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Oneclickconnects you totheonlyfinancial
software with proven client,server technology.
CA-Masiorplece2000.

we couldrit make that kind of statement unless CA- Masterpiece %2000
could back it up. And it can. Thanks to a new breed of client /server
financial software that delivers on everything you've been waiting for.
Proven client /server technology. Distributed and cooperative processing. UNIX. windows. A common user interface open architecture.
SQL. WYSIWYG. And multi - dimensional modeling.
But Masterpiece is not merely about stunning technology It's about
the benefits that technology provides. Real -time data

access Advanced decision- support tools. Global capabilities More timely and accurate data. And
increased work force productivity. 7bgether, it all
adds up to greatly lower costs for your business.

ForMoreInformationAndAFreeBooklet,
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PETERDRUCKERON
JAPAN

42
THISCONTROLLER
WEARSMANYHATS

BY ROBIN COOPER
Management guru Peter
Drucker, also an expert on
Japanese business
practices, tells one of the
founders of the
Activity-Based
Management (ABM)
movement the new set of
challenges and crises facing
the Japanese today.

BY PATRICIA A.
FRISHKOFF, CMA, AND
SALLY THOMPSON, CMA
A controller who works for
a small family -owned firm is
caught in three intertwined
spheres of entitlements:
Family, Employee, and

38
SMALLBUSINESS
CONTROLLER

BY BONNIE D. LABRACK,
CMA

34

CHOOSINGA
QUALIFIED
RETIREMENTPLAN

This controller of a New

BY STEPHEN
ABRAMSON
The two most important
things to consider when
choosing a retirement plan
are plan purpose and
available funds. A pension
advisor offers a practical
guide here.

Hampshire wholesaler of
women's shoes finds that
her work day is not just
devoted to collecting data
and producing financial
reports. She also functions
as a reporter, trainer,

networker, motivator, and
leader.

MANAGEMENTACCOUNTTNG® (ISSN

`

more human relations skills
than accounting abilities.

45
BEYONDABC:TARGET
COSTINGFORPROFIT
ENHANCEMENT
BY JOHN M. BRAUSCH,
CMA
Target costing builds on the
cost revolution of the past
few years by using

00251690) is published monthly by
the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ
076451760, (201) 573.9000. Price
$10.00 per copy. Subscription rates,
per year: $20 (included in dues, nondeductible): no nmembers, $130.00.
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 Data Entry Dept., IMA, Montvale, NJ 076451760. Allow six weeks
for change. IMA's telex number is
9102509487; facsimile number is (201)
573.0639. IMA Bulletin Board Service,
1
229.1268.

Owner. Negotiating the
dysfunctionalities created at
the nexus points of these
interlocking interests often
finds the controller acting
as an um pire between
com peting family mem bers.
Such a position requires

IMALIBRARY

management accounting as
a strategic tool in the firm.
The author examines target
costing and the advantages
to be gained from it. He
describes how his firm is

using it to reduce costs and
increase profitability.
Lybrand Bronze Medal
Winner, 1993 -94.
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Only SunSystems Version 4.1 accounting software
d e l i v e r s w h a t J e f f n e e d s fr o m 2 0 l a n g u a g e s ,
51 currencies and 100 tax codes in 160 countries.
SunSystemsTM supports Client /Server, DOS, Windows, Unix, Novell, plus platforms you
don't even know you're usi ng. In fact , it's the only package yo u can put into every
country right now. That's why it's used by over 200 international Fortune 500 companies.

SunSystems

Amounting Suftume bu katem Union

Call 1- 800-54 2 -5 42 0 for a copy of our technology white paper or the name of your loc al SunSystems representative in the US, Canada or Latin America,
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50
ALLOCATINGTHE
COSTOFFRINGE
BENEFITS
BY DEAN LOCKWOOD,
CMA
Bachman's, Inc., is a medium -sized specialty retailer
with diverse sets of business. Faced with higher
fringe benefits costs, it analyzed its current flat -rate
method of allocation and devised a chargeback system
that reflected actual
spending.

55
ISYOURCOMPANY
REALLYMEASURING
PERFORMANCE?
BY PAUL MCMANN,
CMA, AND ALFRED J.
NANNI, JR.
Your company's competiveness and financial performance can be improved
through the selection and
adoption of appropriate internal performance
measures.

59
IMPLEMENTING THE
QUALITYPROCESSAT
S0UTMW1RE
COMPANY
BY GILDA M. AGACER,
DONALD W. BAKER,
CMA, AND LES MILES
Southwire Company has
adopted a quality process
designed to reach its goal to
be a world -class organization in which teamwork continuously improves its people, profitability, and
product and service quality.
Management accountants
at Southwire play an important role in the company's
drive toward business excellence as they are called
upon to assume leadership
in the areas of personal application, communication,
and public promotion.

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.
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There's only one activity-based management system
powerful enough to take you from data capture through to

you only ever view the correct results. And it's 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 will 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.

MM

®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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This month, I want to talk with you about the role of local
chapters in our "Bridge to the Future."
For most of the IMA's 75 -year history, local chapters
have been the primary focal point of activity. The interchapter competition provided guidance, incentive, and recognition. Virtually all members were active in a local chapter.
There were more members wanting to serve in chapter
leadership positions than there were positions available.
The national organization existed mainly to serve the chapters and administer the competition,
Conditions have changed. Data show that a minority of
our members actively participate in local chapter activities.
Many chapters now have difficulty finding enough people
willing to hold office. Although a significant number of our
chapters remain highly competitive and strive for trophies and banners each year,
the overall effectiveness of the competition point system as a motivating force is
definitely declining. Today's young professionals appear to lack both the time and
interest needed to hold chapter office and play the competition game. Some of
our members and their employers have negative feelings about the competition
system and view it as unprofessional.
The IMA achieved success and growth during the past as a direct result of its
almost total reliance on the chapter model and interchapter competition. Now
there is strong reason to argue that continuation of this same reliance into the
future would be unwise. The number of chapters is shrinking, the number of troubled chapters is growing, and the portion of our membership participating at the
chapter level is declining. However, this situation is not a reflection on the chapters. The demographic characteristics of our membership and the demands placed
on today's accountants are factors beyond the chapters' control.
Local chapter involvement provides an excellent opportunity for members to
associate with other professional colleagues, to network, and to develop lifelong
friendships. This is ample reason to say chapters must remain an integral part of
IMA However, we need processes that enhance, rather than hamper, their future
survival and health. In my opinion, a local chapter should have the opportunity
to operate in a way that requires less time from a smaller number of officers and
directors than does the current point competition model.
The IMA leadership wants to listen and respond to our members. The Regional
Operations Committee sent a questionnaire to the Board of Directors and to Chapter Presidents a few months ago asking two basic questions. First, should each
local chapter be given an option other than the current point competition model
in administering the chapter and planning its activities? Second, if such an option
were made available, what should it look like?
Standing committees meet again in early December. At that time, the Regional
Operations Committee will respond to the input received from the questionnaire.
Committee recommendations will be considered at the National Board meeting
in February. If you have any views for or against allowing each individual chapter
to choose the Bridge it prefers to cross, please let us hear from you very soon.
We will not build an optional "Chapter Bridge to the Future" unless the members
tell us they want it and will use it

Southwest Representative: Richard Kuhlman
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LETTERS
TO THE EDITOR

ROBERTF.RANDALL,EDITOR

LAFEFOX'SLEGACY
was disappointed by two omissions, in particular, in the obituary
of Lafe P. Fox on page 69 of the August issue of MA N A G E M E N T ACCO UN TI NG &

[In 19911 Life donated about
$1,000,000 to the Fuqua School of
Business at his alma mater, Duke University. He designated the gift to establish a chair in Management Accounting. This gift was reported in the
January 1992 issue. Obviously, Lafe
was trying to keep the image of management accounting, promote its recognition, interest students in it and
so on.
The obit says Lafe "began his career with Pipe Machinery Co." False.
He worked in the Cleveland office of
Ernst & Young for several years.
For human interest it might have
been noted that his son, Richard P.
Fox, has been a long -time IMA member. His son -in -law is also a long -time
member.
ArthurP. Bartholomew, Jr.
IMA President, 1974-75

ASTUDENTRESPONDS
TO IMA/ FEI SURVEY
I was very pleased to see your coverage [Sept. 19941 on ["What Corporate
America Wants in Entry-Level Accountants"]. I am a Junior ACC /MIS
major at Syracuse University. Much of
what you explain to your readers
holds true here. There is a great emphasis on preparing students for jobs
in the Big Six. For those of us who are
not interested in making that our career, it is a very depressing notion.
Syracuse teaches me what New
10

York State prescribes. While I am certainly content with the quality of education I am receiving, there are limitations to the curriculum. The staff here
is most willing to help me pursue my
interests on my own, but a structured
course on being a controller (or something of that nature) just isn't possible.
I will certainly be making every effort
to complement by formal education,
one of the first steps — becoming a
member of IMA last year.
One of the problems that academia
faces is anticipating what future employers will be looking for. They then
have to balance that with state requirements, and then professional requirements (such as additional CPA requirements). One of your
recommendations was for "Strengthen(ing) the Relationship Between Corporate America and Accounting Educators." I would like to lend my support
for that notion.
Benjamin Phillips
Junior, Syracuse University

OUTDATEDPROGRAMS
I would like to respond to President
Bryant's excellent comment, in July's issue, "Making Accounting Education
Relevant." Dr. Bryant is absolutely
right when he mentions that today's
undergraduate and graduate education prepares students basically for
public accounting. Why? How many of
these people end up in corporate accounting, and how many CPAs eventually turn to private industry after being
used and burned out by big public
firms?
I am currently finishing my MBA
program, in accounting, in Golden
Gate University, in San Francisco. Every accounting course I have ever tak-

Lambers
CMA
REVIEW
Our 70 -hour video course is
complete, up -to -date, and ready
to prepare you for the CMA
Exam. Workbooks included.
Call 1- 800 - 272 -0707
for information or
sample video
Circle No. 16

en was based on preparation for CPA
carriers. I work full time while obtaining my MBA, I have more than 10
years of accounting experience, and I
know how outdated is this educational
orientation, assuming the only professionals are employed by public accounting firms. I have raised this issue
with [a] former dean of the school of
accounting and tax, and even though
he agreed with me, nothing has
changed, and nothing will probably
change in [the] near future.
I am currently employed by an investment firm, which is a Bechtel Corporation's subsidiary, as an accounting
specialist. I am also a recent IMA member, and I am planning to sit for [the]
CMA exams right after obtaining my
master's degree in April 1995.
Milanf Havel
Daly City, Calif.

ENCOURAGESTUDENTSTO
SEEKCMA
After having read the article based on
an interesting study, "What Corporate
America Wants in Entry-Level Accountants," I have the following comments:
• Strongly advise students interested
in the corporate world to take classes such as advanced economics, finance, philosophy, psychology,
management, industrial engineering, statistics in addition to basic
and managerial accounting, and sit
for and pass all parts of the CMA examination as soon as possible.
• Advise corporate America to hire
only college graduates [who] have
shown maturity by succeeding with
the CMA examination.
• Encourage student participation in
the Annual IMA Student Case.
• Let corporate America offer as
many meaningful accounting internships as governmental agencies do.
If students are exposed to the CMA
examination in their early college career and prepared to pass it they will
do so and obtain a certification which
by the next century may become more
prestigious than the CPA. Too many of
our brightest young people have been
falling through the cracks; for the sake
of this country's future economic wellbeing universities must identify and
hopefully discipline these individuals
to become valuable human assets to
corporate America.
Ursel Albers, CMA
MANAGEMENT ACCOUNTING /NOVEMBER 1994
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Paper. It's the curse of the modern workplace. You stack it, sort it, shuffle it, file it ... and eventually lose it.
And the whole time you mutter, "there's got to be a better way."
There is: File Magic Plus. It's the award - winning* Windows -based document management system that lets
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you conduct business without handling paper. At last.
File Magic Plus works by scanning and storing any document, with text and graphics, so that you can find

k
it or fax it in a snap with simple keywords or phrases.
call 1 -800 -WHY -FILE 1800- 949 -3453) to find out how you can end the paper curse.
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,WASHINGTONREPORT

STEPHENBARIAS,EDITOR

LEVITT
PRESSURED ON
DERIVATIVES
EC Chairman Arthur Levitt, Jr.,
ignored the issue of corporate
financial reporting on derivatives when, on September 26, he announced policy initiatives on mutual
fund use of derivatives. But a day earlier, Charles Bowsher, the U.S. Comptroller General and head of the General Accounting Office (GAO), met
with Levitt to press him on the issue
of corporate financial reporting for
major users of complex derivatives, a
category that includes many SEC registrants. A GAO report issued last
June recommended a number of
steps corporations could take with regard to improving management's accounting for derivatives. So far, Levitt
has refused to move forward on those
recommendations. A GAO source
says that the GAO will be working
with top SEC staff during October to
see whether Levitt's mind can be
changed. "There is some concern on
the part of the SEC that this can't be
done," says the GAO staffer. But one
Big Six lobbyist in Washington says,
"Financial instruments keep getting
more sophisticated. That doesn't
mean regulators have to drop a heavy
hand. The role for the SEC is making
sure there is an educated consumer
on one end of the transaction and a
fair, honest bank on the other end.
We don't want the SEC getting in the
middle." The Financial Accounting
Standards Board (FASB), however, issued a Statement that requires more
complete disclosures of information
about derivative financial instruments, such as forward, futures,
swap, and option contracts. Titled
"Disclosure about Derivative Financial Instruments and Fair Value of Financial Instruments," it's effective for
calendar year 1994 financial state12

discussions will be the report from
the Public Oversight Board (POB),
which came out in late September
1994. That report argued that corporate boards of directors need to take a
stronger interest in the work of outside auditors. The report also urged
auditors to tell Boards and their audit
committees about such things as the
clarity of corporate financial disclosures and the degree of aggressiveness or conservatism implied in the
company's accounting principles and
underlying estimates. The report added that there was no need for the SEC
or Congress to take action on the issue of "auditor independence."

SEC COMMITTEE
TO LOOK AT
REPORTING

Charles Bowsher

ments, with a one -year delay for entities with less than $150 million in assets. Jeffrey Mahoney, a FASB assistant project manager, concedes, "Phis
Statement will not resolve all concerns voiced in past months about derivatives, but it is a step in the right
direction."

GAO REPORT ON
ACCOUNTANTS
IMMINENT
Rep. John Dingell (D.-Mich.) is likely
to hold high - profile hearings on the
accounting profession early in 1995.
The General Accounting Office will
deliver a report to Dingell by January
1, 1995, that will look at recommendations made over the years by groups
like the American Institute of CPAs
and the GAO, and whether the profession implemented the recommendations contained in those reports. One
GAO staffer predicted, "There is a
high probability there will be hearings
based on my discussions with Din gell's staff." Among the main points of

Paul Atkins, a top aide to SEC Commissioner Levitt, says that, at its next
meeting, the Commission's Consumer
Affairs Advisory Committee may look
at the advisability of simplified corporate financial reporting. That meeting
has not been scheduled but is likely to
take place early in 1995. The Advisory
Committee had its first meeting on
May 25, 1994. Nothing has happened
since then. When Levitt announced
formation of the Committee last
March, the business community had
high hopes that the Committee would
push the SEC to simplify reporting requirements. Atkins says that a "more
user friendly" financial statement will
be up for discussion, probably at the
next meeting.

CLINTON ADVISORS
PUSH CHANGE IN
CORPORATE TAX
The Progressive Foundation, a Washington think tank that is home to
many informal Clinton administration
advisors, published a report offering
two radical formulas for changing the
corporate income tax code, which
Robert Shapiro, editor of the study
and a top economic advisor to Clinton
during the 1992 campaign, called "a
creature of technical accounting rules
subject to limitless fine- tuning." ■
Stephen Barlas is a journalist with more
than 15 years ofexperience reporting
from Washington, D.C.
MANAGEMENT ACCOUNTING /NOVEMBER 1994

.t

r

y•

R each new he*hts
In
and
d lornmnnah
*o n management,
�

The view from the top. The bigger picture. That's the Hyperion perspective.
Hyperion gives you the strategic data you need for high -value decision making.

Insightful analysis. Planning. Top priorities for leading companies — and those on the
ascent. At EARS, our software solutions apply the best technology available to the real
world business needs of our users. Hyperion and Hyperion SQL offer companies a new
point of view on managing the flow of corporate financial information.
And the view is wonderful.

IMRS

IMRS chentlserver financial software applications are installed in more than 1500 corporate headquarter sites
and thousands of locations worldwide. Call 203 -321-4400 for more information.
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`HOW DO IRESPOND TO MULTI-INTERVIEWERS?'
ROBERTHALF,EDITOR
After 15 years with the same company as an internal auditor, I decided it was time
to seek other job opportunities. I used my network and sent out resumes to potential
employers. To my surprise, I received a series of quick and enthusiastic responses ask ing me to come in for interviews. hat's when my education began in how things have
changed. Interviews 1'd gone on earlier in my career were relatively simple, unstructured affairs, conducted one -on -one and lasting no more than a half hour. 77hat certainly wasn't the case with the majority of firms with which 1 interviewed this time
around. In some cases there were three or four people conducting the interview; in
one instance, I was confronted by seven executives from the firm. That interview lasted almost all day. What was most surprising, however, was the nature of the questions. It wasn't enough to ask me to indicate what I felt were my major strengths and
weaknesses, or what my eventual goals were. Everything was based upon specificexamples of success and failure. They kept askingfor concrete examples. Frankly, I just
wasn't prepared for this. Tm still looking fora new job while currently employed. 1'd
appreciate some insight into how to navigate the radically changed employment interviewing climate.

es, the philosophy
and conduct of employment interviewing has changed dramatically over the
years, basically for
two reasons. The first
is that as companies reengineer themselves to compete better, they're more
aware than ever that hiring the right
people is critical to their future fortunes. Because more must be accomplished by fewer people, and because
the team approach to management
has become crucial, the choice of the
individuals to be on that team is of paramount importance.
The second reason is that over the
past few decades, companies have
abandoned what might be called the
seat -of -the -pants style of employment
interviewing. They've turned instead
to a more analytical approach. The social scientists have entered the picture,
designing a whole new approach to replace what you experienced 15 years
ago, an unstructured, often unfocused
questioning format.
This new brand of questioning is designed to identify more accurately candidates who not only possess the requisite education and professional
experience to accomplish the job, but
whose personalities and work styles
are most likely to mesh with the management team already in place. Com14

panies pretty much already know the
"hard" facts about a job candidate's
skills and experience. The resume indicates that.
What employment interviewers
need to know is the likelihood of any
given candidate making a solid contribution to the company's future success. In order to accomplish this, right
or wrong, they've embraced the reasonable notion that future performance can best be judged based upon
past performance. In other words, we
are, and will be, what we were.
The key to handling this new approach to employment interviewing is,
in a word, preparation. That's nothing

"I'd like to fill this opening with someone
about 30 years old with an MBA from
Harvard and at least 10 years of solid
experience."

new. Job candidates have always been
urged to anticipate questions that will
be asked during an interview and "rehearse" responses to them.
But as you've discovered, the sort
of questions you might have prepared
for 15 years ago won't get you very far
today. Not only are they now more
geared to uncovering specific examples of past performance, they cover a
considerably wider range of subject areas. That means having to do a lot
more preparation than in the past.
I've always contended that the anecdote is the best way to get across a candidate's selling strengths. Even if the
candidate is not asked for specific examples, anecdotes tend to convey
more meaningful information, and in a
more interesting way. It no longer suffices to use the old cliche in response
to a question about your greatest weakness, "I'm too hard on myself." You're
likely to be asked what you mean by
that. And then you will be asked to give
specific examples from your professional life in which "being too hard on
yourself' resulted in success or failure.
You mention the team approach to
interviewing that you encountered.
This, of course, puts a candidate at a
disadvantage, if only because of the fatigue factor involved. You're one person, having to field questions by five or
six interviewers. Because such interviewing situations are stressful and exhausting, you should be in the best
possible physical shape, well rested,
and with your mind fresh and clearly
focused.
My advice is to take some quiet, reflective time and jot down as many anecdotes as you can possibly remember
from your previous and current work
experience. Choose those that best explain who you are and why you are the
right person for the job you seek. Don't
be vague. Shape each anecdote into a
story with a beginning, middle, and
end. The beginning should set up the
challenge you faced. The middle portion will explain how you proceeded to
meet that challenge. And the end of the
brief anecdote should demonstrate
that your actions resulted in a demonstrable benefit to your employer. ■
Robert Half, CPA, is the founder of Robert Half International Inc., the world's
first and largest staffingservice specializing in the accounting, finance, and information technology fields. There are
more than 175 Robert Half and Accountemps offices worldwide. His latest book

is Finding, Hiring and Keeping the
Best Employees (John Wiley & Sons).
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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 todo
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 easyto -use, integrated package.

Processvs.products
Through its Windows interface, NetProphet
allows you to look at your business in a commonsense, graphical process view. Columns and roves
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 -ifanalysis
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.
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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 1400-335 -5050
Tel: (201) 592 -5012 Fax: (201) 592 -4765
Sapling Corporation, Canada
Tel: (905) 678.1661 Fax: (905) 678.1667
Sapling Corporation, Europe
Tel: 081995 1331 Fax: 081 742 7301

FINANCIALMANAGER

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

WHEN THE
CONVENTIONAL
WISDOM IS NOT
SO WISE
he conventional wisdom is to maximally
fund one's own qualified pension plan and
delay distributions as
long as possible. After
all, contributions are
pre -tax, and the account grows tax -deferred. It would be foolish to take distributions before it is required. Only a
financial lunatic would agree to cease
contributions to a plan voluntarily. Following the conventional wisdom, however, can be costly for some people under some circumstances.
Problem No. 1 occurs for those individuals whose aggregate "retirement"
distributions in a calendar year exceed
$150,000 in 1994 (indexed). A penalty
tax of 15% is imposed on the excess
portion of the distributions in addition
to ordinary tax. Aggregate "retirement" distributions include distributions from qualified plans, individual
retirement plans, and 403(b) tax sheltered annuities. (Individuals who had
an accrued benefit as ofAugust 1, 1986,
in excess of $562,500 and made an election to be grandfathered prior to filing
their 1989 return are not subject to the
penalty tax for the amount attributable
to the benefit accrued as of August 7,
1986.)
If an individual with potential excess accumulations delays distributions until mandated at age 701/2, the
problem gets worse. The funds would
have grown during the time distribu16

lions were delayed, and the required
minimum distribution is now larger.
Problem No.2 relates to inheritance.
A 15% penalty tax is incurred to survivors for the amount in excess of a hypothetical annual annuity of $150,000
in 1994 (indexed). The annuity is paid
over what is the life expectancy (according to IRS actuarial tables) of a
person the decedent's age. This tax is
in addition to federal estate tax.
Based on the above scenario, the
tax percentages could be:
Top "marginal" federal estate tax
Excess accumulation penalty tax

55%
15%

Top effective federal transfer taxes

70%

Many states also levy an inheritance tax upon transfers after death.
Unlike most assets that transfer after death, beneficiaries of qualified
plan assets do not receive a stepped -up
basis. These assets are treated as IRD
items — income in respect to the dece-

60

dent Distributions create ordinary income to those heirs receiving them.
Nonspouse beneficiaries must take all
distributions within five years. Such
distributions will serve to bump up
even former low "marginal" income
tax bracket beneficiaries into the highest 39.6% "marginal" bracket.
Table 1 demonstrates the potential
cost of delaying distributions and continuing to accumulate funds in "retirement" plans.
Solutions—Those with potential excess accumulations problems should
cease voluntary contributions and
take distributions as early as possible—at the maximum level that will
not trigger the 15% excise tax. They also should consider investing the net
after tax distribution, and future retirement savings, into deferred fixed or
variable annuities. These annuities
provide tax- deferred growth without
being governed by distribution commencement or minimum distribution
rules.
Those who wish to maximize the
value of inherited plan assets should
take distributions sufficient to fund life
insurance premiums for a policy covering all taxes likely to be incurred
(federal estate, 15% excise, state inheritance, and income taxes). Be sure to
place ownership of the policy in a trust
or other entity to avoid the death benefit's inclusion in the gross estate of
the insured.
Retirement plan accumulation and
distribution strategies are like many
other financial strategies. Get expert
advice, and look at the long -term effects of your planning.
■
Arnold f Chassen, CEBS, CLU, ChFC,
is assistant vice president of insurance at
Janney Montgomery Scott, Inc. He can
be reached at (215) 665 -6114.
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"Searching for cost-reduction opportunities is
like drilling fo r o i l . You know the payoff's there somewbere, but

Refine Your Bottom Line — Enterprise
Wide —With ABC Technologies

you're not sure where to start. In

Knowledge is power. At ABC,

our case, we were using a stan-

we put knowledge into your

dard costing systemfar all 11 of

hands with software that makes it

our domestic plants. Capturing

easy to track and measure activity

and analyzing that data was an

costs and increase profitability

enormous task, and we knew we

departmentally or corporate wide.

weren't sexingactualcosts.

"That's why wechoseABC
Technologies, ABC's activity basedmanagementtools %t us
ident� y�and�anayze�true�costs

ABC Technologies' solutions
range from stand -alone education
and pilot products to enterprisewide, activity-based management
solutions —fully integrated across

across all of our plants. We looked
ABC's products give you infor-

at inventory, materials bandling,
manufaccturing, packaging, and

mation about quality, processes,
and costing that helps you make

traffic.

faster, better decisions. The kind

"And we struck it beg. We

of decisions that pump up the

discovered a surprising 20%
variation in manufacturing costs among our plants. ABC�helped�ident� y
problems in setups and changeovers and make corresponding cost - saving
modifications.
"In fact, we're well on our way to seeing a 10% reduction in costs
domestically. We plan to extend thesesavings enterprise -wide by using ABC's
software and support in our international plants in Canada, Australia, and
The Netherlands.
"ABC helped us find actual costs and reduce them. The result is a bottom
line that's anything but crude."

EasyABC(Deft).The standard for powerful,stand -alone ABM
solutions,EasyABChelpsdrive companiesto new levelsof profit
and performance.
Oros (right). For corporate -wide solutions, Oros delivers
robust tightly integrated activity-based management for networked environments.

'1 heleader in activity -based management

i

ABCTechnologiesIncorporated
5075 S.W. Griffith Drive • Beaverton, OR 97005
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503/ 626.4895 •503/ 626.4003 (fax)
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TAXES

NEW RULES
FOR TRANSFER
PRICING
VIOLATIONS

ANTHONYP. CURATOLA,EDITOR
BY ZACK D. MASON, CPA, AND
CYNTHIA A.FROWNFELTER,CPA
or many years, business entities have had
to concern themselves
with the tax aspects of
pricing goods or services transferred to or
from related entities.
The Revenue Reconciliation Act of
1993 and the newly revised transfer
pricing regulations have made those
transfer pricing decisions even more
important today than they have been
in the past. Choosing the wrong transfer pricing method or failing to document the method and related computations properly may subject the
business to large tax penalties.
The transfer pricing rules under
IRC Section 482 allow the IRS to adjust, if necessary, the price used for
the transfer of goods or services between related taxpayers. The IRS can
adjust the price to prevent evasion of
taxes or to reflect clearly the income of
any of the related taxpayers. If the adjustment is large enough, IRC Section
6662 may cause the taxpayer to have
a "substantial valuation misstatement"
or a "gross valuation misstatement." A
substantial valuation misstatement
will subject the taxpayer to an accuracy related penalty of 20% of the underpayment of tax due to the misstatement. A gross valuation misstatement
will subject the taxpayer to an accuracy related penalty of 40% of the underpayment of tax due to the misstatement.
The Revenue Reconciliation Act of
1993 increases the possibility of incurring an accuracy related penalty under
the valuation misstatement provisions.
The definition of substantial valuation
misstatement has been expanded to
include a transfer price adjustment
that exceeds 10% of the taxpayer's
18

gross receipts. In addition, the amount
of the transfer price adjustment that
may cause a substantial valuation misstatement has been lowered from $10
million to $5 million. The 1993 Act also
lowered the threshold transfer price
adjustment that may cause a gross valuation misstatement. A gross valuation misstatement now includes transfer price adjustments exceeding 20% of
the taxpayer's gross receipts.
Prior to the 1993 Act, taxpayers
could reduce the accuracy related penalties to the extent they could show
reasonable cause for the transfer price
and acted in good faith with respect to
the price. The 1993 Act replaces this
subjective test for avoiding misstatement penalties with two objective safe
harbors. The first safe harbor, under
the new rules, excludes transfer price
adjustments attributable to prices determined in accordance with one of
the specified §482 methods. Exclusion
is permitted if the use of such method
is reasonable, the taxpayer has contemporaneous documentation supporting the use of the specified method, and the taxpayer provides such
documentation to the Secretary of the
Treasury within 30 days of a request
for such documentation.
The second safe harbor applies to
those taxpayers who do not use one of
the specified pricing methods listed in
the §482 regulations. The transfer
price adjustment is excluded if the taxpayer establishes that none of the §482
pricing methods would likely result in
a price clearly reflecting income and
the method chosen would do so. The
taxpayer also must have contemporaneous documentation supporting the
pricing method used and must provide
that documentation to the Secretary
within 30 days of a request for documentation.
Documentation Requirements
On January 27, 1994, the Treasury
published temporary and proposed
regulations to implement these new
legislative changes. The Treasury
published minor amendments to these
regulations on July 8, 1994, to conform
the regulations to the §482 final regulations published on that same date.
These new regulations, as amended,
are effective for taxable years beginning after December 31, 1993. Although earlier proposed regulations
issued in January 1993 have been
withdrawn, Revenue Procedure 9433,
I.R.B. 199418, warns that with regard
to the contemporaneous documenta-

tion requirements for establishing reasonable cause and good faith under
the old law, the earlier regulations
may apply to some taxpayers. The
Revenue Procedure states that for tax
years beginning after April 21, 1993,
but beginning before January 1, 1994,
taxpayers must produce contemporaneous documentation to show reasonable cause and good faith.
The most important aspect of the
new regulations is their clarification of
the safe - harbor documentation requirements. The required documents
tion is classified into principal documents, background documents, and
tax return documentation.
The principal documents include:
• An analysis of the economic and legal factors affecting the pricing of
the taxpayer's property or services,
• A description of the specified pricing method selected with an explanation of why that method was selected, and
• A description of the economic analysis and projections relied upon in
developing the method.
The background documents are
the documents on which the assumptions, conclusions, and positions contained in the principal documents are
based. The tax return documentation
requirement is applicable primarily to
taxpayers who use the profit -split
method or an unspecified method for
calculating their transfer price. Such
taxpayers meet the requirement by attaching a statement disclosing the details of the computations to their timely filed return.
Taxpayers who must deal with intercompany pricing issues should review their pricing methods and related
documentation in light of the new legislative penalties for misstatement adjustments. The risk of substantial penalties associated with misstatement
adjustments can be reduced by maintaining the proper documentation according to the proposed and temporary regulations.
■
Zack Mason, J.D., LL..M., CPA, is assistant professor of accounting, Department of Accounting and Information
Systems, College of Business, University
of Texas at San Antonio.
Cynthia A. Fro wnfelter, Ph. D., CPA,
is assistant professor of accounting, Department of Accounting and Information Systems, College of Business, University of Texas at San Antonio.
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V sionShiff

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® WindowsTM and the client/
power to
TrueClient/Server server
put corporate
financial information at your fingertips.
Introducing VisionShiftTMAccounting.
The integrated, client/server accounting solution
from Geac /Collier- Jackson.
Every business is different.
So VisionShift General Ledger features an
exclusive account generation
process to create a chart of
accounts tailored to your
$h�
business structure. Even
complex inter - department allocations and
multi- company consolidations are easily handled.
And just as easily modified when your business
changes.
With seamlessly integrated
Accounts Receivable and
nterprise

Built for the
E
Accounts Payable, invoices,

checks and other transactions are automatically
reflected throughout the system for accurate
reporting. Our graphical on- screen calendar
Cir c l e

N o .

1

0

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.
Or use Microsoft Access to
customize the software to suit your special
requirements. The possibilities are limitless.
Call today for
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.
G W X

it's Easyand

. User Extensible'

WXW
Wackson
Co

Geoc / llier - J
3707 West Cherry Street
Tampa, FL 33607

FAX 813/876 -8786 ■
813/878 -7867
Vis ionSho is a rrodemuk of seam C*iwJ sc kw. Microsoft and Mic roso0 Ac cess arc
M&Wta ed radamulca and Windows Is a hadammk of Micmsofc Corporation.

NEWS
KATHYWILLIAMS,EDITOR

IMAINSTALLSAUTOMATED
PHONEREGISTRATIONSYSTEM

AICPATELLSHOWTOIMPROVE
BUSINESSREPORTING

n automated voice response system now is available that lets
callers request an IMA education course schedule or a course description to be sent to them by fax or
that lets them register for a course. To
access the system, call the main IMA
telephone number and select prompt
#4 for Education. Then select sub prompt #2 for the automated registration and course information system. A
script begins at that point that will
prompt you to choose the options of
registering for a national or regional
course or have information faxed. If
you select the registration process, a
voice will ask the appropriate questions, which you, the caller, will answer
verbally. This information is stored in
the system until it is transcribed by
Education Department personnel and
transferred to IMA's computer registration system.
The system is available 24 hours a
day, seven days a week. From 8 a.m.
until 5 p.m. Monday through Friday,
the caller may choose to speak to a registrar at any time during the recording.

he American Institute of CPAs'
Special Committee on Financial
Reporting has released its final
report containing recommendations
for improving the relevance and usefulness of U.S. business reporting. The
report, "Improving Business Reporting A Customer Focus, Meeting the
Information Needs of Investors and
Creditors," culminates three years of
research into the profound changes in
business, Edmund Jenkins, chairman
of the Committee, said. The Committee had talked to users of financial information via group meetings with
portfolio managers, securities analysts, and bankers and had talked with
financial executives of large public
companies. It also surveyed investors
and creditors.
The Committee is encouraging
companies to:

ONLINEACCESSTO
GOVERNMENT
ow you can access official government versions of theFederal
Register and the Congressional
Record electronically via Internet and a
wide area information server (WAIS)
software. The Government Printing
Office will make the Federal Register
available online by 6 a.m. EST on the
day of publication. The Congressional
Record will be available between 9 a.m.
and 11 a.m. depending on when Congress adjourns the previous day. The
public will have free access through
20

participating federal depository libraries. Organizations and individuals may
buy a subscription for access using
their own computer terminals.
Users will receive all text and graphics. Those persons who do not have full
Internet connections can access ASCII
text files and graphics through an Internet telnet session or by using a
phone modem to dial the GPO directly.
For more information and subscription prices, contact the GPO by phone
at (202) 512 -1530 or fax at (202) 5121262. Internet E -mail should be sent to
helpOeids05.eids.gpo.gov.

• Provide more information about
plans, opportunities, risks, and uncertainties;
• Focus business reports more on the
factors that create longer -term value, including nonfinancial measures indicating how key business
operations are performing,
• Align in a better manner information reported externally with the
highly useful management information distributed internally.
The group also made several recommendations for standards setters.
Readers may order an executive
summary of the research from the
AICPA Order Department at 1 -800862 -4272 (Dept. #1). Specify Product
No. 019305. (Fax is 1- 800 - 362 -5066. Address is AICPA Order Department,
P.O. Box 2209, Jersey City, NJ 073032209.)

GROWTHCOMPANIESUSE
NAFTATOEXPORT
or growth companies, the North
American Free Trade Agreement
so far has meant export opportunities in Canada and Mexico rather
than relocating jobs to those countries,
according to the latest "Trendsetter
Barometer" survey by Coopers & Lybrand, LLP. Of the 21% of America's
growth companies that have become
more active in Mexico and Canada
since NAFTA's approval, 20% (nearly
all) are exporting goods and services.
Only 5% have set up manufacturing facilities and joint production facilities in
the two countries, and only 4% are importing more goods and services from
them.
For more information about the survey, contact Maggie O'Donovan Bolton at (212) 536 -3174.

CREDITGRANTORS
OPTIMISTICABOUT
BUSINESSGROWTH
usiness credit grantors are predicting business growth to be
good or excellent through the
fourth quarter, the National Association of Credit Management (NACM)
has found. Compared to last year, confidence in sales and profits has risen
sharply, and problems with slow -paying customers, bankruptcies, and cash
flow have dropped by as much as 20 %.
Results were consistent across small,
medium - sized, and large companies.
For complete information about the
survey, contact Paul Mignini, Jr.,
NACM president, at (410) 740 -5560.

FAMILYBUSINESSOWNERS
RELYONLAWYERS
n its latest survey of family business owners, Massachusetts Mutual Life Insurance Co. found that the
majority said they have completed a
written estate plan, most with the help
of their lawyers (93 %) and second most
with the help of their accountants
(73 %). In addition, 62% of the owners
claim to have a good idea or some idea
of their estate tax liability.
When asked if they were willing to
seek outside help in settling family
conflicts, 93% said, no, but 34% would
use their attorney, and 15% would use
their accountant.
For more information, call Peter
O'Neil at (617) 4445543.
■
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The IMA and Sapling
Corporation offer
the longest - running,
best attended, most
successful seminar in
the history of activity based costing:
The Model ApproachO.

Why we call it
The Model Approach —
and why you should care.

Need a testimonial?
Ask a few thousand satisfied
IMA attendees.

TheModelApproachis an internationally-

Companieswho'veattendedTheModel
Approachworkshopincludeawidemixof
start-up,growth,andestablisheddomestic
andinternationalcompaniesfromallsectors
ofbusiness:discretemanufacturing,process
manufacturing,services,healthcare,
consulting,education,andgovernment.

recognized two -daytraining course that will
show you how to implement activity-based
costing in yourworkplace. Using our
structuredeight -stepimplementation process,

Overthelastthreeyears,thousandsofpeople you'll gain the skills you need to put sound
fromalsegmentsofbusinessandindustry
activity-basedmanagementandprocess
havelearnedhowtoapplyourpracticaland modelingtechniquestowork.
structuredeight-stepimplementationplanto
TheModelApproachcanbenefitabroad
improvetheiroperations—whichmeans,
ultimately, thebottom line.
Throughacombinationofhands-on
training,softwaremodeling,andcasestudies
— presentedbyindustryleaderswithfirsthandexperience—you'l gainaclear
understandingofhowyoucanimprovethe
processesthatcreateyourcosts.
Themanagementinitiativessupported
andcomplementedbythisIMA-sponsored
seminarinclude:
Activity-basedcosting
Activity-basedmanagement
Businessprocessre-engineering
Continuousprocessimprovement
Operationalandfinancialmodeling
aStrategicplanning
• Theoryofconstraints
Totalqualitymanagement

Overthelastthreeyears,we'vetrained
participantsfromASTResearch,AT&T,Blue
Cross/BlueShield,Citibank,EDS,ElPaso
corporatecross-section:financialanalysts,
corporatecontrollers,productionandplanning Natural Gas,Esco,Honeywell,LeviStrauss,
Monsanto,NutraSweet,Olin,RalstonPurina,
managers, operations directors, engineers,
marketingandsalesprofessionals,distribution Thor-Lo,Toro,andtheU.S.Airforce,Army,
andCoastGuard—andmorethan
andlogisticssupervisors,andinformation
servicesmanagerscanalllearnhowtoimprove 3,000others.
theirparts ofyourorganization.
Check out the IMA seminar schedule
Infact, ifyou bring amulti-functionalteam of below, and call 800 - 638 -4421, #4,
#1 to register.
threeofmorepeople,includingatleastone
personfromfinance,youmaydeduct$200
St.Louis,M
Go,24-25,1994
O
from each participant's registration fee!
Eachparticipantwil receivecasestudy
examples,areferencelist ofrelevantreading
material,TheModelApproacheight-step
methodologychecklist,activityanalysissheets
toassistwithdatagathering,andscenarioplaying software from Sapling Corp., including

avarietyofindustrymodels.

Manufacturing focus:
FeaturingcasestudypresentationbyJohnVale,
HalliburtonEnergyServices

Service Industryfocus:
FeaturingcasestudypresentationbyKellyEllerbee
ArkansasBlue(ross/BlueShield

Manufacturing focus:
FeaturingcasestudypresentationbyJimSmith,
TheMarmonGroup
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LOUIS BISCAY, CPA, EDITOR

MAPCOMMENTS
ecurities & Exchange Commission Chief Accountant Walter
Scheutze and FASB Vice Chairman James Leisenring participated in
the meeting of the Management Accounting Practices Committee in
Washington on September 9. After the
meeting, the MAP Committee submitted letters to the FASB and to the International Accounting Standards
Committee commenting on those organizations' exposure drafts.
The letter to the FASB dealt with
the Board's proposed Statement, "Accounting for Mortgage Servicing
Rights and Excess Servicing Receivables and for Securitization of Mortgage Loans." MAP endorsed the proposed elimination of the accounting
distinction between mortgage servicing rights acquired by purchase from
those acquired through loan origination. The Committee, however, did
take issue on several counts, including
the proposal that all securitizations of
mortgage loans be accounted for as
sales of mortgage loans and acquisitions of mortgage backed securities —even when no sale or transfer of
the mortgage loans to a third party occurs. It is MAP's belief that no substantive transaction occurred, and therefore no income recognition should
result.
The Public Sector Committee of
the International Federation of Accountants had two Proposed Studies
out for comment: "Definition and Recognition of Assets" and "Performance
Reporting by Government Business
Enterprises." The MAP Committee ac22

knowledged the usefulness of the final
products.

FASBPUBLICATIONS
he Financial Accounting Standards Board has published its
Preliminary Views document,
"Consolidation Policy." It was issued to
solicit comments on the Board's views
about the meaning of control and its application to business corporations, notfor-profit organizations, partnerships,
and other entities for the purpose of establishing a consolidation policy standard for preparing consolidated financial statements. Generally, the Board
would require a parent company to
consolidate all its subsidiaries (those
entities it "controls") unless control is
temporary when an entity becomes a
subsidiary. "Control" would be defined
as power over a company's assets —the
power to use or direct the use of the
individual assets of the subsidiary to
achieve the objectives of the parent.
Until December 31, one copy of the
document is available without charge
from the FASB Order Department, 401
Merritt 7, P.O. Box 5116, Norwalk, CT
06856 -5116; telephone: (203) 847 -0700,
ext. 555.
As part of an international working
group, the FASB published a special
report, "Future Events: A Conceptual
Study of Their Significance for Recognition and Measurement." The study
resulted from the efforts of a working
group of Board and senior staff members of the standard - setting bodies in
Australia, Canada, the United Kingdom, and the United States, as well as
the International Accounting Standards Committee staff. FASB Vice
Chairman Leisenring said the purpose
of the study "is to help standard setters
worldwide to develop a common conceptual foundation on which they can
base accounting standards for their respective countries concerning issues
that involve future events." Copies of
the study are available for $10 each
from the FASB Order Department.
The Board also has issued a Statement that requires more complete disclosures of information about derivative financial instruments, such as
forward, futures, swap, and option
contracts. The Statement is to apply to
all business enterprises and not-forprofit organizations and is to be effective for calendar -year 1994 financial
statements, with a one -year delay for
entities with less than $150 million in
assets.

AICPAPUBLICATIONS
he American Institute of CPAs recently issued two Statements of
Position:
• SOP 94- 2 —Me Application of the
Requirements of Accounting Research Bulletins, Opinions of the
Accounting Principles Board, and
Statements and Interpretations of
the Financial Accounting Standards
Board to Not - for -Profit Organizations" (Product No. 014881)
• SOP 94- 3— "Reporting of Related
Entities by Not-for-Profit Organizations" (Product No. 014882)
In addition, the AICPA released an
Exposure Draft of a Proposed Audit
and Accounting Guide, "Banks and
Savings Institutions" (Product No.
800073), for comment by November
30, The AICPA's Order Department
can be reached at (800) TO- AICPA.

IASCONSEGMENTREPORTING
Steering Committee of the International Accounting Standards
Committee has recommended
that International Accounting Standard 14, "Reporting Financial Information by Segment," be revised. The
Steering Committee believes that a revised Standard should provide clearer
and more effective guidance for defining industry and geographic segments
and for identifying and measuring
such items as segment revenue, segment expenses, segment result, and
segment assets.
The recommendations are included
in a draft Statement of Principles, "Reporting Financial Information by Segment." The Steering Committee particularly invites views on two approaches
to defining segments: the "business
segment" approach, which is being
proposed by the Steering Committee,
and the "management approach,"
which currently is being developed
jointly by the FASB and the Accounting Standards Board of the Canadian
Institute of Chartered Accountants.
Comments are requested by December 15. Copies of the draft Statement of Principles are available for
£5.00 each from IASC, 167 Fleet Street,
London EC4A 2ES England. Telephone: +44 (071) 353 -0565; FAX: +44
(071) 353-0562.
Louis Bisgay, CPA, is director, Management Accounting Practices.
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REACHONLYFORTHEBESTIN
COSTMANAGEMENTPUBLICATIONS.
Fromtoday's leading publisher forcorporate
accounting and financial professionals.
Whenever you have a problem in any area
of accounting or financial management, turn to
Warren, Gorham & Lamont for practical solutions
you can apply right away.
Take cost management, for example. Our leading

publications in this fast - growing field give you the
kind of timely, practical guidance and comprehensive
analysis you need to maximize your company's
financial performance.
So give us a call. And find out why the most
useful publications for corporate accounting and
financial professionals come only from Warren,
Gorham & Lamont.

Calltollfreetodayformoreinformation.

1-800-950-1213
WG
WARREN, GORHAM & LAMONT • 31 St. James Avenue • Boston, Massachusetts 02116
Circ le No. 18

RESEARCH
JULIAN M. FREEDMAN, CMA,
EDITOR

CIMAREPORTSABCSTILL
HOTRESEARCHTOPIC
n its eight -page September 1994
newsletter, the Research Foundation of The Chartered Institute of
Management Accountants (CIMA)
described the ABC experience in the
U.K.'s top 1,000 companies. Findings
show ABC is viewed as a major, complex, and costly change, with respondents having some misapprehensions
about applicability, particularly in
the service sector. A high adoption
rate was found along with multiple uses in output costing and cost management.
Of note was a report from management accounting academics in France,
Spain, Japan, New Zealand, and Malaysia rating ABC as one of the top three
topics researched. CIMA researchers
are looking at trade credit management, decision support systems for
health care management, and performance measurement.
The newsletter also contains an abstract of a paper, "Management Accounting: New Practice and Theory,
1984 - 1994," presented by Harvard
Business School's Robert S. Kaplan at
CIMA's 75th anniversary research
seminar. For a complete list of studies,
request the newsletter from Andrea
Jeffries, CIMA's director of research,
63 Portland Place, London W1N 4AB,
fax 011 -44- 71-436 -1582.

GEMIISSUES
ENVIRONMENTAL
PRIMER
usan B. Hughes, (317) 283 -9843,
who teaches an MBA environmental course at Butler University, represented IMA on the Global Environmental Management Initiative
(GEMI) peer review panel. The panel
developed an environmental primer,
"Finding Cost - Effective Pollution Prevention Initiatives: Incorporating Environmental Costs into Business Decision Making."
The primer provides a map to guide
the reader through the evaluation process. The 34 -page monograph defines
terms, describes the steps, and illustrates the process of full cost accounting (a tool used to better understand
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and track environmental costs of ongoing operations) and total cost assessment (a method that evaluates pollution prevention projects using
environmental cost data, appropriate
time horizons, and standard financial
indicators). IMA members registered
with the EPA's resource center, (202)
260 -1023, received free copies. To order, send a check for $2.50 payable to
GEMI, 200 L Street, NW, Suite 710,
Washington, DC 20036; Attention: Ms.
Jane McGuire, (202) 296.7449. GEMI
was founded by 28 companies dedicated to fostering environmental excellence by business worldwide.

SMACMACSAVAILABLE
FORCOMMENTS
xposure drafts of Management
Accounting Guidelines (MAGs)
issued by The Society of Management Accountants of Canada (SMAC)
are available for comments by qualified
IMA members. Guidelines are designed to provide an authoritative
source on the practice of management
accounting. To ensure that the recommendations contained in the Guidelines represent generally accepted and
effective management accounting
principles and practices, each draft
guideline is subjected to an exposure
draft process prior to release. The objective of this process is to solicit input
and feedback from selected individuals
and organizations based on their
knowledge and experience. The responses will be used to assist in the finalization of the Guideline.
IMA members who would like to review drafts may submit a request to do
so along with their qualifications to
William Langdon, vice president -technical affairs, The Society of Management Accountants of Canada, P.O. Box
176, Hamilton, Ontario L8N 3C3.

IMADIRECTORPART OF
CAM-I/CMS CAPACITY
WORKGROUP
he Cost Management Systems
(CMS) Program of the Consortium for Advanced Manufacturing- International (CAM -1) is developing a primer on capacity. "Capacity: A
Manager's Primer" describes the
CAM -I Capacity Activity Model, which,
according to Peter Zampino, director
of CAM -I's Advanced Management
Programs, provides a mechanism to
understand a company's current use of

capacity by identifying different types
of idle capacity and also breaking down
the utilization into productive and nonproductive components. IMA's director of research is a member of the work
group. Publication is expected in mid 1995.

NEWIMARESEARCH
FEATURED IN 1995
PUBLICATIONSCATALOG
mong the new titles available to
IMA members through the Institute of Management Accountants' 1995 Publications Catalog are
the following:
• Activity -Based Management in
Action,
• Cost Accounting in the Service
Industry,
• Doing Business in Russia and the
Other Former Soviet Republics.- An
Updated Study,
• Expert Systems for Management
Accounting Tasks,
• Linking Quality to Profits,
• Marketing Cost Analysis for Performance Measurement and Decision
Support,
• The Theory ofConstraints, and
• What Corporate America Wants in
Entry -Level Accountants.
Featured in the catalog are IMA's
Statements on Management Accounting (summaries appear for the first
time), selected AICPA publications,
and Management Accounting Guidelines issued by the Society of Management Accountants of Canada. A special order form to buy Research
Institute of America's 1995 Tax Handbook, displaying the IMA logo on the
front cover, can be found in the center
of the catalog.
All members on IMA's database as
of November 1, 1994, received the 22page combined catalog and special
Tax Handbook order form. Call 1 -800638.4427, ext. 278, for additional copies. Subscribers to IMA's automatic
research delivery service, the Research Publication Service (RPS), are
scheduled to receive the new IMA research publications as well as Statements on Management Accounting as
they are issued. The RPS fee to members is $50. The service is available as
a check -off item on the annual dues
statement.
Julian M. Freedman, CMA, CPA,
CPIM, is director, IMA research.
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Some things weren't meant for a wild ride.

Your savings, for example.
Move your dollars to a secure investment with proven
performance— Institute of Management Accountants (IMA)sponsored GoldPortfolio® FDIC- insured deposit accounts
with higher interest rates than the average market rates.
You may have already seen GoldPortfolio® deposit accounts
listed in nationally recognized financial publications. For
more than four years, GoldSavere Money Market rates
have exceeded the national average rates calculated by Bank
Rate Monitor. And at least one GoldCertifrcate® CD term has
been ranked in 100 Highest Yields for more than 80 weeks'.

Unlike a mutual fund, GoldPortfolio accounts feature the
added safety of FDIC insurance —up to $100,000 per
depositor. And because GoldPortfolio is offered by
MBNA America, your money is in the care of the nation's
"top- ranked" bank in 1993, as determined by Financial
World magazine's
Rely on GoldPortfolio for performance, security, and
Customer satisfaction— because when it comes to your
savings, the last thing you want is a wild ride.

Control your financial future with FDIC - insured Go l d P o r t f o h o .
Call 1- 800 -345 -0397, Extension 6058
Investor Service Representatives are at your service
Monday —Friday 8 am -8 pm, Saturday 8 am —5 pm, Eastern time.
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PETERDRUCKER
ONJAPAN

The country's real challenges aren't economic —they are political,
psychological, and social.
BYROBIN COOPER
eter Drucker requires no introduction as one of the foremost managerial thinkers, but
readers may not know he has
been involved intimately with Japanese
business since 1959 when he first visited that country. Since then, sometimes on a yearly basis, he has returned to Japan and studied its
business practices while pursuing a
lifelong interest in Japanese art. Peter
Drucker, among his other accomplish-
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ments, is a renowned authority on Japanese art and has lectured widely on
that topic.
Robin Cooper is one of the co- founders of the Activity-Based Management
movement. He wrote the early papers
that defined that field and has continued to publish articles that describe
both the theory and practice of ABM.
What readers will not know is that he
has spent a considerable portion of the
last five years studying Japanese cost
management practice. It is in this capacity, as an expert on Japan, that he

interviewed Peter Drucker.
Cooper:Everyone is aware of the
problems the Japanese economy has
been having over the last two years
since the bubble burst, but not many
people appear to understand how the
Japanese are coping. What is your
view?
Drucker:When you observe the
Japanese economy, you can see three
very different things, which overlap to
some extent. First, there is the underlying long -term position. Next, you
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country, to face up to reality and to
make tough radical decisions, but not
always the right ones. I think they are
getting to that point slowly. However,
there is an enormous job left cleaning
up Japan's financial institutions, banks,
insurance companies. You may see
some fairly drastic measures in the
next few years.
Cooper. You mentioned that the
three adjustment processes were overlapping in some cases. Could you
share an example of what you meant?
Drucker., Japan is now facing the
same readjustment process this country began in the President [Jimmy]
Carter years. For example, look at the
steel industry in our two countries. In
1980, U.S. Steel (now USA had
125,000 blue -collar industrial workers.
Today there are only 20,000 workers
turning out about the same poundage
of steel per year. The Japanese steel
companies still employ the same number of people that they did in 1980, but
they are making less steel now. They
haven't been able to face up to the massive increase in labor productivity,
which has created a very difficult ad-

JAPANESECOST
MANAGEMENT
PROJECT
ased on experiences from
his eight trips to Japan and
field research into 20 Japanese companies, Robin Cooper is
writing a series of monographs for
the Institute of Management. Accountants.Topics will include these
techniques associated with the Japanese philosophy of cost management target costing, value engineering, product costing, variance
analysis, kaizen, micro profit centers, integration, and application to
American business. The monographs will augment the release by
the Harvard Business School Press
of an executive publication, tentatively titled The Confrontation
Strategy: Lessons from Japanese,
Practice, and Harvard Business
School cases. IMA
give further
details as the series progresses.
will

have the immediate, rather severe adjustment crisis. Finally, there is the
long-term restructuring crisis.
Perhaps one way to begin is to look
at how the long -term restructuring of
the Japanese economy has affected the
changing nature of Japanese society. A
good many things that have been happening in Japan, at least on the surface,
have followed similar trends in the U.S.
with a 15- to 20 -year time lag. The yuppie generation, so to speak, are getting
into positions of influence in Japan 15
years after they did in this country. Japan also faces for the first time the
question of women wanting careers
and discrimination suits in the courts,
which women have won.
When I told my Japanese friends
years ago that they would witness
many of these changes that had already occurred in our country, they
laughed indulgently. But what you
have in Japan now, to a large extent, is
the social transformation process our
country tackled in the early 1980s. The
shift from a manufacturing -based
economy to a knowledge -based economy and from the blue collar as the solid center of the population to the
knowledge worker had barely begun
in Japan. The rapid shrinking of the
blue -collar industrial workforce has
been gathering momentum, while industrial production is doing quite well
These same trends began in this country in the 1980s and still continue.
A good many Japanese manufacturing companies have not made any
money from operations for more than
10 years. The days are over when they
can rely on financial speculation to create profits. One result has been that
consumers have become much more
value conscious. A similar shift occurred in this country five to six years
ago. These symptoms are part of the
short -term economic adjustment.
Cooper:Peter, many Westerners in
the past have been quick to discredit
Japan's economic success the moment
its economy appears to lose some of its
strength. What would you say to these
Japan critics?
Drucker: It's a mistake the outside
always makes —to underestimate the
Japanese. The Chinese and the Mongols underestimated them 700 years
ago. The Japanese have an incredible
capacity, unparalleled in any other

justment problem for them. Because of
lifetime employment, traditionally
there has been little job mobility.
Many outside observers assume
that MITI (the Ministry of International Trade and Industry) steers the Japanese economy and is in a position to
step in and rectify this situation. MITI's
relationship with private industry in Japan has been an adversarial one as
much as a cooperative one. MITI has
not backed a single winner; it has
backed one loser after the other. Japanese economic policy has backed winners, but not MITI. MITI has fought
the winners, but it was a strong, powerful, incredibly respected Ministry.
This is no longer the case, partly because it has been tainted by corruption. So perhaps the real crisis is not
economic so much as it is a crisis of the
political system.
At the same time, the basic strength
of Japanese industry has become
stronger than ever. Beginning in the
early 1980s, the Japanese have systematically built their dominant position on
the Asian mainland very successfully,
and that is where the real Japanese exports are —not only in mainland China,
but even more so in Korea, in Taiwan,
in Thailand, and in Indonesia.
Cooper. We are witnessing incredible growth rates in China's coastal
provinces. What are the long -term
prospects for Japanese manufacturing
firms investing there?
Drucker. The Japanese know perfectly well it isn't going to be easy.
When I was in Japan recently, one of
the ablest men I know from a large
trading company said to me: "We figure 50% of our investments in China
will be losers. Which 50%? At present,
we have to work on all of them because
nobody can tell you whether that investment in infrastructure or that investment in a chocolate factory will pay
off or will become a dead loss. We have
to work on both." He said his own
guess was that the future lies in the infrastructure. In his company, two of his
ablest colleagues and closest friends
disagreed with him.
Cooper: Japanese manufacturing
firms in the past had a reputation for
relying upon technology imports while
focusing on building their own
strengths in production processes. In
what direction are Japanese firms
MANAGEMENT ACCOUNTING /NOVEMBER 1994

heading in the area of basic research
and technological innovation?
Drucker: I said in my initial seminar
to Japanese top management that they
will have to develop core competencies
in their own technologies. Of the 50
people at the seminar, only two agreed
with me. The other 48 said, "Don't be
silly; technology is cheap. We bring in
technology and then improve on what
you Westerners already do well. This
approach has always worked."
This arrangement no longer works,
in part because we are no longer willing to give it to them for free and in part
because we have become too competitive. So about 20 years ago the Japanese initiated the first conference organized by MITI on how to organize
technology. My job, as always, had
been to be the gaijin —the outsider. In
the old Japanese tradition, if you wanted somebody to say unpopular and unpleasant things which no decent, wellbrought-up Japanese would say out
loud, you bring in a gaijin. It used to
be a Chinese Buddhist priest; now it's
an American professor. We are listened
to only if we say the things the Japanese know anyhow. But then they can
repeat it and say, "Drucker or Cooper san told us we have to do it."
My job was to help them decide how
to organize basic science and technology. The idea of independent technological research centers grew out of
that conference. It was very clear that
if you put the centers within existing
Japanese companies or existing Japanese universities they could be swallowed up by short -term interests. They
had to be established outside the corporate or academic framework normally associated with basic research,
which is very much the way we in the
West organize our research labs. That
is why GE organized its research operation in Schenectady —so it would be
removed from the daily pressures of
business in New York.
The first results are emerging from
these centers in the form of human resources, people who know how one
does that kind of research work and
how one makes it effective. This is not
something most American companies
know either — building a long -range
vision while achieving that vision
through results obtained in the medium range. I was very impressed by the
MANAGEMENT ACCOUNTING /NOVEMBER 1994

work done in the areas in which the
Japanese have built core competencies, such as electronics, mechanics,
optics, and the physical sciences such
as chemistry. They are not there in biology and medicine yet. I think that will
take another five to eight years. But
strengths in these areas are being established rapidly.
I'm going to be rude now by saying
my Japanese friends, by and large,

Drucker and Cooper at the entrance to
Japan inetttute.

have yet to learn how to manage technology effectively. They have yet to
achieve the easy give and take that
you'll find in a good American pharmaceutical company where the biochemist thinks in terms of basic science but
at the same time understands how the
medical profession works. Similarly,
the marketing manager of an American pharmaceutical company understands the dynamics of science and development. That dual ability is not
common in the West, but it is observable in some industries. It's there in
the glass industry, in the pharmaceutical industry, and in a few chemical
and telecommunication companies.
However, it is still very difficult to
achieve in Japan.
In Japan they are beginning to
learn; they are determined to learn.
But don't ever underestimate the Japanese. In five years the Japanese will
replace the Europeans as the world's

second research powerhouse.
Cooper:Japan has been making
steady progress building business ties
in countries inside and outside its region of the world. How are the Japanese dealing with the internationalization of their economy?
Drucker: I was bluntly shocked by
the provincialism of my incredibly able
bureaucratic friends in the big ministries who still see a world of the 1970s.
They don't understand that knowledge
is so mobile that within five years you
can build a knowledge base in any location in the world. They didn't understand when I told them that the biggest
competitor of the American pharmaceutical industry happened to be the
Swedes, who 10 years ago didn't have
a pharmaceutical industry. This ability
of a medium -sized company to find a
niche and flourish is taking over the
world market. The big companies find
it very hard to move that fast. There
are exceptions, but not many.
They also found it very difficult to
understand that once you have built
your position in a foreign market, you
have to be physically there to succeed
over the long term. You can't manage
from afar. They asked me, "How come
the American-based Japanese automobile companies are losing market
share in the United States ?" Don't expect me to say it's the cheap dollar. The
cheap dollar has nothing to do with it.
The Japanese automobile companies
missed the mini -van and the light truck
because their headquarters are in Tokyo and Nagoya, and such vehicles
don't sell in Japan. Therefore, despite
the requests of their American managers, they failed to realize how important it was to develop products in those
categories.
It is amazing how fast Japanese
companies are learning, however, and
not necessarily the big ones —firms
like Kyocera, the world's leader in ceramics, and Omron, which is now becoming global. Those people are learning awfully fast. Take printing
companies, for example. The Japanese
ones, which now have 40% of their business in the U.S., don't run American
printing plants out of Osaka; they run
them out of Los Angeles and Dayton,
Ohio. With Japanese management and
American management they are building a confederation of alliances.
29
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That is equally hard for our bureaucracy in Washington to understand. I
was asked by one of my Washington
friends to explain to him why when he
called one of our big companies and
asked, "What are your plans for Europe for the next two years ?", the CEO
said, "You have to ask my European
management for that." They didn't believe it. What the CEO said was realistic. His strengths were that he didn't
pretend to know. Those people in
Frankfurt and London are being paid
to educate him about Europe, and my
Washington friend had a hard time accepting that.
In Japan you have a political system

that simply does not function but is no
worse than Germany's or England's or,
for that matter, ours. The difference is
that the Japanese are facing up to it
very painfully. It means a lot of people
who now lead a very easy life are going
to have to work for a living again. And
the old party may not survive at all any
more than in Italy or than is likely to
be the case in Germany.
Japan's basic problems are problems of success. After 40 years of unparalleled success, they have outgrown administrative guidance simply
because their very big companies are
no longer the carriers of economic
growth in Japan. When you look at the
Mitsubishi group, all of the growth is
in the medium -sized companies, not
the larger ones. Unfortunately, those
medium -sized companies are not the
areas the bureaucracy is used to working with. Also, the world has become
too complicated. You cannot control
Japanese companies from a government ministry in Tokyo, just as Japa30

nese companies cannot control their
overseas operations from headquarters in Japan.
Cooper: Howare these adjustments
to the internationalization of their
economy affecting domestic social policies in Japan?
Drucker. • For 40 years the Japanese
have been able to play on both sides of
the street—to enter an open world
economy and maintain a social policy
that was used to protect remnants of
the early 19th century. When I first
knew Japan, 60% of the people lived on
the land. Now only 5% of the population
remains on the land, and only 2% of that
group produces anything. At the moment, mom and pop stores in
the big cities have become franchises of big supermarkets and
discount chains. Japan is the only developed country that is a
food importer. All others have
become food exporters. Japan
imports almost 50% of its food
requirements. A generation earlier it could produce practically
all or most of its food needs. The
Japanese would like to stop importing food, and they could if
they stopped the rice subsidy.
Only 20% of the land is being put
to rice cultivation; the rest is
subsidized [the Japanese are
paid not to grow rice]. As a result, rice
is grown in Hokkaido in a Minnesota like climate [not the best climate for
growing rice ... if they didn't have the
subsidy, they could grow something
else] .
Another problem area is Japan's
lifetime employment policies. They
were originally thought to be the salvation of Japan— because the Japan I
first knew was racked by social revolution. By 1954 the Nissan strike almost succeeded, and the communist
movement almost took over. Lifetime
employment became the guarantor of
social peace, and it did this job well.
But it can no longer be maintained.
The Japanese wage policy, in which
wages are paid by seniority, makes job
mobility extremely difficult. Anybody
who loses a job after 12 years in a company becomes unemployable because
he or she can't go to work at the beginner's wage and cannot be hired at
the wage you get if you had worked for
12 years in a company.

There are tremendous problems in
trying to get around this dilemma. A
solution actually was found in 1906 after the war with Russia. Mitsui found
that in a post -war crisis, it could move
workers on loan so that the new employer paid them the wage according
to seniority and Mitsui made up the difference. That's beginning to happen
again.
Japan is facing another five to 10
years of social innovation and adjustment to problems that are not primarily economic and that require a solution that is Japanese —based on
Japanese values and yet meets modern
challenges. This has been a great
strength of Japan for more than 1,500
years. It was demonstrated in that
great revolution in the 6th century in
which Buddhism and the Chinese system came into Japan and were Japanized. To make Confucianism, with its
total rejection of anything military, the
basis of a military aristocracy is a trick
only the Japanese could have done.
Cooper:One area of the Japanese
economy we haven't discussed but
which has become increasingly important isthe service sector. What kinds
of changes are taking place in that sector of the economy?
Drucker My friends in Japan are
tremendously excited about the nonprofit sector —the social sector —because it doesn't exist in Japan. Yet the
moment the large companies no longer provide social services and as the
extended family household disappears, the demand for these services
will grow. It was there in Japan 200
years ago. They are building on those
foundations, but it's going to be 10
years of transition. Because this will
make tremendous demands, you can
expect the Japanese to become even
tougher world competitors— export
competitors. The question is, what
price are they willing to pay or able to
pay to achieve that objective?
The Japanese are the least competent in the area of financial markets.
They are grotesquely overstaffed, and
the system is 50 years behind the
times. Wherever they have allowed us
Westerners to come into finance, we
have taken over. We are doing it in pension fund management and in asset
management. Practically all foreign exchange is done by the foreign compaMANAGEMENT ACCOUN 1NGINOVEMBER 1994

nies in Japan for two simple reasons.
Fast, it requires people who are truly
bilingual. Almost no foreign exchange
dealer in Geneva speaks Japanese, and
the only ones in Japan who are truly bilingual are women. The second reason
is that foreign exchange traders have
to be paid well because after five years
they are burned out. Consequently, it
is a young women's game in Japan. But
there is a problem: In Japan a young
man of 23 can't possibly receive more
than the chairman of the board. A
young woman doesn't count anyhow
so you can pay her as much as you like.
As a result, all the foreign exchange
dealings are being taken over by Western companies.
We are going to push forward in the
financial markets, and that's going to
be a very real threat —not to the commercial banks that do the daily business, but to international banking. Altogether, the Japanese will be most
vulnerable to real competition in Japan
in the service sector. I think that all the
decisions the Japanese are facing up to
will be understood well by my former
students and younger friends who are
now getting into upper management.
They don't like them; they hope these
problems will go away, but they know
they are there. Japan's history teaches
one lesson: Face up to those things.
But it's going to be rough.
Cooper.- Howare Japan's new generation of managers and professionals
coping with these changes?
Drucker.The young people in Japan
now change jobs the first five to eight
years into their career, as is common
in the U.S. The engineers and accountants move around now. They don't feel
they are married to a company —they
feel the company is married to them.
But the older people have never looked
for another job in their lives, live in a
company apartment, with their children going to a company nursery
school. When they are sick, they go to
a company health clinic. Their vacation
is a company excursion to a company
guest house. To be out of the nest is
an incredible shock. Japan's fundamental problem is not economic —it's
psychological. Now there are companies that force people into early retirement at age 37. When you're being told
you either retire voluntarily or you are
fired, that's a terrible shock. In Tokyo,
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some places rent out little cubicles
where one of those middle management people can go and spend 30
hours reading newspapers so that the
neighbors don't realize he is out of a
job.
Those psychological traumas are
the real shock. The things to watch are
how these changes will affect the political system, which has been solidly
frozen for 40 years. Recently I met with
some of our Japanese alumni who
graduated here in Claremont a few
years earlier. A good many of them
changed jobs after returning home.
They were sent here by a big company,
but from age 30 to 32 they are mobile.
They now speak good English and
have become fairly knowledgeable, so
when a middle -sized company offers
them a better job, they become general
manager of international operations at
age 32 instead of having to wait until
they are 55. That situation shocks and
frightens parents of that age group because they were born during World
War II and lived during that horrible
trauma of defeat and occupation when
nobody had a job and everybody went
hungry. Security was everything to
them. They can't conceive of a world

in which you live with insecurity.
Thus, as you can see, in many ways
Japan's challenges are not economic at
all. They are psychological, they are
political, and they are social. In many
ways the integration of Japan into the
world economy is only now beginning.
So far Japan has been an exporter. Now
suddenly it is in a competitive world
economy, but it also is facing up again
to reshaping its social and political institutions to fit its new position and role

in the world society.
Cooper:You've painted a complex
picture of Japan. One of the things that
struck me during the [George] Bush
presidency was its approach toward
U.S.-Japan trade relations. Given that
things have changed over the past several years since the "Big Three" visit
to Japan, how should America's government respond to U.S.-Japan trade
issues?
Drucker. •The Japanese have one
tremendous advantage. They have
known for a long time that the world
economy dominates. Thus with regard
to any domestic policy, one has to ask
what the impact will be on the country's competitive position. The Japanese have known that. The Germans
have known that. This is still totally alien to us. Americans still assume that
one can separate the world economy
from the domestic one and that the domestic economy runs itself. Economic
theory in Anglo-American countries is
based on the total independence of the
nation state. It's nonsense because it
hasn't worked for the last 40 years. I
just finished about a year of study on
the lessons of trade policy. If there is
one lesson that is crystal clear, it is that
the only correlation is between
participation in the world economy and domestic economic
performance. The countries
that have significantly improved
their position in the world economy have done so domestically.
It was true of West Germany —until they ran into their unification crisis. The countries
that have lost position in the
world economy, notably the
U.K., have been in constant crisis. The countries that have only
maintained their position— the
United States and France —
have put in a mediocre performance. I have reached the conclusion
that we will have to learn to develop
something parallel to the environmental impact statement, such as a competitive impact statement for any domestic measure.
My Japanese friends have, in many
ways, without formalizing the process,
done this for 40 years. For a good many
years I had on occasion been in on domestic policy making in Japan. Each
year I went over and sat down with a
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small group from various ministries,
precisely because to any Japanese ministry my hotel suite was neutral ground
where we could sit down and talk. In
every single case, sooner or later, one
of those dozen people would ask, "Uwe
do this, what impact would it have on
our position in the world economy, or
how do we do it so that it strengthens
our position in the world economy ?"
Nobody in Washington would have
asked that question. In Congress they
would look down on you. I once asked
this question when I testified before a
congressional committee. They
looked at me as if I had come down
from the moon. They more or less said,
"You know that this is a committee on
taxation. International competition is
none of our business." We will have to
learn that it is our business, but we are
not ready yet. That means we have no
economic policy and that we are leading from weakness. We're trying to batter down barriers to our own weakness.
What I am saying is that the worst
thing that could happen to this country
is for Japan to lower the barriers to the
importation of rice. The exclusion of
foreign rice creates the market for our
wheat, for our corn, for our livestock
and our poultry — because it is the Japanese rice subsidy policy that prevents
the Japanese from growing these
things. Japan is our only remaining
market for food. The Japanese are the
only ones who pay cash. They take 40%
of our farm export and pay cash.
We are not leading from our
strengths and working on barriers to
financial services, especially services
that are not competitive in Japan, such
as international finance. We are working on microchips, where we have the
best of both worlds. We don't have to
make commodity chips on which nobody has ever made a penny and on
which nobody has learned anything
about technology. We can concentrate
on the specialty chips. The Japanese
don't want to make them because they
do not have the technological resources. Nobody can miniaturize the
way they do, but they are quite right
to go into alliance with somebody in
Silicon Valley for the design of the specialty chips. To design chips would be
a total misallocation of very scarce Japanese resources. It is not the talent in
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manufacturing those items or the talent that brings design to production— that kind of design requires
something the Japanese culture so far
doesn't want.
My grandson is a computer jock
who works on his own at age 25 designing computer circuits. That is not
something the Japanese culture would
want to encourage. That grandson of
mine works from midnight until six in
the morning. That is not a schedule
that fits in Japan, but that's what you
need for that kind of work. And in another few years you would move to
something different because in that
kind of talent you reach your peak at
the age of 30 like mathematicians do.
Basically, Silicon Valley and the Japanese have worked out a similar, mutually profitable and satisfactory relationship in which we do what we are good
at and make a lot of money on it. And
the Japanese do what they are good at
and make no money on it but the arrangement gives the Japanese what
they need: a guaranteed in -house supply of commodity chips for appliances —for consumer electronics —on
which they do make money.
This arrangement works fine, so it's
silly to worry about who has 18.5% of
the market because most of those
deals are no longer buying and selling.
They are knowledge alliances. Intel
and Sanyo are in a partnership to make
the next superchip. Intel will design,
and Sanyo will manufacture the chips.
I'm sure they have a contract because
Intel's American company has lawyers.
They probably have a contract of 100
pages, but you know neither has invested a penny in the other. They will
market the chips separately, but they
never show up as an American export
or a Japanese export.
Cooper.The Clinton presidency has
focused considerable attention on the
balance of trade between the two countries. What would you do about it?
Drucker.What they do not know in
Washington is that we have no balance
of trade deficit. Our services balance of
trade surplus probably is fully as large
as our merchandise trade deficit. For
example, in Washington they are not
bluntly speaking, aware that our largest foreign exchange earner today is
higher education. Half a million foreign graduate students are in this

country, which means about $8-$10 billion of foreign exchange income. It
doesn't show up in our balance of
trade, and nobody is pushing it in
Washington. There is no organization
for foreign students, who have one hell
of a time finding out what's available in
this country.
Partly because we can't make up
our mind whether to have free trade,
managed trade, or protectionism, current U.S. policy is not schizophrenic,
it's "trizophrenic." The confusion it
creates abroad is unbelievable. The
questions I got in Europe in June and
the questions I got in Japan last year
about what this administration is trying to do were reflective of this confusion. My answer was that it wouldn't be
a joke to say that the administration is
trying a major genetic feat—to breed
the first economist with three hands:
"on the one hand, on the other hand,
on the third hand..." —and they have
succeeded because everything we see
starts out with free trade theory but
leads to a managed trade policy conclusion with a protectionist formulation.
I'm not speaking of any particular administration, only of the transition period we are in now where no coherent
international economic policy exists.
Perhaps Japan is not even the most important place for us to focus on. What
about our economic policy toward China, or Europe, which is rapidly becoming protectionist?
Cooper.- Let me take us back to
Claremont for a minute. Over the last
two years we've talked about our concern with the U.S.-Japan relationship,
and recently at your suggestion we
founded the U.S.-Japan Institute. What
is your vision for the U.S.-Japan Institute, and what you would like it to accomplish for the next few years?
Drucker.Let me start by saying that
the Institute was not my idea. I played
the part of the cheering section. First
we looked at The Drucker Management Center here at Claremont to determine what distinction we could
achieve. We are a small place, we will
remain a small place, and yet we have
to have a distinction. By pure happenstance, we have in our small faculty a
substantial number of people with outstanding expertise on Japan. You are
one of them. Bela Gold, who is a manufacturing specialist, is another. Leon
MANAGEMENT ACCOUNTING /NOVEMBER 1994

MISSIONSTATEMENTOFTHE
JAPANINSTITUTE

a

he Institute's mission is to advance Japan and U.S. economic, political,
and social relations through intensive research and educational pro grams. The Institute serves as a research resource for those who seek
to understand the trade and competitiveness problems that face the U.S.
and Japan in the world economy. The Institute specifically seeks to address
the deteriorating trade and political relations between the U.S. and Japan,
provide an innovative educational program that serves global constituency,
prepare current and future leaders for the strategic challenges ahead, and
build a positive relationship with Japan.
It also serves as a resource center for the exchange of information and
cross - fertilization of ideas for researchers and practitioners who are looking
for solutions to reduce the economic, political, and social tensions between
the U.S. and Japan and as an information exchange resource for the development of teaching and educational materials that can be used to train and
educate current and future leaders in industry, academe, and government.
To carry out its mission, the Institute will collaborate through global partnerships with universities, research institutes, and sponsoring corporate
foundations that seek to advance the economic, social, and political relations
between the U.S. and Japan. Utilizing an international network of multidisciplinary researchers (academics, research institutes, consultants, government policy makers) the Institute can increase the influence of its findings
on corporate leaders and public policy makers.

Hollerman specializes in Japanese financial policy and financial institutions. I'm not saying that we are
unique. We aren't. But for a small faculty like ours, this is an amazing
strength. One capitalizes on one's
strengths.
Second, we are located in the
world's greatest concentration of Japanese businesses, especially large
ones. Southern California is the headquarters of more Japanese companies
than any other place. Automobile companies like Toyota and Nissan are
here. So are banks — everything. We
have a very large Japanese population,
too. We have gotten to know a good
many of these people and their needs.
We have found that they need a place
where they can meet each other,
where they can learn from one another, and where they can work out their
relationship with the American economy and American businesses. This is
one of the possible, and I hope promising, areas where the Institute can
make a positive contribution.
The more we got to know these JapMANAGEMENT ACCOUNTING /NOVEMBER 1994

anese people, the more they talked to
us about the need for a place where
they could work out the right relationships among themselves and American and other non Japanese companies. The more they view as critical the
need to become an all- American national enterprise, then the more their
foreign ventures will be run like an
American company in America rather
than a Japanese subsidiary or a German company in America —rather than
German Ford being a Detroit subsidiary. Yet there also is a need to maintain cohesion and a common citizenship. The understanding is to a large
extent a matter of people. You only gain
if you have enough people in both
countries who have worked on both
sides of the Pacific at fairly early ages.
If we can get people to understand this
communication problem and get them
to solve it, then we will have done a lot
to help our Japanese friends.
One of the most difficult things I ever had to do in Japan was to totally and
successfully convince my Japanese
friends that America is not dominated

by big business. When I tell them that
big business employs 8% of America's
labor force, they don't believe me. In
Japan the figure is 58%. They assume
automatically that every developed
economy has to be a big - business
economy. Well, we are a medium -sized
business economy. Sure GM, Sears,
and AT &T are very visible, but they
are not the American economy. When
you look at our exports other than
farm exports, approximately 75% are
from our medium -sized businesses. It
is the same for the Germans and for
most European countries.
When people are familiar with a
subject matter, they have a tendency to
assume it is a law of nature. It is important to create a common understand ing—in the sense that we really talk
the same language so that we see the
same things and we hear the same
things. In the long run, the most important goal we have is to create a small,
influential group of opinion makers
who know individuals and therefore
don't go by stereotypes. The Japanese
company that goes into the American
market has to learn that this is a diverse and complex country and that
not all Americans behave like those
they see on "Dallas." You would be surprised to learn how many people
around the world believe that all Americans behave like those on "Dallas."
Similarly, you would be surprised how
many people still believe that Tokyo is
populated by Geisha.
The other area where we can really
make a difference is in bringing together senior people from Japanese
firms in the Southern California area to
create a discourse where they can gain
an understanding about important issues concerning the American market,
the American economy, and American
society. Don't forget, we have the resources of a substantial university in
our own undergraduate schools and
graduate school. Together we can do
almost anything. That should keep us
busy for quite a few years.
■

Robin Cooper, Ph. D., is Professor of management at Tike Peter F. Drucker Center
for Management, Claremont Graduate
School, Claremont, Calif. He can be
reached at (909) 621 -8648.
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CHOOSINGA
QUALIFIED
RETIREMENT
PLAN
What is the goal, and how much can you
afford?
BYSTEPHEN ABRAMSON
Your company, or your client, has just
asked your opinion on choosing an employee retirement plan. Should it be a
pension plan, profit- sharing plan,
401(K), defined benefit, defined contribution, target benefit? Where to start,
where to end?
Ian purpose and available
funds are the most important
factors to consider when
choosing a retirement plan.
Let's evaluate how these factors affect
a plan's design and also describe vari34

ous plans. The purpose here is to provide a practical guide to retirement
plans and not to burden you with boring regulations and Internal Revenue
Code, although references will be used
if ap propriate.
Th e first question to ask is, "What
is the goal of the retirem ent plan?" At
on e en d of the spectrum the goal may
be to estab lish a "tax shelter" for the
prin cip als o f a small company. At the
oth er en d, the purpose m ay be providin g an em ployee benefit program in a
co m petitive labor market while at the
same time offering an incentive for impro ved co m pany performance. Com -

pany size significantly affects the ability to satisfy these different goals.
The second question has to do with
the funding of the retirement plan.
How much can your company afford,
and, possibly more important, can the
company maintain the funding level
going forward? Some pension plans
commit the employer to making a contribution each and every year. If the
contribution is not made, there is a
penalty that could be as much as 100%
of the deficiency. Larger companies
normally would not adopt a mandatory
contribution pension plan unless required by a union contract or because
they are willing to commit to the ongoing contribution.

PLAN DESIGN
nee the purpose of the plan and
funding are determined, the
next issue is the general plan
design. The pros and cons of each design should be weighed and a decision
made consistent with the purposes and
goals of the retirement plan (See Table
1). Some design issues for you and
your client or advisor to consider follow.
Should the plan benefits be based on
salary only, or should the age of the participant be considered? If salary is chosen as the basis for plan contributions
an older employee with long service
would retire with a much lower benefit
than a younger employee with fewer
years of service. This result seems to
be just the opposite of what logic
dictates.
Should the target of the plan be a specific level of income replacement at retirement? This decision in part would
help determine the type of plan to be
used. Adefined contribution plan would
provide a higher percentage of income
replacement to younger rather than
older employees because they have
more time to accumulate money in
their accounts. A defined benefit plan is
perfectly suited to provide a specific
level of income replacement to all
employees.
Should the plan allow for lump sum
payouts at termination or retirement or
only monthly income payments at retirement? Monthly income payments are
common in the larger plans (several
hundred or more participants) because the focus is truly on retirement
income.
Should there be retirement age options other than age 65? Some plans
provide for retirement after a specified
number of years of service to reward
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long - service employees.
Should the plan have a loan provision? This provision is common to
smaller plans offering benefits in addition to retirement income and can be
as liberal or as restrictive as your company decides. The loan may be available for any purpose or for only specific
limited purposes.

DEFINED CONTRIBUTION
PENSION PLAN
etirement plans can be classified many ways; my preference
is one based on funding. For defined contribution pension plans,
which include money purchase, and
target benefit plans, the contribution is
mandatory. The money purchase pension bases benefits on salary only,
while the target benefit pension (and
the newer profit - sharing designs) base
benefits on salary and age. Generally
speaking, in these defined contribution
plans, the maximum deductible contribution is 25% of salaries with limits on
individual participants at 25% of salary
or $30,000, whichever is the lesser
amount.
In order for the company to deduct
it the contribution must be made by the
date the sponsor's tax return is filed.
To state the timing requirements more
completely: In a pension plan the contribution is due the earlier of the date

the tax return is filed (for deduction
purposes) or eight and one -half
months after the end of the plan year
(to satisfy funding requirements). If
that contribution is not made within
eight and one -half months after the
end of the plan year, a 10% funding deficiency penalty is levied. If that funding deficiency is not satisfied within
the next 90 days, a 100% penalty may
be levied. If the contribution is made
after the tax return is filed but before
the eight and one -half months, it would
be deductible in the next tax year.

PROFIT SHARING PLAN
unding differences exist between pension plans and profit sharing plans. If your company
is concerned with its ability to continue plan funding, consider a profit-sharing plan. These plans are sometimes
referred to as discretionary defined
contribution plans. Such benefits
would include:
• Plain vanilla profit - sharing plans allowing discretionary contributions
each year,
• Profit-sharing plans with a 401(IQl
option,
• ESOP plans that invest primarily in
the stock of the sponsoring company, and
• The newer profit - sharing designs

Plan

such as age - weighted profit sharing
and "new comparability" profit sharing.
The main difference between pension plans and profit - sharing plans is
the funding commitment. Profit-sharing plans are limited to deductible contributions of 15% of taxable salaries
with the same individual limits as defined contribution pension plans, that
is, 25% of compensation or $30,000,
whichever is less. Each year the board
of directors decides the amount to contribute based on company profits
and /or the availability of cash to fund
the plan. Here your goal may be incentives for increased productivity.
In a profit- sharing plan, the only
concern is the timing of the deduction
because there is no required contribution. Similar to pension plans, the contribution must be made by the date the
tax return is filed in order to take a deduction in that tax year. In addition, the
deduction is limited to 15% of taxable
salaries for the tax year ending with, or
within, the plan year.This could be a
trap for plans with a different year-end
than the sponsor's tax year. For example, consider this scenario:

Plan Year Ending
TaxYearEnding

Primary Plan

Limit (Plan)

Profit
Sharing/
4011K)

Salary

Discretionary

Profit Sharing—
Age Weighted

Age
Salary

Profit
Sharing —New
Comparability

6130/94
12/31/93

Eligible
Salaries
$750,000
$650,000

15% of
Salaries

Lesser of
26%/$30.000

Employee benefit
All size companies

Discretionary

15% of
Salaries

Lesser of
251/° /$30,000

Benefit owners
Small to mid -sized

Age
Salary
Service

Discretionary

15% of
Salaries

Lesser of
25°' °/$30,000

Benefit owners
Small to mid -sized companis

Money
Purchase
Pension

Salary

Mandatory

25% of
Salaries

Lesser of
25 1%J$30,000

Employee benefit
Small to mid -sized comp

Target
Benefit
Pension

Age
Salary
Service

Mandatory

25% of
Salaries

Lesser of
25 0/o,1$30,000

Benefit owners
Small to mid -sized companies,

Defined
Benefit
Pension

Age
Salary
Service

Mandatory

None

Limit on
Retirement
Benefit

Benefit owners
Small companies
Union benefits

SEPP

Salary

Discretionary

15% of
Salaries

Lesser of
150/o/$30,000

See explanation
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DESIGNING A RETIREMENT
PROGRAM WITH TWO PLANS
f a company employs more than five to 10 employees, and the goal is to
provide a tax shelter for the owners, it may be difficult. The IRS regulations
dictate that a plan may not discriminate in favor of "highly compensated
employees." Generally falling into this category are owners, officers, and other
employees whose salary is in excess of an annually adjusted amount. On the
other hand, providing an employee benefit plan for all employees may be too
costly. In this case, it may be possible to design a retirement program with two
plans. One retirement plan may exclude up to 30% of otherwise eligible employees (IRC 410(b)) based on job description, work location, and several other
possible groupings, favoring the highly compensated employees. The other
plan can be low cost for all employees.
Plan 1— Target Benefit Plan (Based upon age and salary):*

$
$
$
$

Stockholder A
Stockholder B
Stockholder C
Employees 1 -5
Employees 6-10
Employees 11 -15
Employees 16-20
Total

Age Salary
59 $150,000
30 $150,000
41 $150,000
28,000
30
35,000
32
40,000
37
45,000
45

Status
Active
Excluded
Excluded
Active /Office
Excluded/Warehouse
Excluded /Supervisors
Excluded /Mechanics

Deposit
$30,000
0
0
$4,200
0
0
0
$34,200
per year

*Phis same concept can be used in a Defined Benefit plan. The contribution
for Stockholder A could be as much as $105,000 (determined by the actuarial
formula) while the contribution for employees 1 -5 would be $6,130. (Maximum benefits at age 65, IAM71 mortality table at 5% post - retirement interest
and 6% pre - retirement interest).
Plan 2- 401(1) Plan:
Employee
Deferral*

Company
Match **

"ADP
%

0

0

0

$9,240
$9,240

$3,000
$3,000

8.160
8.160
5.440

$125 /EE
$225/EE
$350 /EE
$563/EE

2.232
3.214
4.375
6.251
4.018

Highly Compensated:
Stockholder A
(did not elect plan)
Stockholder B
Stockholder C
Average

Nonhighly Compensated Employee (EE):
Employees 1 -5
Employees 6-10
Employees 11 -15
Employees 1620
Average

$500 /EE
$900 /EE
$1,400 /EE
$2,250/EE

*ADP is the average deferral percentage required by IRS regulations. In this
example the deferral amount for nonhighly compensated employees is the
average per employee.
*"The employer match is the lesser of 25% or the employee's deferral or 2% of
salary and is assumed to be 100% vested. The match for the nonhighly compensated employees is the average per employee.

In the example the maximum deduction for the tax year ending
12/31/93 is $97,500 ($650,000 x 15%).
Any contribution made in excess of
$97,500 for the plan -year ending
6/30/94 would be deductible in the tax
year ending 12/31/94.

DEFINED BENEFIT PLANS
n a defined contribution plan the
amount or how the contribution is
allocated to each participant is defined. The defined benefit plan defines
the benefit to be paid at retirement,
and plan benefits are based on salary
up to $150,000 (subject to annual cost
of living adjustments) and age. This
type of plan is a true retirement plan
and is best suited to the small, closely
held business or professional practice
to defer income. In many cases defined
benefit plans are adopted by very large
companies in accordance with union
contracts. Because contributions are
comparatively high, the defined benefit plan is generally not appropriate for
mid -sized companies. To understand
the defined benefit plan let's consider
an example:
Employee Name:
Age:
Salary:
Past Service:
Retirement Benefit:

Mr. Stockholder
55
$90,000 Annually
20 Years
100% of salary

Retirement Age:

65

Based on the above data, the plan
theoretically will be providing a monthly retirement benefit to Mr. Stockholder of $7,500 ($90,000/12 months). The
plan account must be properly funded
to have enough money in 10 years,
when Mr. Stockholder reaches age 65,
to pay him $7,500 per month for life.
Here's where an actuary is needed. Assumptions are made regarding Mr.
Stockholder's life expectancy, usually
from a published table, and for the interest that the retirement account will
need to earn as it pays Mr. Stockholder
his $7,500 per month. In the ideal situation, the account will be depleted by
the time Mr. Stockholder dies.
Based on these assumptions, the
size of the required retirement account
or reserve is calculated by asking,
"How much money do we need when
Mr. Stockholder reaches age 65 to pay
him $7,500 per month for x years (his
life expectancy) assuming the account
will earn y%, so that at the end of x
years the account is depleted ?" This
question is the essence of all defined
benefit plans.
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Although there are many more
rules and regulations governing the
operation of defined benefit plans, the
concept is really as simple as our example. In the example, the retirement
account, or reserve, would have to be
$979,112 (using IAM71 mortality table
at 5%), and the contribution would be
$70,079 (using 6% pre - retirement interest). If the assumptions were different, the contribution also would be different. Although defined benefit plans
are more complex to operate, they
provide an excellent income deferral
mechanism for a very small closely
held company or professional organization.

TAX PLANNING DEVICE USING
A DEFINED BENEFIT PLAN
eductible contributions in a
defined benefit plan could easily be more than key persons'
salaries when they reach older ages.
In certain situations, the tax results are unique. If a sole proprietor
establishes a defined benefit plan,
monthly retirement benefits can be
based on historical compensation
from the date the sole proprietor began the business or practice. Depending on the history, it would be possible to design a plan in which the
deductible contribution for the current year is equal to the current year
compensation (or net schedule C income) so the taxable compensation
for that year, after the contribution is

After going over the numbers, Stephen
Abramson makes an appointment to help
a company choose the best qualified
retirement plan.
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made, is zero. Any contribution in extions as soon as they are made, defeatcess of the sole proprietor's compening the purpose of providing retiresation would not be deductible in that
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in following years)
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tion test (the ADP
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through to the
test) is more restric2. Develop a budget for plan
stockholders and
tive and therefore
contributions.
would have the efmore difficult and
3. Do the contributions have
fect of sheltering
potentially more
to be flexible to deal with
other income. Becostly to pass in a
volatile profits and cash
cause of the comSAR SEPP. Although
flow?
plexities of the dethere are other dif4. What is the perceived valfined benefit plan
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ue /benefit from the emthese tax re sults
the most important.
ployees' view versus the
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their simplicity and
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ministration. There
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Once a company has to include rank
A SEPP is treated as an employer and file employees a Section 401(a)
sponsored IRA for tax purposes, with
plan is a better option. The savings recertain alterations. The contribution
alized on forfeitures from terminating
Emits for a SEPP are the lesser of 15%
employees and plan design features,
of salary or $30,000 per individual. Unwhich are not allowed in SEPPs, more
like the pension and profit- sharing
than offset any fees the company has
plans that qualify under Code Section
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401(a), SEPPs must cover any emSection 401(a) plan.
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What is the "best plan?" There realthe prior five years.There is no differly is no best plan. There is only the
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fied Employee Pension Plan immedibenefit.
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ately vest at 100% compared to the various graded vesting schedules
Stephen Abramson, CPC, is president of
available for other plans. A SEPP is an
APS Pension Services. He can be
IRA, so the participating employee
reached at (516) 228-8444.
may withdraw the employer contribu37

SMALL BUSINESS
CONTROLLER
From cost analyst to emotional leader, she plays many roles.
BY BONNIE D. LABRACK, CMA
or years, smaller companies have learned from employees with big - company experience how to produce competitive, high -quality goods and services.
In the future, these same large companies will be
looking to small firms for managers who know how to get
results with slim budgets and less hierarchy.
Whatever the title, the top accountant in today's small
firm must be familiar with a myriad of issues. As the top financial person in a small company, I have found that all information with any bearing on financial or personnel issues
crosses my desk. And as a result of being the focal point for
most information gathering, I am often asked to recommend
or actually find and institute procedures to solve problems.
In large companies, the many layers make direct responsibility difficult to pinpoint. It is easier to merge into the environment and operate at a mediocre performance level
knowing that promotions often are based on longevity. In
small companies, responsibility is impossible to avoid. Self reliant people who are flexible, responsive, and reach conclusions are absolutely necessary. Managers are expected
to wear a variety of hats and jump right in for what can only
be called a nuts - and -bolts operation.
In a small business it is almost impossible to avoid frequent interaction with co-workers. Department lines are less
structured in both physical settings and areas of responsibility. One person may handle tasks normally assigned to two
or more departments in a larger company. Accountability is
direct and personal without departmental boundaries to obscure normal operations. For example, I am alerted to personnel issues whether it be in workers' compensation
claims, benefit questions, raises, or increased overtime.
Suppliers come to me with payment problems that ultimately may be a question of quality control. Customer collection issues reveal order entry, shipping, and billing problems. Building maintenance becomes an issue during
contract talks with cleaning services and repair people. The
prospective purchase of our leased facilities requires an understanding of investments, state ordinances, and increasingly consequential environmental issues. Major retail customers demand we initiate EDI systems to support their
business, and I become the coordinator between the customer, our MIS people, and the third -party value -added network
(VAN).
In an August 1991 interview published in77he Wall Street
Journal, former IMA President Donald Baker maintained
that the CMA's importance will grow with businesses' need
for more sophisticated knowledge in a broadening global
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Controller Bonnie LaBrack checks stock.

economy with expanding technology. The accountant's role
will expand beyond the traditional costing and tax issues into
providing and interpreting information for planning corporate strategy. In light of the S&L crisis, increased legal and
tax responsibilities, stringent environmental legislation, employee health care changes, and company downsizing, the
management accountant faces increased liability.
Having spent my accounting career with a variety of small
companies, I have found the major challenge is keeping up
with these widening areas of responsibility. To accomplish
this task, I have had to develop a variety of roles and acquire
knowledge of multiple disciplines. This broad range of issues
has demanded my acquiring knowledge far outside the traditional realm of accounting. I play a number of roles including technician, controller, reporter, booster and trainer, and
networker and leader.
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TECHNICIAN
he most important function of today's accounting department is collecting data and producing financial reports. It is not enough to deal with the traditional debits and credits, balance sheets, and profitAoss statements.
The stereotype of accounting being a black hole into which
information flows but none ever comes out is archaic. Today's additional requirements include cost calculations,
sales analyses, budget comparisons, and cash flow projections, to name a few. With the limited personnel, the small
business accountant is going to be doing shirt - sleeve accounting to accomplish the essentials.
In order to present this varied information correctly the
management accountant needs a thorough understanding of
all the issues behind the information. Impressive reports and
charts can be misleading and create a focus on quantitative
issues to the exclusion of qualitative ones. Good programs
are not substitutes for good management; they are only
some of the tools available. An integral part of any management accounting report is the picture behind the numbers.
This presentation will create a devil's advocate position in
which the accountant both defends the reports and presents
other sides of any findings or conclusions.
One area of our monthly internal reports that is always
subject to question is the sales analysis /salespeople's commissions report. The "bottom line" is not enough information. Total sales in dollars and pairs varies widely by sales
personnel, with the top sales representative greatly outdistancing those at the bottom. At first glance it appears that
some of our sales reps are far below their quotas. But our
financial reports do not detail the growth factor in a new territory, nor do they expose a problem in getting anew product
out which delays the income postings. (We post commissions on shipments only.) Early on, we found that a monthly
analysis of orders - booked versus orders - shipped was necessary. As growing pains created some inventory problems,
we further developed these reports to include orders canceled with a field for why they were canceled. Any discussions on sales personnel's performance now includes these
reports as well as comments by the credit manager.
The devil's advocate role also is played out in strategic
planning sessions where the management accountant is exnected to foresee all the ramifications of any decision and
then present them in a manner that does not threaten or accuse others.

CONTROLLER
Bing the "company cop" is not easy, but it is a vital
role to keep a company in compliance with countless
regulations, rules, and requirements. The management accountant is responsible for maintaining this control.
This need, however, must be finely balanced with informational needs of sales, production, personnel, and owners /managers. Employees must be allowed, even encouraged, to think about the work they do and how it fits into
the larger picture. This practice is known as ownership of
information —once you own something you tend to take better care of it. Those workers doing the bulk of hands-on tasks
must be empowered to look for, recognize, and question any
unusual transaction. If a payroll clerk notices unusual overtime, he or she should at least mention it to the supervisor.
If a billing clerk spots an unusually large shipment going to
a problem customer, he or she should not feel uncomfortable
about questioning it with credit or customer service personMANAGEMENT ACCOUNTING /NOVEMBER 1994

nel. Most important of all, each person should be asked to
think about his or her work flow, habits, and procedures in
an effort to improve efficiency, accuracy, and timeliness
within the company as a whole.
For example, we recently have started doing business
with a major retailer involving the EDI system, as well as detailed contracts with specific delivery dates and their own
stock numbers. Time is of the essence. When we were discussing these contracts at the copy machine with the service
manager, the MIS manager overheard us from her desk. Later she came to me, noting that she needed the contract information before the orders came through the EDI setup in
order to set up the information so that the translation program would execute without error messages. She did not
wait until the problem occurred or apologize for hearing
about it—she simply addressed the issue.
REPORTER
ersonal involvement is essential with today's demands on the information system. Sales representatives want a variety of reports to track what their customers are doing, and timeliness is essential with today's
shifting markets. Marketing needs both costing and order
details to compete effectively. Production needs order entry
reports (and cancellations) to schedule purchasing and production of the goods or services. Managers want a more
comprehensive picture to determine compensation and
long -term projects. Personnel needs to respond to more
government and insurance reporting requirements. None
of this is possible unless each person at each level of input
is aware of the needs and starts collecting the appropriate
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data at the earliest possible opportunity.
The key to accomplishing all that is demanded of an information system is building a team, not a collection of individuals working under one roof. It takes a conscious effort
to identify opportunities for employees to function as a team.
Sales and shipping may interact to better meet customers'
needs. Credit and order entry might work together to identify poor risks before tying up inventory. Personal initiative
is not only allowed, it is expected. By encouraging a cross pollination of ideas, the effective manager adds to the company's collective experience in dealing with both problems
and opportunities.
BOOSTER AND TRAINER
imply put, one has to know where one is going in order
to take the steps to get there. I have found closed -door
coffee breaks to be a good forum for dealing with this
aspect. Essentially, it is simply an arena to discuss what we
want to accomplish and how any changes will affect those
involved. No question is too trivial nor any concern too insignificant. We have two young adults in entry level positions
who have talked about going back to school but lack the self confidence or direction. I spend coffee breaks and lunches
listening, encouraging, and cajoling until one starts an accounting course and the other makes an appointment to see
a college counselor.
In discussions about procedures it is vital to involve both
supervisors and clerks ... the latter handle the bulk of the
day - today work and often "see" details missed by those who
look at the general picture. Having the clerks involved also
adds to their information ownership. As moderator of these
meetings, I see my role as not having all the answers but
asking the right questions.
For example, when a manager wanted to change the customer master file to fit her needs for certain mailing labels,
the "coffee meeting" group found that doing so would add

too many hours to a programmer's workload. Discussing the
proposed change without alienating the manager proved to
be a challenge, but we were able to avoid saying "no" and
came up with a solution that solved her needs and avoided
the extra programmer hours.
One absent worker in most small businesses creates a
problem. A secretary or receptionist who calls in sick can
send a company into panic behavior. Who answers the
phones and gives up their own work to do so? Is it worth
getting a "temp" and taking the time to train this individual
in what are usually unique procedures for that position?
Obviously, cross - training is a necessity. Each staffer
should have someone who knows his or her job—a backup
partner. This policy is not so hard to follow in a small office
because employees tend to pick up a working knowledge of
the functions of others simply by working side by side. The
secret is okaying the expansion of one's role and crossing
the line into another's "territory." It is vital that employees
not feel threatened by this cross - training; instead it should
be emphasized that it eases the burden if for some reason
they are absent.
Cross - training works only when the work environment
has a trusting climate. People must be able to speak openly
and develop a fix-it, problem - solving orientation. Creativity
and hard work must be the norm. People learn by doing and
by what they are allowed and encouraged to do on the job.
By maintaining such an environment, the business gains creative and competent employees who enjoy meeting the challenges of a small business.
The implementation of cross- training is a challenge for a
management accountant. With today's increasing technological advances and the widening variety of reporting requirements, the management accountant needs to be both
a student and a teacher. As the lead individual in data collection and presentation, the management not only has to
be aware of the advances and changes, but must set the
stage for the implementation of system upgrades for meeting the demands of various internal departments and external agencies. Before change is implemented, it is vital to
have a thorough knowledge of that change —from the details of a computer program to which personnel will be affected and how.
NETWORKERAND LEADER

Atclosed -door oo(Tee breaks, employees cen discuss daily problems
with the controller (sued, 2nd from right).
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uite honestly, I could not meet this aspect of man" agement accounting without a network of informed
X X and experienced professionals. There are simply too
many areas for me to become proficient and well - informed
in all. Belonging to the state chapter of the IMA and fulfilling
the requirements of the CMA has provided this network.
Having access to a group of people who deal with the many
issues in varying depths has been invaluable. Their hands -on
experience cuts through the theory of an issue and deals
with the details that make or break a project. I found the IMA
library an essential aid in obtaining a variety of articles quickly and well chosen to answer my inquiries.
A good example was the installation of an EDI system
with a major customer. It was not only their help with the
details but sharing how they coped with the task and its impact on their business that made me appreciate the chapter
networking. From one IMA member I learned about tracking the real costs, the frustration, and lengthy setup time involved. From another I was reminded of the need for detailed
documentation of the programming. From yet another I got
the name and number of the person with the real answers
MANAGEMENT ACCOUNTING /NOVEMBER 1994

to our glitches, those little inconsequential errors that stop
the entire program. As a result of our conversations, the
board members set up a professional development seminar
on that subject.
I have become the emotional leader of the company, further expanding the management aspect of the management
accountant. Awarehouse clerk isworried about herhusband
who may have cancer. Her manager knows shipping but is
uncomfortable about letting production get behind while not
knowing how to deal with her emotions. Other employees
see her in tears and come to tell me. As the main personnel
contact and insurance administrator, I am very aware that
the way I deal with her will impact how other workers feel
they will be dealt with in similar situations.
Remember the two employees mentioned earlier who
went back to school? One received his nursing certification
and left to start a whole new career. The other was moved
from the warehouse to office receptionist and recently promoted to junior accountant. She continues to attend college
at night while growing with her increased responsibilities
here at work. Our long -term "pros" are expanding their Lotus and WordPerfect skills through classes and in -house projects as we search out new and better ways to do things. Successes are shared while difficulties have become challenges
to be met. Mistakes are learning opportunities: No blame
is placed; rather, solutions are created.
If these employees grow professionally and move on, so
much the better for this company. While they work here,
they are interested and feel supported. I maintain that they
will be more effective and loyal and that their co-workers will
see this culture as something to be nurtured and encouraged. New employees will see not an end job but a place to
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NEEDED: PEOPLE SHILLS
e are gro win g ju st en o u gh to h ave d ep artm en tal

identities emerge with a separation of duties,
which inevitably leads to conflict about who does
what and how they do it. But we are not large enough to lose
a sense of oneness without damage to the company as a
whole. I am constantly on the alert for the dissatisfaction,
growing pains, and friction. While it is a natural part of
growth, it m ust b e m an aged so th at peop le recognize it for

what it is and not get caught up in the minute details or daily
aggravations.

Today I recognized that a wall was being built between
two departments and that we had to stop it. Previous hints
had done no good. The people involved were plainly told that
their actions (not them) were what I was upset about and
would not tolerate. I offered them the out that maybe they
did not realize how their behavior was perceived and that
they needed to step back and take a look. This is not an easy
responsibility but was necessary to reaffirm the work environment and the boundaries of responsibility.
The workforce is changing whether or not business wants
it to. Younger workers are pushing for a balance between
work and family lives. The Family Leave Act's impact has
yet to be fully determined, but it has set the tone for leaves
of absence, part -time professional work, job sharing, flex
time as well as reduced hours and sabbaticals. Businesses
that recognize employees' needs for flexibility and how
much it can improve their attitude toward the company will
attract and keep good people who, in turn, will increase productivity.
A recent ad read, "What's worse than being laid off on
MANAGEMENT ACCOUNTING/NOVEMBER 1994

Friday? Being told to pick up the slack on Monday." Tough
money times are creating demands on both employers
and employees. Add to that the unknown impact of President Clinton's health plan. Managers will hold on to the
best employees if they involve them in developing ways of
coping with the constraints of tight budgets and uncertain
futures.
Do not misunderstand me. I'm not advocating that bosses
need to be Pollyanna figures. Pressure exists in all businesses. Bosses need to respond to and use this pressure when
necessary to motivate employees. Each individual in a small
business is an integral part of that entity's success or failure.
There is an axiom that capsules this relationship: "A successful manager does not build a company; he builds a team and
that team builds the company." Recognizing this truism will
make a management accountant's position more effective
and rewarding.
Being a management accountant in today's small business is not for everyone. It demands both technical knowledge and people skills... oftentimes more of the latter. One
has to be calm, logical, and self - confident while often dealing
with intensely personal issues. The conclusion is that management accountants will affect an organization more by how
they accomplish their goals than by what they achieve. Accurate and meaningful numbers naturally will follow!
■
Bonnie D. LaBrack, CMA, is the controllerfor East Street Sales
Corporation, Somersworth, N.H., a wholesaler of women's
shoes. She has worked at several small businesses, developing
an expertise in installing computerized accounting systems and
cultivating an interest in forensic accounting. This article was
submitted through the New Hampshire Chapter.
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THISCONTROLLER
From mentor to surrogate parent,
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FAMILYBUSINESSROLES
model often used to describe
family business situations illustrates different roles which
stakeholders in the family business
might hold, stakeholders being individuals who are directly impacted by
the business situation. We will use this
model' (Figure 1) to discuss entitlement from various viewpoints. Although financial reward will be the
subject of the illustration, differences
also apply with respect to rights to information, involvement in decision
making, and so forth.

FIGURE 1

/

The first role is that of the owner. As
in any business venture, the owner in
a family business feels entitled to or is
expectant of some kind of financial reward for ownership risk. This may take
the form of either recurring income,
and /or a gain at sale. Individuals who
fill the second role, employee, are entitled to different forms of reward. An
employee should receive either a reasonable salary or wage, plus some
combination from a menu of perquisites.
It is the third role, that of the family
member, that makes the model of family business or cloesly held business
different from that of other enterprises. Family members generally can
expect to have their basic needs met in
the form of food, shelter, clothing, and
often education. Most will receive an
occasional gift; some will receive an in-

FAMILY BUSINESSROLES
Rewards:
Salary/Wages,
Benefits,
Incentives,

/

Rewards:
Food, Shelter,
Clothing,
Education, Gifts
Possible inheritance

FAMILY
EMPLOYEE

EMPLOYEE

FAMILY

FAMILY
EMPLOYEE
OWNER
FAMILY
OWNER
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think we need to clean up our accounting and reporting system.
Can you help with that ?" asked
the president of a small timber
products company. I'd been called in
on the assignment as part of my university's Rent a -Prof Program. For a
modest donation to the university, the
business received one day of a professor's consulting services. Having volunteered, I said, "Sure," and scheduled
an appointment. When I arrived, the
president welcomed me, led me into
his office, offered me a seat, and shut
the door. "Now let me tell you why
you're really here. I think we need to
clean up our accounting system. The
problem is that the controller is my
brother -in -law. And we want you to fire
him!" That was my introduction into
the function of controllership in a
closely held company.
To make a long story short, I found
numerous tracks that indicated that
the president was right about problems with the accounting systems. It
took the controller two and a half days
to find the most recent tax return, and
he didn't know where the "on" switch
was for the PC that had adorned his
desk for more than a year. I did fire
the controller, although not that first
day, and by doing so defused a considerable amount of the heat that
might have resulted had the president
done so.
What was the reaction of the controller? Amazingly, one of relief. He'd
known for a long time that he was in
over his head, but he didn't know how
to tell the fancily without feeling like he
was letting them down. He had gotten
the job because he seemed the best
person around when the company was
started. The company had grown; his
skills hadn't.
This real case illustrates the main
difference between family -owned or
closely held businesses and those that
are not —there is an unbreakable link
between the family and the business
such that business situations and oper-

ations directly impact the family, and
family situations and relationships directly affect the business. Within this
context that we explore the controllership function in these companies.

a

BYPATRICIA A.FRISHKOFF,CMA,
AND SALLY THOMPSON, CMA

EMPLOYEE
OWNER

OWNER
Rewards:
Return on
investment.
Possible
gain at sale.
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WEARSMANYHATS
she plays many roles at closely heldfirms.
heritance. But, there is no guarantee of
these perks. Trouble often brews in a
closely held company when an individual filling one role takes actions assumptive of another role, one that he
or she does not fill.
Consider this case: Dad and Mom
own a good -sized and profitable family
firm. Sonny works for the firm and
does a great job. Daughters Susie and
Sally were never given a chance to
work for the company; it's a very male dominated industry. They live far away
with their physician husbands.
Last Christmas the kids all came
home. The morning after Christmas,
Susie and Sally invited Mom out to
lunch, where they vented their anger
at her. It seems that Sonny's wife had
arrived for Christmas dinner sporting
a new fur coat ("wearing their inheritance on her back," according to the
daughters). Although Mom tried to explain that Sonny had bought the fur
coat with his year -end bonus received
for his good work, the daughters,
nonetheless, felt that they were entitled to coats, too.
Mom asks you,as controller, if she
should buy the coats as a personal gift
for her daughters. Other than assuring
her that she can certainly afford the
coats, what do you recommend?
This situation would not occur in
any company that was not family or
closely held. Its issues point to the
many hats that a controller in a business may be asked to wear.
(PS: So you want to know what really happened? Mom didn't even hesitate. She stopped at the furriers with
her daughters on the way home from
lunch. To her, it was most important to
seek family harmony. But you might
like to know that the audience at a recent IMA conference voted 10 to 1 not
to buy the coats. They argued, using
the roles diagram, that the daughters
were only family members, but wanted
the same returns that their brother
received as an employee. The IMA
audience felt that they were not entitled to those types of returns and that
to give them would establish a bad
precedent.)
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WHAT'SDIFFERENT?
hat's different about being a
controller in a closely held
company? Functions that you
might expect as part of your job responsibility as controller in a company
don't differ from those of controllers in
any company. Your responsibilities
probably will include:
• Budgeting and cost control;
• Product costing;
• Management accounting;
• Financial reporting;
• System design, installation, and
maintenance; and
• Tax planning and preparation.
There are some hats, however, that
you might not have bargained for when
you accepted the position of a controller in a closely held company. It is these
types of responsibilities that differentiate the functions of the controller in
a privately held company from that of
other enterprises.
Functions that you might not expect
include:
• Family office management;
• Action prod;
• Mentor,
• Mediator,
• Surrogate parent; and
• Disciplinarian.

HATSTHATYOUMIGHTHOT
EXPECT
ainily OfficeManagement. Running a family and a business from
the same checkbook is a nightmare, but one often encountered in
companies. In its simplest form, family
office management involves the separation of expenses between those that
are personal and those that are business. In its more complex form, the
role of the controller is as much that
of personal financial planner for family
members as it is to handle fiscal responsibility for the business. Activities
might range from managing the owner's personal checkbook and paying

the Nordstrom's bill to managing and
accounting for the family investment
pool.
Action Prod. Families are sometimes so busy fighting, golfing, or trying to make everyone happy that they
never get anything done. At those
times a cattle prod might be more useful than a computer.
Because decisions in these firms often are feelings- based, they tend to be
avoided. In one family business, it took
the controller's nagging for the family
to recognize that there simply wasn't
room for all 22 cousins in the third generation to hold positions, much less executive positions, in the company. At
his urging, the management team and
family council established clear rules
of entry based on education, experience, interest, commitment, and a
need on the part of the company.
Mentor. Training the boss's kid is a
tricky job at best, especially if he's got
a degree in accounting and might take
your place as soon as he learns
enough. Yet there's nothing that the
successor - candidate in a family business needs more than a good mentor ing relationship. Parents are such poor
teachers and strong critics that it's
much better if a young person can
work under a boss other than a parent.
Sometimes this mentoring role falls to
the controller.
Mediator. Have you ever been in
this situation? "Ms. Controller, I need
your help. I've got to get my dad to give
me a raise. I made more on my paper
route than he pays me, but if I ask, all
he's going to do is complain about the
new house that Jeanne and I just
bought. Will you help me ?"
Surrogate parent.Just what you
needed! In the middle of month-end
closing, when your boss, the owner of
the company, calls from the construction site, he says, "I know you're busy,
but I need for you to go pick up Susie
at school. They just called and said
she's running a fever. I think she just
doesn't want to take the math test but
they want somebody to come and get
her. Since I can't go I need you to.
You're the only person she won't throw
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a fit with. Just bring her back to the office and let her play computer games."
Disciplinarian.The expense accounts for all three salesmen generally
are pretty high, but that of the best
salesman, and the son of the owner, is
always about three times that of the
other salesmen. You might let him get
away with the fancy meals and fine
wine, but it's the extra play days tacked
onto trips in resort locations that you
have to curtail as business expenses.
Or, maybe you're appointed to
make the entry to account for the inventory that the family members take
home from Sam's Grocery.
Scapegoat.Despite his advancing
years, Mr. Jones hasn't done any legal
or estate planning. A week ago, Mrs.
Jones came by and expressed her worry. She doesn't feel she can raise estate
taxes or else if she persists in urging
him to do tax planning her husband
will think she has a lover on the side
and is just waiting for him to die. Yesterday the kids came by. They say if
they ask about estate planning that
Dad will label them greedy and not forgive them until the day he dies. Everybody's theme is "Dad trusts you, the
controller. Won't you please impress
on him the critical importance of doing
this planning ?"
The extent to which these roles become part of the job of the controller
will differ from business to business
and family to family. The size of the enterprise and the breadth of your corporate responsibilities clearly will be a
factor, but more subtly so will be characteristics such as the degree of openness, trust, stewardship, and sharing
of control.

WITHINTHE PRIVACY
OFTHELUCYBOOTH
o -author Sally Thompson is controller of a family -owned company of 200 employees, four of
them family members. Sometimes she
needs a "Lucy booth," (as in the popular "Peanuts" cartoon strip) sign outside her office door. Part of her function seems to be that of local
psychologist. She believes that this
"counselor" function often interweaves the controllership in a closely
held company.
She finds that her quiet, analytical
nature, for which accountants are
sometimes ridiculed, makes her a
good listener. Family members may
have the same last name, but that
doesn't guarantee the same personality style. Sally is often called on for un44

biased advice when clashes threaten
the efficiency of the family company.
She also counsels younger members of the management team who are
not family members. Over time they've
had concerns about their potential for
career growth. At Willamette Valley
Company the position of chief executive officer probably always will be reserved for a family member. Aside
from ascending to the very top though,
managers within this growing and entrepreneurial company have significant opportunities, as Sally often reassures them.
One of the greatest advantages of
being a controller of a closely held corporation, according to Sally, is the lack
of requirements for public reporting.
Although as controller she is involved
in the audit process for the shareholder family and board of directors, which
includes outsiders and an audit committee, she is relieved to be able to forgo the quarterly reports and in -depth
public disclosures required for publicly held companies.
Many companies are just that. Their
owners prefer to "hold their cards
close" rather than arouse the attention
of their competitors by flaunting sales
and income information in brightly colored portfolios. After all, these owners
need to impress only their bankers and
major creditors.
A major concern for a company can
be survival after the death of a major
shareholder. In many cases there will
be an instant gap in management capability. Even if the deceased shareholder has not been involved in operations
so that business is not interrupted, establishing the value of shares for estate
settlement, and payment of the resulting taxes, can have serious adverse effects, both financially and emotionally.
It is a time when the family will rely especially heavily on the support and financial acumen of the controller.

CRITICALATTRIBUTES
hen relationships and business affairs become inter linked, three attributes become critical for making the
controllership funtion in a closely held
company workable: fit, boundaries,
and the ability to do the job.
From the first contact with a closely
held company, a controller prospect
should evaluate fit with the company.
Are your values and ethical standards
aligned with those of ownership and
management? Is the corporate culture
one in which you would be comfort-

able? You might evaluate aspects such
as formality versus informality, secrecy versus openness, as well as environmental issues such as a nonsmoking
policy. Style is also critical. While your
style doesn't have to match— probably
shouldn't match that of the boss —it
must be compatible with that of the
boss and other key people with whom
you will work.
It is critical to determine the expectations about your position and its
boundaries or scope of command. You
particularly need to address these
questions: Where, how, and to what extent is the family involved in this company? Who decides what? To whom do
you report? Can anyone countermand
your decisions?
In one company, a very aggressive
daughter routinely walks through the
shop criticizing and giving orders, despite the fact that she isnot anemployee and does not hold any ownership.
What would you do if she walked into
your office?
Absent clear boundaries, not only
will the controllership function be difficult, but the situation may actually be
self - destructive.

ABILLOFRIGHTS
wise controller planning to join
a family -owned company would
insist on a controller's bill of
rights to include the following provisions:
• A clear chain of command,
• Specific and delineated job responsibilities,
• Decision - making authority in your
arena of command,
• Access to needed information, and
• Regular feedback on performance.
Insist, too, on an employment contract, unless of course you plan to marry the boss's kid.
■
Dr. Patricia A. Fhshkoff, CMA, CPA, is
professor of accounting and director of
the family business program at Oregon
State University. She received her DBA
from Kent State University.
Sally Thompson, CMA, is secretarytreasurer and controller of the Willamette Valley Company, a family owned
business located in Eugene, Ore. The authors are members of the Eugene Springfeld Chapter ofIMA, through
which this article was submitted.
'Originally developed by Davis and Taguiri, unpublished paper, 1991. Adapted for this article.
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A textile manufacturer aims to reduce costs before they are incurred.
BYJOHN M. BRAUSCH, CMA
Lybrand Bronze Medal Winner, 1993 -94

arget costing is a strategic management tool that seeks to reduce a product's cost over its
lifetime. Target costing presumes interaction between cost accounting and
the rest of the firm; well - executed,
long -range profit planning; and a commitment to continuous cost reduction.
Its application in Japan has been well
documented, but American firms also
can use it to understand costs better
and to enhance long -term profitability.
One American firm recently implemented target costing, and the results
have exceeded the firm's expectations.
Culp, Inc., a $260 - million textile
manufacturer for the home furnishings industry, has just completed the
final stages of implementation of its
newly designed costing system. We began the project in 1988 when we realized the need for better cost management and have worked tirelessly since
then in an ongoing cost management
evolution. Our journey has led us to a
realization that cost management is different from other accounting efforts,
and we have undertaken a target costing program to help us build profits
and decrease the cost of our products
at the design stage.
MANAGEMENT ACCOUNTING /NOVEMBER 1994

We implemented this system by using a team approach to cost management and by bringing together the divergent groups in the company —
accounting, finance, engineering, and
operations —to make our cost system
as up- to-the- minute as possible.
The target cost is the price customers are willing to pay for a product less
the profit we must receive for making
that same product. The difference between the two becomes our product
cost. It is the cost at which we must
produce an item in the long run. Typically, American manufacturers have
said: Here is my cost. I have to receive
a certain profit contribution rate above
that so consequently I must sell my
product for this price (cost/ (1- needed
profit margin) . Target costing reverses
several decades of American pricing
strategy by taking into account that our
customers do not care about our
costs —only about their own. Our selling price is their cost, and there the
customer's concern ends.

CHANGING THE CORPORATE
MINDSET
ur philosophy was simple: that
cost management is one of the
most strategically imperative
areas of the firm. It combines the efforts of marketing, operations, and ac-

0

counting and presumes a relationship
with and working knowledge of each to
be successful. This relationship and
working knowledge were achieved by
integrating cost management with the
other activities of the firm and no longer treating cost accountants as after the -fact scorekeepers.
Our No. 1 maxim of cost management is: Unless cost management is
treated as a viable part of the firm's
strategic direction, ongoing cost management efforts are doomed to failure.
In most cases, including our own, cost
management efforts are preset for failure if the cost accountants are treated
as bean counters destined to crunch a
lot of numbers without any input or explanation as to why the numbers are
the way they are.

THREE STRATEGIES
Tn an article in the August 1993 issue of MANAGEMENT ACCOUNTING®,"Strategic Management Accounting —How and Why," authors
Johnson and Kawada posit that two
schools of management accounting
thought have emerged: the accuracy
school and the strategy school. These
schools of thought are said to have one
thing in common: disdain for traditional financial accounting and an awareness that management accounting sys45

Author John Brausch (l.) greets Nathan Garrett, chairman of the National Association of State
Boards of Accountancy, at a recent Piedmont High Point Chapter meeting.

tems must be separate from financial
accounting systems.
At Culp we recognized the importance of breaking down the attitudinal
barriers of the firm toward cost management. As our cost management
system evolved we began, first, to recognize the distinction between managerial and financial accounting. Second, we joined the accuracy school,
and, last, we saw the viewpoint of the
strategy school and the importance of
strategic cost management to our
firm's corporate direction.
Strategy No. 1: Recognizing the differences between managerial and finan-

cial accounting. Although most readers of MANAGEMENT ACCOUNTING®

in

are well versed in the differences between financial and managerial accounting, most business leaders are
not. Most of them feel that accounting
figures can be massaged to produce
any output for any particular application. Because most firms' accounting
efforts have been designed to meet the
needs of financial accounting, managerial accounting, if it is considered at all,
is thought of only as a subset of financial accounting.
Even among accountants, cost accounting has received scant attention.
Few CFOs and even fewer CEOs have
any type of background cost management. Typically, CFOs come from
public accounting firms. They are well
versed in financial accounting but have
little knowledge of the intricacies inherent to cost management. Auditing,
tax, and financial management have
been seen as the glamour fields within
accounting. The evolving attitude is toward an obsession to manage by the
numbers, whereas cost management
46

relies more on an operation's processes and much less on GAAP
Financial accounting's edicts result
in a lack of interest in both the processes and the people involved and a corporate dictum to make the numbers
look good. The people who are managing by the numbers rarely visit the
shop floors, have no concept of the
manufacturing or service processes,
and do not have the patience to allow
for the implementation of long -term
corrections rather than short -term fixes. Today's profit and loss statement
rather than tomorrow's competitive
position is what drives management by
the numbers.
This attitude affects cost management in two ways. First, cost management, to be successful, requires understanding the business processes.
Second, proper cost management cannot be achieved in the short run by a
quick fix. What is necessary is a longterm commitment to learning the business and building a managerial accounting system to fit the operational
cycles of the firm.
Unfortunately, cost management is
competing against other areas for the
firm's scarce resources. Its advocates
are left at a huge disadvantage because
top financial management generally
doesn't understand cost management
or the processes that cost management seeks to address. A recent study
by the Controller's Council of the Institute of Management Accountants indicated that cost accounting ranked dead
last in terms of resources consumed by
accounting functions. To quote that
study: "Many firms of all sizes do no
cost accounting or managerial accounting whatsoever. Even in manu-

facturing, cost and managerial accounting receive meager support."
The second difficulty management
accountants must overcome has to do
with financial accounting numbers.
The case has been well made by numerous academicians and practitioners that the outputs of financial accounting simply are not sufficient for
management's needs. The information
is both too late and too aggregated to
be of much good to anyone other than
the IRS and the SEC. Unfortunately,
most firms are not willing to invest the
time and money necessary to develop
separate managerial accounting systems. Instead, they ask the management accountants to provide internal financial information based on
externally derived systems.
At Culp, our first goal was to separate the functions of managerial and financial accounting so that each could
serve its customers to the best advantage. This separation is important to
any management accounting system
evolution. We do not ask salespeople to
present the same proposals to every
customer, yet we ask accountants to
use the same information and make it
work for management, the investment
community, the IRS and SEC, and all
of the other groups our information affects. As management accounting
practitioners, we must realize that
these groups need different information just as the firm's customers need
to know about different aspects of what
our firm can provide.
Strategy No. 2. Accurate product costing. The accuracy school of cost man-

agement obviously is concerned with
accurate product costs. We began our
cost effort firmly in this camp. In the
words of our CEO, our mission from
the project's beginning was to "get
product costs as close to actual as possible." Although this goal may sound
simplistic, achieving it was not easy.
We knew that in most of our divisions our costs were accurate in the aggregate. That is, our budgeted costs
and actual costs were closely related.
Unfortunately, as in so many companies, our individual product costs were
terribly misstated. Our system worked
on a modified welfare basis, penalizing
profitable products with unwarranted
costs and subsidizing losing products
by channeling their costs elsewhere.
At the• same time we reported all product costs to the fourth decimal place,
intimating a level of accuracy that the
cost department (and almost everyone
else) knew was not there. Unfortunately, many of the users of the information
MANAGEMENT ACCOUNTING /NOVEMBER 1994

in design, marketing, and manufacturing derived a false sense of comfort
from it, which inevitably led them to
poor decisions about the products.
Many of these decisions could have
been avoided by involving the man age-

ment accountants in the decision-making processes and by changing the role
of the cost group from team statistician
to team player.
To involve management accountants in the process required an admission that our product costs were not accurate and that the decision makers
should not rely on them. This admission then forced a decision: either the
costs were worth knowing or they
were not. If so, we had better improve
their accuracy. If not , then why cost
products at all? If costing were used only to value inventory, we could devise
a much simpler system to do it. GAAP
requires nothing as sophisticated as
our previous cost system for inventory
valuation, and said sophistication was
too expensive to maintain if it were of
no further value to us internally.
Inevitably, we concluded that these
product costs were important and that
we had better make them as accurate
as possible. This decision in turn led to
representatives from all areas of the
company working together, first, to understand what makes up a given product's costs and, second , to do whatever
was necessary to reflect those costs ac-
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tem. Over time, as the entire company
began to regain faith in the system's
output, these decision makers concluded that each of their actions played
a large part in determining and then
lowering product costs. This revelation led us in turn to the third strategy.
Strategy No. 3: Going from the accuracy school to target costing. Costing
products accurately is a worthy goal.
Accurate product costing, however, in
and of itself does little to improve the
firm's strategic position and does nothing to reduce costs. We concluded that
reporting the same costs accurately
was not as important to us as using
cost management to make more money for our firm. The strategy school
suggests that cost management can be
used to meet predefined strategic
goals extrinsic to cost management.
After gaining a level of comfort with
the information provided by cost management , we decided to change the
thrust of what we were trying to accomplish . As we learned more about
the activities that consumed costs we
realized that we could do much to limit
them. One of the premises of activityMANAGEMENT ACCOUNTING/ NOVEMBER 1994

accountants
on call'

customers rated the quality of service provided by
accountants on call's internal staff best by nearly
6 to 1 over the next leading national specialist.
In fact, 51 of those polled use aoc exclusively.
So if you're looking for the one specialist that can
meet your temporary accounting and bookkeeping
needs. call your local aoc office or 1 -800- 327 -1117
today. Chances are, you'll hit the jackpot too.

01992 accountants on call
'Independent survey of temporary accounting placement services customers conducted by Opinion Research Corporation, Princeton, NJ

Circ le N o. 9

based costing is not just to learn more
about costs but to make the decisions
that will bear directly on them.
One of the ways we have decreased
co sts is b y im plem enting target cost-

ing at the design stage. As we worked
on ou r co st management system s, we

soon realized that well over four-fifths
of our costs were built into the product
at the design stage. In our previous
cost reduction efforts we spent 100% of
our time in reducing the 20% of the
costs not necessarily designed into the
product and left the 80% of costs to do
as they pleased.

Understanding the nature of cost
buildup was an important lesson for us.
We discovered that our manufacturing
costs were incurred as a result of the
product and process characteristics.
The processes in turn were driven by
what we were producing at any given
time. Through our cost management
implementation efforts , we became
aware that the overwhelming majority
of costs were created and built into our
products before we ever began the
manufacturing process. Our previous
efforts to reduce costs had been little
more than after -the -fact tinkering,
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while our current efforts address reducing costs before they are incurred.
Because we are in the decorative
fabric business, design is a major part
of the firm's manufacturing process.
Our design staff constantly is developing new products with new applications for new markets. The design staff
is good, but it never purposely designed for profitability. Because cost
management is now considered such
an integral part of our corporate efforts
it seemed only natural that the cost
management and design teams would
work closely together to develop a
mechanism to design more effectively
for profitability. The result is that target
costing goals have been developed for
each of our product lines and are being
built into all our new products as they
are introduced.
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ith target costing, the pricing
decision becomes the focal
point of our efforts, not the
product's cost. In our case this information was readily available because
our product's perceived value (selling
price) is easily determined based on
the "look" of the product. In many industries this information may not be so
easy to obtain, but it is the genesis of
any target costing effort. The focus is
much more external in lowering costs
to meet customer demands as opposed
to an internal focus of meeting internal
standards.
Our second focus is on our profit
plan. Medium to long -term profit planning must be in place to incorporate
target costing. This longer -run (as opposed to very near -term) profitability
assessment is crucial because the target cost may not be achievable immediately but rather may be reached over
time. Without forward thinking about
longer -term profit positioning, management may exert pressure to lower
costs unrealistically because of a shortterm profit squeeze. Too much of this
short -term profit pressure has a couple
of results:

12

It is crucial therefore to be forward
looking in our target costing efforts
and to position a product realistically
over its life span. This philosophy is
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Monthly Performance

APPLYING TARGET COSTING

• Rejecting perfectly profitable products, or
• Lowering "standard" costs to appear profitable when in reality said
costs cannot be achieved even in
the long run.
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ments in the way we manufacture it
Figure 1 illustrates one product
line's performance measured against
goal for the last 13 months. Our profit
goals are measured on a gross profit
(before salary, general, and administrative expenses) contribution per machine hour basis as opposed to a
straight profit margin basis. We measure profits this way because machine
hours are much more restricted than
output based on our manufacturing
process —our products vary greatly in
the manufacturing time needed to
complete them. This time constraint
makes profit turnover more important
than profit margin. Figure 1 measures
each month individually and also provides a longer -term rolling average
performance measurement to mark
our progress better over time.
This product line's performance
then is measured by each of our four
marketing groups (see Figure 1) to
find out whether goals are being met
through each specific marketing channel. Products we once considered homogeneous in terms of marketing behave very differently from a profit
standpoint, depending on the marketing channel used. Although we do not
yet understand all of the differences involved, we are trying to discover how
and why the varied channel characteristics affect company profitability.
We believe that target costing can
play a major role in many firms. Although it is used primarily in Japan,
American companies can adopt the
practice and accrue the benefits resulting from this application of strategic
cost management. Cost management
can play a major part in any firm's strategic efforts. Management accountants must become involved in the strategic decision - making processes of
their firms. They have a wealth of information about the firm and its operating
conditions. It is up to each of us, as
management accountants, to make our
knowledge more accessible to the
firm's decision makers.
■
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similar to previous attitudes about
standards being both challenging and
attainable. We are attempting constantly to achieve better results but are careful not to set unrealistic goals that
might destroy morale.
Target costing is not a costing issue.
In fact, our target costing program
hasn't had an impact on how we cost
products but rather has affected the
way in which we use the costing information already available to us through
our cost management efforts. The information has altered our fundamental
approach to products and their profitability. New product introductions
must meet certain profit targets. If targets are not met, then the products are
continually redesigned until they meet
said goals. This continual redesigning
process presumes that the target cost
can be reached while attaining the
same selling price through the perceived value in the product.
The single largest change in our
thinking has been to stop reporting
what products should cost and instead
to report what products will cost. We
have focused our attention on getting
costs out of the product during the design stage. This proactive concentration on the product's cost allows us to
prevent costs rather than reduce them
after the fact. This concentrated effort
in turn pushes us to constant improvement in our design for manufacturability, the number of components used in
the process, and the flow of products
through the manufacturing pipeline.
Now we are concentrating on reducing
costs continuously rather than going
on periodic cost reduction binges or reporting the costs we have incurred
even more accurately.
Please realize that our goal is not so
much cost reduction as it is profit enhancement. The long- running intracompany comment is that we were becoming a world -class company in
every area but one — making money.
We are using target costing to help us
become world class in this area as well.
In setting and meeting our target
costing goals we also have focused
less on single products and more on
product groups. At any given time
there will be several products within a
group that do not meet our goals for a
variety of reasons. Our efforts are expended on assuring that the entire
group is above goal and that the
group's compensation and standing
are based on the entire portfolio's
standing. The key to any single product is to achieve the targets over the
product's lifetime through improve-

John M. Brausch, CMA, is a project facilitator, activity -based costing, for the
James River Corporation and was formerly the cost accounting manager for

Culp, Inc. His previous article, "Selling
ABC," was published in the February
1992 issue of MANAGEMENT ACCOUNTING& He is a member of the
Piedmont High Point (N.C.) Chapter,
through which this article was submitted. He can be reached at (804) 3434768.
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ALLOCATINGTHE
COSTOFFRINGE
BENEFITS
A diverse horticultural products company changed its system to reflect
actual spending.
BY DEAN LOCKWOOD, CMA
hat is the best method of
charging back fringe burden costs in a corporation? Should a dollar -fordollar cost accounting system be
established to ensure that each department and revenue center is
charged its own FICA tax, unemployment taxes, workers' compensation,
and medical benefits, or should an average rate be charged as a fringe burden? In these difficult economic times,

when companies are faced with tough
decisions such as whether to close a
store or drop a certain segment of
their business, it is important to have
a clear understanding of the profit impact of fringe benefits.
At Bachman's, Inc., a Minneapolis based specialty retailer of horticultural
products, we performed an analysis to
determine which retail operations and
support departments used what fringe
benefit dollars. Bachman's has between 850 and 1,400 employees, depending on the time of year. We are the

Bachman's, Inc., retail store In Minnesota: accounting for flowers and fringe benefits.
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busiest during May and June and then
again in December for the holiday season. We have 30 retail locations of various sizes from our large floral and garden centers to the smaller kiosk
operations. We also have a commercial
services business that consists of a
plant leasing operation and a commercial sales department, a nursery
wholesale division, and a retail landscape operation. The family -owned and
operated company started in 1885 in
the vegetable business and switched to
floral and nursery in the late 1920s.
We have a strong union presence in
our delivery, production, and warehousing operations. Several of our
businesses, such as landscaping and
nursery operations, are seasonal, so
they have high unemployment costs.
We also use a wide variety of job classifications to pay for workers' compensation insurance.
Until now, we have been charging a
flat -rate fringe benefit allocation to all
of our stores and support departments.
It has grown to 26.5% of each labor dollar, and all indications show that it will
be close to 30% within a few years. In
the past, we made assumptions about
what the real benefit costs were for the
departments with higher unemployment claims and union benefits. Now
we use a process of analysis to fine tune our benefit chargeout system to
better reflect actual spending.
MANAGEMENTACCOUNTING/NOVEMBER 1994

IACNMAN'S PROCESS OF ANALYSIS
his analysis was a continuation of
studies we had begun during the
previous two years in which we
looked at the cost of fringe benefits by
job type. At Bachman's, we have nine
different job types, and each job type
is entitled to various benefits:

_
_

Type 1, full-time regular (nonexempt/
hourly);
Type 2, part -time regular (nonunion
areas);
Type 3, part -time casual;
Type 4, seasonal (union);
Type 5, salaried (exempt);
Type 6, full -time regular (union);
Type 7, six -week probation (union);
Type 8, seasonal (nonunion);
Type 9, commissioned employees.

s

-

UNION PENSION 16.3X1

Bachman's landscaper at work.

RETIREMENT SAVINGS PLAN
(11.2%OF TOTAL FRINGE COSTS)
t Bachman's, all nonunion exempt, nonexempt, full -time,
part -time, and commissioned
employees who have worked at least
1,000 hours and who are employed at
year-end are entitled to a contribution
into a profit - sharing account. To isolate
this expense, a query program from
our current payroll master file looked
at all current eligible employees who
have at least 1,000 hours. went to our
manager of information systems and
asked him to access various data elements and to sort them this way or
that, and he was able to come up with
a

Our previous studies had shown
that full-time regular union employees
had the highest fringe cost at roughly
36%, Part -time employees (both regular and seasonal) had the lowest rate
at approximately 15.5%, This study by
employee type did not allow us to get
accurate numbers by particular divisions or departments. One of the big
variables is individuals' use of the company's health insurance. It is a major
cost and, to be fair, should be analyzed
by each area. Also, unemployment
claims vary by department, as do
workers' compensation insurance
costs.
The following is an analysis by benefit category that we used as the basis
for splitting costs back to particular retail units and support departments. A
summary of the results is presented after the analysis of each category.

i

all the reports I asked for.) The program printed the payroll dollars by department that would qualify for a contribution. These dollars were entered
in a Lotus 1 -2 -3 spreadsheet below the
part of the spreadsheet that analyzes
departmental costs. A percentage of
the total was calculated, and that percentage was used to charge back the
company's contribution.
This procedure put a greater cost
on the administrative departments because they have more employees who
qualify for the retirement savings contribution. The retail locations that use
more seasonal help do not use as much
of this benefit cost as a percentage of
labor.

a

er our union contract, each union employee receives a set contribution to his or her pension
account. Because our union workforce
is primarily full-time, this cost was allocated to each department based on
the number of union employees in the
department. This funding does not depend on hourly wages, so head count
seemed to be the best factor for allocating this benefit cost.
401 K COMPANY MATCN (2.3 %)
e ran nother query looking at
the current -year payroll master file of how much the company matched per department for the
current year. Our payroll system captures this information, so it was a
straightforward, accurate distribution
of this cost. Again, the administrative
departments that have more full-time
employees had a larger percentage of
labor dollars than retail stores that use
more seasonal help.
FICA— EMPLOYERPORTION
(28.9%)

Another one of Bachman's horticultural stores.
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ICA is the one benefit cost to
which it makes sense to apply a
flat percentage in each area. The
only exception is that the executive
cost center has individuals who exceed
the FICA limit, so we don't pay as much
in that department. Otherwise, the
rate is 7.65% for each labor dollar.
In the lower portion of the spreadsheet, where the total labor expense is
listed for each department, 7.65% of
these dollars were calculated on another row. The executive cost center was
adjusted for those dollars we did not
have to pay, the total was adjusted, and
51

STATEUNEMPLOYMENT(6.4%)
his expense area depends very
much on the type of employee
and the department in which he
or she works. Administrative departments, because of low turnover and
the use of full -time employees, have
very few unemployment claims. Our
landscape and nursery operations, on
the other hand, because of their seasonal nature, have many more claims
from employees who are laid off at the
end of the season.
The state unemployment tax is calculated in two parts. First, there is a
minimum percent that all employers
are charged on each labor dollar up to
a certain dollar limit. This rate fluctuates each year depending on the previous year's statewide claims and the
year -end balance in an unemployment
fund. The second part is an experience
rating formula based on the last five
years of unemployment claims.
To allocate this cost, we went
through all of our 1992 unemployment
claims, which were on quarterly summary reports from the state. We made
a LOTUS 1 -2 -3 file for these claims,
looked up the department and job type
of each claim, and then sorted that information so we knew which depart-

ments and which job types experienced unemployment claims for that
period. Again, in the lower portion of
my spreadsheet, we loaded the dollars
of 1992 claims by department on one
row.
The next step was to find each department's Minnesota Unemployment
Compensation (MNUC) taxable wages
for the year. This information was available on our quarterly MNUC tax returns. As this tax is calculated only on
a certain dollar limit per individual
($13,300 in 1993), summarizing this information was necessary for the next
part of the calculation.
After we determined the annual
MNUC wage, we applied a minimum
rate of .3% to each department's
MNUC wage so every department
shared in the minimum cost of this tax.
Next, we added the experience dollars
to the minimum rate dollars and came
up with a total dollars per department.
We used a percentage of the total to allocate back this tax, which resulted in
the departments with
a higher tax
higher unemployment claims.
for

we calculated another set of percentages by department of FICA expense
and used those percentages to charge
back this year's expected FICA
expense.

FEDERALUNEMPLOYMENT(1.3%)
ederal unemployment is .8% of
the first $7,000 of each employee's earnings. We went through
our quarterly payroll reports and calculated each department's FUTA taxable wage for 1993 and calculated a
percent by department for charging
back this tax. Retail operations have a

higher percent of labor for this cost because they use more seasonal employees than administrative departments
do.

WORKERS'COMPENSATION
INSURANCE (7.4%)
ere is another area that varies
greatly by department. We have
seven different "work comp"
codes that have a different insurance
cost associated with them. Office employees cost approximately $.45 per
100 labor dollars, whereas landscape
workers cost almost $15 per 100 labor
dollars. Clearly the departments with
the more dangerous jobs cost the company more in workers' compensation
insurance.
Each employee has a work comp
code entered in the payroll master file.
We ran a query by work comp type, by
department, giving the total labor dollars in each of these categories. We applied the work comp rate for each area
to the appropriate labor dollars to
come up with a relationship by department, factoring in the work comp rate.
Then we used these percentages to
charge back the workers' compensation insurance cost.

HEALTHINSURANCE(UNIONAND
NONUNION) (32.3%)
ealth insurance is a huge and increasing expense for most companies. We used a query report

Bachman's store with greenhouse in Lakeview, Minn.
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from the payroll files that gave the total
dollars withheld for health insurance
co-pay portion to develop a relationship for which departments use the
company's nonunion health insurance
benefits.
The results show that the administrative departments, which have more
full -time employees, use more health
insurance benefits than the retail operations, which have many more part time and seasonal employees.
The union health insurance benefit
was charged out to each department
with union employees the same way
the union pension was allocated. This
is a significant amount of money and
tends to drive the fringe cost of union
departments above the overall company average.

Fis.hinior

LIFE INSURANCE (1.2%)

MISCELLANEOUS BENEFITS (2.7%)
here are several categories remaining, such as jury duty, vacation pay, employee club expenses, and miscellaneous fringes that
we split back to each department as a
percentage of total labor expense instead of breaking each down into specific percentages because benefits are
used equally throughout the company.
WHAT WELEARNED
s you might imagine, we found
a wide variety of fringe dollars as
a percentage of labor from this
analysis. In general, the retail stores
had lower than average fringe costs
with an overall average of 17.8% of labor dollars.
Areas that had high workers' compensation rates and high unemployment experience, such as our landscape and nursery departments, had
the highest rates in the company with
a 37% cost in landscape, nursery production, and greenhouse production
departments.
The administrative departments
MANAGEMENTACCODMNG /NOVEMBER 1994

es, you can get a low interest rate — only 13.65%*—
without annual fees or misleading teaser rates.
It's called Private Reserve, and it's the only credit line
endorsed by the Institute of Management Accountants.
Once approved, you'll have access to up to $35,000 — simply by writing an account check. Use Private Reserve wherever credit cards are accepted — and for all the times they're not.
Call (800) 274 -6711 for an application. Because if you're
fishing for a low interest rate, Private Reserve is a great catch.
®

he company provides all type
1,2,5, and 9 employees with varying levels of life insurance, depending on level of income and whether the employee is full -time or
part -time. Because of the relatively
small dollar expense, we totaled the labor dollars from these four types to
come up with percentages of the total
for each department. We used these
percentages to charge back the life insurance cost.

Security Pacific
Executiv e/Professional Services, Inc.
14707 East 2nd Avenue - Suite 100 - Aurora, CO 50011
IR A BankAmerica Company
'The APR Is based on the bank prime rate (Federal Reserve Statistical Release H.15)
plus 6.4 %. As of July 1, 1994, the APR was 13.65 %. This rate may vary. Call (800) 2746711 for complete details. All loans are subject to credit approval.

Circle No. 19
varied quite drastically, from 15% to
27% depending on which departments
had the highest percentage of health
insurance participation.
The primary purpose of our analysis was for us to develop a more accurate method of charging out fringe burden costs on a monthly basis.
Management reviewed these percentages and then incorporated them into
the budgeting and month-end allocation procedures. The anticipated result
is that each time we close the books we
have a more accurate picture as to the
profitability of each retail center and

what the true cost is for the support departments.
Fringe benefits, like labor costs, are
a major expense in all companies and
should be analyzed and allocated in a
manner that allows the best interpretation of results.
■
Dean Lockwood, CMA, is the manager

of general accounting at Bachman's,
Inc., in Minneapolis. He is a past president of IMA's Minneapolis Viking Chapter, through which this article was
submitted.
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Is Your Company Really
Measuring P
Measure your company's system against these 24 attributes.
BY PAUL MCMANN, CMA, AND
ALFRED, NANNIJR.
Certificate of Merit, 1993 -94
"Not everything that counts can be
counted, and not everything that can be
counted counts. = Albert Einstein
anagers attempting to
motivate superior performance among employees and within their
organizations often find it difficult to
determine how that objective might
best be achieved. little guidance has
been available to assist them in understanding the relationship between the
internal performance measures
adopted —that is, what is counted —and the organization's external
performance.
In their book, The New Performance Challenge: Measuring Operations for World -Class Competition,'
Dixon, Nanni, and Vollmann provide a
prescription for determining what
counts. The book offers a number of
detailed insights on how organizations might improve their competitiveness and financial performance
through the selection and adoption of
appropriate internal performance
measures.
We will review one of those insights: the need for alignment among
an organization's strategy, actions,
and performance measures. Then we
will describe a new diagnostic tool
proposed by the authors for assisting
organizations in evaluating the current effectiveness of their performance measures. (See sidebar, Attributes of Good Performance Measures,
for a list of 24 general attributes exhibited in organizations possessing
good internal performance measurement attributes.)
MANAGEMENT ACCOUNTING /NOVEMBER 1994

Test technician Kevin Soucy at Bull HN Information Systems, Brighton. Mass., explains
authors Paul McMann (center) and Fred Nanni how quality is monitored.

ALIGNING STRATEGY,
ACTIONS, AND MEASURES
o improve performance, organizations need to learn to do
the right things right. The difficulty, however, is that for many organizations their performance measuring system prevents or hinders this
learning. In extreme cases, an inap-

propriate measurement and control
system can encourage managers to
not think through thoroughly the contingencies of the problem they are
facing. Thus, instead of responding
appropriately to the right issues, attention either gets misdirected to the
wrong issue or they are put in a situation in which they are forced to respond to the matter superficially. Both
55

ATTRIBUTESOFGOODPERFORMANCE
MEASURES

1. Supportive and consistent with an organization's:
— goals,
— actions,
— people /culture,
—key success factors;
2. Strategically relevant and facilitating;
3. Simple to implement;
4. Not complex;
5. Driven by the customer;
6. Integrated throughout the functional departments;
7. Appropriate to the organizational level (typically with more emphasis on
nonfinancial measures at the lower, operation levels, and financial measures
at the higher, strategy- making levels);
8. Appropriate to the external environment (typically with more emphasis on
nonfinancial measures in complex, uncertain, and competitive environments, and financial measures in simple, stable, and less competitive environments);
9. Promotive of cooperation both horizontally and vertically throughout the
organization;
10. Accountable for the results that emanate from those being measured;
11. Developed, when appropriate, by a combined top -down and bottom -up
effort;
12. Communicated throughout the relevant parts of the organization;
13. Understandable;
14. Agreed upon;
15. Realistic;
16. Directed to factors that matter and make a difference;
17. linked to activity so a clear relationship exists between cause and effect;
18. Focused more on managing resources and inputs, not simply costs;
19. Geared to providing real -time feedback;
20. Committed to providing action- oriented feedback (with the more physical
the performance being controlled, the more action - specific the measure);
21. Not necessarily an additive measure in the sense that the measures must
add up and down across functional and management levels;
22. Supportive of individual and organizational learning;
23. Promotive of continuous and perpetual improvement;
24. Continually assessed for its relevance to the preceding 23 attributes and
discarded when the utility is lost or new, more relevant, measures are discovered.

results serve to aggravate the initial
problem and prevent learning and improvement.
One reason behind the misdirected
performance standards is that an organization's internal achievement measures lack congruence with its stated
strategy and intended actions for executing that strategy. This lack of congruence results in the suboptimal implementation and execution of those
strategies and actions. For an organization to be successful and sustain its
competitiveness, its internal performance measures must correspond to,
and provide assistance for, the task it
is facing. There should be an explicit
attempt by the organization for facilitating and ensuring that such an alignment does exist.
Much like the chicken and the egg
question, what comes first in terms of
developing and initiating an organization's strategy, actions, or measures is
open to philosophical debate. The important concept is that all are integrally
linked and that action on one may impact the two remaining. This potential
influence needs to be considered adequately and dealt with by organizations
to ensure that congruence and alignment prevails.
To assist in the realization of this
alignment, Dixon, Nanni and Vollmann
have developed a new diagnostic tool
called the Performance Measurement
Questionnaire (PMQ)? The questionnaire was produced as part of a research project for the Boston University Manufacturing Roundtable, a
research center dedicated to the advancement of knowledge on global
manufacturing management. Since the
PMQ's inception, it has been used in
more than 50 organizations.
The PMQ can aid organizations on
several fronts. First, it can assist in
evaluating the effectiveness and efficiency of existing internal performance measures. Second, it can help
in determining the congruence of an
organization's strategies, actions, and
measures. A lack of congruence possibly results in inferior performance,
while a closer alignment should result
in superior performance. Third, PMQ
provides a starting point for organizational self - assessment and dialogue.

If an organization's measurement system lacks many of these characteristics,
it may be time to reexamine the utility of its existing performance measures
and look for new measures.

THE PERFORMANCE
MEASUREMENT
QUESTIONNAIRE (PMQ)

n general, a good measurement system should contain a mix of both custom
tailored and "off the rack" measures. These systems include a combination
of both financial and nonfinancial metrics that are situation specific and exhibit the following 24 attributes.'
A good measurement system should be:

'Those interested in a detailed discussion on the merits and need for each of the cited attributes should
refer to Dixon, Nanni, and vollman (1990).
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T

he PMQ is a survey instrument
assessing the fit between an organization's performance mea-
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surement system and employees' perception of factors that are critical to the
organization's success. It assists in revealing differences between what is
happening and what should be happening in an organization. Uncovered differences provide a signal to management that an examination and possible
change in the performance measurement system may be in order.
The PMQ also provides a clue as to
what people within the organization
perceive to be the measures by which
they are judged. These perceived measures may be different from the actual,
planned measures designed by the organization. It is these perceived measures that drive individual behavior.
Because these perceived measures are
what people frequently respond to, it is
important for the organization to understand and control any misconceptions.
PMQ design.The questionnaire has
three sections and typically can be
filled out in less than 30 minutes. Depending upon the purpose of its administration, it may be given to all employees or only to management. The three
sections are: General Respondent Profile Information, Survey of Areas for
Organizational Improvement, and Survey of Organizational Performance
Measures. (See sidebar, Performance
Measurement Questionnaire.) The
questionnaire can be modified to capture nuances specific to individual organizations and industries and, in addition, can be adapted for use in both
service and manufacturing organizations.
The profile section collects information on respondents' management level and functional affiliation. The organizational improvement section is
divided. The first part asks individuals
to rate what they think are the critical
determinants to their organization's future and continued success. The second part assesses the extent to which
the current performance measurement system supports those critical
determinants. Both parts of this section use a seven -point Likert rating
scale.
The performance measures section
also is divided. The first part ascertains the importance of specific measures to the organization's long -term
success. The second queries the degree to which the organization currently is emphasizing that measure.
Again, both parts use the seven -point
Likert scales.
Data analysis available from the
PMQ. Four types of analyses are availMANAGEMENT ACCOUNTING /NOVEMBER 1994

PERFORMANCEMEASUREMENTQUESTIONNAIRE
For a complete questionnaire contact the authors.

PART II: PRODUCTION IMPROVEMENT
Left Hand Scale
The following list presents areas in which many companies are trying to improve manufacturing effectiveness. For each of these areas, circle the number on the left hand scale
that indicates your opinion of the relative degree of importance that improvement in this
area has for the long -run health of your company. If you feel that improvement in the area
is of little or no importance to your company, you should circle the "1" on the left hand
scale for that item. If you believe, on the other hand, that improvement in the
named area is of very great importance to your company's long -term health, you should
circle the "7." When your opinion is that the item is somewhere between the two extremes,
you should circle the number that reflects its relative position.
Right Hand Scale
On the right hand scale, circle the number that corresponds to the extent to which you
feel current company performance measures support or inhibit improvement in each of
these areas.
IMPROVEMENT AREAS
Effect of Current
Long -Run Importance
Performance Measures
of Improvement
on Improvement
Non e > > > > > > > Great

Inhibit > > > > Support

1 2 3 4 5 6 7

QUALITY

1 2 3 4 5 6 7

1 2 3 4 5 6 7

LABOR EFFICIENCY

1 2 3 4 5 6 7

1 2 3 4 5 6 7

MACHINE EFFICIENCY 1 2 3 4 5 6 7

1 2 3 4 5 6 7

NEW PRODUCT
INTRODUCTION

1 2 3 4 5 6 7

1 2 3 4 5 6 7

VOLUME FLEXIBILITY

1 2 3 4 5 6 7

1 2 3 4 5 6 7

PRODUCT MIX
FLEXIBILITY

1 2 3 4 5 6 7

1 2 3 4 5 6 7

PRODUCTTECHNOLOGY 1 2 3 4 5 6 7

PART III: PERFORMANCE FACTORS
Left Hand Scale
The following list presents factors by which many companies attempt to evaluate their
performance. For each of these manufacturing "performance factors," circle the number
on the left hand scale that indicates your assessment of how important achieving excellence in this factor is for the long -run health of the company.
Right Hand Scale
On the right hand scale, circle the number that corresponds to the extent to which you
feel the company presently emphasizes measurement of each performance factor.
PERFORMANCE FACTORS
Importance of
Performance Factor

Company's Emphasis
on Measurement

None > > > > > > > Great

None > > > > > > > Major

1 2 3 4 5 6 7

INVENTORY
TURNOVER

1 2 3 4 5 6 7

1 2 3 4 5 6 7

CONFORMANCE TO
SPECIFICATIONS

1 2 3 4 5 6 7

1 2 3 4 5 6 7

COST OF
QUALITY

1 2 3 4 5 6 7

1 2 3 4 5 6 7

MANUFACTURING
LEAD TIMES

1 2 3 4 5 6 7
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able from the data: alignment, congruence, consensus, and confusion.
Alignment analysis examines the
congruence of an organization's strategy, actions, and measures. The results from the improvement and performance measures sections are
ranked. The measures and actions that
fall into the top and bottom quartiles
are then studied to determine how well
they match and support the organization's strategy.
Congruence analysis is a more detailed analysis investigating how well
the existing measurement system supports actions and strategies. Comparisons are made between the results of
the two rating scales for associated
questions within the improvement and
performance measures sections. The
questions compared for each improvement area (quality, labor efficiency,
and so forth) are: How much improvement is needed in specific areas for the
organization's long -term success, and
do the existing measures support improvement for the identified area?
The questions compared for specific performance factors (inventory
turnover, cost of quality, and so forth)
are: How important is performance on
the factor and how much emphasis is
given by the company to that performance factor? The first question in
each section heads the left hand column and the second question heads
the right hand column on the questionnaire. They are referred to as left and
right side scores.
A "gap" is said to result when there
is a higher left side score than a right
side score. When this gap occurs, it
suggests that a factor that may be important to the organization's success is
not being measured adequately nor
monitored by the measurement system. An opportunity exists for the organization to enhance its measurement system by adopting new
measures focusing on the areas identified through the PMQ as critical for
success.
A "false alarm" exists when an item
has a higher right side score than a left
side score. Here, a factor is being measured and is receiving a great deal of
attention by the organization under its
performance measurement system,
but is considered to be of little importance in terms of assisting improvement. When many false alarms exist,
the organization appears inefficient,
and it may be appropriate to discontinue the use of some measures classified
as false alarms.
Consensus analysis classifies and ex-

The authors discuss quality performance
measures with Jon Zinck at Bull.

amines the data by management level
and functional area. It provides a check
on the alignment and consistency of
subgroup beliefs. Large discrepancies
or variability between groups may suggest that poor communication or a lack
of consensus exists within the organization concerning its purpose, objectives, and the accomplishment of these
objectives. The discovery of such situations provides a signal to upper management that the organization's message is not getting across or well
understood.
Confusion analysis provides factor
information regarding the degree of
variation in responses and the relative
consensus of opinion. It ranks responses by their standard deviation rather
than by their mean, which is how they
are ranked in the other analyses. Factors with low standard deviations have
high agreement, while factors with
high standard deviations have low
agreement.

tions are complementary, there is a
greater likelihood that the organization will receive the correct feedback.
The quest for continuous improvement through feedback provided from
the performance measurement system is an essential ingredient in the formula for success. (See sidebar, Attributes of Good Performance Measures.)
Although continuous improvement is
considered a necessary element for
achievement, it is not sufficient. Depending on the market environment,
improvement may have to occur at a
faster pace than competitors'. The
PMQ helps facilitate the learning required to either keep up or outpace the
competition and to improve one's own
relative standing.
As stated, there are some common
attributes that good performance measurement systems contain. No one
measure or general set of measures,
however, will work in every circumstance or for every type of organization. An organization's culture, level of
abilities and competencies, and access
to resources may cause differences in
how the organization chooses to conduct its business and the success it enjoys with the method it has selected.
There also may be multiple means for
accomplishing equivalent organizational objectives with varying performance measures.
The Performance Measurement
Questionaire can assist an organization in understanding the effectiveness
of its existing performance measures
and how they can be aligned to strategies and actions through the use of the
PMQ. After all, the more correct the information a business entity has about
itself, the more competitive it can
become.
IN

BENEFITS OF BETTER
ALIGNMENT
n terms of being a vehicle for continuous improvement, the PMQ
can assist organizations in clarifying areas for improvement. The PMQ
can:
• Identify measures yielding little
benefit yet consuming resources or
uncovering the critical areas in
which measures are needed,
• Determine the extent existing measures assist improvement, and
• Provide a framework and starting
point for aligning measures with desired improvements.
When an organization's performance measures, strategies, and ac-

Paul McMann, CMA, CPA, is a doctoral
candidate at Boston University. He is a

member of the Boston Chapter, through
which this article was submitted, and
can be reached at (617) 353 -7115.
Alfred f Nanni, Jr., Ph.D., is the Marriott Professor of Accounting, Babson
College. He is a member of the Boston
Chapter and can be reached at (617)
239 -230.

TR. Dixon, AJ. Nanni, and T.E. Vollman. TAe New
Performance Challenge: Measuring Operations jar
World -Class Competition,Business One Irwin,
Homewood, Ill., 1990.
Mose interested in having the PMQ administered
by one of the authors should contact Paul McMann.
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IMPLEMENTING
THE QUALITY
PROCESSAT
SOUTHWIRE
COMPANY
Management accountants keep score and play a major role.
BY GILDA M. AGACER, DONALD
W.BAKER,CMA, AND LES MILES
outhwire Company, founded
in 1950, is America's largest
wire maker, with an annual
revenue of $1.3 billion. Southwire employs 5,000 persons at 17 facilities around the world. It has nine service centers and a truck fleet of 80.
Iake many large companies, Southwire has a quality process, Quality
Through Business Excellence. The
company has developed a corporate vision and philosophy as a basis for the
quality process. Southwire sees itself
in the future as a world -class organization in which teamwork continuously
improves its people, profitability, and
product and service quality. It has
adopted the following corporate philosophy:
■ To design, produce, and market
products and services that exceed
customer expectations.
■ To create an environment in which
personal involvement leads to individual satisfaction and continuous
improvement.
■ To achieve long -term prosperity
MANAGEMENTACCOUNTING /NOVEMBER 1994
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nation (see Figure 3) consisting of a
corporate quality steering committee,
quality improvement teams, and a
quality council. The steering committee, chaired by the president of Southwire, is made up of company officers.
Quality improvement teams are made
up of departmental /unit quality representatives. The chairmen of the quality
improvement teams compose the quality council, which works with the director of corporate quality in an advisory
capacity.

and success as a profitable business
competing in the world marketplace.
Southwire's quality process can be
summed up in the triangular graph
shown in Figure 1. The process includes the following values: customer
focus, integrity, dignity and respect,
powerful people, continuous improvement, and prosperity. Southwire recognizes that to achieve excellence it must
have leadership commitment, customer focus, continuous improvement,
measurement, corrective action, and
employee involvement, recognition,
and training and education.
Southwire identified three success
factors for business excellence -people, product and service quality, and
profits. To achieve business excellence, the company's people must be
involved. Product and service quality
means superior product performance,
100% on -time delivery, and low -cost
production. Profits mean prosperity,
not only for ownership but also for employees.
How will Southwire measure its performance in its drive to achieve business excellence? To discover how well
the company is doing, Southwire developed key indicators for business excellence (see Figure 2). It uses turn-

ROLE OF MANAGEMENT
ACCOUNTANTS AT
SOUTHWIRE
Wire is plied to make heavy cable at
Starkville.

over, safety, education, and involvement in the company's error -cause removal (ECR) program. Product and
service quality is indicated by data on
customer retention, customer complaints, service level, scrap /recycle
levels, and process improvement. Profits are measured by comparing actual
vs. plan, return on assets (ROA), market share, and value added per person.
To implement the quality process,
the company formed a quality organi-

he management accountants at
Southwire play a big role in the
company's drive to achieve business excellence. They are called on to
assume leadership in the areas of personal application, communication, and
public promotion. Personal application
includes involvement and visibility,
open door policy, customer visits, training and education, and benchmarking.
Communication involves developing a vision and a statement of mission,
clearly defining customer /product and
service relationships, writing newsletter articles, and attending departmental meetings. The vision the manage-

FIGURE1/QUALITYPROCESSCORNERSTONE
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FIGURE2/BUSINESSEXCELLENCEKEYINDICATORS

Product and
service quality

People,.

V

s T
• Turnover
• Safety
• Education
• Error -cause removal (ECRs)

r

• Customer retention
' Customer complaints
• Service level
• Scrap /recycle i
' Process improveme

ment accountants developed is to provide financial information that positively influences business decisions expected to lead Southwire toward its
goal of becoming a world-class company. To implement this vision, Southwire's management accounting staff

defined its mission: to establish and
oversee the implementation of sound
management accounting, tax, and financial reporting policies; to provide a
variety of relevant management accounting information; and to report
Southwire's financial results in a timely
and accurate fashion with a level of integrity above reproach.

The role of management accountants in the customer/ service relationship is portrayed in Figure 4. The customers have been identified- they are
the officers and senior managers,
board of directors, government agencies, financial institutions, and Southwire customers. These customers are
the recipients of various products and
services: accounting policy, financial
information, financial analysis, tax
planning and compliance, and compliance with credit agreements. The
products and services are to be delivered to Southwire's customers in a
timely manner, are to be accurate,
sound, and relevant, and are to have integrity.

pates actively in the com pany's plannin g p ro cess. The process starts with

developing a five-year plan in three areas— people, profits, and product and
service quality. Plans for the company's employees include training, certification, involvement, teamwork, and
recognition . The company believes
strongly that profits are a result of focus on customers, reduced cycle time,
and sound financial management.
Product and service quality results
from system enhancements, the error cause removal (ECR) program, and establishing accurate measurements.

ERROR-CAUSE
REMOVAL PROGRAM

T

he controller's accounting team
at Southwire is deeply committed to the company's efforts to

mote the company by attending regional and national quality conferences and participating actively in the
Institute of Management Accountants'
regional chapters and national organization.
In Southwire's drive to quality, the
management accounting team particiMANAGEMENTACCOUNTING/ NOVEMBER 1994

reduce cycle and error time. One of the
tools the company uses is the error cause removal program, developed in
the late 1980s to encourage employees
to anticipate and correct nonconformance. By anticipating and meeting
performance requirements , the company shows its customers its commitment to the highest quality standard.
More than 13,000 ECRs were submitted company -wide in 1992; 907 of
them originated in the Starkville, Mississippi, plant. Every plant selects its
ECR of the month; from this group is
selected the ECR of the quarter. At the
end of the year an ECR of the year is
chosen from among the four quarterly
ECRs. The criteria for selection as ECR
of the year include evaluation of the
ECR's contribution to cost savings and
to boosting employees' morale. The
Starkville plant's ECR of 1992 was sub-

FIGURE 3/QUALITYORGANIZATION
Corporate Quality
Steering Committee

Director
Corporate
Quality

Company Officers
Unit Managers

The third area in which management accountants play a prominent
part is public promotion . They pro-
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mitted by a machine operator from an
extruder line in the Building Wire Department. This ECR involved the set
Ling of the take -up on the operator's
machine. The operator adjusted the
setting, reducing downtime and scrap
and preventing lowering of production.
The adjustment also cut the average
wire breaks more than 50 %.
Every department participates in
the ECR program, including the Starkville controller's department. An example of an accounting ECR was the discovery of an error in a standard cost
program at the Starkville plant by an
accounting employee. The error was
causing inexplicable, large, unfavorable variances, which eventually affected the quality of reports from the accounting department.
The accounting department prepares several ECR reports. One of
them illustrates how ECR is being reported on a monthly basis. The report
shows the average ECR per employee
for a year. A standard number of ECRs
per employee is set at three per year,
and the employee's goal is to submit at
least three or better.
SCRAP PROGRAM
he scrap program was established in October 1992 at the
Starkville plant in response to
upper management's increasing demands for explanations on how and
why things are being done. The scrap
program became the foundation for
other programs such as usage, standard scrap, production, and production analysis.

Customers
Officers & Senn
Board
Managers
of Directorg

Products /Services

Requiremen
Accurate

Timely
Government Agenci

g Poli cy
formation

Zu

cial Analysis
Sound

Financial lnstit-

Relevant

anning
liance

Integrity
Southwire Customers

Because scrap percent is one of
Southwire's key indicators, the scrap
program plays an important role in the
company's quality process. Through
the scrap program, a plant is able to
identify and isolate high- scrap - producing areas and problems early in the
process to prevent costly waste. The
program involves analyzing scrap on a
daily basis and breaking it down by departments, machines, and product
lines. Identifying problem areas allows
management to investigate those areas
and take corrective action, for example, fixing a machine that produces
scrap over the company's standard lev-

with
dlt Agreements

el. The machine is examined to determine the cause of the problem, which
could be traced either to a physical defect or to a flaw in the process. Then
the problem is corrected.
Southwire's management accounting system supplies information on
scrap by scrap reports. Figure 5 is an
example of a scrap report by product
line prepared on a daily basis.
These scrap reports and other reports supplied to management by the
accounting system help the company
implement its quality process. In this
way, management accountants at
Southwire play an important role in the
company's drive toward business excellence.
■

FIGURE S /SCRAPREPORT BY PRODUCT

Southwire Starkville — power cable scrap

Gilda M. Agacer, Ph.D., is an assistant

Professor at the School of Accountancy,
Mississippi State University. She received her master's and doctoral degrees
from the University of South Carolina.
She can be reached at (601) 325 -1634.
She is a member of the Golden Triangle
(Miss.) Chapter, through which this article was submitted.
Donald W. Baker, CMA, CPA, recently retired as vice president - controller of
Southwire Company. He holds an MBA
from Murray State University. He served
as IMA's president for 1991 -92 and is a
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member of the Atlanta Chapter.
Les Miles is the controller for the
Starkville plant of Southwire Company
He can be contacted at (601) 324 -6652.
He is also a member of the Golden Triangle Chapter
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PERKS OR ABUSE?
BYCURTIS C.VERSCHOOR,CMA
scalating competitive practices
designed to motivate consumers
to increase their use of a particular credit card have resulted in sponsors "giving" goodies of ever higher
value. Credit purchasers can choose
among cards providing "free" gasoline, "free" frequent flyer miles, or a
discount on the cost of a motor vehicle
or computer hardware and software.
They can even choose to receive a
cash rebate.
Hypothetical Case: You are employed at Big, Small, and In Between
Company and are required to travel
and entertain. It has come to your attention that there are clubs giving
cash rebates of 20% to 25% for dining
at designated restaurants. Rebates are
available with the use of any major
credit card. For a $50 yearly membership fee, one club provides a dining
card user a listing of participating restaurants, Members must give the club
their credit card numbers through
which charges are tracked. The club
sends a monthly check written to you
personally for an amount calculated at
25% of the food and beverage portion
of your total restaurant tab.
Another program you can join also
costs $50, but gives a 20% discount on
the entire tab, including cover charges, drinks, taxes, and tips.
What is attractive in such offers is
the confidentiality of these clubs. No
one knows the card user is saving
money because there is no embarassing fumbling for a discount coupon
card. These people would include your
business associates, clients, vendors,
and potential employees. Of course,
your employer using a bill showing
100% of the total retail charges for reMANAGEMENT ACCOUNTING/NOVEMBER 1994

diners' club income? Is it unethical to
have airline loyalty for your personal
benefit?
Using this column as a forum, we ask
our readers to judge whether the case
presented is an ethical dilemma. Please
respond with your views by writing the
author at 231 Wyngate Drive, Barrington, IL 60010. Or fax (312) 362 -6208,
or Internet Cverscho ® WPPOST.DEPAUL.EDV., or call (312) 362 -6903.
We will publish your responses in a later
column. Thank you for your participation.
Curtis Verschoor, Ed.D., CMA, is professor of accounting, DePaul University,
Chicago, M. He is a member of the Ethics Committee and the Northwest Suburban Chicago Chapter.
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MicroMash CMA REVIEW.
• Complete computerized review for the CMA Exam,
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• 100% money -back guarantee you'll pass the next time.
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imbursement purposes would never
know that your real final cost was just
75% or 80% of the bill that was submitted. Also, unless you volunteer the information, the IRS has no way of
knowing that you may have received
cash income for 20% to 25% of your restaurant expenses. Thus, the cash rebate could result in tax -free income.
When you are sent sign -up information you notice that the restaurants
listed are highly priced. But you quickly realize that the more you spend on
reimbursable meals and entertainment in establishments participating
in the dining card program, the larger
the personal gain.
In addition, because of your travel
schedule you are considering participating in an airline frequent flyer program. By remaining loyal to one airline your additional miles can mean a
future free vacation. You understand
that boosting your frequent flyer miles
might result in choosing flights regardless of cost.
If you participate in these programs
is it necessary to reimburse Big, Small
and In Between Company for the cash
rebates? Pay federal income tax on
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ACCESS
f you are looking for a user- friendly, PC -based database package, Access from Microsoft is definitely
one to consider. Access is based on
the relational database model and has
the power needed to perform database
functions quickly and efficiently.
Databases capture and organize information needed to make business
decisions in a format that avoids duplicate information storage when possible. For example, a bicycle retailer
must keep detailed records such as
description and purchase price on
products ordered, products received,
and products sold. Instead of maintaining the product description and product purchase price information on
each product in three separate files
(products ordered file, products received file, and products sold file), a
product database table can be set up.
It can be referenced when creating
product purchase order reports, receiving reports, and products sold reports. The product table can be accessed to provide answers to ad hoc
management questions such as "Identify all products with purchase prices
greater than $100" or "How many
types of bicycles does the retailer
stock ?"
A relational database model views
information as organized in a table format with rows and columns. For example, number, description, and purchase price information about each
product can be stored in a product table. This table would list all product
numbers in the first column, product
descriptions in the second column,
and product purchase prices in the
third column. In each row, you would
find the number, description, and purchase price of one product.
64

Access 2.0 requires a 386 machine
with a hard disk containing at least
19MB of free space and at least 6MB
of RAM (preferably 8MB), a mouse, a
VGA or EGA display, and Windows 3.1
or later or MS-DOS 3.1 or later. Access
can be installed on a single machine or
on a local area network.
In addition, Access has an open database connectivity interface application in case you want to connect to
SQL database servers from Access.
Access allows you to import data from
several major database competitors
(Paradox, dBASE III, and dBASE IV,
Btrieve, etc.), other Access databases,
spreadsheets, and text files. You can
export data from Access tables to text
files, spreadsheets, and any of the database formats discussed earlier. You
also can export database objects to
other Access databases.
A word of caution when importing
spreadsheet data — Access chooses
the data type for each field based on
the data in the first row it imports.
Thus, if a field that contains mostly
text values has a number in the first
row, Access will choose the Number
data type, and you will not be able to
import the rest of the records. Another potential problem to consider is that
Access follows relational algebraic
structure and thus will not allow you
to import records containing duplicate
values that would be stored in the primary key of the destination table.
Access breaks down the database
management into five parts — table,
query, form, report, and macro. The
table function organizes the information about a subject into rows and columns. The query function is used to
fulfill ad hoc requests about information in the tables. The form function allows you to input information into a table, view this information, and print
the information in an attractive format

with special fonts and other graphic effects such as color and shading.
Access users find the report function helpful when they are printing information used regularly. One report
design can be created and saved to
use again with updated information.
Finally, the macro function automates
repetitive or routine Access tasks.
To design an Access database application, you begin by determining the
purpose of the application and identifying what information the application
will store. To illustrate, let's use a payroll application that will include all employees, personal information about
the employees, and the department
each employee is assigned to.
Next, divide the information into
separate subjects (or tables) and then
determine which attributes (or fields)
will be stored in each table. Our payroll example will have two tables, employee and department. In the employee table, we will store employee
number, name, address, phone number, department number, and salary.
In the department table, we will store
department number, department
name, and department manager.
Finally, identify the relationship between the tables. For example, assume our company has a rule that
each employee is assigned only to one
department, and each department
may have several employees.
Once the design stage is complete,
this information can be entered easily
into Access using the table function.
As each field is entered, Access requires that a data type be specified for
the data. This control function identifies what kind of values to allow in the
field and how much storage space will
be set aside for the values stored in
that field. For example, a numeric data
type with the length of 12 may be specified for the employee number field.
Access then uses this information to
prevent any employee numbers containing alpha characters or more than
12 digits from being entered into the
employee table.
Other helpful features of the Access table function include the ability
to specify default values and validation
rules for data in a specified field, field
index verification to ensure that primary key fields do not contain duplicate
data, and Table Wizard, which gives
sample tables and fields.
A significant selling point of a relational database is its ability to answer
all types of ad hoc requests simply and
quickly. Consider the following ad hoc
requests for our payroll application:
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be more time consuming because you
must add all text boxes, labels, and
controls on the report yourself.
Access macros can make your
forms, reports, and other database objects work together more intelligently.
For example, macros can automate
routine or repetitive tasks such as
printing biweekly payroll reports.
Macros also can offer versatile customizing capabilities such as complex
data validation rules for forms.
Although the five basic functions
described above help make your work
easier, the real heart of Access lies in
its special features and highlights.
They include usability, query functions, and the ability to incorporate
text, pictures, and sounds.
On -line help pages, known as cue
cards, lead you through a variety of
common tasks such as creating a query. The manuals are clear and well
written, providing comprehensive applicable examples. Using only the cue
cards and manuals as guidance, our
students at the university were able to
create tables, forms, reports, and queries with outstanding results. Many relational database management systems require the user to know SQL
language. With Access, all queries can
be coded without SQL knowledge, although experience working with SQL
language may speed up the query development process slightly.
The software's object linking and
embedding (OLE) function allows you
to add and edit objects that you have
created in other Window applications
such as pictures, graphs, documents,
and spreadsheets. For example, you
can create an Access report and then
add a narrative created in Word to analyze the report results. You can add
an Excel graph showing the increase
in payroll expenses to an Access payroll report. You can include employee
pictures on their employee information forms created with Form Wizard
technology. Finally, if you have installed a sound card on your computer,
you can add recorded sounds to any
Access report or form. One potential
security control for a payroll application is a recording of each employee's
voice. The payroll distribution clerk
then can verify employee identity by
voice if necessary.
Although Access' usability has received rave reviews from software experts, you should consider one major
area before purchasing Access: processing speed. To measure database
performance, you should examine
how fast a system can load data from

an existing file, index the data, query
the data, and print reports containing
the data. Access does an outstanding
job in printing reports, significantly
faster than its nearest competitor in
this category, Lotus Approach for
Windows 2.0. However, Access performance speed lags behind that of its
leading competitors, Borland's Paradox or Lotus Approach, in the ability
to load data from an existing file, index
the data, and query the data.
The number of PC -based relational
database packages has increased
greatly in the past three years. If you
are looking for a database package
that is extremely easy to use and has
acceptable performance, you will be
happy with Microsoft's Access. However, if query speed is critical for your
database applications and you are willing to put in the additional work to
learn the software, you may wish to
consider competing database packages.
For more information, contact Microsoft via mail at Microsoft Corporation, One Microsoft Way, Redmond,
WA 98052 -6399 or by phone at (800)
426.9400 or (206) 882 -8080.
Diane Janvrin
University of Iowa
Ames, Iowa
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list all employees earning more than
$50,000 or identify the departments
and managers of all employees earning less than $20,000. Most novice
computer users could follow Access
directions to answer the first request
because it involves accessing only one
table —the employee table. Users trying to answer queries accessing two or
more tables, such as the second request, will discover they need to master additional Access procedures. Borland International's Paradox produces
queries involving two or more tables
easier and faster than Access.
Access forms can be used to enter,
change, view, and print data. If you design a form carefully, you can use the
same form to do all these tasks. For
example, you can use a form to enter
information about a new employee.
Later, the same form can be used to
record the new employee's address
change. Finally, the updated form can
be printed out so the new employee
can verify all employee information.
Access also allows you to use one
form to enter, change, view, or print
data from one or more tables. To illustrate using our payroll example, a
form listing name, address, and pay
rate from the employee table and department number and description
from the department table would help
in reconciling department payroll totals to the cash disbursement file.
Access makes designing basic
forms very user - friendly with its Form
Wizard, a special builder that creates
a form based on your preferences.
Form Wizard also allows you to make
simple changes to the form's design
and to preview and print the form. Design flexibility is increased if you
choose to build an Access form from
scratch, but the increased design flexibility must be weighed carefully
against the extra time required to
build the form yourself.
The report function is used when
you want more control over the data
displayed and greater flexibility in presenting summary information. For example, in a report that shows payroll
totals by department, you can compute the total for each department and
calculate its percentage of the total
corporate payroll.
A very useful Access tool for report
design is the Report Wizard, which
creates a report based on the information you provide. Report Wizard also
allows you to preview and print any report design quickly. Creating a report
without Report Wizard gives more
flexibility, but report preparation can

♦ 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
Axtell Development Corporation
360 N. Hayden Road, Scottsdale, AZ 85257

Tel. (602) 255 -0508
Fax (602) 970 -6355
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SOFTWARE
SAP AG has brought out Release 2.2
of its R/3 suite of business applications. The release adds new functionality to the complete line of R/3 client /server software, including new
business processes and industry-specific capabilities that address information management requirements of
manufacturing logistics, sales and distribution, and finance departments.
The most important new capabilities
are the enhancements to the R/3 Manufacturing applications, providing extended functionality for both repetitive
and discrete manufacturers. An activity-based costing module is included.
With Release 2.2, R/3 documentation
is available in the Microsoft Windows
3.1 help system, so the user has immediate on -line access to more than 100
manuals in the R/3 System documentation library. SAP is extending the R/3
Logistics System to cover corporate
enterprise resource planning and integrated supply chain management.
Circle No. 60
PeopleSoft, Inc. has introduced PeopleSoft Purchasing, a feature- and function -rich application designed to meet
large organizations' requirements for
requisitioning, purchasing, and receiving raw materials, supplies, services,
products, and assets. The new module
expands the Financials integrated
suite of client /server financial management applications. It automates the
purchasing process from requester to
buyer to supplier and integrates with
the accounts payable module.
Circle No. 61
FourGen Software is shipping Visual
Financial Analysis (VFA), the first in a
series of upcoming decision support
tools to be offered in FourGen's new
66

Visual product line. VFA and FourGen
Enterprise Financial and Order Cycle
applications integrate to provide data
flow between a UNIX -based server and
a Microsoft Windows client, allowing
decision makers to display information
from a database graphically. Using
spreadsheets, word processors, and a
variety of other Windows -based tools,
executives can access financial and order information throughout the organization from the enterprise level down
to the sector, division, business unit, or
store level.
Circle No. 62
Software Solutions has made available barcoding technology for FACTS,
software for the wholesale- distribution
industry. The new barcoding modules
help with everything from data collection and shipment processing to producing labels and stock receipts and
handling inventory cycle count. With
the modules, orders can be tracked as
they travel through the warehouse,
and data can be reviewed on screen.
The barcoding modules integrate with
the FACTS system. FACTS interfaces
to a wide range of hardware, including
numerous barcode printers, stationary
and hand -held collection terminals, radio-frequency devices, and various bar code scanners.
Circle No. 63
Apian Software has introduced SURVEY PRO FOR WINDOWS, an all -inone survey design and information
gathering and analysis package. Based
on the concept of user - defined, reusable questionnaire "tiles," it supports
an integrated- module approach to the
survey definition, execution, and management processes. Questionnaire design, database answer entry, and management analysis and reporting are
closely coupled so that survey specifi-

cations need be made only once. Then
they are propagated automatically
throughout the entire resulting system. With this software, users can
measure customer satisfaction, determine training needs and effectiveness,
or conduct market research. Reports
can contain up to 250 tables or bar
graphs, verbatim text or full tabulation
of short answers, and statistics.
Circle No. 64
SRC Software has made available the
Budget Advisor for Windows, financial
planning and reporting software written in a spreadsheet environment. It allows users to budget with any methodology and report on any data in any format desired. New and improved features include cross - platform capabilities, enhanced download and mapping
programs, and improved network setup for individual users. For a free demo
package, call (800) 5443477.
Circle No. 65
Helmsmen Group has launched Project Newport, a financial reporting system for small businesses. It takes information from general ledgers, spreadsheets, field office reports, and other
sources and combines it into a common database of financial information
that can be accessed quickly and easily
at the PC level_ Newport also works on
a number of LAN systems. With the
software, executives can track current
financial status and project specific
scenarios that may arise in the future.
Circle No. 66
MoneySoft, Inc. has introduced Buy Out Plan version 6.0, a software system
that helps users develop a feasibility
study, produce a financing plan, and
prepare a professionally written proposal for a business acquisition. Designed for merger and acquisition professionals such as members of corporate development and finance departments, Buy -Out Plan's structure,
documentation, and flexibility also allow the system to be used by less experienced business buyers. It has two
main components —the Analysis Section, which walks the user through the
acquisition evaluation and planning
process, and the Report Writer Section, which assembles the information
gathered in the Analysis Section into
an easy - to-read narrative format.
Circle No. 67
Automation Consulting has developed a new software product for auditors. Operational Auditor is a DOSMAN AI itN I N 1 A l. WUN 1 1N 1r /N Uvr - A% Dr C M4

based audit system that runs on any
PC, including portables. It automates
most of the steps that an auditor performs, including the entrance interview with the area manager, testwork
sampling, assigning audit ratings, and
logging the time spent during the audit. It speeds up fieldwork, organizing
the compiled information, and reporting the conclusions.
Circle No. 68
Software Publishing Corporation
has unveiled Harvard® ChartXL, a sophisticated Windows data charting application that enables users to analyze
and communicate spreadsheet data visually. The product offers 183 two- and
three- dimensional chart types, in Business, Statistical, and Technical categoties, coupled with powerful mathematical capabilities. It integrates with
existing Windows applications, including spreadsheets, word processors,
and page layout and presentation
graphics programs, and also provides
a powerful built-in spreadsheet and 3D "what-if' analysis tools. To help users select the most appropriate chart
type for their data, the software includes a Graph Gallery Advisor, which
offers a brief description of each chart
and information on effective usage.
Circle No. 69
Q -West Associates has begun shipping version 2.0 of Money Maker for
Windows, its securities and portfolio
management software. This update focuses on significant new features for
the Portfolio and Technical Analysis
components. Portfolio assembles and
tracks stocks, options, mutual funds,
bonds, and futures. Key new features
include on -line access to CompuServe
for the automatic downloading of security prices and to Prodigy's Quote
Track files; two- and three - dimensional
graphs; and a cash account portfolio to
assist in managing the cash flow
among all security types. The Analyzer
component builds step -by -step analyses of stocks, options, bonds, mutual
funds, futures, real estate, and financial
goal planning.
Circle No. 70
MI Software has developed the Express® Financial Management System
(FMS) for Windows, the first on -line
analytical processing (OLAP) financial
application for comprehensive, enterprise -wide financial management.
With the Express multidimensional
data engine at its core, the system accesses data from a variety of sources
MANAGt;MtNT ACCO UN' nNG /NOVEMBER 1994

in a distributed environment while controlling the integrity of financial data
through a common data dictionary and
a common set of business rules. It also
streamlines the budgeting and planning process and complements existing general ledger and transaction processing systems with more than 100
modeling and data manipulation functions for allocations, simulation, and
data validation.
Circle No. 71
Larkspur Data Resources has released its new CD -ROM product, the
Pension /Benefits DataMastei , which
comprises the Department of Labor's
entire database of 700,000 pension,
profit-sharing, and employee benefit
plans. It includes data on plan location,
size, features, and service professionals, as well as detailed financial information regarding the private pension /benefits market. The CD is
available in MS-DOS, Windows, and
Macintosh versions and operates on
standalone PCs and across industry standard networks and workstations.
Circle No. 72

EQUIPMENT
Pitney Bowes has introduced Mail
Center 20009, electronic softwarebased solutions to mail generation,
preparation, and finishing. Mail Center
2000 includes three components. The
PARAGON® mail processor sorts and
weighs mail at high speed, eliminating
most manual processing. ADDRESSRIGHT, an integrated addressing and
mail list management system, prints
the addresses, ZIP +4 codes, and POSNET bar codes directly on each piece
of mail. SPECTRUM, a tabletop inserting system, collates, folds, seals, and
inserts material at speeds up to 4,000
pieces per hour. The system handles
500 to 20,000 pieces of mail a day.
Circle No. 73
NOBEL Computer Systems has developed video-based training programs to support RealWorld accounting software. The lessons on the six
videotapes cover RealWorld accounts
payable, accounts receivable, general
ledger, and a Getting Started lesson for
system managers. The accounts pay-

No other fixed asset management
program goes the extra mile like
BNA's. This package performs more
automatic calculations, including
Sec. 179 expense and application of
company limit, determination and
enforcement of the Mid - Quarter convention, and FASB 109 depreciation
projections. And with all these
and power, you get the "taxpertise"
of BNA. Call 1-500- 372 -1033 for your free Working
Model. Do it today!
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able and accounts receivable lessons
are further divided into a system supervisor lesson and a bookkeeper lesson. Videotapes are segmented so subjects can be referenced easily.
Circle No. 74

TECHNOLOGYNEWS
In a move to augment its strategy to expand into and capitalize on world -

growth market opportunities, IMRS®
Inc. is now selling and supporting its
client /server financial management
software in Southeast Asia. Through
an agreement with DELTEQ Systems
Pte. Ltd., a leading Asian market distributor of computer systems and software, IMRS has extended its worldwide marketing reach to a total of 23
countries. DELTEQ's growing business in SYBASE /RDBMS and IMRS'
membership in the Sybase Open Solutions Value Added Resellers Council
strengthen the distribution partnership.
MicroMash @, leading developer
and provider of computer -based accounting education products, has ac-

quired the assets of OC3 Inc., the provider of video and live CMA Review
and CIA Review exam preparation
products. In doing so, MicroMash has
positioned itself to offer multimedia instruction. The OC3 video series consists of Primer, Review, and Tune -Up
segments, each with an individual
workbook. OC3 also conducts live twoday Cram Courses in numerous cities
across the United States.
PeopleSoft, Inc., a leader in client /server business applications, recently was cited by Fortune magazine
as the fastest - growing software compa-

ny in America. The company was
ranked No. 26 in Fortune's annual list
of the 100 Fastest Growing Companies, in the August 8, 1994, issue.
Prentice Hall Professional Software has created its own forum on
CompuServe, designed specifically to
serve Prentice Hall customers. The forum will provide technical tips, enhancements, and file patches. Users
will have electronic mail communication with Prentice Hall's support staff
24 hours a day. Initially, access to the
forum will be offered to all customers
who have Prentice Hall applications

with time- sensitive updates, such as
business tax, payroll, and depreciation
software. To access technical tips and
files for a particular software package,
accountants need a current maintenance contract for that product.
Sigma Imaging Systems and Computer Sciences Corporation have
agreed to a business partnership under which CSC's consulting and sys-

tems integration unit, CSC Consulting,
will market and provide consulting
services for Sigma's OmniDesk® imaging and work flow solutions. CSC also will market and support the Omni Desk HomeWorkstation', Sigma's
new image-enabled telecommuting
product.
Flexilnternational Software, Inc.
(formerly FlexiWare Corporation), a
leading provider of object - oriented, client /server financial management systems, has acquired the development
staff and selected assets of Taunton,
Massachusetts -based OpenSoftWorks,
Inc. OpenSoftWorks' object - oriented
programmers will continue to work out
of the same office in Taunton, which
now becomes a Flexilnternational Software product development facility.
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Sandi Smith

Steven T. DeLorenzo, CMA, New
York, has been named assistant treasurer of The Hearst Corporation. In addition he will continue as assistant corporate controller and director of
consolidation and corporate reporting
with offices at the Hearst Service Center in Charlotte, N.C.
Sandi Smith, CMA, North Dallas, has
been elected president of the Dallas
Dance Council.
Marianne V. Kocis, Pittsburgh,has
been promoted to manager of foodservice acquisiti0n financial Control at
Heinz U.S.A., a division of H.J. Heinz
Co.

1NMEMORIAM
Lehigh Valley, M. G. Hartzell, EIA 1977.
Los Angeles, Eugene G. Mauney. ELA, 1967.
Member -at- Large, USA, John F McNeil, 1962;
Robert M. Warner, 1960.
Mt Rainier, Scire D. Buell, EIA 1979,
New Hampshire, Richard W Lott, 1994.
Piedmont Winston - Salem, J. W. Teague, 1961.
Providence, E. L, Masterson, FLA,1973; Charles
McTammany. ELk 1982; Norman E. Horan,
F.LA, 1965.
Raritan Valley, Paul H. London, 1973.
Reading, G, J Meyers, ELA, 1977; Raymond P
Ulmer, EIA. 1968.
Syracuse, W G. Pestell, ELA, 1982.
Westches ter, C. L Orcutt, ELA 1978,
Westmoreland C ounty, Frank D. Byers, E LA.
1970.
Wichita, D. E. Ferguson, ELA, 1963; Robert P.
Gwinn, EIA 1974; Joseph C. McGlinchey, EIA
1964_
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BUSINESS
OPPORTUNITIES

BUSINESS
SERVICES

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- 788-1509or
mail to:

PROFESSIONAL LIABILITY

CREATE THE SECURrIY OF
YOUR OWN PRACTICE
We provide extensive training in
marketing, client processing and
practice management systems.
Plus unique, proprietary client
write -up software and network of
experienced colleagues.
SPECIAL OFFER
Fifty appointments with prospective clients to help you get established. Financing available.

TAX -FREE
FINANCIAL
OPPORTUNITIES
Incorporation, banking and trust
in the Cayman Islands. Take advantage of this off -shore tax -free
environment.

F-O-R-T-U-N -E Personnel
Consultants of Columbia, Inc.
P.O. Box 23728, Dept MA
Columbia, SC 29224
Our client companies
pay our fees.

5+YEAR ASSOCIATE SOUGHT
FOR CUTTING EDGE OPPORTUNITY with leading insurer
writing professional insurance.
The position has two components. The first component entails managing and developing
our relationships with major accounting organizations, including understanding of their risk
management practices, procedures, and organizational structures and governance on a worldwide basis, in addition to monitoring claims and managing our
relationships with underwriters
representatives.
The second component is to further develop opportunities for liability coverages on an integrated
risk basis (blending finite risk
and transfer of risk) for major
professional organizations.
Our organization, A+ rated from
Best and AAA rated by Standard
& Poor's is a leading worldwide
provider of custom designed insurance programs. Compensation is commensurate with experience with significant bonus
potential.
To successfully qualify the candidate must possess experience
and interest in professional liability coverage, financial analytical
skills, an ability to successfully interface with insurance brokers,
senior partners of majors firms
and companies, and a flair for
marketing.
Please send resume to:
Zurich Insurance Group
Attn.: ZASPro
1 Liberty Plaza /53rd floor
New York, New York 10006

Call 1- 800 -277 -8140
to order a 25 page
information booklet
Foreign Shores.

COMPREHENSIVE®
The Accounting Network
1- 800 - 323 -9000
OVERHEAD EXPENSE
REDUCTION
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
AINMENT
SOLUTIONS, INC.
(502) 429 -5011
TIRED OFTHE
CORPORATE
RAT RACE?

SOFTWARE
ABC /ABM SOFTWARE
Activity AnalyzerTM for Windows.
Integrated activity, process and
product costing for manufacturing and service industries. Lets
you create processes, activities,
cost drivers, performance measures and attributes for multidimensional activity and process
analysis.
Lead Software, Inc.
158 Greenfield Drive
Bloomingdale, IL 60108
(708) 351 -5155

ACCESSORIES

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, internal processing procedures, and much, much
more.

THERMANLEATHER
OUTLET SOURCE
Free Catalog..
Featuring the finest Leather Attache Cases, KaryonTM Audit Bags
and More.
Call 800- 527 -9667

Call 800 -338 -0778
for details.
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Reachhundreds
ofthousandsof
corporate
accountantswith
yourproduct
orservice.
Call our advertising representatives:
Peter McGrath or Jim Hart
Management Accounting
10 Paragon Drive,
Montvale, NJ 07645 -1760
Tel: 1- 800 -638 -4427;
FAX # (201) 573 -0639

Copy: All advertising must be submitted in
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TRENDS

IN EDUCATION

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

ASSESSMENT OF
ACCOUNTING
EDUCATION -PART II
ALISON L.DREWS- BRYAN,CPA,
AND JAMES R. DAVIS, CMA
ssessment carried out for learning purposes should be based
upon a clear and precise idea of
a program's goals and an understanding of underlying decisions. Clemson
University's School of Accountancy recently performed a voluntary assessment for learning purposes prompted
by the faculty's desire to evaluate the
existing curriculum prior to considering changes. Three reasons existed for
the faculty to consider curriculum and
course changes:

A

■ The general agreement with the Accounting Education Change Commission's document, "Objectives of
Education for Accountants" (1990);
■ General dissatisfaction with the
skills and knowledge level of students in senior -level accounting
courses, and;
■ The passage in South Carolina of a
150 -hour educational requirement
to sit for the CPA examination.
The University's Office of Assessment provided individual departments
an opportunity to survey their own
alumni in conjunction with a survey being sent to all recent alumni and those
graduating five years earlier. Subsequently, a questionnaire was developed by the School of Accountancy
based on the Commission's 1990 document because that is the anticipated
direction for curriculum and course
change. Alumni were asked how helpful their accounting education was with
72

respect to various skills and abilities in
accounting and general intellectual development. They also were asked how
well prepared they perceived themselves to be in these same skill and
knowledge areas compared to their
peers from other institutions.
Although the response rates were
low -35% for the earlier accounting
graduates and 28% for the more recent
accounting graduates—there is no reason to believe that the responses are
not representative of the respective
graduating classes. Other assessment
techniques generally support the findings and conclusions from the alumni
survey.
No significant differences in responses were found between those
with and without the CPA certification
or between male and female respondents. While the responses by year of
graduation indicated directional improvement toward the more recent
curriculum, statistically significant differences were only found for the degree of helpfulness in general knowledge development Surveyed alumni
from the more recent class with less
rigorous mathematics requirements
were three times more likely to rate
their education as very helpful in the
area of general knowledge than the
earlier class. The mathematics requirements in the earlier curriculum
had been a continual source of complaint by accounting majors while they
were students.
The lack of statistically significant
differences in responses between the
two alumni classes in the other skills
and knowledge areas led to two general conclusions. The first was that merely adding specific courses to cover an
area did not necessarily bring about
improvements in the knowledge and
skills in that area, at least as measured
by alumni perceptions. The later curriculum replaced a technical writing
course with a business writing course,
added a business ethics course, and
added additional business and accounting courses. As corrective action,
the faculty is undertaking to reinforce
nonaccounting knowledge and skills
within the accounting courses by integrating relative topics into course content and methodology.
The second general conclusion
was the desirability for improving all
the skills and knowledge areas with
some areas eliciting more priority
than others. Prior curricula had been
changed in an attempt to improve
knowledge and skills related specifically to computers and communica-

tion, but areas such as general intellectual abilities (critical thinking, for
example) and interpersonal skills
(working in groups, for example) had
not specifically been addressed. Other assessment activities supported the
need for addressing these two areas
as soon as possible.
In addition, the survey results for
the area of organizational and business
knowledge were particularly disappointing because both curricula had
been changed to satisfy existing accreditation requirements. Despite the
changes, alumni perceptions had not
improved.
Both curriculum and course changes are now being undertaken in an effort to improve the experience of accounting majors, specifically in areas
of computers, communications, and interpersonal skills. As a side benefit, the
experience of all business majors taking accounting courses also should improve.
Among other changes, the two-semester principles of accounting course
has been redesigned with a focus on
decision making for which students
will need more organization and business knowledge. The redesign also
will lead to assignments requiring
communication skills, interpersonal
skills, and the ability to make and support decisions that do not have a clear cut answer.
The faculty also expects that changes at this level will create a different climate at the upper level by attracting as
accounting majors students who were
successful in acquiring the desired
knowledge and skills imparted in the
introductory courses. Future alumni
surveys and other assessment activities will be undertaken periodically to
evaluate the outcomes of these latest
changes.
■
Alison L. Drews - Bryan, Ph.D., CPA, is
associate professor of accountancy at
Clemson University, Clemson, S.C. She
is a member of IMA's Anderson Area
Chapter:
James R. Davis, Ph.D., CMA, is a
Professorofaccountancy at Clemson
University. He is a memberofIMA's
Greater Greenville Area Chapter.
Ralph L. Benke,Jr., CMA, Ph.D., is
the ArthurAnderser Alumni /Journalof
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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andIs Right
on the Money

When it comes to hiring, salary data is a
:ritical part of the overall picture.
That's why you'll appreciate the 1995
Robert Hat and Accountemps® Salary Guide.
The publication, which thousands of companies rely up on for the most accurate
information, provides a comprehensive
overview of salaries for key accounting,
finance, information technology and banking positions.
Plus, new this year, the Guide details
regional hiring conditions — with
specific information on what skills are
hard to find, which industries are hiring
and local factors impacting salaries in
your region.
To obtain this FREE Salary Guide,
call your local Robert Half and
Accountemps office at 1 -800- 803 -8367.
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