, the
AICPA, and the AAA.
Dr. Horngren joined the
NAA in 1960. A member of
the Association's Research
Planning Committee, 196365, he served on the Board
of Regents of the Institute of
Certified Management Accountants, 1981 -84, a term
that made him "more aware
of the desirability of the
Certificate in Management
Accounting, so now I encourage my students to seriously consider taking the
CMA exam."

EMERTUSLIFE
ASSOCIATES(ELAs)
Anthony F. Alessi, Jr.,
New Orleans.
Eldon R. Blair,
North Central Ohio.
Franklin Charmatz,
Los Angeles.
E. Kennedy Cobb,
Greater San Gabriel Valley.
Leonard S. Coleman, Jr.,
Reading.
William D. Crim, Jr.,
Ann Arbor.
William J. Doyle,
Cincinnati.
James J. Finerty,
Cedar Rapids.
John E. Finney,
Cleveland.
William W. Ford,
Baltimore.
Harry A. Fox,
Cedar Rapids.
Douglas L Francefort,
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Connecticut Gateway.
Henry L. Fromong,
Rockford.
Lowell H. Hall,
San Diego.
James T. Hansen,
New York,
Milton B. Henricks,
Tucson.
Corrine F. Heup,
Winnebagoland.
John A. Holderaft,
Charlotte.
James E. Holland,
Muscle Shoals.
Marshall M. Hsu,
Boston,
William B. Hufferd,
New York.
John H. Johnson, Jr.,
North Penn.
J. Henry Kadel, Lancaster,
former president.
William M. Kaiser, Jr.,
Florida Gulf Coast.
Joseph Kaplan,
Akron.
Chester R. Kennedy, Pittsburgh,former president, former national vice president,
and former Stuart Cameron
McLeod Society president.
L.W. Kenney,
Central Illinois.
Audrey J. Kleinschmidt,
Madison.
John F. Kuba,
Westmoreland County.

Houston, 1981.
Vernon W. Krueger, 78,
Milwaukee, 1944. EI A.
Katherine H. Lee, 31,
Baton Rouge,1982.
Maurice E. Lee, 79,
Central Arkansas, 1979.
EI A.
Kenneth K. Leech, 81,
Chicago, 1976, EI A.
Milton Levine, 70,
San Fernando Valley, 1977.
ELA.
Richard G. light, 59,
Morris Essex, former president, 1965.
Edward F. Marrama, Jr.,
38, Palm Beach Area, 1989.
Robert L. McCracken, 62,
Oakland County, 1961.
B.B. Mullikin, 58,
Member-at- Large, USA,
1976.
William Munk,
Asheville, 1965. ELA.
Julian J. Nomina, 74,
Member -at- Large,former
president, 1978. ELA.
Oswald G. O'Donnell,
Niagara, 1966. ELA.
Neil T. Peiffer, 74,
Indianapolis, 1981. ELA.
Leonard D. Riccio, 83,
New Hampshire, 1942. EI A.

IN MEMORIAM
Troy B. Baldwin, 23,
Golden Triangle, 1989.
Daniel Brosius, 47,
Miami Valley, 1983.
Frank L. Casselman, 60,
Phoenix, 1970.
Bernard Cohen, 61,
MorrisEssex, 1975.
Charles E. Fernald,
Philadelphia,1964. ELA.
Marvin E. Howell, 55,
Lansing Jackson, 1963. ELA.
Matthew W. Jamieson,
68, Detroit, 1959. ELA.
Dean Johnson,
Coosa Valley, 1968. ELA.
A. Martin Kimzey, 75,
Asheville, 1981, EI A.
Howard H. Kondolf,
CMA, 44,

Let Padsett Business
Services build
another successful
accounting practice
with you.
• 4 wk. initial training
• Client marketing systems
• Income tax school
• Stream lined acrounting
syysstems
• On -going field support
• Owner manuals & much more
PADGM BUSINESS SERVICES*
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1- 800 -323 -7292
An International
Accounting Franchise
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STARTYOUROWN
ACCOUNTING
PRACTICE!

HELPWANTED
COST AND MANAGEMENT
ANALYST: Successful applicant
will apply principles of cost accounting and statistics to develop
and establish standard costs of
raw materials and components
and prepare detailed reconciliation reports using actual cost
data to indicate changes in pricing programs. Evaluate and institute necessary modifications to
the existing logistics system encompassing purchasing, inventory control and scheduling. Coordinate all aspects of physical
distribution and flow of materials
to ensure satisfactory performance according to guidelines
set by senior management. Confer with members of other functional areas (finance, sales) to
conduct reviews of existing operating procedures. Submit periodic reports to management 45
hours per week - 8:00 a.m. to 5:00
p.m. $26,500.00 per year. Mini-
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15
1
6
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12
8
16
7

72

mum requirements: MBA in finance from AACSB accredited
school. Applicant must also be familiar with MRP systems (Materials Requirement Planning),
IBM A5400 mainframe and related software and Lotus 123. Must
have at least 3 credit hours or
equivalent of advanced management accounting. Send resume
with social security number to Indiana State Employment and
Training Services, 10 North Senate Avenue, Indianapolis, Indiana
46204, Attn: W.F. Shepherd.
Please include ID number
3288104.

POSITIONWANTED
CPA, CMA, MS seeks permanent job. 2 years public and 3
years private experience, heavy
EDP (including Lotus). Reply:
Accountant, 15 Beaumont Circle,
Apt. 3, Yonkers, NY 10710; (914)
337-4948.
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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. 3237292.

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
Downunder, 10 Angorra Road,
Terrey Hills, Sydney, NSW, 2084
Australia.

TAXFORMSFORSALE
1913 FORM 1040. Accurate
reproduction, complete including instructions, four 8 1/2 x 11
parchment pages. $10. Deluxe
version: arranged on 22 x 28 single parchment sheet, $49.95. Offseason sale on exclusive greeting
cards for tax return preparers.
MC/VISA /AMEX
(501 -7825942) Executive Marketplace,
P.O. Box 3988, Dept MA, Fort
Smith, AR 72913.

OPPORTUNITIES IN
ACCOUNTING
& FINANCE
CALIFORNIA AND NATIONWIDE. We currently represent
over 100 career opportunities in
Industry (Fortune 1000 plus
exceptional emerging businesses) and Public Accounting ("Big
8," high quality locals) for experienced Tax, Audit, Accounting, and Consulting professionals. Relocation assistance available. Resumes to: Executive Resource Systems, 27281 Las
Ramblas, Suite 200A, Mission
Viejo, CA 92691. (714) 367 -0777.

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) 685.6681.

COMPUTER
SOFTWARE
DEPRECIATION /FDCED ASSET MANAGEMENT. Over 500
users, many call this the best prograin available. IBM- PC/XT/
AT /PS2 and compatibles, Federal, State and Book detail by
month. All normal methods including SL, SYD, DB, ACRS,
MACRS, and SHORTTAX YEAR
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.
MAG -FILER 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 The 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
INVENTORY FORECASTING
—MSDOS utility program reads
DBase files, determines optimum reorder point, reorder
quantity--$49. Lotus template —
$29. MICROFLOW, Box 1128,
Alexandria, VA 22313.

READYFORYOUR
OWNPRACTICE?
COMPREHENSIVE®
can make it happen! Prime 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 1.800-3239000. Comprehensive Business
Services, Inc., 1925 Palomar
Oaks Way, Suite 105, Carlsbad,
CA 92008.

FAX YOUR CLASSIFIED
to (201) 573.0639
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Keynote S p eaker

managers of over
30 leading
American compa nies
how they use World
Class Ma na gement
Accounting...the
stra tegies they chose,
the organizational
cha llenges they
overcame... and their
extra ordinary results.
• DISCOVER how leading
companies use World Class
Management Accounting
(WCMA) to support the new
customer - driven manufacturing tactics with today's most
advanced "flow- oriented"
performance and costing
measures.
• UNDERSTAND how to
SUSTAIN your implementation
with a FULLY INTEGRATED
strategy that goes far beyond
Activity Based Costing to
include many of today's most
profitable management
accounting techniques.

Richa rd T eerlink
CEO, Harley- Da vidson

Presenting Comp ani es:

Act
CO
May 20 - 22, 1991
Washington, D.G.

• HEAR experienced management accounting practitioners
detail how they began and
successfully sustain their
implementations, the problems
they faced, and the momentous results they are achieving.
• LEARN to avoid costly,
time- consuming errors in
transforming your own
accounting system.
USE management accounting
for decisions on out - sourcing,
capital investment, product
line management, customer
profitability, product
development, and other
strategic initiatives.

Ha rley- Da vidson
Genera l Ele ctric
Motorola
Ca terpilla r
We st in g h ou se
Boeing
Pola roid
Honda , U. S.A.
T e n ne c o
De er e a n d Co .
Rohm and H aas
Xerox
and ma ny morel

To register or
requ est a conference
brochure, call toll -free
1- 800 - 888 -6485
or 203 - 846 -3777

PROFIT
MANAGEMENT
INSTITUTE
101 Merritt 7, Norwalk, CT 06856-5131

Money I sn't
Everything.
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.

ROBE RT - H-AI F

'ACCOUNTEMPS•

Rl *I� XI� IIAH� 1NT ER NA T MA L

----�-�-�-�--�

R—
OBERT HALF INTERNATIONAL_

F

P.O.13OX 883128
SAN FRANCISCO, CA 94188

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