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ABSTRACT

The nature of our research was to determine the content, scope and structure for a
course in basic financial management which would be used to introduce foreign military
officers to the field of financial management. The Naval Education and Training Security
Assistance Field Activity (NETSAFA) indicated there was a need for a generic, introductory
financial management course because of the numerous inquiries from foreign governments
concerning financial management subject matter. Foreign officials requested that their staff
officers, which have varying degrees of familiarity with the financial arena, be schooled in
the basics of financial management. Research determined that the course should be
approximately two weeks in length in order to adequately cover the following subject
areas: accounting, budgeting, management fundamentals, auditing, management
information systems (MIS) and total quality management (TQM). In addition to
formulating the content, scope and structure of the course, a draft student and instructors’

guide were developed and are included in Appendices A and B.
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I. INTRODUCTION

A. BRCKGROUND

The Naval Education and Training Security Assistance Field
Activity (NETSAFA) determined there is a need for the
development of a short but comprehensive financial management
course of instruction to supplement and complement the
professional courses of instruction the majority of foreign
officers are receiving in Department of Defense courses of
study. This was further solidified based on the requests of
several foreign governments concerning the need to educate
their mrilitary staff officers in the basics of financial
management. The educational background and practical
expertise of these officers is in a myriad of warfare
specialties and their level of exposure to financial
management is very low or nonexistent.

The very complex capital markets that exist within the
United States force private sector companies to be very
sophisticated with financial management practices they
incorporate. (Stiglitz,1988) Manufacturing, service and
retailing companies require wvalid and timely financial
information in order to survive in a highly competitive
capital market structure. (Rayburn,1989) Public sector and

non-profit organizations benefit from the lessons learned in




the private sector. (Anthony,1988) The financial tools needed
to survive in the private sector are also necessary in the
public sector. The basic tools of financial management are
also necessary for every manager at every level of a public or
private sector organization. (Brigham,61988) Because of the
sophisticated capital market and the associated financial and
managerial techniques currently being used by the private
sector, the public sector, ie., Department of Defense has
greatly benefitted from the theories, practices and techniques
that have been developed. (Stiglitz, 1988) This in turn has
convinced many foreign governments with less sophisticated
capital markets to send their officers to be schooled in these
advanced theories, practices and tzchniques.

Investigative research conduc:ed on various Department of
Defense (DOD) financial management programs revealed the
current training being provided to military staff and upper
echelon military and civilian personnel are too specific
focusing on U.S. oriented financial policies and procedures.
In addition, many of these courses require prerequisites.

More in-depth findings are contained in Chapter II.

B. OBJECTIVE
The primary object of this thesis was to design and

develop a generic, introductory financial management course




which could be used to educate mid-grade, non-financial
management foreign officers in basic financial management
principles.

Financial management is "the planning, acquisition and
utilization of funds in order to maximize the efficiency and
value of the enterprise." (Brigham,1988) There are "financial
implications in virtually all business
decisions." (Brigham,1988) Managers should have some financial
management knowledge in order to analyze financial information
and make good decisions based on the analysis for their own
specialized interests. In order to address the basic
principles the course is divided into two sections.

The first section, Appendix A, is the student guide. It
addresses six subject areas or modules. They are: accounting,
budgeting, management fundamentals, auditing, information
systems and total quality management. Each subject area
stresses theory, current practices and basic techniques. The
modules contain course objectives, general course reading
material, example figures, additional subject area readings
list and references.

The second section, Appendix B, is the instructor’s guide.
It also addresses the six subject areas. The instructor’s
guide fccouses on teaching each module. It outlines the
student guide and has lecture notes included within the

outline. the lecture notes address the key ideas that the




instructor should stress to the student. The instuctors’
guide is divided into modules and contain course objectives,
course outline with lecture notes, viewgraphs for classroom
presentation, additional readings list and references. Along
with +the two sections, supplemental case studies were

forwarded.

C. RESEARCH QUESTIONS

The focus of research centered around determining the
optimal course objectives, content, scope and structure in
order to fulfill the professional needs of the foreign
military officer. To define and direct the methodology a
number of questions were composed to focus the research. They
are:

1. Who is the target audience?

2. What is the target audiences’ background?

3. What are some course expectations?

4. What are subject areas of study?

5. What principles should be taught?

6. What should be the sequence of instruction?

7. How should the material be presented to the class?

8. What course format should be used?

9. What are the costs of providing the course?

10. What are the logistic requirements of the course?

11. What are the benefits of offering the course?




The aforementioned questions were invaluable tools in
directing the level of research in determining course content,
scope and structure as well as determining course
effectiveness.

The goal of vesearch was not to arbitrarily design a
course based upon our limited background, but rather to
utilize the expertise and writings of knowledgeable
educators. (Rummel, 1963) This required consultations with
experts in the various subject areas determined to be
essential for this course and with education experts versed in
the design, development and implementation of courses and
courseware in crder to maximize the quantity and quality of
course related materials. This was extremely important
congidering the volume of research material available on the
various subiject areas and the time constraints placed upon the

course length.

. SCOPE, LIMITATIONS AND ASSUMPTIONS
1. Scope

The scope of the course was limited only by the length
of time allotted for the course itself. The restrictions
placed upon the material included or covered in the course
itself were only such that the target audiences would obtain
basic essentials of financial management such as accounting,
general management and control principles. The goal was to

provide quantity as well as quality information on the basics




of all available financial management related subjects. Also
the course’s scope was not to overlar with existing Department
of Defense courses currently being taught. The general
subject areas selected to be the foundation for the structure
of the course and the most effective in meeting the
aforementioned objectives were accounting, budgeting,
management fundamentals, auditing, management information
systems (MIS) and total quality management (TQM).
2. Limitations

There were two limitations placed upon the design and
development of the course. They were course length and course
scope. The length of the course could not exceed two weeks.
The course scope could not overlap existing DOD courses.
These limitations played major roles in formulating the
structure and methodology ultimately used in the courses’
design.

3. Assumptions

There were several assumptions made when designing the
course which affected its content, structure and level of
technical difficulty. The course was designed to be taught to
a class composed of a cross-section cf foreign military
officers so their comprehension of the English language was
assumed to be a prerequisite to the course. Although
comprehension of English was assumed, technical jargon was

avoided to the extent possible as to not undermine cr change




the meaning of a particular meaning or thought. The
assumption was made that the majority of the target audience
had 1little to no financial related background since the
expertise of the students would vary significantly. Due to
the volume of material provided in the limited time allotted,
the student guide, Appendix A, was designed and structured
such that it contained examples and figures that supplemented
the reading material. The student would be provided with a
copy of the instructor’s viewgraphs too. Also the student
guide contains a glossary and additional reading list which

complements the material being taught.

E. METHODOLOGY AND LITERATURE REVIEW

As mentioned earlier, the methodology selected for the
structure of the course was significantly affected by the time
regstriction. Two weeks is an extremely limited amount of time
to spend on any one of the six subject areas selected for
inclusion in the course. Volumes of pertinent information is
provided in the student guide in a very logical and methodical
manner such that it can be referred to quickly. The student
guide is designed to be a readers’ digest of accurate and
applicable information.

1. Methodology

A eimple but comprehensive approach was wused to

develop the proposed course. Because of limited exposure to

financial managenent and the educational development pro-.:ss,




it was determined that the best course of action would be to
begin the research by reviewing existing financial management
related courses offered by the Department of Defense, the
Department of the Navy and various civilian institutions of
learning. This included reviewing recommended textbooks,
written material on the subject of financial management,
obtaining copias of classroom material, interviewing educators
and training experts and actually observing student
interaction in the c¢lassroom environment. Using this
methodology and research technique while considering the
proposed target audience, the scope and the content of the
course was developed. It was also instrumental in formulation
of the courses’ structure and courseware presentation. (Van
Maanen, 1982)
2. Literature review

The majority of the 1literature reviewed included
information provided by the Naval Postgraduate School library,
Department of Defense and Department of the Navy course
outlines and correspondence courses, the Defense Systems
Resources Management College and various academic
institutions. The list of references is properly documented

and appropriately footnoted in Appendix A.




F. DEFINITIONS AND ABBREVIATIONS

There are numerous definitions and abbreviations which are
used in the text of the course. A consolidated glossary
including all definitions and abbreviations is contained in

Appendix A.

G. ORGANIZATION OF STUDY

The remaining three chapters provide the details of the
research conducted. Chapter II begins with the specifics of
the data collection process used and then addresses how this
information was tailored to fit the target audience. It also
contains specifics on how the subject areas were selected,
their scope and ultimately the course structure. A brief
discussion of course costs, logistics and benefits is also
contained in Chapter II. Chapter III addresses th2 future of
the course and focuses on course refinement, expansion and
ultimate evolution of the course. Chapter IV, conclusion,
summarizes the research work performed and provided
recommendations based upon lessons learned as result of this

resgearch.




II. PROCEDURE FOR COURSE DEVELOPMENT

A. DATA COLLECTION
The first phase of course development was to collect as
much available irformation as possible on the subject of
financial management. Because this subject area is very brcad
it is important that current information be collected and the
scope narrowed as quickly as possible. To do this five
collection areas were utilized. They were existing courses of
study, existing correspondence courses, potential or future
Department of Defense courses, current academic sources and
interviews with various Department of Defense and Department
of the Navy training specialists. During this phase it was
important to determine if this course of study had already
been developed. If it had the need for developing a new
course would be unnecessary.
1. Existing courses of study
There are three existing courses offered within the
Department of Defense that address governmental financial
management. These courses are primarily United States
government oriented with a specific target audience
identified. For example, the Air University located at
Maxwell AFB, Alabama has a comptrollership course for 0-5's

and above. This course 1is designed to aid the officer or
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civil servant who will be working at the major claimant level
or above. The course is specific in nature and very narrow in
scope focusing on Department of Defense policies and
procedures. Another course reviewed was the Practical
Comptrollership Course located at Naval Postgraduate School
Monterey, California. This course was also very specific in
nature and narrow in scope focusing on Department of the
Navy’s financial policies and procedures. Both courses
address their own peculiar way of accounting, budgeting,
controlling and auditing.

The third course being taught was the RAir Forces’
comptrollership course. This course focused on the Air
Forces’ financial policies and procedures.

While each course had a different target audience and
their own way of doing business, there were some basic common
features of every course. These similarities were useful and
included in Appendices A and B. They are:

a. All three courses addressed accounting, budgeting

and controlling.

b. All three courses utilized guest speakers to

enhance the credibility and depth of the course.

c. All three courses had a student guide and

instructors guide.

d. All three courses utilized classroom visual aids.

11




2. Review existing coorespondence courses

The Department of Defense has published many
correspondence courses in the areas of accounting, budgeting,
management, auditing and controls. These courses are very
narrow in scope and their subject matter is Department of
Defense oriented. Currently, these courses are utilized as
prerequisites for advancement within the general service (GS)
career path.

While reviewing the specific courses offered in
accounting and budgeting, some good information was provided.
Primarily, correspondence courses are good if one subject area
is being learned and one has a general knowledge of the course
of study. The student focuses on one subject area and after
completing the course has a tendency to forget some of the
subject matter if he or she is not using the knowledge gained
on a daily basis. Although correspondence courses are very
good, the breadth and depth of information required by the
student indicated the classroom environment would be more
effective.

3. Potential courses of study

While conducting research on this subject area, it was
discovered that another graduate student was tasked to develop
a short course of study on financial management for the
Engineering Duty Officer (EDO) basic course. The primary

focus of this course concerned the fundamentals of financial
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management in the Department of the Navy. While discussing
the EDO course with Professor J. San Miguel and Professor B.
Roberts, a basic course planning outline was provided for
perusal. This outline was used as a guideline for planning
the further development of the subject course. (ASTD,1989)
4. Current academic sources

The next step in the data gathering process was to
review the curreat courses of study in the area of financial
management at academic institutions. The first institute
reviewed was the financial management curriculum at Naval
Postgraduate School. The second institution reviewed was the
MBA curriculum at Stanford University. The review consisted
of looking at the methods of instruction, areas of study and
whether or not a course of study exists that would satisfy the
basic requirements of the subject course. (Jones,1985) During
this process three points were identified and they are:

a. The existing courses of study are very detailed and

require a considerable amount of time for study. The

completion of the course of study would result in

Masters Degrees.

b. Each course of study has similarities such as

accounting, budgeting, management, auditing and

controlling.

13




c. Neither course of study at the two institutions
satisfy the time and money constraints set forth by

NETSAFA.

5. Interview of training specialists

Finally, interviews with various Department of
Defense, Department of the Navy and Department of the Air
Force training specialists were conducted over a one year
period. During the interviews that were conducted at various
locations throughout the United States various questions were
agsked concerning the curriculum, the student composition,
course structure and past training of foreign students. The
interviews were conducted in a one-on-one environment which
generated two-way communication between the interviewer and
interviewee. (Dexter, 1970) The feedback received from these
training specialists shaped the format of the course’s
development. Information gathered from these interviews was
complied and correlated to determine what subject areas were
considered important, where to teach the course, what problems
might be encountered, what should be the optimal course
structure and what are the course prerequisites.

Each of the aforementioned areas’ data was assembled,

categorized, analyzed and correlated to determine the best mix

14




of subject matter that should be taught. It was determined
that four areas of instruction should be taught. (Van
Maanen, 1982) They are:

a. Accounting

b. Budgeting

c. Controlling/Auditing

d. Management fundamentals

"Financial management is usually associated with the
practice of accounting." (Symonds,1969) Accounting is defined
as "a system for measuring the results of business activities
and communicating those measurements to interested
users." (Davidson,1988) Another definition is "an information
system conveying specific information about a specific entity.
The information is in financial terms and is restricted to
information that can be made reasonably
precise." (Davidson, 1984) Financial information accounting
provides is useful to every manager in sSonie way or another.
Therefore, basic azccounting methods must be understood in

order for the manager to have a good foundation on which

finanacial management rests. The course addresses three
accounting processes. They are: financial, cost and
managerial.

Financial accounting is concerned with the historical
reporting of the financial position and operations of a
company or organization to external wusers on a regular

basis. (Anthony, 1988) It is necessary that financial
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accounting reports and principles be understood prior to
instruction in more advanced accounting methods.

Cost accounting is by definition "a sub-field of
accounting that records, measures and reports information
about costs." (Deakin,1987) Cost accounting provides managers
with internal information and external information.
(Rayburn, 1989) The identification of costs and how these
costs are accumulated and allocated are important in a
manager’s decision making process.

Managerial accounting enables an organizations
managers accunulate financial information in order to
effectively compete in whatever environment the organization
is in. It is an "accounting system designed to do its job of
decision making, planning and control." (Deakin,1987) Good
managerial decisions are based on many sources of information.
The analysis of valid and timely financial information is an
important part of the decision making process.

Budgeting was found to be a crucial point in financial
management. Budgeting expresses the financial requirements
necessary to s3upport an organizations objectives and goals.
A budget is a planned program for a specific time period in
terms of estimated costs, commitments, expenditures and
financing. It is more complicated than merely a plan for
expending funds. It is a means of two-way communication
between organizational <cost centers and upper level

management . (Hitch,1986) The budget process touches every part
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of an organization’s infrastructure. Therefore, understanding
the budgeting process is critical for every manager.

Control is the "process of assuring that the actual
activities conform to planned activities." (Stoner,1989)
Controls are used throughout an organization to ensure
standards are established, performance 1is measured and
deviations are corrected. Financial controls are a part of
the organization’s overall control mechanism. Managers at all
levels must understand and comply with the organization’s
controls. A sub-set of controly is the audit process.
Auditing is the process by which independent entities
accumulate and evaluate quantifiable information about the
organization. (Arens,1988) There are two types of audits.
They are: external and internal. (Burton,1982) The manager
must understand the differences between these audits, the
areas they are concerned with and their purpose. Generally,
audits measure the effectiveness of the organization’s
controls by using quantifiable data. This data is usually
accumulated from financial statements, accounting practices
and other relevant financial data. (Kropatkin, 1987)
Therefore, the manager must have a good working knowledge of
financial management in order to understand the organization’s
controls and associated audits.

Finally, an understanding of management fundamentals
is critical for any manager. Management is "the process of

planning, organizing, leading and controlling the work of
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organization members." (Stoner,1989) Management is using all
available organizational resources to reach stated
organizational goals. (Stoner,1989) The importance of
understanding the four management principles cannot be over
stressed. Each principle affects the manager’s understanding
of the appropriate application of financial principles,
practices and techniques.

Based upon the data collected and research conducted,
the aforementioned areas became the foundation of the course.
In conjunction with data collection the courses’ target

audience was being determined.

B. TARGET AUDIENCE

During the data collection phase, the training specialists
at NETSAFA discussed their ideas on the type of student that
should be taught if this generic course of instruction was
available. The target audience would be composed of mid-grade
foreign officers who have little or no financial management
exposure. These officers would be front-runners in their
respective military organizations. Based on this
prerequisite, interviews with foreign officers that had
previously completed course(s) of study in Department of
Defense or Department of the Navy financial management courses
were conducted. The purpose of the interviews was to gain

information on the necessity >f a basic financial management
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course for foreign officers and then determine why existing
Department of Defense courses were not meeting the foreign
officer’s needs.

A series of interviews were conducted with several foreign
officers. These officers were senior officers ( 0-5’s) of the
Royal Saudi Naval Forces (RSNF) and had completed several
Department of Defense comptrollership courses. The interviews
were conducted one-on-one to generate two-way communication
and to put the interviewee at ease. (Rummel,1963) The results
of the interviews are as follows:

1. The current Department of Defense and Department of
the Navy comptrollership courses are too United States
government specific. Although the information disseminated
was informative and nice to know it did not help the foreign
officer understand the basics of financial management. The
information does not help the foreign officer understand the
basic financial relationships necessary to help him do his jo0b
in his specific country.

2. The course of study at the Department of Defenses’
comptrollership course at the Air University is too long. The
Practical Comptrollership course at NPS is the right length
but does not provide the basic information needed by the
foreign officer.

3. All foreign officers interviewed indicated that what
is needed is a basic, fundamental course that introduces them

to financial management in a generic way. The course would
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give them the tools and flexibility necessary to apply the
principles and procedures 1learned to their own unique
management situations.

4. The course of study shculd include general subject
matter such as accounting, budgeting, controls, management
fundamentals, management information systems and total quality
management.

5. The course should be provided to mid-grade foreign
officers with little exposure to financial management.

Therefore, based on the interviews and NETSAFA'’s
recommended target audience it was determined that mid-gradé,
non-financial manager foreign officers should be the initial

target audience.

C. COURSE SUBJECT AREAS AND OBJECTIVES

Once the target audience was identified then the course
subject areas were determined. Based on the overlapping
subject areas discussed in the data collection phase and the
recommendations made by both training specialists and the
foreign officers interviewed the following course subject
areas were formalized and divided into six modules:

1. Accounting

2. Budgeting

3. Management fundamentals

4. Auditing

20




5. Management Information Systems (MIS)

6. Tntal Quality Management (TQM)

The next step was to develop subject area objectives.
Using reference material complied during the data collection
phase for each subject area, and cutline for each subject area
or module was created. (Ref. ASTD) Based on the outline, basic
objectives for accounting, budgeting, management, auditing,
MIS and TQM were formulated. These objectives were
specifically defined later during the course content and

structure phase and are included in Appendices A and B.

D. COURSE CONTENT AND STRUCTURE
The first step in developing the content and structure of
the proposed course began with the compilation of reference
material, the content of courseware being utilized in current
Department of Defense comptrollership courses, and general
curriculum course structures at NPS.Using the basic planning
outline and the breakdown of course subject areas into six
modules the following course content was developed:
1. ACCOUNTING
a. Financial accounting
b. Cost accounting
¢. Managerial accounting
2. BUDGETING

a. Planning
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b. Programming
c. Budgeting
3. MANAGEMENT FUNDAMENTALS
a, Planning
b. Organizing
c. Leading
d. Controlling
4. AUDITING
a. Auditing
b. Auditing standards
c. Audit risk
d. Audit evidence
5. MANAGEMENT INFORMATION SYSTEMS (MIS)
a. Information systems
b. Information and management
c. Computers and data processing
6. TOTAL QUALITY MANAGEMENT (TQM)
a. TQM Philosophy
b. TOM Process
The afcrementioned course content was constrained by the
depth and length of the course. Because the experience level
of the target audience was limited, the content of the course
had to be limited in scope. It was essential that the course
material be direcied to give the potential student a basic
knowledge of each specific subject area. This would later

enable the student to adequately seek additional information
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in the subject area of interest. The course wouid also enable
the student to apply the subject area information to any
specific field of endeavor. Last the course could not Jse over
two weeks in length. The content of the course is detailed
in-depth in Appendix A.

In conjunction with formulating the course content the
structure of the course was developed. The structure of the
course was constrained in two ways. First the course had to
be flexible. Because a series of guest speakers would be used
in conjunction with classroom instruction, the modification of
courseware must be flexible. Second the course must be taught
in a two week period. Because most foreign students are
scheduled for many short courses during there training time in
the United States it was imperative the course be taught
during a two week window. Therefore the following course
structure was developed:

1. STUDENT GUIDE

a. Course readings
b. Figures
c. Additional reading lists
d. References
2. INSTRUCTORS GUIDE
a. Lesson outline with lecture notes
b. Viewgraphs
3. CASE STUDIES

a. Case study per module

23




During the course each student will be provided with a
copy of the instructor’s viewgraphs. This will enable the
student to listen more effectively rather than trying to take
comprehensive notes. At the end of each module a case study
will be assigned to the class. The class will be divided into
teams, to prepare case analysis, and will be expected to
discuss the case during the next class session. The case
study approach enables the student to gain a working knowledge
of the material and to apply that knowledge in a constructive
way to a case environment. (Anthony,1988) This in turn
solidifies the students knowledge base. Finally during the
two week course various guest speakers will provide real time

information to the student on each module.

E. COURSE LOGISTICS

One of the primary considerations of the proposed course
is cost. The majority of costs to be incurred center around
logistics. (Hitch,1986) The logistic requirements have several
primary constraints that must be addressed. They are:

1. The course teaching site must be centrally located.
Foreign students are primarily trained at various locations on
the east coast. They are, however, trained at several sites
on the west coast. Usually their east coast training precedes
their west coast training. Therefore, this training should be
conducted either after they have finished training at the east

coast sites or after completing training at west coast sites.
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2. Teaching site support must be readily available. It
is imperative that existing facilities and training support be
readily available prior to course start-up. No new
construction or major modifications of facilities to
accommodate this training will be considered.

3. Time frame for the course is two weeks once a year.
This course will initially be taught once a year at the
centralized site. It is imperative that the lodging and
transportation support of students, instructors and guest
speakers be readily available.

Because of the aforementioned constraints, the teaching
site selected was Pensacola, Florida. The facilities
available at Chief of Naval Education and Training
headquarters (CNET) fulfill every requirement and minimize all
aints in the £ Ving ways:

1. The course teaching site is centrally located.

2. The site is located in the same area as NETSAFA.

3. The facilities are readily available with no major
modifications necessary.

4. The site is located at NAS Pensacola. Transportation
is readily available for both students and guest speakers.

5. Lodging at the BOQ 1is available for students,
instructors and guest speakers.

6. Control of Foreign Military Sales (FMS) expenses can
be readily monitored because of the nearness of NET3AFA to the

training site.
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F. COST-BENEFIT

After compiling cost figures for the logistic requirements
listed above, the ability to assign dollar figures to the
benefits of offering this proposed training to foreign
officers is not feasible. The value of providing basic
financial management tools to foreign officers that have
little financial management exposure is intrinsic. One can
however speculate on providing a source of information to
these officers that may provide them with enhanced insight
into the importance of financial information in everything
they do. As is pointed out in the course overview, this
course is designed to give the non-financial manager a basic
knowledge of financial management tools in order to enhance or
improve his or her abilities to make specialized decisions.
It is making good informative decisions that equate to the
real benefits. (Stiglitz,1986)

Another possible benefit is through development of common
interests during the course of training. Common interests
equate to the development of closer ties between U.S. and
foreign officers. These ties could benefit future joint
operations between the United States and the foreign
governments who’s officers have been U.S. trained.

Finally the introduction to basic financial management
tools benefit the non-financial manager by giving him or her

a solid foundation that can be built upon by other financial
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courses. For example completing this proposed course will
enable the student to understand the terminology and
methodology used in the DOD’s comptrollership course. This is
beneficial if the student desires to increase his or her
knowledge of U.S. financial policies and procedures.

(Anthony, 1988)
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III. RECOMMENDATIONS/ALTERNATIVES

A. REFINE PROPOSED COURSE

The proposed course has been initially designed for mid-
grade non-financial manager foreign officers. This course
could be revised to include more in-depth information or
tailored to enhance one or more of the course subjects areas.
If the course is revised it could be accomplished in one ox
more of the following ways:

1. Enhance current course objectives

The current course objectives are fundamental in
nature. In order to enhance the course objectives the course
must be refined in one of two ways.

First, each one of the six subject areas could be
refined. For example, in the accounting module, the section
on cost accounting could be modified to include information on
unit costing. This modification would enhance the course
objectives and place more emphasis on the cost accounting
process. (Deakin, 1988) Another example would be to provide
more information on TQM techniques and tools. This would
enhance the TQM objectives and place increased emphasis on the
technical features of TQM. (Deming, 1986)

Second, the entire course itself could be refined all

at once. This could be done to emphasize one or more subject
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areas or to increase course length to provide more in-depth
information on specific subject areas. For example, some
students may desire to learn more about MIS and its
interrelationships with budgeting and TQM. (Senn,1988) The
entire course itself must be refined to address this
interrelationship.
2. Increase number of guest speakers

If the desire is to provide more guest speakers to
increase the student’s exposure to guest speaker experiences
then the amount of classroom instruction must be reduced.
This requires refining the course to enable more time for
guest speakers and less time for classroom instruction. This
may be necessary if more than one class per year is scheduled
and there are many excellent guest speakers readily available.

3. Use more casa studies

Eventually the classroom instruction approach should
give way to the case study approach. The case study approach
is an outstanding way to involve the class in a real time
scenario, it solidifies the material the student has learned
and enables the student to gain first hand experience in a
controlled environment. (Hawkins,1986) To place more emphasis
on case studies rather than classroom instruction the coursz

must be refined to permit this evolution to occur.
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4. Use forum format

The use of a forum or seminar format is one that
caters to the primary use of guest speakers. This approach is
good for those individuals which have a good working knowledge
of the material being discussed. This is not a good
instruction format for individuals who have very 1little
experience or are weak in the area being discussed. 1If this
training approach is used then the course material should be

refined to comply with this type of format.

B. EXPAND PROPOSED COURSE SCOPE
This course is primarily concerned with six basic areas of
instruction. These subject areas are necessary for
understanding the concept of financial management. Six
subject areas were selected for adequate coverage and there
are other areas that could be included in an expanded course
of study. An expanded course of study would lengthen the
course and provide more overall knowledge of the subject of
financial management. The following are some of the ways this
course could expand in one or more subject areas:
1. Economics (Micro & Macro)
An overview of both micro and macro economic schools
of thought could be presented. Economics plays a major role

in the way one analyzes his or her financial resources. For
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example a good understanding of how a recession affects world
economies can be very beneficial to the one who manages
financial resources. (Stiglitz,1986)
2. Statistical analysis
Statistics and operations analysis are very much at
the forefront of the technical manager’s school of thought.
This course could be expanded to include a basic overview of
statistical analysis and how it effects every manager. The
focus of the statistical analysis in this course will be in
the area of financial management. (Markland, 1987)
3. Basic quantitative financial management
Another way this course could be expanded would be to
include a module on quantitative Zinancial management. This
would focus on quantitative problem solving and the use of
various ratios and present and future values. Expansion of
the course in this direction would increase course length and
would probably not be cost effective. (Bringham,1991)
4. Strategy formalation
The concept of strategy and the development of
strategic thought is very important. The proposed course
could be expanded to include a module on the strategy
formulation and implementation process. This subject area
more any previously mentioned would enhance the 7roposed
course and give the student a greater prospective on how

financial management fits into the scheme of things. (BRryson, 1990)
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C. EXPAND THE TARGET AUDIENCE

Currently the proposed target audience is comprised of
mid-grade, non-financial manager foreign officers with little
or no financial management exposure. There is a need for this
course in their training pipeline. But there is also a need
for hicher grade foreign officers to be exposed to basic
financial management and for entry level Department of Defense
civil servants to be exposed to basic financial management.
The proposed course’s target audience could be expanded in the
following ways:

1. Tailor course to higher grade officers

There are higher grade foreign officers that need

exposure to financial management fundamentals. These officers
have very little exposure to financial management and need the
tools made available in this course to enable them to do their
specific job better. To accomplish the task to expand the
target audience to include this group of individuals the
course itself must be tailored. This also includes refining
the course into an executive level course which will focus on
the major concepts of the subject area. This will also mean
the course length should be reduced.

2. Tailor course to entry level DOD personnel

Department of Defense civil servants must complete

prerequisite training requirements in order to be promoted to

the next grade. Specifically the financial grades, accounting
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techrician, budget analysis, budget assistant, etc., must
complete correspondence courses in specific financial related
subject areas before they can be promoted to the next grade.
This course could be tailored to satisfy perquisite
requirements for entry level GS’s. The course could be
modified to include more Department of Defense and Department
of the Navy specifics as well as providing the fundamental

subject areas of financial management.

D. FEASIBILITY

Initially the proposed course must meet the requirements
set forth by NETSAFA and satisfy the needs of the foreign
officer target audience. This course satisfies the two
aforementioned requirements. It will provide fundamental
financial management tools that the foreign officer can use to
do his or her job better.

It is feasible to refine this course to enhance the course
objectives, include more guest speakers and use more case
studies. It is also feasible that the course could be
expanded to include economics, statistics, quantitative
financial management and strategic analysis. Furthermore, the
course has flexibility to expand the target audience.
(Bryson, 1990)

Future course modifications will be necessary to ensure
course material timeliness. Also the course structure could

be modified in the following ways:
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1. Using computer based software, the course could be
self-taught using a smart system approach. Each module ocould
be taught using this method with case studies and g u e s t
speakers utilized for a class forum approach. (Senn,1988)

2. Another concept in teaching is using video taped
lectures from some of the countries’ foremost authorities in
various academic disciplines. These individuals, well-known
professors and outstanding lecturers, would provide lectures
on specific financial management related topics. These video
lectures would supplement the student’s c¢ourse reading
material and complement the guest speakers personal
appearances. Also the cost of obtaining these lectures would
be minimal and could be made available for individual student

purchase.
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IV. SUMMARY AND CONCLUSION

A. SUMMARY

As previously mentioned, the primary objective was to
research subject matter on the topic of financial management
and use that subject matter to develop a course of study that
could be used to expose foreign military officers to the
fundamentals of financial management. In order to achieve the
objective, the following criteria had to be addressed:

1. Identify and focus on the target audience.

2. Collect, modify and formulate the course content and
scope.

3. Determine the length ard structure of how the course
could most effectively and efficiently be presented.
This required that research and analysis be conducted on
volumes of financial and management related material. Also
observation and evaluation of various teachLing methods, aids
and techniques had to be accomplished. The difficult part was
finding the delicate balance of determining how much
information should be provided, in a relatively short yet
unspecified time frame, to foreign military students. The
only common element in the process was the students were to be

foreign officers, but even then, each would have varying
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degrees of educational background in the financial management
arena. Each one of the aforementioned elements, in the course
development process, had a definite and consequential affect

on each other.

B. CONCLUSION

As a result of the foregoing research and analysis, the
following was concluded:

1. The course of instruction should be limited to two
weeks of instruction to obtain optimal coverage of the six
subject areas.

2. The course of instruction should consist of six
primary modules to be taught in the following order:

a. Accounting

b. Budgeting

¢. Management Fundamentals

d. Auditing

e. Management Information Systems
f. Total Quality Management (TQM)

3. Every module in the course of instruction should be
taught in approximately one an a half days each consisting of
three phases.

a. Phase One: Class lectures, material presentation,
and question and answer session.
b Phase Two: Guest Speaker to talk on same or

related area of study.
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c. Phase Three: Case study relating to each module
of instruction and class lecture.

4. The course of instruction should consist of a student
guide which would contain course readings, figures,
references, and an additional readings lists. A copy of the
proposed student guide is contained in Appendix A,

5. The course of instruction should consist of an
instructors’ guide which would contain the lesson outline with
lecture notes and view graphs for class presentation. A copy

of the proposed instructors’ guide is contained in Appendix B.
P

C. ADDITIONAL QUESTIONS

Based upon the aforementioned research, analysis and
course development there are a number of additional questions
which may require further evaluation and research. The
following is a list these questions:

1. Would it be cost beneficial to refine the proposed
course of instruction in the future? Since this is a new
course, feedback provided from the students should be promptly
reviewed, evaluated, and incorporated if it is deemed
applicable and appropriate as soon as possible. It is very
important to refine most areas of study as time passes, but is
it important in it’s early stages?

2. Would course scope expansion be feasible and if so
would it be effective? The course content consists of six

primary areas of sgtudy which could be expanded to include
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topics such as economics and statistics. If expanded the
researcher must be conscious of the time constraint which
might remain a factor.

3. Would expansion of the target audience be feasible and
if so how could it be expanded to encompass the optimal target
audieace? Some possibilities might be the inclusion of higher
ranking foreign officers rather than the proposed mid-grade
foreign military officers cr the course could be tailored for
entry level General Services (GS) personnel as a prerequisite
for other higher level training. If the target audience is
expanded, one must be sure to structure the course material

such that maximum benefit is gained.
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APPENDIX A
SYNOPSIS
The Student Guide is comprised of six subject areas
containing subject area objectives, reading material, examples
and figures to supplement the reading material, glossary of

terms, list of references and an additional readings list.
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STUDENT GUIDE

COURSE OVERVIEW

This course is designed to provide a fundamental approach to
financial management for foreign miiitary officer, non-financia.
managers. Financial management is "the planning, acquisition and
utilization of funds in order to maximize the efficiency and value
of the enterprise."[Ref. 2, pg. 7] It is important to note that
there are '"financial implications in wvirtually all business
decisions.”[Ref. 2, pg. 7] The manager must have some financia:
knowledge in order to analyze financial information and make good
decisions based on the analysis £for their own specialized
interests. This course is designed to give the non-financial
manager a basic knowledge of financial management tools in order to
enhance or aimprove his or her abilities to make specialized
decisions. The course will address the following subjects:

A. Module A: Accounting

B. Module B: Budgeting

C. Module C: Management Fundamentals

D. Module D: Auditing

E. Module E: Management Information Systems

F. Module F: Total Quality Management (TQM)




MODULE - A

ACCOUNTING
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A. What is financial accounting?
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C. Primary accounting statements
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A. What is cost accounting?
B. Principles of cost accounting
1., Cost accumulation
2. Cost allocation
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1. Job order costing

2. Process costing
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MODULE A

ACCOUNTING OQVERVIEW

This module addresses accounting and briefly describes each
method of accounting. Each module will be preceded by a list of
learning objectives that the student should be familiar with upon
completion of the module and associated class discussions. At the
end of each module an applicable case study will be assigned and
discussed using the principles and knowledge gained from the

lessons.

Accounting is defined as "a system for measuring the results
of business activities and communicating those measurements to
interested users.'" [Reference 3, pg. 2] Another definition is "an
information system conveying specific information about a specific

entity. The information is in financial terms and is restricted to

information that can be made reasonably precise." [Reference 4, pg.

36]

There are three accounting processes utilized in bouth
corporate and government areas. These are: financial, cost and
managerial accounting. These particular processes will be

discussed further in the next three lessons.




MODULE A

LEARNING OBJECTIVES

LESSON 1.
- Understand the definition of accounting.

~ Be familiar with the three accounting processes.

Know the definition of financial accounting.

Be familiar with the seven objectives of financial reporting.

Be familiar with the three accounting statements and their u:zes.

Understand their differences.

- Define asset.

- Define liability.

- Define stockholder equity.

- Know the balance sheet equation.

- Know what net income(loss) is.

- Define revenue,

- Define expense.

-~ Be familiar with the net income(loss) equation.
- Be tamiliar with the statement of cash flows.
- Define operations.

- Define investing.

~ Define financing.




MODULE A

LEARNING OBJECTIVES {(CONT.)

LESSON 2.

Define cost accounting.

Be familiar with the two principles methods of cost accounting.

Understand what cost accumulation is.

Understand what cost allocation is.

Be familiar with the three conversion processes:

manufacturing and services.

Be familiar with the basic inventory formula.

Understand the uses of cost allocation.

Be familiar with the two cost allocation methods.

Be familiar with job order costing and the methods used

accumulating and allocating costs under this method.

merchandising,

for

Be familiar with process costing and the methods used for

accumulating and allocating costs under this method.

Understand the differences between 3job order

costing.

LESSON 3.

Define managerial accounting.

Understand the uses of managerial accounting.

Be familiar with the term ''variance analysis".

Define standard.

Be familiar with variable,

fixed and mixed costs.

and process




MODULE A

LEARNING OBJECTIVES (CONT.)

- Understand what a price variance is.

- Understand what an efficiency variance is.

- Be familiar with cost analysis performance.

- Be familiar with the various types of variances and their
causes.

- Understand the differences between variable cost variances and
fixed costs variances.

- Be familiar with the differences between managerial and

financial accounting.




MODULE A - LESSON 1

FINANCIAL ACCOUNTING

WHAT IS FINANCIAL ACCOUNTING?

Financial accounting is defined as, ™"the accounting for
assets, equities, revenues and expenses of a business". [Reference
4, pg. 36] Financial accounting is primarily concerned with the
historical reporting of the financial position and operations c¢f an
entity to external users on a regular, periodic basis.

Reporting financial position has seven objectives [Reference
3, pg. 17]. They are:

1) Financial reporting should provide information useful for
making rational investment and credit decisions.

2) Financial reporting should provide information to help
investors and creditors assess the amount, timing and uncertainty
of cash flows.

3) Financial reporting should provide information about the
economic resources of a firm and the claims on those resources.

4) Financial reporting should provide information about a
firm's operating performance during a period.

5) Financial reporting should provide information about ~.«
an enterprise obtains and uses cash.

6) Financial reporting should provide information abou: "

management has discharged its stewardship responsibility to own=:.




7) Financial reporting should include explanations and
interpretations to help users understand the financial information
orovided.

The aforementioned objectives are achieved with the use of an
annual report. The annual report contains two types of
information. First there is verbal information presented by the
entities president or chief executive officer (CEO) which describes
the entities operations. The second type of information :s
presented in the form of financial statements.[Reference 2, pg.
758] There are usually three types of financial statements
contained within the annual report. These statements focus on
specific areas of a firm or entity but are not necessarily mutually

exclusive. The primary statements used are: balance sheet, income

statement and statement of cash flows.

Balance Sheet

"The balance sheet presents a snapshot of the investments of
a . irm (assets) and the financing of those investments (liabilities
and shareholder's equity) as of a specific time.'"'[Reference 3, pg.
32] The balance sheet is used to determine whether total assets
equal total liabilities plus total stockholder's -equity as=s

displayed in the following =2quation: (See Figure A-1)

ASSETS = LIABILITIES + STOCKHOLDER'S EQUITY




There are three concepts that must be understood in order to
effectively produce and utilize the balance sheet. They are:

1) Asset classification - '"Assets are economic resources.
An assets is an item that has the ability or potential to provide
future benefits to a firm.'"[Reference 3, pp. 38-39] They can be
either current or non-current, tangible or intangible. A current
asset 1s an asset that can be readily turned into cash. sold or
consumed within one year. Some examples of current assets are:
cash, accounts receivable, inventory, etc. Some examples of non-
current assets, usually held and used for several years, are:
land, buildings, equipment, etc. A tangible asset is an '"asset
that can be seen or touched; they have physical
substance."[Reference 1, pg. 44] Intangible assets are '"assets
that have no physical substance, such as protection provided by an
insurance policy or goodwill."[Reference 1, pg. 41]

2) Liability classification - "A liability is the probable
future sacrifice of economic benefits arising from present
obligations of a particular entity to transfer assets or to provide
services to other entities in the future as a result of past
transactions or events.'"[Reference 4, pp. 39-40] Liabilities
simply are '"the equity or claim of a creditor.'[Reference 1, pg.
42 ] Liabilities can be either current or non-current. The
difference between the two types of liabilities 1s the time .n
which the liability will be liquidated, usually within one year for
a current liability. Some examples of current liabilities are:

accounts payable to suppliers, accounts payable to employees, e:.
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An example of a non-current asset is bonds payable to lenders.

3) Stockholder's Equity - "Stockholder's equity is the
owner's claim on the assets of a firm."[Reference 3, pg. 41]
Owners have an interest in assets in excess of those needed to meet
creditor's claims. There are two types of information contained in
owner's equity. They are:

a. Contributed capital - The investment of the owners
in the firm or entity. The owner's stock in the firm.

b. Retained earnings - They "represent the earnings
realized by a firm since its formulation in excess of dividends
distributed to shareholders.'[Reference 4, pg. 65] They are the
funds or earnings reinvested in the firm ¢to benefit the
shareholders.

A subject that must be understood is *he dual effects of
transactions on bookkeeping entric¢s. Each transaction has a dual
effect when being recorded in both the general journal and the
general ledger. These bookkeeping entries are known as double
entry recording. For example: The entity purchases a good with
cash. The cash account is credited and the inventory account :s
debited. This is recorded in the general journal and transferred
to the general ledger. The general ledger is used to produce the
balance sheet at the end of the fiscal year. {See Figure A-2}

In summary, the balance sheet is snapshot at one point in time
of an entities' permanent assets, liabilities and stockholder's
equity accounts. Figure A-3 is an example of a corporation's

balance sheet.




Income Statement

"The income statement provides a measure of the operating

performance of a firm for some particular period of

fer

time.' [Reference 3, pg. 74] This sta‘ement displays the net income

or profits of a firm or entity over a period of time, usually one

fisc

fu

» year. The income statement is comprised of total revenues

and expenses. It 1s generated using the following equation:

NET INCOME = REVENUES - EXPENSES

A revenue is '"the increase in owner's equity resulting from
operations during a period of time."[Reference 1, pg. 44] Revenues
measure the of inflow of assets. Revenues can be generated from
the sale of assets or the reduction in liabilities. An expense is
"a decrease in equities resulting from operations during an
accounting period; that is, resources used or consumed during an
accounting period."[Reference 1, pg. 41] Expenses measure the
outflow of assets. Expenses can be generated by using assets to
generate revenue or increases in liabilities. There are two
approaches that can be used when recognizing revenues and expenses
and in turn matching revenues with expenses. They are:

1) Cash basis: '"Revenues from selling goods and providing
services are recognized in the period when cash is received from
customers.'"[Reference 3, pp. 75-77] "It records only cash
receipts and payments."[Reference 1, pg. 40] This form of

accounting is not usually accepted.
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2) Accrual basis: '"Recognizes revenues when goods are sold
or services are rendered. Costs incurred are reported as expenses
in the period when the revenues that the costs helped produce are
recognized. Thus accrual accounting attempts tc match expenses
with associated revenues.'"[Reference 3, pg. 78] Bccrual base
accounting is normal accounting practice.

In summary, the income statement is "a statement of revenues
and expenses, and the difference between them, for an accounting
period; a flow report."[Reference 1., pg. 41] Figure A-4 is an
example of a corporation's income statement. Also, the income
statement and balance sheet are linked at the beginning and end of

the fiscal year.

STATEMENT OF CASH FLOWS

Before addressing this statement working capital must be
defined. Working capital (WC) 1s defined as "current assets (CA)
minus current liabilities (CL)."{Reference 1, pg. 44] Or:

WC = CA - CL [Reference 2, pg.]
Therefore, the statement of cash flows "explains the changes in
working capital balances during a period."[Reference 1, pg. 40]
"The statement of cash flows reports the impact of a firm's
operating, investing and financing activities on cash flows during
a period of time."[Reference 3, pg. 162] The three activities tie
together the balance sheet, income statement and statement of cash
flows. {See Figure A-5} The three activities, operating,

investing and financing are described in the following paragraphs.
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An overview of the three activities is described in Figure A-6.

1) Operations - "Cash flow from operations indicates the
extent to which operating activities have generated more cash than
has been used.'"[Reference 3, pg. 164] Operations is comprised of
cash received from sales of goods and services minus cash paid for
operating goods and services.

2) Investing - "The acquisition of noncurrent assets,
particularly property, plant, and equipment represent a major
ongoing use c¢f cash."[Reference 3, pg. 165] Investment 1is
comprised of cash received from sales of investments and property,
plant and equipment minus cash paid for acquisition of i1nvestments
and property, plant and equipment.

3) Financing - "A firm obtains cash from short- and long-
term borrowing and from issues of capital stock. Cash is used toc
ray dividends to shareholders, to repay short- or long- term
borrowing, and to reacquire shares of outstanding capital
stock."[Reference 3, pg. 165] Financing is c¢omposed of cash
received from issue of debt or capital minus cash paid for
dividends and reacquisition of debt or capital stock. " T h e
statement of cash flows provides information that may be used in
assessing the impact of operations on ligquidity and assessing the
relations among cash flows from operations, investing and financing
activities.'"[Reference 3, pg. 166]

In summary, the statement of cash flows {See Fig. A-7}
contains the following sources of cash [Reference 2, pg. 767]:

1) Any increase 1in a liability or eguity account. Borrowin

14




from a bank is an example of a source of funds.

2) Any decrease in an asset account. Selling some fixed
assets or reducing inventories are examples of sources.

It also contains uses of cash [Reference 2, pg. 767]:

1) Any decrease “‘n a liability or equity account. An example
is paying off a loan.

2) Any increase in an asset account. Some examples are
buying assets or building inventories. It describes the flow of

cash through the entity for a certain period of time.
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LESSON 2 - MODULE A

COST ACCOUNTING

WHAT IS COST ACCOUNTING?

Cost accounting is by definition, "a sub-field of accounting
that records, measures and reports information about
costs".[Reference 5, pg. 3] A cost is a sacrifice of resources -
cash, a promise to pay, or the expiration of the value of an asset.
"Cost accounting provides information for interral uses (managerial

accounting) and external uses (financial accounting)."[Reference 9,

pg. 81

PRINCIPLES OF COST ACCOUNTING

There are two primary principles of cost accounting. These
principles focus on accumulating costs and allocating costs. The
first principle to be discussed is cost accumulation.

a. Cost accumulation. B2All organizations take some type of
input and transform it, by some process, into output. {See Figure
A-8} In doing this various costs are incurred. Costs can be
accumulated differently based upon the conversion process. Three
different conversion processes [Reference 5, pg. 60} are:

1. Merchandising - Inventory is acquired in a finished
form and then is marketed. There are various costs involved in the
merchandising process such as:

a. Acquisition costs

b. Transportation costs

16




¢. Marketing and administrative costs

An example of this process :1s described in Figure A-9 and the
definitions of the terms listed above can be found in the Glossary.

2. Manufacturing - The process in which raw material is
transformed into finished products. There are various costs
involved in this process. These costs are reflected in the Work-
In-Process acccecunt. The key costs in manufacturing are direct
labor, direct materials and factory overhead. Conversion costs are
"the labor and factory overhead costs of converting raw material
into finished products.'""[Reference 1, pg. 40] There are different
allocation bases and procedures for identifying and analyzing
costs. The aforementioned cost flows are very important and use of
the basic inventory formula is very helpful in analyzing cost
effectiveness. The following is the basic inventory formula

[Reference 5, pg. 69]:

Beginning + Transfers = Transfers + Ending
Balance In Out Balance
(BB) (TI) (TO) (EB)

Note - PFor an example of this process see Figure A-10,

3. Services - The process in which some organization's
primary output results from the performance of some service. Some
examples are performing legal, accounting, medical, etc.. seirizces,
The cost flows ars similar to that of manufacturing with the
difference that no phys.cal inventory exists. Most entities have

some type of Work-in-Process account which reflects work performed
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but not yet billed. BAn example of 1this process is described in
Figure A-11.

B, Cost allocation. The second rinciple 1is cost
allocation. Cost allocation is used primarily by manufacturing
firms. The allocation c¢f costs is a very difficult problem for
many manufacturing companies. There are two types cf costs: direct
costs and indirect costs. Direct costs are costs that can bhe
directly traced or attached to the cost center and do not have tc
be allocated.[Reference 9. p»pg. 66] Cost allocation is a
proportional assignment of a indirect costs to cost
objects.[Reference 5, pg. 63] Cost allocation is a managerial
tocol and can be used for a number of reasons for example.
performance evaluations, long range planning and decision making,
encouragement and control. Before considering allocation, indirect
costs must be discussed. Indirect costs or common costs are cost:
that "serve two or more cost centers.'"[Reference 9, pg. 229
Examples of some typical allocation bases are described in Figur~
A-12.

There are two stages of cost allocation. {See Figure A-1~
They are allocation of c¢osts to responsibility centers ar-
allocation of responsibility center costs to units.[Reference
pg. 96]

1. Allocate costs to responsibility centers. The Ca
steps 1n accomplishing the first stage of cost allocation are
a. Identify the cost objects

b, Accumulate the indirect costs
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¢. Select an allocation base for the indirect cost
2, Allocate costs to units produced. The following are

the basic steps in completing the second step:
a. Overhead 1s charged to Work-In-Process according

to predetermined allocation base.

b. Costs and benefits should be considered when

choosing an allocation base.

Cost accounting methods.

There are two methods that can be used in accounting £for
costs. They are job order costing and process costing.[Reference
5, pg. 131]

A, Job order costing. A method of accounting for costs wher
the product produced is "distinguishable and unique".[Reference -
pg. 131] This method can also be defined as "accumulation of
costs for a particular identifiable batch of product. known as =z
job, as it moves through production."[Reference 4, pg. 45] Joo
order costing should be utilized if the task being performed is *.
the customer's specifications or if the '"company makes different
components for inventory."[Reference 9, pg. 281] The following i3
a description of the process:

1. The accounting task in job costing is to measure - !
costs of producing each job.

2. It is used when units or batches of units are eaz:.,;

identifiable as separate units.




3. It is a method for accumulating costs. Specifically '
to:
a. Account for materials
1) Materials inventory
2) Indirect materials to Manufacturing Overhead
b. Account for labor
1) Use time cards
2) Indirect labor to Manufacturing Overhead
¢. Account for Manufacturing Overhead
1) Other overhead items included
2) Actual overhead costs applied using some
ailocation base.
4, It is a method for identifying <cost flows.
Specifically, transfers to Finished Goods inventory and transfers ‘

to Cost of Goods Sold accounts.

x*Note: Figure RA-14 is an example of a manufacturing company's

cost flows under job-order costing.

B. Process costing. A method for accounting for costs when
the product produced is a "uniform, homogeneous output."[Referencs-
5, pg. 189] Process costing 1s by definition "a method of cost

accounting based on average costs (total costs divided by th-

n

equivalent units of work done in a period).[Reference 4, pyg. 28!
Process costing is most appropriate "for companies mass produc:ing

goods using an assembly line in which there is a continuous fliow of
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goods.”" [Reference 9, pg. 281] The following is 2 brief
description of the process:

1. An accounting system that is used when identical
units are produced through an cngoing series of uniform production
steps.

2. Costs are allocated by department and then allocated
to units produced.

3. There many methods used such as:

a. Unit costing. {See Figure A-15}
b. Equivalent units.

¢. FIFO {First In First Out}. {See Figure A-16}

4. Weighted Average. {See Figure A-17}

Job Order costing vs Process Costing.

There are distinct differences between job order and process
costing. Figure A-18 describes the comparative flow of costs cf
job order and process costing which are summarized below.[Reference
9, pp. 281-282]

A, In job costing, costs are accumulated by department and
job.

B. In process costing, <costs are accumulated only by

department and then averaged over the units produced.




LESSON 3 - MODULE A

MANAGERIAL ACCOUNTING

WHAT IS MANAGERIAL ACCOUNTING?

"An accounting system designed to enhance the ability of
management to do its job of decision making, planning and controel."”
[Reference 5, pg. 11] Management has a need for information in
order to effectively compete in whatever environment its
organization 1is 1in, Managerial accounting 1is "the informal
language of business''[Reference 7, pg. 4] and the management tool
that provides the necessary cost information about the
organization. The information it provides is used to perform cost

analysis. The method of analysis is called variance analysis.

VARIANCE ANALYSIS.

When using variance analysis some standard - "a kenchmark or
norm" - is established in order to gage costs. This norm or goal
is the standard cost. A standard cost is, "the anticipated cost of
producing and/or selling a unit of output; it is a predetermined
cost assigned to goods produced.''[Reference 4, pg. 70] When
analyzing costs one must understand the organization's <cost
structure or the proportion of variable, fixed and mixed costs. A
variable cost is a cost that changes in direct proportion tec
changes in the level activity. for example volume, (see Figure A-

19).[Reference 7, pg. 24] Some examples of variable costs are

(]
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described in Figure A-20. A fixed cost remains unchanged with
respect to changes in levels of activity within a specific range,
{see Figure A-21).[Reference 7. pp.24-25] Some examples of fixed
costs are contained in Figure A-22. Mixed costs or "semivariable
costs are costs that contain both variable and fixed cost
elements."[Reference 7, pg. 251] A description of these costs
with examples are contained in Figure A-23, The following are

sources of the aforementioned costs.

VARIANCES.

When performing a cost analysis, all areas must be
investigated. There is a total cost variance for
manufacturing.[Reference 5, pp. 749-750] A general model for

analyzing cost variance is described in Figure A-24. The following
are definitions of the two sources of manufacturing cost variances:

A. Price Variance: "A difference between actual costs and
budgeted costs arising from changes in the cost of material inputs
to a production process or other activity".[Reference 5, pg. 750]

B. Efficiency Variance: "2 difference between budgeted and
actual results arising from differences between inputs that were
expected per unit of output and the inputs that were actually

used".[Reference 5, pg. 750]




COST ANALYSIS PERFORMANCE.

The aforementioned variances can be further broken down into
the three areas which are summarized in Figure A-25. These areas
are further defined below.[Reference 5, pp. 751-757]

A. Direct materials.

1. Price variance: <Caused by failure to take purchase

discounts, higher than expected transportation costs and changes in
the market price of direct materials.

2. Efficiency variance: Usually caus¢i by allowances

made for defective direct materials, poor workmanship and poor

supervision.
B. Direct labor.
1. Labor price variance: Caused by the difference

between actual and standard labor costs per hour.

2. Labor efficiency variance: "B difference between

budgeted and actual results which are a measure of labor

productivity"”. This factor is watched very closely by producticn
managers.
C. Variable manufacturing overhead.
1. Price vaciance: Caused by either actual costs being

different than those expected (supplies, indirect labor,etc.) or
"the relationship between the variable manufacturing overhead costs
and the independent variable (direct labor hours) is not perfectly
correlated".

2. Efficiency variance: Caused by inefficiency of

using the base on which variable overhead is applied.
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FIXED MANUFACTURING COSTS.

These costs are treated separately from the variable cost
variances because there is nc input-output relationship.[Reference

S. pp. 7357-761]

3

hey are:

A. Price variance: "The difference between the flexible
budget and the actual fixed overhead is caused by the changes 1in
costs that make up fixed overhead".[Reference 5, pg. 757]

B. Production volume variance: When units produced are not
equal to units budgeted and fixed costs are utilized, then the
variance is a result of the difference between the budget amount

and applied amount.

MANAGERIAL VS FINANCIAL ACCOUNTING.

There are several differences as well as similarities hetween
managerial and financial accounting. The following are some
differences [Reference 7, pg. 2]:

A. Managerial accounting focuses on providing cost data for
internal use by management.

B. Managerial accounting places more emphasis on the future.

c. Managerial accounting emphasizes flexibility and
relevance.

D. Managerial accounting emphasizes segmentation of the

organization while financial accounting focuses on the organization

as a whole.
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Some similarities are: '
1. They both use the same accounting information.
2. They both rely on the concept of stewardship and

responsibility.
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. ASSETS, LIABILITIES & EQUITY
RELATIONSHIPS

ASSETS = LIABILITIES + OWNERS' EQUITY
ASSETS = LIABILITIES + CONTRIBUTED CAPITAL +  RETAINED EARNINGS
ASSETS = LIABILITTES + CONTRIBUTED CAPITAL + R/E + NET INCOME - DIVIDENDS

FIG. A-1




T-ACCOUNTS

ASSETS ACCOUNTS

OPENING BALANCE
(Any increase) (Any decrease)

Debit (DR.) Credit (CR.)

ENDING BALANCE

LITABILITY ACCOUNTS
OPENINC BALANCE
(Any decrease) (Any increase)
DR. CR.

ENDING BALANCE

OWNERS ' EQUITY ACCOUNTS
OPENING BALANCE
(Any decrease) {(Any increase)
DR. CR.

ENDING BALANCE

FIG. A-~2




ANY COMPANY

BALANCE SHEERT

ASSETS
CURRENT ASSETS $50,000
Cash 10,000
Accounts Receivable 20,000
Total Current Assets
FIXED ASSETS
Plant & Equipment
TOTAL AS5SETS
L.TABILITITES
CURRENT LIABILITIES
Accounts Payable $20,000
Wages Payable 12,000
Total Current Liabilit.es
LONG-TERM LIABILITIES
Mortgage Payable
Total Liabilities
OWNERS ' EQUITY

Common Stock
Retainred Earnings

Total QOwners' IHquity

TOTAL LIABILITIES & OWNERS' EQUITY

$ 80,000

$180,000

$ 32,000

30,000

$ 82,000

$ 20,000

78,000

$180,000




ANY COMPANY

INCOME STATEMENT
For Year Ending December 31, 199X

REVENUE
Sales $ 100,000
LESS COSTS
Cost of Goods Sold $ 30,000
GROSS MARGIN s 70,000

LESS EXPENSES
Administration Expense $ 5,000
Business Expense

2,000

TOTAL EXPENSE

7,000

NET INCOME S 63,000

FIG. A-4




CASH FLOW

INTERACTIONS
BALANCE BALANCE
INVESTING FINANCING
SHEET SHEET
Cash Cash
Flows Flows
OPERATING
INCOME
STATEMENT

FIG. A-S




STATEMENT OF CASH F. 7S
COMPONENTS

OPERATIONS

CASH RECEIVED FROM SALES (-) CASH PAID FOR OPERATING GOODS = CASH FLOW FROM
OPERATIONS

INVESTING

CASH RECEIVED FROM SALES (-) CASH PAID FO ACQUISITION = CASH FLOW FROM
OF INVESTMENTS/PP&E OF INVESTMENTS/PP&E INVESTMENTS

FINANCING

CASH RECEIVED FROM (=)  CASH PAID FOR DIVIDENDS = CASH FLOW FROM
ISSUE OF DEBT OR AND REACQUISITION OF FINANCING
CAPITAI. STOCK DEBT OR CAPITAL STOCK

NET CHANGE IN CASH

CASH FLOW FROM (+ or =) CASH FLOW FROM (+ or -) CASH FLOW FROM
OPERATIONS INVESTING FINANCING

FIG. A-6




ANYWHERE CORPORATION

STATEMENT OF CASH FLOWS

FOR YEAR 199X

OPERATIONS:

Net Income
Additions:
Depreciation expense not using cash
Increased Accounts Payable
To Suppliers of Merchandise
To Other Suppliers
Increased Salaries Payable
Subtractions:

Increased Accounts Receivable
Increased Inventory

CASH FLOW FROM OPERATIONS

INVESTING

Acquisition of Buildings & Equipment

FINANCING
Dividends Paid
Proceeds from Long-Term Bonds

CASH FLOW FROM FINANCING

NET CHANGE IN CASH FOR YEAR

FIG. A-7

$ 30,000

12,000
10,000
5,000
1,000
1,000

( 45,000)
(12,000)

$ 2,000

($100,000)




INPUT TO OUTPUT

TRANSFORMATION

MERCHANDISING

INPUOTS PROCESS OUTPUTS
MERCHANDISE MARKETING GOODS
LABOR GOODS SOLD
CAPITAL
OVERHEAD
MANUFACTURING

INPUTS FPROCESS OUTPUTS
MATERIALS CONVERTING GOODS
LABOR MATERIALS INTO SOLD
CAPITAL FINISHED GOODS
OVERHEAD
SERVICES

INPUTS PROCESS ouUTPUTS
LABOR PROVIDIKNG SERVICES
CAPITAL SERVICES SOLD
OVERHEAD

FIG. A-8




MERCHANDISE
CASH FLOW

Merchandise Inventory Cost of Goods Sold

Accounts Payable

. ',
88 800+ !
(N 18,000——= (1) 18,000 | (3b} 11,800— (3b) 11,800
(2 2,000— (2) 2,000
EB 9,000*

Marketing and
Administrative Costs

(4) 5,000

(4) 5,000

Note: BB = Beginning balance, and EB = Ending balance.
s Beginning inventory consists of 100 unils at $8 ($7 purchase price plus $1 transportation-in).

* Ending inventory consists of 900 unils at $10 each.
The 900 units is equal to the 100 unils in beginning inventory plus the 2,000 unils purchased and less the 1,200 units sold.

. The $10 price per unil is the $9 purchase price plus $1 iransportation-in.

FIG. A-9




MANUFACTURING

COS8ST FLOWS

Direct Work in Process Finished Goods
Materialy Inventory inventory inventory Cost of Goods Sold
innng Beginning Beginning
nventory (BB) inventory (BB) inventory (BB)
Oirect matenals Direct matenals —— Direct matenals Cost allocated to — Cost of units fin- Cost of units 