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"MUSIC IS THE UNIVERSAL LANGUAGE OF MANKIND,"
WhenPrestigeSoftwareInternational'"introducedMasterpiece`/Net,wewereconfidenttheglobalfinancialharmonyitofferedwould
drawapositivereception.Butevenwewereoverwhelmedbytheravesitreceived.FinancialmanagersfromLosAngelestoLondonapplauditsglobal
functionality.ItsastonishingrangeletsthemseamlesslymanageworldwidebusinessoperationsovertheInternet/Intranet.
Masterpiece/Netallowsanyoneatadesktoptosharedocumentsacrosstheenterpriseandaroundtheglobe.Itsupportslocaltaxationmethodsand
accountingpracticesinplacesasdiverseasParisandShanghai.Anditmonitorsbusinesseventstogettherightinformationtotherightperson.Like
lettingtheappropriateemployeeknowapurchaseorderawaitsapproval.Oracustomer'sbalanceexceedstheircreditlimit.
,i:, 1998 Computer Associates International, Inc. All product names referenced herein are trademarks of their respective companies.
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KLM

"With its ability to support high- volume

Insurance

processing in multiple currencies and

`Access to Masterpiece /Net

languages, Masterpiece provides the ideal

through a browser, via a

financial management solution for our

standard Windows inter-

multinational operations."
KLM
The Netherlands

face, will not only simplify
information access and
delivery for the casual user,
it will extend our remote
computing options through-

ITT Systems

out the entire enterprise."

"For a financial software system with the sophistication,

FAI
Insurance
Sydney, Australia

versatility and depth of Masterpiece /Net, we were astonished
at how fast Prestige had it all up and running."
ITT Systems
Colorado Springs, Colorado

"MASTERPIECE`'/NET IS THE UNIVERSAL LANGUAGE OF FINANCE."
Thefactis,ourversatilesoftwarehasbeenacclaimedforeverythingfromitsforecasting
powerstoitsYear2000andEuroreadiness.
Ifyou'dliketofindouthowwellMasterpiece/Netcanperformforyourfinancialoperations—and
howamazinglyfastallitsfunctionalitycanbeimplemented—callusat1-800-753-4321,andvisitour
websiteatwww.presbgesoft.com.Bothwil bewellworthyourtime.
Andyoucanquoteusonthat.
Circle No. 12
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22AREYOUREALLYMANAGINGYOUR
0CORPORATERESOURCES?(PART2)
B Y R OB E R T S KI NNE R
Companies are losing millions because they
are not managing their assets well and
using available technology. Here are guidelines for effectively managing fixed assets
and the budgeting process. (Part 1, in
August, dealt with human resources.)

28ENVIRONMENTALCOSTMANAGEMENT
Ig BY GERMAIN BOER, CPA, MARGARET
CURTIN,• AND LOUIS HOYT

Effecti v el y ma n ag i n g en v i ro n ment a l co st s

Needed: financial measurements that are both current and relevant.

49

produces benefits for the environment as
well as the shareholder. Three strategies
are presented along with a checklist for
executives.
Certificate of Merit

40401(x)PLANSPONSORS,THELABOR
waDEPARTMENTISWATCHINGYOU!
16MAKEYOURNEXT
0ACQUISITIONSUCCESSFUL
BY JOSEPH C. KRALLINGER, CPA
Every company has at least one hidden
"Fatal Flaw" that can torpedo a potential
merger. Find and correct these defects,
and you're on your way to a successful
acquisition.
Cover:Aggressivefinancial
managementimproves
bottom line. Seep. 16.
CoverbyBobGrant,NYC
Imagesusedfrom:

Cert ficate of Merit

BY ALFRED J. MORRISON
Corporate 401(K) plans now total $1
trillion, and the U.S. government is stepping up its oversight. Could your company
pass an audit?

44 SURVIVING Y2K IN MAINFRAME
Ig ENTERPRISECOMPUTING
BY KRIS SWAM INAT HAN, CPA
Here's a six -step strategy for companies to
solve their Year 2000 problems that may be
lying in wait, plus a checklist to help get
them started and to review their work.
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Icons,MoneyMatters,Profiles
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Our Integrated Solutions
Will Prepare You.
Si d e r 198H. working (lr. wh' "id) Oar custorncl? <,

FWncial Accounting & Management
Project Accounting & Management
Distribution & Materials Management
Marketing & Sales Force Automation
Customer Service Management
100% Oracle - based, for UNIX, Nficrosoft, Novell
m'id other enviromn ents. Oln- ec
tarnkey solution makes it easier
yoiu enterprise, forecast the future and
rnariat?e chaiiae. WeU enablecL Year

Mich ael R. M eli
Founder and CEO

� i?t:
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E -mail: Editorial, ma @imanet.org; Advertising, ipceima @class.org.
49WENEEDDYNAMIC
PERFORMANCEMEASURES

vant performance measurements as
described here.
Certificate of Merit

BY LAKSHMI U. TATIKONDA, CMA,
AND RAO J. TATIKONDA
Current performance measurement systems are obsolete, dysfunctional, and
obstructive to improvements. The dynamic world economy needs current and rele-
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The future is now.

8 GOVERNMENT
Legal protection for Y2K disclosures.

Got milk?
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New research study available.
MAP
IMA issues letter to the Independent
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10 CAREERS
Considering a job change.

12 STRATEGICCOST MANAGEMENT
Operational improvement and strategic
costing.
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The death of the Morris Trust
transaction( ?).
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THEFUTUREISNOW

EDITOR Kathy Williams
ASSOCIATEEDITOR Michael Castelluccio

When the IMA committees met last month in Arlington, Va.,
we welcomed a new committee —the Committee on Students.
This committee is composed of 17 IMA members, five of them
student members and 12 from industry, public accounting,
and government. It has a mandate "to develop, implement,
and administer student programs." It also has been created
to provide the Board of Directors and staff with feedback on
the needs and goals of students. The chair of this committee
is Mary Louise Nunes, CPA.
IMA has long realized that students must have the right
kind of education to become proficient in management accounting and financial management. Over the years we have
instituted a number of programs suited to the needs of the professional accounting
and finance student. But it has become apparent that as the functionality of our jobs
has changed we need to do more.
Last year we inaugurated an expanded Academic Mentor program, a two -year voluntary participation in which professors could help their students explore different
areas within the accounting and financial management profession. It involved the
dissemination of materials delineating the rigors of corporate accounting and explaining what Corporate America expects of its new employees. We also created an
in -class real -world video series that will provide students an insight as to how the financial professional executes his or her responsibilities on a day -to -day basis. And
we launched a student Web site, www.imastudents.org, and a magazine, &Wtudwits.019,
that will help prepare students for any career challenges they will face.
Beginning with the new semester IMA is expanding its efforts on behalf of student
education. We'll place more emphasis on interpersonal communications, not only
with campus mentors but with IMA members, so students can better understand the
inner workings of the corporate world. We will produce more real -world video courseware for student consumption. Our various scholarship programs will be made more
widely available, and we will endeavor to expand our mentoring program to include
smaller institutions of higher learning.
We at IMA are making a sincere effort to reach out to students who understand
the need to excel —who understand that almost anything can be accomplished if you
have the right tools. We look forward to welcoming all of you who accept the challenge of the future of management accounting and financial management.
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Activity -based costing (ABC) is now recognized as a fundamental business
methodology for enabling business improvement. ABC Technologies, a
pioneer in packaged software for ABC, helped shape this recognition and,
in turn, benefited from increased business investment in activity -based
management projects. N6w' a new market for analytic applications is
emerging, and activity -based management will be incorporated into a range
of systems from budgeting and planning, to sales and profitability analysis
and optimization. This new market is attracting the attention of major
enterprise application players who represent potentially strong competition
to ABC Technologies' core business. This challenge also is an opportunity
for an agile ABC Technologies to leverage its experience and market leadership, and partner to ABC- enable a broad range of analytic applications.

Who is IDC?
4. I

International Data Corporation (IDC) is the world's leading

ABC Technologies: A Business
Methodology Foundation for

provider of information technology data, analysis, and con -

Analytic Applications
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than 400 research analysts worldwide, IDC is uniquely posi- ="
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tioned to provide a global perspective on IT market and
technology trends.
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To get your FREE copy of this report:
For a complete copy of the IDC White Paper along with an
Information CD -ROM full of ABC case studies, and information
on OROS, our world - leading ABC software, email us at

I

paper @abctech.com, or call 1- 800 -882 -3141 or 503 -617 -7100.
In either case, ask for the IDC White Paper package.

ABC Technologies
% vwabctech.com
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LEGALPROTECTIONFOR
Y2KDISCLOSURES
In a speech on July 14, President
Clinton suggested that companies who
come clean on their Y2K situation
ought to get immunity from shareholder lawsuits. It was not immediately
clear whether the President was suggesting that immunity would extend
to statements in a company's MD &A
regarding "material" costs for Y2K. But
there was certainly that implication.
Sen. Jon Kyl (R.- Ariz.), a member of
the Senate's Special Committee on the
Year 2000, is drafting legislation based,
in part, on Clinton's initiative. One day
after Clinton spoke, in a speech to the
National Press Club, Sen. Bob Bennett
(R.- Utah), chairman of the Year 2000
Committee, said what he had said before: SEC efforts via its revised Staff
Legal Bulletin 5 —which gives companies guidance on Year 2000 disclosures —have been inadequate. That
could be the rationale for including
"MD &A protection" in any Kyl legislation. Sen. Bennett added that he hoped
to pass the Kyl bill before Congress adjourns for 1998. That will be tough to
do given the congressional recess in
August. September will be the only full
legislative month left in the year.
It is clear that SEC Chairman
Arthur Levitt, Jr., would oppose giving
Y2K protection to financial statements.
He told the Senate Banking Committee
on July 29 that "current laws and regulations are sufficient at this time to
cover reporting obligations concerning
any material impact of Y2000 on operations and costs." Nonetheless, at an
SEC Commission meeting that same
day, the staff proposed to the commissioners that they issue an "Interpretive
Release," which would provide more de8
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tail to financial reporting executives
than is given in Staff Legal Bulletin 5.
A fact sheet distributed at that meeting
said: "Despite that Staff Legal Bulletin,
many companies are not providing the
quality of detailed disclosures that the
Commission believes investors expect."
Bennett appears to be of two minds.
On the one hand, he thinks Y2K legislation forcing better financial disclosure
would be a good thing. On the other
hand, the realist in him knows that any
legislation, even assuming a bill passes
in 1998, would require an SEC rule making process that would last six
months. So the chances of any bill doing
much good prior to January 1, 2000, are
somewhere between slim and none.

ACCOUNTANT-CLE
I NT
PRIVILEGE
There are reports that Sen. Connie
Mack (R.-Fla.), a member of the Finance Committee, will attempt to modify the new
"accountant client" privilege that was
part of the
IRS reform
bill. That
bill, passed
by Congress
in July, says
any advice
an accountant gives a
client cannot
be disclosed
Sen. Connie Mack
in a civil
court action prompted by the IRS.
However, if an accountant talks up a
tax shelter, that advice is subject to
civil court action. It is that exclusion
that Mack hopes to eliminate in 1999.

One Senate source says Mack even
entertains hopes of "refining" the tax
shelter promotion exclusion in 1998 as
an amendment to any tax bill that may
sneak through Congress in its dying
days. But that is unlikely to happen.
The source says Mack has not decided
what his amendment will say. But the
Florida Republican, who sponsored the
accountant - client privilege amendment
in the first place, expects to get strong
bipartisan support for his "refinement"
amendment. "He knows of a number of
senators who feel the `promotion of a
tax shelter' language has to be fixed,"
says the source.
The reason that a fix is especially
needed is that in 1997 Congress broadened the definition of tax shelters to
include any tax strategy that has as its
"significant purpose" the avoidance of
taxes. Tom Higginbotham, vice president of legislative affairs for the
AICPA, says the AICPA will have to
see any Mack language before deciding
whether it supports it or not.

PRIVATESECURITIES
LITIGATION
It looks like companies will finally feel
free to use the "safe harbor" provision
in the 1995 securities litigation law.
That provision allowed them to make
forward- looking statements that would
not be subject to class action lawsuits.
That new sense of security is the result
of the Securities Litigation Uniform
Standards Act (H.R. 1689), which the
House passed by a vote of 340 -83 on
July 22. The Senate had previously
passed its version of the bill (S. 1260)
on May 13 by 79 -21. So Congress will
pass this bill in 1998. The bill outlaws
class action shareholder lawsuits in
state court when they are directed at
nationally traded securities. That
would plug the loophole in the 1995
law that set standards that plaintiffs
have to meet when filing those kinds of
lawsuits in federal court. Included in
that law was a safe harbor for corporate disclosures that met certain criteria. But since the 1995 law went into
effect, plaintiff attorneys have been filing class action suits in state courts. ■
St e phe n Barl as is a j ournal ist wi th more
than 17 ye ars of expe rie nce reporti ng from
Washington, D .C.

BNA Fixed Assets Next Dimension
Windowe% Windows NT
Real Life I Problem

No Pro
With Next Dimension I'll simply choose the point in time
where I want the change to become effective. ND recalculates
depreciation for all periods of the asset's life, but keeps all
values I reported up to the point of change.
And that's only ONE of ND's power -house capabilities!
If you haven't seen Next Dimension yet, call BNA Customer
Relations 1 -800- 372 -1033 and ask for a risk -free 45 -day trial
or a free Working Model.

P.S. Want to see how I pulled this ofV

www .bnasoftware.com /noproblem.html

Circle No. 5
BAND582K
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Windows is a registered trademark of Microsoft Corporation. 0 1998 BNA Software, a division of Tax Management Inc.

areers

may want to seek other opportunities
within the company rather than
plunging into uncharted waters at a
new employer.

Look at your job history. There is no
I am a senior accountant who has been working at a financial services firm for six
months. Recently, I learned of an interesting job opportunity at another company.
While I have only minor concerns about my current position, I feel confident that
the other job would offer better long -term opportunities. I was only at my previous
position for a year and a half. Will I be considered a `job hopper" if I make a
change again? What is acceptable for accounting professionals today given the
strong job market?
Max Messmer, Editor

Considering a job change.
As your experience confirms, new
opportunities in the accounting field
are emerging at an unprecedented
rate. But unless you give careful consideration to a job change, you could
ultimately dampen your long -term
career prospects.
Frequent job moves are generally
more acceptable early in a career as
professionals strive to find their niche.
Once this goal has been achieved, however, it is important to establish a reputation for stability. A good rule of
thumb is that, barring extenuating circumstances, switching jobs more than
four times in 10 years is likely to be
viewed with some suspicion by potential employers.
At the same time, several factors
have caused today's employers to be
more tolerant of frequent job changes
than they were in the past. Companies
recognize that many outstanding
employees unwittingly have been driven into the job market because of
mergers, acquisitions, and downsizing.
In addition, as corporations continue
the move toward flatter organizations,
accounting professionals who once
assumed greater responsibility by
climbing the corporate ladder now
may need to change jobs to keep
their careers moving forward.

Look at the big picture. Before you
accept a new position, set aside a time
to perform a "career audit," an exercise
that's similar to a financial audit in
that you're gathering information in a
manner that's strategic, focused, and
detailed. The primary difference is
that the factors that contribute to your
10
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personal "P &L statement" are far
more qualitative.
First, define your career goals, a task
that will provide a baseline for evaluating current and future opportunities.
Next, look back on your job history, and
identify three projects that left you
with a strong sense of personal pride
and accomplishment. Analyze the feelings that contributed to your sense of
satisfaction. Did you complete any of
these assignments in your present
position? Are you likely to undertake
projects that evoke similar feelings in
the job you're considering?
Finally, assess those skills you need
to enhance in order to achieve the
goals you've identified. Will either your
current position or the one you're considering offer growth potential in these
areas? To advance, you must be willing
to embrace new challenges and stretch
your capabilities.

Evaluate your current job. Before making a move, watch for clues about how
you're perceived at your current job.
Are you receiving the top assignments?
Are key players in the department or
company seeking your advice? Do you
have the necessary skills and experience to move up in the organization?
It is also important to evaluate your
current employer's prospects. Is it
posting good financial results? Is the
firm growing or merely holding its
own? Events such as a restructuring
or downsizing may signal that this is
an ideal time to pursue another position elsewhere. If, on the other hand,
the business is doing well, but your
job hasn't met your expectations, you

formula for determining how multiple
job changes will be viewed by potential
employers. You are likely to encounter
more skepticism at companies known
for a conservative operational style
than at progressive, change - oriented
firms. Either way, the high cost of
turnover may cause some managers to
think twice before hiring individuals
with too many entries on their resumes.
Before moving yet again, review your
job history to determine your average
length of employment and why you
made each change. Accepting a new
position because of a significant salary
increase or greater responsibility will
be less damaging than repeatedly moving to escape difficult situations.
If you decide to move on but have
doubts about the new position or company, try "auditioning" for a trial period by
working on a contract basis. Professional -level temporary and project work
allows you to avoid the appearance of
lack of loyalty to a single employer while
gaining valuable exposure to many companies, careers, and industries.

Leave with grace. Should you decide to
leave, try to keep the situation as positive as possible. Your departure may be
viewed more favorably if you explain
that your decision is based on the
opportunity to learn new skills rather
than because of shortcomings with
your current position. Staying on good
terms with your manager is always a
smart idea. Not only can you gain
another job reference, but he or she
may know people critical to your future
success in your industry or field.
By making a well- thought -out decision, you can help avoid the appearance
of being a job hopper and move forward
in achieving your career goals. ■
Max Me ssmer i s chairman and CEO of
Robert Hal f I nt ernat ional , I nc. ( RHI), pare nt
company of Robert Half ", Account emps' and
RHI M anage ment Re sources'. RHI is the
world's first and l argest special ize d staffi ng
firm placing account ing and finance professionals on a full -time , te mporary, and proje ct basis.
Mr. M essme r's most rece nt books are The Fast
Forward MB A i n H iri ng, John Wile y & Sons,
Inc.), and Job Hunting for Dummies (IDG
Books Worldwide).
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Septem ber 1, 2, 3 and Oct ober 6, 7, 8
SQL Financials International and Management Accounting
Magazine present a new Virtual Seminar Series: web.works.
Sit in on this interactive seminar, from the convenience of your own
phone and desktop browser, to learn about how the web can go to
work for you. We don't mean how to surf sites or how to make pretty
web pages. We're talking serious business here...
It's about insight from industry leaders, such as Chuck Martin, author
of The Digital Estate and founding publisher of Interactive Age. It's

about tackling enterprise -wide, business productivity issues, using
real�-world�examples�—like�employee�self-�service,�procurement,�and
enterprise budgeting. Best of all, it's about catching hold of that all
illusive payback on your internet technology investment.
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web.works�—it�just�might�prove�to�be�the�best�lunch�-hour�workout
you've ever had. For more information, call 1 -800- 437 -0734 or
visit our website at www.sglfinancials.com.

www.mamag.com

3950�Johns�Creek�Court�•�Suwanee,�GA�30024�•�Tel:�1.800.437.0734�•�Fax:�770.291.8599�•�www.sglfinancials.com
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trategi*c Cost
Management
Robin Cooper and Regine Slagmulder, Editors

OPERATO
I NALM
I PROVEMENTANDSTRATEGC
I COSTN
IG
wo distinct modules lie at the heart of
an individual to easily detect the outT
an enterprise -wide strategic cost management system. The first of these modules deals with operational improvement; its aim is to help a firm become
more efficient. The other module is
strategic costing; its objective is to help
identify the firm's sources of profitability. These two modules demand very different types of cost information. Unfortunately, many firms try to use only one
system to perform both tasks. Such single systems are doomed to perform
poorly.I
Operational Improvement. The operational improvement module must be designed to ensure that individuals receive cost information that helps them
perform activities more efficiently. This
objective demands that the cost information be timely (it is received soon
after the activity has been performed),
highly accurate (there are no significant
measurement errors introduced), and
specific in focus (the actual consumption
of resources by the responsible individual is captured). These properties are
necessary if the information is to allow
individuals to monitor their performance effectively. Furthermore, most of
the actions envisioned in a performance
improvement program are relatively
short -term in nature. Long -term improvements usually are outcomes of
special programs focused on reducing
specific long -term costs.
Timeliness is important because if
the feedback is too early or too late,
then improvements will not occur optimally. Feedback that is too early leads
to cost information that does not enable
12
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comes of any improvements that have
been made. For example, if a process
modification takes three hours to take
effect, then feedback every half hour
will be distracting unless the individual
knows that the cycle is three hours.
Similarly, if the feedback is too late,
then the individual will have to be careful about making only a single change
per feedback period, or the effects of
multiple changes will be compounded.
For example, if the cycle is still three
hours, but the feedback comes at the
end of an eight -hour shift, then the individual theoretically should try to make
only one improvement per shift —far too
slow a rate of improvement for today's
competitive environment. If the feedback is provided only at the end of the
month, the individual probably will not
be able to identify any relationship between actions taken and performance
outcomes. The key is to synchronize the
feedback with the activity cycle.
A high level of accuracy is required
because any significant level of measurement error will make it impossible
for individuals to identify their contribution to overall firm performance. If
the measurements are not sufficiently
accurate, it will be difficult to motivate
performance improvements because
there is no way that individuals can differentiate between a real change in performance and an error in the measurement process. Indirect cost assignment
is counterproductive for operational improvement. Even when they capture underlying causality, such assignments inevitably will introduce unacceptable
levels of error into the measurement

process. Furthermore, they can introduce unacceptable delay into the feedback process. For example, if a transaction driver is used to capture the cost of
a given type of transaction, such as the
number of machine setups, then any improvement in the efficiency of processing that transaction will not be captured immediately. Only when a new
cost driver rate is determined will the
improvement be captured. But driver
rates are usually determined only periodically, not every time an improvement
is made.
A specific focus to the feedback is required if individual contributions to
changes in performance are to be identified. If the focus is not sufficiently specific, only combined improvements will
be measured. Consequently, without adequate focus the incentive to improve is
reduced, and finger pointing ( "the other
person failed to improve ") often becomes
a way of life. Specific focus requires direct measurement of the performance of
each individual or group. For example, if
a firm is trying to improve the consumption of electricity, then every location where an improvement is required
must be metered separately because if
two such locations share an electric meter, there is no way to determine how
much electricity each location consumed
separately.
Strategic Costing. The strategic costing
module must be designed to ensure that
individuals receive the information that
helps them identify the firm's major
sources of profitability In particular, the
module must report costs for various
cost objects such as products, customers,

channels, and organizational units. This
objective places far less exacting demands upon the cost information than
operational improvement. Strategic
costing demands that the cost information be periodic (it is provided only
when significant changes in overall performance have occurred), reasonably accurate (it captures the overall consumption of resources fairly well), and has a
broad focus (it models the consumption
of all resources by cost objects such as
products, customers, channels, and organizational units).
For two reasons, only periodic updates are required. First, the types of
strategic decisions that are involved,
such as modifying product and customer
mixes, are long -term and are not subject
to continuous revision. Therefore, providing continuous feedback is pointless
because managers will be unable to react to it. Second, decisions such as dropping an existing product are made only
when the profit picture has changed
dramatically. Therefore, only when the
cumulative improvements are large is a
new strategic cost report required.
Similarly, only reasonable accuracy is
required because of the nature of the
decisions being made. Successful products may have profit margins that
range from 30% to 50% and acceptable
profit margins that range from 10% to
30 %. An error of t 10% in reported costs
will rarely lead to different decisions
(such as "sell a product more aggressively" or "drop a product "). When it
does, the significance of an erroneous
decision is small (for example, products
that have low or slightly negative profitability might shift from drop to keep
or vice versa). The critical implication of
aiming at reasonable, as opposed to
very high, levels of accuracy in a strategic cost system is that costs can be estimated using causal cost assignment
procedures. Despite these less stringent
demands for accuracy, however, the
emergence of activity -based costing has
demonstrated that effective strategic
cost management does require reasonable levels of accuracy.
A broad focus is necessary because
the strategic costing objective requires
that the costs of the firm's entire value
chain be assigned to cost objects. This
broad focus means that both short- and
long -term costs are included in the
strategic cost analysis as opposed to the
almost purely short -term orientation of

the operational improvement program.
Effective strategic costing lies somewhere between direct costing and full
costing. The costs that should be included in a strategic cost analysis are those
that reasonably can be expected to
change with the types of decisions envisioned (add or drop products or customers, open new channels). The really
long -term costs, such as those associated with the facility (e.g., buildings and
security), should be excluded. They will
become relevant only if the decision
deals with significant changes at the facility level, such as adding a new facility
or closing an existing one. There are no
hard and fast rules about which costs to
include in the strategic cost analysis,
but neither ignoring everything except
direct or variable costs nor including all
costs are appropriate solutions in most
settings.

Interrelationship Between the Two
Modules. The two modules, while relying on very different types of cost information, should be designed so they articulate. While the information used by
the operational improvement system
should be current and the information
in the strategic costing system only periodically brought up to date, they are
both trying to capture the same underlying reality. The critical point is that
the operational improvement module
should be the primary source of much
of the information used by the strategic
costing module.
There are several ways to maintain
the relationship between the operational improvement and strategic costing modules, but a particularly effective
one is to use two sets of standards. The
first set of standards, the "updated"
standards, is modified every time an improvement is achieved. These standards
are used to calibrate the firm's current
performance. They should be updated
carefully so that they reflect the capabilities of the firm accurately. If the updating is too aggressive, they will create
a disincentive to improve because normal performance will be below standard. Alternatively, if they are updated
too conservatively, they will not create
an adequate pressure to improve.2
The second set of standards, the
"strategic" standards, is modified periodically or when significant changes in
the firm's efficiency have been achieved.
As these standards are used to support

long -term decisions, they do not have to
be updated continuously —in fact, to do
so would be inappropriate. Consequently, the existing strategic standards are
replaced periodically with the latest updated standards. This replacement
brings the strategic standards in line
with the firm's current capabilities.
The differing levels of accuracy that
are inherent to the updated and strategic standards are not problematic. The
updated standards deal with the activities that are performed; the strategic
standards deal with cost objects. While
the updated standards have to be highly
accurate, the assignment of costs from
the activities to the cost objects just
needs to be reasonably accurate. Thus,
when activities are performed upon
multiple cost objects, a causal assignment process can be used to drive the
indirect costs from the activity level to
the cost object level.
The broader focus of the strategic
standards is similarly nonproblematic.
The long -term elements of the strategic
standards can be added to the short term elements that are derived from the
updated standards. For example, machine depreciation is a long -term cost
and isn't covered by operational improvement. Therefore, it is calculated
specifically for the strategic costing system and incorporated into the strategic
standards.
Thus, it is possible to articulate the
two modules, ensuring that they tell
consistent though different stories. In
addition to operational improvement
and strategic costing, however, firms also must report cost information to their
external stakeholders. The interrelationship between the strategic costing
module and the firm's financial reporting system is covered in next month's
column. ■
Robi n Coope r is professor of manageme nt,
Pe te r F. D rucker Graduate Manage me nt School ,
Cl aremont Graduat e Uni versi t y, and honorary
visiti ng profe ssor of strate gic cost manageme nt
at Manchester Busi ne ss School.
Regine Sl agmulder i s profe ssor of manage me nt
accounting, Ti lbe rg Unive rsi ty (t he Net he rlands),
and visit ing profe ssor at t he Universi ty of Ghe nt
(Belgium).
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For a more detailed discussion about this issue, see
Robin Cooper and Robert S. Kaplan "The Promise —
and Peril —of Integrated Cost Systems," Harvard
Business Review, July /August 1998, pp. 109 -119.
2 For a more detailed description of this process, see
Robin Cooper, When Lean Enterprises Collide, Harvard
Business School Press, 1995, pp. 265 -268.
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THEDEATHOFTHEMORRISTRUSTTRANSACTION?)
The Taxpayer Relief Act of 1997 (1997
Act) had a major impact on corporate
reorganizations involving spin -offs that
are used to dispose of a portion of a company's business. A corporate spin -off is a
pro -rata distribution of a controlled corporation to the distributing corporation's
shareholders.' The problem that Congress wanted to address in the 1997 Act
was that corporations were using spinoffs as part of larger transactions with
an ultimate objective of having an unrelated party acquire either the distributing corporation or the spin -off corporation. This type of transaction is commonly called a "Morris Trust transaction"
(Commissioner v. Morris, 18 AFTR2d
5843).
The general rule for corporate distributions requires that corporations recognize a gain when distributing appreciated property to shareholders ( §311). In
addition, shareholders may have a dividend for an amount up to the fair market value of the property received. But if
certain requirements of the nonrecognition provision are met, the distributing
corporation will not have to recognize a
gain on the distribution of a spin -off corporation's stock to its shareholders, and
the shareholders will not have dividend
income on the distribution ( §355).
To illustrate the above, assume that
ABC Corp. has been in existence for several years and has three lines of business: A, B, and C. The company would
like to divest itself of business B. The
company can transfer all of the assets of
B into a new subsidiary corporation, B
Corp., in exchange for all of B Corp.
stock. (This transaction is nontaxable.)
ABC Corp. can then distribute the B
stock to its shareholders. Assume ABC's
basis in the B stock at the time of the
distribution is $100,000 and the fair
market value is $140,000. If the general
rule applied, the corporation would have
to recognize a gain of $40,000. The
shareholders would also have a dividend
of up to $140,0002. The nonrecognition
14
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provision allows this transaction to be
completed without any corporate -level
gain recognized and without dividend
income to the shareholders.
The basic requirements for this
nontaxable treatment are:
1. The distributing corporation must
control the spin -off corporation immediately before the distribution;
2. The distributing corporation must
distribute a113 of its stock in the spinoff corporation;
3 An active business requirement must
be met;
4. A corporate business purpose for the
distribution must exist;
5. The distribution must be only of
stock or securities of the spin -off corporation to a shareholder (security
holder) with respect to his/her stock
(securities); and
6. The transaction must not be used
principally as a device for distributing the earnings and profits of either.
In the Morris Trust case, a national
bank planned to merge with a state
bank under the national bank's charter.
The state bank had operated an insurance business for more than five years
before the proposed transaction. The
national bank could not operate such a
business under its charter. As part of the
agreement, the state bank spun off the
insurance subsidiary to its shareholders.
The Fourth Circuit Court of Appeals
held that the distribution of the insurance subsidiary's stock was a nontaxable
spin -off because a business purpose for
the spin -off existed and the state bank's
shareholders controlled the insurance
company and the bank both before and
after the spin -off.
The new rules restrict the ability of a
corporation to use a spin -off as part of a
larger transaction in which an unrelated
party acquires control of either the distributing or any controlled corporation.
Specifically, the new rules require tax-

able treatment to the distributing corporation if the spin -off is part of a plan
under which an unrelated party
acquires at least 50% interest in the distributing corporation or any controlled
corporation.
The new rules permit nontaxable
treatment in a transaction where control of the corporations involved is not
transferred. This may be the case if
(1) the distributing corporation and all
of its controlled corporations are part of
a single affiliated group after the trans action 4 or (2) if shareholders holding a
majority interest (greater than 50 %) in
the distributing corporation or any controlled corporation before the transaction also own a majority interest in
those corporations after the transaction.
In the Morris Trust case, the State Bank
shareholders owned 100% of the insurance subsidiary and 54% of the new
merged national bank after the transaction. Morris Trust meets the second
exception above and would still be nontaxable under the new law.
Taxable treatment is required only for
the distributing corporation. Referring
to the earlier example, if ABC Corp.'s
spin -off of B Corp. is part of a plan for
XYZ Corporation to acquire ABC Corp.
with only the A and C lines of business,
the new law would require that ABC
Corp. recognize the $40,000 gain on the
distribution of the appreciated B Corp.
stock. The shareholders would not have
a taxable dividend on the receipt of the
B Corp. stock.
The full impact of these provisions
may be hard to judge for some time. But
if your company is considering the use
of a spin -off in an acquisition transaction, tread softly, and be aware that new
rules may restrict the use of nontaxable
spin -offs.—Judith Cassidy and Cheryl
Metre %ean
Judit h Cassi dy is associ at e profe ssor, and
Cheryl Me treje an i s associate profe ssor, Uni versity of Mississippi School of Accountancy
University, Miss.
'In this article, "spin -off corporation" is used to refer to
the corporation whose stock is being distributed. "Controlled corporation" will refer to any corporation controlled by the distributing corporation.
'The $140,000 distribution would be a dividend to the
extent of the distributing corporation's earnings and
profits. See 4316.
3
1n some cases, the distributing corporation may retain
some of the stock if the retention is not for tax avoidance reasons; the corporation must distribute at least
80% control.
4 The "continuity of interest" rule would still require that
one or more of the prior owners of the distributing and
controlled corporations have a significant ownership
interest in the new affiliated group. See reg. 1.355 -2(c).
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Let'sseehowyourbeststacksup.
'go7r the third consecutive year, accountants on call and the Institute of Management Accountants
will honor the outstanding performance and accomplishments of financial executives. The 1999
Financial Executive of the Year Award will be presented to up to 24 financial executives.
Each Financial Executive of the Year receives a beautiful crystal trophy, a complimentary two -year
IMA membership, an official proclamation from the IMA and a special gift from accountants
on call. Plus, the winners will be featured in a major advertising and public relations campaign
conducted throughout the country. For more information, or to request an official
nomination package, call 1 800 327 -1117, ext. 282. To enter a nomination
online, go to www.aocnet.com.
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BY JOSEPH C. KRALLINGER, CPA
Certificate of Merit
re you about to buy a company?
Is your company up for sale? Do
you have any idea what the
process will be like? In my experience,
less than 30% of acquisitions are successful. Too often, the buyer is even
more optimistic than the seller about
the growth prospects of the target
business and the industry, especially
when the target company is in a similar business or the same market niches. The buyer assumes too quickly and
too often that he or she knows that
business and is confident of being able
to grow it profitably even though others have not been successful. Also, the
objectives of the investors are not
achieved, and many avid acquirers disgorge themselves of a number of acquisitions within a relatively small number of years.
But that doesn't have to happen.
Two spheres of influence can make or
break every merger or acquisition. The
first involves four major overt influThe second involves a series of
Flaws" that can prevent
any
om attaining targeted
goals. Lets
ach set, and I'll
show you how
rs within the
buying company a
ependent professionals can drama
rease
the success rate of acq
means you as financial mans
management accountants will play
vital role in a successful acquisition.
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FOURMAJORINFLUENCES
THAT AREN'THIDDEN

-,

T he four major overt influences on

aquisitions involve paying too much,
market share, cash flow, and people.

One: Paying too much is unforgivable.
Overpaying destroys your chance to
achieve an adequate return on investment (ROI). One common financial
comparison for publicly held corporations is to state the net income after
taxes as a percentage of stockholders'
equity or net worth. Equity and net
worth are synonymous names given to
the difference between all assets and
all liabilities. Another name is net book
value. Each term is used for the same
items, and they are represented by the
common and preferred stock, additional paid -in capital, and the accumulated
earnings of the corporation less dividends and distributions made to the
stockholders.
On average, larger U.S. companies
tend to have annual net income in the
range of about 11% to 18% percent of
their stockholders' equity. Therefore, if
a buyer pays more than the equity
amount (more than net book value),
the odds of achieving more than the
average earned by the target company
decrease unless special programs are
instituted or markets change.
Although this idea intuitively is
easy to understand, you might want to
look at a simple illustration of why
s' equity
1 shows

what happens if the
rice
per share for an acquire
exceeds stockholders' equity on a
share basis. This is usually the case,
incidentally. Assume the company has
net income of $24 per share and a net
book value of $100 per share (24%
return on net book value). Also
assume the company's shares are
trading in the marketplace at a premium of 50% over net book value. The
st o c k h o l d e r s' r e t u r n a t t h e q u o t e d

market price is 16% ($24 per share
divided by $150 per share quoted market price). If a buyer wants that business, he or she often will have to offer
a premium over quoted market prices
of 25% or more to induce the present
owners to sell.
The average premiums over quoted
fair market values before deal transacti o n a n n o u n ce m e n t s i n 1 9 9 4 a n d 1 9 9 5

were 41.9% and 44.7%, respectively.
The lowest average premium for the
six-year period ended 1995 was 35.1% .
If the premium is 35% over quoted
market ($150 times 135% = $202.50),
the return on that investment drops to
11.9% ($24 divided by $202.50). (Since
1995, the average premiums have risen
slightly.) Unless the buyer has realistic
improvement programs or knows reasons for the net income to rise sharply,
the return on the new investment,
made by the buyer at a premium over
net book value and over quoted fair
market value, almost certainly will
drop for a long time. Does your company earn 40% on shareholders' equity?
Doubt it.
S OW

:
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First,findthe"FatalFlaws"thatexutinsideand
outsideeverycompany.Then,figureouthowyou
andyourcompanycanovercomethem,anddevelop
aplanofaction.
+'t

Two: Market share is key to profitability. Obviously, market share is
vital—and is a foundation for higher
tremendous power to equal
cpmpetition as the low-cost producer
Aher gross profit and higher operating income margins) with better quality, improved service, a more attractive
employment position, more funds to
reinvest in more efficient production
and distribution systems, and on and
on.
Market share must be determined

dynamically! Too little market sham
a specific niche ... sell or write down the
value of the business. What should a
company's share of the market be?
Tough question. Here are some general
rules of thumb.
■ Assume the top three or four competitors in specific major market
niches equally share 65% or more of
those markets. The remaining market shares belong to the other companies, the largest of which has a
5% market share. The buyer of any
business with around 5% market
share will have a real problem competing over time. The domination is
too intense by the companies with
the larger market share. Businesses
do not willingly give up market
position very quickly, if at all. Gaining market share almost always will
cost much money and take a lot of
time. This goal is not attained often.

■ Assume one company dominates the
market with 50% or more of the
'
are. Unless the business
you w
uire has something
in t h e n e i g h

of 2 0 % sha re or

better, consider
acquisition. Othe
X 4w your target comp

S

on the
termine
1 con-

e to exist profitably an r grow
pr
bly, producing the cas
ow
level
make the a
tion a good on .
Three: Cash flow is king. Cash flow"
beats earnings per share! You can't buy
assets or pay dividends with earnings
r share. Predictable cash flow that is
avai

d c o n si st e n t l y a n d t h a t i s
d gr o wt h o r b e r e de -

ployable (
w) is an excellent
but all too rare tr
If you understand t
'vidual elements of cash flow of a t
mpany
for each of the last five years,
thoroughly understand the cash
ating and usage drivers of the business. These cash flow drivers absolutely will affect the economic quality of
your target company for years after the
sale. Study these cash drivers until you
understand them, or don't invest in the
co mp a n y!

Four: People produce results. People
are the anchors of all businesses and
will be the root causes of every misjudgment by the buyer or seller. Good
people in key positions will add considerable value to the business and the
deal. Having key people leave or lose

their motivation and drive will
increase the ultimate cost of the deal.
Buyers must spend more time in
interviewing key people than in any
ot he r fa c et of t h e bu si n ess. Ke y p eo pl e

in the target company know the
strengths and weaknesses of the business and represent them in the flesh.
They have little or no control over market weaknesses, but they should know
those business conditions better than
anyone else. If you buy the company
and the key people stay, play up their
perience in the market niches for the
t company's products.

HIDDII "FATAL FLAWS"
j
the d p —the

to those beasts from
ws" that cause

a c qu is 'ons to fa il or

a

buyer's siness. Examples o r T I N I N
Flaws" i ude recent loss of market
share or a
ge customer, resignation
Ifikgy perso i L d o the particular
obsolescence of
signific
decline in
reputation of the

Remember, these fla
so you'll have to put on your'
hat to find them. The first thing to do
is to review why so many acquisitions
fail or don't achieve the goals set by
the buyer. Usually acquisitions fail
because buyers don't take the time to
really investigate the business, its key
people, and strategic market positions.
Many acquisitions are outright financial failures, and others are just not
worth the effort and risk. Why? The

• Shareholder suits.
• Litigation history and probability for future litigation.
Other areas in which to unearth
internal "Fatal Flaws" include:

$250
Tender at
135% FMV
200

•

Stockholder Cost
50% Over
Net Book Value

150
$150

Net
Book
Value

100

•
•
•
•

50
16%
ROI

•
•

buyer did not adequately seek, detect,
or resolve the "Fatal Flaws."
Just what are "Fatal Flaws"? They
are significant operating problems or
market conditions facing the target
company that if not solved or
addressed properly will cause measurable harm to the business. They exist
inside the company or are conditions
affecting the business from outside its
corporate walls. A healthy attitude to
take in investigating acquisition candidates is to assume there is at least one
"Fatal Flaw." Where is it? What is it?
Who is it? Who can find it?
Where do you look? Search everywhere inside and outside the target
company for factors that could and do
materially influence the business.

•
•
•
•
•

•

•

Internal "Fatal Flaws" kill, but you can
find them beforehand. They are
detectable and can be cured, but they
may not be visible at first inspection.
Such areas include:
•

Clashes in the business culture of
the buyer and the target company.
• Recent or pending loss of key
personnel.
• Recent or pending loss of one or
more major customers.
• Financial crisis about to hit because
of
• Internal fraud.
18
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•

Uncollectible accounts
receivable.
Slow- moving or obsolete inventories of size.
Major unplanned cost increases
in inventories that can't be
passed on to customers.
Expensive production equipment
that needs to be replaced.
Underinsured fire, theft losses,
fidelity bonding, general and professional liability, and workers'
compensation liability losses.
Understated or underfunded liabilities including taxes, product
warranties and liabilities, pensions, insurance claims, environmental remediation costs, litigation, and the like.
Unfunded calls for large amounts
of cash from any creditor.
Income tax fraud or other
unrecorded tax liabilities and
contingencies. As a buyer, you
should walk away from tax fraud
situations. If a seller is or was
prone to commit tax fraud or other questionable business practices, stop the deal. Buying assets
rather than the capital stock of
the corporation will shield all or
much of the potential problem
from you as the buyer. But is this
the type of business you really
want to associate with?

•

•

Quality and compatibility of the
products and services either horizontally as with a one -stop shop
having broad product and service
lines or complementary vertically as
in a business with value -added
integration.
Manufacturing capacity.
Proprietary technology, patented or
not, and know -how.
Potential to reach the profitability
targets the buyer wants to hit.
Target company's track record of
introducing acceptable new products in a timely fashion.
Sales dollars in the current year
that represent products introduced
three to five years ago.
Customer list representing 50% to
65% of the sales of the target company for the last three years. Can
these customers be retained? Good
customer mix and a solid track
record of repeat sales are important. Some of the buyer's customers
may not order products produced by
the buyer for competitive or other
reasons.
Territories representing the majority of revenues. Are those statistics
good or bad? Synergistic for the
buyer?
Target company's financial statistics
compared to industry and to competitor statistics.

External "Fatal Flaws" must be discov-

ered and evaluated. A number of problems already may exist for a business
or may soon enter the marketplace.
Some are not readily discoverable,
understandable, or solvable depending
on your knowledge base and the
nature of the fatal flaw. External flaws
include:
•

Present or potential domination of
specific market niches by one or
more competitors.
• Technological changes impacting
future sales demand and/or production methods.
• Changes in consumer and customer
buying habits and related sensitivity issues.
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Post -Audit Evaluation
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Ac t i v e l y S e a r c h
for Target Businesses
■

ClosingandPost-Closing
Integration

Screen for Target
Businesses
■

Negotiate and Structure
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•

•
•
•
•

Foreign and domestic changes in
competition due to differentials in
tariffs, exchange rates, labor rates,
and taxes.
Unionization trends.
Government regulations.
Environmental issues.
Current and future taxation on
income, general business, and
export/import taxation.

Infernal and external "Fatal Flaws"
should not go undetected. As a buyer,
you should discover any of these flaws
during the acquisition investigation
phase. I choose that word "investigation" carefully. Gathering important
facts about a target business is neither
child's play nor a social event. The best
team in the buying company must be
assigned to the task. All "Fatal Flaws"
are discoverable ... really! Nevertheless, most buyers tend to "fall in love"
too quickly, so they don't perform an
adequate purchase investigation.
Price becomes less of an issue for
publicly held corporations because payment is made by the shareholders, not
by management. And bonuses affect
the number and types of acquisitions
in many companies. For example, if the
buyer anticipates growth, he or she
may increase bonuses to the company's
managers. But buyers must be alert at
all times to every issue that could be
considered a real problem after the
excitement of the buying rush is over.
Find and resolve those material issues
before you reach a settlement, or separation, divorce, or at least big -time disappointment will ensue, and you'll
have less actual return on investment
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than you planned.
How can you find "Fatal Flaws "? If
you aren't the owner, first you have to
be selected for the acquisition team.
Are you recognized as experienced or
as an expert for at least a part of the
acquisition process? In addition to good
experience in operations, skills in
accounting, cost analysis, legal, tax,
human resources, deal structuring, and
negotiating are necessary. As a financial manager or management accountant, here's what you need to do:
•

Develop the proper personality. Anyone who will interface with personnel of the target company must be
adept at asking the right questions
in the proper manner. Otherwise,
good acquisitions may be dead in
the water because of conflicting personalities on the buyer's or seller's
team. Be inquisitive, adaptable,
flexible, and yet persistent. That
said, inherent talent and technical
skills still must take the driver's
seat ahead of personality.
• Take your time. Time makes up for
considerable deficiencies in the
acquisition program. Almost all
"Fatal Flaws" surface simply with
the passing of time. Manufacturing
efficiency drops, inventory is not
sold for a profit, accounts receivable
do not get collected, customer orders
decrease, income tax authorities
audit the records, ... the sad tale
can continue.
• Before buying, determine why the
seller is willing to sell. The response
to such a question may be masked
or misstated. Dig in to see if the

seller's motivation is related to:
• Personal wealth protection.
• Burnout or frustration.
• Need for outside capital to fuel
growth or survival.
• Business no longer challenging.
• Age and estate planning.
• Health.
• Disagreements with other owners or key personnel.
• Combination of several or all of
these issues.
Use your expertise comprehensively.
Internal and external operational,
financial, and legal experts of the
buyer and the seller must be
involved early on.
Some of the financial and accounting issues will relate to:
• Financing the acquisition.
• Preparing pro forma financial
statements. Adjustments to the
historic and projected financial
statements may be needed to
recast the target's results of
operations and financial condition for one or more periods to
estimate the true value of the
target business. Perhaps nonrecurring or unusual levels of
expenses or income occurred in
recent months or years. Know
that you may encounter significant changes in spending levels
or restructuring costs.
• Refinancing debt. The balance
sheet debt structure should
reflect pending refinancing
(types of debt, amounts, length of
debt periods, and interest rates).
• Reflecting international financing and currency translation
gains and losses. Depending on
the extent of operations in foreign countries, the risk of currency losses may be increased. This
information can influence the
buyer's perception of the value.
• Determining real costs of products and services of the target
company or the merged businesses under varying volume levels.
As a buyer, you may need help
and other expertise here. Also,
you may be able to save administration expenses. Be wary of paying a seller for profits you, the
buyer, will bring to the transaction via proportionately reduced
spending. Sellers are rarely entitled to profit from a buyer's

future investment in the company or in reorganization savings
due wholly to the buyer's
initiatives.
■ Make lots of notes and analyses.
Leave nothing undocumented. A
tape recorder and a laptop computer
are invaluable. Draw a conclusion
on each segment of the work you do.
List questions requiring answers
and areas needing more scrutiny or
data.
■ Meet with others assigned to the
team, and keep the project on track.
People move too fast! Haste makes
waste and bad acquisitions. "Fatal
Flaws" are patient. They existed
before the transaction and may live
on after it.

INDEPENDENTPUBLIC
ACCOUNTANTSASRESOURCES
AREIMPORTANT

B oth buyer and seller can benefit by
conferring with their independent public accountants before and during the
acquisition process because they have
broad experience in auditing, taxation,
and operating systems. Some CPAs
have a nose to smell problems. Many
have performed numerous purchase
investigations and know where to find
the "Fatal Flaws." Their client working
papers are loaded with data of interest
to all parties to an acquisition. Each
significant asset and liability is
detailed within their records, revenues
and all expenses are listed for applicable periods, and profitability is
analyzed.

FALLINGINLOVETOOSOON
ISROUTINE

T he heat of the hunt, the pressure of
the deal, and negotiating on someone
else's turf all present buyers with
untold challenges. No wonder so many
acquisitions don't live up to expectation. Horror stories abound even when
the sellers did not misrepresent anything and answered all questions honestly. The buyers may not have asked
the right questions. Possibly they were
unfamiliar with the manufacturing
processes, product costs, the distribution system, the competitive scene,
fast - moving technological changes or
personnel problems. And some buyers
are unable to decipher which answers

from sellers are incorrect and why.
Others don't know the important questions to ask, or they don't have a capable team to do an adequate job of analyzing the target company. As a
financial manager or management
accountant, you can be an invaluable
help here. (See Figure 2 for a look at
the whole process.)

WHENNOTTOBUY
THEBUSINESS

A nd now you're ready to sign. If your
team continues to look for the fatal
flaw at all times during the due diligence investigation, and if you have
qualified investigators who take sufficient time to discover the problems,
most likely the acquisition will produce
what you expected. But "Fatal Flaws"
abound in the acquisition world on
both the buyer's and seller's sides. Discovery is vital and resolution mandatory. Try to make sure that the worst
errors in judging the target company
or buyer will not result in adding more
than an acceptable range of risk in
terms of dollars to the transaction.
Not every deal is destined to be
made. A business may be too mature.
Products may be in the latter stages of
growth because of decline in customer
acceptance of the level of technology or
perceived usefulness of the products
and services.
Capabilities of people at all levels
may not be adequate. Further, key people may have been promised ownership
or other benefits and may leave if the
promises aren't kept. Then, too, the
seller's level of decision making may be
incompatible with the buyer's. Is it at
the top by a monarch, by committee, or
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at the lowest practical responsibility
levels building good managers and
... at all levels? Will the
employees
monarch remain? Is the monarch
necessary?
One more warning: Don't buy any
business where the reputations of the
seller and key personnel in that company are poor. Acquisitions are tough
enough. Don't buy a bad reputation at
any price!

DOYOUSTILLWANT
THECOMPANY?

D ue diligence procedures can be
likened to taking out an insurance policy on the transaction. Some "Fatal
Flaws" are hard to find, so a purchase
investigation does not guarantee you're
going to buy a business with no surprises. It does not guarantee a fair
return on the investment.
Remember: Managers and legal,
financial, and accounting experts can
increase a buyer's chances of buying
the right company at the right price.
Determine the main reasons other
acquisitions have been less than successful within the buyer's company.
Study the general reasons for acquisition failures by others. History repeats
itself, even in the acquisition game.
Look internally and externally for
influences in the business and for the
"Fatal Flaws" that can cause the deal
to be a bad one for one or both parties
to the acquisition or merger. Then put
them on the table for everyone to see
as part of the process. As a financial
manager or management accountant,
you have the right skills and knowledge to play a big part in a successful
acquisition. ■
Jose ph C. Kral li nger, CPA, i s a busi ne ssman;
investor; professional director; expert consultant i n busi ne ss planni ng, budge t ing, manufacturi ng, and i nve nt ory control syst ems; author;
and spe aker / facili tator. When he was vice president of Berwind Corporati on, he l ocate d and
ne goti at ed t he company's acqui si ti ons and sale s
of more t han 25 busi ne sse s. M erge rs and acquisiti ons cont inue to be his are a of expert ise. He
is a membe r and former pre si de nt of the
Phil ade l phi a Chapt e r and can be reache d by
phone at (760) 568 -1414 or e-mail at
KRALLIN @IBM.NET.
Thi s art icle was derive d from his most rece nt
book, Mergers & Acquisitions: Managing the
Transaction, published by McGraw -Hill in
1997. Copies may be ordered on a 30 -day free
trial basis from 1- 800 - 262 -4729.
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ARE
YOU
REALLY
MANAGING
YOUR
CORPORATE
RESOURCES?.

PART 2

BY ROBERT SKINNER

Autom ated

here is a disturbing cycle at
work in the corporate world:
J
As companies and the makeup of their assets become ever
more complex, the same companies generally are getting worse
at routine management tasks —
partly because of intensifying competition. Managing assets is time - consuming
and often dull, so companies frequently push this task aside. But the unglamorous
details of asset tracking and management demand attention because doing so can
save substantial amounts of money.
It is getting more and more difficult to track and manage assets effectively
because assets such as costly phones, computers, and pagers constantly move
among different people, departments, and locations. Even at corporations that
specialize in auditing the activities of other companies, the situation can be out
of hand. "Things were frequently lost and stolen, but there was no way to get them
off the books," a representative of KPMG Peat Marwick told Information Week
earlier this year, referring to KPMG's IT assets.
The problem isn't just a matter of tidying up the books. Significant dollars are
being lost in the form of property taxes and insurance premiums that companies
frequently pay on assets they no longer possess. KPMG, for example, was paying
property taxes on PCs it did not even own.
A major for - profit hospital chain found that at just seven hospitals it was paying
$2 million in property taxes on assets the company no longer owned. The company
N

fixed asset
tracking and
managem ent is
not an option
anymore—
it's a necessity.
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Tracking assets such as phones,
computers, and pagers is difficult.
had no common policies or practices for
asset management in place across its
hospitals. As a result, 30% of the assets
on file could not be located. With all
the property this national hospital
chain owned, it was required to file 700
property tax returns every year. Last
year alone, 15 different taxing authorities audited the hospital's property tax
returns.
If this company was wasting $2 million at just seven hospitals, how much
money might it save throughout its
operations? And if these issues cause
trouble for a company as big and as
sophisticated as this national chain,
imagine how much property tax other
companies are paying needlessly across
the country.
"When we do an inventory of facilities, it's not unusual to find an average
of 20% to 40% of fixed assets actually
have been retired —sold, discarded or

not in use —but haven't
been taken off the database for reporting purposes," says Rick Swarts,
president of Paragon Systems, a firm whose services include asset valuation and merger and
acquisition consulting.
"Companies are paying
carrying charges for
assets they don't have
anymore."
Resolving this financial problem can have a
tremendous impact on the
bottom line. It may take
some companies 40 years
to recover their investment through depreciation on assets that are
already gone when they
could be taking an immediate write -off to increase
their tax deductions and
save money today. Most
companies, however, don't
address the problem until
a crisis hits: a painful
audit, a fire, or a major
theft of PCs that the company could not prove it
owned.

SAVING MONEY BY MANAGING
ASSETSEFFECTIVELY

G ood Corporate Resource Management practices can help companies
save hundreds of thousands, even millions, of dollars in property taxes and
insurance premiums every year.
Automating the cumbersome process of
fixed asset management is the first
step toward good Corporate Resource
Management. Keeping track of thousands of fixed assets, not to mention
tracking the depreciation of each one,
is nearly impossible to do well without
best practices and a good software system in place. Fixed asset management
software systems can help companies
shorten closing cycles, reduce errors,
and proactively manage their assets.
The sheer complexity of depreciation
laws also lends the process to automation. After SFAS 86, "Accounting for
the Costs of Computer Software to be

Sold, Leased, or Otherwise Marketed,"
organizations were given more depreciation methods that generated several
new strategies to write down their
assets. A sound automated system will
help companies track their assets as
well as the different depreciation
methods for each asset. It will eliminate errors with built -in depreciation
rules and automatic calculations. Companies also can skip the hassle of keeping up with changing depreciation regulations by investing in a software
system that tracks those legislative
changes and supplies them to users
through frequent updates.
Depreciation software that is integrated with general ledger software to
electronically post depreciation expenses eliminates redundant data entry
and keeps the asset register in the
accounting system up to date. Fixed
asset managers also can use depreciation software to better plan future
asset purchases and expenses with
depreciation projection, forecasting
reports, and what -if scenarios. By optimizing depreciation, your company can
reduce income taxes by 30% to 40% of
the increased amount of depreciation
you take.
Land Rover, for example, recently
invested $10,000 in depreciation software and, after a thorough audit, discovered it could be generating $1 million a year more in depreciation than it
actually was. The $10,000 software
solution and some implementation
work saved the company several hundred thousand dollars in taxes. Typically, a company reclaims its investment in a month.
Blue Cross/Blue Shield of New
Hampshire is another example of a
company that effectively has automated its fixed asset management process.
The company must track and depreciate more than 4,000 fixed assets
including PCs, printers, furniture, cars,
and software at its Manchester headquarters. An automated system gives
Blue Cross/Blue Shield asset managers
an efficient tool for quickly meeting
requests for reports and answering
routine historical questions about fixed
assets. These reports can be used to
ensure that the company depreciates
to the fullest and pays taxes only on
SEPTEMBER 1998
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MISSEDOPPORTUNITIES
orporate Resource Management focuses on managing
the details of effective asset management that often can
lip through the cracks. There are numerous ways to mange fixed assets in order to minimize taxes.
on't overlook vacant rental property. A key factor in
depreciation is determining when a fixed asset was placed
to service. If a rental property is vacant, it can be depreciated as long as it is ready and available for rent.
ould you trade or sell old assets? If an asset is acquired
a trade -in, only the amount you paid in cash qualifies to
expensed under Section 179 of the tax code. To take the
ction 179 expense in the current year, it might be better
sell an older asset instead of trading it in. Selling the
der asset and purchasing the new asset may entitle a
siness to more Section 179 expense, which would more
an offset any taxable gain from the sale and reduce taxable income by a greater amount.

t

Using the mid-quarter convention. Even though the mid quarter convention was intended for businesses placing
most of their property into service late in the tax year,
there are times when the mid - quarter convention can be
advantageous. If the mid- quarter applies, a business will
gain more depreciation than under the half -year convention for assets put into service during the first half of the
tax year. Therefore, it's possible that total depreciation
expense for the year can be greater using mid - quarter.

W

Sometimes land improvements can be depreciated. Costs
involved in improving land such as clearing, grading, and
filling generally cannot be depreciated. But if land
improvement costs are associated with a depreciable asset,
such as a parking lot, those costs increase the depreciable
basis of the lot and are depreciated along with it.
When do you change an asset's life? For financial reporting purposes, the life of an asset should be changed when
the life originally assigned that asset becomes inaccurate.
ents might happen, or more information might become
assets it actually owns.
Tracking your assets.Tracking assets
carefully is essential because companies are required to report new assets
on their property tax bills, but they are
not required to report the disposal of
old assets. Unfortunately, most companies do a poor job of recording the disposal of their assets. For example,
many companies pile dozens of old PCs
in an unused office and then continue
to pay taxes and even software license
fees on the old machines. When firms
do sell their old computers they generally dump them in bulk and in many
cases do not remove them from the
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available, and the life might require changing. This is considered a change in accounting estimate and is governed
by APB Opinion No. 20.
Gain extra depreciation. Real property will always receive
at least a half month of depreciation in its first year,
regardless of the day of the month it is placed into service.
So instead of placing this property into service at the start
of a month, try to do so a few days earlier —in the prior
month —and capture an extra half month of depreciation.
Include all costs. Some of the components of a fixed asset's
depreciable basis are the cost of freight and installation
along with the cost of repairs that add value to or lengthen
the life of a fixed asset. Don't forget to include these costs
in calculating an asset's true depreciable basis.
Be sure to calculate salvage value correctly.When calculating salvage value, which is the dollar amount that can be
received for an asset when it is taken out of service at the
end of its useful life, deduct all removal and selling costs.
For example, one should deduct from salvage value any
changes for disconnecting, hauling, and selling an old
machine. But salvage value is seldom associated with real
property because the cost of demolishing a building usually outweighs the sales value of any scrap material salvaged from the structure.
Simplify record keeping.When you use the MACRS Alternative Depreciation System, you don't need to make depreciation adjustments for AMT. You also eliminate any recalculation of depreciation for the computation of earnings
and profits. As long as you don't need to reduce taxable
income, this system can greatly help to simplify records.
By adhering to Corporate Resource Management principles in fixed asset management, companies potentially can
save hundreds of thousands or even millions of dollars in
taxes every year. With that much money at stake, no company can continue to ignore the importance of good asset
management.

company's books. Bottom line: They are
still paying taxes on the computers
even though they are now someone
else's property.
Accurate asset tracking also ensures
that a company is using its assets
effectively while guarding against loss
and theft. For example, keeping a close
eye on assets can help corporations
identify underutilized or nonperforming assets, such as unused office furniture, and mark them for corrective
action. Organizations also can help
prevent loss and theft by tracking
expensive, portable equipment like
laptops.
Many businesses put off taking

physical inventory because it can be an
arduous, manual task that takes a
number of people and a lot of time —
and still doesn't come out accurately.
"They don't fully realize that their
return on investment by effectively
tracking their fixed assets can easily
offset the expense involved in carrying
costs for new or retired —but unrecorded— assets and unnecessary purchases," Swarts says.
Businesses need to remove all assets
from their books as soon as they are
sold or fully depreciated. Many companies do not have the tracking processes
in place to account for their assets, so
they simply pay the tax bill they

receive. Instead, they should carefully
compare the tax bill to their own asset
records and adjust the bill accordingly.
It is an arduous audit process, but it
can save substantial amounts of money
and help to clean up incomplete record
keeping. Companies are liable for not
only the tax bill but also for substantial penalties if they do not report their
assets accurately because governments
increasingly are aggressive in collecting taxes. Penalties also have become
harsher.
Bar coding.While a manual system can
work well for a smaller company with
fewer than 500 assets, a bar code
inventory system is much more cost
effective on a larger scale. Typically,
your company can realize a significant
benefit from automated fixed asset
inventories if:
• It has more than 1,000 assets with
a value in excess of $1 million.
• There have been major changes to
your fixed asset inventory such as
the opening of a new site or the
purchase of a subsidiary.
• It needs to ensure that deduction
for depreciation expense is maximized as part of its annual tax
planning.
• You receive frequent requests for
consolidated and standard reporting options on asset data.
• You need to track the physical and
organizational location of assets.
Bar coding can make the tracking
and auditing process painless. By placing bar code labels on all fixed assets,
inventories can be conducted quickly
and easily with handheld scanners. For
example, one person can inventory
more than 1,000 fixed assets a day. Bar
coding also reduces the risk of human
error as inventory data go from bar
code to scanner to database. This is a
key point because manual data entry
results in an average of one error for
every 300 keystrokes.
The bar code tags provide a direct
link to asset records in the database
with details such as serial number,
date of service, location, and value. Bar
code data gathered at various locations
can be uploaded directly to the computer database, and assets not found in
the database are reported as exceptions and listed as unrecorded addi-

tions or retirements so that depreciation schedules for tax reporting can be
adjusted.
Before implementing a bar code
inventory management system, companies should ensure that they select a
product that suits their requirements.
Companies should be sure their solution works with standard software and
hardware platforms so upgrades can be
made easily. Bar code users also should
choose a scalable system that will
accommodate more and more users as
the company grows. Finally, just as in
buying any technology solution, purchasers should ensure their vendor has
staying power and a track record of
successful implementations. Once a
suitable bar code system is in place, it
can produce dramatic increases in efficiency because fixed assets are tracked
with minimal effort from purchase to
disposal.
To gain those efficiencies, companies
installing bar code asset tracking systems need to implement structured
internal controls and procedures in
receiving, accounting, facilities management, and information systems.

Input from each of these departments
is critical.
The Florida Aquarium uses bar coding software linked to a depreciation
system to manage its 3,000 -plus fixed
assets. The Aquarium owns a great
deal of portable equipment including a
full range of audiovisual equipment
such as overhead projectors, film and
slide projectors, and so forth. The
minute a new asset is purchased, the
receiving department places a bar code
label on the item and sends the data to
accounting. There, all the asset information— including description, location,
and purchase price —is input into the
depreciation software, which, for maximum efficiency, shares the same database as the asset tracking solution.
Using bar code readers and fixed asset
management software, different departments maintain an accurate, up -to -date
record of an asset's location and status.
Evaluating assets for mergers and
acquisitions. Reevaluating a company's
fixed assets is a key part of any merger, acquisition, or other corporate
restructuring. As companies are consol-

IDIT

CONDUCTINGACRM

o help your company get started down the path of Corporate Resource
Management, Best Software has compiled a six -point CRM audit.
Review and update your recruitment process. Use the World Wide Web
and resume scanning to automate and speed hiring. Build a database
of people both inside and outside your company.
■ Thoroughly examine your training programs. Is there a cohesive overall plan? Are the programs making employees more productive? Are
you tracking employees' certifications and skill sets and ensuring that
your training program is a competitive advantage?
IN Make sure you have a human resources compliance plan and that
your management is sensitive to the realities of today's workplace.
Tag and track your assets consistently. A quarterly inventory of fixed
assets should be the heart of this process. When the quarterly study
finds items missing, remove them from your inventory, and dispose of
useless assets in a timely manner.
■ Examine property tax bills, and review depreciation methods. Be sure
you are not paying property taxes or paying for service contracts on
assets you no longer own. This goes back to tracking assets regularly
and ensuring that those not in service are depreciated or taken off the
books.
■ Don't settle for an inefficient planning and budgeting process. Know
what you have in terms of people and assets. Know where they are
and how much they cost so you can deploy these resources in a cost
effective and efficient manner to meet your strategic objectives.
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idated, spun off, or downsized, management must adjust fixed assets to current market value, which then becomes
the new basis for depreciation.

THEGROWINGIMPORTANCEOF
INTANGIBLES

T he valuation of intangible assets
also has become increasingly important in acquisitions as more and more
of a company's worth is tied up in its
employees and its relationships with
customers and suppliers.
If you walk through a business for the
purpose of appraising it for future sale,
many of the business's assets are obvious. Assets that occupy physical space
are easy to see and recognize. Yet most
businesses have assets that increase
their value but are not immediately
apparent. An experienced staff, a reputation for quality, a loyal following of
existing customers, and an excellent
credit rating are examples of assets that
increase the value of a business. These
types of assets are known as intangible
assets. Recently, there has been an
increased awareness of the importance
of such intangibles, and more attention
is being given to identifying and categorizing them as well as to how you
should write them off.
The following categories are recognized by IRS Code Section 197 as
intangibles:

Workforce in place. One of the more
difficult intangible assets to quantify is
the value of a highly skilled, experienced, and educated staff of employees.
If you expect the employees to remain
with a company after it is purchased,
you should apply a value to their
worth. This category includes the value
of any existing contracts with employees and outside contractors.

Customer -based intangibles. These
intangible assets are created as a
result of relationships that a company
has formed with its customers. They
are the value attached to the future
provision of goods or services to a particular clientele. They include, for
example, the existence of a customer
base, a share of a specialized market,
and an identified undeveloped market.

Supplier -based intangibles. These
intangible assets are created as a
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result of relationships that a company
has formed with its suppliers. They are
the value attached to the future acquisition of goods or services from suppliers for the intended purpose of resale.
A favorable credit rating, desirable display space, and favorable supply contracts are examples of supplier -based
intangible assets.

Information bases. This is the term
used for the books and records of a
business. It includes any and all information on current or prospective customers, training manuals, data files,
and inventory control systems.

Know -how. This category includes specific types of software as well as
patents, copyrights, and interests in
films, sound recordings, or books.
All of the above categories are
deemed to be Section 197 intangibles
when you acquire them during the purchase of a business (or a substantial
portion of a business), and you should
assign them a 15 -year life for amortization purposes.

PLANNINGANDBUDGETING:
THEOPPORTUNITYCOSTS
ARESTAGGERING

A

corporate budget is the reflection
of an organization's competitive strategies, a financial summarization of its
investment in key priorities, and a
road map for its allocation of resources.
Or it should be. Too often, though, the
difficulty in managing the budgeting
process means that the objective
becomes just completing the budget
rather than ensuring that it is a valuable tool for directing the business on
an ongoing basis. And that is troublesome, according to an independent
research study of 1,000 financial executives commissioned by Best Software.
While 90% of the companies surveyed said timely budget information
is critical, 62% reported that their
planning and budget process needs significant improvement. Companies are
getting their budgets done but with too
much effort. As a result, 80% of time is
spent managing the process instead of
analyzing the results. CRM can help
organizations transform their budgeting process into a strategic, high -value
tool. Inefficient planning and budget-

ing can cost hundreds of thousands of
dollars that might be saved by improving the process.
More than 85% of mid- market companies use spreadsheets to create and
report against the business plan. Typically, a financial analyst is responsible
for creating the budgeting models (usually, linked spreadsheets with custom built macros), distributing them
throughout the organization, collecting
input, revising projections, consolidating everything to provide "the roll -up,"
and reporting and analyzing the
results.
A budgeting process based on
spreadsheets presents both strategic
and tactical problems. Spreadsheets
can be inefficient and cumbersome
tools for managing the budgeting
process. They require manual intervention and rekeying as well as the reconciling of multiple sets of data. They
also offer poor reporting capabilities.
These tactical problems can jeopardize
the strategic value of the budget to an
organization. Spreadsheets make the
budgeting cycle long and unresponsive
and cannot support detailed analysis
for strategic objectives. Finally, lack of
appropriate technologies makes it hard
to access and use the budget information, reducing management's ability to
hold people accountable for spending
or results.

ANINTEGRATEDBUDGETING
PROCESSISTHEMISSINGLINK

In order for a planning and budgeting
process to obtain maximum effectiveness, it must operate as an integrated
part of the company's analytical model;
i.e., it needs to incorporate key business drivers, allow timely review and
analysis, and be available as an ongoing management tool in measuring
actual results.
A budgeting system needs to first
allow a company to quickly identify
how it wants to focus its budgeting
effort. It should incorporate a model
of the company's existing business and
key drivers without having to rework
historical data manually. The budgeting solution also needs to automate the
creation of the appropriate forms and
workflow management of budget
submissions.
Separately, the budgeting solution
needs to permit broad, enterprisewide

participation not only for budget input,
but in the review, analysis, and
approval of the proposed budget. In
addition to improving efficiency, a budgeting system that disseminates information thoroughly also enhances corporate culture and increases ongoing
accountability.
Timeliness and quality of data also
are key requirements in providing a
continually responsive strategic tool in
redirecting a company's business plans.
One way to address these issues is to
implement a budgeting software package with a centralized data repository
for all budget information. This solution
allows for real -time accessibility to data,
automatic consolidation, and roll-up,
thus eliminating the need to manually
link and rekey data to compile a consolidated spreadsheet. With better information, a company can react more responsively to its changing environment and
better chart the company's future.
Finally, a budgeting solution needs
to be easy to implement and use yet
allow for maximum flexibility. New
Internet -based budgeting solutions
decrease the total cost of ownership of
managing budgeting applications while
increasing the accessibility and ease of
use. These resources can be focused on
the execution of the business by reducing the amount of effort required from
line managers, executives, and finance
resources.

PEOPLEANDASSETS
CAN'TBEIGNORED

A ssets —both people and fixed assets
are more costly and mobile than ever.
In today's labor market, in which jobs
are abundant and qualified people are
not, talented people can hop from job to
job and often do. Recruiting and keeping good people is a discipline unto
itself. And fixed assets often are anything but fixed, at least in a physical
sense. Everything from laptop computers to tractor trailers moves around.
As a result, organizations cannot
afford to ignore Corporate Resource
Management any longer. CRM helps
them to regain control of their human
resources, assets, and planning processes to add value to the bottom line. ■
Robert Skinner is senior vice president, sales
and marketing, Best Software, Reston, Va. He
can be reached at (703) 709 -5200, ext. 3285, or
bob-skinnerC@bestooftware.com.
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scrutiny that executives
give to other costs, and, just
like any operating cost, they
respond to sound management decisions.
Because environmental
costs tend to be spread across
various parts of the organization, many managers are not
aware of the size of these expenses. The amounts are not
trivial. The Environmental Protection Agency estimates that
U.S. companies spent more than $100 billion on these activities in 1990, and approximately $200 billion by 1995. Bayer,
the German chemical company, spends as much annually on
environmental costs as it does on labor.
Twenty years ago, waste disposal costs were minor. Disposal companies charged only $2.50 per ton to dump hazardous
waste in a landfill in 1978 versus $200 per ton in 1988. Companies paid $50 per ton to burn waste in 1978 versus $200,
or up to $2,000 for some types of extremely hazardous
wastes, in 1987. Garbage companies charged $3 per ton in
1983 to remove consumer trash, but in 1993 consumers paid
up to $130 per ton for the same service.
Executives who ignore the management of environmental
costs do so at great risk to their bottom lines.
To illustrate the nature and types of environmental costs
managers face, we will examine the case of Myers Manufacturing, Inc., a company that wants to build a paint booth for
painting the boxes it makes for small transformers. Customers use these transformers to power neon signs used in a
variety of applications. The company can choose either a solvent -based paint process or a powder -paint process. The costs
and investment required by each approach are set out in
Table 1.
The manager who studies these costs probably will choose
the solvent -based system because both the annual amortiza28
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tion and the per -unit paint cost are lower for the solvent based system than for the powder system. The decision looks
like a no- brainer as it costs $100,000 less per year with the
solvent -based system. But the company incurs environmental costs with the solvent -based system it does not incur with
the powder -based system, and the manager planning to
invest in the solvent -based system must consider these costs
to make an economically sound decision. In this instance,
these costs amount to $145,642 as set out in Table 2.
With this analysis, the powder system looks better. The
$145,642 in annual environmental costs swamps the
$100,000 difference in annual operating costs of the two systems. The manager who overlooks these costs when making a
decision can make a major mistake by omitting them.

THECOSTS

A

close look at the environmental costs for the paint system will give some insights into the nature of environmental
costs and what executives can do about managing them.

Clean pit monthly. In a solvent painting system, workers or
robots spray paint on parts as they move along a conveyor. A
certain amount of this paint misses the part and collects on a
wall of water, called a water curtain. The paint collected by
the water falls into a pit and forms a sludge that must be
removed periodically. The pit cleanup requires several hours
each month.

Superfund foo. The Comprehensive Environmental Response,
Compensation, and Liability Act (CERCLA) of 1980 (sometimes called the Superfund) requires pollution - generating
companies to make payments to cover the cost of cleaning up
hazardous waste sites. Although the law was passed by Congress, individual states set the fees paid by companies, and
these fees vary from state to state. For the year 1995, the
state of Tennessee imposed a Superfund charge of $.17 per
kilogram for hazardous waste generated by a company.
Worker training. Because the workers who handle the leftover paint must follow precise procedures to prevent and
react to accidental spills, fires, or releases of hazardous
waste, they must receive special training. Initial training
requires 40 hours of continuous classroom work, usually at

Table

PAINT BOOTHS
Solvent -Paint
System

Initial investment
Unit paint cost
Estimated life in years
Annual units

400,000
0.19
10
2,000,000

Powder -Paint
System
$1,200,000
0.20
10
2,000,000

EstimatedAnnual Cost
Equipment amortization
Paint cost

$ 40,000
380,000

$ 120,000
400,000

Total Annual Cost

$ 420,000

$ 520,000

Units
Cost
Clean pit monthly
$1,000
12
Hazardous waste disposal
183
300
Superfund fee
18,690
0.17
Worker training
2
1,500
Insurance
1
10,000
Amortization of air - emissions permit
0.2
1,000
Air - emissions fee
44.6
25
Record keeping
0.25 45,000
Wastewater treatment
Total Annual Environmental Cost
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Total
12,000
54,900
3,177
3,000
10,000
200
1,115
11,250
50,000
$145,642
$

Nazardous waste disposal. Managers at Myers cannot just
drop this paint waste into the garbage —RCRA requires companies to contract with a licensed company to dispose of the
waste, and this cost can be substantial. The waste must be
hauled to a facility that has a specific permit to handle paint
sludge. A typical fee for handling this waste is $300 per barrel, or almost $55,000 per year for Myers. For some materials
this cost could run as high as $1,500 to $2,500 per barrel.
The quantity of waste generated by a company also
impacts the regulations that govern its actions. Companies
generating more than 2,200 pounds of waste per month fall
under regulations for large - quantity waste generators, while
those producing less than this amount must follow less stringent rules for small- quantity generators. Prudent managers
segregate hazardous waste from nonhazardous waste because
the costs of disposal differ significantly. For example, a hospital easily can pay $3 per pound for disposal of biohazardous
waste, so hospital managers scrutinize this waste carefully to
make sure no employee carelessly drops soft drink bottles
into the hazardous waste container.
The Environmental Protection Agency requires companies
to file annual reports on the quantity of waste generated. In
addition, a company must file a Toxic Release Inventory

Report showing the quantities of certain chemicals used and
released into the environment. All this information becomes
a matter of public record, so anybody can review the information filed by the company.

$

Environmental regulations,
as codified in the Resource
Conservation and Recovery
Act of 1976 (RCRA), classify
the holdings in the pit as hazardous waste. Hazardous
waste includes any solid
material with certain
ignitability, corrosiveness,
reactivity, or toxicity characteristics, or materials included on a list of hazardous
materials published by the
EPA. Specifically, this law
regulates the generation,
transportation, storage, and
disposal of waste from "cradle
to grave." Companies must
obtain a permit to produce
the waste, and they must document the movement of the
waste with a manifest
describing the material. In
1984, Congress reauthorized
the law and expanded it to cover companies that generate
small amounts of monthly waste (between 220 and 2,200
pounds), companies that were formerly exempt from the
regulations.
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an off -site location. After the initial 40 hours, workers must
participate in an additional eight hours of training each year
to update their skills. The company must document the time
the workers spend in training, the nature of the training, and
the grades of the workers who took the training. Any worker
who might handle the hazardous waste must have this training, so a company can minimize this training cost by developing a special team with responsibility for handling all hazardous waste.
Not only do companies incur an out -of- pocket cost for this
training, they also experience an opportunity cost for the
time workers spend away from normal work. Worker
turnover drives up training costs because the new worker
must go through the same 40 of hours of initial training.

Insurance. Because the paint sludge qualifies as a hazardous
waste, the company must carry a special policy to cover the
risks related to handling hazardous waste. To determine the
charge for the insurance, an insurance company typically
will send a loss - control engineer to visit the operation to
make an assessment of the possible risks. These engineers
review details such as company policies on waste management, the current waste - management system, the visual look
(clear instructions posted in prominent locations, well -laidout storage locations, and so on), and subjective factors such
as company attitude. They also look at the history of losses
the company has experienced.
Good managers will make sure the visit of the loss - control
engineer goes well. They will present company policies in
clear language, point out the soundness of waste- management practices, and assure the engineer the company is committed to a waste- management process that minimizes risk.
Companies that plan to minimize insurance costs will hire
environmental engineers to review the operation to identify
issues the company can address before shopping for insurance. An environmental consultant, for example, may recommend periodic tests of air quality to identify elements that
cause allergic reactions in employees. Removal of these irritants will improve the history of the company, which will
result in lower insurance rates.

Amortization of air-emissions permit. Myers must pay a
$1,000 fee for the right to build a paint room that emits pollutants into the air. Individual states establish a schedule of
these fees with the fee level rising as the quantity of projected emissions rise. Basically, this fee provides a license to pollute the air. The permit remains valid for five years. If Myers
decides to increase its emissions above the limit used to set
the original permit fee, it must pay another fee based on the
new emission level.

Air-emissions fee. In addition to the payment for the airemissions permit, Myers also must pay a yearly fee based on
the annual volume of pollutants it emits into the atmosphere. States base this fee on either the actual quantity of
emissions or on the capacity to emit. Some states prefer actual quantities, and some prefer to base their fees on the capacity to emit. The state governing Myers's operations uses the
capacity of the plant to pollute to set the emissions fee for
the 44.6 tons it has the capacity to emit into the air. At $25
per ton, the annual emissions fee equals $1,115.
30
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Record keeping. Record - keeping requirements are very stringent for hazardous waste. Companies must maintain detailed
records that document the creation and movement of hazardous waste. A company must be able to produce, on
demand, complete documentation of the quantity of hazardous waste produced, the time it spent in storage, and the
date on which it was turned over to a certified waste - disposal
company.

Wastewater treatment. The water curtain used to trap the
excess paint creates a large quantity of contaminated water
the company must dispose of in a suitable manner. The
Clean Water Act of 1977 prohibits the discharge of pollutants
into U.S. waters without a permit issued either by the EPA
or a state under the National Pollutant Discharge Elimination System (NPDES). Myers Manufacturing has several
alternatives for disposing of the water used in the paint
process. It can send its wastewater to a company that specializes in wastewater disposal, it can transfer the water to a
municipal treatment plant, or it can build its own treatment
plant to clean the water before disposal.
For relatively small quantities of wastewater, Myers can
send the water to a wastewater treatment company for $.60
per gallon. For the water quantities Myers will generate, this
amounts to approximately $25,000 per year. A municipal
treatment plant will not accept the water because municipal
plants are not equipped to handle this type of wastewater.
Finally, if Myers creates its own plant, it will have to invest
$100,000 to build its own wastewater facility, and it will have
to spend $20,000 per year to operate it. For the volume it will
generate, the best choice appears to be sending the water to
a company that specializes in wastewater treatment.

ENVIRONMENTALCOSTSTRATEGIES

L et's explore three strategies for managing environmental
costs: end -of -pipe strategies, process- improvement strategies,
and pollution - prevention strategies.

End -of -pipe strategies. An end -of -pipe approach is one that
many companies follow. With this approach, managers produce the waste, or pollutant, and then find a way to clean it
up. Scrubbers on smokestacks, water- treatment facilities, and
expensive carbon air filters represent end -of -pipe approaches
to pollution reduction. These approaches can be very unprofitable because they add costs to the income statement without any redeeming profit effect. That is, they are a pure
drain on profits.
In one example, a company with 150 employees spent
$80,000 each year to dispose of wastewater generated by its
production processes. Because of confusion about a recent
batch of water, a small quantity of water classified as hazardous was mixed with 40,000 gallons of nonhazardous
water, making the classification for the whole batch hazardous. At a cost of $.60 per gallon for treatment, this confusion resulted in a significant cost to the company. In other
examples, Ciba -Geigy agreed to spend $50 million to clean up
a site in New Jersey in addition to paying $12 million in
fines to the EPA. Electronics companies operating in the San
Francisco Bay area might have to spend as much as $355
million in the first year and $200 million per year for the
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Who has r
ing the impact on current projects
of regulations that take effect in
future years?
When we make a change in one of
our processes, who assesses the
impact on environmental costs?
J Who performs environmental risk
analysis for capital projects, and
who assigns financial values to the
results?

Organizing for Environmental
Cost Management
J How does our company incorporate
environmental costs into the planning process?
✓ Is there an environmental cost
management committee? To whom
does it report?
✓ Does our company have a strategy
for managing environmental costs?
How is it communicated to unit
managers?
✓ How does our environmental costing system reinforce our environmental cost management strategy?

department, teauf
Does our bonus plan for unit managers explicitly consider environmental costs? How?
Do we use an internal charging
scheme to assign environmental
costs to managers? How effective
is it in alerting managers to profit
opportunities?
How does the financial system
capture environmental cost data?
Is our environmental cost system
robust enough to capture information from different processes
using different chemicals subject
to different regulations and generating different wastes in different
divisions?
J Do our managers have the tools
necessary for measuring the total
costs of the wastes generated?
J Does the system classify environmental costs in a way that highlights high cost areas or that
identifies interrelationships that
indicate cost reduction
opportunities?
division, plant,

✓

J

Do we have consistent, systen
and reliable systems in place
measure environmental costs
throughout the company?
How does our cost management
system support good environmental
management decisions?
How do we track compliance costs?
Which compliance cost is our
largest cost, and which manager
has responsibility for this cost?
How do we connect line management decisions to the environmental costs they create? Do we have a
manager or specific managers w h o
take ownership for every environmental cost we incur?
Which divisions manage environmental costs best? Does our reporting system show this information
clearly?
How do our environmental costs
compare with our competitors' environmental costs?
What kinds of wastes do we
produce? How much of each one did
we produce last month? Last year?
What upcoming environmental regulations will impact our company?
What plans do we have for complying with the regulations? Who is in
charge of preparing our response?

✓

✓

✓

treatment some companies have started using a process improvement approach. With this strategy a company looks
for ways to recycle wastes internally, to reduce the production of wastes, or to adopt production processes that generate
no waste.

✓

Processimprovements. Because of the cost of end -of -pipe

Process improvements enabled Hyde Tool to cut its purchases of water from 27 million gallons per year to 5 million
gallons per year. This reduced the cost of water purchases by
$29,000 per year and reduced its sewer charges by $43,000
per year.
In its Lampertheim facility in Germany, Ciba Geigy invested $4.8 million to reclaim sulfuric acid from one of its major
processes. Ciba developed a process that requires no sulfuric
acid, thereby eliminating the purchase of 1.4 metric tons of
sulfuric acid for each ton of good product produced. With an
annual output of 20,000 tons, the savings amount to a yearly
reduction in production costs of approximately $1.5 million.
Dow Chemical developed a process for recycling and controlling a reactant the company formerly had incinerated
after a single use. A team of engineers and researchers developed a process that reduced consumption of the reactant by
80% through recovery and reuse. This process eliminated 2.5
million pounds of waste per year and reduced annual costs

✓

foreseeable future to stop discharges of copper and nickel in
wastewater.
As these examples illustrate, end -of -pipe solutions tend to
be very expensive because of the handling, record keeping,
correcting mistakes, and storage costs. Yet such solutions
require the least change to operations. Managers need only
find some external party to remove the waste, and the problem is solved. This may be simple, but it also prevents managers from taking advantage of the possible real benefits
from other strategies, benefits that translate into positive
bottom -line effects.

F� �\e Edit Yew
h3eb5 \e.

ac

Go eookma� ks � Cmdara H� ,

\ .p.Ilaa r w.tobe \ACM\1rna

acd Fo ria d Home GesvnaCwn WeoSeb ch

It RORF \ \N,F.
rlf com
ancial career
resource

Robert Half.

i.

Specialization has made Robert Half
the World's Leading Financial
Recruiting Service since 1948.
Planning your next career move?
Finding that perfect financial position
can be difficult and frustrating —
especially on your own.
With more than 225 offices worldwide,
Robert Half is the most qualified
resource to assist you with your next
career move. No other company offers
you the expertise, experience and
accessibility to prime financial
positions that Robert Half does.
Visit www.roberthalf.com for current
listings of full -time job opportunities
and access to exclusive career-building
information.
There is no cost to you for this
professional career service. Contact
Robert Half today and let us help
you with your search for that
perfect financial position.

To be conneAed to your nearest office,
dial (800) 474 -4253
Or visit www.roberthalf.com

Mm ROBERT HAT F.
Specialized Financial Recruitingsm
ACCOUNTING • FINANCE • TREASURY

Circle No. 1

by $8 million from their previous level.
Clearly, process improvements can enable managers to
increase profits while reducing pollution as compared to the
end -of -pipe approach, which only reduces profits.
Pollution prevention. The ultimate strategy for maximizing
the value of pollution - related activities involves complete
avoidance of pollution by not producing any pollutants in the
first place. With this strategy, companies avoid all problems
with regulatory authorities and, in many cases, generate significant profit improvements.

The ultimate strategy
involves complete avoidance
of pollution.
One way a company can implement a pollution - prevention
strategy is to develop work procedures and processes that
generate no waste or hazardous emissions. For example, companies might substitute water -based solvents for volatile solvents, they could work with suppliers to use standard size
racks for parts instead of disposable cardboard boxes, or use
smaller packages for products sent to consumers.
Another way to implement a pollution - prevention strategy
is for a company to convert its wastes into usable products. A
major chemical company developed a method for converting
waste at one of its Alabama plants into a low grade fertilizer,
which it gives to farmers. This conversion eliminated the considerable expense the company formerly incurred to dispose
of the waste. As a result of this innovative development, the
plant became the low -cost producer of its product, a significant competitive advantage.
Hyde Tool in Massachusetts produced metal filings in a
process that manufactured paint scrapers, and the company
was required to dispose of the filings as hazardous waste
because of the oil and solvents mixed with the filings. The
company invested in a small furnace and now sells metal
nodules to a foundry, thus converting a former cash outflow
into a cash inflow.
A steel processing company generated significant amounts
of pickling liquid that contained small amounts of steel particles and larger amounts of hydrochloric acid. It paid $.60 per
gallon to a waste - processing company to dispose of this product for a total expenditure of $50,000 per year. It now sells
this liquid to a company that uses the acid as an input for its
production process. Finding a use for the pickling liquid both
reduced a cost and increased revenue for a double hit to the
bottom line.
The possibilities for converting waste materials into salable products are endless, and creative managers can convert
wastes that cost money to handle into products that generate
positive cash flows. The company and the environment win.
But products must satisfy customer requirements. The
case of wooden pallets used by many companies to ship
materials between suppliers and customers provides a simple example of this issue. A company purchases mobile home
34
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parts like anchors and steel tie -down straps that are delivered on wooden pallets. The company tosses the pallets into a
dumpster, which it pays a waste - disposal company to haul
away periodically for several hundred dollars per trip. If the
mobile -home company decides to eliminate this waste by
finding a buyer for the pallets, the company can no longer
just toss the empty pallets into a bin; it must sort the good
from the bad and carefully stack the good ones where they
can be sent to a used pallet dealer. The broken ones can be
put into a dumpster just as before. In Tennessee, for example, one can find companies that will haul away broken pallets to use for fuel. These companies charge a much smaller
fee than waste - disposal companies charge for hauling the
pallets away.
Another aspect of pollution prevention relates to strategic
planning. Most environmental regulations are published long
before they take effect. For example, regulations on volatile
organic compound (VOC) emissions in furniture manufacturing were published five years before they took effect. Furniture companies planning expansions could incorporate technology into their new plants that uses processes with no VOC
emissions. One company planning a new plant made sure it
used processes that emit no VOCs, even though the equipment for the process cost slightly more than the equipment
prevalent in the industry. The owner of the company said that
he would have a much lower cost structure than his competitors when the new regulations went into effect because his
competitors would have to retrofit their plants at great
expense. The owner of the new plant deliberately incorporated the upcoming regulations into his strategic planning to
give his company a competitive advantage. Careful scrutiny of
upcoming regulations can provide strategic benefits to those
companies that plan ahead and avoid generating pollution.

EVALUATINGENVIRONMENTAL
COSTALTERNATIVES
anagers begin any cost analysis by looking for a referM
ence point. A budget amount or a standard cost amount frequently serves this purpose. With environmental costs, a
budget or standard usually does not provide the proper base
for the analysis. With environmental costs, managers frequently use the end -of -pipe cost for solving a problem as the
reference point. This cost often can be obtained easily from
engineering studies or from quotes from an environmental
consulting firm.
For example, an oil refinery considering methods for reducing the level of air emissions can estimate the cost of capturing the existing emissions for treatment and use this as the
base case for evaluating alternative methods of solving the
emissions problem. Managers can compare the cost of other
solutions to the cost of the end -of -pipe solution to see how
much they can spend to modify the process.

THECASEOFMILFORD,INC.
he case of Milford, Inc., illustrates all three approaches to
T
environmental cost management: end -of -pipe strategies,
process- improvement strategies, and pollution - prevention
strategies.
Milford Manufacturing produces door locks sold under the
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turing processes stamp sheets of metal to

Total Annual Ex

penses

Safelock brand name. The manufacturing
Table R4
of these locks begins with a worker cutting bar stock. The worker takes the cut
THE P'
stock to a precision grinding process that
shapes the parts. Both the cutting and
the grinding processes use petroleumTCE purchases
based fluids to carry away metal shavTCE disposal
ings and to cool the parts during the
Training costs
machining operations. Other manufac-s

courage companies
from using it in their
production processes.
Consequently, the past
year's costs of using
and disposing of TCE
are too low to use for
future estimates of
36
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$925,000

$16,000

$

precise shapes, and these stamping operations also leave an oily residue on the metal parts. Because of the tight tolerances in these locks, workers must thoroughly remove this oily residue and completely
degrease the parts to keep the locks from gumming up after
a few months of use.
A trichloroethylene (TCE) vapor degreaser does a great job
removing this oily film from the lock parts, but, it also creates vapor emissions, classified as toxic, that are closely regulated by environmental authorities. Milford must provide
an annual report on toxic releases to the EPA, provide
detailed reports of the TCE emissions to the regulators of air
emissions, conduct regular inspections of storage areas to
make sure no TCE waste is leaking from the special containers purchased to store
the material, and hire
hazardous waste companies who have the
proper permits and
approvals to dispose of
the TCE waste. All
these issues have
$28,000
caused Milford man1
$10,000
$83,000
2
5,000
123,000
34,000
agement to reconsider
35,000
170,000
40,000
its use of TCE. Accord3
4
50,000
210,000
50,
ingly, it began its
000
5
50,000
270,000
65,
analysis with the com000
pilation of last year's
costs for the end -ofpipe approach it is now using.
Milford currently spends $115,000 (see Table 3) annually
to purchase TCE and to handle the hazardous waste created
by the TCE cleaning process, and it expects these costs to
rise over the next few years for several reasons. First, TCE is
a suspected carcinogen. Also, it is one of the 189 substances
targeted in the Clean Air Act Amendments of 1990. And,
because it is heavy and leaches relatively easily through soil
to groundwater, TCE
has a history of
groundwater contamination. Finally, the government is increasing
taxes on TCE to dis-

800

2

16,500

1,000

3

17,000

1,500

4

17,500

2,000

5

18,000

3,000
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$ 80,000
22,000
8,000
5,000

costs related to this chemical.
Working with environmental consultants and purchasing personnel, Milford
managers developed a table of capital
outlays and annual expenditures for
each of the next five years if the company continues to use TCE. The capital
expenditures are to upgrade the equipment used for cleaning, to comply with

ever- increasing standards, and to maintain the equipment in proper working
order. (See Table 4.)
Already, Milford is spending $80,000 annually to purchase
TCE materials, and this figure will increase at a rapid rate
for the next five years because of the concerns mentioned
above. These concerns will drive up the costs of disposal dramatically. Even though the company only spends $22,000 on
disposal now, this cost will be at $28,000 next year with continuous increases in disposal costs for the next four years.
Not only will the TCE purchases and disposal costs go up,
but the monitoring costs will increase. As long as the company continues to use this material it must train workers
annually in proper handling, it must maintain detailed
records on TCE movement, and it must pay for the quantity
of emissions released
into the atmosphere.
In year one the company must pay
$16,000 for a permit
to release the TCE
vapors into the air,
and it will have to pay
$8,000
$22,000
$151,000
this same amount (or
10,000
8,000
180,000
a higher one) five
12,000
10,000
267,000
years later.
15,000
13,000
338,000
Applying a 15% cost
20,000
15,000
420,000
of capital to these
amounts gives a
before -tax present value of $845,000. This $845,000 serves as a reference point to
Milford managers for evaluating other approaches to dealing
with the environmental problem.
Although the end -of -pipe analysis provides a benchmark,
managers also wanted to look at the possibility of process
improvements. A consultant suggested the company could
make some changes in its operations and switch the cleaning
compound from TCE to an alkaline -based material. This
change would automate part of the production process,
which would result in
a workforce reduction
of two people and provide a smoother flow
of work through the
$0
($50,000)
$891,800
operation than the
0
(50,0001
(32,500)
present manual pro 0
(50,000)
(31,500)
duction system.
0
(50,000)
(30,500)
This process (29,000)
0
(50,000)
improvement
approach requires
$115,000
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Milford to purchase additional equipment for $925,000. The
remaining costs for the new alkaline -based cleaning system
and the new production process are listed in Table 5. Training costs disappear with the alkaline system because it produces no hazardous waste. Likewise, all monitoring costs
drop to zero because the waste the alkaline system produces
can be disposed of through normal waste - disposal companies.
Finally, the reduction in the workforce reduces annual labor
costs by $50,000.
Again, using a 15% cost of capital, the before -tax present
value of these cash flows is $698,000.
A final approach Milford managers considered was pollution prevention. This approach is receiving a great deal of
attention from the Environmental Protection Agency and
from a number of leading industries. With a pollution -prevention strategy a company builds processes that produce no
waste of any kind. Managers at Milford considered this
approach to their TCE problem and came up with the following approach.
Using the present value of the end -of -pipe approach as its
reference point ($845,000 present value of cash outflows),
Milford managers begin identifying the steps they would
have to take to generate zero waste. First, they did a root cause analysis to identify the source of the problem. This led
them to the cleaning process that uses TCEs to clean the
parts. If they were to generate no waste from the cleaning
process, they would have to consider using different materials in the product, which would lead to a redesign of the
product.
Redesigning the product would require an investment of
$500,000 to $1.5 million. This product has been used by customers for more than 50 years, and it has evolved slowly over
time to its present state. Designing a new product would
require intensive testing of new materials and new approaches to the product, which would have to be done in a few years
instead of over 50 years.
Furthermore, a redesign of the product would lead to a
redesign of the production process as well. Production personnel estimated such a redesign would cost about $300,000
and that new equipment could run as much as $5 million.
Faced with these large numbers, the Milford managers
decided to abandon a pollution - prevention strategy. They said
the amounts involved and the risk inherent in a total
redesign of the product made this alternative unrealistic
right now. They did, however, decide to keep pollution prevention in mind as a factor to aim for as they made incremental changes in the existing product.

BUILDINGACONTROLSYSTEM
n building a control system for environmental costs, manIagers
should follow the same basic principles they follow for
controlling any other cost, namely, make each cost the specific responsibility of a line manager. Line managers make the
decisions that cause waste and environmental costs, and
these managers should see the financial consequences of
their decisions. Without a tight link between decision makers
and environmental costs, any cost - control efforts will be difficult and prone to failure.
If costs are not already assigned to particular line managers, then the first step in cost control is the identification
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of the manager who makes decisions that generate waste.
Begin with a process map that pinpoints the location of every
source of waste in the operation. Next, locate the line manager who has decision - making responsibility for the location of
the waste source. This decision maker is the individual with
responsibility for the environmental costs related to the
waste stream generated in his or her business segment. The
checklist in the sidebar provides questions the top executive
can ask to pinpoint environmental cost responsibility.

Make each cost the specific
responsibility of a
line manager.
If several managers contribute to a waste stream, then
each should receive information on the total cost of disposing
of the entire stream. Showing managers the total costs of the
whole stream provides them with information about the total
costs related to their decisions. Never break up the total
costs and share them among the decision makers who contribute to the waste stream because it only leads to arguments about the method used to split the costs instead of to
discussions of how to reduce the environmental costs.
What is the role of the health, safety, and environmental
officer in all this? This individual is just like the staff lawyer
or accountant —she or he helps managers understand the
magnitude of the consequences of their decisions but does
not have responsibility for the results. Just as the accountant
is not responsible for sales, even though she or he records
them, the health, safety, and environmental officer is not
responsible for environmental costs. The decision makers
who generate the waste and emissions are the only individuals who can influence the costs related to these elements,
and they should receive information on the cost consequences of decisions influencing these waste streams.
Environmental costs no longer are insignificant costs that
managers can delegate to the miscellaneous expense category. They have grown to the point where they demand top
management attention if companies are to manage them
effectively. A clear plan that recognizes the profit potential in
good environmental cost management can lead to increased
profits. With sound management of these costs, managers
can help the environment at the same time they are looking
after the shareholders. ■
Germain Boer, CPA, is professor of manageme nt at the Owen School of
Vanderbi lt U ni ve rsit y, N ashvil le , Te nn. He has wri tt en t hree research
studi es for I MA and is a member of the Nashvil le Chapt er, t hrough whi ch
this arti cle was submi tted. He can be re ache d at (615) 322 -2059 or by
e -mail at germain .bGerC&owen.vanderbilt.edu.
Margare t Curti n, Ph.D., has worke d in industry as a cont rols engi nee r
and proj e ct manage r for 12 ye ars. He r primary re search int ere st s are i n
environmental ly conscious busi ness ope rations, and she has deve loped a
cost evaluati on model. Dr. Curt in can be reache d i n Germany at 49 -61147247.
Loui s Hoyt i s presi dent and founde r of Waste Reduction Te chnologi es,
Inc., in Nashvill e, Te nn. Be fore start ing hi s company, Mr. Hoyt worked as
an e nvironme nt al e ngine er and consult ant for t he U ni ve rsit y of T ennesse e. He can be re ache d at (615) 386 -3754.
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401(k) Plan Sponsors,
the Labor
Department
IsWatchin
Youl
Could your company

pass a governm ent
audit and prove it is
managing employee
funds properly?
BY ALFRED]. MORRISON
lert: The value of assets held in
corporate 401(k) plans now
exceeds $1 trillion. It hit that
level fueled by employee awareness of
the need for retirement savings,
employer matching contributions, and
the dramatic bull stock market. About
25 million workers are now enrolled in
these plans, which are sponsored by
some 270,000 organizations.
Sounds great, but plan sponsors,
take heed. This dramatic growth in
401(k) plan assets has drawn the
attention of not only the media but the
federal government agencies that are
empowered to regulate the prudent
management of qualified retirement
plans. I'm talking about the Department of Labor (DOL) and the Internal
Revenue Service (IRS). The Department of Labor, in particular, has
increased its scrutiny of 401(k) plans,
which means it is conducting more frequent and more stringent audits of
these plans and is strengthening its
40
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enforcement of plan regulatory compliance statutes
as mandated under the
Employee Retirement
Income Security Act
of 1974 (ERISA).
In addition, according to a recent study
conducted by global
management consulting firm Watson
Wyatt, since 1987 the number of fiduciary liability lawsuits has tripled, and
the average costs for fiduciary liability
defense have risen from $70,000 to
more than $400,000. This activity has
occurred during a period of strong
stock market returns, which leads to
the question of what will occur during
a bear market where plan participants
experience a loss in their account balances. Some legal experts have predicted that the next major legal and financial crisis will emanate from the "baby
boomer" generation as they reach
retirement age and find they don't
have enough money to retire. The first
place these disgruntled retirees will
look is their employer and the quality
of the retirement plan provided by the

employer. That means plan sponsors
must be ready for a potential fight, so
if your company sponsors a 401(k) plan
it should take steps to ensure that it
maintains procedurally prudent written policies and guidelines to govern
the management of the plan. The time
and resources your company devotes
to this function today will be far less
onerous than the consequences of a
fiduciary lawsuit or Department of
Labor audit of a 401(k) plan that has
no documented plan management procedures. The DOL audit is extraordinarily comprehensive and insists on
strict management adherence. (For an
in -depth checklist of the items plan
sponsors must have ready for an audit,
see the sidebar titled "DOL Audit
Notification Checklist.")

DOLAUDITNOTIFICATIONCHECKLIST
he Department of Labor audit of 401(k) plans
Involves a thorough, detailed review process. According to DOL audit notification correspondence sent to
plan sponsors: "This review is an official investigation pursuant to Section 504 of the Employee Retirement Security
Act of 1974. This review will cover, but is not restricted to,
the 401(k) plan years beginning January 1, 1993, to present. Our investigation will consist of, but will not be
limited to, a review of the following:"
1. The 401(k) plan document including all amendments,
addenda, and attachments.
2. The 401(k) plan summary description (SPD) including
all amendments, addenda, and attachments.
3. All summary material modifications (SMM) to the
401(k) plan including all amendments, addenda, and
attachments.
4. The 401(k) plan Form 5500 with accompanying financial statements for plan year 1993 to the present.
5. The 401(k) plan summary annual reports (SAR) for
plan year 1993 to the present.
6. Promotional material relating to the 401(k) plan for
year 1993 to present.
7. Documents sufficient to show a description of all
401(k) investment options and changes.
8. The investment options since the inception of the
plan.
9. The prospectus or other disclosure material relating
to investment options provided to the sponsor and/or
the other participants of the 401(k) plan.
10. Communications from plan sponsor and plan administrator to 401(k) participants for plan year 1993 to
present.
11. Sample 401(k) plan participant account statement.
12. The 401k) plan statement of investment policy.
13. Documents sufficient to show the 401(k) plan
investment guidelines, including but not limited to:
(a) the evaluation of the specific needs of the plan
and its participants;
(b) the investment objectives and the goals of the
plan;
(c) the standards and benchmarks of investment
performance to which the 401(k) plan investments
are compared;
(d) the classes of 401(k) plan investments authorized;
(e) the styles of investment authorized;
(f) the required diversification of the 401(k) portfolio
among and within classes of investment;
(g) the restrictions of investments;
(h) the guidelines relating to directed brokerage;
(i) the guidelines relating to proxy voting and
tenders.

14. Documents sufficient to show the guidelines and
standards to be used by investment managers and
investment consultants for the format, content, and
frequency of reports relating to:
(a) investment performance;
(b) fees and commissions charged to the plan,
the participants, and the plan sponsor;
(c) compliance with investment guidelines;
(d) disclosure of actual and potential conflicts
of interest.
15. Documents sufficient to show the guidelines and
standards to be used by administrative service
providers for the format, content, and frequency
of reports relating to:
(a) performance;
(b) fees and commissions charged to the plan,
the participants, and the plan sponsor;
(c) compliance with contractual or other guidelines;
(d) disclosure of actual and potential conflicts of
interest.
16. Documents sufficient to show the 401(k) plan policies
and procedures relating to the hiring and monitoring
of investment managers and other service providers.
17. All documents relating to the identification of
investment managers and/or administrative service
providers for the purpose of the possibility of
providing services to the 401(k) plan.
18. All correspondence to and from potential investment
managers and service providers.
19. Minutes of all meetings relating to the identification,
consideration, and selection of potential investment
managers and/or service providers to the plan.
20. All consulting agreements where a consultant was
engaged to assist with selecting investment options,
investment manager, and/or other service providers
to the plan.
21. All requests for proposal (RFP) or other solicitations
issued to potential 401(k) record keepers.
22. All proposals and correspondence to and from the
plan or on behalf of the plan in response to RFPs.
23. If RFP process was not conducted, all documents
relating to the investigation and selection of 401(k)
record keeper and investment options.
24. 401(k) plan trust agreement.
25. All contracts or other agreements between investment
managers, third -party administrators, and any other
service providers to the 401(k) plan with the plan or
plan sponsor.
26. All trustee reports for plan year 1993 to the present.
27. All insurance contracts relating to the plan
investments and operations.
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performance and make extensive use of comparative performance databases to select the best available money managers. These databases are maintained by institutional
investment consultants such as Callan Associates, SEI, and
the Frank Russell Co. To select the best possible vendors,
defined benefit plan sponsors pursue an unbundled philosophy, which is the only method that will allow an objective
selection of top performing money managers. The more
proactive 401(k) plan sponsors are managing their plans
according to the same philosophy they pursue in the management of their defined benefit plan. These plan sponsors
weigh investment options and fund performance as thoroughly as they do for their retained money managers for the
defined benefit plan, and they continually monitor the performance of approved mutual funds to ensure their ongoing
suitability.

MANAGINGTHEINVESTMENTPROCESS

W

hat else can they do? For plan sponsors, a critical plan
management tool is a written investment policy statement,
but, according to a Hewitt Associates study, only 55`Ir of
401(k) plan sponsors have such policy statements. This is
a material deficiency to prudent plan management. Never
mind that it also is a key document requested by the DOL
on plan audits.

Figure1.STEPSINTHEINVESTMENT
MANAGEMENT
Analyze Current Position
PROCESS

BUNDLEDPLANVENDORSERVICES—

Step 1

SOLUTION OR SHORTCUT TO LITIGATION?

Design Optimal
Step 2

S o how can a plan sponsor make sure it is managing its
fund properly? One of the first things it needs to do is select
the right service provider. At the 1997 Pension & Investments Defined Contribution/401(k) Conference, industry
experts discussed the growing trend in the 401(k) marketplace of plan sponsors' increased use of full - service or bundled service providers. What concerns us is that some plan
sponsors use a process of selecting vendors that seems to
ignore their fiduciary responsibilities under ERISA and the
procedures outlined in the DOL plan audit process. These
plan sponsors select vendors primarily because of brand
name recognition, convenience of bundled administration
and record keeping, and the fact that the vendors' investment products are listed in the newspaper. They pay minimal
attention to the performance and risk profiles of the investment products and their suitability for plan participant
investment purposes. But this approach is fiduciarily questionable because if plan sponsors choose bundled service
providers, they won't be able to meet the criteria in items 12
through 23 in the DOL audit checklist —they aren't addressing what the DOL is asking them to do. For example, there's
no provision for screening vendors, for developing a set of
investment policies, or for having a recourse if the vendor
isn't managing funds properly. The bundled approach also is
contrary to the historical plan management process that is
prevalent among plan sponsors of defined benefit plans.
In a procedurally prudent process of managing defined
benefit plans, plan sponsors focus on portfolio investment
42

MANAGEMENTACCOUNTING

SEPTEMBER 1998

investment guidelines
and written policies.
2. Review approved
investment products.
3. Review all current plan
expenses.
4. Review legal and plan
sponsor constraints or
special policies.

1. Propose optimal asset
allocation strategies.
2. Address strategic (longterm) and tactical (shortterm) investment strategies againstthe backdrop
of capital markets.
3. Propose objective screening process for selection
of investment products.
4. Propose asset allocation
analysis to develop
lifestyle portfolios (if
applicable).

According to the Investment Management Council, a division of Callan Associates, an investment policy statement:
•

Fulfills the most important function a fiduciary performs: to set investment policy and implementation
guidelines.
• Supports the "paper trail" and provides the best
defense in litigation.
• Negates "Monday morning quarterbacking" and

provides continuity during investment committee
turnover.
• Keeps the investment process intact during
periods of market upheaval.
• Reassures donors of investment stewardship
(foundations /endowments ).
The policy statement should contain six sections:
• Description of the purpose and background.
• Statement of objectives.
• Guidelines and investment policy, including
risk tolerance, time horizon, asset class
preferences, and expected returns.
• Securities guidelines.
• Selection of money manager /mutual funds.
• Control procedures, including duties and
responsibilities of the investment committee
and money managers and the method for
monitoring money managers.
But the investment policy statement is only one step
in a responsible investment management process. For a
look at all the major pieces involved in the process, see
Figure 1, "Steps in the Investment Management Process."
Another important facet of prudent investment management and acknowledgment of a company's responsibility to
its employees is adherence to the Uniform Code of Fiduciary
Conduct. Plan sponsors should become thoroughly familiar
with the contents of the code and strive to follow the procedures discussed there. (See Table 1.)

1. Prepare a written Investment Policy Statement to
include:
• Investment objectives,
• Investment guidelines,
• Procedures for selecting money managers
or mutual funds,
• Securities guidelines,
• Procedures for monitoring money managers or

mutual funds.
This step is one of the most
important functions performed in the development
and supervision of an investment program.

Copyright
Investment Management Council, 1993.

Table

1

1 1

OF FIDUCIARY CONDUCT

1. Prepare written investment policies, and document the process used to
derive investment decisions.
2. Diversify portfolio assets with regard to the specific risk/return
objectives of participants /beneficiaries.
3. Use professional money managers ( "prudent experts ") to make
investment decisions.
4. Control and account for all investment expenses.

5. Monitor the activities of all money managers and service providers.
6. Avoid conflicts of interest.

'Summaryof FiduciaryRequirements from ERISA and 'Prudent Investor' Rules
Copyright Investment Management Council, 1995,

THEFINALTOUCH

S

o what else will make plan sponsors realize they have
serious fiduciary responsibility and that they must follow the
Department of Labor audit guidelines? Perhaps a look at
some remedial actions for plan sponsors who violate ERISA
guidelines will do the trick. Sponsors will have to be aware of
certain penalties they could face
such as recoupment of investment
losses, disgorgement of profits, or
permanent injunctive relief. They
also might have to pay the differ'balance
ence between actual investment
returns and the returns that could
have been generated from reasonably prudent investment alternatives. In addition, a fiduciary might
itor and Supervise
be removed and a receiver appointStep 5
ed, and the company could lose the
tax deferred status of its plan. One
last wrinkle: There's a new 20% civil
de ongoing
penalty for ERISA violations, in
rvision of
addition to personal liability.
; tment program.
These guidelines are a lot to keep
are a detailed monthin mind, but, 401(k) plan sponsors,
praisal of consolidatif you follow them, you will be pre )Idings and portfolio
pared when the Department of Labor
actions.
comes knocking at your door. ■
Alfred J. Morrison is a principal with
Asse t St rat egy Consult ants, a Bal ti more ,
Md., based i nve st me nt manage me nt consult ing fi rm. He can be contact ed at (410) 5288282 or vi a t he firm's We b site at
www.asset st rat.com.
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the most difficult
BY KRIS SWAMINATHAN, CPA
omputers can be classified broadly
as mainframes and nonmainframes. Year 2000 date processing
problems, popularly known as Y2K
problems, are confined mainly to older
mainframe -based systems, which also
are referred to as legacy systems. A
majority of medium -sized to large business enterprises still use mainframes
primarily for data processing in areas
such as online transaction processing
systems, electronic data interchange,
management information systems,
decision support systems, data warehousing, and strategic planning, to
name a few applications. The Y2K
problem is so pervasive that it may
cost an estimated $600 billion to correct all affected application systems
and to settle related lawsuits.
We rely on computer - generated outputs. They form the basis of all financial statements and disclosures of any
business enterprise. Consequently, it
would be in our best interest to understand the technical causes of the Y2K
problem and the strategies that are
44
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being used in mainframe shops everywhere to combat this problem. Our
awareness will result in increased confidence in the processes that create
financial statements and disclosures.

TECHNICALCAUSES

M

ainframe legacy systems were
developed primarily in COBOL and,
to a lesser extent, in Assembler or the
PL/1 programming languages. Y2K
problems in these systems can be
attributed to three causes.
Your dates for the now century will be
mishandled on many systems. This
problem has been reported widely in
the media in the last few years. The
second millennium actually ends
12/31/2000, but the problem with representation of 01/01/2000 (and later
dates) is popularly known as the millennium bug.
In the early days of business computing, electronic media storage space
was scarce and very costly. This
prompted programmer /analysts to
store date fields in the form of two-

Y M problems.
digit years for greater processing speed
and optimum storage. The date July 4,
1978, was represented as 070478
(MMDDYY) or as 780704 (YYMMDD).
Date arithmetic, as in the case of
obtaining differences between dates or
adding a number of days to a date (to
arrive at another date), in many of
these legacy programs does not support dates greater than 12/31/1999. As
an example, when a difference between
2012 and 1998 is required, the flawed
program would perform 12 — 98 and
arrive at —76 instead of +14.
Date sorting (in chronological order)
using data in files is performed by converting dates to YEAR/MONTH/DAY
form before the sort is performed. But
the absence of century numbers (19 or
20) will result in the dates being sorted
in an incorrect (ascending) order as
illustrated in Table 1.
Dates in certain early hierarchical
database management systems, such

i

i

,

1

t

as IBM IMS/DB, cannot be
stored/retrieved in reverse
chronological (descending)
order. This problem was
MM /DD/YY Correct Order YY/MM /DD Incorrect Order
solved by storing the date in
02/03/97
#1
970203
#3
a numeric field as a 9s com02/03/98
#2
980203
#4
plement and sorting in an
02/03/00
#3
000203
#1
ascending order —a method
02/03/01
#4
010203
#2
still prevalent in legacy systems. In this method, the converted date (YYMMDD) is
subtracted from 999999, and the differFAILINGAPPLICATIONS
ence (9s complement) is stored in the
database. For retrieval, the difference
egacy systems already have started
(9s complement) is subtracted from
to produce anomalous results using
999999, thus returning the date to
two -place century dates. Mortgage proYYMMDD. The chronology errors due
cessing spanning two centuries has
to the absence of the century number
proven vulnerable. For example, a 15that occur after 12/31/1999 are illusyear mortgage from 1997 ending in
trated in Table 2.
2012 would be problematic for a system with Y2K problems. Lifetime prodLeap year problem.A year is determined to be a leap year when the year
is divisible by 4 and not divisible by
100, or the year is divisible by 4 and
divisible by 100 and divisible by 400.
MM/DO/YY
YY/MM /DD Correct Order
Hence, the first year of any century is
not a leap year except for every fourth
03/02/01
010302
#1
century. So 1900 and 2100 are not leap
03/02/00
000302
#2
years, but 2000 is a leap year. There
03/02/98
980302
#3
are a large number of programs in
03/02/97
970302
#4
legacy systems with incorrect logic for
resolving and calculating leap year
2000 that need correction.
uct warranties are not being honored
Hardware /system level problems.
because the service schedule date and
Certain inherent Y2K problems can be
manufactured date are not resolved
attributed to operating systems or
correctly. Inventory retention programs
hardware design. All computers have a
are throwing away good stock after calsystem clock, and many of these clocks
culating it to be obsolete because of
will reach their limit and roll over like
incorrect date arithmetic. A produce
a car's odometer and indicate the year
vendor's computer systems — scales, bar
2000 as 1900 or even some other value
code scanners, cash registers— freeze
other than 2000. Also, the system
up when a credit card with an expiraclocks on some computers are based on
tion year of 2000 is presented by a cusa displacement from a base date, which
tomer. One hospital reportedly sent a
can return to the base date at the year
geriatric patient to the children's ward
2000. Dates generated incorrrectly in
because only two digits of the patient's
this manner are likely to be passed on
date year were stored in the computer.
to application programs, leading to
In the early 1990s, a European conerroneous results.
sulate could not issue visas to persons
Additionally, some hashing and ranwhose passports had an expiration
dom number generating utilities use
date of 2000 or more.
parts of the system date as a paramA few examples of applications that
eter. There is a likelihood that a zero
can be expected to produce incorrect
from the Y2K date could be used as a
results after 12/31/1999 if not corrected
denominator in a division function that
include:
could result in a fatal error. Zero is a
good number to add, subtract, or multi• Aging of receivables,
ply, but dividing by zero will always
• Classification of investments on
result in a fatal error in computing.
hand,

0

L

•
•

Calculation of deferred income/
expense items, and
Depreciation calculations.

There is also a potential for the accidental deletion of archived data in
tapes. Magnetic tape libraries in many
mainframe shops have five -digit labels
with the convention that "If Retention
Date = 99365, preserve the tape forever." But 99365 is the Julian calendar
representation for 12/31/1999, which
has the potential to scratch these tapes
at the start of the year 2000, causing
the loss of critical live or archived
data.
In addition, some elevators' internal
diagnostics will shut themselves down
for maintenance. Electrical grids can
be thrown off - schedule and not provide
sufficent load at peak hours.

Calculation of 9s Complement

Incorrect Order

(999999 - 010302) = 989697
(999999 - 000302) = 999697
(999999 - 980302) = 19697
(999999 - 970304 = 29697

#3
#4
#1
#2

SIX-STEPRECOVERYPROGRAM

T he recommended strategy to combat
the Year 2000 problem currently being
adopted in most mainframe installations has six steps.
1. Cost /benefit study.The first step is
to conduct a cost/benefit study to determine the extent of the problem in
existing legacy systems and the cost to
correct the problem. Tools such as Via soft's Estimate 2000 or ADPAC's System Vision Year 2000 can be used to
peform this study. It should be determined at this stage if it is worth fixing
the existing legacy system to function
beyond 12/31/1999 or to redesign or
replace the system. In one instance, an
organization decided to redesign its
entire COBOL -based legacy system
using the business process reengineering (BPR) approach on a more modern
SAP/R3 platform.
2. Impact analysis.The second recommended step is to perform a prechange
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analysis to locate all instances of date
processing in the legacy system programs. This can be done manually, but
it is very laborious and time- consuming. There are tools available that perform this analysis, and these tools differ considerably in the degree to which
they are automated. Some search for
text strings, while others use parsing
technology to find proper date fields
and to determine whether the field is
used for definition, calculation, data
transfer, or screen transfer. Tools such
as Micro Focus's Revolve or ADPAC's
SystemVision Year 2000 can assist this
activity.
Finding and changing the affected
date fields are only part of the Year
2000 conversion task. Even a minor
incorrectly analyzed change in one
area of an application can have a rippling effect throughout other areas of
the system. For this reason, a careful
and thorough impact analysis is of
paramount importance and cannot be
overemphasized.
3. Correcting the problem.The third
step is to modify the programs to correct the Y2K problem. Begin this step
only after an inventory of programs
that require change is final.The traditional approach is to expand actual
date fields in files/databases to accommodate the new century. Programs are
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modified, recompiled, and tested; files
and databases are reformatted by
using conversion programs to add the
century. Reports often require
redesign, and certain screens might
have to be modified and/or redesigned.
For most shops, where programs in
multiple language are affected, there
are artificial intelligence (AI) tools that
can detect date occurrences and make
changes automatically to the code. But
recompiling and testing the programs
have to be done manually.
Another approach is to change only
the procedural code to enable the program to continue working properly
without expanding the two -digit dates
in the files/databases. In this case, programmers insert a call -to -a -date translation routine when a date field is
encountered. The routine performs a
data comparison and/or an arithmetic
translation of the date, returning the
correct result which is then used by
the program. The advantage of this
approach is that costly and time -consuming file /database conversions are
avoided, and the formats of the
screens, reports, parameter cards, and
imported and exported data can remain unchanged. The disadvantage is
that the original problem with the date
in files/databases is not corrected but
simply is put off until another day
because the math fix is temporary.

In most shops, a combination of
file/database changes and the call -todate translation is being used to correct the Year 2000 problem with legacy
systems.
4. Correcting hardware /system
problems. Hardware vendors are in the
process of providing upgrades to the
operating system to correct problems
in internal system clocks of mainframe
computers to handle current dates of
year 2000 and greater. The random
number - generating utilities and other
vendor - supplied utilities such as IBM's
DFSORT that handle both internal
and external sorts have been made
Y2K- compliant. All these upgrades
need to be installed and tested with
application programs long before
01/01/2000 to ensure that they function
correctly after 12/31/1999.
5. Compliance testing of in -house
systems. After the programs have been
compiled and unit tested, the programs
need to be system tested to ensure that
they can handle pre -Y2K, Y2K, and
post -Y2K dates. These tests can be performed by using tools such as Main Ware's HourGlass 2000 that set the
mainframe computer clock to the Year
2000, and before and after, and execute
key applications to observe the results.
Data aging tools that set dates to Year
2000 in files and databases also are
being used to execute important applications while monitoring the results.
These results form the basis of determining the Y2K compliance of the
modified code.
It is of paramount importance to
perform parallel processing with live
production data to ensure that all systems will function after 12/31/1999. In
many shops the central processing unit
(CPU) of the mainframe is partitioned
to form a parallel test LPAR (logical
partition) where nonstop parallel processing from now until Year 2000 is
expected to be performed to avoid
unpleasant surprises when 01/01/2000
arrives.
6. Compliance testing of external
interfaces. Every organization sends
and receives data to and from other
organizations such as suppliers, banks,
and related companies. The communications systems use electronic data
interchange (EDI) or other protocols

that could have business and interface
files with dates that might not be Y2K compliant. These external interfaces
need to be tested thoroughly before the
year 2000 and might require
sending/receiving files for simulated
processing dates (using tools mentioned earlier) spanning the pre -Y2K
through post-Y2K period. As an additional safeguard, the business enterprise should require its electronic commerce partners to certify their Y2K
compliance.
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or companies that will depend on
legacy systems to navigate their
entrance into the new millennium, the
following checklist could help prevent
leaks and crashes.
•
•
•
•
•
•
•
•

•
•
•
•

•

Does the business enterprise have
a plan of action to address the Y2K
problem?
Is management tracking the status
of the Y2K conversion/modification
project?
What is the status of Y2K modification/conversion (current percentage completed)?
Is there a plan for parallel processing in a test LPAR until
01/01/2000?
Are applications being tested for
transactions in 1999, 2000, and at
least 2001?
Will interfaces with electronic commerce partners be tested before
12/31/1999?
What is the status of electronic
commerce partners (Y2K compliance and certification)?
User - developed applications (such
as focus reports) are normally not
part of Y2K conversion. What are
the plans to make these Y2K compliant?
Do hardware/software maintenance
contracts with vendors cover the
period beyond 12/31/1999?
Are there disaster recovery plans to
handle a possible Y2K meltdown?
Has disaster recovery been simulated successfully?
If the enterprise is a software/hardware vendor, are there adequate
plans to cover support (for example, trained help desk personnel)
leading into year 2000 and beyond?
Are there provisions for lawsuits
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arising out of Y2K fallout due to
uncorrected errors in legacy
systems?
The solutions suggested here provide
only a broad outline of the approach
that needs to be adopted to correct the
Year 2000 problems in mainframe legacy systems. As management accountants we need to understand that the
scope of this Y2K problem is not confined to the computer information systems department. The entire business
enterprise will suffer the consequences

of unremedied problems, and it is not
an exaggeration to state that failure to
address the Year 2000 problem adequately can result in the enterprise
going out of business. ■
Kri s Swami nat han, CPA, i s a software consult ant currentl y empl oye d at M aste ch Corporat ion as a se ni or software e ngineer provi di ng
consul tancy servi ces to Ni ssan Mot or Manufacturi ng Corporati on U.S.A. He has provide d consul tancy se rvices for more than 10 ye ars to
leading companies in Ameri ca, Europe , and
Asia. He also has worke d wit h Fi nanci al State me nt s Audi t i n Indi a. He can be re ached at
(615) 356 -2546.
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A dynamic, more comp etitive environment
requires performance measures that

are current and relevant.
BY LAKSHMI U. TATIKONDA, CMA, AND RAO J. TATIKONDA
o survive and succeed in today's
intense business competition,
organizations need to adapt quickly to external changes. Recent
advances in manufacturing and in
management demand changes in organizational culture and shifting paradigms. Performance measurement systems that were successful in the past
are fast becoming obsolete and in some
cases are dysfunctional and obstructive
to improvements. A dynamic environment requires dynamic performance
measurements.
Performance measurement systems
are an integral part of management
control systems. Management control
is a process through which management ensures that resources are
obtained and used efficiently and effectively in accomplishing organizational
goals. Lack of controls (measures)

K%11

results in confusion, chaos, wasted
resources, and missed opportunities.
An effective control system provides
direction and guidelines to employees,
explains what is expected of them, and
describes how they should fulfill their
responsibilities.
Performance measurements reflect
organizational culture and philosophy
and describe how well work is done in
terms of cost, time, and quality. They
help set standards and targets, track
progress, motivate, communicate organizational strategic intent, and influence behavior modification. To be effective, performance measures need to
reflect the changes in competitiveness,
but traditional performance measurement systems are criticized for being
obsolete, irrelevant to managerial decision making, unrelated to strategic
objectives, too late, too aggregated, and

detrimental to organizational improvements. (See Table 1.)
Given the shortcomings of traditional performance measurement systems,
what are the characteristics of effective
performance measures that can lead to
the design of a performance measurement system that balances short -term
and long -term measures, internal and
external measures, and financial and
operational measures?

DESIGNINGAN
EFFECTIVEPERFORMANCE
MEASUREMENTSYSTEM

P

erformance measures come in all
shapes, sizes, and colors. In a dynamic
business environment, it is essential to
keep performance measures current
and relevant. Static measures often
outlive their usefulness and become a
burden, a nonvalue- adding activity. For
example, direct labor efficiency variance
is one such measure that outlived its
usefulness. Many companies, even those
with direct labor less than 10% of total
product cost, track labor daily or weekly. Why? Who needs it? How do they use
it? What are the benefits? Do these benefits exceed the cost of tracking?
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Quality, for example, is important,
but a company that does not measure
quality is not necessarily ineffective.
Not much is gained in measuring quality once it becomes a part of organizational culture (quality is everyone's
job) as it is in many Japanese companies. As the competitive environment
changes, we need new strategies, new
ways to play the game, new action
plans, and new yardsticks to measure

Table 1. SHORTCOMINGS
OF TRADITIONAL
PERFORMANCEMEASURES
• Unrelated to strategic goals
• Irrelevant to managerial decision
making
• Add little or no value to business
or customer
■ Too late

progress.
Key steps in designing an effective
performance measurement system
include:

■ Clog the information systems
■ Send false positive signals
■ Create barriers to improvements

•

■ Send wrong messages

•
•
•

The alignment among vision, strategy, programs, measurements, and
rewards must be maintained at all
times. When a company makes
improvements in one area, competitive
pressures change and necessitate placing higher emphasis on other areas.
When this strategic shift occurs, organizations need new measures that are
aimed at measuring the new critical
success factor.

Figure 1 shows how measures are
aligned with goals.
In designing a world -class performance system, we need to address several questions:
■
■

What should we measure?
When should we measure?
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■
■
■

What are the links between
measures at different levels
and different areas?
How can we balance among conflicting goals?
How can we develop organizational
tension and learning needs to
be addressed?

What to measure. What to measure
varies from company to company and
from one level of management to
another. For example, top management
needs summarized comprehensive
monetary measures, while lower levels
of management need operational measures on a frequent basis. Performance
measurement systems must measure
what is critical— customer satisfaction,
cost, quality —for the organization.
Performance measurement system
designers must select a small number
of measures, preferably nonfinancial
(as they are easy to understand and
relate to operations), that are in line
with organizational goals and track
progress (the gap between a company's
performance vs. a benchmark company's performance) rather than just one
measure of a static performance each
period such as direct labor efficiency.
Measures for some key competitive factors are shown in Table 2.
Whom to measure. Frequency of measurement depends on the nature of the
item being measured. For example,
items such as machine downtime, percentage of goods output, deviations
from schedule, and so on may be measured daily. Measures such as manufacturing cycle time, setup times, delivery accuracy, customer complaints,
rework, and supplier performance may
be measured weekly. Measures such as
inventory —days, accounts receivable,
customer returns, and warranty
costs —may be measured monthly.
Items such as engineering changes,
design defects, employee turnover, and
cost of poor quality may be measured
quarterly. Measures such as number of
new products introduced, percentage of
sales from new products, total cost of
poor quality, customers lost/gained,
employee training, and so on may be
measured annually.
Links between measures at different
levels and departments. A Balanced
Scorecard (BSC), a relatively new con-
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cept, is a set of discrete, yet linked,
measures that gives managers a comprehensive, timely evaluation of business performance. Just as automobile
drivers and airplane pilots need to look
at a dashboard with many dials (speed,
fuel, temperature, direction, and oil) to
assure safe trips, business managers
need to look at many dials such as

profit, quality, new products, market
growth, and price to assure growth and
prosperity. BSC minimizes information
overload by limiting the number of
measures and providing a framework
and focus for critical management
processes. It balances financial with
nonfinancial, internal with external,
short term with long term. BSC is a
customized set of measures to meet the
unique needs of a specific company, not
a template that can be used by all.
Based on the experience of several
companies, Kaplan and Norton in the
Harvard Business Review article, "The
Balanced Scorecard — Measures that
Drive Performance," identified four key
and linked business perspectives:
shareholder, customer, internal, and
innovation. For example, to make
shareholders happy, companies need to
make a profit. To make a profit, firms
need to make customers happy. To
make customers happy, firms need to
improve quality and cut costs. To maintain a competitive advantage in the
long run, firms need to learn and innovate (Figure 2). The development of a
Balanced Scorecard starts with identifying vision and strategic goals. The
steps include:
1. Translating vision into strategic
goals;
2. Communicating the vision and
linking strategies, performance

measures, and rewards;
3. Integrating business and financial
plans;
4. Providing feedback and learning.

Financial perspective. To succeed financially, how should the company appear
to its shareholders? Results can be
measured by profit, cash flow, return
on investment, market share, and
earnings per share.
Customer perspective. To achieve its
vision, how should a firm appear to its
customers? This perspective includes
translating the vision into specific
measures that reflect what is important to customers. Such a snapshot can
be measured by quality, cost, and customer satisfaction.
Internal business perspective. To satisfy a firm's shareholders and customers,
at what business processes must it
excel? Once factors that make customers happy are identified, management needs to focus on the critical
internal processes that enable it to satisfy customers. Such processes may
include knowledge and application of
tools and techniques such as ABC,
ABM, JIT, TQM, reengineering to make
improvements and gain efficiency, and
measures such as percent of defects
and warranty costs.
Learning and growth. To achieve its
vision, how will a firm sustain the ability to change and improve? In other
words, how can firms assure that they
can continue to create and provide value to customers? Customer and internal
business perspectives give firms information on what areas to emphasize. But
customer satisfaction is a moving tar-

get. To keep up with this moving target,
firms need to make continuous improvements to their existing products and
processes and develop and maintain the
ability to learn and innovate, i.e., introduce new products, new processes, new
competencies, and so on. These goals
can be measured by training, new products introduced, and the like.

Organizational tension and learning.
Organizational improvements are the
result of organizational tension and
organizational learning. Organizational
tension is created by the gap between
an organization's desired future and its
present position. Organizational learning includes changing mindsets, shifting paradigms, and trying to do things
differently. Organizational tension combined with organizational learning produces desired results, and effective performance measures illuminate the gap
between strategic objectives and current operations. Organizational tension
se r ve s a s a co m mu n ic a ti o n t oo l .

Table 2. MEASURES OF KEY
OR
COMPETITIVE
Customer Satisfaction
■ On -time delivery
■ Repeat customers
■ Referral customers
■ Customer complaints— received
■ Customer complaints — resolved
■ Customer spending on brand names

• Cycle time
• Batch size
• Setup time
• Common parts
• W orker skills
• Variety of products

• Percentage of defects
• Cost of quality as percent of sales
• W arranty costs
• Rework cost as percent of production cost

• Response time to customer request
• Order processing time
• Manufacturing cycle time
• Time to introduce new products
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BUILDINGANEWPERFORMANCEMEASUREMENTSYSTEM
YZ Furniture Company, located in the rural Midwest,
manufactures high - quality household wood furniture.
XYZ is a privately owned company and has been in business for more than 90 years. It grew steadily during
1940 to 1980 and has remained stable since then. XYZ's
workforce is predominantly blue collar
(of the total 500 employees, about
425 are blue collar workers) and
unionized.
Over the past few years, XYZ Company, like many other companies in
this industry, faced intense competition and needed to further improve its
productivity and quality. Management
initiated a massive TQM project and
trained managers and workers in
TQM principles such as customer satisfaction, working in teams, and identifying and eliminating waste. While
the TQM effort resulted in improving
quality and productivity, it also created conflicts with existing performance
imeasurement systems. Traditional
measures such as material price and
labor efficiency did not match the
TQM goals. Supervisory bonus plans
(based on departmental goals) were in direct conflict
with working in teams and companywide goals.
It was obvious that traditional performance measures
were inadequate and dysfunctional for improving quality
and customer satisfaction. Management realized that to
attain sustainable benefits from TQM and other
improvement efforts, it needed to change its existing performance measurement system. It needed a set of performance measures that were synergistic, balanced, relevant, and in line with company goals. The steps in
changing performance measures include:

X

Realizing the need for changing performance measures.
The first step in changing performance measures is to
recognize that the existing measures are inadequate for
organizational goals. The TQM environment at the company made it very clear that measures such as material
price variance and labor efficiency variance or individual
managerial bonuses are not in line with TQM effort and
are not in line with corporate goals.
Changing the performance measures. In replacing the
obsolete measurement system, management took several
actions. It used a Balanced Scorecard approach and identified a set of key indices that measure productivity and
quality such as "Net Pallets per Hour," which measures
the Paint Department, and "Diverted Direct Hours per
Day," which measures the effectiveness of direct workers
working on value- adding activities. It abolished the old
MANAGEMENTACCOUNTING
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supervisory bonus plan that focused on the individual
departmental goals at the expense of synergy and companywide goals and redesigned the performance measurement system. It started producing daily and weekly
updates on key performance indices.
Managerial commitment. Lack of managerial commitment often is listed as
the most critical reason for failing to
improve or change. XYZ managers
strongly believed in demonstrating
they mean business. They provided
many hours of training to workers,
and managers attended many seminars presented by the IMA and other
organizations, ensured that owners
made monthly visits to all plants, and
published monthly "Action Items" targeted at improving key indices.
Communication. Communication of the
need for changes, the nature of
changes, and how the changes will
improve organizational performance is
essential to develop trust in the management and to maintain sustained
improvements. In its communication program, XYZ
explained the key indices to all the supervisors and
made the importance of performance measures highly
visible. The focus on key indices is shown everywhere in
the organization, and it produces daily and weekly
updates on key performance indices and highlights the
areas that need improvements.
Overall, the experience has been a rewarding one for
the company and its employees. Current performance
measures that are aligned with the goals of the company
enhance the improvements made through Total Quality
Management. Initial skepticism has disappeared slowly,
and the union has become more open and willing to
accept changes. Although increased focus on key performance measures caused some organizational tension,
employees felt good that management cared about them.
TQM training made the transition from the old to new
system relatively easy. Organizational tensions that frequently accompany changes subsided once employees
realized that information is communicated promptly
and is accepted by the top management.
As a result, all key indices improved, cooperation
among workers and managers improved throughout the
plant, and relevant reports of key performance indices
are produced on a timely basis. Moreover, supervisors
and workers gained a clear understanding of key measures, and discussion of performance measures at the
monthly performance evaluation meetings with owners
became more open.

Organizations that spend resources
on employee training reap significant
benefits. For example, Motorola spent
about $150 million (> 4% of payroll) on
educating its 132,000 employees (about
40 hours/employee/year) and gained a
139% increase in productivity over five
years, according to J. Jasinowski in
APICS — Performance Advantage. Dan
Couger, author of Creative Problem
Solving and Opportunity Finding,
states that ROI from creativity
improvement programs is 300% compared to 100% from TQM and 50% from
R &D. Organizational learning helps
innovation, creativity, critical thinking,
operational efficiency, continuous
improvements, and cumulative learning.

IMPLEMENTING
ANEWSYSTEM

Implementing new performance systems, like any other major organizational change, will be resisted by individuals who benefit from old
performance measurement systems,
who have previously misused or
abused the performance measurement
systems, who are afraid that new systems may expose their poor performance, or who are just afraid of failure. Management can reduce the
resistance to change through its commitment in both words and actions.
This resistance can be minimized
greatly by communicating to employees the need for changes and what
happens if changes are not made and
by providing time, training, and other
needed resources.
In many organizations, only a few
employees understand the performance
measures and how their work is related to strategic goals. Involving employees (unions) in designing and implementing performance measures and
profit sharing are sure ways to gain
employee cooperation. In designing
new performance measurement systems, questions such as what to measure, when to measure, who should
measure, and what are the targets
should be addressed. Just as with any
significant organizational change,
employees need time, training, and
learning. Firms usually go through
three distinct phases in their pursuit to
improve performance measures, according to experts cited in The New Performance Challenge: Measuring Opera-

tions for World -Class Competition

FORFURTHERREADING
Phase 1. This phase involves tinkering
with existing cost accounting systems.
Managers believe that improving an
inadequate cost system somehow will
result in a better performance measurement system. Soon they find that they
get an improved cost accounting system
that does not fix the problems of poor
performance measurement systems.

Phase 2. This phase involves cutting
the Gordian knot — separating performance measurement systems from cost
systems. After realizing that no
amount of tinkering with cost accounting systems will improve performance
measurement systems, a few companies take the simple but bold step of
cutting rather than trying to untie the
knot between cost accounting and performance measures. Of course, cutting
the knot requires the top management
decision to separate internal accounting from external accounting.

Phase 3. This phase involves embracing change in strategies, actions, and
measures. Once the performance measurement system is cut from accounting, companies start integrating vision,
strategic goals, programs and actions,
performance measures, and rewards.
To reach this level, firms need heavy
doses of paradigm shifting and serious
adjustment in attitude and behavior.

MEASURINGTHE
UNMEASURABLE

B

ecause what gets measured gets
improved, performance measures are
critical for an organization's success.
Organizations need to exorcise the performance measurements ghosts of the
past that often were obsolete or dysfunctional. Effective performance measurement systems are top -down and
include critical success factors, a mix of
financial and nonfinancial data, and a
balance between different views. Effective performance measures are congruent with organizational goals and
reward systems, are easy to understand by all employees, promote
intended behavior, and are dynamic.
Dynamic and uncertain competitive
forces demand dynamic and flexible
measures. Management accountants
and financial managers must be cre-
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ative and open to new ways of thinking
and measuring performance. While
some measures can be obtained with
little or no extra effort, others may
require significant additional costs, and
management accountants, of course,
should be aware of the costs and benefits of collecting data. Measurements
are worthwhile only if the users understand the nature and importance of
what is being measured and their
impact on planning and control systems. The challenge for cost accountants and financial managers is to
measure the unmeasurable, to develop
a set of measures that capture the true
essence of critical success factors. ■
Lakshmi U. Tat ikonda, CM A, i s professor of
accounting, University of Wisconsin - Oshkosh,
Oshkosh, Wis. She submit te d t hi s art icle
through the Wi nne bagoland Chapte r, of which
she is a me mber. She can be reache d at (920)
424 -7188. Rao J. Tatikonda is professor of informat i on syst e ms and ope rati ons manage me nt ,
University of Wisconsin - Oshkosh. He can be
reached at (920) 424 -1232.
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s a member of the demographic
mob that travels under the name baby
boomers, I can recall a time when merchants made house calls. In our neighborhood there was a milkman, bread
man, egg man, soda man (with an open
truck stacked with cases of soda and
seltzer), bleach man (delivered laundry
bleach he manufactured at home), and
assorted services like the man who
sharpened knives. All of them vanished, one after another, as centralized
stores grew up all over town.
From that same time period, I remember older citizens explaining that
if you wait long enough, just about
everything will come around again.
Well, they were right. It looks as
though the milkman's back. The tradesmen are returning to the neighborhood,
but now instead of leaving them a note
in the bottle, you can e-mail your order.
Disinter ...what? Despite the skepticism of many, e- commerce between
company and customer will probably
succeed for the same reasons that business-to- business commerce on the Internet has — because it is cheaper,
faster, and more convenient. In modern
bizspeak, e- tradesmen are disintermediationists —like the Dugan bread man
of years ago, Peapod.com eliminates the
middleman. Subtract the cost of building and manning a bricks and mortar
store, add the cost of building and
maintaining a Web site (it's not only
central, but international as soon as it's
up), share the cost of delivering the orders with the customers, and you have
the formula that almost guarantees
that the tradesmen will be reentering
our neighborhoods in the 21st Century.
The progress of e- commerce has been
slow compared to other areas of Internet growth, but it's important to re-

member two lessons from the past.
First, it is possible to grossly underestimate the Internet. Microsoft, with all
its supposed acumen, was an early dismisser of the network, treating it like a
fad that would soon go away. Second, be
cautious about that which is slow —
glaciers also move slowly.
According to Jupiter Communications (www.jup.com), the growth curve
for online shopping is accelerating.
With $.7 billion in sales for 1996, this
year's projected $6 billion is a respectable gain. Jupiter estimates $17
billion in the year 2000 and $41 billion
in 2002. The most popular items
ranked 1 -5 for this year are: travel,
computer equipment, groceries, gifts
and flowers, and books.
The profile of the average online
shopper predictably matches the profile
of the average Internet user: white,
male, middle -aged, college- educated,
and so on. That's now. But as students,
who have been conditioned to trust the
Internet, mature and office workers accept the Internet as their network and
"Internet machines" like Apple's new
IMAC catch on, the profile of the average user should take on the variety of
the national image. A more "generalized" user will demand a greater variety of products —sort of a K- martinizing of the Web.
Roadblocks. The three most common
reasons given for not shopping online
are: a fear of the process; the fact that
you can't see /touch/hear /try on the
product; and the vague feeling that
staying at home and interacting with a
machine instead of going to a store is
somehow antisocial or dehumanizing in
some uneasy, futuristic way. Let's look
at each of these to see how serious a
deterrent each is.

The process can seem daunting —
giving out your e-mail address to a
stranger, sending credit card information across seas with roaming pirate
hackers. As with most activities, however, the more you know about how
something works, the more likely you
are to be comfortable with it. Most established sites have privacy policies
you can access and about which you
can make up your own mind. Encrypting credit card numbers can provide a
much more secure environment than
you will find in most retail outlets.
Consider the following scenario. The
kid at the 10- minute oil change hates
his boss and is really fed up with minimum wages. That broad smile he flash-

Good Sites to Start
www.internetshopper.com is a general
directory of shopping sites with two
search engines for products, bargains
of the day, free stuff, and recommendations for the best shops online.
www.peapod.com is one of the best
groceries online. Click on "How It
Works ", and even if delivery Is not
available in your area yet, you can still
try shopping on a "test drive" basis.
www.amazon.com is seen by many as
the model for online selling. A bookstore and music store, spend some
time there if only to see the way that it
should be done.
www.eboy.com has to be the biggest
garage sale in the world. Really an
auction, it is people -to- people selling
with the most astounding range of
products from beanie babies to auto
engine blocks.

es when you give him your credit card
is due to the fact that he is selling customers' numbers to a friend who specializes in identity theft. What sort of
security measures are in place to protect you?
But what if your credit card contained a chip that sent your number in
encrypted form to the kid's scanner?
Without the key, the encrypted number
is useless to him. That kind of security
is already a reality in e- commerce online. Contrast the real world where the
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CashFlowForecasts:

TheFlexibilityYouNeed—AndThe
PresentationQualityYouCan't DoWithout',
Pro- formas For Professionals is a powerful, flexible and
fully- integrated financial forecasting model designed for
accounting professionals in business and practice.
• Automatic forma tting for a ny size and type of compa ny; a utomatic ta x, interest, a nd
management bonus ca lcula tions; unlimited long -term debt calcu lations. Ca sh flow
assumptions can be ma de for each profit center. Automa tic print -ou t of assumptions.
• Automatic bank margin calcu lations including collateral shortfalls, if any. Automatic
ratio analyses, actual to budget variance analyses, and break -even points.
• Unlimited multi -year forecasts in both monthly a nd a nnu al formats. Up to 2 7 fully integrated financial statements and schedules. Accou nts ca n be a dded, deleted or
automatically reforma tted; presentation - quality reports are printed automatically.
Instant what -ifs. Date -ready for the year 2000.
• All formulas are included and a ll sprea dsheet comma nds ha ve been a u toma ted.
Easy -to- follow documentation and on- screen data entry guides.

Pro-formaS
For

Pro- formas For Professionals is so easy to use,

telephone support is seldom needed.
But when you do, it's free - forever.
Balance, SBeetsml
:Detect
_me St ab

399 +s6s

ProfessionalsM $
Pendock Mallorn Ltd.

(800) 567 -4500
2458111Ave., Ste. 340, NewYork10011 www.pendock.com
evening news suggests that we all assume the body outline of a Quasimodo
when dialing a public phone or keying
numbers at an ATM to foil shoulder
surfers from capturing those numbers.
And if you think credit card and
phone fraud are serious problems, call
your local postmaster and ask him or
her what investigative mechanism is in
place to deter mail fraud. I was given
an out -of -state number to call for that
information, and when I spoke to the
postal agency for our multi -state area, I
was told that they only investigated
mail theft not mail fraud. They suggested that I try other law enforcement
agencies in my home state. It seems
that mail fraud in my state is not the
province of the Post Office.
As the Internet user evolves and the
general public becomes more informed
about the relative risks of the various
ways to buy, this objection will fade. For
now, many Web sites provide alternate
800 phone numbers for those reluctant
to send credit card numbers. Myself, I
am not so sure of the phones. I live in
56
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New York, the most wiretapped state in
the nation. And that's just the court -allowed wiretaps that are admitted to by
government agencies. Who knows
what's going on with the underground!
The second objection to online shopping, that you don't have the item in
front of you, almost sounds like a rationalization offered by those who would
be disintermediated by the process.
Certainly, many items offered for sale
appear only as two - dimensional images
behind the glass of the monitor. But
then, what is QVC? How do you account for the success of home shopping
networks on broadcast television? And
what about the grand tradition of the
one -inch square photograph and copy
that has survived over the years from
the first Sears wishbook to the plethora
of catalogs distributed today?
It is important also not to forget the
interactive nature and deep storage
available to online sellers. Go online to
buy a CD, and you expect to be able to
listen to a few cuts before you decide to
buy. When shopping for a book, you

now can read reviews of other buyers
and, for many titles, even read the first
chapter. And the strongest suit of catalog sales, convenience, is magnified on
the Internet. Not only is Amazon.com
the largest bookstore in the world,
without ever being a real store, but
new ways of marketing are limited only
by a seller's imagination. For example,
when you look up an address or phone
number on Switchboard.com, along
with the name you are given linked information to local restaurants, entertainment, travel, and so on, and you
can even, with the click of a few buttons, send a gift, card, or flowers to the
person you have just found.
The final objection about missing the
human contact that accompanies the
whole shopping experience seems a little mysterious. Isn't that contact predominantly with strangers? Wouldn't
shopping from home return you to the
company of loved ones — family? The
loss of time spent with the family has
been lamented for years. I can recall sociologists warning against the decentralizing effect of activities outside the
home as long as 20 years ago. Now we're
worried about spending less time with
strangers in an activity that many consider a second job — tossing wet packages of chicken into a cart or waiting for
a clerk to get back with our shoe size.
Online selling is not going to replace
traditional retailing. It will, however,
have a serious impact — perhaps causing change that will bring us back to
where we began, back home. ■

PRODUCTSMARKET
Comshere has announced the release of

DocisionWeb"m 2.2, an Internet browser -based decision support application
that combines broad -based distribution
on the Web with interactivity, security,
and the reliability of client/server performance measurement. Users analyze
data resident in a multidimensional
(OI.AP) database, performing drag and- drop dimension rotation, drill
down, and charting. Enhancements of
the new version include OverView, presenting hundreds or even thousands of
data points at a glance, personal views
that recall "state of the applet" information, 13 new chart types, and user defined color -coded exceptions, a calculator applet, sorting, omit missing, and
more. Circle No. 25

ffir

gj,k

omm",

A

rends

IN F I N AN C I AL M AN AG E M E N T

RESEARCH
Anthony J. Gambin, CPA

NEWRESEARCHSTUDYAVAILABLE
IMA's Foundation for Applied Research, Inc. (FAR) has released its
latest research study to help anyone
interested in learning about or doing
business in the republics of the former Soviet Union (FSU). Titled Accounting, Auditing, and Taxation in
the Russian Federation, it is published jointly by IMA and the Center
for International Accounting Development (CIAD) at the University of
Texas at Dallas. Adolf J.H. Enthoven
is director of the Center and the
study's chief author.
When the Soviets began to restructure their economy and opened
it to foreign investment in the late
1980s, little was known about the
Soviet accounting system. In 1992, to
help fill that void, IMA published its
first study on doing business in Russia. Since then, significant changes
have occurred in the accounting and
financial fields as well as in the economic and political arenas in the
FSU. To reflect these changes and to
develop some areas further, IMA and
the CIAD have published reports updating and expanding the original
study.
This new book covers the existing
methodology of accounting and auditing in Russia, the nature of its accounting principles and standards,
the regulatory forces in the Russian
Federation, the structure and layout
of the Uniform Chart of Accounts,
and the contents of the published financial statements. Auditing developments and forms of taxation receive
particular attention.

The study also compares Russian
and western (international) accounting and auditing and shows how
Russia is gradually merging its system and methodology with accepted
western standards and practices.
Readers will see how Russia is making the transition toward modern international financial and management accounting, auditing, and
taxation requirements and standards.
Even the educational institutions are
being transformed to meet these economic and financial requirements.
Management accountants and financial managers operating in or planning to do business in Russia, as
well as practitioners, government officials, and academics who would like
to understand the objectives and
means of accounting and auditing
methodology in Russia, would find
the book particularly valuable.
The book will be sent automatically —free —to subscribers to the Research Publications Service (RPS).
Others may order it for $40 by contacting IMA's Customer Orders Department, 1- 800 -638 -4427, ext. 278;

Separate yourse lf
from the crowd...
Become a CMA (Certified
Management Accountant) or CFM
(Certified in Financial Management)
Let lambers show you how you can
achieve these goals right inyour
home!

own

Mm&n

CMA/CFM REVIEW

For information or sample video
CALL 1 -800- 272 -0707
Circle No. 10

fax: (201) 573 -9507; e-mail: jpirard@
imanet.org. This monograph and the
two previous studies on Doing Business in Russia and the Other Former
Soviet Republics can be purchased
for the combined price of $80.
RPS is an annual service that
costs only $85 ($120 for international
members) and provides subscribers
with every new IMA research report
and selected studies from other organizations that are deemed of interest
to IMA members. ■

THEVALUEOFINNOVATION
ennis C. Daly of Metropolitan
D
State University, IMA representative
to the Consortium for Advanced
Manufacturing - International (CAM -I),
submitted the following report on
CAM -I's second - quarter meeting
June 15 -17, in San Antonio, Texas.
Innovation is the process of transforming ideas into commercial implementation through rapid knowledge
sharing (collaboration) and is the key
to sustainable growth and profitability. Unfortunately, we do not understand the innovation process well
enough to manage it effectively. The
objective of the meeting was to focus
on the challenges and practices of
preserving and improving knowledge
innovation.
CFO challenges.Jonathan Schiff of
Schiff Consulting Group presented an
overview of the current problems facing finance and the motivation needed to change, and he reviewed some
innovative practices in the finance
function of four organizations. In
"Growing CFO Intellectual Capital
for the Competitive Edge: Building
the New Finance from the Ground
Up!" he reviewed the innovative
practices in finance at J.P. Morgan,
SNET, Microsoft, and DEC and described how they were organized into
problems, solutions, and results.
What are the challenges? Massive
headcount reductions, longer work
hours, reliance on a new system that
will fix everything, and transforming
transaction processing shops to decision support boutiques are examples
of what hasn't worked. Furthermore,
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finance is being challenged by the
inroads of outsourcing and co- sourcing, internal competition from IT and
business unit analysts, and a still
too myopic view of the customer.
Conclusions drawn from the breakthrough CFO Organizational Development and Learning benchmarking
study (Financial Executive, May /June
1998) indicate that CFOs often have
not created or communicated a development vision and strategy, under use technology to support distance
and JIT learning objectives, and do
not understand that key job rotation
is of higher value than traditional
training or professional interactions.
Finance leaders must address organizational development and training issues from a strategic point of view
and leverage relationships with colleges. "If finance quality is not people, what is it ?"
Using knowledge. How can organizations preserve knowledge to use it
more fully and extend the capabilities of workers and processes?
Knowledge is the content resulting
from the learning process. The rate
at which organizations learn will determine their competitive dominance,
and harnessing prior knowledge may
help provide a major leap over competition. Each person knows his or
her job better than anyone else —the
problem lies in not getting people
involved with addressing problem solving decisions in their areas of
involvement. Jerry Polesky of GE
Aircraft Engines, who has more than
30 years of experience in training
and personnel development, recommended ways to apply knowledge
management in "Improving the
Workplace of the 21st Century." Best
practices in this area would include
intellectual property cataloging, 40 to
100 hours of training tied to a personal development plan, computerized
job posting, networking, and people
rotation (e.g., finance to operations).
Worst practices would include right sizing, business unit pressure only
on financial goals, and not supporting management training programs.
Leadership in knowledge management involves building intellectual
capacity by assessing and developing
skills, giving open and honest feedback, and supporting coaching /men58
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toring by a recognition and reward
system.
Debra Amidon, author of Innovation Strategy for the Knowledge
Economy: The Ken Awakening, in "Visualizing Opportunity in the Knowledge Economy" shared her views on
the state of the art, state of the
practice, and the future for managing in the knowledge economy. Innovation is the most viable path to
sustainable growth, but, we are told,
an organization uses only about 1%
of its intellectual capacity to manage
the business. Increasingly, organizations will rely on managing the hidden, invisible, intellectual assets of
the business for distinctive market
positioning. Knowledge is the primary driver of innovation, and the flow
of knowledge (not just cash flow)
must be visualized, monitored, and
encouraged with incentives.
Amidon introduced participants to
the tools and processes of managing
innovation. One of the tools and
processes was the community of
practice, which is a small group of
peers in the execution of work who
are held together with a common
sense of purpose and a real need to
know what each other person knows.
Another tool was a "litmus test" of
brief yes /no questions to assess the
extent of your organization's innovativeness. A third tool is a set of diagnostic questions along the 10 dimensions of innovation strategy
(collaborative process, performance
measures, education/development,
learning network, market positioning,
products/services, market penetration,
market image, leadership, and technology) that allow the user to constru ct a rad ar chart to show an
"as -is" and a "to -be" innovation profile of the organization. Amidon also
discussed the seven knowledge
levers, companies that have the best
practices in the use of these levers,
and a matrix for the economics of
intangible value, with key indicators
shown in the cells.
Target costing. In addition to these
presentations, the Target Cost Best
Practice Group conducted a day -long
seminar. Presentations included a report by A. Arnaout of the University
of Stuttgart on German target costing best practices, a discussion and

demonstration of the cost simulation
system of the Alpha Brain Corporation (a Japanese company), a Japanese target costing best practice
report by Yutaka Kato of Kobe
University- Japan, and the preliminary results of the North American
CAM -I Target Best Practice research
study by S. Ansari, Cal State Northridge; I. Kim, of Akron; and D.
Swenson, University of Idaho. ■

MANAGEMENT
ACCOUNTINGPRACTICES
Terri Funk, CMA, CFM, Editor

IMAISSUESLETTERTOISB

T

he IMA's Committee on Professional Issues and the Ethics Committee responded to the Independence Standards Board (ISB)
regarding its Invitation to Comment
(ITC 98 -1), "Proposed Recommendation to the Executive Committee of
the SEC Practice Section of the
American Institute of Certified Public Accountants ( AICPA)" (the Recommendation).
The ISB was formed by the Securities & Exchange Commission (SEC)
and the AICPA to establish a conceptual framework that would serve
as a foundation for independence
standards covering auditors of public
companies. In addition, the ISB has
been charged with providing leadership in improving the current independence requirements. The above
Recommendation would require member public accounting firms to confirm their independence annually to
each public company client's audit
committee or board of directors. In
this confirmation, the auditor also
would offer to meet with the committee or the board to discuss independence further. The ISB believes
that the Recommendation would focus both the auditor and the audit
committee on issues of auditor independence and assist directors in exercising their corporate governance
responsibilities.
The IMA committees' position is
that overall they believe that the
proposal should not be adopted, at
least in its present form. They agree,
however, with the ISB's objective to

increase meaningful dialog between
the auditors and the audit committees. Below are some of the reasons
for their conclusion.
• It is unwise to place additional
focus on the current highly technical and complex ethics rules as
this additional focus may delay
the ISB's goal of developing a
new conceptual framework for auditor independence. The committees feel that the latter goal
should be the ISB's foremost objective and that there should be
reconsideration of how to implement its provisions only after this
goal is achieved.
• A standard confirmation would be
redundant. A more valuable communication would be one at the
end of the audit of how a firm
did comply with the independence
requirement.
• A standard confirmation is likely
to be a stereotyped, routine communication that may not improve
the directors' understanding of independence issues.
A copy of this comment letter can
be obtained by contacting Nora Alta villa, 1- 800 - 638 -4427, ext. 227, or by
visiting IMA's Web site,
www.imanet.org. ■

FASBTOCONSIDERRE-EXPOSURE
OFCONCEPTSSTATEMENT
J im Liesenring, Financial Accounting Standards Board (FASB) trustee,
said recently at the American Accounting Association's annual conference in New Orleans that, "the
Board inevitably needs to consider
re- exposure of the proposed FASB
Concepts Statement, `Using Cash
Flow Information in Accounting
Measurement' (initial Exposure
Draft, June 1997)." He said the reason was because of the recommendations from various organizations including the IMA (see the July 1998
"Trends" column). The IMNs position
is that since the IMA first responded
in October 1997 the Board has significantly changed some of the major
assumptions in this Concepts Statement and that the constituency
should have the ability to review the
Concepts Statement in its entirety. ■
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IASCCELEBRATESITS
FIRST25YEARS

T he International Accounting Standards Committee (IASC) is celebrating its first 25 years. IASC was
founded in 1973 to respond to the
clear and growing demand around
the world for global, high- quality accounting standards that give transparency and comparability. Specifically, IASC's goals were to issue
International Accounting Standards
(IASs) and to promote their worldwide acceptance and observance.
IASC has issued more than 30 IASs
as well as a "Framework for the
Preparation and Presentation of Financial Statements." IMA's Financial
Reporting Committee (FRC) is developing a response to one of the final
proposed standards, the Exposure
Draft (E62) on "Financial Instruments: Recognition and Measurement." IMA's representative to the
IASC is Mitchell A. Danaher, CMA.
But IASC's work has not been lim-

ited to issuing standards. Its Standing Interpretations Committee (SIC),
set up in 1997, already has issued
six final interpretations. The International Organization of Securities
Commissions (IOSCO) will consider
endorsing the core standards for use
in cross - border listings. The SEC is
the U.S. representative body on
IOSCO.
The IASs can be obtained from
the International Accounting Standards Committee, 166 Fleet Street,
London ED4A 2DY, United Kingdom,
+44 (171) 427 -5927; fax: +44 (171)
353 -0562; e-mail: publications@iasc.
org.uk; Web site: http: / /www.iasc.org.uk.
This month IASC will publish three
new standards on "Provisions, Contingent Liabilities and Contingent
Assets" (IAS 37), "Intangible Assets"
(IAS 38), and "Business Combinations" (IAS 22, revised 1998). These
standards will become effective for
global financial statements after
July 1, 1999. ■
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THELEADER IN FINANCIALPLACEMENT
Leadership. Many have claimed it. One has achieved it.
Robert Half is the world's leader in specialized financial

recruiting with more than 225 offices worldwide.

SENIOR INTERNATIONAL
TAX MANAGER
Big Five public accounting practice
offers exciting consulting opportunity
to a CMA with seven plus years' international tax experience in a public or
private firm. Excellent written and
verbal communications skills required.
Business development ability a must,
Big Five experience strongly preferred.
Salary to $100,000 plus bonus.

ACCOUNTANT
$70-million division of international

company seeks an individual to join
its growing operation. Candidate will
directly assist the area finance manager with all accounting processes,
including sales and profit analysis,
budget preparation, sales forecasting,
sales and marketing financial analysis,
inventory reporting and monthly
close. Individual must be a team player and computer literate, CMA a plus.
Salary to $40,000 plus benefits.

REGIONAL PROPERTY
ACCOUNTANT
The nation's largest publicly traded
commercial development company
has an exciting position available.
Candidate will be responsible for all
accounting functions of 5-7 building
portfolios, preparation of GAAPbased financial statements, budget
review, escalation billing and variance
reports. BS in accounting or finance,
strong PC and spreadsheet skills
required. Two plus years' real estate
accounting preferred. Salary to
$40,000 including benefits package.

AUDIT MANAGER
Multibillion dollar airline company
seeks professional to oversee the
auditing of passenger sales. This individual will be responsible for analysis
and evaluation of operations and
implementation of recommended
improvements. Ideal candidate will
have both public accounting and private industry experience in a supervisory role. CPA or MBA preferred.
Salary to $70,000 with benefits.

CORPORATE TAX
ACCOUNTANT
$250- million international manufacturing company has a newly created
position available. Candidate will be
responsible for sales and use tax and
income tax returns. Duties also
include state franchise and government census reporting. Individual
must be a CPA and have two plus
years' tax experience. Compensation
includes salary to $45,000.

COST AND
MANUFACTURING
ACCOUNTANT
Growing manufacturing conglomerate
seeks an eager individual to develop a
strong understanding of the manufacturing business to move to controller
capacity or take on operational
responsibility. Ideal candidate will
have one plus years' experience in a
manufacturing environment. This is
an excellent opportunity with great
benefits including salary to $40,000.

STAFF ACCO UNTANT
A global provider of geographic information and services in both print and
electronic media has position available. Responsibilities include monthly
financial close and other general
accounting duties. Ideal candidate will
have strong written and verbal communications skills in addition to Excel
experience. Individual will be expected to take complete responsibility for
the functional area of this department. Compensation includes salary
to $40,000.

SOFTWARE
IMPLEMENTATION
CONSULTANT
Well- established software developer
is in search of an individual with a
strong construction accounting and
financial management background.
This polished professional will have an
in -depth understanding of information
processing requirements for construction companies. Salary to $50,000
plus a top -notch benefits package.

SENIOR CORPORATE
ACCOUNTANT
Growing real estate brokerage and
development firm has exciting opportunity for individual with a strong
background in financial statement
preparation and analysis. Real estate
experience a plus. This position is an
excellent way to step into a key financial role within this dynamic organization. Salary to $45,000.

SENIOR ACCOUNTANT
Privately held entertainment company
seeks a professional for its growing
operations. Ideal candidate will have
two plus years' experience in general
accounting and the ability to work
independently and supervise staff.
Responsibilities include month -end
close, financial statement preparation
and associated analysis. Compensation includes salary to $40,000.

PLANT ACCOUNTANT
Privately held manufacturing company is in need of a professional to handle inventory management, monthly
close, forecasting, budgeting and
product cost development. Ideal candidate will have one plus years' plant
accounting experience. This position
is a great ground -floor opportunity
with plenty of autonomy. Salary to
$40,000 including benefits package.

FINANCIAL MANAGER
Real estate and mortgage company
seeks a highly motivated CPA with
mortgage banking and real estate financial analysis experience. Strong verbal
and written communications skills a
must. Heavy analysis experience and
business development skills required.
Salary to $90,000 with benefits.

CORPORATE MANAGER
Exciting opportunity available to
individual with 10 plus years' payroll
experience and three plus years' management experience in a volume -driven, transaction - oriented environment.
This multibillion dollar, high -tech
company offers full benefits and
salary to $75,000.

CORPORATE
ACCOUNTANT
High - growth publishing company is
in need of a professional to be
responsible for all inter - company
transactions, multicompany accounts
and financial statement preparation
and analysis. CMA preferred, SEC
experience a plus. Excellent benefits
including salary to $50,000.

SENIOR
INTERNAL AUDITOR
Prestigious Fortune 500 company is
in search of a sharp professional with
three plus years' experience in internal and/or public accounting audit.
Tremendous growth potential available within the financial management
department. Seventy-five percent travel required, CMA a plus. Salary
$48,000 plus travel bonuses.

CONTROLLER

CHIEF FINANCIAL
OFFICER
Medium -sized financial securities
organization seeks a professional with
10 plus years' hands -on public and/or
private industry experience in the
financial services sector. Duties will
include supervising up to 15 professionals as well as overseeing the corporate accounting, finance and bookkeeping departments. Extensive
knowledge of computer hardware and
software required to assist in the
implementation of a new state- of -theart system. Excellent leadership and
communications skills a must, CMA
preferred. Salary to $150,000.

STAFF ACCOUNTANT
Major publishing organization seeks a
self- starter with one plus years' professional accounting experience.
Duties to include financial reporting
and analysis, general accounting and
other special projects. This position
offers tremendous growth potential.
Salary to $38,000 with benefits.

International services organization
seeks professional for its corporate
headquarters. Ideal candidate will have
10 plus years' related public or private SENIOR
accounting experience. Duties include
financial reporting, budget preparation FINANCIAL ANALYST
and analysis, bank relations and acquiLarge distribution company seeks an
sition reviews. Exceptional growth
individual with excellent analytical
potential and salary to $95,000.
skills and experience in process reengineering. Outstanding MS Access/Excel
CHIEF
skills required, CMA preferred. Salary
FINANCIAL OFFICER
to $75,000 plus benefits package.
Rapidly growing real estate company
is in search of a sharp individual to
run the accounting operation. Ideal
candidate will have Big Five and real
estate experience. Strong computer
skills and a supervisory background
preferred, CMA a plus. Salary to
$75,000 plus a good benefits package.

SENIOR
ACCOUNTANT /ANALYST
World - leader, Fortune 500 media
company seeks a CMA with three
plus years' experience in public
accounting. Responsibilities include
financial forecasts, budget and flash
reporting, SEC and management
reporting. This is a fast -track opportunity with salary to $55,000.

COST ACCOUNTANT
Electronics manufacturing company
seeks an individual to be responsible
for manufacturing variances, inventory, accounting/costing systems and
other special projects. Ideal candidate
will have strong cost, analysis and
computer skills. Salary to $45,000
plus an excellent benefits package.

ACCOUNTING MANAGER
This financial services /portfolio management firm seeks a professional
with five plus years' experience to
supervise all general ledger and financial statement preparation. CMA a
plus. Great benefits including salary
to $65,000 and bonus potential.

Call now for a FREE copy of our 1998 Salary Guide!
For more information on these and other professional opportunities,
call Robert Half at 800.474.4253 to be connected directly with
your local office, or visit our website at www.roberthalf.com

ACCOUNTING
SUPERVISOR
Prominent mortgage financing company seeks an individual with proficiency in Excel, Great Plains and Glenn
system. Ideal candidate will have
good communications skills, financial
reporting experience and the ability
to interact with various branches.
Salary to $40,000 plus benefits.

ASSISTANT CONTROLLER
Large mortgage banker offers exciting
position to a polished professional.
Position requires supervision of staff,
general ledger, accounts payable,
accounts receivable and cost experience. Ideal candidate will be a CMA or
MBA with Big Five experience. Competitive salary and benefits package.

SEMI OR ACCOUNTANT
Large mortgage banker seeks individual with strong cost, general ledger
and accounts payable/receivable experience. Supervisory and Big Five experience a plus, CPA or MBA preferred.
This is an excellent opportunity that
won't last long!

FINANCIAL
CONSOLIDATION
SYSTEMS MANAGER
International auto manufacturer
seeks talented individual to interface
between development, operation and
maintenance of the financial consolidation systems. MBA or CPA and
excellent PC skills required. Salary
$75,000 plus benefits.

ASSISTANT CONTROLLER
$30- million manufacturing company
has a newly created position available
for a professional with five plus years'
experience. Responsibilities include
supervision of accounts payable and
receivable, credit and collections,
billing, general ledger maintenance
and financial statement preparation.
This is a challenging opportunity for
a hands -on, team - oriented individual.
Excellent growth potential and salary
to $42,000.

CMA EXAM FLASH CARD
REVIEW SYSTEM
u6
.y,

P a s s Now ...in a FLASH!
• Over 1 ,0 0 0 fla shca rds
• FREE informa tion k it
Call (800) 435 -3769
FAX (609) 588 -0235
Visit
h t t p J / ww w. t u t o r i a l g r o u p . c o m
Mention this ad for $ 20 OFF
complete set order. CFM/CPA
Flashca rds a lso a vaila ble.
The Tuto r ial Gr o up, Inc .
10 6 Ve rsaille s Co ur t
Tr e nto n, NJ 0 8 6 1 9

Wise Guid e s, Inc .
CMA EXAM REVIEW
SO FTWARE
$9 9 DOWN — $99 ONLY
AFTER YO U PASS
Over 120 0 questions with 60 00
answer ra tiona les. Exclu sive
Hypertext Section. Combined
36 years experience teaching
CMA review cou rses in one
extra ordina ry progra m.
Ea ch pa rt as low a s $ 30 down.
Visit u s a t
http: / /www.wiseguides.com
Call 1- 800 - 713 -2098

Shared Medical Systems (SMS) is the leading provider of health
information systems and services across North America and
Europe. We have a long history of excellence in two of the world's
most dynamic industries, health and information technology.
As we move forward, we're building on our experience and
establishing our presence as the world leader in health
information solutions. To support our continuous advancements
we have a multitude of career opportunities to offer.
Here is just a sampling:

Business Analysts
Financial Analysts
Accountants
Account Representatives
SMS offers competitive compensation, an array of benefits,
state -of -the -art technology, and opportunities for professional
development. Please send your resume with salary requirements,
to: Shared Medical Systems, Human Resources Dept., Job Code
RADJMGA001, 51 Valley Stream Parkway, Malvern, PA 19355,
FAX (610) 219 -8879. Equal Opportunity, Affirmative Action.
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Challenge Yourself.

www.smed.com

Corporate accounting can be a
tough row to hoe. Accounting for
Yourself, on the other hand, can be a
very different experience.
More rewarding. More fruitful. We
know. As Americas of accounting
franchise, we can pnrvide accouncants with the tools they need to be
self- sufficient. The tax expertise. The
systems. The marked ng support. And
ways to get and keep clients.
Call us at 1.800.3237292.We
think there's a bumper crop waiting
kith your name on it.

CH ARTER specia lizes in the placement
of Accou nting professiona ls na tionwide.
Positions ra nge from Cost Aectg.
Ma na gers to CFOs. Plea se ca ll to discuss
cu rrent positions a t: 800 -700 -0103
Fax y o u r r e su me t o : 423 -992 -9191
Visit our website at:
www.bfservs.com/cha rter/charter.html
Char t e r Ca r e e r Co ns ulta nts, Inc .
P.O. Box 908 ■ Ma yna rdville, TN 37 80 7
Our client companies pay our fees.

RMETF

FINANCIAIi jo bs.co m —
ON TH E INTERNET
NOTABLE JOB OPPORT UNIT IES!
http://www.FINANCLAI-jo bs.co m
M ic hae l M ulle r
Sc o tt M a r l o w Ag e n c y

J

BUSINESS SERVICES

160HAWTHORNEPARK-ATHENS,GA30606

F- O- R- T-U -N-E o f Co lum b ia ha s won the
National Top Office Production Award for
15 consecutive years. We Specialize in
M a n uf a c t u r i n g Ac c o un t in g opportu nities
na tionwide. Cu rrent opportunities include:
• CFO
• Co st Ma na ge r
• Controller
• Fi na n cia l Ana l yst
• VP F i n a n c e
• T a x a nd Au dit

- o- r- f -u
-n -w
of

pawnnel Coniubantj

Columbia, Inc.

PO Box 23728, Dept. MA
Columbia, SC 29224
Phone (803) 788 -8877 ■ Fax (803) 788 -1509
Web Site: http: / /www.conterra.com/fortune
All Fees Paid

IMAIN-HOUSEEDUCATION

nstitute of Management Accountants' in -house training has
been designed to provide comprehensive, hands -on learning that will increase the productivity and effectiveness of
your executives and their team. Over 40 courses are offered,
and specialized training can be customized to your specific
needs.
❖

You can emphasize issues pertinent to your company.

•3 Your staff can be trained at the same time, hear the
same message, and interact as a team.
❖

Your staff will gain knowledge and skills that can be
implemented immediately.

❖

You select the training time and location that are most
convenient.

d• You will realize significant savings in time, travel,
lodging, and course fees.
❖ ❖All❖programs❖qualify❖for❖continuing❖professional
education credit.
?

L

r
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Institute of
Management Accountants .-

For more information, or to request our latest catalogue,
please call Peter Kurtin at 1 -800- 638 -4427, ext. 213.

CPE! 100 +topics—
FI RS T

MS Office, Internet, WWW,

TIME
O FFERED!

accounting, auditing,

Uniqu e home -based
bu siness. NOT MLM.
Extra ordina rily lu cra tive.
Requires $495 - $5,445
1 -888- 858 -9337
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FREE MicroMa sh
CPE ca talog. Multimedia,
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ontinuing
Education
Kristine Mayer Brands, CMA, Editor

INTRODUCINGJOHNF.BARRY,
IMAMSMANAGINGDIRECTOROFCONTINUINGEDUCATION
In May, John F. Barry was appointed
IMA's managing director, Continuing
Education. For the past 10 years, he
was managing director, Finance &
Accounting Group, for the
Chicago -based Bank Administration Institute
(BAI), the banking industry's premier educational
association. At BAI, he
was responsible for all of
the organization's
financial and accounting
educational programs.
John also has extensive
accounting and financial
management experience.
He began his career in
public accounting at
Touche Ross. He moved to an industry
position working for the Seven UP
Company as a tax manager and assistant treasurer. He also served as director of taxes and accounting policy for
Mercantile Bank.

Balanced educational portfolio. John
believes that it is important to offer a
balanced educational portfolio that features in- person regional and national
classes as well as IMA s alternative delivery course options. IMA's market research continues to show that in -person programs are very popular because
they provide the members the opportunity to interact with facilitators, to discuss issues with their peers, and to
network. He believes that the regionally delivered REAP classes (such as
64
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"The Financial Management Course ")
are strong parts of this portfolio. Also,
the highly popular Annual Conference
and nationally offered seminars provide the membership with
courses on high -level strategy and exposure to real
case experiences from the
managers of leading -edge
companies.

Alternative delivery course
options. Prior to joining
IMA, John spent several
years studying the IMA
and other accounting organizations such as the
American Institute of
CPAs, Institute of Internal
Auditors, and Financial Executives Institute in order to benchmark BAI'S educational programs. He was impressed
with IMA's progress in the area of alternative delivery course options.
These courses include the self -study
courses, Financial Management Network videos, CD -ROM courses, and
reading MANAGEMENT ACCOUNTING for
CPE credit. He believes that the alternative delivery method courses are appealing to the membership because
they are economical and convenient.
He considers the IMA on the leading
edge of alternative delivery and is
pleased that the first Internet -based financial management classes will be offered this fall. In alternative delivery,
the IMA continues to be a front runner,
he says.

Focus on finance. The role of the accounting and financial person is changing. The financial person of the '90s is
no longer solely the numbers person
but is a key member of the management team.
Rick Swanson, IMA's new executive
director, has a membership vision of focusing on all financial disciplines under the CFO umbrella. To achieve this
goal, John wants to broaden IMA's educational opportunities in financial
management. This goal corresponds
with the recent addition of the CFM
designation by the ICMA. John wants
to see the IMA as the first choice for
education in industry financial management from entry level to the CFO.
New financial management courses
scheduled for introduction this fall are
"Strategic Planning: The Role of the
Financial Professional" and "Going
Public —How to Do an IPO."

Hot topics. Maintaining a national
presence by quickly delivering seminars on late - breaking financial and accounting topics is also one of John's
goals. The first of these courses is
"FASB 133 — Accounting for Derivatives and Similar Financial Instruments and for Hedging Activities." This
course provides the basics of this new
accounting standard and techniques on
how to implement it. It is currently
scheduled for September, October, and
December and also will be offered in
Spring 1999.
John hit the ground running when
he joined the IMA. His commitment to
educational excellence and his understanding of the educational needs of
our members will meet the challenge of
educating financial professionals in the
new millennium.
For more information about any of
the courses described in this article, visit the IMA Web site at www.imanet.org, or
call Lorin Woolfe, 1- 800 -638 -4427, ext.
302, or e-mail at lwoolfe@imanet.org.
Kri sti ne Mayer Brands, CMA, is controll er,
Berkeley Software D esi gn, Inc. She is a member of the IM A E ducati on Commit tee . She can
be reached by phone (719) 457 -8407; fax (719)
457 -8445; or e-mail: brandsk @bsdi.com.
John F. Barry, managi ng di re ct or, Cont inuing Education, IMA, can be reached at 1 -800638 -4427, ext. 158; fax (201) 573 -8185; or
e -mail: jbarry(- imanet.org.
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Navision Software US
500 Pinnacle Court, Suite 510
Norcross, Georgia 30071
1- 800- 552-8478
www.navision- us.com
Circle No. 3

DON'T H A V E AN INTEGRATED

HR/ P A YRO L L

S YS TE M IN P L A C E YE T?
e
Yesterday it was the unexpected
"extra" payroll service bureau fees.
Today, you're faced with penalties
because of one government
reporting error. And rising benefits
expenses are eating into your profits.

and training records and pay history.
You can look up anything in seconds,
and easily produce just about any
management or compliance report
you can think of. (More than 200
are built right in!)

Abra Suite' Can Help
Abra Suite gives you control over
the full spectrum of HR and payroll
management. All without breaking
the bank.

Take Control of Payroll

Save Hours on Paperwork and
Reporting
Instead of searching through paper
files, imagine having instant access
to all your critical employee
information. Abra Suite stores
everything from recruiting data to
individual benefits elections,
performance rcN iews, attendance

„w

By processing payroll in- house, you
avoid increasing fees, unexpected
charges, errors and scheduling
problems. And Abra Suite offers a
complete payroll management
solution, including payroll tax filing
and year -end printing services. Plus,
you have unlimited access to all your
data for reporting and analysis, and
the flexibility to do trial payroll and
special check runs.
Payback in Less Than a Year
Many HRIS solutions come with big
price tags and big implementation
times. Abra Suite is different.
With solutions starting at less than
$5000, it's affordable. It's easily
implemented in your current
technical environment. And it's
easy to use (Honest!). Put it to work

today, and you'll see full payback in
less than a year.

Call Us Today
Let our experts help determine
how you can start saving tomorrow.
Call 800- 424 -9392.
Authorization Code YH999.

The #1
HR [Wayrol l
sol ut i on
Use d by more
than 15,000
organi zat i ons
n a t i o: ••amide
Year 2000
c ompat i bl e
NEW! Fully
integrated
payrol l tax
,Filing &
pay ment servi ce

Microsoft

Best!'
Ca l l 8 0 0 . 4 2 4 . 9 3 9 2 o r vi si t www. b e s t s o f t wa r e . c o m / a b r a

