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Accounting Software So Advanced,
It men Recognizes This.
Now North America's #1 accounting software,
ACCPAC°Plus" comes with America's #1 bar code
laser scanner, the Symbol Laseffouch!
These two products are now available in one
package. It's called ScanPAC" And its the ideal
way to bring the ease and reliability of bar code
data collection to your inventory control and
data entry.

ACCPAC

plus AccounCll

North America.

For More Information, Call 1-800- 225 -5224,
Dept. 35567Or Contact Your Local
ACCPAC Plus Business Partner.

With ScanPAC, you use the Symbol

Laser'Touch scanner to instantly and accurately
input data into the Inventory Control and Order

The ScanYAC package gives you everything
you need — cables, documentation, and even
portable bar code label printing capabilities. And
don't forget, it integrates with the easiest and most
versatile accounting software program around —
preferred by more accountants and businesses in

;
w

Entry Modules of the ACCPAC Plus software.

There's no need to key in information.
The result: you save lots of time and ensure
greater accuracy in inventory management and order processing.

Once you see

what ScanPAC
OSMPUTER=
can do, you'll instantly
E n.
Sokw r superior y �design.
n
s
recognize the advantages.

Introducing ScanPAC"
In Computer Associates International, Inc., Islandia, NY 117887000. offer good in U.S. and Canada only,
All product names referenced herein are uademerks of their respective companies.
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There's only one activity -based management system
powerful enough to take you from data capture through to

I

you only ever view the correct results. And its self maintaining
- automatically incorporating any changes you make.

reporting, without compromise.

As for reporting, Hyper ABC lets you view the data you

Hyper ABC from Armstrong Laing.

want in the format you need via familiar spreadsheets.

Designed to make your job easier, it w ill unlock data
wherever it's stored without rekeying or re- formatting.

To find out about the activity -based
management with more muscle, telephone

Once captured, its built -in controls validate everything, so

800 883 41 1 1 now for our free brochure.

0 1993 Armstrong Laing Inc 7 Piedmont Center, Suite 500, 3525 Piedmont Road, Atlanta, Georgia, 30305 Telephone 404 364 1836 Facsimile 404 233 4883
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TECINOLOGY
IS THE MEDIUM
D

un & Bradstreet Software's mission is to
help its customers increase "information
convenience" for better decision - making.

Technology makes the mission a reality through

the SmartStream client/s erver application suite.
Designed from scratch, SmartStream meets businesses'
ever- increasing needs for reliability, performance and
usability. D&B Software's experience in over 10,000
customer sites contributes to an understanding of
real -world business processes and to increased

"OUR
CLIENT /SERVER
SOLUTIONS
ARE DESIGNED
TO SPECIFICALLY

business productivity.
These features, combined with the company's
investments in developing flexible and cost-effective
client/s erver arc hitectures, create a technical foundation

for SmartStream that adapts to continually changing

customer requirements.
A N E W C L A S S O F A P P LI C A T I O N S

REDUCE THE
CYCLE TIME OF
DECISION- MAKING
CRITICAL TO OUR
CUSTOMERS'
PRODUCTIVITY."
John L Pepe
Senor lire President
(:w1nmer.4olutiom 1)"elopmeN
N. & 11 - d ar r r t Sq 8 r o n

D &B Software developed SmartStream using

is one of Canada's largest manufacturers of wire and
cable products with over a thousand employees and
seven manufacturing facilities across Canada. Bob
Culmer, Phillips' Director of Information Technology,
recently chose to implement Financial Stream and
SmartStream Decision Support for the company's
accounting information needs, in part because of
the products' technical architecture.
"The technologies D&B Software uses for
SmartStrearn — Windows, Sybase SQI_ Server,
PowerBuikfer, TCP/IP — are also the technologies
on which we've standardized for internal application
development," says Culmer. "That means we'll have
greater possibilities to integrate SmartStream with
our own applications, and better internal support
capabilities by working with a platform our developers already understand."
By starting with O AF, D&B So ftware was ab le to

design essential features into SmartStream, such as a

an approach called the Open Application Framework
(OAF), a three -tiered architecture for quality

true distributed architecture. Both data and process
can be allocated across multiple computing locations, so

application development.
The base of OAF is the foundation layer, which
combines the data warehouse, graphical user interface,

customers can easily distribute headquarters' accounting
applications to other departments in their organizations.
Each user's information and activity needs are handled

communications and workflow utility tools that offer a
robust, functional base. From this common set of tech-

by the individual client PC, which presents the user
with specific tack - oriented windows in response to the

nologies, the company developed a set of transactionprocessing applications to meet enterprise information
needs in Financials, Manufacturing, Distribution and
Human Resources. The third tier includes cross organizational analysis tools, like SmartStream Decision

activities and requests of other users. Common services
such as Scheduling, Security and Help are available to
all SmartStream applications, easing support needs and
increasing efficiency.

Sup po rt and S martStream Bud get, that turn trans ac tio n

information into material for better decision - making.
SmartStream's foundation architecture is based
on industry- standard technologies such as Microsoft
Wind o ws , S yb as e S QL Server, P b werS o ft P b wrrBuikler

and TCP/IP. These technologies form an "enabling
platform" that offers consistency, integration with
standard mail and imaging tools, and greater flexibility
in hardware and communications choices.
Customers see this open technology foundation
as a key SmartStream strength. Phillips Cables Ltd.

C O MP LEME NT IN G T E C HNO LO G Y
WITH SERVICES

D &B Software also developed a set of services
and support offerings to complement its products
and allow customers to gain maximum benefits.
The company's support solutions start with a
world -class technical support center for front -line
help, available seven days a week, 24 hours a days
D&B Software's support staff has the expertise to
provide assistance not only with its own proprietary
technology, but also with all the underlying third -party

Sm mkmrm uru! h+wm ral 1 mm are n r n J n d - . b —I b+unbvmmSrxum. tIR .4num, NunuNarwmg Sarum. Bcou+z.Go.+m.iv+num, SmunflmrmIDxfHx. Scoozr.4moo h.. S pfu , unf eu..ou... il+wr orc rnalemurkr i r>„n a,ltn.l.rrm srJmurr.Sv.Im,
Izr. Aauzm++f rhr nurnrc . zbn m.urnol, o.em•n.0 fu.Jnorc anf k+frw,ur pnJ ws . urr menrx+mJ be ra+me !n nnKr Ij++.w .Jf .u•t,. +h,. f.nlun n•unr..oe L+imn/ o. rnJ.+nurF+br rhr,unrNnrn rL•u n,•mu/u eurc r h pnJ u. n li a m. wr mrrmom n•:Im+n rhoe rrue
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technologies in the SmartStream platform. In addition
to standard phone support, customers can obtain exten-

sive electronic support through SmartStream Assistant,
a facility that allows remote diagnostics and instant
distribution of software enhancements.
The company also offers services to ensure
that customers realise the greatest return on their
SmartStream investment. Through its own organization and business partnerships with Price Waterhouse,
Andersen Consulting and other firms, the company
offers a full range of consulting services, from system
integration to the use of SmartStream as a platform
for business process reengineering. D&B Software's
education specialists provide comprehensive staff
development and training programs for end users.
But perhaps the company's most unique services
are its programs that fulfill a commitment to "sensible
migration" to client/server. Through its research and
experience, D&B Software knows the key issues customers face in the transition to client/ server computing
are managing time, expense and risks. The company's
migration-assistance products and services provide
ways to reduce problems with all three.
D &B Software's Customer Choice program
provides lock -in maintenance pricing and preferred
pricing of new technology for "on-maintenance"
customers. SmartStream's modular design even
provides a form of migration assistance, allowing
customers to proceed to client/server at their own
pace, gradually implementing new technologies that
work side -by -side with existing mainframe applications.

A WO R L D - CiAss PRO D U C T SurrE
Starting from an integrated view of an entire enterprise's information and process needs, D&B Software's
SmartStream product suite covers the most intensive
data requirements of an organisation:
• Fina ncial Strea m for all basic accounting
functions from general ledger to reporting, plus
management tools such as budgeting, cash management and cost accounting.
• Ma nufacturing Stream for fill! management
of the manufacturing process, from product configuration
to work scheduling.
• Distribution Stre am to mana ge all ma jor
" in an d o ut " func tio ns, inc lud ing o rd er m anage ment,

quotations, inventory, purchasing and shipping.
• HR Stream to handle employment information
such as personnel, payroll and benefits.
All of these streams feed into one with SmartStream
De c is ion Support, an information-integration platform
that lets customers analyze internal and external information. Decision Support helps management throughout the company access and study information that drives
the business, with the ultimate goal of better decision making for greater productivity and valuable results.
For more information about D&B Software
solutions, call 1 -800- 290 -7374.

Dun & Bradstreet Software
ac T N Of
" Dun& B radstreetCo rpexatio n
® 1 9 9 4 (k in

Cir c le N o. 25

flnrJrtrcrr .k jru rc .4•n i.rr, Irn

NT
GO
ACCOUNTN
I
PUBLISHED BY INSTITUTE OF MANAGEMENT ACCOUNTANTS

AUGUST 1994/VOI. IXXVI No. 2

aaO

� E4F,w 'AS

k,%s � L1t� �" RPRy

N
,�

24
STANDARDSOF
ETHICALCONDUCT
FORMANAGEMENT
ACCOUNTANTS
26
LET'SREENGINEER
COSTACCOUNTING

Cover. PC power is driving dramatic
changes in corporate accounting. See
page 26 f Photo by Bob Grant, NYC.

The cover of this issue is an 8Mb.
lithoweb recycled paper stock.

BY DANIEL P. KEEGAN
AND ROBERT G. EILER
Cost accounting thinking
has swung from the old,
traditional ideas to new,
radical ideas such as
activity-based costing. Now
it is time for companies to
synthesize the old and new
app ro aches to co st

management and to build
ABC into the formal
management system.
Lybrand Gold Medal
Winner, 1993 -94

MANAGEMENTACCOUNTINron9 (ISSN

0025.1690) is published monthly by
the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ
07695 -1760, (201) 5739000. Price
$10.00 per copy. Subscription rates,
per year. $20 (included in dues, nondeductible); nonmembers, $125.00,
Second class postage paid at Montvale, NJ., and additional mailing offices.To ensure uninterrupted mail
service, send present address label
and new address including ZIP number to Membership Records Dept,
IMA, Montvale, NJ 07645.1760. Allow
six weeks for change. IMA's telex
number is 9102509487; facsimile number is (201) 573009. IMA Bulletin
Board Service, 1-8W229-1268.
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32
MEASURINGTHECOST
OF INVESTMENT IN
QUALITYEQUIPMENT
BY ALAHASSANE
DIALLO; ZAFAR U. KHAN,
CMA; AND CURTIS F.
VAIL
Current accounting and
financing practices do not
provide adequate data for
financial justification of
investment in capital
equipment that promotes
quality. Described here is a
cost-benefit approach that
involves plant personnel in
identifying and quantifying
the benefits and costs of
investment in quality
equipment and that uses
specialized software to aid
operating m anagers in this
task.

Certificate of Merit, 1993 -94

36
UNDERSTANDING
CLIENT/SERVER
COMPUTING
A. FAYE BORTHICK,
CMA, AND HAROLD P.
ROTH, CMA
Almost everyone has heard
the term client / server, but
how many people know
what it means or how the
systems function? This
overview deciphers the
mysterious code.
Certificate of Merit,1993 -94

42
ATSCJOHNSONWAX
PHILANTHROPY IS AN
INVESTMENT
BY REVA A HOLMES
Corporations are being
asked to assume a larger
role in the solution of
society's problems. In
response, they must
increase the effectiveness of
their philanthropy and
improve the return on their
investment in charitable
causes.

46
TAPPINGTHE POWER
OF THE PC AT
GENERALMILLS
BY EARL E. ROBERTSON
AND DEAN LOCKWOOD,
CM A
General Mills, like many
companies large and small,
has tapped the power of the
PC to automate financial
applications. Beginning in
1984, General Mills began
automating the production
of financial statements for

the annual report and 10-K
using Lotus 1 -2 -3 and Micro
Control.
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FIXEDASSETSMANAGEMENTSYSTEM-FAMS

"Of all the fixed
assets systems I've worked with,
this is definitely
thebest."
.

"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
assets almost any way
imaginable."

� •
/ .
7

"Using FAMS /01has made my
job easier."
11 have thousands
of assets and are
Frank Nelson - Fixed Asset Accountant,
Mobil Mining & Minerals, Richmond. Virginia

constant ly replacing
" Their people should

be an asset on their books."

Far complete information
about fixed assets, project

managementand lease
managementsystems
from GBA, call
orwrite

"GBA's people will bend over
backwards if you have a problem. 1 have yet to call up
where they have not helped me right on the phone,
or have gotten 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.'

old ones. Being able to
inquire into the
database on just a key
word or one of the
numerous other
criteria has saved

me hours."

today

r i c a

O

Systems

Computer solutions since 1975
P.O.BOX19014.GREENSBORO,NC27419•(919)668-4555
(800)422-3267
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48
MEASURING
LEARNINGCOSTS
BY KEN M. BOZE, CPA
The human factor is a major
consideration in estimating
the cost of change. A
method for measuring
productivity against the cost
of learning is presented
here.
Certificate of Merit, 1993 -94

PETER JOHN
POZNANSKI, CMA
A program established by
Congress — Manufacturing
Technology Centers —
transfers advanced
manufacturing technology
to small companies.
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SOFTWARE-THE
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53
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BY GEORGE SANDERS,
PAUL MUNTER, AND
TOMMY MOORES
Computer software is
becoming an increasingly
valuable asset for many
companies, but FASB and
GAAP give no clear
guidance on accounting for
it, particularly software
developed for internal use.
The authors conducted a
survey of a group of CPA
firms and discovered that
even these firms often
account for purchased
software and internally
developed software
differently.

Views expressed herein are authors' and do not represent Institute policy unless so stated. Publication
of paid advertising and new product and service information does not constitute an endorsement by the
Institute of the advertiser or the product or service.
MANAGFMENr ACCOUNTING9 is indexed in the Accountants'Indexand also in the on -line database of
the same name. This publication is available inother
forms of media through Information Access Company and through University Microfilms, Inc., and
ABI /INFORM (313)7614700. For more information
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MANAGING YOUR
CAREER

Leveraged gifting.

18
TAXES
Employee product testing
& evaluation.

call (800)227.8431. The full text of MANAGEMENT
ACCOLITMN(4 is also available in the electronic versions of the Basiness Periodicals Index.
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The Federal Tax Guide
makes everything crystal clear.
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In business today, you have to keep your eyes open to deal with all the tax issues that
can affect your bottom line.
The Federal Tax Guide gives quick, focused answers to everyday tax questions. You get
practical examples and problem - solving techniques that help you work your way through
your particular tax situation. The Federal Tax Guide comes in both print and CD -ROM.
It's clearly the most convenient and easy -to -use tax guide you can buy. Compare it
with our competition. You'll see. 1800 TELL CCH
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BUILDING BRIDGES: THEME FOR 1994 -1995

EDIT `OR
Robert F. Randall

I

If you attended a spring CLEW or the June Annual Conference, you probably heard the "Bridge" story. It also

MANAGING EDITOR
Kathy W illiams

is on page 20 of the July issue of MANAGEMENT ACCOUNTING®. The story is about a group of people living
on a small island many centuries ago. A narrow body of
water separated them from the mainland. They had to

TECHNICAL EDITOR
Karen S. Bell

make a basic decision about the use of their major resource—a large pile of stones. One choice was building
a fortress to defend themselves against possible attack
from the mainland people. The other choice was building a bridge to form a link to the mainland and its people.
As IMA looks to its future, we face a decision about
the use of our resources very much like the island
people. Do we want to build a defensive fortress and isolate ourselves, or do
we want to build a bridge and reach out to others? Your 199495 officers made
their decision. We will be "bridge builders."
Bridges are important both inside and outside IMA. Our inside bridges
provide the linkages between and among members, chapters, councils, national level volunteers, and our national staff. Our outside bridges provide the
linkage with other organizations and entities.
During the coming year, I plan to use the monthly Perspectives column
to tell you about our efforts to build new bridges, strengthen existing ones,
and increase the traffic moving across them. This month, the topic is an internal bridge - building activity that took place at the June meetings of the
Executive Committee and Board of Directors.
Ever since the NAA ICMA merger, the name change to Institute of Management Accountants, and the increased emphasis given to the CMA program, a perception has been growing among many members that IMA leaders had a hidden agenda to make the IMA exclusively a CMA organization.
Increasing numbers of our non -CMA members began to feel unwelcome.
Also, they felt that their days as members were numbered unless they joined
the CMA program. This perception that IMA was moving away from an inclusive approach to membership had to be addressed openly and honestly.
In May, the Planning Committee voted unanimously "NO" on the question
of becoming exclusively CMA. In addition, the Committee unanimously
agreed to present a bylaws amendment to formalize the commitment to remain an inclusive organization that welcomes a very diverse group of people
who share a common interest in management accounting. As the result, the
Board of Directors approved the following bylaws amendment in June: "CMA
certification is encouraged but not required to maintain membership."
The action in June bridged an unfortunate gap that was developing in our
membership. Non -CMA participants continue to be welcomed and valued as
members. The CMA program is exactly that —an IMA program.We want it
to succeed just as we want all IMA programs to be successful. Participation,
however, is an individual member choice that we respect.

K.� �1641 AA1;
KEITH BRYANT, JR., CMA
President, 199495
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The

E(TSTEP

toward understanding Activity -Based Costing

...

ou're home from the IMA Show in New York. You're settled back in to the daily grind,
but you're still excited about activity-based costing. You heard all about the power of
ABC and you're ready to take the next step.
The ABCs of ABM — a one -day seminar offered by ABC Technologies — will give you
everything you need to bring ABC to your organization. John Miller, President of
Miller • Newlin Consulting and Consultant with the APQC, presents material you won't hear
anywhere else.
ABM is not rocket
science. It's not even
revolutionary. ABM is
about how people do work.
It's about what the people
in your organization do."
John Miller
Mi ll r r • N ,  1m G . m uh i n ,

And you'll go home with a copy of EasyABC Plus *, the world's leading software solution for
activity -based costing. All this for
Cl
Ou
only $795!
1
In a single day, you'll understand:

Comin to a neaY
1:M9112 0:

- The origins of ABC

St. Charles, Illinois

- The theory behind activity
information

Portland, Oregon

- How ABC can help your
organization

Sunnyvale, California

- How to sell your manager
on ABC

New Orleans, Louisiana

Call today at 800. 939 -8477

St. Charles, Illinois
Portland, Oregon

to register for The ABCs of ABM.
• 7hts

fullfeaturedtrainingversionof EWABC Plus expirest f- 60 days.

ABCToehoologieslet.
5075 SW Griffith Drive
Beaverton, OR 97005
503/6264895 Telephone
503/6264003 Fax
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WASHINGTONREPORT
STEPHENBARL4S,EDITOR

QUESTIONS RAISED
ABOUT BEESE SAFE
HARBOR PROPOSAL
Carter Beese, Jr., one of the four
commissioners at the Securities &
Exchange Commission (SEC), has
taken the lead in attempting to flesh
out a modification of the "Safe Harbor"
rules. Those rules govern what company officials can say in public about anticipated changes in a company's financial position — particularly earnings—
without being subject to a lawsuit alleging fraudulent predictions. In two separate speeches in June, Beese suggested using a' business judgment rule" to
determine whether corporate officials
could be sued. In its current meaning,
this rule protects corporate directors
from shareholder suits when these directors, after reasonable investigation,
adopt a course of action that they, in
good faith, honestly and reasonably believe will benefit the corporation. In a
second speech at Stanford University
on June 15, Beese went further, suggesting that company officials produce
"projection binders" containing the
factual basis for a prediction. In the
event of a shareholder suit, the company would produce that binder for a
judge. Explains an SEC official, "If the
plaintiff can't shoot holes in the projection binder, the suit is over." Brent
Thompson, an official with the National Association of Manufacturers, says,
"Commissioner Beese has put forward
a serious proposal. He has focused it
on the right target. The proposal requires further development."

CONCERN OVER
DERIVATIVES
Pressure is building for congressional
action on derivatives. Hearings were
held June 23, 1994, in the House
Banking Committee on HR 4503, the
Derivatives Safety and Soundness Su10

measure amounts recognized on the
balance sheet, as opposed to only disclosing that information in footnotes.
He noted that this idea had prompted
"vocal opposition." He added, "As a
practical matter, the question is not
whether to use fair values, but rather
which assets and liabilities should be
reported at fair value and in which circumstances." The Gonzalez hearings
came a week after the AICPA held a
symposium in Washington on derivatives. James A- Johnson, chairman of
the AICPA Financial Instruments
Task Force and a partner at Deloitte
& Touche, noted that the risks associated with derivatives "are creating understandable concern in many
camps." The AICPA made recommendations on the kinds of questions
boards of directors should ask of management on derivatives.

REPORT
ADVOCATES
CHANGE IN
CORPORATE TAX

J. Carter Beese, Jr.

pervision Act of 1994. House Banking
Committee Chairman Rep. Henry
Gonzalez (D.-Tex.), is the prime mover behind that bill. One of the witnesses was Sen. Bryan Dorgan (D.-N.D.),
who has introduced S. 2123, the Derivatives limitations Act of 1994. Both of
these bills focus on derivatives held
by financial institutions and require
certain actions on the part of federal
regulatory agencies. They would not
affect corporate holdings of derivatives or the accounting for them on
balance sheets. Of course, as derivatives legislation moves forward in
Congress, amendments extending the
reach of any legislation to nonfinancial
corporations certainly could be proposed. Some business concerns were
expressed at the Gonzalez hearings
by Denny Beresford, chairman of the
Financial Accounting Standards
Board. He noted that FASB was working on an exposure draft on derivatives that it hoped to publish by yearend. One of th e tho rny i ssu es he
talked about is the value of using a
broader interpretation of fair value to

Usually the National Academy of Sciences reserves its opinions for questions of science and technology. But a
recent report called "Investing for
Productivity and Prosperity" ventures
into taxation and buttresses the argument s t hat so me bus iness gro ups
have been making for a consumption
tax, which would replace the corporate income tax. The NAS committee
of outside experts that prepared the
report was headed by A. Mi chael
Spence, dean of the Graduate School
of Business at Stanford. Spence's committee of notables advocated a consumption tax in the long term, with a
short -term goal of eliminating the
double taxation of corporate income
and broadening the 1993 tax act's favorable treatment of long -term gains
on sale of new corporate stock of
small companies by extending it to
gains on sale of long -term holdings of
issued stock in firms regardless of
size. Also, the committee called for
limited business investment incentives that can be justified by a clear,
strong, and measurable public interest element in the investment return
that is not part of the firm's private return calculation.
■
Stephen Barlas isa journalist with more
than 15 yearsof experience reporting
from Washington, D.C.
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Accounting Software
for the way you work
Now there's an accounting system with the
flexibility to meet your exact needs, the ease of
use of Microsoft® Windows''' and the client/
power to
True Client/Server server
put corporate
financial information at your fingertips.
Introducing VisionShift— Accounting.
The integrated, client/server accounting solution
from Collier- Jackson.
Every business is different.
So VisionShift General Ledger features an
exclusive
accounttogeneration
accounts tailored
your
C'Shm
process to create a chart of
_g y p
business structure. Even

i i i �

complex inter - department allocations and
multi- company consolidations are easily handled.
And just as easily modified when your business
changes.
With seamlessly integrated

Built for the
Receivable and
En t e r p r i s e Accounts
Accounts Payable, invoices,

checks and other transactions are automatically
reflected throughout the system for accurate
reporting. Our graphical on- screen calendar
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shows at a glance your day -to -day cash situation,
helping you manage it better.
Built -in links to the Microsoft Office
give you even more flexibility. Tap a button
to instantly create an Excel
template for special budgeting calculations. Distribute
vendor invoices for
approval by Microsoft Mail.
~y _
Or use Microsoft Access to
customize the software to suit your special
requirements. The possibilities are limitless.
Call today for
Easy and
more information or
for a demonstration
See for yourself that
driving your enterprise from the desktop is more
than a better way to run your business.
It's a VisionShift.

. User Extensible

VLSM,%Hf
Collier-Jackson

3707 West Cherry Street
Tampa, FL 33607
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813/878 -7867
FAX 813/876 -8786
YismQsMJf is�a�mdcma,k�of�collierJscksQn.�Mi—ft�and�MimQxutt
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MANAGINGYOURCAREER
`HOW DO I START MI' OWN BUSINESS ?'

ROBERTHALF,EDITOR
After 15 years in internal auditing with a major retailing chain, I feel I've reached

the end of my growth potential. I'm seriously considering leaving to set up my own
business. Naturally, I have mixed emotions about such a move. The thought of being
on my own after all these years in a corporate structure is daunting. At the same
time, I've come to realize that the very corporate structure that provides security also
stifles initiative. I believe I have the entrepreneurial drive to succeed in my own endeavor but thought you might be able to provide me with some basic strategies to make
this dramatic change in my life go a little easier
only way he could achieve greater success in his accounting career was to
change jobs. I suggested that he first
try to create a better job for himself
right where he was currently employed. I would suggest roughly the
same thing to you, not necessarily
seeking a better job, but applying your
entrepreneurial spirit to your current
employer.
Instead of viewing yourself as an
employee, pretend you're in your own
business. If you perceive yourself as
having your own auditing firm and further consider your employer to be your
"client" instead of employer, your perspective might change.
Become serious about learning everything you can about your employer,
as well as its customers and clients.
Look beyond your scope of immediate
authority and involvement. Most successful people do.
Who is the ultimate beneficiary of
our professional efforts? We work for
a "boss," yet our professional actions impact
'
upon a broader range of
people. By identifying
that extended group,
we achieve a better understanding of our role
in the overall business
scheme and develop an
enhanced sense of empowerment and satisfaction.
Many employees
consider an employer's
assets as belonging only to the employer. But
if you adopt the self -em"First, the sales department got even with the accounting
ployer attitude and condepartment, then accounting got even with purchasing, and
sider tangible assets as
payables got even with personnel, and then one day we all
woke up here."
belonging to you, and
/

tarting your own business is risky business.
When it works, the rewards can be great,
both monetary and psychological. I left the secure environment of a
large company many years ago to start
my own business and have never regretted it. The early going was rough,
but my vision of what I wanted to
achieve proved itself viable and successful.
But I certainly don't consider myself an expert on starting a business.
I've devoted my professional life to
helping people achieve success in establishing careers in the employ of others. I'm sure you're aware that in order
to succeed on your own, you71 have to
devote considerable time and effort to
making it work, as well as face the possibility of financial hard times.
A few months ago, I responded in
this column to a gentleman who felt the

12

that you must pay for them, you take an
important step toward achieving the
sense of being in control of your job
and future, the sense of being in business for yourself.
Those who consider themselves as
simply having a job, with narrowly defined duties, eventually stop learning.
They do things by rote and cease to
grow both professionally and personally. Being in one's own business doesn't
allow for this stagnation. Survival depends upon a continuing quest of new
knowledge and a commitment to finding better ways to service and satisfy
the clients and customers.
Any individual can create a climate
in which learning and growth is inherently part of our daily lives. And we can
do it while working for someone else
if we set our mind to it. That after all,
is what being in business for yourself
is all about —an attitude, a mindset that
we develop no matter what our working circumstances.
When we view ourselves strictly as
toiling for someone else, we often develop fears about whether our "secure"
jobs will be there tomorrow. Self -employed people, while having natural
fears about failure or success, generally push those fears aside. Or, more accurately, those fears don't have time to
grow because we're so busy running a
business.
But that needn't be exclusive to being in business for yourself. You can
attack your present job with the same
spirit and energy as you would if you
were CEO of your own company.
Because of the professional path I
chose to take, I would be the last one
to discourage anyone from striking
out on his or her own. But like my response to the reader who felt the only
opportunity for a better job was to
change employers, I encourage you to
put the same philosophy into play. If
you do, you might find that you won't
have to give up the security of a
steady paycheck and at the same time
achieve the satisfaction and fulfillment that comes with being your own
boss.
■
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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It's time for a better solution

Commander",Budge t
Mo r e th a n 2 ,800

major corporations,
worldwide , use
C:omshare's business

Is your budget system a complex patchwork of spreadsheets, in -house programs and paper based 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
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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FINANCIAL MANAGER

ARNOLD J.CHASSEN,CLU,ChFC,CEBS,EDITOR

LEVERAGED
GIFTING
hose truly fortunate
have heard, "I love
you "; "The tests came
back negative "; and
"You have accumulated too much wealth;
you must begin making gifts." Many senior executives are
advised to establish annual gifting programs in order to spend down their

Planning a State- of- the-Art
Financial Information
System
A one-day Briefw g' for every
business planninga 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 chent/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 US and Canada.
Also available on an in -house basis.
Call todayfor moreinformation and
for a freelistof allthe Financial
Software Vendors:

(404)509.0391

I

BT Group
1870 The Exchange
Atlanta, GA 30339 -2021

G R O U P formerly E.'nzoeiter GonsukingGroup
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estate. The purpose of "spending down" an estate is to minimize federal
and state inheritance taxes at death.
Each donor is allowed to gift up to
$10,000 per recipient, free of gift taxes. A married couple can make an annual tax -free gift of $20,000 to each of
their children, grandchildren, or to
anyone else they choose. Such gifting
before death can conserve as much as
55% of the asset from federal estate
taxes alone! Furthermore, any growth
in the gifted asset's value also escapes
estate taxation.
Gifts are made in cash, stock, or other investments. The donor legally loses control of the gift. Any investment
income or gain after the gift is made is
subject to income tax at the recipient's
tax rate. (Children under age 14 are
taxed at their parents' rate.) A trust can
be established to receive and invest the
gifts to guard against spendthrift behavior. Trusts often are directed to provide liquidity for estate taxes and administrative fees. Of course, these
trusts are subject to income tax on investment gains and income.
The usual considerations to implementing gifting programs are:
• Income taxes upon beneficiaries;
and
• Loss of control and the fear of
spendthrift beneficiaries.
Nevertheless, gifting programs are
quite popular, especially considering
the high estate transfer costs (taxes
and administrative fees).
Accumulation period riskrarely is considered in gifting program investment
strategies. As gifting programs cease
at the death of the donors, there is a
risk time will run out before significant
estate spend -downs are achieved. Leveraged gifting programs create hedge
against this risk.
Leveraged Gifting—Basically this pro-

gram creates significant leverage of
gifted dollars early on in the program.
It uses a portion of each annual gift to
fund a life insurance policy. Death
benefits on these policies produce
very early high ROIs, thus creating an
effective hedge against accumulation
period risk. Although equity inside
the policy builds tax deferred, the emphasis is on the death benefit. As the
policy is not owned by the insured(s),
death benefits are not subject to income taxes or estate taxes, and policy
cash value builds tax deferred!
The comparison chart (see Table 1)
illustrates how such a program would
work. The assumptions are:
• The clients are a 65- year -old male
and a 63- year -old female.
• They make a total combined annual
gift of $20,000.
• The leveraged investment program
is a combination of $10,000 a year
invested in a portfolio yielding 7%
net /net (net of fees, loads, taxes,
etc.); and $10,000 a year invested in
a survivorship policy (pays upon
the second death).
• The nonleveraged investment program invests entire $20,000 a year
at 7% net.
ROI— Policy death benefit ROI in year
1 is 6,904.08%, year 5 = 155.14 %, year
10 = 40.168 %, year 20 = 12.47 %, and
year 30 = 6.97%.
Total Net Return—Compare the 7%
net/ net returns with the insurance
policy death benefit. The insurance
policy outperformed the 7% net /net account until year 30, when the donors,
if alive, would be 95 and 92. The program successfully hedged against accumulation period risk, dramatically so
through the first 20 years. Had the nonleveraged account been invested less
aggressively, the contrast would be
even greater.
The illustration used a gift split of
50/50 between policy premium and 7%
net /net account. The proportion that is
invested in life insurance can vary
from situation to situation, considering
whether the beneficiaries need money
immediately. The concept works at any
donor age. Younger donors have a lesser accumulation period risk; however,
policies are priced so that younger insureds have a larger death benefit for
the same premium dollars. Older clients receive a smaller death benefit for
the premium dollar; however, the concept still applies because shorter life
expectancy creates greater accumulaMANAGEMENT ACCOUNTING /AUGUST1994
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$20,000

2

$

+

Insurance Poli
Death Benefit

Leveraged
°, +Insurance)
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10,700

$690,408

$ 701,108

$

21,400

20,000

22,149

690,408

712,557

44,298

3
4 4

20,000
20,000

34,399

690,408

724,807

68,799

47,507

690,408

737,915

95,015

5

20.000

61,533

690,408

751,941

123,066

10

20,000

147,836

703,915

851,751

295,672

15

20.000

268.881

727,127

996.008

537.761

20

20,000

438,652

760,536

1,199,118

877,304

25

20.000

676,765

817.766

1,494,531

1,353,529

$)

tion period risk. Leveraged gifting
automatically adjusts to age factors.
Survivorship policies usually can be
secured as long as one of the spouses
is healthy.
Leveraged gifting programs effectively help folks pass wealth onto the
next generation (s) by using insurance
to successfully control accumulation
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MICRO
l
SAINT

TH E

TO O L F U R

BUSINESS PROCESS
RE-ENGINEERING

period risk. The three statements that
opened the column are related:
"I love you" -There are beneficiaries one cares about.
"The tes ts came back negative " - Policies are obtained
more easily for healthy people.
"You have accumulated too

much wealth; you must begin
making gifts" -There is a need
to leverage gifts and conserve an
estate.
Arnold J. Chassen, CEBS, CLU, ChFC,
is assistant vice president ofinsurance at
Janney Montgomery Scott, Inc. He can
he reached at (215) 665 -6114.

Are you considering a redesign of your business
processes to help maintain your competitive
advantage? Or are you struggling to transform
concepts like "quality, speed, flexibility and
service" into realities? Then MicroSaint is the
business tool you need.
MicroSaint is a simple yet powerful tool to
allow you to analyze and re- engineer your

work process. Quickly and inexpensively. You
can evaluate alternative solutions and conduct
cost/benefit analyses before you invest a single
dollar in implementation. It helps you improve
your business processes by decreasing cycle
time, reducing costs and improving quality.
With MicroSaint, you build models graphically,
and don't have to write any computer programs.
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And we provide technical support, training and
consulting services as well.
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ANALYSIS
`OE.SI(N

SIM UL AT I ON
SO FMA RE. INC

Micro Analysis and Design is at the forefront of
process simulation technology, and MicroSaint
is the tool you need for business process re-

4900 Pearl East Circle
Suite 210 E
Boulder, CO 80301

e ngine e ring. C a ll us toda y f or more informa tion.

Fax 303/442 -8274

303/442-6947
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ABC grows up
True, ABC can give you more reliable product
costs. But then what? With NetProphet software,
you can improve the underlying processes to do
something about those costs. Only NetProphet
combines the best of all worlds: ABC, ABM,
process -view analysis, capacity planning,
constraint�checking,�and�BPR�—�all�in�one�easy�to -use, integrated package.

Process vs. products
Through its Windows interface, NetProphet
allows you to look at your business in a commonsense, graphical process view. Columns and rows
of numbers may be fine for the accountants, but
what about the rest of your organization?
NetProphet gives everyone a picture that they
can understand and use.

What -if analysis
Only NetProphet provides quick and flexible
"what�-if"�analysis.�You�—and�anyone�you�designate�on�the�network�—�can�project�different
business possibilities. Just point to the process,
change the variable, and the results are displayed
instantly, There's no need to build multiple models
and wait for lengthy reallocations.

Generate your reports,
not ours
NetProphet includes an integrated report writer,
so you can produce custom reports with the
information, range, and look that you want. Or,
you can easily export data and results from
NetProphet into other applications.

Unlimited network access
Multiple users across a network can access the
NetProphet model simultaneously, to test
different scenarios and generate their own
reports�—�all�without�affecting�the�integrity�of
the "master" model. And, the economic benefits
are compelling: for 10 users, the cost is half that
of the leading competitor's software.

SOFTWARE!
FEATURES

NETWORK PROCESS
VERSIOR

NETPROPHETN YES

VIEW

WNATaF REPORT
SCENARKK WRITER
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YES

YES

YES

YES

PRODUCTA

No

No

No
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No
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No

No
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No

PRODUCTE

No

No

No

No

No
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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) 678 -1667
Sapling Corporation, Europe
Tel: 081 995 1331 Fax: 081 742 7301

TAXES

EMPLOYEE
PRODUCT
TESTING &
EVALUATION

ANTHONYP. CURATOLA,EDITOR
BYLEONARD G.WELD
roduct testing takes
place in almost every
manufacturing firm —
usually on the production line or in labs. For
some products, however, field testing may be
more appropriate.
A company may allow employees to
perform this testing and submit reports of the results. But, unless strict
rules are followed, the fair market value of the use of consumer goods tested
must be included in the employee's
gross income.
Regs. Sec. 1.132 -5(n) states the following rules on product testing and
evaluation (ME) by employees. If the
regulations are followed, the fair market value of the use of the product tested is excluded from gross income of
the employee as a working condition
fringe benefit.
1. Consumer testing and evaluation of
the product must be an ordinary
and necessary business expense of
the employer;
2. Business reasons necessitate that
the testing and evaluation of the
product be performed off the employer's business premises by employees;
3. The product must be furnished to
the employee for purposes of testing and evaluation;
4. The product must be made available to the employee for no longer
than necessary to test and evaluate
and must be returned to the employer at the completion of the testing and evaluation period;
5. The employer must impose limits
on the employee's use of the product that significantly reduce the
value of any personal benefit to the
employee;
18

6. The employee must submit detailed
reports to the employer on the testing and evaluation; and
7. The length of the testing and evaluation period must be reasonable in
relation to the product being tested.

2. The nature of the product and other
considerations are insufficient to
justify the testing program; and
3. The expense of the program outweighs the benefits to be gained
from testing and evaluation.

Additional guidance is provided for
rule five:

A program may not have a mixed
purpose (i.e., testing and compensatory) . In Letter Ruling 9401002, only
about 7% of participants in a company's
ME program were not highly compensated employees.
Because the company was deemed
to have discriminated in favor of a class
of employees, the IRS evaluated the
company's business reason for selecting employee participants. According
to the company, an employee's grade
level indicates his or her degree of diligence, responsibility, and judgment.
However, because the company's quality control program integrates evaluations prepared by nonhighly compensated employees who use products
assigned for a single day with those
prepared by T &E program participants, the IRS concluded that the company's unsubstantiated assertion did
not provide a valid business reason for
maintaining a compensatory- related
classification.
Another shortcoming was that the
company advised participants that use
of the product by family members
"should be kept to a minimum." This
Imitation on family use clearly did not
meet the guidance provided in the regulations to prohibit use of the product
by nonemployees.
The final flaw in the program was
the failure to require employees to submit detailed reports. Even though the
data from the employee's evaluation
forms are integrated with other quality
control data, the forms were judged to
be cursory in detail and not the type of
evaluation commensurate with time allowed for product testing. Thus, the
IRS concluded that the company failed
to meet the requirement of the regulations that detailed reports must be submitted by the employees. As a result,
the value of the personal use was included in the gross income of the
employees.
■

1. The employer must place limits on
the employee's ability to select
among different models of the product furnished for testing and evaluation, and
2. The employer must prohibit use of
the product by nonemployees (specifically family members). Also, any
charge by the employer for personal use of the product is construed to
limit personal benefit.
As a final hurdle, a nondiscrimination rule applies. If an employer furnishes products only to certain classes
of employees, this fact is used in determining whether the products were issued for purposes of ME (rule three)
or compensation. Specifically identified as a "class" are highly compensated employees, as defined in Regs. Sec.
1.132 -8 (f). In general, the classification "highly compensated employees"
includes any owners of 5% or more of
the company's stock, anyone whose
1994 compensation is in excess of
$99,000 (up from $96,368in 1993),and
anyone who receives 1994 compensation greater than $66,000 ($64,245 in
1993) and is in the top -paid group (another technical definition) for that
year. These dollar amounts are indexed and adjusted annually.
If an employer can show a business
reason for the class of employees receiving products to test, the discrimination disqualification will not apply.
Supplying products solely to design engineers is acknowledged as an appropriate business reason.
Several factors are identified by
Regs. Sec. 1.132 -5 (n) (3) which must
be evaluated to determine the existence of a product ME program as opposed to a compensation program. If
the employer fails to tabulate and examine the results of the reports submitted by employees within a reasonable time period, the program is
considered compensatory. The next
three factors may establish that the
program is compensatory in nature
and not a product ME program.
1. The program is in essence a leasing
program;

Leonard G. Weld is assistant professor,
School of Accountancy, Auburn University, Auburn, Ala. He can be reached at
(205) 844 -6216.
Anthony P. Curatola, Ph.D., is theJosepfi F. Ford Professor, Drexel University, Philadelphia, Pa. He can be reached
at (215) 895-1453.
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THE PREPARING FOR YEAR.-END & 1995 SCHEDULE
October 3 - Dallas, TX
October 3 - New York, NY
October 3 - Orlando, FL
October 4 - Albuquerque, NM
October 4 - Fort Lauderdale, FL
October 4 - Hartford, CT
October 5 - Atlanta, GA
October 5 - Elizabeth, NJ
October 5 - Denver, CO
October 6 - Chicago, IL
October 6 - Vienna, VA
October 6 - Salt Lake City, UT
October 7 - Phoenix, AZ
October 7 - Houston, TX
October 7 - Reston, VA
October 10 - Las Vegas, NV
October 10 - Louisville, KY
October 11 - W oburn, MA
October 11 - Los Angeles, CA
October 11 - San Antonio, TX
October 12 - Garden City, NY
October 12 - New Orleans, LA
October 12 - Riverside, CA
October 13 - Newport Beach, CA
October 13 - Little Rock, AR
October 13 - Pittsburgh, PA
October 14 - Columbus, OH

October 14 - San Diego, CA
October 14 - Tulsa, OK
October 17 - Baltimore, MD
October 17 - Cleveland, OH
October 17 - Honolulu. HI
October 18 - Indianapolis, IN
October 18 - Philadelphia, PA
October 19 - New York, NY
October 19 - San Jose, CA
October 19 - St. Louis, MO
October 20 - Detroit, MI
October 20 - Peoria, IL
October 20 - Burlingame, CA
October 21 - Chicago, IL
October 21 - Minneapolis, MN
October 21 - Oakland, CA
October 24 - Green Bay, W I
October 24 - Memphis, TN
October 24 - San Francisco, CA
October 25 - Milwaukee, W I
October 25 - Nashville, TN
October 25 - Portland, OR
October 26 - Atlanta, GA
October 26 - Bloomington, MN
October 26 - Seattle, WA
October 27 - Charlotte, NC
October 27 - Omaha, NE

October 28 - Anchorage, AK
October 28 - Des Moines, IA
October 28 - Richmond, VA
October 31 - W oburn, MA
October 31 - Columbus, OH
November 1 - Kansas City, MO
November 1 - Syracuse, NY
November 1 - Charlotte, NC
November 2 - New York, NY
November 2 - W ichita, KS
November 3 - Denver, CO
November 3 - Philadelphia, PA
November 4 - Detroit, MI
November 4 - Los Angeles, CA
November 7 - Philadelphia. PA
November 8 - Lincolnwood, IL
November 9 - Irving, TX
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Registered with Ike National Astociation of Ststa hoards
GOVERNMENT /PUBLIC SECTOR
YEAR -END
October 31 - Tampa, FL
November 2 - Vienna, VA
November 3 - Chicago, IL
November 4 - Houston. TX
November 7 - San Francisco. CA
November 8 - Los Angeles, CA

of

Accournancy as a spdnmr of cdnlineIow professional
education On the National Registry of CPE Sponsors, State
Anards of accountancy have final aelhority nn the
acceptance of Individual courses. c0mplaint3 regatding
registered sponsors may be addressed to NASBA. 380
Lexington Avenue, New York, NY 10188.9002, (2121490•
3888.

CPE & CEUs are awarded at
all of the APA's 180 yearly
courses nationwide.
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WHO IS THE AMERICAN
ASSOCIATION?
"

FWC�jijP E

CALL OR MAIL

T he Am eric an Payroll Ass oc iation (APRI
r
I is a non - profit professional association
f
fi
fo r ind ivid ua ls en ga ge d in pa yr ol l
management i.e., w age and employment
tax withholding, reporting and depos iting
and all ot h e r au t o m a t e d and m an ual
processes involved in paying employees. Founded in
1 9 8 2 , the APA provides payroll and em ploym ent tax r e l a t e d ed u c a ti o n a l p r o g r a m s , pu b li c at i on s and
professional s upport. The A PA al s o r epr es en ts over
10,000 Payroll Profess ional m em bers in the legislative
and regul atory aren as on bot h t he fe de ral an d s ta te
levels. For fu rth er inf orm ati on c ont ac t th e Am eri c an
Payroll Association, 30 East 33rd Street, 5th Floor, New
York, NY 10016.

MA

• Please send me the "Preparing for Year -End and
1995 Brochure."
• Please send me information about the APA.
Name
Title
Company
Street
City
Phone (
Fax ( J

I
State

Zip +4

J

The American Payroll Association
30 East 33rd Street, New York, NY 10016 -5386
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NEWS
KATHYWILLIAMS,EDITOR

ENVIRONMENTALUPDATE
MA has been participating in a project sponsored by the U.S. Environmental Protection Agency to integrate environmental costs into
management accounting and capital
budgeting practices. The project is a
cooperative effort by businesses, accountants, academics, the government, and the public to promote innovative management accounting
practices.
Several recommendations regarding involvement and implementation of
practices have come from the participants. Businesses should secure top
management support, promote the use
of cross - functional teams to address
environmental accounting issues, promote education and training, benchmark, and develop and apply analytical
and accounting tools that integrate environmental costs. Accounting and
other professional societies should assess members' needs, develop educational and training materials, develop
standards and guidelines, communicate, review codes of ethics for integration of environmental information,
view the subject of the environment as
an economic opportunity, and be proactive.
In doing its part, IMA is collaborating with the Tellus Institute, a not -forprofit research institute, to develop a
survey to study current and best practices for incorporating environmental
costs into the capital budget. The survey instrument is being developed now
and will go to the federal Office of Management and Budget for review under
the Paperwork Reduction Act.
For more information or to ask
about participating, call Dr. Allen
White, director of Tellus's Risk Analysis Group, at (617) 266 -5400, or Dr.
Martin Spitzer at the EPA, (202) 2604342. For information about IMA's re20

search projects, call Julian Freedman
at (201) 573 -9000 or (800) 638 -4427, ext
212.

CORPORATEFRAUD
IS RAMPANT
wring the past year, corporate
fraud cost the 501 respondents
to KPMG Peat Marwick's survey nearly $225 million. In its study of
3,000 companies, the firm measured
the level of corporate fraud occurring
and what management is doing to detect and prevent the problem. KPMG
found that three of four companies are
likely fraud victims and that more than
75% reported at least one occurrence
of fraud. Fifty -five of the responding
companies experienced frauds totaling
more than $1 million.
The most common types of fraud
and the amount of loss to the employers were:
■ Credit card fraud, $367,000;
■ Check fraud, an average of
$360,000;
■ Inventory theft, $300,000 and more
(this type of theft was reported by
one of every five companies);
■ Petty cash, $25,000;
■ False invoices, $350,000 (from nearly 20% of the participants).
The most expensive frauds were
false medical /insurance claims and bogus financial statements, just ahead of
sales diversions and kickbacks.
What can companies do to combat
this problem? Pay attention to the red
flags, KPMG says. Some of the most
common red flags or indicators pointing to the possibility of fraud are:
• Changes in an employee's lifestyle,
spending habits, or behavior;
• Poor or ignored internal controls,
procedures, policies, or security;
• Inadequate follow -ups on irregular
or unexplained variances in financial information;
• Inventory shortages;
• Exceedingly high expenses or purchases;
• Ignored results of internal or external audits;
• Frequent complaints from customers;
• Missing files;
• Ignored employee comments.
The majority of the crimes happened because of poor internal controls or good ones being overridden.

Simple steps such as publicizing a code
of conduct, checking new employees'
references, and conducting management courses on fraud can help solve
the problems.
For complete information on the
survey and its findings, contact Kevin
Kelly at KPMG Peat Marwick, (212)
909 -5108.

SUPERSLEUTHS
wo companies have just joined
forces to combat white collar
crime. Business Intelligence Associates (BIA), an international investigative services firm, and Lockwood
Greene, an international consulting engineering firm, will provide resources
in the areas of security and investigative services including review of hazardous materials handling practices,
auditing of computer systems, development of organizational policies and
procedures to ensure fidelity, and contingency planning.
For information, contact Fred Fukuchi, (212) 244 -5225, ext.115.

NEWROLESFORDISPLACED
MANAGERS
ompanies that have been eliminating their ranks of middle managers may find themselves without the knowledge of how things get
done because it's the middle managers
that have intimate understanding of
the company, its products, its customers, and its suppliers, consultant Daniel R. Tobin says.
To counteract this situation, companies can use middle managers as
teachers, as team managers, and as
strategic relations managers. Middle
managers can contribute well with respect to coaching, establishing budgets, and providing other administrative resources. They also can keep the
links going among producers, suppliers, customers, and joint venture partners. Obviously not all jobs can be
saved, but companies do need to preserve some of these important relationships.

JOBGROWTHISTOPS
rowth in responsibility, after the
usual skills and experience, is
the most important piece of information on a job candidate's resume,
Office Team national staffing service
says. It's indicative of a person's initiative and potential.
MANAGEMENT ACCOUNTING /AUGUST1994

TM

Activity Ana lyzer

"We've designed all of the pieces to
fit into one, fully integrated system. "

ilk
Activity Analyzer,the world's most powerful activity -based management system,
Aj%&A, now includes an integrated set of BPR tools that dynamically links process and activity
information together in one model.
• Powerful activity analysis front -end
• Integrated BPR tools
• Product, process and service costing
• Multi -level bill of material
• Link data directly to popular spreadsheets

•
•
•
•
•

Open ended reporting and graphics
The most flexible import /export utilities available
Single -user and LAN environments
DOS and Windows versions
Interfaces with popular process modeling tools

Lead Software, Inc.
Circle No. 20

158 Greenfield Drive
Bloomingdale, IL 60108

(708) 351.5155

IMA EXTENSIONS 1 (800)638 - 4427 or

NEWPHONESYSTEMAT
MONTVALEOFFICE
To provide improved member service
and support your needs, the IMA has
implemented a new voice - automated
telephone system at its Montvale, NJ.,
office.
When calling the Montvale office,
you must dial either 1- 800. 638 -4427 or
(201) 573 -9000 and the party's extension. Staff members no longer have a
direct -dial telephone line.
The directory menu will guide you
through the available options and provide you with your party's three -digit
extension. To help during the transition period, there is an option to speak
to an operator at any time during the
introductory menu. Our operating
hours are 8:00 a.m. to 5:00 p.m. ESf.
The new Recorded 800# Main Menu
is as follows:
Thank you for calling the Institute of
Management Accountants. If you
know your party's three -digit extension, please enter it now, or press #
for more options. After pressing #
you will hear this:
To reach an operator at any time
during this message, press 0.
To transfer to an extension by name,
press 1 now.
For general membership questions,
payments, and to order a
publication, press 2 now.
For information on the CMA program,
examination and CMA CPE reportmg, press 3 now.
For Continuing Education programs,
press 4 now.
For Management Accounting
magazine, press 5 now.
For the Library, press 6 now.
For the Continuous Improvement
Center, press 7 now.
For questions on Ethics, press 8 now.
For the Executive Office, press 9 now.
For the operator, please hold.
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Fax: (201) 5734"1
Executive Director
230 Scopes, Gary
Executive Resources Manager
210 Kriz, Barbara
HUMANRESOURCES
263 Mellone, Gloria
Director
Fax:(201)573-8601
PUBUCRELATIONS
Public Relations Assistant
154 Hogan, Kathryn
MANAGEMENTINFORMATIONSYSTEMS
Fax:(201)573-0559
Director of Systems
256 Plescia, Tony
Foa: (201) 573.0639
MANAGEMENTACCOUNMO
269 Randall, Robert
Editor /Director
Managing Editor
271 Williams, Kathy
Technical Editor
272 Bell, Karen
Advertising /Circulation Coordinator
280 Schulman, Alice
Fan(201) S73-0559
REGIONALOPERATNINS
Managing Director
284 Vaccaro, Jack
Marketing Manager, Chapter Regional Council
281 McGuckin, Susan
F=(201) 573-0559
CHAPTERS I l l i l
Regional Manager - Southeast
132 Grosscup, Richard
Regional Manager - Mid - Atlantic
220 Schmidt, Connie
Member Services Representatve
294 Johansen, Evelyn
Regional Manager - Southern Midwest
135 Moore, John
Regional Manager - Northern Midwest
133 Ruilman, Carl
Member Services Representative
292 Bleeker, Melissa
Regional Manager - Northeastern
137 Basso, Carl
Regional Manager - Northwestern
136 Frende, Arvid
Regional Manager - Southwestern
134 Mesko, John
Member Services Representative
293 Richards, Sophie
Fax:(201)S73-0559
MEMBERRELATIONS
265 Turetsky- Turner, Linda Manager, Member Relations
Fair.- (201) S73-0559
CORPORATE ACADEMICDEVELOPMENT
Managing Director
283 Craven, Tom
268 Newberg, Thomas
Corporate Academic Development Manager
Corporate Academic Development Manager
267 Stronczer, John
CMA Marketing Manager
183 Reiss, Laurie
Fax: (101) 573 -0639
PROFESSIONAL ACADEMICDEVELOPMENT
Managing Director
192 Bulloch, James
fax:(201)573-0639
RESEARCH
Director
212 Freedman, Julian
Fax:(201)573-0559
PUBLKATIONORDERS
Order Processor
278 Pirard, Joel
Fax:(201)573-0639
CONTINUOUSIMPROVEMENTCENTER
Director
266 McMahon, William
MANAGEMENTACCOUNTINGPRACTNZS(MAP)
Fax: (201)573-0639
Director
215 Bisgay, Louis
Fax:(201)573.8438
ICMA PROFESSIONALRELATIONS
Senior Director
307 Payne, Priscilla
Director of Examinations
153 Funk, Terri
Director of Certification
214 Hadad, Norman
Fax. (201) 573 -0639
LIBRARY 1ECNNICALINFORM4ITION
235 Sanentz, Shahe
Manager
Fax: (101) 573.8ISS
CONTINUINGEDKA17ON
158 Deacon, Thomas
Managing Director
CONFERENCES SEMINARS
Fax: (201)573-8185
Director
302 Leach, Kathleen
Consulting Director
217 Hollenbeck, Lysle
Registrar
224 Jarvis, Arlene
Fax:(201)573.8185
MEETINGSLPLANNING
Director, Meetings Planning
191 Sanchez, Charles
Fax: (201)573.8185
PROFESSIONALEDUCATIONPROGRAMS
Director, Professional Education Programs
213 Weeks, Henry
CONTROLLERSCOUNCIL/COSTMANAGEMENT
Fax:(201)573-8185
Editor /Director
218 Jayson, Susan
Fax: (20 1) S73-0415
FINANCE ADM/NLSTRA170N
Managing Director
211 Barse. Catherine
Fax:(201)573.0415
FINANCE
Director
255 Garcia, Vincent
Fax:(201)573-0415
BUILDINGSERVICES
Director, Facility Mail Services
261 Odell, Edward
Fax:(201)573-0415
C4MK ARTS
188 Anakes, Lazarus
Director
.,,,

Special features include an option to
leave a voice message when requesting a CMA information kit. It no longer
is necessary to wait for an available
person to take your request by phone.
(See list of IMA extensions at left.)

ARTICLEWINS
CERTIFICATEOF MERIT
The article by Richard Palmer, "Reengineenng Payables at ITT Automotive," which appeared in the July issue,
won a Certificate of Merit, 1993 -94. ■
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Target Your Career

If you are an accounting and finance professional in business,
public, or government accounting who measures success in terms of
opportunity, recognition, and reward, then target your career today!
Become a

Certified Management Accountant

1 -800- 638 -4427
Institute of Management Accountants
10 Paragon Drive
Montvale, NJ 07645 -1760

Standards of Ethical Conduct
for Management Accountants
anagement accountants have an obligation to
the organizations they serve, their profession,
the public, and themselves to maintain the
highest standards of ethical conduct. In recognition of this obligation, the Institute of Management Accountants has promulgated the following standards of ethical conduct for management accountants. Adherence to
these standards is integral to achieving the Objectives of
Management Accounting.' Management accountants shall
not commit acts contrary to these standards nor shall they
condone the commission of such acts by others within their
organizations.

COMPETENCE
Management accountants have a responsibility to:
• Maintain an appropriate level of professional competence
by ongoing development of their knowledge and skills.
• Perform their professional duties in accordance with relevant laws, regulations, and technical standards.
• Prepare complete and clear reports and recommendations after appropriate analyses of relevant and reliable
information.
CONFIDENTIALITY
Management accountants have a responsibility to:
• Refrain from disclosing confidential information acquired
in the course of their work except when authorized, unless legally obligated to do so.
• Inform subordinates as appropriate regarding the confidentiality of information acquired in the course of their
work and monitor their activities to assure the maintenance of that confidentiality.
• Refrain from using or appearing to use confidential information acquired in the course of their work for unethical
or illegal advantage either personally or through third
parties.
INTEGRITY
Management accountants have a responsibility to:
• Avoid actual or apparent conflicts of interest and advise
all appropriate parties of any potential conflict.
• Refrain from engaging in any activity that would prejudice
their ability to carry out their duties ethically.
• Refuse any gift, favor, or hospitality that would influence
or would appear to influence their actions.
• Refrain from either actively or passively subverting the
attainment of the organization's legitimate and ethical
objectives.
• Recognize and communicate professional limitations or
other constraints that would preclude responsible judgment or successful performance of an activity.
• Communicate unfavorable as well as favorable information and professional judgments or opinions.
24

■ Refrain from engaging in or supporting any activity that
would discredit the profession.

OBJECTIVITY
Management accountants have a responsibility to:
• Communicate information fairly and objectively.
• Disclose fully all relevant information that could reasonably be expected to influence an intended user's understanding of the reports, comments, and recommendations presented.

RESOLUTION OF ETHICAL
CONFLICT
In applying the standards of ethical conduct, management
accountants may encounter problems in identifying unethical behavior or in resolving an ethical conflict. When faced
with significant ethical issues, management accountants
should follow the established policies of the organization
bearing on the resolution of such conflict. If these policies
do not resolve the ethical conflict, management accountants
should consider the following course of action:
• Discuss such problems with the immediate superior except when it appears that the superior is involved, in
which case the problem should be presented initially to
the next higher managerial level. If satisfactory resolution cannot be achieved when the problem is initially presented, submit the issues to the next higher managerial
level.
If the immediate superior is the chief executive officer,
or equivalent, the acceptable reviewing authority may be
a group such as the audit committee, executive committee, board of directors, board of trustees, or owners. Contact with levels above the immediate superior should be
initiated only with the superior's knowledge, assuming
the superior is not involved.
• Clarify relevant concepts by confidential discussion with
an objective advisor to obtain an understanding of possible courses of action.
• If the ethical conflict still exists after exhausting all levels
of internal review, the management accountant may have
no other recourse on significant matters than to resign
from the organization and to submit an informative memorandum to an appropriate representative of the organization.
Except where legally prescribed, communication of such
problems to authorities or individuals not employed or engaged by the organization is not considered appropriate. ■
Institute of Management Accountants, Statements on Management Accounting.
Objectives of Management Accounting,Statement No. 1B, June 17, 1982.
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TopScore contains over 300 multiple
choice questions and 35 essay
questions for each part.
• Folly Interactive — Select questions
by topic or randomly. TopScore
keeps track of questions missed and
Your score by topic and overall to
help you zero in on weaker areas.
• Practice Exams — TopScore also
has separate timed practice exams
that emulate the CMA exam format.
• Index Feature — TopScore's ALT
Index will take you directly to the
actual CMA exam questions relating
to keywords you select.
• Educational — Every question has
a pop -up, on- screen explanation
available to help you really under•
stand the concepts behind each
question.

Selected for their expertise and knowledge of
concepts covered on the
f
r
CMA exam, these
specialists have written a
self - contained review of all the information needed to pass the examination. Each volume consists of text that discusses the concepts
often illustrated by previous CMA questions with step -by -step instructions on how to answer the questions, and other CMA
problems and solutions that relate to the concepts discussed.
- - - - - - - - - - - - - O- R- D- E- R- - F- O- R- M- - - - - - - - - EXAMI NATION PART
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PRICE
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Financial Accounting and Reporting
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Management Reporting, Analysis, and
Behavioral Issues
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Decision Analysis and Information Systems

COMPLETE
SET

Save $40 on CMA Review tapes, $30 on Topscore•, or $10.00
on CMA Review books by ordering a complete set.

CMA Review, preparing candidate!
for the CMA examination since
1978, is now available on cassette
tapes,
CMA Review Tapes, containing
over 50 hours of audio cassettes,
are:
• Fexlble — allows you to select tht
time and place where you study.
Study at home or in your car
communting to and from work.
• Comprehensive — covers
all topics needed to pass the
examination.
• Current — contains discussion
of most recent examination
questions and accounting
pronouncements.
• High Quality — recorded by
professional reader on excellent
quality cassettes.
To use CMA Review Tapes or
TopSeare Diskettes you will need
the volumes of CMA Review
indicated on the order form that
correspond to the tapes or diskettes
ordered.

$
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Book: Pan I S 30.00
Cassette Tapes $135.00
TopScore•
S 80.00
Book: Pan 2 S 30.00
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TopScore*
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Book: Pan 3
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TopScote•
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LET'SREENGINEER
COST ACCOUNTING
We need to synthesize the old with the new.
BYDANIELP. KEEGAN AND
ROBERTG.EILER
Lybrand Gold MedalWinner, 1993 -94
he 19th century German philosopher Georg Friedrich Hegel
explored the evolution of
thought. He wrote that ideas
follow a predictable path:
• First, there is Thesis —the established way of thinking.
• Second comes Antithesis —a radical
departure from the established
thought.
• And, finally, there is Synthesis —a
blending of the original ideas with
the new.
It's time for a little synthesis of cost
management thought!
Companies are holding on to their
old, traditional cost accounting systems (thesis) while proponents of
change shape all new thought toward
activity-based costing (antithesis). Neither of these approaches fully meets
the needs of a business. Companies
are right to experiment with ABC, but
this analytical technique is not an end
in itself. It should be one step in reengineering the company's traditional
cost system.

ADECADE-LONGEVOLUTION
e explored the problems of
cost accounting in an article
published in the Harvard
Business Review more than 10 years
ago.' This article sparked considerable
debate in the academic community. It
stated, "Traditional cost systems have
become obsolete because of the
changed proportion of labor, material
and overhead. The overriding focus of
a revised system should be product
26

L.-r.: Daniel Keegan, Robert Eller, and the plant managerof alargesafely-equipment
manufacturer examine a schematic for cost center revision.
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costing... This effort will require concentration on that somewhat mystifying pool of costs called overhead."
Conventional wisdom having been
challenged, new thought emerged: A
company should understand its cost
drivers —and apply these drivers to the
cost of products in proportion to the
volume of activity that a product consumes. This powerful thought became
popularized under the name activitybased costing (ABC).
Over the last several years, professional literature has been filled with articles on ABC. Of more importance,
many companies have adopted activitybased costing methodology. A private
survey of Price Waterhouse clients indicates that more than half of American manufacturing companies list ABC
as one of their current buzzwords.
About one -third of service companies
have experimented with the approach.
In addition, the technique of activitybased costing is spreading quickly
to Pacific Rim and European -based
companies.
The increased knowledge of "cost
drivers" has prompted many companies to reengineer their business processes in an attempt to reduce expense
levels. The original term, activitybased costing, is giving way to a broader concept called activity -based management, in which companies monitor
each of their activities and eliminate
those that are of marginal value. Antithesis has reigned supreme. For a
time, anyone who dared to address the
still remaining problems of cost accounting seemed to be locked in a time
warp.

SYNTHESISISNEEDED
ome have come to question
whether Emperor ABC actually is
wearing any royal garments. In
many companies you can hear the following comments:
■ "Too academic. It's just a model.
What do we do with the results ?"
■ 'Mere must be some easier way to
get the benefits. It takes too long to
conduct an ABC analysis."
■ "It doesn't tie to the P &L. And that's
what I'm judged on."
■ "How do we embed the system? It
needs to be part of our measurement process."
As the Hegelian triad would predict,
both the proponents and detractors of
ABC overstate their case. We need to
synthesize the old with the new. ActivMANAGEMENT ACCOUNTING /AUGUST 1994

ity-based costing is only a part of the
answer for several reasons.
First, activity-based costing is a
technique, not a system. The technique is directed toward improving
product costing. It provides information for strategic pricing, process improvement, and market positioning.
An ABC analysis can —and does—provide useful insight concerning the relationship between indirect costs and
products. ABC is most valuable to a
company that has not allocated its
overhead properly —or that needs to
understand how its selling, general,
and administrative (SG&A) expenses
relate to products or product lines. (Allocation is a forbidden word to the ABC
practitioner. Yet we think Shakespeare, hearing this protestation,
would pen some lines about roses and
names.)
When used properly, ABC is an of
fective tool of management, supplying
insights to guide product strategy. For
example, one of our clients believed
that its distributor sales channel was
its most profitable business segment.
Distributor gross margins convinced
management of this fact. An ABC analysis showed, however, that direct sales
to large chains such as Wal -Mart actually were much more profitable than
sales through distributors. Although
retailers negotiated prices with a vengeance, the analysis showed management that it was less expensive overall
to sell through retailers. The consumer channel needed only a small sales
force; just a few large orders produced
significant volume. In addition, this
channel did not need an elaborate catalog—and fewer product returns were
disputed. ABC pierced below the gross
margin line. It provided invaluable information to executive management.
The distributor channel no longer gets
the lion's share of capital.

FIXTHEINEFFECTIVE
ACCOUNTINGSYSTEM
BC does not overcome the problems of an ineffective cost accounting system, however. The
nonintegrated nature of an ABC analysis does, in fact, limit its usefulness.
Because activity-based costing information usually is not reflected in the
books of account, there is a credibility
gap between ABC and "official" financial reporting. The proponents of activity-based costing dismiss this problem,
but it is very real. Until management
integrates activity-based costing into
the company's formal system of re-

porting, ABC is in danger of remaining
a sideshow exercise, championed by
staff groups and consultants but of little real meaning to the day - today operations of the company.
For example, a division of a large organization began to understand that
the proliferation of models and options
added complexity to the product
line —and drove product cost higher.
Division management therefore curtailed the options and simplified the offerings. The managers expected to see
decreased product costs and higher
profits.
A sister division, which produced
similar items, was not so well informed. It continued to offer options —and it increased market share
at the expense of its more informed
sibling. What was worse, the "official"
product costs of the informed division
did not fall. The company's cost system
simply did not react as rationally as the
ABC proponents said it would. Possibly, if divisional management had given the situation more time, the expected cost reduction might have
occurred. But in this company, market
share was a very important measurement that could not be ignored. Worse,
lower -level operating managers
groused that the "official" scorekeeping system continued to state that the
ABC answers were wrong. The enlightened division abandoned its simplification strategy and reverted to its
old ways.
The advocates of activity-based
costing would cite the company's ineffective measurement system and reject this case example out of hand.
Many companies should change their
performance measurements, so this
argument has a ring of truth.z Yet it is
doubtful that any organization will
abandon gross margin or profitability
as key measures of performance and
instead believe its computer models.
Because a company's cost accounting
system plays such a predominant role
in determining product margins, management cannot ignore the official
cost system for very long. Each month
it turns out reports that prompt
questions.
We need synthesis. We need to incorporate what we have learned from activity-based costing into the company's
formal management systems. It is naive to expect managers to ignore product gross margin and profitability reports and rely instead on the results of
an ABC analysis. Even if they did, external investment analysts, the board
of directors, and the executive commit27

The authors discuss the day's supply of inventory and its value with the plant manager.

tee might have some different ideas.
Company eyes now are turning
back to the cost accounting system.
These systems on the whole have not
become any better over the last decade. They still apply overhead on the
old traditional basis of direct labor;
they still split hairs over fixed and variable expenses; they still result in unpleasant inventory surprises every
once in a while; they still are incomprehensible to most operating managers;
and they still are very expensive to operate. But they still tell us, officially, the
magnitude of product margins and
how much profit we have made.

REENGINEERYOURCOST
ACCOUNTINGSYSTEM
BC has taught us much, and we
can incorporate this knowledge
into our formal systems. We can
synthesize. We can allocate overhead
properly, we can simplify the details of
accounting, we can speed up information, and we can use the system to
present key performance measures.
You may wish to consider the following principles as you begin this reengineering exercise. Not only can you
obtain better information, but reengineering will curtail system expense.
Here are a few starter ideas (temper
these thoughts if you are a government contractor):
Eliminate labor reporting. For most
companies, labor has become a very
small part of product cost. It is not really variable in the short run even
though the cost system treats it that
28

way. And it isn't particularly important
to know that the direct labor force
spends, on average, 11.6 minutes per
day on cleanup. Labor reporting is
very expensive —and it provides little
information of real value.
Vest responsibility for controlling
labor cost with the first -line supervisor,
turning your attention to more important cost elements such as purchased
material or manufacturing overhead.
One $700 million company estimated
that it would save $1.6 million per year
by eliminating its labor distribution
system, a system that no one paid
much attention to anyway. While there
was some anguish along the way from
staff groups that had a vested interest
in labor efficiency and utilization information (because it was their job to collect and report it), the company has
learned to live without this information.
Streamline job order costing. Unless
your company manufactures predominately custom products, management
should consider modifying the company's job order costing system to make
it less complex —or completely abandon it. In some environments it is nearly impossible to get job order costing
right. A person on the shop floor is always borrowing material from one job
to use on another —or citing an erroneous job number when reporting production. Costly shop floor data collection systems merely report this bad
information faster. In many organizations, plant analysts and industrial engineers spend high -cost hours poring
over yesterday's reports to correct the

input. Despite these efforts, the inventory records are in a constant state of
disrepair, and material losses become
a problem of the cost accounting department, not the first -line manager.
Of even more significance, as manufacturing companies become cellular,
job order costing may not even reflect
the operating environment very well.
Cellular companies strive for continuous flow production and quick changeovers. Management concentrates on
fine- tuning the production processes
to increase throughput speed and improve quality. The job order is no longer the focus of the plant.
We have found that when a job order system cannot be abandoned, reducing the number of data collection
points, going to milestone reporting of
production, and using predetermined
estimates of cost will make the system
less expensive and more relevant.
Ask yourself how much it costs to
accumulate data by job order —and
what value you receive from all this effort? Do you budget by job order? Do
you hold anyone responsible for job order variances? Do you price by job order? Can you streamline the job order
system to make it less complex? And
the key question: Can you abandon it
completely?
Charge first -line management with
inventory responsibility. Use your com-

puter systems to accumulate accurate
work -in- process inventory balances in
each department or for each major section of the plant. Plot days' supply of inventory for every one of these operating units, and ask the first -line
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supervisor to comment on the difference between actual and goal (see Figure 1, a sample Days' Supply of Inventory measurement chart). In a "pull"
manufacturing environment, the
amount of in- process inventory tends
to be so small that any variation will
show up immediately on the measurement chart. By focusing on days' supply of inventory at this discrete level,
management will be riveting attention
on material costs, sidestepping the
compulsion to reduce labor costs only.
Furthermore, by concentrating on inprocess inventory, you will minimize
its amount. The capital cost thus saved
will probably more than pay for your
new system.
Eliminate actual costing (except in
caseswhere you have a very simple manufacturing process or product line).
Base your cost accounting system on
predetermined estimates of anticipated actual cost. Actual cost systems are
slow to present information, and they
are very expensive to operate. Most
companies cannot even define the
term "actual" with any degree of
precision.
Even when it is practical to determine actual cost, such information
tends to frustrate performance measurement. Actual cost information is
unstable. It is influenced by factors
such as workdays in the month, a spot
purchase of low -cost raw material, or
an unusually high volume of production. Because of this instability, companies often will average their monthly
"actual" costs to see trends. In doing

so , th e com pany chips through varia-

tions and obtains some of the same information that a system of predetermined estimates routinely provides.
However, the averaged information developed in this way shows only history.
A well- designed system of predetermined estimates looks toward the
future.
We have deliberately not used the
words "standard cost." Too much emotion is associated with this term. However, an accounting system based on
budgets and rates (standards) can provide very useful information at a relatively low cost. Even defense contractors, who traditionally have attempted
to make an actual cost system work,
are beginning to realize that such a system is too expensive.

Subdivide and group cost centers. A
company can obtain many of the benefits of activity-based costing with much
less work by simply dividing its cost
centers into logical groupings. This
step eliminates the product cost distortion associated with spreading overhead in a gross, nonprecise manner.
Sometimes an ABC analysis confirms that a company has computed
product cost accurately using traditional approaches. In other cases, the
ABC analysis will indicate significant
distortions. When the company's product costs are wrong, a root -cause inquiry often targets the plant's cost center
groupings as a prime culprit. By simply
changing these groupings —and by
distributing budgeted service center
expenses using better drivers —man-

agement can improve its cost information significantly without revamping
the underlying system.
Use ABC to allocate budgeted costs.
Companies prepare a budget every
year. With just a little additional effort,
they could allocate overhead and
SG&A expenses in a much more precise manner to products, product lines,
or channels of distribution. Build ABC
techniques into the budgeting process.
In this way, you can obtain the insights
of an ABC analysis at almost no incremental expense. By incorporating
these distributions into the rates you
use to develop "official" product costs,
product gross margins will reflect ABC
information.
The approach is simple. Just add an
additional section to the budget worksheet, and ask the manager to indicate
the department's activities and the recipients of these activities. Accumulate
this information and distribute the activity rates to the appropriate cost center or product. If you want to add some
spice to the process, ask the receiver
of the activity if he or she agrees with
the budgeted consumption. Possibly
not.
Expand the number of elements in
yourproduct cost buildup. An ABC analysis may generate hundreds of cost
drivers. They are too complex for the
formal system —and probably too complex for discussion with management.
Yet the traditional product cost buildup
consisting of labor, material, and overhead is not the answer either. Such a
buildup clearly is too aggregated for

URE 1
161992 0 1 9 9 3

14
121

—*— 1994

— — 1994 Goal

M,N/

'

Jan

r Feb

Mar

Jun -w

Jul

Aug

Serr -

Oct "

Nov"

As noted on our two previous goal-focused management reports. our days' supply of inventory is higher than goal and is continuing to deteriorate. Two months ago. we empowered an
f f n inaerIng Team to Investigate all aspects of the Board Population Department's activities and determine the root cause problems. There are a number of factors present including new
were not fully functk
A odes that were gWnsistently within specifications. and insufficient training of second shift technicians.
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product cost decision making. Strike a
balance —find five to 10 significant
product cost elements by summarizing
the ABC budget into a few activity
pools. The revised approach probably
will retain labor and material in the
product cost buildup. However, you also may wish to include the cost of moving parts through the plant, the cost of
process engineering, the cost of shop
paperwork, and items such as inspection, maintenance, and freight. The objective is to highlight significant expenses that vary among products so as
to reflect them in product cost —or better, to eliminate them.
You can close the budget- actual
loop by crediting the activity pool for
the actual drivers consumed. (We produced 10,000 widgets, and the product
cost buildup includes one quality control inspection per 1,000 widgets.) You
could further distribute the budget -actual drivers back to the originating departments if you like —but the value of
this approach is probably not worth
the work. Instead, use the activity pool
information to reduce cost: reengineer
expensive activities. For example, create work cells to eliminate the cost of
moving material and establish focused
factories to reduce interunit freight.
Simplify variance reporting.Classify
the difference between budgeted and
actual costs into a very few categories
such as purchasing, volume, and
spending. Too much variance detail
obscures the real picture. The problem
is that volume is lower than
planned —or that costs are higher than
they should be. Possibly, the plan was
wrong. Possibly, performance is unsatisfactory. Rather than complicate the
cost accounting system in an attempt
to get the computer to ferret out the
right conclusion, simply ask the department manager what happened.
Develop a balanced set of performance
measures and use them to spark communication.
Link into the manufacturing system

for value- adding transactions. Most
companies already have this link, but
if you have a standalone cost accounting system, integrate it with your production control transactions. It is hard
enough to make one of these systems
work properly and almost impossible
to reconcile two of them. Both systems
need the same data: Manufacturing
cares about quantities, accounting
about dollars —two sides of the same
coin.
It generally is becoming more uncommon to find nonintegrated cost accounting /manufacturing control sys30

tems in today's business world. Yet we
recall several cases where shop floor
transaction pricing was "an accounting
matter," never to be modified without
approval. Because approval seldom
was forthcoming, the manufacturing
control systems evolved from traditional MRP into just -in -time tracking
systems —but the accounting system
remained as it had been designed 30
years earlier.
We often cite one company where
more than one - quarter of all computer
system maintenance requests came
from the cost accounting staff. The
cost system did not reflect the shop
floor. It had to be modified constantly
so it could be reconciled to the material
control system. Operating management had lost all faith in cost system
outputs and were lobbying for an actual ABC system. They were not sure
what such a system really did, but they
assumed it had to be better. For a long
time, instead of scrapping the old system and starting over, the accounting
staff continued to patch and patch.
Eventually, executive management decided that something had to be done.
All meetings were becoming a series of
debates about the cost system.
A quick study showed that a reengineered cost system would have a
payback of about a year. It took 18
months to install it, but the new system
was far less complex —and month-end
closing could take place much more
quickly. Executive and operating managers appreciated the more timely
scorecard. They also endorsed the hybrid nature of the new system. It had
elements of ABC, but it was basically
a standard cost system that could be
used to pinpoint areas for performance
improvement.
While this example benefited from
the costly nature of the company's old
system, most companies should expect, at worst, a two-year payback from
a new cost accounting system —and a
quicker payback if shop floor inventory is high.
Prepare channel of distribution /product line operating reports. Use
an activity-based budget to distribute
costs below the gross margin level.
Show the differences between actual
SG&A and the budgeted amounts as a
variance. Control these variances at
the responsibility level, not at the product level.
Many will not agree with this last
design thought. Consumer product
companies traditionally have distributed all SG&A and overhead to the product line in an attempt to cover these

costs through prices. They believed
that the product manager would wield
a big stick to keep these costs under
control. Or if the costs could not be
eliminated, the product manager
would raise prices to maintain product
margins. Recently, however, even companies with strong brand names have
come under pricing attack by generics.
Thus, consumer product companies
are rediscovering that the ultimate
drivers of cost are people and purchases. They are looking at the cost
originating departments —as well as
the brands —to improve their bottom
lines.
If you must spread the actual SG&A
to products or to product lines at interim periods, use the same ABC methodology that you developed during the
budget. Of course, allocations are never perfectly precise —and the underlying business situation may have
changed dramatically. Thus, the budget assumptions may no longer be valid. If it is really important to know product line profitability with precision, it
may be necessary to go through a mini
re- budget. Usually, however, strategic
product line decisions are infrequent,
and they are based only partially on
cost data.
Again, strive for simplicity. Avoid
building too much product be information into the formal system. Having
the computer slice and homogenize
data in an attempt to improve its accuracy adds to system complexity but seldom results in better answers. Keep
the formal system focused and simple.
Extract data and use spreadsheets
when you need a strategic analysis.
This approach is much cheaper than
building an all- encompassing product
line profitability system.
We recall visiting a company that
had just completed a study of worldwide product profitability. Determining net margins in Indonesia, Brazil,
and Hungary was a daunting task that
the company did not want to repeat. So
it decided to build a transaction-processing system and accumulate this information routinely each quarter. Unfortunately, the system designers were
not empowered to simplify. Their job
was to accumulate the needed data,
precisely and accurately —we need not
continue. The resulting project
dragged on for years and was killed only after a new chief operating officer
(COO), hired by the board to reduce
cost, asked, "What would anyone do
with this information each quarter
even if it were known ?" To improve
profits, the COO first cut departmental
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Augment the cost system with nonfinancial performance measurements. Al-

though cost system results are a very
important aspect of the company's
overall performance measurements,
management also should concentrate
on other items of performance such as
product development lead time, first time product quality, customer satisfaction indexes, and market share.
Derive your performance measurements from your strategies, and report
a balanced set of financial and statistical measures.3 You can't expect the
cost accounting system to provide all
the answers. Array 40 to 60 measurements throughout your value
chain —from product development
through field service. Set goals and
use the measurements as a springboard for managerial discussion, Look
to the manager for an explanation
when there are differences, not to the
computer.
It is our experience that the senior
financial executives of American companies are fast abandoning the notion
that an information system must be expensive to be good. In fact, the financial
executives often are the internal champions of cost system reengineering.
Historically, many companies have felt
that changing their cost accounting
system would be like touching the
third rail of a New York subway line.
That is why ABC has been so appealing. It promised a way around all this
unpleasant work —and, to some considerable extent, it has been helpful in
providing managerial insights. But it is
time for synthesis.

SIMPLIFYANDINTEGRATE
hat is to be gainedfrom all this?

By tailoring the design principles outlined above, you can
reengineer your cost accounting system effectively. When you are finished,
you can expect to have a more focused,
less expensive system that provides
more accurate product costs and helps
you control expenses. Because everyone will be using the same fact base,
there will be no difference between activity-based costing answers and the
"official" scorecard.
Let's make synthesis the watchword of the day. We can take what we
know from ABC and incorporate this
knowledge into the company's formal
system.
Let's turn our attention back to
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these traditional systems. They have
been neglected as we pursued activity based costing. Start with a simplified
ABC analysis, if you have not done so
already —it will provide a great deal of
insight concerning product cost and
cost drivers. Then take what you learn
and build it into your formal system.
Be particularly careful to avoid getting bogged down in all the ABC detail.
We recall a meeting with the senior financial executives of a large Fortune
500 company. The financial executives
sat around the mahogany table in the
boardroom with their analysts seated
behind them. The company had identified its cost drivers carefully and had
allocated and reallocated these drivers
among the service departments, moving them eventually to the product.
The company had a large computer
system consisting of more than 2,000
simultaneous equations to perform
these calculations.
Management's question to us is,
"What should we do now? We are finding it hard to get our product costs understood. Operating managers don't
relate well to this information, and executive management won't sit still for
all the details." Our answer: "Simplify
and integrate."
On a smaller scale, these comments
are repeated in almost all companies
after they have completed their first
ABC analysis. The project team asks,
"Where do we go from here ?" Our answer remains, "Simplify and integrate."
As you rework your cost system,
adopt the key words of reengineering:
customer service, high quality, fast response, and low cost.
• Does your cost system meet customers' needs? Operating management will forcefully say, no.
• Is it of high quality? The marketing
staff will cite pricing war stories.
• Is it quick? The financial staff will
stare grimly at its closing schedule.
• Is it low cost? Everyone will look
away.
Synthesize ABC, and reengineer
your cost accounting system. Not only
will you make the system better, but
your efforts probably will pay for themselves more quickly than you can
imagine.
What are the benefits of a new cost
system? As the CFO of one company
put it:
"We began to understand how little
we knew about our product costs when
we conducted the first ABC pilot. Next,

we started to see that the operating
managers were correct. Our system
did pump out a lot of useless information. Finally, we realized what the system cost us to operate, and we took action. I don't recall referring to our
change project as reengineering, but
whatever it was, it worked. Our new
system is more aerodynamic: It's
quicker, it's more responsive, it allows
us to close earlier —and, most important, it's cheaper. We like that."
■
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Measuring the Cost
i of Investment in
Quality Equipment
Newsoftwarediscloses the benefitsofinvesting in quality —in dollars.
BYALAHASSANE DIALLO; ZAFAR U.
KHAN, CMA; AND CURTIS F. VAIL
Certificate of Merit, 1993.94

Perceptron Inc.'s noncontact measuring technology (above) accomplishes in minutes what
takes hours with mechanical probe systems, thereby cutting quality costs.
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uality enhancement is a
very successful method of
cost reduction and product
differentiation, but current
accounting and financing practices do
not provide adequate data to justify investment in capital equipment that promotes quality. The nature of quality improvement projects makes measuring
their performance difficult. As a result,
most investments in equipment that
promotes quality are justified on strategic grounds alone.
Quality improvement projects are
handicapped, especially when investment funds are limited or when quality
improvement equipment replaces existing conventional equipment. In that
case, the capital equipment for quality
must be evaluated as a single item although it is part of a larger set of equipment used in the manufacturing process. While it is easier to assess the
global effect of the whole set of manufacturing equipment on plant performance, it is much harder to unbundle
the individual contribution of each
piece of equipment.
One approach to solving this problem enlists the help of plant personnel
to identify and quantify the obvious
and hidden benefits and costs of acquiring quality equipment, using computer software that aids in this strategic task. The capital equipment being
evaluated in the case described in this
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article is new laser - based, in -line measurement systems by Perceptron, Inc.,
a recognized leader in industrial measurement systems.
Perceptron, based in Farmington
Hills, Mich., has developed and manufactured laser- based, optical, noncontact measurement systems for process
management in industries such as
automotive, appliance, aerospace, and
furniture. In the automotive industry,
Perceptron's measurement systems
are used by companies such as Mercedes, BMW, Volkswagen, Volvo, Toyota, Nissan, General Motors, Ford, and
Chrysler.

IN-LINE MEASUREMENT
SYSTEMS
echnological advances in automatic gauging, together with
other factors such as reliability
and flexibility, are resulting in more
and more companies investing in inline appraisal or measurement systems. The new gauging devices now
measure more parts, more reliably, for
more defects at a higher cycle rate
than before. New laser - based, in -line
measurement systems instantly detect
any changes in product assembly accuracy for every unit.
A significant advantage of the laser based, in -line measurement systems is
that they provide necessary data for assembly -line technicians to use (with
some training) to identify sources of
variation. Then the technicians can
take preventive action to correct the
problem variation, virtually eliminating the need for highly paid quality
control inspectors.
However, Perceptron managers
felt that their products' full potential
was not being realized. Time and
again, despite great support from potential customers' plant engineering
and process personnel, lack of financial data prevented Perceptron's sales
and marketing personnel from quantifying, in dollars and cents, the benefits of their in -line measurement system for financial managers of these
potential customers. Even operating
managers who had improved product
quality using Perceptron in -line measurement systems were finding it difficult to convince upper management
of the financial advantages of the
measurement systems because existing accounting systems were of little
help in providing financial data
that would clearly show the benefits
of using the quality improvement
equipment.
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The "process performance picture" shows operation personnel how all of the critical
dimensions of the part/subassembly compare to engineering specifications.

DEVELOPMENT OF SIQE
s a solution to this problem a
flexible tool kit for fast, ongoing
data collection for financial analysis of capital equipment was developed for plant managers. This tool kit,
the Software for Investment in Quality
Equipment (SIQE, version 1.1), is
structured for quality assessment within the framework of capital investment
analysis.
The authors developed the dBase
IV software for financial analysis of the
investment in the in -line measurement
system.' All the modules of the software are designed to be flexible, and
the different fields may be overwritten
by the user.
Despite the emphasis in the literature on the importance of a post-implementation audit for project evaluation,
it is fairly common in practice that once
an investment is made, actual return is
not followed up. The chief reason is
lack of appropriate financial data because existing accounting systems do
not capture and provide disaggregated
data on a project -by- project basis. A
unique feature of SIQE is that it not only provides for financial justification using capital budgeting techniques before an investment is made, but it also
can collect cost data as the quality
equipment is used. Operating managers can use these data to reassess the
return as often as desired. Besides
serving as a post-implementation audit

tool, the software gives operating managers quick feedback as to whether expected benefits are being obtained. If
not then they need to find out why and
take corrective action.
The main issue in the economic
evaluation of capital equipment that
promotes quality is the measurement
of the costs and benefits generated
from these investments. Traditional
accounting systems furnish many of
the tangible costs such as repairs and
scrap. However, they do not provide
any way to measure intangible costs of
low quality. Thus, intangible costs
must be estimated. These costs, often
referred to as hidden quality costs,
may be significant and their assessment imperative in spite of the difficulties inherent in this task.
Many of the seemingly nonquantifiable benefits can be assessed by redefining the specific activities involved in the process leading to
improving and maintaining quality.
The use of documented technical
problem - solving cases to unbundle
these activities, trace their downstream impact, and then attach economic value to them is a step in the
right direction. Accordingly, cases
documented by a variation reduction
team served as the main basis for the
development of SIQE. The team comprised engineers at a leading Midwest university, a major automotive
company, and United Automobile
Workers skilled trades workers at an
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On production lines, Perceptron systems electronically measure components, subassemblies, and bodies, detecting variances from design
specifications and giving supervisors instant information for making corrections.

auto manufacturer's body assembly
plant. The technical case information
was used to derive financial data that
helped appraise investment in the inline measurement system at the plant

COSTS AND BENEFITS OF
IN -LINE MEASUREMENT
SYSTEMS
nvestment in capital equipment
that promotes quality helps reduce
both internal failure and external
failure costs. The reduction in internal
failure costs provides a quantifiable addition to the contribution margin. The
reduction in external failure costs also
affects sales volume and other intangible factors such as customers' trust
and loyalty.
Some of the major costs and benefits of investment in in -line measurement systems and preventive activities
for reducing variation are listed below.
Major costs are:
■ Acquisition costs: equipment cost
plus costs to transport and install
the equipment;
■ Change in working capital;
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■ Other costs: training, initial programming, programming labor,
maintenance, measurement labor,
and process inspection.
Benefits are classified as quantifiable benefits and other benefits.
Among the quantifiable benefits are:
• Quicker response to variation problems: The rapid response due to the
knowledge base gained from solved
problems leads to reduced average
cost of manufacturing process problems.
• Reduced production costs: Lower
scrap and repair costs result from
the early in- process identification of
defects.
• Reduced work -in- process and other
inventories: Better process control
and more stable processes lead to
fewer clones and lower parts inventory. Less work -in- process results in
lower cost of clones being scrapped
for obsolescence because of engineering changes.
• Shorter launch time: Quicker problem solving leads to faster process
stabilization, which reduces the av-

erage launch time. The shorter
launch time reduces the cost of introducing new models.
• Higher uptime and throughput: A
stable process allows more uptime
that leads to higher production and
sales. More uptime also reduces
costs due to less overtime and other
plant costs.
• Reduced downstream production
and warranty costs: A stable body build process means fewer rejects
and less rework because problems
in the paint shop and the fit and trim
area are reduced.
• Higher quality of supplier parts:
The early in- process detection of defects provides quick feedback to
suppliers of parts for quality improvement.
Other benefits include:
• Lower fatigue and injury- related
costs: A controlled and stable process implies fewer crisis situations,
so workers remain more alert physically and mentally.
• Higher employee morale: Morale is
higher because employees are
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more involved in monitoring the
manufacturing process, which
gives them a sense of empowerment.
■ Higher customer satisfaction: Customers are satisfied because the finished product is of high quality.

THE SOFTWARE DESCRIBED
IQE can be operated in two
modes: a planning mode and an
assessment mode. The planning
modemay be used to predict the effect
of using in -line measurement systems
or other quality equipment. The data
for the planning mode, such as cost
per problem -day, number of problems,
and scrap and rework rates and costs,
can be actual or expected data. As an
alternative, default data based on Per ceptron's experience can be used.
Other operating data, such as jobs per
hour, number of shifts, and hours per
shift, are the expected operating data
for the user. The user can perform
sensitivity analysis by changing various parameters.
The planning mode has two modules: Containing Manufacturing Problems and Early In -Line Measurement.
The Containing Manufacturing Problems module predicts the cost savings
that result from improvement in problem solving and implementation of corrective action. It uses an index of improvement to compute the cost savings
that result from eliminating manufacturing variation problems. The savings
shown by the module do not include
the benefits (additional contribution)
that result from higher uptime and increased throughput.
The module also interacts with a database for manufacturing problems
cases. As the cases database is developed, the average cost of the manufacturing problems and average number
of problems data may be refined based
on experience. The output from the
module is used for the summary of
cash flows and related financial
analysis.
The Early In -Line Measurement
module predicts the cost savings that
result from using the 100% in -line measurement system at critical subassemblies. The data for the module may be
actual or expected data, or default data
based on Perceptron's experience may
be used. The data can be stored and updated based on experience. Thus the
cash flows from savings in scrap and
rework costs can be refined as the process continues.
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The assessment mode is designed to
be used for a post - implementation audit. It has several modules that compute the realized savings over the inline measurement system use period.
The computations of the benefits from
the different modules are supposed to
reflect actual benefits. The modules
are:
• Reduction in Scrap Cost,
• Reduction in Rework Cost,
• Reduction in WIP and Other
Inventories,
• Contribution from Shorter Launch
Time,
• Contribution from Increased
Uptime.
The resulting benefits are from the
entire system, that is, the entire effort
(people, equipment, methods) for reducing variation. The annualized cash
flows from the different modules may
be prorated for the in -line measurement system based on user - specified
proportions. The output is used for
projecting the cash flows attributable
to the in -line measurement system
over the life of the equipment. The projections also are based on a user -defined projection function. The projected cash flows are the basis for
computing the net present value, initial
rate of return, adjusted rate of return,
and payback period for the in -line measurement system?

DATABASE OF
MANUFACTURING PROBLEMS
database module is provided to
record information on individual cases as they occur. The
module is designed for recording
some basic engineering data and cost
data. The computations of the internal
failure cost, such as scrap, rework,
downtime, reduced yield, and so on,
are carried out automatically based on
an established format. Other quality
costs, such as prevention (corrective
action) and external failure (warranty,
etc.), also are recorded.
The cost database can be used for
refined projections of the savings from
containing manufacturing problems
discussed above. The cost data also
can be used for prioritizing manufacturing (variation) problems and other
analyses for decision making.
Judging from Perceptron's experience, using SIQE to measure costs and
benefits of investment in capital equipment that promotes quality helps managers to justify that investment with

hard data. For the first time, operating
managers can show upper management, in dollars and cents, the advantages of investing in quality.
■
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'Perception is currently testing the software in sales
demonstrations to potential customers. indications
are that the software has enthusiastic support from
both Perceptron's salespeople and customer engineering and financial personnel.
zlhis module also can be used for a priori financial
assessment of the investment using user expectations and /or prior experience in other users' units.
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UNDERSTANDING

CLIENT /SERVER
COMPUTING
The user's PC —the client processes data residing on another
computer—the server —to accomplish the organization's objectives.
BY A. FAYE BORTHICK,CMA,AND HAROLD P. ROTH,
CMA
Certificate of Merit, 1993 -94
he era of instant access to information has arrived.
In the past, it was difficult to retrieve and manipulate data because much corporate information was
stored in files kept on mainframe computers that
were accessible only to information systems (IS) professionals. The development of personal computers changed all
that. Users expect to be able to get the information they
want, in the form they want it when they want it.
When information was costly to collect and manipulate,
"the constraining variable was the availability of data, not the
need for it."' When data were scarce, accountants agreed on
fixed reporting formats. Now management wants accountants to manipulate data in ways that are appropriate for today's problems, without regard for familiar fixed formats.'
Client /server, a cooperative form of computing, lets this happen from the user's desktop.

WHAT IS CLIENT /SERVER COMPUTING?

With client/server computing, management accountants at one
location can check on work at several different manufacturing plants,
massage those data. and generate reports.
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Bent/server computing, as its name implies, processes information via two or more computers connected
in such a way that users perceive the system as an
integrated whole. The user's workstation or PC works with
data maintained on another computer. The workstation is
called the client, and the computer on which the data are
maintained is called the server. The server may be another
PC, a workstation, a minicomputer, a mainframe, or a combination of several computers, and it can provide data to
many clients.
Before client /server computing, when application systems were kept only on centralized mainframe computers,
terminals displayed data and reports in fixed formats. When
medium -sized computers were used as the host processor,
this configuration became known as host -based processing.
(See Figure 1, leftmost part.) The computer actually running
the application is known as the host, and the only function
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for the user's terminal is to request and display predefined
input and output screens.
By the mid- 1980s, many terminals were replaced by PCs
that could emulate terminals. Emulating a terminal means
that the PC is running a program, such as ProComm or
CrossTalk, that allows it to respond as if it were a terminal
connected to the host computer. The advantage of terminal
emulation is that users have a device that does more than
just perform as a dedicated terminal.
Client /server applies when the user's PC —the client— participates in the processing in a meaningful way by
distributed presentation, distributed application, or distributed database.

DISTRIBUTED PRESENTATION
he lowest level of client /server participation is distributed presentation. At this level, the client computer
runs a program that permits the user to request data
from the server computer, manipulates the data in useful
ways, and presents the data in formats the user designates.
(See Figure 1, second column.) This method of splitting the
processing tasks is the easiest client /server arrangement to
implement.
The distinguishing characteristic of distributed presentation is that the clients can read data that have been organized
and loaded for a specific purpose only. Many current client /server implementations just support distributed presentation. The databases created on servers for client access are
relational databases (databases in which users see only ta-

Server
computer
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bles containing rows of data) that can be accessed with a relational query language such as SQL (structured query language). Relational query languages let users extract rows
and columns of data from the tables, manipulate the data
with arithmetic operators, and designate reporting formats.
Client computers have no capability for changing data on
the host or server systems. Data on the server typically are
subsets or combinations of master files maintained by legacy
systems on host computers. Legacy systems are the decades -old transaction processing systems —such as receivables, payables, inventory, and payroll —that capture and
represent an organization's business. Legacy systems usually are inaccessible directly by users unless they are
programmers.
Distributed presentation appeals to users because PC
software such as spreadsheet programs and database query
languages are easier to use than mainframe software such
as programming languages. One reason PC software is easier to use is its graphical user interface, called GUI (pronounced goo -ey). GUIs are characterized by pull -down menus, online help screens, overlapping and resizable
windows, and other presentation devices that help users organize their work.
Accelerated information delivery for Prudential. A distributed presentation client /server system can add flexibility to
information processing. When the Prudential Bank & Trust
Company relied on mainframe systems exclusively for transaction processing and information reporting, the typical
turnaround time for report requests was a week. Using its
new distributed presentation client /server system, Pruden-
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tial has reduced the turnaround from a week to minutes and
has given analysts the ability to write "what if' queries to discover new trends or correlations in corporate data (Figure
2).3 If analysts can think of a situation that may show interesting results, all they have to do to get the results is write
the SQL query representing the situation. Prudential's system is typical of the efforts that many large banks are making
to encapsulate their legacy systems with interfaces, data
warehouses, and utilities that let users have easier, more
flexible access to mainframe data. The implementation time
for this system was six months.
How did client /server computing help the bank speed up
access? The bank analysts were given client computers with
access to servers that receive daily updates from the mainframe databases. The same customer, transaction, and product databases reside on the mainframe as previously, but
now there are daily updates to servers via RJE (remote job
entry). The updates are made to a data warehouse (mainframe resident) server and multiple databases on server
computers (Figure 2). Access software known as middle ware, parts of which run on server and client computers, allows the client computers to access the data warehouse and
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the databases on the servers. On client computers, analysts
have a query language for the relational databases on the
servers, a spreadsheet program to manipulate the data, and
other application software. Particularly valuable queries are
saved for later use and made available to other users on the
network. Instead of their having to rekey data into spreadsheet models or report writers, analysts receive data directly
from their own queries, save the information on their hard
disks, and import it into a database, spreadsheet, or other
application model. Furthermore, analysts do most of their
own information systems work. Previously they would have
requested custom reports from the information systems
group and waited a week to get the results. The backlog of
requests in IS has diminished considerably.

he middle level of client /server computing is distributed applications, in which the client participates in
application processing. (See Figure 1, third column.)
In this arrangement, processing on the client computer can
initiate changes to the data stored on the server. This system
is worthy of the name cooperative processing because programs on the client and on the server have to cooperate to
process changes and to ensure the integrity of changes
made to the databases.
Improved response time forAvis.Better service to customers is one benefit of distributed applications systems. In
1993, Avis Rent A Car Systems, Inc. implemented a distributed application client /server system to improve response
time to customers making reservations for rental cars (Figure 3).4 Since 1972, agents had accessed the Wizard reservation system through IBM 3270 -type terminals and looked
up insurance regulations in foot -thick paper volumes. With
the new system, average response time per reservation has
decreased from two-and -a -half minutes to two minutes,
which translates into telecommunications savings of $1 million per year for 23 million customer calls. Training time for
new agents fell from six weeks on the 3270 terminals to three
weeks for the new client computers — Macintosh LC IIIs. Implementation time for this system was 18 months.
How did client /server computing enable these improvements? It made more information about reservations and
regulations more readily available to the agents. The Wizard
reservation system still resides on the IBM 3090 mainframe
with its customer and rate information databases (Figure 3).
Server computers receive periodic data updates from the
mainframe. The servers maintain databases for reservation
information and insurance regulations across the country.
Agents use client computers connected to the servers to
make reservations and answer customers' questions. Typical transactions now require 40% fewer keystrokes because
the program running on the client computers has more single -key functions and is more flexible than the host program
it replaced. The client computer automatically gives agents
regional insurance regulations they formerly had to look up
in paper rate books.

DISTRIBUTED DATABASES
he most complex type of client /server computing is
distributed database, in which the data the client requests and updates may reside on multiple servers or
hosts. (See Figure 1, rightmost column.) Distributed database systems are difficult to implement because the theoretical, technical, and practical hurdles to maintaining dataMANAGEMENT ACCOUNTING /AUGUST 1994

bases in multiple places simply have not been overcome.
Further developments in database and networking technologies are needed before this type of system can be implemented readily.

HAZARDS OF AN IMMATURE TECHNOLOGY
s with other new technologies, client / server computing has deficiencies, many related to its relative
youthfulness compared to mainframe computing. Developers of mainframe systems have had 30 years to perfect
general approaches to making systems work for one mainframe computer with one copy of files being updated by centrally controlled software. Developers of client / server systems are beginning to address the complexities engendered
by having a network of computers containing multiple copies
of files being updated by multiple programs. Some aspects
of client/ server computing that have not been addressed satisfactorily are backup / recovery, program change control,
access control, data synchronization, network configuration,
and user training.
Backup /recovery. On mainframe systems, backup /recovery procedures are fairly straightforward : All files are copied
to secondary storage devices with a few utility programs. On
client / server systems, the matter is not nearly as straightforward because the data are distributed and duplicated
across many computers. Multiple copies of the same data
may reside on different systems, but as each system may
be slightly different, each separate system requires its own
backup. Systems from different vendors or even systems
running different versions of the same software may require
different utility programs to take the backups.
In a mainframe environment, a centralized information
systems operations staff has the responsibility for backups,
so usually they are performed on schedule. There may be
no counterpart to the centralized operations staff at the client /server locations, but control procedures are still needed
to ensure that backups are performed . To ensure timely
backups, one insurance company developed a program that
disables logons for users who fail to perform backups.5Another problem is that the greater the number of servers and
clients, the less likely it is that all the backups can or will
be taken at the same time.
Program change control. In mainframe environments, program change control procedures usually ensure that only
tested , authorized programs go into production libraries and
that prior versions can be restored to production status if
needed . No change control analog exists in the client /server
environment. Ch an ge co n trol is need ed to en su re that application software on servers and clients is consistent with
new database structures on servers. In addition to controlling their own application -sp ecific p ro gram ch an ges, organizations need automated distribution and version tracking for
the proprietary software they acquire from vendors that
want certification of the number of users or the number of
computers using the software.
Access control. Security provisions also are easier to implement in a mainframe environment because there is only
one system with one set of files to secure. Each different
computer in a client / server environment may have its own
variant of security features—if it has any at all. Coordinating
multiple sets of security features and administering access
privileges obviously means more work.
Data synchronization.Data synchronization is the process
of updating multiple copies of the same data on different
computers so that all copies of the data are consistent. ExMANAGEMENT ACCOUNTING /AUGUST 1994

cept for backup purposes, data synchronization has not been
required in mainframe environments because only one copy
of each data file existed. Often synchronization strategies in
client / server environments are hard to evaluate. For example, for a particular network, would it be better to rebuild
server databases completely each day or to update server
databases from a change database driven by changes to the
master database?The answer varies depending on how long
complete rebuilding would take and how complicated managing a change database might be.
Lack of data synchronization became apparent quickly to
one company in a pilot project for a client /server profit -andloss analysis application . The system's graphical front -end
and data-downloading features were successful, but the proprietary software had no provision for synchronizing account codes on the mainframe database and on the servers.e
Initially the installation team entered the new codes on the
servers manually, but this task consumed so much time that
it negated the benefits of the application . Even though the
pilot was deemed a success, the system was not implemented companywide because the procedures for keeping the account codes synchronized were cumbersome.'
Network configuration. In mainframe environments, information systems professionals have learned how to estimate
and anticipate telecommunications requirements so that
equipment configurations that satisfy response needs can be
installed. User demands on client / server systems have been
much less predictable, with the result that initial configurations often have been inadequate.' The only remedy has
been to add more telecommunications or processing capac-
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ity at significantly higher cost. Predictions of effective capacities and actual usage will improve in the future, but, in the
short run, some client /server implementations have been
thwarted due to insufficient data transmission capacity.
User training. In mainframe environments, user training
is confined to the application systems running on the mainframe. In client /server environments, users still may need
to be trained for the mainframe systems, but they also must
be trained to use the software on client computers such as
spreadsheet programs, database query languages, and
graphical presentation programs. Users want faster access
to more information, but enabling better access brings the
risk that users will not have the expertise to use it —especially at first. Because users will be asking software tools to
do more of their work for them, there are more opportunities
for user queries to overload a network with inefficient processing. For example, one program for backing up a manufacturing database took 22 hours until an expert SQL coder
was hired, who unscrambled the SQL statements so the program ran in only one hour.'

IMPLICATIONS FOR MANAGEMENT
ACCOUNTANTS
lient /server systems are valuable because they provide more flexible access to a greater amount of information than is available from mainframe -only systems. Initially they may cost more and be more frustrating
for developers and users, but the benefit of better information access should exceed the cost.
Client /server systems are the closest implementation to
McKinnon and Bruns' management accounting system of
the future that will have:
[A] large real -time database into which information is continually flowing. Labeling and storage should be sufficiently flexible to allow managers throughout the company to find what they want easily and to construct their own
reports to get the information they need .... The management accou nting system needs to be accessible and
friendly. Output formats should be as flexible as possible

to allow managers to use quantitative summ aries or
graphic displays. The goal should be to enable any manager to work with the data in any way he or she chooses
with full confidence that the information obtained will be
current and reliable.lo

One example of the way management accountants can
use a client /server system involves collecting and analyzing
quality cost data.11Client /server computing should facilitate
quality cost calculation and analysis because the data may
be manipulated as if they were in one large database even
though they may be kept in several different places by different computers. If all the computers with production and
cost data were linked in a client /server network, accountants could access them to perform integrated analyses that
otherwise would not be possible without several time -consuming steps such as data extraction, data entry, and data
recoding. In the past, these steps required manual procedures, which meant that the analyses were too costly to conduct routinely. A client /server system can eliminate these
manual operations and should improve the quality of the
analyses.
Suppose that manufacturing plants convert raw materials
into parts that are shipped to other plants for assembly and
shipment to customers. Any one part is manufactured in several different plants and may be shipped to several assembly
plants. At the assembly plants, some parts do not meet quality standards and must be reworked if possible. If the parts
cannot be reworked, they are scrapped. Furthermore, suppose that each plant has its own client /server computing system, complete with servers that maintain data about that
plant's costs, daily production, and rework /scrap. If all the
plants' computing systems were linked together into a client /server network, then a management accountant located
at any plant (or headquarters) could access all the cost, production, and rework /scrap data from all the plants.
In this m a nufacturin g environm ent, m anagem ent m ay

want to analyze the data to determine the causes of the quality problems and whether it would be profitable for the company to incur additional costs to decrease the rework /scrap
expense at the assembly plants. In a client /server computing environment, all the data would be
accessible to analyze causes and calculate the costs of the quality problem.
e r
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• •
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the most frequent causes of the defects, and the costs of the defects. It
would be useful to know the causes because it might show that most defects
are being produced at a specific plant
or that material supplied by one vendor
MANAGEMENT ACCOUNTING /AUGUST 1994

is of lower quality than materials supplied by other vendors. With this
knowledge, management can work to
improve the quality at the source.
Information about the costs associated with poor -quality parts has several uses. First, it can help management
understand just how expensive it is to
produce parts of inferior quality. Although these cost data might be available in a legacy system, it would be
time - consuming and costly to have
each plant report the data to a location
where they could be summarized and
analyzed. In addition, the data would
be available faster in a client /server
system.
Accountants also can use cost data
to evaluate whether investments
should be made to change current operations to improve quality. These investments might include new machinery and equipment as well as training
employees in quality management
techniques. One problem with evaluating new investments to improve quality is that the benefits often do not include all cost savings that will result
from improved quality. With access to
cost and production data from individual plants, the accountant should be
able to improve the cost /benefit analysis for investments in quality improvements.
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s shown by the quality example, client /server systems should help management accountants accumulate data, evaluate performance, and compare alternative courses of action. When client /server systems
become the dominant computing configuration, management accountants will become proficient users of their organizations' client /server systems —or else. As McKinnon
and Bruns also said:

tancy at Georgia State University. She has a DBA degree from

Understanding data processing and communications
technologies is critical, because the value of even the right
information is conditional on the medium through which
it is received.... The line between the data and their transmission has blurred to the point that accountants can no
longer afford to be technologically ignorant. The management accountantofthe future must be skilled in both system strategy and technology, in addition to being proficient in collection and interpretation of data.12
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Management accountants have a greater opportunity
than ever to become even more valuable members of their
organizations. By mastering the technology of client/server computing and relational database systems, management accountants will help their organizations obtain the
best benefits of distributed computing in a cost effective
manner.
■
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At SC Johnson Wax

PHILANTHROPY IS ANINVESTMENT
This company looksforROI on its social investments
as well as its economic ones.
BYREVA A.HOIMES
hen companies donated
profits to worthy causes,
it used to be called charity or philanthropy. SC
Johnson Wax, along with many other
corporations, for years has been contributing to worthy causes and obtaining tax benefits in the process. In addition, businesses often have targeted
these donations with the thought of
specific future benefits, such as educational grants in fields where the firm
expects to require personnel. Charitable giving even has been used as a
sales incentive— "Buy this brand and
we will donate a portion of the price to
a certain cause."
There is nothing intrinsically wrong
with this approach, except that it reflects a rather limited view of the place
corporate philanthropy can take in a
company's overall operations. Samuel
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Curtis Johnson, company founder, and
his heirs through the fourth generation always have seen philanthropy in
a broader context, one less obviously
tied to self - interest. From its founding
in 1886 and onward, SC Johnson Wax
has been committed to the idea that
business should put something back
into the community in.which it is located and provide benefits to consumers
in more ways than just through its
products. This notion was codified in
1976 in the company's statement of basic principles, `This We Believe."
Such a consistent policy was possible, in large part, because the company
is privately owned. For decades it has
made yearly charitable donations at an
average minimum rate of 5% of pre -tax
profits. These donations involved significant sums of money (nearly $11.4
million worldwide in fiscal year 199293, for instance), so its officers take a
more than cursory interest in how the

funds are distributed. This interest has
resulted in a new perception of philanthropy as an "investment."
What SC Johnson Wax has realized
is that social and economic issues are
inextricably linked. Just as corporations see their operations as a whole
and consider the extended ramifications of each business decision, so, too,
does SC Johnson Wax view the effect
of its charitable efforts on the total society. Just as companies invest in their
businesses, so, too, does SC Johnson
Wax invest in society. Returns on investment are expected in both instances. The return for business
comes as increased future profits. But
what is the return on social investment,
and how should a philanthropic program be organized to achieve a satisfactory return?
The first question is rather easy to
answer, and the answer certainly is not
new. The return on social investment
MANAGEMENT ACCOUNTING /AUGUSr1994

should be an improvement in the quality of life for everyone in the community. The ensuing benefits to business
are manifest. Companies operating in
such locales find it easier to attract the
best available workforce, and those
employees continue to function more
productively because the environment
outside the business is as positive as
that within.
What is less obvious is that, to reach
that goal, corporate philanthropy has
to be organized so as to maximize its
investment. There is no one single correct approach, for circumstances vary
among businesses and communities.
But this is how SC Johnson Wax
operates.

THE STRUCTURE
n terms of structure, SC Johnson
Wax's contributions benefit two
primary organizations: The Johnson Foundation and The Johnson's
Wax Fund Inc. The Foundation, located in Racine, Wisc., at the Frank Lloyd
Wright - designed Wingspread building, sponsors conferences that bring
together men and women from all over
the world to discuss significant issues
related to international affairs; the environment; education, family, and society; and arts and culture. The major
grant-making arm of the company is
The Johnson's Wax Fund, Inc. It is governed by a board of eight trustees, all
employees of the company. Five of the
trustees chair advisory committees
which review requests for support of
programs in the fund's key areas of interest. The people involved represent
many different areas and levels of responsibility within the corporation. By
spreading out the task of screening
and recommending grant proposals,
the Wax Fund ensures that many viewpoints are represented and that each
request receives careful attention.
As needs have deepened and broadened over the last two decades, the
Fund realized that it could not be all
things to all people. Decisions had to
be made so the grants might have the
greatest impact. Each advisory committee scrutinized and refined its charter to achieve a more strategically defined focus within its given area of
interest.
Of course, the Fund has not abandoned its traditional beneficiaries. It
still matches employee and retiree contributions, dollar- for - dollar, to branches of the United Way across the country. In 1993, almost 220 communities
were supported in this way. In Racine,
MANAGEMENTACCOU"NG /AUGUST 1994

A grant to Earthwatch supported these
teachers on a research expedition.

Wisc., corporate headquarters for SC
Johnson Wax, the aggregate amount
represents the Racine Area United
Way's largest single source of funds.
Beyond such historic areas of involvement, however, the Fund has decided to focus on education and the environment and to further concentrate
its efforts on Southeast Wisconsin. By
centering its attention on that area, the
Fund can provide enough support to
make a real difference.

EDUCATIONAL CONCERNS
ven within a specific area, giving is both general and targeted, traditional and innovative.
The Fund, for example, will match gifts
up to $3,000 per year per individual
from directors, employees, retirees,
and widows /widowers of employees to
a broad range of post - secondary educational institutions and associations.
It offers the same terms in matching
contributions to secondary schools.
The Fund awards approximately 60
new multiyear scholarships annually
through its Sons & Daughters program. These stipends may be used at
any post - secondary institution.
Education in business and chemistry is an expected interest of a company such as SC Johnson Wax. Indeed,
supporting that type of education is a
standard part of our giving program. In
1993 the Consortium for Graduate
Study in Management received funds
for a fellowship to be awarded to a mi-

nority student pursuing a Master of
Business Administration at the University of Wisconsin - Madison. This fellowship was in addition to the six graduate research fellowships in science
and engineering the company already
was underwriting there. likewise, the
Wax Fund has committed to a five year program at Cornell University
for renewal of its polymer chemistry
program.
These ongoing activities have an
impact on the business needs and interests of the company. Many of the
newer programs, however, reflect a
broader concern for social investment.
They tend to be targeted toward Southeast Wisconsin, and many are designed for disadvantaged students.
One recipient of funding, the Youth
Leadership Academy, helps third grade African- American males develop
the skills they need to compete in social and educational settings. At Saturday courses and for six weeks during
the summer, these students are instructed in communication skills,
mathematics, economics, computers,
and science. Simultaneously they develop abilities in goal setting, problem
solving, decision making, and team
building.
Internally the company continues to
run its TOPS program: Training Opportunities for Proven Stars. With the
help of local high school principals, 20
exceptional minority juniors and seniors interested in pursuing a college
education in business, science, and /or
engineering are selected to work at the
company for the summer in full -time
positions. While at the company they
are allowed time during the week for
classroom study covering college entrance exam training, time management /study skills, and college application training and practice. This
program is complemented by another,
WECAP, Work Experience and College Aid Program. In this case temporary, limited employment is given primarily to minority graduating high
school seniors who want to go to college but cannot afford it. For 39 months
the company provides full -time summer employment and half -time school year employment at a salary sufficient
to help defray college expenses.
Funding these programs does not
mean that traditional interests are ignored; rather, they are made part of a
larger concern. For example, the company incorporates an emphasis on science into its focus on education in
Southeast Wisconsin. The Kaleidoscope Educational Series provides a
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good example of how both interests
are served. Taking advantage of the
unique opportunity provided by the SC
Johnson Wax Golden Rondelle Theater, the Kaleidoscope Series provides
Racine and Kenosha County students
in grades kindergarten through eight
with one-of a -kind educational opportunities in science. Students have ventured into "Mr. Wizard's World of Science, Discoveries, and Inventions."
With a speaker from Apple Computers,
they have explored computers and
technology.
Since Kaleidoscope's inception in
1979, more than 350,000 students have
attended. Educators have praised the
series for providing quality programs
that are beyond the means of most
school district budgets. Another local
cooperative effort is the Science Advi-

sors Program, established in 1987 to
provide expertise for school -led prograins such as science fairs and professional days.
For nearly 30 years, the Racine Education Council has received funding to
provide financial aid to minority and
disadvantaged students so they can obtain a post-secondary school education. The company also has joined with
more than 100 other local companies
in subscribing to the Racine Business
Promise, an effort sponsored by the
Racine Area Manufacturers and Commerce to assist students to prepare for
college, reduce the dropout rate, and
improve the educational process,
school management, and student motivation.
These are but a few of the programs
that operate as part of the company's

SCJOHNSONWAX
■ Direct Corporate Involvement
Grants for educational programs in local schools
TOPS program — summer internships
WECAP — employment for college students
Science advisors program
Racine Education Council
Internal conservation of manufacturing and packaging
resources
Global Youth Forum
"We Care for America" program
Direct grants to environmental organizations
■ C ommuni ty Relations Program
People Who Care program (employee volunteers)
Racine Business Promise
Kaleidoscope Educational Series
■ The Johnson's Wax Fund, Inc.
United Way in 200 communities
Support for the arts
Social and community programs
Scholarships and fellowships
Matching grants to educational institutions
Funding for educational programs in Southeast Wisconsin
and the Midwest
Grants to environmental organizations
Grants to educational institutions for environmental
research
Grants to K -12 environmental education
■ The Johnson Foundation, Inc.
Conferences on significant issues
Preservation and administration of Frank Lloyd Wright's
Wingspread

commitment to social investment. The
difference between them and the more
traditional efforts is that viewed as a
whole, they are both focused and significant. In addition, the attention SC
Johnson Wax and other like-minded
businesses in the community give to
education assures that enough is being
done to make a real difference. Thus
the keys to a successful policy of social
investment are to select a target of real
and lasting importance and to devote
enough effort to that target to have a
serious impact on it.
ENVIRONMENTAL CONCERNS
he same considerations hold
true for SC Johnson Wax's second major area of concern, the
environment. Here, too, both criteria
are satisfied— improving the quality of
life for everyone in the community and
maximizing the investment. The environment presents a worthwhile and
targetable issue. It can be closely defined as to geographic area or subject
matter, for example, water, air, or soil.
It affords an opportunity for investment that willbear long -term benefits.
Because SC Johnson Wax makes
and uses chemical products, which also are packaged, the company can do
a great deal internally to preserve the
air, water, and soil quality in the communities where it manufactures, as
well as conserve the materials it uses
in the production process. Globally,
it was the first U.S. corporation to
discontinue the use of chlorofluorocarbons in aerosal products in 1975, a
full three years before the compound
was banned by the federal government. The same care has been taken
in regard to the emission of gaseous
or fluid wastes.
In the area of conservation of resources, as much packaging is made of
recyclable materials as is practical and
possible. Recycling paper and other
products is standard procedure within
the company. Collection centers give
employees further opportunities for recycling. The operations at Waxdale,
the U.S. manufacturing plant in Mount
Pleasant, Wisc., are fueled in part by
methane gas recovered from a nearby
landfill, and every attempt is made to
be otherwise fuel efficient.
The same holds true for every component or product involved in the company's manufacturing procedures. It is
searching constantly for ways to use
less and save more, a policy that lowers
expenses as well. Such activities take
place at each of the manufacturing loMANAGEMENT ACCOUNTING /AUGUST 1994

Members of Rac ine Corporate Volunteer Council participate in a zoo cleanup day.

cations worldwide.
Besides doing what it can internally
to prevent contamination and preserve
resources, SC Johnson Wax has committed its support to numerous outside
environmental activities that fit the "investment" parameters established by
the company. Because education also
is of prime concern, the two often are
linked as grants for environmental
education. The Wax Fund recently
committed $100,000 to the Shedd
Aquarium in Chicago to help defray
the construction costs for its oceanarium, which will house marine mammals
for study. Other capital investments assisted by the Wax Fund have included
construction of a steelhead salmon
egg - taking station and natural zoological habitats in Racine. Grants were
made to support the programs of such
organizations as the Wisconsin Ice
Age Trail and Park Foundation, the National Wildlife Federation, Ducks Unlimited of Greater Racine, and the Wisconsin Chapter of The Nature
Conservancy.
Assistance to environmental education was supported by a grant to Earth watch for stipends for six Wisconsin
teachers that allowed them to participate in research expeditions. In addiMANAGEMENTACCOUNTING /AUGUST 1994

tion, two other Racine teachers were
sent to the "Bringing Environmental
Issues to the Classroom" program held
by the Keystone Center in Keystone,
Colo. Funding also goes to educational
institutions for environmental research or program development. The
Center for Plastics Recycling at Rutgers University received a grant to develop a classification system that will
make recycling easier. Another grant
went to the Milwaukee Public Museum in support of its "How to Build a
Forest" program.
Grants for environmental education
allow the company to double its effectiveness by supporting both of its "investments" at once. Added to that are
certain commitments to environmental
organizations and institutions in which
the company has had an historic interest. One of these is the International
Crane Foundation of Baraboo, Wisc.
Since its inception in 1979, the International Crane Foundation has sought to
preserve these magnificent birds and
to increase awareness of them and
their significance. SC Johnson Wax is
proud to have been one of the original
contributors to the Foundation, and its
support is continuing.
In addressing the issue of the envi-

ronment, SC Johnson Wax has made
one other monetary commitment that
does not fit into the traditional category of a grant, award, or stipend. Under
its We Care for America program the
company has designated 10 cents from
each retail purchase of several of its
products to fund clean earth, air, or water research. The funds are administered by the World Wildlife Fund.
Two other avenues of engagement
in both education and the environment
do not involve cash contributions. The
Johnson Foundation preserves and administers Wingspread, designed by architect Frank Lloyd Wright in 1938 as
a home for the Johnson family and now
used as a global conference center.
Like the company's more traditional
avenues of support, Wingspread contributes to the twin focus areas by serving as a site for meetings out of which
come new programs or innovative solutions to long - standing problems.
The company also promotes a program of employee involvement in community service activities. "People Who
Care" acts as a clearing house for various area organizations and institutions
requiring volunteer aid.
SC Johnson Wax's emphasis on
education and the environment has not
come at the expense of other contributions. Rather, this emphasis represents
a rational way of organizing the company's overall philanthropic program
and enhancing its effect to achieve the
most efficacious and long - lasting benefits possible. The term "investment"
stresses that, as in business, charitable
contributions are made only after a
close examination of the need has been
completed to determine all of its ramifications and in expectation of a return
on that investment in the form of identifiable positive results. In a time when
neither the government nor business
can afford profligate spending, such an
approach is especially necessary if we
are to continue to address the needs of
our world effectively.
■
Reva A. Holmes is manager - corporate
social investment worldwide at SCJohnson Wax, Racine, Wise. She also is vice

president and secretary of ne Johnson's
Wax Fund, Inc. She is a member of the
Racine /Kenosha Chapter, through
which this article was submitted. She
can be reached at (414) 631 -2262
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TAPPINGTHE
POWEROFTHEPC
ATGENERALMILLS
Automation sped up year -end closings and reduced person- hours.
BYEARLE.ROBERTSON AND DEAN LOCKWOOD,
CMA
n just a little more than 10 years the personal computer
and spreadsheet programs have become as indispensable to accounting as adding machines and calculators
were during earlier eras. General Mills, a multi- division
corporation based in Minneapolis, exemplifies the benefits
a large company can derive from using a spreadsheet program, in this case Lotus 1 -2 -3, to record and consolidate annual results.
In the fall of 1984 the company appointed a team from Financial Reporting and Information Services to design an
automated fiscal year -end accounting package. The system
design allowed changes to be made easily, the number of entities and schedules to fluctuate, the consolidation to be accomplished automatically, and input to be provided to the
Corporate Tax Department's automated tax return system.
The objectives of the system were to accelerate the consolidation process, increase accuracy, reduce outside help
and overtime, and make the effort less burdensome.
The system design recognized the hardware and software
available for use at the various company locations. Because
IBM PCs and compatibles loaded with Lotus 1 -2 -3 software
were the most popular combinations in the company, the PC
part of the system was designed with this configuration in
mind.

THEMOVETOAUTOMATION
istorically at General Mills, collecting and consolidating annual financial results for required Securities &
Exchange Commission and other governmental agency reports had been a time- consuming manual process. For
several years, General Mills had to collect and consolidate
the results of approximately 110 separate reporting entities.
After the data were collected, a substantial amount of time
was spent in verification, which was manual. For example,
beginning balances used on the balance sheet activity analysis schedules had to agree with prior -year ending balances,
46

Just a few typed commands and author Earl Robertson produces
his year -end balance sheet.

and cross - referenced amounts shown on various schedules
had to be validated.
These reviews had to be accomplished during a one -week
time frame and took nine person -weeks to complete. Substantial help from the outside and overtime were required
to accomplish this task. Automation has reduced the manual
process from nine person -weeks to six workdays.
Today at General Mills the financial statement section of
the annual report is started several months before year -end
and goes through many draft changes. Shortly after the annual meeting of shareholders, the previous year's annual report is adjusted for the new year. Columns of data are shifted
or dropped as necessary, and all wording is updated to conform to the new year -end.
Each year, as new Statements are issued by the Financial
Accounting Standards Board (FASB), they are reviewed for
applicability, and, if deemed applicable, a draft of the necessary disclosure is put in place for possible use. This process
is done continually through year -end in concert with the exMANAGEMENT ACCOUNTING /AUGUST 1994

ternal auditors.
At year -end, the annual information from divisions and
subsidiaries is entered via PC into financial schedules using
a Lotus 1 -2 -3 menu - driven system developed internally. After
a quality check, the data are consolidated by PC using Micro
Control (a PC -based consolidation software package). This
information is used to develop the majority of the financial
schedules and footnotes included in the annual report to
shareholders and SEC form 10-K.
There are 83 schedules, including a balance sheet and
profit and loss statement, to which most of the other schedule totals are validated by the system. Balance sheet schedules that require an analysis of activity from the beginning
of the year have the beginning balances entered before they
are distributed to users.
Before computerization, each consolidation schedule was
reviewed and re- footed manually to confirm that verified
amounts were recorded correctly. The consolidation also
was required to be completed during a one -week time frame,
and, with help from outside the department, it took another
12 person -weeks to complete.
With the use of Micro Control, the consolidation takes
one minute to complete. The hour it takes to print the schedules is the most time - consuming task.

EASY AS 1.3.3
eneral Mills' automated system lets entities enter annual accounting information for each ledger into a PC.
The system consists of numerous interacting files that
are copied onto the corporate server for local area network
users or that are provided on floppy disks to the outside locations. The main system disk includes a Lotus worksheet
file that contains macro instructions and menus that drive
the system. Each data disk contains Lotus files used to store
worksheet schedules.
Retrieving the Lotus worksheet from the main system
disk provides access to the various features in the system
through a series of user friendly menus. The main menu
consists of Header Entry, Table of Contents, Data Entry,
Validation, Print, and Quit selections. They are used as
follows:

analysis, activity analysis, and other data. The first section
consolidates data for the inventory disclosure footnote included in the annual report to shareholders, while the other two sections include data used with the federal tax
return.
Consolidating the data is as simple as using the Lotus
built -in validation function, which automatically verifies the
total FIFO (first -in first -out) inventory balance line and the
two total inventory balance lines to the balance sheet. The
function also verifies the cost of purchases used with the
same amount on the total cost of goods sold schedule.
The General Mills' consolidation process is just one example of how PCs have changed our company's operations
and saved incredible amounts of time and money in the
world of accounting. Whether your company's applications
are in budgeting, reporting, graphing, word processing, or
any of the other multitudes of applications, automation offers
benefits to all.
■
Earl E. Robertson is a seniorfsnaneial consultant with General
Mills, Inc., in Minneapolis. He is a pastpresidentoflMA'sMinneapolis Viking Chapter and can be reached at (612) 5404336.
Dean Lockwood, CMA, is the manager of accounting for
Bachman's, Inc., in Minneapolis. He is a past president of
IMA's Minneapolis Viking Chapter and can be reached at
(612) 861 -7629.
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HEADER ENTRY:

To enter the ledger name and
organization number.

TABLE OF CONTENTS: To show the schedule names and
numbers. It also can be used to
drive the Print selection.
DATA ENTRY:

To enter and correct data.

VALIDATION:

To generate the validation
procedure and to create error
messages.

PRINT:

To print schedules as indicated
on the Table of Contents.

QUIT:

To exit to DOS >.

Each of the main menu selections also contains sub -menu
selections.
Total inventory is one of the 83 schedules used at General Mills and will serve as an example of a typical worksheet. The schedule is divided into three sections: balance
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THE ACCOUNTING LIBRARY
The Accounting library uses the power of the
computer to match your company's unique accounting
needs with the most appropriate product,
• The most powerful needs analysis program available.
• Select from 900+ features, functions, and reports.
• Examine and rank 90+ top products.
• Analyze PC, Mini, or Mainframe based systems
New products added at your request.
Create your own unique set of requirements.
Priced as low as $279.00
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When systems change, how humans learn directly affects productivity.
BY KEN M. BOZE, CPA
Certificate of Merit, 1993 -94
anagement accountants
are in a unique position to
foster change by improving accounting, data gathering, internal control, or information
processing systems. But often learning costs associated with change are
grossly underestimated. Change, seen
as an improvement by management,
may be viewed by employees as adding
complexity, causing resistance or even
refusal to learn the new system.
As Nathan Weaks' notes, - Me key
(to being valuable) is convincing man48

agers we can solve more problems
than we create."
Change always has a cost, and systems changes are no exception to this
rule. Many of these costs, which are
easily quantifiable, are transparent to
change agents. Learning costs, however, sometimes are not as visible to managers and therefore can contribute to
overall dissatisfaction with a project
that might not meet expectations.
Managers and management accountants need to understand better the relationship between system change, the
learning curve, and productivity.
The first step in the training scenario is that employees must learn new
procedures. These procedures could

involve data entry, information processing, or user analysis. When examined quantitatively and under ideal circumstances, the changes may promise
benefits vastly exceeding costs. Sometimes the true costs exceed the benefits, and frustrated managers might
contemplate forgoing the changes.
The next step may be to educate the
person being "helped" by listing the
benefits and advantages of the changes. Accountants may market their ideas with logic, assuming the changes
will be welcomed after they are understood.
The system users then may try the
changes, only to confirm their previous sentiments that they are not worth
MANAGEMENT ACCOUNTING /AUGUST 1994

the efforts. At this point the movement
toward change may deteriorate to frustrated finger pointing. Instead of becoming more valuable to the system
user, the accountant becomes a political antagonist.
GREAT LEAPFORWARDVS.
EVOLUTIONARYAPPROACH
ften, successful change occurs
through crisis, as when an important customer is deciding to
take its business elsewhere. During
crisis, employees marshal their survival skills, putting in the necessary overtime and home time to retrain themselves. Change occurs at painfully high
costs for both the individual and the
company.
J.W. Wilkinson2 defines this type of
system change as a "Great Leap Forward." Such a change attempts to cover great technological distances in a
single bound, moving from an out -ofdate, ineffective system to advanced
capabilities quickly. Successful great
leaps make good press. The unsuccessful scarcely appear except in the financial obituaries. He states:
"... (this) approach entails several
risks. Attempting to move forward too
far too fast can lead to costly failure.
The leap may be too complex for the
systems analysts and programmers to
handle successfully. Or, the leap may
provide a sophisticated system that the
unsophisticated are not prepared to accept and use effectively."
In an accounting setting this type of
change may occur when a timeworn
accounting system, viewed with disdain, cannot deliver critical facts necessary for pressing decisions when
customers are leaving and plants are
shutting down. Users may demand to
throw out the old system for "one that
works." Hence, a great leap forward
occurs.
The downside for this approach in
bureaucracies, both inside and outside
government, is that well -known firms
engaged to deliver new accounting
systems may develop systems that never work as promised or are never fully
implemented.
A more common path to system
changes is the evolutionary approach.3
This approach moves through a series
of stages over time, developing each
stage into a somewhat more advanced
system. Manageable change comes in
small doses. The evolutionary approach may seem to avoid many problems of the great leap because it avoids
throwing out the old system. It does

0
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not imply changing the old system
constantly or adopting the frequent
updates provided by, for example,
software manufacturers if these updates cause significant productivity
problems.
Unfortunately, evolutionary changes also entail risks. Adjustments may
occur so often that employees are constantly high on the learning curve, the
promised benefits never materializing.
Many young accounting staffers try
to stay on the cutting edge by learning
the latest programs or system advances. Proficiency with a particular
system usually coincides with an increased responsibility for output and
efficiency. As staffers mature professionally, however, they no longer have
the luxury of enough time to learn new
system implementations, but they are
expected to be productive because
they are "experienced."
THEEVOLUTIONARYPROCESSAND
THE LEARNINGCURVE
he chemical industry serves as
an example of the evolutionary
process where highly automated
production depends heavily on capital
investment. The capital investment, in
turn, incorporates learning from current research and previous production
systems, which have evolved into cost efficient, mechanical processes.

A study performed by M.B. Liberman in 1984 found that cost efficiencies are a direct result of learning.4 Laberman statistically fit the traditional
"learning curve" observed by T.P
Wright in 1936 to several decades of
cost and price data for the chemical industry.5 The learning curve explained
cost changes more significantly than
any other factor studied previously, including company size.
Also discovered was that the slope
of the learning curve, that is, the rate
at which learning is transformed into
cost improvements, depends a great
deal on research and development
(R &D) expenditures and capital intensity. The more automated the system
and the more spent on R &D (learning), the greater the efficiency improvements for a given period.
Liberman states that the learning
curve (also called cost curve, efficiency curve, productivity curve, learning
theory, and so on) is used extensively
in industry as a tool for production
planning, cost forecasting, and delivery schedules.
Accounting systems are following
the chemical industry's pattern of
automating data collection and evaluation processes. Yet, we see little attention paid to the learning costs of accounting system changes. Both
collecting and inputting data and interpreting the results involve learning.
49

SUBCONSCIOUS LEARNING

tal axis. It is a geometric curve, decreasing quickly at first, then leveling.
As a person attempts a new task, learning occurs quickly and the curve is
steep. With each additional repetition,
learning occurs at a decreasing rate
and the learning curve flattens. Some
call this flat part of the learning curve
a "learning plateau," where improvement is small. The equation for the
learning curve is:

ecent discoveries about memory loss and training indicate the
human brain stores learning in
different areas. People who cannot
learn on the conscious cognitive level,
due to disease or brain injury, can
learn at the subconscious level to be efficient at repetitive jobs such as data
entry.6
Many training programs target the
conscious level, yet it is the subconscious level, the instinctive level, that
determines efficiency. It is at this level
where procedures are stored from repetition and on- the-job training.
Directly addressing this problem is
Lotus. By preserving its keystroke sequences in updated versions of its 1 -2 -3
spreadsheet program, it still dominates the spreadsheet market over programs providing better output or features. Other software producers may
have fizzled as they enhanced their
programs and in the process changed
key stroke sequences used instinctively by longtime users.

Y=aX -b

THE LEARNINGCURVE ANDTHE
GREAT LEAPFORWARD

Where:
Y = cost per unit.
X = the attempt number or units
produced to date.
a = the cost of the first unit or
successful attempt.
b = the learning elasticity.

This equation can be graphed very
easily and incorporated into system
change evaluations.
The 80% learning curve is standard
for many activities and can serve as an
average in forecasting learning costs.
For each doubling of output, the cost
of the new output is 80% of the cost of
the prior output. Figure 1 graphs the
classic 80% learning curve. The learning elasticity for this curve is about .32.
Movement down the curve occurs
by eliminating hesitation and mis-

MEASURING LEARNING
he learning curve graphically
portrays costs and benefits of experience. It plots cost per unit of
additional output on the vertical axis
and cumulative output on the horizonF1GU1[E
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figure 2 shows the great leap forward approach to system changes. Two learning curves are overlaid. The first starts high and on the
left, representing learning costs of the
old system. The second appears about
midway through the graph and represents a new system or major change.
The heavy line represents actual
costs per unit as expertise grows with
an old system. Then a major change is
made, and the curve spikes with the
change. The yellow area above the old
curve and below the new one represents increased learning costs due to
the change. The blue area on the right,
below the old curve and above the new
curve, represents the benefits of the
change.
The optimal modification strategy
compares anticipated change costs to
benefits, changing only when net benefits are positive. Figure 2 shows a positive net benefits change. In this example, the benefits clearly outweigh the
costs. Nonetheless, costs are very
high in the short run.
THE LEARNINGCURVE AND
FREQUENTCHANGES
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takes, automating certain tasks, and
system users making changes. A new
curve is created when there are major
changes because new procedures
must be learned and old ones eliminated. A disruption in an established routine may cause costs to increase and efficiency to decrease temporarily as
users either hesitate to undertake the
new routine or adopt the new routine
in error.

1_—

0

i

i

10

20

i

30

i

i

i

i

40 50 60 70 80
Cumulative Output

i

i

i

1

90 100 110

figure 3 shows what happens
when changes occur at frequent
intervals. Two changes are plotted rather close together.
The graph demonstrates the benefits of the first change in dark blue and
of the second change in light blue. The
learning costs are shown in yellow. It
is possible to pile change on change
and get a net cost curve that climbs
like a staircase or place changes so
close the graph looks like a saw cutting
into profits. In these cases, learning
costs always exceed any realized benefits unless conditions stabilize.
This example is constructed to
highlight that the cost savings of any
change may be reduced by subsequent
changes. Because the second change
occurs quickly, the benefits of the first
MANAGEMENT ACCOUNTING /AUGUST1994

old system. Because costs are quite
steep, the process is frequently cut
short by making the transition too
soon or never adopting the new system
fully. This example shows visually that
the benefits, in blue, can indeed be
greater than the learning costs of running two systems simultaneously.
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the old system, shown in yellow, are
added to the cost of learning the new
system, shown in orange. Not only is
learning taking place with the new system, but learning continues with the
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change are cut short by the savings
lost while learning is taking place on
the second change. The total reduced
benefits of these changes may never
equal learning costs if changes occur
frequently or if the life of the system
is short.
Obviously, subsequent change
should occur at some optimal rate such
that costs do not stay high on the learning curve. The benefits of the first
change may extend well past subsequent changes and accumulate positively. Also note that the changes cause
the learning plateau to drop away and
that more efficiency is possible than
without the changes. Changes that necessitate small learning costs may
steepen the long -run learning curve,
or cost path, significantly.
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n practice, learning costs are often
underestimated for hands -on exercises and training. Benefits are
overestimated due to new efficiencies
never being fully realized when more
changes are made. Or, changes are
never learned and implemented.
As with many forecasting activities,
measuring and calculating these
amounts are difficult, yet it is possible.
One consultant suggested that a "Rule
of Twos" may apply here. The rule is:
"It always costs twice as much, takes
twice as long, and delivers half of what
the experts tell you it will." Or, you can
use the learning curve equation.
Table 1 is included to aid in quantifying costs and designing training programs. It shows the productivity from
additional exercises or attempts at a
new procedure or process using the
standard 80% learning curve described
earlier. The middle column shows the
incremental productivity increase, and
the right column shows the cumulative
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lie Wilkinson study suggests simultaneously running a new
system parallel with an old system.1' The theory says that if a new
system goes through a full cycle with
real data, you will detect and eliminate problems not evident with simulated data. Figure 4 shows the learning costs of this process.
The learning cost spike turns into
more of a tower. The costs of running
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productivity increase.
The first attempt is expensive. The
second yields a 20% time reduction. It
takes five attempts to get about a 40%
reduction from the first attempt and
eight or nine to reach the 50% point.
Additional improvement is small beyond that
The data tell us training programs
should contain at least eight to 10 exercises for each activity, which should
move the individual well down the
learning curve. Added time between
training and practical application shifts
the learning curve up, as does time
away from the job. Therefore, it is important users apply what they learn
quickly and get plenty of practice.
Training should be timed with this in
mind. When changes are made, allow
liberal hands -on, low-pressure, consistent train in g tim e.

When changes are initiated from
the outside, the initiator must appreciate these lost productivity learning
costs. It is important to include more
than just the cost of training sessions
in the budget, but to maintain credibility with system users, anticipate initially less productivity as well.

RECOMMENDATIONS
ere are some recommendations
for management accountants to
put into practice when they are
instituting systems changes at their
companies:
1. Avoid trying to stay current with
the most recent technology by constantly making changes. Realize the
benefits of learning by using a system for a reasonable period of time
without making a major change.
2. When you do change or modify systems, make the new links to humans as similar as possible to the
old links. Use similar key -stroke sequences and functions, or keep
manual processes very similar to
old routines. Encourage the users'
inputs. This practice results in moving the users down the learning
curve toward lowered costs.
3. Lower expectations of the benefits
from short seminars th at t each
about new ways of dealing with the
system yet have little or no "hands on practice." Doing it once, or being
told how to do it without sufficient
practice, is not enough.
4. Recognize that the "Rule of Twos"
may well apply to your situation.
5. Schedule plenty of low- pressure
time to practice with the new
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level, though, like riding a bike, it
will always be there.
6. Avoid going back and forth between the old and new systems.
Recognize that certain stimuli will
trigger automatic responses (flashbacks) where someone will "do it
the old way" without thinking, thus
increasing learning costs by decreasing productivity.
7. Realize that the longer someone has
been doing something, the harder it
will be for him or her to change. The
first system a person learns is probably the most efficient one. The
more experienced employees may
have the most difficulty changing.
8. Allow individuals who are under
pressure to produce and who have
little time or motivation to change to
use whatever is best for them. Concentrate on automating changes
while keeping human links as similar to the old ways as possible. Have
the system make changes instead of
having individuals learn new ways.
Sometimes it is easier to teach a machine than a person.
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tem, and allow for decreased efficiency during the changeover. Realize that the longer between training
and implementation, the less efficient will be the training. If they
don't use it they do lose it- quickly.
Once mastered on the instinctive

In summary, remember that system changes have a hidden cost and
implementation plans should take
such costs into account. The old ways
will fade with time if they are not
used. Helping th e older and more
experienced employees build bridges
with th e n ew met h od s may yield
more benefits to you in office politics,
loyalty, and allies than any amount of
money your initial suggestions saved
the firm .
■

ka. He can be reached at (907) 7864144.

1S. Jayson, "Playing on the Management Team,"
MAN AGEMEN TAc c0U N77 NG® , March 1993, p. 24.
2J.W Wilkinson, Accounting and Information Systems,2nd ed., John Wiley & Sons: New York, 1986,
p. 764.
31bid.
4M.B. Liberman, "'The learning Curve and Pricing
in the Chemical Processing Industries," Rand Journal of Economics,Vol. 15,No. 2, Summer 1984.
'T.P. Wright, "Factors Affecting the Cost of Airplanes, "journalofAemnautical Sciences,Vol. 3, No.
4, 1936, pp. 122 -128.
6D. Stiff, "Amnesia Studies Show Brain Can Be
Taught at Subconscious Level," The Wall Street
Journal.October 5, 1993.
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BIG HELP
FOR SMALL
BUSINESSES
Manufacturing Technology Centers help keep small companies
competitive.
at Cleveland State U.

BBYPETERJOHNPOZNANSKI,
mall and mid -sized manufacturers (those employing about
500 people or less) comprise
about 350,000 businesses in
the United States. They have been at
a disadvantage in learning about and
implementing new technology, when
compared to large businesses and foreign competition. Manufacturing
Technology Centers (MTCs) were established in 1989 with the objective of
transferring advanced manufacturing
technology to small and mid -sized
businesses.
The program was established by
Congress, which by law made the National Institute of Standards and Technology responsible for creating and
supporting the centers. MTCs are chosen competitively by the Institute
based on technical merit and site visitations. Each manufacturing technology center is required to be associated
with a United States -based nonprofit
organization or institution, but the
MTCs are not research centers. Some
of the activities conducted by the
MTCs are to provide in -plant assessments, project assistance, seminars
and workshops, and full -scale demonstrations of the latest techniques and
equipment.
The accountant is integral to the
success of small and mid -sized businesses, as he or she is required to wear
many hats. Knowledge of these centers —and the services that they can
provide —can be essential in being
MANAGEMENT ACCOUNTING /AUGUST 1994

Equipment like that pictured above Is available for use at Manufacturing Technology Centers.

competitive in today's global economy
as well as in increasing the management accountant's value to the business. To acquaint readers with the opportunities presented by this program,

let's look at one such center, the Great
Lakes MTC, which actually is a part of
a larger manufacturing program, the
Cleveland Advanced Manufacturing
Program (CAMP).
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CLEVELAND ADVANCED
MANUFACTURING PROGRAM
n 1983, CAMP was started in response to a report issued by Cleveland Tomorrow, a civic group of local CEOs. CAMP works through five
technology centers: The Advanced
Manufacturing Center at Cleveland
State University; The Center for Automated and Intelligence Systems Research, The Decision Support Center,
and The Edison Sensor Technology
Center —all at Case Western Reserve
University; and the Unified Technologies Center (UTC), which houses
the MTC at Cuyahoga Community
College.
The primary functions of CAMP's
centers are development, deployment,
research, and training. The MTC's primary function is training, but these
Centers work together whenever it is
necessary. In addition to these technology centers, the MTC participates with
the Advanced Technologies Center at
Lorain Community College and the
Polymer Engineering facility at the
University of Akron. It can be seen that
there are many varied resources available to the small and mid -sized manufacturers participating with the CAMP
technology centers.
The Great Lakes MTC assists small
manufacturing companies located in
the Great Lakes region to become
more competitive by improving productivity. This is accomplished by making these manufacturing companies
aware of the state -of -the-art techniques

Great Lakes Manufacturing Technology
Center, Cleveland, Ohio.

and technologies available. The
GLMTC is capable of undertaking numerous projects for small businesses
(see Table 1). In addition, the GLMTC
undertakes special projects for member companies. A partial list of the services provided by the Great Lakes
Manufacturing Technology Center is
shown in Table 2.
In 1992 the GLMTC completed 121
client projects with estimated equivalent annual cost savings of $79.2 million. Fifty -nine member companies received a membership discount on
these projects. Some of these completed projects and the results were:
■ Developed an Activity -Based Costing (ABC) model for a local manufacturer. This model enabled the
company to make better pricing decisions, which increased net sales
by more than $1 million. The ABC
model also exposed areas within
the engineering department that

a

Selecting an MRP system,
WU Upgrading computer systems.

aU Utilizing CAD /CAM /CIM,
i g Providing manufacturing seminars and workshops,
" Using computer -aided engineering tools for design,
i J Optimizing plant layout and throughput,
i J Improving process planning,

wB Developing automation plans,
i J Applying technology from the Cleveland Advanced Manufacturing
Program College Centers,
firll Arranging for customized training courses,

i J Applying technology from federal labs, especially KIST,
i J Retrofitting production equipment,
i l l Developing quality inspection systems.
i J Evaluating in -plant needs,
i i Searching computer information databases, and
oJI Providing plant environmental assessments.

;4

have the potential for more than
$200,000 in cost savings.
■ Assisted a local fabricator in the selection of a complete estimating,
quoting, manufacturing control and
accounting system. Annual expected cost savings from the system are
$400,000 and allow an annual sales
growth rate of 29% without a corresponding increase in overhead.
■ Assisted manufacturer in selecting
a fully integrated manufacturing
control and accounting system.
This system is expected to allow the
company to handle an anticipated
100% increase in sales, without incurring any additional overhead
costs. The GLMTC also provides
technical assistance. In 1992 the
GLMTC completed 614 instances of
technical assistance at no cost to the
client.
George H. Sutherland, director of
the Great Lakes Manufacturing Technology Center ( GLMTC), believes that
the return on tax dollars invested in
the GLMTC is high and quick and,
most important, strategic. He points
out that everyone benefits from the
GLMTC in that our standard of living
is dependent on the wealth- generating
competitiveness of U.S. manufacturers. The technology centers help these
manufacturers remain competitive and
thus maximize their wealth, which in
turn leads to a healthy economy.
FORUMS AND SEMINARS
he GLMTC offers a monthly
luncheon forum that provides
manufacturers an opportunity
to learn about current manufacturing
topics as well as network with their colleagues. Some of the topics presented
at the luncheon forums included
world -class manufacturing, performance measurements in manufacturing companies, slashing new product
introduction time, implementing Kan ban, activity-based costing in action,
and competitor intelligence.
One-day and half -day seminars also
are offered by the GLMTC. In 1992,27
seminars were sponsored or cosponsored by the GLMTC. Manufacturers
had the opportunity to discuss topics
such as activity-based costing, manufacturing of the '90s, unlocking the secrets of quick changeover, and changing the manufacturing mindset.
Speakers included such prominent
business leaders as Harry E. Figgie of
Figgie International and Eli Goldratt,
author of The Goal.
MANAGEMENT ACCOUNTING /AUGUST1994

TABLE2/TECHNOLOGYCENTERPROFESSIONAL

: : M mw

Upgrading manufacturing control systems
Selecting a computer system & software
Selecting an MRP or job shop system
Improving shop floor scheduling
Improving forecasting/production planning
Enhancing inventory control /management
Inventory reduction techniques
Barcoding software /hardware
Just -in -time materials management
Improving purchasing practices
Improvements in inventory/planning systems
MRP II training and education
Activity -based costing (ABC)
Strategic cost management
ality

Management

Total quality management (TQM)
Development of quality plans /policies
Quality system documentation
Cost -of- quality programs
Statistical analysis/SQC /SPC
Process capability studies
Process development

CAD /CAM /CAE /CIM configuration planning
CAD /CAM implementation plans and audits
Better utilization of CAD /CAM /CIM systems
Training and education
vtronmental Services
Waste reduction assessments
Survey of pollution control and operating practices
Hazardous and solid waste management
EPA/OSHA correspondence /regulation translation
zardous communication programs

L

include s hop floor management, process planning/methods improvements/automation,

THE GLMTC MANUFACTURING
RESOURCE FACILITY
n order to increase the capability
for the delivery of technology
transfer activities and hands -on
training, the Great Lakes Manufacturing Technology Center opened the
Manufacturing Resource Facility in
May 1991 in partnership with the UniMANAGEMENT ACCOUNTING/AUGUST 1994

fled Technologies Center. This facility
presents workshops, training, seminars, and demonstrations on advanced
manufacturing technologies, as well as
process and product evaluation, general technology, and feasibility studies.
The Manufacturing Resource Facility also has the latest in equipment and
software used for assisting manufacturers in problem solving, moderniza-

tion, and competitiveness. The equipment and software used are grouped
into one of three operations: quality improvement, upgrades, and CAD/
CAM /CIM. This organization allows
the Manufacturing Resource Facility
to provide numerous services such as
the fully automated and integrated
flexible manufacturing cell and the upgrading of older machines.
The MRF became active in the field
of education by opening the Manufacturing Learning Center. This center is
a "teaching factor" concept that allows
college students an opportunity to
have hands -on training in addition to
their course work.
To service more firms through a
larger geographical area, the GLMTC
is continually seeking and establishing
partnerships with institutions outside
the Cleveland area that support development through better manufacturing.
Since its inception, the GLMTC has
made notable strides in expanding its
base, including:
• Contracting with the Northwest
Pennsylvania Industrial Resource
Center (NPRIC) to provide technical support to the 14- county area
serviced by the NPIRC;
• Forming partnership agreements
with the Akron Regional Development Board and the Technology
Development Corporation of
Youngstown State University;
• Providing Edison Welding Institute
(Columbus, Ohio) services to
CAMP members and other local
manufacturers;
• Coordinating workshops for the Association of Great Lakes Manufacturing Support Centers and a workshop for regional economic
development groups.
• Developing three intrastate partnership agreements with local development organizations in Canton,
Lorain /Elyria, and Toledo.

CONTINUOUS IMPROVEMENT
VIA SITE
he GLMTC provides two assessment services: SITE (Services
to Improve your Technical
Edge) and the Environmental/Waste
Reduction Assessment. Both of these
services support a GLMTC objective
of constantly improving the services
offered to its members and local manufacturers by helping them continually
improve.
The purpose of SITE is to identify
ways in which the organization can
55

MANUFACTURING
TECHNOLOGY
CENTERS
FCs were located
originally in Albany, N.Y.;
Cleveland, Ohio; and
Columbia, S.C. Based on the
early success of these centers,
four additional ones have been
established in Torrance, Calif.;
Overland Park, Kans.; Ann Arbor,
Mich.; and Minneapolis, Minn.
Funding for MTCs is provided
by the National Institute of
Standards and Technology for
the first six years. On average,
the NISI' provides $1.5 million for
the first year, up to $3 million
each year for the second and
third years, and then in years
four, five, and six the funding is
decreased. By year four the MTC
should start becoming
self-sufficient, with the
sponsoring organization
contributing more money to the
operations of the MTC. Fees for
the services provided by the
MTC are kept low so that small
manufacturers who are in need of
the services can afford them.
Many of the services provided
are underwritten by government
sponsors.
For further information about
Manufacturing Technology
Centers, write or call:
Phillip N.Nanzetta, Director

NISI MTC Program
Room B112
Metrology Building, NIST
Gaithersburg, MD 20899
Telephone:(301) 975 -3414.
For information on the Great
Lakes Manufacturing Technolog
Center in Cleveland, write or cal
NIST Great Lakes
Manufacturing Technology
Center
2415Woodland Ave.
Cleveland, OH 44115 -9782
Telephone: (216) 987- 3200.

car,

make improvements in the manufacturing process. It consists of a one- to
five -day assessment of the manufacturing operations of an organization. After
the assessment, recommendations are
made for short- and long -term improvement projects.
The Environmental /Waste Reduction Assessment program began in
1991 as part of the GLMTC providing
services needed by small manufacturers. The GLMTC staffs an environmental engineer with a law degree to
assist in these assessments. The
GLMTC assesses businesses located
in Ohio, Indiana, and Pennsylvania. A
number of these assessments resulted
from the partnership agreement
formed with the Northwest Pennsylvania Industrial Resource Center. In addition to waste reduction, guidance is
provided on environmental issues
such as pollution prevention. In 1992,
21 waste reduction assessments, nine
regulatory assessments, and 10 projects were completed.
It is very important that management and management accountants
have access to information to assist in
the decision - making process. The
GLMTC recognizes the importance of
information for small and mid -sized
businesses by providing literature
searches, reference services, document delivery, and referral services
on any manufacturing- related subject.
It also has an in -house library
that contains reference material and
trade journals. In 1992, GLMTC accessed more than 3,000 databases,
completed more than 360 literature
and references searches for clients,
and maintained a database of records
of more than 24,000 manufacturing
companies.

ASSESSING THE VALUE
OF THE GLMTC
he numerical data on the
progress of the GLMTC is impressive. In its fifth year of operations, in addition to estimated
equivalent annual cost savings of $79.2
million for its clients, the GLMTC contacted 675 new companies, had 614 instances of technical assistance, and
made 392 new plant visits. Also, 156
projects were accepted with contracts
totaling $1,457,000.
More difficult to quantify is the
GLMTC's overall impact on small and
mid -sized businesses. The benefits obtained by businesses through the
monthly forums, seminars, and information services cannot be valued. Any

MTCs have numerous resources to carry
out their mission.

financial stability or the ultimate longterm effects provided by the GLMTC
services remains to be seen. What is
known is that the GLMTC can assist
you, especially in the technical areas
that are not accounting related but ultimately involve the accountant.
Knowledge of the MTCs can be of
use to public accountants who have
small and mid -sized manufacturers as
clients.
As Director George H. Sutherland
notes: "Although the mission of the
GLMTC is nominally focused on technology, in reality the GLMTC is a people-focused organization. Companies
do not make decisions — people do.
The GLMTC does not work with manufacturing companies —it is the
GLMTC staff who work with client
company staff." Although still in its infancy, the GLMTC has made an immediate impact in the manufacturing sector. If you are a management
accountant or manager involved directly or indirectly with manufacturing, the MTCs located throughout the
country are there to help.
■

Peter John Poznanski, Ph.D., CMA,
CPA, is an assistant professor ofaccounting at Cleveland State University. He

is a member of the Cleveland Chapter
of IMA, through which this article was
submitted. He can be reached at (216)
687-4764.
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THE UNRECORDED ASSET
The way a company accounts for its computer software may affect
the value of the firm.
BYGEORGESANDERS,PAUL
MUNTER, AND TOMMY MOORES
he absence of clear, authoritative guidance to ensure consistent treatment for recording the costs of software
developed for internal use suggests
that our "information economy" is being run with assets that are only partially recognized as assets in the accounting records.
To gain a clear picture of the guidance applicable to accounting for the
cost of software development, we considered the underlying accounting issues and reviewed Financial Accounting Standards Board (FASB)
pronouncements on the subject. We also conducted a survey to determine
the current practices of a group of CPA
firms when accounting for software developed for internal use.
Effects on Investment Decisions. Anecdotal evidence shows that external
investment decisions can be affected
by the book value of a company's assets. Failing to show computer software as an asset on a company's books
may negatively affect the value of the
firm. It has been suggested , for example, that the price offered by Grand
Metropolitan for Pillsbury might have
been different had Grand Metropolitan known about a point of sale system
that Burger King was developing.'
Control Issues. Project costs that are
not capitalized certainly can be accumulated and controlled without necessarily being reflected in the company's
balance sheet. However, the existence
of a balance sheet account may serve
to m ake m an agement m o re cogn izan t

of the size of the investment in a proMANAGEMENT ACCOUNTING/ AUGUST 1994

ject. Furthermore, as Robert Kaplan
has pointed outz if all development
costs are expensed immediately, a
manager who undertakes a development project may be penalized when
performance is evaluated on criteria
cause
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Software is not just a stack of disks —it
should be recognized as an asset in a
company's accounting records.

i indiasor
software development costs. It is the
responsibility of the FASB to establish
appropriate accounting and reporting

principles for financial reporting purposes. Until now the FASB has provided only scant guidance on accounting
for software development costs, leaving unresolved the question as to the
proper accounting for the cost of software developed for internal use.
SFAS 2. Prior to the issuance of
Statement of Financial Accounting
Standards (SFAS) 86 in 1985, authoritative accounting guidance on this issue was limited to SFAS 2, which established accounting and reporting
standards for research and development (R&D) activities. Unfortunately,
in this regard SFAS 2 provided only
that "in each case the nature of the activity for which the software is being
developed should be considered in relation to the guidelines... to determine
whether software costs should be included or excluded [as R&D costs]." 5
As can be seen, this provision left the
question of whether software development costs constituted R &D or capital izable costs largely unanswered.
Interpretation 6. In an attempt to
clarify the applicability of SFAS 2 to
computer software development costs,
the FASB issued Interpretation 6. Interpretation 6 was supposed to provide
guidance on the application of SFAS 2
to software costs in three categories:
(1) software purchased or leased,

V accountingsoftware
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dynamicassetmanagement
• 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 Axtell today:

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

Tel. (602) 255 -0508
Fax (602) 970 -6055
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(2) software developed internally, and
(3) software used in selling and administrative activities. Interpretation 6 stated that not all software costs should be
included as R&D costs. To help illustrate this point, the FASB cited examples of costs that are not R&D costs by
stating:
"[The FASB's intent in SFAS 21 was
that the acquisition, development, or
improvement of a process by an enterprise for use in its selling or administrative activities be excluded from the
definition of research and development activities... Examples of the excluded costs of software are those incurred for development by an airline of
a computerized reservation system or
for development of a general management information system."6
So, according to Interpretation 6,
the cost of software that is purchased
or leased is not R &D cost. In addition,
software used in selling and administrative activities is excluded from
R &D. What of the cost of software developed internally? Is it R &D cost?
The Interpretation states that costs
incurred for "conceptual formulation
or the translation of knowledge into a
design" should be treated as R &D
costs and that "other costs, including
those incurred for programming and
testing software, are research and development costs when incurred in the
search or the evaluation of product or
process alternatives or in the design of
a preproduction model."7
While providing useful guidance in
certain limited situations, Interpretation 6 did not really answer the question as to whether the cost of software
developed for internal purposes was
capitalizable or should be expensed as
R &D costs.
SFAS 86. SFAS 86 constitutes the
most authoritative document in the accounting literature to address the
question of accounting for software development costs. It is narrow in scope,
however. It provides accounting standards only for the development of software that is to be marketed. For such
projects, SFAS 86 specifies that all

Min
3,000

costs incurred prior to the point at
which the technological feasibility of a
software product has been established
are R&D costs. This point is reached
when "the enterprise has completed all
planning, designing, coding, and testing activities that are necessary to establish that the product can be produced to meet its design
specifications."A In SFAS 86, the FASB
took the position that only when a firm
has concluded that a system can be
built, i.e., that substantially all the uncertainty about the technological aspects of the development process have
been satisfactorily resolved, is it appropriate to begin capitalizing the costs of
the development.
It may be argued that SFAS 86 was
important in establishing accounting
principles for software development
companies and other companies that
market software products. However,
SFAS 86 specifically states that it "does
not address the accounting and reporting of costs incurred for computer software created for internal use."9
Current accounting literature is silent on the treatment of the cost of purchased software not intended for R&D
use. Given this lack of guidance, it may
be possible to argue that the costs associated with the acquisition or development of software are a capital expenditure. Conversely, arguing that these
costs constitute an operating expense
or R &D expense may be just as valid.
Thus considerable inconsistency in accounting for these costs may arise in
practice.
The number of potential reporting
inconsistencies is suggested by a few
published case studies of systems development projects. For example,
Spencer Gifts is reported to have spent
about $5 million on the development of
its SHUS project,16 and All-State estimated in 1988 that it would cost $100
million to complete a project begun in
1982 and scheduled for completion in
1993.11 If we assume that the cost of
software represents about one -half of
the investment in a computer system,
then it is clear that significant expenMANAGEMENT ACCOUNTING /AUGUST1994

ditures may be treated in an inconsistent manner. This inconsistency may
lead to a potential lack of comparability
in financial statements of companies if
different accounting policies are used
from one company to another.

W

o examine current practices for
accounting for the development
of internal use software, we surveyed accounting firms because accounting firms could be expected to
have made significant investments in
software. Also there is evidence that
client firms' accounting practices are
influenced by the position taken on accounting issues by their audit firms.12
We obtained the names of a randomly selected group of 200 CPAs
from across the United States from the
American Institute of CPAs. These
CPAs were mailed a questionnaire, instructions, and a return envelope. The
26 questions in the questionnaire were
designed to gather information about
the CPA firm, its acquisition of and accounting for hardware and software
(both purchased and developed internally), and clients' hardware and software costs and accounting practices. A
total of 98 usable responses were received for a response rate of 49%.
The respondents were asked to indicate the type of computer hardware
(mainframe, mini, or microcomputer)
the firm had acquired as well as the
amounts invested in computer hardware. The firms were asked about the
amount of these costs that had been
capitalized and whether standard materiality limits for capitalization had
been established.
The respondents then were asked
about the costs incurred for both purchased and internally developed software and about the accounting treatment of those costs. In addition, the
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'Statistics reported are for those firms that have a threshold value. Thirty -five firms reported a materiality threshold for purchased software, 38 reported a materiality threshold for hardware. and seven
reported a materiality threshold for internally developed software.

respondents were asked whether they
had established formal materiality limits for determining the capitalization
threshold . To compare the treatment
of software costs to the treatment of
hardware costs, the respondents also
were asked about the capitalization of
hardware costs. Finally, the respondents were asked to provide information about the firm's capitalization policy for their clients for hardware and
software costs.
In summarizing the responses, we
grouped the firms by their own self.
classification as local /regional or as
national/ international. Table 1 summarizes the respondent firms by staff
size and number of partners. The four
firms in the national / international
class did not provide responses about
dollar amounts so the following results
do not include these firms.
Table 2 reports the range of expenditures for hardware and software for
the prior year, the range of materiality
threshold values for firms that have a
defined threshold amount, and the
number of firms in each classification
that have defined materiality thresh-
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CURRENT PRACTICES SURVEY

Purchased

olds for the capitalization of hardware
and software.
Comparing the treatment of hardware and externally acquired software,
we can see from Table 2 that 38 of the
local /regional firms have predefined
dollar thresholds for capitalizing expenditures for hardware and 35 reported a defined threshold for purchased

software. The median materiality
threshold reported is $400 for hardware and $300 for purchased software.
This result is not surprising for two
reasons. First, it is very common today
for vendors to quote a single price for
a system; thus, hardware and software
are not always reflected separately in
the pricing scheme. Second, even
when the hardware and software are
priced separately (or purchased in sep.
arate transactions), the acquiring company has purchased the product in an
arm's-length transaction. As such,
common accounting practice is to
record the item at the purchase price,
and it is convenient to treat the item as
an asset if the capitalization limit is exceeded . This accounting treatment is
not different, conceptually, from recording supplies as an asset based on
their purchase price.
In the comparison of purchased
software with internally developed
software, however, only seven firms reported a capitalization limit for internally developed software while 35 reported a capitalization limit for
purchased software. The median
threshold value for firms with a capitalization threshold for internally developed software was $500.
Table 3 shows a cross - tabulation of
firms with an internal software capitalization limit against firms with a limit
for purchased software, controlling for
the existence of a capitalization limit
59

The software employees use may be purchased or developed Internally. How It Is acquired
may dictate how the company accounts for the transaction.

60

In this situation, it would be widely
agreed that both companies should
record the new facility as an asset and
should capitalize relevant expenditures. That conclusion isnot altered by
the fact that Company A paid another
company whereas Company B built

FIGURE1/HARDWAREEXPENDITURESANDCAPITALIZEDBAUNCEE'
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for hardware. The motivation for this
analysis is that firms that have a capitalizationlimit for hardware have more
formal controls and therefore may be
more sensitive to the software capitalization issue. Thirty-eight of the firms
in our sample report a hardware capitalization threshold. Of these, 29 have
a threshold for purchased software,
and seven have a threshold for internally developed software.
These results provide evidence that
the manner in which computer software is acquired affects the manner in
which it is reflected in the accounting
records, suggesting that the costs incurred to develop software are likely to
be expensed by companies whereas
the costs of purchased software are
more likely to be capitalized. It follows
that there may be significant inconsistencies between the accounting for internally developed vs. purchased software.
This finding is important because,
regardless of how the entity acquires
the software (developed vs. purchased), it still is acquiring the same
product—software capability. To illustrate the point, consider the following
example:
Company A and Company B have
determined that a new plant facility is
needed for their manufacturing activities. Company A decides to hire a contractor to build its new facility. Company B, on the other hand, chooses to
build the new facility itself.

the new facility itself. Yet when it
comes to computer software development, it seems that the accounting is
altered by the manner in which the
company chooses to acquire the software capability.
The managerial effects of the current treatment of software is reflected
in Figures 1 and 2. Figure 1 plots the
responses to questions about the
amounts spent on computer hardware
and the amounts capitalized. One
would expect that if the respondents
knew about the size of the investment,
the responses would be consistent and
that the amounts reported capitalized
would be very close to, or slightly less
than, the amounts expended. Figure 1
shows the expected relationship. Most
data points lie close to the diagonal,
representing equal amounts in the
plot.
In comparison, Figure 2, in which
the equivalent amounts are plotted for
software purchased and /or developed
internally, suggests that many respondents are confused about the size of
the investment. A large fraction of the
respondents reported that the capitalized amounts are larger than the total
expenditures.
As can be seen, the results reported here suggest that the method by
which a software asset is acquired —
internally developed or externally pur-
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91bid.,para. 2.
10
Joanne M. Wexler, "Exploring Uncharted Waters,"
Compvterworld,November 26, 1990, pp. 51, 56.
((Jeffrey Rotl*der, "It's Late, Costly, Incompe.
tent —But Try Firing a Computer System," Business Week,November 7, 1988, pp. 164 -165.
12Mark Trombley, in examining the adoption date of
SFAS 86 by software firms, found that the firms in
his sample seemed to be influenced by their auditors' lobbying position with the FASB on SFAS86.
He concluded that clients of auditors who favored
SFAS 86 tended to adopt it early, while the clients
of auditors who opposed it tended to adopt it later.
Therefore, because it is
influence
w
gat d how accounting firms treat the cost of internally developed software. See Mark Trombley, "Accounting
Method Choice in the Software Industry: Characteristics of Firms Electing Early Adoption of SFAS
No. 86,"Accounting Review.July 1989, pp. 529 -538.
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While our sample was restricted to
accounting firms and thus cannot be
generalized to other types of firms, the
evidence does raise concerns about
the potential effects of the failure to
record the investment in internally developed software assets on the management of accounting firms and about
the professional leadership in such
practice issues.
■
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chased —may dictate how the company accounts for the transaction. Software that essentially is identical could
be capitalized in one firm and expensed in another. Furthermore, not
only can there be inconsistencies between companies but also inconsistencies within companies. Consider, for
example, the company that purchases
computer software from a vendor for
$5,000. The company then modifies
the software substantially (internal development) and incurs an additional
$4,500 cost. It appears likely that only
the initial $5,000 purchase price will be
recorded as an asset, and the additional cost needed to complete the acquisition of the asset ($4,500) will be
expensed.
The potential significance of this accounting inconsistency on company financial statements is suggested by the
magnitude of software development
project costs that have been reported
in the business literature. It would appear that these amounts and the related accounting problems that have resulted from the lack of authoritative
guidance on the topic would justify the
FASB's examination of the issues. This
guidance is needed especially because
the amounts companies will invest in
software are likely to increase substantially in the coming years, making the
accounting inconsistencies even more
pronounced.
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CLAIREBARTH,EDITOR

GREATPLAINS
ACCOUNTING
SOFTWARE
Teat Plains released version 7 of
its flagship product, Great Plains
Accounting for DOS, in early
1993. The major improvements in version 7 fall into three categories:
streamlined usability, enhanced performance, and increased functionality.
To make the product even stronger,
a version 7.1 update for DOS started
shipping in May 1994. Some of the refinements found in versions 7 and 7.1
are described below.
Streamlined usability. Throughout
the system, master records can be added on the fly. Inventory items can be
added in the middle of a purchase order or an invoice; vendors, in the middle of an accounts payable transaction
entry; ledger accounts, in the middle
of a journal entry; or customers, in the
middle of order entry.
Every online help screen offers a
second blank screen on which users
can create their own help prompts. In
this way companies can have their procedures manual online where it will always be easy to find.
How many of you have yellow Post it notes attached to customer and vendor invoices, financial reports, and other accounting records? With version
7.1, you can attach a note to any master
record and specific transactions. When
a note is attached to a record, a visual
cue appears on the screen.
Navigation in the accounting system has been simplified. When using
a Switch Tasks windows, you can press
the first letter of the desired application to move directly or switch back
quickly to the previous application.
Date - sensitive posting allows you to
post transactions to the general ledger
62

by system date or by transaction date.
This ability is very helpful in accounts
payable, for example, where bills for
last month and the current month are
received during the first week of the
month. When posting by transaction
date, you do not need to worry about
accounting cut -off issues. Just enter
the invoice date, and Great Plains will
post it to the correct month.
Enhanced performance. Transaction tracking was added to version 7
and improved in version 7.1. If a posting is interrupted, transaction tracking
allows the posting process to resume.
Version 7 was written to take full advantage of advanced Novell Btrieve functionality and isvery fast on a Novell
NetWare local area network. Relaxed
file locking improved processing
speeds during posting as well.
Increased functionality. The general
ledger was vastly improved in version
6, and with version 7 Great Plains add-

ed the ability to close to multiple retained earnings accounts. This capability was welcomed by the many not -forprofit organizations that use Great
Plains. They now have the benefits of
a mass - marketed accounting software
system with customizable financial
statement processing.
Accounts payable and accounts receivable both changed with version 7.
In both modules historical aged trial
balance reporting now shows balances
as of a previous date. If you forget to
print aging reports before entering
customer invoices or vendor bills for
the next month, it's not a problem; the
historical aging can be printed at any
time for the prior month. Account numbers for accounts payable or receivable, cash, discounts available, and discounts taken can be assigned by
vendor or customer. With version 7. 1,
the user can update a range of these
vendor and customer account numbers from a single window.
Tracking sales by salesperson for
multiple salespeople by month and
year -to -date was added to accounts receivable, allowing a commission on a
single transaction to be split among as
many as five salespeople and five managers. This commission then can be
transferred automatically into the payroll module. A commission summary
report also can be printed showing total sales and commission amounts.
My state, North Carolina, seems to
be zealously tracking use tax on out -ofstate purchases. Many of our clients
now enjoy the automatic tracking and
calculating of sales tax by using tax
schedules during accounts payable

Great Plains Accounting software.
MANAGEMENT' ACCOUNTING /AUGUST 1994

One of the screens in the accounting software.

transaction entry. Great Plains computes the use tax and prints a report
at month-end to facilitate use tax
reporting.
Another nice accounts payable feature is the ability to flag the use of (and
prevent, if desired) a duplicate check
number during manual check transaction entry. Even if an incorrect entry is
made and posted, version 7 accounts
payable allows the user not only to void
checks but also to void vouchers, complete with reversing entries that post
through the general ledger.
Payroll enhancements in version 7
made 1993 W -2 processing much easier. Instead of forcing users to print
1993 W -2s before their first 1994 payroll, Great Plains now creates a yearend file from which W -2s can be printed at any time. This year -end file
allowed users to close 1993, proceed
with 1994 payroll processing, and later
print W -2s when ready. Individual W -2
forms can be edited on the screen before printing, and nonpayroll items can
be added easily to the forms.
Inventory now automates physical
inventory adjustments, allowing users
to enter the count quantity. From this
information, Great Plains will compute
the discrepancy between the count and
the quantity on hand per inventory
records. Physical count tags can be
printed, a tag history can be kept for
audit purposes, and a detailed tag report fists variances that you may want
to recount before posting adjustments.
Kit items allow you to sell a predefined group of items under one item
number. You can substitute or remove
kit components at the time of sale. The
kit alone or the kit item and its individual components can be printed on the
customer invoice. The inventory description for any item also can be
changed during invoice entry, allowing
MANAGEMEN'rACCOUNTING /AUGUST 1994

you to change the description of an
item for a particular customer.
When inventory is integrated with
purchase order, inventory items below
the minimum on -hand quantity will appear on a recommended purchase order report, which then can become an
actual purchase order. The purchase
order module now allows returns to be
entered, updating inventory and accounts payable. Multiple vendors can

be entered on a purchase order, which
is useful for landed costs such as duty,
freight, or broker's fees payable to different vendors. An accounts payable
voucher is created automatically for
each of these vendors. Enhancements
also were added to job cost and systemwide functions such as mailing labels
and document formatting.
Great Plains made great strides
with version 7; with version 7.1 it has
refined these benefits. The company
remains at the forefront of high -end accounting systems and is definitely
worth considering if you are in the
market for new accounting software.
Most of the modules are priced at
$995. Great Plains can be reached at
1701 Southwest 38th St., Fargo, ND
58103; (800) 456.0025.
Axxette West, CMA, CPA, CMC
Raleigh, N. C.
Circle No. 80
Ed. Note: We have learxed that Lixcoln
Software, producers of Straight Shot accountingsoftware reviewed ix theJulyissue, has gone out of business.

Pass without pain.
Pass the very next time, guaranteed, with the
MicroMash CMA REVIEW.
• Co mplete computerized review for the CMA Exam .
• Available for IBM PC (and com patibles) and Apple Macintosh.
• 100% money -back guarantee you'll pass the next time.
• Fro m the makers of the legendary MicroMash CPA REVIEW!

Don't wait! Call now! 1-800 -272 -PASS, Ext. 2210!
Get the FREE DEMO disk. Try it for yourself!
The call and the DEMO are absolutely FREE!

Corporate programs available. Call for details!
*Certain resiriclions apply; call f or co mrinr J rlad "

� _ MicroMash.
The Accounting Education Software Pubh'sher

OIWfM

M al i

M a . m v. J .

i n

R .M ,M m l l r uk

AW L - ( — ,u n r

ur 4,

IR M I . e e m . n w r 1 1 4 . v m . M • : M n n : A l p l r

In , M ..OM - h, M .. nM M ( a l A N tY l l W, M M ac h , In ,

. 1 1 m b r l a vJ e n w L - , a n i l t i n g n n d I M + . m p . . n . <

mP n. e

63

OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
MicroGrafx has brought out ABC
ToolKit, a Windows program for companies involved in change management programs. With ABC ToolKit,
companies can map out process flows
and accurately track costs, cycle times,
quality indexes, and other variables.
The software combines three elements. ABC ProcessAnalyzer produces process flowcharts that can be
used to visualize work flow as well as
to analyze and model business processes. ABC DataAnalyzer allows the
creation of detailed statistical charts,
such as Pareto charts, that help analyze processes and identify areas for
improvement. The third element, a
book called Eating the Chocolate Elephant, defines the total process management theory and outlines the steps
for implem entin g a comp lete process
improvem ent initiative.
Circ le N o . 6 4

Open Systems Inc has made available a Bill of Materials /Kitting module
for its OPEN SYSTEMS® Accounting
Software system. The new module is
designed for wholesale distributors
and manufacturers, allowing them to
combine raw goods and assemblies into finished products that are tracked
through inventory. In addition, if a
manufacturer purchases in one measurement and sells in another, the system automatically alternates the unit of
measure. With this module, users can
determine available inventory, the
maximum quantities with which they
can build, current available quantities,
and replenishment requirements.
Circle No. 65
SourceMate Information Systems,
Inc. has added four modules to the AccountMate Premiere accounting soft64
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HkroGrafx ABC ProcessAnelyner

ware line— Purchase Order, Inventory
Control, Manufacturer's Inventory,
and Payroll. The Purchase Order module provides an order entry, quotation,
and receiving system. The Inventory
Control module tracks all aspects of inventory management, The Manufacturer's Inventory module is an MRP inventory production and tracking
system, and the Payroll module offers
a full- featured payroll entry and tracking system that can handle regular employees and independent contractors.
Circle No. 66
MICA Accounting Software has released MICA IV version 2.03, a DOS based fully integrated accounting system. The new version includes more
than 100 enhancements such as an improved Fimancial Snapshot report, a data compression routine that reduces
data file sizes up to 9096 when making
backups, an expanded general ledger
account balance history, an expanded
notes features, and three new rates
added to the UPS freight charge calculation routine. A Windows interface
module also is available to access the
program from Windows.
Circle No. 67
King Financial Software Inc. is offering The King Financial Manager, CPA designed analytical software for small

to medium-sized businesses. It contains, in addition to the most commonly used business analytical tools, a
comprehensive group of business calculations and procedures, for example,
five -year budgeting, cash flow projection, capital asset investment analysis,
breakeven analysis, product mix analysis, financial ratios, loan/mortgage
calculations, managerial accounting
functions, and various calculations.
Circle No. 68
DataDesigns has introduced Itemizer
1.5, an update to its existing asset management software, and Itemizer PT,
new asset tracking software for portable terminals. Itemizer 1.5 adds an enhanced user interface, increased flexibility, support for all data collection
terminals, and a new report generator.
It now uses "Smart Fields" to aid users
in data entry and lets users reassign all
fields in the Rooms and Assets databases. Bar codes for both rooms and assets can be of any length up to eight
digits, and labels can be printed on a
laser printer. The new PT version is designed to run on portable data collection terminals. It automates collecting
initial inventory data and routine physical counts. After users have scanned
their assets with a portable data terminal, the collected data can be loaded &
rectly into Itemizer. Versions of Ite nizer are available for Microsoft
Windows and Apple Macintosh. Data Designs also provides turnkey solutions complete with hand -held terminals, bar code scanners, and labels.
Circle No. 69
Modatech Systems Inc. has produced Maxim ize r Sales Suite for Win-

dows. Aimed at individual salespeople,
the Sales Suite integrates four capabilities: Maxim ize r for Windows, for database searching, list manipulation,
and priority tasking Maplinx, a mapping tool; Crystal Reports, for customized report writing; and FaxWorks, for
flexible, easy -to-use faxing. The software operates on any Microsoft W'mdows- compatible 386 or higher PC
with a minimum of 4MB of RAM; 8MB
recommended. A full installation requires about 30MB of hard disk space.
Circle No. 70
Icon, Inc, has introduced Best Access@ for UNIX, release 1.0, and Best
Access for Windows®, release 1.0,
work object management software programs. The software assists the process of capturing, storing, retrieving,
and distributing work objects —any
MANAGEMENT ACCOUNTINWAUGUSr 19'!4

type of text, images, graphics, faxes,
spreadsheets, audio recordings, or
electronic mail. Automatic cataloging,
full version control, interactive voice
response, and on -demand fax -back are
some of the features. It is the only imaging system implemented as a Novell
NetWare Loadable Module for both
document management and text
search.
Circle No. 71
PeopleSoft, Inc. has made available
PeopleSoft Financials 2.2, the latest upgrade to its suite of client /server financial management applications. PeopleSoft Financials includes General
Ledger, Accounts Receivable, Accounts Payable, and Asset Management as well as a set of powerful query
and analysis tools. The new version
features expanded multicurrency processing, enhanced process scheduling
capabilities, improved reporting options, and additional database support.
With version 2.2 users can submit
batch processes and reports directly
from any Financials application, using
the Process Scheduler. These processes can execute immediately or be
scheduled for any user - designated
time. Processing can be run on either
the client or the server. A variety of
new reports have been added to each
Financials application, with a number
available through the Crystal Reports
option that allows users to create reports, mailing labels, or forms using a
variety of fonts, colors, images, borders, and other special effects. With Financials 2.2 all PeopleSoft applications
now can be run on DB2 and Rdb as well
as SQLBase and ORACLE7 databases,
allowing companies to run on mainframe, midrange, or LAN servers. PeopleSoft also plans to support Sybase
System 10.
Circle No. 72
Abra Software has released its new
Envoy series, a Windows- compatible
software system designed for human
resource professionals. The initial release includes two major systems: Envoy Human Resources, for managing
human resources and benefit administration; and Envoy Applicant, for tracking applicant, recruitment, and hiring
information. Two utility options are
available. Envoy Link provides an interface between Envoy and other software so users can share HR data with
payroll systems and time and attendance systems. The Multisite Consolidation module allows companies with
remote divisions that are not linked by
MANAGEMENT ACCOUNTING /AUGUST 1994

a wide area network to process information remotely and then consolidate
at corporate level. Envoy's fully integrated modular design also includes
payroll processing, scheduled for release in fall 1994.
Circle No. 73
Software 2000 has released Training
2000, software for managing career training programs, records, and resources. Training 2000 is a separate
add-on module to Software 2000's Human Resources 2000 product line for
the AS /400. Training 2000 provides
comprehensive employee tracking, expense monitoring, on -line course catalog, automatic interactive class scheduling, course attendance confirmation,
right-to-know law compliance, and
training and record - keeping for ISO
9000 certification.
Circle No. 74
Loss Control Resources, Inc. has
developed CHARGEBACKI standalone Insurance Premium Allocation
and Loss Tracking software. The prograin creates workers compensation,
liability, and auto insurance or loss cost
allocations in any size company for locations, divisions, and departments. Allocations are developed with summary
data input using actual location loss experience and exposure data. CHARGE BACK has weighted location risk factors and adjusts automatically for
exposure differences between operating units. The program identifies problem locations, provides management
reports, and graphs company loss history and allocation costs by location
and division. It has an easy -to-use menu -driven interface and Quik -Start allocation setup. It runs on any IBM compatible 286 or higher PC with 640K
RAM and a graphics card for graph
functions.
Circle No. 75

BUSINESSSERVICES
National Data Corporationis offering NDC Procurement Card Service,
which provides the electronic payment
and information link between companies using corporate purchasing credit
cards and suppliers who accept them.
Corporate purchasing cards are issued
to employees with controls limiting the
number, dollar amount, and frequency
of transactions. Once a transaction is
made, NDC's Procurement Card Service terminal prints a receipt with the
customer's card number and sales tax

amount. All approved card payments
are totaled daily and billed to the appropriate card number, thus eliminating
invoicing for the supplier. The new service also provides the corporation with
a separate file containing all the transaction information.
Circle No. 76
IBM Credit Corporation, a wholly
owned subsidiary of IBM, provides a
full range of financing options for hardware, software, service contracts, and
systems integration. While a company
is designing its information system,
IBM Credit will work with a variety of
computer manufacturers, telecommunications equipment makers, and
local resellers and service providers to
supply a comprehensive package of
leases and loans to finance the integrated system.
Circle No. 77

EQUIPMENT
3M Commercial Office Supply Division has introduced Post -it brand easel
pads. Each 25" x 30.5" sheet of the 30sheet pad can be peeled off and posted
on almost any wall surface, a particularly useful feature for anyone who
needs to use visual aids to present ideas at a meeting. The pad's sturdy back card has a transportation flap and built in handle, and universal slots in the pad
allow for mounting to most easel
stands.
Circle No. 78

Post -it brand easel pads

GEM Products is offering its SunRay
cloth for cleaning computer monitor
screens, keyboards, telephones, and
other objects. The cloth's unique microfiber structure gives it many of the
features of chamois leather but with
controlled abrasion that is safe enough
for a camera lens or plastic eyeglass
lenses. The cloth contains no chemicals or impregnants and can be washed
and reused for up to two years.
Circle No. 79
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MAPMEETSINNORWALK
MA's Management Accounting
Practices Committee held its "annual" meeting with the Financial
Accounting Standards Board on June
10. It has become something of a tradition for MAP to hold its final meeting
of the IMA year at the offices of the
FASB. This time, the Committee met
in solitary session on June 9 in order
to deal with a variety of action items on
its agenda. On the following day, MAP
met jointly in an open meeting in which
Board members of FASB and the Governmental Accounting Standards
Board and senior staff of FASB joined
with MAP Committee members in a series of dialogues about issues of mutual interest.
The MAP Committee members addressed several agenda items on June
9, including:
SMA 5C, Managing Cross- Functional Teams —With two changes to the final draft, the MAP Committee approved publication of this Statement on
Management Accounting (MAP, June
1994). The Statement provides guidelines regarding the establishment and
use of cross - functional teams that work
as units toward a common purpose or
goal of improvement. They communicate frequently, cooperate and provide
mutual support, coordinate activities,
and draw upon the skills and capabilities of the team while considering the
needs of individual members. The
Statement addresses the role of the
management accountant in the
process.
GG

To order this Statement, call Ms
Special Order Department at 1 -800638 -4427, #2.
Disclosures Re Derivative Financial
Instruments (FASB) The MAP Comittee supports most of the disclosures that the Exposure Draft would
require. Some concerns are, however:
• We believe some of the daily balance data the Board seeks may not
be available or determinable without significant systems changes; we
therefore urge the Board to change
the proposals to require the minimum, maximum, and average balances on a monthly basis.
• We urge the Board to limit its final
pronouncement to derivatives, and
to exclude fixed rate loan commitments, note issuance facilities, and
letters of credit. The value of extending the disclosures to these
special items does not seem to justify the added costs.
• We observe that others, specifically
the staff of the Securities & Exchange Commission and bank regulators, also are working on disclosure requirements for derivatives.
We encourage you [FASB] to work
closely with both groups to unify
the ultimate requirements.
Accounting by Creditors for Impairment of a Loan— Income Recognition
(FASB) —The Board is to be commended on providing a timely and
practical solution to the concerns companies expressed over the implementation of SFAS 114, by allowing creditors to use existing methods to
recognize income on impaired loans.
Accounting for Pensions (GASB)—
The MAP Committee expressed concern about the three interrelated
GASB Exposure Drafts dealing with
pension plans. The MAP Committee
believes that, as proposed, the three
Statements would represent a serious
departure from current governmental
accounting standards, and that, by focusing on funding methods intended
for internal management and control
purposes, they overlook the needs of
external users of financial statements.
Also they would move governmental
accounting further away from standards established by FASB.
Disclosure Statement (CASB) —The
Notice of Proposed Rulemaking regarding the Disclosure Statement provides some improvement over the current form, but there still are some
opportunities for significant improvement.

■ The form is unnecessarily complicated (changes are suggested).
■ The Disclosure Form should provide the opportunity to identify any
advance agreements about cost accounting practices that had been
determined.
■ Add specific questions regarding
the accounting for computer software costs.
■ Consider having a computer software program developed to accumulate the disclosure information
electronically.
Exposure Draft 48, Financial Instruments (IASC) —MAP commends
IASC for issuing such a comprehensive document on accounting for and
reporting of financial instruments. But
there are concerns, a few of which are:
• E48 seems to be a collection of
rules, sub - rules, and alternatives
that can, in some areas, be used to
support almost any answer one
wants. Standards are more operational in practice if they have underlying concepts.
• E48 would appear to allow a preparer to justify any method of subsequent measurement for almost all financial instruments. This does not
enhance financial reporting. Further, E48 would allow cost-based accounting for equity instruments and
standalone off - balance -sheet derivatives. This treatment would seem to
be a regression from existing standards in certain member countries.
• The approach in E48 to derecognition of financial instruments is a
confusing mix of several approaches. It purports to be a transfer -ofrisk- and - reward approach but, in
our view, is not. The IASC needs to
adopt an unambiguous operational
concept for derecognition so as to
prevent uneven application (suggested approaches are given).

FASB NOT TOREQUIRE 1994
DISCLOSURES
he FASB announced it will not require companies to disclose in
their 1994 financial statements
additional information about stock options granted in 1994, as would have
been required by the Board's June
1993 Exposure Draft for stock -based
compensation. But, according to FASB
Chairman Dennis Beresford, the decision has no effect on the timing of expense recognition provisions proposed
MANAGEMENT ACCOUNTING /AUGUST 1994

in the Exposure Draft. The Board currently is redeliberating all its decisions
proposed in the 1993 Exposure Draft.

customer value as a fourth parameter,
and provide an ROI analysis. By developing application modules and refining
modeling methods he hopes to develop a user - friendly software tool.

Louis Bisgay, CPA, is director, Management Accounting Practices.

BOBMILLERHEADSTRUSTEES
FOR IMA'S FAR

RESEARCH
JULIAN M. FREEDMAN, CPA,
EDITOR

HIGHLIGHTSOFCAM-1'SJUNE
MEETING
he second - quarter meeting of the
Cost Management System program of the Consortium for Advanced Manufacturing - International
was held in Denver, June 7 -8, 1994.
Randolf Holst of the Society of Management Accountants of Canada describes the presentations he attended.
James Swartz from Competitive Action Inc. spoke on "Reengineering and
the Bottom Line." He made the point
that for reengineering efforts to have
a significant impact on the bottom line,
the organization must be "receptive to
change." Its receptivity to change is related to the degree of fear in management, whether the organization wants
to take charge of the marketplace, the
degree of resolve and ability to follow
through, and the organization's
flexibility.
In a talk on "Survey Evidence on a
Firm's Experiences with ABC," Michael Shields, Memphis State University, and Michael A. McEwen, A. Ahlstrom Corp., described a typical firm's
experience with ABC. Several factors
independently contribute to ABC success and to receiving a financial benefit
from it: top management support; linkage to quality strategies; linkage to performance evaluation and reward systems; training in designing,
implementing, and using ABC; nonaccounting ownership; and adquate
resources.
Manny Athavale, IBM ABC /M Center of Competence, described the
"Role of ABC in the Reengineering of
the IBM Company." One lesson
learned: that activity-based costing for
a multi- billion dollar, multi- location organization is extremely complicated
but that the process of creating the
ABC model itself leads to discovery
and many improvements before the
modeling project is ever completed.
The model structure is and should be
driven by the goals to be accomplished
MANAGEMENT ACCOUNTING /AUGUST 1994

Robert C. Miller, president, IMA's
Foundation for Applied Research.

and can be different for each area. A
final conclusion was that a repeatable
and automated process is needed in
the creation of an ABC model; however, because ABC is a problem - solving
tool, especially as used for reengineering, it is difficult to create a standard
model. What is needed is an "automated but easy to customize" software tool
kit for bridging, extracting, and feeding the ABC modeling tool.
Most areas of IBM are reaping
benefits from the insights and data
gathered from the ABC work. Some (if
not all) areas are likely to embrace the
use of ABC data for ongoing business
management. They will sponsor and
develop a flexible ABC costing system.
The fourth presentation, "An Integrated Approach to Competitive Position," was given by Rupy Sawhney, University of Tennessee. The objective of
his approach, called Triad Performance Analysis (TPA), is the simultaneous integration of time -based assessment models, superior product
and process models, activity-based
costing, quality measurement, and
concurrent engineering. TPA would
provide simultaneous insight into activity-based costs, time, and quality and
would serve as an integrative tool for
strategic planning and managing in
these three areas of competition. This
approach provides a means to analyze
the tradeoffs and leverages between
time, cost, and quality while avoiding
the pitfalls of single- dimension decisions. It can become a powerful analytical tool for process improvement.
Professor Sawhney anticipates that
further development of TPA will provide an integrated performance index,
convert time and quality to costs, add

MA's National board of directors
approved the formation of IMA's
Foundation for Applied Research
(FAR) , a 501(c) (3) not-for-profit organization, at IMA's Annual Conference
in Manhattan, effective July 1, 1994.
Research undertaken by the Foundation will be monitored by trustees and
funded by sponsors contributing to the
Foundation. Members of FAR's board
of trustees are listed below. Trustees
appointed by President Keith Bryant,
Jr., are indicated by an asterisk.
*President, Robert C. Miller, The Boeing
Company, Seattle, Wash.
Secretary,Gary Scopes, IMA Executive
Director
Treasurer,Joseph Harris, IMA Vice
President of Finance
Keith Bryant, Jr., IMA President
William Ihlanfeldt, IMA President -elect
Leo Loiselle, Chair of IMA
Robert Weiss, IMA Vice President of
Professional Relations
*Victor Brown, George Mason University,
Fairfax, Va.
*Paul Danesi, Texas Instruments, Inc.,
Attleboro, Mass.
*Henry Davis, Reliance Electric Co.,
Greenville, S.C.
*Lou Jones, Caterpillar Co., Peoria, Ill.
*Robert Melby, Defense Contract Audit
Agency, Smyrna, Ga.
*Kenneth Merchant, University of Southern
California, Los Angeles, Calif.
*Robert C. Young, Digital Equipment Corp.,
Nashua, N.H.

FAR's board will hold its first meeting in New York, August 12 -13, 1994,
during the American Accounting
Assn.'s annual conference.

SMACTITLESAVAILABLE
MA members may purchase titles
published by The Society of Management Accountants of Canada
(SMAC) directly from IMNs Special
Orders Department for $10 (U.S.)
each. Listed in a special supplement to
IMA s Catalog of Publications 1994are
44 titles grouped into three categories.
Call 1- 800 - 638 -4427, #2, for this item.
Julian M. Freedman, CPA, CPIM, is director, IMA research.
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TRENDS

IN EDUCAT /ON

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

MENTORSHIP
PROGRAMS FOR
STUDENTS
BY JOSEPH M. CROSTIC; ALI M.
SEDAGHAT,CMA;ALFRED R.
MICHENZI; AND E. BARRY RICE
he accounting department at
Loyola College in Maryland, an
AACSB accredited program, recently introduced a mentorship prograin for its sophomore accounting
students. To determine the program's
effectiveness, mentorship participants
were asked to complete a four -page
questionnaire.
The survey results provided objective information about how both mentor and student groups viewed the
mentorship program. The open -ended
questions provided feedback regarding changes to improve the quality, efficiency, and usefulness of the program. Responses were received from
all 15 students in the program and 10
of the 11 participating mentors. The
program, in general, was received positively by both groups.
Here are some of the students' opinions about the mentorship program:

T

• Students believed that participation
in the program improved their communication and interpersonal skills.
However, they were not as confident that it benefited their technical
skills.
• The mentorship program helped
them select a major.
• The students agreed that time spent
in the mentorship program was
worthwhile, interesting, educational, and motivational.
• Participants would recommend participation in this program to both ac68

counting and undeclared majors
who are interested in business
careers.
■ All student participants indicated
that the program affected their perception of the accounting profession, business careers, and accounting education positively.
■ All but two students believed that a
one-day stay with the mentor organization was appropriate.
■ All but one student believed that
their expectations of the mentor ship program were fulfilled.
■ Five out of 15 students indicated
that they felt they did not prepare
themselves adequately for active
participation in the mentorship
program.
■ All but two students indicated that
the mentor and his /her organization were prepared to participate actively in the mentorship program.
■ All but two students indicated that
the mentorship program should be
a required part of the accounting
curriculum.
■ All but one student indicated that
the mentor organization met the selection criteria they anticipated
when they first signed up for the
program.
■ More than half of the students indicated that participation in the men torship program interfered with
their academic routines (classes,
study, etc.).
■ Most participants realized that their
reward for participation in the men torship program is not an improved
accounting grade or knowledge of
accounting course material; however, they believed they were rewarded by receiving an increased knowledge of accounting.
Here's how the mentors regarded
the program:
• The program was a useful, worthwhile, interesting, and motivational
experience for them. One, however,
was not sure if it was an educational
experience.
• The program provided the students
with an opportunity to appreciate
the importance of communication
skills and interpersonal skills. Also,
the mentors believed the students'
appreciation of the accounting profession and business careers increased. However, two mentors
were not sure about the impact on
technical skills and accounting
education.
■ All but one mentor indicated that

they believed the students' expectations of the mentorship program
were fulfilled.
■ All but one mentor indicated that
they felt the students were prepared
to participate actively in the mentor ship program.
■ Six mentors indicated that the men torship program should be a required part of the accounting
program.
■ Five mentors strongly disagreed
that the mentorship program
should be limited only to students
who are considering accounting as
their major. They believed that the
program should be open to all business students.
The participants also were invited to
express any additional comments. According to one student, the mentor program should give the student the
tools /opportunity to discuss his or her
chosen career with someone in that career. Academics cannot prepare a student for the day -to-day business world.
One mentor did not believe that a
student can be prepared for this experience. Students must be interested
and willing to apply themselves to get
the most out of the program. Further,
students should prepare a written list
of questions for the mentor to answer.
All responding mentors indicated
that they would like to participate in a
similar program in the future. They also suggested that the program would
be beneficial in other disciplines.
If you are interested in providing
a similar program to your students
and would like to receive additional
information, please contact the authors at Loyola College in Maryland,
4501 N. Charles Street, Baltimore,
MD 21210.
■
Joseph M. Crostic is a partner at KPMG
Peat Marwick. Ali M. Sedaghat, CAM,
is KPMG Peat Marwick Alumni Fellow
and associate professor of accounting,
Alfred R. Michenzi is associate professor
of accounting, and E. Barry Rice is assistantprofessor of accounting at the Bellinger School of Business and Management, Department of Accounting,
Loyola College in Maryland.
Ralph L. Benke, Jr., CMA, Ph.D., is
the ArthurAndersen Alumni /Journal of
Accounting Education Professor at
James Madison University.
Roger H. Hermanson, Ph.D., is the
Ernst & Young Alumni Professor and
Regent's Professor at Georgia State
University.
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IMANEWS

PROMOTIONSAND
NEWPOSITIONS
Gerard J. Wenzel, CPA, Colorado Centennial,has
been named managing director of
Yale & Seffinger,
P.C., CPAs, Denver.

KATHY WILLIAMS, EDITOR

UFEP.FOX,PRESIDENT,1975-76
afe P. Fox, a man who thought fellowship among members was one
of the most important functions of
the organization, died lastmonth.
He was elected to membership in
1946, joining the Cleveland Chapter at
the urging of a friend. After serving on
a number of chapter and national committees, he was elected President of
IMA for 1975 -76. As president he had
three major objectives: education,
membership, and fellowship.
In addition to his service with the
Institute, he devoted himself to a number of community, professional, and
other organizations including the Ohio
State Troopers Association; Ohio
Commodores; Financial Executives Institute; National Tool, Die & Precision
Machining Association; and the Association for Management Excellence,
The Ohio Commodores was an elite
group of businessmen the then Governor Rhodes formed to promote busi-

ness for Ohio in 1966. In addition to
promoting business opportunities for
the state, members filled in for the governor when he was unable to attend a
function.
Born in Harrisburg, Pa., in 1915,
Mr. Fox was graduated from Duke
University in 1937 with a bachelor's
degree in accounting and business administration. He began his career with
Pipe Machinery Company as a controller, then was promoted to treasurer, vice president of finance, executive
vice president, president (1965), and
then president and chairman of the
board in 1969. By 1974, under Mr.
Fox's guidance, Pipe Machinery Company had grown into a multi- product
corporation and changed its name to
PMC Industries.
Mr. Fox also was a member of the
Stuart Cameron McLeod Society. He
is survived by his wife, Rita, and two
children.

IN MEMORIAM

ELA, 1973.
Pennsylvania Northeast, William E.
Perry, 93, ELA, 1968.
Providence, Lewis H. Bethel,93, ELA,
1965.
Raritan Valley, Saturno J. Dalfonsi,
62, EI A, 1962,
San Francisco, Alfred W. Richardson,
93, ELA, 1969.
Tampa Bay, Alton R. Shuman, 58,
1972; William G. Doether, 94, EI A,
1974.
Waterbury, Arnold f Dipietro, 68,
ELA, 1968; F.E. Jones,83, ELA, 1976;
Herbert C. Schick, 92, ELA, 1966.
West Los Angeles, George E. Naylon,
73, ELA, 1974.
Wheeling, Harry Zimmerman, 77,
EI A, 1982.
Winnebagoland, Richard L. Barrett,
72, EI A, 1957; Gerald J. Stutz, 72, EI A,
1956.
Worcester Area, John A. Josephson,
58, 1968.

Atlanta, J.C. Harris, 72, EI A, 1968.
Bangor- Waterville, Robert W Mullen, 62, 1969.
Bridgeport, H. Allen Tooker, 93, ELA,
1969.
Central Illinois, Kenneth J. Zerwekh,
76, ELA, 1978.
Columbus, Royal C Engberg,85,
ELA, 1974.
Fox River Valley, Carl A. Golumbeck,
85, ELA, 1978.
Greater San Gabiel Valley, Tod H.
011is, 93, ELA, 1969.
Illowa, Arthur R. Perry, 93, EI A,1966.
Member- at -Iarge, USA, Sam F. Luparello, 86, ELA, 1974; Robert A. Williams, 88, ELA, 1972.
New Haven, Everett M. Kennedy,89,
ELA, 1969.
New York, Raymond H. Wilson, 61,
ELA, 1993;Curtis E. Youngdahl, 59,
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David W. Porter, CMA, Mid Florida, is now manager, finance and
administration, U.S. for Bombardier
Corporation's Sea -Doo /Ski -Doo Division in Melbourne.
Gerard J Wenzel

Michael S. Wolff, Morris -Essex (NJ.),
was named national director of tax services of Grant Thornton.
Patricia R. Pettey, Nebraska Cornhusker, has been appointed associate
in the firm of Johnson- Erickson -O'Brien, Wahoo, Neb.
Thomas E.
Macken, Jr.,
CPA, New York
former president,
was promoted to
vice president at
American Express Travel Related Services
Co., Inc., respon- T. E Macken, Jr.
sible for the company's worldwide internal control activities.
Richard F. Cooklish, Niagara (N.Y.),
recently was appointed director of accounting services for the Girl Scout
Council of Buffalo & Erie County, Inc.
Bonnie Engman, Wisconsin
Lakeshore, has
been named manager— treasury
process reengineering at Kohler
Co., Kohler, Wis.
Bonnie Engman

Become a

CMA
(800) 87 -GLEIM
gq
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WANTED

BUSINESS
OPPORTUNITIES

MANAGEMENT
ACCOUNTANT/ ASSISTANT
TO G.M.
LA. area plant of a multi plant paper converter seeks operations
oriented accountant with strong
analytical skills to be assistant to
plant G.M. and liaison with corporate headquarters. Candidate
should be a CMA or a CMA candidate and APICS certified with
strong computer skills. Minimum of five years hands on experience in a manufacturing environment. Send resume, salary
history and references to:

ACCOUNTING SUPERVISOR

related degree. Five years' experience (including three supervisory in a continuous process industry) in the job offered or as an
Accounting Manager. CPA, Demonstrated ability in computerized
information system environment
on DEC VAX 4300 system (or
similar minicomputer) including
Stores, Maintenance, Purchasing, Order Processing and Financial /Cost Accounting; Demonstrated proficiency in PC's
(spreadsheet, word processor,
graphics, and data base applications). 40 Hours per week. $4,660
per month. The job order number
for this job opportunity is
KS6003449. Please apply in person or submit a resume referring
to job order number to:

OVERHEAD EXPENSE
REDUCI'lON
Start Your Own Consulting
Practice
Our extensive training provides
you with a proven system of qualifying, marketing, and delivering
cost containment engagements
on a RISK FREE, CONTINGENCY basis to clients in all industries. Unlimited market. Our representation has saved clients
hundreds of thousands of dollars
annually.
COST CONTAINMENT
SOLUTIONS, INC.
(502) 429 -5011

C. Pascucci
P.O. Box 864106
Flushing, NY 11385

Supervise activity of staff accounts in preparing financial
statements, performing annual
audit, analyzes general ledger accounts, prepares governmental
reports, performs material inventories, performs analysis of fixed
assets. Salary, $35,000 per year,
40 hour week (8:00 - 5:00). Requirements, Master degree in
MBA or Accounting, course work
must include at least 1 college level course in Federal Income Tax;
Advanced Accounting, & 1 graduate level course in Production
Management and Financial Planning; 1 yearexperience in related
occupation as an Assistant Financial Accountant; experience must
include preparation of monthly financial reports, analysis of general ledger accounts, material inventory, asset analysis. Send resumes:
MESC
7310 Woodward Ave.
Rm. 415 (Ref. #45894)
Detroit, MI 48202
Employer paid ad.

ACCOUNTING MANAGER
Organize, plan and direct information services, including financial accounting, cost accounting,
financial analysis, preparation
and monitoring of budgets, development and implementation of innovative cost reduction measures
through QPS, and installation,
maintenance and administration
of computerized systems in support of these activities. Ensure
compliance with accounting policies and procedures, and GAAP.
Develop and implement training
program for system users.
Minimum Requirements: MBA
(with concentration in Accounting) or Master's in Accounting or
I ii

Wichita Job Service
402 East Second St., Box 877
Wichita, Kansas 67201 -0877
Must have proof of legal authority to work in the United States.

F-O-R- T-U-N-E of Columbia is
an authority in the placement of
Manufacturing Management Accounting professionals nationwide. We conduct searches for
CFO, VP Finance, Controller and
Cost Manager positions in the
$40,000 - $150,000 range. To discuss our current opportunities,
call 803 - 788 -8877. You may fax
your resume to 803- 788 -1509 or
mail to:
F O-R T -U -N -EPersonnel
Consultants of Columbia, Inc.
P.O. Box 23728, Dept - MA
Columbia, SC 29224
Our client companies
pay our fees.

WHY DO THE GRUNT
WORK?
Start Your Own Successful
Accounting Fvm.
We provide extensive training in
our proven marketing, client processing, practice management
systems. Along with unique proprietary client write -up software.
Over the past 28 years, we've
helped hundreds of accountants
start their own practices. What's
stopping you?
COMPREHENSIVE®
The Accounting Network
1 -500- 323 -9000
TIRED OFTHE CORPORATE
RAT RACE?
Then start your own successful
accounting practice. New Clients,
Inc. has helped hundreds of professionals do just that! Our proven program includes guaranteed
billing, hiring and training of a
marketing staff, intemal processing procedures, and much, much
more.
Call 800- 338 -0778 for
details.
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ADVERTISERS' INDEX

&

READER
SERVICE
CARD NO.

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. Noncommissionable.
Clos ing Date: Deadline for copy
is 45 days preceding month of publication.
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CAPfrAL SOURCES SERVICES
Professionals helping professionals locate financing sources for.
• Venture Capital
• Leveraged Acquisitions/
Restructurings
• Working Capital
• Commercial Real Estate
• SBA Programs
• Equipment Leasing
No fees if not successful.
FMR
Financial Management
Resources
1400. 824 -3467

SITUATIONWANTED
International accountant desires
expatriate or U.S. based position.
MSBA Acctg, MS Taxation, BBA
Acctg, French Bacc. Lotus 1 -2 -3.
Fluency in French, Hungarian,
Turkish. Over 13 years experience in G/L and internal controls
with multinational public companies as Financial Controller, Accounting Manager, Project Controller, Sr. Staff Accountant Open
for extensive travel.
Tel 215-2224;927 Fax
215- 2224157.

BOOKS
TRICKS of the TRADE!
Discover some easy -to-use accounting shortcuts that save you
time and improve results. 30-day
guarantee. $14.95 ($1 shipping).
Visa /Disc.
14800-696 -9777

CNIAREVIEW
PASS THE DECEMBER CMA
EXAM!
Proven Track record of success.
Highest Quality Instructors and
IMA Approved Materials. Free
use of Video Tapes. Classes on
Weeknights or Saturdays. Classes beginning on September 10th
throughout Massachusetts.
RIGOS CMA REVIEW
of New England
(617) 6664366.

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.
Acceptance- Publisher reserves the right to
accept or reject advertisements for MANAGEMENTACCOUNTING®Classified.

Call me for a "no obligation"
discussion on how we can
save you m oney on your
railroad freight bills by negotiating contracts with your
carriers and providing complete customer service, follow up for each car shipped.
Including, pre and post
audits, daily car tracing and
problem resolution.

A

r

H
H

9!1

v

Ten years of experience has
given us the in depth knowledge that has helped our
clients save money.
(4 1 2 ) 8 8 3 - 4 8 4 1
or fax
( 4 1 ] ) 88 5 - 5 7 6 3

Circle No. 19
SOFTWARE
ASSET KEEPER is the fixed asset program you've been waiting
for! Over 10,000 users can't be
wrong. See for yourself by calling
for our free demo, sample reports, features listing, and post
tax season pricing.

A
r

• Manuals: operational, procedure, train, etc
• Custom Software: analysis /design /development
• Data & Software Storage: disaster recovery
• New —Load Paper Fdes onto
CD: faster access, lower storage costs
CONSULTING WORKS
501 Boston Post Road #199
Orange, CT06477

PROFESSIONAL FINANCIAL
SERVICES
Estate planning, 401k & administration, financial planning, managed money and full brokerage
services.
1- 800.777 -5418
MERRI L LYNCH

WIN
Will
n

ACnVrIY -BASED COSTING
Services available to help with
your Activity -Based Costing project. 7 years experience in ABC
developing costing systems, investment analysis, process improvement etc. Experience working with Big Six management
consultants on ABC projects.
Available full or part time.
Gregg Schneider
(602) 579 -8476

FINANCIALSERVICES

M
v

Pro -Ware
13930 Gold Circle, Suite 104
Omaha, NE 68144
(402) 330 -2517
Fax (402) 330.2496

LIFO -PRO Software`
Tired of LIFO planning using
spreadsheets?
Upgrade to this CPA developed,
menu - driven, database program.
Handles all LIFO & UNICAP application method variations. Instant what -ifs & over 20 single &
multiple pool reports & graphs.
LEGEND SOFTWARE
337S.123
Omaha, NE 68154
Phone: (402) 3305573.
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Payments: Payment in U.S. funds must accompany each order. Mail copy to Alice Schulman, MANAGEMENTACCOUNTING®,10 Paragon Drive, Montvale, NJ 07645.1760. Tel.
1- 800-638.4427 Ext. 280.
Display Classified: One - twelfth page (one
column x 2 3/8") is available at $822.
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FAXSURVEY:
CD-ROM
0

As part of its efforts to provide leading -edge products and services to members, the
IMA currently is considering greater use of information technology. This survey is
your opportunity to have an impact on the decision- making process.
(Please check all that apply)
1. Do you use CD -ROM technology?
Ye s

No

At

At

Work

Home

a. For which applications?
Accounting/tax topics
Directories
Encyclopedias /entertainment
Other

2. What classification best
describes your organzation?
(Check one only)
Financial services
Nonfinancial services
Manufacturing
Retailing
Education
Government/nonprofit
Other

4. Name
Title
Address

Pnone number:
❑

Fax number:

❑

3. Which operating systems do you use?
W indows
UNIX
OS /2
DO S
Macintosh
Network operating systems
Other
4. Which of the following do you have?
CD -ROM drive
Modem (2400 bps or higher)
Modem (1200 bps or lower)
Fax/modem

1. Which best describes your functional area? (Check one only)
Accounting/finance
Marketing /sales
Administration /nonfinancial
Other

3. Which best describes your firm's
annual revenues? (Check one
only)
Under $5 million
$5 million to $100 million
$101 million to $1 billion
Over $1 billion

b. Which services that IMA might offer would you find useful?
❑ ❑Management❑Accounting magazine
IMA research studies /other publications
SEC filings /annual reports
"Best practices"
Directories
Education /training
Other
2. What type of microcomputer do you use?
IBM or compatible (386 or higher)
IBM or compatible (286 or lower)
Apple
Other

DEMOGRAPHIC DATA (optional)

INTERNET address:
IMA member number:

'Please send information on:
IMA CD -ROM offerings
IMA Bulletin Board
To my address above

This Fax Survey may be photocopi ed.

❑
❑

❑
❑

S. Which of the following do you use?
INTERNET
CompuServe
Delphi
Prodigy
America Online
Other

❑
❑

❑
❑❑

MANAGEMENT
ACCOUNTING
ATrN: FAX SURVEY

❑

10 Paragon Drive
Montvale, NJ 07645

6. Are you a user of the IMA Bulletin Board?

❑

Ye s
72

No

❑
❑

❑

❑

FAXTO:
(201) 573 -0639
Or, mail to:

PLEASERESPONDBY
AUGUST 31, 1994
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City gate at Van, China.
Eastern Gateway to theStickRoad.

WAYTO

the wealth of
o you the weals
s"" the'Jnh� t.

Interfll lal Business Network is a globally accessible telecomputing " -i
service with full access to the Internet - the world's fastest growing networks
computer networks. IBNet is dedicated to the ancient vocation of facilitating
international trade, investment and strategic cooperation.

at

IBNet's Business Opportunities Service

The "Electronic Silk Road " , ,

We connect you to trade, investment and strategic partnership opportunities
delivered to your modem - equipped personal computer from reliable sources
around the globe including the world's preeminent national and international
Chambers of Commerce.

• 24 HOUR ACCESSIBILITY
• NEWS AND
INFORMATION SERVICES
• GLOBAL COMMUNICATIONS

IBNet's Communication Services

• INTERNET CONNECTIVITY

Send and receivetelexes to Cote d'Ivoire,fax Beijing,emailStockholm, and
translation services to and from most languages all at the touch of a button,
delivered to your modem - equipped personal computer.

• COMPATIBLE WITH ALL
TYPES OF COMPUTERS
• REUTERS & UPI
SATELLITE NEWS

IBNet's News & Information Services
Whether you need up- to-the- minute satellite news feeds, historic and current
economic indicators, or in -depth research, we've got it all ... at the touch of a
button. We bring the world's foremost news and information service providers
to your modem - equipped personal computer...24 hours a day.

• TRANSLATION SERVICES
• STOCKS AND FUTURES
• INVESTMENT SERVICES
• TRADE & INVESTMENT
OPPORTUNITIES

International Business Network
Where the World Meets to do BusinessTM
r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
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SINCE 1987

When vacation absences threaten to disrupt your
accounting department, take control with
Accountemps. We'll provide the right person for the
job, from Controller to Accounting Clerk, — for a
week, a month or longer.
Every assignment receives our specialized expertise, backed with a liberal guarantee. In fact,
Accountemps is the only temporary staffing service
endorsed by the Institute of
Management Accountants, so you

Call one of our 175
NXAccountemps offices today!

remDps,

Endorsed By
The Institute of
Management
Accountants

can be sure you have access to
only the most qualified financial professionals.

accoun
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