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"I hit a hole in one when I chose ACCPAC Plus! It's helped us grow
from a start -up to a $9 million business. All along the way we've
been on track, on course and under par."

General Ledger
(9 Financial Reporter

AccounisPgyable
Accounts Receivable
U.S. and Canadian Pqyroll
job Costiv
Inventory Control
Orderbnt7y
Retad invoicing
SalesAnalysis
ACCPACLanPak
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ACC PAC PI uS Accounting Software.
It's versatile, with modules for a wide range of capabilities. Its easy to use, with lots of
built
-in features. it's customizable to the needs of virtually
a of business.
Plus Accounting
5 anytype
And its backed by one of the world's largest software manufacturers.
No wonder it's the leading accounting software in North America.

For More Information Call I -800- 225 -5224, Dept. 30567
Be sure to ask for details on ScanPAC" the new bar code technology for
ACCPAC Plus. Call now to see why more accountants and businesses
prefer ACCPAC Plus. And why you should join the club.
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ACCPAC Plus'. The #1 Accounting Software In North America.
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Looking to the Future
The early leaders [of the National Association of
Cost Accountants] knew that they had accepted the
responsibility for the future direction of the profession and the obligation to prepare the membership
for the challenges it surely would face in an ever changing industry environment. The recognition of
this responsibility has never ceased throughout the
years. It is evident in the periodic appointments of
committees to examine the mission, volunteer and
staff structures, research and education programs,
and the perceived image of the organization and to
deve lop reco mmen da ti ons tha t wil l gu ide the
Institute into the future. This commitment is mandatory to assure membership growth, which in turn
will support programs that will elevate the stature of
the profession so it meets the demands and expectations of the business community. Less than four
years after its founding, the Association in 1923 considered changing its name. [However it was
not until July 1, 1957, that NACA became NAA (the National Association of Accountants.)]
The question of a name change again was considered in 1990 during the presidency of Stanley
R. Pylipow. Ironically, primarily through the efforts of NAA and the CMA program, management accounting had emerged as the recognized term for the other side of the street from public accounting. The name NAA was so generic that the business community did not connect the
CMA with NAA. It became clear that the organization needed to focus on its future market.
Under Pylipow's leadership, the name "Institute of Management Accountants (IMA)" was proposed and unanimously approved by the Executive Committee in October 1990. The National
Board overwhelmingly approved the change at its February 1991 meeting, and it was submitted
to the membership for ratification. Fifty -nine percent of the members
responded to a mail ballot, with 90% supporting the change, effective
July 1, 1991. Thus, the organization adopted its third name since 1919:
NACA (1919 -'57), NAA (1957 -'91), and IMA (1991).
The tradition of the early leaders has been carried forward. The
best interests of the profession and the membership continue to
be in the forefront of all future planning and decision making.*
*Excerpt from Proud ofthe Past, the history of the Institute of Management Accountants, 19191994. IMA celebrates its Diamond Jubilee Conference in New York City, June 12- 15,1994, and
every Conference attendee will be presented a copy of this memorial history. Conference attendees
also will receive copies of the three- volume anthology of IMA articles, Relevance Rediscovered.
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BY JAMES E. GROFF,
CMA; JOHN R.
WINGENDER, AND
CHERYL L. FULKERSON,
CPA
The new frontier for cost accountants is Eastern Europe
as countries like Hungary
and the Czech and Slovak
Republics rush to convert
their economic systems
from communism to capitalism. Western companies investing in the region are demanding the same kind of
accounting information they
get from their own systems
and are finding that not even
a basic accounting infrastructure exists in the former Iron Curtain countries.
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ACCOUNTING
FORNAFTA

24
SELECTINGFIXED
ASSETANDCAPITAL
PROJECT
MANAGEMENT
SOFTWAREFOR
MULTINATIONALS
BY SYLVIA R. STONE
Companies operating
around the globe have special operating and reporting
requirements their software
programs and applications
must meet. Here's a guide to
choosing the right software
for your worldwide
situation.

29
VIVELADIFFERENCE!
BY NANCY L. SALU,
CMA, AND SHEILA D.
FOSTER, CPA
As part of the new global
business environment, understanding other people's

BY ABDEL M. AGAMI
The North American Free
Trade Agreement, like other free trade agreements,
gives products obtained or
produced in participating
countries preferential treatment in matters related to
tariffs and customs. In today's global economy, however, it is becoming difficult
to determine the nationality
of products. The accounting
issues involved in measuring the regional value con-

tent of products traded under NAFTA's rules -of -origin
are described here.

34
SHOULDYOURFIRM
GO TO MEXICO?
BY WILLIAM F.
KAUDER, JR
Although the media have
emphasized the profit potential for businesses moving to Mexico, there are a
number of factors that your
company should consider
before moving south.

cultures is being given top
priority at business schools.

MENTACCOUNTINGe, Montvale, NJ
07645.1760.
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Applications and Information Access
Baudon'93 uvrldwide clkniiserver
financial applications revenue.

ANYWAYYOUSLICEIT.
Oracle Cooperative Applications are running mission - critical functions at more
thmi 1500 sites in 50 countries. Twice as many as our nearest competitor.
Integrated with the industry - leading Oracle7 database software for advanced
distributed technology, Oracle Cooperative Applications deliver a comprehensive solution for managing
multi-site international operations.
Oracle Cooperative Applications run on more platforms than anyone else's.
And they won't be outgrown, as they are designed to change with your business needs.
With more than 3,000 consultants around the globe, and with operations in 93
countries, Oracle is the choice when it comes to supporting your worldwide needs.
Oracle Cooperative Applications offer a breadth of solutions in the following
areas: financials, manufacturing, distribution, human resources and government financials.
Call 1-800- 633 -0748 ext. 3353and you'll see why Oracle is the number one choice around the world.

01994 oracle carp.
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38
RELEVANCE
REGAINED
DOWNUNDER
BY WILLIAM D. J.
COTTON
Tom Johnson's book, Relevance Regained, provided
Wattie Frozen Foods Ltd. of
New Zealand with a recipe
for a new management system. It's not a quick fix, reports the company's management, but it has resulted
in improved control, more
satisfied customers, and
cost reductions.
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BY MYRON D. STOLTE
The cost accounting discipline needs to be applied to
the management of pension
assets, says this investment
advisor. He outlines an inhouse system that can be
used to analyze the entire
decision - making process
from policy setting to security selection. Drawing on a
typical production line as an
illustration, he makes the
point that each stage in an
investment management
process needs to add value
to the endeavor to be
justified.
56

IMA NOMINATING
COMMITTEEREPORT
Nominees to serve during
199496 are presented.

43
USING ACTIVITY
ANALYSISTOLOCATE
PROFITABILITY
DRIVERS
BY CHARLENE SPOEDE,
CMA; EMERSON 0.
HENKE, CPA; AND MIKE
UMBLE, CFPIM
ABC can be used to generate the data necessary to
support the Theory of
Constraints management
process.
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With SunSystems multi- currency,

and back, complies with local

multi - lingual and multi - platform capa-

regulations and operates in languages

bilities, you have analytical control of

from English and French to Japanese.
With over 8,000 customers in

financial data from any country in the
world. SunSystems is the only true

North America and 142 countries

'open system, "client /server accounting

worldwide, SunSystems has become

software that runs on every popular

the world standard.
Call us and we'll take the world off

hardware and software platform.
This is the multinational software

your shoulders.
800 - 542 -5420

package that fully integrates all
accounting functions. Detailed reports
from all corporate divisions are simple
to format and produce.

SunSystems

1r� ,rnuitirry;.wrtix:ur In 1r.fr nr. I nrrrr.

SunSystems easily converts an
unlimited number of currencies to dollars

Wetaketheworldintoaccount.
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CLEW - EXCELLENCE THROUGH
LEADERSHIP
CLEW stands for "Excellence Through Leadership."
This commitment has remained a constant through our
75 years of achievement to the career development of
our members and to the benefit of their employers. It is
what has made our Institute the world's leading organization in the management accounting profession.
Leadership takes commitment. And this spring nearly 2,000 of your incoming chapter officers will dedicate
their personal time to participating in CLEWs (Chapter
Leadership Effectiveness Workshops) in every region of
this country.
The primary purpose of the CLEW sessions is to educate your leaders about the duties and responsibilities associated with the position they have accepted.
CLEWS also provide a forum to exchange ideas with members of other
chapters to learn specifics about what is to be accomplished.
CLEWS provide those leadership skills so basic to today's competitive environment—such as taking charge and assuming responsibility; managing
and directing; listening and observing; showing and telling; motivating and
evaluating; and correcting and rewarding.
Effective leadership in every chapter is essential if IMA members are to
fully enjoy the many benefits made available only through active participation
in the Institute's local activities.
Every chapter officer and director is encouraged to participate actively in
the regional CLEWS. Don't forget —this program not only will help you to do
a better job for your fellow chapter members, as well as the organization, but
it also will help you to become a more effective leader.
These sessions provide leadership opportunities not necessarily encountered in daily work. They demand the same leadership skills that the captains
of industry will need in the coming decade. Each task stretches leadership
abilities and talents to perform — members are challenged to attain goals that
seem out of reach and deadlines that demand immediate action. It's an integral part of one of the greatest training opportunities in operation today.
"Excellence in Leadership " — serving and listening to our members, educating, and maintaining a strong volunteer leadership— that's what CLEWS
are all about.
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Is your budget system a complex patchwork of spreadsheets, in -house programs and paperbased reports? Do you spend all your time with the mechanics of the inevitable changes
rather than analyzing their impact on the business? Now there's a better solution:
Commander Budget. It's a complete, distributed budgeting application that combines the
control of a database, the ease -of -use of a spreadsheet, and the power of multidimensional

More than 2 ,800

analysis. Commander Budget won't stop the request for "just one more change," but it will
handle the mechanics so you can focus on the business of budgeting.
For more information call Chris Kelly today at 1.800- 922 -7979.
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LETTERS
TO THE EDITOR

ROBERT F. RANDALL, EDITOR

THEMIDDLEGROUND
n reading "Five Modern Management Accounting Myths" (January
1994), I feel that Germain Bfier
himself is guilty of making sweeping
generalizations in his attempt to bring
justification for ABC back to reality.
After reading his comments, I am left
with the impression that ABC is universally not justified. May I offer a
more realistic middle- ground position
on his "five myths ?"
Myth 1: The notion that at some time
in the past labor cost was really significant is just a myth. I would think that
a general decline in labor costs as a
percentage of sales over the last 150
years from 23% to 10% is still an important trend to recognize — especially in
light of the fact that overhead costs as
a percentage of sales have generally
risen from 17% to 34% over the last 50
years.
Myth 2.• The ability to provide an operational definition of true and accurate costs is just another myth. Absolutely perfect costs estimates that can
be applied to any management decision need obviously do not exist. However, it is not a myth that, in many
situations, ABC has generated relatively more accurate and relevant
costs as compared to traditional costing systems.
Myth 3: Better and more complex
product costing that can tell a manager
how to set the product price is just another myth. I agree with this statement. However, the impact of the
statement probably causes one to
miss a subtler, but more important,
point. Better product costing can tell
a manager whether or not the product
is actually profitable given market -determined prices. Management must
then decide whether or not they can
be a profitable player in the market
based on their own (hopefully) accu-

rate product cost structure.
Myth 4. The idea that modern man ufacturing has caused the irrelevance of
conventional costing is another myth.
The fact that many professionals have
been unsuccessfully calling for changes to conventional cost accounting
since 1921 does not somehow lessen
the current need in many companies to
develop more accurate cost systems.
Criticizing traditional cost accounting
for not providing managers with decision- making information isnot merely
stating the obvious given the fact that
many modern managers are still making the same mistake!
Myth 5: 77se statement that there has
been a sudden increase in overhead
costs is just another myth. While there
has not been a "big bang" in overhead
costs in recent years, overhead costs
as a percentage of sales have generally
doubled since 1947. That, combined
with the general decrease in labor
costs and the failure of many management teams to individually inspect
their own companies for similar
trends, suggests to me that an increasing number of companies are using a
decreasing cost basis (direct labor) to

PlanningaState-of-theArt
FinancialInformation
System
A one -day Briefing for every
business planning a new Financial
Information System (FIS).
The Briefing provides objective
information on the latest technology
and a strategic perspective on the FIS
development process, including:
■ update on client/server
■ re- engineering for tangible
business improvements
■ how to select the "best"
financial software
Since 1987 thousands of financial
professionals have attended this
Briefing and rated it excellent.
The Briefing is scheduled in major
cities throughout the United States
and Canada. Also available on an
in -house basis.
For more information call today:

(404) 509 -0391
Enzweiler Consulting Group
1870 The Exchange
Atlanta, GA 30339 -2021
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allocate an increasing cost burden
(overhead). The tail is still wagging
the dog!
I agree with Boer's position that
some ABC advocates are overstating
their position. However, I believe that
Boer also overstates his position.
Somewhere in the middle ground are
valid opportunities to dramatically improve the information value of product
costing in many companies today.
Monte R. Swain, Ph.D., CPA
Assistant Professor
Brigham Young University
Provo, Utah

MOREMYTHS
My MBA students in a core managerial
accounting course were required to
read and then discuss in class Germain
Boer's article on "Five Modern Management Accounting Myths." Then, as
a part of one of their examination questions, they were asked to share any
myths they might have gained from
their experiences. Below is a list of
some myths from their experiences.
It's got to be right because it has always been done that way.This can have
a significant impact on profits. A firm
that isn't open to change and continuous improvement adversely impacts
the profitability of the firm.
Activity-Based Costing (ABC) helps
companies competitively price products
better. ABC will help identify and more
accurately assign costs to products.
However, customers make the final decision on what they are willing to pay.
The closer you come to matching their
expectations, the more competitive a
company will be. Too much time is
spent on costs and not enough on what
customers want or on helping them
solve their problems.
Accounting reports within an organization are consistent and comparable because they are prepared using the same
policies.Segments of the same company milk the system to show higher
profits and performance than other
segments. It turns into segment competition, skewing the total figures for
the whole organization.
Management by exception principle
is a myth.Why should we wait for small
problems to grow into large ones before we involve someone with enough
authority to influence appropriate
change?
Automation saves money.Automation allows for greater productivity and
consistency. The cost of equipment, laMANAGEMENT ACCOUNTING /MAY 1994
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bor costs for programming, and cost
of skilled maintenance still require a
high operating expense. The advantage of automation is really the ability
to produce more throughput for a given investment.
The number of hours worked relates
directly to work accomplished. One
doesn't have to work 80 hours a week
to accomplish the company's goals.
The productivity of the hours worked
is the key.
Donald

f Klein, CMA
Grand Rapids (Mich.) Chapter
Professor at the F.E. Seidman School
of Business

COMPENSATETEAMS,
NOTINDIVIDUALS
I would like to thank you for publishing the article written by Ms. Stacy Ayotte regarding team building in an accounting department (March 1994). It

was a good article, providing insight
from the management point of view.
Ms. Ayotte did not go far enough.
The greatest challenge to team
building, whether in an accounting department or anywhere else, really lies
in how a company evaluates and compensates its employees. Many companies utilize a merit -based system of
compensation, administered via individualized performance plans and evaluatio ns. Managem ent, recognizing the

synergy gained by effective team building, in many cases has instituted team
building by simply making it an additional requirement in individual performance plans. The unfortunate outcome is very often limited teamwork or
no real teamwork at all. How much
teamwork can be expected when it is
individual performance that is evaluated and rewarded? A great many of us
in the accounting community work in
places where a changing environment
abounds, departmental missions
change constantly, and workloads

MenageVour Profitability
• FlexibleActivityBasedCostingsystemdesignedtomodelentirebusinessoperationsoronly
theportionsrelevanttoyourneeds.
• Maintain up to 60 months of budget and actual datawith variancecalculations. Roll models
forwardovertimetosupportacontinuousplanningenvironment.
• Supports dynamic costallocation, and manages the
capacityand cost of individualactivities.
• Easily construct whatif scenariosandexaminethe
impact ofchanges in youroperations.
• Flexible reporting ofcost and variable information.
Produce rolling graphs in a variety of formats.
• Import data from existing accounting systems
and spreadsheets. Export data to your favorite
spreadsheet toolfor furtheranalysis.
4NI • DOS based to speed manipulation, calculation
anddisplay.

An /.

The most cost and use effective solution on
the market. TheCost Blueprint is designed to
assist in making better pricing, marketing,

manufacturingandotherstrategic decisions.
Introductoryprice$150 plusS &H. Recommended environment:
386Processororbeter,VGA,4MBRAM,DOS5.0+,Mouse.

A

LASE1 I

ProAct!

P.O.Box1309,Huntersvile,NorthCarolina28078-1309

1 -800- 892 -4158
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seem only to increase. This is the competitive work environment of the
1990s. Accounting management's response should be to permit the building of teams within their departments,
but team performance must also be
planned and measured. Team players
and teams as a whole must be evaluated as teams.We all call our departments teams, but are they really? Management cannot expect the most
effective teamwork achievable when,
in the final analysis, they evaluate team
performance and teamwork in only a
very limited sense. The natural result
is limited teamwork. The solution, I believe, is an evaluation system that sees
to it that each team member has a
stake in the success of not only the
team, but everyone on the team.
Anthony J. Codispoti
Carmel, N.Y.

A RELICOF THEPAST?
Switzer's article, "A Modern Approach
to Retail Accounting" (February 1994),
is an excellent presentation of the techniques and advantages of "Point -ofSales Systems" (POS) using data derived from scanned bar codes.
In introducing POS, the author describes the currently used retail method of inventory (RMI), its rationale,
and weaknesses. Basically it is an estimated costing system justified primarily on [the] fact that the volume of
transactions and their diversity precluded a better approach. The author
concludes this section with:
`°Phis system (POS) is designed primarily to provide better management
controls and does not preclude use of the
retail method of inventoryforoutside reporting,if a company still wants to use
it. (Author's emphasis.)
One wonders why a company
should elect to use an estimated cost
system for public reporting when POS
provides an actual item -by -item costing
system amendable, as the author demonstrates, to a FIFO or LIFO cost-flow
assumption and, in addition, incurring
costs to maintain a dual system.
In short, what justified the use of
RMI in the past is not valid with modern technology. Improved financial reporting would require the retirement
of this relic of the past.
Michael Schiff
Leonard N. Stern School of Business
New York University
New York, N. Y.
MANAGEMENT ACCOUNTING /MAY 1994
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For Windows`" and Macintosh"

Now... multi -user software designed for
enterprise -wide budgets and forecasts.
it FYPIan slashed the time it takes us to do

a roIlup from 3 days to 3 hours."
Now you can manage the process of
bottoms -up budgeting and tops -down
analysis across the enterprise.

control over who has access to what data. The
result: a solid, bottoms -up plan that everyone
trusts and everyone buys into.

Beyond any spreadsheet.

FYPlan automates distribution and consolidation of data to and from your end - users.
Complex rollups that once took days or weeks
of painstaking calculations and adjustments, of
endless checking and rechecking, can now be
done in hours with utmost accuracy and detail.

Streamline rollups.

Budgets ... forecasts and reforecasts ...
corporate -wide rollups... "what -if" scenarios
... financial reports —with FYPIan you can
deliver them all with accuracy and speed you
can never get with any spreadsheet!
Support for distributed
computing and client/server
technology.

Drill down to details.
With FYPIan you always know what's behind

your numbers. "Double- click" on any line item
in you P &L and immediately see the supporting
worksheets.

FYPIan's advanced
:.............:.............. 11 architecture lets you
F 71
IF
bring managers at
all levels into
the planning
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I—
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Advanced analysis—
automatic financial statements.

FYPIan puts unprecedented powers of tops down analysis at your fingertips —even delivers
a full P &L, cash flow and balance sheet automatically. All without the hours spent programming
macros, rekeying data and rechecking numbers.

arrangement that best suits your organization.
Data can be exchanged with your existing databases and general ledger. You have complete
r
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WASHINGTONREPORT
STEPHENBARLAS,EDITOR

IRS COMPLIANCE
INITIATIVE
argaret Milner Richardson,
the IRS Commissioner, wants
Congress to provide $2 billion in new funds over the next five
years for a "compliance initiative."
Congress is considering that request
in the context of the IRS's fiscal 1995
budget request. Fiscal 1995 begins October 1, 1994. In testimony to a House
Appropriations subcommittee on
March 2, 1994, Richardson did not divulge how much of that money would
be spent on additional examinations
and audits of corporate returns. Don
Roberts, an IRS spokesman, said that
information was not available. But he
did note that Richardson mentioned
ratcheting up international tax enforcement, which would likely concern only
corporations, and the start of a "large
case" initiative out of the IRS chief
counsel's office, which might also be
directed solely at "Big Business." Richardson told the subcommittee that she
would like to add 5,000 full-time posi-

Margaret Milner Richardson

tions in fiscal 1995 for additional compliance efforts. "From a federal bookkeeping perspective, the initiative will
pay for itself many times over in additional receipts, even without accounting for the beneficial effect on voluntary compliance," Richardson explained. The problem is the Clinton
administration did not include that $2
billion as part of its fiscal 1995 budget
request. Therefore, according to a
House Appropriations Committee
staffer, Congress would either have to
approve the money "off budget," or
waive the budget rules for fiscal 1995.

SEC ADVISORY
COMMITTEE
ESTABLISHED
We hit fairly close to the bull's eye
when we reported in the March issue
that SEC Chairman Arthur Levitt, Jr.,
would establish an Advisory Committee on Financial Reporting. He has set
up a Consumer Affairs Advisory Committee, which he announced in a
March 10 speech in front of the Consumer Federation of America. That
committee will explore broad, fundamental issues of concern to investors,
including matters currently under consideration by the SEC and topics of
emerging concern to investors and the
financial services industry. Among the
15 members of the committee is Samuel Derieux, former chairman and
president of the American Institute of
CPAs. Representatives from the corporate world include G.G. Michelson, a
senior adviser to R.H. Macy & Co.,
Inc., and Sol Price, chairman emeritus
of Price /Costco. Jonathan Katz, secretary of the SEC, said in an interview
that financial reporting "is one of the
topics the committee may focus on."
But he added that the committee's
agenda will not be set until its first
meeting, which has not been scheduled as of this writing. Apparently, the

committee will be given a choice of a
number of topics and decide which of
those it wants to address in what order.
The committee has been chartered for
two years and will meet a few times a
year, according to Katz. A chairman
will be named at the first meeting. Levitt gave a very general rationale for
the creation of the committee in his
March 10 speech. He talked about a
"new partnership ... to protect the 55
million Americans who own securities.
We want you to work with us to help
guarantee that America's investors can
rely upon markets of openness and
fairness, of tremendous efficiency, and
of unimpeachable integrity."

POB RESPONDS
TO SCHUETZE'S
COMMENTS
SEC Chief Accountant Walter Schuet
ze's pointed criticism of auditors at a
January 11 AICPA meeting, reported in
this space in March, drew a response
from the Public Oversight Board. The
POB set up a special three - person panel to look into Schuetze's allegations
that auditors were sacrificing their independence in order to curry favor
with their corporate clients. Schuetze
mentioned four specific examples. The
POB panel is composed of Donald J.
Kirk, former chairman of FASB; Ralph
S. Saul, former president of the American Stock Exchange; and George D.
Anderson, former chairman of the
AICPA. Their first meeting was on
March 22. Jerry Sullivan, the executive
director of the POB, told MANAGEMENT ACCOUNTINGS that the panel's
first goal was to either confirm or discredit the four examples given by
Schuetze. There were three more days
of hearings scheduled for April. "We
hope to have a report by July 1," SuMvan explained. The special panel had a
list of about 30 business and financial
organizations that could testify. But
Sullivan said not all of those would be
called before the panel. "Once we start
to get repetitive viewpoints, we will
pare that list down," he stated.
Sullivan noted that Congress is considering bills concerning independent
auditors, particularly with regard to liability, and that any POB recommendations, if any are forthcoming, could
be considered in that context.
■
Stephen Barlas is a journalist with more
than 14 years of experiencereporting
from Washington, D. C.
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GING
YOUR
CAREER
'HOW DO I PREPARE FOR A NEW JOB ?'
ROBERTHALF,EDITOR
After more than 10 years in management accounting with a large food importer, I feel
it's time to seek new challenges and career growth. Because it has been so long since
I looked for a new job, I'm unsure ofhow the rules have changed. Could you give me
some suggestions on how 1 might prepare myself to find a new and better job?

he rules for finding
jobs really haven't
changed much during
the 10 years you've
been with your present employer. Of
course, competition
for certain jobs has increased, necessitating extra effort, dedication, and creativity on the part of job seekers.
There are myriad books and publications that will help you get your
search off on the right foot. One among
many is a book I wrote a few years
back, and which is still in print: How to
Get a Better fob in this Crazy World.

Too many people automatically assume that finding a better job necessitates changing companies. I feel you
would shortchange yourself by not
first trying to improve your career with
your present employer. It might be easier than you think.
Because you've been with this company for many years, you should have
a pretty good sense of what's needed
to enhance its future growth potential.
Are there new markets that have gone
unexplored because no one has that
specific responsibility? Have employee
relations suffered through lack of attention, resulting in lowered morale?
Could the core of your business, the
importing of food, be streamlined by
the creation of a new position and /or
department?
Maybe there is an element of your
accounting operation that could be improved if someone were to point it out
develop a new strategy to make it
work, and ultimately take on the responsibility for it.
What in your background makes
you uniquely qualified to assume new
responsibilities in your present company? Don't restrict this to your current
management accounting experiences.
Perhaps some experience during your
14

college days, or with a previous employer, has not been utilized —but
could be if applied to a new function at
your company. If that's the case, a perfect match might be poised to take
place —a new position created by you,
with you as the perfect person to fill it.
People from the outside approach
companies every day with ideas on
how to improve performance and productivity. These outside consultants
with a service or product to sell often
present ideas that are readily accepted.
But you are in a better position as
an "insider" to make such suggestions.
And bear in mind you've obviously
been a valued employee during your
tenure there. You're a known quantity.
If you come up with a way for the company to do its business more efficiently
and profitably, and by extension become a happier and more fulfilled employee, only shortsighted companies
would arbitrarily dismiss the positive
synergy this represents.
But in order to bring such a situation about, it takes more than informally suggesting a change to benefit the
company and you. It takes careful and
realistic analysis of the company's
structure, goals, and position within its

111
1
W
"The bad news, Caldwell, Is that you're
tired. The good news Is that personnel
cuts like this will Improve the economy
In the long run."

industry. Most important, whatever
you suggest should first benefit the
company. The fact that you, too, will
reap rewards if the idea is accepted
must, of necessity, remain a secondary
consideration.
Once you've identified a niche, prepare a formal plan in writing that can
be placed before the company's decision makers. While you might find the
opportunity to present your idea in an
informal, verbal situation, you invariably will be asked to refine it and to reduce it to writing.
Don't restrict yourself only to what
you know about your immediate operation within the company. You should
make the effort to learn as much as
possible about the company's overall
operation, and that includes gathering
information from those outside —vendors, individuals who have provided
services in the past, and any other
source of useful information from what
I hope is a network of professional colleagues you've developed and nurtured over the years.
Once you've completed your information- gathering efforts, review your
plan to make sure that it focuses upon
benefits to the company. Be as tangible
and specific as possible. Try to predict
in advance questions that might be
asked, especially negative ones, and
know the answers. Then make the
case why you are the right person to
head it up.
Success in creating a new and better job within your office doesn't always work. But I've seen it work often
enough to justify the effort.
But be prepared for rejection. Your
proposal may not be accepted. No matter what the outcome, make sure it
doesn't create bitterness in the way
you view your employer.
You have nothing to lose and everything to gain. If it doesn't work out,
you're still free to look elsewhere for a
new job that will prove more satisfactory to you. Friends and professional
colleagues of many years are not easy
to give up, nor is seniority and the
benefits that go with being a company
"veteran."
■
Robert Half, CPA, is the founder of Robert Half International, Inc., the world's
first and largest staffing service firm specializing in the accounting, finance, and
information systems fields. There are
more than 160 Robert Half and Accountemps offices on three continents. His latest book is Finding, Hiring and Keeping
the Best Employees (John Wiley &

sons).
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TARGET YOUR CAREER

TAKE THE NEXT STEP
Become a

Certified Management Accountant
If you are an accounting or finance professional who measures
success in terms of opportunity, recognition, and reward, then
target your career today!

i- 800 -638 -4427
Apply now for the June CMA Examination
Inst it ut e of M anag ement Ac co unta nt s

NEWS

secretary of Defense for Acquisition as part of the government's emphasis on improving its processes and
becoming more efficient
and effective. For a copy of
the complete report, write
to Office of the Undersecretary of Defense for Acquisition, Attn: Mr. Paul G. Kaminski, Washington, DC
20301 -3140, and ask for the
"September 1993 Report on
Defense Manufacturing Enterprise Strategy of the Defense Science Board."

KATHYWILLIAMS,EDITOR

WILLTHEDEFENSE
DEPARTMENT
PRIVATIZE
CONTRACT
AUDITING?
anagement accountants, take note: In
a report to the Undersecretary of Defense for
Acquisition, the Defense
Science Board made four
recommendations that
could affect you. Based on
the work of its Summer
Study Task Force on Defense Manufacturing Enterprise Strategy, charged
with identifying those lean
acquisition and manufacturing processes that the Department of Defense and industry should adopt to
become world class, the
Board suggested that the
leadership of the DoD:
1. Introduce the concept
and practice of activitybased costing (ABC) to
identify nonvalue -added
activities that are impediments to the implementation of lean manufacturing.
2. Minimize use of military
specifications by adopting the ISO quality system standards, ISO 9000
series.
3. Eliminate the tracking of
government - furnished
equipment having a residual fair market value
less than $10,000. Permit
contractors to buy assets
at fair market value
16

and /or rent it at a real,
commercially determined fair rental value.
4. Privatize defense contract auditing by permitting audit to be done
through commercial accounting firms. This
need not sacrifice any
visibility or accountability and would allow costs
to be controlled by competition for business.
Commenting on the last
recommendation, the report continues: "A means of
auditing defense contractors other than by the Defense Contract Audit Agency should be explored. We
recommend an experiment
under which one or more
defense contractors would
be audited by the independent public accounting firm
that performs the audit
function for the firm's Securities & Exchange Commission reports. If this experiment were to be
undertaken, we recommend that it be closely monitored by the General Accounting Office. If the
evaluation proved successful, contractors could then
be given the option of dealing with the Big 6 firm or
DCAA. The government's
interests would be protected by maintaining visibility
and accountability. Costs
would be controlled by
competing the business."
The study was initiated
at the request of the Under-

FASB ISN'T
COMPROMISING
ONPROPOSAL
esponding to press
reports that the Financial Accounting
Standards Board was on the
verge of announcing a
"compromise" on its stock
options proposal in which it
would require companies to
deduct the cost of the estimated value of stock options from earnings, FASB
Chairman Dennis R. Beres ford denied the accounts.
"The Board is required
to follow specific procedures when making decisions about accounting issues," Mr. Beresford said.
"One of those procedures is
that all the Board's deliberations and decisions must
be made in meetings open
to the public. We as a Board
have not yet begun to consider the alternatives suggested to us at the March
public hearings and in the
many comment letters we
received on our June 1993
proposal. The Board is tentatively scheduled to begin
meeting on these issues in
May. All of the Board's decisions contained in our
1993 proposal will be revisited in light of the comments we received... But
our decision - making process necessarily takes time
to fully consider all of the alternatives. The earliest we
expect to issue any final
standard is at the end of this
year.,,

SHAREDATARELEASES
FIELD-TESTRESULTS
COUNTERINGFASB
PROPOSAL
n a presentation before
officials of the Department of Commerce, the
National Economic Council,
and the Securities & Exchange Commission in late
March, ShareData President Cheryl Breetwor released the results of that
company's study of the effects of the FASB's proposal
to change stock option accounting. The study found
that:
1. For the 30 companies
studied, the proposal
would result in an average reduction in reported earnings of 29%.
2. Year- to-year expense
charges fluctuated so
greatly that it would be
difficult for users of financial statements to adjust earnings estimates
accurately to compensate for this expense.
3. Compliance with the proposal would be extremely expensive and time consuming.
4. Hardest hit would be
high -tech and small companies, where stock options are a significant
component of employee
compensation packages.
The study was funded in
part by the NASDAQ Stock
Market, the National Venture Capital Association,
and the Electronic Industry
Association, Arthur Andersen & Co. and Deloitte &
Touche provided technical
help in interpreting the proposal and determining the
methodology to be used.
ShareData, Inc., a provider of equity compensation software, also conducted a survey in 1991 titled
"Equity Compensation
Trends in Corporate America" that showed the wide
use of stock options in
growth- oriented companies. Last year it helped
form a lobbying group, the
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Coalition for American Equity Expansion (CAFE),
and launched a newsletter,
The Equity Edge, to keep
corporate CEOs and CFOs
abreast of CAEE activities.
For a copy of the field test
results, the 1991 survey, or
complimentary issue of the
newsletter, contact Riane
Vorreiter at (408) 746 -3666.

AC
I PAISSUES
PRACTC
I EBULLETN
I
he American Institute
of CPAs has issued
Practice Bulletin 11,
Accounting for Preconf:rmation Contingencies in Fresh -

Start Reporting,which is effective for adjustments of
preconfirmation contingencies made after March 31,
1994. PB 11 is an interpretation of Statement of Position 90-7, Financial Reporting By Entities in Reorganization Under the Bankruptcy
Code. To order the PB at $6

a copy, contact the AICPA
Order Department at 1-800862 -4272, and refer to product number 033156.

HOWTOFILEWITH
EDGAR
rant Thornton accounting and management consulting
firm has published a brochure that explains procedures for the SEC's new
Electronic Data Gathering
and Retrieval (EDGAR)
document filing system.
Understanding EDGAR.
How to Prepare for the SEC's
Electronic Filing System

gives an overview of the paperless filing system and
highlights some internal
control issues that public
companies should address
to ensure the integrity of
electronic filings. It also
gives a five -point checklist
for filing.
To receive a free copy of
the eight -page brochure,
send a self - addressed,
stamped envelope to Cheri
Morse, Grant Thornton,

605 Third Ave., New York,
NY 10158, or fax requests to
(212) 286 -1842.

COMPANE
I SARE
U
N
D
E
R
S
T
AK
FFS
EJDP
BUT
HIRINGPIC
ithough about two
out of five North
American companies
say they are understaffed
and half say they probably
will remain in that state for
part of this year, there are
signs of new hiring activity,
Olsten Corporation found in
a survey of 510 companies
in the United States and
Canada.
Downsizing isn't the
cause of the understaffing.
Shortages of skilled employees is, according to 49%
of the respondents. This figure surpassed last year's
main reason of budget constraints.
In the area of hiring, almost half (45 %) of the smallest companies in the survey
added to their workforce.
Only 20% of the largest companies did so. Four out of 10
companies in the medium sized range increased staff
numbers. Of the industry
areas expecting to increase
hiring, 50% of the high -tech
companies interviewed said
they would add employees,
followed by services at 43%
and manufacturing at 39%.
The health care sector
ranked lowest, with 13% expecting to hire additional
employees.
To get a free copy of the
12 -page report, "HRStrategies," contact the Olsten
Corporation, One Merrick
Ave., T-62, Westbury, NY
11590.
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STATESNEEDBETTER
BUDGETN
IG
he National Task
Force on State and Local Budgeting has
urged the creation of a national advisory council to
develop recommended budgetary practices for states

and localities. It would be
composed of elected and
appointed officials from all
levels of state and local government and representatives from state and local organizations, citizen action
groups, the news media,
federal government, and
the public finance industry.
The Government Finance Officers Association,
which formed the task
force, said recommended
budgetary practices would
be expected to:
• Provide guidance on
what constitutes sound
budgetary policies and
procedures;
• Assist governments to
assess the quality of
their own practices; and
• Educate budget participants on the benefits and
limits of budgeting and
about their roles and responsibilities in the process.

For more information or
to find out if you could help,
call Dennis Strachota at
(312) 977 -9700 or fax to him
at (312) 9774806.

RIDINGTHE
INFORMATION
SUPERHG
I HWAY
ven though the media
have been trumpeting
the arrival of the information superhighway with
its linked databases, communication systems, and
other electronic "marvels,"
executives will be slow to
get their companies aboard,
a recent poll of 1,000 CFOs
by Robert Half International
discovered.
The CFOs were asked,
"On a scale of 1 to 10 (10
being the quickest), how
quickly will your company
merge onto the information
superhighway ?" The mean
response was 3.9.
■
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For us, it's just the beginning.
To stay on top of the changes impacting your organization, you
need more than typical customization. You need solutions
designed specifically for you.
Enter SRC Software. We tailor our software to your specific
needs, as if it were written from scratch — but you can relax with
the knowledge it's a commercial grade package with hundreds of
users. The Budget Advisore and Payroll Planner® let you budget
your way — using any methodologies and "what -ifs."
Consolidations, user- defrned rollups, and reporting have never
been easier. And reporting your budget to-actuals in a GUI EIS spreadsheet
environment is a snap. Starting at 85,995. RR INA
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is

Laborer
Manager

20.000
45,000

Arnold J. Chassen, CLU, ChFC, CEBS
is assistant vice president of insurance
at Janney, Montgomery, Scott, Inc. He
can be reached at (215) 665 -6115.

Monthly
Salary

60% of
Salary

1,667
3,750

1,000
2,250

Total DI
Benefit

%

Income

maximum.
What it all adds up to is this. If you
were an officer in this company, you
would need to supplement your existing plans. Look closely at your benefits
and use individual disability insurance
policies to ensure the security you require in the event that you are disabled. Create a nonqualified retirement plan to provide the income you
will need later on.
If your company is not willing to
fund supplemental benefits, you need
to secure an appropriate disability policy and a tax- favored savings method
on your own. If you are not covered under a group disability plan and /or retirement plan, your needs are even
greater. Remember, just because you
do not have adequate group coverages
does not mean you do not have the
needs!
■
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VP
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100,000
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50,000
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50

CFO
CEO
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137,500
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180,000

118,800
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Position

Income

Laborer

20,000

Contribution

33
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% of Income

3,000

15%

Manager

45,000

6,750

15

VP

100,000

15,000

15

CFO

275,000

30,000

11

CEO

360,000

30,000
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$

our firm may provide you with group
long -term disability
and pension plan
benefits. These
benefits are designed to continue a
certain percentage of employees' income upon their disability or retirement. Group disability plans replace a
percentage of income up to a monthly
maximum benefit. The maximum is
generally between $2,000 and $5,000 a
month. Pension plans provide either a
certain percentage of an employee's
pre - retirement income or contribute a
certain percentage of an employee's
wages to be distributed upon retirement. So far, so good.
These are great benefits. However,
an overreliance upon them may cause
you to take a leap of faith in which you
will fall short of your objectives. The
problem is one of parity. Covered benefit percentages for high - income earners usually are lower than those for
rank- and -file workers. This is the result of legislation and /or design. The
best way to see this is to examine some
examples.
Let's assume a group disability plan
is designed to replace 60% of income up
to a maximum $3,500 monthly benefit.
(Most group plans are integrated with
Social Security; thus, any Social Security benefits received do not add to this
maximum.) Table 1 illustrates how this
plan's benefit percentages are not 60%
across the board.
Benefits for the officers of this company only range between 12% and 42%
of their income, compared to 60% of income for other employees.
Now consider qualified retirement
plans. The Internal Revenue Code lim-

$

A PROBLEM OF
PARITY

$

ARNOLDJ. CHASSEN, CLU, ChFC,
CEBS,EDITOR

$

FINANCIAL
MANAGER

its the amount of an employee's compensation that can be taken into account for purposes of computing qualified plan benefits and contributions
(Sections 415 and 401(a) (17)). The issue of parity continues to exist in both
defined benefit and defined contribution plans.
Assume that a defined benefit plan
provides a pension of 50% of compensation upon retirement (Table 2).
(1994 defined benefit plan distributions are limited to $118,800.) If you
are the CFO or CEO of this company,
your pension benefits are below the
50% of income that was intended.
The parity situation under a defined
contribution plan contributing 15% of
income is even worse (Table 3). (Contributions to these plans are limited to
$30,000.) The company's contribution
for the CEO is only 9%!
401(k) plans may fare no better for
these executives. In fact, in order for a
plan to pass average deferral percentage tests, IRS Code changes could limit highly compensated employees'
401(k) deferrals well below the $9,240
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ETHICS
ETHICS
HOTLINE
1- 800 -6ETHICS
EDWARD.McCRACKEN,EDITOR

READERS RESPOND
BYNAMESA._HEELYANDROYL.
NERSESIAN
he February 1994 Ethics column
featured "The Case of Planned Obsolescence' by James A. Heely and
Roy L. Nersesian. This case study involves an inventory obsolescence scheme
which, if adopted, would allow the company to initiate potential replacement
sales of its product every seven to eight
years.
The major players are Henry, the
chief financial officer, John, the president of the company; and Phil, the production manager.
At the conclusion of the case, readers
were asked to consider the ethical considerations and what actions should be
taken. We are pleased to publish several
responses below. (You may find it helpful to reread the case study before reading the following comments.)

John, the president, seems to have
overlooked these important items:
■ Poor customer relations due to a decline in product quality.
■ Lead time requirements for trying
to lower the quality of the product.
■ Actual sales are not known and will
never be known until the product
quality is lowered.
■ Actual costs to lower the quality of
the product may well exceed the estimated $10 million.
■ How will the president keep others
from finding out what he did to lower the product quality?
■ How will employees react to the decline in product quality?
These are just the tip of the iceberg. I would advise John that we can
ill afford to alienate our customers by
trying to manipulate them. Just beMANAGEMENrACCOUNPING /MAY 1994

cause lines have been drawn on paper
doesn't make it true. I would ask John
where he thinks the company would
be today if the quality had been lower
from the beginning.
Further, I would suggest that the
money and time that would be invested in this scheme could be better used
to expand operations into other allied
areas. If that is not possible, then I
would suggest selling off or leasing
some of the excess capacity to lower
the fixed costs. I would also point out
that sales may decline because of lower quality and customer complaints.
I would counsel against spending
money on his idea that will have at
least 10 years before there is any payback (providing R &D doesn't eat it
alive) and any concrete evidence available to support it either way. Limited
resources allocated to this type of project would not be in the best interests
of the company. For example, where
would GM, Ford, and Chrysler be today if they had lowered their quality
instead of striving for better quality?
Stockholders would not agree to
the loss of current dividends because
of an idea they would not agree with.
Also, stockholders may be customers,
and they would not be impressed with
this decision. Once customers are lost,
getting new ones to replace them is
very hard. What will the competition
do when they find out what is being
done? I won't even get into insider
trading or my response would be voluminous.
In conclusion, I would like to point
out that in a perfect world there would
be no discussion of this nature. However, in this world we continue to
strive for excellence and improvement, and to go backwards would be
defeating in and of itself. Moving forward requires strength and vision of
the future, not trying to see how best
to undo the past.
John A. Turner
Greenfield, Wisconsin

Whether you view these facts from a
business view or an ethical view, John
is wrong to even consider his plan. Not
only is John wrong, but he knows he
is wrong, and that is a much more serious problem. When questioned
about the impact on the stock price, he
said: "Well I don't plan to own any of
the stock myself and I don't think our
pension plan ought to own any. I'm going to be exercising my options and
clearing out."
The question you proposed — "Is
this the best we can do with the funds

entrusted to us by the shareholders of

the company ?" —may provoke many
answers, but none should include
John's proposal. Solomon recognized
the essence of this business problem
more than 3000 years ago:"A good
name is to be chosen rather than great
riches..." (Proverb 22:1). The decisions that are about to be made by
both Phil and Henry will change the
rest of their lives. The success is not
what you get but what you become. If
Phil and Henry do something that is
obviously unethical to them, they will
become like John. They have a dilemma. John has obviously crossed over
and now wants to bring Phil and Henry down with him.
If I were the chairman, I would first
replace John. Second, I would direct
some R &D money to seek out a fine
product that is compatible and reasonably associated with our current product. This product could expand our
product line and make use of the excess capacity in the plants and share
some of the fixed costs. The reputation of the company would remain intact. Phil and Henry could remain
"pure."
People know and trust the company's name and will buy its products. It
is a "marketing dream" to introduce a
product with the backing of a proven
name and gain instant acceptance.
Therefore, finding a new product
should be a simple task. Perhaps there
is a company that is having difficulty
marketing such a product for lack of a
well- known, and accepted, name. I
would offer to purchase the company
stock. This would provide a win -win
situation for their company and ours.
This would be accomplished without a
negative impact on the cash flow.
If you examine this case from the
"strictly business" viewpoint, the current product is in the mature stage of
the marketing cycle. Marketing 101
teaches that this is not a time to sink
millions of dollars into it. The growth
must come from another product or
products. John's judgment and integrity can and will erode this company's
greatest asset, its name. Perhaps John
is better suited to a career in Congress
than one of a CEO.
Joseph Tomanelli
More responses to the case study will be
published next month.
Edward J. McCracken is chair of IMA's
Committee on Ethics.
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CAPITAL GAINS
ARE BACK

ANTHONYP.CURATOLA,EDITOR
BY KATHRYN M. MEANS, CPA
ANDS. DENNIS COATES, CPA
ne of the goals of
many small businesses is growth.
However, growth is
often limited by the
inability of small
businessess to generate new capital investment.
Generally, small businesses are
closely held and, therefore, do not
have access to the financing opportunities available through the capital
market structure. Frequently, capital
generation is limited to attracting investment from friends and associates
and to the personal borrowing power
of the principals. In addition, tax incentives are now available that make capital infusion in small business attractive
for both owners and other investors.
Favorable tax treatment is available to
ongoing concerns and new ventures.
The Omnibus Budget Reconciliation Act of 1993 (OBRA) created Sec.
1202, which deals with capital gains
treatment for small business stock.
This section allows a noncorporate taxpayer holding qualified small business
stock for more than five years to exclude 50% of any gain on the sale or exchange of that stock from taxable income. The amount of the gain
excluded is limited to the greater of 10
times the taxpayer's basis in the stock
or $10 million. In order for the stock to
be qualified, the taxpayer must have
acquired it in an original issue in exchange for money, property, or as compensation for services to the issuing
corporation.
The intent of Sec. 1202 is to stimulate long -term investment in capital -intensive small businesses. This is evidenced by the requirement that the
taxpayer must hold the qualified stock
for a minimum of five years from date
20

of issue to receive the tax benefits.
Furthermore, favorable treatment
is denied to trades or businesses performing professional and /or financial
services such as accounting, banking,
or real estate. It also does not apply to
farming or the extractive industries
that receive favorable treatment under
other provisions of the tax code. This
section provides favorable tax treatment for investments in small businesses that produce or use capital
goods.
The 50% exclusion is available to
noncorporate taxpayers holding eligible stock in a qualified small business.
With some restrictions, a qualified
small business is a subchapter C corporation that uses at least 80% of its assets in the active conduct of one or
more qualified trades or businesses.
Active conduct includes start-up activities, research and development,
and in -house research. However, after
two years no more than 50% of the company's assets can be working capital or
investments held for future research.
Additionally, both before and immediately after the date the stock is issued,
the small business cannot have aggregate gross assets in excess of $50 million (gross assets test). Subsequently
exceeding the $50 million threshold
will not disqualify already qualified
stock, but the corporation can never
again issue stock that qualifies under
this section.
Eligible stock is defined as stock
originally issued after August 10, 1993,
and cannot be stock purchased from
the taxpayer or a related party by the
corporation two years before or after
the issue date. The corporation issuing
the stock must be a qualified small
business at the date the stock is issued
and must continue to be a small business for the period of time the stock is
held.
Any gain excluded under this section is not taken into account in computing long -term capital gain or in the
application of sections 1211 and 1212
capital loss rules. However, half of the
excluded gain (25% of the total gain) is
treated as a preference item for purposes of the alternative minimum tax.
Also, the taxable portion of the gain is
taxed under section 1(h), meaning that
the maximum tax rate is 28%.
The benefits of Sec. 1202 are available for new business start-ups as well
as financing growth for currently operating businesses. The provisions of
this law may be used to increase an
owner's capital investment in a company. Additionally, this law may be help-

ful in attracting external funds.
A problem for existing small businesses is that they may have already issued all of their authorized stock.
Therefore, to be able to take advantage
of this provision they have to either set
up a new corporation (subsidiary) or
pay to have their charter amended.
New companies, however, can "plan
ahead." As the company grows, it may
issue stock to employees and /or new
managers that will be qualified in the
hands of the recipients. This may be
accomplished by issuing only a portion
of the authorized shares at original incorporation, thus making any subsequent issues "original."
Expansion of existing business is
how many small businesses grow.
Typically, it necessitates hiring additional managerial talent. Because
small businesses frequently cannot afford to pay market salaries, one approach is to offer an equity interest in
the corporation. For that equity to qualify under Sec. 1202, the stock must be
newly issued by the firm —not transferred from original shareholders.
Equity positions to new managers
are often offered on an incentive basis
to mitigate the risk of personnel errors.
The company may choose to issue options for stock that only can be exercised if certain performance criteria
are met. Stock acquired by the new
manager through exercise of the options will be qualified stock. However,
the holding period starts and the gross
assets test is applied on the exercise
date as opposed to the date the options
were granted.
A better strategy, which allows for
a shorter holding period in comparison
to options, might be to issue nonvoting
convertible preferred stock that is only
convertible into voting common stock
on the attainment of some performance goal. In this case, the gross assets test is applied and the holding period starts when the preferred stock
was issued —not when the conversion
took place.
The provisions of Sec. 1202 are not
as generous as previous capital gains
rules, but they do permit tax planning
strategies.
■
Kathryn M. Means, CPA, Ph.D., is as-

sociate professor of accounting at Florida Atlantic University, and f Dennis
Coates, CPA, Ph.D., is assistant professor of accounting.
Anthony P. Curatola, Ph.D., is the Jo-

seph F. Ford Professor, Drexel University, Philadelphia, Pa. He can be reached
at (215) 895 -1453.
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Management Accountants
to Work in Eastern Europv,.:;
New risks and rewards await CMAs in Budapest and Prague.
BYJAMES E. GROFF, CMA;
JOHN R. WINGENDER, AND
CHERYL L. FULKERSON, CPA
This article is based on the travel and
study experiences of the three authors.
During the summer of 1993, Dr. Groff
traveled to Eastern Europe under the
auspices of a grant jointly funded by the
U.S. Department of Education and the
University of Texas at San Antonio. He
interviewed joint - venture managers
from the United States and Britain, domestic firm managers from a number of
Eastern European countries, officials of
the World Bank, and public accountants
practicing in Eastern Europe about business conditions and the role of accountants in the emerging democracies there.
Dr. Wingender spent the 1992 -93 academic year as a Fulbright Scholar at the

International Management Center in
Budapest, Hungary, and has other extensive teaching experience abroad. Dr.
Fulkerson's teaching and research are
primarily in international accounting,
especially transnationa! financial reporting.
astern Europe has become
the new frontier for management accountants. According to the head of a major
state -owned manufacturing firm in the
Czech Republic, "The questions of accounting and information systems
were the first ones we tried to solve
with specialists from the International
Financial Corporation." This firm
builds equipment using state- of -the-art
technology and is a prize target for a
Western joint venture.
The director of a subsidiary of a
British multinational corporation spent
over an hour telling us of his problems
trying to develop a functional cost accounting system in the Hungarian faMANAGEMENTACCOUNT[NG /MAY 1994

Prague: a new fronder for accountants.

cilities he manages. His company's
home office in Britain demanded cost
information of the same quality they
were accustomed to receiving from
their other international subsidiaries.
However, after over a year of trying, he
could not produce timely and accurate
cost data. His final plea to us was, "If
you know of anyone who speaks both
English and Hungarian, and under-

stands cost accounting, send them
over here. We have a job for them."

PEOPLE PROBLEMS
n Eastern Europe, skilled business
people, specifically accounting personnel, are in short supply. There
is a lack of competent, trained business
managers. In addition, there has been

REQUIRED:A
PENCHANTFOR
ADVENTURE
ne weakness in the emerging economies of Eastern
Europe is a lack of people
with an understanding of and training in Western accounting practices, including managerial accounting. The joint venture
companies and public accounting
firms require a substantial number
of trained professional accountants.
These companies are making a substantial investment in developing a
pool of trained local accounting personnel, but opportunities are likely
to exist for some time for expatriate
accountants in these countries.
It is difficult to draw a profile of
the typical expatriate accountant or
manager in Eastern Europe given
the differences in business ventures. Nevertheless, some characteristics seem to be common.
Prior international experience is
a common denominator. Prior experience living in another culture can
help cushion some of the shock of
conditions in Eastern Europe. Some
familiarity with the culture of a particular country is helpful. Many of
the Americans working in Eastern
Europe have family ties to the region. While not absolutely necessary, fluency in the language is of
immense help. If a person is not fluent in Czech or Hungarian, for example, fluency in German can be a
good substitute as German is spoken widely in many parts of Eastern
Europe. Of course, technical competence is a necessary prerequisite
for working with any joint venture
or public accounting firm.
Beyond the specific preparation,
a person needs the proper personality and attitude. Physical conditions in much of Eastern Europe
have been described as like America in the 1950s. For example, Budapest, a city of two million people, has
one laundromat.
The cultures of these countries
are old and sophisticated. The citizens are proud of their countries
and cultures. A trained accountant
with a penchant for adventure, a
willingness to learn, and considerable respect for the people of the region might consider the job opportunities in this "new frontier." ■
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no concept of an accounting profession
in the Western sense and no mechanism for training or certifying accountants. Finally, there is a general malaise among the workforce that is a
residual of 50 years of communist control. All of these aspects of human resource management challenge the
Western business people who are in
Eastern Europe and offer a major impediment to the success of the process
of economic liberalization.
Problems with the supply of managers.There is a dearth of people in Eastem Europe familiar with or trained in
modern Western management practices. Consequently, Western companies have retained the people who
were managers under the communist
regimes. The prevailing managerial approaches are not oriented toward cost
and quality control, worker involvement, and profit making, which are
pervasive in Western management.
These old line managers often perceive themselves to be in an elite position from which they rule rather than
manage. Retraining often has entrenched past bureaucratic hierarchies
and reinforced the old ways of thinking
about business.
A U.S. entrepreneur related an incident to us concerning a joint venture
with a Bulgarian firm. The joint venture manufactures musical instruments in Bulgaria, in the Bulgarian
partner's plant. The U.S. partner imports and sells the instruments in the
United States.
The quality of the initial shipments
of product were not up to standard and
required extensive rework, which was
exceedingly costly. In an effort to improve the situation, the U.S. partner
traveled to Bulgaria to observe the
manufacturing process.
On the manufacturing floor, he
worked side -by -side with the Bulgarian
workers, demonstrating to them what
he expected in the way of quality in
their instruments. The Bulgarian managers were shocked and warned him
repeatedly that he would lose the respect of the workers by associating
with them in this way. These warnings
continued despite the obvious and immediate improvement in the quality of
the output.
The scandal for the local managers
was compounded when the Western
manager sponsored a picnic for all of
the workers in the plant and actually attended and socialized with the production workers. Developing a culture that
values quality and productivity often
means going around the local manag-

ers entrenched in the communist or
feudalistic tendencies.
Western style management training
is a quite recent development in Eastem Europe. The International Management Center (IMC) in Budapest,
the oldest graduate management program in Eastern Europe, was founded
in 1988. The center uses both Hungarian and Western faculty and has
trained graduate students from more
than 10 former Eastern Bloc countries.
More recently the Czech Management Institute has opened near Prague
with programs similar to those of the
IMC. Each of these institutions also offers extensive short-course and on -site
management training programs for
employers in their respective countries, as well as business and management consulting services.
In addition to these free - standing
schools of management, the domestic
universities have begun (either independently or in conjunction with West em universities) to develop programs
that support management education.
With time, management practices that
have been successful elsewhere will
become widely accepted, and the graduates of these developing programs
will find their places in the emerging
economies of Eastern Europe.
Developing professional accoun-

tants.Accounting as a profession did
not exist in Eastern Europe. There
were no independent audits or auditors. Public accountants were unknown. Management accounting, to
the extent that it existed, was a diffused
activity, generally viewed as an administrative function of plant managers.
There have been no organized programs to train accountants in Eastern
Europe. Consequently, virtually all of
the professional accountants in Eastem Europe, since the beginning of liberalization, are westerners who are
temporarily in residence in Eastern
Europe. U.S. and Western European
accounting firms have moved with
their clients into the void. In a way,
Eastern Europe has been a frontier experience for Western public accounting firms. One partner described how
his firm was moving into Romania. He
said, "We have one person and a fax
machine there."
The challenge is to develop a supply
of local employees who are trained to
Western standards who will carry on
after this first wave of foreign employees leaves. Traditionally, educational
institutions in Hungary do not train accountants. Consequently, there is no
supply of freshly minted students from
MANAGEMENT ACCOUNTING/MAY 1994

which to recruit employees. Furthermore, no certification process like our
CPA or CMA examinations exists. To
provide a supply of entry -level professionals, one large U.S.-based international accounting firm recruits what it
believes to be the best students from
Hungarian universities. The only requirements are that the students
speak English and agree to participate
in an internal accounting training prograin. Prior exposure to accounting is
not a prerequisite.

The new recruits enter a vigorous
cycle of training designed to prepare
them for the British chartered accountant examination. Unlike the
U.S. CPA examination, which presumes a uniform educational background, the chartered accountant

program relies on a combination of
self -study and short courses. Employees must co m p lete the p rogram su ccessfully an d ach ieve certification

within three years of employment
with the firm.
This major accounting firm believes that not only will it establish a
cadre of public accountants for the
firm, but it will build a pool of skilled
accountants for Hungarian industry.
Employees who do not stay with the
firm will take positions in private industry. Gradually this process will
lead to the development of an accounting profession with the incentive and
organizational resources required to
support the roles of accounting and auditing, which are vital to the economic
future of Eastern Europe.
77te malaise within the workforce.
The last piece of the people puzzle in
Eastern Europe is probably the most

widespread and hardest to deal with,
as well as the most tragic. A pervasive
malaise affects both managers and
workers in much of Eastern Europe.
Characterized by suspicion, indifference, and a general resistance to
change, this dysfunctional attitude
seems to be the major legacy of 50
years of communism.
A typical case is that of the father of
one young entrepreneur in Budapest.
The father was the manager of a machining operation in a city near Budapest. Under the communists, the operation had been responsible for
supplying parts to a large truck manufacturer in another part of Hungary.
By all accounts the operation had been
considered successful. In the new
economy, the truck manufacturer was
no longer operating, and the guaranteed market for the output of the operation was gone. Consequently, the factory barely was surviving.
A number of Western vehicle
plants had opened in Hungary, and the
son had suggested that his father try
to become a parts supplier for some of
them. The father complained that he
didn't understand how the process
worked, was over 50 years old, and too
near retirement to learn a whole new
app ro ach to o perating the business.

He, like many others in Eastern Europe, already had conceded defeat in
his battle with the future.
A comment often heard in regard to
the workers in Eastern Europe is that
the 40+ generation is lost and there is
not much hope for those over 30.
While this is a gross generalization, it
indicates the extent of the problem
and the time it will take to solve it.
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Circle No. 16
Western businesses that have entered
Eastern Europe have responded to
this problem by concentrating on the
young workers. They have developed
aggressive training programs and
management development programs
to capture the minds and hearts of the
newest generation of workers.
This strategy of developing a whole
new generation of workers and skipping over those who should be at their
most productive point has profound
implications for businesses. Already
one of the most volatile issues in many
of these countries is worker layoffs.
The number and timing of layoffs are
major negotiating points when state owned enterprises are privatized and
sold. Even under the best of circumstances, it will be one (and probably
two) generations before the mentality
of the workforce changes.
■
James E. Gro}f, CMA, Ph.D., is an associate professor of accounting at the University of Texas at San Antonio. He has
previously written about the maquiladora industries in Mexico for MANAGEMENT ACCOUNTING®. He is a member of the San Antonio Chapter, through
which this article was submitted. He can
be reached at (210) 691 -5249.
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A manager makes a final inspection on an assembly line. Western companies have had to
retrain some Eastern European managers to work more closely with production employees.
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Selecting Fixed Asset
and Capital Project
Management Software
for Multinationals
Special features and functions are needed to address the
complications of worldwide operations.
BY SYLVIA R. STONE
fixed asset and capital project
management is a complex issue for many U.S. companies,
but that complexity is manifold for companies that operate internationally. The need for numerous
books of depreciation, unusual depreciation methods, flexibility in date formatting, currency translations, and inflation adjustments are just a few of the
many complicated requirements facing the international fixed asset
manager.
For companies dealing with multi-

national fixed asset management issues, implementing a comprehensive
and flexible software solution is critical. Unfortunately, most U.S. vendors
address U.S. requirements only, and
most vendors outside the United
States do not address the U.S. tax laws
impacting property, plant, and eqt
ment. Thus finding a product that
meets all needs of a company is challenging. The issues to consider when
evaluating software products are key
to choosing the product that is right for
your company. The importance of each
feature is based on the company's organizational structure and the coun-

Rio de Janeiro, a favorite vacation spot for worldwide visitors. But hyperinflationary countries
like Brazil pose special problems for multinational companies in tracking costs and handling
complicated transactions.
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tries in which it operates. These issues
must be discussed before you choose
a product.

FLEXIBILITY IS CRUCIAL
erhaps the first issue to address
with a software vendor is whether the software has the flexibility
to accommodate an entity's organizational structure. Are multiple companies, divisions, and user - defined levels
needed to allow the company to customize the software to reflect its operating environment? Consolidated reporting and reporting by entity is an
important option if you have numerous
locations to manage with unique reporting requirements. One company
division, for example, may be operating in pesos and British pounds and another in U.S. dollars and French francs.
Make sure the product has enough user- defined categories to group your assets or projects to address a multitude
of reporting requirements.
The fixed assets software should accommodate numerous books of depreciation per asset. In the United States
alone, many companies are maintaining at least five sets of books (financial,
federal, AMT, ACE, and state). Locations operating outside the United
States generally require that the software accommodate additional user -defined books, such as two financial
books, one in U.S. dollars and one in
the local currency. If different criteria
are mandated in order to calculate depreciation, then the user may need duMANAGEMENT ACCOUNTING /MAY 1994

FIXEDASSETSMANAGEMENTSYSTEM-FAMS

"Of all the fixed
assets systems I've worked with,
this isdefi"nitely
the best.
"I was put on a task
force and given the
responsibility of
selecting a new fixed
asset system. In the
final analysis, GBA's
package came out on
top. You can track
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Frank Nelson - FixedAssetAccountant,
Mobil Mining &Minerals, Richmond. Virginia
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aboutfixedassets,project
management and lease

managementsystems
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assets almost a l l y wa y

imaginable."

"Using FAMS /OL
has made my
job easier."

" Their

people should
be an asset on their books."

"GBA's people will bend over
backwardsif you have a problem. I have yet to call up
where they have not helped me right on the phone,
orhavegotten back to me in a very short time with
a solution. Their support people are
really very nice, easy to work with,
and they know their stuff."

"We have thousands
of assets and are
constantly replacing
old ogles. Being able to
inquire into the
database on just a key
word or one of the
numerous other
criteria has saved
me hours."
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will commit to modifying its software
for any special methods you require.
A well- designed product can accommodate additional depreciation methods with minimal changes, and a vendor who is committed to its fixed
assets software will be receptive to accommodating a user's special requirements.
Equally important when considering depreciation calculations are flexible convention codes. Convention
codes control the amount of depreciation taken in the year of acquisition and
the year of retirement. Convention
codes offered should address every
possible situation. Possible convention
codes your entity may require are actual periods, mid -month, mid- quarter,
half-year, modified half-year, next -period actual, in- service period, full -year
(m service), and full-year (disposal).
The date formatting contained in
the system should accommodate various structures, such as month-dayyear, year - month-day, day -month-year.
This feature will allow users to key data
as they are accustomed to doing and to
have the correct date formats for reporting. A seemingly insignificant feature such as date formatting can cause
users a great deal of frustration and
high incidence of errors when it is not
available.
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n order to track assets and projects
in multiple currencies, a system
must be able to store the additional
currency values. In a fixed asset system, tracking multiple currencies usually is performed in a separate book of
depreciation. In a project management
system, a separate set of project
records may be required. Many software solutions may accommodate the
basic requirement of tracking foreign
currencies, but other requirements
must not be overlooked.
The number of currencies being
tracked and whether the local, functional, and reporting currencies are different impacts the software requirements greatly. The local currency is
the currency of the particular country
in which the entity resides. The functional currency is the currency of the
primary economic environment in
which the entity operates. Normally it
is the currency of the economic environment in which cash is generated
and expended by the entity. The reporting currency is the currency in
which an entity prepares its financial
statements. If the local currency and
the functional currency are the same,
but they are different from the report-

y

PARENT

FOREIGN CURRENCIES HAVE
SPECIAL REQUIREMENTS

None

$

plicate tax and financial books.
Within the fixed asset software, reporting by book of depreciation (such
as financial, local currency, tax, and
the like) within each entity or across
all entities is equally important. Additionally, the software should be flexible enough to accommodate differing
books of depreciation for each entity.
For example, one entity may need to
track eight different books of depreciation, while another may require only
five books. The ability to inactivate
the depreciation books that are not required will prevent the user from
tracking unnecessary books that consume storage space and data input
time.
Most of the standard depreciation
methods such as straight line, declining balance, and units of production
are used worldwide, unlike ACRS and
MACRS tables, which are unique to
the United States. In addition, though,
a company may encounter special
methods in certain countries. The
software chosen should accommodate
a multitude of standard depreciation
methods as well as user - defined methods. User - defined methods generally
are based on tables instead of formulas, so if you require more than a table
of percentages for a complete solution, verify that your selected vendor

y to Singapore $

Singapore $
to U.S. $

Case 1: A U.S. business owns 100% of a Japanese company that transacts all of its business in Japan. With that
being the case, both the local currency and the functional currency are the yen (y). Because the business
mus t be c onsolidated with the U.S. parent corporation, the reporting currency is the U.S. dollar.
Case 2: A U.S. business forms a 100% -owned Japanese company to manufacture electronic components. All products then are sold back to the U.S. parent company. That being the case, the local currency is the y, but the
functional currency is the U.S. dollar because all of its sales are U.S. dollar- based. Because the business
must be consolidated with the U.S. parent corporation, the reporting currency also is the U.S. dollar.
Case 3: A U.S. business forms a 100% -owned Japanese company to manufacture extremely specialized electronic
components. Those components then are sold to a Singapore company that uses them to make a product
that is sold to numerous customers around the world. That being the case, the local currency is the y, but
the functional currency is the Singapore dollar because all of its sales are Singapore dollar - based. Because
the Japanese business must be consolidated with the U.S. parent corporation, the reporting currency also is
the U.S. dollar.
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ing currency, then the entity must
translate the local /functional currency
to the parent's reporting currency. Under Statement of Financial Accounting
Standards (SFAS) 52, "Foreign Currency Translation," all elements of financial statements are translated at the
current exchange rate. For assets and
liabilities the "current" exchange rate
is the rate in effect at the balance sheet
date. For revenues, expenses (including depreciation), gains, and losses,
the current exchange rate is the daily
exchange rate in effect on the dates
those elements are recognized —or an
appropriately weighted average exchange rate for the period during
which those elements are recognized.
Although translation of financial
statements requires current exchange
rates, remeasurement of financial
statements requires both current and
historical rates to be used. When the
entity's local and functional currencies
are different, the local currency must
be remeasured into the functional currency. Remeasurement is a process
that attempts to restate the foreign currency financial statements from the local currency into the functional currency as though the financial statements
always had been maintained in the
functional currency. The current exchange rates generally are applied to
monetary assets, while historical exchange rates are applied to nonmone.
tary assets such as property, plant, and
equipment. For fixed assets, the historical exchange rate is the rate in effect for the period in which the asset
was placed in service.
If the entity's reporting currency is
different from the remeasured currency, then the entity must translate this
remeasured currency to the reporting
currency. Those companies with both
remeasurement and translation requirements need to be very discriminating in evaluating the foreign currency capabilities of the software products
reviewed. Generally, products that address multiple currencies are designed
to accommodate translation only. But
can the software handle remeasurement and translate after remeasurement? For the fixed asset software to
do the currency translation, the appropriate rates and tables must be available. For remeasurement purposes,
nonmonetary assets must be translated based on the rate associated with
the in- service date of the asset, so
maintaining a table of historical rates
is mandatory. Rate tables should allow
for both average -period and end- of -period rates in order to accommodate inMANAGEMENtACCOUNTING /MAY 1994

Beginning Balance
Month XX, 199X
Capital projects in progress
Machine 1000
Inflation factor

Cost

Accumulated
Depreciation

Ps 150,000.00
P$ 10,000.00

Ps 4,000.00

Debit

Credit

2.5%
PS 150,000.00 X 2.5% = P$ 3,750.00
Ps 10,000.00 X 2.5% = P$ 250.00
P$ 4,000.00 X 2.5% = P$ 100.00
.Inurnal Fntrips,

Capital projects in progress
Deferred monetary correction
Machinery & equipment
Monetary correction — income
Monetary correction — expense
Accumulated depreciation —M &E
Ending Balance
Month YY, 199X

Ps

3,750.00

Ps

250.00

Capital projects in progress
Current expenditures
Adjustments for inflation

Ps 150,000.00
25,000.00
3,750.00

Machine 1000
Adjustments for inflation
Depreciation expense
Total
Ps= pesos

Ps 10,000.00
250.00

come statement and balance sheet reporting under SFAS 52.
Ideally, translation processes
should accommodate both the automatic translation at time of asset entry
(based on the available rate) and the
retranslating of values when end- of -period rates are available. By allowing
translation at asset entry regardless of
point in time, the user immediately can
review the impact of additions to the
fixed asset database rather than be
forced to wait until the end of the period for any reports in the foreign currency. Having the ability to retranslate
as soon as the end -of -period rates are
available, however, is the more critical
feature because these rates ultimately
are used for translation of cost and accumulated depreciation. (See Figure 1
for an example of the translation or remeasurement decision process.)
Additional requirements arise when
transferring and retiring assets, and it
is imperative that you take the requirements into consideration when selecting your fixed asset management software. If assets are transferred from an
entity in one currency to an entity using a different currency, it is important

Ps 3,750.00

Ps

Ps

250.00

Ps

100.00

100.00

Cost

Ps 10,250.00

Accumulated
Depreciation

Ps 4,000.00
100.00
1,025.00
Ps 5,125.00

that the software be capable of doing
the currency translation based on either the historical rate (in- service date
rate) or the transfer date rate. When retiring assets, proceeds are translated at
the rate for the retirement period.
If assets are translated into the appropriate local, functional, and reporting currencies by another system prior
to their entering the fixed asset system, the foreign currency rate table requirements may be eliminated. But
you still should evaluate the reporting
capabilities of the software closely to
ensure that these requirements are addressed fully. A benefit of storing these
currencies within the fixed asset database is to accommodate the interface
of various currencies to the general
ledger. Review the general ledger interface process closely to ensure that
the software will allow the interface of
all fixed asset journal entries (additions, retirements, gain /loss, transfers, depreciation expense, and accumulated depreciation) by book of
depreciation /currency.
Similarly, the capital project software easily should accommodate the
transfer of costs to fixed assets and
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If you select a software package that is
not capable of handling these transacCapital project inflation adjustments

Ps 150,000.00

Monthly amortization expense

Ps

Journal Entries

tions, the reporting accuracy of income
and the related tax calculations will be
jeopardized.

200.00
Debit

Amortization expense —
inflation adjustments

Ps 200.00

Deferred monetary correction

Ps 200.00

Credit

Current monetary correction —
income

Ps 200.00

Accumulated amortization —
inflation adjustments

Ps 200.00

II OTHER

Ps= pesos

should allow various currencies to be
written to the appropriate books of depreciation. Ideally, the ability to tell the
system which currency in capital projects should be written to a specific
fixed asset book is stored in a system
value. By doing so, the user is not required to provide this information each
time an asset is capitalized.

ADJUSTING FOR INFLATION
djusting for inflation also is critical. A highly inflationary economy is one in which the inflation
rate is approximately 100% or greater
over a three -year period. If an entity is
located in a country with hyperinflation, the entity is required to remeasure its financial statements into the reporting currency of the parent company regardless of whether the local and
functional currencies are the same.
In an area of high inflation, it is difficult to track the true cost of fixed assets and capital projects. If cost and accumulated depreciation are not
adjusted in some manner, property,
plant, and equipment may be understated and capital gains from sale of assets significantly overstated. In order
to address this problem, countries
have instituted methods of revaluing
assets that may seem unusual to many
accountants in the United States. In
Mexico, for example, companies are allowed to write up the cost of their assets to reflect the current fair market
value. Several South American countries also have taken this approach in
the past, but the current trend in inflationary economies such as Argentina,
Brazil, Chile, and Colombia is to adjust
cost and accumulated depreciation periodically to reflect more realistic values based on the inflation rate.
For example, in Colombia, for tax
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purposes, companies are required to
adjust the fixed assets' beginning period cost and accumulated depreciation
on an annual or monthly basis to reflect
the rate of inflation. Capital projects
(beginning period balances) also are
adjusted each period for the prior period's inflation rate. Colombian companies are required to establish current
and deferred monetary correction accounts in the profit and loss statement.
At the end of each tax period or of each
month, as the case may be, the current
monetary correction account is credited for the inflation adjustment amount
that is debited to the asset account and
debited for the inflation adjustment
amount that is credited to the accumulated depreciation account (Table 1).
When assets are transferred from
capital projects to fixed assets, any inflation adjustments made during construction in progress must be tracked
separately for amortization purposes.
Each period the deferred monetary
correction account is debited by this
amortization expense, and the current
monetary correction account is credited by this amount (Table 2).
Inflation adjustments have a direct
impact on income. For your fixed asset
management software to perform the
required transactions, it must offer the
following features:
• Accommodates a table of inflation
percentages;
• Calculates the inflation adjustments
automatically and stores this information;
• Accommodates the transfer of this
information from capital projects to
fixed assets;
• Calculates depreciation on the new
inflation- adjusted values;
• Interfaces the appropriate journal
entries to the general ledger.

SPECIAL FEATURES

ompanies with subsidiaries in
highly inflationary economies
may have some of the most
complex property, plant, and equipment requirements. Not all multinational companies will require the numerous features necessary to meet
their complex requirements, but it is
easy to overlook these important features when evaluating fixed asset and
capital project software. Don't assume
that a software vendor's fixed asset and
capital project software addresses all
your requirements just because the
software vendor's general ledger does.
Evaluate each application individually.
Other features to consider are:
• VAT (value -added tax) and GST
(goods and service tax);
• Legal entity transfers;
• Size, decimal positions, and ability
to edit amount fields;
• Multilingual capabilities;
• Ability to read left to right or right
to left;
• Vendor's support capabilities.
Although I haven't addressed every
issue to be considered in selecting
fixed asset and capital project management software, I hope I have provided
a starting point for software evaluation.
Recent political actions in various
countries will open the doors for many
businesses to become active at a multinational level. Many opportunities
will become available —but often they
bring complex financial reporting requirements. Therefore, your company
must select a comprehensive accounting system that includes fixed asset
and capital project management capabilities that address your specific
needs.
■
Sylvia Stone is senior vice president of
GBA Systems, a software development
and marketing company specializing in

property, plant, and equipment software. Based in Colfax, N. C., she can be
reached at (910) 668 -4555.
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How U.S. business students can prepareforthe global workplace.
BY NANCY L. SALTZ, CMA,AND
SHEILA D. FOSTER, CPA
lobal political and economic
changes are creating more
jobs for U.S. accounting students interested in working
abroad. As professors of management
accounting, we are concerned that
American students are not more aggressive in trying to learn foreign languages and culture in order to prepare
themselves for the opportunity to become a part of the global workplace.
Our experiences with students from
abroad also demonstrate how U.S.
businesses will be at a disadvantage if
they don't learn to bridge the culture
gap. A Japanese student in one of my
classes told a story about his father's
recent U.S. business trip. After his father was picked up at the airport and
had registered at the hotel, the company representative told him that someone would call for him in the morning
in time for the meeting at the company.
The Japanese businessman wondered
what he had done to offend the company to cause such a reception.
In Japan, guests are treated quite
differently. They are taken to dinner,
entertained, and not left alone. The Japanese businessman did not understand that the American company
thought it was doing him a favor by giving him time alone to rest from his trip.
To prepare our students for the new
global workplace, we assign them to interview someone who is from another
country and studying in the United
States. We also encourage them to interview international business executives as well. The results are summarized in a short report.
Students are required to read several recent articles from The Wall Street
Journal that focus on the importance of
global skills. They also have to research the interviewee's country: geography, major exports, religion(s),
political situation, history, economic
conditions, culture, and so on.
During the interview, they must
learn as much as possible about the
cultural differences between the Unit
MANAGEMENTACCOUNTING /MAY 1994

East meets West: Shawn M. Gerst,
Aberdeen, Md., talks with Sung -Kyu Park,
Seoul, Korea.

ed States and the interviewee's country: dining customs, gift giving, etiquette, dress, language, women's role,
body language, and general expectations during business meetings. As
tactfully as possible, they try to find out
about the international student's perception of the Americans they have
met and how those perceptions have
changed.
A Japanese student said there is a
greater understanding about Americans and their customs among the Japanese than among Americans about
Japanese culture. It is this ignorance,
said the student, that may account for
the reason the Japanese do not buy
American products and why they have
an advantage in the world market.
Another Japanese student observed, "Some content is lost in the
communication channels between
companies with the same cultural
background. So one must assume
much is being lost between companies
trying to communicate through language and cultural barriers."
A student from Switzerland advised
Americans to avoid using slang in their
conversations, especially during formal conversations. A Russian commented, "When being entertained by a
Russian, it is impolite to start up a conversation about business unless invited to do so." Also, don't smile too

much —it makes Russians think we are
not taking them or what they are saying seriously.
"One of the most outstanding differences in the business environment
concerns how to deal with mistakes,"
said a French businessman. "Americans can't seem to handle being corrected. In France, if you make a mistake it is no disgrace to have it pointed
out to you by your coworkers. All parties involved work to correct the error
and no one is upset." However, a Vietnamese student said that it is important to think about other people's feelings. If someone makes a mistake in
public, you might correct the person in
private later on.
If you are dining out in Singapore,
the best restaurants are suggested by
your host, but the final decision about
where to eat is made by the guest. It
is expected that the guest will select a
restaurant that has been recommended by the host. Business is discussed
briefly. Because Asia is a crowded society, the fear among business executives is that the competition will be
seated at the next table.
Through such interesting discussions the American students began to
see the international students as individuals rather than as a group. As a result, friendships developed, and both
groups welcomed the opportunity to
interact. In the long term, we believe
the students' experiences and observations will help them when working for
companies with overseas operations. ■
Nancy L. Saltz, CMA, CPA, is assistant
professor ofaccounting at the School of
Business at Lynchburg College in Virginia. She can be reached at (804) 5228177.

Sheila D. Foster, CPA, is assistant
professor in the Department ofBusiness
Administration, The Citadel, Charleston, S.C. She can be reached at (803)
792 -5257 Both are members of IMA's
Lynchburg (Va.) Chapter.
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ACCOUNTING
FORNAFTA
Free trade pact poses some tricky cost
allocation challenges.
BY ABDEL M. AGAMI
everal accounting issues are involved in measuring the regional value content of products
traded under the North American Free Trade Agreement's (NAFTA)
rules -of- origin. Management accountants will need to provide a framework
for measuring costs that will withstand
the probable disputes over tariffs and
cost allocations. Other questions management accountants will face include
which elements of costs to include or
exclude in determining net cost and
how to allocate common or indirect
costs among various products.
NAFTA was signed into law in August 1993 after more than 18 months
of intensive negotiation. Its objectives
are to:

$6 trillion (see Table 1). About 65% of
U.S. industrial and agricultural exports
to Mexico will be eligible for duty-free
treatment, either immediately or within five years. Under NAFTA, Mexican
tariffs on vehicles and light trucks will
be cut in half immediately. NAFTA will
open Mexico's $6 billion market for
telecommunications equipment and
services. Barriers to trade on $250 million of U.S. exports of textiles and apparel to Mexico will be eliminated immediately, with another $700 million to
be freed from restrictions within six
years. All North American trade restrictions will be eliminated within 10
years.
NAFTA will immediately eliminate
Mexican import licenses, which covered 25%of U.S. agricultural exports
last year, and will phase out remaining

Mexican tariffs within 10 to 15 years.
Mexico's closed financial services markets will be opened, and U.S. banks
and securities firms will be allowed to
establish wholly owned subsidiaries.
U.S. insurance firms will gain major
new opportunities in Mexican mar kets.z
NAFTA explicitly accepts generally
accepted accounting principles
(GAAP) applicable in the territory in
which a good is produced, for purposes
of measuring cost. This fact is likely to
encourage the harmonization of GAAP
among NAFTA's members, just as the
United States -Canada Free Trade
Agreement (FTA) has helped the efforts to harmonize GAAP between
Canada and the United States.
RULES- OF•ORIGIN
ost free trade agreements
such as FTA and NAFTA give
preferential treatment in tariffs and customs to products and services grown or produced regionally
within the countries that are members
of the agreement. In today's global
economy, however, it is becoming
more difficult to determine the nationality of products, for example, the nationality of a Nissan car of which the
parts are manufactured in the United
States, assembled in Mexico, and finished in Canada.
For this reason most free trade
agreements establish rules for determining a product's nationality, known
as rules -of- origin. These rules in most
cases are complicated. A product could

1. Eliminate barriers to trade and facilitate the cross - border movement
of goods and services between the
territories of the parties;
2. Promote conditions of fair competition in the free trade area;
3. Increase investment opportunities
in the territories of the parties;
4. Provide adequate and effective protection and enforcements of intellectual property rights in each party's territory;
5. Create effective procedures for the
implementation and application of
this agreement; and
6. Establish a framework for further
trilateral, regional, and multilateral
cooperation to expand and enhance
the benefits of this agreement.'
NAFTA is expected to create a
North American market with more
than 360 million consumers and combined gross domestic product of about
30

NAFTA requires that the net cost method be used in measuring the regional value content
of automobiles. Here, U.S. workers weld hinges to car doors.
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be manufactured partially in countries
that are members of a trade agreement
and partially in countries that are not.
Rules -of -origin are intended to prevent
organizations that manufacture products outside the region of the free trade
agreement from using the region to escape tariffs and duties, i.e., the Trojan
horse problem.3
According to NAFTA, a good is considered an originating good, i.e., satisfying the rules -of- origin and qualifying
for preferential treatment in tariff and
customs, if one of the following criteria
is satisfied (for many products both criteria 2 and 3 must be satisfied):
1. The good is wholly obtained or produced entirely in the territory of one
or more of the countries that are
members of the agreement;
2. Materials used in the production of
the good undergo a change in tariff
classification as a result of production occurring entirely in the territory of one or more of the member
countries;
3. The regional value content of the
good is not less than a certain specified percentage; or
4. The good meets the de minimis rule
of NAFTA.
Examples of goods wholly obtained
or produced entirely in the territory of
one or more of the countries that are
members of the free trade agreement
are:
• Mineral goods extracted in the territory of one or more of the member
countries;
• Vegetable goods harvested in the
territory of one or more of the member countries;
• Live animals born and raised in the
territory of one or more of the member countries;
• Goods obtained from hunting, trapping, or fishing in the territory of
one or more of the member countries;
• Goods produced in the territory of
one or more of the member countries.
The second criterion (a change in
tariff classification) requires a change
in the appearance and physical condition of materials as a result of production in one or more member countries
that is acceptable under the harmonized system adopted by the United
States on January 1, 1989. The harmonized system is an internationally recognized system of goods classification
MANAGEMENT ACCOUNTING /MAY 1994

TABLE 1/NORTHAMERICANECONOMIC OVERVIEW,1990
United States
Population (million)
Labor force (million)
GDP ($ billion)
GDP per capita

250.0

Canada
26.6

Mexico
86.2

124.8

13.7

26.2

5,423.4

575.6

237.7

$21,700.0

$21,620.0

$2,760.0

GDP growth rate

1.0%

0.5%

4.0%

Consumer price inflation

5.4%

4.8%

26.70%

Exports ($ billion)

389.5

129.0

26.8

Imports ($ billion)

497.7

119.1

29.8

used to determine duty and tariff
rates.4 An example of a physical transformation that qualifies as a change in
tariff classification under the harmonized system is the manufacturing of a
desk from imported board.
This criterion emphasizes physical
appearance rather than economic substance and has caused some disputes.
For example, in the textile and apparel
industry retailers and manufacturers
disagree as to what constitutes a substantial transformation. Retailers and
wholesalers claim that a single process, such as cutting and sewing,
should qualify as a substantial transformation, while manufacturers maintain
that the fabric must be woven in a
country that is a member of the trade
agreement to qualify for preferential
tariffs and customs.
Because with earlier trade agreements there were many disputes over
interpreting when substantial transformation takes place, NAFTA developed
very detailed, tough rules for transformation. NAFTA requires that textiles,
apparel, and other textile products be
made in North America from the yarn spinning stage forward to qualify for
preferential treatment. The NAFTA
rule is even tougher for cotton, manmade fiber yarns, knit fabrics, certain
other textile products, and sweaters of
man-made fibers. The NAFTA rule requires that they be made from the fiber
forward in the member countries. A
single transformation is acceptable only for products made from raw materials not available in North America.5
A product manufactured in one or
more member countries may qualify
for preferential tariffs and customs
even though it contains materials,
parts, or components obtained or produced outside the region, provided it
meets certain regional value content
requirements. Generally, according to
Article 401 of NAFTA, the regional value content should not be less than 6096

of the "transaction value" or 50% of the
"net cost." Transaction value means
the price actually paid or payable for a
good. Net cost is total cost of the product less royalties, sales promotion expense, cost of packing and shipping,
and so on.
NAFTA contains a de minimis rule.
According to this rule, a product is considered to be an originating product
(obtained or produced in the United
States, Canada, or Mexico) if the value
of all nonoriginating materials used in
its production is not more than 7% of
the transaction value of the product or
the value of all such nonoriginating material is not more than 7% of the total
cost of the good. A number of products, generally in the textile area, are
calculated by 7% of the weight rather
than 7% of the value.

REGIONALVALUECONTENT
he first criterion for preferential

treatment (goods are wholly obtained or produced entirely in the
territory of one or more of the countries that are members of the agreement) does not create measurement issues or raise many disputes among
parties involved. The same could be
said about the second criterion
(change in tariff classification). However, very few products satisfy either of
these two criteria. Most products are
manufactured partially in countries
that are members of the free trade
agreement and partially in countries
that are not. For these products a
scheme of measurement must be developed to determine the percentage of
the regional value content of the products, i.e., the value added within the
countries that are members of the free
trade agreement. A definition of regional value content is needed for the
application of criteria three and four of
the rules -of- origin.
NAFTA provides two methods of
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measuring the regional value content,
where RVC is the regional value content; TV is the transaction value of the
good; VNM is the value of nonoriginating materials; and NC is the net cost
of the good. The first method is based
on the transaction value (price):
RVC =

N - VNM
TV

> 60%
-

The second is based on net cost:
RVC = NC - VNM > 50%
NC

-

Generally, producers can choose
one of the two methods (transaction
value or net cost) in computing the
specified percentage needed to qualify
for preferential tariffs and customs.
However, the net -cost method must be
used when the transaction value is not
acceptable under the General Agreement on Tariff and Trade (GATT) Custom Valuation Code and for certain
products such as cars.
NAFTA requires that 62.5% of the
net cost of cars, engines, and transmissions and 60% of the net cost of heavy
trucks and buses be incurred in the region. This percentage is larger than
the 50% required for other products

and the requirement under the United
States - Canada Free Trade Agreement.
The percentage was increased in response to pressure exerted by the autoworkers labor union and the lobbying orchestrated by U.S. auto
producers during the negotiation of
the treaty.
VALUESANDCOSTMEASUREMENT ISSUES
n my opinion the requirement of regional value content for preferential tariffs and customs is much better than the requirement of change in
tariff classification. Regional value content emphasizes economic substance,
value added, and incurrence of cost
within the region, while change in tariff
classification emphasizes form, physical transformation, and appearance of
the products. However, the regional
value requirement raises many problems and disputes among parties involved. A product could be manufactured partially within countries that are
members of a trade agreement and
partially within countries that are not.
Figure 1 illustrates this case.
Some argue that measuring region-

FIGURE1/WHEREWASTHEPRODUCTORSERVICEGROWNORPRODUCED?
Example:
A product is composed of four components: A. B, C, and D. All of the components are produced in Japan. Components A and B are assembled into part E.
and components C and D are combined to form part F in Mexico. Parts E and
F then are shipped to Canada where they are combined to make product G,
which then is sold in the United States. What is the nationality of this product?
In Japan

In Mexico

In Canada

In United States

Component A
Cost = $20
Part E
Cost = $60
Component B
Cost = $20
Product G —
Sold
Cost = $150
Price = S200
Component C
Cost= $20
Part F
Cost = $60
Component D
Cost = $20
RVC = TV — VNM
TV
200 — 80= 120 = 60%
200
200
Where: RVC = Regional value content
VNM = Value of nonoriginating materials

TV = Transaction value

Based on the above computation, the product would qualify for preferential
treatment related to tariff and custom under NAFTA.
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al value content on the basis of price
of the finished product rather than its
net cost is much better and more objective because it avoids dependence
on judgment to determine the cost of
the product, especially the arbitrary allocation of overhead and other common costs. This argument is valid only
if the prices of final products, parts,
components, and intermediate products are the result of arm's- length
transactions among unrelated parties.
However, if the parties are related, this
rule can be manipulated easily either
by artificially lowering the price of the
nonoriginating materials, parts, components, subassemblies, and intermediate products or by artificially increasing the price of the final product.
To avoid this problem, when the
transaction is between related parties
most trade agreements reject the use
of price for measuring regional value
content and require the net -cost method. For this purpose NAFTA defines
related parties to include:
• Officers or directors of one another's business;
• Partners;
• Employer and employees;
• Any person directly or indirectly
owning control or holding 25% or
more of the outstanding voting
stock of the business;
• Two parties involved directly with
each other or with one party indirectly controlling the other;
• Two parties directly or indirectly
controlled by a third person;
• Two parties who are members of
the same family.
If the transaction is between related
parties, price is not acceptable under
the GATT Custom Valuation Code. If
the product involved is an automobile,
NAFTA requires that the net -cost
method be used in measuring the regional value content.
In all the cases mentioned above,
net cost is the only acceptable method
of measuring the regional value content. NAFTA provides some definitions and guidance for measuring net
cost. For example, it defines total cost
as all product cost, period cost, and
other costs incurred in the territory of
one or more of the parties. The net cost
is total cost minus sales promotion,
marketing and after -sales service
costs, royalties, shipping and packing
costs, and nonallowable interest costs
included in the total cost.
NAFTA provides three different
methods for measuring net cost:
MANAGEMENTACCOUNTING/MAY 1994
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Method 1:
Sales
Total cost incurred
Nonallowable cost
Net cost including $35,000 nonoriginating
cost (allocated on the basis of sales)

A

B

Total

$60,000

$120,000

$180,000
150,000
10,000

$46,667
$ 93,333 $140,000
a,
63% t
Regional value content
Conclusion: Only product B qualifies for preferential treatment under NAFTA.
(a) 46,667- 35,000 = 25%
46,667

(b) 93,333 - 35,000 = 63%
93,333

Method 2:
Sales
Total cost incurred (allocated equally)
Nonallowable cost (direct allocation)
Net cost including
$35,000 nonoriginating cost

$60,000
75,000
2,000

$120,000
75,000
8,000

$180.000
150,000
10,000

67 000

140 000

$73,000

Regional value content

52

%' c '

48%("'

Conclusion: Only product A qualifies for preferential treatment under NAFTA.
(c) 73,000- 35,000 _ 52%
73,000

(d) 67,000- 35,000 - 48%
67,000

Method 3:
Sales
Nonoriginating materials (allocated equally)
Labor (allocated equally)
Manufacturing overhead (allocated equally)
Net cost including
$35,000 nonoriginating cost
Regional value content

$60,000
35,000
15,000
20,000

$120,000
35,000
15,000
20,000

$180,000
70,000
30,000
40,000

$70,000

70,000

$140,000

50

$

While these three alternative methods of measuring net cost provide the
producer with some flexibility, they also are likely to provide a vehicle for manipulating the percentage of net cost
needed to satisfy the regional value
content requirement and cause disputes among parties involved. Table 2
illustrates this point.
Another issue likely to provide producers with a tool for manipulation in
satisfying the required percentage and
that may create disputes among parties involved is whether and how overhead should be allocated among products and included in cost. For example,
should a Mexican producer include in
the computation of net cost depreciation on machinery used in production,
even though this machinery was purchased from Japan? Should the Mexican manufacturer include costs incurred in sending Mexican employees
to be trained in Korea or training them
in Mexico using Japanese or Korean
consultants and instructors? While the
FTA between Canada and the United
States was explicit about allowing only
direct cost of processing to be included
in measuring cost, NAFTA appears to
be permitting the inclusion of all product and period costs. This change is
significant and might cause some
headaches in the implementation of
NAFTA It is one more challenge that
accountants must face.

TABLE2/MEASUREMENTOFNETCOST

%e t !

50 % "'

Conclusion: Both products A and B qualify for preferential treatment under
NAFTA.
(e) 70,000- 35,000
50°x°
70,000
=

• The producer of the good may calculate the total cost incurred with
respect to all goods produced by
that producer; subtract any sales
promotion, marketing, and after sales service costs, royalties, shipping and packing costs, and nonallowable interest costs included in
the total cost of all such goods; and
then reasonably allocate the resulting net cost to the good.
• The producer of the good may calculate the total cost incurred with
respect to all goods produced by the
producer, reasonably allocate the
total cost to the good, and then subtract any sales promotion, marketing and after -sales service costs,
royalties, shipping and packing
costs, and nonallowable interest
costs included in the portion of the
total cost allocated to the good.
• The producer of the good may reasonably allocate costs incurred with
respect to the good so that the aggregate of these costs does not include any sales promotion, marketing and after -sales service costs,
and nonallowable interest costs.

In the final analysis NAFTA is raising many challenges and creating new
opportunities for accountants. It is likely to increase harmonization of GAAP
among its three member countries. ■
Editor's Note. This subject is very com-

plex. Space does not permit a full explanation of all its accounting aspects, such
as how to treat accumulations and intermediate materials. For more information, consult the U.S. Customs Service.
Abdel M. Agami teaches accounting at
Old Dominion University. He is a member of the Hampton Roads (Virginia)
Chapter, through which this article was
submitted. He can be contacted at (804)
683 -3504.
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Should Your Fi'rm
Go to Mexico, ?
Think carefully before moving —or you may get an
unpleasant surprise.
BYWILLIAMF.KAUDER,JR

much as with Mexico.
One of the major problems has been
the volatility of, and changes in, Mexican governments. They have shifted
from authoritarian to extreme socialistic. Recently the government of President Carlos Salinas de Gortari has embarked on a course of action that he
hopes will advance Mexico into the
free- market global economy. Salinas is
supported by the Institutional Revolutionary Party (PRI), which has ruled

Mexican politics since 1929. Leaders of
this party have had very different attio move to Mexico o. - not?
tudes toward relations with the United
That is one of the moa t critiStates over the years.
cal business decisions AmerA president of Mexico serves for a
ican manufacturers fa ce tosingle term of six years, and the
day.
present president is in his sixth year.
The temptations of low -cost labor,
A new election will take place this year,
the strengthening of private c wnerand there is no guarantee that the next
ship, and Mexico's continued eff )rts to
government will continue to support
reduce inflation already have led many
the present close relations with the
business firms to make this i nove.
United States. The rebellion of January
With the signing of the North
1, 1994, in the southern
American Free Trade Agreestates, costing at least 145
ment (NAFTA), the movelives, the recent kidnapping of
ment south of the Rio Grande
a prominent business official,
is expected to accelerate. But
and the assassination of the
is this decision the best for all
PRI candidate, Luis Donaldo
manufacturing firms? "Not
Colosio, are examples of the
necessarily" suggests a brief
uncertainties related to Mexireview of some of the critical
can business operations. Alcost factors involved in the deso, in an extreme case, alcision.
though the possibility is
Mexico and the United
remote, a large U.S. company
States have long shared a borplacing a division in Mexico
der, and the history of relacould lose the operation to
tions between the two has
the Mexican government
been turbulent at times. Politithrough confiscation. Confiscal conditions have shifted
cation of property from U.S.
radically over the years. As a
owners prevailed after the
consequence of a short war in
Mexican Revolution in 1910,
the 1840s and the resulting
or economic measures forced
peace terms, Mexico lost oneowners to cease operations in
half of its territory to the UnitMexico.
ed States. This loss led to a
Large U.S. businesses can
long history of border disputes
deduct their losses for corpoand U.S. pressures. In some
rate income tax purposes and
cases, the United States interwould not be forced out of opvened openly in the internal aferation. On the other hand, a
fairs of Mexico, which resultsmall firm that moves to Mexed in years of strained
ico might be forced completerelations between the governly out of business if the Meximents of the two countries. Recan government should
lations between the United
return to the socialistic and
Mexico has a long and rich cultural history, typified by the
States and its northern neighisolationist policies of the recolonial -era Zocalo Cathedral in Mexico City. Now the governbor, Canada, also have been
ment is trying to bring the nation into the modem, free - market
cent past. This risk should be
global economy.
strained at times, but never as
considered carefully by any
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et us take a close look at lower
wage rates, one of the major advantages of moving to Mexico,
according to the media hype. First,
consider the characteristics of the labor force itself. Mexican workers are
young, unskilled, and inexperienced
and may require extensive training. If
the firm considering the move is large,
training may involve only finding trainers with Spanish language skills.
A small firm, on the other hand,
might have to develop a training program that could require at least six
months to implement (based on my experience in the textile industry). It also
would require a training consultant, a
Spanish - speaking supervisor and several skilled workers, machinery, raw
material, and space in the factory or a
training center to develop a minimum
program. The cost of developing such
a program could easily run more than
$100,000. The workforce may have to
be supervised very closely to ensure
that the workers are using the methods taught in the training program.
Such supervision would increase the
overhead cost of a Mexican operation
and could lead to the problem of finding experienced supervisors. Mexico
is short of skilled workers and managerial -level employees, so in -house
training programs might have to be instituted to solve this problem —but
that's also an expensive proposition.
Training existing American workers and managers in Spanish and moving them with the plant may not be the
answer. Mexican laws regarding foreign personnel do not encourage such
a strategy. Two types of visitors' permits may be obtained for a one -year period. The first type, which can be obtained quickly, is for visitors from
foreign companies entering Mexico
for temporary business purposes.
These visitors are not allowed to receive compensation from Mexican
sources. The second type of permit,
which may take much longer to obtain,
allows the visitor to work temporarily
in Mexico and receive compensation
from Mexican sources. There is a separate classification for foreigners who
participate at shareholders or boards
of directors' meetings and for those
who advise Mexican companies. It
lasts for one year and can be renewed
for four additional one-year periods.
MANAGEMENTACCOUNTING /MAY 1994

bor laws of Mexico passed in 1931. It
prescribed wages, hours, the protection of women and children, safety and
hygiene, and compensation for illness
and accident.
Current labor laws favor the employee in all relations with an employer. Favorable treatment of the employee is the first and foremost
consideration. This factor indicates
that legal actions between employees
or their union and employers would
not be in the best
interests of the
firm. U.S. managers might have
trouble adjusting to
this idea.
The laws permit
groups of 20 or
more employees to
form labor unions
and to carry on collective bargaining.
Critics of the
present Mexican
government argue
that labor unions may organize only
with governmental approval, although
federal labor laws clearly give them the
right to do so. U.S. firms moving to
Mexico should expect to have a labor
union as a bargaining agent for the
workers.
Employers are required to provide
their employees with a minimum of
training. Training committees with
representatives from both management and labor must be formed. The
purpose of this training is to improve
workers' skills, prepare employees for
higher positions that may open up, improve their productivity and general
welfare, and minimize accidents in the
workplace. Details of the training prograin must be submitted to the Labor
Ministry. External training institutions
also may be used.
All organizations, including sole
proprietorships, partnerships, or corporations, since 1963 have been required by Mexican law to share profits
annually with their workers except for
the directors and the general manager.
This amount equals 10% of the firm's
adjusted taxable income as determined by Mexico's income tax laws.
The employees' share of the profits
must be distributed to them within five
months after the end of the fiscal year.
Exceptions to this law are granted to:

Current labor
laws favor the
employee in al
relations with
an employer.

EMPLOYEE BENEFITS
close look at Mexican labor
laws reveals facts that might
cause a prudent manager to
question a move. First is that the Mexican constitution of 1917 established a
"blueprint" for a modern industrial
state. Its Article 123 relating to labor relations was written into the federal la-

l

CHARACTERISTICS OF
EMPLOYEES

Businesses likely would want to
keep their well- trained and experienced employees at their Mexican location for an extended period of time.
In order to do so, the company must
ensure that employees establish permanent residence and obtain an immigrant visa. However, the Mexican government will grant this visa only to
investors, executives, or specialists
who work at a company that has been
established for more than two years.
The visa must be
renewed annually
for five years. Then
permanent status
as a resident of
Mexico may be requested. Other requirements regarding amount of
investment also
must be met.
What, then,
the labor cost of operating in Mexico
as compared to the
United States? Currently the average
manufacturing wage in Mexico is $2.17
per hour. Mexico's minimum wage
varies from $23.45 to $28.14 for a 40hour week. The top rate is approximately $304 per hour. Minimum wage
rates for a large number of semiskilled
and office jobs also have been set by
wage commissions.
Double time must be paid for the
first nine hours of overtime each week
and triple pay if more than nine extra
hours are worked or if one of the seven
legal holidays is worked. Sunday work
requires the employer to pay workers
a premium of 25% of the workers' regular pay, even if a day off is given during the week. A bonus of 15 days' pay
must be paid to all employees on or before December 20 each year.
The cost of an employee's payroll
taxes, social contributions, and other
statutory and commonly granted benefits varies from 70% to 100% of the employee's wages (load factor). Therefore, the $2.17 per hour manufacturing
wage may result in a total cost of $4.34
per hour.
is

manufacturing firm contemplating a
move to Mexico.

• Newly established concerns, during
the first year,
• Newly established concerns that
manufacture a new product, during
35

the first two years;
■ Mining and similar concerns, during the exploration period;
■ Public and private welfare institutions recognized by law; and
■ Enterprises with capital and gross
income less than a certain minimum established by the Labor Department.
Mexico has had a social security
program since 1943. It covers: (1) medical expenses, (2) workmen's compensation, and (3) old -age and disability
pensions. Acost of 14.6% to 20.9% of salaries must be paid by the employer and
only 4.75% must be paid by the worker.
This percentage is materially larger for
the firm and less for the worker than
under the present U.S. system. Employees making a minimum wage do
not have to make a social security payment. The employer is responsible for
both portions. Mexico also has a payroll tax of 5% to support a low-cost housing program, which normally will eliminate the employer's obligation to
provide low -cost housing for employees. There is no comparable obligation
in the United States, where workers
must provide their own housing.
Another obligation, unique to Mexican labor law, is a requirement to provide transportation for the workers
when the plant is located outside the
area served by normal public transportation systems. U.S. manufacturers
should take this fact into consideration
when selecting the location of manufacturing facilities. Large firms in Mexico frequently establish company -supported cafeterias, which furnish
workers with meals on a below -cost basis, and some have established savings
funds for employees.
Labor contracts with workers may
extend worker benefits beyond those
granted by federal law. Such benefits
include the following:
■ Early retirement;
■ Number of holidays: seven obligatory holidays per year plus December 1 every sixth year (election day)
and religious holidays such as
Thursday and Friday of Easter
week, November 1 and 2, and December 12 are recognized;
■ Length of vacations;
■ Payment by employer of employees' share of social security contribution;
■ Payment of employees' personal income tax.
None of these payments is deduct
36

ible from corporate income for the employer except for the minimum wage
employees' share of social security.
White -collar employees and executives frequently are provided major
medical and group life insurance so
that they will not have to use the
crowded facilities of the Social Security
Institute.
Mexican labor laws prescribe a
maximum work week of six eight-hourper-day shifts. However, 44- or 40 -hour
weeks often are negotiated, especially
for office workers. For union members
a vacation of six working days must be
granted after the first year of service.
An additional two days must be added
for each of the three following years
and for every fifth year of service after
the fourth year (i.e., fifth year, 10th
year, 15th year, and so on). A premium
amounting to 25% of the regular salary
must be paid during vacation. A twoweek vacation usually is granted to
nonunion employees.

HIRING AND FIRING
he Mexican constitution prohibits discrimination on the basis of
race, religion, or sex. But employers have been permitted to hire or
fire confidential employees whenever
they please employees who exercise
the functions of management, supervision, inspection, and auditing —when
the functions are of a general nature.
Union employees are hired according
to union contracts, and management

also may hire or dismiss them when required. The process of termination of
union employees is regulated rigidly
by labor laws, however. Employees
who do not perform their jobs satisfactorily may be dismissed without compensation other than for a seniority
premium, if there is satisfactory proof
of a limited number of acts that are considered as justifiable causes for dismissal. These acts may include: (1)
gross insubordination, (2) continued
absence from work, and (3) intoxication.
If one of these reasons cannot be
proved, a dismissed employee may demand reinstatement in the same position with the company. Confidential
employees and employees with less
than two years of service are not covered under the reinstatement rules.
Employees with more than 20 years of
service can be separated only for very
serious causes, which may be difficult
to prove. Therefore, a firm virtually
cannot fire them legally.
A 1970 law granted permanent employees the right to receive seniority
premiums equal to 12 days' salary for
each year of service when separated
with or without just cause. It also is
payable to beneficiaries upon the death
of an employee. Employees who retire
voluntarily after 15 years of service
with the employer receive this premium. Another aspect of Mexican labor
law that may not be regarded favorably
is that foreign employees of Mexican
companies working in Mexico are subject to the Mexican social security system on an obligatory basis.

FINANCIAL REPORTING
REQUIREMENTS
he disclosure requirements that
apply to all business entities doing business in Mexico also apply to a foreign -owned subsidiary or investee company. They are required to
disclose all significant transactions
with related parties, including parent,
affiliated, and subsidiary companies.
Such disclosure includes:

A worker builds industrial pumps in Long
Beach, Calif. Small companies should be
well informed about Mexican labor laws
before moving such jobs to Mexico.

• The nature of the relationship;
• The amount and description of the
transaction (even when no charge is
made for the goods or services);
• The effect of any changes in the
terms of recurring transactions;
• Balances with related parties and a
description of any special characteristics (for example, due dates or interest rates);
• Any other information considered
MANAGEMENT ACCOUNTING /MAY 1994

necessary for an understanding of
the transaction.
The grouping of similar transactions is permitted, and disclosure of
transactions involving remuneration of
directors, officers, and executives for
services rendered is not required. The
holdings of directors or officers need
not be disclosed. Some U.S. firms may
not want to reveal this much information about their operations to the Mexican government.

MEXICAN CORPORATE
INCOME TAXES
t l-l federal corporate tax rate is
35%, and the effects of inflation
have to be recognized (for years
inflation in Mexico has been high by
U.S. standards). Monetary assets, liabilities, inventories, and depreciable
assets must be adjusted.
A 2% minimum tax on assets of the
taxpayer must be calculated by corporations, unincorporated businesses,
branches, or other permanent establishments of foreign persons and all
civil organizations treated in the same
manner as corporations. This tax has
to be paid only to the extent its amount
exceeds the taxpayer's regular income
tax.
U.S. business firms thinking of moving or establishing branch operations
in Mexico should consider their current tax structure and in particular the
minimum tax, which would be directly
proportional to the amount of assets
moved to Mexico, purchased in Mexico, or built there . Another factor to
keep in mind is that the current Mexican corporate tax rates are much lower
than the corporate rates of the past. Future political administrations may
change the rates.

IS A MOVE JUSTIFIED?

U

.S. businessmen should be

aware of the political and economic forces that currently are
at work in Mexico and the historic
background of Mexican -U.S. business,
cultural, and political relations. They
should be aware that the current president has made impressive changes in
the business environment but has only
about one -half year left in his term.
There is no certainty that his successor
will follow his policies even if he is from
the same political party (PRI).
The lower wage rates that have
been the core of recent media hype
concerning NAFTA negotiations may
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be very deceptive because journalists
do not take into account the characteristics of the Mexican labor force, the
culture of the country, the labor laws,
and business customs in Mexico. Also,
the extent to which the labor and environmental laws are enforced may vary.
The governors of the rural states of
Mexico still may practice a modified
version of patria chica (their own little
world), where they set the rules of the
business playing field. Each state may,
for practical purposes, have a very different set of rules, and these rules may
change daily.
The financial reporting rules for foreign companies are comprehensive
and may require
more disclosures
than U.S. firms
wish to reveal.
Mexican policies
and /or requ ire-

may not be found easily because they
are in short supply, and management
training programs may require a long
time period and additional expenses
before Mexican managers would be
able to take over the operation, if this
option is desired by the firm.
By the same token , financial reporting would be facilitated by hiring a
Mexican accounting staff; however,
the availability of such a skilled staff
may be limited, and training periods
could be long and expensive. Hiring a
certified public accounting firm with
extensive experience in Mexico, such
as one of the Big Six firms, might be
desirable. It could assist in setting up
the accou nting
staff and in preparing and advising
on tax matters. It
also might provide
other consulting
services.
A move to
Mexico should be
decided upon only
after a thorough
analysis of the
possible consequences of the
move . For l arge
firms, moving might be an attractive
option if their unskilled labor costs in
the United States are high and material in amount. For small or mid -sized
firms, however, the cost and the high risk level may make this alternative
imprudent. Be sure you are thoroughly familiar with all aspects of the situation before making a decision.
■

U. S. firms
Mexico sho

m e n ts d o a p pe a r

to be materially invasive into the affairs o f own ers or
man agers.

expect to hat
labor union

bargainingage� ,
for the workers.

Th e bu s i nes s
tax rate of 35%
is not materially
greater than that
in the United States and appears competitive on a worldwide basis. Nevertheless, the fact that inflation adjustments have to be considered makes it
difficult to evaluate on a general basis.
The 2% minimum tax on the value of assets also could affect the decision of
businesses to move, buy, or build assets in Mexico that would force their
tax bill above 35%.
Movement of any business firm or
establishment of new divisions in a foreign country is a high -risk venture.
Movement to foreign locations with
governments that may change from
authoritarian to socialistic in a short period of time may be imprudent. I believe that such is the case with Mexico
today. Although the present administration is favorable to business growth,
the condition may not continue. Now
that NAFTA is in effect, tariff limits imposed by Mexico will be reduced, U.S.
products could be directly imported,
and a Mexican division might not be
needed.
The expenses and problems involved in dealing with a Mexican labor
force do not appear easy or low in cost.
If the Mexican labor laws and court decisions are enforced , then managers
with U.S. experience would have to
make drastic changes in their practices. Competent Mexican managers

William F. Kauder, Jr., is an assistant

professor of accounting at Winston -Salem State University and received his
Ph.D. from the University of Georgia. He
is a member of the Piedmont- Greensboro
(N.C.) Chapter, through which this article was submitted. He can be reached
at (910) 294 -4539.
FOR FURTHER READING
Now that NAFTA is in effect, many
books, pamphlets, and manuals will be
published on doing business in Mexico.
Two sources 1 found helpful are Opportunity in Mexico, U.S. Small Business
Administration, Service Corps of Retired Executives Association, and
AT &T, 1992, and Doing Business in
Mexico, Price Waterhouse, 1991.
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RELEVANCEREGAN
I ED
A New Zealand company adopts "bottom -up empowerment."
BY WILLIAMD.J.COTTON

a food processing company formed in New Zealand in the
1930s.
he ideas expressed by Tom Johnson in his book RelThe Wattie organization had passed through a number
evance Regained have been embraced by companies
of different stages until 1992 when it was floated as a septhroughout the world. As an example, Wattie Frozen
arate company by its owner at the time, Goodman Fielder
Foods (WFF) Limited of New Zealand developed a
Wattie Ltd. This new company, Wattie's Ltd., is made up of
work center management system that illustrates Johnson's
five New Zealand business units including WFF. Subsephilosophy.
quently, it was purchased by the U.S. company, H.J. Heinz.
The specific features of the company's system that emThe WFF"s corporate headquarters and marketing staff are
body the regaining of relevance are:
located in Auckland. Four factories
operate in Gisborne, Hastings, Field• T h e organizational culture is
ing,
and Christchurch.
r
changed from "top -down control"
In 1986, WFF adopted the princito "bottom -up empowerment."
ple of work center management. The
,. . .
clnpts Pt.,
• A flat organizational structure is
organization was divided into a set of
1„
designed and work centers creatsemiautonomous work centers. Sued to ensure that the new culture
pervisors and employees in each
•
•GIMP_
_ _..
� t i
S.9
� .� •
-� ,.•
could thrive.
work center were empowered with
• Management and staff are trained
the authority to make decisions critto acquire the necessary skills
ical to the manufacture of a quality
and tools.
product in a timely fashion. Since
• There is a focus on continuous
1986, the company has worked hard
improvement.
to develop the work center culture
• Physical measures are used for
and to provide management and emdaily process control (costing
ployees with the appropriate manwithout dollars), and dollar signs
„4P.
agement tools and systems.
are attached to the physical meaBefore the company adopted
sures to create a "dynamic activiwork center management, it identi'rep
ty-based costing system."
fied the following needs for a new
• Accounting information is still
and better approach to management.
recognized as being useful for
Change the emphasis from reportplanning and tracking. Thus, cost
ing to managing. This need involved
and financial performance reports
shortening drastically the time beTo get these vegetables to market took an
re m a in a n e c es s a r y p a rt o f t h e
tween actions taken and the subseoverhaul of Wattle's entire food chain and
comp an y's mo nthly repo rtin g.
factory operations.
quent reporting on results. In partic■ There is a focus on internal cusular, monthly costing reports, even if
tomers within the organization. Consuming work centhey were produced promptly at month -end, were perters can refuse substandard input.
ceived as relatively useless for real control and improve■ Useful daily information is provided at the "workface,"
ment of the operations. Also, because the application of
enabling ownership of information by supervisors and
more technology produced an ongoing shift in costs from
workers.
direct to indirect, there was a need to focus on the management of overheads rather than their mere allocation. Finally, there was a need to ensure focused accountability
WORKCENTERMANAGEMENT
through clearly defined responsibilities for costs and the
FF manufactures frozen and dehydrated foods and
power to act.
markets its products in New Zealand, Australia,
Improve the understanding and management of costs.
and the Pacific Rim, including Japan. The WFF
There was a desire to move control much closer to the acbusiness unit was originally part of J. Wattie Canneries Ltd.,
tual workface through increased focus on physical units
�
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FIGURE1/WORKCENTERORGANIZATIONCHART:
CHRISTCHURCHFACTORY
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rior to 1986, the company had a traditional hierarchical organization structure. Management pressure
was exerted from the top. The management accounting system focused on the achievement of monthly financial performance targets aimed at reaching an overall corporate return on investment.
The work center management system required a new
structure and culture. Prior to the system's implementation, the firm carried out a comprehensive set of training
sessions throughout all levels of the organization that featured the following cultural changes.
A special way of managing. Work center management is
a consistent and all- encompassing approach that embraces
quality, budgeting, cost control, physical and financial reporting, waste and losses management, training, performance improvement, capital expenditure justification, purchasing, and asset management. The culture requires the
adoption of the concept of internal customers who must be
satisfied and who could refuse to accept substandard inputs. Because the new system results in a flat organizational structure, it requires managers to be empowered, responsible, and, above all, highly competent. Managers are
fully responsible for their outputs and their use of inputs
and resources including labor, equipment, services, and
inventories.
A commitment to the concept of work centers. Each factory
is divided into units that are largely self - contained and
small enough to ensure focused management and accountability. Each of these units or work centers is the smallest
unit of management and becomes the building block of the
organization. The work center reflects the logical flow of
factory operations, has specific boundaries, and has no
overlaps.
Work centers cover the entire scope of the factory operations including production, service functions, and administrative functions. Mo -man's land" should not exist.) In addition, work centers have only one manager. But one
manager can supervise more than one work center. All labor, materials, and resources consumed by the work center
must be measured and mirrored in the general ledger.
Work center managers are encouraged to appreciate and,
in time, are expected to understand the full operations of
the "mini - business" under their control.
A supportive site manager.The site manager's (branch or
factory manager) role is to support work center managers,
to coordinate work centers, and to solve any conflicts between work centers. It requires daily contact with work

•

ANEWCULTURE

center management and staff and a recognition that problems between work centers as to quality, quantities, and
services need to be resolved promptly.
Management acquires the necessary skills and tools. Work
center managers need to understand the difference between profit and cash flow, sunk costs, financial performance measures — earnings before interest and taxes
(EBIT) return on investment (ROD —the effect of assets on
company performance, incremental analysis, statistical variability, capacity calculation, and throughput monitoring. In
addition, process evaluation tools need to be understood.
They include statistical control charts and other performance measures such as capacity utilization, plant availability, quality metrics, productivity measures, and waste control measures.
The focus of the culture must be on continuous improvement. Staff should be proactive, and systems should be designed and implemented with performance improvement in
mind —not just control. There should be a deliberate shift
in focus away from the result and to the process.

Process bins

•

rather than the resulting dollar figures. Physical unit measurements permit more immediate and detailed process
controls. The firm was particularly concerned about the
management of waste and losses.
Staff involvement and operational improvement. An increased awareness of cost and quality issues was needed at
the workface. Quality and costs can be managed effectively
only at each stage of the process —not just at the end. This
management required ownership of information by supervisors and workers. If information is provided primarily to assist the actual day - today operation at the workface, ownership of that information is much more likely. Information
that enables control to be exercised from the top will not
provide the basis for performance improvement. In other
words, the company follows "bottom -up empowerment" advocated by Johnson.

Dry goods

Freezing
Dry store

Weighbridge

Storage
Crop storage
Packing
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GOWITHTHEFLOW
he work center management system fits in with the
firm's managerial philosophy and practices. The system's conceptual and development work, including database design, were done in- house. The actual construction
of the database and programming were performed by an
outside consulting firm.
The work centers were constructed to reflect the logical
flow of operations through the factory and result in a flat organizational structure. The organization chart of the Christchurch factory is outlined in Figure 1. It shows how the
work center management system spans the entire factory
environment from crop harvesting to product distribution
and all service and support activities. The factories are divided into definable units that have measurable inputs and
outputs. There are virtually no general overheads because
each service or support operation is itself defined as a work
center.
The object of the system is to support decentralized
management at the work center level with decisions regarding input, output, and problems being addressed by
work center staff rather than administrative staff. That is,
all work centers are regarded as "mini- businesses" that
consume inputs and produce outputs.
The system provides ready information at the factory
floor to enable daily control to be exercised with proper accountability. Costs are assigned to processes at
source —based upon actual consumption —to enable control at or shortly after, the time of the event. Here are the
major features of the system:

nis

• Treats all costs as controllable in order to minimize general overheads. Even the administrative and accounting
function is treated as a work center with inputs and outputs.
• Translates the physical quantities into dollar values on
request for automatic posting into the general ledger.
• Encourages production and optimum staffing levels because all work center related costs stay within the work
center. It discourages recharging work center staff to
such general administrative activities as cleaning.
• Encourages quality production. The output of one work
center becomes the consumption of the next. A consumis a
ing work center can refuse substandard input.
key feature of the work center management system.

/

iTABLE1 COSTDRIVERS
rvice Work Center

Cost Driver

Quality assurance

Quality labor hours
Number of bacto tests

Engineering

Engineering labor hours

Storage bins

Packed weight tons
Dry packed weight tons

Boiler

Packed weight tons
Dry packed weight tons

Dry goods

Seed tons
Packed weight tons
Dry packed weight tons

Crop reception

Clean intake tons

■ Values input to a work center (consumption) at the standard all- inclusive cost to that point. Any cost overruns
are the responsibility of the producing work center and
are not passed on to the consuming work center.
■ Treats all work center losses as a cost attributable to the
work center where the loss occurs. Minimizing losses is
a key element of managerial control in the frozen food
industry.
■ Provides for a service work center to consume its own
output. For example, engineers perform work on their
own facilities.
■ Requires all work centers to record as "production" all
goods that are sent to or services that are performed for
another work center.
■ Requires the receiving work center to record all inputs
as "consumption."
■ Requires consumption to be recorded for each work center as a cost for that work center. In addition, the consumption may be allotted to products or other cost objects within the consuming work center.

COSTINGWITHOUTDOLLARS
he WFF system has two distinct parts — physical and
financial. Management realized that physical measurements could be implemented gradually without initially imparting the old managerial cost accounting system.
Thus, the first stage of the work center management project enabled the company to engage in "costing without
dollars."
According to Gerard La Rooy, business systems and improvement manager at WFF, "By focusing on the physical
side we were not required to implement the system on an
all -or- nothing basis. Instead, we gained real progressive
benefits as each work center was implemented. Learning
was less traumatic. If mistakes were made, we altered the
physical quantities without affecting our financial figures.
Once the system was operating in a physical sense, it was
not unduly difficult to apply standard dollar values. As an interim measure, we used the physical figures from the new
system as input into the old costing system for posting into
the ledger."
The firm found that the initial lack of real financial integration did not prove to be too much of a problem. Indeed,
many of the benefits of work center management are not
from financial reports but from improved daily control at
the physical level.

ABCAPPLICATION
nee the physical measurement system was operating
in a satisfactory fashion, the firm was able to turn its
attention to redesigning the financial system. As of
mid -1993, the financial system had been completed at the
four factories.
It is interesting to note that the design of the financial allocations was driven by the physical measurement system.
It does not use an ex -post activity analysis to assign costs,
but costs are assigned to processes or products at source on
the basis of the actual consumption of physical resources.
Examples of service department work centers and associated activity-based cost drivers are shown in Table 1.
Annual budget estimates are calculated for each service
center and divided by the estimated number of cost driver
units to compute a rate per cost driver unit. Then the managers of work centers consuming the services are permit-

0
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ted to negotiate with the producing
center in order to finalize a rate to be
charged during the year. For example, the manager of the freezing work
center may negotiate the rate for engineering services with the engineering
work center. The manager is even
permitted to contract engineering services outside the company. Rarely has
this happened because users of outside engineering service also must
pay a contribution toward the fixed
cost of maintaining the in -house engineering facility. The branch manager
may arbitrate disputes between work
center managers.
Once the costing rates are established for the year, they are used to
cost actual activities as they occur.
Table 2 provides an example of the
rates established for the 1994 financial
year for the boiler service work center
at the Christchurch factory. The budgeted rates for 1994 are in every case
less than the 1993 rates. The system
is effective in motivating managers
and supervisors to control costs. Not
only is there "sharp pencil" negotiating among work center managers, but
work center staff is encouraged to reduce costs by managing the activities
that drive them.

SYSTEMINTEGRATION

Choose the line of credit
that saves your most
important asset.
Who's got time to wait around? You need a credit line that gets you cash
fast — without long applications or even longer service lines.
Now, Security Pacific Executive/Professional Services offers you the most
convenient way ever to get money while you save time.
And this credit line is offered through the Institute of Management
Accountants, so you know it's just right for you.
Our service will make you smile.
Our dedication to customer service means we're easy to work with. That's
why you can apply for your credit line by mail. You can get up to $35,000 in
your line. And you'll have the flexibility to use the money for any personal
reason. Just write one of the free checks well provide, or call our office.
Need more facts?
Our interest rate is only 12,65% based on the current 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.
Just call us toll -free at (800) 274.6711. We'll rush an application to you.
After all, there's no time like the present, And no better present than extra
time,

lie work center management sys'12.65% APR based on (a) bank prime rate index of 6.25% as of March 28. 1994. plus (b) 64 %. Your interest rate can
tem is integrated with other sysincrease/decrease it the bank prime rate increasestdecresses.
tems and programs at the compaAll bans are subject to our normal credit policies pncluding obtaining a credit report, verification of employment and receipt
of a signed application) and the terms of your agreement.
ny. An important managerial reporting
tool is the monthly branch report that
is used by upper -level management to
evaluate the performance of work centers. This important monthly report
SECURITYPACIFIC
covers branch overview, cost and fiEXECUTIVE
/PROFESSIONALSERVICES,INC.
nancial performance, work center per14707 East 2nd Avenue • Suite 100 • Aurora, CO 80011
formance, previous agreed action, information and new action topics, and
l3l A BankAmerica Company
14 1711-0394 (1 MA)
capital expenditure.
Cost and financial performance reCircle No. 9
ports, including variance analysis, are
still seen as a necessary part of the company's monthly refall summary charts, daily wind run summary charts, solar radiation summary charts.
porting system to management. However, the work center
■ Grower contract updates.
management system not only provides the basis for cost
and financial performance measures, but also provides
The work center management system also supports the
monthly summaries of a wide variety of physical measures
firm's continuous improvement program. This program is
used to evaluate the performance of work centers.
For example, the crop supply work center at the Christknown as Improving Management Performance and Customer Satisfaction ( IMPACS). Management is committed
church factory reports include the following:
to the continuous improvement philosophy, and each work
• Crop harvest details (for each type of vegetable):
center is encouraged to report its monthly IMPACS activiplanned tons, year- to-date tons, total crop estimate, estities.
The work center management system facilitates immated harvest dates.
provement programs because it provides a variety of phys• Overtime hours.
ical performance measures that are candidates for improve• Seed stock summary for each type of vegetable.
ment. Previously managers focused on identifying and
• Agricultural research activities.
"controlling" (manipulating ?) costs. Now they can concen• Weather details: air temperature summary charts, rainMANAGEMENTACCOUNTiNG /MAY 1994
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,TABLE2/CHRISTCHURCHFACTORYBOILERSERVICEWORKCENTER
Recovery Rates (Cost Driver Rates)
Recovery Unit

Recovery
Crop

Frozen products

Peas

Per PWT

Frozen products

Beans

Per PWT

26.27

29.23

35.57

Frozen products

Carrots

Per PWT

31.35

34.24

104.21

Frozen products

Potatoes

Per PWT

94.77

98.36

171.18

Frozen products

Br. beans

Per PWT

27.12

29.89

47.43

Frozen products

Squash

Per PWT

49.11

52.27

104.21

Frozen products

Wh. beans

Per PWT

27.12

59.95

104.21

Dehydrated products

Peas /corn

Per dry PWT

403.44

576.48

330.66

Dehydrated products

Carrots

Per dry PWT

796.51

1,042.41

726.45

Dehydrated products

Beans

Per dry PWT

699.38

925.51

968.60

1994 Rate

1993

NOFREERESOURCES
op management is convinced that managing by work
centers has resulted in improved control and cost reductions in such previously difficult to control areas as
forklifts and engineering. Production work center managers have come to realize that there are no "free" resources
because they have to pay for such services as forklifts and
engineering. Consequently, some branches no longer own
forklifts but lease some on a long -term basis and rent additional equipment during the busy season. Engineers have
been forced to become competitive with outside suppliers
of service and must give value for money to the users of engineering service.
The cultural change has not been easy, but many benefits have been realized:
An improved focus on quality production. There is a reluctance by work center staff to accept substandard inputs of
either product or service. The crop reception work center
has refused to accept substandard truckloads of incoming
vegetables because the processing work center will reject
the batch. The concept of internal customers really is appreciated.
A focus on physical measurements. Physical measures of
performance have proved meaningful to work center staff.
Monitoring and understanding physical measurements on
a daily basis has resulted in significant performance improvements in many areas.
Increased accuracy. Costing and inventory information
has become more reliable. Generally mistakes are picked
up on the day they occur and fixed at the time rather than
traced at a later time or, worse still, not at all.
Improved timeliness. Critical variables are monitored daily by work centers and are on the branch manager's desk
by 7:30 the next morning. In addition, work center management data have enabled the month-end financial reports to

1992

26.97

$

24.10

$

$

=

(PWT Packed
Weight Ton)

trate on identifying improvement opportunities and on the
implementation of ideas.
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Comparative Rates

Recovery Work Center

13.53

be prepared more quickly.
Value -added thinking. Staff has been encouraged to focus
on value -added activities. One of the outcomes of this emphasis has been improved control of waste and losses.
Improved staff morale. A very valuable benefit has been
improved staff morale in most work centers. The staff has
the ability and freedom to manage the work center as a
"mini - business," and the "ownership" of information related
to the work center has had a positive impact on productivity
and quality.
Increased focus on improvement. The availability of detailed information on work center activities has enhanced
the firm's quality improvement initiatives.
Shift from results to processes. The focus on processes on
a real -time basis rather than results on an after- the -fact basis has been a most important step in improving employees'
understanding of their segment of the business.
It has taken years, not months, to achieve these results.
In addition, the company is aware that its work center management system needs to be developed and improved
continuously as it adapts to the needs of the 1990s and
beyond.
■
William D.J. Cotton is associate professor, School of Business,
State of University of New York at Genesco. He is a member
of the Rochester (N.Y.) Chapter, through which this article
was submitted. Dr. Cotton can be reached at (716) 2434987;
fax (716) 245 -5467
Author's note: This article would not have been possible
without the active co- operation and information supplied by
Gerard La Rooy of Wattie Frozen Foods Ltd. In particular,
permission to use material from Mr. La Rooy's paper, "Managing by Work Centers —A Dynamic ABC Application," is especially acknowledged.
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USING ACTIVITY
ANALYSISTOLOCATE
PROFITABILITYDRIVERS
ABC can support a theory ofconstraints management process.
BY CHARLENE SPOEDE, CMA;
EMERSON O. HENKE, CPA; AND
MIKE UMBLE, CFPIM
Certificate of Merit, 1992 -93
f your company is simply emphasizing the mechanical implementation aspects of conventional
ABC, it may fail to reap the promised benefits. The real potential of ABC
is its ability to generate the data necessary to support the Theory of Con-
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straints (MC) management process.
TOC is a proven management philosophy that provides a powerful basis for
effective decision making and a process of continuous improvement.'
ABC APPEAL
roponents of ABC and activitybased management (ABM) frequently mention two principal
objectives: To provide detailed information that describes the range, cost,

and consumption of activities throughout the organization and to provide accurate cost information to managers to
improve their decisions.
In this system, accountants try to
trace the cost of each activity (such as
purchasing, receiving, disbursing, setups, production, engineering product
and process improvement, inspections, and so on) to the product(s) benefiting from the activity. It is believed
that direct tracing of incurred costs will
eliminate the cross subsidies that exist

43

between products in conventional cost
systems. It also is believed that managers will be able to use this more accurate information to improve their
decisions.
One of the best ways to illustrate the
appeal of an activity-based system is to
compare it with traditional approaches.
A traditional cost system normally allocates overhead (indirect) costs to
individual products based on some
measure of product volume. Most traditional cost systems are still using direct labor hours for overhead allocalions.
When a firm implements ABC, cost
allocations change in the following
manner. Assume that a company produces two basic products, X and Y (Table 1). Product X has unique features
that require special attention for each
customer and /or order. Product Y is a
standard product that is sold to many
customers.
The only overhead category considered in this illustration is setups. Di-

Olson M etal Products assembly plant during search for profitability drivers.

rect labor hours are the traditional allocation base. In order to isolate the impact of volume, this example assumes
that each unit of Product X or Y requires three hours of direct labor.

Part A: Production and cos7data

Product X

Product Y

1,000

100.000

100

2,000

10

50

$1,000

$1,000

$10,000

$50,000

3

3

3,000

300.000

Total units produced
Batch size
Number of setups
Cost per setup ` '"
Total setup cost
Direct labor hours per unit
Total direct labor (DL) hours

Total

$60,000

303,000

Setup crew expense for the period _ 75 (average budgeted setups per period).
Note: One of the limitations of the ABC approach is the assumption that we can calculate things
like the cost per setup. We must assume that we know (a) total setup capacity and (b) the cost of a
marginal setup.

Part B: Traditional cost per unit
Traditional overhead rate for setup costs

Traditional overhead per unit
($0.198 x 3 DL hours)

303,000 = $0.198 per DL hour
$60,000

Product X

Product Y

$0.594

$0.594

Part C: Activity -based cost per unit and percentage differences
Product X
( $10,000 )
1, 000
$50,000 )
100,000

$10.000
$0.500

(

Activity -based overhead per unit

Change [increase, (decrease)]
44

Product Y

1,583.5%

(15.8 %)

To allocate the setup cost element
of overhead based on labor, the traditional overhead rate is calculated at
$0.198 per direct labor hour. The traditional overhead cost per unit is
$0.594 for Products X and Y.
The activity-based approach would
estimate the cost of each setup and
multiply this amount by the number of
setups for each product to determine
the total setup cost for each product
during the period. If you divide the total setup cost for each product by the
number of units of each product produced, you will determine the activity based overhead cost per unit (Table 1
part Q. The cost assigned to Product
X has increased by 1,583.5 %, while the
cost assigned to Product Y has decreased by 15.8 %. Either change can be
significant in a competitive market.
Consideration of the number of setups (activities) associated with the production of each product suggests that
Product Y has been "subsidizing"
Product X. If a firm allocates setup
costs according to setup activity, rather than in the traditional manner, the
total costs of both products are
changed significantly.
If this firm uses total product cost
to make decisions on pricing, a traditional cost system that allocates overhead on the basis of direct labor hours
would encourage them to raise the
price of Product Y (to cover high production costs) and lower the price of
Product X (which appears to have a
high gross margin). This practice
would lead to more orders for the more
expensive to produce Product X. A
classic case of long -term misallocation
of resources and decreased profits inevitably results.
An ABC cost system appeals to acMANAGEMENT ACCOUNTING /MAY 1994

countants for a number of reasons. It
provides for a more detailed tracking
of costs incurred . Moreover, the cost
of each individual activity of a company, administrative as well as manufacturing, can be allocated on some rational basis to the product that caused the
activity to occur. Applied in this way,
however, ABC retains a local, historical relation to total costs—focusing on
allocating costs incurred to output
achieved . We do not believe it provides
information useful to managers for
strategic and operating decisions.

each may have a capacity (availability)
of 40 hours (or 2,400 minutes) per
week , but the output of the company is
determined by the specific uses of
available capacity. Suppose Product X
requires 20 minutes of Resource A and
30 minutes of Resource B. Because Resource B can process only 80 units in
2,400 minutes, the system is limited to
completing only 80 units each week.
Resource A could produce 120 units
per week , but, if it did so, 40 units
would accumulate as excess work-in process inventory each week because
there would not be enough of Resource B to complete them.
In reality, companies have many different resources and products. Thus,
the interaction of capacity requirements and contribution margins
should be used to determine the appropriate product mix. Instead of a cost
control approach , we believe a
throughput - oriented management philosophy, as advocated by the Theory of
Constraints, can be used best to exploit

FINDING THE PROFITABILITY
DRIVER

T

he activity analysis that is required to implement activitybased cost allocation also can be

used to reveal the capacity of individual
resources. Isolated capacities, however, are meaningless unless associated
with specific product mix.
For example, Resources A and B

a firm's available opportunities.
Figure 1 presents a resource requirement flowchart for a simulated facility producing only Products A, D,
and F. The flowchart is organized by
the sequential flow of the operations
required to process a product instead
of the conventional departmental workstation layout.
Thus, while the resources may be
restricted to a fixed location, they can
perform multiple operations on multiple products by changing their setup.
For example, the two resource units labeled Resource 2 are required to do
four separate operations. Such changes, however, require setup time. In the
case of Resource 2,120 minutes of setup time is required before production
can begin at any operation.
Figure 1 shows a market potential
(external demand ) for the facility's
products. Product A requires the use
of one unit each of raw materials ARM
and CRM. Product D requires one unit
each of raw materials ARM, CRM, and

FIGURE 1J SIM PRODUM
Cash on hand

$ 2,500

Weekly expenses

$11,000

Product A

Product D

Product F
Selling

MKT.
Resources Available

Finished
Goods

Setup
Time

15
min.

Resource
Number
Name and
of
Identification Resources
�

1

Resource 1
120
min.

9
Q
7

6
2
5

Resource 2
60
min.

2
Resource 3

30
min.

2
Resource 4

0
min.

1
Resource 5

Adapted from seminar titled Executive
Decision Making presented by The
Avraham Y. Goldratt Institute, New
Haven, Conn.(used with permission).
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4

10 WIP

3

20

2

12

1

15

Raw
Materials

Purchase
price

®

ER

$35

A

C

Purchase

price

Purchase

FRM_ price

$30

D

E

S65

F
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TABLE3/RESOURCEPRODUCTIONTIMES
Finished Units

Resources
Resource 1

Product D (80 units)

80(6+28) 2,720

Product F (40 units)

Resource 3

40 (4 +5 +15) 960

40 (15 +18) 1,320

80 (9) 720

80(9+6) 1,200

40 (20)

Resource 5

800

40 (8)

320

80 (18) 1,440

80(8+9)

1,360

560

40(15) 600

Times required for
one week of sales

3,280

2,280

3,400

3,000

1,680

Time available for
40 -hour week (min.)

2,400'

4,800"

4,800 ""

4,800"

2,400`

137%

47.5%

71%

Load
=

ERM. Product F requires one unit of
raw material FRM. Various resources
available for use in the production process are shown on the left side of Figure 1. Each resource unit is assumed
to have 2,400 minutes (40 hours) of
available time per week.
The simulated facility does not have
finished goods inventory on hand at
the beginning of the period. Because
market demand consists of 40 units of
A, 80 units of D, and 40 units of F, production during the period— assuming
a tangible physical product is pro duced —can be equal to those amounts

40(12 +10)

880

2,400 minutes x 2 resources of thistype

"

'60 minutes x 8 hours x 5 days 2,400 minutes

/

Part A: Unit Costs
Product F

65.0000

95.0000

65.0000

$

Product D
$

Product A
$

Material
Labor ($12.50 per hour)
85 minutes

17.7083

93 minutes

19.3750

78 minutes

16.2500

Overhead ($21,875 per labor hour')

30.9896

33.9062

28.4375

$113.6979

$148.2812

$109.6875

=

-

' $11,000 [($12.50)(320 total labor hours)]
320 total labor hours

$21.875 per labor hour

Product A

Product D

Product F

$180.0000

$240.0000

$180.0000

113.6979

148.2812

109.6875

66.3021

91.7188

70.3125

Gross margin
Preference

$

Total cost

#3

$

Selling price

a

Part B: Gross Margin

#1

$

Total unit cost

40(12 +7)

#2

760

62.5%

-0 -

70%

4,800 minutes

for each of the three finished products
before finished goods inventory will
begin accumulating.
The firm incurs weekly expenses of
$11,000, payable at the end of the
week. Details of capacities available
and processing times required are the
outputs of the first stage of an ABC cost
system implementation and were determined through extensive interviews, examination of engineering
standards, and analyses of historical
data. The logistical flow is depicted on
the right side of Figure 1. The numbers
inside the shaded rectangles represent

TABLE3 TRADITIONALCOSTING
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Resource 4

=

40(14)

-

0
-

Product A (40 units)

Resource 2

the number of minutes required by a
resource to process each unit of material through each operation.
If the facility had infinite capacity,
the entire market demand for Products
A, D, and F could be met. But this is
not the case. Table 2 derives the load
as a percentage of capacity for each resource, exclusive of setup time requirements. Resource 1 would need
137% of its current capacity to produce
the total units demanded. Therefore,
the product mix that will maximize
SIM's profit must be selected from the
various possible combinations of finished units that can be produced.
Both activity-based cost systems
and traditional cost systems would approach the product mix determination
in a similar manner. First, the total unit
cost of Products A, D, and F would be
calculated. Then, using the total unit
costs and the respective selling prices,
the gross margins for each product
would determine the relative preferences for the three products.
To demonstrate the traditional cost
approach, we assume that each resource is operated by a worker who is
paid $12.50 per hour, and overhead is
allocated, for simplicity, on the basis of
labor. The material, labor, and overhead costs for the three products under traditional costing would result in
the total costs shown in Table 3, part
A. The gross margin for each product
is calculated in Table 3, part B. The last
line of Table 3 shows that Product D
is the most profitable product and,
therefore, would get first production
attention, Product F would be the next
most preferred (profitable) product,
and Product A would be the least preferred (profitable) product.
ABC requires additional information about the total weekly expenses of
MANAGEMENTACCOUPMNGNAY1994
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TABLE4 ACTIVITY-BASEDANALYSIS
Part A: Cost Data
Overhead

Total_

1
2
3
4
5

500
1,000
1,000
1,000
500
$4,000

$1,500
1,000
1,800
2,000
700
$7.000

2,000
2,000
2,800
3,000
1,200
$11,000
$

Labor
$

Resource

Part B: Labor and Overhead Cost Allocations
Product F

$1,416.6667*
375.0000
600.0000
830.7692
816.0000
$4,038.4359

583.3333
625.0000
880.0000
1,246.1538
-0 $3,334.4871
15) X $2.000

$1,000
=

5 4155 4 +55
(4

+

$1,416.6667

**

2 821 4) X $2,000
6
8

$

-0$1,000.0000 **
1.320.0000 **
923.0679
384.0000"
$3,627.0679

=

1
2
3
4
5

(6

Product D

Product A

+

Resource

*

-

Activity-Based Unit Costs Labor and Overhead
Product A
$3,627.0679
40

Product D

Product F

$90.6767

$4,038.4359
80

$50.4804

$3,334.4871
40

$83.3622

TABLES GROSSMARGINANDOPERATINGRESULTS
/

Selling price

Product A

Product D

Product F

$180.0000

$240.0000

$180.0000

65.0000

95.0000

65.0000

$115.0000

$145.0000

$115.0000

Materials

5(0.4804)

80.7901

Gross margin

24.3233

94.5196

34.2099

Preference

#3

#1

$

90.6767
$

Other costs
$

$11,000. Suppose a task force developed the details of resource costs
shown in Table 4, part A, and resource
allocations to products revealed in Table 4, part B. For simplicity, we assume
that the cost driver for each resource
is time spent on each unit of product.
Then these total product costs are
divided by the chosen capacity (the
bottom third of Table 4) to find product
unit costs. Because sufficient capacity
exists to produce all of Product A or
Product D or Product F demanded by
the market, these capacities are chosen to complete the allocation.
Note that the activity -based procedure used here does not differ conceptually from the procedures and assumptions that firms must make in real
activity-based cost allocation systems.
It should be clear that the standard
procedure just described implicitly assumes some specific product mix. Using the results of this analysis to select
the appropriate product mix is an incongruous but accepted procedure.
Table 5 shows that while the perceived
gross margins of Products A and F
changed significantly from those calculated using traditional cost allocation procedures, the order of product
preference did not change. Using either system, if all products demanded
cannot be produced due to capacity
constraint(s), Product D would be produced first, then Product F, then Product A.
For the SIM facility, a sufficient
amount of Resource 1 is not available
to produce all units demanded. Assuming that 30 minutes of setup time will
be required at C5 and E5, about 69
units of Product D can be produced.
This will consume about 2,376 minutes
of the total 2,400 minutes available at
Resource 1. The remaining 24 minutes
could be used to partially complete one
unit of Product D, which would be
completed for shipment the following
week. Forty units of Product A also can
be produced. Operating results using
this product mix are shown in Table 5.
The major problem is that neither the
traditional method nor the activitybased method explicitly recognizes
the significance of the internal constraint (Resource 1).

#2

Product Mix Based on Traditional and Activity-Based Costing Procedures
(1)

(2)
Units

(3)
Selling Price
Less Materials

(4)
Total
(2) X (3)

(5)
Resource #1
Time Used

Product
D

69

$145.00

$10,005.00

2,376 minutes

A

40

115.00

4,600.00

APPLYING TOC
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$14,605.00
Less other manufacturing costs

11,000.00

Net income before income taxes

3.605.00

$

he Theory of Constraints recommends that when a facility
has a resource constraint,
throughput (contribution margin) per
unit of constraining factor can be calculated to determine the appropriate

0
2,376 minutes

-17

unit of constraining factor (minutes of
Resource 1 time available) because
that product does not require any of
the limiting factor, Resource 1. Thus,
the first priority should be directed toward the production of the 40 units of
Product A (Figure 1).
In choosing between Products D
and F, the next priority should be the
production of the 40 units of F that the
market demands. This is because the
firm will earn almost twice as much
from producing and selling F ($8.21
per minute) than it would from producing and selling D ($4.26 per minute).
The remaining time available from Resource 1 should be directed toward
producing D. If we allow 45 minutes for
setups at C5, E5, and F5, we could then
produce 52 units of D as illustrated in
Table 6. This product mix permits the

Become a

CMA
(800) 87 -GLEIM

product mix. This is the same "contribution margin per constraining factor"
discussed in most cost accounting textbooks. Following the TOC approach,
the key consideration in making a
product mix decision is the amount of
contribution margin that the firm can
generate per minute of processing
time consumed (Table 6).
Table 6 reveals that Product A provides the maximum contribution per
6

/

rontribution Margin per Minute of Constra

PRODUCTMIXDECISION
nt (Resource 1) Time

A

$180

D

$240

F

$180

Material
Cost
-

$65

Minutes of Resource 1
Time Required

Contribution Margin
Per Minute

0

00

-

$95

=

34

$4.26

PRODUCT MIX DECISIONS
ctivity-based analysis provides
more accurate data than are
provided by conventional cost
allocation procedures. Such data could
be useful in some limited applications.
But using full unit cost data can lead to
erroneous operating decisions.
The key is to use a modified activity
analysis that gives recognition to resource constraints. When combined
with a throughput- oriented management philosophy, activity analysis can
be especially useful in product mix decisions.
■

-

=

Selling
Price

-

Product

SIM facility to maximizeits net income
before income taxes. Table 6 summarizes the income resulting from this optimal product mix.
The decision process described
here shows how activity analysis can
be used to identify the key production
constraint, Resource 1. Then the Theory of Constraints philosophy should
be followed and the constraint recognized as its profitability driver. Focusing on this profitability driver and selecting the best product mix increased
net income before income taxes from
$3,605 to $5,740, a 59% increase.

$65

=

$8.21

-

-
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Efficient Use of Resource 1
Total machine time available
5 days X 8 hours per day X 60 minutes per hour

2,400 minutes

Time used for setups
Time used for F

45 minutes

40 units X 14 minutes

560 minutes

34 minutes

Operating Results

52.8 units of D

=

1,795 minutes available
34 minutes per unit

-

Time required for each unit of D

1,795 minutes
=

Time available to produce D

-

Optimal Product Mix
Selling Price
Less Materials

Product

Units

F

40

$115.00

D

52

A

40

Total

Resource 1
Time Used
560 minutes

$145.00

7,540

1,768 minutes

115.00

4.600

$

4,600

$16,740

0
2,328 minutes
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45 minutes (setup)

Net income before taxes

11,000
$

Less other manufacturing costs

5,740

2,373 minutes
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Pension Fund Management:

A Controller's
Perspective
19

Should outside portfoliomanagers be evaluated more like inside
production managers?
BY MYRON D. STOLTE
Accounts Payable:

Clerk: "This invoice is for 50 reams of
paper, but we only got 44. I11 ask for
an adjustment, ok ?"
Supervisor: "Nah, that's close enough.
Go ahead and pay it."
Receiving Dock:
Forklift driver: "Hey, Ed, I was told to
unload the eight barrels of solvent we
ordered, but there are only seven here.
Better call the salesman."
Foreman: "Let it go this time. Joe's a
nice, sincere guy, and I'm sure he
meant well. Seven barrels will be
enough for this job anyhow."
ould these responses to a
vendor's shortcomings
be acceptable at your
company? Not likely. Ordinary divisions of responsibility assure that you actually get what you order and pay for what you receive.
There is one nearly invisible corner
of your corporate operation, however,
that almost surely accommodates this
very type of shortfall year after year.
The conversations are a lot smoother.
The language is more sophisticated.
But the impact is far greater than the
few dollars at stake in the instances
above. In fact, covering promises that
were well intended but seldom delivered may be costing your company millions of dollars. It happens routinely in
the management of retirement fund
assets.
Overseeing the management of
MANAGEMENrACCOUNTING /MAY 1994

pension assets usually is one of the
treasurer's functions. In small organizations, the responsibility often falls to
an officer who has multiple financial responsibilities. With the proliferation of
401(k) plans, human resources departments have become involved as well.
In any case, responsible officials
will serve the company well by wearing
the controller's hat while monitoring
the management of retirement assets.
The cost accounting mentality is missing in most departments that oversee
this high impact area. That perspective
is needed, however, and it can be applied to investment management in a
way that parallels its application elsewhere in your organization.

THE SUBTLE SHIFT OF
RESPONSIBILITY
hrough the 1950s, bank trust departments and insurance companies typically managed serious money such as pension fund
assets. The post -war boom attracted
mutual funds and other independent
money management organizations to
these rapidly growing pools of assets.
They found it easy to be more aggressive than the banks because their client relationships were more distant.
Many firms specialized in certain classes of assets such as stocks or bonds.
Because their investors had decided
on the asset class in choosing the fund,
the fund managers were free to be
quite bold in selecting securities, especially stocks.
In the 1970s, aggressive equity fund

T

managers often produced returns that
overshadowed those of the bankers,
who were still including bonds and
cash reserves in their more balanced
funds. The 1980s spawned many boutiques that promoted further specialization. Their claims of "style" expertise led sponsors to subdivide asset
classes to accommodate the managers. Some sponsors even strayed from
policy to find a niche for a hot manager.
The tails were wagging the dogs.
This growing army of investment
advisory firms increasingly confined
their attention —and their slices of client assets —to narrow segments of the
asset class spectrum. The inevitable result was a confounding "horse race"
among portfolio managers, all searching for ways to convince plan sponsors
of their superior capabilities. The time frame for evaluating results became
shorter and shorter. Expensive manager changes became routine.
The proliferation of choices seemed
to provide pension plan sponsors with
access to special skills and superior investment results. But this trend was an
illusion. In actuality, the primary investment management decisions were
being passed back to the clients, who
seldom claimed any investment expertise in the first place. Few corporate officers realized they were taking over
the heart of the investment management decision - making process. Minor
changes in the mix of asset classes
were having far more impact on plan
values than were portfolio decisions
made by professional managers.
Eighty percent or more of total return
49

How is it that
hundreds of
professional fund
managers are
unable to outperform an
unmanaged list
ofstocks?
was coming from decisions taken over
by plan sponsors.
To emphasize the significance of
this responsibility shift, I once outlined
a method by which pension sponsors
could bring decision - related accountability to the investment program.' It
introduced a value -added approach
that attributes the entire investment return to decisions made by the sponsoring corporation's staff and management.
Subsequent research documented
the distribution of responsibility for a
program's total return. A 1986 article in
the Financial Analysts Journal often is
cited to make the point.2 The authors
concluded that about 92% of an investment return can be explained by the asset mix in which the overall fund is
invested. Remaining decisions, including the security selection and timing
decisions made by specialty portfolio
managers, account for the other 8 %, for
better or worse.
The trend toward assembling a stable of specialty managers accelerated
in the 1980s. More corporations created new, full -time staff positions for
gathering information. Company employees thereby joined the search for
investment opportunities and outside
managers who could capture them for
the pension fund.
Too often this pension position was
viewed by both management and the
employee as a rung on the corporate
ladder. People who had little experience with the securities markets suddenly found themselves in gatekeeper
positions. Their judgments determined which managers gained access
to upper management and which did
not. Whether staffed professionally or
not, this new position added another
layer to the decision- making pyramid.
50

And this one was in- house, too.
Unfortunately, this in -house liaison
with the investment management industry too often was seen as a conduit
to superior returns. In most cases that
expectation has not been met. The
frustration is seldom the result of poor
staffing, however. It results from unachievable expectations. Its cause lies
in the nature of the securities markets
and the investment management industry that works them.
THE ZERO -SUM EFFECT
everal very large aggregations of
performance history underscore
the problem. SEI Corporation
maintains a database that includes
more than three decades of returns
and thousands of managed portfolios.
This extensive sample facilitates useful
comparisons. Equity funds, for instance, can be compared with a common index benchmark such as the
Standard & Poor's 500 Composite. Before considering management fees,
that comparison for the most recent 10
years (1983 -92) shows that 69% of equity funds failed to match the S&P. For
the preceding decade (1973 -82), 58%
fell short. If an ordinary 1/2 of 1% annual fee is assumed, the failure rates
were 76% and 64 %, respectively. This
fact suggests that over the past 20
years about seven of every 10 equity
fund managers failed to accomplish
what they were hired to do. Worse yet,
these data do not include the poor results of managers after they are
dropped along the way by participating
fund sponsors.
How is it that hundreds of teams of
professional fund managers are unable
to outperform an unmanaged list of
stocks? A fundamental condition that
frustrates the well- intended quest for
above - average investment returns is
the zero-sum reality of securities trading.
Once issued, debt and equity instruments are exchanged freely in the securities markets. Most traders, especially those who deal with retirement
funds, declare themselves to be investors. But the rates of turnover in their
portfolios make "speculators" a better
description. Most buy and sell decisions are little more than side bets on
the expected direction of a security's
market price. A buy bet on a security
may be prompted by an elaborate evaluation of the issuing company by a
highly educated, well - trained analyst at
an established financial institution. But
who is the seller? More than likely the

sell bet on the same security is being
placed by a highly educated, well trained analyst at a rival financial institution.
Who wins these bets? All professional speculators do. Who loses
them? All do. These well- matched competitors simply take turns being right
and wrong. That puts pension staffs
and officers in the ludicrous position of
having to use chunks of their pension
funds to place side bets on the side-bettors!
In the aggregate, over time, winning bets are offset by losing bets.
That's the zero -sum game. It's not
much different from the game of major
league baseball. Superbly trained,
highly paid contestants try daily to outperform their rivals. At the end of the
season the American League's final
standings reveal: 1,134 wins, 1,134
losses. The National League shows the
same numbers. Then the player rosters are shuffled to prepare for another
entertaining zero-sum year. Unfortunately, the pension fund game has taken on many of the attributes of the entertainment business.
So where did the past decade's double -digit returns come from? From the
rising tide of securities prices in general. Both winning and losing bettors
maintained diversified portfolios of securities. Underlying trends lifted all
portfolio values. The side bets just generated some offsetting additions and
subtractions.
BACK TO THE BASICS
or decades it generally has been
understood that the owner's position is more rewarding than
the lender's among providers of capital. That belief usually is based on historical rates of return earned by various classes of equity and debt
securities. Wealth indices facilitate
such long -term comparisons. They
conveniently reflect the cumulative investment experience of, say, $100 over
time by including both income and appreciation. Wealth indices also make
projections of past asset class relationships quite reliable. Actuaries, pension
officers, and other long -term planners
use them to formulate investment
policy.
One of the most frequently referenced data sources is Stocks, Bonds,
Bills and Inflation, first published by
Roger Ibbotson and Rex Sinquefield in
1974.3 Cumulative comparisons since
1925, updated through 1990, are presented in Figure 1. The consistency of
MANAGEMENTACCOUNnNG /MAY 1994

the return relationships, decade after
decade, is clearly displayed. This longterm stability makes employer -sponsored retirement plans a valuable benefit. But the persistency of these
long -term outcomes also makes it difficult for portfolio managers to produce results that keep pace with index
returns, much less exceed them.
Failure to achieve the expected returns adds a sense of frustration to the
cost of meeting a pension fund's obligations. When policies based on asset
class indices do not capture the expected returns, contributions must make
up the difference. Of course, in a
401(k) environment, the difference is
never made up; the shortfall eventually
is absorbed by the employees in the
form of lower retirement incomes. The
recent 11 -year surge in securities prices provided a double -digit bonanza
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that masked the problem. A return to
normalcy will reveal again just how expensive that shortfall can be.
Opportunities to capture index returns reliably and indefinitely received
an important boost in the 1970s. That's
when the application of computer technology to the maintenance of investment portfolios gave efficiency a new
meaning. It became possible to own
broadly diversified portfolios of securities designed to replicate the very asset
class indices on which long -term investment policies are based. These index matching portfolios can be maintained passively at a small fraction of
the fees usually paid for traditional active portfolio management.
More important, the use of low -cost
"index funds" also is likely to improve
relative performance over time. It's a
case of less often being more: less man-

agement, more return. These days the
achievement of the targeted results implied by the policy mix of asset classes
is more likely to result from cost control than from traditional securities
analysis. A fresh approach from an
open- minded, fact - driven controller
has a better chance of closing the performance shortfall than does the endless search for superior stock pickers.
Index funds deliver asset class returns
very efficiently over long periods of
time. In doing so they also serve as
very real benchmarks against which
actively managed portfolios can be
measured. Vested interests will keep
the index fund debate raging for many
years, but the reality is clear: Passive
alternatives are here to stay, and almost any investment objective can be
pursued efficiently using some combination from the expanding menu of

choices.
The essential step sponsors must
take is to establish an internal evaluation system within which the pension
fund management process can be monitored credibly. It can be modeled after
the structures already in place for most
%

operating divisions and be presented
as a natural extension of corporate philosophy. The following example of an
ordinary manufacturing process,
based on my firsthand experience, provides a rationale for evaluating investment management operations.

WT APE
STAGE 1

STAGE 2

STAGE 3

STAGE

FUNCTION Preparation Sizing

Coating

Slitting

Packaging

PROCESS Introduce a
bulk roll of
backing
film and
position for
processing.

Coat film
with
adhesive,
dry for
slitting
operation.

Slit jumbo
rolls into
various
dimensions
and wind
onto small
cores.

Wrap and
pack for
distribution.

Consumersize rolls of
finished
tape.

Finished tape
packaged for
sale.

$1,540

STATUS

Raw film.

RESULT
VALUE

$1,000

VALUE
ADDED

Condition- Finished
tape in
ed bulk
film.
"jumbo"
roll.
$1,160

$1,350

$1,470

$ 160

$ 190

$ 120

STAGE 1

STAGE 2

STAGE 3

$

70

STAGE

-

M_r

"Size"
film,then
dry to
prepare
for
coating.

FUNCTION Preparation Apply
policy.

Deviate
from
policy.

Select
managers.

Allocate
among
managers.

PROCESS Contribute
cash and
position all
assets for
investment.

Temporarily
shift asset
distribution
for strategy
purposes.

Hire
portfolio
managers
to select
securities
different
from index
composition.

Distribute
assets
among
managers
according
to allocation
criteria.

Assets
invested
in indexmatching
portfolios.
per
strategy
mix.

Assets
invested
equally
among
managed
portfolios in
each class,
per strategy
mix.

Assets
invested
strategically
among
managed
portfolios
and available
for pension
benefits.

RESULT
VALUE
(millions of $)
VALUE
ADDED
(millions of $)
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Uninvested Assets
pension
invested
in indexassets.
matching
portfolios,
per policy
mix.

261

-

STATUS

Allocate
among
asset
classes
in neutral
policy
ratios.

467

464

436

427

206

-3

-28

-9

DIVIDE AND CONQUER
y first job out of college was
at 3M Company in one of the
nation's premier cost accounting environments. One of my responsibilities was to code the production reports on a multitude of products.
Thirty years later, the concepts I
picked up there continue to anchor the
system for pension fund control illustrated in Tables 1 and 2.
Production reports typically include
the labor, materials, and overhead invested in a process and the resulting
output. In multistage operations, the
quantity of usable output, with its semifinished value, is measured carefully at
each step. The input at each stage includes the value of the semifinished
product from the preceding stage. Additional materials and labor further increase its value until it is finished. The
value added at each stage can be calculated accurately when the operation
is subdivided. Plant managers then can
isolate quickly any breakdowns in the
process that lose value and correct
them. A gross comparison of total input with salable finished output would
reveal very little about what went
wrong or how to fix it.
I make no attempt to document how
one of 3M's most widely used products
is manufactured, but Table 1 shows the
sequence of operations for producing
Scotch brand tape. The fictitious dollar
values are included for demonstration
purposes only.
Operators monitor this process continuously. Given the input, the plant
manager knows how much output is
expected at the end of each stage and
is held responsible for achieving the
expected results. No material or labor
is introduced beyond that necessary to
achieve a satisfactory outcome. In that
context, Table 2 presents the typical
structure for the "production" of pension assets over time.
The semifinished value of the tape
is known after each stage in the production process. Similarly, the semifinished value of the pension fund can be
known after each stage in the decision making process. It then is a relatively
simple matter to assign to each stage
the value added by the decisions made
there. Whether the endeavor is to
build finished products in manufacturing facilities or to build pension assets
in the treasurer's division, the process
can be evaluated at each stage to be
sure value is being added and not subtracted.
Reports like the simplified StateMANAGEMENTACCOUNTING /MAY 1994

ment of Changes in Table 3 can be prepared routinely once the "cost accounting" system is in place. More detailed
versions pinpoint the sources of lost
value. The historical database can be
accessed on an ad hoc basis to examine the process in any timeframe. This
flexibility enables a plan sponsor to
align analyses with securities markets
cycles, for instance. Periods following
important changes in investment policy can be isolated. Dates that bracket
the use of a new group of managers or
that follow the retention of a consultant
may be selected.
Results produced in each portfolio
can be disaggregated similarly. Policy,
timing, and selection impacts are
blended together in a portfolio's total
return. These components must be delineated along decision boundaries before a sponsor can judge a manager's
strengths and deficiencies credibly.
Once established, however, these distinctions allow a sponsor's board to alter performance review meetings radically. Elusive "explanations" in Wall
Street jargon are set aside. Instead, results are discussed in the format corporate management uses so effectively
in its cost control function: dollars of increase or decrease from established
forecasts and benchmarks.
With a few value -added charts such
as that in Figure 2, a responsible pension officer can tell at a glance which
activities are adding to the value of the

ATEMENT OF CHANGES

December 31. 1987, to December 31, 1
Millions of Dollars
$ 212

Beginning assets - 12/31/87

49
$ 261

Net contributions
Assets excluding investment management
Management of policy:
$ 206

Policy allocation
Departures from policy

203

(3)

Management of managers:
(28)

Selection of managers
Allocation among managers

(9)

Ending assets - 12/31/92

$ 427

fund and which are not Moreover, the
relative significance of each group of
decisions becomes obvious. From this
perspective management can do more
of what is positive for retirement fund
management and less of what is negative—or eliminate it altogether.

A STEP T00 FAR
heck the tape- making table
again. Imagine a fifth stage being added to the production
line. This stage employs workers to gift

FIGUREZ/TOTALFUNDVALUE-ADDEDSUMMARY

wrap each roll, including a bell or a
whistle to give the product more shelf
appeal. A marketing whiz assures management that the higher market value
will more than cover the extra costs.
But the inconvenience of digging
through the trappings to get at a very
useful but rather unpretentious desk
accessory turns practical buyers away.
They will buy the embellished tape only if it costs less than the plain rolls to
compensate them for their trouble.
Stage 5 therefore loses value for the
company and is shut down quickly.

December 31, 1987
Management of Managers

Management of Policy

Adjustments

37

150
132

100
74

U)

c
2

49

0
-3

-9
-28

-50
Net
Cash

Riskless
Return

from Policy

Managers

among
Managers

(P Asset Allocation Incorpoi
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The pension fund
game has taken
on many ofthe
attributes ofthe
entertainment
business.
The point: Adding cost and pizzazz
does not necessarily add value to the
finished product.
With that in mind look again at the
XYZ process in Table 3. Contributions
certainly added value. The policy was
a great value booster. But $3 million
slipped away because the fund's asset
mix was allowed to stray away from
policy. Hiring active portfolio managers rather than accepting the longterm index results left $28 million on
the table. Judging which managers
ought to have more assets than others
cost another $9 million. Three optional
areas of decision making actually detracted from the value of the pension
fund by $40 million, including $8 million consumed by managers' fees.
Again: Adding cost and pizzazz does
not necessarily add value to the finished product.
So it begs the question: Why make

unnecessary decisions? Why undertake activities in which the company
possesses limited, if any, expertise?
Marketing whizzes abound among the
purveyors of investment services, and
their products are packaged attractively. But it's expensive to add the trappings of active portfolio management.
It also can be rewarding, but the odds
are lousy.

THE ILLUSION OF
SUPERIORITY
t so happens that the XYZ values
presented above are taken from
the analysis of an actual pension
fund. The sponsor applied a common
policy mix and employed a group of
eight well -known outside managers.
Only one of the eight was successful in
achieving the benchmark return over
the time period analyzed. You may ask,
how is it that so much of the fund came
under the control of underachieving
money managers?
That question has two answers.
One, these quite ordinary managers
only appeared to be superior managers
when they were retained. The most
convincing part of each organization's
appearance of superiority was its track
record, a series of performance numbers which, even if legitimate, had no
predictive value. Second, the sponsor's
pension committee relied on outside
advisors and its own collective comfort
when allocating and reallocating assets

Scotch brand tape production line. Lessons learned at 3M anchor the author's pension fund
control system.
:r4

and contributions among the managers. When decisions are based on projections that have no statistical validity,
especially when provided by self -serving outsiders, disappointment is the
most predictable outcome.
Unfortunately, these same reasons
explain similar conditions in thousands of other retirement funds. XYZ
is more or less the rule, not the exception. More accurately, XYZ was the
rule. With the $206 million policy effect
subdivided, 10 well - placed copies of
Figure 2 launched a reorganization of
the entire structure.
The long -term odds of coming out
ahead in the pension fund management game are not infinitesimal, but
they are indeed slim. Past results have
very little value for projecting similar
success in the future. If it were not so,
how would hundreds of disappointing
managers have gathered so many billions of dollars of pension assets to
manage?

PAY FOR WHAT YOU GET
rying for something extra, even
against the odds, isn't necessarily irresponsible. But to justify it
there needs to be an appropriate relationship between results and compensation.
Management makes its performance expectations clear to almost all
company employees. When possible,
those expectations are described in
clearly measurable terms. Disappointing results seldom lead to pay raises,
let alone continued employment. But it
is not at all unusual for pension fund
managers to collect substantial quarterly fees year in and year out without
achieving the expected measurable
results.
Delegated investment responsibilities seldom will be met if these outside
"employees" are not managed more
rigorously by the same standards applied to inside employees. Too often,
when sponsors review investment results, they imply a response like those
given at the beginning of this article:
"Yeh, we got 10 1/2% instead of 11
1/4 %. But that's close enough." Or perhaps, "I know they've been disappointing but I'm sure they meant well. Let
it go another year." It seems a bit incongruous to shrug off these high -impact underachievers while carefully
measuring the productivity of workers
earning $15,000 a year.
One way to deal with this inconsistency is to strike a bargain that actually
would attract truly superior manageMANAGEMENT ACCOUNTING /MAY 1994

ment firms. That is, replace their .5% or
1% fee based on assets with, say, a 25%
fee based on the value they add to the
fund. A firm that generates 12% while
the benchmark index rises 10% will get
25% of the two extra percentage points.
That is still .5% of the assets —but at
least it's earned.
There are sound formulas for performance -based fees. They can get the
whole team on the same side of the
eternal investment struggle. If the
company wins, the management firm
wins, just like any other vendor. But if
the firm doesn't deliver, it doesn't get
paid. Keep in mind that active portfolio
management is an option, not a necessity.

word of caution. Be prepared for a
long -term decision audit to reveal negative results from decisions related to
the selection of —and allocation of assets among — professional portfolio
managers. But do not be discouraged.
You will be in the company of most other retirement plan sponsors across the
country.
■
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TAKE CHARGE INTERNALLY
hen pension fund performance is being reported and
explained, too much reliance
is placed on outside managers and consultants and their interpretation of results. Their reports may serve the purposes of the investment management
community, but they are inadequate
for retirement fund fiduciaries. Would
an established corporation disband its
accounting and internal audit functions
because its outside CPA is willing to
stop by every few months to tell it
what's been happening and what to do
next?
The widespread tolerance of this inherently problematic condition
presents a serious challenge to a corporation's audit committee. A basic responsibility of audit committees is to
assure effective internal control and reliable reporting. The purpose is to assist the board to fulfill its oversight responsibilities. So why are procedures
rigorously demanded of inside operations not applied when outside "employees" are involved? After all, pension fund management can impact the
company P &L more than some entire
operating divisions.
The public in general and shareholders in particular rapidly are coming to understand the costs and limitations of the investment management
industry. It is just a matter of time before shareholders call for directors to
disclose more about how they have
been addressing these realities. Directors who have anticipated that call will
be in a better position than those who
must react to it
I heartily encourage you to establish a decision -based evaluation system for monitoring retirement fund
management. However, I must add a
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NOMINATINGCOMMITTEE
REPORT
WI
To Members of the Institute of Management Accountants:

present the following nominees for election to
he offices of President - elect, Vice President,
nd National Director in accord ance wi th the
MA 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 of the 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

area responsibility are elected for one -year terms. This year
because of vacancies three nominees for Committee Vice
Presidents are presented for two-year terms, and the two
other Vice Presidents will serve one -year terms.
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 70 directors have been nominated
to serve. Elected council presidents (24) also serve on the
Board for a one -year term.
We also include the Nominating Committee to report in
1995.
The Annual Election will be held at the Annual Meeting
of the Institute in New York, N.Y., June 13, 1994.
Respectfully Submitted
Nominating Committee, 1993 -94

NOTICEOFANNUALMEETING
otice is hereby given to all members of the Institute of Management Accountants that the Annual
Meeting of the Institute will be held at the Man
riott Marquis, New York, N.Y., on Monday, June
13, 1994, immediately following the conclusion of the opening session of the Annual Conference, to receive the report

of the Nominating Committee, and to transact such other
business as may properly come before the meeting.
Gary M. Scopes, CAE
Executive Director
Montvale, NJ., May 1, 1994

NOMINATING COMMITTEE
Robert W. Liptak, CPA, Chair, Greater

Joan C . Fros t, Lynchburg

Clair M. Raubenstine, CMA, CPA, North Penn

Charles W. Gill, CPA, New York

Edwa rd A. Soens, San Diego

Ralph W. Adams, CMA, Florence Area

Kathy E. Hager, CPA, Houston

Charlie H. Stewart, Mid - Florida

Donald W. Baker, CMA, CPA, Atlanta

Thoma s J . Ha rrington, Akron

Ca rl F. Tennille, CPA, Was hington

Keith Bryant, Jr., CMA, Birmingham -

Robert C. Krogh, CPA, Waterloo -Cedar Falls

Joe F. Vautier, Amador Valley

Leo M. Loiselle, CPA, Bangor - Waterville

Robert G. Weiss, CPA, Morris -Essex

Greenville

Magic City
Philip R. Dumond, Springfield

Carl V. Menconi, CMA, CPA, Fox River Valley

PRESIDENT
Keith Bryant, Jr., CMA

��

Birmingham -Magic City (1970). Committee on Publications, 1979.83; National Director, 198385; National Area Vice President, 1986-87; Committee on Community Responsibility, Chair,
1987 -88; Chapter Operations Committee, Chair, 1988 -89; ICMA Board of Regents, Chair, 198992;�National�Committee�Vice�President—�ICMA,1991�-92;�Quality�Task�Force,�Vice�Chair,�199293;�Appointed�Member�—�Executive�Committee,�1992�-93;�Planning�Committee,�1992�-93,�Chair,
1993 -94; Budget Committee, Chair, 1993 -94; Executive Committee, 1993 -94; Nominating Committee,1993 -94; President - Elect. 1993 -94. He is Associate Dean, School of Business, University
of Alabama at Birmingham.
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NOMINEESFORCOMMITTEEVICEPRESIDENTS

Bryant

Douglas

Halls

Member Services (1994 -96)
B.W. Bryant, Chattanooga (1964). New Chapters Committee, 1974 -75;
Tennessee Valley Regional Council, President, 1977 -78; National Director, 1979.81; Council Operations Committee, 1984 -86; National Area
Vice President, 1987 -88; Chapter Operations Committee, 1988.91, Chair,
1991.93. Executive Committee, 1993 -94; Budget Committee, 1993 -94;
Regional Operations Committee, 1993.94; Vice President, Member Services, 1993.94. He is Manager, Distribution /Procurement, W.R. Grace
& Company, Chattanooga, Tenn.
Education (1994 -96)
Patricia P. Douglas, Western Montana (1970). Research Committee,
1973 -84; National Director, 1975.77; National Area Vice President, 1984
85; Finance Committee, 1985, MAP Committee, 1986.87, 1991 -94. She
is Vice President of Fiscal Affairs /Professor, University of Montana,
Missoula, Mont.
Finance (1994 -95)
Joseph G. Harris, Kalamazoo, (1970). Regional Operations Committee, 1978.80, Chair, 1993 -94; Michigan Regional Council, President,
1981 -82; National Director, 1983 -85; National Area Vice President 1985-

Horech

Weiss

86; Nominating Committee, 1986 -87; Finance Committee, 1986 -93;
Council Operations Committee, 1986 -91; Chapter Operations Committee, Chair, 1993.94. He is Director, Corporate Financial Planning & Analysis, Upjohn Company, Kalamazoo, Mich.
ICMA (1994 -96)
James C. Horsch, CMA, Lansing- Jackson (1979). Michigan Regional
Council, President, 1988.89; National Director, 1989 -91; National Area
Vice President, 1991.92; Nominating Committee 1992 -93; Board of Regents, 1CMA, 1993 -94. He is Economic & Decision Analysis Director,
Consumers Power Company, Jackson, Mich,
ProAssional Relations (1994 -95)
Robert G. Weiss, CPA, Chicago (1966). MAP Committee, 1984-89,
Chair, 1989 -91; Ethics Committee, 1991 -92; National Committee Vice
President, 1991 -93; Ad Hoc Quality Accounting Committee, 1992.93; Appointed Member — National Board, 1993 -94; Appointed Member —Executive Committee, 1993 -94; Nominating Committee, 1993 -94; Planning
Committee, 1993.94. He is Senior Vice President /Financial Controller,
Retired,Schering- Plough Corp., Palm Beach Gardens, Fla.

NOMINEESFORAREAVICEPRESIDENTS

Anderson

Ballengee

Bohler

Ronald R. Anderson, CMA, Nebraska Cornhusker (1978). Chapter
Operations Committee,198"7; Marketing Committee, 1991.93; Regional Operations Committee, 1993 -94. He is Principal, Management
Consulting, R.R. Anderson & Assoc., Lincoln, Neb.
Ned B. Ballengee, CMA, Washington (1981). Education Committee,
1991 -92; National Director, 1992 -94. He is Financial Controller, Deloitte
Touche Tohmatsu ILA Group, Ltd., Washington D.C.
Thomas F. Bohler, CMA, CPA, Fox River Valley (1978). National Director, 1993.94. He is Accounting Manager, Ideal Industries Inc.,
Sycamore, Ill.
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Christensen

Fazzi

Hoscksr

Donald B. Christensen, Dallas North (1974). Education Committee,
1993 -94; Texas Regional Council, President, 1993 -94. He is Senior Vice
President & Controller, JC Penney Life Insurance, Plano, Texas.
Charles Fazzi, Pittsburgh (1977). Chapter Operations Committee,
1992 -93. He is Professor and Department Head, Robert Morris College,
Corapolis, Pa.
Olivia J. Hoecker, CPA. Dayton (1977). Marketing & Membership
Committee, 1989.90; National Director, 1990.92. She is Manager, Corporate Accounting & Taxes, Robbins & Myers, Dayton, Ohio.
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NOMINEESFOR AREAVICE PRESIDENTS

Palker

Plymale

Reis

Marc P. Palker, CMA, Long Island (1975). National Director, 1989 -91;
Chapter Operations Committee, 1988 -91; Metro Regional Council, President, 1991 -92; 75th Anniversary Committee, 1991 -93; Ad Hoc Information System Committee, 1992 -93; Regional Operations Committee,
1993 -94; 1994 Annual Conference Operations Committee. He is Chief
Financial Officer, Firetector Inc., Syosset, N.Y.
Jack R. Plymale, Piedmont- Greensboro (1976). Chapter Operations
Committee, 1988 -91; Council Operations Committee, 1991 -93; Regional
Operations Committee, 1993 -94; He is Vice President, Newman Machine Company, Greensboro, N.C.

Schlitt

Smith

Vincent

Linda L Schutt, CMA, CPA, Amador Valley (1976). Council Operations Committee, 1985 -87; Chapter Operations Committee, 1992 -93. She
is Owner, Linda L. Schutt, CPA, Livermore, Calif.
Jack L Smith, CPA, Tampa Bay (1976). Education Committee, 199193. He is Professor, University of South Florida, Temple Terrace, Fla.
Joseph A. Vincent, New Haven (1974). Marketing & Membership
Committee, 198687; 1990 -91; National Director, 1987.89; Marketing
Committee, 1991 -92; NorthEast Regional Council, President, 1992-93;
Finance Committee, 1993 -94. He is Vice President, Finance, Novametrix Medical Systems, Inc., Wallingford, Conn.

Carolyn L Reis, South Bay (1983). Education Committee, 198690,
1992.95; National Director, 1987 -89; Council Operations Committee,
1990.91; Wild West Regional Council, President, 1991 -92. She is Vice
President, Corporate Management Assoc., Palos Verdes Peninsula,
Calif.

NOMINEE FOR PRESIDENT-ELECT

CHAIR

William J. Ihlanfeldt, CPA

Leo M. Loiselle, CPA

Houston (1982). MAP Committee, 1983.86, Chair,
1986. 89,1989 -92; Executive Committee, 1989- 90,199394; Planning Committee, 1991 -94; Chair - Program, Annual Conference, San Francisco, 1992 -93; Appointed
Member — Executive Committee, 1991 -93; Appointed
Member — National Board, 1991 -93; Planning Committee, 1992 -94; Budget Committee, 1993.94; Vice President, Professional Relations, 1993 -94. He is Assistant
Controller, Shell Oil Company, Houston, Texas.

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 1995
Leo M. Loiselle, CPA, Chair, Bangor-WatervMe
Ursel K. Albers, CMA, CPA, Albuquerque
Keith Bryant, Jr., CMA, Birmingham -Magic City
Margaret D. Butler, CMA, CPA, Minneapolis Viking
Anthony P. Curatola, Valley Forge
Jack C. Gray, CMA, CPA, Lansing Jackson
Charles R. Hartle, CMA, CPA, Indianapolis
Neil E. Holmes, CPA, Kansas City
Donald T. Hughes, CMA, St Louis

William J. Ihlanfeldt, CPA, Houston
Robert W. Liptak, CPA, Greater Greenville
Thomas C. Lockwood, Charlotte
Francis T. McManus, Jr., Northern New York
John B. Pollara, CMA, Greater San Gabriel Valley
Imogene A. Posey, CMA, Knoxville
Brenda L Powell, Portland
James B. Savage, CMA, Pittsburgh
Charles J. Smith, Jr., Princeton
Eddie J. Upchurch, CPA, Atlanta
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NOMINEESFORNATIONALDIRECTORS
Gayleen D. Allen, CMA, Piedmont Greensboro (1978). She is Accountant, AT &TTechnolgies Inc., Greensboro, N.C.
William C. Almen, CMA, CPA, Oklahoma City (1985). He is CFO, Indian Oil Co., Oklahoma City, Okla.
Elizabeth C. Andrews, Minneapolis North Star (1980). National Director, 1992-93; Regional Council, President, 1993 -94; Regional Operations
Committee, 1993 -94. She is Manager, Larson, Allen Weishair & Co., Minneapolis. Minn.
Donald G. Archambeau, Lansing Jackson (1982). Regional Council,
President, 1990.91; National Director, 1991 -93. He is Senior Tax Accountant, Motor Wheel Corporation, Lansing, Mich.

is Corporate Controller, Unitog Co., Kansas City, Mo.
Dewitt Harrell, Cleveland (1981). He is Manager, The East Ohio Gas
Company, Cleveland, Ohio.
Rander H. Harris, CMA, Raleigh Area (1987). He is Corporate Control ler, Goodmark Foods Inc., Raleigh, N.C.
WayneE. Hays,CPA, Seattle (1985). He isAsst. Treasurer, Washington
Natural Gas, Seattle, Wash.
Michael T. Hickey, CPA, Columbus (1979). He is CFO, The Executive
Gallery, Columbus, Ohio.

Robert P. Benjamin, CMA, CPA, North Central Indiana (1977). He is
Associate Professor of Accounting, Taylor University, Upland, Ind.

William A. Hopp, Baltimore (1979). Committee on Corporate & Academic Development, 1993 -94. He is Corporate Controller, The Ward Machinery Co., Cockeysville, Md.

Robert C. Berry, CPA, Abilene (1986). He is Treasurer, Action Telcom
Co., Abilene, Texas.

Michele V. Hutchison, CMA, North Penn (1988). She is Accounting
Supervisor, North Penn Hospital, Lansdale, Pa.

*Virgil Billiard, South Central Indiana (1973). National Director, 199294. He is Manager, Cummins Engine Co. Inc., Indianapolis, Ind.

Harry H. Jackson, CPA, Memphis (1986). He is Partner, Deloitte &
Touche, Memphis, Tenn.

James E. Billups, CMA, Princeton (1970). Regional Council, President, 1993 -94. He is Divisional Vice President, Johnson & Johnson, Trenton, N.J.

James L, Jarvis, Tulsa (1970). He is District Sales Manager, Paychex,
Tulsa, Okla.

Tammy E. Blizzard, Wilmington (1983). Chapter Operations Committee, 1992-93; Regional Operations Committee, 1992 -94. He is Accountant,
University of North Carolina, Wilmington, N.C.

Delores L. Kellerhals, Colorado Centennial (1989). She is Consultant,
MicroCount Systems Inc., Denver, Colo.

Susan E. Bos, Ann Arbor (1986). Ann Arbor, Mich.

M. Loydyne Lane, Diablo Valley (1986). She is Accounting Manager,
Financial Systems and Special Projects, AirTouch Communications,
Walnut Creek, Calif.

BeverlyA. Brooks, CPA, Jacksonville (1983). She is Manager, Ranger
Transportation Inc., Jacksonville, Fla.

John A. Lauffer, CMA, Bloomington (1973). He is Financial Manager,
On -Line Plastics, Inc., Mitchell, Ind.

Robert H. Carleton, CPA, Long Beach (1983). Marketing Committee,
1990 -91. He is Owner, Robert H. Carleton, CPA, Westminster, Calif.

David B. Lewis, Orange Coast (1976). He is Vice President- Controller,
Innovative Holding Co., Newport Beach, Calif.

KimberlyK Constantinides, CPA, Miami Valley (1985). Corporate &
Academic Development, Chair, 1993.94. She is Special Project Analyst,
Champion International, Hamilton, Ohio.

Thomas Lundstrom, CMA, CPA, Spokane (1987). He is Corporate
Controller, Inland Asphalt Co., Spokane, Wash.

Betty J. Corbin, CPA, Lynchburg (1983). Regional Council, President,
1993.94. She is Senior Staff Auditor, First Colony Insurance, Lynchburg,
Va.
William C.Cray,CMA, West Palm Beach (1981). He is Plant Controller,
TRW Active Control Systems, Stuart, Fla.
*Louise E. Crider, Butler Area (1985). National Director, 1993 -94. She
is an Accountant, Pennzoil Products Company, Houston, Texas.
Robert E.Crook, Altoona Area (1988). He is Vice President, Marketing,
Educators Retirement Services, Inc., Altoona, Pa.
Robert A. Cunningham, CPA, Jackson (1985). Committee on Corporate & Academic Development, 1993 -94. He is Auditor, Poole, Cunningham & Reitano, P.A., Jackson, Miss.
Reggie DeCotret, Boston (1989). National Director, 1993.94. Fall River,
Mass.
Robert J. De Pasquale, CMA, Westmoreland County (1979). He is
Professor and Department Chair, Saint Vincent College, Latrobe, Pa.
Francisco V. Deseo, Charleston- Trident (1988). He is Corporate Treasurer, Homemaker Industries Inc., Charleston, S.C.
Richard K Duston, CPA, Golden Triangle (1987). He is Corporate
Controller, Waters Truck Tractor Co. Inc., Columbus, Miss.
Nancy J. Garibay, Toledo (1988). She is Corporate Controller, Toledo
Area Chamber of Commerce, Toledo, Ohio.
Brett L, Garrett, Milwaukee (1985). National Director, 1992 -94; Marketing Committee, 1991 -92. He is an Auditor, Anderson Tackman &
Company, Milwaukee, Wis.
Martin H. Hall, Connecticut Gateway (1987). Committee on Corporate
& Academic Development, 1993 -94. Chairman of the Board, Hamill -Novarck Ltd., New York, N.Y.
Ronald J. Harden, Kansas City (1977). Ethics Committee, 1993 -94. He
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Nan Mc Bain, Battle Creek (1987). She is Accountant, Kellogg Community College, Battle Creek, Mich.
Richard Mielcarz, Calumet (1985). National Director, 1992 -94. He is
Operation Accounting Supervisor, Ford Motor Company, Flossmoor, M.
Sylvia H. Michelini, CPA, North Alabama (1987). Ethics Committee,
1990 -95. She is an Auditor, National Aeronautics and Space Administration, Marshall Space Flight Center, Ala.
Robb D. Morton, Springfield (1983). National Director, 1993.94. He is
Corporate Controller, Partyka Resource Management, Chicopee, Mass.
Daniel J. Murphy, New Hamphire (1988). Committee on Corporate &
Academic Development, Chair, 1993.94. He is Consultant, Romac & Associates, Bedford, N.H.
Nancy Struck, Oakland -East Bay (1990). She is Manager, ABC Solution, Point Richmond, Calif.
RichardA. Olsson, Long Beach, (1988). He is Divisional Controller, DS
America (West) Inc., Long Beach, Calif.
Verna H. Orr, Birmingbam -Magic City (1983). She is Consultant, Protective We Corp., Birmingham, Ala.
ArthurJ. Pann, Westchester (1980). Regional Council, President, 199394. He is Consultant, Arthur Pann Associates, White Plains, N.Y.
MargaretA. Pfeiffer, Northwest Suburban Chicago (1980). Education
Committee, 1991 -92. She is Corporate Controller, CompuAdd, Des
Plains, Ill.
Beverly 0. Phelps, Northern New York (1981). She is an Auditor, Watertown Savings Bank, Watertown, N.Y.
Douglas C. Poe, Blue Grass Area (1985). He is Associate Professor,
University of Kentucky, Lexington, Ky.
Robert D. Richter, St. Louis (1977). Regional Operations Committee,
1993 -94. He is Financial Accounting Analyst, Monsanto Co., St. Charles,
Mo.
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NOMINEESFORNATIONALDIRECTORS
Mark D. Romboli, Boston (1982). Chapter Operations Committee,
1990-94; National Director, 1993 -94; Regional Council, President, 199394. He is Corporate Controller, Draka (USA) Corp., Norwood, Mass.
*Francisco J. Rosa,San Juan (1987). National Director, 1992 -94. He is
Employed with Janssen Puerto Rico, Caguas, Puerto Rico.
James F. Sabo, Northwest Suburban Chicago (1977). National Director,1992 -94. He is an Internal Auditor, Uarco Inc., Crystal Lake, W.
Robert M. Salmore, CPA, Boca Raton (1984). He is an Auditor/Associate, McGladrey & Pullen, Delray Beach, Fla.
*Evie L. Sandusky, Albuquerque (1986). She is Corporate Controller,
S R D A, Pueblo, Colo.
James T. Santaniello, CMA, Piedmont High Point (1966). Committee
on Corporate & Academic Development, Chair, 1993 -94. He is Auditor,
Thomasville Furniture, High Point, N.C.
Laurie K. Schneiderwent, Wisconsin Lakeshore (1988). She is Controller, Sheboygan Pine Hills Country Club, Howard Grove, Wis.
Diana L, Shultz, North Central (1987). She is Employed with A G Edward & Sons Inc., Mansfield, Ohio.
Lavern J. Siegworth, Dubuque Tri-State (1968). He is Controller /Asst.
Treasurer, Woodward Communications Inc., Dubuque, Iowa.

Patricia N. Simon, CMA, West Central Ohio (1987). She is Assistant
Controller /MIS Director, The O.S. Kelly Company, Springfield, Ohio.
Gary H. Smith, Dallas North (1979). He is Controller, Distribution /Non - Resale Purchasing, J C Penney Co. Inc., Dallas, Texas.
Dale M. Steinwald, CMA, Buffalo (1984). Controller, Rupp Rental &
Sales Corp., Buffalo, N.Y.
Harold L. Tallant, Chattanooga (1978). He is Business Manager,
WTVC -TV, Chattanooga, Tenn.
Karen L, Tokuda, CMA, Salem Area (1981). She is Accountant, CH2M
Hill Inc., Corvallis, Ore.
Walter E. Turnquist, Hawaii (1981). Chapter Operations Committee,
1990 -91. He is Commander /Financial Manager, U.S. Coast
Guard- MLCPAC, Alameda, Calif.
Dale L. Vorndran, CPA, West Los Angeles (1982). He is Manager- Taxes, Pacific Energy, Commerce, Calif.
Judith K. Wilson,Southern Minnesota (1987). She is Accountant, Olmsted County, Rochester, Minn.
George J. Zimmerman, Chippewa Valley (1972). He is Division Accounting Manager, Pope & Talbot Inc., Eau Claire, Wis.
"Oneyearterm.

REGIONALCOUNCILPRESIDENTS
K. Edward Alexander, CPA, Tennessee Valley (1971). Chapter Operations Committee, 1982 -85, 1991 -92; Appointed Member- Executive
Committee, 1985 -86; 1986 International Committee, Operations Chair,
1985.86; National Director. 1986.88; Marketing & Membership Committee, 1988.89. He is Senior Vice President /Finance & Administration,
Martha White Foods Inc., Bentwood, Tenn.
Mary J. Bergin, Northern Lights (1977). Public Relations Committee,
1983.86; National Director, 1986-88, 1989 -91; Chapter Operations Committee, 1991 -93. Regional Operations Committee, 1992 -94. She is Manager of Operations & Admmistration, Knitcraft Corporation, Winona,
Minn.
Michael P. Evanson, CPA, Heartland (1973). Marketing Committee,
1990-93. He is President, Michael P. Evanson, CPA Inc., Strongsville,
Ohio.
Martha A. Fasci, CPA, Texas (1979). Public Relations Committee, 198889; National Director, 1989 -91; Marketing Committee, 1991 -92. She is
Associate Professor, University of Texas, San Antonio, Texas.
Harold (Gene) Fielding, CMA, CPA, Florida (1974). He is Owner, Harold E. Fielding, CPA, Savannah, Ga.
Rebecca E. Francis, Keystone Mt. States (1985). She is Self -employed,
Beaver Falls, Pa.
Neva J. Groves,Virginia (1978). She is Manager, Financial Accounting,
B W Technologies Holding Camp Co., Lynchburg, Va.
James W. Hamilton, North Central (1978). National Director, 1992 -93.
He is an Accountant, Iowa Power & Light Co., Des Moines, Iowa.
Theodore C. Hansen, Upstate New York (1980). National Director,
1991.92. He is CEO, Syracuse Computer Form, Liverpool, N.Y.
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1989 -91. He is Director- Corporate Accounting & Consolidation, Cummins Engine Co., Columbus, Ind.
Wayne O. Maurer, CMA, Ohio (1974). Regional Operations Committee, 1993-94. He is Professor, Wittenberg University, Springfield, Ohio.
Michael G. McLean, CMA, CPA, Pacific Northwest (1977). National
Director, 1992 -93. He is Owner, OC3 Inc., Salem, Ore.
Catherine A. McQueen, Wild West (1983). She is Controller, Mill
Creek Studios, Inc., Mentone, Calif.
Thomas A. O'Connor, CPA, Potomac & Chesapeake (1983). He is
Chief Accountant, PSC Systems, Rockville, Md.
Thomas B. Perry, CPA, Dixie (1974). Public Relations Committee,
1988.90; National Director, 1992 -94. He is Senior Consultant, Cambridge
Consulting Inc., Birmingham, Ala.
Deborah Redding, CPA, Michigan (1984). She is Manager, Dupuis &
Ryden P.C., Flint, Mich.
Patricia Renzoni, Northeast (1981). Chapter Operations Committee,
1992 -94; Regional Operations Committee, 1993 -94. She is Controller, St
Marks School, Southboro, Mass.
Robert M. Rokose, New Jersey (1967). Member Interest Groups Committee, 1993-94. He is Manager of Budget & Planning, Ciba -Geigy Corp.,
Ramsey, NJ.
James R. Romesberg, Mid - Atlantic (1981). Chapter Operations Committee, 1990.91; National Director, 1992 -93; National Directonat- Large,
1993.94, Regional Operations Committee, 1993 -94. He is Plant Controller, E.I. Du Pont De Nemours & Co., Newark, Del.

Julia Huston, CPA, Mid - America (1982). She is a Consultant, Hammond, Incl.

L. Patrick Samsell, CMA, CPA, Golden West (1971). Regional Operations Committee, 1993 -94. He is Director /Finance, City of Stockton,
Stockton, Calif.

Bradley S. Kaplan, CMA, CPA, Rocky Mountains (1985). Marketing
Committee, 1991.92; National Director, 1992 -94. He is Director, Executive Compensation, U.S.West Incorporated, Englewood, Colo.

Caroline D. Strobel, CMA, CPA, Carolinas (1978). Research Committee, 1988-89. She is Professor. University of South Carolina, Columbia,
S.C.

Ronald D. Luther, CMA, CPA, Lincoln Trail (1975). National Director,

Kikis A. Zachary, CPA, Metro New York (1979). He is Divisional Controller, JC Penney Co. Inc, New York, N.Y.
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TRENDS

IN EDUCATION

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

CLASSROOM
PARTICIPATIVE
BUDGETING
BY C. DOUGLAS POE
s a professor of cost accounting, I try to use examples from
everyday life to explain management accounting tools and techniques. For example, to teach budgeting and performance evaluation I use
the typical course syllabus with its emphasis on assignments and grading of
those assignments as an analogy for
the budgeting and evaluation process
in a business. I call it classroom participative budgeting.
Throughout my teaching experience I have been concerned with the
"one-time" nature of most assignments. Due to time constraints, students generally are allowed only one
attempt at each assignment. I wanted
a more "job -like" approach so students
could, within reason, work on each assignment or section of material until it
was mastered.
When I decided to introduce participative budgeting to my classes, I discussed my ideas with the students. We
reached a consensus on the basic principles to be applied in the upcoming
semester.
The first principle is that students
are given a choice of using my traditional syllabus and grading procedure
or the new "contract" system. The
"contract" system requires the same
assignments to be submitted as the traditional syllabus requires, but with
some alterations in procedure and
grading. Students have a maximum of
three attempts at all graded material,
with due dates for each attempt Only
their highest score is counted, but they
are required to achieve a minimal
score by the third attempt in order to
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continue under the "contract" system.
Failure to achieve this minimal score
by the third attempt requires them to
revert to the traditional syllabus, and
only their first attempt at any assignment is counted.
My students agreed that working
homework problems is essential to
success on the tests, and they recommended that all homework be collected and graded. The solutions are available on reserve at the library so
students can check their work —not
copy solutions outright. The minimal
score on each assignment is 90%. The
first due date is the class period after
the material is covered, the second due
date is one week after the graded
homework is returned, and the third
due date is the last class day of the
semester.
Because students wanted to
strengthen their writing skills, they
agreed to a short term paper on a managerial accounting topic of the student's choice, due four weeks prior to
the end of the semester. The minimal
score is 80% on each of the following— content, composition, spelling,
and grammar.
Students felt that two comprehensive computer assignments are sufficient. Again, each student has three attempts, and the minimal acceptable
score is 90%. This ensures that each
student masters the computer skills required in the course.
Students are required to attend approximately 85% of the classes and respond satisfactorily to any question
50% of the times they are called upon
(random selection) during class discussion. Any student can opt out of
class discussion (and thus avoid embarrassment) by notifying the instructor prior to class and receive only one
nonsatisfactory mark.
With the minimal requirements in
place, the student's grade for the
course is determined purely by his or
her test average. A consensus was
reached regarding the testing procedures. Each student again has three attempts at the tested material, with only
the highest score being recorded. The
first attempt takes place on specified
test dates throughout the semester.
The second attempt is seven to eight
days after the first attempt. The third
and final attempt is during the final exam period. Any student can opt during
the final exam period to repeat the first,
second, or third test or any combination of the three tests.
After three semesters of participative classroom budgeting, students

have made a limited number of changes in the "budget." The basic grading
pattern is supported strongly, and the
computer projects and participation requirements remain unchanged. Some
alterations have been made in the order in which specific topics are discussed in class. Required attendance
has been reduced to 80%, but if a student is chosen randomly on a date
when he or she is absent, he or she receives a "no participation" grade for
that date.
The students felt they benefited
most from the requirement that they
correct and resubmit the writing assignment Many said they had not
been required to correct their writing
assignments in any other class. Consequently, this assignment has evolved
to several shorter assignments spread
throughout the semester, with each
one having the same minimal grading
pattern and resubmission deadline patterns as used for the original single assignment.
Although there are numerous complaints about the volume of homework
and time constraints, each class has
agreed that working the homework is
essential to understanding the material and succeeding on the tests.
The pattern of grades has changed.
Unexpectedly, the proportion of "A"
grades has not increased, and the number of "E" grades has been zero for students completing the course. The
number of "D" grades has diminished
much more than expected. As expected, the proportion of "B" and "C"
grades has increased.
My students have been quick to
spread the word about the advantages
and disadvantages of classroom participative budgeting. Many have commented both during and after the semester that they worked harder and
learned more. All agree that they
learned the benefit of mastering each
of the assignments on the first attempt
and acquired better time - management
skills.
■
C Douglas Poe is an associate professor
in the School of Accountancy, College of
Business and Economics, at the University of Kentucky. Dr. Poe can be reached
at (606) 257 -4224.
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 & YoungAlumni Professor and
Regent's Professor at Georgia State
University.
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BRIDGINGPC-BASED
ACCOUNTINGAND
ELECTRONICDATA
INTERCHANGE
baring data easily between different computer applications is the
ideal. But sometimes it seems as
if these data are locked in here, those
data are locked in there, and "you can't
get there from here."
A new software product is changing
that situation, providing a convenient
bridge between PC -based accounting
and electronic data interchange (EDT).
It is EDI Bridgeworks /Plt''' from Platinum Software Corporation. It is in use
at the Acme Group, a manufacturer of
textile products. EDI Bridgeworks /Plt
enables full integration of the company's Platinum® accounting software
and STX® for the Microcomputer EDI
software. The result of implementing
EDI is that order entry is automatic,
turnaround time is slashed, and inventory management is almost real time.
The Acme Group, headquartered in
Detroit, consists of several divisions.
Acme Mills provides textiles used in
automotive seating, supplying direct to
the BigThree automakers or theirTier
1 suppliers. Great Lakes Filter distributes industrial filters. Fairway Products is a cut -and -sew operation selling
to automotive and specialty markets.
Acme Trim does seat pattern work,
again for the Big Three auto companies or their Tier 1 suppliers. Actex, a
joint venture, has introduced a new
process of trilaminating that eliminates
sewing on seat pads; the process now
is being used for child car seats. Duotec is another joint venture that has developed a new method of injection
molding of door panels and dashboards.
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At the Acme Group, accounting and EDI are
integrated on the PC platform using local
area networks (LANs).

Several divisions are housed in the
Detroit headquarters. Other locations
include Hillsdale, Troy, and Warren,
Mich.; Chicago; and Santa Teresa,
N.M.
Electronic data interchange was initiated in the fall of 1989. Acme is doing
EDI with customers —the three U.S.
automakers —and with one of its major
suppliers. FourAcme divisions currently are performing EDI: Acme
Mills, Fairway Products, Great Lakes
Filter, and Actex. The EDI standard
they are using is ANSI ASC X12. A proprietary GM EDI standard also is being
employed.
At Acme Mills and Fairway Products, transactions being exchanged include the Production Release, Functional Acknowledgement, Advance
Ship Notice, Receipt Advice, Application Advice, and Shipping Schedule.
Acme Mills also is receiving an inbound Invoice from the supplier company. At Great Lakes Filter and Actex,
transactions include the Purchase Order and Purchase Order Acknowledgement.

EDI communications with the automakers are direct, PC to mainframe.
Communication with the supplier company requires a value added network
(VAN) interconnection. With its supplier, Acme Mills is using a VAN called
AT &T Easylink. The supplier uses the
General Electric Information Services
VAN, which interconnects with Easy link.
Also in 1989, the Acme Group made
the decision to integrate accounting
and EDI on the PC platform using local
area networks (LANs). The corporation had been using the IBM System
36 mid -range computer and had several different accounting packages for
the different divisions. As part of the
switch, management determined to
standardize on one accounting package. "We selected Platinum because it
provided all the features we required
and because it is written specifically to
run on LANs," stated Martha Delechta,
network administrator for the Acme
Group.
Platinum is a full- featured accounting software package from Platinum
Software Corp., designed for IBM and
compatible PCs. It includes general
ledger, accounts payable, accounts receivable, purchase orders, order entry,
inventory, bank book, a spreadsheet
interface for budgeting, and other
features.
Four Acme locations now are running LANs --the Detroit office, Fairway Products in Hillsdale, Actex in
Troy, and Acme Southwest in Santa Teresa. "Tile next step is implementing a
wide area network or WAN," said Delechta. Such a network already is in
place for Detroit, Troy, and Hillsdale.
Other offices will be added.
Acme is using AST 386 and ALR 486
PCs as file servers and 286, 386, and
486 PCs as workstations. The Detroit
office has nearly 35 workstations, Fairway Products has 23, Actex four, and
Acme Southwest two. The Novell network is being used for both types of
network.
The STX for the Microcomputer
EDI software, from Supply Tech, Inc.,
likewise is designed to operate on IBM
and compatible PCs. It is a general -purpose EDI software package that supports the North American ANSI ASC
X12 standard and the international EDIFACT standard. It also supports virtually all public VANs and private EDI
networks. STX is highly flexible; a patented Overlay feature allows it to accommodate the needs of any trading
partner.
To integrate Platinum and STX, AcMANAGEMENT ACCOUNTING /MAY 1994

At Supply Tech, two rolls of textiles are
shown being loaded onto a truck for

shipment to a customer.

me implemented EDI Bridgeworks/
Plt. This Platinum software add-on operates within the Platinum menus,
"providing the same look and feel,"
said Gregory Davidson, vice president
of the Platinum Systems Engineering
Group, "so EDI is accessed quickly
and easily from inside Platinum." EDI
Bridgeworks /Plt integrates to STX
through that software's flat file interface capability. Initially, another EDI
package was used, but problems
occurred with the interface. Since
switching to STX, there have been no
problems.
Acme is using three modules of EDI
Bridgeworks /Plt: EDI Order Entry,
EDI Shipping, and EDI Payable Entry.
The EDI Order Entry module takes incoming EDI purchase orders or production releases and enters the data
automatically into Platinum Order Entry. The order is processed, and Platinum Inventory is updated immediately. When the order is ready to ship, the
EDI Shipping module takes over. It
prints out a packing list, bill of lading,
and any necessary export paperwork.
It formats an EDI advance ship notice.
It creates an invoice in Platinum Accounts Receivable and prints bar code
and shipping labels.
In this case EDI Bridgeworks /Plt
also interfaces with Supply Tech's
STBAR bar code labeling software.
STBAR supports a wide range of industrial and commercial standards. "It
handles all the standards needed for
each auto division," noted Davidson.
'Mere are five different standards
within Ford alone."
The EDI Shipping module also
maintains cross-reference files for part
numbers, trading partners, and invoices/ASNs. It can maintain package
data and transportation mode coding
as well as blanket orders.
The EDI Payable Entry module accepts incoming EDI invoices and enMANAGEMENT ACCOUNTING /MAY 1994

ters them as purchase order receipts
into Platinum's Purchase Order module to match the vendor invoice against
the purchase order. An automatic
price, item, and quantity check is performed. Every EDI Bridgeworks /Plt
module includes help windows for every user - modifiable field.
A major advantage provided by integrating accounting and EDI is faster
turnaround. "We used to receive releases and purchase orders in the mail,
and they would take two to four days
to get into our old system," Delechta
said. "Now we receive the order via
EDI, and it's in our system the same
day, which is a savings of up to three
days."
Coupling accounting and EDI saves
clerical time, too. No re- keying of ordering /shipping data is required, and
errors and paperwork are reduced.
With the system's speedy entry and
standardized accounting procedures
across the board, Acme has achieved
close to realtime inventory. "We now
can close inventory on the first working day of the month instead of the
tenth," Delechta pointed out.
"Me rapid turnaround also means

that Acme can get its invoices out faster to improve cash flow," added Davidson.
"Plus," said Delechta, "our efficient
EDI system has improved our quality
rating with the Big Three."
Expanding on the success of its external EDI program, the Acme Group
also intends to use EDI internally
among its divisions. Intracorporate
EDI will begin with Great Lakes Filter
exchanging documents with Fairway
Products.
"Integrating accounting and EDI
has streamlined the ordering and shipping process with our customers," stated Delechta. "Applying this process
within our divisions will provide even
more efficiencies."
To learn more about STX EDI software, contact Supply Tech, Inc., 1000
Campus Drive, Ann Arbor, MI 48104;
(313) 9984000. For more information
about Platinum software, contact Platinum,15615 Alton Parkway, Irvine, CA
92718; (714) 727 -1250.
Gregory Mazurkiewiez
Wolverine Lake, Mich.
Circle No. 80
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SOFTWARE
American Express Travel Management Services and Competitive
Technologies Inc. (CTI) have combined their expertise to develop the
"Power Solutions" line of computer
software. With CardPower and Trip Power, corporate travel managers can
analyze travel patterns and expenses
more effectively. Each month, clients
receive a diskette containing all Corporate Card billing or travel reservations data so users can respond immediately to questions about how travel
dollars are being spent. Color graphics capabilities and the option to cut
and paste graphs or reports into other
programs make it possible to produce
powerful presentations. Both programs operate in Microsoft Windows
on any IBM - compatible PC with a 486
processor and 8MB of memory and
can generate an unlimited number of
custom reports as well as standard reports. Depending on hard disk capacity, historical data may be stored
indefinitely.
Circle No. 50
Adisoft has introduced Expense Report!, expense reporting and accounting software that produces a paper report and also submits information
electronically to the user's accounting
department. It captures expense information to a database. Then, using
transaction technology, this information is sent with the report to the processing area where it is used to create
a central expense database. Sending
methods include e-mail, diskette, LAN
routing, and file transfer. The central
expense database is used to update
the general ledger, accounts payable,
and accounts receivable systems without rekeying information. Screen pre64

Trip Power

sentation is customizable to a user's
needs. For example, for a traveler the
screen presentation is simplified to
show only the data fields that person
uses. Expense Report! is designed to
run on notebooks, laptops, desktops,
and LAN workstations, with special
configuration options for the various
environments.
Circle No. 51
Business Resource Software, Inc.
has made available Plan WriteTm for
Windows, business planning software
that uses a structured outline format
to guide a user through the process of
creating a business plan. It provides
additional help through exhaustive
examples and an explanation for each
topic. Plan Write includes a word processor, spelling checker, integrated
spreadsheet, and spreadsheet templates for the profit and loss and cash
flow statements and balance sheet. It
also includes a chart generator,
checklists, on -line tips, and an on -line
glossary of terms and concepts.
Circle No. 52
SVS Company Inc. has released INSTTNCTiVE PAYROLL for Windows
and DOS, an easy - to-use, standalone
payroll system for small businesses. It
does automatic federal and state tax
calculations; handles hourly, salary,

commission, and 1099 pay types; processes payroll advances; allows unlimited benefits and deductions; and
tracks vacation and sick time. It handles special payroll needs, such as
401(k) plans and tips, and prints
checks and all standard reports: 941,
943, W2, W3, 1099, 1096, and more.
The software supports laser and dot
matrix printers and includes the latest
technology for electronic employee
deposits and employer tax filing.
Circle No. 53
EAS Technologies has developed
LMPIus, an automated labor management system that enables companies
to administer the Family Medical
Leave Act (FMLA) accurately and at
low cost. The system can track precisely the time each employee has
taken year -to -date and the time scheduled to be taken the rest of the year.
It can generate detailed reports on
each employee. LMPIus can handle
all employee scheduling and track
time -based transactions such as arrival and departure, transfers and callbacks, meals and breaks, access to secured areas, and job data It can be
tailored to meet the specific data collection needs of any company. The
software system is also available in a
client /server version, LMPIus C/S
7.0, which offers daily labor information by department or job, cumulative
attendance history, cost of schedule,
approaching overtime and overtime
analysis, and work order and job
tracking.
Circle No. 54
Insight Software Solutions has
brought out Debt Analyzer for Windows, software that helps reduce and
eliminate debt. It is designed for professionals who help individuals with
their financial needs. The debt elimination schedule takes all of a user's
current debt information and projects
a possible solution for eliminating the
debt. Options include using minimum
payments, applying extra payments,
and selecting one of nine predefined
priority methods. The Debt Analyzer
allows the user to create loan consolidation schedules and will determine
the amount of money saved by doing
so. Professional reports, schedules,
charts, and summaries can be viewed
or printed. The program contains an
advanced filing system in which multiple scenarios for an individual can
be maintained along with multiple
clients.
Circle No. 55
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be upgraded or programs added easily through the system's available
PCMCIA 2.0 slot.
Circle No. 60

PUBLICATIONS
Accountants for the Public Interest
has updated its two publications,

What a Difference Nonprofits Make: A
Guide to Accounting Procedures and
What a Difference Preparation Makes:
A Guide to the Nonprofit Audit. Inserts
update the guides on the new FASB
rules 116 and 117. The inserts also
contain the changes of the Omnibus
Budget Reconciliation Act of 1993
(OBRA).
Circle No. 61
HP Omnibook 430 PC

Trend Micro Devices Inc. has released PC Rx, a new generation of virus
protection for PCs using DOS and Windows operating systems. PC Rx detects new viruses by filtering for virus like activities and provides this
protection without frequent updates.
PC Rx combines a comprehensive
scan with a rule -based filter that identifies all virus behaviors, monitoring
for nine virus characteristics. PC Rx is
compatible with any standalone PC or
PC network, Windows, and memory
management programs.
Circle No. 57

Payments Association. Using blank,
cut -sheet security paper, the printer
prints everything needed on a check in
one pass, including company logo, signature, account number, and MICR
line. At speeds up to 11 pages per minute, or 33 checks per minute with three
on a page, the printer handles up to
15,000 pages per month at a print resolution of 300 dots per inch. It generates both electronic and hard -copy
transaction reports of all negotiable
documents it has physically produced
and recorded.
Circle No. 59

Scala USA Inc.'s international accounting system allows for variations
in national business and accounting
provisions. It exists in 30 languages
and can operate in one language while
generating documents in another. It
can support up to 30 currencies and 10
languages simultaneously, runs on
most platforms, and communicates
easily with other applications.
Circle No. 58

Hewlett- Packard Company has introduced the HP OmniBook 430 PC, a
486 -based superportable PC. The 430
PC comes with Microsoft Windows
and MS-DOS loaded on its hard drive.
It has a 105MB PCMCIA hard -disk
drive, a 25 MHz CPU, a 9 -inch enhanced reflective display, and 4MB of
RAM standard and can run on four
lithium -AA batteries or its rechargeable battery. Other features include instant on (programs are resumed immediately when the machine is turned
on after it has been turned off, even if
the file has not been saved), full -size
85-key keyboard, built -in pop-up
mouse, and long battery life. Measuring 11.1 x 6.4 x 1.4 inches and weighing 2.9 pounds, the 430 PC fits into a
briefcase. It is available in three models. All have a 105MB or 40MB
PCMCIA 2.0, type III hard -disk drive.
All three use the system's built -in
DoubleSpace compression program
to provide approximately 200MB or
80MB of storage capacity. Storage can

EQUIPMENT
Xerox Corporation has produced the
Xerox 4197 MICR II Desktop Laser
Printer, which was designed specifically as a MICR printing system, including benchmark security features. The
4197 -II approaches a zero-percent
printer- and materials- related reject
rate. The MICR line produced by the
4197 -II not only meets stringent U.S.
banking standards but also the more
exacting requirements of the Canadian
MANAGEMENT ACCOUNTING /MAY 1994

RealWorld Corporation has released
the latest edition of the RealWorld Enhancement Directory, "The RED
BOOK." It includes more than 700 pages of listings of RealWorld vertical market, add -on packages alphabetized by
industry; enhancements and modifications to specific RealWorld products;
ports and operating environments;
custom developers; qualified installers
and authorized consultants; and authorized training centers.
Circle No. 62

"

Ask Me Multimedia Center is offering a major upgrade for its interactive,
multimedia Windows presentation
software, SST" (Super Show & Tell).
SST 1.1 allows the user to create a complete slide presentation, including motion and sound, without ever leaving
the main editing screen. Version 1.1 includes 20 new features. Among them
are enhanced memory management,
advanced branching capabilities, new
transitional effects, the ability to preview a slide before jumping to it action
within an action capabilities, and improved video production features. The
company also is offering "A Guide to
Multimedia" on CD -ROM. It gives suggestions about how to create great presentations using SST; sample applications; and more than 100 royalty-free
clips, as well as specially designed templates and bullets for use in SST,
Circle No. 56

accounting software for
dynamic asset management
• Rapidly calculate depreciation using
any method for unlimited assets
plus:
• Automatically post all transactions to
proper General Ledger accounts
• Fully account for leased assets and all
physical asset activity
• Provide key data for Activity Based
Costing and for minimizing taxes
For the full story on this completely open,
100% ORACLE based answer to your fixed
asset needs, call Axteil today:

1- 800 -678 -6535
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360 N. Hayden Road, Scottsdale, AZ 85257

Tel. (602) 255 -0508
Fax (602) 970 -6355

Circle No. 22
65

TRENDS

IN MANAGEMENT
ACCOUNTING

RESEARCH
JULIAN M, FREEDMAN, CPA

COSTMANAGEMENTAT
CATERPILLAR
he Caterpillar Corporation held a
technical session on cost management on March 18, 1994, arranged by Lou Jones, manager of corporate cost management, and Sam
Fleming, manager of corporate cost information. Zile session, attended by a
group of 11 academics and by IMA's director of research, focused on how Caterpillar costs product, some of the
unique methods the company uses in
setting cost rates, and how it uses cost
data in business analysis.
Caterpillar's system is used to drive
its business. The development of the
system has been described in several
issues of MANAGEMENT ACCOUNTING& October 1988, February 1991,
and February 1992; and in Cost Management for Tomorrow, Seeking the
Competitive Edge,published by the Financial Executives Research Foundation,1992.
We have reports of the meeting
from two of the attendees: first, James
M. Mackey, and, second, Germain
Boer.
Caterpillar Tractor is world class
again! CAT opened its doors to scholars from Boston to San Francisco and
from Nashville to Nebraska. Attendees
listened as Lou Jones and Sam Fleming
unveiled their costing system. First,
Lou explained how almost $1 billion in
losses in the early '80s prompted
change and how the Plan with a Future
(PWAF), a $2 billion reengineering
plan, was born. The new strategy focused on decentralization, new management and production technology,
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product differentiation, and cost management. However, this meeting only
examined the current cost information
system (CIS).
The CIS focuses on current production costs. Thus, it has certain features
not common to financial statement
measurement. CIS does not include
some administrative, R&D, and other
"abnormal" costs. Depreciation is
treated as a historical cost, but CIS uses the units of production method
based on machine hours, as opposed
to time- related measures. For product
decisions, wear and tear rather than
technological obsolescence is considered relevant. As a third difference, the
CIS assigns period costs according to
normal volume and ignores the impact
Of abnormal volume fluctuations.
Activity drivers are based on products, processes, and logistics. Process
costs, for example, consist of three
parts — variable labor, variable machine costs, and period costs. Variable
labor and machine costs are incremental cash flows. Period costs, except depreciation, are cash flows converted to
machine hour rates.
The complete costing information
system links 17 plants and corporate
headquarters. All parts, components,
and end products can be combined at
the push of a button. Processes are
compared across plants for analysis
and internal benchmarking. The CIS,
however, depends on local operating
systems for quantity measures, which
may cause some errors and required
approximations. While not all costs are
precise, they are accurate enough and
are revised monthly. CIS supports
many decisions.
For example, target costing and
concurrent design are a critical part of
the CAT's new production strategy. It's
been successful. Seventy new products
have reached the market in the last two
years. Product development time has
improved from 8.5 years to 2.5 years.
No new product can vary more than
20% from existing designs. Target costing is critical. Design teams make extensive use of CIS to achieve these new
goals.
After leaving Caterpillar's corporate
headquarters, we felt we had looked into the future, and it had arrived.
James T. Mackey, CMA, CPA,
California State University,
Sacramento
At Caterpillar, Inc., the management
accounting system blends management accountants and accounting systems to create a management account

ing process that continuously adapts to
changing business conditions. The interaction between managers and accountants occurs so seamlessly and so
smoothly that it is almost as if every financial number delivered to a manager
came with a management accountant
attached to it The accountants serve
on product development teams, material sourcing projects, and pricing projects. They draw on their knowledge of
company information systems to provide cost data for evaluating the economic viability of products; they estimate cash flows for major investment
projects and sourcing decisions; and
they identify costs controllable by individual managers for responsibility reporting.
The management accounting system seems never to stand still, with
monthly updates of product costs,
changing report formats, changing
cost assignment methodologies, and
new systems for addressing new business needs. Cost standards and cost
variances were once an integral part of
the system, but now they are gone, and
management accountants concentrate
on predicting future product costs. The
cost system once used straight -line replacement cost depreciation, but now
it uses historical costs and a units -ofproduction depreciation method. Management need takes precedence over
all other considerations —the product
cost used for financial reporting differs
from the one used for decision making,
and the decision - making cost differs
from the one used for sourcing decisions. This management accounting
process focuses on delivering the right
cost to the right manager just in time
for the decision facing the manager.
Germain Boer, Ph.D., CPA,
Owen Graduate School of Business,
Vanderbilt University

TOPTECHNOLOGIESTHATWILL
AFFECTACCOUNTING
ccording to the AICPA Information Technology Research Subcommittee and the Practices
Subcommittee, the two technologies
that will most affect the accounting
profession and business in general in
1994 are electronic data interchange
and area networks. Members considered the degree of impact on four areas: productivity and quality improvement, audit, consulting, and general
business awareness.
On an overall basis, here are the top
10 technologies considered.
MANAGEMENTACCOUNi'ING /MAY 1994

1. Electronic data interchange
(EDD: automatic, electronic execution of routine business transactions between two or more business partners.
2. Area networks: linking of computers at different locations by data
communications technology to
share computer resources.
3. Cooperative and client /server
computing: the distribution of processing functions between two or
more computers.
4. Image processing: the process of
scanning and converting paper images and source documents into
electronic documents.
5. Quick response: a business strategy that attempts to maximize the
efficiency of moving merchandise
from raw material suppliers to customers and at the same time to reduce the amount of inventory in
the merchandise pipeline.
6. Distributed database technology:
a repository of logically related data distributed over geographically
disbursed locations.
7. Relational database technology: a
set of tables related to one another
through the use of keys. Users interact with the database by means
of a query language.
8. Communications technologies: a
combination of various technologies, including asynchronous
transfer mode (ATM) , frame relay,
integrated data services network
(IDSN), fiber digital data interconnection (FDDI), T -span, and satellites.
9. LAN interoperability: the interconnection of networks via bridges,
routers, and gateways.
10. Automatic identification: a method
of providing instantaneous knowledge of material flow from receiving through manufacturing and on
to shipping.
Julian M. Freedman, CPA, CPIM, is director, IMA research.

MANAGEMENT
ACCOUNTINGPRACTICES
IOUIS BISCAY, CPA

PERRELLNAMEDTOIASC
ohn J. Perrell III, a member of
IMA's Management Accounting
Practices (MAP) Committee, has
been appointed to the Board of the InMANAGEMENTACCOUNIING /MAY1994

be obtained from IASC, 167 Fleet
Street, EC4A 2ES, England. Telephone: +44 (071) 353 -0565 FAX: +44
(071) 353-0562.

MAPCOMMITTEECOMMENTS
ON IMPAIRMENT

John J. Perrell, III

ternational Accounting Standards
Committee (IASC) as one of two U.S.
members.
Mr. Perrell is vice president-finance
standards for American Express Company. His responsibilities include establishing company -wide accounting
policies and participating in the financial reporting standard - setting process. Over the past 12 years, he has
held various positions with the company. Earlier, he had experience in both
industry and public accounting.
A certified public accountant, Mr.
Perrell also participates in the activities
of the Committee on Corporate Reporting of the Financial Executives Institute and the FASB Financial Instruments Resource Group. He is a
member of the American Institute of
CPAs and the New York State Society
of CPAs.

IASCSTATEMENTOF
PRINCIPLES
peaking of the IASC, it has just
published a draft Statement of
Principles, "Intangible Assets," in
which an IASC Steering Committee
recommends that identifiable intangible assets held for use over the long
term be recognized initially at cost and
amortized over their useful lives.
When the useful life is not reliably determinable, the Steering Committee
recommends amortizing over not longer than five years, unless a longer period (up to 20 years) can be justified.
Draft Statements of Principles are
intended to seek input prior to the
IASC Board's considering an Exposure Draft Comments are due by May
20. Copies of "Intangible Assets" may

ollowing the MAP Committee's
meeting on March 10, 1994, IMA
comment letters were sent to the
FASB and GASB.
The MAP Committee expressed
support of the FASB's effort to develop
a standard on impairment of long -lived
assets that is general and qualitative in
nature, thus allowing for managerial
judgment in application. In summary,
MAP agrees with the examples of impairment indicators listed in the Exposure Draft and with the proposed approach in which an impairment loss
would be recognized only when expected future undiscounted cash flows
are less than an asset's carrying
amount. With regard to the appropriate measurement value attribute for assets used in the business, committee
members are divided among fair value,
estimated future undiscounted cash
flows, and estimated future discounted
cash flows.
The MAP Committee also wrote to
the GASB, regarding its proposed
Statement, "Accounting and Financial
Reporting for Certain Grants and Other Financial Assistance." With respect
to three major issues, MAP was
pleased to see that the proposed Statement is consistent with MAP's letter of
comment on the previously issued Discussion Memorandum. The current
comment letter does take issue with
what MAP sees as an inconsistency between treatment of food stamps delivered under a paper system and under
an electronic benefit transfer system.
Copies of these comment letters, or
any others issued by the MAP Committee, are available at no charge by request to Ms. Lorraine Lupinski, IMA,
10 Paragon Drive, Montvale, NJ 07645,
(201) 573 -6227.

FASBTODEALWITH
DERIVATIVES
he Financial Accounting Standards Board agreed in principle
to issue an Exposure Draft that
would require more complete disclosures of information about derivative financial instruments, such as forward,
futures, swap, and option contracts.
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Publication was slated for late March
and would be effective for calendar
year 1994 financial statements. Entities
having less than $150 million in assets
would have a one -year delay in implementation. The Statement would apply
to all business enterprises and not-forprofit organizations. According to
FASB Chairman Dennis Beresford,
" Ibe Board is proposing these new disclosures so that investors can have better information about the nature of investments a particular company or
not - for -profit organization is making."

GASBISSUESPENSION
PROPOSALS
he Governmental Accounting
Standards Board issued three related Exposure Drafts: Financial
Reporting for Defined Benefit Pension
Plans and Disclosures for Defined
Contribution Plans; Employers' Accounting for Pensions; and Financial
Reporting for Postemployment Healthcare Plans Administered by Defined
Benefit Pension Plans. GASB requests
comments on the exposure drafts by

FJ
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GL Smarts and the
power of a spreadsheet
hot - linked to your data.
A powerful reporting
combination !

•

'
'
'

Systems Corporation

1 - 800 - 663 - 8663
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ANALYSTSLOOKATFINANCIAL
REPORTING
he Association for Investment
Management and Research
(AIMR) recently issued "Financial Reporting in the 1990s and Beyond," a position paper prepared by Peter H. Knutson and other members of
the Financial Accounting Policy Committee (FAPC) of AIMR and endorsed
by AIMR's Board of Governors. The
paper does not change the character of
financial reporting but does represent
a thoughtful consideration of financial
reporting issues deemed significant in
the 1990s and beyond from the perspective of the user —in particular, the
financial analyst. Its issuance by AIMR
is intended to influence the opinions
and actions of company managements,
accounting standard setters and securities markets regulators, and independent auditors.
The AIMR met with the MAP Committee in March 1993 to discuss the
then tentative position paper. MAP
Committee members offered individual comments both for and against the
various recommendations made in the
paper. Neither the MAP Committee
nor any other IMA representative has
taken a position on the report.
Highlights of the report follow.
Financial Analysis and Financial
Reporting.This section defines the dis-

S YNEX
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June 30 and plans to hold public hearings on the three proposals on June 8
in Minneapolis and on July 13 in Norwalk, Conn. One copy of each proposal
is available without charge during the
comment period from GASB Order
Department, 401 Merritt 7, P.O. Box
5116, Norwalk, CT 06856 -5116, (203)
847 -0700, ext. 555.

tinction between financial analysis and
financial reporting. FAPC believes that
the role of financial reporting is to
present the economic history of specific entities, which is done best when
managements are willing to disclose
and discuss their strategies, proposed
plans, and expected outcomes. Forecasts of the future enhance financial report usefulness but must be separated
from and not confused with financial
statements themselves.
The Changing World.The report addresses the globalization of capital
markets, the spread of free enterprise,
and their implications for analysts. In
this regard, increasing attention is being given to the activities of the International Accounting Standards Com-

mittee and the International Organization of Securities Commissioners.
FAPC supports their work while expressing concern over the possible
lowering of reporting standards
domestically.
Qualitative Characteristics of Financial Statements. FAPC examines quali-

tative characteristics of accounting
that are seen as most important to financial analysts and introduces
AIMR's view that mandated quarterly
reporting not only is essential but that
moves to abolish it seem to be based
on incorrect premises.
Broad Topics. The balance of the report addresses at length a number of
broad subjects, including:
• Mark -to- market accounting: The
analyst community is mixed as to
where mark -to- market accounting
should apply. Members of FAPC do
agree on the desirability of reporting marketable equity securities at
market.
• Intangible assets: FAPC advocates
capitalizing all executory contracts
with an initial duration of more than
one year (including employment
agreements and similar arrangements). The analyst group also recommends writing off purchased
goodwill when it is acquired.
• Financial statement dissemination:
FAPC strongly advocates continuation of quarterly financial reporting.
• Disaggregated financial statements: FAPC urges FASB to promulgate a standard that would
present segment data based on the
way an enterprise is organized and
managed.
• Income and cash flow statements:
The report supports the concept of
"comprehensive income" and calls
for narrowing the presentation of
cash flows to the "direct method."
• Transition to new standards: FAPC
recommends single transition
methods and short transition
periods.
Finally, the report discusses the
standard- setting process, supporting
the FASB while suggesting certain
changes in the process.
The cost of the report is $20.00 per
copy. To obtain it, call the AIMR Publications Department at (804) 9803647, fax to (804) 977 -0350), or write to
AIMR Publications Department, P.O.
Box 7947, Charlottesville, VA 22906,
Louis Bisgay, CPA, is director, Manage mentAccounting Practices.
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IMANEWS

ciates, a corporate restructuring, turnaround and crisis management firm...
Garry G. Brigolin has
been promoted to treasurer
of the G.B. Dupont Co.,
Inc.

KATHYWILLIAMS,EDITOR

Andrew Gale, Portland
(Ore.), has been named
chief operating officer of
Landa, Inc. He is vice president of finance for the

Charles E . Phipps , Baltimore, has joined Valuation
Research Corp. as regional
manager- business development in its Mid - Atlantic
Region.

company.

Carl B. Garcia, Princeton
(NJ.), a senior financial supervisor with Wakefern
Food Corp., recently was
appointed chairman of the
company's Activity-Based
Costing Committee. He is
a member of IMA's Cost
Management Group.

Edmund M . Houlihan,
Bergen Rockland (NJ.), was

promoted to chief financial
officer, Cairns & Brother,
Inc.
Lynn H. Frederick, Lan six&Jackson (Mich.), has
been promoted to manager
of accounting and tax for
Consumers Power Co.,
Jackson, Mich.
Kenneth A. Merchant, Las
Angeles, was named dean of
the University of Southern
California School of Accounting. He is the KPMG
Peat Marwick Professor of
Accounting. He is a member of IMA's Committee on
Research.
Mitchell R. Wagner,
CMA, Louisville (Ky.), has
been promoted to financial
controller in the manufacturing headquarters at United Distillers North America, Louisville, Ky.

Kenneth A. Merchant

so is corporate controller
Jeffrey G. Blumengold,
New York, has been admitted to partnership at M.R.
Weiser & Co., New York,
N.Y.
Luci Royster, North Penn,
has been named plant controller at Griffin Pipe Products Co.'s Florence, NJ.,
plant.
Kenneth A. Hilb., CMA,
Oakland County (Mich.),
has been promoted to principal at Jay Alix & Asso-

Dwight T. Pahui, CMA,
Minneapolis Viking
(Minn.), was named controller at Kauffman Stewart
Advertising.
Mary Lou S. Ballantyne,
CMA, New Jersey Meadowlands, is now associate professor at Passaic County
Community College...
James Orsini was named
executive vice president
and chief finanical officer of
the Rowland Company,
U.S., an operating u nit of

Rowland Worldwide. He ab
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Mitchell R. Wagner

Andrew Gale

Bruce J. Norton, CPA,
Tucson, former chapter
president, was promoted to
director of finance, University Medical Center, Tucson, Ariz.

Michael L. Buettner,
CPA, Rochester (N.Y.),
has been named vice president -corporate development for Bausch &
Lomb.

Michael S. Paquette,
Westchester (N.Y.), was
elected vice president and
chief accounting officer of
Fund American Enterprises
Holdings, Norwich, Vt.

IN MEMORIAM

Lehigh Valley, Andrew S.
Butkowski, 64, ELA, 1964;
Titus W. Strawhecker, 84,
EI A, 1973,
Lubbock Area, Cliff C.
Bloodworth, 67, 1977,
Member -at- Large, Foreign , Kenneth D. Gilpin, 85,
ELA, 1974; Daniel T. Mahony, 75, ELA, 1982.
Merrimack Valley, Raymond E. Soule, 92, ELA,
1968;Norman G. Totten,69,
ELA, 1970.
Middle Georgia , Sydney L.
Rotter, 84, EI A, 1977.
Minneapolis Northstar,
Chester V. Althouse, 71,
ELA, 1958;Ernest�A.�Cl� fford,87, ELA, 1977; Scott M.
Johnson, 37, 1991; Clare L.
Rotzel, 92, ELA, 1962.
Mohawk Valley, George A.
Richter, 84, ELA, 1978.
New Orleans, I.J. Hunn,
82, ELA, 1977.
North Penn, Edward P. Inskip, 82, ELA, 1978; Francis
J. Morhodge, 81, ELA, 1981.
Oakland County, Robert
F. Lodewyk, 65, ELA, 1958.
Permian Basin, Phillip M.
Cochran, 44, 1989,

Akron, Hadley N. Ensign,
85, ELA,1973;J. F. Varley,
71, ELA, 1968.
Albuquerque, Thomas f
Cook, 70.
Baltimore, R. C. Erb, 74,
ELA, 1949
Binghamton, J.F. Portelli,
71, ELA, 1959.
Cleveland East, Charles
N. Farinacci, 58, 1982.
Danbury Area, John D.
Fitzsimmons, 63, 1964.
Erie, Robert D. Guber, 38,
1985.
Fort Lauderdale, Richard
E. Kaunfer, 47, 1972.
Hartford, B.G. Tyrrell, 83,
1944.
Houston , Glen F. Bailey,
81, ELA, 1978.
Kansas City, Arthur L.
Coil, 92, ELA, 1964; P.R.
Hobson,81, ELA,1983; Byed
R. Lollar, 92, ELA, 1970;
William P. Marsh, EI A,
1967; Barney S. Ricketts, 93,
EI A,1975; Clifford H.
Snyder,92, ELA, 1972;
T.E. Williams, 71, ELA,
1977.
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NATIONWIDE
OPPORTUNITIES

PROFESSIONAL
FINANCIAL SERVICES
Estate planning, 401k & administration, financial planning, managed money and full brokerage
services.
1-800- 777 -5418
MERRILL LYNCH

'

PADGETI'S
ranked #1
again...and
again...and
again.

For people who
won't settle for
less Than the
best, the winning
choice is
Padgett. The
ONLY accountI\
ng franchise listed among the
nation's top 100
franchises by S
(Nov. '93),
Entrepreneur (Jan. '94) and Incom@
Qoportunities (Feb. '94), Padgett
offers accountants the resources to
achieve their most ambitious goals.
Resources like our superior
accounting systems, marketing and
support that promote and sustain
business growth.
If you're ready to start building your
own successful accounting practice,
start by calling "America's #1
Accounting Franchise" NOW !

Call 1- 800 - 323 -7292
PAID M B US I NE S S
SERVICES
An International Accounting Franchise
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We are a leading authority in the
placement of Manufacturing
Management Accounting professionals. We currently have CFO,
VP Finance and Controller
search assign men ts in the
$40,000.$150,000 range nationwide. Please call us to discuss
these career opportunities at 803788 -8877. You may fax your resume to us at 803 - 788 -1509 or
mail it to:
F-O-R-T-U-N -E Personnel
Consultants of Columbia, Inc.
P.O. Box 23728, Dept. MA
Columbia, SC 29224
Our client companies
pay our fees.

SOFTWARE

FIND SOFTWARE FAST
Business Software Catalog
Now Only $25
Over 3,500 Titles /Descriptions
Prices, & More on Diskettes
More than 300 Vertical Niches
Shop price ranges & save big
money.
Hard to find solutions for all
businesses, full support,
money -back guaranty. Tenth
year. Available by BBS or mail.
LOG onto Free BBS
Download details & referrals.
BBS 407 - 547 -8759
WORLD CLASS SOFTWARE,
INC
245 Elwa Place
West Palm Beach, FL 33405
PHONE 407 - 585 -7354
FAX 407- 547-1703
Free listing For Software
Developers
Dealer Enquiries Invited
Call for your nearest Bulletin
Board.

MANAGEMENT
ACCOUNTING®

readers will budget
more than $10.5
billion next year for
product lines
advertised in this
magazine.

AC TWIN BASED
COSTING SOFTWARE
Activity Analyzer for DOS and
Windows. Create activities, cost
drivers, bills of activities, and attributes for multi- dimensional activity analysis. Single -level and
multi -level product costing with
full bill of material roll -up.

*

Linda Moore
Dept. MA
Executive Recruiters
P.O. Box 21810
Little Rock, AR 72221 -1810
(501) 224.7000
Fax (501) 224 -8534
*

COMPREHENSIVE
Yke Accounting Network
1- 800 -323 -9000

Over 500 affiliates identify Big 6
and Fortune 500 Mfg permanent
and contract opportunities.
Personal and Professional.

*

Be president of your own firm.
Extensive training in our unique
business systems includes practice management, computer software and marketing. Virtually all
you need except initiative. Over
the past 28 years, we've helped
hundreds of accountants and
CPAs get started. Why wait?

*

WHY RUN NUMBERS?
RUN YOUR OWN
ACCOUNTING FIRM.

*

FINANCIAL
SERVICES

*

HELP
WANTED

*

BUSINESS
OPPORTUNITIES

DEBT FINANCING
SERVICES
Accountants helping accountants with their company's debt
financing needs for working capital, equipment financing and
leasing, real estate, SBA and
leveraged acquisitions. No fees if
not successful.
Call Financial Management
Resources
(800) 824 -3467

Lead Software, Inc.
158 Greenfield Drive
Bloomingdale, IL 60108
(708) 351 -5155

Corporate
Photography
• Executive portraiture
• On -site photography
• Product photography
• Illustrative photography
• Industrial photography
for
Advertising
Annual reports
Trade shows
Trade publications
In -house publications
Archives
Public Relations
As seen monthly on the cover of
Management Ac counti ng Magazi ne

Corporate Photography Direct

(212) 242 -2000
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Earn CPE
Credit
us i ng
M anag eme nt
Ac c ounti ng
& Quarterly
CPE Exams

r

h

H

M
v

Quarterly CPE Exams provide
a formal self -study continuing
education program involving
read ing s from Management
Accounting and thought provoking questions including
original problems and mini cas es related to the journ al
A

articles.
Each

exam

contains

H
H

50

multiple- choice questions
covering three monthly issues

Do you want to reach hundreds of thousands of corporate
accountants with your product or service?
Call our advertising representatives:
Peter McGrath or Jim Hart
Management Accounting
10 Paragon Drive, Montvale, NJ 07645 -1760
Tel: 1 -800- 638 -4427;
FAX # (201) 573 -0639.

w+

v

of Management Accounting.
■ 6 hours CPE per exam.
■ Special price to IMA
members of $26 per exam.
■ Free descriptive brochure.
■ Endorsed by IMA.
To order exams or request free
brochure contact:

to

Accounting Education
Rates: $4.00 per word - 15 word minimum.
Advertising copy over 50 words is charged at
display advertising rates. Abbreviations, ZIP
codes, and phone numbers count as one word
each. All classified advertising must be prepaid. Noncom miss ionable.

Closing Date: Deadline for copy
is 45 days preceding month of publication.

Copy: All advertising must be submitted in

typewritten, double- spaced form. No telephone orders accepted. Copy may be foxed
to Alice Schulman at (201) 573 -0639.
MANAGEMENT' ACCOUNTING /MAY 1t94

Acceptance: Publisher reserves the right to
accept or reject advertisements for MANAGEMENTACCOUNTING@ Classified.
Payments: Payment in U.S. funds must accompany each order. Mail copy to Alice Schulman, MANAGEMENT ACCOUNTINGO, 10 Paragon Drive, Montvale, N) 07645.1760. Tel.
(2011573-6280.
Display Classified: One - twelfth page lone
column x 2 3/8 "i is available at $822.

fA

Associates
Forum VI, Suite 636 -G
P.O. Box 9055

v

Greensboro, NC 27429
Telephone (910) 855 -5151 or
1- 800443 -8248, Ext. 1040.
(Mention special IMA $26 price)
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IN THE LIBRARY
SHAHS N. SANENTZ, EDITOR

INTERNATIONALACCOUNTING
ANDAUDITINGTRENDS
Third edition, Vinod B. Bavishi, Center
for International Financial Analysis
and Research, 211 College Road East,
Princeton, NJ 08540, (1- 609 -520-

9333), 1993 Vols. 1 and 11, 1,226
pp.This book is designed to highlight the similarities and differences in
accounting standards and financial reporting practices among leading publicly owned corporations worldwide
and the implications of these discrep.
ancies. It also profiles the leading accounting firms worldwide and examines trends in their auditing fees and
auditors' reports with a view to providing perspectives about the current status and future direction of the global
accounting services industry.
Volume I covers international accounting trends with 326 pages of text
and 172 pages of appendices, while
Volume II covers international auditing trends with 186 pages of text and
542 pages of appendices. Subjects covered feature financial reporting practices and accounting standards of leading global industrial and nonfinancial
companies, banks, and insurance companies; analyses of auditors' reports
worldwide; audit fees in selected countries; global network of leading international accounting firms; and global
competitive analysis of leading international accounting firms.
Each chapter follows a similar format: introduction, research objectives,
research design, analysis, findings,
and conclusions. The sources of data
consisted of accounting policy variables from 978 leading industrial companies from 41 companies, audit opinions and forms of reports of 1,500
leading companies from 47 countries,
and CIFAR's (Center for International
Financial Analysis and Research) global database of 15,000 companies from
50 countries.
Honing in on the importance of
globalization today, this book offers a
72

basis for understanding financial statements across national boundaries. Another value of the book, perhaps unintended by the author, is that it offers
some insight into the strategic financial management and operational decisions of many influential multinational
companies. The first edition consisted
of two volumes, with the second volume devoted entirely to data on accounting firms, global list of top client
companies, audit fees, and profiles of
the top international accounting firms.
The second edition condensed and
consolidated most of the information in
the earlier two volumes into a single
volume, which makes for quick and
easy reference. This third edition focuses on the leading and most influential companies worldwide and the standards of auditing globally.
This book is an invaluable resource
for companies planning to expand
overseas, regulatory agencies and
stock analysts, domestic companies
facing competition from foreign companies, and, above all, students and researchers.
Francis A. Kwansa
Assistant Professor
Virginia Tech.
Editor's note: This is a reference book
and will not be loaned out of the Stuart
Cameron McLeod Library.

THECOMPLETEGUIDETO
DOING BUSINESS IN MEXICO
Anita Winsor, AMACOM, American
Management Association, 135 West 50

Street, New York, NY 10020,1994, 256
pp. —If you're looking for a detailed
manual on all aspects of Mexico, including its culture, labor market, and
economy, this guide may be just the
passport you need. Published right after the North American Free Trade
Agreement was approved, the book
presents a wide range of information
very clearly and concisely. Under "Socializing," for example, the author sug-

gests, "Business acquaintances often
meet for a drink around 7:00 p.m. It is
an honor for a visitor to be invited into
a Mexican home, because this invitation is usually only extended to good
friends. The visitor should arrive about
twenty minutes late, bearing a gift for
the host. A good bottle of wine makes
a nice present, or a box of chocolates
or flowers for the hostess. Dinner is
usually served quite late, between 9:00
and 10:00."
Surprising to those readers who relied on Ross Perot for information
about Mexico is the extensive modernization and privatization of the Mexican economy. And, yes, wage rates are
lower in Mexico — nearly 80% lower
than in the United States —but often
fringe benefits and additional employee costs are higher in Mexico than in
the United States. In 1992 the minimum wage was $0.55 per hour, but
U.S. companies were paying $2.08 per
hour.
A practical handbook, this guide also is a directory with almost 1,000
names, addresses, and telephone numbers of professional services, governmental organizations, and consultants
in marketing, franchising, and border
assistance. The author herself is principal of her own consulting firm, U.S:
Mexico Trade Network, Inc., based in
McLean, Va.
Robert Randall

THE ISO 9000 HANDBOOK,
SECONDEDITION
Robert W Peach, ed., CEEM Information Services, 10521 Braddock Road,
Fairfax, VA 22032, 1994, 591

pp.The cover tells it all: "A practical,
comprehensive guide to ISO 9000 standards, implementation and quality systems registration." As the book quotes
a study that indicates it costs upwards
of $245,000 to become registered, this
volume is for the company that is truly
serious about quality. The good news
is that the same survey indicated that,
on average, registered firms felt they
had direct annual savings of $180,000,
so there is a less than two -year payback. The top three benefits of registration are felt to be greater quality
awareness, improved documentation,
and positive cultural change.
Alfred M. King, CMA
Members may borrow materials reviewed in this section by calling Shake
Sanentz, manager of library services,
Stuart Cameron McLeod Library, at
(201) 573 -6235.
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True, ABCcangiveyoumorereliableproduct
costs. Butthen what? With NetProphetsoftware,
you can improvetheunderlyingprocesses todo
somethingaboutthosecosts. OnlyNetProphet
combines thebestofallworlds:ABC,ABM,
process-viewanalysis,capacityplanning,
constraintchecking,andBPR—allinoneeasyto-use, integrated package.

Processvs.products
ThroughitsWindowsinterface,NetProphet
allows you tolookatyourbusiness in acommonsense,graphicalprocess view.Columnsandrows
ofnumbersmaybefinefortheaccountants, but
what about therest ofyourorganization?
NetProphet gives everyoneapicturethat they
canunderstandanduse.

What -ifanalysis
OnlyNetProphet provides quick and flexible
"what -if" analysis. You — and anyoneyou designateon thenetwork — can project different
business possibilities. Just point totheprocess,
changethevariable, andtheresults aredisplayed
instantly.There's noneed tobuild multiplemodels
and wait for lengthy reallocations.

Generate your reports,
not ours
NetProphet includes an integrated report writer,
soyou can producecustom reports withthe
information, range, and look that you want. Or,
you can easilyexport dataand results from
NetProphet into otherapplications.

Unlimited network access
Multipleusersacrossanetwork canaccessthe
NetProphet modelsimultaneously, totest
different scenarios and generatetheirown
reports — all without affecting the integrity of
the"master" model. And, theeconomic benefits
arecompelling: for10 users, thecost is half that
of the leading competitor's software.
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ABC grows up

Your industry,
your experience
With hundreds of active installations, we and
our international network of value -added
consultants can help you design the right
model for your business. And, only Sapling
offers industry- specific training classes, from
beginner to advanced to expert. Plus, you get
unlimited technical support and software
upgrades for six months - free!
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Sapling Inc., U.S.A Toll -Free 1. 800.335.5050
Tel: (201) 592 -5012 Fax: (201) 592 -4765
Sapling Corporation, Canada
Tel: (905) 678-1661 Fax: (905) 6781667
Sapling Corporation, Europe
Tel: 0819951331 Fax: 081742 7301

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. We have 150 offices worldwide. Call your
local office today.
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