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BUDGETING

You have a vision.
You know where you want your
organization to go. To get there,
you have to make smart choices.
Respond to dynamic factors.

Traditional budgeting won't provid
answers here. You need a strategic
plan and a budget that leverages
resources to profit from change.

You need predictive tools that help
you budget based on workload,
analysis, performance, resource
constraints and profitability analysi

The Oros Planning /Budgeting
solution replaces padding and
politics with clear decision- making
data to help you realize your visioi

To get there, start here:
WEB:

www.BetterManagement.com/plan
CALL:

800.939.8577 ext. 316 or
503.617.7316
EMAIL:

info @abctech.com
Ask for "Plan & Budget Pack 201 "
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Planning /Budgeting
ABC /M
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We fix it,
manage it.
collect it.
attack it.
recapture it.
resolve it.
reconcile it.
automate it.
staff it.
You profit from it.
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Outsource your order -to -cash process to
us and we'll add significant extra profits
to your bottom line.
Managing the revenue cycle is our singular
focus (some might say our passion) —
so you benefit from our world -class best
practices, state -of- the -art systems, and
highly skilled experts.
We'll customize solutions to compress
your order -to -cash cycle. You'll benefit
from our expertise with your industry. Let
us manage your receivables for improved
cash flow and working capital, and more
effective deduction management as well.

Since 1982 we've generated hundreds of
millions of dollars in profits for over l 0 0 0
Fortune class and smaller companies.
To learn about all the ways you can profit,
call us today at 1 8 00 2 16 -4 00 0, ext. 358•

Moving more profit to your bottom line.

"26,000 management reports.
28 performance metrics.
37 market indicators.
1 mouse click? Sweet."

OutlookSoft's Everest'" is more than just budgeting software. It's
an Internet -based management portal that provides every manager
with analytic information, performance reports, and competitive
analysis — all with a single mouse click. Built to maximize the
power of the Internet, Microsoft° Excel, and centralized database
technologies, Everest provides revolutionary Web- based, analytic
capabilities unequalled in the industry. The result? Managers with
the information and tools to run their business more effectively.
Vital information at every manager's fingertips?
It's Happening.

Soft

nu

The Web Analytics Company''

Adjust your budgeting attitudes. Call 203.964.3100
or visit us at www.outtooksoft.com
Microsoft •
Partner, Microsoft Data W arehouse Alliance 2000
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The dot.com mania is over, and surviving companies are turning to tried - and -true techniques like activity -based
costing to build and maintain a successful a -tail business. 0

32TheRoleofABMinMeasuringCustomerValue BY
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SCHROECK, C M A , C P A ; RICK A. LETENDRE, C P A ; AND WILLMAR J. DOUGLAS, A C M A

Your customers are valuable —but not all are of equal value. Using techniques based on ABM, you can discover
who are the "champions" and who are the "losers" and redeploy your customer relations management resources. 0

38linkingStrategy-BasedCostingandInnovation-BasedBudgeting
BY MICHAEL F. LATIMER, C M A , C P A

Successful companies like 3M, Sony, and Motorola constantly innovate.
One way to achieve continuous innovation is by breaking down costs
into three categories— strategic, elective, and obligatory. By re- focusing
these costs, your company can continue to stay on the leading edge. 0

44 RodHoover:Royal&SunAlianceShedsLightone-Businessandthe
StateofInsurance By

DOUG MILLER

Thanks to the Internet, insurance companies can now service customers
much faster and develop and deliver new products in a matter of weeks,
not months.
Articles meet CPE requirements for:
© NASBA and IMA /CMA /CFM
For information on earning CPE by reading Strategic Finance, visit the IMA website,
www.imanet.org, or contact Anchie Vicencio at (201) 573 -9000, ext. 115; fax (201) 5738185; or by e-mail at evicencio @imanet.or2.
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Financial Professionals
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gNNUP\PROFIT FROM THE BEST INVESTMENT YOU
CAN MAKE IN YOUR PROFESSIONAL FUTURE
• Get valuable perspectives and rare
insights for getting ahead and staying
ahead in your career
• Gain experience- rooted knowledge
you can immediately put to work
• Take advantage of vital networking
opportunities
• See today's latest products, technology
and services from over 300 exhibitors.
Choose from over 150 sessions and workshops
led by preeminent experts in finance:
• Career Development & Leadership
• Corporate Finance & Mergers and Acquisitions
• E- Commerce
• Financial Reporting & Accounting
• Global Financial Management
• Information Technology Strategies
• Pension & Benefits Management
• Relationship Management
• Risk Management
• Strategic Financial Management
• Strategic Investments
• Treasury & Cash Management
• Working Capital Management
BOLD STRATEGIES FOR HIGH PERFORMANCE FINANCE
34
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Support for Chapters
and Councils i by Frank Minter, CPA

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

Alan Levinsohn
COP Y ED ITOR

Christopher Dowsett

Recently I received a call from a council president inquiring as to

ART DI RECTOR

Mary Zisk

whether IMA intends to withdraw all support from its councils and

P ROD UCTION MANAGER

chapters. Let me state emphatically here that there is no such inten-

Lisa Nasuta
CIR C U LATIO N

tion nor has it even been a subject of discussion by the OCEO.
What I am pleased about is the inful chapter president or serving in
dividual called me rather than pursue
other capacities. As I stated in this
this through the grapevine or rumor
column last month, the most important role of any CEO is to identify
mill. Let me share some of my
and develop the future leaders of the
thoughts on this matter.
If you read my August "Perspecorganization.
tives" column, you will recall that in
I believe that serving as a director
referring to the reduction in the
or officer of a chapter is one of the
best ways our members can
number of regional execudevelop leadership skills.
tives, I stated, "I want to
The time it takes to do this
emphasize this in no way
reduces IMA's commitis more than repaid by the
benefits. If you are not affilment to its chapters and
councils."
iated with a chapter, join
one. If you are a chapter
But let's look at reality.
Our commitment to chapmember but are not an officer or director, get involved
ters and councils must opFRANK MILATER
and get to work. You will
erate in support of the volreap the benefits, and the organizaunteers in those entities. The role of
tion will be better for your work.
the IMA staff is not to run these orIf a chapters fails, it will be beganizations, or to prop them up
cause
the members of that chapter
when they struggle, or in any way
are not willing to put forth the effort
take over the responsibilities of the
to keep it viable —and there's little or
individual members.
nothing the staff or national leaderIMA has a large number of sucship can do to fix it. The future of
cessful chapters. Some perform very
your chapter is in your hands. ■
well year after year, and others become revitalized when new leader-

6

ship emerges. A great deal of work

Frank Minter can be contacted by

and effort goes into being a success-

e -mail at -fcminter@imanet.org.
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Careers

By Max Mes smer, Edi tor

Earning a Certification
Whet her yo u 'r e seeking a pr omo t ion o r just want t o po sit io n yo ur self fo r fut ur e
o pp o r t unit ies, ear ning a pr ofessional cert ificat ion can pr ovide t he lever age yo u
need t o fur t her yo ur car eer . A r ecent r esearch st udy by o ur company examined t he
t r ends shap ing t he fut ure o f t he acco unt ing pr o fessio n and fo und t hat execut ives
place hig h value o n accr edit at ions. Eight y -five percent of chief financial
officers (CFOs) surveyed said they believe certifications,

agement Accountants (ICMA), register for the CMA or

such as the CMA (certified management accountant),

CFM exam, satisfy the experience and education require-

help in professional advancement.

ments, and comply with the association's standards

The reason? Organizations are relyin

al conduct. (Additional details are

nancial staff for assistance with strategi

[able by visiting the IMAs website

planning, which requires an understanc

t www.imanet.org.)

ing of broader business trends. In fact,

The CMA and CFM exams cov-

in another survey by our firm, CFOs

er topics such as economics, fi-

said that five years from now, issues

nancial management, interna-

and responsibilities outside tradition-

tional business, decision analysis,

al accounting functions will occupy

personnel issues, accounting stan-

37% of a senior accountant's time. By

dards, and information systems.

ea r n i n g a C M A o r C F M ( ce r t i fi e d i n fi -

The questions are designed to as-

nancial management) accreditation, yo

sess not only your knowledge

demonstrate expertise in areas such as

about a particular subject, but al-

cost measurement and financial analysi

so your ability to apply what you

which are critical to helping a company

snow to different situations.

make the right business decisions.

Even if you have many years of ex-

Completing a program also shows th
have a lifelong commitment to your profession, which

accounting or finance, you'll want
to study for the exam. If attending classes doesn't fit

enhances your value to an employer. According to our

into your schedule, major exam preparation firms offer

2001 Robert Half and Accountemps Salary Guide, ad-

study guides in software and paper form that you can use

vanced credentials can raise your starting salary for a new

at home at your convenience. It's also valuable to review

position by an average of 10 %.

recent issues of Strategic Finance and general business
publications to make sure you are up -to -date on the latest

What's Involved
To get started with an accreditation program, you'll need
to file an application with the Institute of Certified Man8

STRATEGIC FINANCE � Ma r c h 2 0 0 1

issues affecting companies today.
Once you've passed the exam, you'll need to complete 30
hours of continuing professional education (CPE) annual-

ly to maintain your certification. The
good news is that there are numerous
ways to earn CPE credits, from taking
courses and seminars to reading published articles and using self -study
programs. Qualifying topics include
those related to your career development as an accounting or finance
professional, such as management,
corporate taxation, statistics, computer science, and business law.
Be sure to check with your em-

ployer about whether you can receive reimbursement for any expenses related to your certification, including study materials, classes, and
exam fees. Many companies will cover some or all of the costs associated
with accreditation.

Just One Piece
of the Puzzle
It's important to recognize that a
certification alone won't make you

You'll Feel Almost As Comfortable
Taking The CMA/CFM Exam As You Did
Studying For It.

Le ts think — You can st udy for your
CM A/ CFM Exam i n a ge ne ri c se mi nar, or
si mply by 'hit t ing the books,' wi th no
pe rsonal i z e d he l p an d no promi se you'l l

personal instructor and tutor, customized
study session analysis, TexTutor® onscreen help, exam ove rvi ew and pre p tips,

immediate full -text answers to every
question and a completely individualized
study method.

pass all or any pan of the exam.
Or. You can sit down at your discretion
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
you study for your CMA/CFM Exam the
same way you take it ... on the computer.
Old way vs. new way.
It's way easy to call this one.

MicroMash brings you never- available
before features like built -in on -disk

MicroMash®

1- 800 - 272 -PASS
Ref# 2232

At Your Own Pace. In Your Own Space.
't: nmi n r csln, nr n. upph. , nl l lo i ' — p la , J - 14
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successful in your accounting and finance career. You must also have
well- rounded skills, particularly as
you seek opportunities at the managerial and executive levels. Technology expertise and the ability to communicate well verbally and in
writing will be critical for financial
professionals in the future.
Increased interaction between accounting and other departments is
heightening the need for soft skills
such as persuasion, negotiation, and
team building. You must be flexible,
proactive, and able to relate to colleagues from diverse backgrounds.
The ability to analyze complex financial information is valuable, but
what will make you indispensable to
a company is knowing how to explain this information clearly and
concisely in nonfinancial terms.
A commitment to learning and
excelling in your profession is important in any job market. By taking
the initiative to earn a certification
and build your skills you'll not only
enhance your marketability, but
you'll enjoy the personal satisfaction
of achieving these goals. ■
Max Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert
Har, Accountemps ®, and RHI
Management Resources®. RHI is the
world's first and largest specialized
staffing firm placing accounting and
finance professionals on a full -time,
temporary, and project basis. Mess mer's most recent books are Managing Your Career For Dummies®
(IDG Books Worldwide), Job Hunting For Dummies®, 2nd Edition
(IDG Books Worldwide), Human
Resources Kit For Dummies® (IDG
Books Worldwide), and The Fast
Forward MBA in Hiring (John
Wiley & Sons).
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Best Practices I

Bob Gunn, Editor

Presence of Mind: Using Our Thinking to
Our Advantage
IT'S 8 A.M. I WALK INTO MY CLIENT'S OFFICE.
We have been consulting with this particular client for
over six months. The account is profitable and the client
happy. I am the Client Partner, and today I feel great. As I
walk in, a colleague informs me that our client sent out
an RFP (request for proposal) to five other consulting
firms to bid on a piece of work that falls within our program. It is now 8:02,and I start to get anxious. I thought
my client and I had a good relationship and were honest with each other.
By 8:06, Ihave a lump in my throat. I
am convinced we are failing and that
I don't have a partnership with my
client. At 8:10, Istart to doubt my value as a consultant. I know I won't
make it as a partner this year and am
thinking of resigning from the account. By 8:14,I am drafting my resignation speech in m y head. I change my
mind at 8:15.Instead, I will get on my
team's case, avoid my client at all costs
for now, and spend the rest of my day
designing an approach on how to convince my client that we are the best
consulting firm for them. It's only
8:20 a.m., and I am nauseous.
What is happening here? What occurred between 8:02
and 8:20?After all, the only data I received was a brief
comment from one of my colleagues on his way to his
first meeting.
What happened was a case of "thinking" gone awry. I
let my thought processes get the better of me.
Thinking is at the core of the human experience. Our
studies show that thinking leads to feelings, feelings lead
12
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to behaviors, and behaviors impact results. Understanding the mechanics underlying thinking gives us a better
chance to produce the results we desire and avoid those
we do not.
Through the events and experiences of our life, we
build a body of knowledge and beliefs. This forms the
basis of our reality. Thinking is basically using our beliefs
to identify, interpret, and confirm what is happening to
us internally and externally at any
given moment.
Thinking is good. It is powerful.
Our neural pathways store a colossal
amount of data that we use to make
sense of our world. The alphabet, basic
math, how to read and write, and other
special skills are all stored —and we
don't have to relearn them every day!
We are able to access what we believe
millions of times a day to perform simple and very complex activities. This is
what we call our intelligence.
It was 3 p.m. on a Tuesday afternoon
in New York City. I was picking up my
daughter, Chlo6, after school. She was
waiting behind the front doors and had
a very long face. My mind was very
busy on this workday, and I needed to get home quickly
for a conference call. I opened the doors to the school,
quickly kissed her hello, and took her by the hand so that
we could grab a taxi. She resisted, dragged her feet, and let
her bag fall off her shoulder. I turned around, looked
down at her, and said, "Let's go home." This charade lasted
several minutes. I knew what she was doing: She was purposefully being difficult and trying to slow down my pace.

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.

DELTEK
--

jA.Z*

!x'
I MA
CORPORATE AIIIANCI PARTNER

Project Accounting & Finance • CRM & Proposal Automation • Employee Time & Expense • Enterprise Planning • e- Business
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After all, she was six, and this is what
six- year -olds do. I grew increasingly
upset. Finally, I decided what to do. I
was going to drag her into a taxi and
give her a time out. Isn't that what
daddies are supposed to do?
Then I had an insight. I knelt
down and asked, "Chlo6, what is going on ?" She looked at me a little
surprised and asked, "Do you want
to talk ?" Taken aback, I responded,
"Yes:' With a determined chin, she
started, "Daddy, you were late! You
made me wait here, and you always
said to me when you are late you always have to say you are sorry, and
you didn't say, `I'm sorry. "' Feeling
stunned and embarrassed, I looked
into her little brown eyes. I was 15
minutes late. After a few seconds, I
said, "Thank you, Chlo6. I was late,
and I am very sorry." She smiled victoriously and hugged me. I noticed
how touched I was by my little girl.
The afternoon went great.
Instead of continuing down a path
based on what I believed about sixyear -olds and about Chlo6, I stopped
and searched for a different possibility. This yielded a very different, and
more favorable, result than if I had
followed my original thoughts.
How many times a day do we assess, interpret, evaluate, and make
judgments based on our beliefs? How
often do we feel as though it is unnecessary and a waste of time to stop, inquire, and reflect on what is going on?
As a result, how many misinterpretations, missed opportunities, and
hasty judgments occur? How often do
we stress out over nothing, perceive
an enemy where there isn't one, and
distance an ally for the wrong reasons? How often do we resist change?
And how often are we unable to access our creativity and that of others?
The answer to these questions is
clear and points to why so many of
14
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us struggle in our work and in our
organizations; why so many managers overcontrol; why so many
teams break down; why so many
change efforts fail; and why so many
employees are dissatisfied.
The difficulty is that the same
neural pathways that store constructive, positive, and helpful beliefs also
store negative, questionable, and inaccurate beliefs. These beliefs have a
familiar sound: "People from a certain country are not trustworthy."
"Things will never change around
here.' "I will never make it to that
position." "Such and such is a jerk:'
And so on and so forth.
The challenge we face is that we
constantly use all of our beliefs —the
good and the ugly —to make sense of
what is happening to us. We are forever interpreting our environment:
"This person looked away during the
meeting, so she is not interested in my
work." "This person took notes, so he
likes my work.' Most of the time we
don't know what the truth is, yet we
still make decisions and take actions.
The question isn't whether to
think or not think; the question is
how we use our thinking to our advantage and not our detriment. We
control our thinking. Once we accept and understand this, we begin
to see how we use our beliefs to
identify, interpret, and confirm what
is happening to us. We can differentiate between those beliefs that help
us and those that do not.
But how can we see our thinking
in action? The short answer, for now,
is inquiry and reflection.When we
inquire (to ourselves and others), we
become curious and open to what
else is available. We explore, we listen, and we learn —about others and
ourselves. When we reflect, we let
our neural pathways work more
broadly, pick up forgotten data,

make new connections, produce insights, see more clearly, and, finally,
we understand. Through inquiry
and reflection we tap into the collective intelligence and a deeper personal wisdom. We begin to see the
process in action.
When inquiry and reflection are
combined with telling and doing, the
results can be phenomenal: better
communication, more powerful relationships, greater well- being, greater
creativity, less resistance to change,
and, ultimately, better business
performance.
At 8:20 a.m., I closed my eyes. I
took a deep breath and asked myself
what else could be possible here. Instead of following my initial reaction, perhaps I should meet with the
client and have a real and open discussion about what I heard. This is
exactly what I did.
In my discussion, I learned that
they had one RFP out for a very
specific task we were unable to do.
My client appreciated the candor
and valued our relationship as much
as I did. They hired the other company for a shortened version of the
task, and we stayed another nine
months. The account ended successfully.— Alexander Caillet
Alexander Caillet is the founder and
leader ofthe Change Leadership practice at Gunn Partners Consulting. He
works with large organizations to design, structure, and implement change
leadership programs that balance the
business and people aspects ofchange.
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
bgynnfturmpartners,com.
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Ca r t e s is M ag ni tu de - goes beyond any other financial analytics package,
providing you with the foresight you need to make the right financial moves
every time. It integrates strategic, financial and operational information in
a way that gives you the whole picture. And because it's web- based, that
picture can be shared easily across
your Organization. You'll have access
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to one system on one database for total consistency and reliability. Best of all,

MAGNITUDE:
COVERINGTHE
BUSINESS
PERFORMANCE
MEASUREMENT
CYCLE

you'll possess the strategic tools required to add value at every level of your
company. And isn't that what the game's all about? For more information,
please contact us at: ussales @cartesis.com or 8 7 7 9 6 4 0202 (toll free).
You can also visit our web site at www.cartesis.com
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Taxes I

Anthony P. Curatola, Editor

Who Really Has the Burden of Proof in a
Civil Dispute with the IRS?
THE IRS RESTRUCTURING AND REFORM ACT
of 1998, P. L. 105 -206 (RRA 98), added Internal Revenue Code Section 7491, which establishes who has the
burden of proof in court proceedings involving tax
matters. Previously, the burden was usually on the taxpayer. The alleged purpose of the section
is to shift the burden from the taxpayer
to the IRS, but a careful revi
law seems to indicate that, it
instances, the change may be
more form than substance.
Rules before RRA 98
placed the burden of proof
on the taxpayer to contradict an IRS determination.
Some statutory exceptions
placed the burden on the
IRS in specific situations,
such as an allegation of
fraud with intent to evade
taxes, the tax preparer
penalty relative to a willful
attempt to understate tax liability,
excess accumulated earnings and profits of corporations,
determining whether a payment is an illegal kickback or
a bribe, transferee liability, and jeopardy assessment procedures. These limited exceptions left the burden of
proof on the taxpayer in most situations, and this may
still be the case under RRA 98.
RRA 98 is concerned only with litigation in the courts
between the taxpayer and the IRS. Audits and administrative hearings aren't affected by RRA 98, where the
burden will continue to be on the taxpayer to satisfy the
i8
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IRS with the positions they took on their tax returns.
Furthermore, in order to receive the benefits of Section
7491, the taxpayer first must comply with all of its requirements, and they are significant. Since many
IRS /taxpayer disputes are resolved before reaching
court, if the taxpayer has substantial documentation and is 0 0 0 p rative with the IRS, the number of taxpayers who can
meet all of Section 7491's requirements for a shift in the
burden of proof may, in
i
practice, be very few.
The requirements of
Section 7491 are set
forth below.
First, the taxpayer is required to comply with all of
the substantiation and
record - keeping requirements
set forth in the Internal Revenue Code and the Treasury
Regulations. If the taxpayer fails this requirement for even
one item, then the burden of proof will not shift from the
taxpayer to the IRS. Examples of mandatory recording keeping requirements are set forth in the RRA 98 committee reports, but this provision runs to all record -keeping requirements set forth in the Code and regulations
whether they are general in nature or whether they relate
to specific items or transactions.
Second, the taxpayer must cooperate fully with the IRS.
This requirement appears to mean that the taxpayer
must comply with all reasonable requests from the IRS.

It requires providing records and
documents within the taxpayer's
control and producing witnesses relating to the transactions under dispute. The taxpayer and /or its representatives must attend reasonably
scheduled meetings and submit to
interviews. Cooperation includes
providing assistance in securing
documents not within the taxpayer's
control.
This second requirement places
additional burdens on the taxpayer's representatives, including attorneys and accountants, who may
want to take disputable positions
and likely won't want to assist the
IRS in all instances. Now, advisors
must worry that their actions will
prevent the burden from shifting
and leave them open to the taxpayer's displeasure. This result could
cause advisors to be more cautious
and to spend additional time on
these matters. In any event, the cost
of defending a position taken on a
return has probably become more
expensive and time - consuming after RRA 98.
As part of the cooperation requirement, the taxpayer also must
exhaust all administrative remedies
available to it, such as appeals within
the IRS, before going to court. This
provision goes beyond what is normally required in the Code. For example, the taxpayer usually has the
option of bypassing the IRS's appellate division following an audit and
petitioning the Tax Court instead.
Perhaps not a wise option in many
cases, but in situations where the
IRS's position is fixed and not likely
to be compromised at the appellate
level, this taxpayer right to go directly to the Tax Court and save time
and money on a wasted appeal is being taken away if the burden of
proof is to shift to the IRS.

Third, the taxpayer must produce
credible evidence before the burden of
proof shifts. This requirement is a
lower standard than the one previously placed on the taxpayer. To
shift the burden, the taxpayer now
must produce enough evidence for
an item /transaction that would enable a court to find for the taxpayer
absent any contrary evidence being
produced by the IRS and ignoring
the judicial presumption of IRS correctness. This requirement is a lesser
standard than the "preponderance
of evidence" standard normally
placed on the party having the burden of proof, but it still requires the
taxpayer to produce credible (worthy of belief and not merely frivolous) evidence and to produce its
evidence first. Of course, in many
instances where the IRS provides the
court with evidence to support its
position, the taxpayer must go beyond mere credible evidence to
make sure its evidence is at least
equal to the evidence provided by
the IRS. If the evidence provided by
the IRS meets the preponderance of- evidence burden, it will have met
its burden of proof.

A Narrow Reach
Section 7491 is narrow in reach. It
applies to income, gift, estate, and
generation - skipping taxes and all
penalties and additions to tax. It
does not apply to corporations, partnerships, and trusts with a net worth
exceeding $7 million nor to tax protesters or other frivolous claims. The
section is limited to individuals and
smaller entities.
If the IRS wants to assess a penalty or other addition to the tax, it
must produce sufficient evidence to
show that the penalty or addition is
appropriate. Thus, it can no longer
assess penalties without supporting

evidence. This provision really may
be mostly a statutory form change
rather than a change in substance.
The committee reports for the Revenue Reconciliation Act of 1989 appeared to place a similar requirement on the IRS. This RRA 98 requirement will put added pressure
on the IRS to consider these penalties more carefully. But this provision relates only to individual taxpayers and not to corporations or
other entities.
When penalties are involved, it is
still the taxpayer's responsibility to
introduce sufficient evidence when
alleging that the error on the return
creating the tax deficiency is due to
reasonable cause and not a lack of
good faith. The burden is still on the
taxpayer to establish substantial authority or adequate disclosure as defenses to the accuracy penalty.
For individual taxpayers, if the
IRS uses statistical information from
unrelated taxpayers to reconstruct
any items of the taxpayer's income,
the burden of proof is on the IRS.
An example is average income for
taxpayers in the area where the taxpayer lives —a questionable approach at best.
Under Section 7491,there are still
limited statutory exceptions creating
situations where the burden of proof
initially rests with the IRS. The Internal Revenue Code provides that
the burden of proof is on the IRS in
the following situations: property
transferred in connection with the
performance of services; illegal
bribes, kickbacks, and other payments; golden parachute payments;
expatriation; public inspection of
written determinations; proceedings
concerning required reasonable verification of information returns; review of jeopardy levy or assessment
continued on page 75
procedures;
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" Doing Business in the Knowledge Age"
Sheraton New Orleans Hotel
New Orleans, Louisiana
Hear from thought leaders on these
cutting -edge topics...

♦ Transforming organizations for the new economy
♦ Developing and implementing strategic
e-businessprograms
♦ After the dot -com shakeout:
which way for the economy?
♦ Honing your leadership and communication skills
...and earn over 30 hours of CPE credits
as you learn.
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[NEWS]

Are You Restless? I

Kathy Williams, Editor

READINGONLINE

FINANCE AND ACCOUNTING PROFESSIONALS SEEM TO BE, AS 41% OF MORE

than 1,000 respondents to a nationwide Kelly Financial Resources survey said they will
probably look for a new job within five years. When asked what kind of job, the top
response was to become self - employed or a business owner.
Yet that doesn't mean they're unhappy with their current job. In fact, respondents
said they were satisfied with their job, were loyal to their company, and earned above average annual incomes. They just said they felt unsettled. Most of them identify more
with their profession than with their employer. When asked what they would reply
when someone wondered what they do for a living, 75% said they would give their job
title or describe the skills or tasks they perform. Only 24% said they would initially
mention their company.
"These survey results hint that a growing number of
finance professionals are looking to change the way
they work," explains Robert Lyons, vice president in
charge of Kelly Financial Resources, a division of Kelly
Services. "Their interest in free agency and alternative
work arrangements may be compared to the mind -set of
information technology professionals 10 years ago. As
electronic connectivity increases, we can expect to see
increased mobility and demand for flexibility from the
financial workforce."
What else are they looking for? Better opportunities
and more money. Seventy -seven percent said they felt
confident they could find another job with better pay
and benefits in less than a year, and 60% said they expect to find more opportunities and
challenges in addition to more money and /or a promotion. And while 76% view their
work as a career, 24% don't expect to retire from a position in finance or accounting.
As they move forward in their careers, they're seeking additional training in information
technology, management, and accounting and finance. Even though most respondents say
their employers offer training, these professionals note that they have to initiate the requests
for it and seek out the training they need. The good news: 78% said their employer provides,
pays for, or subsidizes their training.
You can find additional results at www.kellyservices.com. Use the search function to find a
white paper on the changing work patterns of financial professionals. continued on pale 22
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IMA members, you
now have an additional membership
benefit.
Now you can read
the entire contents of
Strategic Finance
online as well as in
hard copy. Previously, only a few articles were available
via the Web.
Here's all you
have to do. When
you click on the title
of an article from the
contents page that
isn't available to the
general public,
you'll be linked to
the "Members Only"
section of the IMA
website and asked
to type in your membership number.
Once your number
has been verified.
you'll be able to
read the article.
This benefit is
available to all IMA
members. ■
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ADVICE IS BUY AND HOLD. "THERE HAS NEVER BEEN A 20 -YEAR

[ETH IC S]

i

INPUT

Strengthening the Ethics
of Finance I Curtis C. Verschoor, CMA, Editor

NOW HEUNDERSTANDS
ThearticlebyMoyeandUptoninthe
FebruaryissueofStrategicFinance
(DataWarehousing101)wasvery

IN HIS INAUGURAL ADDRESS, PRESIDENT GEORGE W. BUSH IMPLORED US TO BE
citizens and not spectators so that America can become a nation of character. Financial

effectivein educatingnonor quasi
technical financefolksabout thevalue

managers work in an area of society where honesty and ethics are critical. Wall Street

ofdatawarehousing.Myhusbandisa

has been characterized as a hotbed of greed, yet it requires trust and ethical behavior in

CPAandIam adata/datawarehouse

order to operate efficiently. Accountants play an important role here.
In the securities business, sellers trust they will be fully paid after the passage of only

architect. I don't think he fully under-

three days. Buyers trust that the securities they buy are genuine. The "market " itself is a

stoodwhatdatawarehousingwas

synthesis of information that investors trust to be reliable in all

about and what I did until he
read their article.

material respects. Accountants supply an important element by
•

I am seriouslyconsideringattach-

faithfully translating economic events into a common language.

ingcopiesof thearticletomyresume

The current emphasis on forecast accuracy highlights the

sohiringmanagersunderstandthe

roles of management accountants and financial managers.

importanceof hiring theright talent

Paradoxically, the image of accountants' honesty and

and seeing a return on their invest-

ethics ranks just above average and well below the top as com-

ment insteadof cuttingcorners and

pared with other professions. The findings of the latest

seeing projects fail.

Gallup random telephone poll of 1,000 Americans
show only 38% thought the honesty and ethics of

Bindu Shah

accountants were either " high" or "very high." This

Independent data

resulted in a rank of 12th out of 32 professions men-

warehousingconsultant

tioned in the survey. This placed them ahead of senators,
KUDOS

business executives, and journalists. At the very lowest were

I just read MarlenePiturro's articleon

lawyers, stockbrokers, and labor leaders. Not surprisingly, car

Chris Kirk inStrategicFinancemaga-

salesmen came in last. Considered most honest and

zine[February2001].1thoroughly
enjoyed her writing style and the infor-

mation inthearticle. Thanks.
Daniel O'Keefe

ethical were nurses and other medical professionals.
Since the IMA first published its Standards of Ethical Conduct in June 1983, improving the ethical culture of management accountants and financial managers has been an
important strategy. Prospective members must state the circumstances of any felony
conviction so their suitability for membership can be judged. New members pledge to
comply with the Standards. Ethics sessions presented at recent conferences have been

We welcome all

well attended. Members have the opportunity to use a confidential hotline to obtain

opinions on articles and

guidance when faced with an ethical dilemma. All of these activities are designed to
add value to the CMA and CFM credentials and membership in the IMA. They differ-

columns published in

entiate our image from the second-rate image the public has of accountants in general.

Strategic Finance.

Securities laws severely punish those who misuse positions of fiduciary trust. Former
President Bill Clinton decided not to give an 11th hour pardon to Michael Milken after

E -mail correspondence
to Kathy Williams at
kwilliams @imanet.org

all. An SEC spokesperson stated: "Few people have done more than Milken to undermine public confidence in our markets." Closer to home, there have been several recent
cases where IMA members and CMAs have had their membership or designation suspended or revoked because of a violation of the Standards. These actions are designed
to help maintain the high ethical standards we proclaim.
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WHEN STOCKS HAVE NOT MADE MONEY."
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Corporate Tax
Stephen Barlas, Editor
Cuts
1981, the R &D tax credit has been

WHATEVER THE TAX CUT PACKAGE
Congress adopts, there isn't going to

expanded and renewed nine times.

be a heck of a lot for businesses, par-

Congress extended it once again in

ticularly large companies. First, Sens.

2000, this time to the end of 2004.

Phil Gramm (R.- Texas) and Zell

But Rep. Nancy Johnson (R.- Conn.),

Miller (D. -Ga.), who are sponsoring

a senior member of the House Ways

the Bush "package," don't include any

& Means Committee, where tax bills

income tax cuts for business. There is

start, has introduced a separate, free-

the obligatory estate tax elimination,

standing R &D "permanence" bill.

but that, of course, is a small busi-

Among business groups, the National

ness measure that is wildly popular

Association of Manufacturers

in Congress. The only real corporate
tax measure in the Gramm /Miller

(NAM) is the leading proponent

the bill. But Jerry Jasinowski, presi-

ness tax cuts, key among them a
shorter depreciation period for com-

bill is a provision making the corpo-

dent of the NAM, met with Treasury

puters and software, which is now

rate research and development tax

Secretary Paul O'Neill at the end of

generally five years.

credit permanent. Passed initially in

January to press for additional busi-

of

continued on next page

Lifetime Guide to Mutual Funds
• IF YOU HAVE TROUBLE DECIPHERING A

mutual fund world.

prospectus from one of the more than 10,000 mutual

The basic advice is buy and hold: "[T]here has

funds, Chuck Jaffe, a personal finance columnist at

never been a twenty -year period when stocks have

the Boston Globe, is your ideal guide. His paperback

not made money." On the other hand, "Whenever a

book, Chuck Jaffe's Lifetime Guide to

fund sells itself based on a hook — something

Mutual Funds, isa plainly written, under-

catchy to grab you besides years of know-

standable tour of the labyrinthine of mutu-

how and solid performance —you can bet

al funds today.

that the fund is not worth owning."

His comprehensive guide takes the

Jaffe's book, subtitled "An Owner's Manu-

investor through the important decisions

al," contains valuable advice for mutual

on investment strategy and building a

fund investors including asset allocation

portfolio to when to "hold them or fold

(four to 10 funds in portfolios recommended)

them." Mutual funds have their own jar-

and handy websites to test your asset allo-

gon and acronyms including GARP,

cation (www.financialenaines.com) or gath-

"growth at a reasonable price"; NAV, "net asset value"

er relevant information on funds. Readers will be

and "beta," and these terms are explained well,

amused at his advice concerning the auditor's report

although the author, with a general audience in

in annual reports: Don't read it. "Instead, just count the

mind, tends to avoid very technical aspects of the

paragraphs; if there are

continued on page 75
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cont'd from p. 21

What Do You Need for EBPP
to Work?
Three things must happen for electronic bill payment and presentment
to work properly and be cost effective, Create -A -Check CTO John
Hays says:
1. The actual payment must be
sent from one bank to another.
2. A data file must be sent and
uploaded into the recipient's
accounting software.
3. The related remittance information must accompany the payment in some format.
Today a data file and remittance
file can be sent, but not in conjunction with the actual payment. If it
could, it would eliminate the paperwork and reconciliation accounting
departments are accustomed to,
Hays adds. Usually the business
sending a payment isn't using the
same software as the business receiving the payment.
The impact will be huge when the
problem is solved because businesses
in the U.S. generate about 12 billion
invoices annually for other businesses, he notes. ■
[ETHICS]

cont'd from p. 20

cont'd frorn p. 21

Dingell Raises Questions
About Accounting Industry
Supervision
There may now be a Chapter 2 to
last year's controversial debate about
accounting independence, which
resulted in the SEC's auditor rules
that former Chairman Arthur Levitt,
Jr., imposed just before he left the
Commission. Now a much broader
question is being raised: Are auditors
who are doing a "bad" job getting
their hands slapped quickly enough
and effectively enough by the Public
Oversight Board (POB), the self -regulatory body that has prowled the
auditing corridors for 25 years? Rep.
John Dingell (D.- Mich.), the top
Democrat on the House Energy and
Commerce Committee, has asked
the General Accounting Office
(GAO) to do a report on whether
the POB is a 98 -lb. weakling. The
O'Malley Panel made some recommendations in 2000 on strengthening the POB. Arthur Levitt championed strengthening the POB. But
Dingell, known as Big John —he is
both tall and forceful —says the
AICPA is standing in the way of a
POB upgrade. Daniel James, who
testified before the O'Malley committee last July on behalf of the

Separate yourse lf
From the crowd...
Become a CMA(Certified
Management Accountant) or CFM
(Certified in Financial Management)
Let Lambers show you how you can
achieve these goals right in your own home!
lam&n

The I M A Ethics Committee has
been given the mission to:
"Encourage organizations and individuals to adopt, promote, and execute business practices consistent with
high ethical standards."
It welcomes suggestions as to how
it can better achieve these goals.
Please write to ethics @imanet.org. ■

[GOV'T]

Curtis C. Uerschoor, CMA, CPA, CIA,
CFE, Ed.D., is the Ledger & Quill
Research Professor, School of Accountancy, DePaul University, Chicago.
His e-mail address is cverscho@
condor. depaul.edu.
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CALL 1- 800 - 272 -0707
www.lamberscpa.com
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AICPA's practice section, said then
that some of what were at that point
draft recommendations —and subsequently became final recommendations— "may result in additional or
unnecessary litigation risk to or
action against auditors which are
unacceptable." He added that draft
proposals on expanding POB disciplinary authority were "embellishments" on an AICPA proposal that
"risk upsetting the delicate balance"
that is part of the current disciplinary process.
Dingell told the GAO that he
believes a tougher POB is needed.
"This is a matter of great importance
affecting the reliability of financial
statements," Dingell wrote. It's worth
noting, though, that jurisdiction for
securities issues was removed from
the Energy & Commerce Committee
for 2001 and placed in the Banking
Committee, of which Dingell is not a
member. So his ability to influence
accounting issues has been radically
diminished.

Treasury Proposal on
Tax Shelters
We'll see whether the Bush Treasury
Department lets stand the proposed
rule issued in the last few weeks of
the Clinton administration dealing
with assurances companies receive
from accountants and tax professionals on tax shelters. Treasury has
standards, known as Circular 230,
that must be followed by professionals rendering opinions on tax shelters, whether those opinions are
being made to corporations or individuals. The proposed Clinton
changes, which will be the subject of
a public hearing May 2,strengthen
the standards regarding factual due
diligence and legal analysis. In particular, they would help ensure that
practitioners continued on page 75

Putting out too many fires caused by slow, outdated 1099 processing

systems? Then try InSource RS 1099. This Web -based application server

provider (ASP) centralizes reporting data. so your staff ern address

inquiries :urd men enter chwiges on -scnxn while Uilking to pages.

server system,
maintenance are done for you —so there's more time for other tasks.

Source`F RS-

® 2001 RIA 699841/1 -01 All nomes and trademarks are the property of their respective owners
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Uses ABC to
Succeed
BY T H O M AS L . Z E L L E R , C P A ;

DAVI D R . K UB L AN K ; AND

P H I L I P G . MAK R I S , C P A

The days of venture capitalists being caught up in the euphoria of dot com mania —and throwing money at Internet start - ups —are over.
Dot -coms no longer have a free pass to Wild West spending of venture capital
dollars. Along with venture capitalists, shareholders, bankers, and employees holding stock options are demanding that management have profits on the radar
screen. It's time to create real wealth, not just anticipated wealth. Many of these
start -ups have flipped, which means they have matured through the start -up
phase and have been purchased by large organizations or are free - standing
through an IPO. One flipped company — art.com "' — turned to professionals to
ca

W

build a long -term successful business. The company uses activity -based costing

z

Y
C

0

(ABC) as a tool to guide leadership in resource allocation and decision making.
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art.comTM, which sells print and framed print art,
opened its website in the spring of 1998.Following a typical launch- and -learn strategy, the company formalized
processes to efficiently and effectively serve the customer
by the summer of 1999.Their fundamental thinking?
Selling to repeat customers is important to financial success. The entrepreneur then flipped art.comTM to a much
larger enterprise in the spring of 1999,and, at that point,
they brought in professional leadership to channel the
entrepreneurial spirit into a successful business. ABC
played a key role.

management must work the entire value chain to meet
customer needs and wants.
If management can efficiently and effectively overcome
these challenges, an Internet business can make a mint. If
not, they can go broke. Forrester has predicted that online
grocery sales in the U.S. will reach $10.8 billion by 2003
and online toy sales will grow to $1.5 billion in 2003.
E- business -to- business market potential is projected to be
substantially larger. But now the validity of these projections is being questioned.

UNIQUEE-TAILACTIVITIES
THECOMPETITIVELANDSCAPE
Dot -coms swim in a very intense competitive sea because
brick - and -mortar and dot -com businesses are targeting
the same customers. Both are racing to brand
products, carve out market share, and build
name recognition in the Internet space at
Internet speed. Jeff Bezos, e -CEO of
Amazon.com, compares this environment to the Cambrian Period of
evolution, the earliest Paleozoic Era
beginning about 570 million years
0
ago. In a May 24, 1999,edition of
Fortune,Bezos said, "That was
when the earth had the greatest
rate of new life. What people
• •

Fq

don't know is that it also had the
greatest rate of extinction." To
avoid extinction, managers of dot coms must face two major issues:
♦ What infrastructure resources and
related support systems must be in place
for an a -tail business to earn a profit?
♦ What's the best way to advertise and promote a product so that the customer clicks through to
the site and buys a product? Related to this issue is how
much does it cost to earn a new Internet customer and
then have them come back again and again —The Holy
Grail of the dot -com world.
Let's look at these challenges. The opportunity to sell
to the customer is limited to visual suggestions and text
in a dynamic billboard. The sales staff doesn't have the
opportunity to "show and tell" and educate a customer,
build a customer relationship, and close a sale. A customer must also wait for product delivery. That's why
customers must be able to buy what they want in a timely
manner with minimal effort. An Amazon.com repeat customer can make a purchase with little effort. To do so,
26
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A 24-month study of art.com' maturing from start -up
to successful business venture identified 12 activities (distinct components of work functions and related tasks).
Activities 2, 3, 6,and 7 are unique to an a -tail
business, while the others are similar to
those in brick- and - mortar companies.
(See Table 1). Each unique a -tail activity will help leadership manage
resource consumption.

WEBSITEOPTIMIZATION
Website Optimization (Activity 2)
compares to managing the traditional retail floor. The complexity
of a website, number of site
pages, and number of changes all
drive resource consumption. This
dynamic billboard must always look
fresh and inviting to earn repeat
usiness. At art.comTM, for example,
information technology staff must
upload Christmas prints and matting
options before and during the holiday and, of
lip—
course, remove them after the holiday. Modifying a few
pages on a small site is relatively simple, but it's resource intensive on a large site because of the many links to
product and service options, affiliates' sites, and the
accounting system. The lesson learned by everyone in
e -tail is that website optimization is more costly than they
planned. Just how costly is the unanswered question at
this time.
When changes are made, the returning customer must
be able to follow a similar and easy click - through pattern
to make purchases yet see and feel the new product offerings. And to top off the challenges, the storefront life can
be as short as two weeks but can range up to six months
depending on the products.

F

Tablet•

Activity List

1. Ser vi ce Cust om er s
Servicing customers requires resources of space, phone system and
e -mail, and information technology and includes the following
activities:
• Help the customer to select a product or mix of products.
• Answer questions about the website, product availability, customer
requests, and orders.
• Help customer place an order, change an order, and manage order
entry problems.
• Help a customer work with the Web page.
• Work with customer regarding damaged goods, discontinued
prints, backorders, special orders, or returned items.

6. Customer Acqui sition and Retent ion —
Revenue Sh ar e Mar keti ng (Affil ia te Group)
This is the activity of gaining storefront retail customers through other
websites. Resources supporting this activity are space, time, and IT.
Work and tasks are:
• Call on website businesses to inquire about affiliate marketing
opportunities.
• Research affiliate marketing trends and techniques.
• Prepare affiliate newsletters and collateral material.
• Maintain recognition and contact with affiliate sites.
• Coordinate affiliate market speaking engagements.
• Prepare and maintain the affiliate links, as well as track affiliate sales.

2. Website Opt imi zat ion

7. Sustai n Informa tion Syst em

This activity links the business model to the customer and requires
resources necessary for an electronic customer order. Work and
resources included in this activity are:
♦ Electronic customer order processing hardware, software, and tele-

To maintain the basic information system infrastructure and platform,
resources include space, time, and IT The following functions support
this effort:
• Maintain and upgrade the operating system hardware and software, e -mail system, and desktop machines.
• Maintain information system infrastructure resources including
general ledger system, marketing information, system production
information system, and more.
• Move the company forward on information system development
projects. Examples of this are: 1) research and use new hardware
and software products or add -ins, and 2) work to grow the use of
IT so people work smarter, not harder.

phone systems.
♦ Design and maintain the website.

3. Mer ch a ndi se In vent or y Sel ect i on a n d
Ma n a g em en t
Building and maintaining the inventory on the e- retail Web page
requires resources such as the IT server and scanning equipment and
includes the following work functions:
• Attend product shows.
• Select images for the website.
• Negotiate contracts and prices with suppliers.
• Obtain written approval to scan and put the products on the
website.
• Locate unique product requests.
• Create and develop new products, such as gifts and /or gift
packages.
• Create product information, such as a time line, and any other
work that supports the merchandising of products.
• Scan and annotate images.
• Upload and remove images from the system.
• Maintain image backups for current and discontinued prints.

4. Pur ch a si n g a n d Recei vi n g
Purchasing product inventory, supplies, production tools, and equipment requires resources of space, time, and IT. The following work
functions support this activity:
• Negotiate prices, and order items.
• Input data into the information system for shared files.
• Respond to supplier about damaged goods, receive and document received goods by matching vendor invoices to P.O. items
received, and track discrepancies.

5. Customer Acquisit ion a nd Retenti on —
Paid -for Marketing
Attracting customers requires resources of space, time, and IT The following are work functions:
• Implement Web marketing through AOL, Yahoo!, etc.
• Pursue traditional marketing such as print, radio, and TV.
• Negotiate paid -for marketing programs.
• Implement customer awareness programs and monthly contacts
through e -mail, etc.

8. Sustain Business — Administration
Running the administrative side of the business includes resources of
space, time, and IT and the following work functions:
• Manage office, human resources, and general administrative
responsibilities.
• Oversee accounting functions, negotiate insurance contracts, comply with regulatory requirements.
• Move the company forward on process improvement projects.

9. Sustain Business — Production
Running the production side requires resources of space, time, IT, job costing system, and related modules, such as the bar coding and
inventory tracking system. Work and tasks are:
• Support production through budgeting, negotiating contracts, complying with regulatory requirements, managing human resources,
running the query to determine production, and general administrative responsibilities.
• Manage final billing sequence to customer to record the sale and
settle the customer's account.
• Move the company forward on process improvement projects.

10. Maintain Facility— Administrative
Maintaining an environment in which to run the administrative side
includes resources such as rent, heat, lights, etc.

11. Maintain Facility— Production
Maintaining an environment for the production side includes
resources such as rent, heat, lights, etc.

12. Sustain Business— Executive
Building the business enterprise by executive management and leadership requires resources such as time, space, equipment, travel, etc.
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Table2: Dot

-Com Inc. Quarterly Product Analysis
Full Product Cost Fo r t he Quar t er Ending
P RI N T

DESCRIPTION

UNIT

UNI T S

PERCENT

F R AM E D

UNITSSOLD
43,800

UNIT

U N I TS

PERCENT

UNITSSOLD
16,000

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Sales
$28.00 100% $1,226,400
$85.00 100% $1,360,000
......................................................................................................................................................................................................................................
Direct variable costs
......................................................................................................................................................................................................................................
Material
3.00
131,400
15.75
252,000
......................................................................................................................................................................................................................................
Direct labor
2.00
87,600
10.00
160,000
........ ............. .............. .... .......... .... ..
.. .... ............................................................. ... .. .... ............. ..... ... .. ... ..... ....... ...................... ... ... .........
Packaging and freight
3.00
131.400
15.00
240.000
......................................................................................................................................................................................................................................
Variable costs
8.00
29
350.400
40.75
48%
652.000
......................................................................................................................................................................................................................................
Contribution margin
20.00
71%
876,000
44.25
52%
708,000
......................................................................................................................................................................................................................................
......................................................................................................................................................................................................................................
Approximate activity cost data*
......................................................................................................................................................................................................................................
Service customer
1.18
51,489
1.47
23,511
......................................................................................................................................................................................................................................
Purchasing and receiving
0
30,893
0.88
14.107
......................................................................................................................................................................................................................................
Activity costs assigned on units sold
1.89
82,382
2.35
37,618
......................................................................................................................................................................................................................................
......................................................................................................................................................................................................................................
Website optimization
3.53
13%
154,588
4.41
5%
70,588
......................................................................................................................................................................................................................................
Print and merchandise inventory
1.47
management
5%
64,412
1.84
2%
29,412
......................................................................................................................................................................................................................................
Marketing
8.24
29%
360,706
10.29
12%
164,706
......................................................................................................................................................................................................................................
Sustain business - administration
0.88
38,647
1.10
17,647
....... ... ............................................. ............................... ............. .. .. ........................ ... ... .. ................ .. .... .. ... .. .. ..
.. .. .... ... ..... ....... ... ........
Sustain business - production
0.76
33,494
0.96
15,294
......................................................................................................................................................................................................................................
Maintain facility- production
1.00
43,800
1.25
20,000
......................................................................................................................................................................................................................................
Sustain business - executive
0.65
28,341
0.81
12.941
......................................................................................................................................................................................................................................
Activity costs assigned on units sold
16.53
723.988
20.66
330,588
......................................................................................................................................................................................................................................
Activity costs
18.42
66%
806.370
23.01
27%
368,206
......................................................................................................................................................................................................................................
I

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

I

.

I

......................................................................................................................................................................................................................................
Estimated profit (loss)
$1.58
$69,630
$21.24
0%
$339.79 4
25%
......................................................................................................................................................................................................................................
* Sustain Information Systems (Activity 7) isn't listed because it is a "within" activity allocation.
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MERCHANDISEINVENTORYSELECTIONAND
MANAGEMENT

classified, and linked to search options. Easy to say -not

Merchandise Inventory Selection and Management

simple, but the person creating a 3 -D image of a shirt or

(Activity 3) is similar to selecting inventory to display at

pair of shoes must posses artistic as well as IT skills to

the retail store. It's a costly, information - intensive activity

effectively represent the size, dimensions, feel, and color.

because each inventory item must be scanned, described,

Otherwise, no sale. For art.C o M T11 , the vivid colors of a
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so easy to do. Scanning a book cover or record label is

CUSTOMERACQUISITIONANDRETENTION—REVENUE
SHAREMARKETING(AFFILIATEGROUP)
Activity 6,Customer Acquisition and Retention —Rev-

enue Share Marketing (affiliate group), is a
separate marketing function. Management and the workforce must create
•
and maintain affiliate relationships,
which are business arrangements
•
with other websites. If a customer
•
clicks through to an affiliate web site and buys a product, then the
site where the customer originated earns a percentage of the purchase. The information technology
staff establishes and maintains the
links between websites —a distinct challenge when changes to each site are continuous. In addition, staff members invest a
significant amount of time maintaining relationships
with related sites through personal contacts, joint supporting research, and preparing newsletters.

SUSTAININFORMATIONSYSTEM
Sustain Information System (Activity 7) isextremely
important since a system failure means closing the front
door to the business and immediate lost revenue as well
as the potential to earn customers. Integration of the Web
and back -office servers requires careful attention and
skilled professionals. The system must be stable!

E-TAILFULLPRODUCTCOSTANALYSIS
In any business, management evaluates and manages
activity costs and potential benefits, but for e- tailers,
timely ABC cost information is especially important

Table 3:Dot -Corn Inc.

U ni t C a p a c i t y D a t a
for the Quarter Ending
.

.......................................................................
..................FRAMED
...............
PRINT
.........................................................................
...............................
20,000
fFstlmated unit capacigr
60,000
.....
...............................c
.
i
'
t
'
..............................
..................'
.........'0"
43,800
16,000
Units sold (used capacity)
...............................
..........................................................................
16,200
4,000
Capacity not sold (unused capacity)
.......................................................................... ...............................
.

print must look alive and clear so the customer can envision how the art will fit in their home, hotel room, or
office.
IT staff must also carefully manage each change to the
database, which is similar to adding and removing inventory items from the shelf of a store. They annotate added
inventory items and upload them into the system, as well
as remove obsolete and discontinued items from the current database and add them to the backup system. No
doubt, this calls for continuous monitoring. The number
of inventory items for an e- tailer is typically much greater
than for a brick - and - mortar, which is a competitive
advantage, but experience shows managing a large inventory consumes substantial resources.

because the landscape shifts rapidly. It's all about efficiently and effectively allocating resources. The first
step? Understanding individual product cost and profitability. Tables 2, 3,and 4 provide detailed information
regarding activity costs per unit and in total by product
category. (Note that all values in this report are for illustrative purposes only and don't reflect actual art.comTm
performance.)
Table 2 first recaps the contribution margin
per unit, contribution margin ratio, and
total product category contribution
(Print Units: $20/unit, 71 %,
$876,000;Framed Units:
$44.25/unit, 52 %, $708,000).This
type of reporting format isn't
new. The contribution margin
and contribution margin ratio
simply estimate how much each
unit sold contributes to covering
activity costs and profits for each
product category.
The approximate activity cost data section of the table recaps resource consumption of
key business activities by product line. As the arrows
highlight, website optimization and marketing consume
substantial resources. You need to review Tables 3 and 4
carefully to critically evaluate the cost per unit and percent information in Table 2.
To analyze Table 2,consider the following:
♦ The dot -com can ship 60,000 print units and 20,000
framed units per quarter as shown in Table 3.Framing is
completed on site.
♦ Illustrative print units sold are 43,800 and framed
units, 16,000.As a result, the business has excess capacity
of 16,200 print units and 4,000 framed units.
♦ Framed unit resource consumption for all activities is
weighted at 1.25% of the amount driven to prints. Keep
in mind that framed prints are weighted by 1.25 to estimate the greater resource consumption of a complex

M W
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Table4: D o t

- C o r n In c . C a p a c i t y A n a l ys i s
fo r t he Quar t er E nding

%&L

P RI N T
F R AM ED
FROM COST/UNR COST/UNR
USED
UNUSED
USED
UNUSED
GENERAL
Ar
WGWE®
43,800
16,200
16,000
000
LEDGER CAPACITY
1.25
........................ . .................. . .............................................................I............................................................................................................................
Customer service
$75,000
1.18
1.47
$51,489
$23,511
n/a
n/a
......................................................................................................................................................................................................................................
Purchasing and receiving
45.000
0.71
0.88
30.893
n/a
14,107
n/a
......................................................................................................................................................................................................................................
Activity costs assigned on units sold
120,000
1.89
2.35
82,382
37,618
......................................................................................................................................................................................................................................
......................................................................................................................................................................................................................................
Website optimization
300,000
3.53
4.41
154,588
57,176
70,588
17,647
......................................................................................................................................................................................................................................
Print & merchandiseinventory management 125,000
1.47
1.84
64,412
23,824
29,412
7,353
......................................................................................................................................................................................................................................
Marketing
700,000
8.24
10.29
360,706 133,412
164,706
41,176
......................................................................................................................................................................................................................................
Sustain business - administration
75,000
0.88
1.10
38,647
14,294
17,647
4,412
......................................................................................................................................................................................................................................
Sustain business- production
65,000
0.76
0.96
33,494
12,388
15,294
3,824
......................................................................................................................................................................................................................................
Maintain facility- production
85,000
1.00
1.25
43,800
16,200
20,000
5,000
......................................................................................................................................................................................................................................
Sustain business - executive
55.000
OM
28.341
10.482
12.941
3.235
91$l
......................................................................................................................................................................................................................................
Activity costs assigned on units sold
1.405.000
16.53
20.66
723.988 267.776
330.588
82,647
......................................................................................................................................................................................................................................
......................................................................................................................................................................................................................................
Total activity costs
$1,525.00 0 18.42 $23.01
$806,370 $267,776
$368,206 $82.64 7
......................................................................................................................................................................................................................................

product. Recognizing that an estimated

•�

1.25 weight isn't perfect, this technique

0

provides a reasonable approximation.
♦ Two activities - customer service

and purchasing and receiving -are
allocated on units sold, and framed

units are weighted as discussed above.
For example, customer service per -unit
costs are computed as
($75,000)/[43,800 +(16,000 x 1.25)] = $1.18.
Cost per unit weighted is computed $1.18 x 1.25 =
$1.47 (rounded). Units sold are used to approximate the
cost per unit because the cost associated with these
resources models a semi - variable pattern.
♦�Sustain�Information�Systems�(Activity�7)�is�a�"within"
allocation. That is, Activity 7 resource consumption is
driven to the other activities and not driven separately to
the respective cost objects. So the activity Sustain Information Systems isn't listed as a separate line item in
Table 2.
For the two activities, service customer and purchasing
30
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•

and receiving, it's assumed that resources
are consumed based on units sold. In
Table 4 the remaining activity costs are
allocated based on capacity recapped in
Table 3. For example, "website opti• mization" per -unit costs are computed
($300,000)/[60,000 +(20,000 x 1.25)] =
$3.53. Cost per unit weighted is computed at $3.53 x 1.25 = $4.41. Unit capacity
approximates the cost per unit because the cost

associated with these resources models a relatively
fixed pattern. The production manager, in consultation
with the finance function, estimates practical unit output
capacity by product category based on shipping and light
production resources. The capacity value estimate plays a
significant role in profitability analysis. If the practical
capacity is set too low, product cost is overestimated, and
if capacity is set too high, product cost is underestimated.
When changes in resources of plant space and equipment
occur, the practical capacity estimate must be modified.
A distinct advantage of using practical unit capacity as

costs of an Internet business in order to guide the ship in

Figure t Capaci ty

Ana lys is

a very competitive sea.
Yet knowing the activity cost per unit and in total from
data in Table 2 doesn't provide enough insight for man-

0
W

M
a
m

agement. Table 4 shows a dollar value estimate of used
and unused resources in total and by activity. In this illustration, used print resources, in total, equals $806,370,

and unused is $267,776. Used framed resources, in total,
z

equals $368,206, while unused is $82,647. Figures 1 and 2

show used and unused capacity. At 75% used capacity,
approximately $1 million is being allocated to units sold

m
d

($806,370 +$368,206). That means 25% of the capacity
isn't being used, which translates into approximately

USED

UNUSED

$350,000 ($267,776 + $82,647). Of this $350,000, approximately $170,000 ($133,412 + $41,176) is coming from
marketing (Table 4). This suggests a significant imbalance

Figure2: Capacity

Anal ys is

between marketing dollars, unit sales, and production
capacity. Leadership must respond to this information by
working to generate a more effective marketing campaign

UNUSED
25%

or modify capacity or do a combination of the two to
guide the business to long -term success.

AFINALNOTE
ABC helps management balance resources dedicated to
the respective business functions. Naturally, increasing
sales volume means a better use of fixed resources. Figures 1 and 2 and Table 4 show you explicitly that an

the activity assignment driver is that it puts everyone on a
level playing field. Regardless of functional area and
respective measurement techniques, products out the
door are what generate profits. Thus, each functional area
can see and understand what their respective activities
cost the business as each unit is packaged and shipped.

imbalance exists between specific activities and unit sales
and attaches a dollar estimate to this imbalance. Unless a
dollar value is attached to used and unused capacity, it
won't gain management's attention.
ABC can play an essential strategic role in building and
maintaining a successful a -tail business because it answers
questions about full product cost and balanced resources.

RESOURCEALLOCATIONANDDECISIONMAKING

Management can't manage what it doesn't know. With

Table 2 shows management where to carefully manage
resources. In percent of sales dollars, website optimization and marketing consume significant amounts of capi-

ABC, management can be proactive in leading the a -tail

tal. Website optimization costs approximately $3.53 per

Thomas L. Zeller, CPA, Ph.D., is an associate professor in
the department ofaccounting at Loyola University Chicago.
You can reach him at (312) 915 -7626 or tzeller @luc.edu.

print or 13% of the selling price per unit, while marketing costs $8.24 per unit or 29 %. These two activities cost

business to success. ■

the business 42% (13% + 29 %) of each sales dollar.
These values highlight the most costly activities for
Internet businesses or Internet divisions. The current
business literature reports that, for many Internet a -tail-

David R. Kublank is the finance and planning manager
at art.comT' in Lake Forest, Ill. You can reach him at
(847) 362 -2500, ext. 1104, or dkublank @art.com.

ers, marketing alone costs more than 40% of each dollar
sold. Regardless of how efficient and effective the organization functions, this means management must get its
arms around the information technology and marketing

Philip G. Makris, CPA, is the chief financial officer at
art.comT'. You can reach him at (847) 362 -2500 ext. 1175,
or Dmakris @art.com.
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the role of ABM
in m
customer value
ITALLOWSYOUTO

ENHANCEYOUR

RELATIONSHIPSWITH
VALUE-CREATING

RATHERTHANVALUEDESTROYINGCUSTOMERS

By JO S EP H A . N E S S , C P A ; M I C H A E L J . S C H R O E C K , C M A , C P A ;
RI CK A . L E T E N D R E , C P A ;

AND W I L L M AR

J. D O U G L A S , A C M A

magine two customers —let's call them Customer A and B —who on
the sur face l ook ver y simi lar. Same dem ograph ics, about th e same
revenue levels for your organization over the past 12 months, they
pay their bills on time, and their revenue growth rates are roughly
compara ble. On th e surface you mi ght concl ude tha t t hese customers were of equal value to your organization. But digging a little deeper, you find that Custom er A h as been a l oyal customer for many years,

0
w
0
Z
J

Z
2

provides you with 100% of his business, refers friends and associates,
orders products and pays invoices electronically, a nd demands little in
the way of extraor dinary care and a ttention. Customer B, on the other
hand, has r ecentl y been rea cquired as a cust omer for t he thi rd ti me in

J
J

32

STRATEGIC FINANCE

I M arch

2001

_

MOMER

three years through significant sales and marketing efforts as well as price concessions. In addition,
he buys your lowest -m argin pr oducts, changes orders and delivery terms at the la st minute, and
requires a consi dera ble degr ee of ti me a nd a tten tion by your customer service gr oup.
Now do you th ink th ey're of equi valent value? Proba bly not. But how would you know wheth er you
were spending enough to keep Customer A loyal or whether you should allow Customer B to take his
business to the competition? Enter customer lifetime value (CLV) —a comprehensive, fact -based measure of customer worth over the lifetime of your relationship with your customers.

As organizations in every industry hay
reached out to grow their business throu
the use of advanced processes and techm
ogy, they have shifted their focus from
being "product- centric" to being "customer- centric." Customer relationship
management (CRM) is often at the
forefront of their efforts. Understanding customer behavior and profitability and leveraging this information to
more effectively manage customers in
a one -to -one relationship is key to
creating a competitive advantage in
the new economy. According to AMR
Research, the CRM market will be
worth more than $16 billion by 2003 —a
phenomenon not to be ignored by anyone who's serious about staying ahead.
Customer relationship management i t
tives aren't being employed without reas(
success or failure of corporations and their executives is being determined by their ability to create shareholder value. In a study conducted by
PricewaterhouseCoopers and the Conference Board (CFO
Conference Board Survey, 1997), leading CFOs said that
the two most significant factors in creating shareholder
value are revenue growth and margin growth. Clearly, no
single constituency has a greater impact on these two
measures —and therefore the value of your organization —than your customers.
CRM efforts are targeted at attracting new customers
and retaining, up- selling, or cross - selling to existing customers. Incremental revenue is the most frequently used
metric in measuring the success of these efforts. Yet companies are increasingly asking the questions: "Are these the
right customers? That is, are these profitable customers ?"
"Are these the customers to whom I should devote my
34
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and costly sales and service resources ?"
evenue alone an adequate measure of
stomer value ?"
Customer lifetime value (CLV) can
help you answer those questions. It's a
performance measure of long -term
customer worth. And activity -based
management (ABM) can be key in
laying the foundation for quantifying
customer lifetime value metrics and
integrating the results into customer
relationship management.

NOT AllREVENUEISGOOD
REVENUE!
Customer relationship management is
lore than growing revenue, getting clos:o customers, and anticipating and serg their needs. It's a business strategy that
both front -end and back -end business
processes. To be fully successful with CRM, corporations must be able to choose the right blend of customers
who will drive value. But to understand which of these
customers are —and aren't— driving value, it's necessary
to understand their margin contribution from the goods
and services they buy as well as their consumption of
indirect corporate resources. Activity -based management
is particularly well suited to enhance your understanding
of who's driving value by:
• Making visible the cost of all activities required to
create and maintain a relationship with customers.
• Exposing resource consumption patterns that traditional cost accounting practices can't.
♦ Attributing activity costs to customers based on their
consumption of the "drivers" of those activities and
their underlying resources.
As companies implement customer - centric business

strategies and CRM solutions, it becomes increasingly
important for them to understand the value of customer
relationships. This takes on added significance in that, for
most companies, 20% of customers contribute 80% of
profits. Said differently, fully 80% of the typical customer
portfolio is either marginally profitable, at break -even, or
unprofitable. Unfortunately, few companies can quantify
profitability at a customer or household level.
But customer revenue alone is an inadequate measure
of customer value. Customer profitability gets closer to
the answer. Yet profitability measurements are often highly
aggregated to a customer segment level, which limits their
effectiveness in one -to -one customer marketing efforts. In

customer's relationship with your organization.
There are a few practical challenges to measuring a customer's lifetime value. One is actually defining a "customer." Is it an individual, an account, or a household or
business address? A second challenge is linking customer
information into a single customer record when they
"churn " —or leave and return — multiple times during
their lifetime. In spite of these challenges, we believe the
benefits you can gain from an understanding of CLU are
compelling enough to take on the challenges.
It's also important that, where applicable, customer lifetime value be evaluated at an enterprise level, rather than
solely at a divisional level, particularly when a customer

The misconception that revenue alone is
king is one of the primary reasons many Internet based retailers have failed in the past year.
It's imperative that companies understand their
customers" lifetime costs as well as their
lifetime revenue potential.
addition, few customer profitability mod(
include costs beyond the most obvious ar
direct costs of sales. They rarely include
the cost to acquire the customer or the
cost to retain and serve that customer
after the sales transaction is complete.
In our experience, direct costs of sales
rarely exceed 50 %.
In addition, customer profitability
typically provides only an annual or
monthly snapshot of the customer's
value. For companies with a high rate of
customer turnover, as well as those with
long -term customer relationships, periodi
measures are usually insufficient. Such pel
odic measures typically exclude important
that have been incurred in earlier periods (e.g., customer acquisition) or that may occur across multiple periods (e.g., cost to serve). For customer profitability to help
you understand customer value, it should be viewed across
more than a single year — ideally over the lifetime of the

oods or services from multiple divisions
In organization. It isn't unusual for a
astomer to be unprofitable in one division yet highly profitable in another.
Obviously a company's CRM strategy
has to take this into consideration.
Failure to take an enterprise perspective in measuring lifetime value raises
the risk that a customer may be treasured in one division while being
marginalized in another— hardly a
recipe for customer loyalty.
As an enabler of CRM, customer life me value isn't a new concept. It's a come yardstick you can use to quantify and
:e customer relationships over time.
Unfortunately, many organizations base CLU only
on a customer's revenue contribution rather than their
profit contribution. The misconception that revenue
alone is king is one of the primary reasons many Internet -based retailers have failed in the past year. It's imperM ar ch 2 0 0 1
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ative that companies understand their customers' lifetime
costs as well as their lifetime revenue potential. The
resulting value, essentially lifetime profitability, is the
foundation for calculating customer lifetime value. Yet
there hasn't been much practical guidance for calculating
customer costs or profitability, and some of the basic
tenets of CRM fall short of making this determination.

DEMOGRAPHICSEGMENTATIONISN'TENOUGH
One of the basic tenets of successful CRM initiatives is
customer segmentation. This segmentation has traditionally been driven by demographic or behavioral characteristics in an attempt to predict how customers in a
segment will react to a product or service being offered.
An example of customer segmentation for a hypothetical
telecommunications company is shown in Table 1.
Though demographic or behavioral segmentation is a
good starting point in understanding your customer base,
we believe neither goes far enough. They need to be further delineated to reflect the value of customers in that
segment —a so- called "value segmentation." CLV provides
the "filter" to accomplish such a `value segmentation" as
reflected in Figure 1.
Here's an example of value segments that might appear
within each of the demographic or behavioral segments:
♦ "Champions," such as our hypothetical Customer A,

are your best customers. Typically they are loyal, regular,
high- margin customers who are relatively easy to serve
and consume little of your organization's support
resources.
♦ "Demanders" are profitable customers, though they're
high -cost customers as well and typically make heavy
uncompensated use of your organization's resources.
♦ "Acquaintances" are low- profitability customers, yet
they demand little in the way of your organization's
resources. Though you wouldn't want to base your business on these customers, you would also hate to lose

Figure 1: CLV as filter for "value segmentation"

"Champion"

"Demanders"

"Accluai1tances"

"Losers"

Table1: Cu s t o m er Se g m en t at i on by a H y p o t h e t i c a l T e l e c o m m u n i c a t i o n s C o m p a n y

Mark et Segments
■

D em ographi c C harac t eri s t i c s

■

■

TECHNOLOGY ASTUTE

■

■

■

■

SUPERUSER

■

■

FREQUENT COMMUNICATOR

■

■

■

■

FAMILY USER
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Upscale
Highest income level, highest communications spending
High b andwi dth, s econd line, PC, and wi reles s owne rship

Higher income with high communications spending
High PC, online, and wireless use
Interested in new technologies
Moderate to high income with high communication spending
High PC and moderate online use
Some interest in new technology
Moderate income
Moderate to high wireless, moderate PC, and limited online usage
Little interest in new technology
Lowest communication spending
Low to moderate income and little interest in new technology

them because they contribute marginal profit and are relatively maintenance free.
♦ "Losers," such as Customer B, are at the other end of
the spectrum from Champions. These are the customers
who drain valuable resources from the organization yet
provide little in return. "Losers" may include high -churn
customers as well.
Clearly, the strategy around each of these customer
groups will vary. Champions are to be nurtured and
rewarded. The strategy around Demanders and Acquaintances should be to enhance their profit contribution by
selling upward into more profitable lines while keeping
the cost line flat for Acquaintances and managing it
downward for Demanders. Losers must be converted into
profitable customers through up- selling and a lower cost
of service. If their lifetime value can't eventually be made
positive, let these customers defect to your competition,
and avoid them in future customer win -back campaigns.

ABMFORBETTERINSIGHT
Once you've gained insight into the lifetime value of your
customers, you'll need to educate them on how their
activities drive your cost and their value. Activity-based
management can be a useful means of:
• Helping these customers understand the value they
receive for the prices they pay.
• Supporting a two- tiered pricing structure in which
high -cost services are priced separately from products,
particularly for Acquaintances and Losers.
• Modifying their behavior to reduce the "drivers" of
cost and complexity that they historically have
brought to their dealings with you.
The retail banking industry was an early adopter of this
approach. Once these institutions began to better understand their cost structures and customer profitability, they
began assessing fees for customers who didn't maintain a
minimum level of deposits or buy high -profit services.
CLV isn't the only measure you can use to determine
the value of a customer. There are many additional factors, both quantitative and nonquantitative, you must
consider when determining the CRM strategy applicable
to individual customers. Two of the most important ones
are the customer's propensity to spend in the future and
the likely duration of your relationship with the customer —the total "lifetime:' Another important factor is
their likelihood to refer new customers in the future. The
ability to accurately forecast customer behavior is important, but it may be just as meaningful, and a good bit easier, to evaluate these factors in conjunction with, yet

Clearly, the strategy
around each of these
customer groups will
vary. Champions are
to be nurtured and
rewarded.
separate from, historical customer lifetime value.
Up to this point, we've focused on the need for customer lifetime value and how it's used to segment customers based on value. Now we're ready to explore how
to use ABM to measure CLU and show how you can use
CLU information to establish one -to -one customer relationship strategies. That's the focus of Part 2 in next
month's issue. ■
Joseph A. Ness, CPA, is a partner with the Management
Consulting Services group ofPricewaterhouseCoopers in St.
Louis, Mo. He's responsible for coordinating the firm's ABM
consulting practice throughout the U.S. You can reach him
at -joe. ness@us..pwW_Iobal.com.
Michael J. Schroeck, CMA, CPA, is a partner with the MCS
group ofPricewaterhouseCoopers in Rosemont, Ill. He's the
global leader for both the Data Warehousing and iAnalytics
practices ofMCS. You can reach him at
mike.5chroeck@14s.-pwcglobal.com.
Rick A. Letendre, CPA, is a sales account manager for the
Management Consulting Services group ofPricewaterhouseCoopers in Houston, Texas. He's responsible for supporting
development ofnew service offerings and business development in the Financial Management Solutions practice. You
can reach him at rick .letendre @i4s.pwcglobal.com.
Willmar J. Douglas, ACMA, is a principal consultant
with the MCS group ofPricewaterhouseCoopers in St.
Louis. His major experience lies in designing and
implementing financial and cost management systems,
particularly ABC /M systems. You can reach him at
willmar.douelas@us.pwcglobal.com.
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Financial professionals must lead the way for it to succeed.
BY MICHAEL F. LATIMER, CMA, CPA

If you've ever taken part in a strategy development effort, you've undoubtedly
witnessed an anomaly that occurs when the best -laid strategic plans enter the
realm of reality. when top management hands off its strategic imperatives to
line management, momentum is often forfeited as high -level goals and objec-
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When one level of management controls the strategic
assumptions and decisions, and another has to interpret
and execute them, incongruities inevitably develop. The
most common miscue involves finances. New strategies
cost money —more than most planners ever anticipate.
They invariably call for increased spending on new marketing and advertising campaigns, technologies to support customer relationships, new business ventures, and
other strategic programs. Without early intervention
from the accounting and finance professionals, these economic oversights in the formulation stage can prove
insurmountable in the implementation stage.
Before management sets out to change the speed and
direction of a company, it needs to consider whether the
existing cost structure can support its new set of objectives. Without recalibrating the cost structure, strategies
that enter the implementation phase often culminate in
budgets that introduce more cost than the company can
afford. When the strategic vision eventually collides with
quarterly profit expectations, delays and breakdowns in
implementation abound.
As the principal players responsible for assessing the
magnitude of broad -scale organizational initiatives, management accountants and financial managers can help
avert these breakdowns and emerge as one of top management's principal partners in strategic management.
Promotion to this partnership position requires an
understanding of the three activity-based cost categories:
strategic, obligatory, and elective. Most well- established
businesses rarely —if ever — review the distribution of
these costs for relevance to current or future business
conditions. Over time, new costs are continually layered
on top of old ones. Periodic reconfiguration of the overall
cost structure is usually deferred, which results in an
increasingly complex and highly nonstrategic cost structure. After grouping organizational spending into the
three activity-based cost categories, you'll discover where
opportunities exist to shift expenditures from unproductive categories to productive ones.

STRATEGY-BASEDCOSTING
During the formulation of an organizational strategy,
financial professionals must be prepared to determine the
extent to which the organization can afford its new business initiatives. This capability is one that extends beyond
the strategic planning cycle; it's an ongoing responsibility
with two major objectives:
1. Continuous cost shifting from elective spending categories to strategic spending categories.
40
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INVENTION

EXPANSION

RETENTION

New and better

New markets

Customer

Increased share

Employees

products
and services

of existing
Better /faster

markets

Lenders

Taking away

Supplie

methods and
techniques

competitors'
market share

Stockholders

2. Sourcing and allocation of funds for innovation
activities.
The first deliverable uses an activity-based costing
(ABC) approach to ascertain where organizational spending is concentrated. Instead of analyzing costs from the
conventional accounting standpoint (i.e., salaries, wages,
benefits, cost of goods sold, selling and administrative,
etc.), costs fall into three basic categories: strategic, obligatory, and elective.

StrategicActivityCosts
Strategic activity costs include spending to preserve —and
grow — organizational wealth (see Figure 1). But all too
often, these efforts lack the necessary funding. These
efforts typically focus on developing new products, services, and markets and include cross - functional efforts to
expand existing sources of revenue via increased customer retention, referrals, and repeat buying. At 3M, for
example, strategic activity costs include the time that
technical employees are encouraged to spend testing new
ideas on a daily basis.

Obk&ryActivityCosts
Customers, stakeholders, and regulators mandate obligatory activity costs (see Figure 2). Customer costs stem
from efforts to bring on new customers and service existing ones. Stakeholder costs stem from efforts by human
resources, purchasing, finance, and public relations to
transact business with employees, suppliers, and
investors. Regulatory costs include those imposed by
state, federal, and local municipalities, as well as public
safety and other governmental oversight agencies.

ElectiveActivityCosts
Elective activity costs are self- imposed and are mostly

CUSTOMER

STAKEHOLDER

e

ligure2'. OBLIGATORY

, 1* ELECTIVE ACTIVITY COSTS

REGULATORY

CONTRIBUTINGFACTORS

COSTDRIVERS

Rules and regulations

Churn

Sourcing new

Employee

Public

customers

relations

safety

Servicing

Supplier

Fair

Divisional /departmental

existing

relations

employment

administration

Investor /lendor

SEC, IRS

Training and supervision

relations

filings

— customers
Obsolescence
— Systems /Process

ustomers
— Managerial
Management intervention

procedural or infrastructural in nature (see Figure 3).
The following factors contribute to this discretionary
spending:
• The nature and extent of company rules and
regulations,
• The levels of divisional and departmental
administration,
• The amount of employee training and supervision,
• The scope of management intervention systems used
to control and /or correct workforce behavior,
• The amount of internal customer (vs. external customer) reporting and communications.
Underlying these contributing factors are the root
causes of elective costs, each distinguishable by a letter in
the word COST. Churning of customers drives up the
cost of replacing lost customers and indoctrinating new
ones. Qbsolescence undermines the quality of products
and the people and processes that produce them. stratification spreads layers of bureaucracy that add little or no
value to the end product. Turnover erodes the company's
collective knowledge base and increases the amount of
time and money spent climbing the learning curve.
As a percentage of total organizational spending, the
strategic, obligatory, and elective cost categories generally
break down as follows:

COSTSHIFTING
Management accountants and financial managers should
identify and shift costs from the burgeoning elective cate-

Stratification

Exception analysis and
reporting

— Structural
Turnover
— Employees

gory to the underresourced strategic category to achieve
the optimal mix of spending in the previous illustration.
At first glance, elective costs appear integral to the daily
function of the business, but buried beneath the built -up
layers of infrastructure are people and protocols that have
ceased to be productive. Examples abound, most notably:
• Scores of sequential tasks that are never automated,
consolidated, or eliminated.
• Incentive plans that become inconsistent and /or
irrelevant.
• Excessive rules and regulations that "dumb down" line
positions to the point where employees need to exercise little, if any, judgment.
• Marginally qualified people who fill the dumbed down positions, which results in limited upward
mobility and high turnover.
• Additional supervisory layers to closely monitor the
dumbed -down positions to ensure compliance with
the rules and regulations.
• Substantial investments in hiring, training, and supervision to accommodate the high turnover.
♦ Expensive exception reporting systems that are steadily added or expanded to keep track of the resulting
error rate.
♦ Information systems that become obsolete pending
satisfactory resolution of the above issues.
Evidence of these adverse factors can be found whenever increased spending produces the same level of performance. On closer inspection, you'll find duplicate
spending, once on the front -end to enable an outcome
and again on the back -end to validate that same outcome.
How often do you find supervisory and management -level
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personnel repeatedly telling subordinates h
to solve problems and later following up to
see if they were resolved properly?
Duplicate spending of this sort points
to an incorrect combination of people
or processes. The finance organization
needs to take part in "strategic audits"
of the company's operations to rectify
these imbalances in the people /process
equation. Such an approach pushes the
accounting and finance professionals beyoi
recommending incremental reductions
cretionary costs. It positions them to help the business
undertake its two most essential cost - control initiatives:
1. Placing dependable people on the front lines who
require minimal front -end support to manage the business properly.
2. Bolstering the front -line people with quick and reliable processes that minimize the need to oversee and
evaluate every outcome after the fact.
By uncovering the behavioral and procedural problems
that underlie increases in the elective category costs, the
finance function helps curtail spending on unproductive
activities. This preserves capital for more strategic purposes, such as the sourcing and allocation of funds for
innovation activities.

INNOVATION-BASEDBUDGETING
One of the most critical —and overlooked— aspects of
strategy is the importance of innovation to sustaining a
competitive advantage. In their highly acclaimed book,
Built To Last, James Collins and Jerry Porras aptly
demonstrated how recurring innovations at companies
such as 3M, Sony, Motorola, Hewlett- Packard, General
Electric, and Walt Disney have helped them consistently
outperform and outlast their rivals. Seemingly random
experimentation and routine risk taking are at the core of
a successful company's culture. They accept failure as an
ordinary and necessary cost of long -term success. Innovative risk takers reinvest both the time and the money
spent on past failures into newer and better ways of
achieving future success.
A steady level of innovation requires an uninterrupted
supply of resources. That's why cost shifting from the
elective to the strategic category is so important. A sizable
amount of the resources that are shifted to the strategic
category need to be earmarked for innovation. The best
way to accomplish that is to establish an Innovation
Fund. Each year, amounts budgeted in the Innovation
42
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A can be used to develop new and better
)roducts, processes, and customers. This
fund ensures that innovation initiatives
can be carried on without disrupting the
everyday business operations.
The process of prioritizing and
authorizing available funds to approved
innovation projects requires a very organized and systematic approach involving
the accounting and finance functions.
iey're led by the CFO and joined by his /her
....:erparts in information technology and
human resources. The accounting and finance professionals provide innovation project teams, task forces, and
department heads with all of the financial, technological,
and human resource expertise they need to handle project budgeting, tracking, and staffing issues.
Finance must also take the lead in administering all of
the additions to and disbursements from the Innovation
Fund. Insulating department heads from additional costs
associated with innovation initiatives is essential in securing their cooperation and participation. It encourages
them to volunteer people and resources by:
♦ Reimbursing departments that incur higher costs to
support innovation (e.g., overtime for task force volunteers to complete their day jobs).
• Covering the cost of hiring temporary workers to
backfill positions vacated by task force volunteers.
• Financing innovation project - related capital expenditures, such as computer hardware and software.
• Repaying innovation project - related out -of- pocket
costs, such as travel, consulting, and the like.
The idea of looking at costs in these three categories —
strategic, elective, and obligatory —may seem a bit novel
at first, but it will work. For those businesses that want to
be able to continually invent new products and services,
expand into new markets, retain customers and employees, and remain leaders in their industry, this form of
strategic finance is no longer an option —it's a necessity.
Are you ready to make the shift? ■
Michael F. Latimer, CMA, CPA, is manager and founder of
The Truth Squad LLC and a consultant with the Dallas
office of Jefferson Wells International, a major financial
consulting firm. He's the author of Why Do They Call It
Business If It's Mostly Politics? and The Breakthrough
Budget: Incorporating Innovation in the Orthodox
Organization. You can contact Michael at Jefferson Wells
at (214) 740 -5575.

AlwaysReachingHigher
AtSRCSoftware,wetakethechallengetoimproveveryseriously.
Wearealwaysreachinghigherineverythingwedo.
Our 16 -year dedication to improvement has resulted in the most
flexible and sophisticated financial planning solution available.
From state -of- the -art Internet - engineered budgeting to
automated delivery of reports, the Advisor Series" provides
the broadest range of enterprise -wide analytic features
in the industry's finest fully user - definable package.
And our dedication to excellence goes beyond just software.
From our consultative sales process to our collaborative
implementation approach, from our outstanding client support
to our continuing product enhancement —we are constantly
striving to provide the finest possible financial planning
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If you would like to see how we can help you reach new heights in your budgeting
and financial reporting, call us today at: 1- 800- 544 -3477 or visit our website at www.sresoftware.com
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In 1996 —two years before Citibank and Travelers Group spurred a spate of
high - profile financial services mergers —Royal Insurance consolidated with
Sun Alliance to form one of the largest general insurance companies in the
world. Rod Hoover, group treasurer of Royal & SunAlliance Insurance
Group, p1c, whose primary markets include the United Kingdom, Canada,
the United States, Scandinavia, Australia, and New Zealand, took some time
to update Strategic Finance on the general state of the industry, the effects of
e- business, and the expanding role of financial managers.
March
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SR What's the general state of the
risk management /insurance industry
compared to, say, 10 years ago? Is it
more or less profitable (and why), and
is business healthier in one global
market as opposed to another?
RH:It's very difficult to make a
general statement on the overall risk
management /insurance industry
because the performance and overall
health varies considerably by geography and time of business. But risk
management and the overall insurance industry are certainly in a phase
of consolidation and change, particularly as it relates to distribution. If
you're talking about the property and
casualty component of the business,
that's always been identified as cyclical. Pricing in the commercial market
has been particularly competitive.
Over the last 10 years it's been good
and bad in different segments,
depending on the line of business
and geographic territory.
In the early 1990s in the United
Kingdom, general insurance results
were abysmal, and it's been building
back slowly since then. There remains a need for
improvement in commercial results, and considerable
pricing improvement is now being achieved in most commercial lines. The overall motor line is achieving much
needed price increases, and commercial pricing in the
United States is increasing at a pace not seen since the
mid- 1980s.
SF: How about the stock market? How has the
insurance industry been playing.)
RH:Stock prices for the insurance industry were
depressed for the early part of 2000, having fallen out of
favor with investors during the tech stocks boom.
Although they have recovered since, property and casualty
currently is less favored than life insurance, where there's
more perceived earnings stability and higher growth supported by demographic trends. Royal & SunAlliance's stated position is that a well- managed property and casualty
company can outperform a well- managed life insurance
company in terms of returns, and that's basically because
there are many more differentiating factors in property
and casualty than in life insurance. Margins in life insur46
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ance are becoming tighter and tighter and remain under
pressure. Our (Royal & SunAlliance's) primary focus is
property and casualty insurance.
SF: Have the other highly publicized financial services'
consolidation activities of the last several years been paying off for insurance companies? One of the benefits of
merging banking and insurance, for instance, was supposed to have been the advantage of cross - marketing. Has
it been as effective as originally hoped, or have there been
unforeseen effects?
RH:Consolidation in financial services continues to
build steam. Clearly there are economies of scale in these
mergers, but I think the jury is still out on cross - selling,
particularly in the United States and the UK. It depends,
really, on the culture and the customers. It seems to work
in certain countries and not in others.
SF: How is the growth of the Internet changing things for
the insurance industry? Is it being used to widen
customer access, and what about business - to-business
e- commerce? Is the industry taking full advantage of the
potential 132B offers? There are some reports (a National

Association of Manufacturers' poll, for Instance) suggesting
that companies aren't warming up to e- commerce as a
new way to transact business. True for Insurance?
RH: E- commerce will certainly change things in the

insurance industry. Conventional wisdom says it probably
will be most prevalent in personal lines and perhaps
commodity /commercial lines. The Internet gives customers the opportunity to become much more knowledgeable about the market and products available and to
have information at their fingertips. On the business -tobusiness side, you'll find companies working much more
efficiently with their producers (agents, brokers, intermediaries) than in the past.
And certainly the Internet is increasing speed to market for our products. Whereas before it might have taken
months to develop and deliver a new product, now it can
be done in days or weeks.
SF: How Is Royal & SunAlliance taking advantage of new
e- technologies to gain a competitive edge?
RH: Royal & SunAlliance first established a practice

group in e- commerce back in 1998. Now,every part of the

Everypartoftheorganizationhassome
involvementine-commerceprojects,both
toimproveexistingcustomerservice
throughtheuseofe-businessandthe
Internet . . . andtodevelopnewbusiness.
organization has some involvement in e- commerce projects, both to improve existing customer service through the
use of e- business and the Internet, making it more efficient
and profitable, and to develop new business.
For example, in Canada and Australia our brokers and
customers can access online claims and policy data. And
in the UK, we've established an online ordering system,
where on a one -click basis a claims adjuster can access a
supplier and select a replacement item for shipment the
next day. It reduces claim costs, and we're improving customer service. (In the UK, insureds often are compensated with replacement goods instead of cash.)
E- business also enhances existing distribution channels. We're participating in various portals on the Web,

including horizontal -type portals like Yahoo, vertical portals (a dedicated insurance website where a number of
companies show their products), as well as our own web site. In general, the insurance industry has been a little
slower to move down the e- business path because we
tend to work through intermediaries.
We're also working on a number of new business
propositions —some generated through our Hothouse
mechanism and some proposed through Global Ventures,
our corporate incubator. One project which has been successfully launched is usecolor.com, which offers, for a
monthly subscription fee, everyday practical help to
Britain's 3.6 million small businesses.
SF: What are some of the specific roles of financial and
management accountants at Royal & SunAlliance? How
have their functions changed over the last 10 years, and
how have they changed due to the advent of Internet
technologies?
RH: The various financial disciplines in the company

reflect classic accounting, actuarial, treasury, and financial
tax responsibilities. We work very hard with active balance
sheet management to establish the appropriate level of
capital for our mix of business. We undertook an extensive
review of the company's risk -based capital requirements in
1998.This showed we had £750 million in excess capital,
which was returned to shareholders in 1999.Royal &
SunAlliance also experienced three major acquisitions in
1999— Tyndall in Australia, Trygg -Hansa in Sweden, and
Orion Capital in the United States —and they were partially funded by the issuance of subordinated debt (£600 million), which had the effect of lowering our cost of capital.
Activities in the capital markets were a relatively new
role for our finance managers, and the U.S. GAAP process
to list our shares on the NYSE has been a learning experience for our financial team. And, yes, management
accountants and finance managers are playing a more
strategic role beyond the traditional roles of accounting,
budgeting, and planning. Our risk -based capital methodology focuses on the appropriate product and geographic
mix for the company's operations in order to achieve the
required return on capital. Consequently, the finance
team is now heavily involved in the ongoing development
of the company's strategic direction and in communicating this to the company's stakeholders. ■
Doug Miller is a writer in suburban New York whose subject specialties are business, science, and... more often than
is good for him... pastries. You can reach him at
demiurge@bestweb.net.
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STRUCTURING.

Compensation
TO ACHIEVE BETTER
FINANCIAL RESULTS
STOCK-BASED

BY NANCY T H O R L E Y H I L L , C M A ,

COMPENSATIONAND

K E VI N T . S T E V E N S , C P A

BONUSPLANSBOOST

IS INCENTIVE COMPENSATION tied to corporate performance a windfall for executives or an effective pay system that leads to superior financial results?
That's essentially what we sought to learn in a research study we completed recently.
We analyzed eight years of data covering compensation packages of executives at 161
U.S. - domiciled companies and corresponding financial results of those companies. The
companies were all listed on U.S. stock exchanges. They came from every industry except
utilities and financial institutions.
Our conclusion? Incentive compensation does work —and works well. Here are some
highlights of our study:
As the amount of compensation pegged to corporate financial performance rises as a
percent of overall compensation, the company's return on equity tends to climb in
direct proportion —above the average return on equity of its industry.
Paying a higher percentage of compensation in cash salaries doesn't lead to superior
corporate performance.
There's a direct positive correlation between the amount of unexercised stock options
a CEO holds and the corporate performance of his or her firm relative to an industry
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peer group.
Increasing the percentage of incentive -based rewards appears to increase relative
returns at all levels of compensation.
Just holding stock options leads to superior employee motivation.
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The 1990s saw vast increases in executive compensation
because of significant increases in both the number of
stock options granted and their value. But critics who
complained that executive pay was excessive and that
stock options didn't work lamented that stock -based
compensation did not incent executives to outperform
their competitors. Instead, they claimed that compensation from options was due only to a rising stock market.
We sought to resolve this argument. We wanted to
learn exactly what the relationship is between executive
compensation and corporate performance. In particular,
we sought to understand what elements of compensation
lead to superior corporate performance
to a company's industry peers. Also, we wanted to learn if bonus
plans motivate managers to outperform their competitors. And, conversely, what effect do fixed salaries have on
corporate performance?
It isn't enough to measure performance absolutely; it
must be relative to a company's peer group of firms.
Executives may know how their pay compares to counterparts at competitor firms. What they probably don't
know —and what we tried to discern —was whether their,
or their competitors, compensation packages led to comparable, inferior, or superior results. The study also
sought to go beyond compensation benchmarking in
terms of job function or industry to find out the relationship of specific
of compensation to corporate
performance by industry.
Until recently, the lack of publicly available compensation data made a comparative analysis of relative managerial compensation and relative corporate performance
difficult. But recent reforms requiring more information

v
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ANALYZINGTHERESULTS
In undertaking this study, we examined proxy statements
of 161 publicly traded firms from 1991 through 1998 to
determine the amount of annual salary, bonus, and current and prior stock option grants for the CEO of each
firm. We used a relative measure of corporate performance: the firm's annual stock return minus the industry
return. This enabled us to identify those firms which had
returns above, below, and similar to their competitors.
Because detailed information of the compensation packages of all managers isn't publicly available, we used the
CEO's compensation as a proxy for upper management's
actual compensation and its structure.
Table 1 reports the average overall total compensation
and compensation components of CEOs in the sample
and their average compensation components by year. It
also shows that the firms had, on average, an annual
stock return of 17% from 1991 to 1998.As widely
reported in the press, our study showed CEOs were well
compensated, with $2.6 million in total compensation
on average per year and $1.3 million in average stock
option grants per year. Meanwhile, the average CEO held

CEO Pay Packages
1998

TotalCompensation $2,676,769

$1,640,822

$1,787,551

$1,986,288

$2,326,067

$2,498,329

$3,105,407

4,969,740

3,655,753

769,359

537,729

578,236

663,740

636,722

661,191

748,658

$1,131,787

$1,218,319

$1,476,289

2,585,081

$
$

854,454

$

$

764,730

861,405

$

1,502,191
$

618,818

$

557,557

$

$

461,142

$

796,950

$

412,365

$

764,724

$

319,338

$

StockOptionGrants $1,299,646

$

566,607

C

$

b

$

Bonus

$

Salary

$

1997
$

1996

$

1995

$

1994

$

1993

$

1992

$

1991

OverallAverage

967,388
807,335
1,869,137

$3,439,270

$2,868,765

$2,917,125

$4,335,428

$7,799,367

$10,864,886

$15,898,607

$4,537 MM

$4,053 MM

$4,075 MM

$4,042 MM

$4,229 MM

$4,414 MM

$4,834 MM

5,722 MM

5,166 MM

17%

26%

15%

16%

4%

20%

22%

28%

3%

0%

-18%

-3%

-3%

8%

-3%

6%

11%

5%

Annual Return
RelativeReturn r
* 161 firms analyzed
d

$

N.A.

8

$

UnexelctsedOptionsd$6,800,832
Sales

50

to be disclosed in annual proxy statements enabled us to
compare and analyze components of executive compensation relative to competing firms.
By combining information about the structure of compensation packages with data on corporate stock returns
over time, we were able to determine which elements of
compensation led to superior corporate performance.
The results provided empirical evidence of which compensation components motivated managers to outdo
their competitors.

a Salary + Otber Cash b Bonus+ Long-Term Incentive Plans ° Black - Scholes value of stock options + current Restricted Stock Awards (actual shares)
Value of unexemised option grantedpreviously e Sales in millions r Annual firm rate of return minus industry return
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CashIsn'tKing

Table2:' When
$6.8 million in unexercised stock options.
We take a step beyond Table 1 in Table 2 to show the
components of compensation —cash salary, bonus, and
stock options —in terms of low -, middle -, and high -performing companies in their respective industries. Table 2
reports that the average relative returns for the low -, middle-, and high - performing groups over the eight -year
period are -34 %, -1 %,and 36 %,respectively. Probably
the most interesting comparison is between the low- and
high - performing firms. Although the sales of these firms
are similar, indicating they're somewhat the same size, the
ratio of compensation components differs. CEOs of low performing firms have about 60% of their compensation
in fixed salaries and 40% in incentives (bonus and stock
option grants), whereas high performers have almost
exactly the opposite. Roughly 40% of compensation is
fixed salary, and the rest is incentive pay.
Furthermore, Table 2 reports the value of unexercised
stock options granted in prior years by firm performance.
Notice that CEOs of the highest - performing firms have
far more wealth — nearly five times as much —tied up in
unexercised stock options than managers of low -performing firms. Thus, the data in Table 2 supports the
notion that as annual incentive -based compensation
increases, so does relative firm performance.

DESIGNINGPAYPACKAGES
Shareholders, directors, and managers can find guidance
within the study's outcome on how to design and structure employee pay packages.
The decision on how much and in what form to compensate CEOs and other top managers is crucial to the
success of the business. The results of our study support
compensation consultants' points of view. They contend
that increasing the proportion of compensation based on
contingent rewards (i.e., bonuses or stock options) better
motivates managers to perform as desired, compared to
relying on fixed rewards (i.e., salaries). A key question to
resolve is the ratio of incentive compensation.
Essentially, companies can pay managers with fixed
salaries, bonuses, or stock options in varying amounts or
percentages. Bonus and stock option plans incorporate
incentives to improve current (and in the case of options,
future) performance, while salaries are fixed awards
regardless of current performance.
Bonuses, which are after- the -fact rewards for attaining
this year's goals, provide goal- oriented motivation
throughout the year.Stock options, unlike bonus plans
and salaries, do not result in cash payments in the year

Low - performing firms have about a 60:40 ratio of fixed salary to incentive
pay; high-performing firms have the opposite.
Low Performers
Relative Return a

Middle Performers

High Performers

f

36%

3m'.t

1

Annual Return

47%

Salary b as a percentage of
Total Compensation

58%

43%

41%

Bonus aas a percentage of
Total Compensation

16%

25%

26%

25%

32%

33%

$2,610,000

$4,090,000

$12,800,000

$3,405,300,000

$5,732,700,000

$4,462,800,000

Stock Option Grants d
percentage of
Total Compensation
Unexercised Options e
Sales

as a

* 161 firms analyzed; over 400 statistical observations for each performance category
a Annual firm rate of return minus industryreturn
b Salary+ Other Cash
c Bonus + Long -tens Incentive Plans
d Black- Scholes value of stockoptions + Restricted Stock Awards (actual shares)
e Value of unexercised options granted previously

they're granted. Still, the executive knows he or she has
received an option grant, s o the option grant should
affect behavior. It should motivate the holder to try to
increase share price currently and in the future through
his or her individual performance. In contrast, paying a
higher percentage of compensation in the form of salaries
does not lead to superior corporate performance.
Moreover, if relative corporate performance is more
important than simply firm performance in the aggregate, then compensation plans should also include relative rewards. Firms should consider granting bonuses and
stock options that are based on outperforming the competition. For example, instead of setting option prices at
the fair market value of the stock at the date of grant (as
was typically done in the 1990s), firms can motivate
managers to outdo the market or their competitors by
tying the option price to future industry growth.
Finally, it appears that just holding stock options
motivates superior performance. That means firms
should consider granting options with extended vesting
periods. ■
Nancy Thorley Hill, CMA, CPA, Ph.D., is associate professor of accounting at the School of Accountancy, DePaul
University, in Chicago. You can reach her at (312) 362 -8815
or b ilh AWpost.depaul.edu.
Kevin T. Stevens, CPA, DBA, is professor of accounting at the
School of Accountancy, DePaul University. You can reach
him at (312) 362 -6989 or kstevens@wppost depaul.edu.
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HOWTO
DEVELOPA
DATABA' E FOR
FORECASTING
ENVIRONMENTAL
EXPENDITURES
DESIGN AN INTERNAL E- OMMERCE AeP LICATION.
BY EDWARD A. WONG
CLEANING UP THE ENVIRONMENT IS BIG BUSINESS.
In 1998, The Environmental Business Journal reported that
environmental remediation was a $186 billion -a -year industry. And the industry is expected to continue growing well
into the millennium.
The cost of remediation can have significant impact on

Z

the financial performance of any business involved in or

J
Z
z

impacted by environmental concerns. These businesses may
include chemical and petroleum companies, real estate

2
0

developers and construction companies, environmental

a

consultants, engineers, and even the service firms that repreJ
J
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tool to help do that.
It could make it easier to answer questions such as:
• For what type of environmental activity is the
company spending resources?
• Is geographic location a major cost driver?
• Is a specific contaminant common to the projects?
• How do varying levels of contamination impact remedial costs?
• Is spending seasonal or cyclical?
• Are cost efficiencies gained by improved purchasing?
• Is the company remediation performance comparable
to industry best practices?
• What level of environmental expenditures can be
forecasted?
If your company decides to pursue a database project, make sure you include the following steps in the
development phase:
--

--

-

The user community for the database is essential to the
successful implementation and use of the system. The
team designing how the system works should consist of
users from information systems, environmental project
professionals, property managers, accounting, and planning. A database team leader should be designated in
order to keep the project on target.
Team participants must be given full responsibility to
represent their specific department's interests, and the
team must ensure that they seek out input from within
their groups in order to make fair representation of

-

2. Define the aftAparbiers.

-

ADDINGVALUE
As analysts, budgeters, planners, and forecasters, the
amount of primary internal data we have available is
quite extensive. From operations we have personnel utilization information, project performance data, budget
and cost projections, agency impact discussions, and
business plan information. Support groups provide cost
data, historical trend analysis, real property information,
and various types of industry forecast data. Our responsibilities lie in assimilating the data to develop coherent
forecasts and business plans.
An internal e- commerce database can be an integral

-

The objective of your environmental database must be focused and
clear. The database should include
all information pertinent to managing the environmental business.
This information (entered as data
fields) includes project information, site information, agency
information, and past, present,
and future cost information.
With the cost of computer
memory as affordable as it is, the
size of the database should be of little concern. The larger
investments should be in defining the internal critical
partners and the specific information to be captured in
the database.

--

It's very difficult to tell at a glance whether land or
water is contaminated and how much it would cost to
clean it up. That means there's a tremendous need for
businesses to develop systems to forecast and monitor
clean -up costs while using historical information to analyze trends. Many companies managing environmental
work address these problems by developing databases to
help collect and interpret critical data.
If your company is developing an environmental database, consider taking an internal e- commerce approach.
Internal refers to the people and procedures inside your
specific company, and e- commerce is the use of computer
networks to complete business transactions.
Here's another way to look at it. Companies invest
countless hours and financial resources developing web sites and databases to capture information from Internet
users. The website is designed to
capture the user's attention, and the
database is designed to capture the
user's information.
lust as a website captures and
makes use of data from external
users, employees of a given company should be able to easily input or
access data on their intranet —the
system that serves those within the
organization.
As companies develop their
"13213" (Business -to- Business) ecommerce plans, they shouldn't
overlook the Internal User- to -Business interface. Putting an a -comI—_- merce perspective on the development of your internal
database will create value for your company. If you don't,
the company is missing an opportunity to enhance its
performance.

THERE'SATREMENDOUS
1
NEEDFORBUSINESSES
T0 DEVELOP SYSTEMS
TOFORECASTAND
MONITORCLEAN-UP
COSTSWHILE
USING HISTORICAL
INFORMATIONTO
ANALYZETRENDS.
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LDefinetheobjectiveofthe
database.

Project information describes data specific to the environmental activity. This information could include:
• Delineation of contaminants;
• Concentration levels of the contaminants;
• Dates and causes of contamination;
• Names of the responsible parties, such as the project
manager, and current and past property owners;
• Summary of the remedial action plan;
• Project completion dates.
Site information would be specific to the property
involved. This could include:
• Site location and address;
• Size of the property;
• When the property was purchased or sold;
• Whether the property is fee -owned or leased. If leased,
when does the lease terminate? What's the annual cost
of the lease?
Agency information would identify what regulatory
agencies are involved and could capture agency data such

departmental requirements. The wider the range of
experts chosen to define the database, the better the
chances are that the correct information will be captured
to assist in analyzing expenditures.
Once the team is assembled and the database objectives
are outlined, the team should present the initial findings
to management in order to gain its full support in the
development and implementation of the environmental
database.

3.Definethedatabaseinformation.
This phase of development is extremely critical because it
establishes data foundations and determines how much
information is to be contained within the database. In
defining what goes into the database, the team should
consider what the end users need from the captured data.
Preliminary discussion on database maintenance and
administration should also occur in this phase.
The designated team has the responsibility of defining
the information that's going to be captured in the database. Again, site, project, and financial information
should be included, but what type of site, project, and
financial information needs to be determined. Potential
sources of information that should be considered include
information on projects, sites, regulatory agencies, and
costs. Managers must also provide input as to the information they expect from the environmental database.

as:
♦ Who the lead agency is;
• Who the agency contacts are;
• Whether the site is a state or federal Superfund
project;
• Targeted compliance dates.
Cost information is targeted to track the expenditures
incurred at a specific site. The data could represent actual
and budgetary expenditures. Capturing proposed expenditures gives planning professionals additional data to
forecast future costs. Potential data to be contained in the
database are:
♦ Month and year of the expenditure;
♦ The type of expenditure — whether it was for capital related purchases, consultant expenses, agency fees,
legal fees, property maintenance, utilities, rent, insurance, etc.;
♦ Proposed future budget requirements.

4.Definethestructure.
Your database structure should be focused on flexibility.
One of the true values of the database is the ease in combining data fields to generate useful analytical tools and
reports. As planners and forecasters access the data, the
need to easily manage data to conduct scenario analysis,
project earnings and cash flows, and create trend analyses
is of vital importance.
While your IS professionals will have perspectives
about the best database applications, the application must
be easy to use. The prime users of the information should
M arch 2 0 0 1
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understand how the database
works.
The design team must keep in
mind that in order for the users to
accept a new database, they must
fully understand how they will
benefit from the change. The database is only a repository for the
vast amount of environmental
information that's going to be captured, and the employees who use
it are also going to have to input
the data.
The environmental database will
have to accommodate various
forms of input:
♦ Accounting information (current and historical
expenditures) will have to be electronically transferred
to the database. The assumption is that the database
and the accounting systems are compatible, allowing
the exchange of data with relative ease.
♦ Project information may be input directly from the
environmental professionals, so input must be
compatible with intranet or Internet hierarchies.
♦ Site and agency information may be input from
support groups, so ease of data entry should be a
consideration.
♦ Budget and forecasting information will be input by
financial and project professionals, so it must be
possible to share data.
In addition, you should pay particular attention to
database access and security. Various user groups will not
only sort, group, and compile the data, but they will also
modify, correct, and delete it. Database security must be
"open" enough to allow users to make certain changes,
but access to hierarchies and data structures should be
limited to the system administrator to maintain the
integrity of the system.
Finally, how the information will be extracted is of
major importance. Being able to input and manage the
data pales in comparison to how the data can be used in
the forecasting and decision - making process. All users
should be able to access defined reports and be able to
run queries and extract information on any data in the
database.
An often overlooked capability is the ability to print
the information that's to be shown on the reports and to
download the report information to a word processing or
spreadsheet application. This download capacity will let

BEING ABLE TO INPUT
ANDMANAGETHEDATA
PALES IN COMPARISON
TOHOWTHEDATA
CAN BE USED IN THE
FORECASTINGAND
DECISION- MAKING
PROCESS.

56

STRATEGIC FINANCE I M ar ch 2 0 0 1

the user, specifically planning and
budgeting groups, do further
analysis.

5. Definedatabaseadministrative
responsibilities.

Administration of the database is
highly critical because the entire
company is relying on the data,
and it must be correct.
All the excellent work that would
go into the development and establishment of a database could easily
be washed away if administrative
responsibility isn't clearly established. Managing the database is necessary not only for
maintaining the integrity of the data for current analysis
but also for future forecasting activities.
My suggestion is that a single department should be
responsible for the database administration. That
includes database management, access control and system
security, structure modification and maintenance, and
training. Project personnel should be responsible for
maintaining project performance and budget request
data, while accounting personnel should be responsible
for the validity of historical and current financial
information.
Again, developing an environmental database is an
internal e- commerce application. Management must give
clear direction as to what information is required to
manage the business, and the internal users must provide
the necessary data to answer management's questions. To
build an effective database, the design team must communicate with all levels of the organization and collect
the required information. If the internal user can't input
the data and information, then the business can't make
decisions easily. Taking the perspective that database
development is an internal e- commerce enterprise will
ensure that all internal users have participated in the
project— adding value to the project and adding value to
the company. ■
Edward A. Wong is manager, Eastern Region, at the Asset
Management Group of Union Oil Company of CA, located
in Brea, Calif. The Asset Management Group manages surplus real estate property for Union Oil. The management
consists of environmental remediation activity, property
management, and sales of surplus properties. You can reach
Ed at(714) 577 -2925 or eawong@unocal.com.

How WillYourCompany Survive?
BY GUY BR UN E T T O AND N O R M AN L . H A R R I S

oday the potential for a company to
experience disasters is much greater than
ever. Not natural disasters, which aren't
very common, but the new types of disasters— viruses, hackers, and IT infrastructure
breakdowns —which can be even more fatal
than a hurricane or earthquake. Because
CFOs are among those that recognize the
critical nature of an organization's information, they are in a good position to convince
CEOs and boards of directors that the company's survival depends on a well -honed disaster recovery plan.

ANEWDIMENSION
Consider last year's Y2K "disaster." It was a
nonevent because companies took the threat
seriously and planned for it properly. While
floods, earthquakes, tornadoes, and hurricanes are regional in nature and may affect

large numbers of businesses, they aren't daily
occurrences, so companies don't take them
so seriously. A fire occurs in a U.S. business
about every 20 minutes, but most are small
and don't receive much publicity. It's no
wonder busy executives put disaster planning
on the back burner while they attend to more
pressing issues such as a pending merger or
expansion into new territories. But disaster
planning requires far more attention today
because most companies, large and small,
depend so heavily on IT resources to conduct
business. Despite that dependence and the
billions of dollars invested in IT, we find that
executives have been extremely slow to realize that the impact of a virus or hacker could
surpass that of a fire or flood. Even "small"
disasters such as power and telephone outages and network breakdowns can have serious consequences in terms of lost customers
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and wasted employee resources. A fire is usually put out
before it destroys the entire business, but a virus can
spread in seconds, shutting down every computer.
Impacts on the infrastructure and hence the bottom line
are severe.
Magnifying the problem is that the extremely fast pace
of today's business and commerce has significantly
reduced the recovery time window. When a virus pervades
a company's computer system, the business is instantly
incapacitated because it no longer has the information it
needs to service its customers. Lacking a plan to recover,
the business may as well close its doors. True, most businesses have anti -virus software, but the standard programs
on the market can't fix the problem in time. Once the
damage is done, it's simply too late for action.

DISASTERSCAN'TBEPUTONHOLD
Seminars and consulting assignments with hundreds of
companies constantly reveal to us that despite a lot of lip
service, fewer than half the Fortune 1,000 companies now
have recovery plans — although most, if not all, of those
companies had Y2K plans. And among the smaller companies, only 15 % -20% have plans. Worse yet, only 20% of
existing plans turn out to be workable when we test them.
In fact they're almost never true recovery plans. It's a frequent misconception that having a recovery plan means
having a facility to go to and set up computer operations.
What's lacking most often from these so -called plans is the
who does what where and when and what resources they
need to do it with. No one has given any thought to
responsibilities, tasks, inventories, and other resources.
Sometimes it takes a disaster to alert a company to the
need for planning. One Wisconsin -based client had a facility in Tennessee that was hit by a major storm. Lacking a
plan, business was interrupted for several days. But the
huge effort of reestablishing operations had the net benefit
of heightening the organization's awareness. It's unlikely
the client will ever face such a lack of preparedness again.
Since the passing of the Y2K scare, many businesses
have once again relegated disaster recovery planning to
low- priority status. Even sophisticated companies fail to
take necessary precautions. When we're called into an
organization, we usually find that critical information
exists only in someone's head. If it's written down at all,
it's several years old and almost impossible to verify. We
spend many hours just trying to collect and document
such data because everyone else is "too busy." Preparing a
disaster recovery plan would mean neglecting some other
priority. Even if an executive recognizes the need for a

plan, the process is often put on hold "until next year."
But disasters don't agree to be placed on hold.
Another reason disaster recovery is put on hold is
because companies don't want to spend the money. When
we offer our services we're told that, "We've been in business for 40 years, and we've never had a disaster." They
forget about the time a major power outage shut down
their ATMs for several hours, the time hazardous materials forced an evacuation, or the time construction workers cut their cable and shut them down for three days.
They don't go back to look at the costs associated with
those incidents.

WHOSERESPONSIBILITYISITANYWAY?
The real reason behind such excuses is that no one has
made it clear to those in charge why disaster recovery
planning and IT preparedness are so critical and what
exactly they need to do. They haven't been given the data
they need to be proactive in planning and prevention. It's
absolutely essential for someone to take the lead to make
the organization's leaders aware of the cost of lost business and the likelihood that the entire business will be
lost. We recommend appointing a multidisciplinary team
including CFOs, CIOs, and auditors and charging it with
that responsibility. Financial experts have a superior
knowledge of business and control procedures and are
acutely aware of the need for accurate information and
the continuation of its flow. They know what critical data
will be lost in a disaster. They know that, lacking that
information, the company will no longer be profitable
because it can't service customers or meet contractual
and legal requirements.
Company management should also understand that an
excellent recovery plan could give them a competitive
edge. A company that's adequately prepared can be up
and running and back online before the competition and
thus capture a greater market. When a client's building in
Salt Lake City was hit by a tornado, they were back in
business operating close to normal within eight hours
because they had a recovery plan. Other organizations in
the area weren't so "lucky" and suffered lost business.
It's up to the multidisciplinary team to educate presidents and boards of directors. They are best qualified to
compile a business impact analysis or a needs assessment
to show management the consequences of not having a
disaster plan. They can demonstrate what lack of planning will cost in terms of loss of customer base, sales, revenue, and profits; the extra expenses associated with
recovery; damage to image; consequences of breach of
Ma r c h 2 0 0 1 1 STRATEGIC FINANCE
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contract and other legal and regulatory issues; and potential impact on public health and safety.
Grabbing the attention of the organization's leaders by
reference to their pocketbooks has never failed to produce results in our experience. CEOs and board directors
must be made aware that recovery planning costs pennies
compared with the price of recovery without a plan or, in
the worst -case scenario, loss of the entire business.

A10-STEPPLANFORDISASTERRECOVERY
We recommend that organizations follow 10 simple steps
to develop a comprehensive plan.
1. Recognize the need for recovery planning. We tell
businesses that the first step to successful recovery is recognizing the need for recovery planning and that it's
everyone's job. A heightened level of awareness lessens the
likelihood of a disaster and heightens the potential for
recovery.
2. Prepare for the worst. Every organization should be

prepared for the worst -case scenario no matter how
unlikely it may seem. Set up the scenario that the facility
is no longer there. Then explore every single step that you
would have to take to reestablish it at the same or a
different location. Play a "what -if" game. Assume that
certain pieces of the facility, infrastructure, people,
systems, or inventories are still operational, and determine what your next step would be for each scenario.
3. Develop a comprehensive plan. Address how the
company will recover in the areas of customers, personnel, equipment, capital, time, IT infrastructure, and
communications.
4. Maintain a thorough Inventory. Ensure a thorough,
well- documented inventory of all infrastructure data

TECHNOLOGYTOTHERESCUE
While technology has made us vulnerable to new disasters, it has also made the task of recovery planning simple
and cost effective. Comprehensive hardware /software
products are now available that inventory and document
a company's IT resources, where they're located, and how
critical they are to ongoing business functions. During

including systems, applications, hardware, network dia-

nondisaster periods, these products provide business -

grams, furniture, fixtures, equipment, supplies, and
employees' task and responsibility requirements. Infrastructure data that exists only in someone's head is a
recipe for disaster.

relevant information and day -to -day useful benefits.
Among the specific questions they address in routinely
generated databases are: How many desktop systems are
deployed? Exactly who uses each desktop and where is it
located? How often is it used and for what purpose?
Which operating systems, applications, and versions are
installed on it? Exactly which security and anti -virus utilities and versions are being used? Which applications are
licensed, and what or where is your backup proof? How
many licensed applications does your business unit have
in use, and how many are not being used?
Unlike life insurance, which provides benefits only
when the worst case happens, these new products let
companies answer dozens of questions to help minimize
costs and level of effort and to mitigate risk. They can

S. Develop and update Inventory documentation.

Inventory documentation must be carefully developed
and continually updated.
6. Include outside organizations. The plan should
specify outside organizations such as vendors and their
level of commitment to continuing services and shipments in the event of an emergency.
7. Take advantage of the Web. In the 21st Century,
disaster recovery plans must be Web - enabled. Among the
products that have been designed to help is Asset360,
which tracks and reports on critical IT resources. It's a
60

natural partner in the development of a comprehensive
disaster recovery plan.
8. Maintain, update, train. Always remember that disaster recovery planning isn't something done once and
put on a shelf. It's an ongoing practice and process of
maintaining, updating, and training.
9. CEO should perform oversight. The CEO needs to
check constantly to make sure the work is getting done
and that people are participating. Everyone must be
aware of their part and the resources available to them so
that in the event of a disaster they know what to do and
how to do it.
10. Test frequently. Frequent testing is vital because an
untested plan is like having a gun without knowing
whether it's loaded.
Planning is about protecting your organization's assets
in the event of disaster, particularly information. Your IT
organization needs to be involved in planning because it's
intimately familiar with systems and keeping data accurate
and current. The IT team knows how quickly data can be
corrupted and lost. Risk management, security, and public
relations are other departments that play an important
role. But no one is better qualified to spearhead the effort
than the multidisciplinary team including the CFO and
the auditors because of their unique insights.
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also lock surfing employees out of inappropriate websites.
During a disaster, these products identify which IT
resources will be most critical, allowing business continuity of vital functions and activities and permitting
informed decisions. These products greatly simplify the
business resumption process and allow the business to
retain customers and partners because it can continue
functioning.

DENIALISN'TANOPTION
According to a February 23, 1998, article in Computer world ( "Denial Stalls Disaster Recovery Plan"), the aftermath of the World Trade Center bombing displaced

thousands of workers for weeks and ultimately forced 150
companies out of business. A client located in that building told us at a seminar that his brokerage recovered
quickly from the attack because they had a plan. He said
not a single organization that had a plan was among those
that went out of business. Terrorist attacks aren't common, but they make it clear what can happen to compa-

recovery quick and less painful. There's no excuse for
putting the survival of the entire enterprise at risk. It's up
to the multidisciplinary team to take charge and spearhead the process. ■
Guy Brunetto is strategic account manager at Percuity`
Inc. Asset360T' from Percuity is a suite of infrastructure
management tools providing IT management solutions.
Featuring Microsoft® Visual Basic® for Applications (VBA),
Asset360 not only audits and manages an IT infrastructure
but also establishes an enterprisewide solutions platform.
For more information, call (800) 416 -9633, or visit the
company website at www,percui , .com.
Norman L. Harris is president of Harris Disaster Recovery
Associates and the founder of the disaster recovery industry.
HDRA, based in Dublin, Ohio, provides training, consulting and services in the areas of disaster recovery plan development, security reviews, plan audits, DRP certification,
and plan training, testing, and maintenance. You can reach

nies that lack a disaster recovery plan. Cutting -edge

Norman at (800) 978 -9696, or visit the company website at

technology makes planning cost effective and business

www.hdra.com.

Is your stall' burdened with the task of trying to track
and control your company's travel expenses? With
Boomerang, you can automatically control this
important part of your business with ease and efficiency.
Boomerang from Acceleron is the leading Domino based Travel Expense Management solution. It reduces
your travel and entertainment costs by streamlining
your expense reporting process. And you'll find the data
I gather with the system invaluable for negotiation,
planning and budgeting purposes.
No wonder companies such as Procter & Gamble and
Bayer Inc. have selected Boomerang for all of their
Travel Expense Management needs.

If you want to see how
Boomerang makes Travel Expense
Management easy, get a free demo from
our website at www. acceleron.com

• Online corporate policy compliance tools
• Electronic credit card charge pre - population .
•} l,

Global travel support

Or you can call 1- 888- XPENSES or send us an e -mail at
info@acceleron.com

I • Automated reviews and audits
• Summary and detailed travel management reports

v
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• Integration with HR and financial systems

Circle No. 23
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Some Help
with Taxes and
Faxes
ItsDeductibleT"' from
Income Dynamics, Inc.,
keeps track of and provides you with accurate
values for noncash goods
donated to charity and
itemized on your income
taxes. A recent study conducted by Avalon Marketing and Communications
showed that the clothing,
books, furniture, sporting
goods, and other household items donated typically were valued at only
20 % of their fair market
value. By applying IRS
guidelines, ItsDeductible
helps anyone who itemizes
to take full advantage of
the fair market valuation
and to obtain maximum
legal tax savings. Other
features include quick
search of the item valuation database, up- to -theminute tracking of
donations and tax savings,
calculation of all item,
cash, mileage, and out -ofpocket donations, and

year -end donation summarized tax reports.
www.ItsDeductible.com
Circle No. 50
Norton SystemWorksT'
2001 from Symantec
Corp. combines Norton
AntiVirusT' 2001 (virus
protection that's constantly updated), UtilitiesT' 2001 (optimizes
your PC's performance
and solves problems),
C1eanSweepT' 2001
(removes unneeded programs and files), Web Services— (powered by
ZDNet Updates), and
Symantec Web Partners
(offers convenient online
services). The professional
edition for advanced users
and small businesses also
has Norton Ghost 2001
(provides fast system
upgrading and backup),
and WinFaxT' Basic Edition (lets you send, receive,
and manage faxes). Both
versions have Symantec
Security Analyzer, a Web based P C security assessment tool and One Button
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Japan, the Pictorico line
of papers features a coating of mono - directional,
highly uniform, ultra -fine
ceramic particles. The
result is a surface that
doesn't scatter reflected
light, producing pictures
with more color depth
and sharper resolutions.
There are eight print
media for your inkjet
printer. The Photo Glossy
paper has a

Checkup to quickly identify and fix problems. New
SmartScanT' technology
finds all files with executable code that must be
scanned, maximizing protection and minimizing
the impact on system performance. An improved
LiveUpdate automatically
senses an open Internet
connection, then checks
and automatically retrieves
appropriate virus definitions. It automatically
scans e-mail attachments,
without user intervention.
w w w . M .antec.com
Circle No. 51

Better Pictures
and Better
Brands

ItsDu duct ible T "
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If part of your marketing
budget is used for purchasing photographic quality inkjet papers, you
might want to check out
an alternative line of
high - quality, reasonably
priced papers from Pic torico. Developed and
marketed by the Asahi
Glass Company, Ltd. of

Pi ct o ri c o Pa p er s

Firebrands: Building
Brand Loyalty in the
Internet Age was written
by Michael Moon and
Doug Millison to help
CEOs, marketing, and
R &D professionals
quickly define their
brands online and to use
the Web to tell compelling stories to customers, investors, trade
partners, and staff. Beginning with an explanation
of the emergence of Trust
Networks, the authors

cover brand fundamentals and building brands
offline before explaining
firebrands in the networked economy. They
describe the successes and
failures in more than two
dozen case studies,
including Apple, Disney,
FedEx, and others, and

NoThanks,I'mlust
Looking I Michael Castelluccio, Editor
■ NOT WORDS YOU'RE LIKELY TO HEAR when shopping online —at least, not yet. That's because two elements are still missing from the Internet experience:
live sales help and walk- around browsing. But don't bet
against their appearance in the near future. We are
better than halfway there with the Internet version of
conversation, otherwise known as chat or instant messaging (IM). Whether the next stage is live voice sent

•

semigloss, pearl finish and
is excellent for general purpose prints from digital cameras, scanned
images, and photo CDs.
The Photo Gallery HiGloss White Film produces gallery quality
prints on a medium weight film. There is an
OHP Transparency Film
that produces brilliant,
nonsmear colors for
overhead projectors,
backlit displays, and
report covers. A heavyweight Water Color Card
Stock feels like and produces the softer images
you expect from watercolors. Premium Canvas and
the PolySilk medium can
be used for images on
water - resistant fabrics,
and there are also Pastel
Colored Papers. Paper
comes in sizes from 4" x
6" to 13" x 19" and you
can order a sampler pack.
www.12ictorico.com
Circle No. 52

over some kind of Net -to -phone or some other plug -in,
the talking Web is on a fast Darwinian track. Physical
presence, or the illusion of such, is another matter.
BUILDING BRAND
! LOYALTY IN THE
INTERNETAGE
IIIIIIIN
,

Your voice already fits, flying like electronic quicksilver
through the pipes and wires above and below ground.
Getting you and the cat in your lap through to the store
you want to visit is going to take a different kind of
thinking.
The Inventor's Eye
Inventors often amaze us because they look at things

Firebrands

differently —they are lateral thinkers. And thinking
about a problem like getting the customer to the store

they provide a road map
for exploiting the Net's
unique brand - building
opportunities. Along with
the explanations of digital
branding and the steps to
becoming a firebrand, the
book covers the role of
brand managers and the
changes they must make
regarding the new business model. As in the
world offline, online
brand managers are storytellers, and the authors
explain the plots used by
DeBeers, BMW, MCI,
Taco Bell, and others to
captivate their customers.
Firebrands is published
by Osborne /McGrawHill. www.osborne.com
Circle No. 53

might better be viewed as a "getting the store to the
customer" problem. The ideal solution? Use the Internet medium to project a three - dimensional image into
the space occupied by the customer. Or maybe a large
holographic image of the environment somehow
warped to fit around you. OK, so much for 2050, but
what about now?
A very clever inventor, Dr. Craig Summers, has thrust
his foot in the door of the Internet shop with his Sur
roundphoto device. Dr. Summers' hardware and software produce 360- degree photos, which, in their
modest way, place you inside the store, piece of real
estate, theater or sports arena, hotel room, tourist
attraction, natural scene — whatever can be captured on
film (digital film, that is). And the Surroundphoto does
this at a reasonable price, and the processing doesn't
require Cray- strength superprocessor rendering. The
mirror device for taking the pictures is available from
VR Interactive in Halifax, Nova Scotia, for about $70,
and the processing is $6.99 for each photo. You download their software, and part of the process takes you
continued on next page
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continued from p. 65

Rather, you bring the

to their transaction server.

lab to you, because

(www. surroundr)hoto.com)

you load the pictures

Just like conventional photography,
the process has three steps: Take the
photo, develop it, and print (publish) it.
To take a 360- degree panorama,
you attach your digital camera to the

into your computer,
which has on it the
software downloaded
from VR Interactive.
You're now ready for a

Surroundphoto mirror. The device is

three -step "process-

both ingenious and simple. The bot-

ing" that makes the

tom hood is a periscope that redi-

old print method of

rects the camera's view upward into

develop /stop /fix /wash

the circular concave surface of a plas-

seem like something

tic mirror. The mirror sees its sur-

out of the 18OOs. Come to think of it,

also run on Java, but the QuickTime

roundings in a full circle. When you

that process is from the 18OOs.

has a number of advantages, and it

click the shutter, your camera cap-

The first screen asks if you want to

is an easy download if it isn't already

tures a single 360- degree view —

work on a NEW image or if you want

there's no electronic stitching of

to OPEN PANORAMA. We push the

several images as with many other

NEW button. After selecting one of

If You Would Step This Way, I Think I

panoramic methods. Among the obvi-

the new images, it opens on a screen

Can Show You Something.

ous advantages of this is that any

with a crosshairs over it. We line up

Dr. Summers and his group at VR

motion in the picture is contained in

the crosshairs so our circular image

Interactive didn't stop with a glimpse

the one shot. You don't have to

is centered, and we push the NEXT

through the open door. If you go to

match changes of position at the

button. Our image opens into a

the Surroundphoto site and click on

edges of several shots.

panoramic view in what looks like a

Gallery, you will see several examples

wide Cinerama screen. At this point,

of Surroundphotos. After the plug -in

we can crop the picture and then

test, select the "Virtual Store Tours

After you take your pictures, you
bring them to the lab for processing.

and Merchandise" example. After you

Panoramic Still or a VR

do the tour, look for the yellow and

Scene. When we make our
interactive screen to pay for the pic-

What you have now is a close -up of
Hank the tugboat, and the hand the
cursor has turned into can grab the
image and spin it around so you can

mini CD we are sending out to

see all sides of Hank. Another ver-

clients, or just keeping in an elec-

sion of this kind of hot -spot can be

tronic album or e- mailing to cousin

seen in the "Real Estate, Property,

Louie.

and Neighborhood Tours." If you click

movies. That is, you can
place the cursor on the

March 2 0 0 1

of the glass counters. Click on it.

save and can import into our Web
page, directory of houses for sale,

be viewed as QuickTime

I

blue tugboat toy sitting on top of one

ture. We are then given a file that we

The processed images can
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select whether we want a

choice, we are taken to the VR
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surroundphoto.com

on the window or door inside the
house, you will be taken outside to
the lake and surroundings in the
back yard.

picture and pan left

Add ambient and /or directional

and right in a com-

sound files to the movies, which VR

plete circle — looking

Interactive can do for you, and you're

at the entire room or

getting closer to the store of the

whatever is in the

future that will be delivered to you

scene. The movies

from anywhere in the world. ■
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Trustees of the International Accounting Standards Committee

A new report compiled by
large accounting firms,

(IASC) have announced the names of the professionals who will

GAAP 2000: A Survey of

constitute the membership of the International Accounting

National Accounting Rules

Standards Board (IASB). This Board's mission is to promulgate a
single set of high - quality accounting standards that accounting and financial bodies
around the world can support.
The IASC trustees appointed 12 of the
members to full-time positions, including
the chairman and vice chairman, and two
to part -time positions. Sir David Tweedie
from Britain was named chairman.
Thomas E. Jones, former principal financial officer of Citicorp and chairman of the
IASC, was named vice chairman.
Other members of the new standards setting Board are Mary E. Barth, professor
of accounting at Stanford University, a part time member; Hans -Georg Bruns, liaison to
the German standard setter and former
chief accounting office for DaimlerChrysler;
Anthony T. Cope, who has served as the Financial Accounting Standards Board
(FASB) observer to IASC Board meetings.
Also: Robert P. Garnett, executive vice
president of finance for Anglo American plc,
a South African company; Gilbert G61ard, liaison to the French standard setter and a
partner at KPMG in France; Robert H. Herz,
part -time member, who will continue to be
a partner at PricewaterhouseCoopers; James
J. Leisenring, liaison to the U.S. standard set-

ter and vice chairman and director of international activities at the FASB; and Warren
McGregor, liaison to Australian and New
Zealand standard setters and co- founder of
Stevenson McGregor.
Also: Patricia O'Malley, liaison to Canadian standard - setter and chair of the Accounting Standards Board of Canada; Harry K. Schmid, senior vice president of
Nest1E; Geoffrey Whittington, liaison to the
U.K. standard setter and Pricewaterhouse Coopers Professor of Financial Accounting
at Cambridge University; and Tatsumi Yamada, liaison to the Japanese standard setter and partner at ChuoAoyama Audit
Corporation, a member firm of PricewaterhouseCoopers, in Tokyo.
IASB Chairman Tweedie said, "The mission of the newly created IASB is simple. In
partnership with national standard setters,
we will aim to increase the transparency of
financial reporting by achieving a single,
global method of accounting for transactions— whether in Stuttgart, Sydney, Seattle, or Singapore. The potential benefit to
the world economy by removing barriers
to investment through applying uniform,
high - quality standards is enormous." ■

In 53 Countries, summarizes the differences
between national accounting rules and International Accounting Standards. The report is one
part of a worldwide undertaking to "push the
agenda for international
harmonization of accounting standards to meet
the needs of the global
marketplace." The report
is available at
www.'fac.org.
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Neal Hannon, Editor

X B R L

XBRL: What It Is and What It Isn't
RECENTLY THE NEW ENGLAND INTERGOVERNMENTAL
Audit Forum asked me to present a session on XBRL. Of
particular interest to this group of auditors was what

tion extracted from the systems isn't altered. In fact, the
output is enhanced.
The original financial report data now gets to take on a

changes will take hold and how they will be implemented

new life. It can be directly imported to an Excel""' spread-

as governmental agencies begin to use XBRL. From the
questions I received at the session, it became clear to me

sheet or an AccessTm database. It can be sent to a publisher for insertion into an annual report. It can also be sent

that the financial community needs some basic informa-

over the Internet to the external auditors. All of this can

tion about what XBRL is and isn't.

'• °

°

•vthout changing anything. The output
an XBRL - enabled financial system con -

What XBRL Is

ns all the computer code needed for all

The extensible business reporting lan-

A the above activities to occur without
additional human manipulation.

guage (XBRL) is a markup language

XBRL is an application that sits on

within the extensible markup language
family (XML) that simply takes the

top of a financial system's report

output from financial systems and

writer. With the addition of XBRL, a

codes the data in machine - readable

report can be sent directly to another

format. From the XBRL.org website,

computer. The XBRL -coded financial

XBRL is defined as "a standards -based

report could also be posted to a com-

method with which users can prepare,

puter that is set up to grant access to the

publish (in a variety of formats), exchange

formation by other computers. Finan-

and analyze financial statements and the i;

analysts could have immediate access to

formation they contain.'

nformation if they have their computers

The key words are a method to:
• Prepare financial statements,
• Publish financial statements,

set to periodically check your computer for newly
posted information.
Once a financial analyst, business partner, or banker

• Exchange financial statements, and

receives your XBRL -coded financial information, the

• Analyze financial statements and the information

speed at which they can analyze the information is greatly

they contain.
Although XBRL is an alternative method for preparing

accelerated. The information can be fed directly into
whatever financial model they're using, even though the

financial statements, it creates nothing fundamentally

same XBRL report is going in several different directions

new. Underlying financial systems such as Hyperion,

at once. This is because the data included in the XBRL re-

Navision, ACCPAC, Great Plains, and others still do the

port can be used or not used without alteration. Take, for

internal work of financial systems. The financial informa-

example, a company's XBRL -coded financial report that's
M a r c h 2 0 0 1 1 ST RAT EGIC FIN AN C E
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sent to a bank and a financial analyst. The bank might take the balance sheet information to calculate
liquidity ratios. The financial analyst
could use the same report to forecast
future earnings. The only change
that happens compared to today is
that information is sent to both
users in a format, XBRL, that can be
immediately useful to them.

What XBRL Is Not
XBRL isn't a new financial system.
XBRL doesn't change financial system data. Using XBRL doesn't require any new levels of disclosure,
nor does it require businesses to conform to a standard chart of accounts.
The accounts a business uses and the
amount of disclosure provided by
XBRL- enabled financial statements is
entirely up to the reporting entity.

During my discussions with the
New England Intergovernmental
Audit Forum, it became clear that
XBRL also adds nothing new to the
duties and responsibilities of an auditor. Yet if people are relying on financial statements that were prepared using XBRL, an auditor will
have to track how the XBRL tags
trace back to the financial system's
report writer and general ledger.
This might mean an extra step, but
it's really no different from what the
systems auditor must do today to
prove that the financial statements
are accurate representations of the
underlying systems data.

XBRL Educational Resource
Center Opens at Bryant

College
On January 31, 2001, the XBRL Edu-

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 Tame Your Toughest P rojects
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.

Standard
Plus
Modula

$399
$599
$899

ancial
tingmodel
as
professionals
The

V

°A real winner"
— The Bottom Line

Balance Sheet
Ratio Analysis

Overhead Schedule
Overhead Analysis

Pendock Mallom ltd.
245 8th Ave., 4340, NY 10011

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

Consolidations
Fixed Asset Budget

—1-7

Cost
ost of
I
et

Sales Analysis
Cash Flow Schedule

Bank Credit Line
Letters of Credit

Variance Analysis
Business Valuations

–

Cash

cational Resource Center at Bryant
College had its official opening. Dr.
Saeed Roohani, co- founder of the
Center, said, "We are excited about
the launching of the XBRL Educational Resource Center. The Center
will provide opportunities to the financial community to learn about
XBRL through seminars, workshops,
and an online archive of XBRL- related materials.' The Center will also
provide colleges with information
and material needed to incorporate
XBRL into their courses.
The business and academic communities need a centralized source
of materials and research on how
XBRL will impact the future of
business reporting. The developments in XBRL will have far- reaching implications to businesses and
college programs alike. The XBRL
Educational Resource Center at
Bryant College will provide guidance and leadership for businesses
and the academic community into
how business reporting will change
due to XBRL. For more information, visit the Center's website at
http: / /web.Bryant.edu /xbrl. ■

Neal Hannon has been writing and
giving seminars about the Internet
since 1996. He developed IMA's
Internet Essentials for Financial
Professionals, which has been delivered 50 times throughout the U.S.
He is a member of the IMA's
Information Technology Committee.
Hannon has written a book, The
Business of the Internet, as well as
numerous articles for business magazines. He joined the XBRL. org
steering committee in July 2000 and
in August was named IMA's voting
representative. In September, he was
appointed cochair of XBRL.org's
education committee.

By Gary Siegel, Editor

Practice Analysis

Where the Profession Is Headed
IMXs Practice Analysis of Management Accounting documented the sea change in
the role of management accountants. Their work has become more analytical and
less transactional, more decision oriented and less compliance oriented. Management accountants are more involved in running the business. Their new role

time

tim

less

more

Decision Making and Interpreting
Information
A financial executive at ITT Automotive said, "We will get
more and more to the point where accountants won't
spend a lot of time doing accounting, but they will be
more analytical and more planning oriented and more of
a partner with the operational side of the business."

"I think with the new tools for data collection, there
be even more data to analyze," said a Hewlett - Packard
accountant. "So our challenge will be how to efficiently
analyze the data, how to segregate it, how to manipulate it,
and how to come up with meaningful answers."
An accountant at Caterpillar headquarters predicted, "I
think we'll be doing more internal consulting, performing
^'. 7y , focusing on cusInd product profitability,
)rocess improvement."
Concurring, another
Caterpillar accountant
said, "It'll be interesting to
see in three years whether
accountants will consider
themselves business consultants or accountants."
he finance and accounting
1 continue to do more
analysis and be less technical. You'll need the technical accounting skills, but the amount of time spent on that will
be less and less," opined an Abbott Labs accountant.
"What we think we should become in the future is a
business partner who helps people understand what the
financials are saying and helps them design their businesses," said a US West accountant. "We shouldn't beat
them up with the numbers but show them trends and
help them understand how they can measure themselves."
"The finance organization will provide the analysis that
the organizations need to understand their operations.
will

is more exciting and more challenging than their old role
as keeper of the financial records.
But where is the profession headed? What will the
work will be like in three years?
More than 80% of the practitioners we interviewed expect that in three years they will spend
interpreting and analyzing information and being involved in
0 — + - +11
decision making. About 60
- years they will spend
compiling information and f
standardized reports.
While there is agreement c
rection of change, there are d
ences in predictions about he
and how far change will go. '
differences probably are root
where a company is now,
the speed at which its
practices are changing, and tl
organization's attitude toward change.
Here are several ways practitioners in leading -edge
companies describe some of the coming changes.
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We will be able to make a tie between what the functional organizations are doing and how that interrelates to the achievement of their
performance objectives.'

Technology

is

A US West accountant said, "Our
goal in accounts payable is to make
sure that we put everything out on
the Web that we can. I would like invoices to be submitted on the Web
and expenses to be submitted on the
Web. We want to get to a point
where everything coming into this
department is electronic."
"I think technology will allow us
to continue to automate cycles and
become more efficient," said an
Abbott Labs accountant. "This will
allow us to take on additional activities as the business grows without
adding additional head count and to
do more interesting work.'
"All the financial information that
we provide today will be accessible
to managers online," predicted a
Hewlett- Packard accountant. "We
will have centralized transaction
processing areas; we'll have a lot of
specialists in centralized areas. The
generalists will be out in the functional areas and part of the team."
"I think e- commerce
going to
change a lot. Certainly the speed with
which we can get data changes the
way you think about using the data,
and it is only going to get faster as we
go through time. We are redesigning
systems based on data warehousing
techniques that we didn't have the
power to do three years ago. This will
allow us to manipulate information
more rapidly and produce better decisions quicker to the line.'

Other Changes
A Boeing accountant predicted that
within five years we are going to be
72
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seeing a marked change: There will
be an emphasis on general knowledge versus specialized knowledge.
He predicted that the new world of
accounting won't require the specific
accounting knowledge that characterized our training. Rather the accountant, or a business analyst, or
whatever you want to call the person
who occupies that role, is going to be
more a generalist. "A generalist has to
be able to take the detail data, which
will be managed by a computer system, supposedly with some smarts to
it, and interpret it for use by the
management team. We're going to
take not just the financial data, but
also the human resources data, the
scheduling data, and the other metrics that the business manager needs,
and we're going to report to the operations people. So we're going to
need a more general knowledge of
how the business works, and, more
importantly, we will be expected to
be able to look at the whole and see
how all the parts work together."
"Today, I have dual reporting to
the CFO and the VP of Operations,"
said a US West accountant. "Looking
ahead a couple of years, I know I'll
be interacting a lot with the president of the company because he
views people in the finance function
as understanding the business, being
able to analyze operations and options, and make recommendations.
To do this we have to be incredibly
versatile and have excellent people
skills in order to walk through all the
land mines of having dual reporting.'
"A successful corporate accountant
will have to go beyond looking at
historical information and strive to
become a valuable member of the
business, to understand what the drivers of the business are, and how to
take his skill set and enhance what
the organization is doing.'

Strategic Role
Some anticipate that finance will go
beyond business partnering and
broaden its role to strategic partner.
Rather than support only what happens in the division, management
accountants will look at the marketplace and at what the competition is
doing. They will need to be more
strategic, better visionaries, and
more proactive:
"I see us becoming much more
involved strategically. We'll be more
involved in business planning and
forecasting, and trying to find opportunities for improvement.'
(Caterpillar)
"In five years [we will become]
even more strategic. Really understanding the ins and outs of all the
organizations and what their buttons
are and really trying to be visionary— understanding what is happening to our business. You have to be
somebody who understands the
business, that really wants to work,
and really has a commitment and interest to that. So not accountants any
more, not even analysts:' (Hewlett Packard)
We've got to be an integrated, expert business advisor to whoever the
equivalent of the CEO is. (Boeing)
What are your predictions? What
are you doing to prepare for the
coming changes? How can IMA
help? ■
Gary Siegel, Ph.D., CPA, is associate
professor at the School of Accountancy,
DePaul University, in Chicago and
president of the Gary Siegel Organization, an opinion research and behavioral accounting firm. He is
coauthor, along with James Sorensen,
of Counting More, Counting Less,
the 1999 IMA Practice Analysis.
Gary can be reached at
gsiegel@wppost. depaul. edu.
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working groups composed of people who prepare, use, and audit
business information.
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Companies can over-

ganizational— "will mani-

[ B O O K S ] cont'd from p. 21

[ T A X E S ] cont'd from p. 17

more than three or four, there

penalties for promoting abusive tax
shelters; the income tax return pre parer's penalty; and status as an
employee. Although the taxpayer has
the burden of showing the correctness of information reported on its
return, the IRS bears the burden of
proof regarding the taxpayer's conduct that gave rise to the above
situations.
The IRS bears the burden of proof
to show that the taxpayer's conduct
constitutes fraud and that the underpayments asserted by the IRS are
attributable to the fraud. Once the
IRS has shown that any portion of
the taxpayer's deficiency is due to
fraud, the burden falls on the taxpayer to establish any portions of the

could be a n accounti ng problem
worth further investigation."
Published by Perseus Publishing, this book is a valuable addition to the reference library of any
investor or potential investor,
which ju st about covers everyone
today. —Robert F. Randall
[ G O W T ] cont'd from p. 22

analyze and address carefully
whether a particular transaction has
a legitimate business reason. In addition, contingent fee arrangements
linking the accountant's fee to the
tax benefit gained would be banned.
Treasury developed the proposals in
consultation with the AICPA. ■

Memorial Education Fund
Needs Your Commitment to Create
a Better IMA for the Future
MA members who have shown their long -term interest in and support of IMA

have come together to form A
MEF members believe in the
I
IMA's purpose and traditions and want to ensure its mission for future generations
Fund for the Future.

by providing financial support to IMA educational and research programs.
Gifts made to A Fund for the Future may be directed for general purposes or for a
special purpose or operation, but it is the commitment rather than the amount
that is the basic factor in qualifying a person as a member of A Fund for the Future.
The IMA and MEF have 501(c)3 charitable organization status, which, depending
on your personal tax status, makes donations tax deductible.
An individual qualifies as a member of A Fund for the Future by:
• Endowing the IMA MEF with a gift of money, land, stock, insurance, or other
marketable assets.
• A deferred gift through charitable remainder unitrust or annuity trust, beneficiary designation from a qualified retirement plan, gift annuity, pooled life
income fund agreement, short -term trust, or life estate program that will eventually direct all or a portion of the principal to the IMA.
• Naming the IMA as a primary or secondary beneficiary in an insurance policy.
• Including the IMA to receive a bequest in your will.
IMA has awarded over $1 million in educational scholarships since the mid 1980s, and the amount of scholarship awards has increased 43% in the last year
alone. MEF supports the IMA Faculty Enhancement Program, developing faculty
and student programs that partner with IMA, and "2000 in 2000, a special student
certification scholarship program.
I"

Call 1- 800 - 638 -4427, ext.192 or visitwww.imanet.org

deficiency not attributable to fraud.
Beyond Section 7491 in RRA 98,
there is a specific burden -of -proof
rule that applies in the Tax Court.
Tax Court Procedures Rule 142
applies in determining the burden
of proof in Tax Court litigation.
Interim Rule 142(a), in general,
places the burden of proof on the
taxpayer except as otherwise provided by statute or determined by
the Tax Court. This interim rule
reflects the changes brought about
by RRA 98.
Rule 142(a) also provides that
the IRS bears the burden of proof
for any new matter it raises before
the court. The rule doesn't define
new matter, so case law must provide clarification. A new adjustment or a new legal theory to support an existing adjustment may
constitute a new matter. Many cases
have held that a new legal theory
isn't a new matter if it isn't inconsistent with the language of the
deficiency notice (the inconsistency
test). The inconsistency test has
encouraged the IRS to issue broadly worded deficiency notices, but a
recent Tax Court case (Shea) indicates that such broadly worded
statutory deficiency notices may no
longer shield the IRS from the burden of proof.
It's clear that RRA 98 did not shift
the burden of proof as the legislative
proponents of the bill would have us
believe. Taxpayers must comply with
significant prerequisites to shift the
burden to the IRS. Taxpayer costs
(in terms of time and actual dollars)
to effect a shift in the burden of
proof to the IRS may be substantial.—L. Stephen Cash, LLM, CPA,
Clemson University; Thomas L. Dickens, CPA, Ph.D., Clemson University,
and Virginia Ward Vaughn, JD,
Clemson University.
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LEADERSHIP
Leadership. Many have claimed it. One has achieved it.
Robert Half is the leader in specialized financial recruiting, with offices worldwide.

,assistant Accounting Manager
Large grocery chain is seeking a degreed individual with over
three years of experience and supervisory skills. Will assist with
monthly and year -end closings and analysis, help with outside
audit preparation, marketing contracts, perform account analysis,
journal entries, and special projects. Must have experience working with a mainframe. Experience with outside auditors, monthly closings of general ledger, and experience with a retail organization a plus. Salary to $55K.

Controaff
Progressive apparel manufacturer seeks a degreed individual with
excellent interpersonal skills and experience in the garment and
apparel industry. Will manage entire accounting department and
oversee other divisions' accounting departments, prepare all
monthly and year-end reports, manage inventory, fixed assets,
cost accounting (straight line depreciation), and international
correspondence. A CPA is a big plus. Salary to $65K.

Manager ofConsolidations
and Exaterxuil Reporting
International software development company is seeking a
Manager of Consolidations and External Reporting. Position
involves overseeing external financial reporting (including
10K/I0Q, coordination with external auditors and monthly
consolidation of financial results. Will apply technical expertise
to acquisition /divestiture accounting. Position requires a background in SEC reporting/statement consolidation for a multinational company, strong interpersonal /management skills and
superior time management skills; Hyperion enterprise software
experience is preferred. This position requires CPA certification
and an MBA is preferred. Salary to $100K.

Controllgf
Leading multinational manufacturer and distributor of precision
metal pans and industrial supplies seeks an experienced
Controller to manage all accounting and payroll functions. The
position requires strong leadership, management and organizational skills. Primary responsibilities entail preparing reports
which summarize and forecast the company's financial position
on a monthly basis, maintaining fixed asset inventories and
depreciation schedules, and coordinating annual budgets to
present to Group Management. Successful candidate will supervise two employees and work closely with department managers
to provide continuous improvement in areas such as production
efficiencies and cost reductions. A BS in Accounting or related
field is required; CPA or CMA preferred. 5+ years' experience in
a manufacturing environment or 2+ years of supervisory experience is desired. Strong PC skills and a solid knowledge of
Microsoft Office a must. Generous benefits package and a
salary to $80K.

Expanding public company is seeking an experienced Controller.
This position is newly created due to growth. Duties involve
preparation of monthly financial package for management and
required filings with SEC (forms 10K & IOQ, maintenance of
accounting system integrity and strong internal controls. Will
oversee Assistant Controller and Division Controllers in preparing consolidated financial statements, tax compliance and cash
management. Qualified candidate must be a Big 5 CPA with
prior Controllership experience and possess current SEC
reporting experience. Salary to $100K.

VP of Finance /Controller
A technology company which provides a suite of web -based technologies and services that enable companies to achieve real -time
supply chain visibility, seeks a professional to expand its accounting department. Duties include month -end close functionalities,
budgeting, payroll, accounts payable and accounts receivable.
Individual will initially be the only person in accounting but will
immediately be responsible for expanding the accounting department. Ideal candidate will have a CPA, MBA and/or public
experience. Industry experience in a software, e- commerce or hitech company is a plus. Salary to $150K.

Contro&r
A high -tech firm seeks a hands -on individual to assist with SEC
filings and IPO. Duties include maintaining investor relations,
bank relations, accounts payable, accounts receivable, account
and bank reconciliations, etc. This position will supervise one
clerk and report directly to CEO. Company offers friendly and
casual work environment with firm - sponsored lunches, parking,
membership at local gyms, benefits and stock options. The ideal
candidate will have SEC filings and international experience.
Salary to $90K.

Cost Accountant
Cutting -edge, growing Fortune 500 manufacturing company
seeks a Cost Accountant. Heavy involvement with inventory,
month -end and some analysis. Requirements include bachelor's
degree in accounting and 2+ years of experience with standard
cost and general ledger. Salary $35 -45K depending on qualifications, plus comprehensive benefits package.

Senior Accountant
Large energy company is seeking a highly qualified Senior Power
Accountant for one of its regional offices. Duties will include
verifying power versus accounting system, explaining variances
from trader estimates and comparing to general ledger, alliances,
etc. Candidates must be degreed in Accounting and have a minimum of 2+ years' experience handling corporate financial reporting for a large oil, gas or energy company. Excellent opportunity
and benefits. Salary to $60K.

Controller

Accounting SupervjW
Large insurance company is in need of an Accounting
Supervisor. The individual will initially serve in a managerial
capacity in Employee Benefits /Finance Dept. and assist the VI'
of Employee Benefits /Finance on all special projects. In addition
to responsibilities on behalf of the Employee Benefits /Finance
Dept., position will work in coordination with other Employer
Benefits departments and Corporate Finance as appropriate.
Principle duties include implementing project strategy and objectives, communicating progress and issues to management, and
managing the budget. The ideal candidate will provide supervision and set direction for the complete staff, and must have the
ability to work on several projects with strict deadlines.
Understanding individual learning styles to improve team communication is beneficial, and a good grasp of accounting issues
and principles will be helpful in this position. A BS and 4+ years
of progressive relevant experience is necessary, and proficiency in
Excel, Word, and Access is desired. The ideal candidate will have
strong verbal, written and listening skills; creativity is a plus.
Excellent benefits and salary to $65K.

-

-
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A national advertising company is seeking a Director of
Finance /Advertising. This is an excellent opportunity for a Senior
Finance Executive in advertising looking for a change. This position requires a minimum of 10 years of experience with at least
five years in advertising or marketing. In addition, candidate will
need a thorough understanding of client billing, financial statements, general ledger, policies and procedures, integrated financial software, variance analysis, financial analysis, project costing,
job costing, and the ability to work and communicate and
express value -added feedback with executive management.
Bachelor's degree in accounting and an MBA/CPA is required.
Salary to $150K.

An internet company in the early post- public stages seeks proactive CPA with strong SEC reporting, systems and modeling
skills. Must be a real team - builder and forward thinker.
10+ years of experience required. Fast track to VP of Finance
role. CPA/CMA a plus. Salary to $125K plus equity.

Contro,QF

Accountg

A start -up company with an interesting business model is seeking
a Controller. The ideal candidate will manage all accounting and
reporting functions as well as report all financial statements to
the Vice President. The company prefers a candidate with 5+
years' experience in a Fortune 500 company. General knowledge
of accounting is required; MBA or CPA is a plus. Strong leadership and computer skills, with good team - building capabilities
desired. Excellent benefits. Salary to $100K.

A healthcare organization is in need of an Accountant.
Responsibilities will include month -end close, projects, analysis
of results and continual process improvement. Must have the
accounting and month -end close basics. No direct reports initially, but this position will report directly to the Controller and will
be trained to be the Assistant Controller within a few years. The
ideal candidate must have an accounting degree with 1 -3 years
experience in healthcare environment. CPA, MBA a plus.
Salary to $45K.
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A premier public accounting and consulting firm is seeking an
Accounting Manager. This candidate will have the opportunity
to take on a Supervisor of Corporate Accounting role and work
on a 30 hours /week basis. Responsibilities include internal and
external reporting, financial analysis, continuous process
improvement vigilance, plus the supervision of two accountants.
Candidates will have a Bachelor's degree in Accounting and 2+
years of experience in public accounting or 3+ years of industry
experience. Full benefits available. Salary $30 -45K.
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at 800.474.4253
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A premier public accounting and consulting firm is seeking a
Valuation /Litigation Analyst. The ideal candidate will have a
strong analytical background in reviewing a company's performance and balance sheet, exposure to investment analysis, mergers
& acquisitions, securities analysis, valuation analysis and credit
analysis. This is an ever- expanding and exciting analysis role
looking for back -up strengths in Excel and financial modeling. A
Bachelor's degree in Accounting or Finance is required with 2+
years' experience in financial analysis, credit analysis or business
valuation. Good presentation skills are required plus an entrepreneurial spirit. Salary $45 -60K.

Half

r

Direct:

a•.

Small, very personable hotel chain is looking for an energetic
Controller who has experience in customer service and/or the
hospitality business. 3+ years' experience working as a Controller
or in a similar position is preferred. Ideally, the candidate will
assimilate information quickly and feel comfortable with clients
and staff immediately. Duties include maintaining the general
ledger, journal entries, and month -end closings as well as budgeting and forecasting financial positions for six sites. Occasional
travel to different locations might be necessary. This is a tremendous opportunity for career growth. The benefits are exceptional
with a salary to $65K.

• "111 [=•
CMA /CFM REVIEW

HELP WANTED

CAREERMAG.COM

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.tutorial
group. 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.

FINANCIAL— Senior Treasury Analyst. Requires an MBA with finance
and/or accounting coursework and 4
yrs.' experience in the job offered or 4
yrs. accounting and /or finance experience with a manufacturing company.
Experience must include private and
public debt management; negotiation
of foreign currency transactions; equity
and investment analysis; competitive
analysis; financial modeling; budget
preparation and analysis; and lease versus buy analysis. (Experience may be
gained before or after completion of
MBA.) Design and manage both private and public debt, including servicing and financing, for six core businesses in various industrial and
manufacturing sectors. Analyze corporate investment and equity requirements and design appropriate response
programs for US and international
business units using advanced financial
modeling, as well as accounting and
finance principles. Negotiate foreign
currency transactions on behalf of core
national and international businesses.
Perform long -term equity, investment,
competitive and lease versus buy analysis using accounting, finance and computer modeling principles and techniques. Prepare and analyze budget. 40
hrs. /wk. 8:00 – 5:00. Salary: $57,000 to
$65,000 /yr. Apply with r6sum6 to: Mr.
Daniel Smith, National Service Industries, Inc., 1420 Peachtree St. NE,
Atlanta, GA 30309.

LAUNCHED IN 1994, CareerMag is
the most comprehensive career resource on the web. Post your r6sum6
and search over 80,000 current job
listings from hundreds of Fortune
1000 companies. Other features
include workplace and job search
articles. Call (888) 440 -5110 to post a
job or log onto www.careermag.com.

CMA /CFM REVIEW

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 $24.95, software $44.95, cassettes
$64.95. Earn CPE while you study.
(800) 87- GLEIM. www.gleim.com.
HELP WANTED

Market Research Analysts— Spectrum
Metals, Inc., marketing and distributing specialty industrial metals in world
markets, has multiple openings for
qualified Market Research Analysts.
Contact: Spectrum Metals, Inc.,
Bernadette Wege, CFO, P.O. Box 630,
Baker, LA 70704, (225) 778 -6420.
HELP WANTED

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

HELP WANTED

Accounting Manager Needed —BS /BA
in Accounting. Experience in financial, management and tax accounting,
including A/P management. Send
resumes to Human Resources, LG
Electronics Alabama, Inc., PO Box
240007, Huntsville, AL 35824.
CLASSIFIED INFORMATION
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 40 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/imanetorp.
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. (800) 638 -4427, Ext. 280.
Display Rates: Please call for more information.

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. 0. 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.
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NUM ERIC KEY PADS FOR
NOTEBOOK PCS

Is

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
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Association for Financial
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End Note

N MARCH 1992, a man living near Boston, Mass.,
received a bill for his as -yet- unused credit card
stating that he owed $0.00. He ignored it, and in
April, he received another and threw that one away,
too. The following month the credit card company sent
him a nasty note stating they were going to cancel his
card if he didn't send them $0.00 by return mail. He
called and was told it was a computer error and that
they'd take care of it.
The following month, he decided that it was about
time he tried out the troublesome credit card, figuring
that if there were purchases on his account it would
put an end to his ridiculous predicament.
But in the first store where he presented his credit
card, he found that it had been cancelled. He called the
credit card company, who apologized for the computer
error once again and said that they would take care of
it. The next day he got a bill for $0.00 stating that payment was now overdue.
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On a Plastic Raft in the
Sargasso Sea

Assuming that because he had spoken to the credit
card company only the previous day, the latest bill was
yet another mistake, so he ignored it, trusting that the
company would sort the problem out. The next month
he got a bill for $0.00 stating that he had 10 days to pay
his account or the company would have to take steps to
recover the debt.
Finally, giving in, he thought he would play the company's game, and he mailed them a check for $0.00.
The computer duly processed his account and returned
a statement to the effect that he now owed the credit
card company nothing at all.
A week later, the man's bank called him, asking him
what he was doing writing a check for $0.00. After a
lengthy explanation the bank replied that the $0.00
check had caused their check processing software to
fail. The bank could not now process ANY checks from
ANY of their customers that day because the check for
$0.00 was causing the computers to crash.
The following month, the man received a letter from
the credit card company claiming that his check had
bounced and that he now owed them $0.00, and unless
he sent a check by return of post they would be taking
steps to recover the debt. ■
(This urban legend was found floating online on Usenet.)
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