


The Current Situation

Conventional accounting
reports the results of past
performance.

The information is historical,
like driving a car using the
rear view mirror.

Not timely and limited in
value to managing the
operations of the enterprise.

Excludes non-financial
information.

Necessary for reporting
purposes.

Reference:

1. The Handbook of Process-
Based Accounting

by James A. Brimson
2. http://www.aicpa.org

American Institute of Certified
Public Accountants



The fundamental nature of many
businesses has changed

From: Asset intensive
To: Knowledge intensive

cee. AS Early 1980’s Book value was 95%0
reﬂeCted in of market value

Early 2000’s Book value was 28%0
the Way of market value
W?I I Street Fortune Magazine
values

companies. :
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Process-based or “Predictive”
accounting
uses process information to project
future financial and non-financial
performance;
that Is, forward-looking
Information.
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Predictive accounting builds on
conventional accounting practices

Event

Transaction

A 4

Operational
Data

Performance
Measures
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GAAP
Classification

Rules
(General Ledger)

Income
statement
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Process Cost
Standards

SiIx Sigma

Traditional accounting system

Predictive accounting system

Balance
Sheet

Decision
support
Cash flow
Budget
Capital
budget

Process
Control
Chart

Process
Performance
Statement




It uses process tools and adds
a process framework

[ Goal
u Tool

Galdna®

(Baldrige and Six Sigma)

Process
Standard Process
Variation
Process Activity : —
Cost Based Cost Quantify Six Sigma 1SO 9001
Variation
Process Balanced —
Performance Scorecard Variation Root Cause Re-
] Reduction Analysis engineering
/ Lean ERP
Kaplan & Norton Process Enterprise
Accounting
Measure Earned
Process Value
aldNe®
Control Control
Process Charts
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Predictive accounting IS
Implemented In two stages

Sta_ge 1 Stage 2
Enterprise Level Department Level
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'Process-based / Predictive
oL

== Accounting...
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e Glves you the information you need to close
the current month’s books today rather than
next month.

e Leverages KPIs and process information to
predict outcomes and then manage those
expected outcomes to greater competitive
advantage.

e Allows adjustment for “key events” that could
Impact the process and change expected
results. .



Stage 1
Enterprise Level

Process Performance Statement

\Ps;?—/%h (Amount ) (Strategic Measure Valu)Target Velocity > (Variation ) @
eS T$40,000

Raw Materials 9,000

Understand markets and customers 280 Revenue per customer $4 $ - 1.3 $5,700
Develop vision and strategy 110 Shareholder value +2% +5% --- 2.1 800
Design products and services
Research & Development 600 Average revenue per patent $11,240 $15,000---- 1.1 250
Introduce new product/service 250 Revenue per new prod $10,040 $15,000 ---- 1.3 200
Refine existing products/services 400 Target cost achievement 88% 98% ---- 1.4 32,000
Market and Sell
Market products 860 Revenue per lead $0.10 $0.15 ---- 2.0 750
Sell products or services to relevant segments 1,250 % contacts sold 45% 60% 3.8 weeks 2.0 18,000
Process customer orders 320 Accurate & on-time 92% 100% 5.5 days 0.8 $5,700
Produce and deliver for manufacturing/service
Procure materials 1,500 Targeted time, quality and price84% 100% 25 days 2.3
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Understand where you spend your money--
spending by process

Process Amount
Sales $ 40,000
Raw Materials 9,000
Understand markets and customers 280
Develop vision and strategy 110
Design products and services
Research & Development 600
Introduce new product/service 250
Refine existing products/services 400
Market products 860
Sell products or services to relevant segments 1,250
Process customer orders 320
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Understand how effectively your processes

operate
Process Strategic Measure Value Target
Sales
Raw Materials
Understand markets and customers Revenue per customer $4 %5
Develop vision and strategy Shareholder value +2% +5%
Design products and services
Research & Development Average revenue per patent $11,240 $15,000
Introduce new product/service Revenue per new prod $10,040 $15,000
Refine existing products/services Target cost achievement 88% 98%
Market and Sell
Market products Revenue per lead $0.10 $0.15
Sell products or services to relevant segments % contacts sold 45% 60%
Process customer orders Accurate & on-time 92% 100%
Produce and deliver for manufacturing/service
Procure materials Targeted time, quality and price 84% 100%
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Understand how quickly your processes

convert cash

Process

Velocity

Sales
Raw Materials
Understand markets and customers
Develop vision and strategy
Design products and services
Research & Development
Introduce new product/service

Refine existing products/services

Market and Sell
Market products
Sell products or services to relevant segments

Process customer orders
Produce and deliver for manufacturing/service
Procure materials

3.8 weeks
5.5 days

25 day




Understand much your processes vary
(Higher Sigma — More Stable Process)

Process Variation (Sigma)
Sales
Raw Materials
Understand markets and customers 1.3
Develop vision and strategy 2.1
Design products and services
Research & Development 1.1
Introduce new product/service 1.3
Refine existing products/services 14
Market and Sell
Market products 2.0
Sell products or services to relevant segments 2.0
Process customer orders 0.8
Produce and deliver for manufacturing/service
Procure materials 2.3
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Understand how much value your

processes have created
(Every Process Creates or Destroys Value)

Process Value
Sales
Raw Materials
Understand markets and customers $5,700
Develop vision and strategy 800
Design products and services
Research & Development 250
Introduce new product/service *-".'.ﬁf 200
Refine existing products/services 32,000
Market and Sell
Market products 8 750
Sell products or services to relevant segments 18,000
Process customer orders 15,700

Produce and deliver for manufacturing/service
Procure materials
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Stage 2
Department Level

How Predictive Accounting Works

e Create a process flowchart.

e Create a process cost standard for each
step in the process.

e Develop a statistical understanding to
determine the probability that the
process will function as defined.
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Processes >
are easy °
to
document
via
flowchart.

Ef.

A4

Sales
Forecast

Procure Material

1 Develop sales forecast Sales 12 Expedite material Receiving
2 Take customer phone order Sales 13 Expedite material Quiality

3 Take customer mail order Sales 14 Inspect material Quiality

4 Issue Requisition Planning 15 Reject material Quality

5 Run MRP Planning 16 Returns goods to vendor Quality

6 Resolve vendor problems Purchasing 17 Certify vendor Quality

7 lIssue Purchase Orders Purchasing 18 Pay vendor invoice Accounting
8 Expedite orders Purchasing 19 Contact vendor Accounting
9 Certify vendor Purchasing 20 Issue debit order Accounting
10 Move material Receiving 21 Store material Warehouse
11 Receive material Receiving 22 Cycle count inventory Warehouse
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Processes often begin and end
IN different periods, lending to
predictabils —
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Future Period
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Predictive accounting can also be
used to calculate non-financial
performance measures, as well as
process cost

Variation causes Longer time causes Longer time causes
higher resource usage higher resource usage greater working capital
Quality Process Time Cycle Time

m = =

Time Time
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Workload well
understood |;1 term

. T
. O F
# P
-’.—-“-‘ T
& >

P
Known by

, MRP and X
" Purchasing system _®

=2
OUTPUT  {

INPUT :> Activity: Receive :> 400000 $0.94
1OQ,OO_O Material Rec;eipt $430706’000000 = per
Deliveries Notices ‘v receipt

B Known by

ABC and
1SO 9000
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... predictability is directly related to amount of
variation in time it takes to complete a unit of work

i< Predictive

'
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”-‘ l‘.\‘" M

Historical

In Control Out of Control
Process Process
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Impact of key event versus expected event

ey = Expected y's'/@nt

Event 23



Examples of Key Events...

Terrorist attack.

Introduction of a new
technology that competes
with your product.

Bankruptcy of a key
customer.

Strike at a key supplier.

Unexpected personnel
change.
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Conclusion: we can predict cost implications in the
short-term relatively well

|- (1) Processes are stable
(2) Key events are understood

(3) We adjust the process cost standard for
difficult work.

25



Howto
impicinent




Step 1
Define the processes and activities of a company




Step 2
Develop an activity resource consumption standard for each activity

i
Activity: Apply cash
Resources consumed: Clerk 6 minutes
PC workstation 6 minutes
Software 6 minutesper transaction
Facilities 100 square feet
Outputs consumed: # of cash applications 15,000 per year (1,250 per month)
Cost of resources consumed: Collection clerk $12.50 per hour for 1/10 hour $1.25
PC workstation $3,000 cost; 3 year life;
$1,000 x (12 = (9,500/6)) 0.05
AR software 1 cash appl * $0.05 / cash appl 0.05
Facilities $13.50 per square foot per year;
$1,350 x (12 + (9,500/6)) _0.07
Cost per cash application processed $1.42

28
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Step 3
Determine amount of process variation by performing a root cause
analysis

/ Operator apathy

Unavailable operator
Defective material
Machine breakdown

Improper set-up

Operator error

Schedule changes
Feature variation
Unavailable machine/Power shortage

Miscellaneous




Step 4
Develop the planned workload using a key event planning table




Key earned value questions:

What has been accomplished? What did it cost?

Earned value approach:

*Determine the outputs completed during the current period.
*Use the activity standard.

*Multiply the outputs by the activity standard
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Step 5
Track the actual workload accomplished during the analysis
period
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Step 6
Track the actual cost incurred by the group




Step 7/
Compute the earned value by multiplying the actual work
accomplished by the process standard




B N S e
Step 8
Compute the difference between earned value and the actual
cost
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Step 9

Plot the variance on a control chart to determine whether the

earned value i1s within control limits.

2484

2258

2032

L
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Planned Versus Actual Accomplishment

Actual Resource Cost
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for your Company
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