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'Budgets? Completed.
Analysis? Finished.
the Weekend? Mine."

[ookSoft's Everest'" is more than just budgeting software.
a powerful too[ that enables managers to become more
active, responsive and successful. Built to maximize the
ier of the Internet, Microsoft@ Excel, and centralized
abase technologies, Everest provides revolutionary Web A, analytic capabilities that are unequaLLed in the industry.
result? A budgeting process that empowers every manager's
'ormance all the time — without hassles at budgeting time.
Managers taking the overtime out of budgeting time?
It's Happening.
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Adjust your budgeting attitudes. Call 203.964.3100
or visit us at www.outiooksoft.com
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The Web Analytics Company"
Microsoft
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Partner, Microsoft Data Warehouse Alliance 2000
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Attracting and retaining qualified
talent is the cornerstone of a
successful enterprise.
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Today's marketplace is insane. Increased demand for
productivity exceeds the capacity of most permanent
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workforces, making the use of contractors a critical
necessity. With the need for hundreds of contingent
workers, how do you maximize resources yet still
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retain centralized control over cost and quality?

www.ework.com /sf

Nil

Build your own Private Talent Pool
with eW ork ProSource.
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Centralized contingent workforce control
Dramatic cost savings
Comprehensive reporting
A single consolidated invoice
Continue existing vendor relationships
ERISA and 1099 legal compliance
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Find out how eW ork can consolidate and streamline
your company's contingent workforce procurement
and management. Visit us at www.ework.com/sf or
call 888- 74- EWORK, and start eWorking today.
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EXCHANGE

The Complete Project Workforce Solution
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30 Beyond Budgeting BY

JEREMY

HOPE

AND

ROBIN

FRASER

The traditional budgeting model isn't holding up well in today's fast - moving economy. The Beyond Budgeting
Model devolves authority and responsibility to help Internet -age companies respond faster to marketing changes
and operate more effectively in the global market. Q

36 Transferring Out of 401(k)Plans

By

MILTON

ZALL

Many employees apparently don't have confidence in managing their 401(k) plans as illustrated by NationsBank
employees, 74% of whom transferred their 401(k) plans to Bank of America's defined benefit plan after the two
banks merged.

42ReneeHornbaker: IntegratingCompaniesforSuccess By

ANN

FREESTONE

More than half of mergers and acquisitions fail to reach their value creation mark. What goes wrong? A successful
company, resulting from many mergers, passes on valuable guidelines on how to realize the planned payout. 0

48ReapingthePromiseofEnterpriseResourceSystems
BY
WIN

KIP
G.

R.

KRUMwIEDE,

C M A ,

CP A,

AN D

JORDAN

More than 60% of surveyed firms have implemented or are
planning to implement Enterprise Resource Systems. The
lessons learned by these pioneers may help your company
avoid the pitfalls associated with this major undertaking. Q
Articles meet CPE requirements for:

© NASBA and IMA/CMA/CFM

or * IMA/CMA/CFM

For information on earning CPE by reading Strategic Finance, visit the IMA
website, www.imanet.org, or contact Alice Hayes at
(201) 573 -9000, ext. 213; fax (201) 573 -8185; or by e-mail at
ahaves @imanet.org.
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PERSPECTIVES6

QUINN

Pressure to make the quarterly forecast has led to
increasing accounting irregularities not easily
detected by the lay person. But seven financial professionals have forged careers out of their ability to
ferret out "the funny numbers." 0

Private- sector standard
setting.

CAREERS10
Job search etiquette: it
isn't obsolete.
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Family business values and estate planning.
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Activity -based budgeting —part 2.
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Universities/ colleges that supply the most certified
management accountants (CMA).
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66 AreYour VendorsStealing fromYou?B Y
C AR OLYN
W E L C H

A.

S TR AN D ,

, CPA

; SARAH

C P A ;

A.

S ANDR A

T.

HOLMES,

CPA ; AND R O B E R T H . S T R A W S E R , CPA
Vendor fraud bleeds an organization's revenues, but
many such cases evince characteristics that can help
the corporate customer detect and stanch the seepage. Surveyed victim companies illustrate some of

the similarities in this fraud's m.o. 0

STREETWISE21
How will e- commerce change your business? •
IMA forms new international chapter • Legal
compliance and ethical blunders at Ford /Firestone
• Congress weighs -in on auditor independence •
Books: Corporate Reporting

TOOLSOFTHETRADE82
On li ne fin an ci al man ag emen t.

72Confessions ofa listsery Mama
BY

KAREN

TECHFORUM85

SANDERS

Professional advice from a fellow IMA member is

So, how'm I doin'?

only a click away at any of the Institute's 21 e-mail

TRENDSINFINANCIALMANAGEMENT89

exchanges.

77 Silver Lining Portrait Studios, Inc.:
AnExplorationofEnvironmentalAccounting
BY

JEFFREY

PAUL

E.

HENDRICKSON

AND

JURAS

The cost of stock
options.
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CLASSIFIED94
ADINDEX95

This 2001 student case competition presents a typical dilemma: Invest millions for a new process or
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ENDNOTE96

stay with the old environmentally sensitive one and

Who wants to be

risk huge fines. p

a CFO?
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Private - Sector Standard

Setti ng I

F I N A N C E E D I TO R

Alan Levinsohn

by Frank Minter, CPA

CO P Y E D ITO R

David Elman

As finance professionals, we should maintain a keen interest in the

ART DI RECTOR

Mary Zisk

rules and principles that govern our profession and activities, es-

P RO DUC TION MANAG ER

pecially the establishment of accounting standards. Although the

Lisa Nasuta
CIR C U LATIO N

Securities Acts of the 1930s gave the authority to the Securities &
Exchange Commission (SEC) to set

man proposed to "stack" the Financial

accounting rules, that body has dele-

Accounting Foundation (FAF) so that

gated it to the private sector. For al-

public interest trustees would be in a

most 30 years —since 1972 —it has

majority when appointments are

been the responsibility of the Finan-

made to the FASB. He also wanted to

cial Accounting Standards Board

approve such appointments. The re-

Alice Schulman
P UB LIS HER / EXEC UTIV E D IR EC TO R

David T. Schweitz
ADVE R TI SING R E P R E SE NT ATIVE S

(FASB). Since the '30s, the

sult was an equal number of

FASB and its predecessors

public and private trustees.

have been overruled only

The next instance in-

twice by the SEC and /or

volved the FASB project on

Congress. The first occa-

derivatives, which resulted

sion involved accounting

in bills being introduced in

for the investment tax cred-

both Houses of Congress

it, and the second was oil

that would have interfered

an d gas acco un t i n g.

with the FASB's sta ndard -

IPC Enterprises
325 West 38th Street
Suite 301
New York, NY 10018
(112) 594 -3535
Linda Marx (Northern Region)
Peter McGrath (Southern Region)
Will Carter (Western Region)

Coordinator. Alice Schulman
(800) 638 -4427, ext. 280
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setting process. Finally, just
FNAINK MI NTt
this
year
there
have been congressional
this speaks well for the private sector
hearings in connection with the FASB
continuing to establish rules for the
It would be easy to say

profession. But four instances in recent years should raise our concerns.

In each instance IMA has written

Authorization to photocopy Strategic Finance. items
for internal or personal use, or the Internal or

personal use of specific clients, is granted by the
IMA to libraries and other users registered with
the Copyright Clearance Center (CCC) Transactional

The first occurred when the FASB

to the regulator or legislator express-

proposed to require that compensation

ing our firm commitment to private -

expense be recorded for stock options

sector standard setting where we

issued to employees. Two bills were in-

have full due process and participa-

CCC, 222 Rosewood Drive, Danvers, MA 01923.
(www.
ISSN 1524833X, $3.00 + 304.

troduced in Congress. One would have

tion in the activities. What we cannot

Quantity reprints of ary article In Strategic Rnance

prohibited such accounting, and the

do is run to Congress whenever we

other would have required it. As you

disagree with the result of these full

know, the FASB changed its proposal,

and complete deliberations. To do so

requiring disclosure only.

could destroy private- sector standard

Shortly thereafter, the SEC chair6

proposal on business combinations.
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setting. ■
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Introducing CAP!
(Collaborative Analytical Processing)
To make the most of valuable corporate data, you
must be able to share information not only from the
top down, but the bottom up, and laterally. Rigid
corporate structures often make this difficult, and
inflexible analytical software doesn't help.

i

The answer: Collaborative Analytical Processing,
powered by MIS Decisionware. MIS Decisionware
adapts dynamically to the way your business works,
and lets users access data in any format, improving
workflow. "Waterfall modeling" enables top
decision - makers to create an analysis chain and give
important departments the ability to use it. This
helps your company identify market potential,
expand your competitive advantage and get an
accurate overview of your current position. All with
the speed you need to compete in "Internet time.'
More than 15,000 decisionmakers in many of the
world's largest companies already know the
advantages of MIS Decisionware. Find out how
you can improve your information flow, too.
For a free demo CD,
see us at:

www.misag.com

or call us at:

800 - 647 -3177.

To find out about partnering with us, visit us at
www.misag.com/partners.

' HOW do you make
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r

itflow uphill?
ISME(71S10NWARE
MIS AG (Inc.) • 150 John F. Kennedy Parkway • Short Hills • NJ 07078 • Phone: 800 - 647 -3177 • info@misusa.com
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Careers I

By Max Mess mer , Edit or

Job Search Etiquette: It Isn't Obsolete
Ther e's o ne t hing abo ut a jo b search t hat an exper ienced financial pr o fessio nal
can be co nfident of t o day: I t will likely be short . But even in such a candidat e fr iend ly hir ing envir o nment , acco unt ant s who appr o ac h po t ent ial emplo yer s wit h
a no nchalant o r pr esumpt uo us at t it ude can jeo par dize t heir chances o f landing
t heir ideal p o sit ions.
questions during the interview. Most important, you'll

Job search etiquette in the New Economy has definitely

convey your genuine interest in the company.

not gone out of style. Take the `old- fashioned" thank -you

Make your first contact a positive one. No matter how

note, for example. In a recent survey developed by our
company, 76% of 150 executives with the nation's 1,000

qualified you think you are for the job, don't underesti-

largest companies said they consider a post- interview

mate the importance of a well- thought -out cover letter to

thank -you note valuable when evaluating job seekers.

accompany your resume. Research by our company
h ws that executives pay equal attention to both doc3 U

Ironically, only 36% of applicants actually follow

i

t

uments. The cover letter represents your initial

through with this simple courtesy, according to

communication with a hiring manager, so it's

the survey. Clearly, making the extra effort to

your first chance to make a good impression. It

demonstrate your interest in a job can set you

104"

apart from other candidates.
It's important to pay attention to how
you present yourself during all stages of the

also lets you direct attention to the
� �' '

elements of your resume you
feel are most pertinent.

�

If you're contacting a number of companies, customize

hiring process. Here a re som e tips:
Res earc h the c ompany. Arriving a t a n

each letter to reflect your

interview with no idea of what the firm
does is likely to eliminate you from consid-

knowledge of the firm and

eration for the position. Even if a business

the ways you feel you can

has sought you out, it's critical to do some

contribute to its accounting

advance work and uncover basic facts about

operations. For example,

its products, services, and operations.

"My current experience
collecting and analyzing

Reviewing the corporate website and

financial data from our

annual report are excellent starting

facilities in Germany

points. In addition, business publications
S

and professional associations can yield
information about issues impacting the

J

set given your company's

S

firm's industry. This knowledge will let
you prepare a targeted cover letter for
your resume and ask more pointed
10
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Corporate Accounting and Financial Pro fessi

nals:
Usin bTup -to -date information gives you a Com
onals:
petitive advantag
in your c areer. The California CPA

ti

�kh� g'

providing the training
Education Foundation help e
P
ple g you need to stay current,
Here are some sam
2000 -2001 schedule ofc tles from the Education Foundation's
lasses
■ Cash Flow Management Essentials
■ Contemporary Management
Best Practices and 13,
siness

Trends:

Models

Key Ratio Analysis
• Financial Reporting for lnd u
r
stry Accounting Professionals
■ Million - Dolla F
Financial Practices foriSurvival
l Mana
enr: the 2
■ Independent Contractor

a

st Century

California and Federal r vs Employee Issues:

800--877'",5897

Call todayy for info
(You earn 8
infor m ation on
hour s of CPE

ming
these Upco
p ming classes,

credit at each one -day seminar

o Lr
ago 1

CAL IFpRNIA CP
rn

EDUCATION
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r6sum6 and cover letter electronically, don't forget to make them both efriendly. Send documents in ASCII
(plain text) format to ensure the recipient's e-mail software displays
them in the same way you see them
on your computer. Online cover letters don't need to be as lengthy as
traditional cover letters, but their basic elements should remain the same.
Pay attention to detail. In all
written communications with a potential employer — including email—be sure to proofread your text
carefully. Surveys have shown that
just one typo is enough for hiring
managers to eliminate a candidate
from consideration. Scrutinize your
r6sumE, cover letters, and other materials for grammar and spelling. It's
a good idea to have a friend or
someone who's impartial recheck

your work and review it for clarity.
Respect your contacts' time.
Showing consideration for others'
time is critical throughout the job
search process. At minimum, make
sure you're punctual for interviews,
and respond promptly to requests
for references. When you phone a
potential employer or networking
contact, if you happen to get them
"live," don't expect them to immediately drop everything to hear you
out. Explain briefly why you're calling and ask when might be a good
time to talk.
Don't play the "cat and mouse"
game with salary. Job seekers historically have been advised against discussing salary before knowing the
range an employer has in mind. But
if you're asked for an amount you'd
consider accepting, it's better in the

Financial Forecasts
& Budgets
PFP P rov ides The Flexibi li ty, P ower
and P re s ent at i on Q u al i t y N eeded
To Tam e Your Toughest Projects
Pro - formas for Professionals is a
flexible, fully- integrated, easy -to -use
model, designed to help you prepare
complete financial forecasts and
budgets within a very short
timeframe.
Runs in Excel. All formulas are included
and all commands have been automated
Free telephone support – forever.

399
Standard $
$599
Plus
Modula $899

P

The financial
forecasting model
r r
r

r
r r

r

"A real winner"
— The Bottom Line

Income
Cost of

Balance Sheets
Ratio Analysis

Overhead Schedule
Overhead Analysis

Sales Analysis
Cash Flow Schedule

Pendock Mallorn ltd.
245 8th Ave., #340, NY 10011

(800)567 -4500
www.pendock.com
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Changes in
Financial Position

Consolidalions
Fixed Asset Budget

Bank Credit Line
Letters of Credit

Variance Analysis
Business Valuations

Cash

long run to answer honestly. Being
evasive or suggesting an unrealistically high number is counterproductive and can harm your credibility.
Prior to the interview, research average salary levels for the accounting
position you're seeking, and use that
information as the starting point for
your discussion. Check classified advertisements in your newspaper, or
review industry compensation surveys, such as the Robert Half/Accountemps Salary Guide.This booklet features salary levels for a wide range of
positions in accounting and finance
and provides information on current
and future hiring trends. To view the
Guide online, visit our website at
www.rhii.com.
Don't leave prospective employers hanging. If you receive an offer
you consider attractive but you're not
prepared to give a "yes" or "no" answer immediately, express your interest, and promise a response within a
few days. If you take much longer to
make up your mind, the hiring manager could conclude that you're not
interested in the position. Dragging
out a decision is also inconsiderate to
the prospective employer, who may
need to fill the position quickly.
Any one of the people you meet
during a job search could potentially
become your next employer or a valued resource as you progress in your
career. By observing a few simple
rules of etiquette as you present your
skills and experience, you'll show
that you possess not only the financial expertise to succeed but also the
professionalism and business savvy
so important to hiring managers. ■
Maas Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert
Half, Accountemps, and RHI
Management Resources.
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he Net helped him change the rules of competition.
►CCPAC Online helps him profit from them.

itroducing ACCPAC Online ... solutions for the
ext e- business success story. Yours!

,aining a competitive advantage from the Net has never been
easy, thanks to end-to -end accounting and e-businesssolutions
om ACCPAC Online", the premier ASP and e- business resource
inter for small and medium -sized enterprises, providing every ing a business needs to enter the new economy —fast.

CCPAC Online brings you easy -to- understand e- business
iow -how, quick start e- services, and even complete application
)sting of the ACCPAC eAdvantage Suite " —a comprehensive set
e- business solutions designed to enable every business to buy
i the Web, sell on the Web, and empower employees on the

Web. All tightly integrated with ACCPAC's complete line of
industry - leading accounting solutions. All adaptable to theway
businesses do business today. No customization, no reinvention —
just Flexible, affordable e- business solutions from the most trusted
name in the industry. Changing the rules is easy.Now, profiting
from them is too.
Let ACCPAC Online and eAdvantage Suite put the promise of
e- business in yourbusiness.
www.accpaconline.com
Toll free 877.622.2722 x33

/ AC C P / 4oWlineH
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a for Every Business"

Best Practices

By Bob Gunn, Editor

Busy as a Bee
THIS PAST SUMMER ZIPPE D BY AS IF IT
were just three days long. Memorial Day flew to the
Fourth of July, and the Fourth sailed to Labor Day. The
holidays were like brief intervals of leisure as life rushed
by. So much to do, so little time.
Not long ago a mother was putting her eight - year -old
to bed the evening before a school holiday when the child
asked, "Mommy, will you have time to play with me tomorrow?" When the mother replied, "Honey, I'm so far
behind at work that Daddy is going to have to be with
you," the child cried out, "But Mommy, you've been
working ever since I was born. Aren't you caught up yet ?"
For many of us the answer is, "No! I'm not caught up.'
And it appears that we never will be. Most of us are leading increasingly harried lives, hounded by undone tasks,
pressed by coworkers who need something immediately,
sought out by customers who expect instant response,
and led by people who have no time for us, just as we
have no time for our children.
No one is surprised when a friend answers the question,
"How are you ?" by saying, "Busy!" in a tone that is terse,

abrupt, or even curt. Yet it wasn't so long ago that being
busy meant being productive. Just as the bee steadily goes
about its business of gathering pollen, we humans were
expected to go about our tasks calmly and productively.
Life seemed no more rushed than the bee's easy
progress from flower to flower. Our work explored things
the same way a bee examines many flowers to find the
one with the best pollen. Nights were a time for rest and
regeneration with family and friends.
In the year 2000, living seems dramatically different
from what it used to be. Technology lets us work anytime,
anywhere. We are accessible by cell phones, pagers, e-mail,
or voice mail, seven days a week, 24 hours a day. The response time between request and action has shrunk dramatically thanks to overnight services, electronic distribution, and instant information. And thanks to conference
services, including teleconferences, we can participate in
meetings without ever seeing another human face.
Yet recent data from the Bureau of Labor shows that in
1999 the average employee spent 39.6 hours a week work ing—up just a few minutes from 1989 when the average

4
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Enterprise Planning

•

Expense

DELTEK
•

Employee Time

&

Proposal Automation

•

CRM

&

Finance

•

Project Accounting

&

Allow us to introduce ourselves. We're Deltek. For nearly two decades,
we've been busy developing innovative software and solutions automating
professional services organizations. So busy that we haven't spent much time
making our name known. Except, of course, for the thousands of companies we
serve worldwide.
We could do great things for your business. Our back office and front
office solutions help you win more business, strengthen customer relationships,
improve your cash flow and boost project profitability. Call us at 800 - 456 -2009
or visit our Web site at www.deltek.com. We'll make you glad you ran into us.

e-Business

workweek was 39.2 hours. If we
aren't spending more time at the office, then why does it feel as though
all of our waking hours are consumed by work?
While it's easy to point to technology as the culprit, we are accusing an innocent bystander. Our lives
seem overwhelmingly busy only because we are busy thinking busy
thoughts. In other words, the only
reason we are feeling so rushed,
pressured, or even frantic is that our
thoughts are dwelling on undone
tasks, "to do" lists, meeting schedules, unreturned voice mails, or
unanswered a -mails. It isn't that
these tasks are not real. They are.
But by themselves they have no
power to harry us. It is only when
we give them power by focusing on
them that we feel stressed out.
For example, suppose your boss
asks you to ferret out the answer to a
vital question. Quickly, you respond
that you will have it done by tomorrow morning, forgetting, in your eagerness, a report that is also due, your
kid's soccer game, and a scheduled afternoon meeting. In a heartbeat,
keenness turns to discouragement.
This is a moment of truth. We
face a choice —to stay with the feelings of eagerness about exploring an
interesting issue or to dwell on
dispiriting thoughts of the commitments that stand in the way.
Most of us give in to negative,
busy - minded thoughts. Our minds
get caught up in finding excuses for
being unable to get everything done,
in apologizing for being too busy to
devote quality time to an issue, or in
fretting over how many tasks must
be accomplished in so little time.
In short, we pay too much attention to our heads and too little to
our hearts. Once we start thinking
analytically, we begin looking for
16
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what is wrong with the picture instead of waiting to be touched by
what feels right.
What we miss is that we have a
choice of whether or not to entertain
this kind of pessimistic thinking. By
"entertaining" these thoughts we do
nothing more than pay attention to
them. We can instead turn our back
on them and look toward what
seems intriguing, interesting, or even
inspiring. These constructive feelings
then guide productive behavior —
productive because our energy and
creative intelligence are being applied to achieving progress rather
than brooding over the way external
pressures are overwhelming our ability to respond.
As we give free rein to feelings of
well-being and warmth, our minds
grow calm, and our mood lightens.
We receive a precious gift —our
sense of time's passing slows down.
Our most urgent need at that moment —more time —is miraculously
provided.
We cannot control our thoughts,
nor can we wish away our concerns
about all the things that need to be
done. But we all have been given the
gift of being able to choose what
thoughts to pay attention to. Freeing
your mind is not about controlling
your thinking! Mind control, in the
sense of being able to ban unwanted
thoughts, is impossible, but understanding the mind, in the sense of
living with the awareness that existence is an inner experience, is possible. You simply have to give it a try.
Undoubtedly, "If you want something done, then give it to the busiest
person" rings a bell. In truth, people
who look terribly busy to others
rarely describe themselves as leading
hectic lives. Their secret is that they
understand, sometimes instinctively,
that living in an affirmative state of

mind is the most important thing.
They know that when they feel
calm, their mental gateway to common sense and wisdom is wide
open. In turn, this openness lets
them see to the heart of the matter,
gain perspective, and know exactly
what must be done. They don't
waste effort by spinning their
wheels, they don't miss what is important because they are distracted,
and they don't repeat themselves because they have forgotten what has
already been done.
To anyone who believes in a busy
world, all the self -help books about
time management, putting first
things fast, or learning the tricks of
the one - minute manager are as useless as a computer to a caveman.
These books may contain wonderful
advice, but that advice won't be accessible when it is most needed.
People who understand that busyness is just a state of mind cope effortlessly and gracefully with whatever is thrown their way. They treasure a quiet mental state, appreciate
the value of rest, and focus on one
thing at a time. Simplicity rather
than activity is what feels wonderful
and helps them achieve a natural
state of balance.
If you find your mind abuzz with
ever - greater urgency, ask yourself if
this is what the bee hears. Perhaps
what comes to mind will be a languid summer afternoon accentuated
by the pleasant hum of the bees as
they go about their business. May
your honey be as sweet as theirs. ■
Bob Gunn leads Gunn Partners, a 50person consulting firm that helps Fortune 500 companies improve the relevance, value, and productivity ofstaff
functions. You can call Bob at (617)
747 -5010 or e-mail him at
bgynn!Rgynn.partners.com

Profits that stay hidden have a name: loss. At PRG, we won't let this happen. Our expert recovery services staff does a
thorough review of your books, searches every transaction and rescues any profits. We then work with you to develop a
customized recovery plan. But we don't stop there. We provide a suite of services that includes logistics, tax, communications
and payables. Everything we do is designed to recover profits and add value to your business. That's why nothing stays
lost for long.

A few miscalculations can do real damage to your books. At PRG, we're ready at the first sign of smoke. Our expense
containment teams do a complete analysis of your business and develop more efficient ways to manage and lessen your
costs. We alert you to financial trouble spots, then show you how to avoid potential errors. And we do more than that.
We improve your current processes with a suite of services that includes logistics, tax, communications and payables.
Our job is to keep your daily operations and expenses under control.

www.prgx.com
Copyright 2000. The Profit Recovery Group International, Inc. All rights reserved.

If revenue is hiding in your books, you have to know how to look for it. At PRG, we bring better solutions into your view.
We do a comprehensive analysis of your business and troubleshoot for any inaccuracies. And we keep going. Our knowledge
application specialists gather valuable information about your operations and show you how to capitalize on it. We then
sharpen the focus on your current processes with a suite of services that includes logistics, tax, communications and
payables. You'll not only have a clearer understanding of your business; you'll be able to know what's beyond the numbers.
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Anthony P. Curatola, Editor

Family Business Values and Estate Planning
FIFTY YEARS AGO FINANCIAL STATEMENTS
of family businesses were approximately 75% accurate.
That is, they reflected 75% of the market value of the business on the face of the statements. Today, financial statements of family businesses are at best 25% accurate. Missing from these statements are the intangible assets. In family businesses these assets can be veritably owned by the
founder of the business, and, at death, they can be buried
along with him or her. And they are just as likely to be veritably owned by nonfamily employees. When this is the case,
the value of these assets literally can walk out the door with
a disgruntled employee or one attracted away by a competitor who sees the real value the employee controls.
Estate planning focuses on the transfer of financial and physical assets, the only ones involved
in the settlement of an estate. Settlement
requires only an agreement between
the fiduciary professional and the
,r
representative of the U.S. Treasury on the values of the assets
to be transferred. Included with
financial assets are stock certificates evidencing ownership rights in a family business. Laws often oversee the legal transfer of physical and
financial assets from the estate of a decedent to the heirs:
Transfers of real estate, automobiles, and certificates of
ownership in financial instruments —all "titled" assets —
are subject to oversight by governing authorities and
agencies.
In addition, certain intangible assets with legal incidence of ownership, such as patents, trademarks, and
copyrights, have significant legal oversight of the transfer
of their ownership and thus can be transferred between
generations successfully. Once heirs obtain legal posses-

sion of these assets, they are relatively assured that they
have received the agreed -upon value of the assets.
But in addition to the financial, physical, and intangible assets we've mentioned, the market value of family
businesses includes other intangible assets. Our experience indicates that these human, relational, and organizational assets may represent 75% or more of the market
value of the family business.
Human assets include education, know -how, models,
frameworks, and competencies. Relational assets include
customers, distribution channels, and contracts. Organizational assets include business strategies, trade secrets, information systems, and management processes. All of these
assets are extremely difficult to identify and
discretely value. And because
they have no incidence of
'
•
legal ownership it's very
difficult to transfer these
assets intergenerationally.
Further, there is little if
any legal oversight of
the transfer of the value
of these assets from the estate of a decedent to an heir. So while the
transfer of stock certificates transfers the ownership rights
to a family business, the underlying value attributed to the
stock certificates may in fact be vulnerable to the loss of
human, relational, and organizational assets.
These valuation and transfer difficulties constitute a
two -edged sword. On the one hand, it is extremely difficult for the U.S. Treasury, through the Internal Revenue
Service, to appropriately administer the assessment of estate taxes on the transfer of values centered on these intangible assets. On the other hand, their lion's share of
Oc tober 20 0 0
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over the strategic decision - making
process of the family business. Only
in this way can the owners successfully transfer the business's full value
to the next generation.
Two financial planning tools from
CambridgeSolutions, Inc., are now
available to help facilitate family
business succession planning: Asset
Vulnerability AssessmentTm (AVATm)

the total value of the business makes
it extremely difficult for family business heirs to actually possess and
benefit from the total value of their
business.
Family business succession planning encompasses the elements of estate planning plus planning for and
achieving the transfer of these intangible assets through the intergenerational transfer of management competencies and effective governance

and Intergenerational Economic Positioni' (IEP'). These tools com-
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CFM Exam in a generic seminar, or simply
by `hitting the books,' with no personalized
help and no promise you'll pass all or any
part of the exam.
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on- screen help, exam overview and prep
tips, immediate full -text answers to
every question a nd a completely individualized study method.
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for a one -on -one, interactive power
study session with the test review that
guarantees you'll pass.*

In fact, only The MicroMash Way® lets
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prise part of a patent - pending
methodology for planning and monitoring the succession of management, governance, and wealth. AVA
is used to identify the human, relational, and organizational assets and
then measure their vulnerability to
loss by the family business. IEP factors the results of AVA into a market
value -based combined balance sheet
of the presumptive decedent and the
family business and calculates the estate tax liability including the
amount of tax on the intangible assets that are vulnerable to loss.
The IEP balance sheet classifies assets on a liquid and illiquid basis and
reports the amount of market value
that the heirs can expect to realize,
net of estate taxes and vulnerable asset amounts, as intergenerational equity. Further, the liquid and illiquid
asset disclosures permit effective
planning for the funding of the estate
taxes and the often conflicting liquidity needs of the ongoing business.
Estate planning alone cannot
guarantee the successful transfer of
the full value of the family business.
Estate planning professionals must
expand their vision and scope of
services to include the transfer of
management competencies and
effective governance. ■
Peter Baudoin is a director at
CambridgeSolutions, Inc. He can be
reached via e-mail at pb0a2 @aoLcom
or by phone at (337) 234 -7600.

Harry J. Smith is a director at
CambridgeSolutions, Inc. He can be
reached via e-mail at hsaa2 @aoLcom
or by phone at (225) 769 -2697.
Thom Perry is a director at Cambridge Solutions, Inc. He can be reached via email at thomperry@mindspring.com or
by phone at (205) 871 -0441.
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business management software customers worldwide.

We're Sage ", the world's leading provider of business management software, with more than 1,200 new customers
every business day. For medium -size businesses, there's MAS 90, recommended by more CPAs than any other
mid -range business management software; Abra, the market leading HR /Payroll solution; and FAS, the standard for
fixed asset management, outselling the competition 3 to 1. For larger businesses, there's
Sage Enterprise Suite, which has won the Microsoft' Industry Solution award three years

SEW

running. For more information, call us at 1- 888 - 878 -7822. Or visit us at www.sage.com.
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[NEWS]

How Will e- Commerce Change Your
Business? I Kathy Williams, Editor

IMAFORMSNEW
INTERNATIONALCHAPTER

AS COMPANIES CONTINUE TO DEVELOP THEIR E- BUSINESS STRATEGIES,

executives are finding that the Internet is changing the way they operate, from the way
they deal with their suppliers and customers to the way they run their core businesses.
Almost 30% of 331 senior corporate executives interviewed as part of a global study by
KPMG International and the Economist Intelligence Unit say e- business will change the
definition of their core business. Those experiencing the most changes are in the electronics, financial services, and communications industries. Other industries participating in
the study are automotive, chemicals, consumer markets, and pharmaceuticals.
Here are some of the key findings:
• Companies are adopting e- business strategies to keep future strategy options open
(75 %), because they need opportunities for growth (73 %), because they want to increase
internal efficiencies (55 %), and because of competitive pressure (53 %). Little direct pressure is coming from boards of directors (19 %) or shareholders (17 %).
• Companies are using e- business to expand products and services. This is an important part of business plans at 74% of the respondents' companies. For example, automakers are allowing consumers to order customized cars via the Internet.
• The Internet is transforming industry value chains and a company's role in its industry
value chain. For example, some electronics manufacturers are offering e- business advisory
services, and new competitors are appearing at each point on the value chain.
• Intermediaries are changing, not disappearing. Some financial services firms are
attempting to turn insurance salespeople into customer service agents, and pharmaceuticals manufacturers are working with wholesalers via the Web.
• Online B2B exchanges are growing in importance, but they'll have to change to meet
customer demands like providing more specialized, customized products.
• The main obstacles to e- business are internal. Before they can do more business online,
companies say they need to reengineer business processes (58 %), hone e- business skills
(50 %), and integrate front- and back -end systems (45 %).
• More senior management involvement is needed. Although 58% of tl
respondents said senior management is heavily involved in planning a -bus
ness strategy, 42% said they needed more involvement from senior management. Some companies plan to devote one senior management person full -time to develop Internet opportunities.
The results were published last month in the study titled "The eBusiness Value Chain: Winning Strategies in Seven Global Industries:' For
more information about the study, contact Tom Gibson at KPMG at (201)
505 -3703 or Don Durfee at the EIU at (212) 698 -9729. ■

IMA has just formed a
new international
chapter in Seoul,
Korea, with the help
of the Korea Accounting & Information
School (KRIS). The
School was recognized
by the Korean government last month as
an institution of professional accreditation,
and it will attain university status within
two years.
Chief chapter organizers are Choi Chang ho, president of KAIS:
Warren Switzer, U.S.
Director of KAIS; Seokwon Yoon, director;
and Hyun -Yoon Kim,
manager at KAIS.
IMA has 119
members in Korea at
present. ■
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RATHER T N AN PUTTING CUSTOMER SAFETY FIRST , IT

APPEARS FORD CHOSE TO TRY

[ ET HICS]

REFRESHINGCFO
KudostoMarlenePhotoforherinterviewwith(tickButt,CFOatNavision
Software,intheJulyissueofStrategic
Finance.itisthemostexclthKinterviewarticleIeverread.
InmyaccourtirigcareerIhavemet
manygreatprofessionalswhohave
beenfiringandbreathingaccarft
However,IhaveyettoencounterpeopleIkeRichButt,aCPAwhoalso
believesintechnology.Thankyoufor
thearticle.
SteveShih, CPA,MCSE
Seattle, Wash.
20/20 HINDSIGHT
IthoughtBobGunn'sarticleinthe
Julyissue["20/20Hindsight"]was
oneofthemostprovocativeand
insightfularticlesIhavereadina
longtime.I'm[showing]copiesto
theownerofourcompanyandafew
otherleadersIthinkwouldunderstandandbenefitfromthethoughts
heoffers.Thankyou.
JeffJones
CFO
D.R.I. Enterprises, Ltd.
Decatur, Texas

Wewelcomeal
opinionson
articlesandcolumns
publishedin
Strategic Finance.

E-mailcorrespondence
toKathyWilliamsat
kwiliams@imanet.org
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Legal Compliance and Ethical Blunders
at Ford /Firestone Curtis C. Verschoor, CMA, Editor
A COUPLE OF MONTHS AGO, FORD AND FIRESTONE MADE THE NEWS WHEN THE
treads started to peel off of several varieties of Firestone tires. At least 88 Americans
died before Firestone recalled the tires, which were installed on new Ford Explorers and
other SUVs. Most troubling from an ethical standpoint is that both companies may
have known of the defects in 1993, when an overseas recall began. The decisions in this
case provide the latest horrific example of how unethical actions can result in enormous losses.
Short -term, Bridgestone's estimate of tire replacement costs amounts to $350 million. Fines and punitive damages that will undoubtedly be tacked onto lawsuit settlements may run the total cost into the billion -dollar range. Both Ford and Firestone will
pay huge sums.
More important, the long -term cost to their brands is incalculable, and the historical
Ford - Firestone relationship is cloudy. Potential prison sentences for executives' criminal negligence add to the mix of corporate misery. Bridgestone took over a weakened
Firestone as a result of its last recall. This time perhaps Bridgestone itself could be
vulnerable.
Adding to or perhaps even causing the tragedy was the choice to cover up problems
based on a narrow legal interpretation. In early 1999 the Bridgestone /Firestone legal
department was successful in convincing Ford to avoid a broad program to replace defective Firestone tires found abroad. Later evidence of high lawsuit claims
and warranty costs was dismissed as "not a safety problem.' If not solved
properly, ethical dilemmas
always seem to compound.
Apparently, Ford's new slogan of "Customers Are Job One"
has failed to sufficiently influence
its decisions. Rather than putting
customer safety first, it appears Ford
chose to try to save a few dollars for shareholders. This shortsighted attempt may go
down as one of the classic blunders of American business.
On several occasions this column has discussed the benefits of a values- and stakeholder- oriented corporate culture. Several research studies in addition to my own have
shown favorable outcomes from a commitment to a values -based code of conduct.
'these outcomes include better profitability, a higher market value added (the Stern
Stewart metric), a superior reputation (the Fortune survey), and excellent human
resources experiences.
Continuing studies of 400 public companies by consultants Watson Wyatt Worldwide show a strong link between better shareholder returns and companies having
superior stakeholder practices. The best practices include a focus on clear accountabilc o nt i n ue d o n pa ge 2 4
ity and related rewards, a collegial and flexible work-
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TO SAVE A FEW DOLLARS FOR SHAREHOLDERS.
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Congress Weighs -in on Auditor
Independence Stephen Barlas, Editor
THE ACCOUNTING INDUSTRY
complained about the SEC auditor

niceness went. In fact, the two House

employs his or her spouse. If the

members made a political argument

spouse were in a position to influ-

independence proposal prior to

that had not been heard before: that

ence the company's financial

hearings held in New York on

the SEC proposal would "penalize"

records, the auditor would not be

September 13 and in Washington on

working women. In the midst of a

considered "independent." The SEC

September 20, and they weren't

presidential election (not to mention

takes the opposite position; it says its

alone. In a letter to SEC Chairman

congressional elections), that's a

proposal will reduce the number of

Arthur Levitt, Jr., Reps. Mike Oxley

somewhat explosive charge and not

executives subject to independence

(R. -Ohio) and Ed Towns (D.- N.Y.),

one the Clinton administration (or

questions. For example, the SEC

the chairman and ranking Democrat

Al Gore) will want to hear. In the

proposal says only if "close family

on the House Finance and Haz-

eyes of opponents like Oxley, the

members" of an auditor are

ardous Materials subcommittee,
complimented Levitt for attempting

SEC proposal expands instances
where there would be "indepen-

employed at a company would independence questions come into play.

to rewrite "antiquated" indepen-

dence" problems when an auditor's

This is a liberalization of current

dence rules that are a "trap for the

accounting firm is working on finan-

rules, according to the SEC.

unwary." But that is as far as the

cial statements for a company that

continued on next page
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Corporate Reporting
# GLOBALIZATION, ECONOMIC DEVELOPment, information technologies, and other fac-

study that focuses on nonfinancial perfor-

tors have led to a world in which substantial,

reported by companies in their 1992 and 1997

mance indicators and operating measures

and often nontraditional, information is needed

annual reports. These indicators and mea-

about organizations for investment and other

sures-- discussions of company strategies,

purposes. Once legal disclosure requirements

quality - related awards, environmental goals

have been satisfied, company annual reports

and performance, and disclosure of non-

have the capacity to voluntarily communicate

GAAP, to name a few — usually are found in

valuable corporate information. At the same
time, the scope and format of these communications is

the president's or CEO's letter or in management's discussion and analysis, though they also can

at the discretion of the company. This choice conveys

be found in other areas of the annual report. Corpo-

to the reader the company's view of itself, including its

rate Reporting uses a case study format to examine

past, present, and future.

annual report content and presentation style.

Corporate Reporting of Nonfinancial Performance

Sixteen Fortune 500 companies in eight industries,

Indicators and Op er ati ng Measures, written by Gray

including standards such as Coca -Cola, Dow, and

John Previts, et al. and published by the Financial

Sears as well as newer companies such as Dell, are

Executives Research Foundation, is the result of a

included in the study. The

continued on next page
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[ETHICS]

cont'd from p. 22

place, and integrity of communications. Recent shareholder returns for
companies having best practices
averaged a 70% gain, while those
with poor practices suffered an average 6% loss. In a previous study, the
five -year return to shareholders
averaged 50 percentage points higher for companies with superior
practices.
The cornerstone of an ethical corporate culture is an appropriate code
of ethics or conduct. Concern for
stakeholders like employees, customers, and vendors can be
expressed in a values -based statement of management's commitment.
Intangible values like trust are critically important in today's global and
technology- oriented environment.
Research shows that many codes
of conduct are written and enforced
by attorneys. They are mainly concerned with compliance with laws
and regulations, rules, hierarchy, and
sanctions. This fosters a mind -set
that any behavior not specifically forbidden is acceptable. Legalistic codes
of conduct are unlikely to provide
the leadership necessary to attract
superior employees, motivate loyal
behavior, and result in long -term
retention o f favorable relationships
with suppliers, customers, and other
stakeholders.
On the other hand, a code that
emphasizes proper values deals with
setting examples, interpreting ethical
principles, and structuring appropriate reward systems. But the code has
to be well understood throughout the
organization and not just be a slogan
as appears was the case at Ford.
An ethical culture starts with clear
and unequivocal goal setting at the
top, spreads throughout the organization, and is reinforced through frequent use in continued on page 91
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cont'd from p. 23

Selective Disclosure Rules
The new selective disclosure rules
from the SEC go into effect October
23. They dictate that when a senior
official at a company makes an
intentional or unintentional disclosure of material, nonpublic information to an investment professional,
the official must simultaneously (if
intentional) or promptly (if unintentional) file an 8 -K or some other disclosure with the SEC. The genesis for
this rule is online traders' concerns
that company financial types are
leaking inside information to brokers who get a head start on the purchase of the company's stocks.
Sometimes there's an unspoken quid
pro quo that the broker give a more
positive recommendation to the
company's stock than it might otherwise rate in exchange for keeping the
inside information pipeline open. To
discourage second - guessing by SEC
enforcement types, the agency says it
will prosecute only company leakers
who knew or were reckless in not
knowing that the information that
was leaked was both material and
nonpublic.

Capital Gains Tax Change
Any congressional efforts to reduce
the capital gains tax have foundered
on the shoals of liberal complaints
about reducing taxes for the rich.
But very quietly, Congress is about
to pass a bill (H.R. 4923) that would
eliminate capital gains entirely on
sales of assets held five years when
those assets are located in what will
become known as "Renewal Communities." There would be a limit of
$100,000 tax benefit a year and
$500,000 over five years. Companies
that rehabilitate buildings could get
a tax credit of up to 20% of the cost
of the renocontinued on page 91

[BOOKS]

cont'd from p. 23

individual company profiles are
organized using a set of categories
that summarizes the content of the
book: overall impression, level of
detail, relatively unique content,
structure of the reports, target audiences or orientation, 1992/1997
comparison, and future oriented /forward - looking materials.
Survey results show that the content and format of annual reports
are contingent on company culture, management, performance,
regulatory requirements, and a
variety of other factors. Each of the
reports was notable for its content
or presentation. Not all of the information pertained to the measurement of performance: Also of value
to readers are the numbers by
which these firms manage their
businesses.
Worth mentioning is the final element of the company profiles, a
special evaluation of forward -looking and future - oriented information. Forward - looking information
consists of disclosures involving
explicit forecasts and estimates of
future performance. In contrast,
future - oriented information is more
general, dealing with aspects of
the company's operations that will
impact its future performance,
such as new or in-development
products, changes in strategies,
and company restructuring or refocusing activities. Although the historical function of the annual report
has been to report on the results of
the previous year, an increasingly
important task has been to establish realistic expectations for the
future.
If you are interested in the results
that an analysis of the current state
of disclosure, innovation, experimencontinued on page 91
tation, and
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By Robin Cooper and Regine Slagmulder, Editors

Activity -Based Budgeting Part 2
IN THIS COLUMN WE'LL CONTINUE OUR DISCUSSION

of the reversal of activity-based costing (ABC) systems
for use as activity -based budgeting (ABB) systems. There
are two more reasons for inaccuracies in this reversal
that we have yet to cover: fungible resources and unavailability of detailed knowledge.

Fungible Resources

then the ABB will predict a demand for 5.5 supervisors
and 5.5 setup individuals. When we correct these figures for integer people, the system will predict that six
supervisors and six setup individuals are required, giving a total of 12 individuals. But only 11 individuals
are really required. The problem is that the reversed
ABC system cannot cope with the fungible nature of
supervision and setup. The ABB system has to be
designed to accommodate this property of activities
and resources.

The ABC system takes existing resources (or anticipated
resources) and drives their costs through activities to
the profit objects. If two or more activities consume the
same resources, then the first stage or resource driver
Unavailability of Detailed Knowledge
takes the resource and drives it to the consuming activA budget is only as good as the estimates used in its
ities depending upon their demand for the resource.
preparation. Even the best ABB will lead to erroneous
Thus, in an ABC system, fungible
results if the assumptions about
resources (consumed by more than
future demand and hence resource
One of the
one activity) present almost no chalconsumption are incorrect. One of
lenge to the design of the system. For biggest differences the biggest differences between traditional budgeting and ABB is the
example, suppose that supervisors
betw een
also can perform setups. There are 10
amount of information needed to
traditional
supervisors, and their workload is
develop the budgets. ABB requires
budgeting and
split evenly between supervision and
much more information in two
setup. The ABC takes the cost of the
ABB is the amount forms. First, the information about
the relationship between resource
10 supervisors and drives it 50:50 to
of information
the supervision and setup activities.
consumption and acquisition is
needed to develop greater because the ABB system is
Subsequently, the supervision cost is
the budgets.
assigned to the activities performed
more detailed and, in particular,
by the workforce that require superrequires information about the way
vision and hence to the products that they are producresources are consumed. Second, there is a need to
ing. The setup activity costs are assigned proportionally
understand the relationship between secondary output
quantities and secondary resource consumption.
to the products that require setup.
But when the ABC system is reversed for ABB purIncreasing demand for more detailed information challenges the practicality of any budgeting approach. ABB
poses, an estimation of resources emerges. If we again
assume the 10% increase in demand for profit objects,
users should manage the level of detail to keep the budg26
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etary process timely (the required information can be
collected in time), efficient (at a resonable cost), and
effective (the final output is accurate).
The information challenge can be illustrated by
example. Anybody who has developed a budget (traditional or activity based) knows that accurately predicting the demand for profit objects at the individual item
level is virtually impossible. Such a prediction would
require the ability of the estimators to predict the number of each SKU that is going to be sold during the
upcoming period. In almost all reasonably complex settings such an estimate is impossible to achieve with any
accuracy. Consequently, there is not enough information to reverse an ABC system. Instead, implementers
must develop an ABB application method that is less
demanding of future output information.
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Summary
In this column and the previous one, we showed that ABB
involves more than simply reversing an ABC system as evidenced by the four challenges we presented. Each of these
challenges has to be resolved before a cost - effective ABB
system can be developed. In the next few columns we'll
describe how to overcome each of the four challenges and
develop an effective and efficient approach to ABB that
reflects the principles of zero -based budgeting (ZBB). ■
Robin Cooper is professor in the practice of cost management at the Goizueta Business School of Emory University.
Regine Slagmulder is professor of management accounting,
Tilburg University (the Netherlands), and visiting professor
at the University of Ghent (Belgium).
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BY JEREMY H O P E AND R O B I N FRASER

Thetraditionalperformancemanagementmodelistoorigid

In an age of discontinuous

toreflecttoday'sfast-movingeconomy.Twonewapproaches—

change, unpredictable

devolutionandstrategicperformancemanagement—have

competition, and fickle
customers, few companies

riseninpopularity,buttheyareequallyfrustratedbyunyielding

can plan ahead with any

budgetingsystems.

confidence —yet most organizations remain locked into

a "plan -make- and -sell' business model that involves a protracted annual
budgeting process based on negotiated targets and resources and that assumes
J

z

a

that customers will buy what the company decides to make. But such assump-

O

tions are no longer valid in an age when customers can switch loyalties at the
click of a mouse.

J
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Organizations need to find a new model that effectively
empowers front -line managers to make fast decisions
based on current information. The "Beyond Budgeting"
model represents a set of information -age best practices —from organization design and devolution of
authority to planning and performance management —
that leading -edge companies are now using to respond
much faster to customer demands. Understanding what
these practices are and what you need to do to adopt
them is increasingly likely to determine whether or not
your company is able to compete effectively in the new
economy.
Such companies as Svenska Handelsbanken (see sidebar, p. 33), Volvo Cars, IKEA, SKF, Borealis, Fokus Bank,

Invariably, such approaches simply lead to the delegation
of control within a strict regime of coordination and
accountability, with budgets as the primary weapon for
policing this control.
Delegation and coordination don't make comfortable
bedfellows. A constant battle is being waged in most large
organizations between the forces of decentralized initiative (usually the losers) and the forces of centralized
coordination (invariably the winners). The difference is
the centralizing power of the budgeting system that
emphasizes coercion rather than coordination (you will
cooperate, won't you ?), focuses on cost reduction rather
than value creation, stifles initiative, and keeps planning
and execution apart, thus reinforcing the separation
between thinkers and doers. Other
symptoms of failure include cost
allocations that are nonnegotiable
and middle managers who remain
"commanders and controllers.'
In the information economy, it's
not so much decentralization that's
required but autonomy within
boundaries. Autonomy is much
more than decentralization and a
few steps beyond empowerment.
Autonomy is a Greek word meaning self - governance. It means the
freedom to act and the capability
to act. The key to autonomy isn't to try to empower cost
centers (it doesn't work) but to give more responsibility
and accountability to a greater number of business units
for value creation. Effective devolution is tough, and it
takes many years of painstaking effort to hold back the
forces of centralization, but such efforts usually prove
worthwhile as they lead to a self- renewing organization
with strong values, dispersed responsibilities, and a performance culture that no longer depends on one or two
inspirational leaders at the top. Its features include:
♦ Governing through shared values and clear boundaries, enabling local managers to make fast decisions
knowing that they are within agreed parameters.
♦ Creating as many autonomous profit centers as possible, providing enterprising people with the opportunity
to "run their own business.'
♦ Coordinating the organization through market
forces, thus, for example, creating an "internal market" in
which central services units see operating units as internal customers that must be serviced and satisfied.
♦ Providing front -line managers with fast and open

The key to autonomy isn't to
try to empower cost centers (it
doesn't work) but to give more
responsibility and accountability
to a greater number of business
units for value creation.
and Boots have all abandoned the budgeting model in
one form or another in recent years. And the momentum
is gathering pace. Ericsson, Diageo, and British cider
maker Bulmers are among the latest companies to see the
light. Such is the current interest that in 1998 a Consortium for Advanced Manufacturing - International ( C A M I) research forum known as the Beyond Budgeting
Round Table (BBRT) was established to understand and
report on these developments.
After two years' research and numerous case visits, the
BBRT has concluded that not only do firms need more
effective strategic management, but they also need to
redesign their organizations to devolve authority more
effectively to the front line. Crucial to success, however, is
the recognition that these two elements of the beyond
budgeting model must be given equal attention.

ORGANIZATIONDESIGNANDDEVOLUTION
Most attempts at redesigning organizations and devolving
decision making have focused on flattening hierarchies,
reengineering processes, and introducing team working.
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information networks that convey up -to- the - minute

sibility to deliver results, placing the onus of responsibili-

knowledge about critical issues. Because everyone receives

ty on front -line people to perform.

important information at the same time, controls are dis-

♦ Giving managers the training and tools to think
and act decisively, providing managers with the capability
to make fast decisions at the point of contact with the

tributed (making them stronger) and bad news is shared
immediately.

♦ Giving managers the freedom to act and the respon-

customer.

Svenska Handelsbanken —
A Model for the New Economy
Since 1972, annual contributions to the Handelsbanken groupwide profit- sharing fund have been based on the
margin by which it beats the average return on capital of all its Nordic rivals, and, apart from 1973, it has
always made significant contributions. Yet inside the firm there is no annual budget or target- setting process.
The bank and its constituent parts are all continuously striving to improve their place in a series of performance
league tables geared to key measures such as return on capital, cost -to- income ratio, and profit per employee. It
is these league tables and their constituent measures, underpinned by intense peer pressure, that drive continuous improvement at local and regional levels. Beating the competition rather than some negotiated budget
goes to the heart of the Handelsbanken model.
Branch managers run their own business with high levels of freedom and responsibility. This means deciding
which products to offer individual customers (there are no centrally imposed targets), which central services to
use (services and prices are negotiated), and how many staff are needed. This freedom to act is supported by
the capability to act. For example, there is a fast and open information system geared to measuring customer
acquisitions and defections, work productivity, and customer and branch profitability. Information is online and is
seen by local, regional, and group managers at the same time, but it is how they use it that's important.
Managers are empowered to make decisions and to fix mistakes (higher -level managers only interfere when
absolutely necessary). The result is a very flat organization with a multitude of semi- autonornous work units (600
for the whole bank) with peer pressure (using performance league tables) driving performance improvement.
The benefits are evident everywhere you look. Employee turnover is
extremely low, reflecting high levels of satisfaction (redundancies are
unknown). Talented graduates want to join Handelsbanken more than
any other financial services company in Sweden, not because it offers
the highest salaries and benefits but because young managers are
given exceptional levels of responsibility within a radically decentralized
structure. It is perhaps because branches "own" their customers (no
matter where transactions take place), make fast decisions, and provide flexible products and services that Handelsbanken has the lowest
number of complaints in its sector and consistently tops the customer
satisfaction charts in Sweden. Costs are also the lowest in the industry
(half the level of the European average taken as a percentage of
assets). One reason is that costs are constantly challenged (rather
than protected by the budgeting system); another is that bad debts are
exceptionally low, largely due to the company's policy of devolving credit
responsibility to front -line people who know the customer.
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TheBudgetingModel
Vision

TheBeyondBudgetingModel

1

Strategic plan
Annual budget

Relative targets
Rolling forecasts
Flexible strategies
Internal market
Distributed controls
Relative rewards

[ _ Control
(vs.

budget)

Incentives

(vs. budget)

I

Culture:"Contract,
compliance,andcontrol'

PERFORMANCEMANAGEMENT
In the latter decades of the 20th Century the role of budgets mutated from a set of coordinated financial plans to
a wide- ranging management system for controlling the
business, driving management behavior, and rewarding
performance. As Figure I illustrates, the underlying
thread was one of control. The vision of the chief executive was translated into the strategic plan by the planners
and handed down the hierarchy to operational managers
who prepared their budgets. Once these were agreed, all
that was demanded was adherence to the plan. The head
office didn't like surprises. Control reports were constantly fed back up the line, and if they showed that performance was veering off track, new directives would be
issued from the head office. It isn't hard to see why the
budgeting system became essential to success. It was the
core management process and provided much needed
stability and continuity in an increasingly competitive
business world.
But despite attempts to fine -tune this model by introducing zero -base or faster (for example, quarterly) budgeting (neither of which takes the firm toward more
effective devolution or strategic performance), such a
model is now out of kilter with a fast - changing business
world. A number of new approaches have been promoted
over the past 10 years to overhaul the traditional model
and build performance management processes that
34
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Culture:"Responsibility,
enterprise,andlearning"

enable managers to steer their firms toward clear strategic
goals.
But despite the undoubted success of tools such as the
Balanced Scorecard, there is often such a gulf between
theory and practice that relatively few companies sustain
their interest at the highest level. Most collide rather than
connect with the budgeting process. The group finance
people are often to blame. They see themselves as the
guardians of the budget, and if a business unit or division
is veering off its agreed performance track, then corrective action must be taken, and they are the ones that must
enforce such action. This may well involve directives
aimed at (unplanned) cost reductions. Of course, the first
costs to be cut tend to be so -called discretionary investments in, for example, employee skills and management
training, customer satisfaction programs, and "special"
projects such as those that improve quality and increase
the speed of operations. The trouble is that these are also
the very investments that underpin the success of the
medium -term strategy as laid down in the Balanced
Scorecard. Other pitfalls await the inexperienced scorecard user.
For example, if the planning process remains locked
into an annual cycle with a highly deterministic approach
to strategy, then much of the promise from so -called
strategic management will be unfulfilled. A "take that
hill" strategy (to use a military metaphor) is of little value

if the hill itself has moved in the meantime. Incentive
schemes too heavily weighted toward achieving the fixed
plan reinforce this inflexibility. Moreover, there's a fine
line between "alignment" and "control," and there's a real
danger of using the scorecard (wittingly or unwittingly)
for top -down control (in the same way as a budget with
some nonfinancial measures).
In the beyond budgeting model, an effective performance management system should be aimed at supporting self - governing business units (see Figure 1). Its
principal features should include:
♦ Targets that are relative to the competition (internal
or external) and thus are always self - adjusting and
stretching the performance of the
business unit.
♦ Effective anticipatory management systems (including rolling
forecasts) that enable managers to
continuously adjust strategy and
manage investments and shareholder expectations.
♦ A rolling strategy process
(with appropriate cycles) that is
devolved to business unit teams and that operates within
clear boundaries and values.
♦ An investment management process that forces
managers to build flexibility and "exit routes" into their
forecasts and in which execution is made at the latest
possible time.
♦ Distributed controls aimed at supporting front -line
managers and keeping senior managers informed (by
exception).
♦ Rewards based on relative performance at a business
unit or company level that encourage team performance
and cross - company sharing at various levels.

without having a dominant market position (Handelsh-pken only has 15% of the highly deregulated Swedish
market)?
What's the reason for this sustained success? It's the
combination of effective devolution and effective performance management that makes the Handelsbanken case
so special and has pointed many more companies in the
right direction. It paves the way for companies to simplify
their performance management processes, reduce the cost
and complexity of the organization, and create a firm that
is strategically focused and much more innovative and
responsive.
Yet the gravitational force of the budgeting system

It's the combination ofeffective
devolution and effective performance management that makes
the Handelsbanken case so special •

THEBEYONDBUDGETINGMODEL—MORETHAN
THESUMOFTHEPARTS
To create new wealth, firms need both the benefits of
effective devolution (such as fast decision making) and
the benefits of effective performance management (such
as fast, open, and relevant information). The power of
this dual approach was recognized more than 25 years
ago by Dr. Jan Wallander, the architect of the Svenska
Handelsbanken business model.
Management books and journals are replete with success stories that support one management model or
another, but how many can point to companies that
have consistently beaten their rivals for almost 30 years

makes it extremely difficult for most firms to escape the
world of compliance and control. This is not a comfortable message for a measurement industry that believes it
alone has the power to drag the traditional model kicking and screaming into the information age. Only by
overcoming the constraints of the traditional budgeting
approach can managers build a business model that
operates at high speed; is self - questioning, self- renewing, and self - controlling; and rewards innovation and
learning. ■
The authors are program directors on the CAM -I Beyond
Budgeting Round Table. Jeremy Hope is coauthor of Transforming the Bottom Line and Competing in the Third
Wave, both published by Harvard Business School Press.
You can reach him at lh23@dial.
-p.
ipex.com. Robin Fraser
was until recently a mangement consulting partner in
PricewaterhouseCoopers and led the development of their
Priority Base Budgeting and ABM practices in the UK. You
can reach Robin at RobinFraser @Compuserve.com.
CAM -I Inc. is a not-for-profit international research consortium. To download a white paper or find out about joining the BBRT visit www.bevondbudgetin&o or contact
Peter Bunce by phone: +44 (0)1202- 670717, fax: +44
(0) 1202- 680698,ore -mail: Peter@cam-i. demon, co, uk.
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TRANSFERRING
-0-

OUT OF
4 0 1 ( k ) PLANS
Some employees are switching to defined benefit pension plans.
What's going on?

i

BY MILTON ZALL
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M I L L 10 N S O F A M E R I C A N S work for employers who offer 401(k) plans, and, thanks to the roaring bull
market of the past 10 years, employees have seen their plan balances swell. Younger employees are probably letting their
profits ride and are continuing to invest in the equity funds offered by their 401(k) plan. But what are older employees,
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those nearing retirement, doing? Are they willing to take full responsibility for making investment decisions that will affect
their lifestyle in retirement, or would they rather lock in their profits and annuitize their holdings? There isn't much
reliable information out there on this subject, but a recent announcement by Bank of America (BOA) to permit its
employees to transfer funds from their 401(k) plan to the company's defined benefit plan should shed some light on how
employees feel about managing their retirement portfolio into retirement.
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Beginning July 1, 2000, the 46,104 participants in Bank
of America Corp.'s $4.7 billion 401(k) retirement plan
were given a one -time option lasting 60 days to decide
whether to transfer all or part of their 401(k) balances
into BOA's defined benefit plan. Kelly Hartis, vice president for Corporate Affairs at Bank of America, notes that
the new option is one of many changes being made to the
company's pension and 401(k) plans as a result of
NationsBank Corp.'s 1998 merger with Bank of America.
Just before the merger, 74% of the participants in
NationsBank's 401(k) plan transferred $1.4 billion of
their money into the pension plan.
The decision by the participants in NationsBank's

save for retirement may fall short because people often

underestimate how long they'll live. The amounts that
workers have accumulated for retirement are generally
low, and many people appear to be falsely confident
about their retirement security. Workers may also find
that their retirement planning has been inadequate
because they hold false expectations about the age at
which they'll be eligible for full Social Security retirement
benefits, the age they will retire, the length of their retirement, and the sources of their retirement income. Nearly
20% of workers believe their retirement will last 10 years
or less, and an additional 15% believe it will last 11 to 19
years. But a man retiring today at age 65 can expect to

401(k) plan to transfer assets to their company's defined

live, on average, until 81, and a woman can expect to live

benefit plan doesn't surprise Karen Field, senior tax man-

until 84, according to the survey. In addition, 28% of the

ager for the Washington National Tax Office of KPMG.

respondents who say they've tried to do a retirement

Field says that available data suggest that people aren't

needs calculation are unable to state the amount they'll

saving enough for retirement, and they're worried about

need to save.

not having enough to live comfortably in retirement.
That's consistent with the findings of the 2000 Retire-

AREYOUPREPARED?

ment Confidence Survey (RCS) sponsored by the

The survey also produced a Retirement Readiness Rating
that's designed to indicate how well individual workers
are preparing for retirement. The scale runs from 0 to 25,
with those scoring 25 apparently doing the best job of

Employee Benefits Research Institute (EBRI), the American Savings Education Council, and Mathew Greenwald
& Associates. The survey suggests that employee efforts to

Only one stock plan management program
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preparation. The items used to compute the score for
each worker include saving for retirement, completing a
savings needs calculation, establishing an investing or
savings strategy for retirement, and attitudes toward various aspects of preparing for retirement. Based on the
results of this scale, fewer than one in 10 American workers appears to be doing a very good job of preparing for
retirement, while 35 %, with a score of 16 to 20, appear to
be doing a good job, and 28% appear to be doing an adequate job. Nineteen percent, with scores of 6 to 10,
appear to be doing a poor job, and 9% seem to be doing a
very poor job with a score of 0 to 5. Not surprisingly,
those with household incomes of $75,000 or more were
more likely to score highly, but those who are married,
those who receive retirement savings information from
an employer, and those who expect to rely primarily on
personal savings (either through a retirement plan at
work or outside of work) or employer - funded plans also
score highly.
"The fastest - growing segment of the population is the
over -85 segment," says Dallas Salisbury, CEO of the
Employee Benefits Research Institute. "People need to
make sure their money lasts a lifetime," he emphasizes.
Fortunately, the fraction of workers saving for retire-

ment has tended upward, and 80% of households now
report that they've begun to save. Right now, 53% of
workers have tried to calculate how much money they'll
need to save for their retirement, compared with 35% in
1993. When workers were asked if they made any changes
as a result of doing a retirement calculation, 54% said
they started saving more, and 26% said they changed
their asset allocation.
Another factor impinging on employees' financial
readiness for retirement is the fact that, according to an
analysis by global management consulting firm Hewitt
Associates, the majority of 401(k) plan participants —
regardless of age—choose to take lump -sum cash payments when changing jobs instead of rolling over the
money into their new employers' plans or IRAs.

OPTINGFORSECURITY
A great concern among employees is that they'll outlive
their assets. By transferring 401(k) assets to a defined
benefit plan, an employee can cash in his /her accumulation and receive a lifetime guaranteed benefit. Field
thinks many employees lack confidence in their ability to
manage their retirement plan assets. That's not surprising
when you consider that a majority of professional money
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managers underperform their benchmarks. Bill Miner,
who heads up Watson Wyatt's Chicago retirement practice, believes the action taken by NationsBank's employees reflects a desire to "lock in guaranteed benefits."
BOA's Hartis says that BOA employees who transfer
funds from their 401(k) plan to the BOA defined benefit
plan gain security. `Basically," Hartis notes, "Any money
transferred from the 401(k) plan to the pension plan is
protected against possible investment loss. When a participant receives a distribution from the pension plan after
leaving the company, the value of the 401(k) transfer
account will never be less
than the original dollar
amount transferred to the
pension plan. This balance
guarantee protects the onetime 401(k) transfer
account from possible
investment losses due to
possible market downturns.
This balance guarantee is
not available in the 401(k)
plan' Given the sideways
movement of the stock
$100 per month--.
market this year, it's easy to
see why employees might
want to lock in profits amassed during prior years. Hartis
suggests another reason why employees might transfer
401(k) balances into BOA's defined benefit plan is to
increase the amount they will have available for loans.
Employees can take up to two loans from their vested
defined benefit plan account at any time. One loan can be
taken for any reason, and one can be taken to purchase a
primary residence.
And why is BOA allowing its employees to transfer
their 401(k) assets into the defined benefit pension plan,
aside from wanting to give its employees the same opportunity that NationsBank's employees received? One possibility is that the new assets will generate more in
investment returns for BOA than BOA ultimately will be
obligated to pay out to its employees. If that happens, it
will generate pension income that could help boost BOA's
earnings this year and in years to come. The way the
transfer is structured, Miner says, employees can stipulate
how their transferred assets are invested. He adds, "Typically, employees will elect to invest their plan assets more
conservatively than the plan sponsor." So the employer, by
investing more aggressively, can realize a gain that represents the spread between what the employees stipulate
40
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and what the sponsor actually does. The only downside
to this scenario is that the plan sponsor is obligated to
provide employees with an investment return that's consistent with their election. In other words, the employer
takes the risk and reaps the reward. No doubt, BOA's
actuaries have examined this carefully and determined
that it's a money maker for BOA.

THEBOTTOMLINE
The name of the game with retirement planning isn't to
get rich. The goal is to not be poor. Poverty is a real possibility for retirees. How
much can a retiree safely
withdraw from a retirement
portfolio each year? There's
no easy answer because how
can anyone know what will
happen to inflation or the
markets? Some people may
indeed be able to manage
their retirement fund and
do better than if they were
to receive a pension, but
they're not in the majority.
And even these people may
not be thinking about what
can go wrong in the short term. Even if the stock market
is generally buoyant, not everybody will enjoy good
returns. The question is, "What percentage of people are
not going to be successful ?" There's no doubt that some
people, perhaps many, will get significantly below- average
results.
Then there's the uncertainty about life expectancy.
Based on available statistics, a couple who's 65 may have a
retirement span of anywhere between 18 and 32 years. At
least one person in the couple could be around for a long
time, and that person is going to have financial needs.
There's definitely a case to be made for some sort of guaranteed income, whether it's from Social Security, an
annuity, or a defined benefit pension plan like the one
BOA is offering its employees. BOA's plan is a win /win
program. BOA improves its bottom line, and its employees achieve greater financial security. ■
Milton Zall is a freelance writer based in Silver Spring, Md.,
who specializes in taxes, investments, the Internet, and
HRIbusiness issues. He's a Certified Internal Auditor and a
Registered Investment Advisor. You can reach him at (301)
649 -6044 or miltzall @starpower.net.
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Renee Hornbaker

Integrating
Companies
for Success
BY ANN FREESTONE

T THE END OF THIS YEAR

the worldwide value of mergers
and acquisition ventures presses
toward the $3 trillion mark. Unfortunately,
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more than half of all mergers and acquisitions
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have fallen short of their value creation goal.
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Out of all these disappointing M&As, who's meeting
the mark? Renee Hornbaker, this month's corporate
change agent. She's vice president and CFO of Flowserve,
one of the world's major providers of industrial flow management equipment and services. Hornbaker joined
Flowserve, which is no stranger to M&As, in April 1996 as
vice president of business development and quickly
became vice president and chief financial officer in April
1997.She oversees seven corporate direct reports, and
four operating group controllers report to her as well.
Hornbaker has planned and carried out 16 mergers
and acquisitions in a five -year period, and she's good at
it. Take Flowserve's 1997 merger, which is a great example of value creation. In July 1997,two leading flow management companies merged into the Flowserve
family —BWAP Inc. and Durco International Inc. Since
the merger, according to Hornbaker, Flowserve has
reduced its tax rate by 3%, achieving an annualized savings of more than $34 million, and it expects between a
$45 and $55 million rise in
annual operating income by the
year 2001. The company was
able to reduce its tax rate by
consolidating legal entities inside
and outside the U.S. Flowserve's
earnings have declined since the
merger, but Hornbaker says the
decline reflects the impact of the
economic downturn in its principal markets, petroleum and
chemicals.
Hornbaker knows what works
and what doesn't, especially
when it comes to integrating the
two companies after the ink is
dry. She says an integration strategy is the first step to achieving
success. Now there's a study that concludes this as well.
According to the 1998 Booze -Allen Hamilton study "Best
Deals," the integration strategy will ultimately capitalize
on—or lose —the synergies created by the union.
They examined 117 of the "most significant deals
closed in 1996" and found out it boils down to the management of the integration. Success doesn't hinge on
industry type, whether the integration is vertical or horizontal, the purchase premium, or capitalization ratio.
Much of the synergy gained through M&A can be lost in
the execution /integration process. According to Hornbaker, management needs to maximize the potential benefits

and synergies created between companies. To do so, they
need to coordinate a pre- and post- integration strategy —
and move quickly.
Without an appropriate integration strategy, merging
companies can find themselves in a position where existing strategies, policies, and procedures are disconnected.
This can lead to inefficient operations, communications
gaps, and misunderstandings of objectives or clashes in
culture and leaderships that may ultimately prohibit their
ability to reach the full potential of the union.

THECFO'SROLE
'As CFO, it is critical to be involved in the M&A process,
essentially from the beginning;' Hornbaker says. There
are many tax and financing strategies that can add value
to the analysis and proposal process as well as many
potential accounting issues that need to be considered,
such as employee benefit obligations, contingent liabilities, and reserves, she explains.
"My role was multifaceted'
continues Hornbaker. "Up front
and throughout the process, it
included helping to coordinate
the original transaction, especially in terms of developing
strategy with the CEO. Secondly,
working with our investment
bankers to determine appropriate deal structure and pricing."
She also worked with the
management teams on both
sides to identify, document, and
quantify synergies. "The integration planning process evolved
from that," she says. As a member of the integration steering
committee, she oversaw the
merger integration projects, developed tracking and
reporting schedules, tracked the milestones in the project
plans, and reported the results.
"The integration planning should start with the due
diligence process. Part of the due diligence process should
be to identify and confirm potential synergies;' she says.
"All of these issues will affect the value of the potential
acquisition.'
With so much to juggle during a merger, Hornbaker
says, the project management skills of a CFO carrying out
a merger are essential. These skills include detail orientation and proactive follow -up, asking such questions as

Hornbaker knows
what works and what
doesn't, especially
when it comes to
integrating the two
companies after the
ink is dry. She says an
inte ation strategy is
the first step to
achieving success.
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"Once you
have made
a decision,
don't second
guess it.
Second
guessing
costs time
and money,"
Hornbaker
emphasizes.

"What actions are supposed to happen next week ?" "The
following weeks ?" "Are we on track ?" "If not, how do we
get back on track ?" Add to the CFO's project management skills the ability to work effectively as a team member and the fact that you need to be a good
communicator. Another key trait? Know your limitations
and your organization's limitations, and get help where
needed. Don't forget resourcefulness and creativity
because you'll need them. "And once you have made a
decision, don't second guess it. Second guessing costs
time and money," she emphasizes.

Lesson1:SetDeadlines
Many aspects of M&A integration are by nature time consuming, and the benefits created by the alliance can
easily evaporate if the process is too slow. Says Hornbaker, "In terms of synergy destroyers, my experience is that
the longer you take, the more problems you're going to
have with personnel. Even if you make errors, if you want
to minimize financial risk, put stringent time constraints
on your execution strategy."
The lesson? To avoid value erosion, stick to stringent
time horizons, and review them periodically to make sure
they are maintained.

THELESSONS
Flowserve's merger is a definite success alongside so many
recent failures. The synergies created by the merger —the
areas of overlapping expertise and value— created substantial savings and strengths. These synergies ultimately
reduced the duplication of R &D efforts, expanded the
customer base, improved customer service and systems,
and provided a more efficient procurement process.
Hornbaker shares some lessons she's learned about pre and post- integration planning that can help you improve
integration after a merger.

Lesson2:Acquire,Don'tMerge
The culture and leadership style of any organization is
likely to be unique. In a merger between equals, such as
those that created Flowserve, unless the lines of leadership and procedural norms are clearly defined at the outset, political, philosophical, commercial, and legal issues
are likely to arise that will create confusion and serve to
jeopardize integration.
"Merging was the only way to join the two companies.
But as a result, a lot of decision making had to be done
Oct ob er 2 0 0 0 1 STRATEGIC FINANCE
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by consensus. That took a lot of time and created delays
that could have potentially limited the realization of value," says Hornbaker. "Getting everyone to buy in was a
major challenge.'
From Hornbaker's experience she's learned that it's better to acquire because mergers pose unique strategic and
decision - making problems, particularly in a union of
equals. These challenges make for a slower integration
process. If you have to conduct a merger, establish clear
lines of authority and decision making at the outset; otherwise, time delays will result if the chain of command isn't
clear. To keep the merger moving, examine cultural issues
during the due diligence process in order to anticipate differences in strategy and practice that can cause delays.

Lesson3:PrioritizeHigh-ValueSynergies
Integration is a broad -based initiative that will require a
team effort. But many integrations suffer from the excessive use of working groups. In the case of Flowserve, the
use of democratic -style working groups hindered the
integration process. "As part of the integration process,
we launched more than 45 projects, and a variety of
teams supported each one. Ultimately, it seemed that
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running the business became running the integration and
carrying on working group meetings," says Hornbaker. "It
was a distraction from the day -to -day business of serving
our customers. To offset this, people worked long and
hard at both. This led to a fair amount of burnout.'
She says to prioritize high -value synergies and develop
success criteria for these areas. Then build key integration
projects and teams around those areas. To build morale
and momentum, start with the projects that are more
likely to succeed.

Lesson4:UpdatePricingModels
One of the ways to create growth and value out of an
acquisition is getting the pricing right up front. But many
companies overestimate the synergies created through an
M&A. According to Hornbaker, revising the pricing models with post - integration data is essential to understanding the true benefits of any merger. She explains, "We
constantly examine our original pricing and benefit
assumptions by feeding post - integration data back into
the model. This has allowed us to reevaluate our objectives and revise our strategy accordingly to ensure that
the original synergies are realized:'

Lesson5:KeepEmployeesInformed
Under conditions of organizational change, employees'
jobs, benefits, and security will be impacted. Effective
communications must form a critical component of the
change strategy. "Communications are key. If employees
feel that they aren't kept informed of what is going on,
the level of frustration will grow without fail," says Horn baker. "This will not only create difficult working conditions but will translate into frustrated customers and
suppliers. Productivity goes down, and market share can
erode.'
Ground rules —how the two companies will proceed to
achieve their goals —need to be communicated immediately once the deal is inked. All departments — whether
it's human resources, marketing, or systems integration —
need to know what policies, procedures, and practices
will be going forward.

.

"The competition will try
to disrupt the market by
playing on customers' fears
about the merger... Bottom
line, yo u j ust cannot overcommunicate with
employees and customers."
Flowserve developed a strategy through e-mail and
newsletters that allowed people to ask questions and to
keep informed. "This helped prevent some of the typical
problems, but in hindsight I would recommend doing
even more, she says. "Also, the competition will try to
disrupt the market by playing on customers' fears about
the merger. Bottom line, you just cannot overcommunicate with employees and customers:'
Hornbaker's advice? Ensure that all employees have
access to this information through as many communication channels as possible.

Lesson6:InvolveAccountantsThroughouttheProcess
Accountants are crucial throughout the M &A process,
particularly in regard to establishing accurate pricing
models, communicating accounting policies, and analyzing post- integration success. Accountants were involved
in all phases of Flowserve's post- acquisition integration

process from due diligence, developing forecast models,
estimating synergies, and post- integration analysis.
In the due diligence phase, larger potential transactions
often included external auditors in addition to Flowserve
staff. This was particularly true in the case of cross -border transactions where differences in accounting policies
would affect the valuation. In the due diligence phase, the
accountants evaluated the conservatism or aggressiveness
of the historical financial results, which informed the
analysis and development of the pricing models,
cost /benefit analysis, and revenue forecasts. Says Morn baker, "We looked at the target's history of the accuracy
of the forecasts (plans and budgets), compared with actual results. This provided a lot of insight into the forecast
model prepared by the target.'
Taxes were another important area that Flowserve
accountants dealt with from a due diligence perspective.
They reviewed past tax returns and the adequacy of the
provision and tried to determine potential tax strategies
in order to minimize taxes on the combined entity going
forward. These considerations would impact the structure of the purchase agreement. Tax considerations also
would impact the financing of the transaction, including
where debt is incurred.
According to Hornbaker, accountants also took a leading role in communicating policy:
• the accounting policies to be followed,
• the chart of accounts to be used,
• reporting processes, and
• approval processes and other important internal
control considerations.
In addition, they handled issues with respect to cash,
such as the handling or transfer of lock boxes and check
ing accounts.
They also made significant contributions through
inventory costing that helped to estimate a purchase price
up front. Hornbaker explains, "This is particularly relevant for privately held targets. By analyzing the aging and
movement of the inventory, the need for additional
reserves can be identified, which can often be used as
leverage in negotiating a lower purchase price.'
Finally, accountants were responsible for the post acquisition analysis — determining whether or not the
planned results were achieved and, if not, what had to be
done differently next time to plan for contingencies. ■
Ann Freestone, a freelance writer based in Omaha, Neb.,
specializes in finance, high -tech, and safety and health
issues. You can reach her at Freestonea @aol.com.
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reaping the promise of

Enterprise Resource
Systems
People who've successfully installed complex ERP systems say
do your homework and begin with the basics.
BY K I P R . K R U M W I E D E , C M A ,

CPA, AND WIN

G. JORDAN, CFPIM

A TIDAL WAVE OF ENTERPRISE RESOURCE PLANNING
implementations is sweeping U.S. companies despite costs of
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$2 million and as much as four years' time to completion.
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An ERP system promises more and better information, which
can lead to lower costs. It integrates and automates most busi-
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time. Because the system tracks production by job, work center,
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IMPROVEDCOSTCONTROL
Interestingly, firms initiating ERP projects rated their
cost management systems significantly higher than did
non -ERP firms (see table below). Surveys by IMA's Cost
Management Member Interest Group showed that firms
with ERP systems have almost twice as many cost allocation bases (9.6) on average than non -ERP firms (5.8).
With far more cost - driver information available, ERP
systems enable a greater variety of allocation bases to be
used. Pillowtex, for example, previously used plantwide
overhead rates spread evenly by department. Now with

ERP systems track
production by job, work
center, person, and
activi/y.
(a

person, and activity, there's evidence that it improves cost
system quality. It's especially useful to companies pursuing a low- price /high - volume strategy — rather than a
market niche strategy —such as manufacturers of mass
merchandise items.
Pillowtex Corporation, a manufacturer of home textiles, gets 60% to 70% of $1.6 billion in annual revenues
from retailers such as Wal -Mart, JC Penney, Kmart, and
Target. These mass retailers are notorious for the clout
they have over suppliers. They basically dictate to suppliers the price they'll pay and the logistics required for
doing business with them. They require that suppliers
use operations systems such as electronic data interchanges and interfaces for how and when to ship. Without an ERP system, Pillowtex wasn't sure how profitable
its business with Wal -Mart was, especially considering
all of the after -sale logistical services Pillowtex provides
Wal -Mart. Now with a custom ERP system from Network Systems International, Pillowtex hopes to get a
better idea.

its ERP system providing access to information by activity, the company's accountants can do a better job of allocating specific overhead to different cost objects, such as
customers, according to Allan Pedersen, a Pillowtex division controller.
Another benefit of ERP systems is that activity-based
costing (ABC) is finding a new home within ERP systems
at many companies. Partnership agreements between
major ERP vendors and ABC software developers now
exist, such as the one between SAP and ABC Technologies. These alliances may help ABC proponents overcome
some of the traditional problems such as lack of top
management buy -in and infrequent updates.
The IMA surveys found that 4 1 % of firms using ABC
systems have initiated ERP projects while 48% of firms
considering ABC have initiated ERP projects. These
results suggest that many firms consider ABC and ERP
mutually beneficial but have found the need to implement one of them first.
At Hammond Group, a manufacturer of lead chemicals

Factors Influencing the Initiation of anERP Project
Companies
without an
ERP system

Companies
with an
ERP system

Quality of existing cost management system (1 -7 rating)'

2.8

3.1

Company annual sales (1 -8)2

3.4

4.4

4.2

3.4

"Low Price" Strategy (1 -7)1

3.4

4.1

Number of cost allocation bases (internal)

5.8

9.6

Factor

"Market Niche" Strategy (1 -7)

1

1. 1 =low and 7= strong.
2. Sales categories: 1 = <$1 million, 4= $101 -$500 million, and 8 = >$10 billion.
All of the above differences are statistically significant (at the p <.10 level).
Source: Surveys by IMA's Cost Management Member Interest Group, October 1999 and 1998
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sion, which produces sucker rods used in oil extraction, is
planning to improve its cost management system with
ERP and is considering systems from two vendors: one
whose system supports flow manufacturing and another
which supports flow manufacturing and has a robust

and battery oxides, ABC is a stand -alone system. The
company's decision to initiate an ERP project using
Oracle software was made independent of the ABC
system — mainly for competitive reasons. Competitors
were "kicking us in the teeth," says John McCarthy, financial project manager at Hammond Group. "No matter
how we allocated costs, we needed to lower overhead:'
While ABC helps Hammond see that overhead and sales
and administration costs are too high, it needs the ERP
system to become more efficient in handling transaction

«

Hammond Group
initiated an ERP p roj
ect to lower overhead
because competitors
were kicking us in the
teeth.

–

e- commerce piece.
Pillowtex's new Network Systems International ERP
system handles operations from forecasting through shipments and invoicing. But it doesn't include the financial
system, according to Pedersen,
controller of the company's
pillow and mattress pad divicosts.
sion. Financial information has
For many companies, last
Y2K
to be passed through an inter year's scramble to become
face to the accounts receivable
compliant was an impetus for
and accounts payable systems,
undertaking an ERP project.
Y2K
which are on Oracle. The comFirms who solved
by
pany's Fieldcrest -Canon divireplacing their legacy systems
sion,
which produces sheets
tended also to initiate an ERP
and towels, has been impleproject — especially those with
menting the full Oracle pack larger budgets, the IMA surveys
age for the past two and a half
showed. Of the firms spending
years and has completed
more than 20 % of their MIS
D
Y2K,
approximately
50% to 6 0 % of
improvement funds on
6 4 % initiated an ERP system or
it. "Looking back," Pedersen
36%
says, "Oracle might have been a better choice for us now
plan to, compared to only
percent of firms less conthat Fieldcrest -Canon is going with the full enterprise
cerned with Y2K.
Oracle system.'
Becoming Y2K compliant was also a factor for HamMoreover, companies should avoid being too ambimond Group, which is implementing Oracle on a limited
tious too soon just implement the basics first. A
basis for order entry, inventory, general ledger, accounts
Deloitte Consulting study reported that 4 9 % of compapayable, and accounts receivable. Most important, it
nies using ERP systems believe the ERP program is "never
wants to tighten up its purchasing system and get invencomplete." Instead, ERP is considered an ongoing activity.
tory online.
Only after the basic program is up and running should
you worry about the bells and whistles.
CHOOSINGSOFTWARE
Energy Northwest, an electric utility in Richland,
Oracle and SAP are the most popular ERP suppliers
Wash., installed an Indus Passport ERP system in 1993.
among survey participants. But others, such as Baan, J.D.
This system ran the company's complex operations
Edwards, QAD, Infoflo, Ross Systems Renaissance, and
including work management, document control, and
PeopleSoft, have significant market share.
taking equipment out of operation, as well as accounts
Companies considering ERP installations should carepayable, inventory, and purchasing. Indus had a stratefully consider what vendor they choose. Do reference
gic alliance with PeopleSoft, and in 1997,Energy
checks. Contact fellow IMA members through e-mail
Northwest installed PeopleSoft modules for payroll,
exchanges. Visit the vendor's customers. Avoid multiple
human resources and benefits, and time and labor
ERP systems and vendors if possible. And choose a ventracking. Later it added PeopleSoft modules for general
dor with your future expansion in mind.
ledger, budgets, and asset management. "We didn't need
Hammond Group chose Oracle because of the option
asset management right away, so we limited the scope
to implement and integrate other modules in the
of our initial implementation to only those modules we
future —such as combining ABC with its financial and
needed immediately," says Chad Bartram, Energy
manufacturing systems. Dover Corporation's Norris Divi-

n
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Northwest's supervisor of
business planning and
finance.
Most important, companies
should choose an ERP system
that will best serve their corporate strategy. One of Ham mond's strategic priorities was
to provide low -cost production and service, which influenced its decision to
implement an ERP system in
the first place. Specifically, it
wanted to cut overhead and
administrative costs. With the
Oracle system in place, Hammond hopes to grow without adding more people.
(a

Another key to success
to Energy Northwest's
ERP project was that
both consultants and
internal team members
helped each other.

COSTSOFIMPLEMENTATION
Beyond the software vendor cost, ERP consulting fees
can be exorbitant. ERP consultants at larger firms
charge a minimum of $200 an hour. And demand for
them is so strong that they usually require a 6- to 12month commitment, with some asking for $1 million
minimum. Most companies approach ERP implementation either through a consultant -led approach or a company -run approach. The consultant -led approach helps
get the system up and running faster, but it's also far
more expensive.
Energy Northwest chose the company -run approach
for its PeopleSoft implementation and spent only about
$700,000 on consultants —far less than the typical $2 million. Of course, the company -run approach is expensive
in terms of commitment by internal staff members. "Our
approach was best because after the consultants left we
knew our system," Bartram explains. "Most of our team
members were still here' Had he used a consultant
approach, the implementers would have disbanded after
the engagement.
Another key to success to Energy Northwest's ERP
project was that both consultants and internal team
members helped each other, which enabled all team
members to learn more about the entire system. But
because experienced ERP consultants are in hot demand,
using a company -led approach runs the risk that internal
team members may be poached by consulting firms
because the experience gives them valuable expertise.
Energy Northwest helped retain its own ERP team members by acknowledging and rewarding their work. The
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company's chief executive officer, J. Vic Parrish, and chief
financial officer, G. J. Kucera,
personally thanked the ERP
team members and gave them
monetary bonuses.
"We put a lot of blood,
sweat, and tears into it, and
the team would have been disappointed if the work hadn't
been properly acknowledged,"
says Davene Martin, a member of Energy Northwest's
ERP team. These internal
"experts" are especially important in a lean, company -run implementation. You need
them around to help train users and upgrade or
improve the system.
The benefits of Energy Northwest's new ERP system
are beginning to accrue. In accounting and financial
reporting, analysts get more and better data quicker,
which is helping accountants produce better and more
complex analyses such as what -if scenarios showing
how different allocation methods impact various business units. The functional staff now develops its own
reports online rather than having to request special
reports from the information services staff. Before the
ERP implementation, Energy Northwest had seven
systems analysts. Now it has three and a half full -time
employees who maintain the system. "We've been able
to survive without all the technical support," Bartram

notes.
Although many firms have successful ERP implementations, some implementations go awry. For yours to
succeed, heed the advice given by successful implementers: Don't be too ambitious in scope, too dominated by consultants, or use too many different vendors'
systems. Just implement the basics first, and choose a
system that will best serve your primary customers and
strategic focus. ■
Kip R. Krumwiede, CMA, CPA, Ph.D., is an assistant professor of accounting at Brigham Young University. You can
reach him at (801) 378 -4760 or by e-mail at
kumwiede@byu.edu.
Win G. Jordan, CFPIM, A.D., is an assistant professor of
accounting at Fort Hays State University. You can reach
him at (785) 628 -4016 or by email at wiordan @fhsu.edu.
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By all accounts, the need has never been greater for professionals who
can tear apart corporate balance
sheets —not just after quarterlies and
annuals have been released, but
before. Over the past couple of years,
the number of well- publicized cases
of outright fraud —or innocent but
major accounting errors —has
increased dramatically. Corporations
such as Tyco, Cendant, Sunbeam,
McKesson HBOC, and others immediately come to mind. All told, more
than 100 companies have been cited
for irregularities in recent years.
According to Pricewaterhouse Coopers LLP, a vastly increased percentage of all securities litigation
claims filed nationally today revolve
around alleged accounting irregularities (rather than other types of
fraud) than even a handful of years
ago. In 1995 a quarter of all securities litigation claims were based on
would -be accounting irregularities;
three years later, in 1998, they
accounted for 47% of the total.
Another study, by National Economic Research Associates in New
York City, says that between 1992
68
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and 1998, the number of securities
lawsuits based on the need to restate
audited financial statements
increased by 750°x6.
And there's no indication that the
number of accounting irregularities —and the need to restate
results —will go down any time
soon. The need to meet Wall Street
expectations has become a consuming preoccupation of CEOs and
boards across the nation. Perhaps
more important, with SEC Chairman Arthur Levitt keeping the pressure on companies to improve
disclosure and transparency—and
with both the SEC and the Financial
Accounting Standards Board (FASB)
issuing or considering a variety of
new pronouncements and regulations—corporations will be hard pressed to accurately meet the
demand for new and more detailed
information.
Helping corporate boards, audit
committees, and CFOs sort through
this morass —and serving as de facto
watchdogs for shareholders —are
seven professionals: Michael R.
Young, a litigation partner at Willkie
Farr & Gallagher in New York;
Harvey Kelly, partner in the financial
advisory services group at PricewaterhouseCoopers LLP, also in
Manhattan; David Tice, portfolio
manager at David W. Tice & Associates in Houston; Jack T. Ciesielski,
president of RG Associates, Inc. in
Baltimore; Pat McConnell, senior
managing director at Bear, Stearns &
Companies Inc. in New York;
Gabrielle Napolitano, managing
director at Goldman Sachs & Co. in
New York; and Howard M. Schilit,
president of the Center for Financial
Research & Analysis in Rockville,
Md.
What do they have in common?
They were all pioneers in looking

into financial reporting and identifying "irregularities" long before it
became fashionable to do so, certainly well before the words of Wall
Street analysts became as influential
as they are today. "I would say that
we [at Goldman Sachs] were one of
the first to recognize that there was
an accounting void at Wall Street
firms," says Napolitano, who joined
Goldman in late 1990. "Goldman felt
there was a void in the accounting
area. There was no one in -house
here who had a relationship with
FASB or kept abreast of accounting
standards changes, so they assigned
me that job, and it has grown into
something much larger."
Others found themselves equally
in demand as corporate accounting
and reporting requirements became
more complex. "I was an accounting

professor for 20 years;' notes Schilit.
"I did a lot of research on companies
that had gotten into trouble using
accounting tricks, and then in 1993 I
published a book called Financial
Shenanigans. I launched a website in
1993; that's when I started getting
noticed by people outside the acade-

mic world. They asked, `Can you
teach me what you've learned ? "'
Ciesielski found demand for his
expertise in a happenstance fashion
as well. "I worked at Legg Mason for
about seven years, and when I was
there I was always getting questions
from our group, the Legg Mason
Value Trust, a mutual fund, as well
as the sell side about `What does this
or that mean ?, "' he says. "I got the
idea that I could do this on my own,
and I decided to do so."
The seven view their current roles
as vastly different. "Our mission is
really to identify the truth, to help
people from getting hurt," Tice
notes. "We analyze the facts, come
up with our own opinion, take on
the constituent interest groups, and
will not be influenced by the herd.'
Others — particularly those at Wall
Street or Big 5 accounting firms —
see their roles as more consultative.
"One of the things I do is write a
newsletter tailored to institutional
clients, primarily mutual and pension funds, which tells them about
accounting rules and changes and
their impact on financial statement
analysis," McConnell explains.
"They're doing earnings estimates as
part of their valuation and investment decision process. If they're
going to forecast next year's earnings, they need to know what the
accounting rules are.

"The other thing we do," she says,
"is act as a consultant for analysts
and portfolio managers at buy -side
firms as well as for our own inhouse analysts. We help them interpret the financial footnotes, take
the historical information, and
translate it into a forecast of future
earnings."
Yet another major role: investigating those companies that have
already reported accounting irregularities—or where it looks like a
company may be involved in
accounting irregularities. That's the
case with Willkie Farr's Young, for
instance. His firm did the special
audit committee report on behalf of
the audit committee at Cendant
Corp. In April 1998, Cendant
announced misstated financial
results at its recently acquired CUC
International unit, which led to a
$14 billion loss in market capital in a
matter of hours.
"We were asked to get to the bottom of it," says Young. "To their
credit they wanted an in -depth
investigation. This was classic
sleuthing, absent only the funny
looking hat and Dr. Watson."
PricewaterhouseCoopers' Kelly
does much the same. "Very often
we're brought in where there is some
concern about the veracity of the
financial numbers," he says. "The
board of directors of a corporation

"Our mission is really to
identify the truth, to
help people from getting
hurt, David Tice notes.
77

will call in an independent forensic
accountant to have a look. Or a
major creditor or major shareholder
with significant credit risk or ownership interest in a company might call
us in. They'll hire us to take a fresh
look, one that is completely unbiased and not influenced by historical
events.

"This used to be something of a
side hobby," he adds. "Now this is what
I and others here do for a living."
Regardless of where they work,
many of these sleuths produce some
sort of publication geared to analysts, institutional investors, and others. They also publish books and /or
write columns for other publications, at least occasionally. Ciesielski,
for instance, publishes "The Analyst's
Accounting Observer"; Tice produces "Behind the Numbers," used
by 200 money managers. These publications can be quite profitable: Tice
charges $15,000 annually. "We purposely don't call `Behind the Numbers' a newsletter, which in my mind
implies a $200 -a -year, six-page publication. Typically we average 50
pages of coverage"
Oct ob er 2 0 0 0
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"It's a carnival atmosphere,
and the pressure to meet or
exceed Wall Street estimates
is enormous, Howard Schilit tells.

REASONSFOR
IRREGULARITIES

The group points to a variety
of reasons for the number of
highly publicized accounting
irregularities cases over the
past couple of years: extraordinary pressure to meet Wall
Street forecasts, the level of
the market and P/E ratios,
and compensation tied to
stock options among them.
The pressure to meet Wall Street
expectations apparently remains the
predominant reason why companies
commit accounting fraud. According
to a survey cited in a just - published
book, Accounting Irregularities and
Financial Fraud, edited by Young, an
extraordinarily high percentage of
CFOs says they have been pressured
to misrepresent results. (The survey
of 160 financial executives was done
in April 1998 at the Seventh Annual
Forum of Chief Financial Officers
hosted by CFO magazine. Delegates
were asked to respond to the statement, "As CFO, I have had to fight
off other executives' requests that I
misrepresent results." Fifty -five per-
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cent said they had been asked but
"said `no' and fought them off"
Twelve percent said they yielded to
the requests. Thirty-three percent
said they had received no requests to
misrepresent results.)
"Start with the following picture,"
Schilit tells. "Companies are under
tremendous pressure each quarter to
meet or exceed Wall Street estimates.
The first week in January there's
tremendous anticipation in the marketplace as companies start releasing
their fourth - quarter results. It's a
carnival atmosphere, and the pressure to meet or exceed Wall Street
estimates is enormous.
"A company whose underlying
business has historically been growing at 30% is a darling of Wall
Street," Schilit adds. "So if the company's growth slows to 15% or 20 %,
if it reports that to Wall Street, the
stock almost certainly will collapse.
"What to do ?" he continues. "A
company can begin making acquisitions to create growth, or it can
become more aggressive in reporting
revenue earlier than it should, taking
future earnings today. It's my sense
that it's this scenario that is leading
to this aggressive accounting."
Volatility in the stock market has
exacerbated the problem as well.
"The stock market often reacts in a
very volatile fashion in respect to
company announcements of earnings shortfalls, and I think that

volatility may in part be contributing to what's happening to some of
these companies," Kelly explains. "I
think people have been surprised by
the magnitude and the amounts
involved in these misstatements and
the extent to which people have gone
to cook the books and hide their situations from analysts and auditors."

THESECANDFASB:
UNPRECEDENTEDACTIVISM
In response to these corporate
"shenanigans," as Schilit calls them,
both the FASB and the SEC have
responded forcefully. In late September 1998, the SEC's Levitt
announced a broad array of initiatives to curb accounting fraud,
among them the formation of a Blue
Ribbon Committee to study the
effectiveness of corporate audit committees and additional efforts
designed to look at the effectiveness
of outside auditors. In the following
10 months, at least 28 speeches were
given by SEC officials on the topic.
And last year the SEC's director of
enforcement, Dick Walker, designated 1999 "the year of the accountant.'
'While the [`managed earnings']
problem is not new, it is happening
with alarming frequency," SEC Commissioner Norman S. Johnson said
in a speech last March. "Barely a
week goes by without an announcement that another large company is
restating its financial results. There
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are a number of dubious practices
that companies employ to manage
their earnings, including such gems
as: `big bath' restructuring charges
[writing off things not directly related to the restructuring], creative
acquisition accounting, `cookie jar
reserves' [where reserves are overstated, then later shifted into income
when the greater reserve amount is
deemed unnecessary], `immaterial'
misapplications of accounting principles [where a company accounts
for something incorrectly but does
nothing about it because it views the
impact as negligible], and the premature recognition of revenue. The
names for some of these techniques
may be amusing, but in reality they
are not amusing at all."
Bear Stearns' McConnell and others have taken note. "The SEC has
focused a lot more attention on this,"
says McConnell. "Chairman Levitt is
one of the few to have focused on
financial reporting. It goes hand in
hand with the level of the stock market and the level of P /Es."

don't understand that they're getting
caught up in fraud until they've
stepped over the line. Things get out
of control over time. It's a tragedy.
"As an anecdote, I went into a
company once where fraud had surfaced, the CFO had confessed, and I
went in to interview others at the
company. I walked into a conference
room to interview a junior CPA, and
before I could ask a single question
she started to cry. She said, `I'm so
relieved that I finally have someone I
can talk to about this: She was desperate to tell somebody.

PREMEDITATED,LARGE-SCALE
FRAUDORINCREMENTAL,
UNPLANNED?
Not everyone agrees about how
fraudulent schemes get started. Many
believe that companies cross the line
almost by happenstance. "I think
there are a lot of people trying to be
honest," says Tice. `But then they
realize there's so much at stake that
they stretch things a little bit and
then they stretch them a little bit
more, and then they justify it by saying that everybody else is doing it.'
Adds Young: "These kinds of
problems do not start with a CFO or
accounting department being dishonest. Instead, you start out by
dealing with hazy areas, with basically decent and honest people who
60
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"What happens in organizations is
that people's consciences start eating
at them, getting the better of them,
they can't take it anymore, and that's
when you have your whistleblowers,"
Young says. "And once the whistle gets
blown, then the board has to act."
Others don't believe that fraud
begins innocently. "That's the common wisdom, but nobody puts a
gun to your head," Ciesielski says.
"The argument here's a little circular.
Companies shouldn't commit to
things that they can't deliver. You
don't say you're going to have a 15%

average growth rate over five years if
you're a cyclical company. Of course,
they also have a lot of their compensation tied up in stock options. This
whole thinking is like blaming the
golden goose for laying an egg."

THECLUESSLEUTHSPURSUE
What do the accountants look at in
order to spot companies potentially
in trouble —and where irregularities
may become a problem? "If I'm
doing financial statement analysis,
looking at a company's reporting
results, I calculate a ratio, days of
receivables, which is a common ratio
to get a handle on a company's
financial health," McConnell
explains. "If there's a lengthening of
time between the recording of a sale
and the time the sale takes place,
that's not a good sign.'
In this regard there are two kinds
of irregularities, she says. "At one
extreme, at the fraudulent extreme,
you have a sales record that is not
legitimate, where you have receivables that are not collectable but
they haven't been written off," she
says. "At the other extreme are the
legitimate reasons for that lengthening —for instance, if you're moving
into Europe, payment terms are
longer. Unfortunately, today as soon
as one starts talking about the
lengthening, the immediate conclusion of the masses is that fraud has
been committed!
Kelly says that, "Far and away, the
leader in terms of where people try
to cook the books is the revenue
recognition area. That's where the
company inflates its sales figures.
This occurs by making up transactions. Frequently, though, this is
accomplished by prematurely recognizing transactions that are genuine.
"This starts small," he says. "A
company may recognize that it's
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"Youdon'twanttogetcaugh
in the quicksand of cash
earnings..:"Jack Ciesielski advises
short on sales so it pushes the operations people to get the shipment out
the door sooner than they might
otherwise. That might work at
first —maybe people will work overtime in the warehouse —but the
problem is that you put yourself into
a difficult position for the next quarter. You're borrowing from tomorrow for today. You keep digging a
bigger hole, and eventually you come
to a point where you either have to
fail to meet expectations on revenue
growth or become much more creative than working overtime."
What's the next step? "It may start
with a bill- and -hold relationship,
where you bill customers for material
but you haven't shipped yet," says Kelly. "Or it could be a consignment type
of sales where you say, `Take the
goods, and if you can't sell them, send
them back. The point is that there are
rules about when you can and cannot
recognize revenues. Unfortunately,
some people cross the line.'
To detect problems, Schilit "keeps
an eye on cash flow and then compares it to net income.'
Restructuring charges represent
another major area where potential
accounting fraud can be detected,
the sleuths agree. "These days this is
getting a lot of attention," says Kelly.
"When a company closes down
some plants, terminates people, and
reorganizes its business, it incurs significant costs that can be reported as
one -time charges. Many people
believe that the investment commu62
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nity reacts negatively to such charges
since, as the name implies, they are
only supposed to occur once and are
not reflective of future normal operating costs.
"The problem starts when a company reserves excess one -time
charges that have nothing to do with
the restructuring and later inflates
operating profits by using up the
excess reserves rather than reporting
certain costs as expenses," Kelly adds.

of quarterly financial results.
But little if any detail is given regarding how its proposals
should be implemented,
Young says. "This is like the
blind leading the blind," he
S notes. "What basically has
happened in the last 18
months is that the SEC has
hoisted onto the shoulders of executives and directors a whole new set
of financial reporting responsibilities. Unfortunately, there is no clear
guidance as to how these responsibilities are going to be performed.
"For example," Young adds, "the
new rules require an audit committee charter, an audit committee
report, and some unspecified level of

PUTTINGCORPORATIONS
IN A BIND
Going forward, corporations face
two major challenges if they want to
stay out of accounting hot water and
avoid having to restate results: making their audit committees function
in a way that satisfies the SEC and
sorting through a plethora of proposed FASB pronouncements and
SEC Staff Accounting Bulletins
(SABs) now in the works.
According to Young, making audit
committees effective will be particularly vexing. Last February the Blue
Ribbon Committee sponsored by the
New York Stock Exchange and the
NASD issued recommendations on
"Improving the Effectiveness of Corporate Audit Committees." Among
the proposals: that the membership
of audit committees consist solely of
independent directors, that audit
committees make public disclosure
of their activities on an annual basis,
and that the SEC require outside
auditors to conduct interim reviews

audit committee diligence. The
underlying problem is that once the
charter is in place, once the reports
are written, once the audit committee is convinced to increase its level
of diligence, nobody is exactly sure
what the audit committee is supposed to do:'
On top of this, eight or nine contentious FASB pronouncements and
SEC Staff Accounting Bulletins are
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in the review process, many designed
to help rein in the fraud that seems
so prevalent. "Keeping abreast of
changing accounting regulations is
not easy," notes Goldman Sachs'
Napolitano. "Investors, analysts,
creditors [and corporate executives]
may find themselves hard - pressed to
maintain a comprehensive understanding of the major proposals
introduced [by FASB and the SEC].
"I think FASB's pronouncements
regarding business combinations,
consolidations, and derivatives are
particularly controversial," she says.
"So are the SEC's SABs regarding
earnings management, in particular
those regarding revenue recognition,
treatment of restructuring, materiality, and, `tainted shares' in pooling
acquisitions."
"I think companies ought to pay
very close attention to business combinations and get straight the difference between earnings and cash
flows," Ciesielski advises. "They're
really two different measures of performance. You don't want to get
caught in the quicksand of cash
earnings because that's what's getting
forced down people's throats. It
doesn't tell you much about earnings
or cash flow, but it makes the company look good. There has been virtually no attention paid to this."

SOMEPROGRESS,MORETOCO
These professionals expect some
good to come out of the current proposals being made, at least in the
long term. On the audit committee
front, for instance, Young predicts
that professional audit committees
will be formed to handle the new
rules and regulations. "What we need
is for audit committees to get practical real -world insight into the causes
of accounting problems and how to
prevent them from happening," he
64
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The agency has been doing this
through a lot of publicity. So there's a

says. "Right now many of the audit
committees are made up of entrepreneurs or overly busy executives.
That's why there's a big learning
curve in terms of educating them
and why we're going in the direction
of professional audit committees. We
are going to move away from a model of board membership premised
upon interweaving upper management relationships to a model based
on sophistication and independence.
"I know a guy who's chairman of
three audit committees and the
retired audit partner of an international accounting firm, and he is
sought after as a member of boards
of directors because of his expertise,"
he says.
Off the record, one of the seven
professionals worries that the SEC
may be mishandling the way in
which it's ratcheting up accounting
stakes. "I think the SEC is addressing
what it genuinely views as a problem,
but I think to some degree they have
been too zealous while in other cases
changing the rules retroactively," the
accountant says. "I'm not sure this
isn't going to backfire on the SEC.

growing perception that information
is less transparent and of lower quality, and that seems to be having a negative rather than a positive effect on
the psychology of a lot of people."
Tice says that, despite the heightened attention being given to
accounting issues by regulators, business continues as usual all too often.
"I still don't think there's that much
scrutiny, he says. "I think a lot of
people are ignoring accounting
issues, and I don't see that changing.
The pressure has always been great,
and it's getting greater, particularly
with the stock options issue. In terms
of the economy, the tail continues to
wag the dog. That is, the stock market
has become more important than a
company's operating results; the market ought to react to corporate behavior and operating results instead.'
Bear Stearns' McConnell suggests
that the real way to get rid of fraud
and "irregularities" is for corporate
accounting staffs, shareholders, and
others to get back to basics. "There is
no substitute for good, old -fashioned financial statement analysis,"
she says. "The trick is to sit down,
read and digest the information.
"In the interim," she adds, "that's
the type of service that the Schilits
and Tices of the world are providing,
and I think it's very helpful to the
market. It's unfortunate that sometimes what they say is misinterpreted
by the financial press." ■
Lawrence Richter Quinn is a freelancer
based in Arlington, Va., who writes
regularly for The Washington Post,
Mortgage Banking, American Banker,
Risk & Insurance, Derivatives Strategy, and others. You can reach him at
larry_guinnl @hotmail.com.
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vendors
stealing
from you.?
HERE'S A WAY FOR YOU TO FIND OUT AND TAKE PREVENTIVE MEASURES.

BY CAROLYN A. STRAND, CPA;

IF ONE OF YOUR VENDORS shows up at your next

SANDRA T. WELCH, CPA;

meeting in a new Ferrari, mentions a new membership to

SARAH A. HOLMES, CPA; AND

an exclusive country club, and has started to build a lake

ROBERT H. STRAWSER, CPA

house, be skeptical. Your vendor may be taking you for a
ride. A recent survey reveals the characteristics of victims
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and perpetrators, fraud schemes, and the red flags, as well
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as outcomes of the investigations. We'll take a look at the
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study, then focus on what steps you can take in your
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organization to prevent and detect fraud.
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First, the survey. To obtain the data, we surveyed active
members of the Association of Certified Fraud Examiners. Of the 8,000 members who received the survey, 31 %
responded, describing frauds with which each respondent
was personally familiar. Of the 2,475 usable responses,
407 (16%) members described frauds committed by vendors working alone or with others. Frequency distributions, medians, and averages highlight characteristics of a
"typical" vendor fraud.

THEVICTIMS
By its very nature, fraud is deceptive. The perpetrator
instigates fraud when an apparent opportunity exists to
do so without negative repercussions. As you can see from
Table 1, fraud touches all industries, but public administration organizations are by far the most frequent victims
of vendor fraud. They account for 34.7% (141 cases) of
the reported frauds. Transportation and utilities succumbed to vendor fraud in 45 cases (11.1 %), followed by
40 cases (9.8 %) in the financial and banking industry.
Retail and construction had the lowest percentages at 3.4
and 2.7,respectively. Publicly traded organizations
accounted for 32.7% (133 cases) of the victim organizations, while almost 20% (74 cases) were regulated entities.
Median assets of the victim entities were $100 million,
with a reported median budget of $43.4 million. The
median number of personnel employed was 3,000.An
overwhelming number of all organizations had an internal audit function (77.6 %,which represents 316 cases).

THEPERPETRATORS
So who's committing these crimes? They're male. They're
married. They're well educated. Men accounted for three fourths of the vendor fraud cases. Two - thirds of the perpetrators were married, and almost half held at least a
four -year college degree.
Successful instigators of fraud must have both opportunity and motive. Crimes of a financial nature are usually committed in areas in which the instigators possess
knowledge obtained from their occupations. So an individual holding a job that encompasses a wider range of
organizational activities seems to be in a position to perpetrate more complicated —and costly — frauds. Of the
407 cases of vendor fraud reported in this study, owners
or managers in the vendor organization instigated 138
cases of fraud (34%), while employees of the vendor were
known to be responsible for 136 cases(33 %).

THESCHEMES
Vendors use a variety of schemes to defraud organizations. Here are a few of the common tactics study participants mentioned:
• Inflate prices charged or quantities delivered;
• Substitute an inferior quality of goods or services for
those ordered;
• Bill for services not performed or goods not delivered;
and
• Issue multiple billings for the same goods or services.
Since vendors are probably not subject to as much
68
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ed cases(61.9%) was a primary factor for the fraud going
undetected for so long. The cooperative efforts of colluders can create the impression that controls are being followed. Colluding perpetrators can also corroborate their
colleagues' fraudulent explanations for unusual activities,
again creating an environment in which huge losses could
occur.

REDFLAGSANDINVESTIGATIONS
Fraud detection is frequently associated with the presence
of red flags. Respondents suggested that, on average,
more than two red flags existed in every type of scheme.
In hindsight, internal control weaknesses in the purchases
subcycle should have provided ample warning that the
possibility of vendor fraud existed. Internal control weaknesses (such as inadequate authorizations of purchases

scrutiny as insiders are, they may be able to disguise large
fraudulent dollar amounts as legitimate transactions.
Unfortunately, the losses are huge. According to the study,
the median amount of loss to private companies per
fraud was $475,000,while the median loss in the public
sector was more at $590,000.(See Table 2 for more.)
Each perpetrator on average negatively impacted
almost three (2.8)general ledger accounts. No surprise,
then, that the accounts most frequently manipulated
include purchases, accounts payable, accounts receivable,
and cash. Access to multiple accounts suggests problems
with the lack of appropriate separation of duties for
employees in the victim organizations. Indeed, vendors,
either acting alone or in collusion, exploited the lack of
separation of duties in 216 cases(53.1%) as well as weaknesses in authorization procedures in 229 cases (56.4 %).
They overrode internal controls in 163 cases (40%), and
they altered documentation in 227 (55.8 %).The percentages show that a given fraud could use multiple schemes.
The mean duration of all vendor frauds was quite
lengthy at 31.8 months. Undoubtedly, the presence of collusion between vendors and insiders in 252 of the report-

The median
amount of loss to
private companies
per fraud was
$475,000, while the
median loss in the
public sector was
more at $590,000.
and inspection of goods /verification of vendor invoices)
were present in 344 cases(84.5 %).Other red flags reported include:
• Missing documentation (29.2 %),
• Altered documentation (28.7 %),
• Financial anomalies (20.6%), and
• Noticeable changes in lifestyle (17.7 %).
Tips from those who saw the red flags —and reported
them —led to the detection of the majority of frauds in
this study. Lacking this input, some might not have been
detected at all. Tips from concerned employees were
Octo ber 2 0 0 0 1 STRATEGIC FINANCE
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more effective than tips from outsiders. Insider complaints resulted in the detection of 168 cases(42.2 %),
whereas outsider tips provided warnings concerning 108
cases(27.1 %).
Even though tips offered the best leads in the fraud
cases, internal and external auditors can be a primary
defense against frauds. Almost 30% (118 cases) were discovered during the course of an audit. External auditors
were particularly useful in detecting vendor fraud in the

Are You Being Duped?
These Companies Were.

public sector, providing the initial discovery in 24.1% of
the cases.
Once the fraud was discovered, the organization severed its relationship with the vendor in only 5 5 % of the
cases. Almost half the victim organizations prosecuted
the vendor, resulting in 82 convictions, which amounted
to 40.4% of the cases. Unfortunately, the punishment for
fraud is usually less severe than for other crimes that are
either more publicized or more egregious to society.
Some companies didn't even pursue the vendor
through the courts- 2 0 % settled out of court.

Here are some real -life examples of fraud that vendors
have perpetrated against their customers and how they were
discovered:
♦ An electrical equipment vendor provided substandard parts
and used equipment to a public utility. To avoid suspicion, the
company counterfeited nameplates on the equipment and then
billed the used parts as new items. A competitor alerted the
utility to the fraud, but, by this time, the vendor had already collected $1 million for the substandard equipment.
♦ A shuttle -bus maintenance company overcharged its
customer, a city, for repairs. The city paid tr
company for unnecessary work as well as
work on vehicles under warranty. An interna
auditor detected the fraud because the
repair costs were four times greater than
similar cities. The loss: approximately
$800,000.
♦ A publicly traded organization contracted with an outside vendor. The vendor routinely inflated the hours reported,
charged for employees who didn't work on
jobs, and billed employees and equipment I
multiple jobs. An employee of the company,
who suspected the vendor was bilking therT„
tained a personal log of the vendor's employees and hours
worked. No surprise, then, that the employee's log didn't match
subsequent billings. This fraud totaled $700,000.
♦ A vendor billed a federal agency for services rendered in excess of the contracted amounts. The agency never verified the
bills, so it wasn't discovered until external auditor tests of invoices were compared to contract rates. The loss was estimated at $200,000.
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GOT A CLUE?
As we've discussed, many frauds are detected

through some form of notification, which
emphasizes the importance of a good communication system. Equally important, managers
and employees must be sensitive to clues in
their environment and the value of their intuition. The question is: "When should a manager
or employee `worry' about the possibility of
fraudulent activity?" Should one clue be
enough? Should two or more clues be present?
Conscientious employees must be alert to
es and always consider the possi.y that fraud may be present. Of
nurse, we aren't suggesting that
every vendor is a suspect. After
all, fraud indicators can be
present even when fraud
doesn't exist. (Maybe your
vendor who's now driving the
new car, talking about a new
country club membership,
and building a lake house
received a windfall in inherimce money.) Nevertheless, if
factors are present, a company
initiate either an informal or a
formal investigation.
But don't wait until clues appear. Rather, be
proactive in preventing fraud from occurring in
the first place because the problem isn't going
to fade away. In fact, almost two- thirds of the
respondents to KPMG's 1995 and 1998 fraud
surveys believe that fraud will increase. Why?
According to those respondents, inadequate
punishment of convicted criminals and insufficient emphasis on prevention and detection.

Don't wait until
clues appear.
be proactivc in
preventing fraud
from occurring in
the first place...
These same managers also reported less confidence in
their ability to detect fraud.
To be proactive, you might take all—or at least some —
of the following preventive measures to discourage vendors from perpetrating fraud:
• Establish and emphasize the importance of a corporate
code of conduct so employees will report any unusual
vendor behavior.
• Provide training for employees who deal with vendors
on the prevention and detection of frauds. The course
should focus on possible vendor improprieties.
• Establish a code of sanctions against suppliers and
contractors that engage in fraud.
• Perform reference checks on all new vendors.
• Review and improve internal controls over disbursements to ensure that all expenditures are properly authorized and supported by receipts.
• Establish and enforce a staff rotation policy for

employees who regularly work with vendors.
• Budget adequate resources for the internal audit function so you can audit vendor transactions.
Ultimately, the responsibility for fraud prevention rests
with company management. Management awareness and
intervention will make a difference. It's management that
creates and maintains a proper organizational attitude
and climate, not only establishing an adequate control
structure but also signaling strong and continuing support for these controls. Senior management must listen to
employee suggestions and concerns about vendors as well
as recognize and appreciate employees and their contributions in this area. These actions will maximize the
probability of preventing fraud and, if it does occur, maximize the probability that it will be detected and terminated on a timely basis. It's worth the effort. After all, it's
always better to be safe than sorry. ■
Carolyn A. Strand, CPA, is an assistant professor of
accounting at Seattle Pacific University in Seattle, Wash.
You can reach her at cstrand @spu.edu or(206) 281 -222I.
Sandra T. Welch, CPA, an associate professor ofaccounting
at the University ofTexas at San Antonio, can be reached at
swelch @utsa.edu or (210) 458 -5242.
Sarah A. Holmes, CPA, is the Arthur Andersen Professor of
Accounting at Texas A&M University in College Station,
Texas. You can contact her at sareed @tamu.edu or (979)
845 -7934.
Robert H. Strawser, CPA, is the Arthur Andersen Chair and
Professor at Texas Ad-M University. You can reach him at
rhstrawser @tamu.edu or phone (979) 845 -4575.
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a

of
Lims

confessions

BY K AREN SAN DERS

ery Mama
our years ago when I started to work for the IMA, I didn't know
what a listserv* was. Neither did most nontech people. (If you're
among the many folks who still don't, check out the sidebar on
p. 74.) My job, editor /director for Member Interest Groups (MIGs), primarily
involved writing and editing newsletters.
But the IMA was beginning to inch its way onto the Web with the help of
Rutgers University, which provided the server and invaluable expertise. (In
those dark ages, organizations our size were just venturing into the electronic
era.)
While our first efforts at creating an Internet presence may appear unsophisticated by today's standards, opportunities for the future were beginning to take
shape. Among them were possibilities for creating Member Interest Groups that
interacted and shared information over the Web rather than through in- person
meetings or print publications. In line with that, early in 1997 members of the
Controllers Council and Cost Management Group were offered the opportunity to join listservs provided by Rutgers. In July '97, after the Small- Business
Council was formed, its members were given a list of their own.
*The term LISTSERV is a registered trademark name for L- Soft's computer program used to
manage e-mail lists, including the IMA lists. LISTSERV should not be used to refer to the actual
lists themselves, says L -Soft, even when L -Soft programs are used to manage the lists.
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SOFTWAREOPENSTHEDOOR
The big breakthrough came in 1998 when IMA's web master found and installed the user - friendly interface
we sorely needed. Now members could sign up for and
navigate the listsery lists with a click. Accessing past
messages became easier; searching the archives and
digesting messages became possible. But access was
still restricted to MIG members —less than 6% of
all IMA members.
With new software in place, we set out to
expand listservs beyond MIGs. The first one
open to all IMA members was the Financial
Management E -Mail Exchange. I used the term

"e -mail exchange" rather than "listserv" in an effort to
make the name more descriptive and less nerdy. As it
turned out, it was also the legally correct thing to do. The
Financial Management E -Mail Exchange was also open to
members of the FMA (Financial Management Association), with whom IMA has a strategic alliance, and membership grew at a fast pace. Other free e-mail exchanges
open to all members were started in quick succession:
Health Care, Not -for Profit, Manufacturing, Government,
Family Business, and Utilities.

BEHAVE,BOYSANDGIRLS

How IMA E -Mail Exchanges
(Listsery Lists) Work
The purpose behind IMA e-mail exchanges is to promote

—

communication among members on topics of professional interest. >
The exchanges, as all listservs, enable you to send questions, comments, and responses to a group simply by sending one e-mail. As
soon as you join an IMA list, you'll receive a message explaining
how to participate. The most important information is the group
address.
♦ Sending a message: Compose your message as you would any
e -mail, and send it to the group address.
♦ Distributing the message. The listserver automatically sends
your message to all members of the group.
♦ Sending a response. Compose your response as you would any ',
e -mail. If you hit "reply," your message will go to everyone else
on the list. Normally, that's what you'll want to create an open
dialogue. If you choose to send a reply privately, you must us
the address of the intended recipient in the "Send to" field.
Netiquette: Listservs have developed their own rules for what's
proper and what's not. A couple of tips:
• Always put the subject in the subject line. This enables participants to easily screen for subjects they're interested in.
• NEVER USE CAPITAL LETTERS. This looks like you're shouting,
and nobody wants to be shouted at.
For complete Netiquette guidelines, see
www.imanet.org/Content/ Interest _Groups /Overview /Netiquette.htm.
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From all this growth and change, within
a few short years I found myself
spending as much time administering and monitoring the
e -mail exchanges as writing
newsletters.
What's to monitor, you
ask?
Well, the theory behind
our exchanges is that a member sends an e -mail to the
group address with a question,
say, "What's your opinion of XYZ
Software ?" That message is automatically
forwarded to everyone in the group, typically a few hundred subscribers. Some folks
respond. The responses likewise go to everyone on the list, creating an open dialogue.
Most of the time, the lists work as
intended. Questions and answers flow with
varying frequency, and they're generally
professional and cordial in tone. But on
occasion, controversial topics crop up, and
disagreements arise. In extreme cases, one
subscriber may question the wisdom or
sanity of another or use a sarcastic or hostile tone. Sometimes a subscriber will start a
thread unrelated to business.
The Financial Management E -Mail
Exchange, the earliest and biggest, for a
time broke into two camps on that last
issue. On one side were the free speech
advocates: "This is my listserv, and I can say
anything I want on it!" On the other side
was the more restrictive group:"Hey, guys,
this is a professional list. Let's stick to financial and accounting subjects.'
i

Back then the listservs weren't user - friendly. Technical
commands and confirmations were required, which were
daunting to many prospective subscribers. Still, some
members persevered and began exchanging messages
through the lists, giving us a glimpse of the potential for
this communications vehicle.

IGETTOPLAYMOTHER

E -Mail Exchanges You Can Join

Using the same expressions I'd
honed to perfection while
raising my two kids, I'd send
out messages beginning with,
"This is not appropriate..."
And like my kids, the listsery
folks didn't always listen.
So I took the next step,
which was to write rules of
netiquette for the lists. As it
turned out, many listservs
have had these same issues, so
I was able to cull ideas from
other groups' netiquette
guidelines. We've also found a
way to enable subscribers to
opt out of discussions that
stray from professional issues.
Despite occasional eruptions, the lists have largely settled down. It seems, like all
nascent endeavors, they have
growing pains. Most members
show courtesy and consideration to each other. Messages of
appreciation are commonplace, as members thank each
other for information, advice,
and leads. (No, I've never had
to tell someone to say "thank
you. ") Participants have come
to realize the destructiveness
of rudeness and flaming (hurling insults) since members
scurry to the exits to unsubscribe when things turn
unpleasant, depriving the lists
of valuable input in the future.

The IMA offers a total of 21 e-mail exchanges.
Thirteen are part of the new Industry Sectors.
You can join right after joining the Sector of
your choice. Just go to the IMA website,
www.imanet.orP-. Under the Interest Groups
button, select Industry Sectors.
The Industry Sectors and their listservs are:
Academic
Communications /Telecommunications
Construction
Government
Health Care
Manufacturing
Natural Resources
Not - for-Profit

C

1

made a counteroffer ... What
should I do ?" Similar requests
for advice, such as how long
to stay in a job, the pros and
cons of different industries,
and how to handle a difficult
colleague, have drawn many
thoughtful replies. Sometimes
members of a list collectively
commiserate with a colleague
who's been laid off or congratulate someone who was
promoted.

MYCONFESSION

Perhaps I need a 12 -step program to cure me, but I actually
Technology
like being a listsery mama. I'm
Transportation
constantly made proud by the
Utilities
breadth of knowledge IMA
Wholesale /Retail
members have and their willThere are five non industry-connected e -mail
ingness to share it. There are
exchanges: Family Business, Financial Manlots of clever, funny members
agement, International, Certification (for CMA
to make me laugh. As for the
and CFM candidates), and TechSery (for techtroublemakers —you know
nical advice). You can join them via the Benewho you are—I sometimes
its and Services Overview page of the IMA
even get a kick out of them.
ebsite. Be aware that some lists are very acBecause the e-mail
tive. Financial Management, for instance, has
exchanges
have been so sucmore that 1,000 messages in a month.
In addition, there are three MIG e-mail excessful, we've recently expandchanges that are limited to members of the
ed the Industry- connected lists
Controllers Council, Cost Management Group,
to 13 (see adjacent sidebar)
or the Small- Business Council. If you're a
and integrated them into the
member of one of these groups, you can join
new "Industry Sectors:' Part of
its e-mail exchange at the MIG section of the
the IMA website, each Sector
IMA website.
has its own page where members can sign up for the e-mail
exchange and access the
archives, take part in mini surveys, find other members
through a directory, and link to other useful industryDIFFERENTLISTPERSONALITIES
related sites.
Like people, each e -mail exchange has a distinct personalI'm confident that everyone can find the e-mail
ity. Some are more active, some are chattier and wander
exchanges useful. So check out www.imanet.org, join an
off -topic more, some are more technical. On a few lists,
Industry Sector, and take advantage of the opportunity to
leaders have emerged whom others seek out for guidance.
participate in its e-mail exchange. ■
Once a list establishes its identity and people come to
know each other, they often provide support and career
Karen Sanders is editor /director of IMA's Member Interest
advice. This recent message, for example, elicited dozens
Groups. You can reach her at (201) 573 -90M ext. 107, or
of responses: "I accepted a new job ... now my boss has
ksanders@imanet. org.
Services
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The Student Case Competition is
sponsored annually by IMA to promote
sound financial /accounting analysis and
presentation skills.

SILVERLININGPORTRAITSTUDIOS,INC.
An Expl ora t ion of Envi ronmenta l Acc ount ing
BY JEFFREY HENDRICKSON AND PAUL E. JURAS

ill and Mark Webster began their photography careers early. Their father
received a new 35mm camera for Christmas one year, and the young boys
were so fascinated with it that they quickly seized it for themselves. By the
time they were in junior high school, they had developed a small business taking
photographs at the birthday parties of grade- school children. Once they reached high
school, they had developed a reputation that enabled them to land jobs at lavish weddings and reunions. Their business was growing into a significant income generator.
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They had no real expenses
tomers decided to buy the
TABLE1:Products of
other than maintenance of
pictures, an order was sent
Silver Lining Portrait Studios
their cameras and their
to the headquarters, and
PACKAGE
PACKAGE
COSTOF
PERCENTOF
time. Bill and Mark would
"real"
portrait prints were
NUMBER
CONTENT
PACKAGE
CUSTOMERS
simply inquire as to
made.
1
3 different 5x7 photos
$14.95
18%
approximately how many
The photographic film is
2
2 different 5x7 photos
photographs the customers
nothing
more than plastic
1 8x10 photo
$22.95
35%
were interested in and then
coated with a gelatinous
3
10 wallet photos
would shoot rolls of film.
2 5x7 photos
mix of silver bromide and
2 8x10 photos
$28.95
30%
At the end of the event,
silver iodide. These chemi4
10
wallet
photos
$
4.95
75%**
they would hand the rolls
cals are light sensitive, and
of film over to their cuswhen the camera shutter
**The company took portraits of about 6 million customers in
tomers, who would reimopens, a latent image forms
1997. Much of the overlap in total percentage is due to the
fact
that
customers
have
the
option
to
purchase
Package
4
burse them for the actual
on the film. A developer is
with the purchase of any of the first three packages.
cost of the film plus a phothen added to the film,
tographic service fee for
which blackens the exposed
each roll.
The company's formula was
grains of silver. This results in what
This business had become much
rather simple: Hundreds of photogis known as a "negative' A "stop
different from the way it was at the
raphers nationwide snapped photos
bath" solution then is added to the
beginning, when all they really had
of the children and then arranged a
film to stop the developing process,
to worry about was changing a camdate for the parents to return to look
and finally a "fixer" solution
era's flash and receiving the cusat small (3" x 3 ") photographs
removes the unexposed silver from
tomers' cash. Fifteen years later, the
known as "proofs.' The typical photo
the film so that the image will be
Websters sat in their pinstripe suits
session involved taking a proof of
insensitive to light. If the film isn't
behind a posh conference table at
about eight different poses. Salesfixed, it will fade over time. The
Silver Lining Portrait Studios, Inc.
people would then arrive about two
images on the film are transferred
What had started as a small part weeks later to display the proofs to
with the use of light to photographtime job eventually led to the openthe customers in hopes of selling
ic paper, and a set of prints is
ing of a portrait studio. The
them one or more of the available
formed. While the process sounds
company experienced great success,
packages. Even with the convenience
simple, the brothers soon learned
and by 1998, the Websters had a
of the retail stores, though, selling
how complex the business truly was,
healthy public company and operatphotos was a tough business. Some
being subject to the strict Occupaed nearly 1,400 studios.
customers decided that they didn't
tional Safety and Health Act as well
Indeed, Silver Lining was in the
as federal and state environmental
like any of the proofs, and some simportrait business. Not wedding porply never returned to look at them.
laws. Silver, the chemical element
traits, not portraits of university
Table 1 shows the available packages,
that enables the remarkable process
presidents, but portraits of babies
their respective prices, and relative
of photography to occur, also hapand children. The company's marpopularity levels.
pens to be a member of Section 307
keting studies showed that parents
of the Clean Water Act, titled "Toxic
treasured photos of their children,
THEPROCESSANDTHEPROBLEM
Pollutants." The Websters became
but planning a trip to a conventional
Between the photo session and the
quite familiar with parts of the
portrait studio was simply too burselling session, rolls of exposed film
wording of the Act:
densome. Silver Lining's solution
were sent to the company's head1) Each toxic pollutant listed in
was to build photo studios inside the
quarters in Greensboro, N.C., to be
accordance with paragraph (1) of
huge retail stores and supercenters
developed into proofs. These picthe subsection shall be subject to
sweeping across the country. This
tures were then sent back to the
effluent limitations resulting from
enabled parents to shop for a variety
individual studios across the counthe application of the best availof items and have some pictures taktry so the customers could peruse
able technology economically
en of their children at the same time.
them on their viewing date. If cusachievable.
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2) Each such effluent standard (or
prohibition) shall be reviewed and,
ifappropriate, revised at least
every three years.
3) Any effluent standard promulgated
under this section shall be at that
level which the Administrator
determines provides an ample
margin ofsafety.
Although silver is the lone photographic chemical in Section 307,
other chemicals used in the developing process require special caution
and care. For example, the potassium sulfite in the developing solution
is extremely harmful if swallowed.
The solution's hydroxylamine sulfate
is harmful if inhaled or absorbed
through the skin. In the stop bath
solution, ammonium nitrate and
other compounds require special
storage precautions and must not
come within a certain distance of
other potential combining chemicals. Moreover, these nitrate compounds are subject to the stringent
reporting requirements of Title III of
the Superfund Amendments and
Reauthorization Act.
The fixer solution requires the
most attention. This solution is
somewhat of a double -edged environmental sword. First, it contains a
chemical known as ammonium thiocynate, which can liberate poisonous
gases if it comes in contact with any
cleaning chemicals. Second, since the
fixer is meant to remove unexposed
silver from the film, the solution
itself becomes hazardous and subject
to strict storage and disposal
requirements. In fact, companies
involved in photographic processing
are either required to remove silver
from solutions before disposal or
hire a professional waste disposal
company to do it for them. The
process of preparing the wastewater
to be discarded into the sewer sys-

tem is known as "recovery" with the
magic phrase being "five parts per
million! A measurement of 5 PPM
or less of silver is accepted by most
municipal sewer systems, as they are
able to neutralize the solution
even further during a secondary
treatment. A solution with greater
than 5 PPM of silver, however,
causes a solution to be classified as
hazardous.

Hazardous can be defined in different ways, but the North Carolina
General Statute, Sec. 130A -290,
maintains that:
"Hazardous waste" means a solid
waste, or combination ofsolid wastes,
which because ofits quantity, concentration or physical, chemical or infectious characteristics may.
a) Cause or significantly contribute to
an increase in mortality or an
increase in serious irreversible or
incapacitating reversible illness; or
b) Pose a substantial present or
potential hazard to human health
or the environment ifimproperly
treated, stored, transported, disposed ofor otherwise managed.
The Webster brothers quickly
learned that, due to the severity of
the regulations, a "beginning to end"
cautionary approach had to be taken
with these photographic chemicals.
Upon arrival at the headquarters, the
chemicals had to be logged into a
record book and carefully stored and
positioned. A Materials Safety Data

Sheet (MSDS) had to be kept for
each chemical in use. Additionally,
the Occupational Safety and Health
Administration set chemical exposure standards for the workplace
environment. Here the magic phrase
was "room air changes per hour,"
and air samples and ventilation had
to be tested regularly to protect
workers. But the real matter dealt
with the "end" or disposal aspect of
the chemicals.
The rule of thumb of the industry
is that 1.2 ounces of developer and
6/10 of an ounce of both stop bath
and fixer are required for a beautiful
mantle -bound 8x10 glossy, 8 /10 and
4/10 for a 5x7, and about 4/10 and
2/10 for each wallet photo and proof
print. For the most part, these chemical solutions simply passed through
machines and processing tanks and
emerged with the same liquid volume as they entered. The result was
a massive quantity of residual chemical solutions to be disposed of.
Table 2 summarizes data for each
chemical including its cost, the
requirements per portrait type, and
the environmental handling and disposal requirements.
Because Silver Lining could recover a sufficient level of silver in its fixer, all of the chemicals could be
disposed of through a municipal
sewer collection system. But the
company had to sufficiently dilute
each chemical solution, usually by at
least a one -part water to one -part
solution ratio, to comply with local
regulations. In addition, it had to
perform regular testing to ensure
that a sufficient quantity of silver
was being recovered and that the fixer solution met the 5 PPM test
before disposal, due to the potentially serious ramifications of emitting a
hazardous effluent. Finally, as a
result of this disposal, regulations
O c t ob e r 2 0 0 0
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Table2:

Environmenta l Handling and Disposa l Requirements
REQUIREMENTPER:

CHEMICAL
Developer

COST

8x10

PROOF

STORAGE

DISPOSAL

1.2 oz.

5x7
.8 oz.

WALLET

$.046 /oz.

.4 oz.

.3 oz.

Avoid contact
with skin or eyes.

Sewer system, after
proper dilution.

Stop Bath

$.01 /oz.

.6 oz.

.4 oz.

.2 oz.

.15 oz.

Avoid mixing with
cleaning compounds
(produces poisonous
gas).

Sewer system,
after proper dilution.

Fixer

$.003 /oz.

.6 oz.

.4 oz.

.2 oz.

.15 oz.

Carefully monitor
and segregate from
other chemicals and
employees.

Professional disposal
or sewer system, if
thorough recovery
of silver.

required a wastewater discharge permit as well as the retention of silver
level testing records for up to three
years.
Table 3 shows the results of operations for the company in 1997.The
company was definitely snapping
many photographs, evidenced by a
level of sales close to $109 million,
resulting from an annual customer
base of about six million. Advertising and promotional costs refer to
all expenses incurred to acquire new
customers for the company. Store
commissions and selling costs refer
to royalties paid to the supercenters
as well as commissions paid to the
company's photographers. The
account called photographer salaries
and training includes all salaries paid
to photographers as well as expenses
related to recruiting and training
these photographers. The account
called costs of photographic sales
includes such items as film costs,
paper costs, chemical costs, and
freight costs of film and portraits to
and from the actual studios. General
and administrative expenses consist
of any additional expenses incurred
by the company at its headquarters.
The costs of photographic sales as
well as general and administrative
expense accounts are broken down
in Tables 4 and 5.
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While the financial results were
encouraging, the Websters were concerned about increasing competition. They were constantly looking
for ways to improve their processes
and maintain their reputation for
good quality. Toward the end of
1997,during an annual year -end
planning meeting, a member of the
company's research and development team presented a proposal for

a plan she called "Operation
DigiPhoto.' The plan entailed
acquiring digital photo equipment,
which would enable photographers
to take pictures and then immediately display digital images of the
photos to customers. Customers
could then immediately make purchase decisions. The individual studios still would have to send the
film to headquarters, but the equipment essentially would eliminate the
entire proof process. This obviously

would come at a price, though. The
price of the equipment was approximately $15,000 per studio, which
would involve a total expenditure of
roughly $21 million plus another $2
million or so in nationwide training
and an additional $2 million for
installation and implementation
costs.
At the conclusion of the annual
planning meeting, mixed feelings
abounded. Some members of the
Silver Lining board were extremely
enthusiastic about the proposal
while others feared that the technology was simply too expensive. At the
same time, there was a growing
awareness of environmental responsibility and concern over the potential liability a company like theirs
could face when dealing with hazardous waste and environmentally
unfriendly materials.

REQUIREMENTS
On this particular day, the Websters
were nostalgically reminiscing about
the simplicity of the old days, when
all they had to do was push a button
on a camera and exchange the film
for payment. They now worry about
environmental responsibility issues
raised by their way of doing business. They have approached you and
inquired as to what is meant by

"environmental accounting" and
what it means to "follow the rules"
for environmental accounting. Disregarding any specifics, they want to
know about "the rules" of environmental accounting. Who sets these
rules? Are there any mandatory
rules? What problems can be
encountered in trying to follow the
rules when they include such broadly stated standards: "...shall be
subject to effluent limitations resulting

Table 3: Results of Operations
Silver Lining Portrait Studios, Inc.
Income Statement for the year ended 1997
SALES
COSTSANDEXPENSES
$

Advertising and promotional costs

$

Store commissions and selling costs

$

Photographer salaries and training

$

Costs of photographic sales

$

General and administrative expenses

$

Costs of
Photographic Sales

TABLE4:

$

FILMCOSTS

5,250,000

PAPERCOSTS

.......................................................
...............................
Cost of proof paper

19,250,000
21,418,717
15,377,904

4,615,275

"Environmental Management to
Improve Corporate Profitability,"
Journal of Cost Management,
November /December 1997.
Harold P. Roth and Carl E. Keller, Jr.,
"Quality, Profits, and the Environment: Diverse Goals or Common
Objectives ?" Management Accounting,
July 1997.
Institute of Management Accountants, "Standards of Ethical Conduct
for Management Accountants and
Financial Managers." (SMA 1 -C Rev).
In addition to the above articles,
the website www.ecostrategies.com
may be useful to get a feel for the
types of environmental consulting
services currently being
performed.

$

$

=

*

$

.

=

*

$

=

*

$

*

$

48 million $:07
3:360,000
................
.....................................................
Cost of portrait paper
924,000
5x7 9.24 million $10
.......................................................
8x10 3.9 million $.15 ...............................
585,000
......................................................
...............................
Wallet 55.35 million $.08
4,428,000
CHEMICALCOSTS
2,715,252
FREIGHT/HANDLINGANDMISC.
4,156,515

24,719,894

2,539,000
$104,268,975

INCOMEBEFOREINTERESTANDTAXES

RECOMMENDED RESOURCES
Daniel Baker, "Environmental Accounting's Conflicts and Dilemmas," Management Accounting,October 1996.
Germain Boer, Margaret Curtin, and
Louis Hoyt, "Environmental Cost
Management," Management Accounting,September 1998.
Marc J. Epstein and Marie -Josee Roy,

20,963,460

$

Amortization/ depreciation expenses
TOTAL

from the application of the best
available technology economically
achievable "?

TOTAL

$21,418,767

TABLE5: General

and
Administrative Expenses
$11,200,000

RENT
UTILITIES

1,277,000

MISC.OVERHEAD
TOTAL

$

SALARIES

$

735,000
2,165,904
$15,377,904
$

They would also like to evaluate
the Operation DigiPhoto proposal.
Consider the competitive advantages that Silver Lining may obtain
by implementing DigiPhoto. You
could step away from the environmental issues, but is it wise to completely avoid them, even when
considering competitive advantage?
Can business interests and environmental protection be compatible in light of the
environmental costing issues?
Please provide the Websters
with a framework for the analysis of the proposal.
As was indicated in the case,
competition is a concern, so the
brothers also would like to know
if the goals of process and quality improvement (TQM) are
consistent with environmental
accounting and how the two
philosophies pertain to Silver
Lining Portrait Studios, Inc.
What, if any, impact do the
IMA Standards of Ethical Conduct have on the issues in question? If the Standards do have
an impact, indicate where and
how.
Please prepare your response
in the form of a 15- minute
video presentation. ■

$108,884,250

Jeffrey Hendrickson is a recent
graduate of the Master of Accountancy program at Wake Forest
University. He is currently a tax
consultant with Ernst & Young in
Raleigh, N.C., and can be reached
at (919) 981 -2854 or igahendrickson@ey.com
Paul E. Juras is an associate professor of accountancy in the
Wayne Calloway School ofWake
Forest University. He can be
reached at (336) 758 -4836 or
furas@wfu.edu.
Octo ber 2 0 0 0
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GoEYT

T"

powered by Lawson

Online
Accounting and
Financial
Management
Lawson Software and EYT
(formerly Ernst & Young
Technologies) announced
the GoEYT' suite at Soft world in New York last
month. The application
service provider (ASP)
offering debuts with
GoFinancials''' (available
now). The GoEYT strategy
is to provide a comprehensive Lawson - powered
suite to high - growth companies like dot -coms and
telecommunications
firms. Customers can add
GoEYT modules or
upgrades as their companies grow. EYT will maintain and host the
applications through a
subscription -based model
while the customer's IT
department concentrates
on core - business concerns. GoFinancials lets
you step up from off -theshelf accounting systems
to a high -end financial
management solution for
an affordable monthly
84
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subscription. With it you
can automate all financial
functions over the Internet— general ledger,
accounts receivable, inventory, billing, and banking.
The EYT plan maps three
stages of development
beginning with GoFinancials, upward to Lawson's
Scoped Solutions, and
finally to full E R P implementation. Circle No. 50.
www.lawson.com and

a superior customer search
engine based on full-text
indexing that's available
with the Oracle 8i database. The Account Details
screen for external users
displays the latest activity
in the account, including
invoices, debit memos,
credit memos, commitments, payments, and
account balance. Interactive invoices are presented
in a format optimized for
printing but with onscreen interactive drillaround capabilities. A
Dispute -a -Bill feature
guides users with a wizard,
and when the result is submitted, the Credit Memo
Workflow process is triggered. A preconfigured
workflow approval process
is included, or you can
define your own. Circle
No. 51. www.oracle.com

www.eyt.com
The Oracle® E- Business
Suite now includes Oracle
Internet Receivables, a
browser -based credit and
collections solution. Customers and employees can
perform extensive online
inquiries with Internet
Receivables as well as
reprint invoices, dispute
bills, and review current
account balances. Like all
Oracle Self- Service Web
Applications, transactions
are protected by user
authentication and the
ability to limit user access.
For internal self - service
users, Receivables provides
2000

A Tachometer
for Your
Website
Mercury Interactive
Corp. won Best of Show
in the Web Application
category at Internet
World Chicago 2000 for
its Astra® LoadTestTM' 4.0

and Astra QuickTestrm
4.0 Web testing tools. The
tools validate website
content, reliability, and
performance. Astra
QuickTest 4.0 is an icon based testing tool that
evaluates dynamically
changing Web applications, testing their behavior and user interface. It
captures, verifies, and
replays user actions automatically on the browser
to identify defects and to
ensure the application
works as expected. Astra
LoadTest 4.0 is a load
testing tool that emulates
the traffic of up to thousands of real users to
identify Web performance
bottlenecks. Enhancements to the Controller
in the new 4.0 version let
it control hundreds of
thousands of virtual users
from a single machine
and single interface, simplifying management of
the entire process. Real time monitors are more
customizable, and a new
window displays test status including how many
V -users are running and
how many transactions

Oracle Internet Receivables
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So,How'm
Doin'?i Michael Castelluccio, Editor
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■ ONE OF NEW YORK'S MORE COLORFUL MAYORS,
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W eb s i t e l o a d t e s t i n g f r o m Mer c u r y I n t er a c t i v e

often it became an expected greeting, a trademark almost. And in a town where the average citizen is rarely
reticent about speaking his or her mind, Koch's hello
of fered a glimps e of what s ome called political courage
and others des cribed as grit (translated as chutzpah in
New Yorkese).
Most politicians —and marketers — prefer less loaded

have been passed. Test

and relationships, not Web

versions of LoadTest and

sites." The authors define

introduc tions, but there c omes a time f or s imple ques -

QuickTest are available at

e- commerce as a process
based on relationships. "e-

tions and frank answers . And f or those selling online,

Commerce," they write, "is

year, it's time to as k the retailers how they're doin'.

about commerce, not just
`information' or `sales' or

The holiday selling season has already begun in the

the Driver(s)
Computerworld Books, a

`hits. Commerce is built

Radio City began airing on televis ion the second week

division of Osborne/

on interaction. It's a dia-

of September.

McGraw Hill, has pub-

logue, a conversation for

lished The e- Process Edge

possibilities and commit-

www.astratryandbuy.com.

A R o a d ma p f o r

as we head into the most critical s elling period of the

New York area —ads for the Christmas Spec tacular at

Are the e- tailers ready for holiday 2000? W ell, yes
and no according to the Resource E- commerce W atch

by Peter Keen and Mark

ments. Value -based

v4.2 Summer 2000 study f rom a company c alled

McDonald. Mario Morino,

interactions become rela-

Resource Marketing, Inc., in Columbus, Ohio. Since

chairman of the Morino

tionships —that is, they go

1997, Res ourc e has loos ed its team of analys ts to

Institute, writes, "This

beyond the transaction'

shop online. T he team us es a methodology that meas -

book is one of the

After establishing a core

ures more than 500 c riteria, testing all as pec ts of the

strongest to help nontech-

definition, they then go on

customer experienc e from how useful the site's s earc h

nical managers get beyond

to discuss the rules for the

engine is to what s ort of pac kaging and invoicing

the hype to understand

e- commerce economy.
Circle No. 52.

arrives at your door. They do this twice a year, and they

the permanent value that
will come from applying

www.osborne.com

rate the leading 50 retail s ites online.

the Internet to core

Met hod ology

processes in every kind of

Jus t as the proof is in the (plum) pudding, you have to

business, old and new."

shop to get the c us tomer experience. And Resource

Venkat Srinivasan, CEO of

shops. T o produce their study, the group uses 14 "criti-

ecredit.com, calls it, "... by

cal s uc ces s fac tors " to meas ure c ompanies. (See box

far the best book to date

on the next page.) A company needs to c over a lot of

on designing a business

contingenc ies to make the Resource shoppers happy.

that can build and sustain

And complic ating an already demanding list of basics

a competitive edge in an

is the f ac t that bes t prac tic es c an c hange within a mat-

ever tougher market. It
shows how vital it is for
executives to think in
terms of process, alliances,

t r e a t i n g Customer
Value and Business Wealth
in the Int er net Era
11111 Iln 1 11111 111161111

ter of months . Resourc e has made adjustments to its
succ es s factors baseline as customer expec tations
continued on next page
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continued from p. 85
have increased and companies' abilities to meet the expectations also
have risen. In this fiercely competitive
environment, customers are winners
at those sites that are the best at
meeting the long list of requirements.
This is obviously not a medium where
"They can have any color they want
as long as it's black" will float.
The Internet environment favors
the customer in a number of ways.
The ability to be in all stores in the

few items available.

1. POLICIES– Guarantee, privacy,
security, return, and so on.

received one shipment from Furni-

2. ACCOUNTINFORMATION–Account
setup, order status and tracking,
password protection.

cation of who the sender was.

3. RELATIONSHIPPROFILE–Personal
profile of shopper with favorites, wish
lists, and electronic
communications.
4. NAVIGATION.
5. VISUALMERCHANIDISING.

• An un -grand finale. Resource
ture.com in an IBM box with no indiAnother try produced three packages
with confusing paperwork —two packages had slips from the manufacturer, not the retailer.
These "bombs" seriously affected
the overall rating of the companies

6. DECISIONSUPPORT–Search, product
availability, and download times.

lobbing them.

7. SOLUTIONCOMMUNICATIONS–
E -mail and call centers.

The Final Score

and out of establishments, and to
easily find the lowest price around

8. SHOPPINGCARTANDCHECKOUT.

losers as we head into the season?

significantly raises the bar for the e-

9. POST-PURCHASEACTIVITIES–E-mail
confirmation, package delivery.

On Resource's Summer 2000 Ratings

same afternoon while seated in the
same chair, to travel effortlessly into

tailer. Mistakes that cause customers
to click out need special attention.
The Resource report came across 10

10. CUSTOMERACQUISTIONAND
RETENTION.

So, who were the final winners and

Chart, the best of the Web retailers
are (alphabetically): Amazon.com,
beauNungle.com, 800.com, eToys.com,

gaffes it calls "the 10 biggest

11. GIFT SERVICES.

bombs" for store owners.

12.SITECONTENTANDCOMMUNITY.

those at the bottom of the list for

13.INTERNATIONALSERVICES.

total brand gratification are some sur-

• Navigation that goes nowhere.
Dead links on a site are sure to discourage shoppers, and the group

14.MULTICHANNELINTEGRATION–
Catalog services, information storage, multichannel order returns.

found several at Walmart.com.
• Pay-to-return policies. Value

gap.com, and Landsend.com. Among

prises: BlueLight.com (Kmart), Foot
Locker, Nike.com, Walmart.com, and
Williams- Sonoma.

centers. Resource relates how it

Generally, the online retailers are

America charged a 15% restocking

called the customer service number

getting a better grip on the technol-

fee for returned merchandise that

from BlueLight.com's site and found it

ogy. Resource noted general improve-

was undamaged.

was disconnected. Resource e- mailed

ments in a number of areas:

and was given a second phone num-

decreases in glitches that prevented

ber, and it also was disconnected.

orders, fewer undelivered packages,

• No account, no convenience.
Companies like Williams- Sonoma and
Zales offered convenience to those who

had accounts and neglected others.
• Deceptive post- purchase spam.
The Resource shoppers weren't
happy when they were automatically

• Forgetful reminder services.

better response times and increases

Eddie Bauer sent a gift reminder in

in on -time delivery, number of call

mid -July that had been scheduled to

centers for assistance, and the

be delivered the previous December.
• Dumping captive customers.

speed of downloading pages. But
because the devil is in the details,

signed up for the KBKids.com

Abandoned online shopping carts

it's important to look at the specifics

newsletter with their purchase and

are a problem for retailers. Some

for the 50 companies —the chart

then were congratulated for their

dump them after 30 days or offer a

summarizing the report has 80 boxes

"choice" in the first e-mail.

different kind of cart for items you

comparing each company. The

might want to buy later. iQVC.com

answer to "How'm I doin' ?" for

cryptic message on the JC Penney

dumped carts that had been idle for

online retailers calls for more than

site informed a Resource shopper

30 minutes.

just a thumbs up or thumbs down.

• Dead -end, futile feedback. A

they couldn't have an item because

• Strong brands, weak promises.

Visit the Resource site at www.

they had requested an "invalid

Crate and Barrel disappointed the

ecommercewatch.resource.com for

combination."

Resource shoppers. The company

details on ordering the complete

claimed that you can order catalog

study. ■

• Inaccessible, unhelpful call
Be

items online, but the analysts found

Resource Baseline: 14
Critical Success Factors
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Robert L. Barber, CMA, and James W. Brackner, CMA, CFM

Certification

Universities /Colleges that Supply the Most
Certified Management Accountants (CMA)
THIS COLUMN HAS PERIODICALLY REPORTED THE 20

Notice that the top 20 universities in the July 1997

universities /colleges that have supplied the highest number of successful Certified Management Accountant can-

through December 1999 study included 13 schools from

didates. The first report, in the January 1998 issue of

1995 study.

the June 1997 study and nine schools from the December
Table 2 shows a more stable comparison of universi-

Management Accounting, identified the educational institutions that graduated the most CMA exam completers

ties /colleges that supply successful CMA candidates. This

on the December 1995 exam and the most completers

report is based on a cumulative summary of successful

from 1991 through 1995 (school identification wasn't

CMA candidates as of December 1999 compared with the

available prior to 1991). The second report was in the

cumulative summary as of December 1995 and June

March 2000 issue of Strategic

Finance and identified the universities /colleges with the most

TABLE1— Universities /colleges with the highest number of CMA exam completers:
July 1997 through December 1999 compared with December 1995 and
Nina 1 Q Q 7 a xa m c

completers on the June 1997

exam and the most completers
from inception in 1972

Dec. 95 June 97 July 97 thru
Rank
Rank
Dec. 99 Rank
1
1
1

University /College
University of W isconsin - Madison

through June 1997, reflecting

-

3

2

Indiana University

updates to pre -1991 records

2

3

3

University of Texas at Austin

13

13

3

University of Minnesota, Twin Cities

4

9

5

Pennsylvania State University

9

5

6

University of Illinois at Urbana - Champaign

-

-

7

San Diego State University

7

Walsh College

submitted after the first column was published.
Now we update the information through December
1999. Because the CMA exam
format was changed from be-

-

-

9

ing offered semiannually in

6

8

10

University of Michigan

6

19

10

University of W ashington

9

12

University of Tennessee

6

12

Michigan State University

14

University of South Carolina

June and December to being
offered on demand (at Sylvan
Learning Centers worldwide),
there is no comparison by a
specific exam as in the past reports. Table 1 compares the
summary of exam completers
from July 1997 through December 1999 with the December 1995 and the June 1997

13

Arizona State University

6

6

14

Pace University

-

-

16

University of Pittsburgh

13

16

Bentley College

_

18

Seattle University

-

18

University of Southern California

19

18

Ohio State University

18

University of Akron

exam rankings.
October

2000
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TABLE 2 — Universities /colleges with the highest number of CMA exam completers:
Inception through December 1999 compared with December 1995 and
June 1997 totals

Dec. 95 June 97 Inception thru
Rank
Rank Dec. 9 9 Rank
1

1

University of W isconsin- Madison

2

2

2

University of Minnesota, Twin Cities

3

3

3

Indiana University

5

4

4

University of Texas at Austin

4

5

5

University of Illinois at Urbana - Champaign

6

Pennsylvania State University

7

7

University of W ashington

10

10

8

University of Michigan

14

13

9

Michigan State University

8

8

10

Northern Illinois University

15

11

11

University of Northern Iowa

11

12

12

Pace University

9

9

13

University of North Carolina at Chapel Hill

19

20

14

Bentley College

20

15

Arizona State University

19

15

University of Iowa

17

University of South Carolina

18

University of Alabama

-

-

-

-

6

-

7
6

18

11

14

19

New York University

19

20

19

University of Nebraska - Lincoln

1997. Again the cumulative data
through December 1999 includes
updates to records submitted after
the first two column reports.
Notice that the top 20 institutions
in the December 1999 study included 18 universities /colleges from the
June 1997 study and 17 universities /colleges from the December
1995 study. It's also interesting to
note that institutions that have sustained high production of CMA
completers, such as the University of
Michigan, Michigan State University, Bentley College, and Arizona
State University, are moving up in
the cumulative rankings. Likewise,
those institutions that have been
rated in the cumulative top 20 but
which have not been regularly listed
among the top 20 annual producers
of CMA completers, such as the
University of Northern Iowa, the
University of North Carolina at
as

University /College

1

ST RATEGIC FIN AN C E
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Chapel Hill, and New York University, seem to be slipping in the cumulative rakings. This emerging trend
bears watching.
As indicated in the previous reports, ICMA's files don't record all
CMA holders' educational references.
Those who received the CMA designation prior to the installation of

Separate yourself
from the crowd...
Become a CMA (Certified
Management Accountant) or CFM
(Certified in Financial Management)
Let Lambers show you how you can
achieve these goals right in your own home!

Lambers

ICMA's new database in 1991
may not have their educational reference recorded. Also,
some of the educational references on file can't be used for
this study because the institution isn't clearly identifiable.
For example, is "CSU" Cleveland State University, Colorado State University, or one
of the many California State
Universities? ICMA is eager to
update its database for holders
of older certificates and those
for which the current information isn't clear.
Since the last report, over
1,000 more CMA holders who
received their designation before 1992 have reported their
school, but there are still
many others who haven't
made a report.
If you received the CMA
designation prior to 1992 and
would like to ensure that your college or university receives credit for
your education in future updates of
this study, please send your educational information, including your
name, Social Security number, IMA
member number, name of
college /university, and location of
college /university, by mail to: ICMA,
CMA/CFM Data Update, 10 Paragon
Drive, Montvale, NJ 07645; by fax to:
(201) 573 -8438; or by e -mail to
icma @imanet.or¢. ■
Robert L. Barber, DHA, DHC, CMA,
FHFMA, is the director ofcontract
performance management for Carolinas HealthCare System, Charlotte,
N.C.

CMA /CFM REVIEW

For information or sample video
CALL 1- 800 - 272 -0707
www.lamberscpa.com
Circle No. 22

James W. Brackner, CMA, CFM, CPA,
CFE, Ph.D., is the Alcoa Professor of
Accounting at Utah State University
and is the IMA Professor in Residence.
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122 companies — almost

The Cost of Stock Options

one-quarter of the stocks

Standard & Pooi s index

was $22.9 billion —with

in the S &P 500 — declined

be fuel to hire talent and

charged options expens-

virtually none of the

more than 10% when

give companies lift, but
don't expect the cost of

es to their income state-

costs deducted from

stock options were ac-

ments for 1999. Had they

earnings. "Ignoring [op-

counted for cis an ex-

stock options to show up

all, operating earnings

tion] costs puts fluff into

pense. That compares

on most income

would have been 6%

earnings," he says. The

with 79 companies show-

statements.

lower, according to a

fluff was 6% of the 500

ing such declines in 1998

new study by Pat Mc-

and 61 companies in

> STOCK

OPTIONS

MAY

ing Standards Board's

Connell, an accounting

companies' total reported earnings of $386.8 bil-

Statement of Financial

and tax analyst at Bear,

lion, which is significant

Accounting Standards

Stearns & Co. Jack

if "you consider the pun-

nies in healthcare ser-

No. 123, "Accounting for

Ciesielski, an accounting

ishment that investors

vices expensed the cost

Stock Based Compensa-

expert who writes The

give to companies whose

of options in 1999, their

tion" —which took effect

Analyst's Accounting

stocks disappoint by far

earnings wou ld have de-

in January 1996— recom-

Observer newsletter, cal-

less than 6 %," Ciesielski

clined 38 %; computer

mends but doesn't re-

culates that the fair val-

networking concerns,
consumer services com-

The Financial Account-

quire companies to

ue of the 4.6 billion stock

says.
McConnell's study

charge the fair value of

options granted in 1999

shows that net income at

1997.
By sector, had compa-

24 %; commercial and

options as a compensa-

panies, 21 %; and com-

tion expense to operating

puter equipment makers,

income. And few compa-

19 %.

nies do. Instead, they follow SFAS No. 123's alter-

Net profits at 21 companies fell by more than

native of disclosing in an

half when adjusted for

annual footnote what net

stock options. These in-

income and EPS would

cluded McDermott Inter-

have been if the value of

national, an energy ser-

employee stock options

vices company; Au-

ha d be en cha rged t o

todesk, a computer soft-

compensation expense.

ware designer; Sapient

In fact, only two out of
500 companies in the

LO
0

00
Z
W
Y

W
J
J

Z
0

Corp., a Web- developJ
J

ment consultancy;
Oct ob er 2 0 0 0
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Broadcom Corp., makers

tion quarterly in its earn-

changes. Under pressure

tapering off and housing

of digital electronic

ings release.

from the industry groups

construction and sales

equipment; and Polaroid,

McConnell expects

and Congress, FASB re-

down compa re d wi th

the consumer photogra-

the impact of options on

treated from its original

last year. In Minneapolis,

p h y co mp a n y.

earnings to continue to

position. As a compro-

there's some weakness in

Moreover, 12 co mp a -

grow i n comi ng yea rs.

mise, the Board issued

construction, tourism,

nies th at reported an

But will accounting rules

Statement No. 123.

an d ma nu fa ct ur in g.

operating profit in 1999

change? "I think in three

wou l d h a ve h a d a n op -

to five years if standard
setters outside the U.S.

GDP Growth
Moderates

in Boston, New York,

erating loss had stock
options be en consid ered

adopt a fair -value ap-

The Federal Reserve's

Kansas City, Dallas, and

an exp ens e. Micron
Technology's $6 million

proach for emp loyee

late st regiona l e con om-

San Francisco reported

stock options, then I

ic su rvey said the

overall steady growth.

in operating profit

think the U.S. will have

br e ak n eck pa ce of

wou l d h a ve b e com e a
$120 million loss; Peo-

to take another look at

growth in the U.S. gross

cialty and consumer -

this "

Philadelphia, Cleveland,

Sales in Boston's spe-

domestic p roduct is

electronics stores are

pleSoft's $11 million prof-

mode ra t in g, b u t th e

growing in the dou ble

it woul d b e come a $132

economy still has signifi-

digits, and high -tech

million loss; Yahoo's

ca n t m om e n t u m.

a n d me d i ca l ma n u fa c-

$154 million in profits a

Eight of the 12 Feder-

turing is strong. The

$374 million loss; and

al Reserve Banks said

McKesson HBOC's $137

their regional econo-

job market and higher

million in profits a $34

mie s re ma ine d st rong

energy pri ces are p ush-

million loss.

with solid growth con-

ing costs up, but con-

tin uin g, accor di ng to

sumer prices remain

data as of Jul y 31. The

mostly flat. Philadel-

According to McConnell's study, when

New York district's robust

options are considered a

Richmond, Va., ba nk

phia's manufactu ring is

cost the S &P 500's three -

sa i d gr owth a cce l e ra t e d

steady, housing is soft-

ye a r comp ou n d a n n u a l

significantly due to a re-

eni ng, but commer ci al

earnings growth declines

bound in retail sales

real estate remains tight.

from 11% to 9 %.

and strength in high -

Cle vel and 's growth

tech. In contrast, reports

By the time the 10 -K
c o m e s o u t , il lu s trat i ng i n

from At lan ta, Ch ica go,

overall is moderate with
big pr odu cti on of hea vy

the footnotes what earn-

St. Louis, and Min-
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[ B O O K S ] co n t 'd f ro m p . 24
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development in both the form and
content of annual reports can provide, specifically as reflected by
nonfinancial performance indicators

Robert J. Donachie, NAA/IMA president in 1980 -81, died
August 30.

and operating measurers, then this
book is for you. ■
John Kungis

Born in Kingston, Pa., Robert Donach ie received a B.S.
degree , cum laude , in a ccount ing from th e Universit y of S cranton in 1952. He began his career at Corning Glass Works, then

[ E T H I C S ] con t'd f r o m p . 24

everyday decision making. It results
in improved goal orientation, higher
productivity, superior teamwork,
openness, and mutual trust. This
kind of culture fosters decision making with a long -term perspective that
avoids costly blunders like those at
Ford and Firestone.
When was the last time your organization had an ethics audit or
reviewed its ethics code and underlying values statement? When did it
modernize them to reflect the
changes in today's global and technology- oriented world? ■

moved to Clark Bros. Co., a division of Dr esser Industries Inc.
He served as vice president of Clark Bros., a nd then was named
vice president and controller of Dresser.
In 196 8 h e j oin ed Ear th Res our ces Compa ny, he lpi ng to put
this Dallas -ba sed energy comp any together. He was executive
vice p reside nt and secre tary of the
compan y. Up on hi s r et ire me nt he
for me d t h e Don a ch i e Comp a n y
engaged in financial consulting,
in ve s tme nt ma n ageme nt , a n d ven ture capital activities. He also
served as director and chairman of
th e Au di t an d St ock Op ti on Committees of Sterling Software, Inc.,
dire ctor a nd owne r of M emp his
Barge Line, and director of
Suregard, Inc.

Curtis C. Uerschoor, CMA, CPA, CIA,
CFE, Ed.D., is the Ledger & Quill
Research Professor, School ofAccountancy, DePaul University, Chicago.
His e-mail address is cverscho@
condor.depaul.edu.
[ G O V ' T ] c o n t ' d f r o m p . 24

vation or 5% a year for 10 years. The
maximum credit would be $10 million. An additional $35,000 in
investments, above the current
$175,000 annual limit, could be
expensed. There will be 40 Renewal
Communities chosen by the Department of Housing and Urban Development. As the price for letting
the GOP get away with the capital
gains elimination, the Democrats
demanded and obtained GOP
approval to expand the Clinton
administration's Empowerment

t

An articulate leader in management accounting and an active supporter of IMA operations,
Donachie won Lybrand Silver
Medals for his articles, "Converting
to and Using Direct Costing," and
"Planning, Feedback —and Control." Other articles earned him
Certificates of Merit.

I

In public speeches and IMA committee meetings, he stressed
that the basic function of accounting is to account for a transaction. In one address, he noted, "We seem to have gone overboard in trying to force accounting to be a mechanism for disclosure rather than a tool for the management and evaluation of a
business." The effort to match costs with revenues, he noted,
often leads to a logical absurdity. "The simple truth is that it
became possible to match costs with revenues not yet realized —
and go broke in the process."
Other NAAAMA service included terms as chairman of the
Committee on Management Accounting Practices and chairman
of the Committee on Research. ■

Zone program. ■
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LEAI)ERSHIP
Leadership. Many have claimed it. One has achieved it.
RobertHalf is the leader in specialized financial recruiting, with offices worldwide.

,uncial Analyst
Upscale decor company is looking for a senior Financial Analyst
to assist in the development of forecasting and trends as well as
finance and expense performance comp reports for the Board
and BOD. Candidate also will be involved in special projects for
the VP and act as liaison for multiple departments. The ideal
candidate will record changes in methods and procedures,
understand financial relationships (BS and IS). Strong Excel
skills needed, and familiarity with a database and JD Edwards a
plus. Strongly desire candidate with an accounting degree and
finance experience. 3+ years' experience required. MBA preferred or an MS in accounting. Salary and comprehensive benefits to $60K.

Asset management firm is searching for a qualified individual to
join its corporate accounting team. The successful candidate
must have strong computer and accounting skills. Strong analytical and communications skills required. Responsibilities include
preparing budgets and variance analyses, financial analysis and
reporting and forecasting. The position requires a BS /BA in
accounting or finance including 3+ years of accounting experience. Prior experience needed in the investment or mutual
funds industry. A working knowledge of the forecasting process
is necessary. The ideal candidate will have strong attention to
detail and excellent problem - solving abilities. Offers an excellent
benefit package, including matching 401(k) and education
assistance. Salary to $50K.

Financial Anal,
A high -tech telecommunications and information services company seeks a financial expert. This position builds and maintains
complex financial models to deliver presentations to IT management on the research, analysis and recommendations of assigned
projects. 3+ years' accounting experience necessary. Requires
self - starter with a demonstrated ability to effectively prioritize
tasks, solve problems and meet deadlines in a fast -paced environment. Strong Excel, Word and PowerPoint skills are
required. Microsoft Access skills are desirable. Customer service oriented with strong communication skills. This fast- forward
company offers lucrative stock option grants. Salary and bonus
to $55K.

,Financial Officer
Growing $10 million - dollar software company with 60 employees
nationwide is seeking an experienced senior financial officer.
Company needs a candidate with credibility and effective conceptual skills. The company has a team- oriented environment requiring top -notch communication skills. The position will have overall accountability for all aspects of the accounting cycle. Ideal candidate will be very hands on, analytical and have IPO experience.
Prior experience in a publicly traded consulting business is preferred; CMA desired. Compensation includes extensive benefits,
including stock options and bonus potential. Salary to $75K.

Chief Financial Officer
Multimillion - dollar company is looking for a CFO. This privately owned company is a world leader in the IT industry and
has experienced steady growth over the last few years. Lengthy
tenure is very common within this organization, which seeks a
degreed accountant with a master's or CPA. Must have a minimum of three years' experience in the manufacturing or agricultural industry and be computer - system savvy. The ideal candidate will enjoy hands -on work and supervisory work. This person is also responsible for financial statement preparation,
account analysis and annual budget preparation. Position supervises a staff of four, including professional and clerical. This
individual is also responsible for working directly with the auditors and preparing for the annual audit. Comprehensive benefits
package includes excellent opportunities for a significant annual
incentive. Salary to $102K.

Senior Auditor
Test and evaluate the effectiveness of internal controls designed
to safeguard assets, ensure the quality of financial information
and ensure compliance with management directives. Evaluate
audit findings and where appropriate develop solutions to perceived problems or make recommendations for improvements in
policies, procedures and practices. Ideal candidate will have a
degree in accounting and possess or be actively pursuing an
advanced degree or professional certification (CPA or CIA).
Salary to $60K.

Senior Auditor
Multinational technology company is looking for a Senior
Internal Auditor II. Responsibilities include operational and
financial audits of different divisions of company. Individual is
responsible for planning, execution, progress control, communication and reporting of the audit with minimal supervision.
Ideal candidate will have a degree in accounting. CPA is preferred but not required. Experience with both operational and
financial audits is a plus. Knowledge of SAP is preferred. Salary
to $60K.

ProtectController
This position gives accounting support to project management
to track project performance. Reports to the director of finance;
works with buyers regarding MCS numbers, budgets, and deliveries; works with accounts payable to resolve questions regarding
invoices and purchase orders. Works with contract administration regarding claims and with project managers and engineers
in project issues. Successful candidate will have a degree in engineering or business with concentration in accounting or finance
plus knowledge of acceptable accounting principles and practices, as well as budgeting and scheduling. Good computer and
spreadsheet skills; good interpersonal skills to deal with differe
managers and with customers and vendors; good attention to
detail. Must have the ability to project costs and schedules accu-1
rately. Salary to $55K.

Research Analyst
Strong, growing company is currently seeking a Research
Analyst. This individual will provide accounting guidance and
research services specific to existing businesses and to new ventures. Reviews and analyzes current changes in accounting and
reporting requirements promulgated by the FERC, SEC, FASB
and other authoritative bodies and determines the impacts on
the organization. Researches and analyzes accounting theory
and regulations affecting the company's books and reporting.
Coordinates other special projects as assigned. Assists as needed
with the preparation and filing of various quarterly and annual
reports. This organization offers tremendous growth potential
and excellent benefits. The successful candidate will have a BS
degree in accounting with 3+ years' related work experience.
Need to have excellent communication skills, strong conceptual
& analytical skills and a demonstrated ability to apply accounting theory and principles. A CPA and /or MBA is preferred.
Would also prefer an individual with a working knowledge of
SEC and FASB rules and regulations. Salary to $60K.

Senior Business Analyst
Major network is looking for an individual with a BA/BS in
accounting or finance. A minimum of 3+ years' experience in
the entertainment industry (TV or theatrical experience
required). Will proactively prepare third -party participation,
cofinance distribution and merchandising statements. Also will
make individual decisions with the preparation of each participant's statement, acting as a liaison with Business Affairs, Law,
Production and Distribution Entities, interpreting complex legal
agreements, preparing statements in their entirety before sending them through review. Salary to $60K.

Finance Manager
Pre -IPO e- commerce company seeks an individual with a degree
in accounting or finance and 4+ years of accounting /budgeting
experience. Will be responsible for the day -to -day accounting
operations. In addition, this person will be involved in establishing policies and procedures, building the infrastructure with the
strategic hiring of staff, spearheading the systems conversion and
assisting the controller with operational projects. Salary to $65K.

Controller
Design company seeks Controller who can impact the profitability of the business significantly. Qualified individual must have
strong cost accounting as well as percent completion accounting
experience. Additionally, candidate must have strong communication skills and management abilities to coach and grow the current staff. Finally, candidate must possess good business sense to
help make decisions that will drive the business forward. CPA is
preferred but not required. Responsibilities will include managing
and coaching the accounting and administrative staff as well as all
accounting responsibilities, including financial statement preparation and analysis, streamlining accounting process, cash management, budgeting, forecasting and more. Salary to $85K.

Controller
This multimillion - dollar international manufacturing firm is
seeking a hands -on Controller to lead accounting team in a low key, open -door environment. Position requires solid manufacturing experience and 5+ years' experience in general accounting,
cost accounting, supervision and month- and year -end closing.
The ideal candidate will also have knowledge of budgeting, forecasting and solid computer skills with a good work ethic and
common sense. This company is well established with excellent
benefits and work environment. Salary to $75K.

Cost Manager
This high -tech company seeks an experienced financial manager
with 5+ years' experience in cost accounting in a manufacturing
environment. Must have supervisory experience and strong systems skills. This new position will supervise three cost accountants, report directly to the Controller and be the key interface to
management on manufacturing accounting, inventory and cost
systems. Excellent opportunity to join a company in an exciting
industry. Lucrative bonus potential. Salary to $60K.

Financial Manager
High -tech manufacturer seeks strong Financial Manager to
supervise general accounting and credit functions in order to lead
department to a new level. Position requires a BS in accounting
with experience in both public and private accounting and will
oversee month -end closing and financial statement preparation as
well as the credit approval process. Ideal candidate will have 3+
years of public accounting in a large firm and 3+ years' experience in private accounting. Strong supervisory experience
required; CPA preferred. Excellent opportunity to join an exciting industry. Very lucrative bonus potential with salary to $60K.

Tax Manager
Position will be responsible for directly supervising the tax analysts and any other tax staff members that may be added over
time. In addition to tax compliance, this individual will also
focus on tax planning and other special projects as the primary
resource for the tax director. Responsibilities include providing
principal supervision and direction to tax staff members to
ensure maximum productivity, to enhance compliance with
applicable tax laws and to increase corporate tax efficiency. Serve
as the initial and /or final reviewer of the work product of the
tax staff. Help document and maintain current policies and procedures. Conduct primary research /analysis and review staff
research on various tax planning ideas or opportunities at the
instruction of the tax director. Maintain current expertise in
applicable areas of the field (compliance, research and planning)
by attending up to 40 hours of continuing education annually.
Interface with other departments to ensure information flowing
to and from the Tax Department is accurate and timely. Ideal
candidate will have a degree in accounting and 5+ years' experience with public /private mix. CPA preferred, and 2+ years'
supervisory experience required. Salary to $55K.

For more information on these and other professional opportunities, call Robert Half at 800.474.4253
to be connected directly with your local office, or visit our website at roberthalf.com.
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HELP WANTED

CM A /CFM REVIEW

ASSISTANT FINANCIAL
MANAGER (St. Louis, MO): will
report to general manager and,
under his /her close supervision,
oversee company's financial
performance. Duties are: 1) maintain integrity of financial reporting
system and control purchasing,
payable cycle, cash management
and invoicing cycle utilizing Excel;
2) prepare daily, monthly and yearend closing and generate various
financial reports including P &L,
balance sheet and analysis; 3) perform post - closing reconciliation
and investigation using SBT and
Excel; 4) control payment and tax
preparation to ensure compliance
with regulatory requirements;
5) research on importing related
issues such as international shipments, foreign collection, terms of
credits and foreign currency
exchange index, and make recommendation to the corporate management; and 6) conduct
costs /sales analysis and manage
inventory control. Must have
Bachelor's degree in Bus. Admin.
or Finance, w /3mon. exp. in
offered position or in financial,
marketing or accounting.
$30,500 /yr.; 40hr /wk; Mon. -Fri.,
8:30 am – 5:00 pm. Respondents
must be presently authorized for
permanent employment in U.S.
Resume to Mrs. Gaston, MO Div.
of Workforce Development, 4040
Seven Hills Dr., Ste. 166, Florissant,
MO 63033. Re: Job #238428. An
employer paid ad.

FINANCIALjobs.com —
ON THE INTERNET. NOTABLE
JOB OPPORTUNITIES!
http: / /www.FINANCLkLjobs.com.
Michael Muller, Scott Marlow Agency.

GLEIM /FLESHER CMA/CFM
REVIEW. The most effective way to
PASS the CMA/CFM exams. Over
5,000 questions. Software emulates
Sylvan computerized format.
Per part: books $22.95, software $35.00,
cassettes $60.00. Earn CPE while you
study. (800) 87- GLEIM.
www.gleim.com.
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CM A /CFM REVIEW

CMA EXAM FLASHCARD REVIEW
SYSTEM. Pass Now... in a FLASH! Over
1,000 flashcards. FREE information
kit. Call (800) 435 -3769. FAX (609)
724 -0679. Visit http: / /www.
tutorialgmup. com. Mention this ad
for $20 OFF complete set order.
CFM /CPA Flashcards also available.
The Tutorial Group, Inc., 120 Paddock
Drive, Columbus, NJ 08022.
CPE SELF -STUDY

CPE Link.com Free to CPAs: Online
CPE catalog of top self -study courses
by topic. hip: / /wwmcpelink.com

NUMERIC KEYPADS

in

HELP WANTED

FOR NOTEBOOK PCS

GENOVATION offers a
variety of high - quality universal keypads for mobile and
desktop computers, providing
unmatched versatility, simplicity, and
programmability. Genovation has been
a leading provider of numeric keypads
since 1989. For information, CALL:
(800) 822 -4333. FAX: (949) 833 -0322.
INTERNET: www.genovation.com

Strategic Finance is indexed in the Accounting and Tax Index and is available via microform and /or
electronic databases from Bell & Howell Information and Learning (formerly UMI), P.O. Box 1346, Ann
Arbor, MI 48106 -1346. (800) 521 -0600 or www.umi.com.
Permission is granted to reproduce any of the contents of this issue for use in courses of instruction, so
long as the source and IMA's copyright are indicated in any such reproductions. Written application must
be made to the Editor for permission to reproduce any of the contents of this issue for use in other than
courses of instruction —e.g., textbooks and books of readings or cases. Except as otherwise noted, the
copyright has been transferred to the IMA for all items appearing in this magazine. For those items for which
the copyright has not been transferred, permission to reproduce must be obtained directly from the author
or from the person or organization given at the end of the article.
Views expressed herein are authors' and do not represent IMA policy unless so stated. Publication of
paid advertising and new product and service information does not constitute an endorsement by the IMA
of the advertiser or the product or service.

C L AS S I F I E D I N F O R M A T I O N
Rates: $4.00 per word – 15 word minimum. Advertising copy over 50 words is charged at display advertising rates. Abbreviations, ZIP codes, and phone numbers count as one word each. All classified advertising must be prepaid. Noncommissionable. Closing Date: Deadline for copy is 21 days preceding month
of publication. Copy: All advertising must be submitted in typewritten, double- spaced form. No telephone
orders accepted. Copy may be faxed to Alice Schulman at (201) 573 -0639 or e-mail:
aschulman @imanet.or2. Acceptance: Publisher reserves the right to accept or reject advertisements for
Strategic Finance Classified.
Payments: Payment in U.S. funds must accompany each order. Mail to Strategic Finance, Attn: Alice Schulman, 10 Paragon Drive, Montvale, NJ 07645. Tel. 1- 800 - 638 -4427, Ext. 280. Display Rates: Please call
for more information.
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is the most comprehensive career
resource on the web. Post your resume
and search over 80,000 current job
listings from hundreds of Fortune
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include workplace and job search
articles. Call 888 - 440 -5110 to post a
job or log onto www.careermag.com.
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Who Wants to
Be a CFO?
here seems to be a board game for just about everything, from words (Bethump'd with Words) to trivia
(Trivial Pursuit) to world domination (Risk). So why not a new game for the accounting/finance world for
those players tired of Monopoly? Here's a game we call CFO.
You're the CFO of a young company struggling to stay on top of the competition. You've got to preserve the company's value over the course of several calendar years. The player with the most money at the end of the time
frame —the CFO with the most highly valued company —wins. A few ground rules:
$ You start with $10,000 of capital and move around the board by rolling a die.
$ The game is played on a board, eight squares to a side, whose corners are four holidays: New Year's, the Fourth of
July, Labor Day, and Thanksgiving. Land on one and get a $500 bonus.
$ A year -end square brings an audit. Add $100 times the die roll if you're over $10,000. Subtract if you're under
$10,000.
$ A number of the game's squares
require the player to draw a Press
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investment crises; new workplace
legislation; budgeting issues. The
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steal the opposition's workers, your
investments may pay off, you may
release a new product that's in high
demand.

ST0FFING

$ The rest of the squares hold
events that move you backward or
forward on the board or change
how much your business is worth.
These events range from hacker
attacks and virus outbreaks to
mandatory training —lose a turn
(training time) or $500 (a fine for
noncompliance).
Let's play!
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Get your business
online or this might
as well say "Bye Now."
NAvisION
software
Business solutions. Your way.

Navision Software US, Inc.
1- 800 - 552 -8478
www.navision - us.com
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