I
1

i

IL

t

��i

� ` � If�II►

11�I�l� �l'r►'� �� [�I�l�� � �� �� '�11
t - m

m

nor

Circle No. 24

Systems
Union
Outrun the Competition!
Winning is hard work. Before you raise
you r hands in the da nce of victory, you
need to spend thousands of hours preparing for the competition.
Just like racing, international business
requires finely tuned systems, working in
concert. Information is critical to creating
your strategy. Competitors hound your
every movement. You need any edge you
can get.
SunSystems accounting software from
Systems Union can give your company the
winning advantage in the battle for global
markets.
SunSystems helps you build universal
reporting standards to develop a seamless
international business. Our software provides you with high -level functionality for
operating globally, with market- leading
features in multi- currency, multiple languages (22 in all) and multi - platform features favored by 10,500 users in 160 countries.
Systems Union, with ISO 9001 quality
standards certification, gives you all the
right tools to manage your business
aggressively and the power to outrace the
competition.
Call 1- 800. 542 -5420
Internet: http://www.systemsuniomcom

SunSystems
Financial Software for a Competitive Edge
Circle No. 5
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26TARGETCOSTINGATITTAUTOMOTIVE
BY GEORGE SCHMELZE, CPA; ROLF GEIER;
AND THOMAS E. BUTTROSS, CMA
Unlike traditional cost control systems, the target costing philosophy requires that aggressive
cost management occur in the product planning
stage, the product design stage, and the production stage. The brake division of ITT Automotive
illustrates just how the concept works with corporate management's emphasis on continually
reducing cost to stay competitive.

Your corporate secrets may be at risk.

31

31 'SPIES LIKE THEM'
► NOWTOPROTECTYOURCOMPANY
FROMINDUSTRIALSPIES
BY JANET S. GREENLEE, CPA
From the fake bid ploy to an intercept of a crucial fax or e-mail, today's industrial spies are
using both low tech and high tech tools to put
your company at risk. Technology now has made

18CHANGINGPERFORMANCE
MEASURESATCATERPILLAR
BY JAMES A. HENDRICKS, CPA;
DAVID G. DEFREITAS, CPA; AND
DELORES K WALKER, CPA
When it reorganized six years ago, Caterpillar
also implemented a new set of financial and
nonfinancial performance measures. The
Wheel Loaders and Excavators Division in
Aurora, Ill., achieved great success when it
empowered its employees, set up contact with
customers, and became a profit center instead
of a cost center.

it much easier for competitors to steal your confidential secrets. But there are some basic

guidelines, described here, that can help build a
defense around your confidential data.

38ANATOMYOFATURNAROUND
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Cover: From ledger sheets
to spreadsheets, the
controllership has evolved
from historian to business
strategist. See p. 48.
Cover by Peter Campbell
and Bob Grant, NYC.

BY CHARLES M. BOKMAN
Management at General Marble, a manufacturer
of bathroom countertops and vanities, realized
that falling customer service levels and increasing inventories indicated that the company faced
serious profitability problems. Working in concert with outside consultants from Coopers &
Lybrand L.L.P., they enlisted diverse reengineering teams, revamped financial processes, manufacturing systems, procurement, and quality
management, and within six months the company accomplished many of its objectives.

Article meets NASBA & I MA /CMA CPE requirements.
Article meets IMA /CMA CPE requirements.
These articles will be included in IMA's quarterly self -study quiz, which you can order
by calling 1. 800. 638 -4427, ext. 278.
MANAGEM ENT ACC OUNT ING ® (ISSN 0026.1690) is published monthly by the tnatitute of Management Accountants. 10 Paragon Dr., Montvale, NJ
07645 -1760, (201) 573 -9000. Price $10.00 per copy. Subs criptio n rates, pe r year : $20 ( incl uded in dues , no ndeducti ble); nonme mbers, $130.00.
Periodicals postage paid at Montvale, N.J., and additional mai ling offices. To e nsur e uninte rrupted mail ser vice, send pres ent addr ess l abe l and
new address including ZIP numbe r t o Data Entr y D ept ., IMA, Montvale, NJ 07646 -1760. Allow six weeks for change. tMA's tel ephone number is
1- 800- 638 -4427; IMA's facsimile number is (201) 573 -0639. IMA Bulletin Board Service (modem required), 1. 800 - 229.1268.
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If you rr nearing the endofninety,o4r;
And your organizational procew4+ are
needing a for;
With ninety- .+evenfast approa bing,
The time io nowfor oome ABM coaching.
Fruetrationo abound; budget+ are tigbt,
Competitive prevure+ fromthe left and the rigbt.
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HAPPY HOLIDAYS!
From the world -wide employees of ABC Technologies Inc.

ABC Technologies Inc.
Enabline Better Manasernm Decisions

E -mail: Editorial, marand @class.org; Advertising, ipceima @class.org.
44MEASURINGYOURMISSION
BY JAMES A. BAILEY, CMA
Just as a motorist needs a road map to get to
his destination, so also does your company
need a mission statement to reach its ultimate
goal. And, like the motorist, your company
needs to have signposts, or performance
marks, to ensure that it is on the right track.
Cen2ficau of Merit

48THECONTROLLERAS
BUSINESSSTRATEGIST
BY DANIEL M. HRISAK
Reengineering, strategic cost management,
information technology —all these trends are
changing the role of the controller. In effect,
the controller has become a proactive member
of the management team, according to recent
surveys published by the IMA Member
Interest Groups.

Columns
6 PERSPECTIVES

50APPRISE:ADDINGVALUE
TOTECHNOLOGY
BY KATHY WILLIAMS AND JAMES HART
Jeff Broadhurst, CEO of Apprise Software,
tells controllers, management accountants,
and financial managers that to stay on the
cutting edge they must be flexible, well read,
and technologically proficient. He practices the
same advice in his own company, which strives
to add value for customers, not just sell technological solutions.

54 CASESTUDIESHYPERION

EASESTELEMARRETER'S
SOFTWARE IMPLEMENTATION ... (page 54)

FINDING THE RIGHT CHEMISTRY WITH

SQL F I N A Nc ia s . . . (p a g e 55)

Departments
14 NEWS

IMA goes global.

58 TECHFORUM
8 GOVERNMENT
CASB considers accounting changes.

10CAREERS
Accountants' expanding role.

12 TAXES
Required minimum distribution issues.

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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Can we get dynamic Intranet access?
Can users navigate quickly, intuitively?
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Can it use Java applets?
Can we c

4

Ca6, J

nt on the vendor?

0

it now.?

Hyperion Software offers the most "can do' financial management solutions —
accounting, budgeting, reporting and analysis. Now, with the availability of our
new Spider- Man Intranet application, users have dynamic, interactive access
to all Hyperio n solution s through standard web bro wsers and the Internet.
Providin g in telligent access to reports and charts from Hyperion's product
suite, our Spider- Man application makes it easy for users to navigate through,
analyze an d report against y our critical information. And our new information
access solution fully leverages our Common Data Access (CDA) technology.
Integration with other web sites is possible by incorporating other Internet
applications directly with the Spider -Man application. In addition, hotlinks can
be m ade to oth er web sites and you can write and include your own Java applets.
More than 2,700 co mpan ies are workin g an d winning with Hyperion Software
right now. A stro ng, p roven record of financial applications expertise has earned
us credibility and valued relationships with CFOs, Corporate Controllers, CIOs,
and their staffs.
Can Hyperion So ftware really d eliver this latest advancement in technology
NOW ?
YES! Contact us to find out how. And visit our site on the World W ide W eb
at http : / /www.hysoft.com.

1info-800286 -8000
@hysoft.c om
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Perspectives
IMXS GLOBAL VISION
The Institute's shared vision of "global leadership in education,
certification, and practice of management accounting and
financial management" means in everything we do the IMA
needs to think globally! Today we are active in a number of
international accounting organizations, including the International Federation of Accountants and International Accounting
Standards Committee, have 18 international affiliates, have
established 17 international CMA exam sites, and have 1,400
international members.
Our global position is maturing. IMA's Continuous Improvement Center (CIC)
sponsored a European benchmarking study of the finance function with 10 major
companies using its new Global Benchmarking System software.
On other global issues, the CMA exam is now available in Portuguese for Brazilians. We are working closely with the Society of Management Accountants of Canada (SMAC) and the Chartered Institute of Management Accountants (U.1Q under
a Board - approved collaborative agreement. A significant portion
of our research is being conducted in conjunction with
SMAC. Our leadership and staff are accessible through
e -mail, and IMNs member database carries Internet addresses. We are preparing for IMA's presence at the 15th
World Congress of Accountants in Paris in October 1997!
IMA committees assigned to work on developing our long -term strategic plan
are focusing on action items designed to create global leadership for IMA and its
members. Opportunities exist for small and medium -sized enterprises beyond the
United States in which they are being offered the chance to serve their current
customer's as well as to open new markets.
IMA needs to provide our members guidance to be successful in a culture -bound
virtual world with computer - mediated relationships. We can play an integral role
in the global village. Our knowledge can be applied to issues of great concern:
global ethics, transfer pricing and intercompany transactions, compensation for
those working abroad, global GAAP, and, finally, vulnerability assessment analysis,
including how to identify and minimize risks associated with espionage, environmental impacts, and governmental instability. As our employers become ISO 9000
and 14000 compliant, we as management accountants and financial management
need to expand our capabilities to align with the global mind -set.
Our Board is to be applauded for its foresight in taking proactive steps to make
IMA a world -class organization in the true sense of the word. We are dedicated and
committed to supporting our shared global vision into the 21st century as we
harness the power of change.Together we can do it.

CLAIR M. RAUBENSTINE, CMA, CPA
President, 1996 -97
craubens@colybrand.com
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Preparing and managing budgets does not have to
be a time - consuming, manual process. In fact, you
can automate your budget cycles to dramatically
reduce the time it takes to create, manage, and
approve budgets. Discover how with a free copy of
our new guide — How To Cut Budgeting Time In Half
A Guide To Budgeting Across The Enterprise.

Request your free copy now to learn:
Seven key criteria for evaluating a
budgeting solution
How new - generation financial planning solutions
automate the distribution of budgets for review
and revision with flexible control
How a leading international bank achieved
dramatic productivity gains with a new
.&v

enterprise budgeting solution
When you request your free guide, you'll also learn
about Walker's BFS Budgeting & Planning, part of
the Business Framework Series of products that
work with your existing financial application and
spreadsheets. Walker's BFS Budgeting & Planning
lets you manage the budget cycle with remote and
distributed users. Walker's BFS Budgeting &
Planning, a powerful enterprise budgeting solution,
is completely integrated with Walker's BFS Financial
Consolidation, an enterprise coni solidated financial reporting solution, also part of the Business
Framework Series.
iwdim=

HOW TO CUT BUDGETIN(;
in Accounting
R rffnnnce

January 29- 30,1997
Los Angeles Airport Hilton
See Us In Booth #706

Walker Interactive Systems
Circle No. 3
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Stephen Barlas, Editor

CASBCONSIDERS
ACCOUNTN
I GCHANGES
The Cost Accounting Standards Board
(CASB) is sorting through public comments on three separate proposals
fired off on three successive days last
September. The major one was a proposed rule making changes in requirements for government contractors who
modify their cost accounting practices.
The other two proposals were notices
with requests for comment, one on the
allocation of selling and marketing
costs, and the other dealing with the
measurement, allocation, and period
assignment of the costs of postretirement health and life insurance plans.
The proposed rule on cost accounting
practices follows an advanced notice of
proposed rule making in April 25,
1995, which suggested changing some
definitions that come into play when a
company modifies its cost accounting
practices, thereby occasioning the filing of a cost impact statement. That
statement includes contract price
and/or cost adjustments for existing
contracts and subcontracts —in other
words, a paperwork nightmare. The
whole process saps corporate energy.
That is why many contractors decline
to even consider reorganizing themselves. The proposed rule makes it
more explicit when a change in the
manner in which ongoing costs are accumulated in cost pools for allocation
constitutes a change in cost accounting
practice, including the combination of
existing pools, the split -out of an existing pool, or the transfer of an existing
8
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function from one pool to one or more
different cost pools. The CASB admits
the added rules and regulations are
"detailed and exhaustive" but are necessary to "promote consistency, equity
and timeliness in the handling of cost
impact proposal actions." The CASB
claims all this will result in a reduction in administrative costs. Significant savings should come from the exemption for cost accounting changes
due to management changes aimed at
getting more efficient and effective operations. Also considered a significant
plus is the exemption for routine cost
pool combinations or split -outs of ongoing functions that are not undertaken
primarily to improve the economies
and efficiencies of existing operations.
The notice on selling and marketing
costs seeks to prevent the kinds of controversies that have arisen in the past
with regard to decisions on allocating
selling and marketing costs as direct or
indirect costs. The kinds of issues
CASB will be wading through here involve whether an allocation base for
selling and marketing costs should include such things as intracompany
transfers, subcontract costs and purchased materials, capitalized projects,
and contracts such as for field services.
Another issue is whether selling and
marketing costs should be deferred,
and, if so, under what circumstances.
With regard to the notice for comments on postretirement benefits, it
has been common, of course, during the

late 1980s and 1990s, for companies to
look for ways to eliminate or curtail
their costs associated with postretirement health insurance or life insurance plans, to name the two most common. FASB Statement 106 issued in
December 1990 bears on this issue; it
requires the liability be recognized on
an accrual basis during the years of
service prior to the date an employee is
first eligible for benefits. Companies
adopting SFAS 106 have disclosed substantial unfunded estimated liabilities.
The issuance of SFAS 106 is one reason the CASB has waded into these
waters. Another is Defense Department downsizing. And then there is the
struggle with the sometimes conflicting
goals of consistency between periods,
uniformity between contractors, and
the substantiation of costs. CASB will
be determining whether, and, to what
extent, government contract cost accounting ought to diverge from generally accepted accounting principles.

SECFINALIZESNEW
REPORTINGRULESFOR
UNREGS
I TEREDSALES
OFEQUITYSECURITIES
The Securities & Exchange Commis
sion (SEC) now is requiring companies
who make unregistered sales of equity
securities to disclose that information
in an issuer's quarterly report on Form
10 -Q or 10 -QSB for sales during the issuer's first three fiscal quarters and in
the annual report on 10 -K or 10 -KSB
for sales made during the final fiscal
quarter. Information about sales made
in reliance upon Regulation S will be
required to be reported pursuant to
new Item 9 of Form 8 -K and filed within 15 days of the sale. The Form 9 -K
filing will be required if the issuer
claims reliance on Regulation S under
Item 701 of Regulation S -K, even if
reliance on other possible bases for
the unregistered sale also could be
claimed. These requirements became
effective as of November 18, 1996. ■
Stephen Barlas is a journalist with more than
15 years of experience reporting from
Washington, D.C.
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Max Messmer, Editor

A(countants'expanding role.
In my work, I am constantly being
asked about the hiring picture in the
field of accounting and finance. What
skills are in demand across the country? In which area of accounting
should I specialize? Where are the
career opportunities? In this column I
hope to provide a useful perspective on
these issues, and I look forward to
answering your individual career management questions.
Perhaps the most common inquiry I
receive is on the topic of the expanding
role of the accountant. A recent survey
our firm conducted among the nation's
largest companies confirmed that the
function of accountants in business
today has become far more strategic.
In fact, 71% of the executives we polled
said that in the past five years
accounting professionals have become
more critical to overall operations. If
previously you have performed
accounting functions only, look for your
job description to expand in the coming
years. Companies increasingly are
looking for accountants who are skilled
strategists, team players who bring
forward - thinking perspective to a project. You are expected to have superior

accounting skills; that's a given. But
accountants also need to reengineer
themselves as broad -based business people in order to profit from this new
paradigm. The changes have impacted
every rung of the ladder, even at the
top. Those chief financial officers who
may have in the past held a narrower
focus, concentrating on cost - cutting
and rarely being consulted on formulating corporate strategies, are now an
integral part of the revenue enhancement team. Likewise, corporate controllers are becoming long -range planners, getting involved more deeply in
departmental and line operations and
decision making. They are finding new
growth opportunities, not just focusing
on the reporting of profits and losses.
In fact, all accountants — regardless of
their place on the corporate hierarchy
or their geographic locale —are becoming true financial analysts. Their
expertise is being used in areas such
as strategic planning, business expansion, revenue enhancement, and information technology initiatives.
One hiring trend that has emerged
as a result of this expanded role is an
increased focus on interpersonal skills.

Beginning this month, the voice of Robert Half International (RHI) for our "Careers" section will be RHI CEO and Chairman Max Messmer. For more than a decade, founder
Robert Half has shared his valuable career advice in this column but now has asked his
close friend and colleague, Mr. Messmer, to provide his perspective, gained from the
company's thousands of job placements worldwide in the accounting and finance professions each year. Mr. Half sold his firm to Mr. Messmer 10 years ago but actively contributes to RHI articles and publications. Thank you, Mr. Half, for helping so many of our
readers with their career questions over the years!
And a special welcome to Max Messmer, who leads the world's largest staffing firm in
our profession. There are more than 190 Robert Half International locations worldwide.Mr.
Messmer also is the author of Staffing Europe (Acropolis Books), 50 Ways to Get Hired
(William Morrow), and, most recently,Job Hunting for Dummies (IDG Books Worldwide).
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As an accountant, you are conveying
technical messages to a nontechnical
audience; therefore, it is important to
develop, or sharpen, your communications abilities and be able to relate
comfortably with those in other departments. In my view, this is crucial.
Accountants —and all employees within an organization for that matter —
need to understand all aspects of a
company's operations. What is each
department trying to achieve? How can
you work with them toward a common
corporate goal? There should be mutual understanding and respect between
all parties. Opportunities have never
been better for corporate accountants
to rise to senior management levels.
But you must be extremely flexible,
knowledgeable, and willing to assume
personal and professional risk. This
includes staying up -to -date with technological innovations in the field. True,
computers may do most of the tabulations, but the accounting manager
must be familiar with the myriad offthe-shelf software packages available
today and be able to determine which
will best benefit the company. Or, more
challenging yet, he or she may be a
major player on a team that designs a
custom financial management software
application —and implements it wi t h a
minimum of glitches.
'Ib increase your career advancement
opportunities in the field of accounting,
my advice is to never stop learning.
Take courses in marketing, advertising, information technology, presentations, mastering the Internet, and
other continuing education classes that
will keep you current or a step ahead
of relentless change. Get to know your
colleagues in other departments. Be
accessible; let co- workers know they
can call on you anytime for advice or
assistance. These types of actions will
make you an invaluable asset to your
firm. Your colleagues will see you as an
advisor whose counsel is sought
beyond the accounting department,
and your potential for career advancement will increase exponentially.
Perhaps more important, however,
you'll be rewarded with the personal
satisfaction of knowing you're at the
forefront of your profession. ■
Max Messmer is chairman and chief executive officer at Robert Half International. He can
be reached at rhicomm@aol.com.
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TI M E I S CRI TI CA L .
RESOURCES ARE LEANER.
AND THE B UCK S TOP S W ITH YOU.
...HYPE JUST W ON'T CUT IT ANYMORE.

Stop crunching and start analyzing. With
CFO Vision you can visualize your business
interactively ... and gain control of information to spot opportunities and risks faster
than ever before. Reengineer the entire
process of finonciol consolidation, reporting,
and onolysis ... as you accelerate the Flow
of information to decision makers at every
level of your organization.
With the click of a mouse:
• Understand the facts beyond the figures.

s

• Improve timeliness and availability of
business reporting.
• Analyze every "slice" of your business- from branch profitability to product cost
analysis —in any currency.
Powerful, award- winning data warehousing,
OLAP, graphics, and EIS capabilities are all
A 7

included in one fully integrated, easy -to -use
solution. It's all yours from one vendor:
SAS Institute, with a proven track record
for continuous innovation and reliable
support at more than 29,000 organizations
worldwide... including the Fortune 100.
Fo r a f re e pre view of C FO Vision, jus t
give us a c a ll o r s e nd u s E -mail at

im a @ s a s . c o m

919.677.8200 Fax 919.677.4444 In Canada 1.800.363.8397 www.sas.comlvision/
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SAS is a registered trademark. and CFO Vision a trademark..
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REQUIREDMN
I IMUMDISTRIBUTIONISSUES
For the person who attained age 70112
by year -end 1996, the first required
minimum distribution amount (MRDA)
from a qualified retirement plan or
IRA must be made by April 1, 1997.
The calculation of the MRDA, the timing of the distribution, and the recording of the election have serious tax
consequences to the taxpayer. Hence, a
review of some of these issues is presented here.
The calculation of the MRDA is
"straightforward." That is, MRDA for
the 1996 taxable year equals the Account Balance divided by the Applicable Life Expectancy (or Applicable Divisor). The account balance is simply
the amount as of December 31 of the
year prior to the distribution year (i.e.,
1995 because distribution is in 1996).
The applicable life expectancy (ALE)
depends on the designated beneficiary
(i.e., spouse, nonspouse, none, or nonperson) on the plan and the ALE
method (i.e., annual recalculation or
ALE minus one).
The annual recalculation method
must be elected no later than the time
of the required first distribution under
Section 401(a)(9). This election is, once
made, irrevocable. If, however, this
election is not made timely, then the
ALE minus one method is required.
The annual recalculation election is
made by noting it on the tax return or
by providing a supplemental statement
to the tax return. No action is necessary by the taxpayer for the ALE
minus one method.
The recalculation method can be
elected only for the taxpayer and/or
spouse as the designated beneficiary.
This method has the advantage of
stretching out the payments over re12
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tirement by annually reassessing the
life or joint lives expectancy as provided in the regulations. One disadvantage to this election is the rate of distribution increases significantly once
the first person dies. Because the deceased has a life expectancy of zero, future distributions are based on the life
expectancy of the surviving spouse
only. If, on the other hand, the ALE
minus one method was elected for the
deceased, then the ALE continues to
reflect the joint lives because the ALE
minus one method is not reassessed
annually.
Which method should be elected?
There is no clear -cut rule. The final decision to elect the "best" ALE method
rests on the financial situation, health,
ages of the taxpayer, and even the designated beneficiary.
What about the designated beneficiary? The selection of the designated
beneficiary affects not only the calculation of the MRDA during the life of the
account owner, but also may affect the
distribution to the beneficiary.
Two final items need to be remembered about the designated beneficiary.
First, if more than one designated beneficiary is listed, the MRDA is based on
the joint life expectancy of the owner
and the oldest beneficiary. It should be
noted that if the oldest beneficiary is
someone other than the taxpayer's
spouse, then the ALE minus one or AD
method must be used for the beneficiary. Likewise, if the oldest beneficiary is
the taxpayer's spouse, then the ALE
minus one, AD, or recalculation method
may be elected for the beneficiary.
Second, the designated beneficiary
may be changed at any time. However,
once the first MRDA is distributed, the

calculation of the MRDA cannot decrease as a result of the change.
Hence, the MRDA only can continue on
its current path or increase as a result
of the change in designated beneficiary.
As already known, the first MRDA
does not need to be made until April 1 of
the year after attaining age 701/2. This
one -time deferral is attractive and is
used often, but it does have a dark side.
By delaying the first distribution until April 1, the taxpayer will make two
distributions during the taxable year
because the second distribution is due
by December 31 of the same year. Two
distributions in a single year can
result in some or all social security
benefits being taxable, a reduction in
itemized deductions, or even an excess
distribution excise tax. The tax consequences rest on the taxable and nontaxable income of the taxpayer.
An important tax consideration is
the excess distribution excise tax. The
threshold for the excise tax is $155,000
in 1996 and $160,000 in 1997 (IR9643). Interestingly, the excise tax is suspended for 1997, 1998, and 1999. Thus,
large distributions made during these
three years will not be subject to the
excise tax. Moreover, those taxpayers
who properly made a grandfather election will not lose any of the remaining
grandfather amount during the hiatus
of the excise tax.
One final point concerns multiple
plans. It is common for a person to
have more than one qualified retirement plan or IRA. In the case of qualified retirement plans, the MRDA must
be calculated and distributed for each
plan individually. Hence, distribution
amounts for qualified plans may not be
aggregated. Multiple plans do provide
the taxpayer with flexibility by having
different designated beneficiaries and
different ALE methods for each plan.
IRAs, on the other hand, require the
MRDA to be calculated for each plan
individually, but the distribution may
come from any account or combination
of accounts. Hence, distribution
amounts for IRAs may be aggregated.
As we know, the MRDA calculation
is straightforward once the elections
are made. The trick is determining the
"best" elections for the taxpayer. ■
Anthony P. Curatola is the Joseph F. Ford
Professor of Accounting at Drexel University,
Philadelphia, Pa. Tel: (215) 895 -1463.
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GAO RELEASES SPECIAL
REPORT ON THE
ACCOUNTING PROFESSION

Kathy Williams, Editor

CFOS PREDICT BUSINESSES
WILL EXPAND IN 1997
Forty -three percent of chief financial
officers polled by Robert Half International recently say their companies will
expand operations in 1997, while 8%
predict cutbacks. "This healthy outlook
for corporate expansion bodes well for
job growth in the year ahead," Robert
Half Chairman and CEO Max Messmer explains.
The most active expansion will occur
at companies with between 50 and 99
employees and in the retail, transportation and public utilities, and construction industries. ■

OUTSOURCINGCONTINUES
TO GROW
More companies than ever are turning
to outside vendors to perform essential
but noncore business processes such as
finance and administration, human resources, and customer support. This
outsourcing trend is accelerating as
companies find they can operate in a
'lean and mean' environment yet keep
their customer services competitive.
And there's no sign of this trend slowing, KPMG Peat Marwick LLP found
in a recent survey of 80 Fortune 500
top executives. Ninety -four percent of
the respondents outsource now, and
86 %, expect to outsource additional
processes over the next five years.
"Corporate America's focus on business process management marks the
biggest change in business in 20
years," Richard D. Dole, national part ner-in- charge of KPMG Business
Process Solutions, says. "More companies are reevaluating which business
processes add value to the customer
and which are noncore processes that
could be outsourced."
Human resource - related processes
14
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such as compensation, benefits, pension and profit sharing plans, and human resource administration are out sourced most frequently, the study
found. Outside vendors perform these
functions most often: 401(k) administration, payroll, internal auditing,
healthcare benefits, and tax.
Originally undertaken as a way to
cut costs, outsourcing now is expected
to benefit companies in the areas of
quality improvement, increased efficiency, cost control, added value, and
fulfillment of customer needs. The
downside includes a loss of control and
in -house expertise and a growing dependency on the vendor. To ease the
latter concern, 70% of the respondents
are engaged in strategic alliances or
business partnerships with their vendors. "A company needs to feel that its
outsourcing provider does not act in
isolation but in response to, and under
the direction of, overall corporate
goals," Dole explains.
KPMG Peat Marwick also found that
executives analyze the following factors carefully before they make the final decision to outsource a function:
■ Quality control must be assured.
■ Cost benefits must be proven.
■ Measurement tools must be in
place.
■ The proper outsourcing partner
must be selected.
■ The outsourcing decision must originate from and support the corporate
strategy.
For additional information about the
survey and KPMG Business Process
Solutions, call George Ledwith, KPMG
Peat Marwick LLP, (212) 909 -5310, or
Michele Manges Vana, Fleishman Hillard Inc., (212) 265 -9150, or visit
KPMG's Web site at http: / /www.us.
kpmg.com/bps. ■

In its review of the accounting profession over the past few years, the General Accounting Office (GAO) found
several areas that it said required attention from the profession and policy makers. During the past 20 years, well publicized business failures, such as
the savings and loan crisis and resulting government bailouts, have raised
questions about what the public expects from an independent audit of
public companies. Also, the globalization of business, the increasing complexities of business transactions, and
advances in information technology
have contributed to the changing role
of the accountant and auditor and
challenged the relevance of traditional
financial reporting.
These issues, along with litigation
involving independent auditors,
prompted studies of financial reporting
and auditing that resulted in hundreds
of recommendations to the accounting
profession. The GAO has released a
two -part report on these issues. The
first identifies recommendations made
from 1972 through 1995 and actions
taken to strengthen accounting and
auditing standards and the performance of independent audits. The second identifies unresolved issues and
determines their impact on the performance of independent auditors, the
setting of effective accounting and auditing standards, and the scope of business reporting and audit services.
One copy of each is available free
from the GAO. Additional copies are $2
each. For details, call (202) 512 -6000.
Ask for the report titled The Accounting Profession: Major Issues — Progress
and Concerns and dated September 24,
1996. Identification numbers for the
report are GAO /AIMD -96 -98 and
GAO /AIMD- 96 -98A.
For information on how to access
GAO reports on the Internet, send an
e -mail message with "info" in the body
to info@www.gao.gov or visit the GAO's
Home Page at http: / /www.gao.gov. ■
WANTED: REAL -LIFE
FRAUD STORIES
Author Mike Silverstein is compiling
real -life corporate fraud stories to in-
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clude in a book he is writing. He would
like to know the story of what happened in the incident and the lessons
learned. For further details, call him at
(215) 844 -5839. ■

BOOKLETOFFERSCRASH
COURSEINWINDOWS95
Anew booklet is available for users who
have Windows 95 or Windows NT 4.0 on
their PCs but who don't know how to
get around in it yet. Titled A Crash
Course in Windows 95,the guide shows

novices (and those who want some extra
help) how to start and end programs
with the new interface, how to use the
Explorer (which has replaced File Manager) to manage folders and files, and
how to use the file management capabilities built into Windows 95 application programs like Word and Excel.
The guide is priced at $10, but it is
being offered at half -price for readers
of Management Accounting until
March 1, 1997. To get a copy, send $5
along with your business card to Crash
Course/Management Accounting, Mike
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Guaranteed.

Why take a chance on anything else?
Complete our computerized MicroMash CMA Review,
or our OC3 Video CMA Review, and you will pass you,
CMA Exam, guaranteed, or well refund your purchase price.*
Its really that simple.
Sure, you could pay less for another review. But will it guarantee you'll pass?
Will it refund your money if you don't pass? In both cases, probably not.
So if you want to be absolutely certain you'll pass, there's really only one call
to make:

Murach & Associates, 2560 West Shaw
Lane, Suite 101, Fresno, CA 937112765. For more information, call Judy
Taylor at 1- 800 - 221 -5528. ■

SMALLBUSINESSESEXPERIENCE
UNEXPECTEDGROWTH
They expected a decline in sales
growth for the third quarter of 1996,
but small business owners got a boost
when the nation experienced an 8.9%
sales increase quarter - over - quarter and
year -to -date growth hit 8.6 %. That
"saved the year for small businesses,"
Dan Sautner, chairman of Padgett
Business Services, said. "Third quarter
usually indicates very minimal growth
as businesses prepare for the year -end,
but 1996 is showing sales growth, minimal increases in expenses, and respectable profits."
The figures were determined during
Padgett Business Services' quarterly
survey on "Small Business: The Engine
of Our Economy." Highlights include:
■ The East doubled its sales growth
(10.8 %) over the same quarter last
year, and its year -to -date earnings
exceeded 1995 by 17.6 %.
■ The South continued its steady
growth pattern started three
years ago, and the West led the
nation in sales growth.
■ 82% of small businesses expect
their number of employees to stay
the same, and 13% plan to hire additional workers, saying the minimum wage hike has not stopped
small business growth.
For more information or a copy of
the survey, contact Lome Fisher at
(404) 877 -1822 or Caroline Leigh at
(404) 877 -1823. ■

SMALLBUSINESSR&D

Call today. Choose our fully interactive MicroMash CMA Review for your

PC (Windows" or DOS) or Apple Macintosh. ft's the ultimate CMA Review
with our exclusive built -in personal instructor —The MicroMash Way®, Or
choose our OC3 Video CMA Review for a self - guided seminar -style review.
Call now. And then pass, guaranteed.
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The Department of Defense's Small
Business Technology Transfer (STIR)
program will award $36 million in research and development contracts to
small technology companies working
cooperatively with research institutions such as universities and federally
funded R &D centers. Proposals will be
accepted until April 2, 1997. For information on the DoD program and how
to make bids for the contracts, call
(703) 205 -1596. ■
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Changing
Performance
Measures at
Caterpillar
As part of an ove rall c orporate re structuring, the
Whe el Loaders and Excavators Division changed
from cost center to profit center, empowered its employees, and implem
performance measures. The result: Employees are making better decisi
hav e improve d, and inc om e has increase d to rec ord lev els.
BY JAMES A. HENDRICKS, CPA;
DAVIDG. DEFREITAS, CPA; AND
DELORESK.WALKER,CPA

Gy6rand GoCd 3fedd'Winner
o remain competitive, companies
need to institute a balanced set of
financial and nonfinancial performance measures that relate directly to
the organization's mission, objectives,
strategies, and critical success factors
such as customer delivery, quality, flexibility, productivity, and financial performance. Without them, companies won't
have an accurate picture of how they
are performing, in which areas they are
achieving success, and in which areas
they need to make changes.
At Caterpillar's Wheel Loaders and
Excavators Division (WLED) in Aurora,
Ill., significant revisions have been
18
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made in both organizational structure
and performance measures. The revisions came about largely because Caterpillar changed its overall corporate
structure from a "functional bureaucratic" organization to a "profit center"
organization and instituted performance measures appropriate to the new
structure. Since then, the division has
achieved outstanding success and continuous improvement. During the
process, participants discovered some
performance measurement principles
that other companies can apply, regardless of size.

THEROADTOCHANGE

U ntil

1990, Caterpillar's organizational structure focused on functional
areas such as engineering, manufactur-

ing, and accounting. (See Figure 1.) The
idea was that if each functional area
achieved its goals and objectives, the
customer would be happy and the corporation prosperous.
Then in mid -1990, Caterpillar initiated the restructuring of its functional
organization into one composed of 13
"profit center" divisions and four "service center" divisions. Product groups
within the "profit center" divisions focus
on serving the needs of the customers
associated with a product line. Product
group managers have direct control
over engineering, manufacturing, and
marketing. Accounting is a separate
organizational unit that provides financial services to the product groups. (See
Figure 2 for the organization of the
Hydraulic Excavators Product Group at
the WLED.)

WLED (Wheel Loaders
& Excavators Division)
employees review trends
of nonfinancial factory
measures.

ty, and decision making downward in
the organization — empowering employees and holding them accountable for
results. By so doing, Caterpillar believed
it would develop more broadly based
businesspeople throughout the organization and allow them to make better
use of their experience and innovative ness within their areas of expertise.

SETTINGUPTHE
PERFORMANCE
MEASURESATWLED

ente d ne w financ ial and nonfinanc ial
ons, custom er service and produc tivity

One goal of the reorganization and
new performance measurement system
was to increase responsiveness, flexibility, and customer focus, so Caterpillar
created mini- businesses within the
company that concentrate on each customer's product needs. This decentralized approach allows each division to
focus on product design, manufacturing, pricing, and parts and service for
each customer.
For example, under the previous structure, a customer who wanted to buy a
hydraulic excavator would contact a
dealer who would work with the massive
Caterpillar organization. Today the same
customer still would contact a Caterpillar dealer —whose role is unchanged —
but the customer's needs would be
addressed by the Hydraulic Excavator
Product Group within the WLED.

New measurements have encouraged a
focus on product lines, bringing higher quality products to the marketplace more
quickly and impacting Caterpillar results
favorably.
Another goal of the reorganization
and new performance measurement system was to drive authority, responsibili-

Before 1990, the Wheel Loaders and
Excavators Division was considered a
cost center whose purpose was to
reduce the cost of designing and manufacturing products. It monitored departmental costs and the costs of all parts
and products closely. But revenue, profit, financial ratios, and nonfinancial
performance measures were not implemented at the division level. Instead,
they were monitored at the corporate
level. The ratio of direct labor
hours/machine hours was used to measure efficiency in the factory. Because
the WLED had no direct linkage to the
customer or to the "bottom line" of the
company's income statement, the coordination of business decisions was not
as effective as it could have been.
Developing new performance measures.
In January 1990, Caterpillar Chairman
of the Board Don Fites and Vice Chairman Jim Wogsland selected a team
composed of high -level corporate managers and divisional financial personnel
to oversee the development of new performance measures for all divisions.
This ad hoc team solicited input from
Caterpillar worldwide and visited companies such as AT &T, Texas Instruments, and IBM. They used this simplified approach to benchmarking because
they wanted to pursue an aggressive
schedule for developing the performance measures. Based on developDECEMBER 1996
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ment time available, your company's
approach to benchmarking may differ.
The ad hoc team decided that the new
performance measures must relate to
the corporate mission, the new organizational structure, the desire to push
authority and responsibility downward
in the organization, and critical success

Engineering

agers, and accountants (including coauthor David DeFreitas) developed financial performance measures for each
product group and major component
group as well as all nonfinancial performance measures to be used at the
WLED. These measures were developed
and implemented by the end of 1992.

Manufacturing

Accounting

Manufacturing
Manager'

Staff

Staff

F
Manager

Manager

Supervisor

Supervisor

Staff

Staff

Staff

Staff

'Reports to plant manager and also to directorof engineering, directorof manufacturing, and corporate
controller, respectively, atcorporateoffices.

factors. They also were to be an integrated set of financial and nonfinancial
measures that emphasized both longterm and short -term results.
After the ad hoc team developed the
measurement concepts for the overall
performance measurement system, a
business measurements team was
formed in Corporate Accounting to recommend specific performance measures
and facilitate implementation. This
team coordinated the efforts of numerous cross - functional teams in the division and worked closely with the
accounting firm of Price Waterhouse &
Co., which was engaged to help pull the
data together to make the system operational. The business measurements
team strived to ensure that all users
understood and supported the behavioral implications of the new performance measures before they were
implemented. In fact, each user attended a two -day training session for that
purpose.
In the fall of 1990, the business measurements team developed and implemented financial performance measures
used to assess divisional performance.
This time frame would allow budgeting
in the "new mode" for 1991. All Caterpillar divisions were directed to use
these performance measures.
Next, a team composed of WLED
Controller Jim Cromer, product man20
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to determine income for internal transfers because they provide an objective,
arm's- length measure of revenue and
cost. These market -based transfer
prices are a key element in the development of the other financial measures
currently in use.
To determine costs as accurately as
possible for each product and major
component, Caterpillar allocates indirect costs to each of the segments using
the "cause and effect" criterion to the
greatest extent possible. It avoids arbitrary allocations of indirect costs to
these segments because they can distort
profit.
The benefit of determining profit by
major component group as well as by
product groups within divisions is to
push accountability to lower levels in
the company and to create constructive conflict among intraorganizational units. This approach aligns well
with the strategy in place for "cost
ownership" at the WLED, which is a
team concept where representatives
from all functional areas (such as purchasing, engineering, accounting,
manufacturing, marketing) work
together to minimize costs for each
component and product. This level of
profit analysis helps to identify areas
of the business that are having diffi-

Refining of the performance measurement system continued through the end
of 1994.
The business measurements team
has since been disbanded, but the ad
hoc team still meets quarterly or as
often as needed to discuss various measurement issues. Revisions of top -tier measurements must be
approved by the ad hoc
WLED Hydraulic Excavators Product Group
team, but the individual divisions continue
to monitor and refine
performance measures
to meet their needs.
i

I

i

L.

Financial measures. In
the WLED's current
organization, the division and each of four
product groups are profit centers. Profit also is
Staff
Staff
Staff
Reportstoplat
determined for major
itmanager
component groups such
as machine structures,
machine attachments, and parts, even
culty and that require special efforts
though they aren't designated as formal
to improve profitability.
profit centers. Obviously, to determine
The profit for the division, product
profit, revenues and costs must be idengroups, and major component groups is
tified for each segment.
used in the financial ratios of return on
The revenue for individual products
assets and return on sales. Other finanand components is based on the price
cial measures used include cash flow,
stated in the price list to the dealers.
inventory and fixed asset levels, and
Market -based transfer prices are used
warranty expense.

Nonfinancial measures. Because a suc-

Financial and nonfinancial results can be accessed online at WLED.

A team of accountants and informa- certain nonfinancial activities were
tion services personnel worked close- critical to the success of the division.
ly with managers in the product A team of staff -level employees was
groups to develop lower -tier profit assembled to benchmark and network
statements that further divided with other companies to identify the
WLED's profit statement by major nonfinancial activities other compaproduct group (Excavators, Large nies believed were critical to their
Wheel Loaders, Medium Wheel Load- success. Using input from this team
ers, and so on). The goal was to drive and other key WLED managers, critibehavior to improve the corporation's cal success factors and common busiresults at a lower level than the total ness values were created to support
division. The lower -tier profit state- WLED's mission and vision. Implements had to measure what each mentation teams were created to
manager believed was most impor- identify the action items needed to
tant to managing his/her piece of the achieve these critical success factors
business, and they had to be respon- and to integrate the business values
sive. When a decision was made, the into WLED. It is the achievement of
result had to be reflected in the state- these action items that is measured.
ment in a timely manner. Our devel- For example, if a key activity involves
opment team also felt it was vital providing x% of employees with trainthat these profit statements utilize ing on the profit statement, then the
databases and systems that already measure is how many employees have
existed. This would provide the detail received training. Employee surveys
behind the line items on the face of are another measure used to gauge
the statement that a manager needed the effectiveness of the nonfinancial
to get to the root cause of a problem. activities. Caterpillar believes it is
It also would allow the manager to the achievement of these critical sucwork with data with which he/she cess factors and the institutionaliza already was familiar.
tion of the business values that ultiAs for nonfinancial measures, mately
lead to even better
WLED management realized that financial results.
will

cessful performance measurement system should include a balanced set of
measures, the WLED employs several
nonfinancial measures in addition to
the financial measures for each profit
segment. Measures of customer and
employee satisfaction, delivery performance, process improvement, and conformance to plan are used for the division and for each product and major
component group.
The predominant factory performance measure is the efficiency ratio of
direct labor hours /machine hours,
which was in use before the reorganization. Although efficiency ratios are computed for each profit segment at the
WLED, the division is de- emphasizing
this performance measure because it
may reward behavior that builds
unnecessarily high levels of inventory
just to meet a manufacturing plan,
regardless of whether the plan still
reflects customer demand.
Factory personnel have said that new
nonfinancial factory performance measures congruent with current strategies, critical success factors, and
processes are needed. Examples include
measures of material and parts delivery
time, throughput time, due -date performance, quality, machine flexibility, and
inventory levels. A team now is in place
to make these performance measures
operational. The division also is
attempting to relate these nonfinancial
factory performance measures to specific product groups and major component
groups.
A major benefit of nonfinancial measures is that they usually can be reported on a more timely basis than financial
measures. As a consequence, if a nonfinancial measure indicates poor performance, action often can be taken before
adverse financial consequences occur.
In general, improved performance
related to nonfinancial measures ultimately should translate into improved
financial performance. Yet the linkage
between improvement in operating nonfinancial performance measures and
financial performance is tenuous. For
example, what effect does improvement
of on -time delivery performance or
higher levels of employee satisfaction
have on income?
Service department measures. In addi-

tion to the division, product groups, and
DECEMBER 1996
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Past

Performance measure

Future

• Total division
• Product groups
• Major component groups

Same as current

None

• By division, product
groups, and major
component groups
• Market transfer prices

Same as current

• By department, product,
and component
• Efficiency ratios

• Same as past
• Market transfer prices

Sa

• None
• ROl for individual projects

• Return on assets
• Return on sales
• Cash flow
• Inventory levels
• Fixed asset levels
• Warranty expenst
• ROI for individual

• Minimal

• f)elivery perform.
• Customer satisfaction
• Employee satisfaction
• Process improvement
• Conformance to plan

GEARINGUPFORTHEFUTURE

M

anagers and other employees at the
WLED say that the new financial and
nonfinancial performance measures in
place at the division, product group,
and major component group levels have
been significant drivers in changing the
culture to one of accountability. An
DECEMBER 1996

unprecedented level of culture change
has occurred as authority, responsibility, and decision making have been
pushed down to lower levels. Employees, regardless of their functional areas,
are making better business decisions
because each profit center is evaluated
by a balanced set of performance measures. If a profit center is not performing according to expectations, the personnel in that profit center are
prepared to take the necessary corrective actions.
All employees at the WLED receive
incentive compensation based on corporate and division profit. But the division, product group, and major component groups must make sure that
short -term profitability is not enhanced
to the detriment of long -term corporate
profitability. For example, have annual
R &D, employee training, or equipment
maintenance costs been reduced to
increase this year's segment profit with
a possible adverse effect on succeeding

M,

piuo.

cuncm

ca

• Assembly process throughput
• Process breakthroughs
• Change management
• Integration of values into division culture
amuc

,..

None

major component groups, the WLED
has three service departments that are
not profit centers. The service departments are Business Resources
(Accounting and Information Services),
Human Resources, and Technology
Resources. They exist to serve all product groups and major component teams.
The primary evaluation of service
department performance is the comparison of actual spending vs. budgeted spending, and user satisfaction is
the most important nonfinancial performance measure employed in the
evaluation.
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Current

years' profitability? At Caterpillar, this
problem is addressed by division and
product group long -term profit forecasts, which are approved and monitored by corporate headquarters. Also,
the 150 new products introduced over
the past few years are enhancing longterm profitability.
Because of the potential short -term
focus on performance measures such as
profitability and return on assets, the
greatest change in the future will be to
emphasize the development and use of
more nonfinancial performance measures. These measures will relate to a
new plateau of performance being
sought through process breakthroughs
(not just process improvement),
improved assembly throughput, and the
integration of better work values into
the WLED's culture. They also will
focus on developing human resources to
the greatest extent possible and measuring how effectively managers are
using these resources in a climate of
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continuous change. Measuring whether
change initiatives have attained their
goals can be the difference between
achieving successful change or change
that does not cause improved results.
(See Table 1 for a summary of the past,
current, and future performance measurements for the division, product
groups, and major component groups.)

NOWOTHERSCAN
APPLYPERFORMANCE
MEASUREMENTPRINCIPLES

Several principles related to performance measurement systems became
apparent as a result of the WLED's
experience in changing its performance
measurement system. These principles
should help other companies, regardless
of their size, as they change their own
performance measurement systems.

Support the users' needs. To help
improve operating results, each performance measure must drive the desired
behavior and support the users' needs.
These needs can be determined by talking to supervisors and employees who
use the measures and asking them
questions such as, "Why is this performance measure needed ?" "Does it relate
to a critical success factor ?" "How will it
improve operations ?"
Although a sufficient number of measures must be used to enable objectives
to be achieved, users' needs usually will
be met if a company selects a limited
number of easily understood, relevant
measures. The overriding principle
regarding the number of performance
measures is to use fewer rather than
more. If too many performance measures are in place, the users may not
know their relative importance and
may not focus on the most important
ones.
Also, the relevant performance measures must be reported "on a timely
basis," which usually means as soon as
possible. For example, nonfinancial factory performance measures such as
throughput time or defects can be
reported daily or even hourly. On the
other hand, many financial performance measures are reported monthly
or quarterly.

Educate users. As Caterpillar reorganized and changed performance measures, it became clear that people being
24
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Employeesmust
understand how
decisions they make in
daily activities can
impact performance
measures and
financial results.
measured can improve results only if
they really understand the new measures. Before implementing any new
performance measures, the performance measurement team must educate the users about each new performance measure and about how
decisions may affect it and, ultimately,
financial results.
Upper management and accountants
that report and explain results may
take for granted that other personnel in
the organization understand the performance measures in use and how to
improve results. But in the two -day
training sessions at the WLED, during
exercises that were designed to mirror
daily activities, some users of the new
performance measures were surprised
to learn how decisions they made could
impact performance measures and
financial results. Many of these individuals were in vital positions within the
company. Now that they have completed training, they understand how their
actions affect financial results. As a consequence, they are making better business decisions.

Focusontrends.Trends in performance
often are more important than absolute
levels of performance. Therefore, it may
be better to compare the current actual
amount of a performance measure with
the previous actual amount rather than
with a budgeted amount. If performance improves each period, the principle of continuous improvement will be
attained.

Assess the information system's ability
to collect information on the new performancemeasures. Most information
systems routinely collect information

about financial measures. Is your system capable of providing information
about nonfinancial performance measures such as delivery performance,
throughput time, or employee satisfaction? Is your system capable of supporting initiatives related to employee
accountability and incentive compensation? If not, modifications to the information system may be required in order
for your company to collect appropriate
information or alternative performance
measures selected for which information can be provided. Keep in mind that
the benefits of the measurements provided must exceed the cost of maintaining the system.

Review the system periodically. A new
performance measurement system cannot be implemented and forgotten. In
today's dynamic environment, objectives, strategies, and critical success
factors are subject to change. The organizational structure and processes may
change as well. Each company's performance measurement system must
evolve to reflect these changes. Therefore, performance measurement systems must be reviewed periodically and
changed as necessary.
At Caterpillar's Wheel Loaders and
Excavators Division, the change in
organizational structure drove authority and profit responsibility lower in the
division. The performance measurement system was altered to reflect
changes in the organizational structure
and in strategic factors. As a result,
employees are making better decisions,
customer service and productivity have
improved, and income has increased to
record levels. And so far, there's no indication of slowing down. ■
James A. Hendricks, CPA, is the Square D
Professor of Accountancy at Northern Illinois
University. He holds a Ph.D. degree in accountancy from the University of Illinois and is a
coauthor of IMA's "Bold Step" publication, Cost
Accounting for Factory Automation. He is a
member of the Rockford Chapter, through
which this article was submitted. He may be
reached at (815) 753 -6209.
David G. DeFreitas, CPA, is a business aupport supervisor at Caterpillar, Inc., in Aurora,
Ill. He can be reached at Caterpillar, Inc., Box
348, Mail Code A106, Aurora, IL 60507, phone:
(630) 859 -5316.
Delores K Walker, CPA, is business planning
and financial reporting supervisor at Caterpillar, Inc., in Aurora, 111. She can be reached at
Caterpillar, Inc., Box 348, Mail Code A14, Aurora, IL 60507, phone: (630) 859 -5909.
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target

Cost savings begin before
the product reaches the

C osting

production stage.

at ITT Automotive
BY GEORGESCHMELZE,CPA;
ROLF GEIER; ANDTHOMAS E.
BUTfROSS, CMA
ntense competition and pressure
from customers to reduce prices has
forced many companies to reduce
their costs to survive. These companies
have found that most costs are committed once production begins, and,
therefore, the costs must be reduced
earlier in the product life cycle, particularly while the product is in the planning and design stages. Target costing
is a proven, effective method of reducing production costs throughout the
product life cycle, without reducing
quality or functionality and without
increasing the time it takes to design
and develop a product. At ITT Automotive, the brakes area has been using
target costing for three to four years,
and it provides an excellent model that
other areas of the company are beginning to emulate.
Target costing is a proactive, strategic cost management philosophy that
is price- driven, customer - focused,
design - centered, and cross- functional.1
Unlike traditional cost control systems,
which do not control costs until production has commenced, the target costing
philosophy requires that aggressive
cost management occur in the product
planning stage, the product design
stage, and the production stage. By
designing lower costs into the product,
companies realize the best sources of
cost savings— before the product reach26
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es the production stage. These cost
savings cannot be realized, however,
with traditional costing systems, such
as standard costing systems and activity -based costing systems.2
Target costing transcends the functional areas of a company. For target
costing to be successful, integration is
needed in the form of cross - functional
teams comprising engineering, product
design, production, purchasing, sales,
finance, cost accounting, cost targeting,
and, in many cases, customers and suppliers. Upper -level management support
is crucial to the success of target costing
because resources need to be allocated
to the target costing area, and the
cross - functional teams must be empowered to make many critical decisions.
Target costing differs from traditional "cost -plus" costing. Rather than the
selling price being a function of estimated costs, the target cost is a function of the selling price and a desired
profit. Furthermore, with target costing, the target cost is determined
before the product is designed. The target costing equation is as follows:
Target Price - Target Profit=Target Cost

Various factors are considered
when computing the future selling
price of the proposed product including functionality of the product, projected sales volumes, and quality. For
example, management strategy may
call for a price that maintains or

increases market share.
Due to intense competition, many
companies have little flexibility when
setting a price. When market conditions are extremely competitive, the
price may be driven by the market. In
other cases, the target cost of the
downstream company is the target
price of the upstream company. Where
selling price and profit margin are
fixed by competitive pressures and
management policies, respectively,
reducing the firm's production costs
may be the only source of increased
earnings.
Once the target cost is computed, it
must be assigned to final assembly,
subassemblies, and components before
design can begin. After the product is
designed, estimated costs of production
are compared with target costs. If the
estimated costs are higher than the
target costs, value engineering is
employed to help the company achieve
its target. Value engineering is a
process in which the cross - functional
team attempts to reduce costs during
the design and preproduction stages
without compromising quality and
functionality by determining the optimal processes, materials, and machinery needed for production.
Estimated costs are compared with
the targets throughout the product life
cycle. Once the product reaches production, however, cost maintenance (as
opposed to cost reduction) generally
becomes the objective.

TARGETCOSTINGAT
ITTAUTOMOTIVE

T o illustrate the process of target

costing, let's look at the target costing
practices at ITT Automotive. ITT Automotive, one of the world's largest suppliers of auto parts, produced sales of
$4.8 billion in 1994, which represented
an increase of more than 34% compared to 1993. In 1995, sales were
approximately $5.7 billion. Products
produced include brake systems and
components, wiper handling systems
and components, fluid handling systems and components, structural systems and components, electric motors,
switches, and lamps. More than 35,000
employees work for the company, with
the vast majority of these employees
located in the United States and
Germany.
The brakes area has used target
costing extensively for the last few
years because of an extremely competitive environment. For example, the
price of anti -lock brake systems, which
currently sell for about $200, is expected to drop to $100 by the year 2000.
Furthermore, the functionality of the
product is expected to increase.

concerning how the productivity
increases will be achieved.
To determine whether the price is
feasible, a permanent cost targeting
group made up of employees with
backgrounds in engineering, cost
accounting, and sales receives the
quote. Keeping in mind that the product being quoted will not be produced
for several years, the ITT Automotive
cost targeting group makes a determination concerning whether enough value engineering can be accomplished
before the product is produced in order
to meet the quoted price. Other factors

ing a competitor's costs and, by adding
a reasonable margin, the competitor's
price. Tear-down analysis, sometimes
referred to as reverse engineering, is
an analytical process in which a company will examine in detail a competitor's product. During tear -down analysis, a competitor's product is torn
apart by engineers, component by component. An indication of the competitor's design, estimated cost structure,
quality, functionality, and possible
processes used to build the product are
garnered from this process. From this
analysis, ITT Automotive may be able

Istahlishing the target price and forget margin.At ITT Automotive, price
is generally set externally, either by
competitive pressure or by the customer's target costing system. For
example, the price that Mercedes -Benz
offers ITT Automotive for an anti -lock
brake system (ABS) is Mercedes- Benz's
target cost.
The first step in the process occurs
when ITT Automotive receives an invitation to bid from the customer. Due to
the competitive nature of this industry,
ITT Automotive cannot use "cost -plus"
pricing when setting the price. The
price that the company generally will
quote is a price that already has been
set by market conditions. An analysis
then is performed to determine if the
product fits ITT Automotive's strategic
goals and if the volume can be produced. Financial information including
internal rate of return (IRR) and
return on investment (ROI) also are
calculated to ensure that ITT Automotive can earn a proper return. If productivity increases (reductions in price)
are expected by the customer, the
analysis must include an explanation

Authors George Schmelze (I.) and Rolf Geier.
considered by the cost targeting team
when determining the feasibility of a
price include previous quotes issued,
economic factors such as anticipated
inflation and interest rates, competitor
pricing, and cost structure.
Because ITT Automotive does not
produce automobiles, it does not have
information concerning prices (and
costs) of competitors' component parts.
Information from a tear -down analysis
of a competitor's product, however,
may provide ITT Automotive with
information that is useful in determin-

to improve designs or processes in
order to reduce cost without losing
functionality (or to increase functionality and quality without increasing
costs). The information garnered from
this study is recorded on a standardized document that compares each
competitor's product with ITT Automotive's product. This information is useful for price setting because the tear down analysis provides information
concerning the estimated cost structure of the competitor.
Price setting is an iterative process.
DECEMBER 1996
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The cost targeting team will try to find
ways to reduce costs in order to accept
a bid without compromising ITT Auto motive's expected return. For example,
the cost targeting team may consult
with the design engineers who may
suggest that some new process or technology will be available when the product is produced that will reduce the
cost of the product.
Assigning the target cost. The target

cost is the target price minus the target margin. Finding the target cost is a
relatively straightforward calculation;
the difficulty for most companies is
reaching the target cost in order to
meet the company's profit objectives.
The target cost should include all costs
related to the new product. At ITT
Automotive, target costs include direct
materials, direct labor, tooling costs,
depreciation, promotion, service, and
working capital.
Once the target cost has been computed, specific targets are assigned
first to final assemblies, then to subassemblies, and then finally to individual components. This work is performed by individuals in the
permanent cost targeting group.
Although the setting of the targets is a
cross - functional procedure, the ITT
Automotive team believes that it is
critical for someone who is independent to first set the targets. Once the
targets are set initially in cost targeting, feedback is given to the cost targeting area from various members of
the cross - functional team, including
purchasing and production, concerning
targets that are considered unreasonable. This step allows the cross -functional team to be involved in the target- setting process without bogging
down the process.
Individual targets are set for each
component that is purchased, along
with targets for burden and labor. The
target costs are tracked throughout the
product's life cycle, beginning with the
design of the product, continuing when
tooling is released, and not concluding
until the product is discontinued.
In many situations, the price that
ITT Automotive will receive for the
product will become lower each year.
Thus, the target costs will have to be
lower each year to provide the company with the same return from year to
year. Eventually the margin will
28
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become too small, and new products
will have to be developed. Figure 1
shows a typical target costing situation, where cost targets are lower each
year fueled by productivity increases.
The targets are met by using cross functional teams, setting early cost targets, engaging in value engineering
(including tear -down analysis of competitor products and concurrent engineering and production), and forming
partnerships with suppliers.
Then these targets are compared
with quotes (or estimated costs for
items such as depreciation). If the targets are not met, costs are reduced
through value engineering and value
analysis.

SOMETARGETCOSTINGTOOLS
USEDATITTAUTOMOTIVE

A

chieving the target cost requires
companies to take a disciplined
approach toward value improvement.
Value improvement occurs when functionality and quality are held constant
while costs are reduced or when quality and functionality are increased
while price is held constant.3 At ITT
Automotive, achieving the target cost
is accomplished through several techniques including the use of cross -functional teams, setting early cost targets,
value engineering, and forming partnerships with suppliers.
The target costing process, however,
does not end in the early stages of the

0
N

1991

1992

Selling price
Costper unit

1993

An MK20 brake system made by ITT
Automotive.

product life cycle. Once the product
reaches production, cost maintenance
is practiced through profit improvement planning and value analysis.
These techniques help individuals in
all of the functional areas take ownership for meeting cost targets throughout the product's life cycle.
Target costing cannot be successful
without the involvement of an effective
cross - functional team. Team participants at ITT Automotive include product design, engineering, purchasing,
manufacturing, finance, and cost targeting. Participation from the team is
expected throughout the product life
cycle.
One byproduct of the use of cross functional teams is increased understanding of processes and product
design by members of the cross -functional team. Members of the cross functional team at ITT Automotive
must have knowledge of processes and
design to contribute in a meaningful
way to the target costing process. For
example, purchasing personnel must
have a working knowledge of how the
product is designed to make optimal
decisions concerning the purchase of
components and parts. Similarly, the
cost targeting personnel must have a
basic understanding of the prices of
component parts and subassemblies in
order to make decisions concerning the
allocation of target costs.
Value engineering is another important component of target costing at
ITT Automotive. The objective of value
engineering is to reduce costs without
reducing functionality or quality or to
increase functionality or quality without increasing costs before the product
reaches the production line. During
value engineering, the cross - functional
team will try to determine optimal

processes, materials, and equipment
for designing, engineering, and producing the product 4 The value engineering philosophy recognizes that decisions made early in the design process
affect price and product costs. At ITT
Automotive, members of the cross functional team are empowered to find
the most optimal processes, materials
used, tooling and capital investment
requirements and to decide whether to
make or outsource the product. Tear down analysis also is performed during
value engineering.
Target costing should result in
improved relationships with suppliers.
At ITT Automotive, key suppliers are
considered an integral part of the target costing team. This arrangement
allows the suppliers to take "ownership" of the target costing process.
These suppliers should be consulted
early in the product life cycle, and they
should play a significant role in product design and development.
Occasionally, a supplier may have a
difficult time in meeting the target
cost. In cases where the supplier is
having this type of problem, ITT Automotive will ask for a detailed analysis
of the supplier's cost to help the supplier reduce costs. This analysis is
extremely detailed and provides the
starting point for ITT Automotive to
suggest some `value analysis" that will
help the supplier reduce its costs.
Cost tracking sheets are used in the
cost targeting area to keep track of the
"targets" and to compare the targets
with actual costs. At ITT Automotive,
these sheets are used to assign the target cost from the final product to final
assemblies, subassemblies, and components. Each tracking sheet becomes
more specific until, finally, the individual components are tracked.
The tracking sheets track the cost of
the product throughout the product life
cycle: at the design stage (DS), when
the tooling is in place (TS), and, finally,
when the product reaches production
(PS). Setting early targets helps ITT
Automotive investigate and try to remedy problem situations. For example, if
the quote of a certain supplier is higher than the target, the cross- functional
team may decide to visit the supplier
to determine why there is a difference
between the target and the quote. Figure 2 shows a hypothetical example of
this process. Investment in capital
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TARGETCOSTING
MARKETSHARE
1 TT Automotive uses target costing to

Description
Control Unit
Motor etc.
Production Cost
Other
Total Cost

Description
Bracket
ECU
Piston Assembly

Costtrackingsheets
are prepared for the
final product, final
assemblies, and subassemblies: the latter
includes tracking of
individual components.

Description
0 -ring
Valve
Spring

Design Stage
Target Quote

Tool Stage
Target Quote

Production Stage
Target Quote

a

a +1

a

a +.5

a

a -.1

X
X

x
x

x
x

x
x

x
x

x
x

X
X

x
x

x
x

x
x

x
x

x
x

Design Stage
Target Quote
x
x
x
x
b
b+ 2

Tool Stage
Target Quote
x
x
x
x
b
b+ 1

Production Stage
Target Quote
x
x
x
x
b
b-1

Design Stage

Tool Stage

Production Stage

Target Quote

Target Quote

Target Quote

x
x
x

x
x
x

x
x
x

x
x
x

x
x
x

x
x
x

a�
equipment, which can be quite sub-

stantial, also is tracked through the
use of cost tracking sheets.
ITT Automotive periodically conducts meetings with the cross- functional team to hold them responsible for
the targets that were set and to develop, through brainstorming, ways to
further reduce costs. At these "profit
improvement planning" meetings, a
"checklist" of problems are discussed
among the cross - functional team.
Before the meeting, each member of
the team is h anded a docu ment detailing each of the problem areas, the persons) resp onsible for elimin ating the
problem, comments on why the problem is occurring, and a suggested completion date for solving the problem.
During the meetin g, th e person responsible for the area where the problem is
occurring will discuss the steps that
are being taken to so lve the problem
and receive suggestions from members
of the cross - functional team.
Value analysis at ITT Automo tive is
used on produ cts th at are not yielding
an adequate return. The resu lts of value analysis may no t b e as great as the
results fro m valu e engineering because
30
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valu e analy sis is perform ed during the
production stage —after ITT Automotive is locked into a good portion of its
costs. The results from value analysis,
however, can be dramatic.
Readers interested in more infor-

mation about target costing can
look forward to the research
monograph, Target Costing and
Value Engineering by Robin Cooper and Regine Slagmulder, to be
published by the IMA Foundation
for Applied Research, Inc., in early
1997. It is the first in a series of
five books by Cooper on Japanese
cost management practices.
CAM -1 (Consortium for Advanced
Manufacturing - International)
recently has issued Target Costing: The New Frontier in Strategic
Cost Management, which provides practical insights on how to
use target costing for profit planning and cost management. It can
be ordered (C1 /$50) by calling
(800) 638 -4427, ext. 278, or faxing
(201) 573 -9507.

maintain its profitability and increase
its m arket share during these extrem ely competitive times in the automotive
industry. Although the process is difficult at times, and costly resources are
needed to have an effective target costing system, companies such as ITT
Automotive have found the investment
critical to m eeting their corporate
objectives successfully.
Target costing basically is a bottom up, team- oriented philosophy. It is a
very structured method of setting and
achieving goals. For target costing to
be successful, setting up cross -functional teams is not enough. Most
important, there m ust be senior m anagement support for the process.
Senior managem ent m ust allocate the
necessary resources to the project and
must empower the cross - functional
teams to m ake critical decisions. Other
requirements include setting early cost
targets, performing competitive analysis and value engineering, forming
partnerships with suppliers, and
applying pressure to everyone in the
value chain to reduce costs. ■
George Schmelzle, CPA, is an assistant professor of accountancy at the University of
Detroit, Mercy. He was a faculty intern at ITT
Automotive in the summer of 1995. He is a
member of the Detroit Chapter of the IMA,
through which this article was submitted. He
can be reached at (313) 993 -3327.
Rolf Geier heads the target costing/value
analysis team in the brakes department at ITT
Automotive. Additional credits are given to
Gerd Klostermann. He is head of the target
costing/value analysis team in Europe with
worldwide responsibilities.
Tho mas E. Buttro s s , CMA, is an as s istant
profess o r o f ac c ountancy at Indiana Univers ity,
Ko komo . He is a memb er o f the Detroit Chapter
of IMA. He can b e reac hed at (317) 455 -9471.
Target Costing —The New Frontier in Strategic Cost
Management, The Consortium for Advanced Manufacturing- International (CAM -1), Bedford, Tex., 1995.
2Activ-rty -based costing can provide valuable Input for
the target costing product design stage. Product
designers can use cost tables that include actual cost
data from the ABC system as well as pro forma
amounts for processes not currently used by the
company. See Takeo Yoshikawa, John Innes, and
Falconer Mitchell, "Cost Tables: A Foundation of
Japanese Cost Management," Journal of Cost Management, Fall 1990, Vol. 4. No. 3, pp. 30.36.
3The personal computer is a good example of the latter. Although the price of computers has remained
constant the past few years, functionality has
increased dramatically.
4lmplementing Target Costing— Management
Accounting Guideline #18, a joint research project
of the Society of Management Accountants of Canada, the Institute of Management Accountants, and
the Consortium for Advanced Manufacturing International, 1995.

'SpiesLikeThem'
NowtoProtectYourcompany
from Industrial Spies
Here are some tips to make
you less vulnerable.
BYJANETS.GREENLEE,CPA
magine arriving at work Monday morning to discover that
your office has been broken into. Sometime during the
weekend, thieves forcibly removed a padlock on a side door,
smashed through the wall to your office, and rummaged
through your computer disks, filing
cabinets, and desk drawers.
Although your office is a mess, nothing seems to be missing. You immediately report the incident to the
police, but, because nothing is missing, the authorities (and you) write
it off as a bungled burglary. Maybe
the burglars were disappointed
when they couldn't find cash, or
credit cards, or expensive electronic
equipment. With the high rate of
crime, it's easy to write off such
events. But you very well may have
been a victim of one of the fastest
growing crimes of the '9Os— industrial espionage. Your company had
been competing for a multimillion
dollar contract. The completed bid,
which was due to be mailed later that week, was filed in one
of the desk drawers that had been forced open. It was determined later that a major target of the burglary was the information in the bid.'
You say it couldn't happen to your company? Don't bet on it!
Industrial espionage, or the covert theft of confidential information, has increased more than 300% since 1992.2 Losses
exceeded $1.5 billion in 1995.3 Actual losses are probably
much higher because thefts of information are more difficult
to discover than thefts of property.4 Also, companies often are

reluctant to disclose such incidents, fearing the bad publicity
will affect stock prices adversely or scare off customers.5 And
no firm is too small to be a target. Companies with annual
sales of less than $11 million experience most of the information theft.fi Management accountants should be on the alert.
They must be concerned about industrial espionage because
they have a responsibility to ensure

that protect their company from loss of both tangible and
intangible assets.

WHATINFORMATIONISTARGETED

BYINDUSTRIAL THIEVES?

T he definition of confidential information varies by industry
and by company. Any information should be considered confidential (and worthy of protection) if you answer yes to the following question: "Would you care if your most important comDECEMBER 1996
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petitor obtained this information ?" Information targeted by
industrial thieves includes, but is not limited to, details relating to customer lists, costs and pricing data, expansion plans,
product development and specifications, manufacturing
processes, competitive or promotional strategies, and sales
statistics.? Recent surveys have shown that while the most
frequently stolen item was the customer list, the greatest dollar losses resulted from the theft of pricing data.s

Unusual visitors. Has your company recently hosted any
unusual visitors, such as prospective clients or foreign delegations, or unannounced visitors who asked unusual or direct
questions about sensitive subjects? They may be preparing to
steal information.

AREYOUAT RISK?

HOWINDUSTRIALTHIEVESOPERATE

A

lmost every firm risks becoming a target of industrial espionage, but certain types of companies and certain situations
create a greater risk of being victimized.
Involvement in a high -tech or competitive industry. If your
company or a client company is engaged in a high -tech or competitive industry, such as aerospace, chemicals, computers,
nuclear energy, oil and gas, or biotechnology, you have an
increased risk of being victimized. This risk is even greater if
your company is associated with a foreign -based company or
with client companies that are in high -tech or competitive
industries. Many foreign countries' national policies include
the theft of economic information. In 1992, The Los Angeles
71mes reported that French intelligence officers were acting as
flight attendants and were bugging the first class seats of Air
France flights.9 The FBI currently is investigating 800 incidents involving 23 countries suspected of engaging in economic espionage activities against U.S. companies. to
Recent publicity. If your company has been in the news, it is a
more attractive target for industrial espionage. This is particularly true if the publicity concerned the development of new
technology.
Negotiations. If your company is preparing and submitting
bids, conducting sensitive negotiations, filing patents, or
resolving client conflicts, you are more likely to be targeted by
industrial thieves.
Recent personnel changes.Voluntary or involuntary personnel
changes drastically increase a company's chances of being victimized. Former employees can be approached by industrial
spies looking for information. And any new employee can be a
"plant" sent by a competitor.11 This is particularly true of temporary employees who may not undergo the same background
checks as permanent employees yet have access to confidential materials. 12
Suspicious break -ins. Has your firm experienced a break -in
where nothing appeared to be taken, where expensive equipment or money was left behind, or where only certain offices
or equipment were broken into? All are indications of industrial espionage.
Patterns of suspicious activities. Suspicious activities include
all uncommon events, even ones as innocuous as receiving
phone calls from unknown people asking for company information. Other examples include callers who don't leave phone
numbers, job applicants who ask too many questions, missing
or moved items in offices, employees acting out of character
32
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(such as suddenly beginning to work weekends), and a significant increase in the number of copies being made.

A

lthough consultants charge a great deal of money to check
for bugs and other electronic eavesdropping equipment, industrial spies more often gain their information through far less
sophisticated methods.13 Further, although break -ins like the
one described in the introduction do occur, it is far easier and
cheaper for industrial thieves simply to buy or find information than to take it forcibly. The following methods are not
meant to be a complete list of the ways industrial thieves gain
information, but they do indicate a variety of techniques used
in the past.
Headhunters. Executives of the targeted company are contacted and asked to interview for tempting positions that, in fact,
do not exist. After an initial interview, the targeted executive
is asked to return for an in- depth, final meeting. In order to
get the position, many executives have arrived at these second
interviews carrying copies of their companies' confidential
marketing and financial plans114 Of course, the reverse has
also occurred — employees of competitors have posed as job
applicants.
Janitorial services. Industrial spies have paid members of
cleaning crews to obtain confidential information. 15 Janitors,
with complete access to the building, usually work after normal business hours in empty offices. Employees often leave
confidential information on top of desks, in locked or unlocked
drawers, or in wastebaskets. Computers are easily accessible
during this period as well and can be gold mines of information —files can be copied without a trace. Filing cabinets and
desk drawers can be picked —or even left unlocked.16
Garbage. Garbage bins usually are located in isolated, alley like locations where the industrial spy can peruse at his or her
leisure until some interesting garbage turns up. Dumpster
diving is a favored technique because once a company puts out
its trash, it loses its right to it. Whether the trash is proprietary or worthless, it is in the public domain. Carbon rolls
from some of the earlier plain paper fax machines, which typically are placed in the garbage, contain a perfect copy of all
printed documents. 17
Fake bid requests or surveys. Industrial spies have pretended
to be potential customers and have asked for detailed bids on
potential projects. Company employees have been asked to
respond to marketing surveys or to present papers on an
industry idea or technological advancement.18
Temporary employees. More companies are outsourcing jobs
to temporary or contract employees. These workers may be
performing jobs in extremely sensitive areas, although, typi-
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Application # 271: Accurately count your beans. Think bar coding wouldn't
simplify your core accounting tasks? Think again. Barcode Anything is the first all -in -one
internal control suite designed to address the never - ending
challenge�of�accounting�for�your�stuff�—from�maintaining
accurate databases to tracking your fixed assets to simplifying
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Barcode Anything gives you all the tools and technology you
need to label, scan, and track whatever you want using

your PC. Fact is, the possible applications for Barcode
Anything are limited only by your imagination. And so far, our customers tend to have pretty good imaginations. For more information,
call 1- 800 - 711 -6728, or visit your local software retailer today.
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What about disgruntled employees or competitors who have
computer expertise or access to it? What can they steal or
destroy?
Unfortunately, a lot. A short list of what they
can do includes planting viruses, worms,
and logic bombs; creating new entrances
into your information systems (trap doors);
diddling with corporate data on a scale
small enough to avoid early detection. They
could launch what are known as "denial of
service attacks." They could read your
computer screen as you work on it (Van Eck
phreaking) or demagnetize your hard drives
or fry microchips from a distance with a
HERF (high energy radio frequency) gun. For
the dedicated terrorist, there is a device
called the EMPT (electromagnetic pulse
transformer) bomb: It creates a pulse that
destroys electronic circuits. It can shut
down not only your computer but your copy
machine and Mr. Coffee as well.
When espionage crosses over into sabotage, the results can be dramatic. Sometimes they are scary—the destruction of an
entire day's transactions for all the branches of a California bank (done by a fired
employee). Sometimes they are just humorous —the hacking of the Central Intelligence Agency's home page. Rewritten, the
page became the Central Stupidity Agency
home page complete with hot links to Playboy, Hackerz.org, and flashback, an under-
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ground magazine.
There is a direct sliding -dial relationship
between ignorance and vulnerability. As an
example, consider what constitutes a good
password. Answer yes or no to:
• My license plate number would be a
good password.
• My daughter's birthday would do.
• The word PLATO (my dog's name)
is a good password.
• Maybe 5PLAT05 (dog's name
bracketed by his age) would be
better.
• A really esoteric password
would be the number 6 typed
7 times.
• For the ultimate password,
I could open a Norwegian
dictionary to a random page,
point without looking, and
select the word my finger
is on.
■ I could improve on perfection by spelling
that Norwegian word backwards!
"No" is the correct response to all of
these suggestions, according to Garfinkel
and Spafford (Practical Unix Security).
They're all bad ideas. They are vulnerable to

brute force searches or have other inherent
weaknesses. Authors Garfinkel and Spafford's description of an adequate password? It should have upper and lower case
letters; be made up of numbers, special
characters, and letters; be easy to remember (eliminating the need to write it down or
post it on your bulletin board); be at least
eight characters long, preferably longer;
and you should be able to type it quickly (to
avoid a snoop reading it over your shoulder
from your keystrokes).
Forget what some of the relatives used to
preach. In this technological era, what you
don't know can hurt you. And what do you
need to know? How to layer your security
the way walls, moats, controlled passageways, and remote towers secure a physical
fortification. You should be familiar with the
laws— federal, state, and foreign —that
apply to your economic security and privacy. It would help also to know how a hacker
thinks. A tall order, but when you think of the
alternative, there's little choice. After all,
can you be sure that the kid who was fired
didn't take with him a copy of the company's
e -mail address book? And that he won't be
busy this weekend sending fake invoices to
all the clients or spoofing (masquerading
as) the boss with an incredibly embarrassing letter also mass mailed to all on the list?
The only preventative is knowledge.
A good place to startfor a wideranging overview is
O'Reilly & Associates,
Inc.'s book Computer
� Mp
ER
Crime—A
CrimefightI.
r
ME
er's Handbook
by David
cz

Icove, Karl Seger, and

William VonStorch. One
of the most complete
sources of security information, the material is pre ,,
sented in an interesting
and understandable format.
The book outlines types of
crimes, methods of prevention, the laws, detection, investigation, and
prosecution of offenders. Profiles of hackers,
criminals, and vandals are presented as well
as a variety of additional resources in print,
online, and from the government. — Michael
Castelluccio
Circle No. 50

tally, they do not go through the same type of orientation as do
permanent employees, and the company may not check their
references. In one instance, a temporary employee was found
making copies of a strategic marketing plan. The employee
eventually admitted to being hired by a competitor to collect
that information.19
Trade shows and conventions. Employees inadvertently have
revealed confidential information in the informal atmosphere
of trade shows and conventions. Information has been disclosed during formal presentations or even in elevators or rest
ro o MS .20

Former employees. Former employees have been hired by
competitors solely for their knowledge of a company's confidential information.
Current employees. Finally, present employees have been targeted and paid by competitors for their knowledge or access to
confidential information. They have been motivated by money
or anger at the company for some real or imagined wrong.
This advertisement published in a 1991 issue of The Asian
Wall Street Journal and followed by a European telephone
number shows the high level of interest in confidential information: "Do you have advanced/privileged information of any
type of projecticontract that is going to be carried out in your
country? We hold commission/agency agreements with many
large European companies and could introduce them to your

projecticontract. Any commission received would be shared
with yourselves."21

HOW CANYOUPREVENTESPIONAGE?
lthough it may be impossible to stop the determined thief,
A
industrial espionage can be controlled. Much industrial thievery is low tech.22 Employees and others associated with the
company simply lose, leak, give away, and occasionally steal
confidential information. Because only failed attempts are discovered, the purpose of any system should be, first, to deter
industrial espionage and, second, to detect any that has
occurred. Much industrial espionage happens because the
company has not communicated adequately the importance of
targeted information and how it should be handled. The following methods are some possible solutions. They are fairly
inexpensive and easy to carry out.
Nondisclosure agreements. All employees and independent
contractors (including temporary employees), licensees, subcontractors, manufacturers, and customers (potential and
actual) should be required to sign nondisclosure agreements,
preferably annually. These agreements should specify, in general terms, what type of information should not be disclosed
and should include a clause saying that this nondisclosure
agreement continues beyond the time of the relationship. In
addition, top executives should be required to sign a noncompetition agreement prior to employment.23
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Education. Employee policy manuals
should warn all employees about protecting confidential information as well
as forbid using or taking such information from others. The policy should
describe the type of information considered confidential, and it should include
a statement that the obligation to maintain confidentiality remains even if the
relationship with the company ends.24
In addition, employees should be
reminded of the importance of confidentiality through regular security awareness programs and by placing reminders in pay envelopes and in
prominent locations, such as near copy
machines. All materials scheduled to be
disclosed in speeches, trade shows, or
published articles should be previewed,
and employees should be reminded of
the need for confidentiality before
attending any such events.
Computers. Databases and networks
should be protected from unauthorized
access. All computer system users
should be assigned random passwords
that are changed frequently. Employees
never should be allowed to bring software from outside and should not be
permitted to borrow computer disks
from the office. In addition, computer
disks always should be kept in a locked,
secure location.
Physical access. No sensitive documents
(especially those stamped "secret" or
"confidential ") ever should be left on top
of a desk or in any unsecured location,
even during normal working hours.
Sensitive documents should be shredded before they are discarded. Filing
cabinets, which can hold not only sensitive documents, but also keys, checks,
and corporate seals, should have solid
locks. Filing cabinets should be kept
locked at all times. The filing cabinet
key should not be kept in the lock (as is
done often) but should be placed in a
separate, secure location. Desk drawers
also should be locked. Plain paper fax
rolls that contain images should be
recycled instead of discarded.
Visitor control programs. Realistic controls on employee and visitor access to
sensitive areas and materials should be
in place. At the very least, someone who
is not an employee should not be permitted to wander the premises
unescorted, In addition, all visitors
36
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should be required to sign in and out, if
only to keep a record of who was in the
facility at any given time.
Communication. Employees must recognize that confidential information
should not be disclosed on either cellular phones (although the new digital
cellular phones are more secure) or
open fax machines.25
Background checks. It goes without saying that all employee references should
be checked thoroughly before an applicant is hired. In addition to checking
references on permanent employees,
however, checks should be made on anyone who will have access to confidential
information, including the contract
employees of janitorial services and
temporary employees.
Hotlines. Just in case the preceding
methods do not deter industrial thieves,
an anonymous security hotline should
be set up for employees to report suspicious activities, including industrial

Tired of barking
up the wrong tree?

BASSETS Fixed Asset System
for Windows features:
•
•
•
•
•

Performance • Ease of Use
Data Import and Export
Intelligent Data Entry
General Ledger Interface
Complete or Partial Disposal
and Transfer
For fig, no obligation
full working demo, call:

Decision Support Technology
41 Spruce Run, Ramsey, NJ 07446
(201) 934 -9259
Fax: (201) 327 -5525
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espionage. Most people realize that an
employee stealing information from a
company ultimately hurts fellow workers, and they will not hesitate to report
it if given an anonymous link.26
Followup. All suspicious incidents
should be followed up according to a
predetermined procedure. A suspicious
incident can be anything that is out of
the ordinary including an event as
innocuous as finding a door or file cabinet unlocked or a file moved. Even one
such event could be evidence that your
firm is being targeted by spies!
Industrial espionage is one of the
fastest growing crimes in the United
States, and it places all companies at
great risk. Th help protect yourself, your
employees, and your company from possible catastrophic loss, management
accountants must develop and enforce
policies and procedures concerning the
security of confidential information. ■
Janet S. Greenlee, Ph.D., CPA, is an assistant
professor of accounting, Penn State-Harrisburg,
Middletown, Pa. Dr. Greenlee is a member of the
Harrisburg Chapter and can be reached at (717)
948 -6483.
1
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Anatomy of a
This m aker of bathroom counte rtops and
vanitie s was going down the drain until
a re engineering effort stopped the profit
seepage.
BY CHARLES M. BOKMAN

facturer in the United States of bathroom countertops and assembled vanities for the do- it- yourself home centers, its manufacturing capabilities
include cultured marble and wooden
cabinetry technology. General Marble
has three locations: Lincolnton, N.C.;
Hornell, N.Y.; and Rancho Cucamonga, Calif. Major customers include
Home Depot, Payless Cashways,
Builders Square, Menards, and many
regional customers. Net sales revenue
for 1994 was $55 million, and 1994

total employment was approximately
400.
?b assist Hans in developing an
overall operations improvement plan,
Coopers & Lybrand introduced General
Marble to its Breakpoint BPRSR
Methodology) Six teams, trained in
the Breakpoint BPRSR Methodology
and given hands -on training in process
definition, would lead corporate reengineering efforts (see Table 1).
A series of process metrics was calculated for various areas to form an
initial benchmark for future comparison. For example, within the order
entry process, team members determined that only 53% of the orders were
processed correctly during their first
pass (that is, first run yield or FRY)
through the organization. Of the activities associated with this process,
99.87% added no value. The order
"touch vs. flow" percentage (the time
the order actually was handled or touched by a person
divided by the total time to
process) was only 2.5% (see
Table 2).

t was a hot, humid August morning
in Lincolnton, N.C. Hans Wede,
president of General Marble, adjusted the air conditioner and reflected on
a call he had just received from one of
his largest customers. The lengthy
phone conversation concerned General
Marble's inability to ship correctly, bill
properly, and produce a quality product. Hans knew that both the falling
customer service levels and increasing
inventories would result in
more serious profitability
problems down the road. In
addition, Hans had received a
report from the vice president
Analyze the various departmental processes, and develop a vision for
of finance on inventory accuthe new order fulfillment process that would move the company
racy levels and the possibility
toward an assemble-to-order environment,
of a "shrink" from a recent
physical audit.
Hans realized that a seriAnalyze the procurement process and its impact on customer service
ous change was necessary if
and inventory levels.
General Marble were to survive. Given his current
responsibilities and those of
Develop the plan to phase out slow- moving SKUs and to combine
the available staff, Hans recdesigns where possible.
ognized the need for an external change agent, and he
Anal
engaged Coopers & Lybrand
yze and improve financial reporting.
Consulting (CLC) to assist in
the development of an operations improvement plan.
Design systems and controls to avoid recurring credit and collection
General Marble, a wholly
problems.
owned subsidiary of Leucadia National based in New
York, N.Y., was established in
Develop a plan todispose ofslow-movingandobsolete inventory.
1963. As the largest manu-
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NOTRESPONSIVE
TOCUSTOMERS

T he six reengineering teams
presented their findings, conclusions, and recommendations to General Marble management in early December.
The fundamental conclusions
were that the processes were
expensive, cumbersome, and
slow. General Marble's existing manufacturing strategy
was not responding to the
"voice of the customer."
In the presentation, the
teams outlined four target
benefits from a potential
reengineering effort: reduce
inventory by $2 million,

Turnaround
MAKING IT HAPPEN

M

anagement, with CLC's assistance,
formed five new implementation teams
to focus on:
■ General ledger consolidation and
financial reporting;
■ Manufacturing systems;
■ Layout, Methods, Pull Signals
(LMPS);
■ Procurement; and
■ Total Quality Management (TQM).

General Marble PresidentHansWade and Vice PresidentTed Fuller.
reduce defectives and returns by $2
million, reduce the cost of the order
fulfillment process by $1.5 million, and
reduce the cost of procurement,
accounting, and finance by $600,000.
It was decided to proceed with the
reengineering efforts immediately. In
addition to the initial objectives, the
design teams targeted improvements

in order fulfillment, on -time delivery,
and fill rate metrics. The goals were:
■ Reduce the order fulfillment cycle
time to five days from 17.
■ Increase on -time delivery to 100%
from 43%.
■ Increase order fill rate to 98 +%
from 95%.

Planning

22

0.98

99.02

3.0

48.0

6.25

Scheduling

18

46.00

54.00

5.3

48.8

10.86

Manufacturing

52

39.00

61.00

8.7

174.8

08

Warehousing

95

0.00

100.00

0.1

24.0

0.42

Shipping

90

0.03

99.97

2.8

154.0

1.82

Billing

93

0.42

99.58

0.1

24.0

0.42

Accounts receivable

52

0.09

99.91

1.5

Each team underwent implementation training and developed a charter,
work plan, and schedule for reaching
its goals.
The teams delved into their tasks
with a sense of urgency. First, they
communicated the "Blue Sky" (Where
do we want to go ?) vision to the whole
organization. Next, the teams began
the practical design work of realizing
the vision (How do we get there ?).
Design and implementation of the
vision were the greatest challenges,
but, by this time, General Marble was
in a survival mode and poised for the
required change.
Other factors pointed to the longterm success of General Marble's
reengineering project: The workforce
recognized the necessity for change
and wanted to make it happen, all
management levels supported the
reengineering efforts, and management
hired outside consulting expertise to
manage and drive the required change.

GENERALLEDGER
CONSOLIDATION
J ohn Keesee, chief financial officer,
had been on the job two months when
the reengineering efforts began. He
realized that the only way to overcome
the difficulties in the monthly financial
closing process was to attack the
DEC EMBER 1996
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department's "cost drivers" (the attributes that drive activity costs up or
down). The general ledger team identified the first two tasks:
■ Consolidating five general ledgers,
the result of one acquisition after
another, into one and
■ Refining the reporting system by
making the systems support the
process instead of the process
driving the system.
The team began by reconciling
immediate reporting requirements and
management's needs. Then it consolidated the chart of accounts, isolated
systems issues, preserved historical
data, changed levels of detail, and
made tradeoffs between speed and
accessibility.
Just two- and -a -half months after
consolidation began, the system closed
using the new chart of accounts with
relatively few conversion problems. The
team was excited by its success and
relieved that the consolidation activities were over. Team members watched
the closing cycle time move to a target
of a four -day close from a 15 -day close
in approximately eight months.

ment had not given Kevin Mahoney,
director of systems, the MIS staff to
complete properly the roll -out of the
current manufacturing system, ASK
MANMAN. With the help of Ted Fuller,
vice president of manufacturing, and
the order fulfillment team, Kevin felt
he had the project management and
systems development talent to begin
supporting the order fulfillment vision.
Everything had to support the make to- stock, ship -to -order vision. The management systems team began detailing
the requirements to support the vision:
bar -code scanning, MRP and master
scheduling modifications, a new reporting system, and even cycle counting.
ASK MANMAN now enables General
Marble to produce daily master production schedules and to place manufacturing orders for cabinets and for
marble components. This cut demand
and planning time fences, the time

sales plan. In the new arrangement,
production requirements are sent in
smaller batches, and items are produced only when they are required to
be produced —no more, no less.
The team's efforts in management
systems reduced cycle time to five to
seven days from 14 to 17 days.

LAYOUT,METHODS,
ANDPULLSIGNALS

T ed Fuller also was in charge of the
layout, methods, and pull signals
(LMPS) team. This team would need to
conquer a series of problems before the
new vision's full effects could be realized: quality, schedule adherence,
machine reliability, inventory accuracy,
damaged shipments, absenteeism, and
so on. The current operating strategy
emphasized long runs on inflexible
machinery, while the "just -in -time"

FINANCIALREPORTING

T he general ledger team tackled the
reporting system, which had operated
below par because of the closing
process difficulties. The team developed performance measures that
tracked real improvements in the core
business process. They included:
■ Adherence to schedule,
■ First run yield (FRY),
■ On -time shipments,
■ Fill rates,
■ Total process cost, and
■ Cost per unit.
John Keesee then turned his attention to other issues, such as reducing
credits issued for shipping damage,
consolidating the billing/cash application and customer service organizations, implementing procurement
cards, and reinforcing continuous
improvement.

MANUFACTURINGSYSTEMS

F or years, General Marble manage40
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Kaizen fixtures gravity fed conveyor at General Marble.
allotted to accomplish a specific task,
in half to five days.
General Marble decided to integrate
a computer -based forecasting system
called GAINS into the manufacturing
system. Ted then launched monthly,
formal forecast review meetings. Today
these meetings allow top management
to approve purchases that support the

vision would require smaller lots moving rapidly through the manufacturing
process.
After training, the LMPS team realized that schedule adherence was the
key consideration. As a result, the mill
needed to change its fundamental
operating strategy. No longer could the
machine - intensive areas of the process

emphasize productivity. Specifically at
the mill, the yield in cutting particle
board no longer would be a paramount
consideration. Edge banding, the next
step in the process, would not be driven by the production rates of downstream machines but, rather, by the
day before parts were needed in the
drilling department. Finally, orders
would not be prioritized by degree of
difficulty (easiest to hardest) but by
when the order was needed. The team
established a color coded system to
track orders more easily.
Quality work, KANBAN2 quantity,
and on -time delivery were the new drivers. To accomplish this objective, the
operators had to reduce setups and
changeover time. Setup reduction seminars were held, and a live demonstration proved that changeover time could
be reduced to 11 minutes from 25 minutes. A visual work -in- progress tracking system was established to monitor
adherence. As a result, adherence to
time fences continues to rise.
In addition, General Marble's plant
layout was redesigned to eliminate
nonvalue- adding activities in material
handling and storage. After studying
the distances from "picks" to "places,"
the team moved the storage locations
closer to the assembly areas and
installed automated material handling
systems. By reducing assembly area
distances and by improving manufacturing processes, the rate of cabinet
assembly increased.
Now direct labor could focus on
adding value. As lead times continued
to shrink, so did the direct labor cost.
The team reduced changeover time and
focused on process control, resulting in
increased line flexibility and quality.

PROCUREMENT'SROLE

T he procurement team was anxious
to get started. As a group, they were
considered the "action/results" people
within their respective departments
(accounting, purchasing, material management, receiving). This was their
chance to make a real impact on the
organization, and they did! They:
• Slashed the number of vendors to
85 from 1,200.
• Adopted procurement cards, eliminating 80% of small transactions.
• Enhanced FAX and EDI capabilities.

Someone in your company is still typing

It is a tedious error prone
activity. And entirely unnecessary.
But, you say, spreadsheets are the
best place to do financial reporting.
F9 seamlessly integrates
your G/L with your spreadsheet
(Excel, Lotus 1 -2 -3, or Quattro Pro):
no macros, no imports, no exports.
With F9 you can create reports of
any size or complexity, and never
type another G/L balance into a
spreadsheet.
F9 is the perfect tool for
financial reporting. Create a single
period income statement. With a
click of the mouse, you can go to a
multi period comparative income
statement or any financial report
you can imagine. And with a little
more effort, you can create a
complete EIS, with buttons, and
"hot Charts" that change
automatically when the data does.
And the best part is, if you know
how to use a spreadsheet, you
already know 95% of what you
need to know in order to use F9.

F9 also provides tools to

explore your G /L, drill down
multiple tiers to your G/L
transactions, prepareconsolidations
and more.
F9 even lets you create and
edit budgets in a spreadsheet
and write them back to the G /L!

F9

"the future of
,financial reporting"

800 -663 -8663 x 332
F9 works all these systems:
Abacus Accounting
AMSI
Champion
Dynamics
Great Plains Accounting
M•A•S /90 Evolution 2
Platinum
RealWorld
Skyline

F9 Universal

ACCPAC Plus
Business Works
Data Pro Accounting
FlexiFinancials
Macola
Open Systems
Ross
SBT
Soloman

will work with any accounting

system on a PC, mini or mainframe. Call for details.
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■ Established an online requisition
approval system to speed purchase
orders electronically to the vendors.
■ Established two bin systems to
reduce the items requiring inventory management.
■ Set up vendor - operated stores for
cartons.
■ Scheduled deliveries as often as
every two days.
■ Established a vendor certification
program to improve vendor relations and to eliminate nonperforming vendors.
The procurement team pushed hard
to be paperless, less expensive, and
supportive of the improved manufacturing environment.

TOTALQUALITY
MANAGEMENT

finish shades, natural color variations
in the wood (the primary ingredient in
the cabinet's finished product) affect
the finish color. Thus, the TQM team
developed a set of acceptable variation
standards.
In keeping with the concept of overall quality, General Marble also made
a commitment to inventory accuracy
and reduction. The commitment
included implementing a robust cycle
counting procedure and an aggressive
posture toward space and inventory
management. The accuracy was necessary for the MRP -based system to
work. Inventories dropped $1.3 million
in five months with steady removal of
slow - moving and obsolete products.
What inventory remains is dedicated
to a two -day turnaround on orders and
is replenished within seven working
days.

W

ith such a high percentage of prodCONTINUOUS
ucts being returned for defects, GenerIMPROVEMENT
al Marble's reputation as a premier
supplier of bathroom vanities was in
eneral Marble still is improving
jeopardy. Therefore, a Total Quality
according to its performance measures.
Management (TQM) program was
In fact, continuous improvement is
essential to General Marble's
long -term success. To instill
the TQM continuous improvement doctrine within General
Marble employees, the program was initiated simultaneously with the corporate
reengineering efforts, and a
director of quality was
appointed.
To begin the effort, a core
team of facilitators was
trained. Then this team
trained the next group until
the entire organization understood TQM. At the same time,
specific quick hits were implemented to prevent any products from leaving the facility
in less than quality condition.
The TQM team revised
upwards and visibly enforced
quality standards. It also displayed statistical process control charts in key points of the
manufacturing process and
invited vendors, who made
several key contributions, to
participate in problem solving.
Some areas were more difficult for the teams to tackle.
For example, in standardizing Automated inventory control systems at General Marble.

G
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now the watchword on the lips of General Marble employees. Customer
returns have dropped to less than onehalf of the initial level, and scrap
rates, which initially went up with the
higher quality standards, have been
falling steadily. In addition:
• Inventory has been reduced to $3.8
million from $5.9 million.
• Order fulfillment has increased to
100% from 95 %.
• Lead time currently is less than five
days.
• Headcount was reduced to 269 from
400.
• On -time delivery has increased to
100% from 40 %.
• The cost of procurement has been
reduced $120,000.
• Inventory turns increased to 5.7
from 0.2.
Hans and Ted are convinced that
General Marble's operations are on
track. The keys are to maintain the
quality, 100% fill rate, and 99.8% ontime deliveries for new customers.
With renewed confidence in the organization, they realize that General Marble could be successful in various related lines of
business in addition to its core
business. New products, new
channels, new customers are
possible now because of internal capabilities.
In fact, it was time to check
on engineering and sales about
the status of some new prospects. Hans reached for the
phone... ■
Chuck Bokman is managing associate in the Financial Management
Services (FMS) practice of Coopers &
Lybrand L.L.P. He has broad experience in the sales, engineering, and
production environments. His primary focus is on the application of activity -based costing to support reengineering and going -to- market
strategies. Mr. Bokman received a
B.S. degree in mechanical engineering and an M.S. degree in industrial
administration (MBA) from Carnegie
Mellon University, Pittsburgh, Pa.
t

Breakpoint BPR-° Methodology is Coopers & Lybrand's proprietary approach to
business process reengineering that
transforms an organization by redesigning processes and not just functions.
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KANBAN is a card or sheet used to
authorize the production or movement of
an item.

Picture them wvning this.
To receive a nomination package, please call
1(800) 327 -1117, ext. 335. Your package will

To honor the outstanding performance and accomplishments of financial executives, accountants
on call and the Institute of Management
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Measuri'Ing
Your Mission
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0
v

You c an pic k up a map for y our we e k e nd
trip at the gas station, but what do y ou
do wh e n you hav e to plot the direc tion for
the c ompany 's mission?
BY JAMES A. BAILEY, CMA

MISSION-WRITINGCOMMITTEE

Certificate of Merit

A mission - writing committee should be

'

magine yourself driving down a dark
road. You have no idea where you are
going, le t a l one ho w you a re go ing to

get there. Tb your dismay, a storm crops
up, rain pelting the window so hard you
can barely see anything outside. You
may decide to stop the car and just sit
there. Moving on or parked, you are
going nowhere fast.
While many of us would not allow
ourselves to get into su ch a situation in
our cars, some of the organizations we
work for do not know where they are
going with their businesses because
they have no t developed measurable
mission statements. These organizations may end up going down the wrong
roads withou t realizing it until it is too
late, and the results could be additional
costs or even bankruptcy.
One of the main reaso ns for writing
a mission statement is to d evelop a road
map showin g managem ent where the
company should be and giving general
directions for how to get th ere. In addition to the mission statemen t, strategic
plans should be developed that give
detailed information about specific
roads the company should travel to
arrive at its m ission d estination. Arriving at a destination req uires a good
map.
44
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established to formulate the mission
statement. This committee should consist of man agement and nonmanagement personnel from all levels of the
organization. Think of the vehicle for
this journey as a van or a bus, not a lone
car traveling in the dark. All the members of the organization should have a
voice in developing its charter. The organization may lose valuable input by limiting the voices it is willing to hear; also,
people may be more willing to carry out
a mission that they helped develop.
The committee also should include
individ uals outside the organization for
additional perspectives. Customers,
sup pliers, and other interested parties
should be invited to challenge a company's mission, assumptions, and measurem ents. Excellent m ission statements are the product of many different
perspectives. A diverse group of individuals can improve the final product
because each individual sees the ultimate mission of the organization in a
different way. By combining perspectives, the various groups will be able to
focus on those elements that most
would agree are the critical ones.
Because of the difficulties involved in
trying to write mission statements in a
large group setting, an organization may
want to form a writing subcommittee.

Without a proper mission map, it can be a long a
This group would solicit ideas from the
mission- writing committee and make a
rough draft of the mission statement.
This rough draft would be presented to
the mission - writing committee for suggestions and editing. This process could
be repeated several times until the mission- writing committee is satisfied with
the mission statement draft. Then the
proposed statement should be circulated
to all members of the organization and
important or interested outside parties
for comment. These comments should be
considered by the writing committee during its final review to see if any changes
should be made to the statement before

MISSIONMAPPINGPROCESS

.�

i

wo basic questions should be asked
during the mapping process:
1. What mission objectives do we want
to accomplish?
2. How do we measure these objectives'
accomplishments?
When defining organizational objectives, mission statements should reflect
the environment in which the organization operates as well as the competencies and competitive advantages that
the organization possesses.
The environment consists of all external factors that may affect the organization. These factors include competitors,
customers, suppliers, labor supply, economic conditions, government regulations, and other influences. The committee should analyze the effects of the
current environment on the organization and should anticipate changes in
the environment.
The committee also should list the
organization's competencies, which are
those things the organization already
does extremely well.
Based on the lists of competencies and
the environmental factors, the committee
should be able to develop a list of areas
where the company may be able to develop and maintain a competitive advantage�in�the�marketplace—where�it�can
provide better service to its customers
than can its competitors.) In the development of this list, it is extremely important not only to identify the areas of
competitive advantage but also to

describe in detail why they are areas of
competitive advantage. This analysis
will form the basis for the mission statement objectives and measurements.
The mission statement should focus on
those areas where the organization can
develop and maintain competitive advantage because that is where the organization is most likely to achieve its mission
objectives.

MISSIONMEASUREMENT

A good mission statement says clearly

and exactly what an organization
expects to accomplish. Many companies
have eloquently stated missions, but
they often neglect one of the most
important characteristics of a solid mission statement: The objectives must be
measurable. 'Ib know where you are on
the road, you need mile markers. To
know where you are going, you need
signs and landmarks. Unless a company
has specific measurement standards, it
will not be able to determine if it has
achieved its mission. Table 1 presents
two possible condensed mission statements for an electrical retail company:
an inadequate, nonmeasured mission
statement and an improved statement
that measures similar missions. Table 2
adds another dimension to the mapped
environment . Each mission statement
includes several strategies that will provide the conditions and data for measuring the mission. They add the essential scale for our map.
For every mission objective the question should be asked, "How are we going

nding road that leads your company to success.
it is officially adopted. After adoption,
the writing committee should review the
mission periodically to see if it still represents the direction of the organization.
One way my organ ization improved
its mission statement was to invite
individuals fro m ou tside the organ ization to com ment on the initial draft
after it was developed. Another organization with which I worked had outside
individuals help draft and critiq ue the
mission statement d urin g its d evelopment stages. The discussions consequently included concerns of outside
constituencies, which might have been

overlooked.
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to measure the accomplishment of the
objective ?" If the eloquent sounding
objective is not measurable, it should
not be included in the mission statement because it distracts from the more
measurable objectives. While unmeasurable statements may benefit management by making it feel good about the
organization, measurable statements
are superior because they can improve
confidence and give good directions for
the organization's efforts.

MEASUREMENT
CHARACTERISTICS

M

easurable standards do not have to
be quantifiable. Excellent qualitative
measurements exist. Any mission measurements, however, should follow cer-

objectives of the mission. He or she also
should know how the mission will be
achieved and measured. From this will
follow an understanding of the specific
duties that are essential to achieving
the corporate goals.
The mission statements presented in
Table 1 use terminology that electrical
retail employees should understand easily. The sentences are short and to the
point.
Mission measurements are relevant if
they give feedback to management. If
the mission is not successful, good measurements provide timely information
management can use to determine if the
mission or strategies were poorly
designed, poorly implemented, or both.
The mission statement and strategies
presented in Table 2 are designed to col-

30 -tit
le if anytlli
We primarily serve do- it- yourself it1
about installing their ownelectrical systems.
■ Keep the store oper , or; Saturdays until 6:00 p.m. Because all of the competitors close at
noon on Saturdays, do it- yourselfers who need something on Saturday afternoons will
come to our store.
.
■ Sell do- it- yourself guides, anc} p,ovi
.helpful instructions to do-it-yourself
customers.
■ Any advertising campaigns will be targe
dividuals within a 30 -mile
radius. We will stress our convenient hat)
ose items customers ask
about most, and that we will answer their que
e answer allofour customers' questions. Ifwe don'tknow the anstnS ,
will im_medi
d the answer.
■ Employ only! ndivid ua Is who have a basic knowledge and some exile ncei ect
systems.
■ Instruct employees who cannot answer a customef,
ediately find
another employee who can answer the question. If
a store can answer
the question, have telephone numbe
an cell'frb find answers.
■ Periodically survey the customers to
ics,d a store.
e are the low price leader ix 30 -mil
fotIehandise that customers ask the
about most
pricat requests. Develop a list of the top five requested prices
all cu
■ K
AVOWe log.
■ Comp
pricesiM these top five prices to competitors' prices in a 3t
our prices fur the top five requested prices the lowest. prices in a
lbecial effort to find low -cost suppliers to

tain characteristics: They should be
understandable, relevant, and reliable.
The mission statement should be
understandable. The wording should be
simple, clear, and concise. It should
avoid the use of jargon and other words
generally not known to all members of
the organization.
Every member of the organization
should be able to understand the basic
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lect continual feedback that can be used
to indicate whether or not the company
is achieving its mission. For example,
continually comparing a company's
prices with competitors' prices for the
five most requested items is a crucial
measurement of the company's mission
to be the low price leader. If these measurements indicate that the company
does not have the lowest prices, man-

agement should reassess this portion of
its mission and related strategies.
Mission measurements should be
reliable.Although different levels of
reliability exist, measures are more reliable when they possess a low degree of
bias toward preconceived results and
when different parties can obtain the
same measurement results with the
same data. For example, the price information obtained from competitors
should be the same no matter who collects the information. The objective
nature of these comparisons minimizes
the potential for distorting the results.

BENEFITSSHOULD
EXCEEDCOSTS
- he benefits of measurement should
exceed the costs. As with any measurement system, one can get carried away if
he or she is not careful, and the mission
measurement system may take on a life
of its own. The company should try to
make the measurements as simple and as
straightforward as possible while maintaining their quality. In the mission statement example, only the five most requested prices would be checked against
competitors' prices. One could check all
requested prices, but the increased costs
may exceed the increased benefits. (For a
more detailed theoretical discussion of
measurement characteristics, see Statement of Financial Accounting Concepts
No. 2.2)
Driving around, lost in the dark, will
eventually get you somewhere, but it
might not be where you would like to
be. It makes sense to plan before you
begin the trip —to set goals and objective standards for measuring your
progress. A corporate map of missions
will do what the ordinary road map is
intended to do— provide direction as
well as organize many of the activities
associated with the journey. ■
James A. Bailey, CMA, CPA, teaches accounting at Central Washington University in Ellensburg, Wash. He holds both MBA and Ph.D.
degrees, and he has worked for approximately
six years in public accounting and one year in
retail management. Dr. Bailey is a member of
IMA's Bellevue/Eastside Washington Chapter,
and he can be reached at (509) 963 -2343.
I Charles

W. Hofer and Dan Schendel, Strategy Formulation: Analytical Concepts, West Publishing Co., St. Paul,
Minn., 1978, p. 25. As cited in Lester A. Digman's Strategic Management: Concepts Decisions, Cases, Business
Publications Inc., Plano, Tex., 1986, pp. 231.232.
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Accounting Standards Board, Statement of
Financial Accounting Concepts No. 2, "Quali tative
Characteristics of Accounting Information," May 1980.
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The financial professional of today —and
tomorrow —will have to clear hurdles and
face challenges that were unknown only a
few years ago.
-- A downsized corporate environment.
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management function.
A corporate culture that has irrevocably
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The path to career success has become steeper
and more demanding.
The new Certified in Financial Management
Program, developed by the globally- recognized
Institute of Management Accountants,
make
that career path safer, surer, and smoother.
The 1MA has created the CFM program to

provide an objective measure of knowledge and
competence in the field of financial management.
The CFM designation provides professional
certification of proficiency and excellence that is
recognized by leading corporations and financial
management professionals.
It has been designed to meet the evolving needs
of business — today, tomorrow, and well into the
21st century. It is an important career asset.
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Institute of Management Accountants and the
many benefits of 1 MA membership, call

1 (800) 638 -4427, ext. 141.
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TheControllerasBus
Intense c ompe tition is expanding the role of manage ment acc ountant,
BY DANHRISAK

currently are under way? The number cited by the CMG
ontrollers are breaking out of the traditional accountant
members is broad, ranging from one to the highest number of
mold as the "numbers cruncher"and are crossing funcrespondents, who indicated eight or more.
tional lines to reduce cost and improve efficiency, adding
value to their organizations. Using technology innovations,
PERFORMANCEMEASUREMENTINNOVATIONS
they are turning data into knowledge for decision making and
their role as business strategist.
ontrollers and financial managers also are sharpening
The controller's new, expanded role is reflected in the retheir performance measurement tools. To provide better inforsults of the frequent surveys conducted by the IMA's Member
mation for decision making, 63% of CMG members said in a
Interest Groups (MIGs): Controllers Council (CC) and Cost
survey that they were involved in changing their companies'
Management Group (CMG). For example, many controllers
financial performance measurement systems, and 60% said
and financial managers are involved in cost management inthey are either doing a major overhaul or planning to replace
novations exemplified by the major thrust in recent years to
their performance measurement systems.
reengineer the finance function.
Cost managers are concerned that current performance
Companies are continuing to implement reengineering efmeasurements are not supporting top management's business
forts to improve key business processes and productivity. In a
objectives. Only 15% of IMA's Cost Management Group memrecent survey, 61% of CMG members, who are responsible for
bers said their systems support top management's business
strategic cost management decisions in their companies, said
objectives very well, while 43% said less than adequate or
they were confident that reengineering efforts in the finance
poor. Forty -two percent rated their systems as only adequate.
area will lead to a positive outcome.
It is apparent that controllers and financial managers are
Financial reporting is the primary target of reengineering
paying increased attention to all aspects of corporate metrics.
strategies, 27% of the respondents said. But financial execuWhen cost managers were asked how good the link is between
tives have focused on other areas including accounts payable
the company's shareholder value performance measures and
(18%, cost accounting systems (18 %, accounts receivable
process measures, only 4% of CMG members rated them
(1401b), travel and entertainment (9 %), and payrollibenefits
excellent, 32% said good, 27% rated them only adequate,
(6 %).
and 37% said less than adequate or poor.
Leading the reengineering efforts today, according to 26%
Asked to rate the effectiveness of the top four financial
of the respondents, are controllers and internal auditors.
performance measurements, the CMG members rated budget
The chief financial officer and the operations area are tied for
vs. actual net income as the most effective, followed second
second place (both with 18 %).
by return on investment, third by productivity, and fourth by
Sixty -six percent of CMG members responding to this year's
budget versus actual sales.
survey said their companies currently were involved in a busiAlthough 92% of CMG members said nonfinancial perforness reengineering effort. This number marks an increase of
mance measurements should be used more extensively, 66%
6% from a 1994 survey. Only 20% of the companies of the CMG
(up 1% from 1995's survey) reported using these measures.
members are not involved in a business reengineering initiative. What's
more, 14% believe they should be
involved in such efforts, again an
Improve Key
increase from 1994 survey results.
'Improve Pro
What are the reasons for reengineering? CMG members cited im
proving essential business processes
Cost Cutting
16°k
as a significant reason for reengiImprove Internal/Extental Customer Satisfaction
1
neering. Improving productivity
a
ranked second; improving internal/
Competitive Issues
144wo
external customer satisfaction and
cost cutting tied for third; competitive
Improve Profits
9%
issues, fourth; and improving profits
Reduce Headcount
was fifth. Reducing headcount was of
least importance for initiating busi2%
Other
ness reengineering (see Figure 1).
How many reengineering projects

C
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iness Strategist
as they be com e proactive players on the m anagem ent te am.
tion technology (IT). Most of the companies who achieved success in ABC had a higher level of IT sophistication, according
to our ABC survey.
In this year's Information Technology Survey conducted by
the Controllers Council, 45% of the members said their companies have implemented client/server —up 3% from 1995s
survey. Survey findings indicate companies are continuing to
implement client/server technology to improve accessibility to
information and increase productivity.
Asked who initiated the introduction of clientlserver technology, 41% of those surveyed said the controller or CFO. The
chief information officer (CIO) received the second highest
percentage (27 %), followed by the company president and
CEO (18 %).
Was the implementation of client/server technology worth
the cost? Forty -four percent of the respondents said client/
server was worth the cost, and 37% said it was too early to tell.
WHOISCHAMPIONINGSTRATEGICCOST
Only 19% said client/server was not worth the implementation
MANAGEMENT?
costs.
The number one reason cited by the Controllers Council
A strong majority of Cost Management Group members say
strategic cost management is the wave of the future. When
members to implement client/server technology was to improve
CMG members were asked who was championing their comaccessibility to information. Increasing productivity was secpanies' SCM program, 36% said the chief financial officer
ond in importance, enhancing analytical and reporting capabilities was third, and reducing costs was fourth. Speeding up
(CFO), 26% said the controller, 25% said the chief executive
the monthly closing process and reducing time spent processofficer (CEO), and 13% said other.
ing transactions tied for fifth place. Reducing headcount was of
Nearly two thirds (65 %) of members responding to a survey
least importance for the implementation of client/server.
on SCM said they are directly involved in these programs.
The Controllers Council members who implemented
Thirty -eight percent said they implemented SCM for their
client/server said the major problem they encountered was
companies. And 93% who said their companies initiated
that the employees were not trained adequately. A second obthe programs plan to continue them. Only 7% said their
stacle cited was that they were too dependent on outside excompanies dropped the programs.
pertise. A third problem respondents noted was that employActivity -based costing is still a major preoccupation of fiees were not prepared for the impact of the new technology on
nancial executives and management accountants, according to
corporate culture. Of least importance: the cost of a successful
IMA surveys. Fifty -three percent of CMG respondents said
client/server implementation.
they are using activity -based costing (ABC) not only in the acAs IMA's continuing surveys indicate, the role of controllers
counting function but in decision making in other areas, such
and financial managers is changing as they combine technolas marketing and engineering. Of those, 47% report that they
ogy tools and creativity to add value to their organizations by
have replaced their traditional cost system with ABC for fireducing costs and by serving as business partners who bring
nancial reporting. Nearly three fourths (71 %) of companies usto the team their financial expertise. All indications are that
ing ABC systems for decision making report that ABC was
role will continue
worth the implementation costs. And
and probably exABC veterans say that the success
Membership in either the Controllers Council or Cost Management Group links
pand as their comfactor is much greater among compaIMA members to invaluable resources that keep them ahead of changes emergpanies compete acnies who have integrated ABC into
ing in their field of expertise. Surveys of the MIGs members are conducted
tively
in the world
their financial reporting system.
throughout the year on topics ranging from financial issues to employment
marketplace. ■
trends. All survey results are published in Controllers Update' and Cost Man-

Some of the most popular nonfinancial measures used by
CMG members include: cycle time, on -time delivery, customer
satisfaction and retention, defect analysis, yields, throughput
(sales minus material costs), and safety.
Forty -one percent (down 12% from last year's survey) of
CMG members reported that changes in performance measurement systems are part of a business process reengineering project. Asked if they are using activity -based management (ABM) to help in the project, 47% (up 11% from 1995's
survey) said they are involved in an ABM project as part of
changing their performance measurement system, and 35%
said they plan to. Thirty -four percent (up 18% from last year's
survey) use economic value added (EVA) as a measure, and
45% (up 27% from 1995) will use it in the future. EVA is an
estimate of the value a company creates in a single period.

USINGTECHNOLOGY
INNOVATIONS

A major trend impacting the role of
the controller as a decision maker
and business strategist is informa-

agementUpdate'. These are the only publications that provide a comprehensive
breakout of survey data that allows members to gauge and compare their activities to what their colleagues are doing. To receive more information about the
Controllers Council and the Cost Management Group, contact Michele Nicolato
at (800) 638 -4427, ext. 219, or e-mail at imamigs ®class.org.

Dan Hrisak is a freelance writer based in
Marietta, Ga„ who has
been specializing in
management accounting
for more than 25 years.
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A
ADDINGVALUETOTECN

your

Iffou're in New Jersey and
you want the quickest
route to Maine? Just ask
Jeff Broadhurst. He'll gladly
pop open a road map program
on his laptop and, with a flourish, present you the best options. But don't ask him for a
hard copy of the directions or
that letter you sent him last
week. E -mail would be better.
He files electronically and is
trying to get others to follow
suit. "I'm not a fan of technology gadgets and software for
their own sake, but when you
can save time and money and
improve
performance —
even if we are talking about a
trip to Maine, why not ?"
He laughs. "Well, I guess I'm
a bit technology driven," he
admits, "but you have to be so
you can stay ahead in this
world where technology
changes almost every minute."
Mastering technology and
staying ahead aren't his only
goals, however. The CEO of
Apprise Software, Inc., is even
more focused on the company
adding value for its customers
and becoming true business
partners with them. "All the
press and the glitz and the
glory come with selling software, but the real value is after the sale, in providing good
functionality and helping people redesign their organization. Value can be added in
many different places. One
long -term customer said that
after we got his system up and
running it was the first time
he could take a week's vacation without calling his office.
50
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That's the kind of business
partnership we've prided ourselves in for years now."
Concern for others (along
with a healthy dose of entrepreneurship) is one of the reasons Jeff started Apprise. As
controller of a New Jersey based company in the early
1980s, he enjoyed the accounting and finance aspects of his
job, but he wanted more. He
already had been through
some of the process of selecting software for the company
and figured he could do that
on his own. Plus, "I thought I
could make a difference. I was
younger and more idealistic at
that point. I really enjoyed
managing people, and I
thought I could make a difference in their lives by giving
them opportunities. So I started my own business. I chose
software because that seemed
to be the place for the most
opportunity."

Q:Could you tell us the

story?
If you take your standard Harvard MBA approach to doing a
business, I did the opposite. I
just started knocking on doors
to find out what people wanted to buy. I went through a few
pairs of shoes and found out
people were looking for software and service.
I started Broadstar in 1984.
The first product we sold was
Real World, which at that time
was a COBOL -based system
running on Unix. It also ran in
DOS, Novell, etc. But we only
worked with the Unix side. It
was a good, solid product and
gave us the ability to support
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our customers and get new
ones.

over a billion. Our distribution
customers buy and sell products in the same form. This
: Now many people were in market is very horizontal.
the company?
Many sell to mass merchants,
One. We grew incrementally
so we got very good at doing
through the years. We inEDI. We have become very
creased our knowledge base to proficient at managing inveninclude distribution as well as tory at all levels of the supply
financials. As this was happen- chain. Our customers needed
ing, the size and complexity of that service and functionality
our customers increased as
to survive. We have now put
well. It was a "growing"
that into AppriseTM Financials
decade. We learned a lot, made and Apprise Distribution.
customers happy, added ofWe are trying to give our cusfices, and had fun.
tomers all the tools that we
can to enable them to provide
In terms of software debetter service to their cusvelopment, how did you move tomers and vendors.
from Real World into the next
Our financial customers are
stage?
in a large variety of businessWe had customers who want- es including NBA basketball
ed features that the product
teams, large retail chains, govwe were selling didn't offer.
ernment agencies, and natural
We then resold two other
resource companies.
products, Symix and WDS -H
Where do you see your
but found that we needed to
company
headed in terms of
master our own destiny to be
the
market
and technologies?
able to protect our employees
and customers.
We have a good solid suite of
Our next era began when
applications in the financial
we acquired a software devel- and distribution environment,
opment company. It was a
and it keeps getting better
beautiful blend because
and better. We want to add
they were excellent in develfunctionality and keep cusopment and R &D. We, on the
tomers happy. We are expandother hand, had the compleing into some more enterprise mentary mix of sales, market- wide areas through developing, support, and educational
ment and partnerships —so we
facilities.
will be increasing the size of
the market that we can
Now long ago was that?
address. We have also web enThat was in 1995. We also
abled our product. This allows
changed our name to Apprise our customers to deploy their
Software, Inc.
applications to many sites
with a minimal investment in
What kinds of companies communications or remote
are your customers?
site software. It also gives our
In sales volume, $20 million to customers the ability to have
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middle market. We find that
3GL environment. Now
they're trying to get technoloour implementation can be
faster and more cost - effective, gy for client/server because
Whowould yousayare
you have to have chent/server
giving a better return of inyour competitors?
vestment. This is where our
or you go nowhere. You can arspecialty lies. We can offer the gue whether client/server is
If you divvy up the market as
functionality that a $500 mil- good or bad, but it doesn't
we see it, there are low -end
matter. The market is speaklion company needs without
shrink- wrapped players that
ing quite loudly and demandfit in less than $20 million
the inflexibility of high -end
products. We also can do quick ing distributed processing and
superior functionality. If these
implementations. We took a
public company from delivery companies try to grow their
of the system to going live in a current technology into a
month or two, and we wrote a client/server Internet -type environment, it isn't going to
fairly sophisticated interface
application to one of its exist- work. Is their core expertise
going to get them to client/
ing systems.
server? No. Some companies
Doyou find that your new are using people who were
customersareontheir second good in RPG and who really
or third installation?
know their industry to lead
their development team for
Yes. Back in '84 we were
changing quite a few from
the next - generation product.
manual operations to comput- They're going to fail. It isn't
ers. We haven't done that in a because those people aren't
long time. A start -up would be knowledgeable —it's that their
skill sets need to be current.
more appropriate to go to a
Solomon or a Platinum.
When we hire development
people, we need a combination
Withwhomareyou
of people who know not only
aligning?
functionality of the applicaWith partners that make
tion but how to make great
sense, say in the areas of
GUI [graphical user interwarehouse management, RF
face]. It's an art. It isn't the
technology, payroll. Some com- same as having 20 years' expepanies do payroll very well.
rience in COBOL. Quite a few
products out there right now
Not many companies do payroll and accounting well. So
look just like a character prodJeffBroadhurst,AppriseCEO
we're integrating with best of uct only they're in 3 -1). Also,
breed to do HR and payroll.
anybody who is a traditional
companies: Solomon, Platmarket which we define as
player on the AS/400 side has
lack to the middle
inum, Great Plains ... They do companies with sales between
to be able to migrate into open
market.
their job well in their market. $50 million and $2 billion.
systems to survive.
When they try to move above There are a plethora of comIt's an interesting marketWhattakedoyou haveon
their market, customers find
petitors in this market. Many place. It looks very simple on
the Internet?
that they lack functionality
who have gotten their reputa- the surface, but, when you
and the ability to modify that tion —good, bad, or ugly —at
start digging in, it's very com- It's a hot item. CEOs of other
are needed by companies in
the upper end of the market
plex. The well -known players software companies say,
the middle market. Then you
are not well suited to serve the have developed in a character, "That's where we've got to go."
their customers enter their
own orders.

Q:

have the upper tier with SAP,
PeopleSoft, and Oracle. They
are marketed in both features
and support for global enterprises. This is an advantage
for truly global companies, but
it adds complexity and cost to
those companies who are not.
Then there is the middle

Q:

Q:

Q:

Q:
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But when someone asks, "And what are
you going to do when you get there ? ", it
becomes an issue. In the long term, it's
going to be a good place to give customers access to order status, entering
orders, doing that kind of work. When
you're dealing with financials, it's a more
interesting story. Obviously you don't
want your customers accessing and running your financial statements. But let's
say your main office is in Pittsburgh, you
have a branch office in Florida, and you
are opening up in the U.K. All of a sudden being able to do journal entries over
the Internet makes sense. The Internet
is a big growth area, it's a hype area,
and, just like the majority of things in
life, if you take the two opposing views,
somewhere in the middle you'll find the
truth. The Internet is an extremely low cost form of communications. So if you're
going to be doing a half hour of work a
day at a remote site, the pain of doing it,
which is the delay in the Internet traffic,
isn't that significant.
Intranets have some equally large applications, maybe even larger because
you can control the pipeline. HewlettPackard is running probably the world's
largest intranet right now very successfully. If one of our principles of application is being able to provide every single
possible piece of information we can to
every single person that needs it on his
or her screen, not on paper, all of a sudden some intranet/Internet applications
make sense. If you're a manager in a remote office and you want to do a P &L for
my office right now, you have a choice of
a fixed lease line, which can be expensive; you can do a dial -up, which can be
practical or not depending on your use;
or you can take a look at the Internet,
which might be a good alternative. It's
more a point of finding where the Internet is most appropriate and then designing the system to meet the appropriate
uses.

Q:The CEOof Motorola recently de-

scribed how his company was distributing financials around the world on the
'Net.
There has been a huge shift regarding
paperless communications. Right now in
a typical accounting office, the controller
and his or her staff are going to be producing a mound of paper at the end of
the month. And that mound of paper,
ironically, is going to be distributed
through Federal Express or a similar
52
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service. When we're doing implementations, we have to stop that mind -set. We
like to challenge people to justify a piece
of paper.
We show them how they can run the
same report to screen or file or, better
yet, do an inquiry where you can drill
down to the lowest level of detail if there
is a question about a figure. All of a sudden their minds start opening up. They
start asking, "Why am I running a sales
journal every day? Why do I need paper?" Take vendors' invoices, for example. You can scan them. Boom, they're
gone. They're stored on a little disk, so
why do you need file cabinets? We start
getting into these cost paybacks, which
aren't just more efficient operations but
also "What can we do with the extra
space if we throw out the files ?" As we install a system, we pride ourselves in
changing a company's mind -set from
what it used to be to looking at new technology and taking advantage of technology, not for technology's sake but in the
realm of streamlining operations, cutting
costs, and allowing employees to access
information without leaving their desks.
Say you're a financial manager or a
controller. For 10 years you have worked
on a hard copy or have delivered a hard
copy of a financial report to the CFO.
That's what you're accustomed to doing.
But why can't the CFO get his or her
own report?
Changing the picture, say I'm the CFO
now. I want to be able to run my financials when I want to. If I see an expense
out of line, I drill down to the image of
the vendor's invoice without leaving my
desk or asking for help. I can see the image of the expense report for the sales
rep out in Milwaukee, and I can determine what was causing that number to
blip up on my horizon. If I'm working
from a paper copy, what do I do next?
Buzz somebody in the next office to go
get the expense accounts from a file cabinet? Now you're into productivity issues.
With the right technology, not only are
the people who are producing the numbers much more efficient, but the information is available for top management
to make decisions.

QwFrom the standpoint of your expery

ence —you used to be a controller —what
kind of career advice can you give our
members regarding technology?
It's critically important for accountants
to understand technology. That doesn't

mean that they have to be able to write
programs, but they have to understand
where the information is and how to get
it. They have to know what options are
available and the correct tool to use for
any task. If they say, "I'm going to bury
my head in the sand, I know my numbers, I can count my beans," they are doing themselves and their companies a
disservice. But if they can find out what
technologies are available and evaluate
them, they're going to be doing themselves, their careers, and their companies a service.
For instance, some applications are really appropriate for a spreadsheet. I
want to enter some figures into a spreadsheet, then run it through for a Power
Point presentation using some graphic
wizards. Knowing that environment is
critical for a CFO or a controller. They
can take the information out of their corporate database without any help from
their technology group, shoot it out into
an Excel spreadsheet, graph it, and
make up a presentation —all in an hour.
Five years ago you needed to bring in a
staff to do that. You had to bring in the
technology people, you had to bring in
the marketing people, you had to bring
in secretaries. That's not the way the
world works anymore. CFOs or controllers can be much more effective in
their jobs if they can be more independent and more knowledgeable about the
technology they're using. That's in no
way, shape, or form meant to say, "Don't
work with your IT or MIS department."
They must work very closely when buying financial software. If those two organizations aren't working together,
they're making a mistake. But that also
means that the technology people and
the business people need to know both
technology and business.

Q' Along those lines, how can controllers justify the costs of systems to
their CEOs?
We've been talking about increases in
productivity. Well, there are huge increases in productivity with new software. There are real cost savings, but you
need to do a financial analysis to prove
it. Management accountants and financial managers have to justify an expenditure using the same criteria they would
demand if somebody came to them and
said, "I want to spend X dollars. I have a
large capital project." A good CFO or controller is going to say, "Justify it."

The justifications are there on streamlining, being able to grow the business
without increasing head count, being
able to eliminate paper. The harder
things to quantify are, "If I get better information to my CFO and the CFO is
able to make better decisions, what's
that worth?" We can get the CFO better
information. The CFO can dial in from
his or her laptop computer from a plane
and upload today's financials. Advanced
technology allows everyone to do some
things that they can 't do with current
technology.

Q:But how often does the CFO have to
look at the financials on an airplane?
How often in a motel room, though?

freed of those tasks, they can spend their
time on more productive tasks such as
negotiating, gathering information, doing something with the information, analyzing the information—some of the
thinking functions—being a little bit
more proactive in vendor relations, getting the accounting information together
before the auditors show up. They're the
types of functions that give them visibility with their boss and enhance their career growth.
If you're really good at shuffling papers, who cares? But if you're really good
at taking that information and analyzing
it and saying to the CFO, "Look at the
trend I just found," that's worth a lot
more.

revisit the future of the finanQ
STrue. But do you think the "sizzle° Q;Lot's
software business. Where is it goof the new technology will be the major
reason for getting it?
It depends. If the decision maker —the
president, CFO, VP of sales, whoever —is
on the road a lot, he or she may decide to
switch from the tracking of monthly figures, which is traditional but which gives
you numbers right after the point where
you can do anything about them, to
weekly or daily readings. Then we start
getting into key management indicators.
Many CFOs manage by key indicators,
which are always different. The CFOs
take their big pile of paper reports, and
they crunch through, pull out three numbers, run them through the calculator,
and that answer is their indicator because they know their business very
well. We can provide them with just that
number, with drill -down capability to
look at all the detail, and they can get it
even if they're on vacation or in Spain for
a week. Is there value in that? For some
businesses, no. For some businesses, it's
crucial. With key indicators, you can do
something about a problem immediately,
as soon as something happens, instead of
waiting and then having to sift through
where it all started.

Q� *�Then�what�will�someone�like�a�con-

troller do with all the extra information
and time he or she has?
What we've seen is that not just the controller but accounting departments in
general are spending much of their time
doing menial-type tasks. They are sorting, looking for, gathering, and crunching
numbers. But computers do that. The
computer cannot think, but it does
crunching really well. If accountants are

dol
ing? Who's going to be around?

Technology in 10 years is going to be radically different from today. I don't think
anybody knows how, but anyone who has
seen 10 years of change knows how fast
it happens. Does object - oriented programming affect debits and credits? I
don't think so. The Internet? Yes. Some
Internet applications are going to change
the way a controller is going to function
and gather information. That means the
players of today are going to change.
Some people will make mistakes and fall
by the wayside. Software has the same
traditional bell curve as most products.
Companies which have the products in
the middle of the curve have to either
reinvent themselves with a totally new
product or fall off the end of the curve.
Very few software companies have reinvented th emselves. It is much more common for them to put a happy face on
their product, such as a screen-scraped
front end, and pretend that the bell
curve does not exist.

Q:Is there anything you'd like to add?
To stay on the cutting edge in the year
2000, controllers, management accountants, and financial managers must be
flexible, extremely well read, and technologically proficient. They have to be
open - minded, eager, and curious —
always!
I don't think a controller or a CFO
should be the least bit uncomfortable
with current technology right now. I
don't think that everybody should be
jumping on the Internet for Internet's
sake, but I think that, if they don't, and if

they aren 't comfortable in the Windows
environment with all the tools, not only
are they doing themselves a disservice,
but they're limiting their career path.
They're doing their company a disservice
because they have no idea what they're
missing.
Not too long ago there were two camps
in many companies, the financial group
and the computer people. Each had its
own knowledge and political base. If a
financial person needed information, he
or she had to negotiate with the computer people to get it. The situation is different now. The more computer people know
about business and financial people
know about technology, the more valuable they are—to their company and
themselves. Companies need business
people who understand technology as
well as the other way around.
Working together always makes for a
better outcome. We have worked with
several companies where the financial
and technology groups are working for
different goals or against each other.
This always causes problems as a project
gets going. It increases the cost of the
project and decreases the value of the
final product to the company.
Part of what we do for a living is not
only providing the software tools that
give people workflow management, im-

age management , and so on, but introducing a whole new environment which
gives people the comfort level and the
technology know-how and a desire to
call us about completely unrelated
technology.
I spent a day with the board of directors of one of our customers a few weeks
ago. It wasn't a sales call; it was a business partnership call. They had started
doing a little business on the Internet
with our sales group. But they wanted to
know, "Is it a real place we should be going? What kind of technologies should we
be looking at as a company?"When we
finished, we had decided they needed to
get other partners in to build their corporate infrastructure for information. That
was value that we're very happy to add —
to guide people. It's a pleasure to see
companies that are good enough at what
they do and comfortable enough in their
own abilities that they want to bring in
others to help them keep current. That
should be the goal of every controller and
CFO as well. ■
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CASE STUDIES
HYPERION EASES TELEMARKETER'S
SOFTWAREIMPLEMENTATION
F or years, a mainframe
general ledger owned the
spotlight in accounting systems at The Signature
Group. It remained on center
stage as this wholly owned
subsidiary of Montgomery
Ward & Co. grew into the
third - largest telemarketer in
the country, marketing a full
array of retail, wholesale,
employee assistance, and
benefit programs including
the country's largest auto,
dental, and legal services
plans.
But as the company
grew — employing more than
4,500 telemarketing associates and bringing in sales of
more than $400 million —so
did its dependence on accounting department data.
Requests for information
sorted by client segment or
by products —or by income
by client by products —were
coming with continued regularity. But obtaining such
mission - critical data from
the mainframe G/L was a
time - consuming, often cumbersome and difficult -tomanage challenge.
For Bill Weyrich, director
of accounting services at The
Signature Group, these challenges were unacceptable
limitations. In 1995, as the
mainframe G/L's limits bee54
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multi -source consolidation
package since 1994 —
Weyrich wanted to analyze
the competitive landscape
thoroughly. So he asked vendors several questions,
among them:

CA

UU
3

00
V

■ "Do you understand my
company's unique financial needs ?"
■ "How `open' are your information access and delivery systems ?"
■ "Can we get customer references on your support
services ?"

gan affecting his department's productivity, Weyrich
set out to find a new, more
powerful accounting system.
He knew he needed to get
the new accounting package
into the hands of his staff
right away. And he knew exactly what he was looking
for: a high - performance,
user - friendly system that
would give him fast access to
data, quick results, and true
efficiency. Also topping

DECEMBER 1996

Weyrich's list was the requirement that the software
be implemented quickly and
painlessly —a requisite that
he learned would be difficult
for most of the accounting
software vendors who were
making proposals to meet.
One software contender
put to Weyrich's test was Hyperion Software. Although
The Signature Group was familiar with Hyperion —it had
been employing Hyperion's

Weyrich put considerable
weight on the third question
and found it to be a significant differentiator.
"If you're looking to
achieve reasonably fast and
worthwhile results from financial reengineering, you
don't want to wrestle with a
laborious, multi -year implementation schedule,"
Weyrich explains. "You want
a great accounting product
that is implemented relatively quickly and that centers
your attention on tangible
results." Weyrich also believes that, when free from
the weight of reengineering
worries, such as implementation and training, companies
can leverage their new ac-

counting product's capabilities fully and can focus on
the projects that will impact
their success in the
marketplace.
Weyrich says he centered
on Hyperion because its accounting solutions more
than satisfied The Signature
Group's system requirements. "Hyperion's graphical report writer is by far
the best on the market. With
it we're not locked into a
structure —we can change
our point of view within a
report and slice and dice the
information any way we
want. And the road map of
flowcharts and icons in the
customized desktop is so

it would speed training —but
we still braced ourselves for
a long learning process. The
proof to us was in our learning curve. We built a schedule with a week's worth of
training, and, to our surprise, we pretty much had
everyone comfortable with
the system in one day."
Weyrich adds that part of
the beauty of a "worry free"
implementation is being
able to spend your time addressing which financial
processes you seek to
change most. Weyrich was
adamant that the system
users be able to post and
run reports themselves —
during the day— rather than

The implementation was
quick and painless.
flexible it's virtually impossible for users to get lost
within the system." Weyrich
also praises Hyperion's consulting and support services, which he says represent some of the best in the
business. "For us, that was
the winning combination.
We wouldn't settle for anything less."
Weyrich admits that
knowing Hyperion would
follow through with its implementation commitments
was a welcome relief. "We
had an extensive chart of accounts that would require
immediate use of every facet
of the new system. We knew
we were going to be dealing
with a huge conversion effort, and the last thing I had
time to worry about was a
costly, problematic implementation period."
Training came next for
Weyrich's group. Because so
many people were using the
data, he prepared for a costly training period and a
long, extensive learning
curve. "We liked Hyperion's
user interface and believed

having to bring in additional
resources and often wait
overnight for the system to
supply them with results.
Today, this desire is a reality, and the significant departmental productivity
gains are the spoils.
Weyrich says the key to
his reengineering success
was finding an accounting
solution vendor he could
trust —one who honored its
commitment to provide a
first -rate product and complete customer satisfaction.
He says he's not a bit surprised that Hyperion recently was found by INPUT, an
independent market research firm, to rank first in
customer satisfaction
against PeopleSoft, Dun &
Bradstreet Software, Oracle,
and SAP. "Hyperion's consultants came in and helped
us fit everything together.
Knowing that they've
worked on the accounting
side of the business was
comforting because we knew
they understood exactly
what we were trying to
accomplish." ■

FINDING THE RIGHT
CHEMISTRY WITH

SQL FiNnivciai.s
N early 400 years ago,
Jamestown settlers manufactured and used chemicals
such as alum for tanning
hides and potash for soap
and glass. Since then, the
chemical industry has
grown to become the third largest U.S. manufacturing
industry.
The Chemical Manufacturers Association (CMA),
representing 185 chemical
companies, is one of the oldest and most established
trade associations in North
America. It serves as the focal point for the chemical industry's collective action on
legislative, regulatory, and
legal matters at the international, national, state, and
local levels. A number of its
innovative programs, such
as Responsible Care®, help
the chemical industry improve its performance in the
management of chemicals.
CMA is composed of two
types of operations: primary
dues - funded operations and
self - funded activities, such
as the CHEMical Self -Funded Technical Advocacy and
Research ( CHEMSTAR) department. CHEMSTAR offers ways for companies and
other associations to affiliate on a self - supporting
basis.
In the early 1970s,
CHEMSTAR had between
six and 12 voluntary self funded groups, each with its
own budget and reporting
requirements. When CHEMSTAR grew in the 1980s, the
Chemical Manufacturers
Association acquired an
IBM System 36 (and later
an AS/400) and a customized financial system,

which recorded the activity
of each of these groups. This
basic financial reporting
system ran for 13 years with
few modifications.
By the 1990s, however,
CHEMSTAR had grown to
50 self- funded groups. As
the organization evolved,
managers began to need
timely and comprehensive
information from the financial system as their responsibilities had increased. For
example, managers would
get accounting statements
once a month, according to
Devonne Bilal, manager of
CHEMSTAR Services. "By
the time statements were
delivered, they were five to
six weeks old," she said. "In
addition, there were a lot of
mechanics involved to get
information into or out of
the software. The entire
process was difficult for
anyone who wasn't in
accounting."
In addition, the custom
AS /400 financial software
had certain limitations. "As
we created more history on
several programs," Eric
Whiteley, assistant controller, said, "we needed to
overwrite data elements
that cropped up. And on certain applications, only one
user could do work on a
monthly basis because the
programs weren't designed
for multiple users. Once we
expanded our accounting
support for the company, we
required the flexibility of
having several people using
the system at once."
From a technical perspective, the AS/400 system was
becoming a challenge to support. "With new technologies
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emerging," Jim Linn, associ•
SQL Financials proved to be
us regardless of when we
ate director of the Informaease of use and sophisticacalled —late in the evening
tion Technology Division, ex
tion of technology. Late in
or early morning. They folplained, "we found far more
1993, the company licensed
lowed through to make sure
technical staff members inSQL Financials' General
we were satisfied. They unterested in working on
Ledger and subsequently
derstood what we were tryclientlserver."
has licensed Accounts
ing to achieve and followed
So, early in 1993, CHEMPayable, Accounts Receivthrough to ensure we were
STAR formed a three - person
ables, Revenue Accounting,
satisfied."
team of Whiteley, Bilal, and
and Fixed Assets.
During implementation,
Linn to examine several ac"SQL Financials' architecWhiteley performed two macounting software options,
ture proved to be an exceljor roles. "First, I had to enincluding SQL Financials,
lent fit," Linn said. "A comsure that the implementaone of the first fully funcplementary association
tion was consistent with the
tional client/server financial
package we licensed also
accounting policies and prosystems available.
was written in Gupta's SQL cedures of CMA, not just
"We began to see several
Windows and shared a simiCHEMSTAR, since we
benefits of such systems imlar user interface. In addiplanned ultimately to exmediately," Bilal said. "The
tion, while we decided to impand the application's use to
GUI offered a basic consisplement the package on a
the entire company," he
tency across applications
Pentium server running
said. "As part of that, we foGupta's SQLBase, we unthat we realized would lead
cused on creating a new
to greater ease of use and
derstood that at some time
chart of accounts that was
productivity. That was imwe might want to change
futures oriented. I sought
both hardware and database
input from the rest of the acportant because one of the
major drawbacks to
the old system was its
Because of the reporting flexibility, we reduced the time
inaccessibility to
nonaccountants."
it takes to produce certain 990 tax filing information
The group also
identified other refrom one-and -a -half days to 10 minutes.
quirements, including
timely access to information and flexible reportplatforms. SQL Financials'
counting managers in order
ing. "Since we didn't have a
open approach lets custo achieve a suitable structomers make the switch in a
procurement system,"
ture." In addition, he added,
Whiteley noted, "we wanted
seamless fashion. This is im"I created the mapping forto track that type of inforportant because it often is
mat from the old chart of acdifficult to predict future
mation in our general ledger
counts to the new one so
via a flexible budgeting featechnology or business
that we could bring a year's
ture. We also wanted our acworth of historical data forchanges."
counting package to help us
Assistant Controller
ward. We wanted to ensure
meet fiduciary requirements
Whiteley also noted that the
that CHEMSTAR could get
to track information, not onSQL Financials system
the reports it wanted in the
ly for the two primary secwould enable him to service
format it wanted them in
tions of the company, but for
his end -users better. "We
with as much history as was
groups and even subgroups.
saw that empowering them
feasible."
That was a challenge beto interact with certain feaThe results of implemencause by now we had grown
tures of the application
tation have been equally
to about 65 groups that
would facilitate their finansatisfying. Bilal explained:
needed to track 160 differcial tracking and reporting,
"Today, every staff member
ent financial reports."
which in turn would provide
has access to timely inforOther requirements inmanagement with impormation. In addition to the
cluded the need to track the
tant information more
core set of reports we use,
results of financial transacquickly."
we've also developed custom
Linn continued, "The SQL
reports to meet our specific
tions, commitment activities, contractual obligations,
Financials support staff was
needs. And by having our
and budget information. The
excellent during implemenusers export data to Mideciding factor in choosing
tation. They had answers for
crosoft Excel spreadsheets
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directly from the system,
we've reduced access time to
critical information by 50%
to 75 %."
SQL Financials also
brought about an unexpected result. "By getting managers more active in working with the system and by
giving them extra training,
we've increased their financial literacy and understanding of the process," she
said. "As a result, relations
among company groups and
our overall productivity
have improved."
According to Whiteley,
"Because of the reporting
flexibility, we were able to
reduce the time it takes to
produce certain 990 tax filing information from one
and a half days to 10 minutes. We've also gained sophistication in our ability to
report on both a fiscal year
basis and a life cycle basis
by using overriding report
capabilities to create pro ject -to -date reports."
By mid -year 1996, the
company decided to shift to
Oracle 7, according to Linn.
"Fortunately, SQL Financials is database independent and allowed us to migrate with little disruption,"
she said. In addition, now
the entire Chemical Manufacturers Association uses
the new financial products.
Whiteley summarized the
benefits of the SQL Financials applications to his office. "Today we have information on demand," he said.
"And once our staff was
trained, we became completely self - sufficient in obtaining the reports we need.
That's important, because
when you are expected to
deliver financial information
for that big meeting coming
up, it's good to know that
you have in your power the
ability to produce timely
information." ■
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Michael Castelluccio, Editor

combining public and private encryption. You have a key, and there is the
Postal Service's public key, and together they seal and unlock transmitted
mail. The length of the keys used (the
more numbers in the key, the stronger
the encryption) has not been determined. Much depends on the government's stand on the strength of encryption permitted corporations and individuals. Right now, very strong codes
are legally defined as "munitions" by
the federal government.
The Postal Service is partnering
with several companies for its ECS.
Cylink Corporation is developing a certificate authority to establish the identity of the sender of postal e-mail.
Aegis Star Corporation delivers the
to prove date of discovery for a particuelectronically sealed mail over a value lar process, informally copyright a paadded network. Readers can open the
per, or store contracts and property
delivered mail with free Postal Service
deeds.
Mail Reader software. A Java applicaA third facet of the Service's legal
tion called "Direct Link" from Sun Miadvantage concerns crime. What recrosystems Inc., and Enterprise Procourse do you have if you discover
ductivity Systems, Inc., automates the
someone has been intercepting your epreparation of postal statements —
mail or causing interruption of service
across most platforms.
by mass mailing within your system?
As to whether the USPS should be
= ivolved in e-mail, it really has
hoice. First -class mail is more exensive than telephone, fax, and
-mail. The growth of e-mail looks
ike a geometric progression with
,o end in sight. It is to networking
chat word processing is to the
World of PCs —it is the preeminent
.pplication. Month by month, first lass mail loses ground to e-mail,
and it doesn't help the Postal Serice when the government does
things like select FedEx as its preferred carrier for urgent packages. The blue eagle, in some
DCURE tXPUSI F E /ONE W4t _., IN,'
areas of competition, is an enA civil suit? Postmaster Marvin Runydangered species.
on says that those tampering with
Some people will question the fairPostal Service e-mail will be violating
ness of the Postal Service's advanthe same laws that protect letters and
tages, both the legal advantages and
parcels today. The investigation and
those related to infrastructure. Again,
prosecution of such criminals will beif we look at the original charter, percome the responsibility of the Postal
haps there is an answer. The USPS is
Service and the federal government.
obliged to provide mail service to every
The Postal Service's eagle already is
area in the country. It cannot choose to
soaring above the snowy and windforget about a locale because delivery
blown sidewalks of the earthbound carthere would be unprofitable. Add to
riers. Eight companies began testing
this the notion that the widespread inthe system last August. Unique digital
frastructure (it has the fifth largest
identities are created for each user by
telephone network in the world) is

Better add "nor broken router, nor
down server." The eagle is going cyber.
The U.S. Postal Service will debut its
Electronic Commerce Services (Postal
ECS) midway through or toward the
end of next year. Unlike other e-mail
services, the Postal Service plans to
provide "end - to-end security, confidentiality, integrity, and proof of origin for
all... electronic information." That's
sealed first -class electronic mail. Ad
ditional services planned are return
receipt, certified, registered, verifica
tion of sender and recipient, and,
perhaps most interesting of all, an
archiving service.
A fundamental difference between
postal e-mail and all other e-mail
services derives from the Postal Service's original charter. Not only do
the company's roots go back to Ben
Franklin, but it is the only organza.
tion in the land sanctioned by law
to deliver first -class mail. It has
the established legal precedents
for proving the receipt of a mailed
document. It is difficult to imagine a
judge accepting the header of an ordinary e-mail message at face value.
Normal e-mail can be intercepted, redirected, stripped of its header, and even
faked. At the present time, it is not the
ideal way to send a legal contract. An
additional advantage of the Postal Service's established "perceived trust" as
an independent third party would concern its proposed archiving service.
The plan is to seal, date, and provide
storage for time periods up to 10, 20,
or 30 years. It sounds like an ideal way
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Neither snow, nor rain, nor heat, nor gloom
of night stays these couriers...

SoftEx in Accounting &Finance
January 29 Sz 30, 1997
Los Angeles Airport Hilton
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Attend FREE DEMOS

Plan your time and bring your

and get the facts you need.

team, or walk right in.

Why spend months selecting the right accounting &

Use our FREE Event Planner to pinpoint the software

finance software? Only SoftEx features FREE ongoing

solutions that fit your business strategy. Then bring your

demos by more than 60 leading vendors. Each 45-

team to SoftEx and attend as many free demos as you like,

minute demo is presented in a dedicated room away

Or, walk right in and check out all the latest products at

from the exhibit floor. So you can compare and evaluate

your own pace. See it all on our exhibit floor, then attend -

all�the�best�software�in�a�focused�environment�—and

demos to find out more. At SoftEx, even if you only have an hour,

get all the facts you need in just one visit!

you can learn a lot! Choose either day; the schedulel the same.

All SoftEx at t en d ees recei ve a FREE Bu yers ' Gu i d e on arri val . Mo re th an 1 5 0 p ages o f ve n d o r
feat u res , sel ect i o n s t rat egi es , profi les an d tech n i cal sp eci fi cat i o n s o n all the lat es t Ac c o u n t i n g &
F i n a n ce s o ft wa re. A $5 5 val u e!

Registration is FREE!

Free R e g i s t r a t i o n & E ve n t P l a n n e r
Photocopy

&

Fax

Call 1.888.8.SOFTEX

to

1.888.S.SOFTEX
by J a n u a r y

15,

or visit our website at
http: / /www.softinfo.com
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R egis t er by J anu ar y 1 5, 19 97 t o
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Company

Product features, exhibitor profiles plus
a scheduling matrix to help you choose
the demos YOU want to attend!

Address
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i n A c c ou nt i ng & Fi nanc e

State, Zip
Photo (

)

When you're ready to get serious about software selection.

Ext.

Inside U.S. 1.888.8.SOFTEX • Outside U.S. 415. 842. 7373
Toll -Free Fax 1.888.5.SOFTEX • Fax on Demand 1.888.2.SOFTEX
Em ail r e gi s t e r @ s o f t e x u s a . c o m
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E -mail
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Circle No. 14

Planet Corporation's Business Maestro
owned by the citizens of the country,
and you will understand the moral if
not legal reason for ECS. In the words
of Robert Reisner, USPS vice president
of strategic planning, "So the Postal
Service is today working ... to develop
an electronic commerce system that
guarantees privacy and individual
rights, and mitigates the damage that
electronic commerce may do to a
democracy made up of information
haves and have nots. By creating electronic commerce for every [person],
protecting access for all citizens, we
believe we can perform a service that
is valuable for the entrepreneur and
the American people at the same
time." The "appointed rounds" have to
reach everywhere. ■

PRODUCTSMARKET
Planet Corporation has two integrated
business planning and financial control products, Business Maestro and
Budget Maestro. Business Maestro creates operational and strategic business
plans on an enterprise -wide basis. It
provides tools for financial modeling,
control, and management of the entire
budget process. The two Maestro programs offer desktop and enterprise
versions that permit the consolidation
and control of information throughout
cost centers of a company. Budget
Maestro enables project accounting as
well as the analysis and forecasting of
human resource trends and costs. It is
Internet/intranet capable and is able
to import data to corporate accounting
software. Circle No. 51

ProSoft Corporation has announced the
release of Corp* Diem LOS. The software creates electronic timesheets and
expense reports, which can be posted
into virtually any PC -, minicomputer -,
or mainframe -based database, project
60
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management, or time and billing system. The systems database structure is
dynamic, allowing a system administrator to define the attributes of many
data fields, remove fields and tables,
and add data fields for information
unique to the user's business. It supports client/server engines including
Oracle, Microsoft SQL Server, Informix, Sybase, and Borland Inter base.The new version features the first
Windows -based version of CDAdmin,
the system's administration application. For foreign users, there are spell checkers for many different languages,
and the program supports foreign business needs such as value -added tax on
expense reports. Circle No. 52

EssentialSoftware's program
titled Advanced
Lease Vs. Pur-

chase Analysis
'f
w�
Essentia1Software

evaluates the
relative costs of
any buy/lease
decision, including automobiles. It calculates lease/pur-

c ha s e gros s a nd ne t c a s h flows in t ota l

and by year, calculates depreciation,
loan amortization, reinvestment earnings, lease inclusion amounts, Section
179, and will produce an implicit interest rate report that reveals the "hidden" interest and finance rate associated with leasing. Circle No. 53

Robert Morris Associates IRMA) nowoffers Compares, a PC -based financial
analysis program that is designed to

[ambers
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. 19

-Q[!r

a

MSAS Cargo International's Web Site
be used with the complete database of
RMA's Annual Statement Studies.
Written for small financial services institutions, accounting firms, consultants, and small business owners,
Com pare2 is a financial analysis
spreadsheet that allows you to create
industry standard ratios, cash flow reports, projections, and more. A copy of
the Statement Studies is included with
the program. Circle No. 54
Wiley- VuluSource has announced the

release of its Cash Flow Forecasting.
The program provides imm ediate answers to financial and operating alternatives, including timing of A/R collection efforts, timing of AT payments,
and monthly inventory levels. It offers
a base forecast and allows four methods of modification to examine planning alternatives. It produces five
years of pro forma income statements
and balance sheets, five years of annual financial ratios and analysis, five
years of monthly income statements,
inventory, A/R, cash flow, and credit
line reports. Circle No. 55
Evoke, a producer of interactive multimedia programs for professional self study, has announced the release of its
fourth title, Tax & Financial Strategies
for the High I ncome Individual. The
CD -ROM features five nationally recognized CPAs and tax attorneys. Areas
covered include: estate and trust planning techniques; marriage, separation,
and divorce; compensation planning;
retirement plans and retirement distribution planning; planning for the professional client (doctors, lawyers);
charitable planning strategies; and
more. Circle No. 56

NetNEWS
Best Software, Inc., has a copy of its
booklet, Avoiding Year -end Payroll Pitfalls, available at its Web site. The

Errata
GBA Systems inadvertently was
left out of the list of "Fixed Assets
Software Providers" that appeared
on page 57 of the November issue.
Here is the correct information.
Fixed Assets Software Providers
GBA Systems
Fixed Assets Management
System (FAMS)
Colfax, N.C.
Tel. (910) 668 -4555
(800) 422 -3267

publication is designed to assist companies with the new Electronic Federal
Tax Payment System (EFTPS), additional regulatory requirements, and
other year -end payroll issues.
http://www.bestsoftware.com.
Deltek Systems provides information
about online services, latest products,
client support, events and forums, career opportunities, and educational
services on its home page at
http: / /www.deltek.com /.
MSAS Cargo International is a worldwide organization that provides supply
chain management services for those
engaged in international trade. Information about the company, facts and
figures, news items, and a directory of
offices can be found on its Web site at
http: / /www.msas.com.
Micro Information Products (MIP) has
announced its new Web site at
http: / /www.mipinc.com. Available
there are free articles and booklets relating to accounting for nonprofits and
governmental agencies. Press releases,
downfoadable updates, and demos of
MIP's Fund Accounting Systems also
are at the site.
CHECKSFORFREE offers free software that enables small businesses
and those who bank at home to print
their own checks. The checks can be
adapted to different bank and company layouts, and they include the special MICR line. The software interfaces
with QuickenTm and QulckBooksT"'.
http: / /www.checksforfree,com.

All sportswear tops come embroidered with the IMA Seal. Also available, at
no additional cost, are the IMA Seal and CMA Logo embroidered together.
All sportswear tops are machine washable. Price includes shipping and handing.

He avywe ight P ique S we a ts hir t

$60.00

(HS1)

10 oz. heavyweight pique 70/30 cotton /polyester sweatshirt. Sweatshirt features
a "v" insert below collar, set -in sleeves, contrasting tri -color ribbed knit trim on
crew -neck collar, cuffs, and waistband. Adult sizes: S, M, L, XL, XXL,
Colors: Canvas body with Khaki /Dune /Canvas trim.
Deep Sea Blue body with Black /Graphite /Deep Sea Blue trim.
Plum body with Black /Graphite /Plum trim.

100% Cotton Crew -Neck Sweater

(CS2)

$60.00

Long - sleeve crew -neck sweater features a jersey knit top, pebble knit bottom, ribbed
knit collar, cuffs, and waistband. Adult sizes: S, M, L, XL, XXL. Colors: White, Natural, Black, Garnet, Hunter Green, Navy, Red.

Long - Sleeve Mock Turtleneck (MT3)

$45.00

5.7 oz. 100% combed cotton mock turtleneck with a straight hem. Lycra ribbed knit
collar and Cuffs. Adult sizes: M, L, XL, XXL. Colors: Navy, Burgundy, Olive, Black,
Bright Red, Plum, Dark Forest Green, Bright Royal.

Please print. Deliver to the following address, Allow 8 -10 weeks for delivery.
Name
Address

Check/Money Order (in U.S. funds) payable
to Institute of Management Accountants
❑ ❑American❑Express❑..l❑MasterCard❑i,❑Visa
City, State, Zip
Card No.
Phone
Expiration Date
No member discountsapply. No phone orders. Mail to: SIGNATURE
Credit card orders may be faxed to
Institute of Management Accountants, Attn. Alice
Schulman,10 Paragon Drive, Montvale,NJ 01645.1760. (2011573 -0639. This ad may be photocopied.
Item
Code

U

Description

Color Size

IMA Seal IMA Seal &
Only
CMA Logo Quantity

DECEMBER 1996

Price
Each

Total
Price

MANAGEMENTACCOUNTING

61

1
1

'i

,

The road begins with The Certified Management Accountant Program.

Every day, the business pages report another
corporate downsizing, another restructuring,
another merger. And with every report, more
jobs are lost, more opportunities vanish and
the constantly changing needs of corporations
become more difficult.
Are you ready for the changes that are coming
your way?
If you have a finance or accounting background
or you're a recent graduate in the field of Finance,
Accounting or Management, the Certified
Management Accountant Program, endorsed
by the Institute of Management Accountants,
may be the right course in building a more
fulfilling and rewarding career.

—

—

The CMA designation
the only certification
program of its kind for finance, accounting, and
management professionals
is recognized,
supported and endorsed by most senior executives
at top corporations throughout the country.

The Institute of Management Accountants is
the largest management accounting organization
in the world and since 1919 has been an invaluable
source of personal and professional development
opportunities for its members.
To find out more about how membership in the
prestigious Institute of Management Accountants can
lead to CMA certification and future success in
today's complex marketplace, call 1- 800- 638 -4427.
You'll receive a free issue of the Institute's award winning magazine Man agemen t Accoun tin g.

INSTITUTE of

MANAG EMENT
ACCOUNTANTS
CERTIFIEDMANAGEMENTACCOUNTANTPROGRAM
CERTIFIEDINFINANCIALMANAGEMENTPROGRAM

Apply Now For The June 11th & 12th, 1997 Examination.

All

MINE

rends

IN F I N AN C I AL MAN AG E ME N T

THEIMPORTANCEOF
ENVIRONMENTALCOST
ACCOUNTING

RESEARCH
JulianM.Freedman,CMA,Editor

R

CHINESEDELEGATIONVISITSIMA
delegates from the Ministry of Finance of the People's Republic of
China (PRC) responded to a greeting
in Mandarin from IMNs director of
research last month. Escorted by Ned
Ballengee, CMA, ICMA Board of Regents, the visitors to the Montvale office were eager to learn about IMA's
research activities on relevant and
timely topics, especially case studies
describing "best practices."
The CMA exam currently is offered
in Beijing for Motorola employees.
Other opportunities being considered
are to translate IMA publications,
provide guidance on joint venture issues similar to IMA's project on Russian practices following the breakup of
the USSR, and update work by IRA
researcher Adolph Enthoven (University of Texas at Dallas). Professor Enthoven's studies, dating from the late
1980s, relate to accounting, auditing,
and financial management structure
and procedures in the PRC.
The PRC recently joined IFAC (International Federation of Accountants)
and CAPA (Confederation of Asian
and Pacific Accountants), signalling
an awakening to the realities of entering the global market on a competitive basis. The takeover of Hong
Kong in mid -1997 is certainly a
driving event. ■

LEARNABCIN60MINUTES

W ithin one hour, IMA members can
get up to speed on one of the most
important sustainable cost accounting
topics affecting the profession today.
The 60 Minute ABC Book for Operations Management from Consortium

for Advanced Manufacturing- International (CAM -I) presents the ABC concept in a simplified and straightforward manner, specifically for the
understanding of nonfinancial management. Subjects discussed include
traditional overhead costing methodology, basic ABC terminology, implementation and software considerations, and successful CAM -1 member
ABC implementation efforts. The
manual includes an ABC tutorial
diskette developed by Storage 'Ibchnology Corporation. The tutorial provides an in -depth description and
analysis of ABC methodology.
The monograph is available for
$20 plus shipping and handling (order code, C3). IMA member discounts
apply. Companies buying in lots of 10
pay $150 plus S &H, provided the
purchase order shows the name and
membership number of an employed
IMA member. To order, call (800)
278, or fax (201) 573638 -4427,
9507. ■
ext.

W ith spontaneous laughter, seven

proach enables organizations to attain
a competitive advantage through the
integration of otherwise disconnected
initiatives, The guide offers insights
on the advantages of becoming a
process - centered company and on
factors that should be considered in
migrating from a functional to a
process - focused organization. ■

PROCESS-BASEDMANAGEMENT
RESEARCHAVAILABLE

C AM-1 plans to publish Process
Management Guide, the results of research on process management, in the
first quarter of 1997. The primary objective of this guide is to inform and
educate companies about process based management. A functional focus
in an organization creates functional
silos, while a process focus tears
down boundaries between functions
as the organization creates core
processes that involve personnel, technology, and information across numerous functions. A process - focused ap-

everse logistics is suppliers' management of impaired material resources and can be described as a series of return flow loops, capturing
product, impaired resources, or waste
as early as possible for reintroduction
into the supply chain. It acknowledges that environmental cost accounting is an essential element of
fully managing business costs. Total
long -run costs are lowest when used
resources are recaptured quickly, calling to mind the familiar maxim, "An
ounce of prevention is worth a pound
of cure."
Speakers at the Society of Logistics
Engineers' (SOLE) 1st Annual International Congress on Reverse Logistics Management in New Orleans on
September 18 -20, 1996, emphasized
the importance of accounting for environmental issues. Marc Epstein
(Stanford University), in his keynote
address on "A Systemic Approach,"
observed that we are now at an important juncture in business history.
He noted that with the use of activity -based costing (ABC) to trace the
causes of costs, business opportunities
are created to reduce environmental
impacts and increase profitability. He
advocated "going beyond regulatory
compliance to business sense," using
full environmental cost accounting
and life -cycle costing. Dr. Epstein observed that return on investment and
return on net assets can misdirect incentives regarding capital expenditures and other business decisions.
He stated that redesign produces
higher long -term profits and contrasted the erroneous tendency toward
short -term rather than long -term
views and the financial accountant's
orientation toward reliable rather
than relevant information. He described the application of the FASB
DECEMBER 1996
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Marc J. Epstein, center, at the Society of Logistics Engineers conference in New Orleans, with his book Measuring Corporate Environmental Performance, published by
IMA :s Foundation for Applied Research. At right is IMA member Carl L. Henn, CPL, a director of the Reverse Logistics Congress, and at left is Jeffrey N. Parker, CMA, who
spoke on activity -based costing in environmental management.
Exposure Draft, "Accou nting for Certain Liabilities Related to Clo su re o r
Removal of Long -Lived Assets."
Carl Henn of th e Raritan Valley

(N.J.) Chapter m oderated a session on
"Institutionalizing Full Cost Accounting Practices." Chris Stinson, University of Texas at Austin, observed that
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For Your Company.
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PFP is a flexiblefinancial forecasting model designed for
accounting professionals in companies and public practice:
• Full compliance with AICPA Guidelines for
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environmental accounting cuts across
many accounting areas and standards, including financial, managerial,
regulatory, tax, and national accounts.
He noted that legislation had created
recognition of environmental liability
and forecast that retroactive liability
for product takeback (product stewardship) would be the next big contingent liability, producing a one -time
"hit" to corporate balance sheets. He
remarked that business undertakes
environmental improvement voluntarily when the net present value is
greater than or equal to zero, underlining the importance of a complete
accounting for relevant costs.
Jeannie Wood, CMA, now with
Arthur Andersen, was the luncheon
speaker on "Green Accounting at
AT &T" and then joined Jeffrey Parker, CMA, of Prime Management Associates for a session presenting "Incorporating Activity -Based Costing into
the Environmental Management
System."
Jack Azar, Xerox Corporation,
keynoted the second day with "Asset
Recovery at Xerox," stating Xerox's
goal of "waste -free products manufactured in waste -free factories." He said
the corporation is halfway to this goal
for all Xerox factories and that it uses a totally integrated accounting system. Dr. Azar addressed the trend toward "extended product responsibility"
in the United States, commenting
that the EPA's slogan of "reduce,
reuse, recycle" is an approach in
which "economic strategy and environmental strategy go hand in hand."
Ron Giuntini (IMA Central Pennsylvania Chapter), CATTAN Services
Group, presented a session on
"Putting a Value on Impaired Fixed &
Inventory Assets," in which he stated
that recognition of impaired assets is
transaction driven by time and cause
of occurrence. He maintained that
many impaired assets are "cloaked" in
corporate financial statements and
"what you can't track, you can't manage." He added that there is "no managerial accounting framework for recognizing and managing impairment."
He estimated that 5% to 15% of the
resource asset base could be impaired
in a company and recommended that
a schedule of reserves be established
for each impaired asset type.
In the concluding open forum, Bob

Internal Controls and Derivatives:
An Information Tool
Control Your Losses!
In recent years, problems surrounding the use of
derivatives have revolved around a simple, yet compelling issue —a difficulty in understanding risks
associated with some derivative products and their
use. These challenges highlighted the need for management to develop an internal control system specifically for derivatives. Herein lay the impetus for this
ground- breaking study.
Internal Control - Integrated Framework, having
provided useful guidance for assessing control systems and for determining how to improve them since
it was issued in 1992, is an excellent frame of reference. The Committee of Sponsoring Organizations of
the Treadway Commission (commonly referred to as
COSO) requested Deloitte & Touche LLP to help
develop an information tool to apply the landmark
Framework to derivative usage.
The result is an invaluable tool that includes:
■ An Executive Summary—a high -level overview
directed to senior management and boards of
directors regarding how the Framework might
be applied to risk management activities involving
the use of derivatives.
• Formulating Policies Governing Derivatives Used
for Risk Management —a reference tool to help
formalize risk management policies.
• An Illustrative Control Procedures Reference
Tool —examples of controls over derivative
activities using the Framework.
Wrapping up this important study are two appendices. One details the technical aspects of derivatives
and the other offers a handy glossary of important
terminology.
Derivatives are and will continue to be an important
tool for managing risk. Applying the COSO Framework can help ensure that use of derivatives is carefully integrated into the overall organizational control
system. In turn, unforeseen and undesirable outcomes
can be minimized.
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Internal Control
Issues in Derivatives Usage:
An Information Tool for Considering
the COSO Internal Control - I ntegrated
Framework in Derivatives Applications
No. 99001OUT $25
Internal Control Issues in Derivative Usage and
the original, two- volume Internal Control Integrated Framework
No. 990011 UT $45

To Order: Call toll free 1-500- 862 -4272,
Fax to 1 -800- 362 -5066 or mail to:
Order Department, American Institute of CPAs,
Harborside Financial Center, 201 Plaza Three,
Jersey City, NJ 07311 -3881
Shipping and handling fees and applicable
sales tax are not included in these prices.
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Hemler, Asea Brown Boveri (ABB)
Environmental, echoed the need for
metrics, saying "If you can't measure
something, you can't improve it." In
ABB, the whole global business is implementing ABC and life -cycle analysis in the total environmental management system. At Chrysler
Corporation, life -cycle management
used dollars as a surrogate for energy
and the environment (hazardous substances), according to Robert Kainz.
Chrysler uses an ABC model to compare hazardous and nonhazardous
materials costs. Bill Russell, Coopers
& Lybrand, advocated ABC as a platform for environmental costing and
management. He added that environmental management is now connected
with Coopers & Lybrand's change
management practice.
The variety of companies represented by the participants in this conference showed that interest in environmental cost accounting is growing.
The fact that the conference was
cosponsored with SOLE by the Institute of Management Accountants, the
American Purchasing Society, and the
American Production & Inventory
Control Society (APICS) points up the
widespread interest in environmental
topics.
Carl Henn wrapped up the conference for SOLE by congratulating the
participants for leading as "new paradigm pioneers." During the two and a
half days, not only was there a significant and lively track on costing and
finance, but the relevance of management accounting to reverse logistics
management was well recognized
throughout.—Jeffrey N. Parker, CMA,
Principal, Prime Management Associates,
0sterolle, Mass., (508) 428-0619

AVOIDTHEINCREASEANDSAYE

R

esearch Publication Service (RPS)
fees will reflect a rate increase as of
January 1, 1997, from the old annual
rate of $50 to $85. As a special offer,
IMA members can subscribe to or renew RPS membership at the old rate
through January 1997. RPS subscribers receive every new research
report and Statement on Management
Accounting published during a 12month period, starting when payment
is received. Annual subscription rates,
which include shipping and handling,
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are: (1) regular, student, and associate
members, $85; (2) international members-at- large, $120. (Refer to MANAGEMENT ACCOUNTING,November 1996,
p. 65, for titles shipped through
January 1997.) ■

NEWMEMBERSFORCIC

T hree organizations recently have
joined IMA's Continuous Improvement
Center (CIC): Landmark Graphics
Corporation, a leading supplier of exploration and production information
systems to the worldwide petroleum
industry; Franklin Resources, Inc., a
large, diversified financial services organization that provides investment
advisory, underwriting, and transfer
agency services to the Franklin Templeton Group through its subsidiaries;
and, as a consulting member, A.T.
Kearney, Inc., one of the world's leading management consulting firms
with 2,000 professionals located in 35
countries worldwide. ■

MANAGEMENT
ACCOUNTINGPRACTICES
LouisBisgay,CPA,Editor
IMAFINANCIAL
REPORTINGPOSITIONS

L ast month, this column included
the full text of the comment letter
sent by the Financial Reporting Committee to the Financial Accounting
Standards Board regarding FASB's
Exposure Draft, "Accounting for Derivative and Similar Financial Instruments and for Hedging Activities."
Space requirements prevented our reporting on other positions taken by
FRC, which now follow.
Reporting Comprehensive income. In
its letter to FASB, FRC pointed out
that, although the concept of comprehensive income may have some theoretical merit, the Committee opposes
the issuance by the Board of a final
Statement along the lines outlined in
the Exposure Draft. The primary objection is that the proposed Statement
addresses only presentation and display issues instead of the fundamental issues of recognition and measurement of comprehensive income.

Moreover, FRC believes that the information called for in the proposed
Statement is readily available in the
current financial statement model.
The Board could require prominent
disclosure of activity in these items in
the statement of stockholders' equity
or in a footnote to the financial statements. FRC questions whether there
exists any urgent demand by preparers, users, or auditors for a presentation and display model of comprehensive income. FRC believes that such a
statement would only be confusing to
many people and disrupt the process
of financial reporting analysis.
Elimination of Certain Disclosures
about Financial Instruments by Small
Nonpublic Entities. This Exposure
Draft would exempt certain nonpublic
entities from the requirements of
FASB Statement 107 to make disclosures about fair value of financial instruments. Those entities would be allowed, but not required, to make the
disclosures. FRC's position is based on
the recognition that smaller organizations often bear disproportionate costs
to implement financial reporting requirements that, in some instances,
do not seem to be especially relevant
to them. Therefore, FRC (a) believes
that the three criteria set forth in the
ED for making the SFAS 107 disclosures voluntary are reasonable and
(b) supports adoption of the final
Statement.
Securities Act Concepts and Their Effects on Capital Formation. This is a
concept release issued by the Securities & Exchange Commission. FRC's
comments were: "We support the efforts of the Commission to critically
examine its regulatory framework to
look for ways of eliminating unnecessary obstacles to capital formation
while improving investor protection.
We agree that the further integration
of the disclosure system by using a
`company registration' concept has
significant promise for enterprises
not already using the current shelf
registration system. We encourage
the Commission to develop a `company registration' rule proposal that allows for the use of such a system on
a voluntary basis. This would allow
enterprises already using the shelf
registration system to continue to use

that system and not incur cost to
switch over to a company registration
approach."
Software Revenue Recognition. FRC
supports this proposed AICPA Statement of Position because it attempts
to resolve specific practice problems.
The IMA Committee does have a concern, however, that the proposal may
fail as a general purpose standard because the guidance it offers is narrow
and its application would be mechanical. What is needed, according to
FRC, is a clear statement of the fundamental principle underlying each
conclusion and a well - developed rationale for each fundamental principle.
Without the statements and rationale,
application of the standard will be
limited to the specific matters included in the document.
Presentation of Financial Statements.
Beyond responding to specific questions asked by the International Accounting Standards Committee, FRC
expressed appreciation for IASC's consideration of FRC's comments on an
earlier document, the Statement of
Principles, and observed that the
proposed Standard is well done and
that a final Statement would improve
financial reporting. ■

IASCSOLICITSCOMMENTSON
INTERIMREPORTINGAND
EMPLOYEEBENEFITS

T he International Accounting Standards Committee has issued for comment a draft Statement of Principles,
"Interim Financial Reporting," and
E54, the Exposure Draft of a proposed International Accounting Standard, "Employee Benefits." Both documents will be the bases for discussion
by IMA's Financial Reporting Committee at its meeting in December.
Reflected in the Interim Financial
Reporting draft Statement is the
conclusion by the IASC Steering
Committee that IASC should not require enterprises to provide interim
financial reports but, rather, should
establish standards that would apply
if national laws, regulations, stock
exchange listing requirements, or
professional accountancy bodies require an enterprise to publish an interim financial report or if the enter-

The Power ofIdeas atWork

TheBalanced Scorecard
TranslatingStrategy intoAction
RobertS. Kaplan,HarvardBusiness
School,andDavid P.Norton,
RenaissanceSolutions,Inc.
TheBalancedScorecardis arevolutionaryframeworkwhichtranslatesacompany'svisionandstrategy
intoacoherentsetofperformancemeasures.
336 pages S29.9S #651 3

Transforming the Bottom line
ManagingPerformancewiththeRealNumbers
TonyHope,visitingprofessor,INSfAD,and
JeremyHope,independentconsultant,U.K.
TransformingtheBottom lineshowshow to achieve
organizationaltransformationbycuttingtheworkloadnottheworkforce,developingahorizontal
team-basedorganization,aligningperformance
measureswithstrategy,andmore.
256pages $27.50 #746-3

At bookstoresnow,or call1-800- 988- 0886.1- 617- 496-1449
Mentionpriority code2007.

HarvardBusinessSchoolPressBoston,MA02163
http://www.hbsp.harvard.edu
Circle No. 21
prise elects to do so voluntarily.
The Employee Benefits Exposure
Draft proposes to change IASC's accounting requirements for retirement
benefits, such as pensions, and to
deal for the first time with other employee benefits. If adopted, this proposed Standard would replace LAS 19,
"Retirement Benefit Costs." It would,
among other things, prescribe one single accrued benefit method —the Projected Unit Credit Method —and elim-

inate IAS 19's allowed alternative
treatment. The ED sets forth two approaches for treating past service
cost, one of which will be eliminated
in the final Statement after IASC
considers comments received.
The IASC wants comments on E54
by January 31, 1997. Copies at £10
each may be obtained from IASC, 167
Fleet Street, London EC4A 2ES, United Kingdom. Tel: +44 (171) 353 -0565;
fax: +44 (171) 353 -0562. ■
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A C h s s s t i u i Srrti -m

This Blue Chip advertising organization , a subsidiary of a multinational multimedia conglomerate, seeks a four- plus -year professional. Th e primary respo nsibilities include main tenance of
the wo rldwid e databases, fin an cial statement prep aration and
analysis, client profitability report analysis, and special projects. BS/BA in Accounting or Finance and four -plus years of prior
work experience are requ ired .
Excellent benefits, growth opportunities an d a salary to $55,000
are available.

A leader in the field of instructional books with strong, growth -oriented management team. Responsibilities include strategic financial planning, budgets, forecasts,
staff supervision and staff d evelopment. The ideal candid ate will
have at least six years of financial
analysis with two in su pervisory
capacity and Mergers and Acquisitions experience. MBA, CPA or
CMA preferred. A competitive
compensation package includes a
salary to to $100,000.

A well - established service organization h as an o pp o rtun ity fo r a
strong m anager. Respon sib ilities
include daily operatio ns an d
adm in istrative functio ns. You
should possess at least a five -year
proven track record fro m a similar enviro nm ent with th e ability
to be flexible. This comp any will
provide you with the opportunity
for stability an d increased responsibility while working closely
with th e presid en t! Salary to
$60,000 in addition to a great
benefits package.

A small software firm seeks a top -notch financial professional to lead the way through the
IPO! Responsibilities include assisting the CFO
with systems developm ent while supervising
five staff in general accounting and reporting.
Position requires a solid finance background
with SEC reporting with IPO exposure. If you
have the ab ility to grow to the next level and
the d esire to m ake it happen, this position is
right for yo u! Compensation includes a salary
to $80,000 plus a year -end bonus and stock.
A fast - growing public media group seeks a topnotch accounting professional. Job responsibilities will in clude financial reporting, budgeting, forecasting and variance analysis.
Broad -based analytical, problem - solving and
team - building skills are required. Five -plus
y ears o f ex p erience in a related industry is
preferred. Computer information systems conversion ex perience considered a plus. Here is
your chance to join a quality organization in a
highly visible position. Advancement potential
available in ad dition to a salary to $65,000.

A well -known publicly traded company seeks
an experienced professional to lead the regional charge! Responsibilities include staff m anagemen t for the budgeting and forecast
process. Qu alified candidates will possess either a CPA, MBA or CMA, at least six years of
similar experience and excellent computer and
communication skills. Salary to $65,000 including excellent benefits.

A municipal agency has an incredible opportunity for an experienced professional to oversee
th e Finance, MIS, Hum an Resource, and the
Internal Au dit Departm ents. While reporting
to the p resident, your primary responsibilities
will be the d evelopment and im plem entation
of internal control policies and procedures. If
yo u po ssess a strong finance and operations
background, do not miss this opportunity! At
least eigh t y ears of prior experience and a
BS/BA in Accounting or Finance are required.
MBA, CPA or CMA considered a plus. Salary
to $100,000 with excellent fringe benefits.

An international m anufacturing com pany seeks an experienced professional to manage a department of four. Responsibilities include overseeing all
areas of accounting including the
preparation of month -end reports and
financial statem ents and analysis.
BA/BS in Accounting or Finance required, CPA, CMA or MBA preferred
with at least five years' prior experience. This is a great opportunity to
grow with the organizatio n! Excellent
benefits including a salary to $60,000
plus a year -end bonus.

A well - respected educational institution with 17 campus locations seeks an
experienced professional to manage the
Accounting and Finance Departments.
Additional responsibilities include the
development and implementation of
operational and accounting policies
and procedures. Ideal candidates will
have excellent communications and analytical skills, over five years of combined public and private industry experience, and a CPA or CMA. Salary to
$70,000 including good benefits.

A rapidly growing, international
biotechnology service provider seeks
an experienced professional to supervise six. Responsibilities include managing the internal/external reporting,
general ledger, and consolidations
groups. An aggressive, highly proficient manager with a strong mentoring
ability will eminently qualify. If you
have five or more years in a National
CPA Firm, a CPA/ MBA, and the ability to contribute to the senior strategic
management team regarding policy development, do not look any farther!
Excellent benefits and a salary to
$80,000.

A Classified Section

Retail company gainin g mom entum
with high growth p oten tial. Respo nsibilities include establishin g an inventory system, accounts receivables and supervision of five staff. Requirements
include BS/BA Accounting, experience
in Retail Managemen t, and exposure to
POS system. CPA preferred. Salary to
$65,000.
An exceptional opportunity exists to
join a progressive research -based pharmaceutical company. Respon sibilities
involve m anagin g fou r staff, p rep aration of sales tren ds analy sis, fin an cial
statem ent sheet activity, and b ud gets/
forecasts for the com mercial b usin ess
section. Ideal can didates mu st have
seven -plus y ears' exp erience in Pu blic
Accounting and/or private industry and
a BS/BA Accounting. Experience in Life
Sciences or Health Care an d a CPA or
CMA preferred. Excellent ben efits and
a salary to $80,000.
An outstanding op portu nity to join the
team of th is biotechnology research
company. You will report directly to the
Controller and CEO. Responsibilities
include supervision of the general accounting aren a including all balance
sheet activity. You will b e requ ired to
have a CPA with minimum of fo u r
years' experien ce, strong tech nical and
communications skills, th e ability to
grow with th e co mp an y, and ten acity.
"Big 6" experience preferred. An excellent com pensatio n package in clud es a
salary to $50,000.

A well -known Midwest manufacturer
seeks a stro ng professional to join the
Corpo rate Accounting Departm ent.
Respo nsibilities include preparation of
foreign fin an cial statem ents and consolidations, tax compliance, month -end
close, and various special projects. Successful candidates m ust be able to prioritize duties and meet deadlines while
possessing excellent communication
skills. Salary to $33,000 including good
benefits.
A rapid ly growing Northern Midwest
information technology firm seeks a
one - plus -year CPA or CMA candidate.
This position offers a challenging range
of tasks in the general accounting arena. Proficien cy in Lotus and/or Excel
with strong communication skills is required. An excellent benefits package
includes a salary to $35,000.

One of Chicago's oldest historical companies seeks a bright, enthusiastic professional to join the team for a rotational program. Unlimited opportunities
exist within the company offering nontradition al accounting and finance oppo rtun ities. Ideal candidates will possess eit h er a CPA or CMA, three or
more y ears of "Big 6" experience, and
excellent organizational and communication skills. Great benefits including a
salary to $55,000.

SENIOR FINAKIAL
REPORTING ANALYST
A $1- billion public company seeks a
bright professional to lead the charge for
the company's operating units! Requirements include a minimum of two years
of prior audit experience. CPA con sidered a plus. Excellent benefits including
career opportunities outside of accounting area after the initial tour in the Audit Departm en t. Salary to $50,000 in "cluding a good benefits package.

A leading consumer products company
seeks a proactive professional. Responsibilities include staff supervision, budgets, forecasts, and SEC reporting. Successful candidates will possess three plus years' experience, strong computer
skills, and prior supervisory experience.
The compensation package includes a
salary to $45,000 with excellent benefits.

A progressive and fast -paced telecommunications company seeks a proactive
professional. Responsibilities include
month -end close, preparation of financial statements and budgets while assisting with strategic planning. Candidates should be detail oriented and
possess the ability to be promoted into
the role of Controller in less than two
years. Excellent benefits include a
salary to $50,000.

A highly recognized private foundation
is seeking a hands -on, detail- oriented
professional to manage the accounting
and investment issues. You will supervise a team of four while reporting to
the Controller. Ideal candidates should
possess a CPA, CMA or MBA, nonprofit, and two -plus years of" Big 6" experience with solid organizational and communication skills. If you are a team
player and have excellent interpersonal
skills, you may eminently qualifyt Advancem ent potential, great benefits,
and a salary to $75,000.
A rapidly growing medical management group seeks a dynamic individual
possessing one -plus year of "Big 6" or
National CPA firm experience. The position requires m anaging the financial
reporting and analysis, cash flow, and
external auditor processes. You must
be com puter literate with excellent
spreadsheet and interpersonal skills.
The company offers excellent benefits
and growth opportunities with a com petitive salary to $45,000.
An excellent career opportunity is
available with public investm ent company! While supervising three staff, you
will oversee the federal and state corporate incom e tax compliance, SEC reporting, and various special projects.
Requirements include CMA/CPA with
corporate taxation and SEC reporting
experience. Excellent benefits include
stock options and a salary to $60,000.

dft

Plant
Controller
Southwire Company, North America's
largest cablemaker, has an immediate
opening for a Plant Controller at our
facilities located in West Jordan, Utah.
Position will directly supervise accounting staff including coordinationofmonthly
closings and preparation of financial statements; review, analyze and report on
operation variances and inventory, and
initiate cost improvements. Qualifications
include 2+ years accounting experience,
preferably in a manufacturing environment, B.S. Business Administration with
major in Accounting, and a strong cost
accounting background. CMA or CPA
required.
Southwire offers an excellent salary/
benefits package. For confidential consideration, please send your resume
and salary history to: David Dowling,
Human Resources, Southwire
Company, One Southwire Drive,
Carrollton, Georgia 30119.
Southwire home page http: / /www.southwire.com

We specialize in the placem ent of Accounting
profess ionals nationwide.
V.P. Finance to $125K
Controller to $90K
Cost Manager to $60K
Sr. Financial Analyst to $55K
Cost Accountant to $50K
Please call to discuss current position openings at
1- 800 -700 -0103 and mail your resume to:
Steve Newton — President
Charter Career Consultants
8318 Pineville- Matthews Rd.
Box 708 -273 ■ Charlotte, NC 28226
Fax: (803) 635 -7749
Our client companies pay our fees.
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, Cost
Manager and Financial Analyst positions in the $40,000 to
$150,000 range. To discuss our current opportunities, call (803)
788 -8877. You may fax your resume to (803) 78&1509 or mail to:

Southwire

F- O- R- T -U -N -E
Personnel Consultants of Columbia, Inc.
P.O. Box 23728, Dept. MA ■ Columbia, SC 29224

Equal Opporlunity Employer M!F /DN

Our client companies pay our fees.

Manage, maintain, design & adapt flat rate billing system on IBM
Mainframe & PC. Perform complex analytical reviews & audits to
verify the reasonableness & reliability of the accrual position of
the company. Make necessary journal entries & adjustments to
ensure the company's financial statement correctly reflects the
deferred revenue. Assist Analysts & Manager to develop & execute user friendly co mputer system to improve the flat rate
billing, cash, deferred revenue & accrual position system. Directly in charge of the cash team of the Home Office Billing Department. Supervise the cash flow. Perform complex analysis & audits
to ensure the cash flow is effective & efficient. Develop new cash
processing procedures & computer systems to continually improve
the control of cash flow. Min. req. inc.: B.A. in Accounting/Business Management & 6 mos. exp. w/Flat Rate Billing/Accounting
Position w/: 1) Knowledge of flat rate billing; 2) Knowledge of
deferred revenue accounting, accrual position accounting, & cash
control process procedures; 3) Expertise in Lotus 1 -2 -3, incl.
writing Macro independently; 4) Expertise in Lotus Approach,
incl. writing Macro from scratch; 5) Expertise in Peachtree
Accounting system, Incl. writing program to generate special
reports; 6) Expertise in Millennium, incl. writing query program
from scratch; 7) Exp. in Mainframe -PC interfacing incl. design
of interface file & Mainframe database mgmt. 40.0 hr /wk.
$30,120 /yr. 9:00 -6:00.

Excellent career opportunities available in
South - Central Pennsylvania for degreed
accountants who are interested in a high
quality lifestyle and a challenging position.
Auditors—Career positions in national organizations are available for accountants
with 2 -3 years of Big 6 public and/or industry experience. CPA's preferred.
Senior Accountants and Tax Professionals—Local and big public accounting
firms are seeking senior level CPA's with
audit and/or tax background.
Accounting Managers —Opportunities for
General and Cost Accountants with financial reporting and supervisory experience.
If you are interested in exploring the potential in these or other accounting positions,
send a resume to:
Bill Traum
The BYRNES Group
155 West Market Street
York, PA 17401
Fax: 717 - 854 -8591

Applicants, send two copies of resume to:
Georgia Department of Labor
Job Order # GA 6046345
2943 North Druid Hills Road
Atlanta, GA 30329 -3909
or
the nearest Department of Labor Field Service Office

QUICKEN® CHECKS CHEAPER?
Compatible with Intuit's Quickens, Quick Books® Order 1,000 —Bonus 250 FREE.
800 -37 8-4100 mAizs
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CALL (800) 87 -GLEIM
Highest quality, lowest cost! Up -to -date
CMA/CFM review books/softwareFree brochure /demo disk.

CFM available NOW!
CMA EXAM REVIEW SOFTWARE
$124 DOWN — $124 AFTER YOU PASS
Over 1,200 questions with 6,000 answer rationales.
35 years' experience teaching CMA review courses in one
extraordinary computerized program. $249 for entire
exam or $75 per part. 50% down —the balance AFTER
you pass.
Call WiseGuides at 1- 800 - 713 -2098

CPAnalyst
Can you create financial reports including charts,
graphs, and written analysis in less than 30 minutes?
With CPAnalyst you can!! CPAnalyst provides a professionally prepared, 15- 20 -page report that is clear and
easy to understand.
To order a free demonstration disk, call the Illinois
CPA Society (312) 993-0393.
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EARN AN MBA DEGREE FOR UNDER $1,000
CMAs get automatic credit for half the MBA. No class
attendance necessary. Meets all ICMA standards.
Lincoln Graduate School of Management
Telephone (800) 604 -6805
Fax (515) 270.2192
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33

FREE Sam ple of
CPE CHOICES!
CALL NOW! (909)
428.4756(offer#M201)

Your Ad
Should Be
Here

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

IPC

Copy: All advertising must be submitted in typewritten, double spaced form. No telephone orders accepted. Copy may be faxed
to Alice Schulman at (201) 573 -0639.

ENTERPRISES
For Information.
- Call 212/252 -0222
Fax: 212/252 -1020

Closing Date: Deadline for copy is 21 days preceding month of
publication.

Acceptance: Publisher reserves the right to accept or reject
advertisements for MANAGEMENTACCOUNTING'Classified.
Payments: Payment in U.S. funds must accompany each order.
Mail COPY to MANAGEMENTACcOUNTING'I , Attn: Alice Schulman,
10 Paragon Drive, Montvale, NJ 07645 -1760. Tel. 1- 800 - 638 -4427,
Ext. 280.
Display Classified: One- twelfth page (1 13/16" x 4 ") is available at$822.

inti'mSeeds All
YourOfe.Isn't
ItTimeYou
LeapedSomeOf
TheHarvest?
COrl-Orate accounting can be a
tough row to hoe.Accountingfor
yourself,on the other hand,can be a
very different experience.
More rewardiN More fruitful,We
know.As Americas44accounting
franchise,we can pixMde accountants with the tools they need to be
sell= sufficient. The tax expertise.The
systems.The marketingsupport.And
ways to getand
c ' nts.
Callus at 1.800.323x292.We
think there's a bumper crop waiting
with yams name on it.
kee
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ALTERNATV
I EDELV
I ERYSYSTEMS
FORCONTINUINGEDUCATION
IMA offers a variety of education programs, products, and services. By providing quality products at reasonable
cost, IMA has become the leading supplier of CPE in accounting and financial management. To meet the diverse
needs of the profession, IMA continually refines existing products, develops
new products, and uses various delivery systems for them.
The November column focused on
IMA Group Study programs, which are
conducted by speakers, instructors, or
facilitators. This month's column will
highlight education opportunities offered through alternative delivery
systems.
Financial Management Network (FMN).
FAIN is a monthly video service that
delivers the latest developments in
corporate accounting and finance to
subscribers. Recent topics include
trends in cost management, capacity
management, and "lean" manufacturing methods. FMN is one of
IMA's most popular education services.
Companies with as few as 10 finance
and accounting professionals can benefit from this low -cost CPE alternative.
Currently, 800 companies and approximately 25,000 financial managers participate in this service. Participants
can earn CPE in two ways: group
study and self - study. In the group
study program, facilitators verify participants' attendance. Participants
electing the self -study program earn
72
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CPE by viewing the video segments,
reading the accompanying materials,
and completing a quiz that accompanies each video. In both FMN programs, participants receive a certificate of completion and can earn as
many as 48 hours of CPE per year.
Articles In MANAnniNT Accournis.IMA
members can earn up to 24 hours
of CPE by reading MANAGEMENT
ACCOUNTING. Certain articles published in IMA's monthly magazine
meet NASBA and IMA requirements
for CPE. These articles are identified
in the table of contents of each issue.
IMA provides a quarterly self -study
exam covering these articles (six CPE
hours). To subscribe to the service, to
order an exam, or for more information on this program, call 1- 800 -6384427, ext. 297.
Statements on Management Accounting (SMA) Workshops. IMA chapters
provide two types of SMA workshops,
both of which qualify for CPE. SMA
Application Workshops are four -hour,
hands -on, group sessions designed to
help participants understand the SMA
and how it can be implemented. SMA
Opportunity Assessment Workshops
are a series of two- to four -hour workshops that guide participants through
a cost/benefit analysis and assessment
of how the SMA principles relate to
their companies' strategies and critical
success factors. For more details on

SMA workshops, refer to the March
1996 issue of this column, or contact
your local chapter.
CD-ROMcourses. One of IMA's most exciting new avenues for obtaining CPE
is the use of CD -ROM technology.
"Performance Measurement," one of
IMA's highest- quality REAP courses,
has been converted into a self -study
course available on CD -ROM. The CDROM contains audio, video, interactive
screens, and an on- screen final exam
that can be forwarded to IMA for grading. Users can earn eight hours of
CPE for successful completion of this
exam. Additional information on the
"Performance Measurement" CD -ROM
is in the August 1996 issue of this column. If the response to this initial offering is positive, IMA plans to convert
additional courses to CD -ROM. To order call 1- 800 - 638 -4427, ext. 229.

Astute. Another use of CD -ROM technology is Astute, IMA's new learning
and research system, which currently
is under development. This "Library
on a Disk" will contain text, charts
and graphs, narration, and video to allow users to learn about specific topics
at varying levels of detail. Astute also
will contain a comprehensive list of
relevant books and articles, many of
which are available through IMA's Information Center. The pilot version of
the Astute CD -ROM on Activity -Based
Costing is almost complete. Other topics under consideration are controllership, accounting software, and budgeting. It is anticipated that Astute
CD -ROM eventually may provide another source of CPE. Next month's column will be devoted to the Astute
CD -ROM program.
For more information on any IMA
CPE program, call 1- 800 -638 -4427,
ext. 189. Information also is available
through IMNs web site at httpJ /www.
rutgers.edu/accountingtraw lima. ■
Linda Mitchusson is dean, School of Business, East Central University, Ada, Okla. She
is a former IMA vice president and currently
serves as chair of the IMA Committee on Education. She can be reached by phone: (405) 3328000, ext. 274; fag: (405) 421-9801; or Internet:
lmitchsn@ mailclerk.ecok.edu.

THERE'S A REASO N W HY
FORTUNE 10 00 C O M PA NI ES
ARE CHOOSING XMS "' FOR
T &E EXPENSE MANAGEMENT.

ACTUALLY, THERE ARE
SEVERAL O F T HEM.

IT' S T H E E X P E N S E
MA N A GE M E N T S O F TW A R E
TH A T W O R K S F O R
EVERYONE IN YO U R
E N TE R P R IS E .
For m o s t c o m p a n i e s , T &E
expense management is a slow,
painf ul - and very e xpens ive process. The problem is, to fix it
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you ha ve to i m pa c t pe op le at
every level of your organization.
W hic h is why re e ng i ne e ri n g
team s at leading c orporations
like Mons anto and Texac o are
autom ating

on

XMS,

the

enterprise Xpense Management
Solution from Portable Software.

W ith XMS you get better finan-

XMS is the c o m p r e h e n s i ve

cial c ontrol. Com p reh ens ive

solution that works for everyone

data to support decision m ak-

on the team . Ac counting. Man-

ing and ven do r ne go ti at io n.
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bu s i ne s s t ra ve le rs . Be c a us e

easier and less costly.

face it, without them, no system

See for yourself why XMS is

is going to fly.

la n di n g on des ks all ov er

In fact, our end user component

corpora te Amer ica. Ca ll for

is based on Quic kXpens e, the

more information. Better yet,

sof tw a re bu s i ne s s tr a ve l er s

ask for a free demonstration.

choose for themselves.
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PORTABLE
SOFTWARE

Sure, reaching goals
means taking chances.

;e is to
lroven,
Designed for

server ans 5yj)ase server environments, riatmum o Y L is easny customizes to nt your company s
particular requirements, and offers seamless integration with your other business applications. Its
flexible architecture ensures adaptability to future needs. And all this comes with speedy setup and

Microsoft,
BackOffice-

a quick learning curve. In short, Platinum SQL has reached the peak in pricelperformance. • For more
information, call 800 - 436 -3846, or visit us at http: / /www.platsoft.com. Because while you may have to take an
occasional chance in business, you'll have the confidence that your financial operation is on solid ground
with Platinum SQL. Platinum Software Corporation, 195 Technology, Irvine, CA 92618 -2402.

Platinum SQL.
91996 Plaiin— Sofiw.rr t:arpnr.tinn. All right. r —rvrd. All trademarks and rgPatrred trademerke ere property of their re.pertive o—ere.
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