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very working day, America's workers
contribute to the nation's well -being
through deductions from their paychecks.
Each year, payroll professionals, thr ou gh
the payroll withholding system, collect,
report and deposit approximately $1.2
trillion,* or 66% of the annual revenue of
the U.S.Treasury.

These dollars help build a strong America.
From national parks to national defense, from
highways to health care, from social security
benefits to school lunches.
NATIONAL PAYROLL WEEK celebrates the
contributions of America's 142 million wage
earners to our way of life, and the role payroll
professionals play in making the system work.

NATIONAL PAYROLL WEEK
SEPTEMBER 3 = 7 9 2001
"America Works Because We're Working For America"
Learn how you and your organization can celebrate National Payroll Week; visit

national payrollweek.com
You'll also find a free streaming video version of Your Paycheck,
APA's popular guide to how workers can get the most out of their paychecks.
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Please note:
Wbp..n used as
prescribed
these
products can
reduce fat.
Reduce fat in your company's costs, that is.
No matter what size your business is, Visa offers flexible
solutions to help give you complete financial control. just
choose the program that works best for you.
Use Visa® Corporate for travel and entertainment,
Visa Purchasing for streamlining your purchasing process
or Visa Fleet for managing your fleet expenses. Or, use
Visa Commercial to combine any of these payment types for
a single, integrated solution. Plus, since Visa is accepted at
over 20 million locations worldwide, your employees can use
it just about anywhere.
For more information, contact your financial institution
and start shedding that unwanted fat right away.

It's everywhere you want to be!
0 2001 Virg U.S.A. Inc.
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The career of the owner and chief executive officer of Hickory Brands, Inc. —and now IMA president — illustrates
how IMA membership can contribute to a financial manager's growth opportunities and success.
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As a contractor for the federal government, Sandia National Laboratories operates in a highly regulated environment, so its financial control system comes under tight scrutiny. That's why the team reviewing the internal controls used an original model to evaluate the system. 0
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ERP systems have reduced the time spent on control and transaction processing activities, thereby freeing financial
managers to function as champions of change. Now they can bring their expertise to bear on corporate activities
that add value to the bottom line. 0

44ToTaxorNottoTax:TaxFreedomorFreeRide?
BY JAMES G . S . YANG, C M A , C P A , AND WING W. P OO N, C P A

Congress has allowed Internet commerce to be tax -free up to now, but states want their cut of the projected
$300 billion volume expected to flow through the Net in the next five years. Stand by for a political donnybrook
when the current law runs out in October. 0
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ext. 229; or by e-mail at hmoskow itz@im anet.ora. To order quarterly quizzes, c all Peggy Nubile at (800) 638 -4427, ext. 221, or e-m ail orders @imanel
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50 IsItTimeforaNewAccountingofR&DCosts?
BY ANNE M . CLE M, C P A , AND
CYNTHIA G . JEFFREY, C P A

Acquired in- process research and development
charges of S &P 500 technology companies skyrocketed to $11.1 billion in 1998, raising concerns by
the SEC and others that charges were being abused,
distorting earnings and making financial statements misleading. It's time to go back to the drawing board because the models for measuring the
value of such intangible assets as IPR &D are
inadequate. 0
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IASC names advisory council.

Thanks to tax law changes, corporations can offer
employees a new benefit program that allows an
employee to exclude from income up to $10,000 of
adoption expenses that have been reimbursed by
the employer. Similar to maternity benefits, this
program will help to promote morale and retain
good employees. 0
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We fix it.
manage it.
collect it.
attack it.
recapture it.
resolve it.
reconcile it.
automate it.
staff it.

For your greater profits. Booking the
sale is one thing — converting it into
cash that flows to your bottom line can
determine the health of your company.
Managing the revenue cycle is all we do.
When you outsource your A/R process to
us, we'll use best practices, powerful
technology and Web- enabled systems to
increase your profits. So you can deliver
maximum shareholder value.
Our project management staff has over
25 million hours of experience in receivables and revenue management. Our
"S.W.A.T." Project Teams can tackle any
emergency, from collecting your overdue
receivables to resolving disputes and
recovering deductions.

You profit from it.

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 1800 216 -40 00, ext. 358•
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Moving more profit to your bottom line.
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IMA's Plans Iby Bob Bell, CMA, CPA

Michael Castelluccio
mcasteltuccio @imanet.ore
F I N AN C E E D IT O R

Many of you want to know more about IMA's plans. We started in

Alan Levinsohn
aevinsohn@imanet ,=

1919 as an educational organization. During the 1970s, we created

COPY EDITOR

Christopher Dowsett

a new organization to administer a certification program, CMA

cdowsw @imanet.ore
AR T DI R E C T O R

(Certified Management Accountant). In the early '90s, all certified

Mary Zisk
mzisk @imanet.ore

persons became IMA members.
grandeur of what we do and the valName changes from NACA to
ue we add each day.
NAA to IMA were attempts to clarify
Our future market must include
our identity. We decided to include
international as well as domestic
finance professionals in our market
members. We operate in the broad
and created a Certified in Financial
area others have said needs an interManagement program as a benefit to
national certification. Maybe we have
the certification, but we are calling it
them. Our monthly magazine's name
was changed to Strategic Finance to
Certified Management Accountant
when we are really Certified Managealign it with our market. We began
ment Advocates.
Management Accounting
Quarterly as a platform for
Does this mean our eduour members' practical
cational members must beresearch.
come certified? Absolutely
These changes, along
not! Their purpose for joinwith corporate restructuring was education, and we
ings of our own jobs, have
must provide interesting
and useful education to
left most of us with an uneoB BEL
clear picture of the future.
them on local, regional, and
We work with management in many
national levels.
areas: finance, accounting, tax, IT,
It's easy to see that the IMA has
regulatory issues, manufacturing
changed, and is changing, to meet
process evaluation, cost controls, etc.
the needs of our members. Our
We act as advocates of management
82- year -old organization is big
in trying to define the optimum deenough for educational members
cision within our population of nuand certified members. Our record
merous decisions. We look for the
is one of cooperation and good
best right decision.
fellowship.
As we get a clearer idea of who we
What better foundation could we
are, the future will become easier to
ask for as we soar into the future? ■
navigate. Maybe now is the time to
throw off the shackles of the word
Bob Bell can be contacted by e-mail at
accounting and step forward in the
bbell @imanet.oM.
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Oracle applications are

Oracle

Support

Clarify

engineered to work together.

Oracle

Procurement

Ariba

Oracle

Supply Chain

i2

Multi- vendor applications
require systems integration.
Oracle

Acco unting

Oracle

Human Resources

PeopleSoft

Oracle

Application Server

BEA

Oracle

Database

IBM

SAP

Systems integration costs
a lot more than software.

Think about it.

www.oracle.com

Copyright 02001 Oracle Corporation. All rights reserved. Oracle is a registered trademark, and Software Powers the Internet is a trademark or registered trademark of Oracle Corporation. Other names maybe trademarks of their respective owners.
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Careers

By Max Messmer, Editor

Building Employee Knowledge: A Look at
Training Programs
Despite common perception, training today is definitely not just for beginners.
Even the most accomplished accounting professional can benefit by continually
updating his or her knowledge base — whether it's mastering the latest version of a
financial software application or developing management skills to work toward a
promotion.
By giving your employees access to an effective training
program, you can help them grow professionally and, at
the same time, improve your group's overall performance. But how can you be sure
the classes or subject matter you
select will be the most valuable?
As companies demand more and
more from their accounting departments, you can't afford to
waste your team's time on training that's not targeted to their
most pressing needs. With a little
research and assessment, however, you can help your staff find
ideal professional development
options.

staff members and identify opportunities for skills
enhancement.
Monitoring daily job performance can also help you
determine training needs. But be
careful not to jump to conclusions as soon as you notice a
problem. Someone who is having
trouble meeting deadlines may
not necessarily benefit from a
time management class. He or
she may simply need additional
support during workload peaks.
Always speak directly with an
employee who may be falling
short of expectations. Together,
you can then determine whether
training will provide a solution.

What are your needs?
As a first step, clearly define
which skills your employees need
most to help the department
achieve its goals. Consider soliciting input from your staff
through written surveys and questionnaires. Ask employees to comment on the relevance of specific areas of expertise to their jobs and long -term company objectives.
You should also assess the various skills levels of your
8
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Evaluate the options
The traditional model of corporate training was an instructor led program delivered in a classroom. Today, that's just
one choice to consider. Here are some others:
• Topic- specific workshops can be a useful way to
help your team members build their skills. These seminars are typically presented by training companies and
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Make it easy to
participate
It's one thing to schedule a training
session and quite another to actually
have employees attend. Deadlines
and demands can make it challenging for staff members to devote time
to professional development. Make
sure you emphasize the importance
of any program —how it will help
10
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staff achieve individual goals and
benefit the team as a whole. Then
demonstrate your support by providing flexible formats and any additional assistance that will allow more
employees to participate. You should
also consider reimbursing your staff
for participation in formal continuing professional education programs
that lead to credentials such as a
CMA designation or that allow them
to keep their CMA or CPA status
current.

Gauge the results
Regardless of which training option
you select, you'll want to set up a
system for monitoring its success.
Keep in mind, however, that learning
can be difficult to assess, given the
number of variables at play. Some
people may prefer one training format over another; some may need to
work on skill sets that aren't easy to
learn.
Giving tests both before and after
a training program can help you
gauge the results. This is particularly
effective with well- defined skills
such as knowledge of a software application or an accounting specialty.
For broader topics, such as leadership or communication skills, you'll

want to evaluate their impact on job
performance. Make sure you provide an opportunity for employees
to demonstrate their new abilities
after they've completed training. For
example, you might let someone
who's taken a course on delivering
effective presentations lead a discussion at your next departmental
meeting.
Also, solicit feedback on the program from staff members. What did
they think of the instructor? Were
the topics covered in the course relevant to their jobs? How soon can
they put the information to use?
Would they recommend other employees receive the same training?
This information will help you better evaluate particular training formats and topics.
Continuing education isn't just a
good idea —it's a necessity in accounting and finance. By making
professional development a high priority in your department, you're not
only investing in your employees' individual growth, but you're also contributing to the ongoing success of
your company. ■
Max Messmer is chairman and
CEO of Robert Half International
In c . ( RH I) ,

Separate yourself
from the crowd...
Became 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 hornel
LAmbers

frequently are held at a public site,
such as a hotel or conference center.
The main drawback is that they can
be too generic, not offering the
industry- or company - specific
training you may require.
• Off - the -shelf nonclassroom
training programs —such as CDROMs or videos —are very inexpensive when compared to other options. They provide an opportunity
for individualized strategies for
learning but may not be effective for
those who aren't self - motivated or
who would benefit most from direct
instructor involvement.
• Executive education seminars
are offered by universities and business schools and are targeted, in
most instances, to middle and upper -level managers. They offer an excellent opportunity for attendees to
network and share ideas. But courses
at the more prestigious schools can
be expensive —as much as $5,000 for
a four- or five -day class.
• Interactive distance learning is
delivered via the Internet, company
intranet, or teleconferencing. These
programs can be effective for employees whose schedules or locations
don't permit travel to training sites.
Unlike CD -ROMs or videos, this
format can be interactive. Such programs are very cost effective and offer a great deal of individual flexibility, but they share the same
drawbacks as off -the -shelf training.

CMA /CFM REVIEW
For information or sample video
CALL 1- 800 - 272 -0707
www.lamberscpa.com
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parent company of
Robert Halfm, 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. Messmer's most recent
books are Managing Your Career
For Dummies® (Hungry Minds,
Inc.), Job Hunting For Dummies ®,
2nd Edition (Hungry Minds, Inc.),
Human Resources Kit For Dummies® (Hungry Minds, Inc.), and
The Fast Forward MBA in Hiring
(John Wiley & Sons, Inc.).
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Reservation fee: $145, which includes all sessions and refreshment breaks, three receptions, Friday and
Saturday luncheons, Thursday and Friday dinners, and a Saturday AICPA- sponsored breakfast.
Visit www.thecolloquium.com to find out full information about the program schedule, presentation
summaries, information about lodging, travel discounts, sightseeing activities, and more.
About the hotel:The Hilton Tucson East is a deluxe, full- service hotel 15 minutes from Tucson International Airport and downtown Tucson. To reserve a room at the Colloquium rate of $92 a night, contact the hotel at either
(520) 721 -5600 or (800) 445 -8667 or www.tucsoneast.hilton.com (use the online group reservation code COL).
When you call, mention you are with the Colloquium.

Best Practices

Bob Gunn, Editor

Stage Fright
IF ALL THE WORLD'S A STAGE, THEN CERTAINLY
the art of acting is at the heart of business. We play roles,
we orchestrate meetings, we speak extemporaneously, we
direct action, and we script presentations. Isn't that what
you do almost every day? In fact, isn't that how most accomplishments happen? We
work mostly with words, expressions, and gestures —
those unconscious "beats" of
communication that sometimes convey much deeper
meanings.
While we talk about our
acting in terms of "good
communication," refer to it as
"leadership in action," or
speculate about meaning as
"reading the tea leaves," in actual fact we may not think
very much about the applicability of the actor's craft to our business life. But just as
every actor is telling his or her part of a larger story, so
we write our company's book by playing our parts, no
matter how small or large they may be.
In fact, the common denominator between acting on
the stage and performing a role in a company is the need
to create a sense of life that is truthful so that the audience can find their own insights about what it means and
what it's telling them to do. At the heart of selling, decision making, leading, resolving conflict, or working in
teams is the "action, reaction" or "stimulus, response" that
every actor strives to achieve with the other characters
and the audience.
The question, of course, is what lies behind the actor's
12
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skill at conveying meaning, purpose, or action and how
you can apply it in a business setting.
Great actors don't have some special inborn skill that
isn't available to the rest of us. In Anne Bancroft's words,
"Acting is a matter of becoming aware that you are thinking, of knowing what
it is you are feeling —
then of controlling it
any way you want.'
She is pointing to the
natural process that
lives in all humans —
we think, our thoughts
are expressed as feelings, and the feelings
give rise to our behaviors—as well as to the
uniquely human power we have been given
to choose. We are not
slaves to our thinking any more than we are obedient to
another person against our wishes.
Knowing this essence is what enables an actor to be
present, in the moment, and access his or her full creative
faculties and talents. Experiencing this is like being in the
midst of the same PowerPoint presentation for the 32nd
time and suddenly seeing yourself doing it almost as if
you were someone else. In that moment, you might be
bowled over by fresh insights about the material or your
audience that cause you to change your delivery, tone, or
expression in ways that are refreshing to the listeners and
surprising even to you! The material may be exactly the
same, the script is unchanged, but you have changed, and
your presentation will have a spontaneity and grace that

sj�
I
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We're seeking to confirm or update information you
gave us in the past, find out how you prefer us to contact you, and
learn more about your professional interests and activities.
Our purpose?
To help us create programs and services tailored to your needs.
And, to help us send you the kind of news and
information you want —in the way you want to receive it.
We need to hear from you, today.

transcend your spoken words.
This kind of spontaneity begins
with our becoming aware of our
feelings, for they are the windows to
inspired thought. Actors need to
have this awareness. They're trying
to create an artificial environment by
using their consciousness to tap the
unconscious.
Business people face a similar
challenge because so often they are
trying to create something out of
nothing! By this I mean we are trying to serve the needs of customers
even though they may not be able to
articulate their needs, we are attempting to create a client experience that goes beyond a product's
physical attributes, or we are trying
to direct a staff's action in ways that
are inspiring and not controlling.
This is much easier to do when
you have warm feelings toward others and know that you are calm and

your thinking is tranquil— without
the busyness or sense of urgency that
so often overtakes us. In this frame
of mind, you can access your creative unconscious and gain insights,
flashes of inspiration, or just a sense
of knowing what to do.
Some would term this a state of
profound concentration —of being
completely aware of yourself and
others and being able to perform
something completely familiar and
routine with ingenuity, verve, and
spontaneity.
By contrast, trying to rely on your
logical brain, using the experience
and knowledge you've accumulated,
blocks you from accessing your creative unconscious. You may experience this as, perhaps, anxiety about
remembering all the material on the
slides, fear of the audience's reaction
to what you are saying, or boredom
from going over the same old stuff.

It's not that analytic and logical
thought doesn't have a purpose, but,
rather, it is ill- suited to the kind of
human interaction where you are
seeking to inspire, teach, or provoke
others.
As business people, we face the
challenge of trying to make the intangible, tangible. Begin by concentrating on the sensations and details
that feel most real, then gradually
widen your perspective to include
just one other person, then the audience in the room, and finally the entire company no matter where they
are situated.
This can be most helpful when
you are asked to speak to others.
Find a detail to focus on, and start
there. You might find it natural to
expand from that small facet and
draw a vivid picture of how that
might happen in a bigger context.
Telling a story one sensory detail

<

Good rap songs

Fingers on
one hand

Population
of Belgium

LESS
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at a time will be memorable because
people will sense your understanding and relate it to their own experience. Because communication that
makes a lasting impression stems
from feelings, the sensory aspect is
more important than the content.
Portraying one small detail at a
time, with feeling, is exactly the opposite of what most people do
when they try to make their case.
Usually people tell everything in a
rush of words, spinning out fact upon fact in a way that simply overwhelms the audience. After a few
minutes it becomes mind numbing.
PowerPoint presentations are not
friends here!
The final point concerns choice.
This is the human element that alto experience something
freshly no matter how often we have
said or done it before. Choice is the
uniquely human capacity to act on a

thought, stemming from listening
deeply with all your senses.
This is not the same as logical or
analytic choice that requires deliberation and investigation. What I am
pointing to is more organic, often
going on below the level of conscious
awareness. The experience is akin to
a flash of realization that is immediately acted upon or the surprise of
fording yourself saying or doing
something because it just feels right.
For an actor, operating in the artificial world of theater, behavior must
be true to the script. But for an ordinary person, truthful behavior is the
normal, default setting we call life. It
is operating whenever we are living
moment to moment, allowing our
thoughts to come and go.
In business, choice is almost always bounded by intention. In other
words, you know the direction you
are trying to go without necessarily

knowing how you will get there.
What is required is to put yourself in
the role by remembering, for example, that your goal is to serve the
larger purpose —a question of "loving the art in yourself and not yourself in the art."
For all of us, it's as if our brains
become our own stagehands, getting
on with the work while we're performing the scenes. It is knowing
that you are working even when it
feels as though you aren't (I'm just
having an interesting conversation
with my friends) by trusting the
deeper intelligence inside. ■
Bob Gunn leads Gunn Partners, a 50person consulting firm that helps Fortune 500 companies improve the relevance, value, and productivity of staff
functions. You can call him at (617)
747 -5010 or e-mail him at
robert. gun n @exult. net.
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Mexico's Border and Management's
Decision Making
THE NORTH AMERICAN FREE TRADE AGREE ment (NAFTA) is intended to open U.S. borders with
Canada and Mexico to enhance trade and the movement
of labor. While the overall purpose of this agreement
has probably been achieved, there are areas where this is
not the case. One such situation is the exportation of
goods by land into Mexico. U.S. companies are faced
with restrictions that could impact delivery time and
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have a negative effect on the overall costs paid to facilitate the exporting activity on the border.
This column is divided into two parts. Part 1 presents the environment that has the potential to delay the
delivery of goods to customers. Part 2 examines the poSTRATEGIC FIN AN CE
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tential tax liabilities of this situation —from the conditions that create them to their overall cost to the U.S.
companies.
PART 1
Mexican customs' practices require that the duty on
goods going into Mexico be paid before the goods enter
Mexico and that a licensed Mexican broker handle the
transfer of goods. This requires an artificial activity —the unloading of goods in the U.S., transferring them through a system of freight forwarders and drayage, and then transferring the
goods to another transporter for delivery to the
interior of Mexico.
This incurs additional costs without any added
value to the transporting process. Added costs
from this process were estimated at $600 million
in 1999 for the port of Laredo, Texas, alone. This
would increase the value of the goods, $29.8 billion in 1999, by approximately 2 %.
Why should this be a concern for management
in the U.S.? First, there is the impact on the feasibility of projects. This additional cost could affect the decision to undertake a given project.
Second is the impact on cash flow. This is an upfront cost that must be paid before the goods are
allowed into Mexico. Third is the impact of the logistical
considerations caused by the additional handling of the
goods. The time added to the delivery process could
have an undesirable impact on a company's contractual
obligations. The additional handling also exposes the
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Because a good plan
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to waste.
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Inability to successfully execute a strategic plan is why companies
often fall short of their goals ... and executives end up shaking their heads.
Turning strategy into results is the whole idea behind Comshare MPC'";
the only single, web -based application for planning, budgeting, financial
consolidation, management reporting and analysis.
With one application handling the entire financial information cycle, top down strategic initiatives can be linked to budgets and operational plans,
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a static budget based on a plan that may already be obsolete, then lose
another month before you know the impact and can make adjustments.
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Circle No. 25

company to the possibility of higher
costs due to the potential loss of
product from theft and /or damage.
Management may want to circumvent this problem by handling
the process themselves, but they
can't. While there's no legal barrier
for a U.S citizen to forward goods
into Mexico, it can only be done in
collusion with a Mexican customs
broker, who must handle the transfer of goods across the border.
This also isn't very feasible, as we
shall see.

The Role of the Mexican
Broker
The process of clearing goods into
Mexico on the southern border involves a series of functions that occur on the U.S. side of the border,
such as appraisement, classification, inspection, and inventory.

Circle No. 18
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warder exceeds a certain revenue,
the cost of the patente increases.
Payments may be made monthly or
on other schedules, usually to accounts in U.S. banks.

Freight Forwarding and
Fundamental Fairness

And before entry is made into
Mexico, there is one document,
among the multitude required, that
is absolutely essential: the pedimento de importaci6n, or consumption
document.
Without a pedimento, no entry
may be made. This is what makes
the Mexican customs brokers' control irrefutable. The right to complete and execute a pedimento is
given only to the Mexican customs
broker or, in some cases, to an agent
authorized by Aduana, the Mexican
customs authorities, but never to
U.S. citizens. The pedimento contains the identification number of
the Mexican customs broker and
demonstrates that he or she is legally responsible for the entry process.
Consequently, there are only two
ways that U.S. companies may forward freight into Mexico.
The first way is if the U.S. forwarder is actually owned or controlled by the Mexican customs broker. The broker must maintain its
offices in Mexico, but it gives the
principals in its U.S. business all the
authority to act as freight forwarder.
If the Mexican broker doesn't
own or control the U.S. freight forwarder, it can lease the use of its
patente, or licence, to the U.S. forwarder. The price of leasing or using a Mexican broker's license begins at about $5,000 per month,
with the condition that if the for-

The proponents of NAFTA seem to
close an eye to this practice. In fact,
NAFTA demonstrates the inequity.
In Mexican reservations contained
in Annex I of the agreement, Mexico has made it clear that it will not
tolerate U.S. customs brokers operating as freight forwarders or forwarding agents within its territory:
"A shipper's export declaration
must be processed by a Mexican national licensed as a customs broker
(agente aduanal) or by the representative (apoderado aduanal) employed by the exporter and authorized by the Secretaria of Hacienda y
Credito Publico for this purpose." I
This concludes Part 1. Next
month we will discuss "drayage"
and the potential tax liabilities of
exporting across the border into
Mexico by land. ■
Mitch McGhee, Ph.D., is associate
professor ofaccounting at the University of Tennessee at Martin in Martin, Tenn. He may be reached by
phone at (731) 587 -7976, fax at
(731) 587 -7241, or by e-mail at
mmcghee @utm.edu.
James R. Giermanski, D.A., is professor and director of International
Business Studies at Belmont Abbey
College, in Belmont, N.C. He may be
reached by phone at (704) 825 -6218
or by e -mail at giermanski @bac.edu.
'North American Free Trade Agreement, Vol.
II, U.S. Government Printing Office, 1993,
p. I -M -44.
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[NEWS]

Intangible Assets

Kathy Williams, Editor

RECENT ESTIMATES SHOW THAT CORPORATE MANAGEMENT SPEND BETWEEN

50% and 90% of their time on managing and measuring intangible assets. U.K. -based Lafferty Publishers has just released a study that describes how some of the world's largest
financial institutions are managing their intangibles and leveraging the knowledge of the
organization to increase shareholder value.
The study, Knowledge Management in International Financial Services, features 15 case
studies of financial services companies in the U.S., Canada, and Europe. It presents leading edge examples of knowledge management strategy, issues in developing a knowledge management infrastructure and architecture, the latest knowledge discovery techniques applied
to data mining and profitability analyses, total cost of ownership issues, and other issues
related to maximizing and leveraging the intellectual capital within a firm.
Ramona Dzinkowski, a regular contributor to Strategic Finance and other financial
journals around the world, prepared the study. If you're interested in finding out
how to obtain a copy, contact her directly at rndresearch @interhop.net.

INTERNATIONAL
PRIVACY GUIDE
IS AVAILABLE
The IT Governance
Institute has just
released a publication to help orgcmiza-

tions address international privacy operations, systems, and
regulatory issues.
Called A Guide to
Cross - Border Privacy
Impact Assessments,

More XBRL Vendors
Since we previewed XBRL (eXtensible Business Markup Language) vendors in the
June issue, two more vendors have offered new developments. e- Numerate's Prototype XBRL Tool provides users with a complete package of software tools to integrate XBRL into a company's financial reporting. And a new company, IBMATRIX,
has introduced an accounting system with tools for creating and editing XBRL taxonomies and instance documents.
e- Numerate's Prototype XBRL Tool is the first in the marketplace to automate
all of the processes required to integrate XBRL into financial reporting. Its "Taxonomy Builder /Editor" allows a company to automatically create a customized internal taxonomy that operates as an extension to the standard XBRL taxonomy to meet its own
financial reporting practices.
Its "Map a Taxonomy to a Database" makes it possible for a company to pull financial
data (revenues, assets, expenditures, etc.) from disparate internal databases into one XBRL
document without having to merge the databases. Its "Build an Instance Document"
allows companies to drag and drop the specific pieces of financial information they want
to report in each instance document. The result is an encoded XBRL file. "Build a Report"
translates the encoded XBRL file into a readable report by applying various software temcont i nued on page 22
plates called style sheets.

it's available free as a
downloadable file
from yr w.ITgover
nance,org/cb np.vacv_
cuide.doc.
Written by Thomas
J. Karol of Deloitte &
Touche LLP, the
guide summarizes
international privacy
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WHEN YOU SEE GROSS VIOLATIONS OF ONE OF A COMPANY'S CORE VALUES, BE

[ET HICS]

(continued)
principles and introduces
a cross - border privacy
impact assessment model
to help you determine if
your company's technologies, information systems, and proposed programs or policies meet
privacy requirements. It's
particularly helpful to
those in the early stages
of development.
What's happened to
bring this about is that as
consumer awareness and
concern about privacy
have grown, several
nations have adopted regulations that
impact how an
organization
may use personal data. Some of
the world's leading markets
restrict how and
when groups can
use personal data
yet allow individuals the right to
access and correct their own
data. But there needs to
be documented assurance that privacy issues
have been identified,
reviewed, and addressed
or sent to senior
management. ■
ERRATA

The e-mail address for
Jim Ganung was incorrect
on page 50 in the July
issue. It should be
irgcntrllr@aol.com.
We apologize.
20
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Sunbeam and the FBI: Two Ways to
Use Values I Curtis C. Verschoor, CMA, Editor
ETHICS IS HUGELY IMPORTANT TO ANY ORGANIZATION. LASTING SUCCESS CAN'T

coexist with an absence of moral concern. But many other factors are also important.
Competent and loyal personnel, products with market share, and financial acumen
can't be ignored.
Ethics, then, is a necessary but not sufficient condition for organizational success —a
point illustrated by two recent examples. One is the further unraveling of the sad tale
of former Sunbeam CEO Albert J. ( "Chainsaw Al ") Dunlap. The very different second
example is the departure of FBI Director Louis Freeh.
Dunlap had earlier earned his name by "clear- cutting" his way through entire
departments with massive layoffs at Scott Paper. He tried using the same techniques to
revive Sunbeam's fortunes. Taking over in 1996 when the
firm's stock was trading at $12.50 a share, he pushed
it up to $52. Following allegations of shady
financial reporting, Dunlap was fired from
Sunbeam in the summer of 1998. The company has now filed for bankruptcy, its
stock probably worthless. Although Sunbeam's auditing firm, Andersen, paid
$110 million to settle shareholder lawsuits, others are still pending.
There's more. After settling with Sunbeam, the Securities & Exchange Commission filed a civil fraud lawsuit against
Dunlap and five former Sunbeam officials, as well as the in- charge Andersen
partner. The SEC complaint charges that
Dunlap, aided and abetted by Andersen, `orchestrated a fraudulent scheme to create the illusion of a successful restructuring of Sunbeam" that cost shareholders billions of dollars.
What happened? Dubbed "The Shredder" and "Rambo in Pinstripes," Dunlap was
also described by Barron's as "America's premier turnaround artist." By his own and
others' accounts, he wasn't a man who put compassion or respect for others high on
his list of virtues. Now the SEC says he felt the same way about honesty. Yet these values, along with fairness and responsibility, are the five most often cited when people
are asked to identify their core values. Taken together, they define ethics.
In effect, Dunlap's formula for success left no room for ethics. What's clear is that the
turnaround formula was phony. Lots of things failed at the top of Sunbeam, but it
seems increasingly clear that the most egregious failure was in ethics.
What's the real moral of the Sunbeam story? When you see gross violations of one of
c on t i nu ed on page 23
the core values, be on guard for violations of the
2001
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ON GUARD FOR VIOLATIONS OF THE REST

[GOVER NMENT]

An Electric Political
i

ssu e I

Stephen Barlas, Editor

THERE IS NO HOTTER TOPIC IN
Washington than the nationwide

Federal Energy Regulatory
Commission (FERC).
Under current tax laws,

electric grid and the price spikes that
are zapping it, especially in Califor-

nia. Because electricity is such a
high - visibility political issue, the
Electric Power Industry Tax Modernization Act (H.R. 1459) has been elevated above the status of "just another corporate tax relief bill." Instead, it
is a "keep the power on this sum-

utilities that sell or spin off
their transmission assets to
form RTOs would incur a
substantial federal income
tax liability because the value
of transmission assets far
exceeds their tax basis (due to depre-

participants in independent FERC-

ciation). The bill helps ensure addi-

approved RTOs. It facilitates the

mer" bi ll. T h e objec tive o f the b ill is

tional transmission capacity and fur-

development of new generation,

to ma k e it ea sier fo r electric u tilities

ther diminishes tax barriers to

transmission, and distribution facili-

to form regional transmission orga-

wholesale and retail competition by

ties by clarifying the tax -free status of

nizations (RTOs) along the lines of

providing tax relief for the sale or

payments for connecting new gener-

those now being encouraged by the

spin -off of transmission facilities to

ation to the

c o n t i n u e d on

next

page
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How to Lead Your Management Buyout
0 RICK RICKERTSEN LOVES HIS JOB. AN EXPER-

opportunity. The MBO has been very rewarding for

ienced venture capitalist, Rickertsen has led over 50

Rickertsen and the managers he's worked with, and

management buyouts (MBOs). With his book, Buyout:

he wants to see others gain from it, too.
Each section of the book represents a major step in

An Insider's Guide to Buying Your Own Company,
Rickertsen shares his knowledge, experi-

the buyout process. Rickertsen begins with

ence, insight, and especially his enthusiasm

how to find the right opportunity for your
management ba ckgroun d and skill s et and

for the MBO process. And it's contagious.

ends with putting your exit strategy into

Combining part personal anecdotes, part
technical know -how, and part carpe diem

action. But one of the most important sec-

pep talk, Rickertsen, with the help of Robert

lions of the book —cued the most refreshing,

E. Gunther, leads us step -by -step through

considering the source —is how to work out

the MBO. With his focus primarily on managers and top executives who dream of

-

taking their division out from under the

_

the agreement with the equity partner. This
is where the decision of who gets what is
made. From management's point of view,

unwieldy shadow of its parent corporation —a group

"this is the Holy Grail of the buyout." Though it is only

Rickertsen credits with helping make him and his part-

a general agreement, it's the foundation of everything

ners successful —the author wants every manager to

to come — including how much money or what share

realize his or her incredible potential and seize the

of ow ners hip you w il l

c o n t i n u e d o n pa g e 23
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[ G O V ' T ] cont'd from p. 21

grid and by removing the tax on payments by developers (contributions
in aid of construction, CIAC) for
upgrades and additions to transmission and distribution facilities.
If this bill moves forward, it could
become —as they say in Washing ton—a vehicle for attaching other
corporate tax provisions to.

Inventory Write -Downs
One of the main messages coming out
of the Sunbeam financial fraud case is
that the SEC is going to get very
tough on illegal inventory writedowns. Sunbeam recorded an excessive restructuring reserve in one year
that decreased the value of perfectly
good inventory, and, when that inventory was sold in the next year at regular prices, Sunbeam recognized inflated profit margins and thus overstated
income. The SEC also alleged that
Sunbeam sold its spare parts inventory to a supplier at the end of the year
but improperly recognized income on
the sale. The sale price had no practical relationship to any payment Sunbeam might obtain; by its terms, the
contract would terminate in January
1998, absent agreement between the
parties on the value of the inventory.
When he addressed the 20th
Annual SEC and Financial Reporting

[ N E W S ] cont'd from p. 19

The contact person for e- Numerate Solutions, Inc. in McLean, Va., is
Carol Steinbach at (703) 610 -1257.
Website is www.e - numerate.com.
International Business Matrix,
LLC (IBMATRIX) provides a range
of XBRL- enabled software products,
including a full- featured accounting
system (3D Business Tools, a full
object- oriented Tier 3 accounting
system with network) and software
22
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Institute Conference on May 31,SEC
Chief Accountant Lynn Turner said,
"I believe write -offs of inventory for
the purpose of later recognizing a
profit margin on the sale of that item
is contrary to GAAP, and anyone
involved risks dealing directly with
the Division of Enforcement as
opposed to the Division of Corporation Finance or the Office of the
Chief Accountant' Turner added,
"Some statements in some press
reports seem to imply that some
companies might be taking writedowns or write -offs of inventory now,
with the belief they may be able to
sell the same parts later on at a profit
margin. This is not what ARB 43
intended when it stated: `In applying
the rule, however, judgment must
always be exercised and no loss shall
be recognized unless the evidence
indicates clearly that a loss has been
sustained:"
Here is what Turner said the SEC
staff will be using a microscope on:
(1) What has been the status of the
items reported on slow- moving
items reports for the past three or
four quarters? (2) Have parts with
no sales in the past few quarters
been identified and properly
accounted for on a timely basis?
(3) Do inventory write -downs take
into consideration internal reports

for creating and editing XBRL taxonomies and instance documents.
Other products and services
include 3 -DBT Whole Business
Financial System, which is a real time continuous accounting system
designed to provide financial and
operating managers with a comprehensive integrated systems approach
to management. The software integrates accounting, economics, financial planning, reporting, and com-

from marketing and sales with
respect to forecasted sales?(4)What
information has been obtained or is
available regarding inventory levels
at customers or in the distribution
channel? (5) Have these sales reports
been consistent with what has been
reported to analysts and investors?
(6) When and how does the company plan on disposing of parts that
have been completely written -off or
are considered to be obsolete?
(7) When and what communications
have there been with suppliers
regarding reductions in orders?

Bill Cutting Corporate Fees
to SEC Passes House
A bill that reduces the fees corporations pay to the SEC for securities
registration and other services
passed the House by an overwhelming vote of 404-22 on June 14.Now
the House and Senate will reconcile
slightly different bills and send a
compromise version to President
George W. Bush for his signature.
Supporters of the Capital Markets
and Investor Fee Relief Act positioned
it as a $14 billion tax cut over 10
years. Assessed on stock transactions,
registration of securities, and other
actions, the individual fees are small
but take a major bite out of corporate
and investor profits over time. ■

munications in a turnkey system
capable of plugging into balanced
scorecard systems and business
transaction environments.
The company also has XBRL software tools, including a taxonomy
developer with Web distribution
capabilities and an XBRL instance
document creation and editing tool
for transforming financial documents
into XBRL format. You can find the
company at www.ibmatrix.com. ■

[ E T H I C S ] cont'd from p. 20

which are, to me, the most important

way, Freeh wins hands down. But be

rest. Ethics violations seem to come

part of what we do: core values of

careful. The real answer lies some-

as a package, and what starts as disre-

telling the truth, being honest,

where in between. Freeh may not

spect may end up as dishonesty or

respecting people's rights, being fair,

have had the support from the top to

worse.
Ethics may be necessary for suc-

having compassion, making sure that

create such wholesale change in a

we are reminded constantly ofour

management culture. Dunlap appar-

cess, but is it sufficient? FBI Director

humanity, but also of the power that

ently didn't have the strength from

Louis Freeh no doubt wishes it were.

we wield."

within to create change honestly.

His agency, hammered for a series of

There they are again, the "Big

Both qualities are important, but if

problems over the years, has been on

Five ": honesty, respect, fairness, com-

you want to pick a long -term winner,

the anvil again over failure to provide

passion, and (in the need to control

go with ethics.

all the documents in the Oklahoma

"the power that we wield ") responsi-

City bombing trial of Timothy

bility. At least in principle, Freeh is

characteristics permeate your organi-

McVeigh.

setting forth a clear standard of

zational culture? ■

Freeh, testifying before a House

ethics. It may not have permeated

committee, acknowledged problems

through the ranks. There may have

in the agency, which some have char-

been management problems, but at

acterized as a "cowboy culture" of

least the values were in place.

independent agents operating as

Evidently, that wasn't sufficient for

How many of the "Big Five" ethical

Rushworth M. Kidder is the president
ofThe Institute for Global Ethics.
Curtis C. Verschoor is the Ledger &
Quill Research Professor, School of
Accountancy, DePaul University,
Chicago, Ill. His email address is
cverscho@condor.depaul.edu.

though above the law. Freeh's

success. But it's a necessary begin-

response was typically forthright. "My

ning. So here's the question. Of these

main emphasis," he told the House

two leaders, who had the better for-

hearing, "has been on our core values,

mula for long -term success? Put that

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

ing in stories from deals he's been

comp il ed a compr eh en si ve

get in t he end. Manageme nt being

involved in, from Dan Gillis's buy-

appendix that has every bit of

on board is a key component to

out of the American division of Soft-

informati on you may ne ed. Fr om

the buyout, so use that leverage to

ware AG and Roger Ballou's acqui-

entire letters of intent and bank

ensure a good deal. ( "Part of the

sitions that led to Global Vacation

agreement letters to a directory of

reason it is so hard for managers to

Group to the buyout of a ceramics

private investment equity firms,

leap into a buyout is that they

company, one of Rickertsen's earli-

the a ppend ix i s a t remen dous

don't fully appreciate their consid-

er deals, which ended in bankrupt-

as se t for an y ma na ger r e ad y t o

erable leverage," Rickertsen says.)

cy court. This not only changes the

begin the process.

Managers who don't know the pro-

pace of the book, but the examples

cess ca n end up at the be ck and

provi de a management pers pec-

deal--along with what to look for

call of the buyout investor. As an

tive and the reactions of managers

and what to avoid— there's also a

equity investor, Rickertsen knows

to the buyout process. The author

lot of commonsense know -how that

all the "tricks of the trade" that the

also includes partial samples of

often makes or breaks a deal. And

buyout shop will try to use. It's like

some of the actual documents

it's the small things that make the

having a spy behind enemy lines.

involved in these buyouts and

difference. From "If you learn noth-

He reveals secrets, outlines the

describes the purpose and benefit

ing else from this book, credibility

deals in explicit detail, and guar-

of each clause.

is everything," and "this is an idea -

antees you won't go into this deal

The second method Rickertsen

Aside from the specifics of the

driven business," to "deal with the

uses to keep the book from getting

hard issues up front," Rickertsen

mired down in technical aspects

tells where each of these has

is also one its secret treasures.

worked against the buyout team

and warns when it can't be avoid-

Rather than include all the details

and where they have worked for

ed. He keeps the tone light by mix-

in the text itself, Rickertsen has

them. — Christopher Dowsett

blind.
Rickertsen tries to keep the material from getting too technical—
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Robert E. Bell, Jr.

Hickory Brands CEO
LeadsIMA
BY ROBERT F. RANDALL

'E. BELL, JR., CMA, CPA, has played many roles in
— Airborne Army Ranger, Vietnam vet, pilot, buyout
, IMA volunteer, and corporate controller and CEO—
and accumulated what he calls many "merit badges" along the way. Last June
at the IMA Annual Conference he was installed as president of the Institute of
z

(9

Management Accountants, a post that, based on past experience, he will carry
a
a
s
0
0

0
X
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out with skill and dedication.
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Bob Bell is chief executive officer of Hickory Brands,
Inc., Hickory, N.C. Its Ten Seconds athletic shoe cleaner
has over 70% market share in the sporting goods market.
Along with Griffin and Esquire Shoe Polish, Hickory
Brands features a number of other shoe accessory products including a national and international market of
shoelaces designed and manufactured in Hickory.
Ironically, considering his later career, he became
acquainted with the shoe polish world while he attended
the Citadel, from which he graduated in 1964. "I went to
the Citadel, which was a military college, graduated, and
10 days later reported for active duty at the U.S. Army
post in Ft. Polk, La. I went to Airborne school and then to
Ranger school, and upon graduation from Ranger school
I had orders to go to Vietnam. I got married and three
days later went to Vietnam."
Returning to the U.S., he enrolled in the University of
South Carolina, earning a master of accountancy degree.
His interest in accounting first surfaced at the Citadel,

The incentive to
undertake the buyout
he attributes in part to
the contacts he made as
a result of his IMA
membership.
where he found the accounting courses interesting. As he
relates, "I majored in business administration, which had
four core categories: accounting, production management, economics, and sales and marketing. So we had
sort of an MBA at the undergraduate level!

A Merit Badge Family
and his wife, Andrea, live in Hickory, N.C. In addition to his long service
with IMA, Bob has served as president of the Catawba Valley Executives
Club, the Catawba Valley Chapter of the North Carolina Association of
CPAs, and the Rotary Club of Lake Hickory.
"We're a merit badge family," he says, noting that his son Rob, who's
a police officer in Chapel Hill, was named a team leader of a SWAT
Im, and his daughter Ginger, a family nurse practitioner, has organized a
local nurse practitioner chapter in the Grand Strand area of South Carolina. Andrea, a graduate of Limestone College with a teacher's certificate and a minor in chemistry, owns a chain of car
washes. His daughter -in -law earned a master's in accountancy degree and the CMA and CPA certifications. "I bet
her $100 I'd pass the CFA [Chartered Financial Accountant certification] before she did. She passed it first. I paid
the $100."
One of his "merit badges" is a pilot's license, useful in flying his own plane to meetings. Last June, he flew into
a small airport in Morristown, N.J., to meet with the staff in Montvale about plans for the Annual Conference and
a

his term as president. Alluding to a recent conference of the World Future Society that he attended, he tells
a
m
z

a
a
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Strategic Finance, "All sorts of things are happening in education. We've got some of the most exciting times in
history just around the corner."
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Executive Committee — 2001 -2002
The Executive Committee of the Institute includes the
current president, president - elect, chair, immediate
former chair, and the executive director of the IMA.
President Robert E. Bell, Jr., CMA, CPA, is chief
executive officer of Hickory Brands, Hickory, N.C. He
will act as liaison to the Committee on Professional
Development, Institute of Certified Management
Accountants and the Budget Team.
President -elect Margaret D. Butler, CMA, CPA, is
former controller of Bostick Brothers, Inc., Douglasville, Ga. She will act as chair of the Strategic
Planning Committee and as liaison to the Committee

Executive Committee, 2000 -2001: from left to right,
David T. Schweitz, Executive Director; Robert E. Bell,
Jr., President; Frank C . Minter, Chair; Margaret D.
Butler, President - elect; C.S. "Bud" Kulesza, Immediate
Former Chair.

on Finance, Committee on Information Technology, and
the Budget Team.
Chair Frank C. Minter, CPA, is executive in residence, School of Business, Samford University, Birmingham,
Ala. He will act as liaison to the Committee on Academic Relations, Committee on Management Accounting and
Foundation for Accounting Research, and Committee on Financial Reporting.
Immediate Former Chair C.S. "Bud" Kulesza, CMA, CFM, is executive consultant to ITT Industries, White
Plains, N.Y. He will act as liaison to the Committee on Member Services and Committee on Students.
Executive Director David T. Schweitz will act as liaison to the Committee on Member Interest Groups, the
Budget Team, and Committee on Ethics.

to get it extended several times, and we closed it 10 days
after the crash of '87. If I hadn't come up with the money,
I would have lost my two years' salary —no question
about that. And I would have lost my job." The incentive
to undertake the buyout he attributes in part to the contacts he made as a result of his IMA membership. He
refers specifically to former IMA President Robert Liptak
and former council presidents Robert Horkey and Curtis
Easter, who also participated in buyouts.
Hickory Brands is a privately owned company with
Bob Bell as the majority owner. It started as the Hickory
Au gu st 2 0 0 1
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After discharge from the Army, Bob joined Arthur
Andersen & Co. (now Andersen) in 1967. This firm
helped to broaden his understanding of the concept of
outstanding client service within the accounting profession. When the opportunity to join Hickory Industries as
controller came, he moved to industry. Then the opportunity to buy the company arose in 1987. Bob Bell accepted that challenge, too, even though he had to make a
commitment of two years' salary, nonrefundable, to get
the right to make an offer.
President Bell explains, "So I made the offer, and I had
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Shoelace Company in 1923 and went through a name
change to Hickory Industries and then to Hickory Brands
to reflect the fact that it represents several different
brands. "We're a market follower behind Kiwi in the food
and drug and mass market side of our business," he says,
and we're the leader in sporting goods market'

MORETHANJUSTACCOUNTANTS
As IMA president, he says he will represent the members,
particularly the volunteers. Illustrating the impact of the
Institute on members' lives, he cites a recent incident.
"The IMA will change your life. I saw a guy stand up
before an IMA council, and it was obvious that year in
the IMA had great meaning to him. He felt very warm

"IMA forced me to look
at things from a different vantage point...
IMA forces people to
look outside of their
zones of comfort for
new ideas."
toward the people in the audience. He felt like he had
received a lot in service; he was a different person than he
was before that service. I feel that same way."
He joined IMA in 1973,affiliating with the Catawba
Valley Chapter. He served as national director twice and
as a member of the Marketing, Membership, Member
Interest Groups committees, chair of the Academic
Relations Committee, and area vice president. "We've
met some very interesting people, and I couldn't always
afford to go to national conferences," he reminisces.
"Coming from a small company, you're always acutely
aware of how much we were spending on conferences. I
was very careful as guardian of my company's assets that
the company had a positive return on educational
investments.'
The Carolinas Council started holding conferences in
Myrtle Beach. "So it forced me to take a vacation in Myrtle
28
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Beach, which led to my becoming interested in beach condos. Ernie Huband, a former IMA president, taught me
how to purchase and rent condos. So the IMA led me into
some ideas of real estate, some ideas of role modeling:'
IMA "forced me to look at things from a different vantage point." For example, he alludes to a diversity session
sponsored by the Institute. "My company would not be
able to afford that level of training, but, here again, IMA
forces people to look outside of their zones of comfort
for new ideas.
"IMA is something members should plan on enjoying,"
he says. "And if they enjoy it, it's just like a great meal. It's
to be enjoyed. Through IMA you learn how to organize,
you learn how to run meetings, you learn how to bring
them in on time, you learn how to introduce speakers,
you learn how to run hospitality meetings. You learn
about all of these things:'
IMA certification is a major benefit of membership, he
believes. "I felt like the CPA certificate was the right thing
at that time' So when he joined Hickory, "I felt like I'd
gotten out of public accounting and was in management
accounting; therefore a management accounting certification would be of benefit to me. I think certification has
great appeal all over the world."
President Bell sees his task in his term of office as helping the Institute redefine itself. Current and potential
members today are more than just accountants, he insists.
Part of the problem is the traditional perception of the
accountant as a scribe. Pacioli, the father of accounting,
he reminds, was a Renaissance person competent in several other disiciplines. Management accountants today
operate proactively as financial managers and business
partners and even CEOs —as his own career illustrates.
IMAs niche, he believes, may be with companies that
recognize the value of knowledge. IMA must then provide education that is relevant to today's knowledge
worker.
There continue to be educational opportunities for
IMA in the business world, he insists. Paperless accounting is one, but "no one knows how to do paperless
accounting that meet all regulatory laws:'
"Another area we need to work on is security." He predicts, "We're going to have some big frauds in the future
because of these electronic systems!
During 2001 -02 you can be sure that, as president, Bob
Bell will be flying to meetings and talking about the value
of education and certification to IMA members. When all
is said and done, he knows they are a sound measure of
success. ■
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RECAPPING PART 1:

quacy of the controls we

When the Department of

have in place? We would

Energy (DOE) wanted

create our own model.

assurances that Sandia

Along with the manager of

National Laboratories'

internal audit, we started

(SNL's) control environment

brainstorming and came up

was healthy, we wanted to provide information that

with a fresh approach to reviewing controls. We adapted

would be useful to the DOE as well as our process man-

a Committee of Sponsoring Organizations (COSO)

agers and staff. A typical audit wasn't the answer. Our

framework model to our needs — Sandia already used

interdependent control environment is broader, deeper,

this in its Financial Stewardship Plan (FSP) —and used

and more complex than traditional audit treatment con-

the Control Self- Assessment (CSA) methodology as well.

0

veys, so we were left to adapt existing models and

The Institute of Internal Auditors defines the COSO

0
a
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resources to meet our needs for our Internal Control

framework model as "a systematic step -by -step method

Review (ICR) project. So how would we assess the ade-

of analyzing and addressing the adequacy of controls in
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multiple dimensions of the business.' Ultimately our
approach was shaped from existing thinking and current
professional practices. Combined with recent influential
models within our company, such as DOE's FSP and
Lockheed - Martin Company's CAMP (Corporate Assessment and Monitoring Process), we developed a structured view of Sandia's management model, "line of sight,"
from high -level objectives to the lowest level of subprocess. (Sandia National Laboratories uses a management concept called "line of sight" to express the
relationship between an employee's job assignment and
the mission of the Lab.)
Our ICR project featured four phases: distributing a
questionnaire and holding meetings to garner input on
an objectives statement; writing an objectives statement;
reviewing the controls; then reporting the results and discussing them with management. It's now time to examine
our two- tiered ICR model, our report to management,
and lessons we learned along the way.

TWOTIERS
Controls exist to help a company meet its objectives.
That's why we first focused on objectives, which came
from three sources: the SNL /DOE objective from the
facilitated workshops (see "Objectives Lay the Foundation," p. 33), the Financial Stewardship Plan objective,
and management's objective for each process. For example, the objective for Cost Accounting would be to ensure
that all costs are properly classified as direct or indirect
costs, appropriately charged to direct projects or indirect
cost pools, and then allocated to direct projects using an
appropriate overhead cost allocation methodology,
including the appropriate allocation base. For every
department, we supported the objectives by identifying
the key statutory and business risks associated with each
process. Then we identified organizational control, i.e.,
management and related categories, number of staff in
each area, and their primary responsibilities. Next came
identification of the critical operating systems supporting
the department.
Our model featured two tiers. The first tier reviewed
controls at the department level, and the second then
identified controls at the process level and related them to
a process objective and transaction control objectives.
This approach gave us the flexibility to develop an
overview of a department and then look more deeply at
processes. The model included financial process controls
and excluded nonfinancial processes.
Here's how the first tier worked. To provide a view of
30
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the controls over the financial process, we needed to
establish a list of general controls that are pervasive
throughout each finance department. For example, we
found that budgetary, processing, reconciliation, documentation, segregation of duties, safeguarding of assets,
reporting, and metrics controls are common among the
departments. As we went through this exercise, we noted
segregation of duties between departments as well as
within a department. In payroll, for example, timekeeping
is electronic; human resources handles employment matters; payroll performs the record keeping and processing;
and treasury manages disbursements. We then outlined
the major processes within the department and included
sources of inputs and the destination of outputs.
The second tier focused on the major processes, such
as payroll processing. We included the purpose of each
process and the types of documentation that detailed
each process. We listed key preventive and detective controls and associated them with seven transaction control
objectives: accuracy, completeness, timeliness, classification, posting and summarization, segregation of duties,
and safeguarding of assets. If specific metrics were a part
of the process, we included them as well. Finally, we listed
key subprocesses along with more specific inputs and
outputs from the processes. We did this for every process
identified in the first tier.
Of course we needed support, so we established a staff
liaison at the department level who provided us documentation for all functions in the department. We couldn't have done it without these individuals. Where we
didn't have sufficient documentation, we conducted
interviews to get the appropriate information, and the
department liaison then reviewed and approved the content gleaned from the interviews.
We were able to validate what we were finding,
improve our understanding of the completeness of our
view, work with the liaisons and other staff to verify our
data, and get feedback as to whether or not what we were
producing was of value. The responses indicated our
work was on the right track.
An example of the format we used is shown in
Figure 1. This one is for budgeting. An additional example, accounts payable, is in the Web version at
www.strategicfinancemag_com.
This two- tiered approach wasn't always a straightforward process because Sandia National Laboratories' business operating environment is in a continuous state of
development: Changes come from the DOE, Congress,
and internal improvement initiatives. The company con-

Figurek B U D G E T
CONTROL

FORMULATION

EXAMPLE

FORMULATION

SNL /DOE Aligned Financial Objective Statement: Enable customer mission success through efficient and effective financial services
and (1) by a risk -based approach to achieve compliance with applicable laws, regulations, contractual requirements, and guidance;
(2) by the mitigation of the Laboratories' business and regulatory risk; (3) by maintaining operational integrity, accuracy, and timeliness of data and reporting; (4) by providing additional value -added financial services such as executing financial transactions and by
providing strategic business expertise.
FINANCIAL STEWARDSHIP PLAN
To provide reasonable assurance that programmatic and budgetary needs are properly computed, submitted in a timely and cost
effective manner, and independently validated with adequate safeguarding of records.
MANAGEMENT'S OBJECTIVES
To develop the external budget submission, based on the DOE Program guidance, and to submit 100% of budget documents on or
before the due date in the prescribed format while complying with formal written guidelines.
PROCESS OBJECTIVE
ALIGNMENT WITH DOE
RISK CRITERIA

Violation of Appropriations Law
Anti - deficiencies

Augmentation of Funds

ORGANIZATIONAL &
PROJECT CONTROL

Manager & Project Manager
Business Units (BUs)& Program Managers
Administrative Support

Staff
Staff matrixed to BUs

DELEGATED RESPONSIBILITY: ORGANIZATIONAL
ASSIGNMENTS

♦ Budget Analysts/ Financial Analysts
♦ Staff matrixed to BUs

• BU Program Managers (and their
delegates)
• BU Planning & Operations Offices
• Campaign Points of Contact

CRITICAL SYSTEMS

♦
♦
♦
♦

♦ Business Summary Reports
♦ Plant & capital equipment
♦ Field Work Package Tool

GENERALCONTROLS

♦ Web -based Financial Manual
♦ Web -based Financial TIP$ Sheets
♦ Web -based Work for Others Manual
♦ Budget Submission Process Project
including schedule of assignments,
budget analyst contacts, and due
dates for submission
♦ Internal Budget Call Letters
♦ B &R Control Numbers

INPUTS
• Process timelines, flowcharts, and
lessons learned from prior submissions
• Sponsor Guidance
• Indirect Rate Projections
• Construction Rate estimates
• Service Center rates
• Inflation index (tables)
♦ Project projections
♦ Infrastructure Council guidance

Financial System (Data Warehouse)
Internal Spend Plan
Business Objects
Management/ Financial Information
System

I

PROCESSES
• Supplementary Budget Materials
• Crosscuts
• Work for Others
♦ Indirect Sizing
♦ Overhead Cost Recovery Rates
Calculation
♦ Center Support
♦ Capital Projects (Equipment &
Construction)

• Project work breakdown structure
(project, task, subtasks; multiple
levels)
• Performance metrics to measure
submission performance
♦ FWP Tool Training
♦ New project authorizations (Program,
Project Manager, Budget Analyst)
♦ Annual Appraisal Process
♦ Program Manager's review and
approval
♦ Sandia Business School Training
OUTPUTS
♦ Various cost schedules
♦ Project Life -Cycle Plans
♦ Activity Data Sheets (ADS)
♦ Field Work Proposals (FWP)
♦ Miscellaneous schedules
♦ Electronic Databases
♦ WFO Proposals
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Figure1continued: B U D G E T

FORMULATION

EXAMPLE

PROGRAM XYt
PURPOSE: To develop the Program XYZ budget submission, based on the appropriate guidance.
PROCESS
• Financial Processes
• Supporting Worksheets
• Schedule of Assignments

DOCUMENTATION

BUDGETARY CONTROLS

KEY CONTROLS

CONTROL OBJECTIVES

♦ Budget call letter and guidance

♦ To provide appropriate guidance for
budget preparation

♦ Leadership Team (recommends
program direction, develops internal
targets, and discusses operational
issues)

♦ To meet project manager objectives
♦ To meet program manager objectives

• Budget Review (budget issue
discussions at executive level)
• Project Manager discussion
• Program Director project and funding
review and approval
• CFO staff checks and balances

♦ To control for completeness, accuracy
and timing

• Submit 100% of budget documents
on or before the due date in the
prescribed format while complying
with formal written guidelines
• Number of hours expended on
budget submission

PERFORMANCE
MEASURE
(IF APPLICABLE)

INPUTS

PROCESSES

OUTPUTS

♦ Budget dollar targets
♦ Projected indirect rates
♦ Budget call to establish escalation
rates
♦ Budget guidance setting forth
schedule requirements and due dates
• Established fiscal year cost and FTE
baseline for internal programs
• Project descriptions

♦ Prepare budget schedules
♦ Formulate internal program targets
♦ Formulate internal over- targetss
♦ Deveop bottoms -up project level
targets
♦ BU staff checks that figures roll up to
Program Director's targets
♦ Finalize budget submission

♦ Budget submission schedules
♦ Site plan
♦ Project data sheets
♦ Validation report
♦ Survey results and lessons learned
♦ Updated process timelines and
flowcharts for subsequent submission

tinually faces new challenges. When we embarked on the

under development but not yet mature enough to with-

ICR project, we knew we'd encounter processes undergo-

stand scrutiny, so we didn't perform a review. Instead, we

ing change, especially as a result of implementing an

summarized the existing scenario because the current

Oracle-integrated financial system, so we decided to

state of the controls was what we needed to capture.

accept the process definition with control identification
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based on existing controls. This was done with the under-

PERFORMANCEMETRICSANDGAPANALYSIS

standing that what we documented today might be differ-

As the review progressed, we identified metrics and

ent tomorrow. In some circumstances, documentation was

aligned them with the processes. We conducted a gap
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analysis to illuminate where there were metrics and to
enable an examination into opportunities for improvement. We compared metrics identified during the review
with the metrics currently included in the annual DOE
appraisal based on the requirements in the FSP. When set
in this light, metrics can be tempered to validate the existence and effectiveness of controls. As a result of the gap
analysis, we decided we needed a separate team effort to
design new or strengthen current metrics. For example, a
current metric describes the number of general ledger
account reconciliations completed on time each month,
but a more stringent test is whether reconciling items
identified in the reconciliation are being cleared in a
timely manner.
Since we completed the review, SNL has implemented a
proactive metric: continuous monitoring where monthly
tests for each process are performed by randomly sampling
10 transactions. With this approach, deviations or errors
can be investigated and solutions developed and applied.

REPORTINGONFINANCIALCONTROLS
Our report for management consisted of two parts. The
first part contained a summary of our results in each of
the financial areas and also featured an overall graphic
summary reporting each core financial process in an
adapted COSO framework model (see Figure 2). With a
short list of three symbols —a blue triangle for controls
identified, a half -filled red circle for opportunities for
improvement, and a red circle for the absence of
controls —the design summarized the results of control
identification in the framework categories. For example, a
blue triangle, indicating the presence of performance
metrics, was marked in the Accounts Payable function
within the Monitoring category, and a half -filled red circle, indicating an opportunity for improvement in Policies and Procedures, was marked in the Budget Execution
function within the Control Activity category.
The second part presented actual results from the different areas, which showed that Sandia's financial organization maintains a strong system of internal controls,
consistent with the thinking of the Treadway Commission and the Committee of Sponsoring Organizations on
internal controls. Based on the completed effort, we were
able to draw some conclusions on the state of these financial controls:
♦ Adequate and even strong controls exist in most of the
functional areas.
♦ Opportunities to improve internal controls exist for
some processes within several functional areas.

♦ While some good documentation — including policies,
procedures, and other information — exists, there are
opportunities for improvement in some areas, too. The
lack of documentation may be explained by the fact that
many processes in the Oracle environment were undergoing change, and documentation of these processes, as well
as complete understanding of them, hasn't kept pace with
rapid system deployment.
♦ Although performance metrics were identified, there
are opportunities for improvement in establishing meaningful performance metrics for some processes in most
functional areas.
♦ While the ICR primarily focused on identification and
documentation of hard controls, some attention was paid
to the area of soft controls. Hard and soft controls are
interrelated, and, where one fails, the other may function
to preserve the control environment, so it makes sense to
focus on strengthening soft controls.
Au g us t 2 0 0 1
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Figure2: I N T E R N A L C O N T R O L R E V I E W
SUM MAR Y OF C O N T R O L I D E N T I F I C A T I O N
CORE FINANCIAL PROCESS
COSOFrameworkElements

AP

AR

BF

BE

CA

CM

ALR

PR

Ongoing monitoring activities
Separate evaluations
Reporting processes
Metrics
Information
Communication
Authorizations
Forms
Segregation of duties
Staff reviews
Management reviews & approvals
Account Reconciliations
Policies & procedures (flowcharts, desk
procedures, home pages)

RISK ASSESSMENT
Risk assessment
Objectives

CONTROL
Integrity & ethical values
Management's philosophy &
operating style
Organizational structure
Assignment of authority & responsibility

FINANCIAL PROCESSES

LEGEND:

AP AccountsPayable

A Controls identified —Using the COSO framework for hard
and soft controls, controls were identified in the individual
financial processes. The ICR has focused on control identification rather than evaluation of control risk. This will be
performed during the individual audits.
O Opportunity for improvement —The ICR identified some

AR
BF

Accounts Receivable
Budget Formulation

BE

BudgetExecution

CA

Cost Accounting

CM

CashManagement

control deficiencies and opportunities for improvement in

ALR Assets, Other Liabilities, External

PR Payroll
34
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the individual financial processes.
•

Reporting

No controls identified —No controls were identified during

the ICR.
August

2001

Sandia National Laboratories is a multi - program laboratory operated by Sandia Corporation, a Lockheed- Martin Company, for the United States Department of Energy under Contract DE- AC04- 94AL85000.

We've emphasized documentation as part of our
lessons learned for an important reason: As a prudent
business practice, quality documentation is a critical success factor to a company's processes. It ensures the quality
of work and the integrity of financial data because, once
documented, a process becomes an intelligent management tool for the control of assignments, process tasks,
and the procedural steps. Generally speaking, in areas
where documentation could be strengthened, some inefficiency and ineffectiveness could be present. While neither
inefficiency nor ineffectiveness can be eliminated by the
presence of desk instructions, you can better understand
the control environment and more easily implement
process improvements when business processes are documented and related to objectives. Documentation tangibly communicates control by:
♦ Aligning the task being performed with mission and
policy.
• Defining the boundaries of the business process.
• Stating the expectations that a manager has of the
individual performing the task.
• Enabling individual performance measurement.
• Providing a training tool for new or rotating
employees.
• Allowing for work results to be better understood.
• Enabling process improvements.
• Facilitating systems upgrades or changes.
• Assigning appropriate controls to achieve management's objectives.
We learned that effective controls are in place to adequately manage risk and support the accomplishment of
business objectives at Sandia National Laboratories.
Many other lessons we already knew, but we were
reminded of their value during our project and provide
them here as guideposts.
♦ Ensure management supports the project.
♦ Don't underestimate the planning phase.
♦ Ensure a common understanding of the COSO definition and nature of internal controls at all participation
levels, especially during early phases of the review.
♦ Use skilled and knowledgeable resources to complete a
labor- intensive review of controls.
♦ Avoid subordinating work product to project time
constraints.

♦ Where possible, adapt existing business models and
resources to meet your needs.
• Consider the range of professional influences, organizational knowledge, and individual skills already
present in your organization as invaluable resources.
• Maintain flexibility because some processes are task
and time driven and have clear controls, while others
are more consultative or specialized and can be challenging to describe.
Beyond the lessons, remember an ICR can be managed
like any other project, requiring a commitment of time
and resources. Also, numerous factors impact an endeavor such as this. Companies are complex. Business environments are local and global. Objectives differ. Cultures
range from bureaucratic to self - directed work teams.
Employees and management rotate endlessly. Mergers
and acquisitions are common events. The factors go on.
WHAT'S NEXT?
Overall, indications are that our Internal Control Review
continues to advance the understanding of financial controls at Sandia National Laboratories and will be useful as
both a reference and planning tool by financial and audit
functions in the future. The ICR essentially is a living
document. One of the major accomplishments to come
out of the review was a significant improvement in performance metrics. Right now, some processes are already
employing newly designed metrics tied to controls, and
Sandia will soon go through another reporting cycle with
the DOE with a fresh and improved understanding of
controls. With the ICR as a foundation and with good
management and monitoring techniques added to it, our
controls will only become more effective. ■
Michael A. Sides, CMA, CPA, CIA, is a business systems
analyst at Sandia National Laboratories. He has seven years
ofexperience at Sandia in financial systems design,
auditing, and general accounting. You can reach him at
(505) 845 -7913 and masides @sandiigg
Charles B. Grosso is an internal auditor at Sandia. He has
24 years ofexperience in budgeting, accounting, financial

policy, cost accounting standards, and auditing. You can
reach him at(505) 844 -3950 and cbgross @sandia.gov.
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A NEW ROLE FOR FINANCE
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Continuous advancement in technology has led to quantum gains
in the accessibility and communication of information, defining
the beginning of a new age —the Information Age. Information
technology and system advancements have enabled businesses to
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achieve globalization goals, forge new alliances, and accelerate
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new - product development, resulting in the most robust economic
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The architect role will require the finance function to
be the champion for change, the conscience of the enterprise, and the counterbalance to cynicism within the
management ranks. For finance to be able to function as
the architect, three broad activities within an organization— development, manufacturing, and selling —need to
be built as separate business units rather than being bundled into one, as has been the case in the past 30 years.
Enterprise resource planning (ERP) systems, the foundation of the Information Age, are the tools that make it all
possible. Here's how you can help your company compete
in this new climate.

MERGERMANIAISN'TENOUGH
The previous age, the Industrial Age, effectively came to
an end when increasing market share via merger or
gaining economies of scale through vertical integration
was no longer an effective strategy to improve a company's economic value. Merger mania continues at an
unprecedented rate because companies must sustain
growth potential in order to attract or maintain the
support of the investment community. The expiration of
pooling -of- interests accounting has created an immediate
need for companies to formulate acquisition strategies.

But Wall Street doesn't always agree that bigger is better. Mergers driven to increase market share within an
industry segment or to build service scale without identifiable synergies and savings have mostly resulted in lower
share values.
Competing in the Information Age will require companies to reexamine what drives their business. Corporations must focus their processes and priorities to deliver
the most economic value as they strive to sustain the
growth in share prices of the past five years. As this new
era begins, there's a critical need for leadership within
management to align the strategy, organization, business
processes, and investment priorities in order to grow the
enterprise in scale and market domination while delivering increased economic value to the shareholders.
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FINANCE'SEVOLVINGROLE
The new millennium hasn't been a time of celebration for
many companies and their investors. Procter and Gamble
(P&G) shareholders lost nearly 50% of their share price
and market capitalization in January 2000 when management confessed that earnings projections had been significantly overstated. Suddenly, being the most prestigious
consumer products company in command of the most
retail shelf space no longer guaranteed investors had confidence that P&G could sustain economic growth and
create new value. Senior management had relied on pacifying Wall Street with inflated promise for growth until
they could find a solution. The result? Wall Street was
outraged. Investors and employees felt betrayed. The
CEO resigned in shame.
Procter and Gamble provides an excellent example of
what results when a corporate vessel operates without a
sound rudder to steer a straight course. It's clear that the
finance function must take an unprecedented leadership
role in managing the enterprise toward economic targets
during the Information Age where investors are well
informed and react quickly and openly when they sense
trouble. To do so, the traditional focus on control and
compliance activities must be replaced by strategic, economic, tactical, and performance measurement leadership. The finance function has an unprecedented
opportunity to raise its contribution to a company's success by claiming the role of architect of the enterprise in
the Information Age.
Why finance? Finance has the highest level of access to
information, strategy, economic targets, and internal
process activities. Finance speaks the language of business
and should be the voice of economic leadership and
influence to the enterprise. T o be the architect of the
enterprise, passive conservatism must be replaced by an
assertive attitude that presents finance as the champion
for change, the conscience of the enterprise, and the
counterbalance to cynicism. For a quick look at what it
takes for finance to become the architect, see Table 1.

CHAMPIONFORCHANGE
The finance function should be the strongest ally of the
organization's tactical execution plans and its biggest critic when necessary to keep the ship on course. As the
champion for change, finance challenges the status quo to
find new approaches and innovative ways of working.
Finance colleagues should assert themselves as leaders to
propose process change that will deliver economic
growth, support entrepreneurial ventures, and prioritize

funding for value -added out -of -plan activities.
Finance supplements the champion- for - change attitude with activities that promote and enable new ways of
working. So what can you do as the champion for
change? Propose product portfolio changes. Realign the
organization into autonomous business units in order to
increase ownership for delivering corporate- driven economic goals. Lead strategic business planning activities.
Manage cash effectively. Improve tax strategy. Finance is
the function that should seize the role of organization
field marshal who drives the focus toward economic
growth.

CONSCIENCEOFTHEENTERPRISE
Finance also is the fiduciary officer and conscience of the
investor within an enterprise. Being the conscience of the

investors is critical, especially since Wall Street will punish
a corporation for missing an earnings projection by as
littleas one cent per share.
While fulfilling the fiduciary responsibility of safeguarding the assets of the corporation and interests of the
shareholder, finance should provide funding and engender support for the projects and activities prescribed to
execute management's tactical plans. But finance also has
the responsibility to be vocal and unyielding, even if it's
unpopular, when a proposal or action endangers the
integrity, reputation, or assets of the enterprise.
Performance metrics and performance enhancement
programs play a key role in gauging progress and identifying opportunities for improvement to deliver economic
targets. These metrics, such as balanced scorecard programs, should be mandatory for each business process
and for each major activity within the process. Each
major driver for a business activity should have an owner,
a strategic improvement goal, and a measurement program that can quantify the incremental value of change
from the current position to the strategic target.
Investments can then be prioritized and resources
deployed according to the economic value that can be
realized through achieving the strategic improvement goal
in total or incrementally. Companies most often talk
about the lost opportunity that will result from a delay in
product launches or technology implementation. Have
you ever focused your energy on the potential incremental
opportunity from launching a product or implementing
technology ahead of schedule? For example, a product line
extension is forecast to add $250 million in revenue.
Think about the incremental possibilities associated with
improving the launch date: Each day you reach the market
ahead of schedule is worth $685,000; each week is worth
$4,795,000; each month, $20,548,000! Finance should be
the catalyst that promotes possibility thinking around the
major initiatives within the business plan.

COUNTERBALANCETOCYNICISM
Sound strategic planning and tactical execution are
required for a company to perform successfully. Complement this with superior talent structured in an educated
and empowered environment. But to reach new levels of
performance, you need an additional catalyst. That catalyst is possibility thinking. The Information Age will
require an environment that thrives on possibility thinking supported by a senior management team capable of
effective strategic planning and business processes capable of commercializing products and servicing the marAu g u s t 2 0 0 1
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kets. Unfortunately, there's always a cynical element
somewhere in the management ranks.
This element stifles open dialogue and suppresses creativity through restrictive behavior such as withholding
funding and blocking deployment of resources. It also
limits support by delaying project approval or dwelling
on what might go wrong instead of offering suggestions,
support, and empowerment to make things go right.
To counterbalance cynicism, finance should be a source
of courage and a voice of support. That's possibility
thinking supported by judicious actions. This means designating entrepreneurial funding within high levels of the
organization to enable risk taking and the pursuit of
breakthrough concepts. Finance should also find ways to
enable an idea or project to progress —not erect nonvalue -added hurdles and bureaucracy that must be overcome in order to gain approval.

THREEFUNDAMENTALACTIVITIES
Businesses usually engage in three broad activities: development, manufacturing, and selling. During the past 30
years, large corporations bundled and managed these
activities as one business unit in an effort to standardize
practices, reduce hand -offs, and manage the business as
one organization. Conventional wisdom was that managing the enterprise as a single business unit was efficient
and provided the greatest control over the underlying
processes. This thinking has now been challenged.
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During the popular reengineering craze of the last
decade, management began to see how the economics of
these activities conflicted. Bundling and managing the
three fundamental business activities as one process
inevitably forces management to make decisions that
compromise the ability of each activity to maximize performance. The result: Trade -offs and compromises for
investment and resource allocations have to be made.
Technology investments made in the absence of a longterm business and economic vision can leave a segment
of the company over - capitalized and committed to an
inflexible or less competitive capacity structure. This creates a need to funnel additional funds into the same business unit in order to regain a competitive position,
resulting in a higher overhead base to absorb while denying other segments of needed investment.
A temporary period of high business performance and
prosperity takes place because the company outperforms
its competition by leveraging the scale and strength of one
fundamental activity. But what follows is a period of excessive investment, redesign, and lagging performance as the
company can no longer sustain or fuel economic growth
because it has compromised the other two activities.
The diverse roles and scope of each activity can't be
optimized simultaneously. They're just too different. And
the focus, success factors, and techniques to grow the
business are different for each activity. So are the necessary skills and missions. (Table 2 highlights some of the

differences.) The solution: Manage the enterprise as three
distinct activities or business units to optimize the particular activity each performs. This creates specialist operations within a larger framework that can lead to
enormous advantages over integrated companies.
To gain this advantage, large companies must rethink
their traditional roles and identities, challenge their organizational assumptions, and, in many ways, fundamentally
change the way they operate and manage the business.
General Electric has become the benchmark company for
carving the largest business enterprise into autonomous
operating units driven by corporate objectives. Quality
standards, supply chain excellence, and value added to the
customer drive smaller business units within the giant
parent to deliver economic growth targets. Another example is 3M, who manages the complexity associated with
SKUs that number in the tens of thousands to deliver consistent revenue and profit growth. It would be far easier to
sell fewer and higher - priced units, but 3M thrives on
bringing innovative solutions to a broad base of the population in a cost- and delivery - efficient manner.
Finance should lead the effort to align the strategic
plan with the new operating model, change the organization structure, build the information systems and infrastructure, and develop the reporting and measures
required to enable the enterprise to operate as smaller,
independent business units.

Internally, finance is the field marshal function that
must be prepared to challenge the existing paradigms by
providing insight and leadership in a courageous way.
Finance should lead the formation of temporary SWAT
teams to address key business initiatives with power and
velocity. Externally, the investment community will
expect finance to translate the impact of the business
strategy in terms of economic return. Finance is also the
gatekeeper for investment priorities and resource deployment to assure that tactical execution plans of the business units support the overall mission and economic
targets of the enterprise. Finance has the business skills,
position in the organization and information availability
to link economic growth needs, strategic planning, tactical execution, investment deployment, and performance
measurement.

THEROLEOFERPSYSTEMS

Information technology, primarily in the form of enterprise resource planning systems, provides companies with
the ability to operate, manage, and measure the three
fundamental business activities as individual entities.
Leveraging information technology and systems enables
business units to overlap, share information effectively,
communicate with corporate functions, forge new
alliances, and develop new products. (Figure I illustrates
where these three activities overlap and interconnect
enabling processes.)
Thanks to ERP systems, operational data is
Fursk The Three Fundamental Activities of Business
no
longer a tangled mass that requires a team
with Examples of Overlapping and Interconnecting
of accountants several days to interpret and
Enabling Processes
transform into operationally useful information. Now data comes out of the integrated
TechnologyandProcessDevelopment
ProductDevelopmentandCommercialization
information system on a real -time basis in a
meaningful format that's transparent across
the organization to employees in development, manufacturing, selling, or any other
business unit or area.
ERP systems integrate the impact of a
transaction in a real -time processing environment across all systems in the business
process and allow access to the information
Go-to-Mar
at any time during the operating cycle. Shop floor employees can access real -time information, pull the data into Excel spreadsheets,
hain
Pr
make decisions, and take action. Since data is
R&C
ier
instantly available across the organization,
Re!
the result is a new way of doing business, one
that provides an opportunity to focus
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Flare 2:Activities and Resource Focus of the Finance Function
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resources and leverage information in more powerful
ways. Shop -floor work teams can be empowered and
influence the performance of their area via "what -if" programs that accurately predict the outcome of resource
utilization. Given the input of machine speeds, headcount
assignment, scrap factors, quality measures and machine
up -time, work teams can identify bottlenecks, deploy specialists and solve problems in a real -time environment.

ATRANSITIONINTHEBALANCEOFACTIVITIES
Because of the ERP processing engine, finance can refocus
its activities from compliance and control issues to
directing the enterprise to deliver economic growth. (See
Figure 2.) Before ERP systems, the traditional breakdown
of activities was centered on transaction processing and
internal control. Finance traditionally spent 90% of its
time on control, reporting, and transaction processing,
but fully utilizing information technology means these
activities take up only 55% of the function's time. The
other 45% can be used to pursue activities that help grow
the company, such as developing performance measurement reporting, leading tactical business teams, and
training colleagues at all levels about how their activity is
linked to the economic drivers of the enterprise. Let's take
a closer look at where ERP systems save time for finance
professionals.
The traditional operating environment called for the
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finance function to spend 30% of its time controlling the
integrity of data by auditing the paper trail of transactions and ensuring proper segregation of duties. Not so
with ERP systems. They ensure control through processing disciplines inherent in the system, through the way
the data integration tables are configured, and from security profiles established for each user. The amount of
human intervention necessary to ensure traditional controls can be cut in half —from 30% to 15 %.
In addition, transaction processing once consumed
40% of finance's time, but ERP cuts that down to 20 %.
The traditional operating environment was built on a
platform of legacy systems that could deliver information
only on an historical basis. Data was the result of processing transactions in a daily batch environment to be analyzed offline after the end of the operating cycle. ERP has
dramatically improved information processing, as well as
data availability and communication, now that data is
processed and integrated in real time. ERP systems also
enable transaction processing to be accomplished with a
fraction of the headcount compared to batch systems.
Reporting still receives the same percentage of finance's
time, but it has a completely different focus. Instead of
reconciling stale information, finance can use the system
to generate new types of reports, educate colleagues at all
levels of the organization, and design reports that provide
insight to help the operations create results.

AREALITYCHECK
The last century ended with a decade of unprecedented
growth in market share for companies and personal
wealth for investors. Companies born through the dawning of the Information Age and companies that successfully leveraged information technology to fuel growth
rocketed the stock markets to previously incomprehensible highs.
Most Internet and dot -com stocks were first thought to
be a phenomenon. That's because their existence and performance are counter to the paradigms and operating
methodologies that were ingrained in business during the
Industrial Age. Share values for these companies were
established on potential revenue and profit growth, not
demonstrated performance.
Now there's been a thunderous reality check. The list of
successful companies started by entrepreneurs during the
past five years is in steady decline. Talent from the top tier business schools no longer forego traditional companies to head for the Internet frontier, as the incredible
85% growth in the value of the NASDAQ during 1999
was entirely erased in 2000 with continued decline in
2001. Many of the companies that fueled this a -based
gold rush are history. Headlines frequently ask, "How low
can the NASDAQ go ?"
Wall Street has spoken. Growth in share price will be
determined by a company's ability to articulate a business
strategy that adds economic value via revenue and profit
growth from an existing product portfolio and a new
product pipeline while executing an investment and
acquisition platform that creates opportunities superior
to the competition. The finance function has an unprecedented opportunity to raise its contribution by claiming
the role of architect of the enterprise and providing organization, investment, and tactical leadership that will
guide a company to maximize its economic growth
potential. ■
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ysome accounts, the volume of Internet commerce is expected to reach $327 billion
in the next five years. Due to the sudden explosion of e- commerce, debates are raging
as to whether and how Internet commerce should be taxed.
The stakes could be enormous. A report to Congress by the Advisory Commission on Electronic Commerce says that if Internet commerce is exempt from sales tax, state and local governments could lose $3.5 billion dollars by 2003. Other estimates predict $8 billion a year in lost
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revenue by 2004. Though this accounts for only 2% of total sales tax proceeds, The National Tax
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Journal reports it could reach 10% by 2007. As a result, some experts warn that state and local

0

governments might be forced to reduce spending on social services and education and then raise
property taxes to make up the loss.
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The hard questions include not just whether a -commerce vendors should pay sales tax —but who should collect it? In principle, the old rule of "nexus" applies. If the
seller has a store in the state where the buyer lives, the
seller must collect sales tax. But if the seller has no store
in the buyer's state, the buyer is responsible for paying
sales tax — called a "use tax" in this situation —to their
state and local governments.

TAX"FREE"
In 1992, the U.S. Supreme Court case Quill v. North
Dakota limited the states' right to collect sales tax from
mail order companies. The court ruled that as long as the
seller doesn't reside in the same state as the buyer, the
seller isn't required to collect sales tax.
The growth of the Internet and e- commerce intensified
the debate. The Internet crosses state boundaries, so state
and local governments have no jurisdiction. The seller is
a computer server and easily moved. It may have no legal
address, so its physical presence is elusive.
Meanwhile, the buyer's state government can't tax an
out -of -state seller. Grover Norquist, president of Americans for Tax Reform and former economist with the U.S.
Chamber of Commerce, notes that taxing out -of -state
sellers amounts to taxation without representation. "You
cannot allow Alabama politicians to impose taxes on
businesses in Maine and New Hampshire because there is
no limit to the abuses that can follow," he says. "They can
go kick your door in and levy sales taxes on things you
bought over the Internet."

Legally, Internet commerce is nottax free because buyers are supposed to pay the use tax. But it may as well be
tax free for all practical purposes because few if any buyers actually pay it. David McClure, president and CEO of
the U.S. Internet Industry Association, says states tried to
resolve this dilemma by imposing taxes of their own,
which often conflicted with each other.
In 1998, Congress tried to eliminate the contradictory
taxes by enacting the Internet Tax Freedom Act. The law
prohibits "taxes on Internet access... and multiple and
discriminatory taxes on Internet commerce" until
October 2001. The Act also formed an Advisory Commission on Electronic Commerce to make recommendations
to Congress.
The 19- member panel voted last year to propose that
Congress extend the moratorium on Internet taxation for
five more years. Congress hasn't yet done that. So, while
the Commission clarified some issues on e- commerce
taxation, it didn't solve the problem.
The Commission also discussed a full complement of
additional concerns:

Nvacy
In order to comply with tax remittance, consumers may
be asked to supply personal information, such as addresses and credit card numbers.

DoubleTaxation
Double taxation can occur in international transactions
when a country imposes sales tax on the seller while the
United States charges it to the buyer.

MultipleJurisdictions
There are 30,000 jurisdictions in the U.S.
It's almost impossible to comply with so
many different tax rates and laws.

Nue-AddedTax
The value -added tax, prevalent in Europe
and China, is a tax on goods for each
stage of processing. If an American buyer
purchases goods from these countries, the
previously paid tax should be deducted
from the buyer's sales tax. This tax credit
rests in the hands of A foreign seller and
requires a great deal of paperwork. In the
form of an Internet transaction, it's
almost an insurmountable task for the
U.S. buyer to find it out.
46

STRATEGIC FINANCE

I Au gu st

2001

There is also difficulty in collecting tariffs when products such as information
and software flow through the Internet
instead of through border checkpoints.

ALEVELPLAYINGFIELD
Taxation on Internet commerce involves
many parties: traditional retailers, a -commerce merchants, state and local governments, the federal government,
consumers, manufacturers, foreign sellers,
etc. Each group has its own interest and
viewpoint.
Many local governments and businesses argue that,
under equal protection of the law, all businesses should
collect sales tax, regardless of whether the store is located
on Main Street or online. Exempting e- commerce from
sales tax, they say, is equivalent to subsidizing it at the
expense of other merchants.
As Congressman Ernest Istook, a Republican from
Oklahoma, noted during the Commission's deliberations,
"Tax justice is not achieved by promoting injustice; tax
justice must be based on fairness."
There's also the issue of the "digital divide:' The
National Tax Journal reports that the average Internet
user has two more years of education and $22,000 more
family income than the average nonuser. If the group that
purchases merchandise over the Internet is exempt from
sales tax, it amounts to discrimination against those who
can't afford a computer or who don't know how to use
one. In other words, those who have no Internet access
will pay more sales tax than those who have, placing an
unfair burden on the disadvantaged.
But some e- commerce experts caution that because the
Internet is still in its infancy, taxation could jeopardize its
development. E- commerce has experienced healthy
growth so far, in part because of the lack of taxes, they
add, and since the e- business boom has helped fill state
coffers, taxing e- commerce may actually lower tax collections. Still others say that predictions of astronomical
e- commerce growth are exaggerated, as are concerns
about lost tax revenues.
They also question whether e- commerce really takes
business away from traditional retailers since many
bricks- and - mortar stores now engage in e- commerce. In
fact, many retailers are creating two separate corporations —one on Main Street and the other on the Internet.
Customers who visit retailers at their traditional stores
are met with signs encouraging them to visit the retailer's

website, which often doesn't collect sales tax. (This
bricks- and - clicks approach is legal when the online and
traditional arms of the same company are set up as separate entities.)

SOLUTIONSETS
The Internet Tax Freedom Act says any solution to the
e- commerce taxation problem must meet the following
five goals:
♦ The tax collecting procedure should be simplified so it
will reduce the aggregate administrative cost, and it
should pass on cost savings to the consumers.
♦ Internet commerce taxation should not impose additional tax on the taxpayers.
• If the sales tax is imposed on the seller, it shouldn't be
imposed on the buyer again.
• The tax system shouldn't require consumers to disclose personal information, such as addresses, credit
card numbers, or social security numbers.
♦ No one should be disadvantaged just because of the
advance in information technology.
As the debate continues, five possible solutions are
being discussed, none of which is perfect. See Table 1 for
a quick overview.

1.Seller-basedtax:
The seller would be forced to remit sales tax to the government of the state where it is based. As The New York
Times explained it last year, "Washington State would collect on every book sold by Amazon.com, based in Seattle,
not just those bought by Washington State residents."
This avoids the difficulty of identifying the buyer's
residing state and could protect consumer privacy. It levels the playing field and simplifies administration. For
this to be feasible, Congress must enact a law that grants
authority to state and local governments to collect sales
tax from sellers who reside in that state. But the seller
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could seek a tax haven by relocating to states where
there's no sales tax, such as Oregon, Delaware, New
Hampshire, Montana, and Alaska.

2Federalgovernmentastaxingauthority:
Another solution might be to require the seller to collect
a national sales tax. The federal government would then
allocate revenue to each state. This may simplify administrative chores, but opponents say it could seriously erode
state and local power, allowing the federal government to
interfere with local affairs.
"The issue is whether local government will be allowed
to function independently of the national government
and Congress," said Utah Governor Michael Leavitt, an
expert on state /federal relations' Blocking the states from
applying sales taxes to e- commerce is the most significant
issue of federalism since the Civil War," the Republican
governor added.
To make matters worse, if the sellers escape to a tax free foreign country, such as the Caribbean nations, no
sales tax could be collected at all.

3.Buyer-basedtaxwithsellerasthecollector.
The seller would collect sales tax and give it to the state
where the buyer lives. For this to work, Congress would
have to enact a new law that lets state and local governments collect sales tax from the seller no matter where
the seller resides.
But it can be difficult to identify where the buyer lives.
For example, a buyer in New Jersey downloads a book
from Amazon.com's server in Washington state and pays
with a Citibank Mastercard in New York. Amazon.com
sends a bill to Citibank in New York. How does
Amazon.com know the buyer is a New Jersey resident?
Further, Amazon.com as a seller may not be legally
allowed to ask for the buyer's residency because of
privacy protection.

4.Buyer-basedtax:
This is the current system. Unfortunately, most buyers
ignore their tax - paying duties and pay no use tax at all
for either mail order or e- commerce purchases. The cost
of enforcement may outweigh the benefit.

such as the poor, the old, and the uneducated. This
amounts to high -tech discrimination on the basis of "digital divide." Further, state and local governments, losing
huge sums of revenue, could reduce services to residents.
If cutbacks jeopardize education, it could wither the
development of information technology and backfire.
In examining possible solutions, it's easy to see why the
Advisory Commission on Electronic Commerce suggests
Congress extend the moratorium on the sales tax of
Internet commerce to 2006. Since e- commerce involves
many constituents and many conflicts, there's no easy
way to reconcile the issues. But Congress has to eventually settle the conflicts and enact a law.
Jim Butler, an attorney with Morris, Manning & Martin, LLP law firm in Atlanta, holds an optimistic view.
Butler helped draft the Internet Tax Freedom Act for its
sponsor, Sen. Ron Wyden (D.- Ore.). At its inception, he
says, there was a larger divide between traditional bricks and- mortar merchants and "virtual" online entities. But
times have changed. Most successful online merchants are
related to traditional bricks- and - mortar retailers with
nexus in almost every state in the nation. Wal -Mart, for
example, has Walmart.com, and Toys R Us has
Amazon.com.
"If you buy the theory that the winner in the business to- consumer space will be the bricks- and - clicks companies, it becomes much less of a problem," he states. The
key, he suggests, is attacking the "legal fiction" that online
retailers and their more traditional parent companies are
separate entities. So instead of Walmart.com only collecting tax in Arkansas, where it's based, it would collect and
remit sales tax everywhere there's a Wal -Mart store.
McClure would take it a step further. "I believe the
sales and use tax are obsolete for funding state services,"
he says. The sales tax system was developed 100 years ago,
he adds, when people shopped almost exclusively in their
own neighborhoods. His solution would be to abolish
sales tax entirely, but he knows it won't be easy.
"It's a very big battle," he sighs. ■
James G.S. Yang, CMA, CPA, M.Ph., is a professor of
accounting at Montclair State University, in Montclair, N.J.
You can reach him by phone, (973) 655 -7129;
fax, 973 - 655 -7968; or e-mail, vangg @mail.montclair.edu.

5.Notaxatall:
This approach could create unequal competition between
local merchants and Internet commerce since the former
must collect sales tax while the latter doesn't have to. It's
also unfair to those who don't have access to the Internet,
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Wing W. Poon, CPA, Ph.D., is an assistant professor of
accounting, also at Montclair State. You can reach him
by phone at (973) 655 -7454 or e-mail at
poonw@mail.montclair.edu.
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SOARING CHARGES
OF ACQUIRED IN- PROCESS
RESEARCH AND
DEVELOPMENT CALL FOR
BETTER ACCOUNTING AND
VALUTION METHODS.

system has remained virtually
for tangible assets. But today
the value of many firms is largely composed of intangible assets such as R &D,
intellectual assets, brand names, and services. This mismatch between today's
"high -tech economy" and a centuries -old accounting model has raised serious
questions about the quality of earnings. Former Securities & Exchange

i

Commission (SEC) Chairman Arthur Levitt lamented the "erosion in the
quality of earnings, and, therefore, the quality of financial reporting." The SEC

Z

n

has targeted overly aggressive earnings management, focusing on acquired

s

in- process research and development (IPR &D).
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Although accounting guidance on IPR &D has
remained unchanged since the early 1970s,the number
and magnitude of acquired IPR &D charges have skyrocketed recently. In 1998,acquired IPR &D charges of S &P
500 technology companies reached $11.1 billion, nearly
as much as the previous eight years combined. This was
due to soaring merger activity, technology firms rising to
nearly 20 % of the total stock market value, and escalating
R &D costs.
But the charges were also due to the immediate
expensing of IPR &D and the current methods of valuing
it. The models used for measuring the value of IPR &D
are inadequate and raise concern that charges are being
abused, are distorting earnings, and are making financial
statements misleading.
Some people are concerned that the SEC crackdown
on IPR &D valuations has the potential to slow the pace
of mergers and acquisitions significantly, hamper the formation of new companies, and decrease the value of a
company's stock. Financial managers on either side of the
debate will need a clear understanding of the issues when
evaluating potential acquisitions.

MAGICACCOUNTINGOFIPR&D
In- process research and development charges can stem
from R &D acquired singly, as part of a group of assets, or
in a business combination. These charges are often a significant portion of the value of a deal. For example, when
Adobe Systems acquired Ares Software in 1996, 95% of
the purchase price was written off as IPR &D.
Here's a scenario illustrating how such a large portion
of the purchase price can result from IPR &D:
A start -up biotech company's only tangible assets are
five computers with a fair market value of $4,000 each.
They develop a computer simulation that a medical device
maker wants to use. The computer simulation is not yet a
marketable product, nor is it likely the biotech company
can bring the simulation to market by themselves. The
medical device maker can use the simulation to complete
the design of a current product. How much would the
medical device maker pay for the start -up firm? Despite
the risk that this project may not yield a marketable product, the medical device maker is willing to pay $1 million
because time -to- market in this industry is critical. But the
identifiable assets are only $20,000. The $980,000 difference between the purchase price and the value of identifiable assets is the value of IPR6 -D, or 98% of the total
purchase price.
Determining this IPR &D value is straightforward. In
52
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MEASURING THE VALUE OF IN- PROCESS
RESEARCH AND DEVELOPMENT
A R E INAD EQUAT EAN D RAISE

CONCERN THAT CHARGES ARE
BEING ABUSED, ARE DISTORTING
EARNINGS, AND ARE MAKING
FINANCIAL STATEMENTS MISLEADING.

more complex mergers, such a determination is rarely clear cut. Allocation of a portion of the purchase price to goodwill and a portion to IPR &D is often highly subjective.
The current accounting practice is based on the Financial Accounting Standards Board's (FASB) Interpretation
No. 4, "Applicability of FASB Statement No. 2 to Purchase Business Combinations," adopted in 1975.It specifies that part of the acquisition price be allocated to any
incomplete R &D projects and expensed on the date the
acquisition is consummated if those projects had no
alternative future use. Immediate expensing is consistent
with the treatment of internal research and development
expenditures under the FASB's Statement of Financial
Accounting Standards (SFAS) No. 2,"Accounting for
Research and Development Costs," issued in 1974.The
FASB based this policy on its belief that a direct relationship between R &D costs and specific future revenue generally has not been demonstrated, even with the benefit
of hindsight.
Although immediate expensing of IPR &D has been
required since 1975,prior to 1990 there were only three
cases of such expensing. The use of this technique accelerated when IBM bought Lotus Development Corp. in
1995 and immediately wrote off $1.8 billion, or 57.5% of
the total purchase price. Since 1995,both the frequency
and size of IPR &D charges have increased (see Figure 1).

SECTARGETSIPR&D
On September 28, 1998,Arthur Levitt fired the opening
salvo in an SEC initiative aimed at curtailing perceived
corporate accounting abuses through inappropriate earn-

Figure 1: Charges for in- process research and development
of S &P 500 technology firms, 1990 -1998
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Source. The Analyst's Accounting Observer, Volume 8, No. 5 (April 23,1999), R.G. Associates, Inc.

ings management practices. The SEC is challenging the
costs allocated to IPR &D, questioning both valuation
methodologies and the value assigned to core technologies and IPR &D. The SEC has expressed concern that the
increasing size of IPR &D charges may indicate that other
intangibles —not just R &D —are being included with
IPR &D so they can be expensed immediately.
In January 1999, the SEC's Division of Corporation
Finance sent letters to 150 public companies, reminding
officials of required disclosures applicable to asset writedowns, restructuring activities, acquired in- process
research and development, and similar issues. Further,
these companies were informed that their forthcoming
annual reports and 10 -K filings might be subject to SEC
review because of news reports indicating significant
charges taken in 1998.
The SEC cited at least three recurring flaws in the way
some companies were valuing purchased R &D:
♦ Failure to rigorously isolate the R &D project from

other valuable assets acquired;
♦ Appraisals lacking analysis of the project's stage of
development or the complexity and uniqueness of the
seller's achievements relative to the complexity and
uniqueness of efforts the purchaser must undertake to
complete it; and
♦ Appraisals that computed an "investment value" for
the R &D project rather than its "fair value.'
In response to SEC concerns, a number of firms
reduced current estimates or revised prior charges. For
example, in Dionex Corporation's acquisition of Softron,
$10 million of the $20.7 million purchase price was initially allocated to purchased in- process research and
development. But after receiving one of the SEC's letters,
Dionex reduced the charge to $5 million, noting that the
charge was lower than initially anticipated in response to
new guidance from the SEC.
In 2000, a total of roughly $10 billion of purchased
research and development charges were slashed to $5 bilAu g ust 2 0 0 1
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Figure2:The impact of different amortization rates of

in- process research and development on earnings growth rates
50

40
at
30
_

a
3

20
cs
z

cs
=
oc
e
W

10

0

-l0
YEARS
lion by companies the SEC scrutinized. These revisions
are consistent with the SEC's concerns that initial estimates significantly overstated the amount of the deal value attributed to IPR &D.
In May 1999, the FASB initially decided that IPR &D
should be recognized as an asset, along with subsequent
cos ts to complete the I P R & D project, and amortized over
its economic life. In July 1999, the Board concluded that
it wasn't possible to address purchased IPR &D costs separately from other R &D costs. The Board didn't want to
create two different accounting approaches to R &D that
would be predicated on whether the project was initiated
internally or obtained in an acquisition. They believed
the result would be inconsistent accounting practices and
investor confusion. The FASB decided to further deliberate the change, a process that could take up to three years.
Because the FASB recently approved the elimination of
the pooling method of accounting for business combinations, all transactions will now be accounted for under
the purchase method. Under this method, the acquisition
price is allocated to identifiable tangible and intangible
assets, including IPR &D, where the basis of allocation is
54
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the fair market value of the assets. Any unallocated
amount is then assigned to goodwill. This means that
IPR &D valuation will be an issue in any acquisition of a
company. Thus, IPR &D is likely to be at the forefront of
deliberation in the future, resulting in discussion of such
issues as the trade -off between relevance and reliability as
well as more basic issues related to how well the current
accounting model captures the value of R &D- intensive
firms.

WHATIfIPR&DWEREAMORTIZED?
If the FASB were to change the current practice of immediate expensing IPR &D to capitalizing and amortizing it,
how would that affect the income statement? We offer the
following scenario and Figure 2.
The scenario is built on the following assumptions:
• Revenues equal $100 in the year of acquisition.
• Top line revenue growth of 20 %.
• Operating expenses are 70% of top line revenue.
• Assumes a tax -free world.
• IPR &D is 20% of revenue of the acquiring company.
• Amortization lives of three, five, and 10 years.

Figure 2 illustrates the impact of alternative amortization periods on earnings growth rates. While amortizing
over some useful life eliminates a large one -time hit to
earnings, it still results in large fluctuations in earnings
growth rates. As useful life decreases (or the relative size
of the IPR &D amount increases), changes in earnings
become more rather than less prevalent. While a onetime charge would result in one earnings growth rate
peak, amortization, especially over a shorter period,
results in several of these fluctuations.

RESOLVINGIPR&DACCOUNTING
In trying to resolve the issues surrounding IPR &D,a key
question in the conceptual framework as we see it is
whether R &D meets the definition of an asset, and, if so,
whether information about that asset has relevance for
financial statement users. R &D is undertaken with the
expectation that it will provide future benefit to the firm.
While not every R &D project initiated generates benefits,
the expectation is that on average some will, resulting in
assets for the firm.
Yet meeting the definition of an asset and demonstrated relevance aren't adequate for recognition in the financial statements. To be recognized, an item must have a
relevant attribute that is reliably measurable. Widely
accepted valuation models for R &D haven't been developed, and questions about valuation approaches are critical to current deliberation.
Even if a value can be established, a useful life must
also be determined for amortization. As shown in Figure 2,
alternative choices of amortization period result in dramatically different income figures and earnings growth
rates. Thus, determination of a range for the useful life of
IPR &D is an important component of any discussion of
capitalization.
Assuming the issues of valuation and measurability can
be answered satisfactorily for purchased R &D assets, consistency is also an issue. SFAS No. 2 requires all internal
R &D to be expensed as incurred. This raises the question
of how to account for costs required to complete a purchased R &D program after it is acquired. To be consistent
with SFAS No. 2, additional costs to complete the project
should be expensed as incurred. At the same time, it
makes little sense to capitalize and amortize the acquisition costs of R &D while expensing the subsequent costs
of completion. The lack of consistency is likely to cause
confusion among investors.
This conceptual framework also identifies comparability between enterprises as a desirable quality of account-

AS THE USEFUL LIFE OF IN- PROCESS

R&D DECREASES, CHANGES IN
EARNING SBECOME L A R G E R ,

ing information. If companies that purchase R &D programs capitalize and amortize these projects while other
companies immediately expense internal R &D activities,
earnings for the two companies aren't comparable. Thus,
differential treatment of R &D based on internal programs versus external purchases potentially confuses
interpretation of operating results. The FASB has determined that these issues are substantive and that any
changes to the current practice of expensing IPR &D must
be considered as part of a broader examination of
accounting for intangibles, including current requirements of SFAS No. 2. The FASB must also consider the
current requirements for both internally generated and
purchased R &D, ensuring that consistency and comparability of the information provided is maintained.
Along with considering the conceptual issues involved,
the FASB is likely to examine the economic and political
implications of any change. As with the employee stock
option debate, the FASB has already encountered criticism from corporate America, particularly the technology
industry. In addition, there have been concerns that
inconsistency in the treatment of internally produced and
purchased R &D could result in incentives to outsource
R &D rather than develop it internally. Accounting
requirements could potentially drive how these decisions
are made. Finally, there have been predictions that
removing the ability to immediately write off IPR&D
could lead to a flood of merger activity prior to the
change.
The debate is likely to be extensive. Critical to this
process is the tremendous need for development of better
models to value intangibles such as in- process research
and development. ■
Anne M. Clem, CPA, Ph.D., is an assistant professor of
accounting at Iowa State University. You can reach her at
(515) 294 -9408 or aclem @iastate.edu.
Cynthia G. Jeffrey, CPA, Ph.D., is an associate professor of
accounting at Iowa State University. You can reach her at
(515) 294 -9427 or cjeflrey @iastate.edu.
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Adoption
Assistance
PROGRAMS
A Great Opportunity
BY SHELDON R. SMITH, CMA, CPA, AND GLADE K. TEW, CPA

Have you known anyone who has adopted a child? If so, you probably
know how expensive adoptions can be. Although there may not be a
typical adoption, the cost can easily exceed $10,000. A tax law enacted
in 1996 and expanded and made permanent in 2001 encourages
employers to support employees who adopt children by allowing companies to establish adoption assistance programs that permit employees to exclude employer- reimbursed adoption expenses from their
income. Here's a look at why you should consider an adoption assistance program and a little background on the law.
Au gu st 2 0 0 1
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Offering adoption benefits demonstrates social
consciousness because children become part of a
nurturing and loving family where they can grow
and develop with support.
Your company may provide an assortment of employee
benefits including health and other kinds of insurance.
Although the human resources department typically
administers benefits programs, your entire management
team may be involved in choosing an appropriate set of
benefits to offer. As an accounting or finance professional,
you can gather the facts related to adoption benefits and
use your financial knowledge to assist top management in
making decisions appropriate for your company.
Why provide adoption benefits? There are several good
reasons, but here are four key ones to consider:
♦ You may be interested in promoting family- oriented
programs that can ultimately strengthen employee
morale and retain good employees.
♦ Offering adoption benefits demonstrates social consciousness because children become part of a nurturing
and loving family where they can grow and develop with
support. Adoption also helps to decrease government
foster care costs by reducing the number of children in
foster care.
♦ Reimbursing adoption expenses is a way for you to
give adopting employees a benefit similar to the maternity benefits y o u may already be providing because, unlike
maternity costs, adoption expenses haven't traditionally
been covered by insurance programs.
♦ An employee adoption assistance program provides
incredible benefits to the families who adopt, yet, because
the proportion of all employees who adopt is usually low,
the overall cost is manageable.

ABOUTTHEEXCLUSION
Because the exclusion impacts both the employer and the
employee, it would be worthwhile for you to have an
understanding of how these tax benefits work and how
they affect specific employees who receive employer sponsored adoption benefits.
The exclusion involves complicated issues, so you'll
want to refer directly to two IRS publications when con58
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sidering an adoption assistance program: Notice 97 -9,
1997 -2 Internal Revenue Bulletin 35 and Publication 968,
"Tax Benefits for Adoption," January 1998. Publication
968 will need to be updated for the recent changes enacted this year. Issues related to the additional benefits
potentially available for adoptions of children with special needs would require an involved explanation, so we
didn't discuss them here.
Let's now consider some of the provisions.
Beginning in 2002,the law allows an employee to
exclude from income up to $10,000 of adoption expenses
that have been reimbursed by the employer. The amount
excludable prior to 2002 is up to $5,000. In addition, the
2001 legislation provides for increases in the $10,000
amount over time because of inflation. But in order for
an employee to take this exclusion, your adoption assistance program must follow certain requirements. For
instance, the plan must be written, and you must give
reasonable notice to eligible employees about the plan's
terms. The plan must be general in nature —not merely
benefiting owners or highly paid employees —and no
more than 5% of the reimbursement can be paid to
shareholders or owners. Also, employees must provide
reasonable proof that the reimbursements are for qualified adoption expenses. To qualify for the exclusion,
adoption expenses must be reasonable and necessary: for
example, adoption agency fees, attorney fees, court costs,
and travel costs.
In addition, the law outlines parameters regarding which
children are eligible. According to the law, the child can't
already be a stepchild of the individual wanting to adopt
and must be either under 18 years old or be incapable of
self -care because of physical or mental limitations.

LIMITATIONSANDTIMINGOFTHEEXCLUSION
But what about those families who are adopting siblings
or have attempted adoption several times? What about
limitations on the taxpayer's income?

There are many sibling groups waiting to be adopted,
and a family that adopts two siblings has two adoptions
and may qualify for two exclusions. For example, one
family in Hawaii adopted a brother and sister from
Michigan simultaneously in an interstate adoption in
1995. The cost: nearly $20,000. If the air travel costs to
pick up the children, the legal fees, and other costs were
reimbursed by the employer, this family could qualify to
exclude up to $10,000 of the reimbursement — $5,000 for
each child —from income. The new 2001
legislation will increase the maximum amount excludable per
adoption to $10,000.
Other families try several times to adopt,
paying large sums with
each attempt. The law
requires that these
unsuccessful attempts
be grouped into one
effort, so only one exclusion would apply.
Like other tax provision, ....
benefits of the exclusion phase out as the
'
taxpayer's income increases. Taxpayers with modified
adjusted gross income (modified AGI, defined in the IRS
publications) under $150,000 ($75,000 prior to 2002)
may qualify for the entire exclusion, but, as income
grows, the exclusion phases out until no exclusion is
available for taxpayers with modified AGI more than
$190,000 ($115,000 prior to 2002). The income phase -out
range is also indexed for inflation in the 2001 legislation.
So when can an employee obtain the exclusion? The
timing for taking the exclusion is quite straightforward
for domestic (U.S.) adoptions: Taxpayers can claim the
exclusion the same year the employer reimburses the
adoption costs. But taxpayers pursuing foreign adoptions

can't claim any exclusion until after the adoption has
been finalized.

ISSUESFORYOUTOCONSIDER
As you establish your adoption assistance program, you'll
probably want to structure it so that the reimbursements
qualify for the exclusion in order to provide maximum
benefit to your employees. Once it has been established,
you're not required to withhold federal income tax on
amounts paid under an adoption assistance program. This is true even if
the employee's income ends up
being too high to qualify
for the full exclusion. But
the reimbursements
aren't exempt from
employee social security and Medicare taxes
or employer social
security, Medicare, and
iemployment taxes.
!nding on whether your
pass ed i ts o wn v ersi on O f
o a a . ■ aa

V

the exclusion, state income tax may also
need to be withheld from the reimbursement.
You also need to decide whether to reimburse employees for expenses of attempted adoptions or only to reimburse expenses of adoptions that have been successfully
finalized. The exclusion is available in either case, except
for foreign adoptions that must be finalized before the
exclusion is available.

COMBININGTHEEXCLUSIONWITHATAXCREDIT
In addition to the exclusion, your employees who adopt
may also qualify for an adoption tax credit of up to
$10,000 ($5,000 prior to 2002). The law allows the credit
and the exclusion to be claimed for the same adoption,

Together, the credit and employer reimbursement
with the exclusion can mean up to
$20,000 ($10 )000 prior to 2002) of help with
adoption costs per child.
A u g u s t 2 0 0 1 1 STRATEGIC FINANCE
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You may want to provide some general information
about both the credit and the exclusion
so that your employees can make wise decisions.
but they can't be claimed for the same expenses. The
employee can only claim the exclusion for adoption
expenses that have been reimbursed by the employer —
and the credit can only be claimed for adoption expenses
that haven't been reimbursed. Together, the credit and
employer reimbursement with the exclusion can mean up
to $20,000 ($10,000 prior to 2002)of help with adoption
costs per child. Because some adoptions cost more than
$10,000, the reimbursement of any amount can be very
beneficial for your employees. Yet because of limitations
associated with the credit, adoption assistance programs
can be very helpful to employees even when the total
adoption cost is less than $10,000.
Just like the exclusion, the benefits of the tax credit also
begin to phase out for those with modified AGI above
$150,000 ($75,000 prior to 2002).No credit is available for
adoptive parents with modified AGI above $190,000
($115,000 prior to 2002).Since highly paid employees may
lose part or all of the adoption tax credit and the excludability of employer reimbursements, they'll be grateful for
any reimbursement. For example, a family with a modified
AGI of $190,000 who adopts one child won't be able to
claim the adoption tax credit or exclude any employer
adoption reimbursement from income. But any employer
reimbursement, net of income and Medicare taxes, will still
help offset the cost of the adoption.
Together, the exclusion and tax credit can really help a
family who's adopting. Let's consider an example. One
couple adopted their first child in the early 1990s before
the adoption tax laws were enacted, so they didn't receive
any tax benefits for the thousands of dollars of adoption
expenses they paid. After the exclusion for employer -paid
adoption costs was enacted in 1996,the family adopted
another child, finalizing the adoption in 2000,and spent
about $8,000 in qualified adoption expenses. Not only
were the tax credit and exclusion available, but the husband's employer had a generous adoption reimbursement
program. As a result, the couple covered all of their adoption costs, either through the employer reimbursement
with the exclusion or through the tax credit. The available
tax benefits for adoptions will be even greater when the
60
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2001 amendments become effective in 2002.

SOUNDFINANCIALDECISIONS
Although you aren't responsible for giving tax advice to
your employees, you may want to provide some general
information about both the credit and the exclusion so
that your employees can make wise decisions on whether
to claim employer reimbursement for adoption expenses
and how much to claim. For example, a couple in Utah
finalized an adoption in 1999 and incurred about $1,400
in adoption expenses. The husband's employer had an
adoption assistance program that would reimburse up to
$3,500 of adoption costs. At that time the couple had to
make a choice: request employer reimbursement that
would qualify for the exclusion or claim a tax credit for
the amount of the adoption costs. The employee could
have received the employer reimbursement earlier than
the credit, but the employer reimbursement would have
been subject to social security and Medicare taxes for the
employee. On the other hand, the credit would provide a
100% benefit. This couple chose to wait and take the
credit when they filed their tax return for 1999.
Beyond providing information to employees so they
can make sound financial decisions, you'll also want to
keep current on the law. Now that the potential amount
of the exclusion has been raised to $10,000, if your company already has an adoption assistance program you
may want to consider whether to increase the amount of
expenses you're willing to reimburse. If your company
doesn't now reimburse adoption expenses, this would be
a good time to decide whether to take advantage of the
law. Through an adoption assistance program, substantial tax benefits can be made available to your employees
who adopt. ■
Sheldon R. Smith, CMA, CPA, CIA, is an associate professor at Utah Valley State College in Orem, Utah. You can
reach him at smithsh @uvsc.edu. Glade K. Tew, CPA, is an
associate professor at Brigham Young University- Hawaii
Campus. You can reach Glade at tewg@b uvh.edu. Both
have adopted children.
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© Jacalyn A. Askln is the assistant
vice chancellor of financial operations
for Pima Community College District.
Her job responsibilities directly impact
the direction, administration, and management of the college's fiscal and related
functions, including the recommendation, development, and implementation
of program services. She has also been
nationally recognized with the "Distinguished Budget Presentation Award" and
the "Certificate of Achievement for
Excellence in Financial Reporting." Askin
was chosen by the Wild West Council.

© Ken Baker, CPA, is the chief financial officer of VMS, Inc. He is a 21 -year
financial veteran who has worked in
many diverse industries including computer leasing, commercial real estate,
frozen food distribution, the retail food
franchise, and now infrastructure asset
management. A graduate of Virginia
Tech with a B.S. degree in accounting,
Baker began his career as a CPA with
Deloitte & Touche in 1980. He then
became controller and subsequently the
CFO for a computer - leasing firm. He left
in 1996 to become an independent consultant and in 1998 joined VMS, which
was named the 10th fastest - growing private firm in the nation in 2000 by Inc.
Magazine. Baker was chosen by the
Virginia Council.

© Ray Baynard, CMA,:CPM, is the
treasurer, controller, and secretary for
Flynt Amtex, Inc. He is responsible for
preparing all month -end financial statements for his company and for all external reporting and relationships. He is
also responsible for supervising all
accounting personnel in accounts receivable, accounts payable, and general
ledger. Holding a BSBA from Appalachian State University and an MBA from
Wake Forest University, Baynard is also
an adjunct professor at Guilford Technical Community College. He was honored
by the Carolinas Council.

© Michael Francis Brosig, Sr., is
the vice president and CFO of Laurel
Holdings, Inc., where he is responsible
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for the overall financial management of
Laurel Holdings, including cost reporting, budget development, administration, and cash management. He is also
responsible for coordinating and monitoring capital and operation budget
activities, maintaining adequate internal
control procedures, and projecting and
monitoring cash flow levels. Listed in PA
Centrals top 100 influential business
leaders for the past three years, Brosig
was nominated Entrepreneur of the Year
in 1997 by the PA Business Times Central,
was listed in Marquis Who's Who in
Finance and Industry,and served as president of the Johnstown Chapter of the
IMA. He was chosen by the Keystone
Mountain Council.

4 Robert Butterfield is the business
manager of Bolton & Menk, Inc.,
responsible for planning, organizing, and
directing the accounting functions of the
firm and reporting operational results.
He also directs and administers the
financial and human resource activities
of the firm. As business manager, some
of his major responsibilities include
coordinating the preparation of divisional budgets, maintaining the firm's financial records, evaluating and monitoring
the insurance needs of the firm, and
arranging and coordinating the annual
audits of the company, its employee
stock ownership plan, and its 401(k)
plan. Butterfield was selected by the
Northern Lights Council.

© Frank A. Carchedl, CPA, is CFO
of CoStar Group, Inc., where he is
responsible for the overall financial management for this publicly traded company, including accounting, tax, and SEC
reporting. He is also in charge of developing business strategies and conducting
external communications with financial
analysts and investors. Carchedi has been
instrumental in expanding the company
to more than 27 offices in 50 cities across
the nation, and he has broadened the
product line from one product to a suite
of eight products. In July 1998, Carchedi
spearheaded his company's initial public
offering, which resulted in net proceeds

of $22.7 million. Then in May 1999, he
led a secondary offering with net proceeds of $97.4 million. He was selected
by the Potomac - Chesapeake Council.

© Beth Connelly is the corporate
vice president of Operations & Systems
for Prudential Insurance Company of
America. She is responsible for all operations and systems activities for Pruden tial's Financial Management, Human
Resources, and Corporate Governance
functions including, but not exclusive to,
law, audit, and ethics. She also oversees
all systems and accounting support for
accounts payable, general ledger, treasury, and tax activities. Connelly has
implemented Diversity Action Teams,
designed a mentoring program, developed a recognition program, built an
intranet website, and encouraged an
environment that hires, promotes, and
retains a diverse workforce. She is also
the on -site sponsor for various multicultural events for Prudential. Connelly was
selected by the New Jersey Council.

© Sandra Coston, CPA, is president
of United Government Services. She
began her career at Blue Cross & Blue
Shield in 1992 as a senior financial auditor and in five months was promoted to
manager of financial audit. Since that
time, the company's combined claim
volume increased from five to 25 million, with a projected increase to 43.2
million in December 2001. In 1997 Cos ton was promoted to assistant vice president of UGS, where she facilitated
employee growth from 380 to 762. She
became president of UGS in 1999,
responsible for all aspects of the company's business. Coston was chosen by the
Mid - America Council.

© Robert Fay is the vice president
and CFO of Cirrus Logic, Inc. Since he
joined Cirrus more than a year ago, the
company has been named one of the
most financially sound companies in the
high -tech industry. Holding a B.A. in
math from Duke University, a B.S. from
Villanova University, and an MBA from
Drexel University, Fay oversees all the

financial planning and reporting, treasury, information technology, a -commerce, and risk management functions
for Cirrus Logic Worldwide. He was
selected by the Texas Council for his outstanding performance.

© Steven Grove is the owner of
Steven Grove & Associates, LLC. He
began a small firm in 1991 with a select
group of clients, and since then the business has expanded to three locations and
a subsidiary dedicated to payroll. Grove
has implemented many innovative
approaches in his business and his client
relations. He is dedicated to educating
his staff, clients, and the community on
various aspects of business. Throughout
the years, he has served on committees
for the Boy Scouts of America, the
Probus Club of Hamden -New Haven,
the Jewish Community Center of New
Haven, and the Chamber of Commerce
in Hamden, New Haven, Quinnipiac,
and Wilton, Conn. His firm is an active
member of Junior Achievement, and he
encourages his staff to go to area elementary schools to educate the children
on taxes and the role of business in the
community. Grove was selected by the
Northeast Council.

© Bruce J. Hannl, CPA, is the controller of Flour Hanford Inc., responsible
for managing the financial affairs of the
Hanford Project, a major government
cleanup project for the Department of
Energy. Hanni has supported the financial improvements of his company in
every aspect, such as implementing a
new approach to managing the assets
and costs associated with Hanford's pension and 401(k) pension plans. He has
also been instrumental in creating a positive working environment for his staff
and initiated an effort to change the
form and function of information provided to senior management, giving
them the proper information to make
educated decisions. Hanni was chosen by
the Pacific Northwest Council.

© Arthur J. Hass, CPA, is the chief
financial officer for Bucks County Water

and Sewer Authority, where he is responsible for all the financial activities for the
Authority. He oversees the preparation of
a $40 million annual budget for three
division municipal authorities. He is also
in charge of projecting cash flows,
preparing and presenting monthly and
annual financial statements, and coordinating the annual certified audit. He is a
member of the IMA, AICPA, PICPA, and
GFOA, from which he won a Certificate
of Achievement for Excellence in Financial Reporting — considered the highest
recognition in the area of governmental
accounting and financial reporting. Hass
was chosen by the Mid - Atlantic Council.

© LeRoy F. Hleber is the deputy
director and CFO of the Port of Stockton. He began his career at the Port of
Stockton as a staff accountant and has
risen through the ranks to his current
position where he oversees all the
accounting, human resources, IMS,
property management, and record retention functions for the port. Holding a
B.S. in business administration from
California Polytechnic State University,
Hieber has more than 23 years of experience in the marine industry and six years
in private industry. As the director of the
port, he turned the business from a landlord port to an operating hands -on port
and was instrumental in acquiring 1,400
acres from the Navy, tripling the size of
the port. Hieber was selected by the
Golden West Council.

© Maryann Irion is the director of
financial services for Broward House,
Inc., a not - for -profit community-based
AIDS service organization. She oversees
all of the financial operations of this
growing organization and is responsible
for developing goals and strategic plans
for Broward House, including developing and monitoring departmental budgets. A compassionate person, Irion
knows the importance of keeping her
organization financially sound and
understands how much Broward's many
clients, who are challenged by
HIV /AIDS, substance abuse, mental
health issues, and more, rely on her skills

to continue to benefit from Broward's
services. Irion was selected by the Florida
Council.

© Beverly A. C. Kizer is CFO of the
Jewish Community Center of Greater
Albuquerque, responsible for all financial management functions including
reporting, budgeting, and preparing for
audits. She also serves on the executive
management team and handles all the
human resource functions for her organization. As the financial backbone of
forming the first Jewish Community
Center in the state of New Mexico, Kizer
built every phase of the Center's financial structure from the ground up. Her
expertise allowed the organization to
safeguard assets, establish financial controls, and develop the budgetary framework necessary to launch the Center.
Kizer was selected by the Rocky Mountain Council.

© Constance E. Lund, CPA, FLMI,
is the senior vice president of Corporate
Finance for American United Life Insurance Company. She is responsible for the
treasury services, financial reporting,
agents' compensation, agents' licensing,
investment accounting, cash management, and separate accounts administration. Essentially acting as CFO, she is the
first woman in her company to be on the
management committee. Lund is a board
member of the Indiana CPA Society, a
chairperson of the insurance committee
for the American Institute of CPAs, and
a board member of Big Sisters. She is
also a member of the American Society
of Women Accountants, the Indiana
State University Accounting Advisory
Board, and member of the finance committee at St. Barnabus Catholic Church.
The Lincoln Trail Council chose Lund
for her outstanding performance.

© Michael R Pinto is CFO and executive vice president of M &T Bank Corporation, where he is responsible for the
controller's department, corporate
finance and investor relations, financial
planning and analysis, and audit. As
Continued on page 70
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PDA/Cell Phone
The Kyocera QCP 6035
smartphone is a Palm -OS
powered combination that
has a CDMA digital wireless phone, Web access,

Palm OS Web clipping
applications, and you can
load any of hundreds of
Palm apps that run on the
OS. It has tap- or voice controlled dialing and
uses Eudora or AvantGo
browsers. Circle No. 50
www.kyocera- wireless.com

Quality
PC Audio

Kyocer a Q CP 6035
sm artphone

and a PDA in a single
device. Weighing 7.3
ounces, the QCP measures
5.6 x 2.5 x.9 inches. It has
a lithium ion battery that
will provide up to 180
hours of standby time and
300 minutes of talk time.
It can be operated in
dominant phone or dominant PDA mode —you flip
the cover /keypad up or
down to select the mode.
The monochrome screen
is 1.8 inches square,
smaller than the conventional Palm display but
larger than the usual
phone screen. It has Palm
applications (Address
Book, Date Book, Memo
Pad, and To Do List), and
you can send and receive
e -mail and access
encrypted HTML
browsers for secure online
transactions. It supports
66
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The Bose® Wave /PC'T
Interactive Audio System
integrates four kinds of
digital input in a single
system: compact discs,
digital audio, Internet
radio, and AM /FM radio.
A Bose Wave station
player with the acoustic
waveguide technology that
distinguishes these players
is controlled by a credit
card -size remote control
and is directly connected
to your PC's sound card.
If you enter your zip code,
the Wave /PC System will
download information
about AM /FM radio stations in your area. You can
make your own list of
favorites and drag and
drop presets onto your

Bo s e Wav e / PCT""
Au di o Syst em
2001

remote control. Internet
radio access lets you find
stations worldwide with a
simple keyword search.
The System will automatically find and organize
your downloaded MP3
files, and it will play and
record CDs onto your
hard disk, compressing
them into MP3 format to
save space. The presets
offer one -touch access to
six preprogrammed FM
radio stations, six AM stations, six Internet stations,
and six personal music
lists. Circle No. 51
A demo is available online
at www.wayepc.bose.com.

Just Take the
Keyboard
QuickPAD Net -Pro from
QuickPAD Technology
Corp. has many of the
advantages of a notebook
computer with few of the
disadvantages. It weighs
only 1.5pounds and
measures 8 x I 1 x 1 inches
thick. The batteries are
four AAs with a life of 200
hours. You connect the
Net -Pro to your PC with a
choice of a number of
interfaces: serial port,
USB, IRDA, or your own
proprietary infrared
receiver. It connects to any
desktop —no drivers or
software is needed; simply
plug and play. The screen
is a B/W LCD that displays 80 x 12 lines in character mode. We tested the
IR model for word processing, and the connec-

Quic kPAD Net -Pro

tion for the infrared was
as simple as plugging in
its infrared reader
between the keyboard and
the computer. There are
no cables hanging off the
QuickPAD. You aim it at
the receiver when you
want to download to the
PC. The more advanced
Net -Pro model will be
released next month, and
it will be e-mail-enabled
(send and receive), will
have a browser, and will
add spreadsheet, database,
and personal organizer
functions. Circle No. 52
www.g,uickpad.com

Two Pocketable
Keyboards
Cirque Corp. and Fellowes
Manufacturing Co. offer a
keyboard that literally fits
in a shirt pocket. Designed
for devices running the
Palm OS, Pocket Key boardTm connects to the
serial port of the PDA. It
works with a very light
touch based on the Glide Point technology that
responds to the center most point of pressure
(capacitive touch). It has a
collapsible base that sets
up on a flat surface for

Leonardoand
theLuddites I

Michael Castelluccio, Editor

■ "IN THE GAME OF LIFE AND EVOLUTION there are
three players at the table: human beings, nature, and
machines. I am firmly on the side of nature. But
nature, I suspect, is on the side of the machines."
— George Dyson
Last month, we looked at the career, so far, of a modern Renaissance man, Raymond Kurzweil. Turning from
his inventions, now we will look at an even more interesting side of this modern Leonardo —his theories and preFe l l owe s Po c k e t Ke ybo a r d

TM

dictions concerning the future of machine intelligence.
The opening quotation by George Dyson implies that,

two -finger typing, or you

bol, and enter. They have

in the future, machines will have an edge with even

can hold it in one hand. It

a click positive action. The

nature taking their side. Ray Kurzweil's view is even

has its own source of

cursor can be moved with

simpler than that. He says there is only one player at

power, two three -volt
lithium coin cell batteries,

arrow movements, and

the table— everything, including man and machines, is

there are hotkeys for Date

set on the same evolutionary course. The problem for

so it doesn't draw on the

Book, Address Book, To

man is that we continue to develop, plodding along as

PDA's power. It supports

Do List, Memo Pad,

we have at an excruciatingly slow pace beginning with

Palm OS 1.0 through

Application, Menu, Calcu-

the first appearance of organisms on earth 3.4 billion

3.5.2, and the hardware

lator, and Find. Compati-

years ago. Machines are evolving at an accelerating

connector is compatible

ble with Handspring

speed, doubling their capacity every 18 months,

I

with Pilot 1000 and 5000,

Visor, Prism, Platinum,

Palm m Series, and Palm

and Deluxe, the SnapN-

III, VII, and V series PDAs

Type runs on Palm OS 3.1

be more intelligent than we are? And further, if they do

as well as Handspring's

or higher. No batteries

reach that point, will future machines be able to create

Visor, Deluxe, Platinum,

required. The SnapNPlay

machines more intelligent than they are?

and Prism. The keyboard

is a joystick console that

is 3.85 x 2.68 inches, and

snaps onto the Visor for

Kurzweil outlines a three -step timetable for the evolu-

it weighs less than two

game functions.

tion of smart machines. First, we need to develop a

ounces. Circle No. 53

www.tt - tec.com

capable computer. Second, we have to map the neural

www.cirgue.com

, according to Gordon Moore.
But will machines ever reach a point where they will

In his book The Age of Spiritual Machines, Raymond

networks of the brain in the way we have mapped the
human genome. And finally, we need to create a body

TT Tech offers the

for this spiritual machine, natural or synthetic, but a

SnapOn'''' Series that

body that can replicate itself.

includes SnapNTypel

When you step back from the process, there are

and SnapNPlayT' for the

such strong reminders of Dr. Victor Frankenstein's

Handspring Visor. The

experiment that it's natural to wonder who in their right

SnapNType is a mini-

mind would embark on such a venture. Well, there are

keyboard that plugs into

many answers to that question. There are those who

the Visor's serial connec-

have developed the machine that currently does robot

tor. Designed for "thumb

surgery. And those patients who know their doctor is

typing," the keys include

not distracted because he's tired, annoyed at his wife,
continued on Page 68

`a' to `z; space, delete/
backspace, cap /shift, sym-

SnapNTypeTM
Au g u st 2 0 0 1
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selves. Their very programs will be

r

continued %rom p. 67
or a little hung over. These people are

evolutionary, and we will have to

not crazy. And there is the Deep Blue

allow them the choice they need to

team at IBM. They built a machine

make the best decisions. Isaac Ask

that defeated the human world chess

mov's famous Rules of Robotics

champion. We all are fascinated by

designed to protect humans from

avatars, and people are buying small

their machines won't be possible

robots to roam their houses as secu-

with these robots. Asimov sug-

rity /companions. Unless there is a

gested that by programming future

screeching halt and reverse in the

artificially intelligent beings to:

near future, the American plan will

1) Never harm or allow a human

continue to prevail— whatever serves

being to come to harm; 2) To obey

a purpose and reaps a profit is OK

humans except when that would vio-

with us.

You can to talk to
Ray Kurzweil's
(above) avatar
Ram ona (left) at
www.kurzweilai.net
(click on her name
for download). The
photorealistic
female guide is a
tiny step in the
direction of
artilects (AI beings
of the future).

Besides, as people
like futurist and inventor Danny Hillis have
pointed out, the
change will be gradual, and we'll have
time to get used to
the idea in small
steps, no doubt viewing many of the incre-

selves except when that would
violate rules 2 or 1, we could have
superintelligent robots that would
never harm us. But the evolutionary
programming for these new brains
wouldn't be possible if they had to
wait on human reviews of programming that was actually beyond the
understanding of the humans, so
Asimov's Rules could not be applied

ments as beneficial.

today's flat chips. Next, Kurzweil

without destroying the robots'

explains, will be processor cubes

development.

When

"with thousands of layers of circuitry

If it's strange to imagine machines

According to Bill Joy, chief scientist at

combined with far smaller component

creating "minds" beyond our compre-

Sun Microsystems, "by 2030, we are

geometries" along with the new com-

hension, consider what Kurzweil's

likely to be able to build machines, in

puting technologies "waiting in the

next logical step would be. "Evolution

quantity, a million times as powerful as

wings — nanotube, optical, crystalline,

created human intelligence. Now

the personal computers of today —

DNA, and quantum computing." Add

human intelligence is designing intelli-

sufficient to implement the dreams of

the benefits of distributed computing,

gent machines at a far faster pace.

Kurzweil and Moravec." The Hans
Moravec to whom Joy refers is a robot -

harvesting the power of computers

Yet another example will be when our

and worldwide peer -to -peer networks,

intelligent technology takes control of

ocist at Carnegie Mellon University

and the acceleration will be amazing.

the creation of yet more intelligent

who agrees with Kurzweil that we will

The results? Kurzweil's timetable

technology than itself."

eventually have machines smarter

projects supercomputers that "will

than we are. Moravec additionally pro-

reach the 20 million billion calcula-

How

poses that these "brains" will be

tions per second capacity of the

Before we can answer the question

inside "bodies" vastly superior to our

human brain around 2010." Next "the

whether robots will be the next stage

hydrocarbon and water -based versions.

capacity of computing will double ten

of human evolution, we need a

Ray Kurzweil's projections for the

times every decade, which is a factor

clearer definition of human intelli-

future derive from the following condi-

of 1000 [210] every ten years. So

gence. In his book, Kurzweil catalogs
the struggle we have had defining

tions. First, Moore's Law about dou-

your personal computer will be able

bling chip speed while decreasing

to simulate the brain power of a

intelligence from the ancients to the

cost will end in 2018. That gives it a

small village by the year 2030."

Logical Positivists of our century —

60 -year lifespan from 1958. The
chips subject to Moore's formula are
68

late rule 1; and 3) To protect them-
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By then, these computers will be
designing and programming them-

from Descartes' I am aware, I'm
thinking, so I must be here, to the

we are headed. Are intelligent

curious possibility that we're just not

Don't Blink

smart enough to fully understand our

Computers on our desktops are kind

machines the next step in evolution?

own intelligence. Kurzweil defines

of boring. We assume computers

If computers ever develop superior

intelligence as "the ability to use

have a place in most mechanical

"minds," will they tolerate or main-

optimally limited resources—includ-

devices and look forward to those

tain us even if we become unneces-

ing time —to achieve such goals." By

that will fix broken parts in our bod-

sary? It's a good idea to recall that

goals he means survival, communica-

ies. But now isn't a good time to

not the amoeba, nor the frog, nor the

tion, to solve problems, to seek tran-

blink. It is, in fact, a good time to

chimpanzee were the last stage of

scendence, and so on.

read Ray Kurzweil's book and Bill

evolution. To assume that the

Joy's warning, to think about our

process ends with us is probably

place, what we're doing, and where

unwise. ■

The alternative to programming
intelligent machines is to download
the circuit patterns of our brains to a
synthetic form. Map the neural net
and download it to a computer, and
we will have a second intelligence. Bill
Joy has a problem with this. "If we are
downloaded into our technology, what
are the chances that we will thereafter
be ourselves or even human? It
seems to me more likely that a
robotic existence would not be like a

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

human one in any sense that we
understand, that the robots would in

AfireadY a . \

no sense be our children, that on this

O M A I CF
dynamic
CPEFRE9 Visit

path our humanity may well be lost."

aew

As our machines get smarter,

two

hours ic m ash
ro /
, ww or details•

there will come a time when we have
to face this problem of whether the
new forms are more intelligent than
we are. Probably there will be one of
three possible conclusions. Our
machines will never be as smart. Our
machines will be smarter. Or we
won't be astute enough to tell one
way or the other.
The mechanization of our bodies
has also been following an evolutionary track. Now we have mechanical
implants for our brains and hearts,
synthetic sockets, titanium implants,
and borrowed pieces from the

I-etk think — You can st udy for your
CMA/CFM E xam in a generic seminar, or
si mply by 'hit t ing the books,' wi t h no

personal instructor and tutor, customized
study session analysis, TexTutor® onscreen help, exam overview and prep tips,
immediate full -text answers to every
question and a completely individualized
study method.

personalized help and no promise you'll
pass all or any part of the exam.
Or. You can sit down at your discretion
for a ode -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.

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

Old way vs. new way.
It's way easy to call this one.

deceased as well as the animal kingdom. Are we on the road to what will
finally be the replaceable body?
Will the two parallel tracks con-

We also offer reviews for the
CPA, CIA, and CISA Exams.

1- 800 - 272 -PASS
`/

Ref# 2232

MicroMashe

verge at one point, and will artificially

At Your Own Pace. In Your Own Space.

intelligent "beings" be transplanted
into organic, synthetic, or even virtual

/

'Ceaaln restrictions apply, call for complete details.

2 - 1 M M a s h, In, hln rnMash.l'hr M n mAlnsh Wr and
1 1 for am rrgm —d
NI W ,h. Ins

"bodies ?"
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Continued from page 63
executive V.P., Pinto also serves as a
member of its management group. He is
a member of the Board of Trustees and
executive of the finance and strategic
planning committees of Shea's Performing Arts Center and is on the Board of
Trustees for Daemen College and Canisius High School. A graduate of the University of Delhi in India and the
Wharton School of Business of the University of Pennsylvania, Pinto serves on
Canisius College's Business Advisory
Council and the Council on Accountancy, and he is a member of the St.
Bonaventure University Presidential
Advisory Council. The Upstate New York
Council chose him for his outstanding
performance.

© Richard H. Ross, CPA, CFP, is the
chief financial officer of Branch Properties, LLC. With Ross as its financial
leader, Branch Properties has become a
highly successful and profitable firm. As
the head of the company's e- business
initiatives, he is ultimately responsible
for all the IT initiatives for Branch Properties. Ross has been an active member
of the Georgia Society of Public Accountants since 1990 and is also a member of
the National Association of Real Estate
Trusts, the International Council of
Shopping Centers, the Institute of Certified Financial Planners, the AICPA, and
many other community and professional
associations. Ross was chosen by the
Gulf South Council.

© Joel Sander, CMA, CPA, CGFM, is
the finance officer for Tulsa County,
where he is responsible for the financial
reporting for Tulsa County and its
employee retirement system. He maintains the general ledger, performs the
month -end close, and reviews the appropriation statement to determine actual
expenditures. He also maintains the
financial records for the Tulsa County
Criminal Justice Authority and reports
on the financial activity to a Sales Tax
Overview Committee. An adjunct professor at Oklahoma State UniversityTulsa for nearly eight years and at Okla70
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homa State University- Stillwater for
three years, Sander is actively involved in
the Tulsa community. He is also on the
funding committee for the Tulsa
Tourism & Convention Task Force and
the budget and finance committee for
the Fellowship Lutheran Church, and he
is the treasurer for the Kiwanis Club of
Tulsa, the 4 -H Foundation, the Theatre
Tulsa, and the Tulsa County Republican
Committee. Sander was chosen by the
Heartland Council.

working at Gaylord Entertainment,
Wilder Warren was a director /senior
industry analyst at Merrill Lynch &
Company in New York. She has also
been employed as a financial analyst for
CS First Boston in Dallas and at Ford
Capital Ltd. and Ford Bank Group Inc.
in Dallas. Holding an MBA degree from
Harvard University, she received her B.S.
degree from Southern Methodist University. Wilder Warren was honored by the
Tennessee Council.

© Gary Shamis, CPA, is the managing

© Josef M. VICh, CPA, is president

director of SS &G Financial Services,
where for the past 13 years he has helped
his company gain national recognition
and win many awards for growth, client
service, innovative business practices, and
the development of an outstanding work
environment. He has been instrumental
in helping SS8cG become the largest
independent accounting/business firm in
Ohio and one of the Top 100 Firms in
America. Accounting Today named him
one of the most influential people in the
accounting industry for two years in a
row. He is also the founder of the Advisory Board, a national coalition offering a
multidisciplinary consulting approach to
professional service firms. The Ohio
Council honored Shamis.

and chief executive officer for Community National Bank, where he is responsible for monitoring the company's
financial statements, hiring and recruiting senior management, strategic planning, defining and maintaining budget
and forecasts, reviewing new and old
products for profitability, reviewing new
and closed accounts, and making sure
compliance issues are maintained. He is
active in many professional organizations in his community and is a leader in
his church. Vich was selected by the
North Central Council.

© Ken Shelton, CPA, is the controller
for National Tech Team, responsible for
SEC reporting, budgeting, financial
analysis, and reporting of all revenues
and expenses. He also oversees all the
accounting and payroll personnel in the
United States as well as in the U.K., Germany, and Belgium locations. Shelton
has initiated vast improvements in both
the coordination and reporting aspects
of his job. Since he has taken on the
position of controller, he has improved
the accuracy and reporting of the
monthly /quarterly financial statements,
increased communication, and hired a
solid staff. Shelton was honored by the
Michigan Council.

© Denise Wilder Warren is the
senior vice president and CFO for Gaylord Entertainment Company. Prior to

Each Financial Executive of the Year
receives a crystal trophy, a complimentary two -year IMA membership, and an
official proclamation from IMA. The
winners also are being featured in a major advertising and promotional campaign conducted by Accountants on
Call. To participate in next year's award
program, call (800) 327-1117, ext. 274,
for more information.
With more than 120 offices throughout the
United States, Canada, and the United
Kingdom, AOC is a world leader in the
placement oftemporary and direct -hire
accounting and finance personnel.
The company is headquartered in Saddle
Brook, N.J., and can be found at
www.aocnet.com.
IMA is the leading professional organization devoted exclusively to management
accounting and finance professionals with
more than 65,000 members worldwide.
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IASC Names Advisory
Co u n cil I By Robert F. Randall
The

trustees of

the

F
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I nt er nat io nal Acco unt ing St andards

rs

The International Accounting Standards

Co mmit t ee Fo undat ion have named 49 chief financial and

Board has named

acco unt ing officers from ar ound the world to the St andards

Kevin M. Stevenson as

Adviso ry Council. The SAC's mission is to provide advice to the

director of technical
activities and Wayne S.

International Accounting Standards Board

president and chief executive officer,

(IASB) on priorities in setting standards

Financial Executives International, U.S.;

and on the implications of proposed stan-

Patricia

dards for both users and producers of

director, Bear Stearns & Co., Inc., U.S.; Paul

son, a former executive

financial accounts.

McCrossan, consulting actuary, Eckler

director of the Aus-

McConnell, senior

managing

Upton, Jr., as director
of research. Steven-

Paul A. Volcker, chairman of the IASC

Partners, chairman /president, Internation-

tralian Accounting

trustees and former chairman of the U.S.

al Forum of Actuarial Association, Canada;

Research Foundation

Federal Reserve Board, said, "The goal of

Gabrielle Napolitano, managing director,

and national technical

our organization is to produce a single

Equity Research, Goldman, Sachs & Co.,

partner for Pricewater-

set of universally accepted, high - quality

U.S.; David Shedlarz, executive vice

accounting standards. Having a broad

president and CFO, Pf ° °-

range of expertise and experience repre-

U.S.; Keith Sherin, CFC

sented on the Council, which is expected to

General Electric Co.,

meet several times each year, will help

Equity Research, head of Global Valuation,

U.S.; David Sidwell,
CFO,
Investment
Bank, JP Morgan
Chase & Co., U.S.;
and Norman Strauss,
national director of
accounting,
Ernst
Young, U.S.
The Foundation also noted that the
European Commission, the U.S. Securities
& Exchange Commission, and the
Financial Services Agency of Japan would
participate as observers. A complete listing
of the Advisory Council members can be

assume office

Morgan Stanley, U.S.; Philip Livingston,

found at www.iasb.org.uk. ■

immediately. ■

ensure both the quality and practicality of
the world of the Board."
SAC members were drawn from six continents, 29 countries, and five international organizations. Council members representing the U.S. and Canada include
Jeannot

Blanchet, managing director,

Andersen, Canada; Michael Conway, partner, KPMG LLP, U.S.; Jerry Edwards, associate director and chief accountant, Board
of Governors of the U.S. Federal Reserve
System; Trevor Harris, managing director,

houseCoopers,
- founded
a firm,
Stevenson
McGregor.
He will

assume
office in
February
)2. Upton, a
former senior project
manager at the
Financial Accounting
Standards Board,
Norwalk, Conn., will
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Fees Paid to Audit Firms Exceed Estimates
> HOW MUCH DO
companies actually use

counting professors:
Lawrence Abbott of the

proprietary, information

---and pay —their audit-

University of Memphis,

abou t how mu ch mon-

ing firms for consulting

Susan Parker of Santa

ey companies pay their

services? For years, esti-

Clara University, Gary

accountinc

bjective
i account -

Previously considered

December 2000).
The main issue the SEC
sought to resolve was auditor objectivity.
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Certification

Michael A. Sides, CMA, CPA, CIA
I

How Do You Value the CMA?
DO YOU RECALL THE PROFESSOR POSING THIS

question to you when you were a student: Is accounting
art or science? For one who changed careers from music
to business, the notion of classifying accounting in the
grand schema of art seemed farfetched — accounting just
never came up at the conservatory. At least in part, the
professor meant that creativity is the lifeblood of
the accounting profession, ani
dent's role would eventually b
of a resource in seeking out ci
ative solutions to managemen
issues.
Last year when my colleague, Charles Grosso, and
I were tasked with performing a review of financial
controls at Sandia National
Laboratories, I was initially
awestruck at the scope and
scale of what I believed the as
signment to be. As we proceec
we focused on context, custon
and content. Context —to dra..
corporate experience and resources. Customers—to triangulate the needs of Sandia's CFO organization, Sandia's internal audit function, and the Department of Energy (DOE) Albuquerque Field Office.
Content —to identify a level of detail sufficient to provide
meaningful usefulness to all of our customers. (For the
whole story, see pp. 28 -34in the July issue and pp. 29 -35
in this issue.)
With our internal audit manager, Wayne Potter, we designed a project that enjoined Sandia and the Department of Energy in a process of creative partnership. Yet
when it came to the content of the review, Chuck and I

were on our own. This project was about the financial
control structure. Our challenge was to usefully portray
internal control from corporate objectives to the tasks assigned the individual.
I believe I was able to carry through on this project in
large part because of the work I did in preparing to take
the Certified Management Accountant
I exam. Preparing for the un:pected is expected when you
prepare for the CMA exam or
any other professional exam.
The intelligence of the certification is not the exam itself. Rather, it is the preparation for creatively
managing the unexpected —
the overall multi - discipline
Ipproach emphasizing the deelopment of the individual's
textual understanding of busiwas well served by the comand detailed emphasis on in______
found in CMA exam study
materials. That training and preparation strongly influenced the path we followed to accomplish our goal.
Preparing for the unexpected has paid off long after
the exam. It enables our ability to participate in opportunities to seek out creative solutions that extend our skills,
raise the bar, and help sharpen the competitive edge of
the companies we serve. That is how I value the CMA. ■
Michael A. Sides, CMA, CPA, CIA, is a business systems
analyst at Sandia National Laboratories in Albuquerque,
N.M. You can reach him at (505) 845 -7913 or
masides @sandia.gov.
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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.

,Accounting Supervis%
Large national publisher is seeking a hands -on general ledger
Accounting Supervisor. This position has significant supervisory
duties as well as responsibilities for overseeing financial closes, tax
filings and annual budget reviews. Candidates must have broad
knowledge of all phases of finance and accounting, knowledge of
spreadsheet applications and be capable of training staff. Ideal
candidate will posses the ability to resolve ambiguous or difficult
problems and possess excellent analytical and customer service
skills. CPA required, with 5+ years' reporting experience and 3+
years of supervising. Salary to $65K.

Financial Analyst
National machinery manufacturer is seeking a highly qualified
candidate to fill a Financial Analyst position. Ideal candidate will
have knowledge of JD Edwards, and have excellent commercial
collection and account reconciliation skills. Responsibilities also
include performing financial analysis, general ledger maintenance
and some project cost work. The position requires analytical
modeling skills, experience in multiple task management, excellent interpersonal skills, and a high degree of organization.

Salary to $50K.

Senior Accountant
Real estate developer is looking for a Senior Accountant. Position
will oversee financial statement preparation and cash flow reporting. Responsibilities also include a heavy role in business planning and budget/forecasting. Four-year degree in accounting,
plus 5+ years of general accounting experience and 2+ years'
experience in the construction industry required. Knowledge of
job costing, Timberline experience and a CPA are highly desirable. Salary to $48K

A� c� unxix� g.

cr� „ger

Specialty medical practice is seeking a full -time Accounting/
Business Office Manager. Position reports directly to the president and will be responsible for the day -to -day operations of the
business office including the accurate, reliable and timely delivery of financial reports and for insuring the proper internal controls and management of all aspects of the general accounting
function. Responsibilities include all aspects of the clinic's information systems, including wide area and local area network, and
manage me nt and supervi si on of the pati e nt accounti ng depart ment. Ideal candidate will posse ss the followi ng skills: 3+ years of
accounti ng and supe rvi sory experi ence (clini cal /he alth care setting pre fe rre d) ; 2- or 4 -year de gree i n account ing/ busi ne ss;
strong PC ski lls, including Lotus /E xce l ( plus Me dic pract ice
manage me nt syst e m pre fe rred) and ne t work admi nist rat i on
(N ove l l or N T) ; and t horough knowl e dge of t he T hi rd Part y

payer system preferred. Salary $4045K DOQ.

Staff Accountant
World's largest REIT, owning and operating 2,000+ apartment
complexes and employing 12,000+ employees, is seeking a Staff'
Accountant. Ideal candidate will have knowledge of standard
accounting terminology and procedures, and needs to be detail
oriented. Bachelor's Accounting degree required with a minimum
of 3 years' experience in Real Estate. Must possess excellent communication and problem solving skills and have working knowledge of MS Excel and Word. CPA candidate preferred; experience in a large corporate general ledger environment is a plus.
Salary to $45K.

Accountant
A growing public accounting company is searching for an
Accountant with 3+ years of public accounting experience. Prior
experience in auditing is required, and experience in tax is
desired. Must have four -year accounting degree; CPA is strongly
preferred. Ideal candidate will have strong multi -task management skills. Salary to $48K.

Finance Manager
A $25- million division of a $150- million manufacturing company is searching for a Finance Manager who has 5+ years of manufacturing experience and has supervised at least 4 employees.
This position will concentrate on reviewing the financials and
operational procedures. All financials will be reported to the corporate offices. Requirements include a degree, manufacturing
background, systems knowledge (to accommodate systems conversion in the near future) and solid communication skills. A
CPA is a plus. Salary to $95K.

Senior Accountant
A large nationally based bank is currently seeking a Senior
Accountant. Position will be responsible for reviewing financial
statements and various special projects. Requirements include a
Bachelor's degree in Accounting with 3+ years of practical
accounting experience performing accounting analysis and/or
financial reporting. Banking and/or financial reporting experience are pluses. Salary to $55K.

Tax Specialist
A top -notch energy company seeks a Tax Specialist. Position will
gather information for sales and use tax returns and determine if
proper sales tax has been paid or if there are refund opportunities. Along with these responsibilities, individual will gather
information for and prepare personal property tax returns and
review assessment notices for proper valuation of property. Ideal
candidate will have a 4 -year degree in accounting with 1 + years
of sales and use tax experience. Salary $40 -46K DOQ + 10%
bonus potential.

Senior Accountant
Food processing company is looking for a Senior Accountant.
Duties include report writing, ad hoc reporting, managing the
month -end close process and the general ledger, financial reporting, providing direction on financial systems and procedures,
performing projects, and identifying and proposing profit
improvement to management. 4 -year degree and great IT skills
to perform various accounting tasks are required. Salary to $58K.

ControllW
A commercial developer and property management company is
seeking a qualified Controller with a willingness to learn and be
a pan of this entrepreneurial, professional business. Position will
supervise a staff of five individuals and will report directly to the
CFO. Responsibilities include maintaining internal controls and
procedures and overseeing day -to -day accounting operations such
as cash flow management, development and maintenance of
budget processes and all financial reporting activities (including
SEC). Position will oversee month -end close, monthly journal
entry verification, monthly reconciliations and consolidations.
Degree in business (accounting preferred), CPA, 5 to 7+ years'
experience (some Big 5, preferably with exposure SEC reporting)
required. Ideal candidate will be independent, self - starter, detail oriented team player with good problem solving skills.
Compensation to $75K plus bonus.

Director of Financial
Reporting & Corporate Accounting
A medium -to -large publicly traded company is seeking a Director
of Financial Reporting and Corporate Accounting. This is a great
opportunity for an individual with outstanding technical accounting and communication skills to lead a team in the creation of
SEC - related external reports and internal management reports.
Position will also lead the corporate accounting department as it
handles a wide variety of routine and ad hoc duties. Requirements
include 8+ years of experience in a large company, extensive experience in handling complex finance issues that may have division or company -wide scope, project management experience and at
least a BS degree in Accounting. CPA required; Big 5 experience a
strong plus. Salary $70 -90K DOQ.

Financial Business Analyst
Manufacturing company with a challenging and professional
environment has an immediate need for a Financial Business
Analyst. Position will assist with financial analysis and modeling
to evaluate domestic and international business opportunities.
Minimum requirements include a Bachelor's degree in
Accounting or Finance plus at least 2 years' financial analysis
experience. Strong interpersonal and spreadsheet skills are a
must; Big 5 experience highly desirable. Company offers an
excellent benefits package and compensation to $48K.

Small but growing international manufacturer in need of a
Controller offers a phenomenal opportunity to an aggressive
self - starter with an outgoing personality who is not afraid to
"roll up their sleeves." Company is looking for a superstar to
help in the transition of all accounting and administrative functions from a previous joint venture owner to a stand -alone
operation completely under the control of the owner. Key
responsibilities include: ensuring that all accounting functions
are performed in an accurate and timely manner; supervising
and managing the department; producing a budget and 5 -year
plan; reviewing systems and procedures to increase efficiency;
acting as a project manager to assist in the implementation,
support and upgrade of I/S applications; and help in key business decisions. BS degree in Accounting and a minimum of 5
years of manufacturing experience required; CPA designation
preferred. Salary to $80K.

Plant Controller
A billion - dollar plus publicly held manufacturing company seeks a
Plant Controller to work in conjunction with the General Manager of the plant and report to the District Assistant Controller.
Position will supervise a staff of 4 and be responsible for overseeing
the accounting function of the plant, including accounts payable,
accounts receivable and collections. Responsibilities include journal entry postings, balance sheet and income statement reconciliations and analyses, and general ledger. The successful candidate
will possess a 4 -year accounting degree with approximately 3+
years' experience, some supervisory. Salary to $50K.

Senior Accountant
Manufacturing company is in need of a Senior Accountant. This
highly visible position reports to the Director of Accounting and
is a fantastic opportunity to join a dynamic industry leader.
Responsibilities include a role in financial reporting, consolidations and special projects. A minimum of 3 years of experience
in either public accounting or industry and GAAP and FASB
skills are necessary, along with superior systems skills.
Salary to $50K.

Financial Analyst
Manufacturing company is seeking a Financial Analyst. Position
will be responsible for budgeting, transmittal of financial data to
corporate headquarters, installing software updates as necessary,
assisting with monthly closings, and year -end and tax package
submissions. Individual must have 3+ years' accounting experience and BS in business with a concentration in accounting or
finance, as well as knowledge of general accounting practice,
including AIR A/R, payroll, etc. Excellent computer skills
required, including software for tax purposes and spreadsheets.
Must have high -level communication skills to explain financial
results to managers. Salary to $46K.

Call now for a FREE copy of the Robert Half 2001 Salary Guide!
For more information on these and other professional opportunities, call Robert Halfat 800.474.4253
to be connected directly with your local office, or visit our website at roberthalf.com.
A Robert Half International Company
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CMA /CFM REVIEW

FINANCIAL

CMA EXAM FLASHCARD
REVIEW SYSTEM. Pass Now... in a
FLASH! Over 1,000 flashcards. FREE

Quantitative Analyst. Requires an
M.S. degree in Finance or Economics and two years' exp. in the job
offered or two years' exp. in the
application of quantitative techniques to analyze investment risk. All
stated experience must have included: building and running constrained asset allocation models;
working with and designing structured fixed- income products; using
non - linear methods, and neural -networking and genetic algorithm techniques in applied financial analysis;
and using Visual Basic or C + +.
(Experience may have been gained
prior to completion of master's
degree.) Analyze investment holdings to quantify sources of risk and
return. Apply quantitative techniques to analyze investment risk.
Build and run constrained asset allocation models and work with and

information kit. Call (800) 435-

3769. FAX (609) 724 -0679. Visit
h"p: / /www.tutorialgroul2. 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.
CAREERMAG.COM

LAUNCHED IN 1994, CareerMag is
the most comprehensive career resource on the web. Post your resume
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.

design structured fixed- income
products. Produce reports identifying factors that cause portfolios to
outperform and underperform their
benchmarks. Perform scenario
analyses and stress tests to calculate
detailed risk profiles and to evaluate
impact of various portfolio changes
on overall risk. Use non - linear methods and neural - networking and
genetic algorithm techniques in
applied financial analysis. Run optimizations to identify efficient portfolio structures, maximizing return
for varying levels of risk. Build models to predict future returns employing state -of -the -art econometric and
other statistical techniques. Perform
programming duties using Visual
Basic, C and C + +. 40 hrs. /wk. 9:00 -

5:00. Apply with resume to: Karen
Mooney, Alliance Capital Management L.P., 1345 Avenue of the
Americas, New York, NY 10105.

M I C R OM AS H C M A / C FM R EV I E W

Powerful computer -based
CMA/CFM Review builds study sessions based on user's individual
strengths and weaknesses. Available
by Part. Software works efficiently in
tandem with included textbooks.
Comes with Pass Guarantee.
800 - 272 -PASS

www.micromash.net

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

www.accountemps.com

C4

1

Prom etri c com pute ri zed for m at. Per

American Payroll Association

nationalpayrollweek.com

C2

16

books $24.95, s o f t w ar e $44.95,

American Payroll Association
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C3

23
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Armstrong Laing Group
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32

CapitalStream

www.capitalstream.com

14 -15

27

Colloquium on Accounting Education

www.thecolloquium.com

11

Comshare

comshare.com /sf

17

25

Creditek LLC

www.creditek.com

5

11

EPS Software

www.epssoftware.com

18
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IMA Annual Conference

www.imanet.org

49

IMA CMA /CFM

www.imanet.org

72

IMA Memorial Education Fund

www.imanet.org

43

IMA Profile Survey

www.imanet.org/profile

13

Lambers

www.lamberscpa.com

10
69

MicroMash

www.MicroMash.net

Boards of Accountancy as a sponsor of continuing

Oracle

www.oracle.com

professional education on the National Registry of

Pendock Mallorn Ltd.

www.pendock.com

Robert Half Marketplace

www.roberthalf.com

courses. Complaints regarding registered sponsors

Visa U.S.A. Inc.
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2
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Worldwide Business Research
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CPE Sponsors. State boards of accountancy have
final authority on the acceptance of individual
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North, Suite 700, Nashville, TN 37219 -2417,
(615) 880 -4200. IMA is registered with the North
Carolina State Board of CPA Examiners as a sponsor of continuing professional education. Complaints or comments regarding registered sponsors
may be addressed to the North Carolina State
Board of CPA Examiners, P.O. Box 12827, Raleigh,
NC 27605 -2827. The North Carolina State Board
of CPA Examiners does not accept CPE Credit for
reading Strategic Finance and taking a self -study
quiz. IMA
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Out of Office epiy
ACROSS
1. Point of departure
8. City of Lights
13. Mountain trail follower
14. Out in the open
15. What you drag along from home
16. Cut ties
17. In the manner of (Alsace)
18. Older male
20. _ Lilly and Company
21. Unload for cash
23. Associate for short
24. Kurosawa's King Lear
25. A summer tea
27. Inspired by the Shrew
29. The bass man
32. Sit apart from the strings and brass
33. Arrives
35. Star Wars plan
36. Short for when you will get there
37. The solar round
39. National HS aptitude tests
43. Abbr for see - through mirror
44. University of Helsinki shortened
4 5 . T he la st sou nd you wa nt to hea r on

a cruise ship
46. Leaping nocturnal from
Madagascar
48. Dances with bulls
51. Before that (old form)
52. An olive -oil soap
53. What the wind scrapes off waves
54. One sent on a mission

DOWN
1. Collection of maps
2. James Cameron's sentiment at the
Academy Awards
3. Kingly
4. Primary care group (abbr)
5. Russian River that joins the Volga
6. Bob Marley's medium
7. The largest plants
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8. Vacation mail
9. Greeting from Julius
10. Dream
11. The Old Country for many Celts
12. What you don't want attached to a
deal
19. A 404 is a "_ Found"
22. _ Meitner, pioneer in the field of
nuclear fission
26. Threads of the king
28. The result of a spill
29. Bugs that have two sets of wings
30. Belgium's second city
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31. Stutter
34. Transgression
35. Sports commentator and author
Dick
38. French automobile
40. A formal examination
41. Ibsen's Peer Gynt
42. Shopping orgy
47. Urban Transportation
Administration of HUD
49. General _'s chicken
50. Symbols that appear in every
e -mail address

For solution, go to www.strategicfinancemag.com

PREPARING FOR

YEAR AND
-END
2002
One -Day Compliance Seminar
For P ay rol l , H uma n R es o urc es ,
S ys t e m s , an d A c c o u n t i n g P ro f e s s i o n a l s

You could reduce your exposure to costly noncompliance penalties by
attending APA's Preparing for Year -End and 2002 one -day course, now in its
18th year. Your payroll department deserves the knowledge required to
properly process year -end and maintain compliance for your organization.
l A l b u querque

orage
ta
Atlanta
Baltimore
Birmingham
Bloomington
Boston
Boston
Charlotte
Chicago
Chicago
Cincinnati
Cleveland
Columbus
Dallas
Dallas/Ft.Worth
Denver

•

Syracuse
Tampa
Toronto,Canada
Tulsa

Philadelphia

Oct. 15

Washington, DC

Oct. 2

Philadelphia
Phoenix
Pittsburgh
Portland
Raleigh
Reston
Richmond
Rochester
Salt LakeCity
SanAntonio
SanDiego
SanFernandoValey
SanFrancisco
SanFrancisco
SanJose
Seattle
St. Louis
Sunnyvale

Oct.26
Oct.26
Oct.5
Oct.4
Oct.19
Oct.24
Oct.23
Oct.29
Oct.15
Oct.29
Oct.26
Oct.24
Oct.5
Oct.16
Oct.18
Oct.3
Oct.22
Oct.22

Wichita

Oct.12

Oct.10
Oct.12
Oct.8
Nov.1

Omaha
Orlando
Peoria
Philadelphia

DATE

Honolulu

Oc. 19

Oct.25
Oct. t
Oct.1
Oct.18
Oct.25
Nov.2
Oct.9
Oct.17
Nov.2
Oct.22
Oct.4
Oct.10
Oct.11
Oct.1
Oct.2
Nov.1
Oct.24
Oct.12

Houston
Indianapolis
KansasCity
LasVegas
LosAngeles
Louisville
Memphis
Miami
Milwaukee
Minneapolis
Nashvile
NewOrleans
NewYork
NewYork
Newark
Newark
NewportBeach
Oakland

Oct.30
Oct.3
Oct.11
Oct.19
Oct.23
Oct.10
Oct.8
Oct.15
Oct.9
Oct.8
Oct.9
Oct.31
Oct.16
Oct.30
Oct.4
Oct.31
Oct.25
Oct.17

•

Oct.18
Oct.17
Oct.19
Oct.23

Oct.11
Oct.16
Oct.5
Oct.3

DesMoines
Detroit
GreenBay
Hartford

GOVERNMENTPUBLIC
• �' COURSE
-Day Seminar—10ClassesNationwide
I� TY
Atlanta
Chicago
Columbus
Dallas
LasAngeles
Minneapolis
SanFrancisco
Seattle
Tampa
Washington

For more information and to register, go to
americanpayroll .org /yearend.html or call toll free 1- 800 - PAY -2USA

DATE
Nov.6
Nov.5
Nov.8
Nov.6
Nov.7
Nov.9
Nov.8
Nov.9
Nov.5
Nov.7

When your workload is piling up,

WasitMagic?

finding the right financial specialist
like Bob, who can jump right in and
complete the work, can often be a
dauntingtask.
But not for us.

Or was itBob from
Accountemps?

Because Accountemps has over fifty years of
experience matching only the most qualified
professionals with top companies.
No magic. Just the right people.
Financial specialists — from collections and
accounts receivable to financial analysts and
tax accountants — who will get the job done
professionally, reliably and quickly.
Maybe that's what makes us the leader in specialized
financial staffing, with over 330 offices worldwide.
To hire your very own Bob, call Accountemps today
or visit us online.

accountemps.com
800 -803 -8367
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