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Fast-TcrM,

Today, over 1,500 corporate tax
departments, including over 40%
of the Fortune 500, use Fast -Tax.
Over 3,000 CPA firms, including
all of the "Big Six," use Fast -Tax.
They understand the value of
expertise. And it is well known

that Fast -Tax is the expert when federal, state, international,
it comes to systems for tax de- insurance, sales and use tax,
and premium tax. That's why
partment automation.
Even though major corporations when it comes to automated tax
rely on their auditors for account- systems, the experts agree.
ing and tax advice, they still choose
System 5 from Fast -Tax to handle
their tax processing needs.
GQMPUT ER IANWAGE RESEARC H
System 5 can handle any level
1 -800 FAST-TAX
of complexity, any type of return: Extension 7332. In Texas, Call 2191250 -7332.

GUL ?MST•M(®
Circle No. 3

CMA PROFILES IN SUCCESS

Kevin V. Fitzgerald, CMA
Senior Consultant
IBM Corporation

The Kevin Fitzgerald success story ...
If holding increasingly more responsible positions with one company over 25 years is
evidence of attainment of professional success, then Kevin Fitzgerald has arrived.
Employed by IBM Corporation, Kevin is now Senior Consultant responsible for
formulating IBM's worldwide accounting strategy. He also teaches Financial and
Managerial Accounting courses at Pace University in Westchester County, New York.

Why he has made the Certified Management Accountant
(C MA) des igna t ion pa r t of i t .. .
His attainment of the CMA is an achievement that Kevin does not take lightly, and
neither does IBM. "IBM is dedicated to the training and development of its employees.
Programs such as our in -house CMA review course help financial employees broaden
their expertise and keep abreast of new developments in their field. And that's extremely
important today. If you are going to be a management accountant, you must get a CMA.
The CMA is not a choice designation for a management accountant.'

If you're a ft e r a ma na ge me nt t it l e . . .
Make sure you have the CMA after your name. For more information call or write to the
address below ...

'MA:• Three Letters That Spel l Success
n
r�

sY

1- 800 - 638 -4427
Institute of Management Accountants
formerly
National Association of Accountants
CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759

MA

Certified
Management
Ac c o untant
P r o g ra m
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24
LET'SMAKEAMERICA
COMPETITIVE

Cover. Accountants have a key role in
making America competitive again.
See page 24. Cover by Mandel & Wagreich, Inc.

BY ALFRED M. KING,
CMA
Small manufacturers are
facing a competitiveness
crisis because of their inability to justify and pay for
high -tech investments.
Management accountants
can help by coming up with
new methodologies to help
these firms show the real
economic benefits of investing in state-of-the-art technology.

28
CUTTINGWASTE
WITH JIT

MANAGEMENTACCOUNTING0 (ISSN
0025.1690) is published monthly by
the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ
07645.1760, (201)573.9000. Price
$10.00 per copy. Subscription rates,
per year: $20 (included in dues, nondeductible); nonmembers, $120.00.
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.,
IMA, Montvale, NJ 07645.1760. Allow
six weeks for change. IMA's telex
number is 9102509487; facsimile number is 201 - 573.0639. POSTMASTER
Send address changes to MANAGEMENT ACCOUNIING(& Montvale, NJ
07645 -1760.

BY JACK C. BAILES AND
ILENE K KLEINSORGE
In the 1980s, Oregon Cutting Systems turned to a
just -in -time management
system to increase productivity and product quality.
Ten years later the company is reaping the benefits of
soaring productivity and
customer satisfaction.

39
THEKEYTOREAL
TEAMWORK:
UNDERSTANDING
THENUMBERS

33
MATERIALS
VARIANCEANALYSIS
AND JIT: ANEW
APPROACH
BY HORACE W- HARRELL
Traditional variance analysis is no longer sufficient to
implement and monitor JIT
inventory control techniques. A method described
here combines conventional variance analysis and JIT
informational needs into a
single format consistent
with traditional analysis.

BY OLEN L. GREER,
STEVEN K OLSON, AND
MARTY CALLISON
Is U.S. industry in trouble
because workers are lazy
and unmotivated? "Not so,"
says one CEO, who took
over a failing division of International Harvester. Once
his employees began thinking of business as a game
and accounting data as the
score, their inspiration
made the manufacturing
company a winner.
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Haskell's Fixed Asset Management Syst
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.proce s s. You ca n runt the e va lua tion program (s ingle version only) u.
to 30 d_ a_ys_naing: your own assets or the sample data included. 11 i
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AMT and ACE fully supported.
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Let me evaluate your Fixed Asset Management System for thirty (30) days on my own computer If it meets my needs. I will pay the invoice If I'm not satisfied, I can return the system
within 30 days and risk nothing , My disk size is.
5 1/4 ' O
31A' 11
LD��
HD�
Nam e
� +

308 - ?32 -3688
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(602) 277 -2534
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Date

Firm

Addr e s s

City

State

Zip

1
Phone (
FAX (
)
Please circle.
Cash
C O.D
Bill Me
VISA
MasterCard
If credit card: Card M
Expires
i
IBM or IBM - compatible 286 or 386 hardware with 640K* memory and hard disk is recommended
for optimal operation. DOS 3.1 or higher is recommended.
*Additional RAM and expanded memory manager may be required if using TSRs, network. etc
Single User System a $695.00
Network Version a $995.00
"Users
C Just send automated slideshow disk and 26 reasons why Haskell's Fixed Asset System is the
one for my organization.

I

E . F. H a s k e l l
& Associates
#760
Phoenix , AZ 850142706
1110 E. M a no n i ,

MANA,
49
DOESROIAPPLYTO
ROBOTICFACTORIES?

FOR
,TRUCKS
45
SAFETYINNUMBERS
BY DIANE SEALS AND
JACK HALES
In order for a safety program to be most effective, it
should originate from top
management and include all
employees. The management accountant's role is especially important because
he or she can pinpoint cost
savings in corporate safety
programs.

BY GERALD H. LANDER
AND MOHAMED E.
BAYOU
While automation has revolutionized manufacturing, it
also has made it necessary
for companies to reexamine
their performance evaluation techniques. The popular return on investment
model (ROD, developed in
the 1920s, has been a target
of criticism in recent decades. Because of these objections, it may be necessary to develop new criteria
of acceptability for an ROI
measure. Presented here is
a modified ROI equation
that satisfies three acceptance criteria, fits the new
manufacturing environment, and meets the major
criticisms directed against
the traditional ROI model.

54
NOMINATING
COMMITTEEREPORT
Proposed officers and
directors for 1992 -93 are
presented.

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
service. MANAGEMENT AccoLrNTINGS is indexed in the Accountants'
Index and also in the on -fine database
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Ethical dilemmas in management accounting.
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The problem with investment
of the same name. This publication is
available in other forms of media
through Information Access Company. For more information call (800)
227 -8431. Quantity reprints of any article in MANAGEMENT ACCOUNT INGS or back issues (subject to availability) may be obtained from Special
Order Department, NAA, 10 Paragon
Drive, Montvale, N] 07645.1760.
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According to a recent survey of Datamation Magazine
readers conducted by Cowen & Co., Oracle Financials are
turning the applications market on its head. And as the
biggest players move down to make room for us, it isn't
hard to figure out why.
Oracle Financials are the modern alternative to the
ineffective, unresponsive financial software built in the '70s.
They are, in fact, the only major financial software to be
based on relational technology.
Which means that in a continually changing corporate
environment, Oracle Financials can be quickly
configured to keep pace with reorganizations,

mergers and acquisitions. All without programming. So
you always have the information you need to manage your
business.
And like all Oracle products, Oracle Financials rum on
virtually any computer you have today, or will have
tomorrow. On mainframes, minicomputers, workstations or
PCs; on terminals or in client -server configuration.
To find out more about Oracle's open family of portable
software and the education, consulting and support services
that stand behind it, call 1- 800 -633-0748 Ext.4668.
We'll turn your present notions about
financial software upside down.

C)IRACLE

Software for people who can't predict the future.
w
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PUBLICIZING OUR NAME CHANGE

(LISPS 327.160)
VOL L)CKM NO. 11 MAY 1992

In my recent meetings with members, several have
asked how we have benefitted from our name change
and what actions we have taken to publicize it. Because
this is a question which concerns our organization as a
whole, I would like to share the answers with all of you.
One of the first articles prompted by our name change
appeared in The Wall Street Journal on July 9, 1991. This
article, reaching more than two million readers in major
markets throughout the United States, did far more than
merely announce our new name: It provided major visibility for the Certified Management Accountant (CMA) designation and the
management accounting profession as a whole.
As part of our publicity activities, we sent 3,000 press kits to our chapters
for distribution to the local media and 500 press kits to the national media,
which included major accounting publications, business publications, and

official publication of the
INSTITUTE OF
MANAGEMENT ACCOUNTANTS
EDITOR
Robert F. Randall
MANAGING EDITOR
Kathy Williams
'TECHNICAL EDITOR
Susan Jayson
SENIOR EDITOR
Claire Barth
PRODUCTION
Kimberly Bender
Lisa Nasuta
ASSISTANT EDITOR
Kenneth Aurichio

newspapers.

As a result, including coverage in hundreds of daily and weekly newspapers
in towns and cities across the United States, on August 13, 1991, we were featured in the Business Day portion of The New York Times (readership 1.2 million). Again, this article focused on the CMA designation and on the importance and growth of the management accounting profession. This article
appeared not only in the metropolitan New York area, but also in Pordand,
Atlanta, Kansas City, Las Vegas, Miami, and San Juan.
A press release to the North American Precis Syndicate generated an additional 52 articles, some of which appeared in the top U.S. markets.
Our name change also was picked up by major financial news services such
as Dow Jones News, Associated Press, and United Press International, as well
as major business /financial publications, such as the Journal of Commerce,
CFO, and Intestor's Business Daily.
Major accounting publications, e.g., Journal of Accountancy, Accounting

Week, The New Accountant, Public Accounting Report, and Accounting Today,
also carried news of our name change, as well as interviews and articles associated with it.
To date we have completed Phase I of our public relations activities regarding the name change. Phase II, which is about to begin, will include additional
press releases, video news releases, and full page ads in major accounting publications.
Without a doubt, changing our name gave us an opportunity for unprece-

dented visibility and exposure in the media, but it did far more than that. In
changing our name we not only clearly defined who we are, but we also accentuated a platform which is enabling us to articulate our current and future
contribution to our employers, to our profession, and to society in general.
This was the BOLD STEP we took last year with the help of our then president, Stan Pylipow. That BOLD STEP will serve as the foundation of many
other BOLD STEPS we should, and will, be taking in the future.

0,4t,� )4zDONALD W. BAKER, CMA
President, 1991 -92

ADVERTISING
Doryne Gerstein
CIRCULATION
Lisa Dawson
CONTRIBUTORS
Stephen Barlas; Ralph L Benke. Jr., CMA; Louis Bisgay, CPA; Israel Blumenfrucht, CPA; James Butloch.
CMA; Arnold Chassen; Anthony P. Curatola; T. Carter Hagaman; Robert Half; Roger H. Hermanson; Alfred M. King, CMA; Catherine Reilly, Patrick L. Romano, CMA; Neil E. Holmes.

rl

1

PUBLISHER
Gary M, Scopes, CAE

ADVERTISING
REPRESENTATIVES
Montvale, NJ 07645. 1760— Doryne Gerstein, IMA,
10 Paragon Dr., (201) 573.6275. (Pax 201. 5734)639)
Los Altos, CA 94022 —Judy Harway, The J.M. Harway Corp., 4692 El Camino Real, Suite 210, (415)
9657411. (Fax 415-967 -0518)
Irvine, CA 92714 —Dosia Bell, Kay Young & Associates, 4330 Barranca, Suite 101.239, (714) 5514924.
(Fax714 - 552.5573)
Chicago, IL 60601— Jeanne Bischoff, Phyllis Karanicolas, Karaban labiner Associates, 333 North Michigan Ave., (312) 2368345. (Fax 312 - 2361079)
Concord, MA 01742 — Barbara Arnold, Warren Arnold, BHA Associates, 18 Main St., (617) 259.9207,
(617) 259-8103. (Fax 617 - 259 -9883)
Authorization to photocopy items for internal or personal use, or the internal or personal use of specific
clients, is granted by the IMA to libraries and other
users registered with the Copyright Clearance Center (CCC) Transactional Reporting Service, provided
that the base fee of $1.00 per copy, plus 10C per page,

is paid directly to CCC, 27 Congress St., Salem, MA
01970. 0025. 1690/90 $1.00 + IM
Copyrights 1992 by the Institute of
Management Accountants

V/
v

WA

MANAGEMENT ACCOUNTING /MAY 1992

LIU

h q /es

reports...

4/ �

s

a

off'

7-

y P i bq ,
CU,rf

h e

� yS7�

t will it take to

deliver the answers .
t isn't enough anymore to deliver
concise, complete, consolidated
financial reports.
Even if you could deliver them
early, it still isn't enough. Because
now, managers want to analyze,
scrutinize and theorize over your
numbers in ways you probably
didn't think possible when you
originally designed those reports.
You know the struggle you go
through just to pull the regular
reports together, what will you do
when your boss wants a detailed
analysis by product lines you
don't normally track? Or wants a
cost -of -sales summary broken out
by operating unit and line of business that you don't normally report
separately? What will you do when
a reorganization has the executive

I

brass hungry to see new reports and
analyses — that afternoon?
To cope with demands like these,
you need more than just a good consolidation system. You need answers
you can only get with a system that
can meet the needs of consolidation
managers, business analysts, budget
directors and the executive staff. A
system that lets you access, integrate
and analyze data enterprise -wide.
That handles currency translations
and intercompany eliminations
automatically. That increases your
people's productivity, not their programming skills. That nuns right on
your LAN or cooperatively with
your host computer.
That's the power of the intelligent financial and management
reporting solutions available from
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Comshare.
A family of solutions, proven in more than
2,000 installations worldwide, that
are helping people deliver the
answers everyone seems to need.
Right now
If you're looking for help in
delivering the
answers, ask us about
•.Inancial and

Comshare's software
solutions. For a free
copy of this white

Management
Reporting
as a Strategic
Initiative

paper and seminar
information, contact
Chris Kelly:

1- 800 -922 -7979
(in Canada: 1.800.541 -1780)
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3001 S. State St., Ann Arbor, MI 48108 313 - 994.4800
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WASHINGTON REPORT

STEPHENBARLAS,EDITOR

INDUSTRY PRESSES
FOR DEFENSE
ACCOUNTING /TAX
CHANGES
here is considerable sentiment
on Capitol Hill to ease tax and
accounting pressures on defense contractors as those companies
try to survive in the post -Cold War
world. "Fundamentally, the deregulation of the defense industry would be
aimed at reducing the cost of doing
business with defense departments
and ministries in the west," says James
Blackwell, director of political- military
studies at the Center for Strategic &
International Studies. "Selective investigation and auditing similar to the enforcement approach applied by the
government in securities and commodities markets, rather than the current total and duplicative approach,
would catch no fewer crooks and cost
much less." On taxes, Peter McCloskey, president of the Electronics In-

J. J. Pick le

dustries Association, says, "Congress
should act to offset the impact of the
shortsighted decision made several
years ago to phase out the completed
contract method of tax accounting."
Both men testified to the defense industrial base panel in the House
chaired by Rep. Dave McCurdy (D.Okla.) That panel is part of the Alined
Services Committee.

IRS FAILS TO
COLLECT
BACK TAXES FROM
CONTRACTORS
In a new report, the General Accounting Office (GAO) comes down hard on
the Internal Revenue Service for being
lackadaisical about collecting taxes
owed by federal contractors, The GAO
released the kind of damning statistics
that are red meat for Congress. In
1991, federal contractors owed the
government between $90 million and
$525 million, and about 1,100 of them
did not even file tax returns. Meanwhile, Uncle Sam was paying the same
companies $1 billion on work in
progress.
What makes matters worse is that
the IRS has the authority to seize payments made by federal agencies to
companies who are delinquent, but the
IRS has no procedure for doing so. No
company names were dropped at hearings March 17 before the House Ways
& Means subcommittee on oversight.
Subcommittee Chairman J.J. Pickle
(D.-Tex.), called the level of unpaid
taxes "staggering" and promised to
"pick the inventory apart, piece by
piece" to find out why it is growing. Michael Dolan, deputy commissioner of
the IRS, told the subcommittee that
the IRS had not been doing all it could
and promised to take steps to improve
its performance.

SUPREME COURT
TO RECONSIDER
UNITARY - BUSINESS
CONCEPT
Corporate finance and accounting departments are apprehensive as the Supreme Court gets set to take a look at
the unitary- business concept it established in two 1982 cases. At issue is
whether states should be able to tax
corporate nonbusiness income earned
on such things as foreign subsidiary
dividends and sales of stock bought as
an investment. The New Jersey Supreme Court allowed its state to do so,
greatly expanding the U.S. Supreme
Court's mandate of 1982. That mandate said states could tax a portion of
a company's income— apportioned to
that state based on the company's
sales and payroll in that state —if that
nonbusiness income was earned on a
subsidiary company with which the
parent had a "unitary" relationship.
That relationship was confined to such
things as similar types of businesses or
overlapping boards of directors. If the
Supreme Court, in reviewing the New
Jersey decision, throws out its own
1982 guidelines, there is a possibility
corporations would face widely differing state apportionment rules, and, in
some cases, double taxation. `"There is
an awful lot of trepidation out there,"
says Timothy McCormally, tax counsel for the Tax Executives Institute.
The Supreme Court asked for comments from interested parties by April
10. A decision will be made later this
spring. While many corporations
would like to retain the current unitary
rule, some companies want to see the
Supreme Court side with New Jersey.
Companies in California, which has a
high state tax rate, would just as soon
have some of their income "apportioned" by other, lower -tax states. New
Jersey forced Bendix Corp. (now part
of Allied Signal) to pay state taxes on
capital gains from the sale of stock of
Asarco Co. Bendix was then headquartered in Michigan. New Jersey
claimed, and the state Supreme Court
concurred, that Bendix held Asarco
stock for the express intent of selling
its stake in the company. New Jersey
said that that investment objective constituted a "unitary" relationship.
■
Stephen Barlas is a journalist with more
than 13 years of experience reporting
from Washington, D.C.
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LETTERS
TO THE EDITOR

reached at: Western School of Business, London, Ontario, N6A 3K7, Canada. FAX (519) 661 -3959.
Tony Dimnik
London, Ontario

AN OXYMORON?

ROBERTF,RANDALL,EDITOR

CITATIONCORRECTION
n my recent article, "Selling ABC,"
I inadvertently attributed the following quote on page 43 of the
February issue of MANAGEMENTACCOUNTING® to the wrong author.
'The developer of JIT, Taiichi Ohno, has reportedly mentioned that
cost accounting is his biggest obstacle
to the implementation of JIT at Toyota. Ohno reportedly had to keep the
cost accountants out of the plant and
'prevent the knowledge of cost accounting from entering into the minds
of his people.'"
This quote did indeed appear on
page 63 of Mr. Lee's excellent book
Managerial Accounting Changes for
the 90's, but Mr. Lee was in fact quoting R.E. Fox in an article titled "Main
Bottleneck on the Factory Floor ?"
Management Review (November
1984), pp. 55.61.
Mr. Lee accurately cited Mr. Fox;
I mistakenly did not. Could you please
give the proper citation due Mr. Fox
in the next available issue of MANAGEMENT ACCOUNTING®.
John M. Brausch
Asheboro, N.C.

"Outsourcing Internal Audit " —An
oxymoron? The February 1992 article
by Curtis Verschoor presented a fair
view of the issues. Yes, some CPA
firms are interested in reacquiring fi-

nancial audit work which they once
gave up as low - value, low - return service. Their clients assumed the work
to reduce costs, as I recall.
Public accountants, however, often
lack experience and training in operational audits, which should be a high value internal audit service. Knowledge of operational systems and their
failings is gained through years of
working within business organizations. CPA firms may address this
need by hiring internal auditors with
appropriate experience and qualifications. Such services already fall within

Choosethelineofcreditthat
drivesyouupawall.
Suddenly, it's right in front of you — the perfect investment. And when Wall Street calls, a
line of credit fromSecurity PacificExecutive/ Professional Services helps you answer on the first ring.
Designed just for the Institute of Management Accountants.
That's right. This is the only line of credit developed exclusively for theInstituteof Management
Accountants. In other words, perfect for you.
Get up to $20,000 or more with two little words.
Your signature. That's all we need, And you'll have the flexibility to use the money for anything you want.
$20,000. An impressive amount that can help you do someimpressive business. Take advantage
of that irresistible investment. Study education opportunities. Or splurge on that special something
that you simply can't resist. Just write one of the free checks we'll provide, or call our office.
Our service will make you smile.
Our dedication to customer service means we're easy to work with. That's why you can applyfor
your credit line by mail. And that's why we offer a loan guarantee: If you're not completely happy
with your first cash advance, just return the funds within 30 days. There's never any risk.
The best credit line at the best rate.
How about an interest rate that's only 6.4a/oover the prime rate? Simply put, that's one of
the best rates for unsecured funds you can find. Plus, there are no application fees, annual dues,
or prepayment penalties.
Start getting more out of life today.
Getting started is easy. Just call us toll -free at (800) 274.6711. We'll rush an application to you.
Then get ready to scale the wall — and come out on top.

SECURITYPACIFIC
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14201 East 4th Avenue, Aurora, CO 80011
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I am a professor of management accounting and control at the Western
Business School. I am conducting a
study of how accountants are portrayed in movies. To ensure that I
have a complete listing of movies, I
would appreciate it if your readers
would send me the names of movies
that have characters who are accountants. I would also appreciate hearing
readers' opinions of how accountants
are represented in movies. I may be

.EXECUTIVEIPROFESSIONAL SERVICES

Security Pacific Exec uIivelProfessional services, Inc. is an equal opportunity tender. Approval of at loans, regardless of amount.
is subject toils normal credit policies. To cover the administrative costs of arranging the national program, the Institute receives
a small fee. The offer should not be construed as an endorsement by the Institute of the lender or any other products or services
included in the Group Discount Program Credit lines available to members residing In most of the 48 contiguous United States.
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Meet Today's Leaders in Atlanta this June!
IMA 73RD ANNUAL CONFERENCE
JUNE 21 - 24, 1992 ATLANTA, GEORGIA

For registration forms or information, call this toll -free number ...
1- 800 - 638 -4427, #3
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AICPA MAS standards.
Yet, I wonder to what extent the
CPA firms will shoulder the internal
auditor's involvement in the prevention, detection and investigation of
fraud, especially that which does not
relate to financial reporting? Will
they advise their clients to outsource
this work [to] investigation firms?
The experienced professional internal auditor should synthesize financial,
operational, systems and fraud audit
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skills with company knowledge and
confidentiality to provide the most effective and economical service.

1
A

4

James F. Temple 11, CIA, CPA, CFE
Regional Auditor
Hawaii

TRANSFERPRICING
I read your recent article, `Transfer
Pricing in the 1990s," (February 1992)
with some interest as its findings paralleled those encountered by myself
and Dr. Kirsch in a recent study.
Our findings are published in the
June 1991 issue of the International
Journal of Management in "International Transfer Pricing and Decision
Making in United States Multinationals." Our findings come from a survey
of 576 U.S.-based corporations identified from the Business Week Global 1,000
list and the Fortune 500 list.
The highest ranked goal of multinational firms was the minimization of
overall corporate tax, with increased
overall corporate profit the second
highest ranked goal. The lowest
ranked goal (of five major goals) was
the facilitation of performance evaluation of managers.
Our study pursued additional policy
issues, including who established
transfer pricing policies, the use of
transfer pricing for performance evaluation compared to company goals,
and other similar items.
I recommend the article to readers
of MANAGEMENT ACCOUNTING@
who are interested in pursuing the
transfer pricing issue further, especially as it relates to policy issues for multinational firms.
Wayne A. Johnson
Former IMA National V.P.

TOWRITEDOWN
ORNOT TO WRITEDOWN
After reading the article, "Should ImMANAGEMENT ACCOUNTING /MAY 1992
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paired Operating Assets Be Written
Down ?" I was reminded of the old factories and paper mills near home and 9
so (being an accounting major) of the
"hot" issue on current value accounting
versus historical cost accounting. The issue you discussed was whether or not a
company should write down one of their
plants and recognize a loss if it is operating unprofitably. It is unfortunate that
the FASB has not yet issued a pronouncement on this issue, and it is probably because there are so many different
views that a consensus is hard to arrive
at.
In the article a flowchart was produced to determine if the asset should
be written down. In the last part of the
flowchart two possible recognition criteria, probable and permanent, were
used that I am not sure I agree with.
The EITF's recommendation that if an
impairment does exist that it should
meet the permanent test to be recognized seems fairly reasonable, but I do
not agree with the AcSEQ's recommendation that a probable criterion be
used. For example, if a company
knows for a fact that one of its operating assets is very unprofitable and will
never be able to recover its carrying

value, then the asset is permanently
impaired and the decrease in value
probably should be recognized. On the
other hand, I do not believe that the
probability criteria is significant
enough to warrant a writedown.
Another viewpoint I have concerns
the amount at which to report the asset
if it is proven to be a permanent impairment. In the article the unanimous
opinion of the auditors was to report
the asset value on an operations -based
measure using undiscounted or discounted net cash flows expected from
future operations. The majority of the
controllers agreed with the auditors,
while the majority of the financial analysts preferred the sale -based measurement using the current market
value or expected net proceeds if sold.
My opinion of this is that if permanent
impairment does exist, the operating
asset should be valued at its usefulness to the company. In other words,
it should be valued at the amount of
revenue it can contribute to the company using current operations. Therefore, I agree with the auditors.
Shelby Gilkerson
Bellingham, Wash.
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ETHICS
NEILHOLMES,EDITOR

ETHICAL
DILEMMAS
IN MANAGEMENT
ACCOUNTING
BY GARY G. JOHNSON, CMA,
AND DEBORAH F.BEARD, CMA
n the shadow of Wall Street crime
and savings and loan failures, the
role of ethics in the U.S. business
environment has come under greater
scrutiny. Accounting professionals, often the bulwark of ethical conduct,
have not been immune from criticism.
Most notably, CPAs have been the
subject of numerous ethical investigations, primarily due to their audit function. Management accountants and
CMAs have received less public attention. Yet, their unique positioning as
key components of management
teams may place them in a greater
number of ethical conflicts than CPAs
in public practice. Moreover, all members of the Institute of Management
Accountants are required to follow the
IMA's standards of ethical conduct in
addition to any general or specific corporate code.
Even though much has been written about ethics and appropriate ethical conduct, some persons may yet be

unclear concerning when and if their
conduct is being ethically compromised.

BEING ETHICAL
We conducted a mail survey in the fall
of 1990 to determine how people perceive the behavior of management accountants in eight cases containing
ethical dilemmas. Comparison groups
included 43 randomly selected CMAs
from companies across the United
States, 72 randomly selected professors specializing in managerial accounting representing universities nationwide, and 203 senior -level
business and nonbusiness majors
from one midwestern state university.
Our results suggest that not everyone agrees concerning what constitutes unethical behavior. Nor was
there complete agreement regarding
how to educate students anticipating a
career in management accounting
about the importance of good ethical
conduct in the workplace. All groups
did agree, however, that an ethics crisis exists in American business and
that increased emphasis should be
placed on ethics education.
In responding to the survey, the
participants were asked to rate the acceptability of the management accountant's behavior in each case using a
seven -point rating scale. If they felt
that the accountant's ethical behavior
was totally unacceptable, a score of
one would be assigned to the case. If
the ethical behavior was totally acceptable, the case would be rated a seven.
With this rating scale, a four suggests
ambivalence regarding the ethical nature of the accountant's behavior. Ratings of five and six suggest acceptable
behavior while ratings of two and three
suggest unacceptable behavior. Table
1 shows the average rating by CMAs,
professors, and students for each of
the cases.
Comments by CMAs, professors,

TABLE 1 /AVERAGE RATINGS OF THE CASES
Case
1
2
3
4
5
6
7
8
Overall Average
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SMA

Professors

Students

2.72
1.95
1.27
3.72
1.69
3.65
5.41
3.53

3.94
2.25
1.48
3.02
2.29
3.62
5.23
3.81

2.99

3.21

2.61
3.33
2.15
2.68
2.79
3.72
4.76
3.71
3.22

Become a

CMA
(800) 87 -GLEIM

and students to an open -ended question concerning ethics education provide insight into the views of each of
these three groups. All three groups
agreed that ethics education should be
given increased emphasis. CMAs and
professors evaluated current ethics
education as "inadequate," "sadly lacking," or "pitiful" and recommended
that "increased emphasis be placed on
ethics in all business courses not just
accounting courses."
All three groups stressed that ethics education should be integrated into
present business courses rather than
as a separate ethics course. Students
overwhelmingly, 99%, felt the best way
to educate students anticipating a career in management accounting about
the importance of good ethical conduct was through such integration.
The other 1% felt that a short-term
course or seminar was the best way.
Fifty -seven percent of the CMAs felt integration into present classes was the
best approach, and 1096 thought a
short -term course or seminar was the
best way. Seventy-two percent of the
professors felt that integration into
present classes was the best approach,
12% thought a separate course was the
best way, and only 4% thought a shortterm course or seminar was the best.
Although none of the students thought
a separate course in ethics was the
best approach, some of the CMAs and
professors indicated a separate course
might be helpful in developing a structure or framework for understanding
ethical dilemmas.
All three groups suggested that encouraging students to discuss real
world cases and examples could lead
to an increased awareness of the potential for ethical dilemmas and could
provide a valuable framework for resolving such conflicts. One CMA
urged, "Students need their attention
focused on ethical considerations to
alert them to the pressures and problems encountered in their careers and
that improper ethical behavior and decisions will have consequences." Interestingly, another CMA related, "Mere
are innumerable people in business
who have no clue about what is ethiMANAGEMENT ACCOUNTING /MAY 1992

cal."
Ten percent of the CMAs and 9%
of the professors felt that ethics
could not be taught in a classroom.
Professors did convey their concern
that ethics is extremely difficult to
teach. Several professors pointed out
that they felt incompetent to teach in
this area and might be "out of touch"
with reality principally due to the lack
of real -time business experience.
The following are representative of
comments made by three CMA and
professor groups: "Ethics is a product of a lifetime of learning," "values
are developed at a young age, later
only reinforcement or redirection occurs through example and expectation," and "ethics in this country are
based upon a Christian morality
which cannot be taught in a state university."
Interestingly, none of the students
voiced the opinion that ethics is a
matter of personal conduct and,
therefore, could not be taught in a
classroom. Students did, however,
agree that ethics education should
start in the home at an early age. Several students stressed that "ethics
education should be an important aspect of the education process,"
"should be given greater emphasis,"
and "is a must!" However, concern
was expressed by the students that
"formal education was not enough"
and that "ethical conduct should not
be forgotten in the workplace." One
student commented that "business
majors are some of the best trained
and educated in the world but that ethical conduct is very questionable in
U.S. business today." Several students
indicated that an overemphasis on
short-run profits and a workplace rule
of "whatever it takes to get the job
done" have contributed to the declining competitiveness of American business. One student urged that The Virtue of Selfishness and Capitalism: The
Unknown Ideal be read to gain insight
into how this has happened.
As expected, several students responded that they "have no idea" or
"don't know anything about this subject"
Some students wanted to know what is
considered "good business ethics;" several nonbusiness majors were "surprised
to learn such a phrase existed."
In response to a more direct question pertaining to how often professors
integrate ethical considerations into
classes, 18% of the students chose "frequently," 52% "occasionally," 25% "seldom," and 5% indicated "never." When
professors were asked how often they
MANAGEMENTACCOUNTING /MAY 1992
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integrated ethical consideration into
their accounting classes, 28% chose
"frequently," 54% "occasionally," 17%
"seldom," and 1% "never."
Responses to one final question
were particularly revealing. When
asked to compare the standards of ethical conduct for management accountants in U.S. companies with those of
counterparts in other countries, only
16% of the students agreed that U.S.
management accountants are subjected to higher standards. Seventeen percent disagreed and the other 77% were
either uncertain or felt they had no basis for an opinion. CMAs also were uncomfortable making a commitment on
this question. Thirty -one percent of
the CMAs agreed while only 7% disagreed that U.S. management accountants are subjected to higher stan-

Ethics education
should be an integral
partofallbusiness

courses.

dards. The other 62% of the CMAs
were either uncertain or felt they had
no basis for an opinion. Forty-six percent of the professors felt that standards were higher for management accountants in U.S. companies.
However, 10% disagreed, 5% were uncertain, and 29% felt they had no basis
for an opinion. With the increased
globalization of business, the rather
weak response to this question is disturbing.
■

1- 800- 6ETHICS
Gary G. Johnson, CMA, CPA, Ph.D., is
an assistant professor in the Department
of Accounting and Finance at Southeast
Missouri State University.
Deborah F. Beard, CMA, Ph.D., is
chairperson of the Department of Accounting and Finance at Southeast Missouri State University. She serves as the
IMA Campus Coordinator at Southeast
Missouri State.
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TRENDS

IN EDUCATION

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

A CONFLICT
OF OBJECTIVES?
BYNAMESD.RICHARDS
uring the past few years it has
been popular to criticize accounting education. Accounting
educators and the accounting profession have commented about the quality of accounting graduates. In 1986,
the Bedford Committee commented
that "educators cite complaints (of others) that many accounting graduates

do not know how to communicate, cannot reason logically, and have limited
problem - solving ability."
Lately these criticisms have been
echoed throughout the accounting
profession. The general summation of
these criticisms is that accounting education places too much emphasis on
technical skills and not enough emphasis on communication, problem solving, critical thinking, and similar
skills.
A survey of recently promoted accounting partners' investigated the
factors considered important for promotion from staff to senior, senior to
manager, and manager to partner in
Big 6 accounti ng firms. The newly promoted partners were asked to indicate
the importance of five factors in their
promotions during their careers technical competence, communications skills, interpersonal skills, administrative skills, and practice development.
According to the Bhamornsiri and
Guinn study, technical skills were the
most important factor in the partner's
promotion from staff to senior (Table
1). There is certainly nothing unusual
about that result. In promotions from

manager to partner, technical skills
had dropped to third or fourth (depending on their area) in importance,
and communication skills emerged
first. At first glance, there is nothing
unusual about this result either.
Notice, however, that the importance (as indicated by the absolute value) of technical skills increases over
all the promotions from staff to partner
for audit and tax partners. Notice, also,
that the other factors, such as communications, increase in importance during the promotion cycle from staff to
partner. Technical skills did not fall to
third or fourth in importance because
technical skill were no longer important. Technical skills fell to third or
fourth because the other skills gained
in importance. The point is that technical skills are important to accountants throughout their entire career,
but as their career progresses, other
skills increase in importance and
match the importance of technical
skills.
The Bhamornsiri and Guinn results
show that the skills necessary for promotion from staff to partner can be
viewed as being on two levels. The first
level -the base level -- consists of the

TABLE 1 /CAPABILITIES IMPORTANT IN PROMOTIONAL CONSIDERATION
Staff to Senior
Rank`
Mean "

Senior to Manager
Rank"
Mean"

Manager to Partner
Rank"
Mean *"
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=

=

"
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Audit Partners
3
4.04
1
4.46
4.31
Technical competence
1
3.61
2
4.06
Communication skills
2
1
4.59
2
3.61
2
4.06
2
4.53
Interpersonal skills
2.95
4
3.89
4.07
Administrative skills
4
5
1.52
2.57
4
4.30
Practice development
5
5
Consulting Partners
4.59
4,32
4
3.77
Technical competence
1
1
Communication skills
3
3.55
2
4.23
1
4.66
3
4.07
2
Interpersonal skills
2
3.64
4.63
3.46
Administrative skills
4
2 -53
4
5
3.70
Practice development
1.63
5
2.92
2
5
4.63
Tax Partners
4.23
4.60
3
Technical competence
1
1
4.29
Communication skills
2
3.65
2
4.13
1
4.42
Interpersonal skills
3
3.48
3
3.77
2
4.32
Administrative skills
2.68
3.54
4
4
5
3.94
Practice development
5
1.56
2.54
5
4
4.25
All Partners
1
4.19
4.47
Technical competence
1
4
4.19
Communication skills
2
3.61
2
4.11
1
4.56
Interpersonal skills
3
3.57
3
3.97
2
4.48
Administrative skills
4
2.79
4
3.70
5
3.95
Practice development
2.63
5
1.55
5
3
4.36
Ranking based on the mean scores of responses.
Mean scores are based on the response scale extremes of 1 least important and 5 most important. The mean scores are based
on varying number of responses because a small number of respondents who did not go through all of the three professional levels
provided only partial responses to this question.
MANAGEMENT ACCOUNTING /MAY 1992

MANAGEMENT ACCOUNTING /MAY 1992

motmotl

TIRED OF THE
SAME OLD BULL?
r)

technical skills. They provide a necessary entrance standard for the profession. Technical skills are vital to
the job and to the CPA exam. Other
skills can be built upon the technical
skills, but no accountant can expect
success without strong technical
skills.
The accounting recruiters seem
to treat technical skills as the base
level of skills. Often they recruit only
the most accomplished of our accounting graduates, which is usually
indicated by their grade point averages. By concentrating on students
with higher grade point averages, the
accounting recruiters accept technical skills as the base level and focus
their attention on other skills, particularly communication and interpersonal skills.
Second -level skills are communications, interpersonal, administrative, and practice development. Although these skills are necessary in
the early part of an accountant's career, they are not as necessary as the
base -level technical skills. Further,
second -level skills are more important later in the career. Thus, we can
conclude that the base -level technical skills are always important but
that the secondary skills are more
important later in an accountant's career.
Viewing technical skills as base -level or entry-level skills suggests that we
must concentrate our primary effort on
technical skills. Of course, we now do
that However, we need to understand
that other skills, such as communication and interpersonal skills, are important only if the technical skills are
acquired. That is, the base level of
technical skills must be acquired.
Communication and interpersonal
skills are important but cannot replace
the technical skills. Also, communication and interpersonal skills must be
sharpened after a student has a position because they play an increasingly
important role in future promotions.
Certainly accounting educators can
teach the base level of skills, but can
we teach the second -level skills? It is
difficult to see how we can, either now
or ever. What accounting educators
know about communication, interpersonal, administrative, and practice development skills is largely anecdotal.
We do not have formal education in
these areas, and it is not likely that we
ever will. If skills beyond the base level
are to be taught, they should not, indeed cannot, be taught by the accounting faculty.

L
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The five -year program is especially
perplexing because it holds nothing
for the accounting faculty. The accounting profession has been very adamant that any additional education of
accountants be directed to the skills
beyond the base -level skills. In other
words, no more technical courses
should be added. The only option for
the accounting faculty is to schedule
courses for their students in areas outside of accounting. In a five -year program the accounting faculty contribute
nothing to the fifth year of education of
their students, relying instead on the
rest of the university to provide the
education in the skills beyond the base
level. It is little wonder that the enthusiasm of accounting faculty for the five year program is not very great. The accounting faculty are not being asked to
participate, but merely coordinate.
Where does that leave us? Accounting educators are teachers of accounting,
nothing more. If we are to provide the accounting profession with students who
have some exposure to the skills beyond
the base level, the exposure will have to
be done by someone else. It makes no
difference whether we have four -year or
five -year programs—our only contribu-

lion to the education of our students is
accounting.
■
Ralph L. Benke, Jr., CMA, Ph.D., is
the ArthurAndersen Alumni /Journal
of Accounting Education Professor at
James Madison University. Roger H.
Hermanson, Ph.D., is the Ernst &
Young Alumni Professor and Regent's
Professor at Georgia State University.
James D. Richards is a lecturer in
accounting at Murdoch University,
Perth, Western Australia.
'Sak Bhamornsiri and Robert E. Guinn, Imes in
Accounting Education, Vol. 6, No. 1, Spring 1991.
pp. 9-24.

CORRECTION
The statement in Grover Porter's article "Professional Accounting Education —Back to the Future?" (January 1992) that "the completion of a
150 -hour program will be a requirement to sit for the CMA effective in
the year 2000" (page 64) is incorrect. This requirement and date for
implementation has been considered but not adopted at this time.
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ANTHONYP.CURATOLA,EDITOR

DOUBLING THE
CORPORATE TAX
PLEASURE WITH
CERTAIN CHARITABLE
CONTRIBUTIONS
orporations, like individuals, are allowed to
take a charitable contribution deduction for
property donated to
qualified charitable organizations. The deduction generally is limited to either
the lower of the property's basis or the
fair market value (I" on the contribution date. There is a special provision in Section 170 (e) (3) (A) of the Internal Revenue Code (IRC), however,
that under certain circumstances may
increase the deduction by as much as
twice the basis.
Section 170(e) (3) (A) defines, in
part, a qualified contribution as property donated by a corporation (other
than an S corporation) to a 501(c) (3)
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organization that is exempt under Section 501(a). Moreover, the donated
property must qualify under paragraphs (1) or (2) of Section 1221 (inventory, depreciable property, or real
property used in a trade or business)
and the donation must satisfy four requirements set forth in the IRC. The
four requirements, in part, are:

Corporations with
excess inventory
should consider
making a donation.
1. The donated property is used by
the donee solely for the care of the
ill, the needy, or infants.
2. The donated property is not transferred by the donee in exchange for
money, other property, or services.
3. The
donor — taxpayer— receives
from the donee—charitable organization— a written statement representing that its use and disposition
of the property will be in accordance with the first two requirements (emphasis added).
4. In the case where the property is
subject to regulation under the federal Food, Drug, and Cosmetic Act,
such property must fully satisfy all
applicable rules on the date of transfer and for 180 days prior to the donation.
It is important to realize that all four
conditions must be fulfilled before any
consideration can be given to calculating the charitable contribution deduction amount. The easiest computational procedure is to reduce the FMV of
the property by one -half of the amount
of gain which would not have been
long -term capital gain if sold by the donee [Sec. 170(e)(3)(13)]. Then, the
charitable contribution amount is limited to the lower of the amount computed or twice the basis amount. To appreciate this special provision,
consider the following example.
Corporation A donates inventory
that is a qualified Section 170(e) (3)
property. The inventory has a cost basis of $150,000 and FMV of $420,000.
The charitable contribution deduction
for Corporation A is $285,000; it is computed as follows:

$150,000 + [$420,000 - $150,0001/2 =
$285,000
$285,000 is lower than $300,000 (twice
the cost basis).
In the example above, once the
FMV exceeds three times the basis
($450,000), the deduction would be
limited to $300,000 or twice the basis.
Likewise, once the FMV drops below
twice the basis ($300,000), the deduction would be limited to $150,000 or basis.
This provision, like most tax provisions of the law, is not without some
potential problems. Special care must
be taken by the donee to substantiate
the FMV of the property. Otherwise, if
the FMV is questioned and the value
is not adequately substantiated, part or
all of the added deduction may be disallowed.
The donation of perishable inventory is particularly troublesome. Corporations with perishable inventory,
such as prepared or unprepared food,
experience rapid decline in the value
of the produce. As time passes the
FMV falls or drops rapidly below basis
due to legal constraints (dated inventory). However, the determination of
FMV for perishable goods will vary
with each different specialized industry. Thus, case -by -case analysis is necessary.
With regard to this particular provision, corporations with excess inventory levels, even if the inventory is perishable,
should
give
serious
consideration to making such a contribution. Rather than discarding the
goods, corporations can donate these
goods to organizations that feed the
needy.
As a result of the Tax Reform Act of
1986, the maximum corporate tax rate
is 34 %. Even at twice the basis, a corporation can recover only 68% of the inventory's cost. Of course, the 68% may
increase, depending on state corporate
tax laws and rates. Although the full
cost of the inventory cannot be recovered through this tax provision, a win win situation will occur. Not only is it
possible for the added deduction to
double corporation tax pleasure, but it
will help those in need.
■
Anthony P. Curatola, Ph.D., is the Joseph F. Ford Professor at Drexel University, Philadelphia, Pa. Dr. Curatola is a
national director ofthe IMA and a member of the Valley Forge Chapter.
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IMA TAKES ACTION TO FIGHT
THE EVER - RISING COST OF
MEDICAL INSURANCE

5 Good Reasons Why Your Firm Should Consider Joining
the IMA - Sponsored•Small Employer Group Benefit Plan
package that responds best to your
firm's insurance needs and budget.
3. Widespread Acceptance
Since originally offered, this IMA Sponsored Program continues to attract
many of your fellow Institute members
because of the well - designed benefits
and highly competitive rates.
4. Convenient Enrollment Procedure
Everything is handled through the mail
to save you time and money. You make
up your own mind with no sales pressure. (And you can join up even if yours
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• For information on the Term Life Insurance Plan, call 1 -800- 225 -6758.
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Now it makes more sense than ever to
consider the IMA Small Employer
Group Benefit Plan. With today's
constant increases in the cost of health
care, it is critical that insurance plans
and rates are monitored at all times. The
IMA, as they do in many other areas of
your professional needs, does this for
you. It can eliminate the guessing that
you would have in shopping for a
product in which you are not an expert.
This Plan is reviewed constantly by
IMA to assure that the members are
receiving necessary benefits at reasonable cost. The program is available for
firms of fewer than 25 employees in
which an IMA member is an owner or
principal. This is what's offered...
1. A Full Line -Up of Vital Coverages

5. No Obligation
$1,000,000 Comprehensive Major
Medical... Dental benefits of $1,000 per
person, per year... up to $30,000 of
Group Term Life Insurance and $60,000
if death is due to a covered accident...
Up to $300 of Weekly Disability
Income... and up to $2,500 of Term Life
Insurance for each family dependent.

Simply call the Small Employer Plan
Administrator for your free IMA Group
Benefits Kit. Then fill out and return the
Quote Request Form enclosed in the kit.
You'll receive a no -cost, no- obligation
Customized Quotation listing the monthly
rates for the coverages you've selected.

2. Flexibility

• Call toll -free: 1- 800 -666 -5303, any

The Program's many options give you
much leeway in designing a benefits
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business day from 8:00 a.m. to 5:30
p.m.. Eastern Time.

GOINGTHEDISTANCE

MANAGINGYOURCAREER
WHAT DO YOU ADVISE AN ENTREPRENEUR
RETURNING TO THE CORPORATE WORLD ?'

own self-doubts to an interviewer in-

ROBERTHALF,EDITOR
After 15 years as an internal auditor, I left about eight years ago to launch my own
business. 1'd always wanted to take a shot at being my own boss and the time seemed
right. Things went pretty well at first. 1 even enjoyed the 14 -hour days and weekend
work. But then the recession hit and business trailed off. The clients 1 still had started
paying more and more slowly. On top of this, I faced college tuition for two children.
It was fun while it lasted but now I'm anxious to return to the corporate world. The
problem is I seem to be viewed with suspicion by everyone with whom I've interviewed.
1 know I'm qualified for the positions that are open, but the tone of the interviews
seems rooted in skepticism about my motives and about my commitment to stay with
a company for the long haul. How about some advice on overcoming this skeptical,
distrustful climate?
ou can't blame pro-

questio ning your motive for returning

spective employers for

to corporate life (are you taking the job
until the economy turns around and

Y

at

least

qu estion in g

someone who's been
self - employed recently
to fill an important job.
This recession, whose
pinch you felt as an entrepreneur, has
created a buyer's market for employers. With many talen ted and experienced p ro fession als o ut o f work an d

looking for employment, companies
can afford to be more patient and selective when hiring. Rather than take
a chance, even though your credentials are right for the job, they might be
prone to keep looking for the "perfect
person."
Her e are s o m e o f th e c o n cer n s a
com pan y m igh t h ave ab o u t a p erso n

with your background. Aside from

you can strike out again on your
own ?), th ere is also the question of

how much of a team player you are.
The common perception of entrepreneurs is that they're independent spirits, uncomfortable taking direction and
havin g th eir lives structured by other

people. That perception has some basis in fact. Entrepreneurs generally do
like to set their own agendas, at least
initially.
At the same time, that doesn't mean
that many entrepreneurs aren't perfectly capable of meshing nicely with
the right sort of team.
The key for you is to not be defensive about your eigh t ye ars' experien ce as a business owner. Som e older
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a
n
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a the hostile takeover.
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job candidates are a good analogy.
Convinced they won't be hired because of their age, they project their
stead of stressing the positive aspects
of hiring someone with years of experience and a proven work ethic.
You must accent the positive. Revise your resume to highlight the team
spirit you displayed during your corporate years.
When discussing your entrepreneurial days on your resume and
during interviews —focus on how important it was to foster a solid team
spirit, even if your team consisted of
only a few people.
Everyone approaching a job interview should learn as much as possible
in advance about the company. In your
case, it's crucial. By knowing something about how the company operates, the type of people it employs, and
its corporate culture and organizational structure, you can talk enthusiastically and knowingly about how nicely
you would fit in. Having this knowledge also enables you to frame questions designed to further demonstrate
your interest in being "part of the
team."
Running your own shop exposed
you to aspects of business most employees don't experience. Coupled
with your previous corporate background, you bring a background to a
company few others can. Keep that in
mind and present it as a positive fact.
You mention in your letter the long
days and weekends at work. Stress
that, too, not as something you're
seeking to escape, but as an indication
of how hard a worker you are.
As I'm sure you learned, running
your own business made many demands on you, including the responsibility to sell what your small company
offered. Now is the time to put to use
the selling skills you developed during
your entrepreneurial days. Every technique used by successful salespeople
should be brought to bear on landing
the job you want, including asking for
it. It's remarkable how few job candidates end an interview by saying, "I
have a great deal of respect for this
company and would like very much to
be part of it. Hire me to fill this job, and
you won't be disappointed."
■
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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Management Accounting & Finance Audio Digest
Here's the most interesting and
convenient way you can imagine to
stay on top of rapidly developing
issues in management accounting
and finance. And earn 12 CPE
credits!
Management Accounting &
Finance Audio Digest, a combined
effort of John Wiley & Sons and
the Institute of Management
Accountants, brings 6 -8 experts per
month into the comfort of your
home, your car, or wherever you
can listen to an audio cassette tape.
Engaging 8 -12 minute
discussions,
totalling 60
"
minutes per
=❑-❑ ❑❑ "="
-r te

WILEY

tape, cover such important topics as:

The Audio Digest covers topics in

•❑implementing
activity based
costing;
•❑regulatory
'
updates and what they mean;
•❑the❑benefits❑and❑cautions❑of❑electronic data interchange (EDI);
* latest developments in international accounting standards;
e proven techniques for quality

brief capsules. No long lectures.
You'll get the information you need
to maintain your competitive edge.

management;
•❑time❑management❑insights;
•❑improving❑"people"❑skills❑as❑you
supervise and manage; A
•❑forecasting❑—where
the economy is
going and why;
•❑professional❑development.

Earn CPE credits.
Here's how. Just correctly answer
the questionnaire that comes with
each tape and send it in. You'll get
1 CPE credit per tape, per month 12 CPE credits for the whole year!
Start your Audio Digest program
now! At no risk!
Try AudioDigest this coming
month. If the topics covered in your
FREE SAMPLE tape aren't interesting, engaging, and truly worth the
small investment in your
time, you can cancel your
subscription and owe nothing.
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1Hblisher..Since 1.407

.n. mnw
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Please p r i n t
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❑ ❑YES!❑Please❑send❑me❑my❑free❑sample❑cassette❑and
enter my subscription to Management Accounting &
Finance Audio Digest, a monthly audio CPE product.
❑ ❑IMA❑Members: $125 for 12 issues plus FREE sample.
IMA Membership #
0 Non - members: $145 for 12 issues plus FREE sample.
If, after reviewing my FREE sample cassette, I choose to subscribe, I will
honor your invoice. If not, I will write "cancel" on the invoice and
return it within 30 days. The sample cassette is mine to keep regardless.
I understand that if l am ever dissatisfied with the product for any
reason, I may cancel my subscription and receive a full refund of the
unexpired balance of my payment.

I
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I
I

NAME
FIRM
ADDRESS
CITY/S TATE/ZIP
PHO NE

_

❑ ❑Payment❑enclosed,❑plus❑sales❑tax❑(Wiley❑pays❑postage.)
❑ ❑Bill❑me
❑ ❑Bill❑firm ❑ VISA ❑ ❑MASTERCARD 0 AmEx

(Sales tax will be added.)
Card No.
Expiration date
/
Order invalid if not signed. Prices subject to change and slightly higher in Canada.
Offer expires 4/30/93. Offer valid in the continental U.S.A., Alaska, Hawaii,
and Canada only.

MAIL TO: JOHN WILEY & SONS, Inc ., 605 T hird Ave nue, New York, NY 10158-0012, Attn: Eile en Murphy
WILEY
L--- -- ---

For faster service, fax your order to 212 - 850 -6088, Attn. Subscription Dept. /Audio Digest
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-

-

- ---
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-------❑_________—❑__----❑-_❑—_❑—J

FINANCIALMANAGER
T.CARTER HAGAMAN,EDITOR

THE PROBLEM
WITH INVESTMENT
here's been talk for
years that Americans
save too little, borrow
too much, and fail to
invest for the future.
Now we're awash in
self -doubt about our
ability to compete in the world economy. These concerns are rightly linked
together.
According to the January 1, 1992, issue of The Economist,"Tile biggest reason to doubt whether America can stay
competitive is its low level of investment
Last year capital spending by American
businesses accounted for only 9% of the
country's GNP, compared with almost
20% in Japan and 13% in Germany. The
American government is also investing
too little in infrastructure: 1.5% of GNP,
compared with Japan's 590."
Political rhetoric aside, why do we
save and invest so little? Two basic conditions make important contributions to
America's low savings rate. 'Tile first is
tolerance of inflation and the second is a
pro - consumption tax policy. Inflation
hurts savings and investment two ways:
by reducing the real cost of fixed -rate
borrowing and by increasing the uncertainty (hence, risk) of future returns from
investment
Government financial managers find
this a comfortable way to fund deficits
through borrowing and repay the debt
later in depreciated dollars. Home buyers are similarly motivated to buy and
mortgage the biggest house they can, because the property appreciates while the
corresponding debt does not
On the other hand, retirees and others who live on fixed incomes find their
purchasing power diminishing. If inflation goes high enough, money deserts financial assets to seek a haven in real
property, collectibles, and the like. A proconsumption tax policy adds fuel to the
fire. By reducing the cost of debt through
deductibility and taxing investment returns, an added bias against investing is
introduced.
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Broadly speaking, individuals are net
providers of capital to the economy and
businesses are net users. Bankers have
known this for years. Branch networks of
banks existed primarily to gather inexpensive deposits which were used to
make business loans. In subsequent
years, retail customers became borrowers as well, as mortgage loans, installment loans, and credit card borrowing
grew. The fact that interest was tax deductible to the individual while interest
earned was subject to tax, encouraged
many people to spend and borrow to pay
for it
Now we've reached a watershed of
sorts. The market value of real estate has
been declining (malting people feel poorer) and average borrowing as a percentage of family income has reached all-time
highs, taking up a large share of disposable income. Under these circumstances, it becomes extremely difficult to
stimulate additional consumer spending
financed with debt and counterproductive for increasing savings and investment
Additional capital is created through
investment It is the result of savings instead of consumption. Faced with this
objective, many of our economic policies
appear to be startlingly wrongheaded.
For example, decades ago the United
States established a system of social security in which all workers had money
taken from pay to provide some measure
of security in retirement If these funds
had been invested by the government as
they were received, a huge fund would
have been built that in turn could make
all sorts of capital investments in the
economy and earn a return in the process. Instead, social security taxes are
used for current budget obligations, requiring social security benefits to be paid
out of current tax receipts. Had there
been no social security system, many
people would have felt obligated to save
more for themselves, thereby increasing
investment capital. Thus, one unintended effect of the system was to discourage
retirement savings.
Over 10 years ago, a positive step was
taken by creating Individual Retirement
Accounts (IRAs). These accounts were

immensely popular, offering both a tax
credit and tax deferral of earnings. They
were limited to $2,000 per year and could
not be withdrawn before retirement age
without penalty. The idea was to supplement retirement income in the private
sector; the effect was to increase investment capital.
The Tax Reform Act of 1986 added
another positive touch by phasing out interest deductibility for most consumer
borrowing. However, interest deductibility for most home mortgages was left
largely intact, giving stimulus to home
equity lines of credit Yet another provision of the Act that generally removed
the tax credit for IRA contributions had
a negative effect on new savings.
Today, new proposals are legion. One
is an attack on the purchase of annuities
through the insurance industry_ It would
damage badly a savings stimulus that
works by eliminating the tax advantages
on most new annuities. From the January 31, 1992, issue of The Wall Street
Journal: "Annuities were created to supply people with a savings vehicle for retirement that would begin to pay them a
steady stream of income in their old age.
like an individual retirement account,
earnings on money invested in an annuity build up without being taxed until the
money is withdrawn. Unlike an IRA,
there are no limits on contributions."
Other proposals would permit money
to be withdrawn without penalty from
IRAs for specific purposes such as financing a college education or purchasing a
first home. This might be a constructive
accompaniment to a proposal which enlarged the amount of money that could
be invested in IRAs, but taken by itself,
it's another stimulus for consumption
rather than investment
Most of the other proposals to "stun
ulate capital investment"— such as reducing the tax on capital gains'- -would
merely redirect investment from one
place to another. What's really needed
are incentives to save or, at least, removal
of incentives not to save. Then investment will take care of itself.
We're not going to spend our way into
greater prosperity. The only way well
get there is by taking sensible approaches to expand the amount of money that
is saved relative to that amount which is
consumed and, over time, to enlarge the
total amount from which such choices
can be made.
■
T. Carter Hagaman is a consultant with
Oxxford Information Technology, Ltd.,
New York, N. Y.
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NEWS
KATHY WILLIAMS, EDITOR

SHAREHOLDERSMAY
QUESTIONPRIORITIES
ecause the recession
has lasted so long and
still shows faint signs
of recovering any time
soon, questions about how
much companies have done
to trim costs, reduce inventories, and improve performance may dominate this
year's annual shareholder
meetings, according to
BDO Seidman accounting
and consulting firm. "Well publicized layoffs and bankruptcies have piqued stockholder concerns," Wayne
Kolins, BDO Seidman's national director of accounting
and auditing, said. Shareholders want the answers to
such questions as: How has
the company's stock performed during the recent
stock market surge, and
what type of performance
can be expected for the rest
of 1992? Has the company
refinanced debt to take advantage of lower interest
rates? Does the company
bank with sound financial
institutions that are willing
to provide necessary funding? How does the company
monitor its environmental
risks?
Other topics of concern
involve management's attitude toward takeovers, protectionism, strength of financial controls, potential
restructuring, health care
costs, executive compensation, possible labor problems, and corporate ethics.
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Management accountants
will be heavily involved in
preparing corporate executives to meet these challenges and in helping their
companies weather the
storm.
To help in this preparation, BDO Seidman has
published a financial reporting newsletter titled 1992
Stockholders' Meeti ng —Possible Questions. For information about the newsletter
and the suggestions contained therein, contact Jerry
Walsh at (212) 765 -7500.

LANDSITTELNAMED
TOAECC
avid L. Landsittel,
CPA, audit partner
with Arthur Andersen
& Co., has been appointed
to the Accounting Education Change Commission.
He succeeds Vincent M.
O'Reilly, CPA, who resigned from the Commission to assume additional
responsibilities as deputy
chairman of Coopers & Lybrand. Mr. O'Reilly was a
charter member of the
Commission.
Mr. Landsittel, managing director of auditing procedures and chairman of Arthur Andersen's U.S.
Committee on Professional
Standards, is a member of
the Advisory Council for the
Committee of Sponsoring
Organizations charged with
developing integrated guidance on internal control in

response to a Treadway
Commission recommendation. He also is past chairman of the Auditing Standards Board for the
American Institute of CPAs.
Mr. Landsittel's appointment was announced by
American Accounting Association President Arthur R
Wyatt. For additional information, contact Doyle Z.
Williams, chairman, AECC,
21515 Hawthorne Blvd.,
Suite 1200 Union Bank Tower, Torrance, CA 905036503; (310) 540 -5596.

JAPAN AHEAD IN
MANAGINGPEOPLE
ost top U.S. managers say Japan is
more effective than
the United States in managing people, according to a
recent survey by Robert
Half International. Fiftythree percent of the respondents said Japan was number one, while 33% chose
the United States. "Despite
irritation with some of Japan's trade practices, many
U.S. businesses admire the
country's ability to manage
its human resources and to
emerge as a world economic power in a relatively short
time," Robert Half Chairman and CEO Max Messmer said. Next in line was
Germany with 6% of the
vote, France with 1.5 %, and
the U.K. with .5 %.
In a similar survey taken
among U.K. executives, they
also rated Japan first (42.2%),
but Germany ranked second
with 28.4% and the United
States third with 17.6%. The
United Kingdom came in
fourth with 10.2% and Norway, fifth, with 1 %.

SOFTWAREFOR
JOBSEEKERS
cope International has
released JOBHUNT, a
software package that
job seekers can use in their
search. The premise for the
software was that the more

applications a job hunter
sneds to employers, the better his or her chances of
finding that job. JOBHUNT
provides names, addresses,
telelphone and fax numbers, and brief company descriptions of potential employers nationwide by
region and job function.
The seeker types a sample cover letter using JOB HUN 's built -in word processor, then automatically
mail merges the letter and
the addresses selected from
the file. A resume is attached to each letter. JOBHUNT also can print mailing and return- address
labels.
The software is available
in computer stores for
about $49.95 plus one free
update, or interested persons can call 1- 800 -8435627.

SECCHOOSES
ACCOUNTING
FELLOWS
he Securities & Exchange Commission
recently selected three
professional accounting fellows to work with Chief Accountant Walter P. Schuetze and to be involved in the
study and development of
rule proposals under the
federal securities laws, liason with professional accounting standard - setting
bodies, and consult with
SEC registrants on accounting and reporting matters.
Their two-year terms will
begin next month.
The new fellows are
Chris M. Holmes, senior
manager in the east regional office of Ernst & Young
located in Washington,
D.C.; Randy J. Larson, senior manager in the New
York national office of
KPMG Peat Marwick; and
Jeff A. Swormstedt, senior
manager with Deloitte &
Touche in Cincinnati. Other
fellows are Jan R Book and
Michael D. Foley and academic fellow Dr. Robert R
Rouse.
■
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COMPUTERS
&ACCOUNTING

HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

REALWORLD
ACCOUNTINGSOFTWARE
he RealWorld Accounting system
provides a complete accounting
package for a wide variety of businesses and organizations, with extras
not found in many packages. Written
in Cobol, it runs efficiently and gives
fast response in either DOS or
Unix/Xenix systems. The system consists of 15 modules and a system kit.
The 15 modules are General Ledger,
Accounts Receivable, Accounts Payable, Payroll, Job Cost, Order Entry/Billing, Professional Invoicing,
Professional Time and Billing, Inventory Control, Purchase Order, Point of
Sale, Sales Analysis, Sales Management Solutions, Check Reconciliation,
and Report Writer.
In addition to the modules provided
by RealWorld, third -party software developers who have source code have
developed many custom applications
for other needs, including fund accounting and MRP. Information on
these packages is readily available
through RealWorld dealers.
The System Kit is required to use
any of the modules, but otherwise, the
modules may be used independently,
without the General Ledger. Some
modules do require another module,
however — Purchase Order requires
Accounts Payable, and both Professional Invoicing and Order Entry /Billing require Accounts Receivable.
The System Kit contains an automated installation procedure that establishes the directories and subdirectories and places the programs and
data files into the appropriate directories. Each module is in a separate directory, and the data files for that module are also in a separate directory.
Every module has multiple data files
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rather than one large database file,
providing some protection against
large-scale file corruption and making
it easy to export data for use in a
spreadsheet or word processing.
All the modules have predefined data files (chart of accounts and report
formats), and for fast initial setup, the
user may choose from five different
business types — Professional Services, Services, Manufacturing,
Wholesale /Distribution, and Contractors /Construction.
All the modules use menus and
function keys in the same way. In
many data fields, defaults can be chosen by pressing the enter or F1 key.
The maximum field size is shown on
the screen below the field name, and
the format for numeric data fields indicates whether the number may be negative. "Help" is available on- screen for
most data entry fields.
Multiple companies and profit centers
can be processed and consolidated as desired, and new companies can be set up
manually or automatically, The modules
to be used for any company are specified,
determining which data files are set up
for that company. Other modules can be
added later. Data files such as the chart
of accounts and report formats can be
copied from one company to another to
facilitate setup of a new company. It is not
necessary to "sign ouf' to access another
company-, simply go through the main
menu.
You can add your own selections to
the Control menu, which is available
from the main menu. It allows quick
access to DOS commands, batch file
commands, or other software such as
a spreadsheet without exiting the accounting system. Control is returned
to the accounting system when you are
finished. Password protection is available, and passwords can be defined for
each selection on a menu or submenu.

What RealWorld refers to as "advanced features" provide quick access
to information, depending on the capabilities of the computer used. These
features can use expanded /extended
memory, allowing entry of data "on the
fly." For example, a customer may be
added while you are entering a sale.
Access groups can be set up for features that are used repeatedly. They
can include menu selections from any
menu, combining selections from various modules as desired. They can be
used for a single session or saved permanently.
The file recovery utilities and the
file structure provide relatively easy recovery of data files corrupted due to
power failure or hard disk failure. The
recovery process involves exporting
data files in ASCII format and restoring. This process also can be used to
export a copy of data to a spreadsheet
or word processing and to shrink file
size after data have been deleted.
The General Ledger module provides some particularly useful features
not found in most accounting packages. The ability to print out a loan amortization schedule is one of those little things that make it much easier to
be accurate on a monthly basis. Key
accounting ratios and user - defined ratios can be printed on the reports as
desired. It is possible to reconstruct a
lost journal printout, if the data have
not been compressed —a good feature
to have if your printer jams during
printing of a journal.
Standard journal entries can be set
up for entries that recur each period,
for fixed or variable amounts. Recurring journal entries are even more flexible, as they can be set up on any time
interval — weekly, monthly, quarterly —and for a limited time. Entries can
be allocated by amount or percent and
can be defined as "correcting entries"
so that they will not affect the Cash
Flow Statement.
The standard Cash Flow Statement
meets FASB 95 requirements. The reports allow for comparison with budget or prior year and printing of variances and multiple ratios. In addition
to the many standard report formats
supplied with the General Ledger
module, you can easily design new financial statement layouts, using "wild
card" and account ranges.
At year end, the new year can be
opened before the old one is closed.
The year -end procedure is automated,
including posting retained earnings
and printing reports of closing entries.
The payroll for the new year can be
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run without closing the prior year and
printing W -2s, a feature not found in
many accounting packages.
The only difficulty I encountered
with the RealWorld packages is a common problem with many similar packages. The Payroll module does not allow more than one local income tax to
be withheld for an employee in a single
pay period and will not print multiple
W -2s for employees with local tax withheld for more than one locale. This is
a significant problem in states such as
Ohio where there are multiple local
taxing districts and an employee often
must have tax withheld for several locales. It was not possible to use the
package for a temporary agency or for
a paving contractor, with employees
working in multiple locations with different local tax requirements in a single pay period. Even a company with
only one location may experience difficulty if the employee's residence is in
another locale and tax must be withheld for both.
In summary, RealWorld Accounting System is an excellent product that
meets the accounting needs of most
businesses with ease of use and features that make it a winner.
The modules range in price from
$695 per module for single and network versions to $895 per module for
the Unix/Xenix version. For more information, contact RealWorld Corp.,
P.O. Box 2051, 282 Loudon Rd., Concord, NH 03302 -2051; (800) 678 -6336.
Carol A. Fidler, CPA
Clem & Fidler, CPAs
Columbus, Ohio
Circle No. 46

PHYSICIANS ASSISTANT VERSION Z
hysicians Assistant Version 2 is a
system that promotes the efficient operation of a corporate
medical department or a medical practice. It is a flexible and dependable program with definite ease of use. One of
its features makes it possible to file insurance claims electronically, thus accelerating payments.
The program is composed of seven
modules that operate in conjunction with
each other. Included are appropriate documentation manuals, on -line help
screens, and telephone support. PA/2 is
completely integrated with the TAS Professional Accounting System. This integration eliminates the need to rekey
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sales, accounts receivable, and cash receipts data and reduces redundancies
and inconsistencies in the data.
The Patient Data module allows input
of all patient data. It breaks the identification number into two parts: responsible party number and patient number.
This feature is important in dealing with
family members under the same insurance policy. Each child in a family would
have the same responsible party number
and in addition would have the same patient number, with the inclusion of spaces beyond the decimal point to separate
family members. For example, the father
would have the patient number 1000.01
and the mother would have the patient
number 1000.02. Any additional family
members would be added in consecutive
order. Also, entries have to be made for
the name, address, home and work
phone, and occupation.
The system includes entries for attending secondary and referring physicians, each of whom is assigned an
alphanumeric code. Visits are tracked,
and initial, secondary, and additional
diagnoses are noted simply by entering procedure numbers. These five digit numbers, published by the American Medical Association, are a
numerical classification system for various medical, surgical, and radiological procedures. Finally, this module allows entries for the insurance
company, agreement number, effective date of coverage, group number,
plan code, and type of agreement.
The Medical Records module contains a complete history of a patient's
condition and progress. The first menu is a data maintenance screen,
which separates the patient history into two parts: diagnosis and pharmacology. The diagnosis section contains
the medical history, with dates, times,
attending physician, and diagnosis.
The pharmacology section contains a
complete history of all drugs prescribed for the patient and information
about any allergic reactions to medications. The medical record history of
the patient can be printed to serve as
a patient chart for the attending physician. The physician writes any additional notes on the chart for later input
into the computer. All insurance
claims are tracked through the same
menu, so a complete history of all insurance claims is available.
PA/2 keeps up- to-date medical and
accounting records through the Direct
Billing and Financials module. This
module records invoices based on specific numbered procedures performed
by various physicians. PA /2 sets pric-

es according to predetermined procedure classifications. For example, an
office visit for a patient would be entered as a specific code number, and
the system would automatically record
a charge of $40. The invoices are posted subsequently, when they are printed. The software provides three types
of invoices: walkout, delayed billing,
and mailed invoices.
Walkout invoices are printed and
given to the patient when he or she
leaves the office. Delayed billing invoices are held so the attending physician can add procedures and hospital
visits. When the patient is discharged
from the hospital they are mailed to
the patient or insurance company. The
final invoice is mailed from the office
to the client.
In the case of cash payment, the patient account is credited. Otherwise,
the office sends out weekly or monthly
bills. A patient's financial records can
be accessed on the screen from the
"view patient account" screen. This online query is important for instant access to a particular record. Finally, at
the end of the day, PA/2 produces a
day sheet, which lists all cash receipts,
accounts receivable, and charges individually and in total.
The appointment calendar allows
for easy input of patients' appointments. It also allows for cancellation
and rescheduling. Probably its most
important function is the production of
patient reminder cards, simplifying a
very tedious manual procedure. These
cards are sent out a week before the
scheduled appointment to remind patients of the exact time, date, and attending physician.
The Utility module allows identifying numbers to be assigned to the physicians and insurance companies. A
code also is issued for the various places of service. For example, a physician
may work at "office 1," "office 2," or at
the hospital. This module also allows
for editing the various form letters
such as bills, invoices, and patient reminder cards.
PA/2 retails for $4,999; the price includes a week of on -site training. It is
available in single -user and network
versions that use MS-DOS. For more
information about PA/2 contact
CODE International, 67 West Market
St., Suite 515, Wilkes - Barre, PA 18701;
(717) 822 -2089.
John Sosik, CPA
Wilkes University
Wilkes - Barre, Pennsylvania
Circle No. 47
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Com petitive
Outmoded accounting rules are holding U.S. industry hostage.
BY ALFRED M. KING, CMA
he U.S, economy relies ultimately on a broad base
of small manufacturing firms. These smaller companies must be equipped with state -of- the-art technology in order to be able to produce high - quality
products quickly and at low cost. But recent innovations in
manufacturing technology and in computer - integrated techniques require significant changes in manufacturing strategy. How to justify, pay for, and account for these investments
is truly a national challenge.
Large firms have the resources to develop, implement,
and finance new technologies. In contrast, the vast multitude
of smaller, primarily privately held firms not only have difficulty in preparing a realistic internal justification for such
investments, but they also have a problem obtaining the necessary funds. Finally, management accountants may not be
able to prepare financial statements —for creditors and others —that show a profit in the first two or three years from
the technology investment. Today's accounting requirements make it hard to demonstrate the real economic benefits of high -tech investments to smaller firms and, by extension, to the U.S. industrial base.
Large organizations usually have the staff and financial
resources to accomplish these tasks. On the other hand,
small privately held firms --often the owner /manager is directly involved — usually don't have the engineering or financial staff to pull together the data needed to analyze a major
investment properly.
Once a decision has been reached to make these significant investments, financing must be obtained. This task,
too, is often a real hurdle.
The present state of financial reporting, as governed by
Generally Accepted Accounting Principles (GAAP), encourages a short -term perspective on investments. Essentially,
GAAP requires that each year be reported on a standalone
basis. Projects that have a multi-year impact may, in the interest of "conservatism," be forced to show accounting losses in the early years before any profits from the investment
are realized.
If a small machine shop or machine tool manufacturer
makes a substantial investment in a numerically controlled
piece of equipment, it may be two or even three years before
a reasonable payback can be seen. Other than the initial cost
of the equipment, which is capitalized, GAAP requires all
subsequent startup and development expenses such as testing, developing the tooling, costs of early inefficient operation due to the learning curve, plus the initial year's depreciation, to be charged to expense. Depending upon the gross
24

Can changing the mies help make America competitive again?

profit margins and volume of business, it is highly likely that
small companies will be thrown into a reported loss situation
as a result of making a major one -time investment in the latest technology!
Unfortunately, because these small firms are usually not
well financed with equity funds, they almost invariably must
go to outside sources for financing investments in capital
equipment. Those outside investors, such as banks and leasing companies, are used to looking at audited financial statements prepared in accordance with GAAP. This means that
MANAGEMENT ACCOUNTING /MAY 1992

CHANGE THE RULES

any

n the final analysis, we should recognize that any change
to GAAP must be approved by the FASB. It is unlikely
that my proposals will be the basis for immediate FASB
action. The FASB, however, has never seen
specific proposals for change. Because these ideas are not presently on
FASB's agenda, nothing is really being done.
I believe management accountants have an opportunity
to take a leading -edge position in an area of nationwide importance. Competitiveness of the U.S. industrial base should
MANAGEMENT ACCOUNTING /MAY 1992

are

really

not be held hostage by outmoded accounting rules.
One of the basic accounting problems is that U.S. GAAP
does not recognize changes in an item's value due to increases caused by inflation or decreases caused by technological change. Today's corporate financial reports are based
on a transaction model using historical costs. Amounts put
on a balance sheet are based on arm's - length transactions
at the cost values in effect at the date of the transaction. For
example, a machine tool purchased in 1978 with a 20-year
life will be recorded on the balance sheet at its original cost
and will stay on the balance sheet for 20 years at that cost.
Further, financial statement preparers, auditors, and users have a conservative bias. Consequently, everything is
"written -off" as soon as possible. This means balance sheets
do not reflect economic values or even economic reality.
When Valuation Research Corporation is asked by a client, "What is our company
worth ? ", we start with the
financial statements. But very rapidly we look at the underlying assets, both tangible and intangible. We often find that
the current value of the tangible assets exceeds the net book
amount on the financial statement.
Even more startling are the values of such intangibles as
an assembled work force, patented and unpatented technology, brand names, manufacturing know -how, and software.
These items virtually never appear on a balance sheet. When
a company is bought or sold, these intangibles
recognized by both the buyer and the seller as having real value.

CASE 1 /DO NOT INVEST IN NEW
TECHNOLOGY
Sales
Cost of Sales

&

Gross Profit
Selling, General
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Operating Profit
(losses in red)

1
1,000
600

2
1,000
600

Years
3
950
570

4
900
540

5
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400
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CASE 2 /INVEST IN NEW TECHNOLOGY
& CHARGE ALL STARTUP TO
EXPENSE— DEPRECIATE EQUIPMENT
OVER FIVE Y EARS
Years
1
Sales
1,000
Cost of Sales
600
Gross Profit
400
Selling, General
& Administra t ive
325
Operating Profit
Before Startup
75
Startup Expenses
70
Additional
Depreciation
Amortization
50
&

same

a prospective borrower will have to go to a lender and say,
"I have this great opportunity to buy a machine that will reduce my operating expenses by 15%, give me greater capacity, much more flexibility, and increase my quality. Unfortunately, I will show an operating loss for each of the first
two years. But starting in year three, it will really pay off!"
Case 1 shows the P &L effect if the company does not
make an investment. Note that sales go down starting in the
third year, and, as a consequence, profits are reduced and
ultimately become a loss. This is what happens to many
small firms that do not or cannot invest in new technology.
Case 2 shows the P &L effect if the company does make
the investment in new technology. In accordance with
GAAP, it has to write off to expense all startup expenses. In
the example, this is a two-year period prior to the equipment
working at rated capacity. Sales continue for the full five -year
period at current levels. Production costs decrease starting
in the third year because of the new technology. From a
bank's perspective, the short-term impact of the investment
is two years of reported losses followed by increasing profits.
Case 3 shows the P &L effect of the
investment and
the same sales and expense effects. The only difference is
that the startup and depreciation expenses in the first two
years are capitalized and then amortized over the following
five years. For the first five years, the two P &Ls show dramatically different profiles, although the cash flows are obviously similar (absent any tax impact). At the end of seven
years (end of amortization), Case 2 and Case 3 will have
identical P &Ls.
Many bankers, particularly in today's environment, first
look at reported earnings and second at accumulated or cumulative cash flows. This means that the conservatism of financial accounting is harmful to smaller businesses. Credit
grantors can't really be blamed because they are subject to
regulations. Bank regulators put a high degree of emphasis
on reported earnings that are certified by independent public accountants as complying with GAAR
It is interesting to note that the Financial Accounting
Standards Board (FASB) recently has taken a small step in
the proper direction. Through issuance of SFAS 105 on cash
flows, the FASB has recognized the importance of cash flow
information. But the general ground rules for determining
net income and cash flows have not changed. What was
charged to expense, such as first -year depreciation and initial operating costs, still continues to be expensed and not
capitalized.
Put a different way, it is true that if we capitalized those
initial expenses, then cumulative cash flows would not
change. But an emphasis on longer term cash flows, over a
project's life, would highlight this issue. GAAP, with or without FASB's new statement on cash flows, still does not give
recognition to what some in the accounting profession are
calling life -cycle accounting. Two recent articles in MANAGEMENT ACC0UNTING® highlighted these issues.'
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CASE 3 /INVEST IN NEW TECHNOLOGY,
CAPITALIZE FIRST TWO YEARS
STARTUP & DEPRECIATIONAMORTIZE OVER NEXT FIVE YEARS
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175

(70)

(30)

(50)

(100)
100

100
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Unfortunately, accountants and accounting reports do not
presently permit recognition of these very real but intangible
assets on a regular basis. Only when a company is bought
or sold are they considered. The next year, however,
GAAP's conservatism takes over once again.

CAPITALIZATION VS. EXPENSE
(most all expenditures for research, training, new
product development, and introduction of new technology are written off each year to expense. In accounting terms this means that the preparer of financial
statements, although following GAAP to the letter, really is
making a statement that these expenditures have no current
value. Our professional experience suggests, to the contrary, that these expenditures may have more value than
many prior investments in possibly obsolete inventory or
less than state-of-the art property, plant and equipment
which, in accordance with GAAR are still carried as assets.'
It is essential that a new methodology be developed. It
must recognize the appropriate costs that should be capitalized when new technology is acquired. Valuation techniques
exist, and can be developed for easy application, that will test
the validity of any amounts capitalized. There is always a fear
on the part of auditors that if companies are allowed to capitalize costs, seemingly at will, then balance sheet values
may exceed realizable values. This is understandable from
the accounting perspective, but from the valuation perspective this is not a problem.
Just what are the appropriate strategic costs that should
be capitalized? How should they be recorded? How should
they be subsequently written off to cost of goods sold? These
26

are issues that need input from management accountants.
Although they are problems, they appear to be receptive to
a solution.

STRATEGIC COSTS
hen used properly, much of the new technology avail
able to manufacturers can produce very small lots
with relatively minimal setup expense. Offsetting this
advantage is a rather high front -end development to make the
equipment capable of handling a wide variety of piece /part output Sometimes referred to as group technology, this "stored
repertoire' may be a real solution to many problems. Because
customers want maximum flexibility, which requires available
capacity, this new equipment with its stored repertoire of group
technology, if implemented nationwide, would provide very rapid response at low operating cost.
There are, unfortunately, substantial front -end expenses
and costs involved in developing these repertoires. As noted
above, today's financial reporting places a bias against adoption of this new technology. While valuation techniques can
handle this phenomenon, such valuation approaches are not
used at all in financial reporting and are generally not used
by lenders in their evaluations of prospective borrowers or
specific proposals for financing.

UNRESOLVED ISSUES
n addition to the problems of financial reporting, there are
a number of cost accounting issues that deserve further
study. Every company must develop a reasonable method
of allocating both production overhead and selling, general and
administration (SG&A) costs, to products and product lines. A
substantial investment in new technology may well make an existing cost accounting system obsolete. Companies that adopt
activity-based costing are realizing this fact.
As Drs. Johnson and Kaplan discussed in Relevance Lost,
management accounting concepts have been influenced by
GAAP. Instead of being concerned with whether the company's cost accounting system provides the best answers for
management decision making, GAAP requires uniformity
and consistency. For example, should depreciation be calculated on a straight -line basis or should some sort of life cycle costing approach be used? While it is acceptable for
depreciation to be calculated on a unit-of-production method, in practice most companies do not use this method.
Should they? What are the advantages and disadvantages if
a unit -of- production method were widely used? Another
question deals with the issue of the cost of capacity or standby ability. How should this be measured? A related question
is, "How should the cost of this standby capacity be allocated
to current. and future sales ?"
Another cost accounting issue deals with the more general question of allocating manufacturing overhead. Many
observers recommend that companies consider seriously,
and perhaps adopt, activity-based costing (ABC). While
much has been written on the subject, the effect of using
ABC on a company's ability to justify investments in manufacturing technology has not been explored.

RECOMMENDATIONS
ne possible solution is for companies to think of investments in technology on a "project" basis. In other
words, treat the investment in a major new technology in the same way a company treats a long -term construc-

0
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a

tion contract. For example,
make a detailed estimate of
the total costs to be incurred
and the time frame over
which the costs will be incurred. Include an evaluation of the benefits to be
achieved. This can be developed prior to the initial investment. Then companies
can
measure
actual
gATSUNIS
progress against each milepaMEaIQu>:
J
stone. As long as the original schedule is adhered to,
the profit and loss impact of
charging items to expense
might be alleviated. The
"project" could then be used
as the basis for financing the
investment_ Once a company has demonstrated an
ability to live up to a business plan that has a two- or
three -year time horizon, it
should have the credibility
to justify subsequent investments and the financing of
those investments.
The concept of "options"
The world economy Is just as competitive as the Olympics, and the U.S. must tailor its effort to compete.
is another area of interest to
Above, opening ceremony, Winter Olympics 1992.
the financial community. Investments in new technology can provide a future capability or an "option" to adopt
or avoided that lead to the changes.
new technologies for products and product lines that may
The implications of the flexible computer - integrated
not be manufactured yet. In other words, you are buying camanufacturing accounting problem should be clear. What
pacity and capability in advance of the short-term need. The
can lead to a fair distribution of costs among products
whole area of option theory should be explored.
made in the same plant? We do not have easy answers.
Finally, significant research efforts should be devoted to
But if industry and government together do nothing, the
the ability of standard appraisal or valuation techniques to
industrial base so necessary for U.S. defense purposes
evaluate corporate success in achieving modernization. The
will be irrevocably hurt This is a national problem, requirbasic appraisal techniques used by Valuation Research and
ing answers from government, industry, and accountothers do not look at financial statements as much as the uning —not necessarily in that order."
derlying technology and the competitive position of the firm.
Most appraisers first look at the economic situation, compeWe cannot say it better.
■
tition, and developments in technology, and then they develop discounted cash flow or present value methodologies to
Alfred M. King, CMA, is senior vice president of Valuation Reappraise or value a business enterprise.
search, Princeton, N.J., and formerly a managing director of
When companies are bought or sold, the parties to the
IMA. Mr. King is a member of the Bergen - Rockland Chapter,
merger or acquisition rely on appraisals rather than historithrough which this article was submitted. He can be contacted
cal cost financial statements. Similarly, in the leasing deciat (609) 452 -0900.
sion process, lessors use appraisals to determine residual asset values. Can the same appraisal techniques be used to
`For additional information, I recommend the following articles: "rhornton Parker
help companies justify the initial investments in technology?
and Theodore l.ettes, "Is Accounting Standing in the Way of Flexible Computer No work, to our knowledge, has been done in this area. If
Integrated Manufacturing ?," MANAGEMEN-rACCOUMtNGS, January 1991; Dennis E. Peavey, "Battle at the GAAP? It's Time for a Change," MANAGEMENT ACa successful methodology could be developed, and we beCOUNTINGS, February 1990.
lieve it can, it would have far reaching consequences.
'The FASB project on asset impairment addresses this issue. In turn, this means
According to Thornton Parker and Theodore Lettes:
that users of financial statements, when decidingwhether to grant credit, have a
"Accountants should recognize, however, that in a
highly competitive world, generally accepted [accounting] principles inject a strong bias against modernization
while failing to project the consequences of inaction. Machines are depreciated to reflect obsolescence, but a work
force that is not continuously trained is not. Market share
is an asset that is never mentioned, and gains or losses
are never related in financial statements to costs incurred
MANAGEMENT ACCOUNTING /MAY 1992

conservative view of the prospective borrower. This makes it easier for the lender
to say no. But, by the same token, it means that needed investments may not be
approved because the smaller manufacturing firms usually can't afford to buy the
equipment with existing cash resources.To the extent borrowing is required, either on a note or through leasing, the equipment can be paid for only from future
earnings. But if those earnings are understated, particularly in the early years,
there is a self - defeating bias in the system against current investments.
Is this article of interest to you? If so, circle
appropriate number on Reader Service Card.

Yes
52

No
53
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CUTTINGWASTE
WITH JIT

OCS changed its philosophy and became a world -class competitor.
BYJACK C. BAILES AND ILENE
K.KLEINSORGE
n the 1980s, U.S. manufacturers began looking at just -intime management systems to
achieve higher productivity
and product quality. One of the
most successful transitions from a
traditional to a JIT manufacturing
system was made by Oregon Cutting Systems (OCS). Within five
years of adopting JIT, the company was able to reduce defects by
80% and scrap, sort, and rework by
50 %.
Formerly OMARK, OCS is
headquartered in Portland and
has approximately $250 million in
sales of three primary product
lines including cutting chain for
chain saws, timber harvesting
equipment, and sporting equipment.
OCS employee Ken Burhus gets polled strip steel ready for production via JIT.

JOURNEY TOAT
n the fall of 1981, OCS Executive Vice President Jack
Warne traveled to Japan to observe manufacturing practices. After visiting several companies, he became convinced that what he saw in Japan also would work for his
company. When he returned from his trip, Mr. Warne's enthusiasm persuaded the chairman of the board to appoint a
team of corporate staff and manufacturing personnel to
study the feasibility and practicality of implementing JIT.
The group read the most current literature on JIT and
other Japanese management methods and shared these articles with managers throughout the organization. They
talked to experts in these fields such as William Ouchi and
Bob Hall. Hewlett- Packard and Westinghouse were among
the companies that shared their JIT experiences with the
company, and some members of the group went to Japan to
visit companies using JIT.
Following six months of study, the group recommended
that the company reevaluate its philosophy — especially as it
related to quality and employee involvement —and create its
own version of JIT to be called zero inventory production
system (ZIPS). Management agreed and developed a formal
document stating the company's commitment to a three -part
organizational philosophy that called for the interaction of
28

the concepts of employee involvement (EI), zero inventory
production system (ZIPS), and total quality commitment
(I'QC). The philosophy is still followed today.

SHARING THE VISION
t OCS the keys to establishing and maintaining employee involvement during the transition period were
leadership from top management and education. Not
only did the executives share their visions about achieving
world -class quality and value for customers, but they also
emphasized their commitment to keep their current employees. The company is dedicated to growth and the development of new products to try and offset any potential employment reductions due to increased productivity.
A massive continuing education program became a high
priority. Senior managers visited plant sites, provided annual
reports to employees, held company -wide conferences, and
used in -house magazines and newsletters to explain ZIPS.
Employees received copies of articles. Slide shows and
video programs were developed. Consultants also met with
staff to answer questions. Study teams were encouraged,
and quality circles were formed. To this day, many employMANAGEMENT ACCOUNTING /MAY 1992

ees are involved in small group activities. As part of the educational programs, study teams were formed to read Tke
Toyota Production System, the famous account of JIT at Toyota written by Shigeo Shingo.
Many individuals influenced the company's progress, but
it was Shingo's book about the Toyota production system
that managers kept going back to for guidance when they
created the ZIPS system. The managers believed that Toyota set the standard in using JIT as part of an overall commitment to improving manufacturing productivity.
Although the use of JIT and quality circles were positive
steps for improving quality, a much more comprehensive effort was required. The education program stressed the strategic importance of quality. Statistical process control was
studied, and wasteful activities such as repairs, rework, and
retest were identified and eliminated. They developed cross functional teamwork to increase the cooperation between
staff and functional departments such as marketing, production, and accounting.

ZIPSCONFERENCE
IPS consists of the following three components that reinforce and enhance each other.
1. JIT Manufacturing:
• Small lot production.
• Setup reduction or Single Minutes Exchange of Die
(SMED).
• Line balancing and smoothing.
• Pull system of production control.
• Cooperative supplier relationships.
2. Continual Improvement:
• Education in statistical process control.
• Waste avoidance (continuous focus on eliminating all
activities that do not add value).
3. People:
• Continuing education.
• Job security.
• Employee's personal commitment to the company
After the ZIPS, TQC, and EI programs were in place, management worked to improve the systematic sharing of
knowledge across divisions. From 1983 to 1985, the company held an annual one -week ZIPS conference to educate all
employees and let them share experiences. During the
week -long conference, the coveted Shingo Prize was presented to recognize progress. The award was Shingo's green
book encased in plastic with the latest winner's name inscribed on the base.
By the end of 1985, it was obvious that JIT was here to
stay. Although an intensive promotion of JIT was no longer
necessary, the company did continue its educational programs.

Because of the success of many ZIPS pilot projects, most
plants in the company began to revise their layouts from process-oriented to product - oriented and to emphasize the importance of vendor relationships. For example, the number
of steel suppliers was reduced from seven to one. These
plants installed massive education programs in TQC. By
1990, OCS achieved a constant level of production, closed
two manufacturing plants, and reduced the workforce by
50%.

MANAGEMENT BYEYE
he many changes in the production process meant
OCS had to change its information systems and traditional accounting practices. This involved the identification of which events to record, and the decision of when
and how to record them. The latter decision relates to
whether the transactions are retained as unique events or
as aggregations of events (pools). The decision to pool
events involves considerations regarding how broadly or
narrowly each pool category should be defined. OCS had to
resolve these concerns as it moved to adjust its cost system
to the new realities of JIT manufacturing.
All functions of an organization are interconnected.
Therefore, introduction of ZIPS was bound to have a significant impact on the accounting system at OCS. The JIT dedication to system simplicity and continuous improvement

TABLE 1 /REPORTED IMPROVEMENTS
AT OREGON GUTTING SYSTEMS
•
•
•
•
•
•
•
•

MANAGEMENT ACCOUNTING/MAY 1992

Lead times cut from 21 days to three days.
Inventories down 50 %.
Reduction of 30% to 40% in the amount of floor
space required for manufacturing.
Setup time for a punch press was reduced from
3 hours to 4.5 minutes.
An 80% reduction in defects with no increases in
quality costs.
A 50% reduction in scrap, sort, and rework.

■
•

A 40% reduction in floor space.
A 10% productivity increase during a 12 -month
period.

•
•
•

An 85% reduction in work -in- process.
A 58% reduction in product -flow distance.
A 32% reduction in floor space.

•
•
•

A 35% reduction in manufacturing costs.
A 90% improvement in shipping productivity.
Order turnaround time improved from 10 to 14
days with a 75% order fill rate to one to two days
with a 97% order fill rate.

•
•
•

A 94% reduction in product -flow distance.
A 75% to 90% reduction in lot size.
Throughput time on a major subassembly was
reduced from 30 days to three days.
An overall 50% reduction in combined purchased
parts and WIP inventory.

PRODUCTIVITYSOARS
y 1986, the ZIPS projects in the various plants had produced a number of favorable results including the
largest increases in productivity (Table 1). Specific examples of improvement at one Canadian plant included setup times reduced from 6.5 hours to one minute and 40 seconds, space requirements cut by 40%, lead times cut from
21 days to three days, and inventory reduced by 50 %.

Die change cut from 6.5 hours to 1 minute and 40
seconds.
Space requirement cut 40 %.

•
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capacity and as decision makers could not be sure
what capacity was going to
be once the benefits of JIT
were fully realized. There
was a need for ROI measurement over the entire product life cycle and an increased need for timely
feedback. The company
now demanded a cost management system that would
include
the
following:
■ Product line focus,
■ Identification of waste,
■ Simplified system,
■ Operational versus financial orientation, and
■ Operational and strategic
reporting.
To accomplish the product line focus, costs were
identified in cells or sub plants, which reduced or
eliminated the number and
need for allocations because
more costs were then directly attributable to the product. The traditional functional
costs,
such
as
maintenance, became focused product costs, and the
Jerry Watrlawick, left, and Mike Fritzler do preventive maintenance to avoid problems later
_
cost centers were identified
at the product level. The
caused a redefinition of cost centers. There also was a reproduct line focus resulted in less averaging so that cost alevaluation of depreciation methods, product line costing,
location to individual products was more appropriate.
and variance reporting. Managers needed reports that foWaste was identified primarily at the cell level. Waste
cused on strategic and operational measures (lead times,
costs were identified primarily at the subplant and plant level
quality, inventory, actual product cost, and customer satisand included costs associated with administering, planning,
faction) rather than strictly financial measures.
and supporting the production process. Attempts were made
Operational changes put long -term capital investment deto reduce or eliminate any waste that was identified.
cisions on hold as the elimination of waste began to free up
The simplified system had allocations reduced or eliminated,

FIGURE 1 /PRODUCTION AND INVENTORY TRANSACTIONS
Before JIT
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■

■

■

Cost Management Impact
Eliminate allocations
Simpler data collection
Cost center definition
changes
Condensed bills and
simplified routings
Depreciation life
JIT /CIM justification
Lower warranty costs
Closer relationship between
design and product
engineering
Less scrap waste
Simplified labor reporting
(not time clocks)
Team reporting
Direct /indirect labor
distinction blurred
Labor -based allocations
not practical
Timely cost/performance
reporting required to:
Facilitate team decision
making
Encourage appropriate
behavior
Fewer cell worker
classifications
Fewer nonvalue -added
departments (e.g.,
inspection, rework)
Less emphasis on tracking
rework/scrap/warranty costs
Cost of quality tied directly
to product
Less WIP inventory to track
Increased transaction
volume (potentially)
Financial accounting effects
of reduced inventory and
space
Cost of material handling
tied directly to product
■
■
■
■

Simple, Flexible
Equipment
Producible Product
Design

■

Multifunctional
Workers and
Decision making

■

■

•

•

■

•

JIT Concepts
Focused
Manufacturing
Around Products
(Cells /Subplants)

■

1. Cost management would be used to support information
needs though an emphasis on timeliness, accuracy, and
understandability.
2. Cost management should be able to support strategic decision making without additional data gathering.

TABLE 2/THE NEW COST
MANAGEMENT SYSTEM

•

fewer reporting points, less transactional reporting, less variance reporting, and fewer and larger cost centers. For example,
the production and inventory transactions recorded and reported before JIT included eight transactions, but after J1T this number was reduced to four. Figure 1 lists these transactions.
An operations- directed accounting system was designed
to provide management with such direct nonfinancial performance indicators as lead times, production to schedule,
quality, inventory, and customer satisfaction. No financial
data were allowed. As a result, the reports went to the right
manager on a more timely basis than previously was possible. Because charts and graphs were used rather than the
traditional detailed reports, staff members started to refer to
the new system as "management by eye."
In the area of operational and strategic reporting, there
were two objectives for cost management:

■

■

How these objectives affected the company's cost management system is detailed in Table 2.

"The detailed cost system really worked," said the plant
manager. "When there was so much as a burp on the production floor we knew it! We were on top of everything."
By the end of 1984, the cost system reflected the new JIT
production system. Transaction processing was reduced
drastically. Only 15 production centers generated transfers.
Periodic cost allocations also were reduced substantially because there were only 10 manufacturing service cost centers
rather than 25. Separate indirect labor reporting was eliminated because it was included with direct labor. In another
change, actual costs rather than variances from standard

The number of steel suppliers
wasreduced from seven to one.
MANAGEMENT ACCOUNTING /MAY 1992

■
■

■
■
■
■

Small Lot Sizes
(Production and
Transfer)

■

1. Weekly detailed performance reports;
2. Monthly performance summaries;
3. Monthly meetings where cost personnel gave line supervisors a formal financial review; and
4. After each financial review, the supervisors met to project
the next month's variances for each of their cost centers.

First -Time Duality
at the Source

■

•
•

hen JIT was adopted, OCS had a complex process cost system using standards with an emphasis on
variance analysis. There were 46 manufacturing
centers, 20 manufacturing service (MS) cost pools, and five
internal service (IS) cost pools. Also, each cost center had
several indirect labor cost pools (clean-up, coffee breaks,
materials handling). Transactions for inventory and for labor
(at standard) were generated whenever product moved between any of the 46 cost centers, and cost pool allocations
were made whenever a critical event occurred.
Before JIT, management evaluations occurred in a formal
four -step sequence:

—

—

FINE-TUNING THE SYSTEM

were used for the supervisors' monthly reports.
Eventually three more cost pools were eliminated when
all three IS departments were dropped and their costs were
included in the 15 cost centers. With all of the simplifications
to product costing, month- to-month adjustments to the
work -in- process (WIP) account for production labor and
manufacturing service became estimates of the swings in
output and mix of WIP residual inventory.
In addition to these major changes, a number of other
modifications were made. For example, management recognized that the manufacturing cost centers had no control
over certain costs. For this reason, the applications of factory
salaries, fringe benefits, floor space, and property taxes were
now charged to the MS cost pool.
In 1986, OCS realized that some of its cost system changes
were a little drastic. At that time, OCS made some fine-tuning
31

adjustments to its cost system. These
included: reinstating the three IS cost
centers; charging supervisor salaries,
fringe costs, and property taxes directly to cost centers again; and reinstating
the supervisors' monthly departmental
performance reviews (after a three year hiatus). Another change was requiring explanations whenever a supervisor's actual versus budget
comparison was negative. This involved, for example, labor rate, labor
efficiency, fixed spending, and volume
variances.
The changes made during the 1984
to 1986 period were too aggressive in
eliminating indirect cost categories,
and supervisors needed more detailed
breakdowns in order to correct performance deficiencies. The company
then made further adjustments to the
cost system. For example, it was found
that the performance number derived
Fran Erikson gathers OCS production data via statistical process control.
by dividing a period's finished goods
actual cost by total goods completed
was misleading. This was corrected by
excluding fluctuations in WIP, thereby eliminating distorcost drivers within the service areas as well as within the
tions when the current month's expenditures did not yield
manufacturing areas. As part of the continuous improvefinished goods.
ment philosophy OCS adopted with JIT, the company is now
The fine - tuning of the performance control cost system
studying ABC to see if it has the potential of providing seremphasized using actual costs. After ZIPS adoption, stanvice departments with many of the benefits that TQC and
dard costs were used only for inventory valuation and inZIPS have already provided to the manufacturing area. For
come determination. Actual costs were used for perforexample, ABC may lead to the elimination of waste in service
mance evaluation by everyone down to the level of cost
departments by identifying the cost drivers in those areas.
center supervisor. The variances that appeared in a perforDuring the decade of the 1980s, OCS met the challenge
mance control document compared annual budgeted unit
of worldwide competition by adopting a JIT management
costs to actual unit costs. If the variances were due to changphilosophy. This involved an emphasis on quality, waste reing circumstances, then the budget was revised to restore
duction, employee involvement, and above all customer satrelevance. Each of the three product -line managers' quarterisfaction. The key factors in implementing JIT were top manly performance evaluation reports was sufficiently consistent
agement commitment and employee education. The result
with the regular reports so that there were no surprises.
was a dramatic improvement in overall productivity.
Although the company's cost system works effectively,
Although this case study covers a large span of years, it
there are further changes being considered.
demonstrates the dynamics of the JIT philosophy. OCS did
not stop with arranging the plant in dedicated he format
and using statistical control to try to reduce cost variability.
THEFUTURE:ACTIVITY-BASEDCOSTING?
In 1991, OCS performed an ABC pilot project, and now the
n 1990, a new multidisciplinary pilot team was formed to
company is considering the relevance of life -cycle accountdetermine the desirability of activity-based costing
ing in OCS.
(ABC). This new team's charge was to identify the cost
If OCS is to maintain the competitive advantage of a JIT
drivers in general and administrative (G&A), marketing, and
philosophy into the future, it will have to evaluate its operaresearch, development & engineering (RD &E). OCS was
tions throughout the company continually. In that context
aware that not all costs were being identified with related deit is just as important that service areas as well as manufaccisions. The ABC pilot team has a full -time member from acturing be improved.
■
counting, manufacturing, and MIS as well as part-time members from marketing and support
OCS believes that world -class competitors must integrate
Jack Bailes, Ph.D., is a professor ofaccounting at Oregon State
all aspects of meeting customer needs such as marketing,
University. Dr. Bailes is a member ofthe IMA Committee on
design, manufacturing, and servicing. Furthermore, the obResearch and is a member ofthe Salem Area Chapter, through
jective of its cost control system should be to identify those
which this article was submitted.
factors generating costs that are related to each decision in
Ilene K Kleinsorge, Ph.D., is an assistant professor ofacthe competition to satisfy customers' needs. The relevant
counting at Oregon State University and is a member ofthe
cost dimensions are more than the historical classification
Salem Area Chapter. She may be reached at (503) 737 -4033.
of fixed and variable costs generated on the factory floor.
They include the full range of costs associated with design,
Is this article of interest to you? If so, circle
Yes
No
engineering, marketing, and customer service. OCS recogappropriate number on Reader Service Card.
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nizes that the informed decision maker needs to know the
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MATERIALSVARIANCE
ANALYSISANDJITO
0

A New Approach
Direction ofinventory movement must be highlighted.
BY HORACE W. HARRELL
raditional variance analysis is
no longer sufficient if just -in-

time UM inventory control
techniques are to be implemented and their objectives adequately monitored. Managers of marketing,
purchasing, production, and inventory
control areas certainly should continue to develop techniques to evaluate
their individual responsibility centers,
but traditional variance analysis procedures must be improved so production
performance can be improved. Both
the production manager in an individual responsibility center and executive
managers who coordinate purchasing,
production, and sales need these improved procedures.
We have tried to bridge the gap between conventional variance analysis
and JIT informational needs by designing an analysis that incorporates both
forms of information into a single format that is consistent with traditional
analysis.
We assume that both managerial
levels already would be familiar with
the format of the traditional analysis.
CONVENTIONAL VARIANCE
ANALYSIS

Excess Inventory such as that handled by this forklift operator creates Inventory holding
costs. This situation can be changed with slight modification.
MANAGEMENT ACCOUNTING /MAY 1992

onventional variance analysis,
as espoused by most cost accounting textbook authors, isolates only two areas of variance for
management's investigation —a price
variance and a quantity variance. Under the approach normally considered
"best," the price variance computation
is based on the actual quantity of material purchased, and the quantity variance computation is based on the dif33

ference between actual and "standard"
usage of material. This approach uses
what is commonly referred to as a
"split column" approach, as shown in
Table 1. In addition, the standard usage of material focuses on the actual
production of the period.
Thus, the traditional materials variance analysis evaluates only the efficiency of the production process. It ignores volume of inventory maintained,
purchasing procedures, and consumer
demand or assumes that they are inconsequential. In contrast, one of the
central elements of JIT inventory procedures is the minimization of inventory holding costs. Inventory is minimized by prompt response to
consumer demand and consistent evaluation of purchasing procedures.
In theory, consumer demand
should "pull" products through the
production process, and the resulting
production requirements should initiate material acquisitions as needed.
How then can we modify a typically
production- focused variance analysis
to comply with the needs of managers
to focus attention on inventory variations?

The traditional
materials variance
analysis evaluates
only theefficiencyof
the production
process.
proach to add a third variance at the
point where the split normally would
be inserted (see Table 2). Although
the resulting raw material inventory
variance does not measure the current
status of inventory holdings in relation
either to the theoretical zero inventory
of JIT or to what managernent might
consider an "acceptable minimum" inventory, the variance does highlight
the direction of inventory movement,
doing so without the need for an additional current materials inventory
count or comparison of purchase documents and requisition forms.
Purchases of quantities in excess of
usage would yield an unfavorable raw
material inventory variance, while usage in excess of purchases would yield
a favorable variance. These variances
are consistent with the concept of
JIT—that inventory should not be held

AN IMPROVEMENT
he traditional variance analysis
can be improved very simply by
changing the "split column" ap-

(2a)
Actual
Quantity
Purchased
X
Standard
Price

;

(1)

Actual
Quantity
Purchased
X
Actual
Price

;

TABLE 1/THE TRADITIONAL APPROACH

;

(2b)
Actual
Quantity
Used
X
Standard
Price

Price
Variance
(1) -(2a)

(3)

Standard
Quantity
Allowed
X
Standard
Price
Quantity
Variance
(2b)-(3)

TABLE 2 /AN IMPROVED APPROACH
(1)
Actual Quantity
Purchased

(2)
Actual Quantity
Purchased

(3)
Actual Quantity
Used

X

X

X

Allowed
X

Standard Price

Standard Price

Actual Price

Standard Price
Price
Variance
(1) (2)
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(4)
Standard Quantity

Raw Materials
Inventory Variance

Quantity
Variance

(2 )-(3 )

(3 )-(4 )

by the manufacturer but that materials
should arrive immediately before they
are needed for production. An increase
in inventory would cause an unfavorable variance, a movement away from
the minimum inventory levels of JIT.
In contrast, a favorable variance would
result when inventory decreased, a
movement in the direction of minimum inventory holdings.

AN EXTENSION
hile this simple modification
of the traditional approach to
materials variance analysis
can highlight the direction of inventory movements in the storeroom, a
more critical tie-up of capital occurs in
the finished goods inventory. Not only
material costs but also labor and overhead costs are tied up when excessive
inventories of finished goods are maintained. No traditional variance analysis
even attempts to evaluate a variance in
this area. The contention, explicit or
implicit, is that variance analysis
should measure the performance in
the production area. Failure to move
finished goods inventory is a shortcoming on the part of the selling function of the organization, and, if a variance is to be measured at all, it should
be measured via a marketing variance.
In contrast, the JIT environment envisions sales and production as sequential and interdependent phases of
a single operation. Effective production operations should not produce
amounts of finished products that cannot be moved rapidly through regular
marketing channels. Thus, a complete
variance analysis of the production
process should not be restricted to an
evaluation of efficiency in converting
input elements into finished products.
Instead, variance analysis also should
evaluate the efficiency of the production function in supplying the marketing department with the appropriate
amount of finished goods.
Adding one column to the "improved" version of the traditional materials variance analysis can accomplish this goal by highlighting
fluctuations in the levels of finished
goods inventory just as the previous
version highlighted fluctuations in the
raw materials inventory. The proposed
variance analysis is demonstrated in
Table 3.
The first four columns are identical
to those of the conventional variance
analysis, although the "improved" version discussed earlier added a variance for raw materials inventory that
MANAGEMENT ACCOUNTING /MAY 1992

A manager needs to know tf orders placed exceed orders filled.

traditionally is not calculated. The new
addition is the fifth column, the number of sales orders filled. Multiplying
the standard usage by the sales orders
filled will measure the amount of material needed to produce the volume of
product sold. The production of more
units than were sold results in an unfavorable variance, and the production
of fewer units than were sold results in
a favorable variance. The unfavorable
variance would indicate an increasing
finished goods inventory, contrary to
the goal of JIT to reduce inventory
holding costs. A favorable variance,

however, indicates the liquidation of
finished goods inventory, leading to
reduced holding costs.
Two potential problems surface in
this attempt to measure the changes in
finished goods inventory. First, the
proposed variance analysis is for materials alone. The extent of variances in
finished goods cannot be known totally without including both labor and
overhead costs in addition to materials
costs. Nonetheless, this variance analysis does alert management to the existence of a problem area not evaluated
under conventional approaches to vari-

ance analysis. The variance thus may
serve as a red flag for management,
signaling a potential problem area for
investigation, even without an adequate measurement of a "true" cost of
the variance.
The second problem is like that discussed in relation to raw materials but
also depends on the extent to which a
company has adopted JIT concepts.
There is no measurement of, or comparison with, any level of desired finished goods inventory, whether that
level is the theoretical zero or some
other acceptable minimum. This lack
of measurement would not be significant if JIT were being implemented in
its theoretical form because all measured reductions in finished goods inventory would be desirable from a
managerial perspective.
The lack of measurement, however,
may be more significant with use of a
modified version of JIT, which requires the maintenance of a minimum
desired inventory balance. Even in this
case, the variance analysis still would
highlight the direction of inventory
movement, providing significant managerial information for a JIT system,
even without evaluation of the adequacy of balances in current finished
goods inventory. A manager who desired some specified finished goods inventory balance could obtain current
and prior inventory balances from the
financial accounting system to determine whether the desired minimum
inventory was being maintained. Thus
the second potential problem may be
mitigated with minimal modification to
the proposed variance analysis procedure.

AN EXECUTIVE EXTENSION
valuation in the production
realm expands with the approach to variance analysis just

TABLE WAN EXTENDED APPROACH
(1 )
Actual Quantity
Pu rch ased

(2)
Actual Quantity
Pu rchased

(3 )
Actual Quantity
Used

X
Actual Price

X
Stan dard Price

X
Standard Price

Price
Variance
(1) (2)
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Raw Materials
Inventory Variance
(2)-(3)

(4 )
Standard Quantity
Allowed
(Production)
X
Standard Price
Quantity
Variance
(3) -(4)

(5 )
Standard Quantity
Allowed
(Sales Orders Filled)
X
Standard Price

Finished Goods
Inventory Variance
(4)-(5)
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Thesedays,youneedtostayontopof figuresfromjust
abouteverywhereinyourcompany.And asifthatweren't
enough ofa challenge, youneed to figureout what it allmeans
strategicallyforyourorganization.
AppleMacintoshcomputerscanofferinvaluable
assistanceinbothdepartments.With everydepartment you
workwith.
Fromaccessingdatato assessingit,Macintoshcanhelp
yougetthejobdonemoreeffectively—inanycomputing
environment.
Youcaneasilyexchangeinformationbetweenyour
MS-DOSPCsandMacintoshcomputersonastandard3'/2"
floppy.Andthankstobuilt-innetworkingcapabilities,Apple's
Data AccessLanguage,andfiletransferandtranslation
software,Macintosh caneasilyaccess financialinformation
fromanydepartment inyourorganization—nomatterwhere
the informationresides.
WhetherthedatayouneedisonanMS-DOSPC,an
IBMmainframe,aVAX,oranotherhostsystem,you'llfindthat
it'sreadilyaccessiblefroma Macintosh computer.
Macintoshalsoworkswithmostnetworks,databases,
and hosts inone consistent and graphicalway, making it far
less painfulto integrate allyour company's
resources.

12-3 morereasonsto
considerMacintosh.
Macintosh has never been more in
touch with finance departments now that
Lotus' 1 -2-3, the world's most popular

This sales volume data, accessed from an IBM mainframe,
is analyzed and graphed using Lotus 1 -2 3 for Macintosh.

MS -DOS spreadsheet,' is available in a Macintosh version. 1-2-3
for Macintosh provides file, macro and keystroke compatibility with
other versions of the Lotus spreadsheet. And it offers all the features
that have made Lotus 1 -2 -3 so popular with financial analysts —
including the 1 -2 -3 "Classic" menu.

PlusyougetalltheclassicMacintoshadvantages—most
notablythe ease of combiningtext, numbers and graphics, which
canbe a big help whenyouneed to turnraw data into
impactfulpresentations and reports.
Whenyoustartusingtheversatile1-2-3forMacintosh
witha number ofotherhighlysophisticatedMacintoshbased tools — FYPlan for planning and budgeting, DataPivot
and MUSE for analysis and modeling, and 4th Dimension
and Oracle for database management— you'll find it easier
than ever to manipulate data so it all makes sense. Making
you more strategic in every department.
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Human resources data is accessed froman MS -DOS computer
and imported into 12 3 for Macintosh. Aldus Persuasion is used to
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TABLE 4/A VARIANCE ANALYSIS FOR EXECUTIVE MANAGEMENT
(1)
Actual
Quantity
Purchased

(2)
Actual
Quantity
Purchased

(3)
Actual
Quantity
Purchased

(4)
Actual
Quantity
Used

X
Actual
Price

X
Actual
Price

X
Standard
Price

X
Standard
Price

Raw Materials
Ordering
Variance
(l)-(2)

Price
Variance
(2)-(3)

presented. Production managers must
share responsibility for finished goods
inventory maintenance with the sales
function area. The finished goods inventory variance emphasizes this
shared responsibility. In a similar manner, the raw materials inventory variance emphasizes the need for material
inventory coordination between purchasing and production.
The form of variance analysis already proposed could lead to expanded cooperative effort among managerial responsibility centers. Moreover,
addition of two further elements will
create a variance analysis for executive
management that could highlight the
interdependence of the complete manufacturing cycle (Table 4).
This approach generates two additional variances. Evaluation of the first,
raw materials ordering variance, is essential to the concept of the JIT system. Failure to fill orders for materials
correctly and in a timely manner undermines the essence of the JIT system. The raw materials ordering variance therefore would be unfavorable if
any deviation appears in the analysis,
indicating the receipt of an amount different from that ordered. Although the
production manager would be unable
to control this variance, executive
management would be critically concerned. Variances in this area indicate
the violation of one of the basic requisites for JIT inventory systems —de pendable suppliers who ship timely
and accurate supplies of merchandise.
Any deviations must cause concern regarding the effectiveness of the supply
relationship.
The second variance, sales completion, likewise would be unfavorable if
any deviation appeared in the analysis.
If orders placed exceed orders filled,
sales revenue would be lost for the pe38

Raw Materials
Inventory
Variance
(3)-(4)

(5)
Standard
Quantity
Allowed
(Production)
X
Standard
Price
Quantity
Variance
(4)-(5)

(6)
(7)
Standard
Standard
Quantity
Quantity
Allowed
Allowed
(Sales Orders Filled) (Sales Orders Placed)
X
X
Standard
Standard
Price
Price
Finished Goods
Sales
Inventory
Completion
Variance
Variance
(5)-(6)
(6)-(7)

One of the chief
elements ofJIT
inventory procedures
is the minimization
of inventory
holding costs.
riod, if not permanently. Orders filled
exceeding orders placed would signify
the completion of back orders, again
indicating possible lost revenue from
any customers who were not willing to
wait for a back order. The existence of
FPG International

this variance would concern the production manager only if the theoretical
zero finished goods inventory were obtained and the production center thus
was shown not completing finished
products in a timely manner. Otherwise, this variance would result from
inefficient order filling. In either case,
its existence would concern executive
management because of the loss, or
potential loss, of sales revenue.
Variance analysis in the traditional
format measures only the efficiency of
the purchasing and production functions of a manufacturing operation.
There is little or no measurement of effectiveness of raw materials ordering,
effectiveness of selling finished products, or efficiency in completing sales
orders or limiting holding costs of finished goods inventory. Effective implementation of just -in -time inventory systems requires timely evaluation of data
in these areas not currently measured.
We have shown how, by snaking
minimal changes in the generally accepted variance analysis format, data
appropriate for a just -in -time inventory
system can be derived. Such a variance analysis procedure would help
companies using a JIT inventory system to evaluate materials variances
more effectively.
■
Horace W. Harrell is an assistant professor of accounting at Georgia Southern University. This article was submitted through the Savannah Chapter. He
can be reached at (912) 681 -5678 or
Landrum Box 8141, Statesboro, GA
30460.
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UNDERSTANDING
THENUMBERS
Sales jump 312% as employees learn rules ofthe game.'

BY OLEN L. GREER, STEVAN K.
OLSON, AND MARTY CALLISON
uring a meeting at a manufacturing plant, you overhear the
following remarks being
made by company employees:
• "Cash flow is projected to increase
by $20,000 this month."
• "Th e overhead variance for last
week was $6,000 unfavorable, but I
project it will be zero next week."
• "Our labor figures are right on tar get!„
• "Operating income for the month
was $88,000, which represents a
3.4% return on sales!"
• "If we wat ch our material usage
variance we could very well end the
month making a profit large

enough to qualify everyone for a bonus!"
Before you can identify who these
employees are, you wonder if they are
(A.) cost accountants, (B.) upper -level
managers, (C.) middle -level managers, or (D.) a first -line supervisor and
his line employees? If you chose (D.),
you are correct. These comments actually were made by the supervisor
and line employees at the Springfield
Remanufacturing Corporation (SRC),
an engine remanufacturer headquartered in Springfield, Mo.
Until 1983, SRC was a failing division of International Harvester. That
year, Jack Stack and a group of employees initiated a leveraged buyout of
the division. Mr. Stack became the
chief executive officer of SRC and be-

gan a participative approach to management that is based on the concept
of getting everyone involved in understanding accounting data or, as they
prefer to say, "understanding the numbers."
Mr. Stack and SRC have received
national acclaim. For example, Jack
was recognized as one of Fortunemagazine's "People to Watch" in June 1987.
That same year, the Small Business
Administration selected Mr. Stack as
its "Person of the Year." In June 1991,
he received a regional "Entrepreneur
of the Year" award for leadership for
western Missouri and Kansas. Recently, he was nominated for the "National
Entrepreneur of the Year" Award.

GAME OF BUSINESS
perating a profitable business is
like winning at a team sport,
says Mr. Stack. The employees
(players) must work together as a unit
(team), must perform (play) according
to a set of regulations (rules), and
must maintain financial records and
statements (keep score). But according to Mr. Stack, businesses are full of
employees who do not understand the
rules of the game, do not know how to
keep score, and do not have a stake in
the outcome of the game. As a result,
employees lack the motivation to give
their best effort to work toward making the team a winner (profitable).
Therefore, the way to achieve shortrun and long -run business goals is to
approach it just as you would winning
at a team sport:

0

"The Team Chalk Talk ": Line supervisors review figures with line workers.
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• All team players must know the
rules of the game.
• All team players must follow the ac39

TABLE 1 /MONTHLY INCOME STATEMENT

100.1
0.1

$ 4,865,000

100.0

3,841,000
$ 1,024,000

79.0
21.0

$
$
$
$
$

(0.1
(0,1
0.2
0.5

25,000

0.5

999,000
385,000

20.5
7.9

614,000

12.6

35,000

0.7

579,000
184,000

11.9
3.8

395,000

8.1

)

%

$ 4,868,000
3,000

(5,000)
(6,000)
8,000
28,000

$

Sales:
Gross Sales Orders
Sales Discounts /R &A
Net Sales Shipments
Standard Cost of Goods Sold
Gross Standard Income
Manufacturing Variances:
Material Purchase Price Variance
Material Usage Variance
Labor Variance
Overhead Variance
Total Manufacturing Variances
Adjusted Gross Income
Selling, General & Administrative
Operating Income
Other Nonoperating Expense, Particularly
Interest Expense
Pretax Income
Federal and State Taxes
Net Income After Taxes

Know what the goal (s) is (are),
Wholeheartedly accept the goal(s)
as being valid and important, and
Know how to reach the goal (s),

)

SPRINGFIELD REMANUFACTURING CORPORATION
NOVEMBER 199_
Dollars

SRC recognizes that job security is
impossible to guarantee. job security
is linked to profitability. For every employee to have job security, SRC must
continue to exist. Continued existence
is dependent on profitability. During
the training sessions the point is made
that every employee has a significant
degree of control or influence over his
or her own job security by doing those
things that contribute to profitability.
Succeeding in business requires
knowledgeable, trained players who
know the rules of the game. Every employee at SRC is a key player and,
therefore, must know the rules. This is
going to involve acquiring some new
skills — skills far different from the
skills required to do the basic job of rebuilding an engine. In short, every employee must value and welcome education, both in the classroom and on the
job as they perform their duties.

UNDERSTANDING THE NUMBERS
score.
All team players must have a stake
in the outcome.
Stating a philosophy is one thing,
but successfully implementing that
philosophy in a manufacturing plant is
quite another.

n the great game of business, employees who lack an understanding
of the "rules of the game" are unable to perform effectively for the business team and may even hinder opportunities for it to succeed. "Knowing the
rules" involves knowing and understanding the data contained in the financial statements. At SRC, every employee, regardless of job title or level
within the organization, is required to
receive formal training in two basic areas: values and attitudes, and financial
statement analysis.
Having the proper attitudes and a
consistent value system are considered necessary prerequisites to knowing and accepting the rules. Specific
areas of importance regarding values
and attitudes include the issues of mutual trust and respect, goal orientation,
job security, and education.
40

Mutual trust and respect among all
employees, regardless of job title or
position, is the very core of the management philosophy at SRC. Employees are entrusted with key responsibility and proprietary information. Their
opinions, concerns, goals, and ideas
are respected as they actively participate in the decision - making process.
In order to be a key player, each employee must give and receive respect.
Where mutual trust and respect do not
exist, mutual suspicion and hostility
reign. Mutual suspicion and hostility
can cause an organization to destroy itself from within. In contrast, the attitude desired at SRC is clearly: "The
company values your work and respects your intelligence."
We believe it's important to be goal oriented. We also consider profitability
to be a primary, but not the exclusive
or overriding, goal of SRC. Employees
have, in fact, chosen to sacrifice profitability to accommodate the more humane objective of job security. The
goal - orientation program at SRC requires each employee to be continually involved in selecting specific objectives. Additionally, they
must
understand how the performance of
their assigned task affects the accomplishment of that objective. In short,
everyone must:

he second segment of each employee's training involves learning to read, understand, and use
financial data. The starting point is the
three major business scorecards: the
income statement, balance sheet, and
statement of cash flows. SRC refers to
this training as "How to Succeed at
Business."
The teaching technique is straightforward and logical. For example, to
explain the income statement, the instructor shows that sales dollars are
listed first, followed by all the items
that "gobble up" the sales dollars. An
actual income statement is used as an
example, with the figures expressed
both as dollars and as a percent of net
sales (Table 1). Each line item is carefully explained and discussed. Care is
taken to point out the relative significance of the various expenses. The primary focus is on cost of goods sold
(COGS) because this item alone usually consumes over 80% of each sales
dollar at SRC. Because of its relative
size and importance, COGS is called
the "critical number."
The role each employee may have
in controlling or reducing this number
is explained carefully. The employees
are told that numbers tell stories. Behind every number is a story as to how
that particular number came into exisMANAGEMENT ACCOUNTING /MAY 1992

tored continually and provide frequent
feedback to employees. Four variances are reported: material purchase
price variance, material usage variance, direct labor variance, and factory
overhead variance. (See Figure 1.)
Each employee understands these
variances and, in fact, calculates these
variances for his or her own work before the accounting system can make
the information available to the cost accounting department.' Employees
learn that they can produce favorable
variances if they:

"Pre- Huddle Huddle" : Clockwise, CEO Jack Stack, Mike Carrigan, Dan Rorke, Dennis
Shepard, David LaHay, and Marty Callison.

tence. The players are encouraged to
know and appreciate the stories behind the numbers.
The accounting department uses a
standard costing system to assign
costs to products. Employees learn
SRC's standard cost system and how
they can play a key role in developing
standard costs. The initial standards
are developed by the engineering department, but prior to implementation
the employees who must attempt to
meet the standards must approve
them. Emphasis is placed on demonstrating the effect of variances from
standard costs on the "bottom line"
profitability.
The next step in the training process involves the planning process and
learning how to prepare the master
budget. True to form, SRC does not
prepare the budget in the traditional
manner.
'Me starting point in the plan ning/budgeting process is to ask the em
ployees what they want the company to
accomplish in the coming year, Each fall,
the managers meet with SRC's 600 employees in groups of 25 to 30. They compile a list of objectives ranked in order of
importance to the employees. These objectives may include such things as reducing debt, raising salaries, or adding
hot lunches to the cafeteria. Next, the
managers estimate the cost of each objective. Finally, the company plans a level
of future sales and costs to produce sufficient profit to accomplish as many of
the objectives as possible. Again, the importance of employee input is emphasized.
The instructors point out that there
are essentially two methods to ensure
MANAGEMENT ACCOUNTING /MAY 1992

a steady flow of sales revenue: occupy
a market niche or be a low -cost producer. The first option is not available to
SRC; therefore, the focus must be on
cost control. Cost control can be affected by each employee within SRC. Variances from standard costs are moni-

• Complete work faster than the standard labor rate;
• Produce more product at the standard rate;
• Avoid scrapping too much raw material; and
• Use overhead items frugally.
In addition to the data presented on
the financial statements, each employee learns how to calculate and interpret a number of financial ratios, including the current ratio and the
debt -to- equity ratio. These ratios,
along with "critical numbers" from the

FIGURE 1 /MONTHLY INCOME STATEMENT
SPRINGFIELD REMANUFACTURING CORPORATION
Departments
Accounts
Responsible
Sales
Materials
Cost of Goods Sold—Std Accounting
Gross Margin —Std. Cost Accounting
Manufacturing Variances:
Material Price
Materials
Material Usage
Materials
Labor Performance
Production
Overhead Spending
Accounting
Overhead Absorption
Production
Total Overhead var.
Total Manufacturing Var.
Gross Margin — Actual Cost

Enter Amou nts as

I

Expenses:
Engineering
Engineering
Sales and Marketing
Sales
General and Admin.
Accounting
Warranty Claims Paid
Quality
Total Operating Exp.
Operating Income /(Loss)
Interest Expense /Income Accounting
Income /(Loss) - Contin. Ope r.
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nce they learn the rules of the
game and how to read the
"scorecards," the next step is for
the employees to become totally involved in SRC's "The Great Game of
Business." Employees must not only
perform their assigned tasks in the factory, but they must continually monitor the variances over which they have
control. In short, every employee is expected to follow the action and keep
score.
SRC has developed a system to allow the team to follow the action. It is
called 'Me Great Huddle System."
This system involves a series of meetings, referred to as "huddles," held on
Wednesday of each week. These "huddles" ultimately involve every employee in the communication of relevant
and timely accounting data. This system consists of five basic parts:

0

• Pre- huddle huddles.
• The great huddle.
• Supervisor's chalk talk.
• Team chalk talk.
• Call new plays.
Pre - Huddle Huddles.Early Wednes-

SPRINGFIELD REMANUFACTURING CORPORATION—
MONTH OF
DEPT. /RESPONSIBILITY
Materials
Sales Shipments
Cost of Goods Sold
Materials
Materials Purchased at Std.
Materials
Purchase Price Variance
Accounting
Freight Payments
Accounting
Direct Labor Charges
Accounting
Mfg. Overhead Spending
Gross Cash Inflow (Outflow)
Expenses
Engineering
Engineering
Sales
Sales
Accounting
General Admin.
Quality
Warranty Payments (Net)
Total Expenses
Accounting
Add Back: Depreciation
Net Cash Flow from Operations
Other
Capital Additions Received
Engineering
Accounting
Quarter Bonus Payments
Accounting
Interest Payments
Accounting
Other Income /Expenses
Accounting
Income Tax Payments
Net Projected Cash (—)
withGAAR
Note:This statement does not representacashFlow statementinaccordance
Ithas beenmodified toprojectwhat thecash impact would be as presentedif thebusinesswere
operatedonaC.O.D. basis.
+

FOLLOWTHEACTION
ANDKEEPSCORE

TABLE 2 /PROJECTED CASH FLOW STATEMENT—
MODIFIED CASH BASIS

&

financial statements, such as COGS
and CASH, are numbers that measure
the financial health of SRC and are critical to its survival. Accordingly, they
are often integrated into a bonus plan
for a specific period of time. We'll explain this feature of SRC's system in
more detail.

day morning, the plant managers and
employees of each functional area
(such as sales, materials, shipping,
and accounting) conduct meetings

within each of their respective areas in
order to rehearse the forecasts they
will make at the Great Huddle.
The Great Huddle.The core activity

"TheGreatHuddle ": Weekly staff meeting where numbersarecenter stage.
42
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of the system, The Great Huddle, includes President Jack Stack, vice presidents from materials, purchasing,
manufacturing and engineering, finance, strategy and planning, and human resources. Also present at the
meeting are managers from warehousing, production control, purchasing,
inventory analysis, traffic, service engineering, quality control, production,
plant maintenance, manufacturing engineering, cost accounting, data processing, sales administration, and
sales. The corporate treasurer is also
casted for the income statement will afpresent.
The primary objective of this meetfect the corporation's cash flow. Finaling is to produce an estimate of what
ly, the president summarizes the inforSRC's income statement will look like
mation shared in the meeting and
at the end of the current month. Each
expresses his view of the significance
of the forecasts for SRC's future. The
person is issued a blank income stateGreat Huddle is completed in one -andment and a blank projected cash flow
statement (see Table 2). President
a -half to two hours.
Stack sits near the center of the room,
The Supervisor's Chalk Talk.Shortly
after lunch, the plant production manwith the remaining players "huddled"
around him. His secretary, using an
ager meets with the plant supervisors
overhead projector, displays the blank
to pass on the results of the Great Huddle. The routine is similar to that folincome statement on the screen and
prepares to record the numbers as they are called out.
After Mr. Stack opens
the meeting with some general remarks and announcements, the manager of the
sales
department
announces the sales forecasts
on the transparency and everyone responds by recording the numbers on their respective statements. Next,
each person reports the
numbers for which they are
responsible. For example,
the plant managers from the
several plants report the
projected variances for their
plants (material usage, labor, and overhead). These
numbers are produced by
maintaining daily, sometimes hourly, custom -designed records of manufacturing costs. As each
number is reported and recorded by all present, Mr.
Stack makes comments and
asks questions.
When the reporting is
finished, the income statement is complete. Everyone
is then called on to give a
brief update on recent
events of significance in his
or her area of responsibility.
These updates are followed
by the CFO's explanation of
how the changes just foreHourly worker reviews the weekly variances.
MNAGEMENT ACCOUNTING /MAY 1992

Employees must
learn how accounting data measure
profitability and how
they can affectthe
bottomline.

lowed in the Great Huddle. Each player fills in the numbers on a blank income statement and projected cash
flow statement as the numbers are reported by the production manager.
The production manager also uses this
meeting as an opportunity to praise the
performance of the supervisors and
their workers for their contributions to
the overall success of the firm. The
mood is positive, and it is mutually supportive.
The Team Chalk Talk. Following
the supervisor's Chalk Talk, the supervisors gather their teams of workers to
relay the information they have just received. At this point, the past efforts to
teach the workers the rules of the
game become apparent. The supervisor reports the income statement numbers to his team of workers, highlighting and discussing aspects of the
income statement that are important to
the workers. The workers participate,
demonstrating an impressive level of
knowledge and interest in the accounting numbers.
Call New Plays. By focusing on the accounting numbers in the huddles, management is able to identify
problem areas, such as unfavorable cost variances. The
team members discuss and
plan adjustments (call new
plays) to solve these problems. This is the heart of the
great game of business as
knowledge and creativity
come together.
As in team sports, the
business team that makes
timely and effective adjustments to its original game
plan is most often the team
that wins. The ability to
make effective adjustments
requires
knowledgeable
plays and timely, relevant information to use in making
the adjustments. The education program and the great
huddle system create an enthusiasm among the players. It's clear they are not
satisfied with the status quo.
It encourages the players to
search for improvements,
even as the game is under
way. Benjamin Franklin's
words succinctly describe
the foundation of this process at SRC: "You tell me
and I forget. You teach me
and I remember. You involve ml- and I learn."
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HAVEASTAKEINTHE
OUTCOME
nothing the rules, following the action, and
keeping score are irrelevant if the employees
have no real stake in the outcome. SRC's bonus program offers short-term rewards. Second, an employee
stock ownership program
(ESOP) builds long -term financial security.
Under SRC's philosophy,
the bonus program should be
part of the corporation's management strategy throughout
the year just as scoring for a
sports team is a rewarding experience throughout the
game. Accordingly, the bonus
program is tied to specific
goals. These goals are focused on correcting weaknesses in the corporation's financial performance and
Springfield Remenutectudng finished product.
condition. They are also goals
everyone in the corporation
can affect. Finally, the bonus goals motiship trust that includes four employees
vate the team to work cooperatively and
and three members elected by SRC's
supportively toward the same goal.
board of directors.
In contrast, bonus goals that reward
The employees' accounting educaindividuals or a select group of players
tion emphasizes the direct relationship
and not the whole team may have a debetween SRC's profitability in the
motivating impact on many players. In
short run and the value of SRC's stock
fact, SRC has had experience with the
in the long run. As profitability imdivisiveness of a selective reward boproves, the value of the stock improves
nus plan. A bonus plan that provides
correspondingly. For example, shares
company -wide rewards is essential to
owned by a skilled employee in 1984
were worth $63, and by January 1990,
the creation of goal-congruent behavior among employees and between the
those shares were valued at $26,250.
employees and the organization.
Clearly, SRC employees understand
SRC's bonus program typically inand have seen the evidence of the revolves the selection of two goals. One
lationship of profitability and share valgoal is related to the income statement
ues.
and the other goal to the balance
sheet. A common income statement
THEBOTTOMLINE
goal involves the establishment of a
desired level of operating income, perhe results have been nothing
haps stated as a percentage of sales.
short of phenomenal. The compaAn example of a balance sheet goal is
ny has grown from 119 employthe reduction of the debt- to-equity raees to over 600 employees. In seven
tio. If goals are met, hourly wage earnyears, sales increased from $16 million
ers can receive a bonus that is as much
in 1983 to $66 million in 1990. They
should top $70 million this year. Net
as 13% of their gross annual salary.
While the bonus program provides
earnings for 1990 exceeded $2 million.
short-term rewards to employees, an
These are phenomenal results, conESOP is designed to provide an intersidering the recessionary condition of
est (stake) in the long -term well -being
the economy and industry in which
(success) of the organization. SRC's
SRC is operating. SRC has never had
ESOP follows the guidelines defined
a major layoff and now boasts the folby the Internal Revenue Service, prolowing customers: Sears; Chrysler
viding fully vested nonvoting shares
Corporation; Deutz Allis Corporation;
within seven years. The ESOP is suDresser Construction and Mining
pervised by an employee stock ownerEquipment; General Motors Corpora44
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tion; Iveco Trucks of North
America,
Incorporated;
Thermo King; J. I. Case; Navistar International Corporation: and Mercedes Benz.

THEREWARDS
he working environment at SRC is exciting
and encouraging. Employees have the same inspiration and camaraderie as
players in any team sport.
Employees are expected
to learn how accounting numbers measure profitability and
how their actions can affect
profitability. Their rewards for
doing well are a bonus program and an ESOP. 'Tile
unique management accounting information system facilitates the collection, summarization (forecasted income
statements and cash flow
statements), and distribution
of timely, relevant accounting
information to every employee for evaluation and decision making.
Kanabel Oliver once stated, "When
accountants are perceived as adding value to the process, they become integral
members of any decision making team. 2
At SRC it is clear that accounting adds
value to the process, but Oliver surely
did not anticipate that the "integral member of the decision making team" would
be each accounting- trained employee. ■
Olen L. Greer, DBA, is an associate professor ofaccounting at Southwest Missouri State University in Springfield,
Mo.
Stevan K Olson, Ph.D., CPA, is an
associate professor of accounting at
Southwest Missouri State University.
Marty Callison is the vice president of
finance and chief financial officer of
Springfield Remanufacturing Corp.
All are members ofthe Greater
Ozarks Chapter, through which this article was submitted.
'It is important to note that variances from standard
costs are not used to reward or punish employees
but rather as performance benchmarks. Pay bonuses and incentive are "group" in nature and are linked
with the accomplishment of a group-established objective.
'lianabel Oliver, "Accountants as Business Partners," MANAGEMENT ACCOUNTINGO, June 1991,
pp. 4042.
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Safety in Numbers
Focus on safety programs forcost saving opportunities.
BYDIANE SEALS ANDJACK HALE
here was a time when a company got a worker's compensation insurance quote from
its insurance agent and
thought no more about safety. Accidents and deaths were expected to occur as a part of doing business in many
industries.
With today's rising costs and lower
profit margins companies are trying to
reduce costs in any and all areas. In
some industries it is not unusual to
find companies, depending on their experience modification rates, paying
10% to 20% of direct labor cost for work-

ers' compensation. This figure is often
more than the profit margins earned.
With a profit margin of 10%, an accident costing $5,000 translates into a
need to generate $50,000 in new sales
just to cover the cost of the accident.
Because of this fact many firms are
shopping for lower insurance rates
and learning how to reduce their accident experience rates. Recent cost cutting and burden reduction programs to
meet foreign competition, however,
could result in cuts in safety programs.
It doesn't take much analysis to
conclude that a sound safety program
can more than pay for itself. Accidents
have high direct and indirect costs.

Management can control these costs
with an effective safety program and
earn a good return on the investment
in the program, and management accountants can play an important role in
such programs. Because most direct
costs such as medical charges and disability payments are covered under
workers' compensation insurance,
many firms overlook potential savings
in these areas. Although the insurance
company makes these payments,
these costs and the insurance company's administrative cost are covered by
insurance premiums.
By reducing accident cost, a firm
can decrease its workers' compensaHector Gabino. Invisionz Enterprises, Inc.

A sound safety program can more than pay for itself.
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Inc.

tion insurance premium, which
contains two components. The
first, the "manual rate," is set
by the state legislatures or
workers' compensation board
and is based on the average of
medical cost and benefits paid
out in previous years for each
type of work. The second, the
"experience modification rating" (EMR), is based on each
employer's accident costs compared to average costs. The
purpose of the EMR is to
charge a premium to employers with higher accident rates
and costs and give a discount to
those with lower rates and
costs. The time period used in
EMR calculations for a given
year is the three years prior to
the immediate past year, so it
can take several years for an
improved safety performance
to have any real effect on the
bottom line with standard accounting procedures.

rector needs to review the safety program periodically to determine that established procedures are being followed. If the
company does not have a safety
director to monitor the reserves its insurance carrier uses, the management accountant could perform this task
also. If these reserves are overstated the EMR rate will be too
high, resulting in excess insurance charges. The rate classifications also could be audited to
make sure the company is being charged correctly.
Using cost matching principles, most companies allocate
workers' compensation costs
to jobs or departments based
on the number of labor -hours
worked. This practice may be
acceptable cost allocation but
says nothing about the relative
safety records of the jobs or departments. In firms giving bonuses or other rewards based
on job or departmental contribution margins, this insurance
cost allocation practice may reward foremen with higher accident rates and penalize those
with lower ones.
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THE MANAGEMENT
ACCOUNTANT'S ROLE
Some companies budoet for accident cost.

he most effective safety I
programs involve all
employees, although top management must play the primary support role. Most medium -sized to large
firms will have a safety director or
someone in personnel appointed to assist in this function. If this is the case,
the management accountant can work
with this department. Often because
personnel in smaller firms have to
wear many different hats, the management accountant can be more directly
involved or even act as the safety director. In either case, the management accountant who learns more about what
is available to the company and who
takes an active role in carrying out
safety procedures and learning how
workers' compensation works can
make a major contribution to his company.
Management accountants can play
an important role in making recommendations on safety costs. They can
track both direct and indirect costs to
locate problem areas and use this information as a basis for helping management design safety incentive programs and review their success. They
also can do sensitivity analysis to show
where the organization could benefit
from starting or upgrading a safety
program. Sensitivity analysis also can
be done to determine where the firm
46

might benefit from installing or improving a safety program. Budget time
is a good point to "play" with alternatives to see the impact of newly installed or modified safety programs.
Some companies even budget for accident cost. Others assume a zero-based
budget for accidents so that any accident has to be accounted for as a budget variance.
The cost of safety programs can be
handled as a separate line item in overhead cost statements. Safety costs can
be treated as a general overhead item
and not charged to individual jobs,
which would reduce the temptation for
foremen to reduce safety costs in order to reduce job costs and in the process endanger their crews. Whichever
procedures a firm decides to use, the
management accountant or safety di-

By reducing accident
cost, a firm can
decrease its workers'
compensation
insurance premium.

HOW CAN YOU HOLD

FOREMEN ACCOUNTABE

FOR SAFETY IN
THE WORKPLACE?
olding foremen accountable for
safety is an extremely important consideration in any safety
improvement system. It is generally
accepted that managers spend more
effort in areas that have clearly defined
and measurable goals and that provide
rewards for success. If a firm cannot
tell which foremen are doing excellent
safety jobs, it is sending a message to
all foremen that safety performance is
not really important
When establishing performance
goals, management needs to make
safety equal to production, quality,
cost, and morale. Cost control and production generally are the primary concerns of management and are usually
the bases used for bonuses. Because
of the importance of safety performance, data should be collected on the
accidents occurring under each foreman's supervision along with the labor -hours supervised by each foreman. The potential for accidents
occurring in a foreman's crew bears a
direct relationship to the number of la-

H
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bor -hours worked. Because of this relationship, accident incidence, that is
the number of accidents divided by labor-hours worked during the reporting period, is a much better measure
for comparing foremen than accidents
by themselves.
Most experts agree that for a safety
program to be most effective, the entire company should be involved —not
just the foremen. To achieve such involvement companies must establish
methods to make accident cost continually visible to all managers. A monetary reward based on incidence rate
has proven to be effective. Although
the foremen probably should receive
the largest rewards, other levels of supervision should receive some reward
as an incentive for following through
on the safety program.
One method is to set aside a monetary reward for each foreman and let
him or her know that is how much he
or she will get for an accident-free
year. If any of the foreman's employees have an accident, he or she would
have to give up a certain amount of his
bonus depending on the severity of the
accident. The management accountant
can assist in designing and implementing this program. Standard methods
and frequency of reporting could be
established by the management accountant, which would make accident
records more valuable tools for measuring progress and analyzing the
causes of injury- producing accidents.

ACCIDENT COST
ACCOUNTING
ne of the most effective accountability methods for superintendents and project managers is the Accident Cost Accounting
System developed at Stanford University. The Department of Civil Engineering at Stanford University completed a study for 1be Construction
Institute titled Accident Cost Accounting as a Means of Improving Construction Safety by Michal R. Robinson. It
recommends a management system
that increases supervisory accountability for safety performance by immediately measuring and highlighting
accident costs. This study recommends that the management accountant provide information that is more
relevant to management giving a better idea of job safety in a timely manner. Because management accounting
is optional, the study recommends that
the value of the management accounting information exceed the cost of col-

lecting it and that the reporting system
should be as simple as possible.
The study recommends that jobs be
charged with the cost of accidents as
they happen. The researchers designed a schedule based on the part of
the body injured, how long the employee is off work, whether the accident is considered a lost -time accident,
and whether the employee will be able
to return to a regular job or one with
light duty. An estimate of the accident's projected cost can be obtained
using this schedule. Usually the information needed can be obtained from
the insurance company although often
it is not timely. This information can be
calculated at least by the day following
an accident and then easily be used in
a safety report and later adjusted for
revised data
The cost report also should include
indirect as well as direct costs. The indirect costs are very hard to measure
and can cost four to seven times as
much as the direct costs of an accident. A guideline or standard can be
set as to how much should be charged
for indirect cost depending on the
range of the cost of the accident Otherwise much time can be spent on
gathering this information. These
costs include those that are easily measured such as the overtime work necessitated by the accident and costs
that are difficult to measure such as
the effects of a reduction in employee
morale.
Once the cost per accident is established it can be divided by hours
Hector Gabino,
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Companies that are self- insured tend to be
very safety conscious. Signs like the one
above cost very little but can save huge
potential accident costs.

worked to obtain a unit measure that
will make it easier to make comparisons among foremen, superintendents, and project managers on their
relative accident costs.
By showing managers the job or department where the accidents are happening along with the severity and frequency of accidents, the managers or
safety director will be able to allocate
time accordingly. This analysis can be
very useful because the frequency of
accidents is probably more important
than the severity of any single accident.
Three alternative approaches to reporting accident costs are suggested
in the Stanford study:
1. Include the total accident cost in job
reports. The major advantage of
this treatment is that it makes accident costs very visible to management. Many of the current accounting packages are fully integrated,
so this option might not be desirable unless estimated accident cost
can be removed prior to final financial statement preparation.
2. Report the accident cost on a project accident report summary. The
major drawback to having a project
accident report summary is that top
management may not spend as
much time with it as they do with financial reports. A more attractive
alternative is to integrate the two reports into one.
3. Make a report from the employee's
point of view, emphasizing the cost
the injured workers would bear.
The information in this report possibly could be used in litigations
against the employer.

PREVENTION
he best way to account for accidents is to not have any. This is
where prevention comes into
the picture. Even if a company is so
small that it does not have a safety director, management can learn how to
prevent accidents. The U.S. Department of Labor — Occupational Safety
and Health Administration (OSHA)
has a consultation program which includes a free on -site inspection. This is
available at the employer's request.
During this inspection the consultant
will offer help and suggestions for designing a safety program depending
on your needs. At the end of this inspection the consultant will offer a
written report of his findings and suggestions. This on -site consultant is not
47

allowed to issue citations although he
can make the company aware of any
and make suggestions as to how they
can be corrected. Most states have
similar programs.
Another source of information
would be through the company workers' co mp ensation in su ran ce carrier.
Most o f th e larger co m panies h ave

their own safety inspectors who will
usually do audits for their clients.
There are some insurance companies
that specialize in risk management services and will come in and audit a company's safety program and make suggestions for a fee. If a company isn't
large enough to support a full -time
safety director, these services can be
very viable alternatives. Area safety
councils are another source for useful
information and assistance.
OSHA FINES
SHA fines are another major
concern of a safety program. If
such violations are other than
serious, the penalties normally vary
from $1,000 to $7,000. These fines are
adjusted based on the employer's good
faith, history of previous violations,
and the size of the company. Serious
violations have a mandatory penalty of
up to $7,000 for each violation although these are adjusted also. Repeat
violations can cost up to ten times
more than the first violation. The maximum penalty for one willful viola -

0

tion -on e th at the em ploy er inten tion ally�and �knowin gly�comm its�—is
$70,000. If the em ploy er h as comm it-

ted a willful violation that results in
death, it could lead to a criminal conviction with a fine of up to $500,000 for

UTSAFETYCOSTS
Raymond Levitt and Nancy Same
Construction Safety Management,
McGraw -Hill, Inc., 1987.
Michal R. Robinson, Accident Cost .
counting as a Means of Improving Ct
struction Safety,Technical Report N
242. Department of Civil Engineerir.
Stanford University, 1979.
U.S. Department of Labor, All About
OSHA, OSHA�Publication�#2056,�19� ,
(Revised).
a corporation or $250,000 for an individual. Because of such penalties it
pays to invest in a prevention program
altho ugh the com pany has the right to
app eal th ese penalties.
As a ru le, the only foremen that get

charged for violating rules are the
ones that get caught by OSHA inspectors or those who have an employee
actually hurt because they were in violation of safety procedures.
The management accountant can
work with the safety director or the
OSHA consultant and get a copy of
these fines by violation. The company
could then do some routine in -house
insp ection s and start charging the jobs
with th e fines as though they had ac-

tually been fined by OSHA. A routine
system should be designed so that the
inspection would be fair to the different foremen and so that they would not
know when these inspections were going to be carried out. Inspections also
should be done in a consistent manner
PhotoEdit /Elizabeth Zuckerman

because one part of an OSHA fine is
determined by how many times it has
been repeated.
These costs could then be included
in the accident cost reports as a separate line item.

OTHER OPTIONS
ARE AVAILABLE
f insurance rates keep going up because of bad safety records, there
are other recommendations that
the management accountant can
make. Changing insurance carriers is
one, but other remedies include adopting self - insurance (this is not allowed
in North Dakota and Wyoming), moving to a partially self- insured status,
moving the company to another state
with lower workers' compensation
rates, or even considering being purchased or combined with another company. If a company is fully or even partially self - insured, it should have a bias
toward safety consciousness because
management is aware of the benefits
(or losses) of its safety performance.
One other method of partial self-insurance is to adopt a retrospective insurance policy. Such a policy is adjusted at the end of the year to what the
company's actual losses were with an
administrative charge added on. Usually these policies are written so that
there are maximum and minimum
charges the company will be liable for
regardless of what its losses were. The
management accountant can be involved with the necessary analysis to
help choose the appropriate plan.
Because of their unique position in
the company, and their expertise, management accountants can investigate
alternatives and make recommendations on how to account for safety and
how to save the company money. In
the end, if only one life is saved, the
cost of having a safety program is money well spent.
■
Diane Seals is controllerfor Simpson
Bridge Co., Inc., Charleston, Tenn. She
is a member of the Chattanooga Chapter, through which this article was submitted.
Jack Hale is professor of accounting
at the University of Tennesseee at Chattanooga (retired).
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DOESR01APPLYTO
ROBOTICFACTORIES?
BY GERALD H. LANDER AND
MOHAMED E. BAYOU
etum on investment (ROD has
been the most popular method
of performance evaluation in
most companies for the past 50
to 70 years. Many companies adopted
a decentralized management philosophy along with the ROI technique.
Even though the decentralized structures in large corporations were very
complex, the easily understandable
ROI ratio offered top management a
handy tool for comparing performances of numerous divisions. But
ROI has come under increasing criticism, raising the question: Does the
growing trend toward automation alter
the validity of this criticism? In other
words, is the traditional ROI still valid
for managerial performance evaluation
in the new robotic manufacturing environment?

MAJOR ATTACKS ON R01
e evaluate various measures
of ROI in the context of the
three phases of the decision
cycle: acquisition, utilization, and disposition of robotic equipment. Then
we present an ROI measure that satisfies the other criteria of acceptance.
Several critics have questioned the
validity of the ROI method of perforMANAUMENT AC C O W rING /MAY 1992

Yes, if modified to
reflect the three
phases of the robots'
decision cycle.
mance evaluation. Elements targeted
by this criticism appear in the ROI
model commonly known as the Du
Pont formula, shown in Table 1. Typically, the variables of earnings, sales,
and investments in this formula are all
measured annually. Cash flows, time value of money, and analysis beyond
one year are excluded from the ROI
measurement. As machinery replaces
labor, with the consequent shift to
more fixed costs and fewer variable
costs, this criticism becomes more cogent. For example, Dearden contends
that while ROI is a valid measure of
past performance, it is not valid for setting future objectives because the historical costs of assets used in the formula are meaningless in planning
future actions.'
Another criticism is that ROI creates dysfunctional intercompany
goals. For example, an investment project with an ROI higher than the firm's
cost of capital may be acceptable, yet
the divisional manager may reject it
unless it exceeds the currently at-

tained ROI rate. Acceptance would dilute the manager's current ROI level,
so many acceptable projects probably
never get proposed to top management.
Another dysfunctional type of behavior arises when the investment in
the denominator of the ROI formula is
evaluated at net book value. Thus, as
assets get older, stable earnings augment ROI, which, in turn, may lead to
management reluctance to replace the
old assets with new advanced technology. This criticism of ROI is especially
to the point in a robotic factory—robot
obsolescence is more significant than
obsolescence in a labor - intensive factory.
Seed argues that the use of ROI motivates management to operate near
full capacity in order to maximize
ROI.Z Even worse, divisional management may manipulate short -term income and the asset base to the point
of long -term detriment to the earning
power of the company.' Consider this
scenario: An insecure manager would
be unlikely to accept projects that generate negative ROI results during the
earlier years and large positive ones
during later periods. Recognizing this
problem, the corporation may be
obliged to centralize several strategic
discretionary programs such as R &D
in order to minimize these ROT manipulations. Such interference by con
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porate headquarters does not harmonize with the decentralization philosophy.
In spite of these criticisms, ROI still
enjoys internal popularity in evaluating
managerial performance, for several
reasons:
■ As a ratio, ROI is simpler to understand than other evaluation methods such as residual income.
■ It is a single measure that combines
the effects of three critical performance variables — sales, earnings,
and investment.
■ ROI is popular with financial analysts, investors, creditors, and other
external information users, a fact
that encourages corporate top management to tie divisional performance to the way the public views
the corporation.a
So strong are these reasons that
ROIgained popularity as attacks on it
increased during the '70s.6 Because
the use of ROI as an evaluation method
undoubtedly will continue in practice,
managers and other business people
need to understand the mechanics and
limitations of ROL

CRITERIAFORANACCEPTABLE
R01MEASURE
iven the serious criticisms of
ROI and the nature of machine intensive environments, the following criteria become necessary for
an acceptable ROI measure:
• An ROI measure must consider
long -term performance. This criterion is particularly relevant to the
robotic factory; automation decreases variable labor and variable
overhead costs and increases fixed
costs over several years.
• An ROI measure must consider
cash flows, a corollary of the first
criterion. In the long run, cash
flows are more relevant than accrual income because most accrued
revenues and expenses will be settled in cash. In addition, the use of
cash flows instead of accrual income avoids the distortions caused
by the latter, namely, discouragement of growth by the use of net
book value in ROI computations'
and the meaningless use of historical costs of assets for planning future actions.'
• An ROI measure must consider the
time -value of money, a corollary of
the first two criteria. Because the
50

TABLE 11THE DUPONT FORMULA
ROI

Earnings
Sales
Margin

X
X

ROI measure incorporates cash
flows in long -run planning, discounting these flows in the ROI
computations becomes natural.
To apply these criteria properly,
managers need to understand the role
of ROI in the various decision processes for acquisition, utilization, and disposition of robotic assets.

THEDECISIONCYCLE
FORROBOTICASSETS
he life cycle of a robotic asset as
an investment generally goes
through three different phases.
First it is acquired, then used in operations, and finally disposed of by replacement, sale, or discarding. Each
phase requires different decisions and
information. Furthermore, each phase
has a different impact on the goals of
the manager making the investment
decision and on the goals of the division as an economic entity.
For fairness and accuracy in performance measurement, the three phases
have to be analyzed from the manager's viewpoint separately from that of
the division. Dearden argues that the
current performance evaluation systems fail to distinguish between the financial performance of the manager
and that of the organizational unit being managed." The distinction is important because the manager's potential for success and failure often differs
from the division's. Moreover, the extent of the manager's controllability of
revenues and expenses is irrelevant to
measuring a division's performance

Sales
Investment
Turnover

z

Earnings

Investment

because the division's performance incorporates both controllable and uncontrollable income determinants.
Figure 1 shows how ROI and capital
budgeting techniques generally are
applied in practice to the three phases
of the decision cycle.
The acquisition phase includes all
activities necessary for the purchase,
installation, and preparation for use of
a new robotic asset. Capital budgeting
models such as the net present value,
internal rate of return, profitability index, and payback period commonly
are applied in practice for this phase
(Box I in Figure 1). ROI usually is not
applied in the evaluation of the division's performance during this phase
(Box IV in Figure 1).
The utilization phase involves the
actual use of the asset in operations,
which normally affects the manager's
performance. Hence, ROI is applied
frequently (Box V in Figure 1), and
capital budgeting models rarely are applied (Box In. This phase has two
problems. First, with robotic assets,
the manager's controllability decreases because of the large value of
the assets, with costs that become
sunk as soon as the assets are acquired. In addition, in some companies
top management evaluates major investments in robots, reducing the divisional manager's influence over the investment base and decreasing the
applicability of ROI as a means to evaluate the manager's performance. Yet
these limitations do not affect ROI's
usefulness in evaluating the investment center's performance. Second,
the apparent inconsistency of applying

FIGURE 1 /1301 AND CAPITAL BUDGETING MODELS
APPLIED TO THE THREE PHASES OF THE DECISION
CYCLE
Disposition
Acquisition

Utilization

Replacement

capital
Budgeting

I

III

Applied

Applied

ROI

IV
WA

V
Applied
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TABLE 2 /1901 ANALYSIS IN THE SHORT AND LONG RUN
Year 2

Year 3

Year 4

Year 5

90,000
10,000

90,000
10,000

90,000
10,000

90,000

90,000

10,000

10,000

(c)

100,000

100,000

100,000

100,000

100,000

(d)
(e)
(f)
(g)
(h)

20,000
1,000
3,000
3,000
27,000

20,000
2,000
3,000
3,000

20,000
4,000
3,000
3,000

20,000
5,000
3,000
3,000

28,000

20,000
3,000
3,000
3,000
29,000

30,000

31,000

Q)

W

20,000
12,000

20,000
12,000

20,000
12,000

20,000
12,000

20,000
12,000

(k1)
(k2)
(k3)

20,000
30,000
40,000

20,000
30,000
40,000

20,000
30,000
40,000

20,000
30,000
40,000

20,000
30,000
40,000

(11)
(12)
(13)
il)
h

6,000
9,000
12,000

6,000
9,000
12,000

6,000
9,000
12,000

6,000
9,000
12,000,

6,000
9,000
12,000

ml
31,000
44,000
57,000

30,000
43,000
56,000

29,000
42,000
55,000

28,000
41,000
54,000

27,000
40,000
53,000

&

Installation
Total (a +b)
Annual Costs:
Depreciation
Maintenance
Operating program
Insurance
Total (d +e +f +g)

+

+

+

ki

J

-

=

(I

$10 /hour
$20 /hour
$30 /hour

1. Annual Book ROI

(m l)
(m2)
(m3)

Net Annual Benefits

mi

=

.

Labor
Labor
Labor

-

&

Annual Benefits:
Quality effect:
On sales rework
Materials savings
Labor savings:
$10 /hour
$20 /hour
$30/hour
Overhead savings
(30% of labor cost):
$3/hour
$6/hour
$9 /hour
Annual Net Benefits

=

Year 1
(a)
(b)

Cost of robot and accessories

Initial investment

c
The term "net benefits" indicates the use of accrual income rather than cash flows in the computations.
Annual Book ROI:
at $10/hour
at $20 /hour
at $30 /hour

31
44%
57%
%

30%
43%
56%

29%
42%
55%

Average Net Benefits Over 5 Years

27%
40%
53%

/

Em 5

=

2. Average ROI

28%
41%
54%

_

Initial Investment

=

29%
42%
55%

=

c
Average ROI when labor is $10 /hour
Average ROI when labor is $20 /hour
Average ROI when labor is $30 /hour

=

This ROI also is know as the accounting rate of return

Present Value of Net Benefits
=

3. Discounted Book ROI

=

Discounted ROI when labor is $10 /hour
Discounted ROI when labor is $20 /hour
Discounted ROI when labor is $30 /hour

=

-

10 %)

=

Initial Investment
(The discount rate, i.e., cost of capital used

111%
160%
209%

Present Value of Net Cash Inflows
_

4, Discounted- Cash -Flow ROI (DCF ROI)

Initial Investment
for year 1
for each of years 2 -5

(n1)
(n2)
(n3)

(49,000)
(36,000)
(23,000)
10 %: DCF ROI:

49,000
62,000
75,000

When labor is $10/hour
When labor is $20/hour
When labor is $301hour

48,000
61,000
74,000

.

-

The discount rate, i.e., cost of capital used

50,000
63,000
76,000

.

$10/hour
$20/1hour
$30/hour

c ni
ni
=

-

d
d

.

+

mi
mi

-

=

Net Cash Inflows

+

Because depreciation expense (d) is not a cash item it is added back:
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47,000
60,000
73,000

0.86
1.36
1,85
gl

capital budgeting models for the acquisition phase (Box D and ROI for the
utilization phase (Box V) creates confusion and unfair reporting if only one
performance report is issued for evaluation.
The disposition phase is, in effect,
an acquisition phase if it leads to replacing the old asset with a new one.
Thus, capital budgeting models usually are applied (Box IID but only as a
secondary justification. That is, a manager rationally would apply ROI first to
determine if the replacement improves
the currently attained ROI level (Box
VI). If it improves the ROI, the manager then would use the capital budgeting models to justify the replacement
decision to senior management. On
the other hand, if the replacement decision negatively affects the current
ROI,the replacement issue may be
suppressed and never be made known
to superiors even if it is acceptable to
the corporation.

Management may be reluctant to replace old
assets with new advanced technology ...and
robot obsolescence is more significant than
obsolescence in a labor-intensivefactory.
tional ROI measure, which involves
no discounting or averaging and ignores cash flows and the time -value
of money, concentrates on a single
year of performance. Notice in Table 2 that the ROI ratio increases as
automation replaces labor costs.
This measure is simple to understand.
2. The Average ROI. This method also
is known as the accounting rate of
return. The method improves upon
the traditional annual ROI because

it considers the entire life of the asset. (A moving average ROI may be
employed. For example, when the
first year of the planning period expires, the sixth year would be added at the end of the period. Thus, a
new average for ROI will be calculated every year, giving the manager a continuous five -year planning
horizon.) The average ROI method,
however, ignores cash flows and
the time -value of money.
3. Discounted -Book ROI.This methUni

SCREENINGDIFFERENT
ROIMODELS
o avoid these conflicts, a modified
ROI model should be used in all
of the six boxes of Figure 1. Table
2 illustrates how to accomplish this
consistency. A flexible robotic system
with an economic life of five years is
considered as a replacement for an
older labor - intensive system. Flexible
manufacturing systems are the new
trend in manufacturing. They integrate machines and systems to produce a particular product or a major
component from start to finish. A flexible manufacturing system can take
different forms. It can be a series of interlocked electronic machining centers, controlled by a computerized robot which performs a set of prescribed operations or it can be one machine performing a complex series of
mechanical tasks. These systems normally provide several benefits: reduced material handling and work -inprocess and increased quality,
flexibility, and throughput. The example in Table 2 is designed to capture
most of these features. In reality, precisely predicting benefits and costs beyond one year is difficult. Probability
distributions can be applied to incorporate these uncertainties, but to simplify the analysis, Table 2 does not include probability assessments.
Table 2 shows four different measures of ROL
9

1. The Annual Book ROI. This tradi52

t!

ROI must consider long -term performance because automation decreases variable labor and
variable overhead costs and increases fixed costs.
MANAGEMENT ACCOUNTING /MAY 1992

TABLE WTHE CAPITAL BUDGETING MODEL OF
PROFITABILITY INDEX
Present Value of Total Cash Inflows
-

Profitability Index

+

Initial Investment
P.V. of Net Cash Inflows
Initial Investment
Initial Investment

DCF ROI

1.00

+

Initial Investment

=

s

+

=

Profitability Index

Initial Investment
Total Cash Inflows Initial Investment
P.V. of Net Cash Inflows Initial Investment
—

Since Net Cash Inflows
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Profitability Index

1.00
—

Thus....

DCF ROI

available software packages on
present value applications.

■
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means an IRR lower than the cost of
capital. In general, the larger the DCF
ROI ratio, the more profitable the project. Greater cost of capital used in discontinuing the cash flows also lowers
the DCF ROI ratio.
The application of this DCF ROI
model to the six cells of the decision
cycle depicted in Figure 1 eliminates
the inconsistency problems caused by
applying capital budgeting and the traditional ROI models to the decision cycle as discussed above. The DCF ROI
model satisfies the three acceptance
criteria of- (1.) the emphasis on long run performance, (2.) cash flows, and
(3.) time -value of money. Finally, the
DCF ROI can be used in conjunction
with the traditional ROL Probability
distributions can be incorporated into
the analysis to account for uncertainties of future cash flows. These computations can be made easily by using

of

Table 2 shows DCF ROI ratios of
.86, 1.36, and 1.85 when hourly labor
wage rates are $10, $20, and $30, respectively. Thus, larger savings in labor costs increase the DCF ROI ratio.
Generally, interpretation of DCF ROI
ratios parallels that of the profitability
index. For instance, if a project has a
DCF ROI ratio of zero, it indicates that
the project's internal rate of return
(IRR) equals the interest rate (or cost
of capital) used in the discounting process. Similarly, a positive DCF ROI ratio indicates an IRR greater than the
cost of capital, and a negative DCF ROI

Is the traditional ROI still valid in new automated environment?

of

od considers the time -value of money and the long -run performance.
Nevertheless, it includes accrual income (which we call net benefits)
rather than cash flows in the computations. Accordingly, depreciation expense on line "d" in Table 2,
which is not a cash item, is incorporated into the computation. Can the
discounted -book ROI be used to
evaluate a manager's performance?
A manager's performance should
be measured over a period longer
than one year, a requirement for applying this method, using budgeted
and actual data. Therefore, a good
performance results when the actual discounted -book ROI ratio equals
at least the budgeted ratio.
4. Discounted- Cash -Flows ROI (DCF
ROD. This method satisfies all
three criteria for acceptance, and it
considers the time -value of cash
flows over the life of the robotic asset. The mathematical format of
this model is shown in the first line
of section 4, Table 2. The DCF ROI
measure relates to the capital budgeting model of the profitability index. This index is defined in the literatures of accounting and finance
as shown in Table 3.

1

J. Dearden. "[lie Case Against R01," Harvard Business Review, May -June 1969, pp. 124 -135; his arguments on the subject are still valid today.
'A-H. Seed, ID, "Cost Accounting in the Age of Robotics," MANAGEMENT ACCOUNTING®, October
1984, pp. 3941.
'L.B. Hoshower and R.P. Crum, "Straightening the
Tortuous —and Treacherous —ROI Path," MANAGEMENT ACCOUNTING®, December 1986, pp. 41-44.
'J.S. Reece and W.R. Cool, "Measuring Investment
Center Performance," Harvard Business Review,
May June 1978, pp. 28 -176.
'Ibid.
'JJ. Mauriel and R.N. Anthony, "Misevaluation of Investment Center Performance," Harvard Business
Review, March -April 1966, pp. 98 -105.
'J. Dearden, "Measuring Profit Center Managers,"
Harvard Business Review,September- October 1987,
pp. 84- W
'Ibid.
'R.A. Howell and S.R. Soucy, `The New Manufacturing Environment: Major Trends for Management
Accounting," MANAGEMENT ACCOUNTINGS. July
1987, pp. 21 -27.
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NOMINATINGCOMMITTEE
REPORT
To Members of the Institute of Management Accountants:
e present the following nominees for election to
the offices of President-elect, Vice President
and National Director in accordance with the
IMA Articles of Incorporation and Bylaws. The
current President -elect automatically assumes the position
of President and the current President becomes Chair.
According to Article XII, Section 3, the primary responsibility of the President -elect "is to clarify the short-term aspects of the Institute's mission and objectives and to build
the team that will execute planned tactics during the succeeding term as President. The President -elect serves on the
Executive Committee and Compensation and Continuity
Committee, and as the Chair ofthe Planning Committee is
responsible for the formation, enhancement, and direction
of the operational objectives of the Institute."
There are 17 Vice President positions, five with committee responsibility are elected for two-year terms, and 12 with

W

area responsibility are elected for one -year terms. Three
nominees for Committee Vice Presidents are presented for
two-year terms; the two other Vice Presidents, who were
elected last year for two-year terms, will continue.
Directors of the Institute are elected for a two-year term
with half elected every year. There is one Director for each
2.5 chapters, Student Chapters excluded. The nomination of
National Directors is conducted at each Regional Council by
voting delegates of the council prior to February 20. Under
this formula, the following directors have been nominated
to serve. Elected council presidents (24) also serve on the
Board for a one -year term.
We also include nominees for the Nominating Committee
to report in 1993.
The Annual Election will be held at the Annual Meeting
of the Institute in Atlanta, Ga., June 22, 1992.
Respectfully Submitted
Nominating Committee, 1991 -92

NOTICEOFANNUALMEETING
otice is hereby given to all members of the Institute ofManagement Accountants that the Annual
Meeting of the Institute will be held at the Atlanta
Marriott Marquis in Atlanta, Ga., on Monday,
June 22, 1992, immediately following the conclusion of the
opening session of the Annual Conference, to receive the re-

port ofthe Nominating Committee, and to transact such other business as may properly come before the meeting.
Gary M. Scopes,
Executive Director
Montvale, N.J., May 1, 1992

NOMINATINGCOMMITTEE
Stanley R. Pylipow, Chair, St. Louis
Donald W. Baker, CMA, Atlanta
Robert E. Bennett, CMA, Rockford
James W. Brown, Nashville
Robert J. Bruns, CMA, Dallas
Stanley K. Hamamoto, Albuquerque

Melvin R. Harris, Washington
Robert W. Liptak, Greater Greenville
Raymond P. Mannion, New York
William E. McKinley, Northwest Keystone
William Musser, Mt. Rainier
Thomas M. OToole, Macomb Cty: Michigan

G. Alan Sams, CMA, Columbus
Karen S. Sharp, Waterloo-Cedar Falls
Carl S. Smith, CMA, Hartford
Patricia B. Underwood,
Davtona Beach Area

PRESIDENT
Robert W. Liptak
Greater Greenville (1966); Research Committee, 1977 -80; National Director,
1979-81; National Area Vice President, 1983 -84; Education Committee Chairman, 1984-86; Planning Committee Chairman, 1986 -88; Research Committee
Chairman, 1988 -89; Long Range Implementation Ad Hoc Committee,
1989 -90; Corporate Development Ad Hoc Committee Chairman, 1990 -91;
Planning Committee Chairman, 1991 -92. He is Chief Financial Officer, Faison
Associates, Charlotte. N.C.
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F,ducation. (1992 -94)
Donald T. Hughes, CMA, St. Louis (1976). National Director, 1986-88;
Academic Relations Committee, 1984 -88; Board of Regents, 198891;
National Committee Vice President, 1991 -92. He is Controller-Corporate Research, Monsanto Company, St. Louis, Mo.
ICMA. 0992 -94)
John B. Pollan, CMA, Gre ater San Gabriel (1971). Education C ommittee, 1979 -51; National Director, 1981 -83; Resea rch Committee,
1983 -84; National Area Tice President, 198445; Finance Committee,
1985 -87; Marketing and Membership Committee Chairman. 1987 -89;
Board of Regents, 1991 -92. He is Pre sident, Zieman Manufa cturing
Company, Whittier, Calif.

Raubenedr e

Member Services. (1992 -94)
Clair M. Raubenstine, North Penn (1965). Treasurer - Regional Council, 1974 -75; Community Service Committee, 1975 -76 and 197879;
President - Regional Council, 1975 -76; National Director, 1976 -78; National Area Tic e Pres ide nt, 1981 -82; Finance Committee, 1982 -86;
Council Ope rations Committee, 1984 -86; Finance Committee Chairman, 1986-91; National Treasurer, 198891; National Committee Tice
President, 1991 -92. He is Ge nera l Pra ctice Partner, Coopers & Lybrand, Philadelphia, Pa.
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Hager

Harrington

Ralph W. Adams, CMA, Florence Area (1981). Chapter Operations
Committee, 1984 -85; National Director, 1986 -88; President- Regional
Council, 1989 -90; Regional Council National Director, 1989 -90. He is
Vice President -Chief Operations Officer, A Q Industries Incorporated,
Timmonsville, S.C.

Charles W. Gill, New York (1978). Public Relations Committee,
1986 -87; National Director, 1988 -89; Chapter Operations Committee,
1989 -92; Ad Hoc EDP Committee, 1991 -92. He is Partner, KPMG Peat
Marwick, New York, N.Y.

Philip R. Dumond, Springfield (1983). Chapter Operations Committee, 1989-90; National Director, 1990 -92. He is Controller, Utility Steam
Generation, ABB Combustion Engineering, Windsor, Conn.

Kathy E. Hager, Houston (1981). Chapter Operations Committee,
1985-87; National Director, 1987 -89; President- Regional Council,
1989 -90; Public Relations Committee, 1989 -90; Council Operations
Committee, 1990 -92. She is Manager, Investor Relations, Santa Fe Energy Resources, Inc. Houston, Tex.

Joan C. Frost, Lynchburg (1978). Education Committee, 1987488; National Director, 1988-90: President - Regional Council, 1990 -91; Council
Operations Committee, 1991 -92. She is Manager, General Accounting
E&PS, B & W Nuclear Service Company, Lynchburg, Va.
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Thomas J. ("TJ. ") Harrington, Akron (1975). National Director,
1987 -89; Ethics Committee, 1989 -90; President - Regional Council,
1990 -91; Education Committee, 1991 -92. He is General Manager, Rubber City Capital Corporation, a Subsidiary of The Goodyear Tire & Rubber Company, Akron, Ohio.
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Robert C. Krogh, Waterloo -Cedar Falls (1974). Council Operations
Committee, 1987 -89; National Director, 1989 -91; Chapter Operations
Committee, 1991 -92. He is Manager, Strategic Planning, North American Foundaries, Deere & Company, Waterloo, Iowa.

Charlie H. Stewart, Mid-Florida (1971). National Director, 1978 -80;
President - Regional Council, 1986 -87; Planning Committee, 1989 -90;
Stuart Cameron McLeod Society—Board of Governors, 1991 -93. He is
retired from Tupperware International.

Carl V. Menconi, CMA, Fox River Valley (1972). Education Committee, 1981-82; President— Regional Council, 1981-82; National Director,
1982 -4 and 1987 -88; Council Operations Committee, 1984 -85; Education Committee, 1985 -87; Research Committee, 1988 -89. He is Managing Partner, Menconi & Associates, PC, CPAs, Addison, Ill.

Carl F. Tennille, Washington (1975). Public Relations Committee,
1985-88; National Director, 1988 -90; Marketing Committee, 1990 -92.
He is Comptroller, UMWA Health & Retirement Funds, Washington,
D.CJoe F. Vautier, Amador Valley (1974). Chapter Operations Committee,
1988 -89; National Director, 1989 -91; Marketing Committee, 1991 -92.
He is Vice President - Finance, Rollins Burdick Hunter, San Francisco,
Calif.

Edward A. Soens, San Diego (1975). National Director, 1989 -92;
Chapter Operations Committee, 1987 -92- He is President, Form -Craft
Business Systems, Inc., San Diego, Calif.
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CHAIR
Donald W. Baker, CMA

Leo M. Loiselle
Bangor - Waterville (1965); Regional Council Vice President, 1978 -79; Public Relations Committee, 1978 --80;
Regional Council President, 1979 -80; National Area
Vice President, 1980 -81; Planning Committee,
1981 -82, 1985 -87, 1991 -92; Annual International Conference Chairman- Operations, 1987 -88; Long Range
Strategy Committee, 1987 -89; Planning Committee
Chairman, 1988 -91; Ad Hoc EDP Committee Chairman, 1991 -92; Appointed Member— Executive Committee, 1990 -93; Appointed Member — National Board, 1990 -93. He is
Managing Partner, Loiselle & Beatham, CPAs, Bangor, Maine.

From the IMA Bylaws, Article VI, Section 2; Chair: The Chair shall be the immediate Past President of the Institute,
and shall take office when the Chair's
successor as president takes office. The
Chair shall serve until succeeded by a
new Chair and shall be considered an
elective officer by virtue of prior election
as president.

NOMINATING COMMITTEE TO REPORT IN 1993
Donald W. Baker, CMA, Chair, Atlanta
Cheryl S. Billings, CMA, Peninsula -Palo Alto
Jackson W. Hogan, Piedmont- Greensboro
James C. Horsch, CMA, Lansing- Jackson
Margueritte (Peggy) Kiash, Rochester
Robert W. Liptak, Greater Greenville
Leo M. Loiselle, Bangor - Waterville
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Edward J. McCracken, Delaware
William T. McDermott, Richmond
Jerome C. Neely, CMA, Bloomington (Indiana)
Dennis L Neider, CMA, Morris -Essex
Stanley R. Pylipow, St. Louis
Lloyd 0. Schatschneider, Minneapolis Viking
Elliott L Slocum, Atlanta
Donald L Wagner, Tulsa
Kim R. Wallin, Las Vegas
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David Anderson, Roanoke (1980). President, Regional Council,
1991 -92. He is Assistant Secretary and Assistant Treasurer, Roanoke
Gas Company, Roanoke, Va.
William F. Anderson, CMA, Ithaca- Cortland (1984), Regional Council
President, 1989 -90; National Director, 1990 -92. He is Senior Administrator, Cornell University, Department of Food Science, Ithaca, N.Y.
Norma J. Ayres, Nashville (1979). She is Controller, American Economic Association, Nashville, Tenn,
Ted A. Bachman, Reading (1978). Education Committee, 1988 -89;
President- Regional Council, 1989 -90; Regional Council National Director, 1989 -90.
Ned B. Ballengee, Washington (1981). Education Committee,
1991 -92; National Director, 1992. He is Administrative Manager, De.loitte & Touche, Washington, D.C.
Lois A. Berberich, Cincinnati (1976). She is a Partner, Berberich &
Berberich, Cinncinati, Ohio.
Paul L Berrier, Louisville (1977). He is Treasurer, The Horton Fruit
Co. Inc., Louisville, Ky.
Virgil Billard, South Central Indiana (1973). President- Regional Council, 1991 -92. He is Manager /Government Accounting, Cummins Engine Co., Columbus, Ind.

Elliott

Margaret D. Butler, Minneapolis Viking (1973). Chapter Operations
Committee, 197941; National Director, 1981 -83, and 1985 --86; Delegate- Regional Council, 198546; Marketing & Membership Committee,
1986 -88; Secretary- Regional Council, 1986 -88; Academic Relations
Committee, 1987 -90; National Director, 1990--92. She is Manager,
Higher Education Assistant Foundation, Saint Paul, Minn.
Dana J. Collins, Lansing- Jackson (1981). He is Treasurer, Fetzer
Broadcasting Service, Kalamazoo, Mich.
Joseph P. Conboy, Mid - Missouri (1984). He is Statutory Accounting
Manager, Shelter Insurance Company, Columbia, Mo.
Sarah C. Cunningham, Central Nebraska (1986). Academic Relations
Committee, 1990 -92, She is Accounting Instructor, Central Community
College, Grand Island, Neb.
Robert E. Daniel, Chattanooga (1985). He is Certified Public Accountant, G.R. Rush & Company, Chattanooga, Tenn.
Guy D. De Santis, Westchester (1981). Regional Council President,
1989 -90; Council Operations Committee, 1990 -91; National Director,
1991 -92, He is Manager of Accounting Practice, IBM, Armonk, N.Y.
Rozelle R. Duncan, Akron (1980). She is Director, Summit County Department of Human Services, Akron, Ohio.
Rena L Elliott, Fayetteville Area (1974).

Thomas F. Bohler, CMA, Fox River Valley (1978). He is Accounting
Manager, Ideal Industries. Inc., Sycamore, Ill.

James J. Fiedler, Oklahoma City (1978). He is Vice President and Divisional Controller. Price Edwards & Company, Oklahoma City, Okla.

Jackie L Bundy, Kansas City (1978). Chapter Operations Committee,
1990 -91; Regional Council President, 1991 -92. He is Controller, A D.
Mohr Farms, Inc., Pleasant Hill, Mo.

Victoria G. Gibson Ford, Sacramento (1986). Chapter Operations
Committee, 1991 -92. She is Owner, V G Gibson Ford EA, Sacramento,
Calif.
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Glenn P. Foster, New Hampshire (1985). Aca demic Re lations Committee, 1991 -92. He is Audit Manager, Ernst & Young, Manchester,
N.H.
Charle s W. Freeman, North Ala bama (1964). Regional C ouncil Vice
President, 1986 -88; Chapter Operations Committee Chairman, 1989.
He is Tax Supervisor, City of Huntsville, Huntsville, Ala.
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Robert J. Hradil, Raritan Valley (1985). Chapter Operations Commit-

tee, 1991 -92; National Director, 1991 -92. He is Vice President- Internal
Audit, Beneficial Management, Peapack, NJ.
Robert E. Jacob, CMA, Detroit (1981). Regional Council National Director, 1989 -90; Regional Council President, 1991 -92. He is Executive
Vice President —CFO, Family & Neighborhood Services, Inkster,

Mich.
Fred W. Gallimore, Bellevue Eastside (1983). He is Controller, Vernon Publications Inc., Bellevue, Wash,
Brett L Garre tt, Milwaukee (1985), Marketing C ommittee, 1991 -92;
Senior Accountant, Anderson Tackman & Company, Milwaukee, Wis.
*Pe te r E. Ha nlon, CMA, Bridgeport (1974). MAP Committee,
1983 -84; Publications Committee, 1984 -1989; National Director,
1989 -91; Academic Relations Committee, 1991 -92. He is Manager, Corporate Financial Policies and Procedures, GTE Service Corp., Stamford,
Conn.
*C ha rles R. Ha rtle , CMA, India na polis (1983). Nationa l Dire ctor,
1990 -92. He is Vice President, Finance & Administration, Acordia Corporate Benefits, Inc., Greenwood, Ind.
M. Phil Ha thawa y, Bloomington (1976). He is self - employed.

Bradley S. Kaplan, CMA, Denver (1985). Marketing Committee,
1991 -92. He is Financial Analyst, US West Incorporated, Englewood,
Colo.
Donald E. Keller, CMA, Chico Area (1975), Delegate- Regional Council, 1990 -92. He is Chairman & Professor, California State University
School of Business, Chico, Calif.
Julie A. Kern, North Central Indiana (1987). She is Vice President &
Controller, Ball Corporation — Consumer Products, Muncie, Ind.
*Ma ria nne Ke rr, Cleveland East (1979). Marke ting Committee,
1990 -92. She is Vice President- Finance, Kerr Lakeside, Euclid, Ohio.
Lawrence R. Kile, Fort Lauderdale (1986). Chapter Operations Committee,1990 -92. He is Owner /Partner, Perrella,10e & Company, Pompano Beach, Fla.

Wa lte r A. Ha ze lton, Rochester (1977). Marke ting Committee,
1991 -92. He is Manage r, Acc ounting Servic es , Xerox C orporation,
Rochester, N.Y.

Sa nd e S . Kur la nd, Palm Beach Area (1987). He is Vic e Pres ident /Controller, Peoples Gas Systems, Inc., Palm Beach Gardens, Fla.

Albert G. Hermsen, Ann Arbor (1979). He is Assis tant Dire ctor, The
University of Michigan, Office of Financial Aid, Ann Arbor, Mich.

David Lack, Jackson (1982). He is Controller /Assistant Secretary and
Treasurer, Delta Industries, Inc., Jackson, Miss.

Mary E. Howell, Orange Coast California (1982). Community Service
Committee, 1989 -90; Marketing Committee, 1990 -92. She is Owner,
Magnetic Power Systems, Huntington Beach, Calif.

Constance D. Larsen, CMA, Daytona Beach Area (1985). She is Audit

Manager, Ernst & Young, Daytona Beach, Fla.
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E. Wayne Ledbetter, Jr., Greater Greenville (1984). He is Corporate
Treasurer and Corporate Controller, Pontiac Foods, Columbia, S.C.

Peggy L Page, Dallas (1981). She is Administrator, Robert Half, Irving,
Tex.

Sandra E. Long, Charlotte (1983). Chapter Operations Committee,
1991 -92. She is Senior Financial Analyst, Hoechst Celanese, Charlotte,
N.C.

Thomas B. Perry, South Birmingham (1974). He is Principal, Perry &
Associates, Birmingham, Ala,

D. Neil Magruder, Jr., Florence Area (1980). He is Division Controller, Nucor Steel, Darlington, S.C.
Kristine A. Mayer, CMA, Massachusetts Route 128 (1987), Education
Committee, 1991 -92. She is Controller, Fluent, Inc., Natich, Mass.
Thorpe J. McConville, Canton (1981). He is Controller, InterBold,
Mary L Minish Cabral, Mt. Rainier (1981). Chapter Operations Committee, 1991 -92. She is Accountant, Weyerhaeuser Company, Tacoma,
Wash.

Kenneth L Pontiff, Baton Rouge (1981). He is Controller, Accounting
& Tax Services, Youngsville, Ohio.
Anne C. Ransdell, Richmond (1968). Public Relations Committee,
1980 -82; Vice President- Regional Council, 198344; National Director,
1984 -,86; National Area Vice President, 1986 -87; Education Committee,
1987 -88; Past Vice President National Board, 1987 -89; Council Operations Committee, 1987 -89; President, Regional Council, 1988-89; Regional Council National Director, 1989 -90; Council Operations Comittee, 1990 -91.
Richard L Rea, Peninsula -Palo Alto (1970). Chapter Operations Committee, 1991 -92. He is Chief Financial Officer, Human Affairs International CA, Campbell, Calif.

'Joseph Mitchell, Elkhart Area (1959). Corp. Development Ad Hoc
Committee, 1975 -78; National Director, 1981 -83; President- Regional
Council, 1986 -87; Council Operations Committee, 1987 -89; National
Area Vice President, 1989 -90; Council Operations Committee Chairman, 1987 -89; Marketing Committee Chairman, 1990 -91. He is retired.

Francisco J. Rosa, San Juan (1987). Academic Relations Committee,
1991 -92. He is Vice President and Operations Manager, Quintas De San
Luis, Caguas, P.R.

Robert K. Molloy, South Jersey (1978). Marketing Committee,
1990 -92. He is Assistant Corporate Controller, Strawbridge & Clothier,
Philadelphia, Pa.

Alexander T. Rosen, Los Angeles (1977). Chapter Operations Committee, 1991 -92. He is President, Business Performance Group, Brea,
Calif.

Robb D. Morton, CMA, Springfield (1983). He is Controller, Partyka
Resource Management, Chicopee, Mass.

James F. Sabo, Northwest Suburban Chicago (1977). He is Internal
Auditor, UARCO Incorporated, Barrington, Ill.

Barbara J. Mullins, Atlanta (1975). Community Service Committee,
1989 -90; National Director, 1990 -92. She is General Supervisor, Price
Waterhouse, Atlanta, Ga.

Charles F. Sheppard, Houston (1984). Chapter Operations Committee, 1990 -92. He is Owner /Corporate Accountant, SEI Heat "Feat Inc.,
Houston, Tex.

Raymond C. Norvell, Salem Area (1974). He is Accounting Manager,
State Farm Insurance Company, Salem, Ore.
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Michael J. Smith, South Central Minnesota (1975). Education Committee,1988 -90; National Director, 1990 -92. He is Vice President /Corporate Treasurer, S-T Industries Incorporated, St. James, Minn.
*Patrick E. Smith, Columbus (1976), He is Partner, KPMG Peat Marwick, Des Moines, Iowa.

Wilmet

Tibbetts

Windham

Kirk L Tibbetts, Des Moines (1981). He is Partner. KPMG Peat Marwick, Des Moines, Iowa.
Tim W. Van Berg, Racine- Kenosha (1978). He is Senior Cost Accountant, Surgitek /Medical Engineering, Racine, Wis.
David L Williams, CMA, lima (1991).

Gregory J. Stratis, CMA, Dayton (1977). He is a Senior Manager in
the National Performance Improvement Consulting Group. Ernst &
Young, Cleveland, Ohio.
Randy B. Thomas, Spartanburg Area (1984). He is Partner, McAbee
Talbert Halliday & Co., Spartanburg, S.C.

Joseph B. Wilmet, CMA, Phoenix (1980). Education Committee,
1991 -92. He is Cost Accounting Administrator, Arizona Department of
Transportation, Phoenix, Ariz.
Ted Windham, Orange County (1983). He is Controller, Windham &
Associates, Los Alamitos, Calif.

*One-year Term.
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Virgil E. Berney, North Central (1982). National Director, 1989 -91. He
is Controller, Delicious Foods Company, Grand Island, Neb.
Wallace H. Bieler, Mid - Atlantic (1983). Chapter Operations Committee, 1988-89. fie is Senior Vice President, Union National Bank & Trust,
Souderton, Pa.
Robert M. Brlas, CMA, Ohio (1981). He is Public Accountant, Deloitte
& Touche, Cleveland, Ohio.
Irene F. Callahan, Minnesota (1981). She is General Accountant,
Reach -Up Inc., Sauk Rapids, Minn,
Allen C. Carlson, Florida (1970). National Director, 1989 -90; Marketing Committee, 1990 -92. He is Accounting Manager, Brown Automatic
Sprinklers, Tampa, Fla.
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Barton K. Funk, Wild West (1966). Public Relations Committee,
1979 -81; National Director, 1981 -83; Chapter Operations Committee,
198446; Community Service Committee, 1988 -89; Council Operations
Committee, 1991 -92. He is Chief Financial Officer, PDS Companies,
San Diego, Calif.
J. Robert Greenlee, Pacific Northwest (1984). Greenlee & Associates,
Bellevue, Wash.
Laurie A. Hildebrand, CMA, Heartland (1978). Publications Committee, 1987 -88; National Director, 1988 -90; Academic Relations Committee, 1990 -92. She is Director of Auditing, Pittsburg State University,
Pittsburg, Kans.
Robert H. Horning, Jr., Mid - America (1980). Secretary- Regional
Council, 1989 -90. He is Corporate Controller, Strauss Bros. Packing
Co.. Inc., Hales Corners, Wis.

Douglas L Fine, Metropolitan New York (1978). Regional Council National Director, 1989 -90; National Director, 1990 -92; Council Operations Committee, 1991 -92. He is Senior Director, Internal Audit, United
States Surgical Corp., Norwalk, Conn.

Mary E. Johnston, New Jersey (1981). Community Service Committee, 1988 -89; National Director, 1989 -91. She is Manager, Marketing
Services, Reckitt & Colman, Wayne, NJ.

John A. Frangione, CMA, Upstate New York (1982). Secretary-Regional Council, 1989 -90; National Director, 1989 -90; Chapter Operations Committee, 1990 -92. He is Director — Retail Accounting, Ledgers,
Tops Markets, Inc., Buffalo, N.Y.

Patrick J. Karr, CMA, Texas (1977). National Director, 1987 -89; Marketing & Membership Committee, 1989 -90, 1992 -93; Academic Relations Committee, 1990 -91. He is a Partner, Ralph and Karr, Houston,
Tex.
Brian L McGuire, Dixie (1982). Chapter Operations Committee,
1988 -89; National Director, 1989 -91. He is Management Consultant,
Medical Management Services, Daphne, Ala.
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Gordon C. Morehouse, Tennessee Valley (1974). He is Partner, Morehouse, Ravenholt, Gilbert, Dalton, GA.
Sherry A. Morse, Golden West (1980). She is General Manager, Morse
& Associates, Dublin, Calif.

Seitz

virwent

Vivian S. Sale, Virginia (1973). Marketing & Membership Committee,
1987 -89; National Director, 1989 -91. She is Sole Practitioner, Certified
Public Accountant, Ashland, Va.

Ralph A. Northerner, Michigan (1984). He is Accountant, K Mart Corporation, Troy, Mich.

Arlene T. Schaefer, CMA, Rocky Mountain (1981). Education Committee,1987 -88; Education Committee Chairman, 1987-&; National Director, 1988 -90; Council Operations Committee - Chairman, 1990 -91.
She is Auditor, Sandia National Labs, Albuquerque, N.M.

Peter F. Novak, Potomac & Chesapeake (1980). Chapter Operations
Committee, 1990 -91; Council Operations Committee, 1991 -92. He is
Partner, Thomas Havey & Company, Washington, D.C.

Robert A. Seitz, Keystone Mountain States (1964). National Director,
1990 -92. He is Mlt: Administration & Control. Climax Molybdenum
Company, Langeloth, Pa.

Jack R. Plymale, Carolinas (1976). Community Service Committee,
1985 -86; National Director, 1986 -88; Chapter Operations Committee,
1988 -91; Council Operations Committee, 1991 -92. He is Controller Treasurer, Newman Machine Company, Greensboro, N.C.

Joseph A. Vincent, North East (1974). Marketing & Membership
Committee, 1986 -87, and 1990 -91; National Director, 1987 -89; Marketing Committee, 1991 -92. He is Vice President- Finance, Novametrix
Medical System Inc., Wallinford, Conn.

Douglas C. Poe, Lincoln Trail (1985). National Director, 1990 -92. He
is Assistant Professor, University of Kentucky, Lexington, Ky.
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IN MANAGEMENT
ACCOUNTING

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY, CPA, EDITOR

SMADEVELOPMENTS
n light of changing perspectives on
accounting education, the Statements on Management Accounting addressing educational issues are
scheduled to undergo a reexamination. The IMA Committee on Academic Relations (CAR) has proposed to
spearhead an effort that would lead to
issuing revised versions of SMA 4D,
"The Common Body of Knowledge for
Management Accountants," and SMA
4E, "Education for Careers in Management Accounting." Through liaison
with the Committee on Academic Relations, the Management Accounting
Practices Committee (MAP) will monitor developments as they occur.
Another timely SMA being planned
is one that will deal with the "quality
accounting process." It will address
the question: What elements should
be present in a quality accounting system? This plan stems from a proposal
by the Board of Regents of the Institute of Certified Management Accountants. IMA President Don Baker has
indicated he will form a broad -based
ad hoc committee to oversee development of the Statement. The developmental process is expected to begin
with a literature search and focus
group interviews. Reference to the final report of the Committee of Sponsoring Organizations of the Treadway
Commission, "Internal Control: Integrated Framework," to ensure consistency with the COSO report, will be
fundamental to developing the SMA.
The MAP Committee will stay abreast
MANAGEMENT ACCOUNTING /MAY 1992

of developments and, when the ad hoc
committee is satisfied with a draft
SMA, MAP will take over final responsibility for the SMA.

MAPCOMMITTEECOMMENTS
t its meeting on March 12, the
MAP Committee discussed a
number of issues relative to financial reporting or the auditing thereof. The Committee made good
progress toward formulating IMA positions on "Recognition and Measurement of Financial Instruments" and
"Consolidated Policy and Procedures,"
two major FASB Discussion Memoranda, and the IASC proposed Standard, "Financial Instruments." Final
MAP Committee comments on the
documents will be prepared by the
time the Committee meets in June.
The Committee did agree on comments to the International Federation
of Accountants regarding three Standards proposed by its Auditing Practices Committee: "Audit Considerations
Relating
to
Service
Organizations," "Knowledge of the Client's Business," and "Illegal Acts."

NEWGAAPHIERARCHY
tatement on Auditing Standards
No. 69, "Me Meaning of Present
Fairly in Conformity With General lyAccepted Accounting Principles in the

Independent Auditor's Report,"
changed the meaning of GAAP, effective for financial statements issued
covering periods ending after March
15, 1992. For one thing, SAS 69 establishes two separate but parallel GAAP
hierarchies —one for state and local
governments and another for nongov
emmental entities. With regard to nongovernmental entities, independent
auditors need to consider five levels of
GAAP, with Level A being the highest
level of authority and Level E being the
lowest The new hierarchy elevates the
authority of certain pronouncements,
including FASB Technical Bulletins,
AICPA Accounting and Audit Guides,
and AICPA Statements on Position issued by its Accounting Standards Executive Committee (AcSEC).
In general terms, for financial statements to be in conformity with GAAP,
an auditor must see that the requirements of Category A pronouncements
have been applied and must be prepared to justify departures from pronouncements in Categories B, C, and
D. The issuance of a new pronouncement in Category A, B, or C generally

will require changes in accounting to
conform to the new requirements because those pronouncements are higher levels of GAAP than existing practices. An auditor must be aware of
pronouncements in Categories A, B,
C, and D, but not of those in Category
E.
The Categories are:
Level A —FASB Statements and In-

terpretations, APB Opinions, Accounting Research
Bulletins.
Level B —FASB Technical Bulletins,
AICPA Guides, AcSEC
Statements of Position.
Level C —AcSEC Practice Bulletins,
consensuses of the FASB
Emerging Issues Task
Force.
Level D AICPA Accounting Interpretations, FASB staff implementation
guides,
widely recognized practices prevalent generally
or in a particular industry.
Level E All other sources of accounting guidance, such
as FASB Concepts Statements, APB Statements,
AcSEC Issues Papers, and
accounting
textbooks,
handbooks, and articles.

NEW WYDENBILL
ep. Ron Wyden (D: Ore.) for the
last few years has been introducing into the legislative process
bills intended to help stem the incidence of financial fraud. In February,
Rep. Wyden introduced HR 4313, the
Financial Fraud Detection and Disclosure Act This bill would require an independent auditor who becomes
aware of information indicating an illegal act has occurred or may occur to
(a) determine whether it is likely the
illegality has occurred and the possible impact on the company's financial
statements and (b) as soon as practicable inform the appropriate level of the
company's management and audit
committee (or board of directors). An
issuer whose board of directors has received such a report would have one
business day to notify the Securities &
Exchange Commission.
The Bill was referred to the House
Energy and Commerce Committee.

R

Louis Bisgay, CPA, is director, management accounting practices.
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RESEARCH
PATRICK L. ROMANO, CMA,
EDITOR

HOWTOBECOMEAWORLDCLASSCOMPETITOR
ince July 1985, the date I became
research director at IMA, I have
been involved in the search for answers to the many problems posed by
our members and their companies.
Certainly the answer to "How to Become a World -Class Competitor" has
sought my increased attention over
these last five to seven years. Let's take
a brief look at some of the developments over this time.
In January 1986 the IMA Executive
Committee approved the "Bold Step"
initiatives to be undertaken by the
Committee on Research. The Committee not only was granted an increase in
funding to seek proposals from outstanding researchers but also was
asked to focus its efforts on practical
application- oriented research. Since
that time some 13 "Bold Step" publications have attempted to address a
number of management and financial
accounting problems and issues. Additionally, several of my research columns have addressed the subject of activity accounting (see May 1988 and
May 1989). Activity accounting contin-

ues to gain interest and will be the subject of a major research effort, "Activity-Based Cost Management," to be
published by IMA in 1992. An outstanding research team is addressing
this topic for IMA: from practice,
KPMG Peat Marwick and Larry Maisel, and from academia, Cooper /Kaplan of Harvard University.
I recently listened to a presentation by
R Leigh Reid, manager of TQM development for the LTV Aircraft Division of the
LTV Company. Her topic, "Process Performance Measurement and Continuous
Self- Assessment," subtitled, "Implementing Company -wide Process Management," was an eye-opener for me. Ms.
Reid demonstrated how the performance
of key company processes is continuously monitored and evaluated to ensure
that customer needs and expectations
are met constantly. Their "teamwork for
excellence" strategy has three legs to it
1. Process management —how the
company manages and continually
improves its operations;
2. Leadership— management commitment, mechanisms, methods, and
concepts used for managing
change; and
3. People —how to develop employees
(education and training), recognize
their contributions to excellence,
and provide a safe and healthy environment.

Announcing

MIGs' SPRING
SEMINARS
Come pin the IMA's Member Interest Groups (MIGs)
this spring for two special seminars:
The CONTROLLERS ROUNDTABLE is an

seminar for financial executives who
1needinteractive
to know more about topics such as managing in
a contracting economy, effective reporting to top
management, staff development, and controlling cash
flows. Fees are $200 for MIGs members, $275 for IMA
members, and $395 for non - members.

CONTROLLE
ROUNDTABI.

June 1
San Francisc
Airport
BUILDING
[ I d UM 9.r

ONTF OLLE
ORK ;HOP

une 3
hicag
'Hare Airpe

BUILDING QUALITY CONTROLLERSHIP:

UP THE CLOSING PROCESS is a
2newSPEEDING
workshop that will help you design an action plan
for process improvement that you can take back to
your company and implement. Speed is the focus.
Participating companies include Motorola, MISCO, and
Genesco. Fees are $300 for members, $420 for nonmembers.
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more Infannation Of la '
later, call Jennifer Wart„
- 573.6219.

The principles underlying process
management are:
1. All work is a process;
2. All processes can be improved; and
3. Every employee is a process manager.
Done the right way, the process enables members of the work force to improve everything they do—they become
the individual owners of their processes.
The Deming cycle is employed_
The approach used to manage processes is rigorous, systematic, and disciplined. As an owner of your process, you
carry decision- making authority. As you
become empowered, you carry executive responsibilities, exercised in a teamwork environment, for your process.
Ms. Reid summarized her presentation with the lessons her group
learned from this ongoing process:
1. Continuous improvement requires
a systematic methodology.
2. It must focus on improving processes to meet customer requirements.
3. Everyone must understand and use
the same vocabularly and tools.
4. Management must provide support
and the necessary resources.
Thus, through process improvement
(I'QM implied) you are getting to the
heart of the matter —this is where you
have to work first —in your striving to
become a world -class competitor. New
performance measures, constantly updated, monitor improvement.
Where does ABC fit in? How can
companies achieve successful ABC
implementations? Again, it would appear that process management should
precede an ABC installation. Improvement in activity costs or product costs
then would be reflected (without considering capacity cost decisions). Having the right environment, process
ownership, customer - focused orientation, and top management commitment would eliminate many of the hurdles and barriers faced by ABC
implementers. Then management
could focus attention on the great cost
of some of these activities.
What has been your experience? I
would be interested in your experience and feedback. Write or phone Pat
Romano, director of research, IMA, 10
Paragon Drive, Montvale, NJ 076451760; (201) 573 -6212.
Patrick L. Romano, CMA, is director,
IMA research.
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CATHERINEREILLY,EDITOR

ANN ARBOR
CELEBRATES
CMA'S 20TH
he Ann Arbor Chapter of the Institute of Management Accountants recently celebrated the
founding of the CMA program
at a special CMA 20th Anniversary party on January 16. Approximately 70
members and guests enjoyed the affair, which was held at Ann Arbor's
Sheraton University Inn.
The evening's guest speaker was
Dr. James Bulloch, CMA, managing
director of the Institute of Certified
Management Accountants, who described the history of the CMA program. Each of the Chapter's CMAs
was recognized by name during the
evening's proceedings.
The Certified Management Accountant program holds a special place
in the hearts of the members of the
Ann Arbor Chapter because Ann Arbor
was the home of the Institute of Certified Management Accountants (then
the Institute of Management Accounting) for the first 13 years of its existence. an 1985 the Institute moved to
its current home in Montvale, NJ.)
A personal visit from a Certified
Management Accountant is a great
way to promote the CMA program.
The most informative presentation
possible is one where an actual CMA
explains the examination and the procedures one must follow in order to apply for acceptance into the program.
Someone who has actually been
through the examination can more
clearly detail the ins and outs of preparing for the exam.
The ICMA and the IMA Marketing
Department get dozens of calls requesting CMA presentations, most often to an IMA chapter or a gathering
of students who are interested in learnMANAGEMENT ACCOUNTING /MAY 1992

ing about the CMA program. Often,
though, we have difficulty accommodating these requests because we lack
a pool of speakers to draw from.
To address this need, the IMA Marketing Department is forming a CMA
Speakers' Bureau. -Ibis Bureau will
consist of CMAs who can speak to
groups about the CMA program. The
content of the presentations would include remarks explaining why the
speaker pursued certification, how he
or she prepared for the exam, and general information about the CMA.
How will the Speakers' Bureau
work? Names and addresses of those
who would like to become speakers
will be kept on file at the IMA office in
Montvale and filed in alphabetical order by state. When a request for a
speaker is received, we will then be
able to match the request with someone in the area who is a CMA and willing to address the group regarding the
CMA program. The IMA Marketing
Department will provide any materials
necessary for distribution to the audience and assistance in planning the
presentation.
When the Speakers' Bureau is operational, all IMA chapters will receive
information about its existence and the
availability of CMA presentations. The
Bureau will also be publicized to colleges and universities.
The CMA program is growing daily, and we are making great strides in
the recognition accorded this designation. We are now in the middle of the
20th anniversary year of the CMA program, and more than 11,000 CMA certificates have been awarded to date.
Additionally, 111 companies across
the United States proudly call themselves CMA Corporate Sponsors. Anyone who doubts the value of obtaining
the CMA designation can simply look
to this list of prestigious companies
and many more like them. These organizations make it common practice to
look for the Certified Management Accountant designation when filling key
management accounting and financial
management positions within their
companies.
If you are a CMA, why not consider

IMA is forminga
Speakers' Bureau to
supply CMA
program speakers.

joining the Speakers' Bureau. If you
do, you will be doing yourself a great
favor. Remember, if those who are already certified encourage others to
pursue the CMA, the Certified Management Accountant designation will
become even more valuable. The value
of the designation increases as the
number of CMAs increases.
If you are interested in becoming a
member of the CMA Speakers' Bureau, the procedure is simple. Just
drop a note to Manager, Marketing
Services, Institute of Management Accountants, 10 Paragon Drive, Montvale, NJ 07645 -1760. Include in the
note your name, title, company name,
address, daytime telephone number,
and the number of miles you are willing to travel to make a presentation.
Also, if your chapter is planning a
special CMA- related event, we'd like to
know. Send any information, including
photographs of the event and any
chapter newsletter articles detailing
the affair to the address above.
■
Catherine Reilly is marketing manager,
IMA/ICMA programs.

Selected for their expertise and
knowledge of concepts covered on the
CMA exam, twelve specialists have
written a self- contained review in
four volumes (one for each part of
the exam) of all the information needed to pass the examination. Each
volume consists of text that discusses
the concepts often illustrated by
previous CMA questions with step by -step instructions on how to answer
the questions, and other CMA problems and solutions that relate to the
concepts discussed. Also available are
audio cassettes (over 60 hours of instruction) recorded by a professional
reader.
FOR ADDITIONAL INFORMATION CALL OR WRrrE

Malibu Publishing Company
31332 Via Colinas, Suite 112
Westlake Village, CA 91362
(818) 889 -1495 • Fax (818) 889 -5107
Circle No. 5
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
VanDeMark Products is offering Alpha Cost, software for the PC that can
be used as an adjunct to existing cost
accounting systems and act as a first
step toward activity-based costing. Alpha Cost uses three direct costs for
manufacturing — labor, material, and
equipment—and uses available P &L
data for overhead account cost allocation and distribution. It automatically
calculates overhead rates for labor,
material, and equipment and distributes all overhead costs on the basis of
support, not just labor. The system uses the overhead rates with material list
and route sheet data to calculate factory unit costs. The software also can
be used with projected P &L data and
proposed material and equipment
changes to make business projections.
Circle No. 32
ABC Technologies Inc. has released
EasyABC Quick", designed to bring
activity-based costing software to
small businesses. Activity-based costing identifies activities performed,
traces cost to these activities, and then
uses various cost drivers to trace the
cost of activities to the products or services. The software provides one team
member an efficient way to communicate with other team members on
large ABC projects and is an effective
training tool. It has full upward compatibility with EasyABC Plus so users
can upgrade when necessary.
Circle No. 33
Syspro Impact Software, Inc. has
added activity -based costing (ABC) to
its IMPACT Award manufacturing,
distribution, and accounting software
system. Users have the option of using
traditional or ABC costing methods.
They can run ABC in parallel with
66

more traditional costing and accounting methods also provided in the software. The ABC costing system includes features such as rate setting
explosions and full recovery analysis
reports. The product can be integrated
into existing IMPACT Award installations because the ABC capability is not
a separate application —it is contained
as part of the Bill of Materials module.
There is no additional cost to add it.
Circle No. 34
Crowe Chizek has introduced Version 6.0 of its Fixed Asset Accounting
System (FAAS "), which has been updated to include the 1991 tax laws. Version 6.0 offers several new features, including a more flexible Projections
menu, an Audit Log listing, and a "Totals Only" function. Other new features are the ability to calculate partial
asset retirement and current year depreciation, to calculate and report ACE
adjustments, and to view more of any
report or projection on screen by
changing the screen height for VGA
monitors. In addition, FAAS now can
send a report directly to a printer, once
printed on the screen. FAAS is a PCbased program that requires DOS 3.3
or higher, 640K of RAM, and a hard
drive.
Circle No. 35
Intex Solutions, Inc., has brought
out U1traGraphics, the first spreadsheet add -on to offer graphing capabilities for both the DOS and Windows
environments. It provides users of Lotus 1 -2 -3, Quattro Pro, and Excel with
10 graph styles, including XYZ scatter graphs. Users of the menu -driven program can easily graph any amount of
data, combine elements of color and
design, and rotate graphs in up to 25
different angles. Users can save
graphs in any of the industry- standard

formats and integrate them into other
compatible applications. UltraGraphics has two versions, one for DOS,
which supports Quattro Pro and Lotus
1 -2 -3 release 2.2 and higher, and one
for Windows, which supports Lotus 12-3 for Windows and Excel.
Circle No. 36
EnRoute Card® has introduced enRoute INTERFACE, a software package that provides an electronic copy of
travel expense information. With INTERFACE, businesses can capture
billing and travel management data immediately on a PC or download enRoute's travel expense data from a
mainframe computer directly to a PC
through the telephone lines. Once the
information is stored in a company's
system, travel reports can be generated in any format, for example, totals by
travel location, supplier name, department reference, employee number, or
accounting codes. The software has an
export feature that can load data into
a spreadsheet or dBase software, allowing consolidation of existing databases.
Circle No. 37
D &B Software has made available an
on -line real -time inventory management application, Inventory Control,
which helps service organizations
such as health care, financial services,
and utilities manage and control physical inventories. Inventory Control is
fully integrated with new versions of
D &B Software's Purchase Order and
Accounts Payable products. The package automatically calculates economic
order quantities and minimum reorder
levels for each warehouse location. Additional features include account building, auto replenishment, and summarized pick lists. It provides a complete
and automated materials management
solution that allows users to track inventory, order supplies, pay vendors,
and make appropriate accounting entries to the General Ledger system. Inventory Control runs on a range of
DEC VAX computers.
Circle No. 38
Lawson Associates Inc. has made
available the Lawson Accounting System for IBM's RS /6000, operating under AIX version 3.0. The Lawson Accounting System comprises several
integrated application packages: General Ledger, Accounts Payable, Accounts Receivable, Fixed Assets, and
Project Accounting. These modules integrate with the Lawson Human ReMANAGEMENT ACCOUNTING /MAY 1992

sources, Distribution Management,
and Materials Management Systems.
Lawson accounting software can run
on most relational database management systems available in the Unix
market, including Oracle and INFORMIX as well as Lawson's standard database. A facility allows users to define
in which database a file resides, and,
from then on, access is automatic.
Lawson's open licensing policy allows
clients to migrate their systems to different hardware platforms without incurring additional license fees.
Circle No. 39
Open Systems, Inc. has released version 4.1 of OPEN SYSTEMS® Accounting Software (OSAS), which includes Accounts Receivable, Accounts
Payable, Purchase Order, and Resource Manager. New features include
horizontal line -entry, streamlined data
entry, information windows that allow
on -line access to the most critical business data, and summary history files
that increase the amount of management information available. The company also has introduced F9 The Financial Reporter, a direct link to Lotus
1 -2 -3 from OSAS. It allows a user to update a spreadsheet immediately with
the latest general ledger information,
simply by pressing the F9 key. Another new product from Open Systems is
OpenFORM, a module that merges accounting data generated in OSAS to
produce professional -quality standard
forms on a laser printer. OpenFORM
includes electronic forms templates
for invoices, packing slips, customer
statements, and purchase orders. With
OpenFORM users can scan a corporate logo onto the form and adjust
typeface and fonts. All fornns are
stored electronically for future use.
Circle No. 40

EQUIPMENT
CoStar has introduced the LabelWriter
IT printer for the IBM PC or compatibles.
A palm -sized desktop label printer, it
prints labels for envelopes, packages, file
folders, cassettes, and floppy disks. It can
print postal bar codes and inventory bar
codes readable by visible light contact
scanners. The serial printer uses linear
thermal print technology to print 1" x 31/2" labels in 3.5 seconds each, with a
resolution of 137 dots per inch. Addresses can be printed in a variety of font
styles and sizes. The LabelWriter IT
comes with its own addressing software
that runs under DOS and Windows. The
MANAGEMENTACCOUNTING /MAY 1992

I
CoStar's LabelWriter II printer.

software can capture an address from the
screen automatically and route it to the
LabelWriter II while the main printer
prints the letter. The software also imports and exports dBASE-compatible
files into its own database and generates
matching postal bar codes for postal discounts.
Circle No. 41
PI Systems is introducing Infolio'", a
pen computer specifically designed and
developed for information collection and
management in field-centered rather
than desk-centered environments. It is
the lightest pen computer in the pen market, weighing less than three pounds,
and combines a compact "clipboard"
form measuring 9" x 10" x 12" with a full size VGA -quality display. Infolio uses a
CalComp cordless stylus as an input pen
and has a battery life of up to 12 hours
in typical use. It integrates PI's Motorola
68331 -based hardware with database
software, a graphical user interface, and
task- specific application software and uses memory cards for system operation
and data storage. Infolio can transfer information to databases and other software running on mainfrunes, minicomputers, and PCs.
Circle No. 42
TPS Electronics has introduced the
LM -300, an advanced laser bar code
scanner for Macintosh. Unlike most bar
code scanners, the unit has the electronics for recognizing bar codes and decoding them into Macintosh keyboard data
built into the handle of the unit, eliminating the need for an interface "box." The
LM -300 is powered by the Macintosh
and requires no power supply. It con-

netts to any current Macintosh computer via the computer's keyboard port and
sons bar code data into any application
without affecting regular keyboard function. The LM -300 weighs less than 11
ounces with cable, making it an ideal
scanner for portable applications as well
as for fixed -station environments such as
point-of-sale.
Circle No. 43

PUBLICATIONS
Ken Wantuck Associates has introduced a video training course called
"Just -in -Time Measurements." The
package contains seven videotapes, 20
student workbooks, and a Leader's
Guide that includes seven lesson
plans, discussion questions, and group
exercises. The tapes offer examples of
new ways to measure ROI, customer
satisfaction, product quality, people
productivity, inventory utilization, activity costing, and velocity costing.
Circle No. 44

CONFERENCE
SIGGRAPH '92, the 19th International Conference on Computer
Graphics and Interactive Techniques,
will be held in Chicago, July 26-31,
1992, with an exhibition July 28-30. It
is sponsored by the Association for
Computing Machinery's Special Interest Group on Computer Graphics in
cooperation with the IEEE Computer
Society's Technical Committee on
Computer Graphics.
Circle No. 45
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PROMOTIONS&
NEWPOSITIONS
KENNETH AURICHIO, EDITOR
Jim Truitt

COOKNAMED
CHAIRMANAT
VALUATION
RESEARCH
James S. Cook, Milwaukee, has been elected new
chairman of Valuation Research Corporation, a major
international provider of appraisal services to business,
financial, merger advisory,
and corporate investment
communities, in Milwaukee, Wis. He replaces Ettore Barbatelli, Sr., who will
retain the post of chairman
of the board's executive
committee. Mr. Barbatelli is
a former national president
of IMA.
Roy E. Campbell, Dallas,
has been named controller
and chief financial officer of
Elcor Corporation in Dallas,
Texas.
Nils A. Johansson, Den-

ver, has been named senior
vice president and chief financial officer for the Bell &
Howell Co. in Skokie, Ill.

dent /treasurer, respectively, for Martin Industries,
Inc., in Florence, Ala.

Jean L Pavlinko, Erie, has
been named manager, operational accounting for the
Industrial Products Division of the Lord Corporation in Erie, Pa.
Paul A. Sossi, CMA, Macomb Chapter, has been
named vice president and
CFO of Howard Plating Industries in Madison
Heights, Mich.
Randy Hilger, CMA, Mid Missouri, has been named
senior manager, state and
local tax practice, for
KPMG Peat Marwick in St.
Louis, Mo.
Kenneth M. Becker,
CMA, Minneapolis Viking,
has been named firm administrator of Benson &

Craig D. Adler

Craig D. Adler, Northern
Virginia, has been promoted to vice president, finance, and controller of the
Professional Service Group
for Atlantic Research Corp.,
in Rockville, Md.

Jim Wilson

McLaughlin Certified Public Accountants in Seattle,
Wash.
James W. Truitt, former
IMA vice president, and
James D. Wilson, former
IMA national director, Muscle Shoals, have been named
vice president- administration and vice presi-

John D. Martin, Providence, is now controller for
the Concordia Manufacturing Company in Coventry,
R.I.
Arthur Corr, CMA, Racine- Kenosha, has been
named interim dean of the
School of Business at the
University of Wisconsin Parkside in Kenosha.
Susan E. Artmann, CMA,
Raritan Valley, has been
promoted to vice president —finance for Beneficial
National Bank USA in Peapack, N.J.

WEREYOU
PROMOTED?
Have you or has someone you
know been promoted? Drop
us a line! Include the member's full name and IMA account number, the chapter
name, the company name,
and the employee's new title.
Send that information to:
Kenneth Aurichio, IMA, 10
Paragon Dr., Montvale, NJ
Nils A. Johansson
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Kenneth Becker

Susan E. Artmann

07645.
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ANewPublicationintheIMAClassicSeries:

RELEVANCEREDISCOVERED.VOL.II
Reading the ideas of accountants and managers from the
past may give you a solution to a current problem, or at
least put it In erspective. Is your company aware of the
in h eren t weak n ess t o u s i n g s t and ard co s t s? Ho w can
s t a n d a r d s b e d eve l o p e d for th e con tro l of sell i ngg
act i vi t i es ? Wh at d i d D wi g h t Al l go o d of S co vel l ,
Wel li ngton & C omp an y say abo ut th e devel op men t of
successful cost and quality control programs?
Relevance Rediscovered, Volume II, is an antho logy of 25
articles from the 1929 -1939 Bulletins and Yearbooks of the
National Associati on of Cost Accoun tants (as the IMA
was known in its early days). It contains answers to these
and similar questions. See what A.C. Nielsen, president of
A.C. Nielsen Company, says about the serious limitations
o f u s i n g fa ct o r y s al es i n f o rmat i o n fo r co n t ro l l i n g
marketing policies. His 1936 article, "Continous Marketing
Research— AVital Factor
in Controlling Distribution Costs," describes a
method of measuring the
differences between consumer and factory sales.
The companion volume,
Relevance Rediscovered,
Volume I, which covers
articles published from
1919 -1929, is also available from IMA. Volume
II alone costs $ 29.95; you
can have bo th volu mes
for $ 49.95.

2995

$49.95 for both
C ha rg e to m y c r ed it c ar d :
--------------------------------------- ---------------------------------------------------- - - - -Institute of Management Accountants
Mail to:

10 Paragon Drive
Montvale, NJ 07645 -1760

Phone: 1- 800.638 -4427
In New Jersey, 1.201.573.6278
All o rd e rs un d er $2 5

Please send me
❑ ❑RELEVANCE❑REDISCOVERED❑VOL.❑110❑$❑29.95
❑ ❑VOL.❑I❑AND❑VOL.❑110❑$❑49.95

AMEX#

m u s t b e p r ep a i d .
VIS A#

Total books or sets:

Total price:
Less 20% (if applicable):•.

P a ym e nt s m us t b e
d ra wn o n a U . S . b an k.
Ma s t e r C a r d #

N. J. residents, please add 7% sales tax:
Shipp ing & handling c harge:.

In t er b an k #
X

TOTAL:

Ex p ira tio n D at e

S ig n a t u r e

All items are s hipped by UPS.
"IMA members are entitled to a 20% discount,
Member #

Nam e (p le as e p r in t o r t yp e)

No nmember; please s end me members hip information.
This coupon may be photo copied.
SHIPPING AND HANDLING
All orders within the continental United States are sent by United Parcel
Service (UPS). You should receive delivery within one week. Minimum
shipping & handling charge Per shipment is $3.00 for 1 -3 items; $5.00 for 410 items; $10.00 for 11 -20 items; and $15 for 21 or more items. Overnight
via Federal Express or 2nd Day Delivery (Blue Label) via UPS is available
al your expmw. ]'lease call for more information.

C o m p a n y (if p a rt of s h ip p ing a d d r es s )

Ad d res s ( d o no t use P . O. B ox N u m b e r )

C ity, S t ate, Zip
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ASSOCIATION
NEWS
KENNETH AURICHIO, EDITOR

ATLANTAHOSTS
`92CONFERENCE
The Institute of Management Accountants will hold
its 73rd Annual Conference
June 21 -24 at the Atlanta
Marriott Marquis Hotel in
Atlanta, Ga.
Scheduled speakers include NFL Hall of Famer,
management consultant,
and business leader Fran
Tarkenton discussing "How
to Motivate People to Take
Bold Steps," and U.S. Representative Newt Gingrich,
who will deliver the luncheon address on Monday.
Also speaking on Monday
are Jeannette A. Garretty,
vice president and senior
economist, Bank of America; Kenneth Johnson, vice
president and controller of
Motorola, Inc.; and Robert
Woolheater, senior vice
president and secretary of
the Craig Corporation.
Tuesday's speakers will
include Edward Fleischman, commissioner of the
Securities & Exchange

Commission, speaking on
"Reflections on a Regulatory Role."
Concurrent sessions on
Tuesday will feature a discussion on "Current FASB
Projects" with Victor
Brown, FASB member; William Ihlanfeldt, CPA, assistant controller of Shell Oil
Company; Frank Minter, assistant professor at Samford
University; and Alfred King,
CMA, vice president of Valuation Research Corp. Dr.
Shirley A. White, president
of Success Images, will discuss "Restructuring Your
Industry and Business for
Survival in the Next Decade." Consultant Dr. Hen dri D. Weisinger will speak
on the topic, "Bold Steps to
Motivate," and an Integrated Cost Management Program will be presented by
Ernst & Young.
On Wednesday, Arthur
R. Taylor, dean of the Graduate School of Business at
Fordham University, will
discuss "Those Without
Courage Need Not Apply."

Max Cleland, Georgia secretary of state, will deliver
the luncheon address.
The Family Event will be
held at the historic Georgia
Depot, where special circus
activities will be presented
especially for IMA visitors.
Then it's on to the World of
Coca -Cola Pavilion for
games and a tour of the centuries -old history of the popular drink. The Family
Event concludes with an opportunity to visit Underground Atlanta.
The Spouse All- Events
Package includes a luncheon with Mrs. Don Baker
and trips to the Carter Presidential Library, the Atlanta
Botanical Garden, and the
High Museum of Art. Teen
and preteen events include
visits to the Zoo Atlanta and
Six Flags Over Georgia,
among others.
The Conference offers
up to 21 hours of Continuing Professional Education
credit. For those unable to
attend the entire Conference, single -day programs
are available offering up to
seven CPE credit hours for
each of the three Conference days.
Two new registration
categories are being offered
to members this year. Available for spouses is a Non Tour Package, which includes attendance at the
National Officers' Reception, the Family Event, and
the Annual Dinner. There is
also a special registration
rate available for those with
more than one IMA family
member attending the conference. Second and subsequent immediate family

Members of the Annual Conference Operations Committee meet in Atlanta. L. -r., Judith Witte, Alvin Uria,
Marilyn Miller, and Daniel Defnall,

members who are also IMA
members save $100 when
they register for an All Events Package.
For general questions
concerning the 1992 Annual
Conference, call Victoria
Mullen, 1- 800 - 638 -4427, #3,
and for specific registration
questions call Veronica
Frank 1- 800638 -4427, ext.
247.

Catherine M. Barse.

CATHERINEBARSE
JOINS IMA
Catherine M. Barse assumed the full responsibilities of managing director,
finance & administration for
the Institute of Management Accountants, on April
15, 1992.
Ms. Barse's responsibilities will include overseeing
the financial, accounting,
and internal control areas of
the Institute. She will also
work closely with the Committee on Finance; the Subcommittees on Investments, Pension, Audit,
Insurance and Memorial
Education Fund; and the
Budget Committee. She also will act as a close liaison
with the new computer implementation.
A current member and
1989 -90 president of the
Minneapolis Viking Chapter, Ms. Barse has served
the IMA as Minnesota Regional Council CommunicaMANAGEMENTACCOUNTiNG /MAY 1992

Keith A. Russell, CMA, former ICMA regent, helped present CMA pins to two new CMAs at Mid - Missouri
Chapter meeting. L.-r., Chapter President Ken Geel; Marsha Benson, CMA; Russell; Brad Adrian, CMA;
and Randy Hilger, educational meetings director.

dons Chair and as a two year volunteer member of
the IMA's National Committee on Ethics, and she will
continue to work with this
Committee in the capacity
of staff secretary. She plans
to sit for the CMA exam later this year.

EMERITUSLIFE
ASSOCIATES(ELAs)
David L. Baumgardner,
Mid - Florida.
Robert T. Brennan,
Morris- Essex.
Donald F. Carrico,
Louisville.
William J. Coates,
Saginaw Valley.
Consilia E. D'Andrea,
Peninsula -Palo Alto.
Jack A. Dailey, Portland.
Jeanne W. Davis, Atlanta.
Frances E. Fletcher, New
Haven,
Fred G. Frick, Nashville.
Russell H. Gowland, Jr.,
Member -at- Large, USA.
Harry Gross, New York.
Merrill M. Gross, York.
James G. Hackel, Northwest Suburban Chicago.
Bill B. Hook, Scottsdale
Area.
Gene J. Hymel, New
Orleans.
Anthony S. Janicki, Member-at- Large, USA.
Robert J. Johnston,
Portland.
Herbert M. Long, Spartanburg Area.
Hayward E. Mixon,
MANAGEMENT ACCOUNTING /MAY 1992

Knoxville.
E.E. Moline, Dallas North.
Royce W. Nation, Denver.
John J. Palmeri, Daytona
Beach Area.
Melvin J. Peters, Chicago.
Paul J. Pletcher,
Lancaster.
Bernard Preschel, New
York.
Anthony C. Rose, Jr.,
Boston.
Rodney C. Scheetz, York.
Janice J. Schuette,
Portland.
J.M. Thomas, Birmingham -Magic City.
Keith W. Veale,
Cincinnati.
Lucille W. Ward, Valley
Forge.
John F. Wilke, Milwaukee.
Robert N. Young, North
Penn.
Donald R. Zimmerman,
York.

IN MEMORIAM
E.A. Andrews, ELA, 77,
Eugene -Springfield, 1980.
Clinton G. Bartos, ELA,
79, Fox River Valley, 1978.
J.H. Behdjou, ELA, 63, Los
Angeles, 1966.
T.E. Boors, ELA, 73, Cleveland, 1976.
Davis E. Browne, ELA, 83,
Los Angeles, 1977.
William T. Cacace, CMA,
46, Seattle, 1987.
Geraldine H. Candido,
ELA. Washington, 1973.
Walter E. Deabler, ELA,
77, Columbia, 1976.

E.W. Deuchler, ELA, 76,
Fox River Valley, 1982.
Jane M. Dobyns, 53, Richmond, 1978,
John T. Eagan, Jr., 70,
New Orleans, 1974.
William A. Etches, 57, Seattle, 1987.
Morris F. Fergus, ELA,
Dayton, 1964.
Russell F. Gilbert, ELA,
70, Gainesville- Ocala, 1948.
William M. Gude, 57, Elkhart Area, 1963.
William E. Hoerner, ELA,
61, Poplin Tri- State, 1963.
George P. King, ELA, 72,

Orange County, 1962.
Paul H. Lowe, ELA, 78,
Los Angeles, 1977.
John H. Magill, ELA, 79,
Tulsa, 1977.
Mario A. Marla, ELA, San
Francisco, 1967.
Harold M. McCracken,
ELA, Detroit, 1970.
C. McKinney, ELA, 80,
Dallas, 1981.
Maynard F. Means, ELA,
Cleveland, 1971.
Melvin G. Meyers, ELA,
81, Calumet, 1976.
Stephanie A. Miller, 26,
Erie, 1989.
Charles C. Morley, ELA,
St. Louis, 1968.
John J. Plocar, ELA, Mt.
Rainier, 1983.
M.D. Prouty, Jr., ELA, 73,
Muscle Shoals, 1952.
Glenn E. Randall, ELA.
Buffalo, 1972.
Lad A. Rehula, ELA, 76,
Cleveland, 1976.
R.F. Reining, ELA,74, Chicago, 1977.
John B. Smith, ELA, 77,
Kansas City, 1980,
Ernest C. Terry, 53, Fort
Worth, 1968.
Rex E. Thompson, EIA,
71, Tucson, 1983.
D.R. Walker, ELA, 63,
Houston, 1963.

SCHEDULEOFEVENTS
May 11 -12: Cost /Controllers' Roundtables, The Lafayette, Boston, Mass.
May 14 -15: CFO's Role in Organizational Change,
Hilton Hotel, New York City.
May 20 -22: Professional Education Program, Sheraton Plaza, Chicago, I11.
May 28 -29: Implementing Activity-Based Costing,
Hyatt Regency Baltimore, Baltimore, Md.
June 8 -9: Corporate Financial Management Conference, Marriott Copley, Boston Mass.
June 21 -24: Annual Conference, Marriott Marquis,
Atlanta, Ga.
July 30 -Aug. 2: Committee Meetings, Westin O'Hare, Rosemont, Ill.
August 9 -12: AAA Conference, Washington D.C.
October 15 -17: Executive Committee, The Breakers, Palm Beach, Fla.
October 17 -20: SCMS, The Breakers, Palm Beach,
Fla.
October 21 -23: Controllers Conference, Opryland,
Nashville, Tenn.
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BUSINESS
OPPORTUNITIES
IS YOUR ACCOUNTING
CAREER ADVANCING TO
THE REAR?
Then Start your own Comprehensive practice. 25 year proven system includes marketing, software, equipment, training and
support. Minimum requirements
are $100,000 net worth and
$25,000 cash.
Comprehensive
Business Service
1925 Palomar Oaks Way
Carlsbad, CA 92008
1- 800.323 -9000

LET THE GOVERNMENT FINANCE your small business.
Grants /loans to $500,000. Free
recorded message: 707 - 448-0330.
(OR7)
STARTING AN ACCOUNTING
FIRM?
I'VE
EARNED
$1 92 ,00 0
WITH MINE.
MONEY NEVER STOPS! Free
Information: Vick, Box 2064,
Gainesville, Florida 32602 (904)
375 -8341.

• Intensive 4 -week training
• Cli ent marketing systems
• Yearly tax seminars /support
• Streamlined ac counting
system
• On -going field support
• Owner manuals 8 muc h
more.
Call 1.800. 323.7292; In CA.
collect (916) 966 -2348 for fur.
ther details!

REDUCING
OPERATING
COSTS: OUR SPECIALTY.
FAX BUS. CARD FOR DETAILS
(201 - 956 - 2940).

NEW
DEPRECIATION/
FIXED ASSET MANAGEMENT. Ver. 5.0 for IBM PC/XT/AT/PS2 and compatibles. Over 700 users in 5 years
from large corporations to small
CPA's, many say "best system at
any price." Six books, all normal
methods including SL, DB, DDB,
SYD, ACRS, MACRS, 40% RULE,
ACE, AMT and SHORT TAX
YEARS and FORM 4562. DO IT
YOUR WAY, design custom
records, split or merge files, sort
records in any order. $195.00.
MONEY BACK GUARANTEE.
VISA/MC. SOFTLINK, PO Box
2433, Stuart, FL 34995. Phone
407 -692 -3123.

Your success is our success.

Rates: $2.00 per word. 15word minimum. Abbreviations,
ZIP codes, and phone numbers
count as one word each. All
classified advertising must be
prepaid.
Noncommissionable.
Closing Date: Deadline for
copy is the first day of the
month preceding publication
date.
72

15

INFORMATION

COMPUTER
SOFTWARE
Start making money for YOURSELF with the c ompany Success Magazine calls the "Number One Accounting Franchise
in Americal" (March, 1991) Build
your own highly successful accounting practice with Padgett's:

10
3

Copy: All advertising must be
submitted in typewritten, double- spaced form. No telephone
orders accepted.
Box Number: Write Doryne
Gerstein at MANAGEMENT AC
COUNTING®.

Display Classified: Onetwelfth page (one column x 2
3/8 ") is available at $555.
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COMPUTER INTEGRATED
MANUFACTURING: SQL 4GL
database applications. Design, Inventory, Production Management are integrated with Costing, Accounting, Planning and
Finance for maximum productivity and profitability. DOS /UNIX.
CimFacts, 3300 S. Gessner, #150,
Houston, Texas 77063 (713) 7844016.
CASB DISCLOSURE STATEMENT PREPARATION — Efficient preparation and update utilizing WordPerfect 5.1 with
Tables. Provides CASB -DS•1 Disclosure Statement and Continuation Sheets ready for direct submission to your cognizant ACO
and DCAA. Includes both 3 1/2"
and 5 1/4" formats, comprehensi ve manual and continuing update services. $119. Call or fax 1800. 8924045
or
write
FRONTIER MANAGEMENT,
INC., 1608 Autumnwood Drive,
Reston, VA 22094.

Payments: Payment in U.S.
funds must accompany each order. Mail copy to Doryne Ger-

PUBLICATIONS
BROWN
BOOK
SHOP
For 45 years we have been satisfying the book needs of professionals in the corporate accounting field. We offer an extensive
selection of technical and nontechnical accounting publications and we ship all over the
world. Order our free catalog.
800.423 -1825, 713.652 -3937, 713652 -1914.
96,000 Customers!
Business software? Career opportunities? Business for sale?
Position wanted? New prod.
ucts? Leases? Whatever you

want to sell —use the MANAGE.

MENT ACCOUNTING® classified department to do it. IMA
has 96,000 readers and potential customers. Call Lisa Dawson at (201) 573.6280.

ING®, 10 Paragon Drive,
Montvale, NJ 07645 -1760.

Up to 50 words FREE " to
companies that are looking
for employees who hold
CMA certificates and so
specify in advertisement.

Acceptance: Publisher reserves the right to accept or re-

*Up to six insertions.

stein, MANAGEMENT ACCOUNT.

ject advertisements for MANAGEMENTACCOUNTING®
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I would be interested in:

See.,hear...
experienceSIGGRAPH.
theworld'spremier
conferenceoncomputer
graphics,July26.31.

At
SIG GRAPH '92
in
Chicago

(onforence mi m bon

a ona(lay tmd ms hnan(d winces

Meetthepeoplewhoare
pushingthelimitsof
computergraphics..and
whowilchangetheway
youNOaboutfinancial
services.
Evaluateleading-edge
hardware,software,and
systems.Chalengeyour
mindincourses.

Experiencenew,
unpublishedresearch
presentations.Participate
incandiddiscussions
anddebates.
Examinelate-breaking
developmentsinhighspeed,networkedproblemsolvingenvironments.

tesernngexhibitsspace

ACM
SIGGRAPH '92

Name(phasepnmi

agootanon

Address

car

Stma /Ttonnce

Country

Conference

July26 - 31
1992
Postalfade

Phone
fax
Email
(oupon mid mugto SIGGUN'92. cardmence Mompnent, 401 NA MichWnAvenue, Chicago. It 60611 USA, phone: (312) 321030, lox (312) 3216826, email: inla92fttaph.ong

atp

SpanmxW bytheAssociationfa((onipuurugMachinery'sSpeoolInte(estGrouponComputerGrophrcsincooperationwiththeIEEEComputersociety'sTechnical(ommitteeon(ompune(Graphics
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July28 - 30
1992
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There's something special
about specialists...
they do a better job.
And that's what Robert Half and Accountemps is all about...qualified
permanent and temporary accounting, finance and information systems
professionals. Companies have relied on us for professional, prompt and
cost efficient service since 1948. Wehave 150 offices worldwide.Call your
local office today.

ROBERT
N R LF

accounmps,
Circle No. 1

©1992 Robert Half International Inc. An Equal Opportunity Employer.

