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Introduction

[image: image]




FOR THE PAST DECADES, financial folks relied on old principles, techniques and theories in determining the performance of the companies and give feed backs to the executives and CEOs so they can make the necessary improvement and take decisions. The CEO wants help finding the resources to fund a new project; he wants to know where we can improve costs in products and services, and he wants to know whether improvements made have resulted in financial gain. The CEO needs help seeing where the company has improved or declined and what the future looks like given the current circumstances.

Unfortunately, many corporate management accounting systems are inadequate for today's environment. They haven't been improved substantially since then. A famous example of this is the use of ABC (Activity Based Cost) system. Jean E. Cunningham and Orest J. Fiume indicated that many companies have found ABC encourages batch processing in order to spread costs over a larger number of units in favor of reducing the unit/cost.

In the unique book Real Numbers by Jean E. Cunningham and Orest J. Fiume, the authors presented how for decades US was the world's manufacturing giant, home of quality and efficiency. Many industrialists didn't notice until too late that they were getting clobbered in the marketplace. Especially in the automotive industry, giants like GM, Ford, and Chrysler were losing significant market share to Japanese companies, led by Toyota.

Because most of accounting systems were mostly developed in the early 1900s to support manufacturing products in batches, these same systems now send wrong, and sometimes disastrous signals in a lean environment. It is like an island in the stream, the accounting areas have remained rooted to the methods that have been taught in business schools for decades.

If you work in an accounting department, look at where your department is and where people go during the day. Do accountants come in, sit at their desk and remain fixed there all day long? Are they far from the rest of the action? Do they ever go to the site where parts are being purchased, where products are being designed? If they do not, if people from through the business have to come to accounting to seek information, it is a good indication that the accounting team is sidelined!
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