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We fix it.
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attack it.
recapture it.
resolve it.
reconcile it.
automate it.
staff it.

As a leader in receivables and deduction
management, and order -to -cash outsourcing,
Creditek delivers immediate ROL Since 1982,
we've generated hundreds of millions of
dollars in profits for our Fortune l 0 0 0 clients.
Through best practices, integrated technology
and expert knowledge, we help you:
• Improve profits, cash flow, working
capital and customer satisfaction
• Reduce process errors, customer
claims and operating costs
• Convert deduction processing from
a cost center to a profit contributor
• Free -up internal resources
To learn about all the ways you can profit,

You profit from it.

cred*ltek
www.creditek.com
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contact Rich Lander, Executive Vice President, at
rlander @creditek.com or 1800 216 -40oo, ext. 358•
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24 Financial Uncertainty

BY

RAMONA

DZINKOWSKI

In the wake of the terrible attacks on the World Trade Center and the Pentagon, the state of the world economy
and major stock markets is causing concerns for CFOs and other financial executives. John Nofsinger, an expert on
mass investment behavior, brings his insights to bear, pointing out that herding and feedback trading typically are
responses to such disasters. The good news: Markets eventually return to their prior levels after several months. Q

28 CentralizingFinancialOperations

By B o U

VA

N

K U Y K

Major cost savings and increased control can be achieved by companies that centralize their financial operations,
especially those businesses operating in the global economy. But, warns this expert, make sure you use a
supplier with multi - currency and multi - lingual capabilities. IT support for all site locations is also critical. Q

33ApplyingNewUAAccountingRules

By ALFRED M . KING, CM A , C F M

Under the FASB's new mergers and acquisitions rule, the pooling -of- interests method is out; the purchase method
is in. Companies no longer can write off record sums like $44.8 billion as goodwill, as was done in one case.
The new purchase method, now the only method for accounting for business combinations, is more in accord
with economic reality. 0
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If your receivables department isn't paying attention, payment deductions can make your bottom
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Certification: Infuse Your Career

Perspectives

I by Bob Bell, CMA, CPA

Cash is as necessary to business as blood is to human life. When the unexpected happens in our worlds, we always have blood drives. The same is
true for businesses.
Investors are more interested in the ability of a
tence and excellence in the field of management
business to generate cash than they are in its net inaccounting— improves your career today and in the
come. It is cash that pays banks, vendors, and infuture.
vestors. During times of uncertainty, when cash grows
But don't just use IMA for yourself. Share this unscarce, personal careers seem to be
usual opportunity with a friend or an
threatened. The "cash in the bank"
acquaintance.
of a career is specific knowledge
As the world continues to change,
and the ability to apply it.
various opportunities for personal
The IMA is a source of applicable
and professional growth will appear.
knowledge in accounting, finance,
Preparation plus opportunity has
and information technology manbeen mistaken for luck many times.
agement. This knowledge, along
Now is the time for you to put some
with the personal networking and
extra effort into your own career.
mentoring that can be found
Turbulent times bring waves. You can
through chapter relationships,
be washed over, or you can surf the
makes IMA membership attractive
waves.
and helps lower the risk to your
Ride the waves to become a Certicareer in uncertain times.
fied Management Accountant (CMA).
Also adding "cash in the bank" to
Certification says something positive
B OB BELL
your career is education. IMA eduabout your decisiveness and persistcation in many cases leads to certience. If you haven't already taken this
fication —CMA. This is an unbeatable combination.
step, make the decision today to become a CMA! ■
Education that helps each of our business units become more competitive —along with the potential for
Bob Bell can be contacted by e-mail at
certification, which demonstrates a person's compebob@gridiinshine.com.
No v em b er 2 0 0 1
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By Max Messmer, Editor
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Careers

Finalizing the Hiring Decision
You've scanned through resumes, selected candidates to interview, and met face to -face with many of them. Now you've reached the most important stage of the
process— deciding which applicant will receive an employment offer. While in recent years this may have been relatively simple because there were fewer candidates available, today you may have an increased number of qualified accounting
professionals from which to choose.
Identifying the right person for the position is not
without its share of challenges. But there are steps you
can take to ensure you're giving all applicants equal
consideration and making the best possible
decision.

Narrowing the Choices
Developing a hiring strategy can make all
the difference when evaluating potential
employees. Before you begin interviewing
applicants, create a list of the skills and experience essential to success. Then prioritize
each characteristic. For instance, you may
rate knowledge of international accounting standards higher than verbal
communication abilities. This set of
criteria will allow you to better assess
each candidate's qualifications.
Establishing specific hiring standards can also help you screen out irrelevant factors. Studies indicate, for example,
that employers choose some applicants over others simply because they're interviewed later in the hiring process.
Another common mistake is becoming so enamored with
one particular aspect of a candidate's background —such
8
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as the fact that she earned her accounting degree at your
alma mater —that you overlook critical weaknesses in her
skill set.
It's valuable to get input from multiple staff members
when making a hiring decision. By having more than
one member of your department meet with a
prospective employee, you can identify inconsistent information provided by the applicant as
well as professional strengths you may not have
learned about when you met with that individual. Be careful, however, about having too
many people get involved in the process. Instead of selecting the candidate most suited for the position, you may end up with
the applicant who is least objectionable to everyone.
Also, regardless of how quickly
you need to fill the opening, avoid
rushing your hiring decision. If
you act out of urgency, you're likely to overestimate the qualities of
candidates who may only be somewhat qualified for the job. Keep in mind that even if
you find someone who would be a good employee in
general, the individual is still a poor match if he or she
doesn't meet the specific criteria you've set for the

1k
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t

No Problem'.
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■ ND.web
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services, and more, visit www.BNA.nextdimension.com or call BNA Customer
Relations 1- 800-372 -1033 today!
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position you're filling.
Take the time to conduct reference
checks. They can provide useful insights that you can't gain from a r6sum€ and interview alone. You can
often overcome typical reference checking obstacles by asking finalists
to encourage their contacts to give
honest feedback about job performance. If you speak with an individual who is reluctant to provide assistance, explain that his or her candid
comments can help you make sure
the applicant is an ideal fit for the
position. Acknowledge that no one
wants the candidate to be unsuccessful in a job.

hood is strong that other companies
are equally impressed. You don't
want to lose the ideal person for the
job to another opportunity because
you took an extra day to think
about it.
When presenting the offer, give
the applicant as many details as you
can, including pay, benefits, and
perks. Then set a reasonable acceptance deadline —a few days for an
entry-level position and up to a
week for a more senior role or one
that involves relocation.
If someone seems less than enthusiastic about your job offer, try to
find out the reason for the hesitation. Then carefully consider how far
you're willing to go to accommodate
the reluctant candidate. For example, offering someone an unusually
high starting salary can disrupt the
compensation scale within your de-

Negotiating the Offer
Once you've reached your final decision, make the offer immediately.
Remember, if you're impressed with
an applicant's skill set, the likeli-

ty
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Earn the Certificate in Business Management and the Certified Business Manager (CBM)
Designation either by taking a two -part examination or through the Grandfather Clause.

A business professional who is both a specialist in a chosen field and a generalist across a broad range
of additional business disciplines is extremely valuable to an organization in today's business world.
The generalist can communicate comfortably and negotiate competently with his/her team as well as
within the global network. The cross - functional knowledge obtained from the CBM program will make
you an effective team player and business manager.
The CBM designation was created by Mr. S. Rao Vallabhaneni, who is an educator, author, publisher
and practitioner in the business field. The CBM credential broadens your knowledge, enhances your
understanding, and thus equips you to take on greater challenges to pursue a wider range of career
opportunities, and to increase your earning potential. It is like a more efficient, less costly MBA. The
CBM designation is the only generalist certification in the business field.
If you already have a professional certificate in a business specialty, you may acquire a generalist
certificate, the CBM, for a limited time, through the Grandfather Clause. After the Grandfather
Clause time expires on December 31, 2001, you will be required to take a two -part examination to
earn the CBM.
Individuals working in several business specialties and who have earned certain specialty certifications
are eligible to apply for the CBM designation under the grandfather clause. To see if you qualify, and
for details on how to apply, please visit our web site: www.cbmexam com or call us at 323 - 936 -6757.
Helping Business Specialists Become Business Generalists
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partment. Also keep in mind that
persuading an applicant to join your
company despite his serious reservations will backfire should he continue to have second thoughts about
the job.
Even after the candidate accepts
the position, it's a good idea to keep
in touch in the days or weeks before
his or her start date. Use the time
before the individual joins your team
to send employment forms and additional information about your
company. Encourage the person to
contact you should he or she have
any questions about the job. You'll
set the stage for a successful start in
your department and keep the candidate engaged.
Deciding which applicant to hire
isn't unlike other tough choices you
make every day in business. You
must evaluate your options, weigh
the pros and cons of each, and make
a decision. By giving careful consideration to each prospective employee, relying on a fair evaluation system, and making a competitive job
offer, you can help secure the best
person for the position. ■
Max Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert
Half@, Accountemps@, and RHI
Management Resources@. RHI is the
world's first and largest specialized
staffing firm placing accounting and
finance professionals on a full -time,
temporary, and project basis. Mess mer's most recent books are Motivating Employees For Dummies@,
Managing Your Career For
Dummies@, Job Hunting For
Dummies@, 2nd Edition, Human
Resources Kit For Dummies@ (Hungry Minds, Inc.), and The Fast Forward MBA in Hiring (John Wiley e'r
Sons, Inc.).
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EVIL HAS ALWAYS BEEN PART OF HUMAN
existence. From the time we first understood that we had
been given the power to make choices, the choice to act in
ways that cause pain and suffering has been a possibility.
Once we became "aware" that we could act as we please,
we had the power to decide whether to do right or wrong.
The wise would say that this power is what defines the
essence of being human and distinguishes our species
from others. This power to choose was freely granted
without restrictions. It must be this way if humans are to
own the gift of free will. We
form our lives, moment to
moment, using this power
and our capacity for original,
creative thought.
On September 11, small
teams of people used this
same power to choose a path
of great evil that brought
suffering and sorrow to millions of people. Each of us
must now confront the question of why this happened, to
what purpose.
As I write this column it is only a week since the terrorists destroyed so much —and I find myself in New
York City, for the first time since the disaster, sitting in an
office that looks directly at Ground Zero.
It is a moment for me to reflect on my own actions. Am
I living in ways that reflect love, kindness, and compassion
for others? Or am I pursuing my own selfish desires and
pleasures that, no matter how pleasant they may feel at the
moment, bring some measure of pain to those I touch?
It is the dead and the living —their families, friends,
ST RATEGIC FIN AN CE
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rescuers, and survivors —that are holding me accountable
for answering these questions. For what has affected me
deeply is the example they have given of the power of
goodness in the face of evil. Perhaps this is one of the
most important truths about evil —that it's not caused by
circumstances outside our control but solely by selfish
thoughts such as "I am right to hate," "I will destroy what
you have," or "My anger is justified by your actions."
Evil has only one consequence: It causes suffering. Unerringly, it seeks out an "other" person. Otherwise, what's
the point? And it always comes
back to the evil doer. Can you
imagine being the son or daughter
of one of those men? What could
you ever do to make amends?
Being good, appreciating life, or
having a sense of "oneness" are
nicer when other people are around
to share those feelings, but sharing
them is not required. And what a
powerful force for good, as role
models, are the parents who died in
the service of others.
A very dear friend was the CEO of a well-known pharmaceutical company that was the target of a "terrorist attack" 20 years ago. Someone chose to tamper with their
products and poison several innocent people, who died.
In the midst of this crisis, which brought the company
to a complete standstill and threatened to destroy its most
valuable brand, he and I played tennis. As we were leaving
the court, he looked at me and said, "There must be some
good that will come of this, but for the life of me I can't see
what it is." I know that as he guided his firm in the following months, he kept this thought foremost in his mind.
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Let's see how your best stacks up.
Put your top financial executive on a pedestal! For the sixth consecutive year, AOC —
financial staffing and recruiting specialists — and the Institute of Management Accountants (IMA),
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With hindsight, the answer to his
question is obvious. This event was
the turning point in raising our consciousness about packaging safety
and security. His company made
profound changes in the composition of its products and the ways the
packages were sealed and labeled, as
did every other manufacturer of
packaged goods. What we take for
granted today — childproof caps,
tamper resistant seals, and warnings
to inspect the package for defects —
are innovations that have all been
introduced since 1981.
How many lives have been saved
as a result? How many children
spared? No one really knows, but it's
certainly many times the number of
those who were killed. Had I had
been one of those who were poisoned, and had I "known" that my
death would result in so great a benefit for humanity, I would have

found great consolation in knowing
that so much good would result
from my loss and suffering.
This is what stunned me about
the events in Lower Manhattan —the
examples of ordinary people who,
facing the most extreme peril in the
aftermath of monstrous evil, acted
with grace, compassion, love, and
selflessness.
Surely you saw their testimony to
the central truths of life: that all of
us are connected, that in some way
we are all one, and that love for
mankind is the sustaining energy
that inspires people to do the most
remarkable things with kindness and
courage in the face of great personal
danger and risk.
One of these people was a mother
who went into the day -care center in
the WTC complex and helped lead
toddlers to safety. She said, "Now I
understand why people go into

burning buildings to rescue total
strangers. It seemed completely obvious that this is what I had to do."
Another was a firefighter —so
youthful and innocent —climbing
the Tower stairs with a look of utter
calm, competence, and confidence.
What a hopeful and inspiring sight
he must have been for those fleeing
the smoke and flames above.
And, of course, there were the
passengers on the doomed flights
who coolly called loved ones to let
them know that they were about to
die and to say goodbye. They were
not thinking about themselves or
feeling sorry about their fate. Quite
the contrary, they sent messages
filled with reassurance and hopeful
wishes for wonderful futures.
On the jet that crashed in Pennsylvania, the people who decided to
resist the hijackers and prevent them
from carrying out their mission did

G LESS

Good rap songs

Fingers on
one hand

Population
of Belgium

so with determination and verve —
apparently without a second thought
for their own sacrifice.
Also, you have to love "Rudy the
Rock," our mayor, Mr. Giuliani. He
epitomizes the compassionate leader
with perfect pitch —tough when he
needed to be protective of the common good and tender when touched
by human loss and grief. Harvard
Business School is sure to write a
case about him as they teach their
students about "Leaders in Crisis."
What is not surprising is the fact
that people act with love and human
connectedness in times of great peril
and danger. But what is still overwhelming for me— because I saw so
much goodness on such a grand
scale —is how millions of people put
their egos aside and simply did the
best they could to serve others.
All over New York City and America, we saw people acting for the

common good and giving unselfishly. Our customary "game face" of
thinking about what is best for number one, putting our financial gain
ahead of other people's needs, ignoring the pain of strangers, or making
fun of someone else's plight suddenly seemed banal and stupid.
What emerged were beauty, kindness, compassion, love, and service.
Even in the midst of our declaration
of "war" on terrorism, voices said that
winning this fight is going to take a
different approach, that it's a war
based on the mind, not might. Perhaps it will be based on the principles
that Gandhi used to free India from
years of British oppression. Nonviolent "noncooperation" with those
who seek to do evil makes it hard for
them to sustain the anger and hatred
that justify their wickedness.
For me, as a father, leader, husband,
and friend, I now know that creating a

paradise on earth is possible —I saw it
even in the most horrific circumstances. I also know that it comes
down to my choice. Am I going to act
in ways that give me some momentary pleasure or satisfy some selfish
whim? Or am I going to be good and
guide my decisions with feelings of
service, love, and connectedness?
One path seems to lead nowhere
except to sorrow and suffering. But
now I know that, in spite of the suffering I may face, the other leads to
joy and beauty. ■
Bob Gunn is the co founder of Gunn
Partners, a consulting firm that helps
companies improve the relevance and
value of staff functions. He is responsible for client relationships for Gunn
Partners' parent company, Exult, Inc.,
a premiere business process out sourcer. You can e-mail Bob at
robert., gun n @exult. net.
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IN THEIR ARTICLE ON THE NATIONAL RETAIL
sales tax (NRST), Price and Weld explain, "One of the
main advantages of an NRST is that people are familiar
with this type of tax and it doesn't engender the same
hostile feelings as an income tax.' 1 If a new tax system
would provide additional social benefits without the loss
of any existing monetary or other economic benefits, it
makes a powerful argument for change. To that effect, an
NRST system might achieve the same economic results as
the existing income tax system and provide more social
benefits.
One of the major hurdles facing the acceptance of an
NRST, which Price and Weld address, is that it has been
labeled as a very regressive tax. Consumption taxes are
popularly viewed as placing a greater burden on low income families, who consume a larger percentage of
their income. This popular view contends that consumption taxes would take up a larger percentage of their income, and they would be left with a smaller amount of
spendable income than when under an income tax. What
generally isn't considered, however, is that market forces,
if allowed to act freely, would most likely counter these
effects.
In comparison, it's interesting to observe that individuals completely accept as logical the fact that investors will
accept a lower interest rate from riskier municipal bonds,
because interest income from state and local government
bonds is excluded from federal taxable income, compared
to the interest rate investors demand on less -risky U.S.
Treasury bonds. Yet, when most people discuss the need
for tax reform, they don't consider that their pretax income and subsequent cost of living might also change if
tax systems were to change.
This is what might happen with an NRST. One reason
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that people don't consider this efficient market effect
when discussing tax reform is because the effect would be
achieved much more slowly and not perfect as in the municipal bond example. For purposes of simplifying the
following examples, however, assume that the effect is instantaneous and perfect. In a real -world situation, the tax
changes must be phased in over a period of time — several
years, most likely —so that market forces can respond to
the change and have time to create that balance we'll
illustrate.
Let's assume a taxpayer has a salary of $100,000 per
year and pays $25,000 in federal income taxes. She also
engages a self - employed gardener for $5,000 a year to
care for the upkeep of the grounds around her home. After the payment of her taxes and gardener, she has
$70,000 usable income remaining. She's troubled because
she thinks that the gardener probably doesn't bother to
file an income tax return and, therefore, appears to escape
the tax system.2 The taxpayer wishes there were a way to
force this person to pay his fair share of taxes because she
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Table 1
believes her taxes then
would be reduced. In arriving at this conclusion,
she's assumed ceteris
paribus,that all other
things would remain the

Economic Effects of an NRST

BeforeTaxReform

price of hamburgers. The
wealthier customers, whose
$100,000
$
-0$
-0Income before taxes and
taxes go down under the
payment to gardener
-5,000
+5,000
-0Payment togardener
new system, would have the
-25.000
-0+25.000
Payment ofincome taxes
money to pay this addition$ 70,000
$ 5,000
$ 25,000
Spendable income, after
payment to gardener
al price. But low- income
customers, whose taxes
same.
$ 5,000
Total consumption, including $ 42,500
Now the taxpayer gets
have gone up, would have
payment to gardener
32,500
-0Savings
her wish. The existing tax
to demand additional insystem is replaced with an
come from their employ AfterTaxReform
NRST utilizing a 50 % rate
Taxpayer
Gardener Government
ers— requiring those em$100,000
$
-0$
-0
Income before taxes and
on total consumption.
ployers to make some other
payment to gardener
This rate, which appears
adjustments. This adjusting
-7,500
+ 7,500
-0Payment togardener
-22.500
-2.500
+25,000
Payment of sales taxes
to be horrifically regresprocess would go on and on
sive, is deliberately used to
and, because new elements
$ 70,000
$ 5,000
$ 25,000
Spendable income, after
illustrate the point. Before
payment to gardener
are always being added to
the transition is even comthe system, probably never
$ 5,000
Total consumption, including $ 45,000
pleted, market forces bereach a steady state.
payment to gardener
32,500
-0Savings
gin to restore the equilibEven in our imperfect
rium that our tax reform
world, however, the gross
has temporarily disturbed. Because
effective tax rate has increased from
income of lower- income families, as
the gardener now has to pay 50%
zero to 33 %, creating the illusion of
illustrated in the first example, will
sales tax on everything he buys, he
a very regressive tax.
rise in nominal dollars and become
demands more money from our taxAs illustrated in Table 1, the addicloser to the gross income of higher payer in order to have $5,000 after
tional payment for services is made
income families. In addition to the
tax to feed his family.
possible by the tax reform. Our taxother social benefits noted by Price
The gardener is able to demand
payer's tax bill was decreased from
and Weld, lower- income families
$25,000 to $22,500 so that she can
this additional money because the
might feel much more comfortable
tax reform has caught up with all of
afford the additional $2,500 that she
with their economic social status on
the other gardeners as well, and they
must pay the gardener. Now she's
a comparative basis.
are all in the same new situation and
happy. Justice has been served, and
Again, look at an extreme examneed to increase the amount they
everyone is paying their fair share of
ple. Suppose John and Mary have a
charge for their services. In fact, in a
the tax.
family income of $50,000.Because
perfect world, all minimum wage
In a way, though, has anything
they must provide for their four
workers would figuratively demand
changed? If we look on whom the
children, a tax system relieves them
the same increase at the same time,
incidence of the tax falls instead of
from paying income taxes, and they
giving employers the option to either
who literally writes out the check,
consume the entire $50,000.On the
pay the higher wages or not have
nothing is different. The government
other hand, Jill and Jack, who also
anyone willing to work for them.
gets the same amount of money.
have four children, have a large
After the increased payment to the
This is a greatly simplified theogross family income of $100,000
gardener, the taxpayer still uses only
retical explanation of how economic
and are taxed at an effective rate of
$45,000 of her income for consump50 %,which also allows them to conforces might work in a free and pertion. Her taxes are reduced from
fect market. In the less -than- perfect
sume $50,000.Even though they
$25,000 to $22,500—a seeming
real world, the effects of introducing
have the same after -tax income un$2,500 advantage —with her effective
tax reform are much more complider this system, John and Mary still
tax rate being reduced from 25 % to
cated, if not impossible, to observe.
feel inferior to Jill and Jack because
22.5% of her income. On the other
For example, in order for a fast -food
of the relative differences in gross
hand, because our gardener conburger chain to pay their employees
income. If efficient markets really
sumes all of his after -tax income, his
more, they would have to raise the
worked
continued on page 67
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EITF: No Extraordinary Treatment for
Kathy W illiams, Editor
Terrorist Attack Costs I

I N P U T

AFTER TWO WEEKS OF BACK-AND -FORTH DELIBERATIONS AT THE END OF SEPTEMBER,

RE: XBRL
The five articles on XBRLin the

members of the Emerging Issues Task Force (EITF) of the Financial Accounting Standards
Board (FASB) decided against use of an extraordinary item treatment for losses incurred
in connection with September 11 terrorist attacks.

June 2001 issue of Stratejjc
Finance have enthusiastic
endorsements of the XBRLproi-

Accounting principles providefor "extraordinary item" treatment for gains and losses that
meet certain technical criteria, and those gains and losses so classified are shown on the
income statement net of tax effects and after a subtotal income before extraordinary items.
But the Task Force concluded that "while the events of September 11 were certainly
extraordinary, the financial reporting treatment that uses that label would not be an effective way to communicate the financial effects of those events and should not be used in
this case:' Their reason was that the economic effects of the attacks were so extensive and
pervasive that it would be impossible to capture them in any one financial statement line
item. "Any approach to extraordinary item accounting would include only a part —and
perhaps a relatively small part —of the real effect of those tragic events," the EITF said,
and "showing part of the effect as an extraordinary item would hinder, rather than help,
effective communication.'
For more information, visit the FASB website at www.fasb.org.

ect. The project does indeed have
promise, but the advantages stat
ed there are, I believe, greatly
exaggerated.
Whenthe XBRLproject is oper
atonal, the numbers on the financial statements will have unique
names. This obviouslyadds to
comparabilityof data amongtom
panies, and the validityof ratios
and percentages. However, there
will always be differences of opin
ion as to fair value of monetary

Fallout from Terrorism Spreads Through the Workplace

items, book value of long-lived

I assets, intangible assets, allow antes for future troubles, etc. I do
1 not agree with any of the other
i

How will the terrorist attacks of September 11 affect the businesses and organizations
where IMA members work? In an informal online survey, 71 of the 90 early respondents
indicated that the disasters will lead to changes in their workplaces. Forty percent of the
respondents expect tighter security and improved disaster planning, while 29% expect
their organizations to cut business travel.
Members from several industries are predicting slowdowns in sales, with uncertainty
leading customers to reduce orders. Wrote one member in the wholesale retail industry, "I
believe shoppers will be more reserved in their spending through Christmas as a reaction
to the ... war that may be raging:' A member in manufacturing foresees an "immediate
sales slowdown, although customers indicate a desire to move forward once they sort out
the impact of these events on their businesses:'
Members who work in nonprofits think in terms of contributions rather than sales.
One member predicts "less donations for nonprofits other than those directly assisting
c o n t in u e d on pag e 6 6
WTC [World Trade Center] relief efforts.'

alleged advantages of XBRL.None
of the five articles mentions the
existence of these uncertainties.
It was asserted that the XBRL
system will produce faster and
more frequent financial state
ments, perhaps even daily. There is
an inference that preparingfinan
cial statements is primarilya job of
assemblingand summarizingexist
nri nu cd
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Why Do Unfortunate Things Happen to Go
Corporate Citizens? Curtis C. Verschoor, CMA, Editor

controversialitemsbymanagement,
boardsof directorsandauditors. The
discussionof theseissuesisinnoway
shortenedbytheXBRLsystem.
Itsauthors saidthat theXBRL
system wouldproducefinancial statementsthat providedadequateirdormation for users. That is, theycould
makedecisionsbasedonlyonthese
numbers.Theseusersincludedbanks,
especially banksthat loaned tosmall
businesses, international taxation,
governmentagencies,theWorldBank,
andglobal markets. Actually, financial
statementsprovideonly historical
information.Theydonotsayanything
about management ability, theexistenceof newproducts, newmarkets,
thestrengthof competition, possible
acquisitions or divestitures, andother
factors that investors consider. It was
saidthat, "everycompanygetsareal timecredit rating." Theauthor evidentlyassumedthatthefinancial numbersdodescribethecompanies'
future; actually manyother factorsare
operating.
Oneauthor suggestedthat the
budgetingprocesswill beaided
becauseacompanycanuseinformation that it receives from its customers. I doubt that useful information
canbeobtainedinmost cases.
Anauthor refersto Internal RevZ
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enueServiceForm990andsuggests
that errors in thesubmitted form
wouldbereduced.Actually,theForm
990exampleillustratestheproblems
of definingterms. Form 990applies
only to nonprofit organizations. It uses
' o n r i n u e d on Page ? 3

THERE MAY BE A COMMON THREAD AMONG RECENT VISIBLE ETHICAL CHALLENGES
occurring at three companies with excellent reputations as good corporate citizens.
The companies (and their NYSE symbols) are: McDonald's (MCD), Eli Lilly (LLY),
and Xerox (XRX). The link may be that each company's code of conduct either lacked
sufficient ethical dimensions or its ethics system was incomplete or not managed
effectively. For example, none of the three companies have Ethics Officers or are
members of the Ethics Officer Association. Each company's ethics systems appeared to
have weaknesses.
McDonald's states, "being a good citizen has been inherent in the fabric of the company since its inception. "I It ranks 78th in the "100 Best Corporate Citizens" of 2001,
according to Business Ethics magazine. It deserves the many kudos it gets for its social
consciousness. MCD's recent ethical problem resulted from fraudulent actions of an
employee of its long- standing supplier of Happy Meal prizes, sweepstakes, and other
games. The FBI arrested eight suspects (but no McDonald's employees) for stealing $20
million in promotional game prizes.
The McDonald's "Code of Conduct for Suppliers" (CCS) clearly states its "commitment to high standards of business conduct.'
The CCS further vows MCD will not do business with suppliers "who do not uphold in
action as well as words, the same principles:12
On the surface it appears the cause of MCD's
O
O
unfortunate experience may be MCD did not
provide effective monitoring and sufficient
oversight. It appears the company's Code of
Conduct was also ineffective in preventing this
occurrence. The charter of the MCD audit
O
O
committee makes no mention of any oversight
responsibilities relating to ethical aspects of
e
the internal control structure.3
Immediately after the FBI announcement,
MCD announced a new instant giveaway game
with a $10 million prize to "right this wrong. "4
The company also announced formation of an independent security task force that will
"include leading independent anti -fraud and game security experts and is charged with
scrutinizing our promotion processes to identify the ideal mix of checks, balances, and
oversight to ensure the integrity of future promotions:'5
The second company, Eli Lilly, also has a fine ethical reputation. The Lilly Foundation
is very well regarded for its many good works. LLY is ranked 66th on Business Ethics's
2001 list of Best Corporate Citizens. This ranking reflects superior scores for LLY's impact
on the community, employment practices, and employee relaco ntinued on page 22
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Enhanced Cost
Recovery Bill

Stephen Barlas, Editor

THE DISAPPEARING FEDERAL

budget surplus is an argument both
"for" and "against" improvement of
the depreciation schedule for high tech equipment and machinery.
That's why the legislative outlook is
murky for the High Productivity
Investment Act of 2001 (H.R. 2485),
a bill introduced by Reps. Phillip
English (R.- Penn.) and Richard Neal
(D.- Mass.). There is a group of companies and trade associations who
have formed the Capital Recovery
Action Group (CRAG) to push for
the bill. SEMI, the semiconductor
manufacturers' association, supports
the English /Neal bill because it
would allow expensing of most
assets and advanced manufacturing
equipment in the year that they are
purchased while shortening the
depreciation schedule for other types
of equipment. The loss of federal
revenue as a result of this bill badly
hurts its chances for early passage,
given the evaporating federal surplus. On the other hand, one could
make a good case for enacting the
bill despite its impact on the Treasury given the need for an injection
of capital goods spending by manufacturers in order to help the U.S. in
the current economic situation.

Internet Tax Moratorium
Look for the moratorium against
state and local taxes that target Internet purchases to be extended. But
any new extension will be freighted
down with requirements to simplify

the "use" taxes in each state. The
Streamlined Sales Tax Project, a
group consisting of 38 states, crafted
draft legislation earlier this year to
update and simplify sales and use tax
collection and administration. But
the task of getting such drafts passed
in each state government is daunting,
as there are some 7,600 taxing jurisdictions in the United States, including states, counties, and municipalities. Use taxes are imposed on people
who buy things from companies outside their state. But since the number
and complexity of local sales tax
codes make this impractical, most of
these taxes go unpaid. One organization that favors their eventual collection is the e- Fairness Coalition,
which represents real estate and retail
interests, including Wal -mart, The
Gap, and others. "We think there
should be federal legislation that lays
out clear guidelines to the states to
simplify their tax systems;' says Lisa
Cowell, executive director of a -Fairness in Washington. "Once Congress
is satisfied the states have simplified,
then they should be able to ask that
all retailers collect [use taxes]."

DOD Accounting on
Federal Procurement
Congress is going to take a close look
at the Pentagon's procurement system with a special emphasis on how
the DOD is handling its books and
recording the work of contractors.
For the past five years, the military
has been trying to make improve-

little avail, according to a new report
from the General Accounting Office
(GAO), which cited "significant challenges" in overseeing contracts. The
GAO, the investigative arm of
Congress, said its investigation
showed the Pentagon —by far the
biggest government purchaser —had
not met key commitments under the
multimillion- dollar "Standard Procurement System" and didn't even
know if it was fully meeting others.
The program was due to be fully
implemented by March 2000, but the
date has now slipped to September
2003, and even that is questionable,
the GAO said in its report. The GAO
also said the Pentagon had extensively modified the initial commercial
program to meet the needs of various military services so it wouldn't
"accrue the benefits or reduced cost
associated with using a commercial
product' The Defense Department
spent about $130 billion on contracts
for goods and services in 1999,
dwarfing the amount spent by other
government agencies. The second
largest contractor was the Energy
Department, which spent about
$15.5 billion in the same period. ■
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cont'd from p. 20

tions. The overall score is good in
spite of a very poor showing (the very
lowest score of the 100) on the company's impact on customers.6
The recent ethical challenge that
LLY faced is accusations that its
salesperson should have told the
company of his suspicions that a
pharmacy customer had diluted a
LLY cancer drug before dispensing
it. The salesperson first noticed
unexplained record discrepancies in
2000,which were thought to be due
to poor record keeping. After discussing the situation with a using
physician in May 2001,the salesperson had real concerns about diluted
product but apparently never shared
them with Lilly. Shortly thereafter,
the physician advised the FBI of
dilution concerns because patients
were not experiencing expected side
effects. In August 2001,the FBI contacted the salesperson with evidence
of product dilution, who then
informed Lilly.7
Lilly has responded publicly to
several lawsuits that alleged it suspected a dilution problem but was
negligent in failing to inform law
enforcement officials. LLY's CEO
sa ys, "Lawyers are wrongly blaming
the drug maker in the case of a pharmacist charged with diluting
chemotherapy drugs.' 8 Does this
statement make it appear that LLY is
attempting to fend off a legal challenge while disclaiming responsibility
to patients? Even if Lilly's legal obligation is limited, it would seem it
should show a strong ethical concern
for the patients that use its products.
Lilly's position is that it should be
commended for sharing the concerns
with the using physician.9
The 2000 LLY annual report
speaks of its conduct code as a poli22
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cy "emphasizing proper overall business conduct, possible conflicts of
interest, compliance with laws, and
confidentiality of proprietary information"10 When I asked to review
this policy to determine the nature
of its values orientation, Lilly management said no, because it is "an
internal document." 11 It's interesting
to note, however, that the LLY values
statement says: "Respect for people
that includes our concern for the
interests of all people worldwide
who touch —or are touched by —our
company: customers, employees,
shareholders, partners, and communities."12 Thus, the statement doesn't
mention the patients, who are the
very reason for the company's existence. Also, the LLY audit committee
charter sets forth no specific activities that relate to oversight of internal control in general or its ethical
components in particular.13 It
appears to this editor that what
could have prevented this issue at
LLY is a more effective ethics system
that reinforces the core ethical values
that may well already appear to be
core to the organization.
The third prominent company,
Xerox, was dropped by Business
Ethics from consideration as a best
corporate citizen in 2001 because of
misstated financial statements. Last
year, XRX ranked sixth in the listing
of best corporate citizens. Xerox was
unable to issue its 2000 annual
report until July 2001 because of
investigations by its audit committee, independent consultants, and
outside auditors, KPMG. These
efforts resulted in restating the previously issued financial statements
for 2000, 1999,and 1998.
XRX recently announced appointment of an executive vice president of
ethics and compliance, reporting

jointly to the CEO and audit committee.14 Xerox seems to be taking effective action to put into practice the
commitment made in its 1999 annual
report to "establish its intent to
adhere to the highest standards of
ethical conduct in all of its business
activities." 15 The XRX audit committee charter notes a responsibility to
"review at least annually with the
Company's Ethics Compliance Officer the status and results of the annual ethics compliance program." 16
Does your organization have an
ethics -based code of conduct that
has been disseminated throughout
the organization and effectively put
into practice? Are your audit committee and board of directors actively involved in oversight of internal
controls and ethics systems? ■
Curtis C. Verschoor is the Ledger 6Quill Research Professor, School of
Accountancy, DePaul University,
Chicago. His e-mail address is
cverscho @condor.depaul. edu.
1

McDonald's website.

Z

McDonald's website.

3

McDonald's 2001 proxy statement, pages
not numbered.

4

McDonald's press release dated August 21,
2001.

5

McDonald's press release dated September
3, 2001.

6

Business Ethics,May /June 2001, page 15.

7

Eli Lilly press release dated August 31,
2001.

8

Eli Lilly press release dated September 7,
2001.

9

E -mail message from Judy Moore dated
September 19, 2001.

10

Eli Lilly 2000 Form 10 -K, page 34.

11

Telephone conversations with Joan Todd
and Judy Moore on September 10, 2001.

12

Eli Lilly website.

13

Eli Lilly 2001 proxy statement, page 29.

14

Xerox press release dated September 5,
2001.

15

Xerox 1999 annual report, page 67.

16

Xerox 2001 proxy statement, page 28.

[LE T T E R S ] c o n t ' d f r o m p . 20

the definitions used in financial
statements for these organizations.
Many managers and trustees do not
use the definitions in Form 990.
Correcting arithmetic errors does
not overcome a basic weakness.
It was suggested that soon there
will be a single depository of XBRL
financial information that everyone
will use; I doubt very much that this
"data warehouse" is feasible.
It was said that XBRL will aid in
the reconciliation of IASC and FASB
standards. There are only minor differences now, and I doubt that IASC
and FASB will permit XBRL people
to resolve them.
It was said that investment companies that give advice to investors
will become obsolete because the
investors can obtain the same information from the new financial statements. This is ridiculous.
The XBRL project will succeed if,
only if, it produces a good set of definitions and if these are accepted by
standards - setting bodies. It is too
early to tell whether this will happen; however, I have the impression
that the sponsors of the project are
more interested in designing good
software and believe that the task of
arriving at sound definitions is relatively simple. All standards - setting
agencies have found that arriving at
satisfactory definitions is a difficult
task.
The XBRL project presumably will
accept almost all the existing FASB
definitions —about 700; it would be
foolish to do otherwise. A few terms
need discussion; "operating" is an
example.
If it is to succeed, XBRL must be
an organization that makes difficult
decisions and is able to enforce them.
Companies are already required to

understanding XBRL will move for-

of directors, and auditors:' Adding
XBRL enhances business report
functionality on top of the normal
management decision - making process by reducing the mechanical
work necessary to produce and
reuse information. Similarly, a great
cell phone may add to the clarity of
the voice you hear, but you may still
disagree with the caller's message.
Bank loan information, sent to a
loan officer, coded in XBRL has the
advantage of reaching its target
quicker and in a format that is
immediately usable by the bank for
processing with a significantly lower
probability of errors during the
processing. As you correctly point
out, XBRL does nothing to improve

ward as more individuals like your-

the underlying accounting that cre-

self take the time to examine the

ated the

use these definitions. The XBRL
project will develop its own definitions for items that are detailed —
closer to the level of transactions. It
will succeed only if the FASB and
others accept these definitions.
ROBERT N. ANTHONY
Ross Graham Walker Professor of
Management Control, Emeritus
Harvard Business School
RESPONSETOROBERTN.ANTHONY'S
LETTERTO THEEDITOR
Dear Professor Anthony,
Thank you for your comments
concerning the XBRL special section
published in the June 2001 issue of
Strategic Finance. The process of

con t i n ue d on page 66

implications of preparing business
reports in the eXtensible Business
Reporting Language.
Big picture, the purpose of XBRL
is "to enhance the flow of financial
information through the creation of
a globally useful language in which
to describe financial facts and concepts." XBRL.org seeks to accomplish
this goal through the development
of a markup language —XBRL.
XBRL is uniquely positioned to provide mobility and transportability to
financial and business facts. XBRL
provides a method of expressing
financial statements in compliance
with generally accepted accounting
principles (GAAP), as well as other
business reports.
I agree with your contention that
the quality of any financial statement, regardless of whether or not
it is presented as an XBRL document, depends on the ability to
convey information useful for
"...reaching decisions on controversial items by management, boards

Circle No. 18
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FINANCIAL
WHATPSYCHOLOGICALIMPACTWILLTHEEVENTSOFSEPTEMBER11
HAVEONTHEECONOMYANDINVESTORSOVERTHENEXTFEWMONTHS?

UNCERTAINTY
BY RAMONA DZINKOWSKI

gy of the market, both at home and abroad,

will

IN THE WAKE of the devastating attack on the World Trade Center and the Pentagon, the psychololikely have more influence on the U.S. economy than

at any other time in history. Equity markets around the world have responded to the recent terrorist
crises with varying degrees of panic. Asian and European investors reacting to the events of September 11 showed signs of mass fear and insecurity over the stability of the U.S. economy and U.S.
equities. To a large degree, their selling has been reinforced by the U.S. institutional investor haste to
dump blocks of stocks perceived as being particularly vulnerable to speculation and uncertainty.
In light of these events, Strategic Finance spoke with North American expert on mass investment
behavior, Dr. John Nofsinger, to help us understand the psychological impact on the investment
and corporate sectors. Dr. Nofsinger teaches at Washington State University and is the author of
the book Investment Madness: How Psychology Affects Your Investing... and What to Do About It.
24
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The New York Stock Exchange building, covered with a large American flag, prepares to open for business.

RD: Following the recent terrorist attacks on the U.S.,

individual investors. W hat can we predict about the herd-

international markets have tanked. W hat can other histori-

ing and feedback respons es of investors in the light of this

cal events of this nature and magnitude teach us about

crisis?

the ps yc hology of investor behavior and how markets will
respond in the near run?

JN: The difference between this shock to the U.S.

JN: Whatever happens in terms of U.S. retaliation,
there will definitely be some institutional herding in the
market. Feedback trading is one form of herding. Herd-

market and others like it —such as the bombing of Pearl

ing occurs when investors move together in their buying

Harbor or the assassination of President John F.

or selling behavior. Feedback trading is when herding is

Kennedy —was that this time the market closed immedi-

induced by prior stock price movements. That is,

ately thereafter. Despite the fall when the markets

investors buy because the price has been going up or sell

reopened, I think the timing delay certainly mitigated the

because the price has been going down. What really insti-

almost panic rush to sell. Historically, the selling has

gates herding in a shock situation is the fear of a decline,

slowed down within a few weeks and then we see a turn-

or further declines, in stock prices. The positive feedback

around. Several months later the stock market typically

trading has the potential to cause a cascade of several

has recovered to its previous levels.

poor return days in a row as more investors herd because
of the previous day's poor showing. This is likely to mean

RD: Much of what we know about market behavior
involves herding and f eedback trading by ins titutional and

a shift in portfolios, which we've already seen. For example, the sale of airline industry stocks and the purchase of
N o ve m b er 2 0 0 1 1 STRATEGIC FINANCE
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TAKING GREAT EFFORTS TO DISCOURAGE ANY MORE ACTS OR TO
TRY TO ENSURE THAT THERE ARE NOT ORGANIZATIONS IN THE
WORLD CAPABLE OF COMMITTING THESE KINDS OF ACTS WILL
CONTRIBUTE TO A BETTER GLOBAL BUSINESS ENVIRONMENT.

construction company stocks, security firm company
stocks, and the move to bonds.

26

Some other sectors will benefit though —the construction industry, companies that deal in security, military
contractors, etc. —all of these are going to benefit.

RD: We've heard so much speculation and analyst commentary on how the markets have behaved recently. In
your view, is the market response speculation over a
change in real value in U.S. industry or more likely to
reflect a windfall profit- taking strategy of the first movers?
Can you explain the psychology of the market at this time?
JN: Typically, institutional investors and professional
traders are responding to how they think the overall market will react to the shock. To a large extent it's institutional investors who wanted to get out in case there was a
panic. A lot of those people don't necessarily think the
markets are going to fall, but they realize that the uncertainty and the risk are much higher right now. Most of
the first movers were really looking at the short -term
price movement, and they probably felt that it was very
unlikely that stock markets were going to go up. They
might stay the same, but they probably would go down in
the short term, and they traded to get ahead of the herd.

RD: Other than the obvious tragic human cost, what will
the magnitude of financial costs likely be to the Institutions that have had their systems, their head offices, literally wiped off the map?
JN: The effect on the companies that had their major
operations in the World Trade Center of course is going
to be devastating. It's going to take them a considerable
amount of time to get back into operation. In the meantime, people who are interested in transferring money to
or from overseas locations or using the derivative products sold for hedging risks will seek the services of other
companies and institutions that weren't affected by the
attack. These firms will get all the business while those
companies that were affected by the attack retool and get
reoperationalized. However, once the affected companies
have lost that business, it's going to be hard to get it all
back. That's the second -order impact.

RD: How much of this would be Intentionally making
the market move In that direction?
JN:Well, certainly when many investors with significant amounts of wealth start to trade in one direction,
that is going to move prices. First movers are trying to
time the market as far as getting out in front of the herd,
and when they think the herd is done selling then they'll
get back in and try to benefit from prices going up.
When we look at some of the historical events that
might be considered similar, we can expect there to be a
big drain on parts of our economy. The travel industry,
for example, is really going to get hit hard [as we have
seen already with the immediate effects on the airline
industry], and these economic impacts will be real.

RD: If the general population believes that these events
are heading Into a larger aggression, this won't alleviate
the markets' concern about the safety of their money In
the United States. What can the U.S. do to both ensure
that it is going forward with retaliation efforts while at the
same time calm the world markets that It Is still open for
business?
JN: I don't think that they are necessarily mutually
exclusive. I think you can couch the U.S. government's
response in terms of the safest thing for the economy and
world trade in the long term. Taking great efforts to discourage any more acts or to try to ensure that there are
not organizations in the world that are capable of committing these kinds of acts will contribute to a better
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global business environment. Ironically, history shows
that in many instances war is good for the economy. It
has brought the U.S. economy out of depression before.
Furthermore, most aggression from the U.S. is likely to
happen in countries whose economy is not as integrated
into the world economy as the U.S. In other words, if we
decide that we need to take significant military action in
these kinds of countries, the damage is going to be done
in places that don't really affect the world economy. In a
sense, we are spending a ton of money, and that's good,
and the things that are being ruined are not really that
important to the world economy.
RD: Are we likely to see further movement In the EU
and Asia, further downward movement in the markets
greater than what you might expect In North America as a
result?
JN: We should expect the EU and Asia to follow the

U.S. market's lead. In times of financial crises, the global
markets tend to have higher correlation with each other
than normal.
RD: What Impact might this have on the financial strategy of a company —the strategy for growth or expansion or
where they are going to put some direct investment? Do
you see substantial changes In strategy as a result?
JN: Short term, I think companies may delay expanded

spending plans while gauging the economic environment
and determining the extent to which interest rates may
fall. I also think some companies may be rethinking how
valuable it is to be in the most prestigious buildings of the
biggest cities of the world because we don't really know
what the new world is going to look like. Are there going
to be more terrorist acts, or will we be able to shut them
down? Companies may question the wisdom of being in a
building that could be a major target in the future.
RD: Would you expect foreign firms to rethink their
whole Investment strategy in terms of purchasing American Interests? Is It going to deter them from the U.S. market completely? If consumer confidence is the backbone of
business In the U.S. and that has been shaken to the core,
Is there added value in going Into the U.S. market at this
time with foreign direct investment?
JN: I don't think companies are entirely rethinking

their investment strategy in the U.S. The worst -case scenario is that pie shrinks a little bit, but it's still the biggest
game in town. And they still want to be a player in it.
However, I think that whoever has plans for expansion

into the U.S. will probably put them on hold to see what
happens in the next few months.
RD: And what would you predict in terms of consumer
confidence? We saw the airline Industry take the obvious
first hit. In terms of the rest of the economy, Is there some
form of counterintuitive thinking we can draw upon here —
namely the possibility that U.S. consumers will rally behind
the American economy In the same way they're rallying
behind the American flag?
JN: There is a lot of patriotism going on, and to some

extent I think that is going to help in that people don't
want to do things right now that would appear unpatriotic —like sell all their stocks. However, I think the boost
to the economy is going to come from lower interest rates
and potentially the billions of federal dollars that are
going to be pumped into the economy through new construction and support for the airline industry.
RD: Assuming that the responses of Investors to these
events are rational, what would rational expectations be at
the moment in terms of an outcome three or four months
down the road?
JN: Well, one of things we'll see down the road is

greater uncertainty. Risk is much higher now than it was
before the attacks. From a rational expectations viewpoint, a higher risk environment means investors will
require a higher expected return. This becomes incorporated into the market with a quick drop in prices. And so
rational expectations would indicate that there should be
a significant drop that is reflected not necessarily in the
idea that there is going to be a bad economy but the idea
that the risk premium should substantially increase.
Combined with the decline of interest rates, I think firms
wanting to raise capital will find that debt will be more
attractive than equity. I would also expect a slow decline
in the value of the dollar for a period of time. Financial
planners, treasury managers, and controllers should be
thinking about that right now. For the short term, firms
should consider taking advantage of the weak dollar by
converting foreign currency to dollars during the weakness and delaying the exchange to foreign currency until
the eventual rebound. ■
Ramona Dzinkowski is an economist and journalist in
Toronto. Her research into emerging management and
accounting practices has been published widely in business
journals around the world. You can reach her at
rndresearch @in terhop. net.
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he past year has been fraught with economic uncertainties and now a worldwide tragedy. Surviving downturns and crises means many North American
businesses are continuing to face new challenges. Layoffs, spiraling stock
prices, and an underlying need to look for alternative ways to cut costs are key issues
ruling many boardrooms these days. Management personnel in businesses of all sizes
are scrambling to find new money- saving ventures, and, for some, the answer lies in
centralizing their financial operations and systems processing.
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The American business community is composed of

seas operations, which makes them particularly well suit-

large, medium, and small businesses, but to date, mainly

ed to centralized processing. When implemented proper-

the large ones have taken advantage of centralizing their

ly, this financial management option can help these

financial operations. The primary reason is the exorbitant

companies further establish competitive advantage all

expense that has been traditionally required. But thanks

over the world.

to the Internet and to modern technology, switching to a
centralized processing system has become much more

NEWPOSSIBILITIES

attractive, and businesses of all sizes can reap the finan-

Much of the business community has already discovered

cial rewards.

the huge benefits inherent in centralization, as witnessed

Some small and medium -sized businesses have over-

through recent trends in centralizing call centers and

METLIFE'SEXPERIENCE
MetLife, a subsidiary of MetLife, Inc. (NYSE:MET), is a

Singapore, the Nether-

leading provider of insurance and other financial ser-

lands, and Brazil.

vices to individual and group customers. The MetLife

or minor tweaking that

in the U.S. and 70,000 companies and institutions with

needs to be done can now

33 million employees and members. MetLife also has

be implemented throughout

international insurance operations in 12 countries:

the company's operations via

Argentina, Brazil, Hong Kong, Indonesia, Korea, Mexico,

the three servers rather than all 12

the Philippines, Poland, Portugal, Spain, Taiwan, and

offices as in the past. "Most international companies

Uruguay. Each office has local statutory and U.S. GAAP

buy licenses and install them locally," Douglas says.

(generally accepted accounting principles) reporting

"But the way we've done it means that the licenses can

requirements.

be used 24 hours a day. When the people in Indonesia

Although MetLife recently committed to an enterprise
resource planning (ERP) system on a corporate level, it
also took into account that the system would prove too

are gone for the day, the people in Mexico can take
advantage of those unused licenses."
By the same token, the move to centralized process-

costly and unnecessary to implement throughout its for-

ing has fostered greater communication among the inter-

eign operations. After much investigation, the decision

national operations. So, for example, when the people in

was made to go with SunSystems for the international

the U.S. are unavailable to provide assistance, the

operations. One issue was its capability of interfacing

regional offices now feel comfortable calling one of the
other offices. "Centralized processing has helped create

with ERPs.
"It was supported by a global organization, had strong
alliances around the world, and the company certainly
understood the marketplace," says Michael Douglas,
financial director of International Operations for MetLife.
Douglas took charge of the centralized processing
implementation by establishing first Brazil and then
Indonesia as Centers of Excellence. Brazil was among

'intra' relationships," Douglas says. "The people in
Indonesia now interact with the people in Korea."
To further increase cost efficiencies and streamline
financial operations, MetLife's international subsidiaries
were set up as local databases within a virtual shared
server or centralized processing environment.
"We really wanted to promote ownership of the local

the more forward thinking of the international offices in

ledgers," Douglas explains, "but we needed to keep

terms of its IT ideas, and Indonesia had established

things in a controlled environment so we could drill down

itself with its financial accounting capabilities. (At the

and get access to the information."

time, most of the international offices were working with
Excel spreadsheets or homegrown systems for reporting.)
One year later, Douglas had all 12 international offices
running off three centralized service providers located in
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To help promote local ownership and to foster trust
between the international operations and the U.S.,
MetLife installed local databases that could be
accessed by the corporate office only upon local

back -office functions. Significant savings have been realized as a result of these moves, and businesses have been
able to offer investors a better bottom line.
Today, leaders of small and medium -sized businesses
are taking that concept one step further by centralizing
their companies' financial operations and systems
processing.
Centralizing financial operations and systems processing allows businesses to create virtual shared service centers where they can process all financial data in one

the Internet.
One example is Accelio Corporation. Accelio, based in
Ottawa, Canada, has about 600 employees and eight million users around the world. It provides sophisticated
online e- process software applications and frameworks to
automate business processes. Centralizing financial systems and processes gave the company the flexibility to
work with multiple currencies and streamline financial
management. The vendor it chose had a global presence
and provided scalability so the system could grow as the
company grew.
Accelio CFO Jeff McMullen says the experience made
him a firm believer in shared services — especially those
that operate in several different languages. "It used to be
very painful when it wasn't automated," he says. "Now it
has transformed the whole process of multinational
consolidation."

so

. release." The model does, however, allow for live access
and offers a built -in alarm function that monitors any significant changes in account activity and balances.
"We also created duplicate databases at the local level
that everybody could work in their own statutory operating environment in local currency," Douglas notes. "When
they need to report to us, they simply switch the base currency to U.S. dollars. That way, there's no effect from the
local currency fluctuations in measuring their results."
MetLife realized other benefits as well. According to Douglas, the local GAAP support makes it "much easier" to
create an audit trail to see adjustments. The common
usage of accounts has also proven extremely beneficial.
Now, if the U.S. needs particular information, a simple telephone call, e-mail, or online drill -down can actually identify
the accounting codes of the information being sought.
"The common usage of accounts is extremely important
when measuring cost cutting," Douglas adds. "For example, you can be sure that salaries and salary - related
expense mean the same thing globally. And it gives you
the ability to track nonledger accounts like headcounts
and space."
Taking advantage of reduced labor costs is yet another
benefit of centralized processing, and one that can easily
be realized by having functions such as report writing
done in places like Indonesia or India instead of the U.S.
But perhaps one of the most significant benefits inherent
in moving to this new model is best described by
MetLife's real -life example of closings. "Two years ago, it
took us close to 30 days to close a month," Douglas
explains. "Today, we can do it in three days. Centralized
processing has proven to be a very beneficial offshore
tool, one that certainly adds value on both a global and
regional basis."

database through one server or multiple servers that use

GLOBALADVANTAGES
Centralization, or shared services, enables businesses to
implement a standard or uniform off - the -shelf software
package that can be used by all of their site locations. It
creates a standard global chart of accounts, implements
standard global processes, and offers centrally controlled
procurement, as well as shared services.
So how does this affect your business? First, it translates into significant cost reductions.
There's the immediate elimination of up -front costs,
such as duplication in hardware, software, and valuable
IT resources. There's also less of a need for individual
specialists trained in the complex rules and regulations of
various country tax laws. One individual can now run
five or six different site operations from one location.
Another key advantage is the added degree of control
available to the user. Because the entire database is in one
central location, the user has access to any site's data. He
or she can study it in "granular" form to find specific
details, such as salary expenditures in the Germany office
for the month of July.
More control in data manipulation also translates into
the added ability to generate detailed management
reports in mere seconds. Worldwide closing can be
reduced from as many as 25 working days to five.
This increased detail and faster turnaround of reports
also comes with a range of other streamlining efficiencies,
such as:
• Less IT maintenance needed in global offices,
• Lower back - office costs,
Nov emb er 2 0 0 1
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♦ Reduced administrative costs, and
♦ Lower front -office costs.
Plus, because of the increased use of the Internet, businesses can relocate their financial operations anywhere in
the world to capitalize on the best real estate option.

locations to have local IT support so that if the system
runs into difficulties, help is only a local call away. Today's
businesses can't afford the downtime involved in waiting
for a supplier to fly halfway across the world to meet their
needs.
Price is certainly another factor, and an important one

IMPORTANTCONSIDERATIONS

at that. Review all of the up -front costs, and be sure to

One of the major hurdles for companies that take the

check for any hidden costs (such as flying the supplier

lead on business strategies, such as centralized financial

halfway around the world).

operations and systems processing, is the "trial and error"

Another thing to keep in mind is reliability. Look for a

factor. The market hasn't yet differentiated between the

supplier that has history in your industry and, preferably,

good and the bad solutions that are available.

someone who can "put their money where their mouth

If your company is interested in pursuing new efficien-

is" by demonstrating their own "buy -in" to the concept of

cies through the centralization of its financial operations,

centralized financial operations. An added benefit of

here are a few points to keep in mind when selecting a

going with such a supplier is that they'll be familiar with

supplier.

all the details of the process and can provide valuable

First, because of the multinational nature of your busi-

insight along the way. ■

ness, be sure to look for a supplier that offers multicurrency and multi - lingual capabilities. You need to be

Bou Van Kuyk, CFO of Systems Union, Inc., is based at the

able to accommodate all of your company's different site

firm's Americas headquarters in Miami, Fla. You can

locations —no matter where they are.

contact him by phone at (800) 542 -5420 or e-mail,

Part and parcel of this is the need for all of your site

morein-fo@s.ystemsunion.com.

Cost Management Group
Controllers Council
Small - Business Council
You need to stay on top of change, continue to
learn, and build contacts in the field, all in the face
of ever - diminishing spare time. With that in mind,
the Member Interest Groups (MIGs) offer you
convenient networking opportunities as well as

current, concise information on cutting -edge topics.
As a MIG member, you'll receive:
• Specialized MIG Newsletters 10 times per year
to keep you informed about the latest issues
affecting your job, your company and your career.
• Access to the MIGs Online Membership Directory
enabling you to locate and connect with people
who possess a firsthand knowledge of your field.
• MIG E -Mail Exchanges, where getting answers to
your tough question or problem is as simple as
sending one e-mail.

www.imanet.org

1-800-638- 27

e -mail: migs @imanet.org
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An analysis

ofSFASNo.141and No.142

shows how financial managers can use the
new accounting principles to best advantage.

M &A
ACCOUNTN
I GRULES

Applying New

BY AL FRED M. KIN G, C M A , CFM

hroughout the 28 -year history of the Financial Accounting Standards Board, I can't think of any new rules that
have evaded criticism and been praised by all. Likewise,
when the FASB completed its business combinations project last
July, it concluded two years of work that had stirred considerable
controversy. This criticism came primarily from high - technology
companies and their investment bankers who vehemently
opposed the FASB's aim of eliminating the pooling -of- interests
method of accounting for mergers and acquisitions.
November 2 0 0 1 1 STRATEGIC FINANCE

33

But in the final analysis, I think FASB has now truly
improved the basic accounting of mergers and acquisitions. The new M&A accounting rules, contained in the
FASB's Statement of Financial Accounting Standards
(SFAS) No. 141,"Business Combinations," and SFAS
No. 142,"Goodwill and Other Intangible Assets," are better for preparers and users. They're also in accord with
economic reality.
Witness recent write -downs of literally billions of dollars of goodwill—such as the record $44.8 billion write off of goodwill by JDS Uniphase Corporation, the
fiber -optic parts manufacturer, for its year ended June 30,
2001.That's evidence that previous accounting was not in
accord with economic reality. Now, with the purchase
method of accounting for mergers and acquisitions as the
only method of accounting for business combinations,
the FASB has discouraged uneconomic transactions and
encouraged strategic M&A activity. Would -be acquirers
now have to evaluate potential acquisitions more realistically. In effect, the true fair value of all acquired assets
will show up on the books of the acquirer. Massive writedowns of goodwill will be unlikely. Overpayment for
acquisitions will be discouraged.
Overall, the new M&A accounting rules can be put to
good use by financial managers who understand them.
Here's how.

TESTINGGOODWILLFORIMPAIRMENT
First, before you can benefit from the new M&A accounting, the FASB requires some housekeeping of your existing balance sheets. No longer is goodwill amortized.
Instead, existing (and future) goodwill—which is the
excess of what an acquirer pays for a company above the
target's book value of its assets —must be tested at least
once a year for impairment (see "New M8rA Accounting
Explained, "). Basically, that means companies must test
the fair value of existing goodwill against its book value.
If the fair value at any point is less than the carrying
amount, you have an impairment loss and must immediately write it down. Of course, the reverse is not true: You
can't write up goodwill or, for that matter, any other asset
if it appreciates.
To test goodwill for possible impairment, the FASB
asks companies to establish one or more "reporting
units." These reporting units are either business segments—as currently reported under SFAS No. 131, "Disclosures about Segments of an Enterprise and Related
Information " —or operations one level below SFAS
No. 131 segments. Companies must allocate all existing
34
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goodwill to reporting units, as initially determined. All
assets and liabilities also must be assigned to the reporting units (with some limited exceptions, such as environmental liabilities for previously discontinued operations).
Pension assets that are often kept out of segment reporting may not be treated as "corporate" and must be
included in business segments. Companies are not
allowed a "free choice" in assigning goodwill to reporting
units. SFAS No. 142 calls for a "reasonable and supportable" approach to assigning goodwill to reporting units.
Interestingly, if a business combination provides synergies
and benefits to another operation, then some of its goodwill can be assigned to that other reporting unit.

SELECTINGREPORTINGSEGMENTS
The single most critical choice a company makes in
implementing SFAS No. 141 and No. 142 is likely to be its
initial choice of reporting units. Goodwill assigned to a
poorly performing reporting unit may have to be written
down immediately, or at least soon. Conversely, goodwill
assigned to a highly profitable reporting unit may never
face an impairment write -down.
In choosing reporting units, management has to consider whether the company will be expanding and profitable or cyclical and likely to incur some reverses in the
near future. Since very few companies are able to expand
continuously and be consistently profitable, it's more
than likely that within the next few years either the economy or competition will cause at least one unit to contract or lose money. If this outcome occurs, do you want
to take preventive action now or simply wait for subsequent bad news? Before making this decision, there's one
more factor to be considered.
The FASB, in a gesture of generosity, stated that companies who take an impairment write -down of goodwill
at the date of adoption of SFAS No. 141 and No. 142
(January 1, 2002,for calendar -year companies) can treat
this as a "change in accounting." The advantage of this
treatment, as compared to a subsequent impairment loss,
is that the initial write -down doesn't get charged to operating results, but in the future it will. Therefore, some
companies may want to take action to write off goodwill
immediately; others may choose to gamble and see how
their reporting units do in the future.
For those who write off as much goodwill as possible
immediately, the choice of reporting units is straightforward: To the extent possible, put your losing operations
in one or two reporting units, and load those units up
with as much goodwill as you can. Then determine the

fair value of the unit(s), and presto —you have an immediate write -off. For those of you who hope for the best

immediate or near -term write- downs.
The logic here is that goodwill, with the potential for

all- around future performance, take the opposite

an impairment loss, is only recognized on financial state-

approach: Combine your losing —or potentially losing —

ments following an M&A transaction. So, companies who

operations with your known winners. The fair value of

have developed most of their sales and profits internally

the total reporting unit can therefore absorb a reasonable

have little or no goodwill but lots of implicit goodwill —in

amount of existing goodwill without exposing it to

the sense that the fair value of the unit exceeds the book
value of the reported assets. This
built -in —yet unrecognized—goodwill can and will absorb potential
impairment losses on previously pur-

In its new Statement of Financial Accounting Standards (SFAS) No. 141,

chased goodwill. Though not explicit-

"Business Combinations," the Financial Accounting Standards Board —the

ly stated in SFAS No. 141 and No.

primary financial- accounting rule- making body in the U.S. —has eliminated

142, the FASB recognized this asymmetry in its deliberations. This is the

the pooling -of- interests method of accounting for mergers and acquisi-

reason that companies whose growth

tions. Pooling -of- interests accounting simply combines all assets of the

has mostly been organic are unlikely

merged firms at their current book value. The difference between the

to have future impairment losses. To

book value of the assets and the purchase price is tossed into a catchall

the contrary, companies like JDS
Uniphase, who grew primarily

category called goodwill.
Now, all M &A transactions after July 1, 2001, must be accounted for

through acquisitions, are likely to
have substantial built -in impairment

according to the "purchase method." Under the purchase method, one

losses, particularly now that the stock

company acquires the assets of another. All tangible and intangible as-

market "correction" has brought share

sets of the target company must be identified, appraised, revalued, and
booked at "fair value " — rather than the original, historical cost, or book

prices back to more "normal" levels.
Overall, the new rules provide an
opportunity for a one -time choice of

value —based on information provided by valuation experts. (See Strategic

an impairment loss today as a

Finance, January 2000, "Merger Accounting Magic May Disappear," and

"change in accounting." Alternatively,

"Trends in Financial Management," May 2001.)
Goodwill will still be recorded, but under SFAS No. 142, "Goodwill and

management can hope that future
operating problems don't require
future impairment write - downs. If

Other Intangible Assets," goodwill will no longer be amortized. Instead,

you take the impairment loss now,

companies must test the dollar amount of goodwill on their books against

you can say it's due to a change in

its fair value at least once a year. If the fair value of the goodwill is less

accounting rules. Analysts typically

than the book value, the company must recognize this impairment by a

do not "penalize" companies for
changes in accounting, but subse-

charge to earnings, bringing the goodwill balance down to its fair value.
Intangible assets like patents and trademarks, contracts, licensing agree-

quent impairment write -downs of
goodwill that will be charged to con -

ments, and noncompete agreements must be assigned a schedule of

tinuing operations won't be easily

their useful life, and the value "used up" each year must be written off

ignored. This puts a premium on

over their expected life.
While companies are permitted to do this valuation work themselves,

considering all the alternatives as part
of your initial study.
The choice is yours, and it can only

many firms will require outside valuation assistance. Under the SEC's in-

be made by management, not by any

dependence rules, a company's auditors must review all impairment stud-

outside consultant. Yet my experience

ies, but the auditor can't perform the actual valuation work.

is that testing the alternatives, developing the projections as well as estimates of current and future fair
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values of the reporting units, is a significant — albeit,
worthwhile— undertaking. External valuation advice to
test the various alternatives can help you make the optimal decisions.

INTANGIBLEASSETSOTHERTHANGOODWILL
While goodwill under the new rules doesn't have to be
amortized, so -called "identifiable intangibles" do have to
be accounted for separately. Each must be assigned a useful life and then be written off over that schedule of
years.
Of course, the impact on reported earnings is going to
be dramatically different when assets are classified as
identifiable versus the residual goodwill category. For
example, values ascribed to a drug patent with a remaining life of three years must be expensed over that period.
But values ascribed to the same drug's trade name, which
probably has an "indefinite" life, need not be amortized
until there is a clear diminution in value. If a pharmaceutical company has a highly advertised drug, such as ClaritinTm for allergies, how much of the value should be
ascribed to the trade name and how much to the patent?
It might seem to take a sage's wisdom to separate the two,
although appraisers do this regularly. Yet such a separation is mandated in SFAS No. 141 and No. 142,and the
impact of the answer can be significant. Obviously,
companies will put pressure on their accountants and
appraisers to assign the maximum value to the trade
name because there's little or no amortization and minimize the value assigned to the patent because it requires
amortization.
The Securities & Exchange Commission has said that it
will closely monitor how firms allocate the purchase price
of a future acquisition to ensure that all identifiable
intangibles are properly accounted for. The problem is
that SFAS No. 141,while it provides some guidance, still
leaves substantial scope for judgment. It says: "An intangible asset shall be recognized as an asset apart from goodwill if it arises from contractual or other legal rights ... it
shall be recognized as an asset apart from goodwill only if
it is separable, that is, capable of being ... sold, transferred,
licensed, rented, or exchanged" (SFAS No. 141 ¶ 39).
There undoubtedly will be many discussions about the
value and life of identifiable intangibles. Companies will
want to call as much as possible "goodwill," while the SEC
will want to minimize reported goodwill and maximize
"identifiable intangibles:'
Companies can't go back and reallocate previous transactions accounted for as a purchase. The actual historical
36
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allocation will remain. Dollars charged to PP &E must
remain there. Reclassification isn't permitted between
goodwill and identifiable intangibles, although you can
be sure that this distinction will be carefully scrutinized
in future transactions. Finally, what was treated initially
as a pooling also must remain.

NEWACQUISITIONS
Once the business community gets used to the new M&A
ground rules, we should start to see more rational acquisitions. Because all transactions will now be treated as
purchases, there will be no more "funny money" of pooling where companies overpay with their own stock to buy
an inflated target.
Testing goodwill for impairment will focus users of
financial statements on the total resources tied up in
goodwill and other intangible assets. No longer will companies be able to "spin" a bad acquisition on the basis
that "it didn't really cost us much since we used our own
stock." Using your own stock to buy another company
will now require that the true fair value of the stock you
use be treated as compensation. If you overpay, it shows
up immediately on the balance sheet and shortly will
show up in your income statement.
But companies will now have a lot more flexibility in
making acquisitions. The previous pooling rules could be
considered, at best, opaque. Now there will be no restrictions on buying back your own stock or disposing of an
unwanted segment in the fear that you might "taint" the
pooling and be required to restate the acquisition as a purchase, with the concomitant goodwill. In making an acquisition and placing it in an existing profitable reporting
unit, you are unlikely to have to recognize an impairment
loss. The profits and built -in fair value of your existing
profitable segment can absorb initial losses of the target.
Finally, we will undoubtedly see a lot of value being
ascribed to trademarks and brand names in both consumer and industrial acquisitions. This is in accord with
economic reality, which suggests that such assets do not
typically diminish in value over time. Our previous
accounting —that assumed brand names went down in
value each year —was simply illogical.
Now, finally, preparers and users of financial statements are on the same page. ■
Alfred M. Kin& CMA, CFM, is vice chairman of [valuation
Research Corporation, an appraisal company based in
Princeton, N.J. You can reach him at(609) 243 -7013 or
a edkin erols.com.

There is no greater peace of mind than the knowledge of your family s security
Help secure their financial future
with IMA s Group Term Life Plan

The IMA Group Term Life
Insurance Plan provides up
to $1,000,000 in member
coverage at the lowest
rates offered since its
inception in 1974.

Catastrophe Major Medical

Small Business Plan

Disability Income

Long -Term Care

Member Assistance

Cancer Expense Insurance

High -Limit Accident

Catastrophic Disability

Medicare Supplement Insurance

Rx Card

For information on the above IMA Group Insurance plans call 1- 800 - 424 -9883
1

Visit our web site at www.imanetinsurance.org

IMA

This program is adm inistered by Scabury & Smith, an .NINIC Compam. Some plans may n ot be available in all states. The Disab ility Incom e Pron ction, I ligh -Limit Accid ent, and
Catastrop he Major Medical insurance plans are underwritten by The ( nited States Life In surance Comp any in the City o f New Yo rk, 3600 Rou te 66, P( ) Bo x 1580, Neptu ne, NJ
07754- 1580. The Medicare Supplem ent plan is underwritten by Life Investors Insurance Com pany of Am erica, Mon umental Life In suran ce Co ntp am in CI; NJ, MF' and I11, and
AUSA life In surance Company in NY. The Cancer Expense plan is underwritten by Mon um ental Life Insurance Com pany , Baltimo re, NiD 21201. Th e Memb er Assistance insuran ce
plan is und erwritten by Unum Life Insurance Company of America, 15 Corporate place South, Piscataway , NJ 08855. The Group Term Life In suran ce Plan is un derwritten be
Con necticu t General Life Insurance Com pany, a CIGNA Com pany, I lartfurd, CT n6152.

M A N AG I N G

Customer
Deductions
Cross - functional collaboration and specialized systems
drive improvements in deduction processing.
BY RICHARD N. LANDER
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PAYMENTDEDUCTIONSARETHEBLACKHOLEOFRECEIVABLESMANAGEMENT.
If you aren't careful, they can soak up staggering amounts of corporate
resources with little or no return for the effort. Unfortunately, the main
goal of deduction management often is simply to maximize cash recoveries through collection of invalid deductions. Clearly, optimizing cash
flow is key for any organization, but you shouldn't think of deductions
management solely as a collection function. To begin with, 90% of
deductions (and sometimes more) usually are self- inflicted wounds;
most are justified and are resolved by a credit to the customer.
Making matters worse, deduction volumes have been exploding
over the past quarter century. Vendor competition, retailer consolidation, and a weakened economy are clearly the cause. And because
payment deductions have tentacles that extend up and down the
revenue cycle, effective solutions have been hard to find.
The resolution process is time consuming and complex, and it
requires trained specialists, collaboration with internal customers
(resources outside the credit and collection department), and a
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specialized, world -class system that will drive the process.
aren't successfully brought into the loop, issues can't be
Many successful organizations have recognized the
resolved on a timely basis, if at all. The reality in many
challenge and have responded. Larger, sophisticated opercompanies is that the upstream process owners have little
ations often have dedicated deduction management
vested interest in putting precious time into deduction
departments, and they have extracted the function from
resolution if they have other priorities and aren't
the corporate credit department. This makes sense
accountable. Accountability can exist only if the deducbecause the skill sets required for effective deduction resotion data can be tracked and easily updated as it is identilution— analytical, communication, accounting, and
fied and moves through the organization.
cross - functional knowledge of the organization— aren't
In essence, the value of the information contained in
necessarily the same skills that facilitate the success of the
the deduction process can be more important to an orgatraditional collection department. People in the collection
There are four key enablers to a collaborative deduction
department are geared toward
making a large number of scriptmanagement process: universal access to
ed phone calls to collect payments, not resolving disputes.
value -added data, immediate access to documentation,
There also must be recognition that deduction resolution
systems integration, and workflow tools.
requires cross - functional
involvement because much of
the information and processes required to close an issue
nization in the long run than the actual monetary gain of
resides outside the credit department or even the dedicata successful resolution. Data extraction can define intered deduction management department.
nal issues in the order -to -cash process and can help
define trending and forecasting data (customer and
WHYDOCUSTOMERSTAKEDEDUCTIONS?
industry specific). For example, if you get a lot of product
There are many reasons customers take deductions. They
return, you may want to look at your product quality; if
can be as arcane as not having the packing slip in the first
you get quite a few sales allowances, you may want to
carton that was unloaded from the truck to a claim for
check what the salespeople are doing; if you get many
some projected amount of future returns. At a higher levprice disputes, look at order processing and compare the
el, deductions fall into the following broad categories:
book price to the price the customer thinks he /she is payproduct returns and related issues, shipping and distribuing. These can be critical issues.
tion issues (including violations), price and discount
Yet tracking individual deduction transactions throughissues, and advertising and promotional issues.
out the entire organization has proved to be a difficult
task given the volumes of deductions faced by organizaIn all of these scenarios, resolution of the deduction
requires cross - functional communication and cooperations (some receive thousands every week), the number of
tion. For example, returned product and other distribuinternal process owners, and the fact that thousands of
tion- related disputes may require contact with the
disputes are at various steps of resolution at the same
distribution center or the transportation company. Resotime. In addition, software solutions and quality reporting
lution of advertising and promotions might involve the
have been limited, and the advances in enterprise resource
sales department, sales administration, outside sales reps
planning (ERP) systems haven't helped since they are genor brokers, and accounting to check on customer accruerally not targeted to or specialized enough to effectively
als. Price or discount disputes commonly involve the
manage deductions and related data.
order processing or customer service departments. And
all cases require customer contact at multiple levels.
COLLABORATIVEDEDUCTIONMANAGEMENT
This is where it all falls apart for the organization withThere are four key enablers to a collaborative deduction
out a collaborative process in place. Even where investmanagement process: universal access to value -added
ments in staff and training have been significant, if the
data, immediate access to documentation, systems inteupstream process owners (order entry, distribution and
gration, and workflow tools.
logistics, sales and sales administration, advertising)
In a decentralized or global organization the process
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owners, customers, and deduction management team
could potentially be spread across the country or even the
globe. Communication and effective interaction have
been constrained by distance, time zones, and conflicting
priorities. Today, the Internet can bridge these gaps by
making it possible to collaborate globally across the entire
revenue cycle. It provides a common computing platform
that can be accessed by anyone from anywhere— branch
offices, international affiliates, subsidiaries, sales reps,
customers, suppliers, etc. In effect, it provides a shared,
virtual workspace for everyone involved to view real -time
status of individual items, comprehensive reports, and
critical customer information. An Internet - enabled system can eliminate the faxes, e- mails, and distributed
reports that exist today.
Typically, a major deduction management inhibitor is
lack of access to key documents. Because the "burden of
proof" is always on the vendor, pulling together required
documentation can be laborious and difficult, especially
where multiple locations are involved. And paper can
always be mishandled and lost. Imaging is vital because it
eliminates the possibility of lost documents and provides
everyone in the revenue cycle real -time access to any
required document at any time. Considered to be prohibitively expensive in the past, the technology today is
accessible and affordable.
Equally important as the data contained on critical
documents is the data stored in your company systems.
The integration of internal and external systems is viable
and consolidates key data to enable process owners. Links
may be required to the ERP or legacy system as well as
any trade funds administration or customer relationship
management software, collection software, and any remittance processing software. Externally, any data exchange
with your customers' payables or procurement systems is
possible and is an improvement over electronic data
interchange (EDI). What's more, it may also be possible
to capture proof of delivery and other shipping information from your common carriers as well as remittance
details from your bank. When this data is consolidated
onto a world -class deduction management platform, the
organization is empowered to resolve issues efficiently
and to report on deduction issues in ways that can add
value.
Workflow tools tie the process together. Generally, they
facilitate the routing of open deductions and their associated documentation to the appropriate handlers and
track the resolution against a predetermined process and
timeline. The system is preprogrammed to notify inter-

ested parties when action needs to be taken, to describe
exactly what the prescribed action is, and to escalate the
matter to superiors when nothing has been done within a
set amount of time. The workflow process creates a
record of actions taken and provides a shared messaging
service so that any authorized party can see what has
transpired to date. Without it, high - volume deduction
processing will take place as a series of "one- offs," and
there can be no upstream accountability. Workflow tools
are therefore essential for effective communications and
for facilitating the collaborative process.
The benefits of a collaborative and system- supported
deduction process are substantial.
♦ Key process owners are empowered through access to
information and imaged documentation.
• Progress across the revenue chain can be bench marked and process owners held accountable.
• Customer satisfaction will improve as issues are
cleared up more rapidly.
♦ Management information is produced that requires
action, including deduction root cause and internal
breakdowns preventing timely resolution.

ROLEOFOUTSOURCINGINCOLLABORATIVE
DEDUCTIONPROCESSING
Implementing an internal collaborative deduction management process is a major undertaking. It can easily be
beyond the means of a mid -sized firm, and it may not be in
the best interests of larger enterprises either. The alternative
to doing it yourself is to align your company with a receivables management outsourcing firm that can provide a collaborative deduction management solution and world -class
supporting systems. Taking this tack not only eliminates any
need to make a substantial investment in technology, but it
also ensures your deduction resolution process will be managed according to best practices. Most important, outsourcing deduction handling allows your company to focus on
its core strengths. After all, the greatest negative impact of
deductions is that they divert your and your customer's
attention from more important things. ■
Richard N. Lander, Creditek vice chairman and executive
vice president, has been with Creditek since its inception in
1982. Rich is responsible for sales nationwide, including
consulting, services, and outsourcing. His experience
includes all aspects ofrevenue management, accounts
receivable operations, and consulting for Fortune 500 companies. You can reach him at(800) 216 -4000,ext. 358, or
riander@creditek.com.
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ImproveFinancial ormance
with
BusinessTaxIncentives
YOU C AN SAV E YOUR C O M P AN Y T H O U S AN D S BY

T AK IN G AD V ANT AG E OF TAX C R E D IT P R O G R A M S .

BY DANIEL A. WEISS

When Superior Walls of Central Illinois, Inc., opened for business in the Springfield Enterprise
Community, it created job opportunities for 42 low -to- moderate - income neighborhood
residents. "These employees show great pride in producing a quality product," says Springfield
developer Mike Suhadolnik, owner of Superior Walls, a company that manufactures a wall and
foundation system for the building industry.
Suhadolnik's enthusiasm is matched by that of the new employees, who often are able to walk
from their homes to a variety of jobs that include plant management, equipment operation,
z

carpentry, excavating, marketing, and office staffing. Superior Walls expects to hire up to 100
0
0

W
0

employees from the neighborhood as the manufacturing facility moves to full production capacity.
The State of Illinois recently awarded Superior Walls $52,780 to train workers in assembly and

U
Z
0

production techniques. The award was part of the state's Industrial Training Program that grants
companies financial incentives to train employees.

J
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TAXINCENTIVESOVERVIEW
Superior Walls is just one example of a successful tax
incentive program participant. Historically, the government has used the tax code to encourage worthwhile
activities that it believes corporations might not otherwise undertake on their own, such as making certain
charitable contributions or capital investments. Business
tax incentive programs draw on this motivation to enable
firms to participate in community investment and
enhance their bottom line at the same time. Yet many
businesses forego these profit enhancement opportunities. Typically this is attributable to a false perception that
the costs and system resources required to comply with
federal and state regulations would likely outweigh the
benefit of tax incentive program participation. In addition, many companies perceive that they aren't participating in activities that would qualify them for tax
incentives, such as hiring individuals from certain demographic backgrounds or training employees.

SPECIFICTAXINCENTIVEOPPORTUNITIES
Among some of the most rewarding federal and state
business tax incentives are the Work Opportunity Tax
Credit (WOTC), the Welfare -to -Work Tax Credit
(WTW), the Empowerment Zone Tax Credit (EZ), the
Enterprise Community Tax Credit (EC), and the Job
Training Cost Reimbursement. The target audience for
these incentives includes:
• Businesses that will have large hiring needs,
• Expanding businesses that will be hiring new
employees,
♦ Businesses with relatively high turnover that often
need new employees,
• Businesses looking to reduce their tax liability,
• Businesses expanding within an EZ or EC that will be
hiring new employees,
♦ Businesses participating in summer youth employment programs, and
♦ Businesses seeking to qualify as EZ businesses that
must meet the 35 % Zone- resident employee
requirement.
The incentives are not relevant to:
• Start -up businesses that may not meet the threshold
of having large tax liabilities,
• Nonprofit organizations that don't pay federal taxes,
and
♦ Businesses with highly specialized employees (unless
there's a training program that can supply appropriately trained employees).
44
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WORKOPPORTUNITYANDWELFARE-TO-WORKTAX
CREDITPROGRAMS
Let's look in more detail at these tax incentive programs.
Image Staffing, a temporary agency with 650 employees,
has had great success hiring WOTC eligible candidates.
Within the last year, 50 -100 welfare recipients have been
placed. A company spokesperson noted that WOTC offers
an excellent opportunity for employers to hire individuals
and help them get "kick- started" into a career while
simultaneously giving the company's bottom line a boost
from the tax credits generated.
The WOTC program was created by the Small Business
Job Protection Act of 1996 and the Welfare -to -Work Tax
Credit by the Taxpayer Relief Act of 1996.The WOTC can
reduce an employer's federal tax liability by up to $2,400
per new hire, a figure based on claiming a percentage of
the first year's wages. A WTW tax credit can reduce an
employer's federal tax liability by up to $8,500 per new
hire, based on claiming a percentage of wages over a two year period. The Departments of Treasury and Labor
share administrative responsibility for both tax credits.
Certifications are issued by the State Employment Security Agencies. The programs, which have been reauthorized
through December 31, 2001,are marked for renewal in
the President's FY 2002 budget.
By design, the WOTC and WTW tax credits are intended to further the partnership between the workforce
investment system and the private sector in dealing with
employment barriers faced by disadvantaged workers.
There are nine target groups for the WOTC /WTW tax
credits that reflect individuals with few skills and little or
no work experience. Many of them receive some form of
welfare benefits or other public assistance. The Work

BY D E S I G N , T HE WOT C AN D
WT W TAX C R E D I T S ARE I N T E N D E D
TO F UR T H ER T HE P A R T N E R S H I P
BE T W E E N T HE WO R KF O RC E
I N V E S T M E N T S Y S T E M AND T HE
P R I V AT E SECT O R I N D E AL I N G WI T H
E M P L O Y M E N T B A R R I E R S F ACED BY
DI SADVANT AGE D WO RKERS.

Opportunity Tax Credit is targeted at short -term welfare
recipients, veterans, food stamp recipients, vocational
rehabilitation referrals, ex- felons, SSI recipients, summer
youth employees, and residents of Empowerment Zones
or Enterprise Communities. Long -term welfare recipients
are eligible for the WTW credit.

EMPOWERMENTZONEANDENTERPRISECOMMUNITY
TAXCREDITPROGRAMS
"My business was just a dream until I contacted the
Empowerment Zone. They guided me through the
financing and found a business location that is the envy
of my competitors," said Joe Maruschak, owner of Charm
City Signs. "In the two years since opening my business,
the Zone has continually provided networking and procurement opportunities."
As illustrated by the experience of this small business
owner, the Empowerment Zone employment credit

gives businesses an incentive to retain or hire individuals who both live and work in an EZ. Businesses can
claim a credit, even retroactively, of as much as $3,000
per qualified EZ employee each year. This tax credit is
attractive to businesses that are looking to reduce tax
liability or that are considering expanding or relocating
to a Zone.
The Enterprise Community Credit is available to qualified companies that locate in regions targeted for renewal.
The program includes a state income tax credit for each
net new job created based on the average wage, training
credits, and a refund of sales and use taxes on the purchase of materials used in construction of a new facility
or expansion of an existing facility.
On December 15, 2000,Congress approved additional
FY 2001 funding for urban EZs, increasing a previously
approved amount to a total of approximately $185 million. In addition, Congress approved legislation to designate nine new EZs, seven in urban areas and two in rural
areas. The tax incentives encourage businesses to make
capital investments in their Zone and to provide jobs for
Zone residents. The EZs and Community Enterprise Tax
Credit Programs have used their federal seed money to
create partnerships that have leveraged more than $12
billion in public and private investment.

JOBTRAININGINCENTIVES
Many of today's smart businesses are investing in themselves by investing in their people. Businesses can take
advantage of new state and federal tax credits that reward
this proactive approach. If a company is retraining its
existing workforce to perform more efficiently, it might
qualify for state job training tax credits. If it trains
apprentices in manufacturing trades or if it offers basic
M A N Y OF T O D A Y ' S S M AR T
B U S I N E S S E S ARE I N V E S T I N G I N
T H E M S E L V E S BY I N V E S T I N G I N
T H E I R P E O P L E . B U S I N E S S E S CAN
T AKE ADV ANT AG E OF NEW STATE
AN D F E D E R AL TAX C R E D I T S THAT
R E W AR D T H I S P R O AC T I V E
AP P R O A C H .
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adult education, it might also qualify. Tax credits of up to
$5,000 per employee over three years are available.
The objective of the retraining tax credit is to foster the
profitability and competitiveness of a state's existing
industry by encouraging workforce development through
retraining tax incentives. Eligible retraining programs are
those that provide job skills for employees otherwise
unable to function effectively on the job due to skill deficiencies or who would otherwise be displaced because
such skill deficiencies would inhibit their utilization of
new technology.
Eligible training includes implementation of new
equipment and /or new operating systems such as workplace reengineering, total quality management, ISO 9000
standards, and employee involvement programs. Executive training, management development training, career
development, and /or personal enrichment training aren't
included.

MISCONCEPTIONS
A recent General Accounting Office (GAO) report to
Congress documented that well over 8 0 % of all American
businesses aren't using the WOTC and WTW tax incentives. The primary reasons they don't pursue the full
spectrum of tax incentives, according to the report, are
that businesses don't know about the incentives' existence, presume they don't qualify, and are uncertain how
to tackle the procedural maze.
Many financial executives are aware of these programs
but believe that their firms don't hire individuals targeted
by them. This perception usually proves false, says Fred
Stiftel, president and founder of Walton Management Services, Inc., a consulting group that has administered the
WOTC and W T W programs for companies for over 20
years. He has found that, "nearly all companies will have
5 % to 15% of their workforce qualify for the programs,
regardless of the company's industry sector."

WAL-MARTBENEFITS
Selected companies, such as Wal -Mart, have been able to
use the WOTC program very successfully. This retail
giant, with its tight operating margins, uses the program
in all 50 states. The company is able to dedicate staff
resources to track down information on available
employment incentives, allowing the company to maximize the benefit from programs like WOTC.
But not all companies, particularly smaller ones, have
found the program as beneficial. Those businesses that
have tried to use the credit cite a difficult certification
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process that makes using the credit less cost effective.
Even Wal -Mart has noticed that in some states the certification process is slower and sometimes difficult to complete. And Aramark Corporation, which employs about
100,000 low -wage workers in food courts, hospitals, and
convention centers across the country, has run into similar problems.
For businesses to really buy into a tax credit program,
it needs to be easy to use. When incentives are complex,
businesses have to jump through so many hoops that, in
the end, using the tax credit isn't as cost efficient as anticipated. To reduce the resource costs of program participation, Walton Management is working with the Internal
Revenue Service to develop the electronic version of the
IRS Form 8850 for the WOTC and WTW tax credit programs, including determining the open - standard requirements needed for sharing electronic WOTC/WTW data
and developing common data transmission standards to
support the secure electronic transmission of the IRS
Form 8850.

ROLEOFOUTSOURCING
To simplify the certification process, ensure proper and
timely filing, and maximize the credits, many companies
choose to outsource the program administration to a
specialized tax credit consulting firm. These firms will
identify and process complementary federal and state tax
incentives with approaches that, compared with in -house
operations, often yield the strongest results at the lowest
cost. Walton Management, for example, will charge a
contingency -based fee that clients may quickly recoup by
the higher returns achieved through the firm's dedicated
tax credit program staff, proprietary software, longstanding relationships with program coordinators, thorough data management, legislative expertise, and
continual follow -up.
In addition to contacting a tax - consulting firm, a
company may also want to contact its local public State
Employment Security Agency as a source for more information about new -hire tax credit programs. Basic information about the tax credits are available at either Walton
Management's website (www.waltonmanagement.com)
or the Department of Labor's website
( http : / /workforcesecuritydoleta.gov /employ /wotcdata alp). ■
Daniel A. Weiss is director of Strategic Relations and
Governmental Affairs in the National Capital Area Office
of Walton Management Services. You can reach him at
weissdaniel@waltonmanagement. com.

lthough many people would agree that it
makes sense to standardize financial data, there
are still numerous companies trying to cope
with complex reporting architectures and
inconsistencies in their reporting. Standardization is necessary, especially since improved decision support and efficient financial reporting —top priorities of
CFOs — depend on it. So the question really isn't whether
or not you should standardize but to what extent.

CFOs and controllers:

■

Here's a practical

Standardize
YourFinancialData
approach to make the
job easier.

BY RICHARD W. TAYLOR, CMA
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Fare 1: Varying

Levels of Standardization
Example A

Example B

All Data Standardized

Data Standardized at Corporate Level Only

Standar
Dal
Standard
Data

Standard systems and data

One thing that stands in the way of efficient /effective
financial reporting is an environment of multiple charts
of accounts, varying levels of detail, and inconsistent coding and definitions of financial data. To overcome these
obstacles, you can take a practical approach that involves
designing a standard chart of accounts and the accompanying analytical dimensions (e.g., geography, product,
organization, channel) that are required for management
reporting and analysis. Be aware that this takes time.
Designing and gaining consensus on a redesigned chart
of accounts and analytical dimensions for a Fortune 100
company can take up to six months. But the effort is
worth the results.

DIFFERENTPATHS
The following business events often act as a trigger for a
company to embark down the standardization path:
♦ Decision to replace legacy transaction - processing
systems,
♦ Significant corporate restructuring (e.g., mergers and
acquisitions), or
♦ Inability to comply with revised reporting requirements (e.g., segment reporting).
The question of to what extent an organization intends
to standardize its information is pivotal. For certain companies, it may make sense to standardize down to the
lowest level of financial data, where all general ledgers use
the same chart of accounts and financial reporting codes.
(See Figure 1, Example A.) In others, a high -level corpos0
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rate chart of accounts that the various business units can
map to may be all that is needed (Figure 1, Example B).

MAKETHECASE
Before undertaking a complete transformation of your
systems and transaction processing functions, you must
make a solid business case of the costs and benefits in
order to provide fully standardized information and systems as depicted in Figure 1, Example A. The benefits,
which lead to efficiency gains and subsequently quantifiable headcount reduction opportunities, are as follows:
• Analytical capabilities are improved, facilitated by
apples -to- apples drill-downs and comparisons.
• Effort to reconcile and compare information derived
from different entities is reduced.
• Ad hoc queries should be reduced with access to
detailed comparable information.
• Effort to maintain mapping tables and a streamlined
chart of accounts is reduced.
♦ System complexity is reduced by eliminating mapping
and using standard applications.
♦ Report writing is simplified.
♦ Standard coding eases the transition to a shared
services environment.
♦ Analysis and understanding are improved via a
"common financial language.'
♦ Controls are enhanced via simplified and centrally
maintained account and coding validations.
The greatest long -term benefits will accrue to those

who standardize down to the lowest level possible and
aggressively question the need to add new codes and levels of detail based on materiality thresholds.
You should also consider these costs as part of the
business case:
• Data conversion and restatements.
• System interface modifications and table changes.
• Implementation of standard enterprise resource planning (ERP) applications and modules as necessary.
• Implementation of data warehousing technology
where necessary.
• Rewriting reports, revising user documentation, and
training.
In cases where it doesn't make economic sense to
replace existing transaction processing systems and general ledgers, a corporate -level chart of accounts that business units map to may make sense as shown in Figure 1,
Example B.

SCOPEOFTHESTANDARDIZATIONEFFORT
Figure 2 shows the five major data clusters that support
information flows in a typical company. Although this discussion centers on the Financial Results data cluster, companies still need to address the other clusters as part of
providing balanced reporting across other business
processes. The second scope area relates to which components of the overall financial reporting environment will be
redesigned. Figure 3 shows the major building blocks that
comprise the complete financial reporting environment.
The redesign of the chart of accounts and analytical

dimensions usually takes place in conjunction with defining each account's usage (the Policies & Definitions building block) and standardizing financial statements (the
Reports building block). I'm going to address the chart of
accounts and analytical dimensions because these two
components form the primary data elements from which
most financial reporting is derived. In order to keep project scope manageable, many companies embark on
redesign efforts that address only the chart of accounts
and analytical dimensions, but this redesign is normally
done within the context of a broader system and process improvement effort.

THEDESIGNAPPROACH
Redesigning an organization's financial data model
depends on senior executive support and a quality cross functional team for ultimate success. The actual methodology involves other stakeholders within the organization
during key design checkpoints. After all, financial data
and reporting are the common business language within
an organization, so the extent of interested parties is quite
wide. Figure 4 summarizes the overall design approach.

BuildConnnihnent
A project of this magnitude must have senior executive
sponsorship. If the sponsor is high enough in the organization, such as the CFO, it may only require a few well placed "sound bites" or appearances during the course of
the overall effort to maintain momentum. It's also necessary to get those at the director or controller level to

Fero- Corporate Data
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agree that the status quo is no
longer acceptable. To gain their
support, invite key people to a
workshop where the problems
with the existing environment
are clearly articulated along
r.` -NJ \
with the benefits of a more
standardized financial data
model. Interject real -world
examples of successes at other
4
companies, and round out the
workshop with "breakout
groups" and brainstorming so the attendees can put
together their own lists of problems and benefits. Once
the group agrees something must be done and sponsorship is in place, it's time to move on to planning and
mobilizing the project.

is participating), levels of detail,
and whether the design is a
I
stand -alone conceptual design
t
or is in conjunction with an
ERP implementation. If the
redesign takes place in conjunction with an ERP implementation, then the conceptual
design will need to be translated into a detailed system design
that includes numbering
schemes for each of the codes
and identification of where each code will reside within
various modules of the ERP application.
One of the most important decisions during the project start -up phase is selecting the core project team. This
team should consist of well- respected, high - performing
finance staff who have a good understanding of the
financial reporting and business aspects of the division or
business that they represent. In order to progress through
the design process in minimal time, these team members
should be devoted to the project full -time. Once this
team is identified, a kickoff meeting should take place to
mobilize the core team and sponsors as well as to finalize
project objectives, scope, and plan. The project kickoff
usually concludes the formal planning -phase activities.

\I
-r

I

FlamingandMobbafin
The beginning of the project should focus on planning
and on selecting and mobilizing the team. The plan
should provide the roadmap for how the design process
will unfold and should allow for buy -in and involvement
from the key stakeholder group(s) identified during the
initial commitment - building workshop. The plan should
define project objectives and scope clearly.
The framework introduced in Figure 3 would be a helpful starting point to begin articulating components that
will or will not be incorporated into the scope of the
redesign effort. Other obvious elements include parts of
the organization (we will assume the whole organization

THEROADMAPTOSTANDARDIZATION
Understanding the organization's financial reporting
requirements is fundamental to redesigning the financial
data model. Following the 80/20 rule, most of these

Fire 3: Financial Reporting Environment — Building Blocks
'
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Areas of focus

Figure4: Overall Design Approach

requirements can be gleaned from a review of each division's and corporation's monthly management reporting
packages (e.g., bluebook, redbook). The core team should
review existing GL code block structures to understand
the regularly used key codes and determine financial
reporting requirements that aren't being met that may
need to be incorporated into the new design.
The core team should also understand which systems
are used to provide financial reporting and the high -level
data flows among them. This makes sure additional
reporting requirements haven't been missed and may
identify other areas that are dependent on the chart of
accounts and analytical dimensions for specific types of
reporting (e.g., tax reporting, treasury reporting).
It's now time for the core team to agree on the organization's analytical dimensions, which are essentially the

Figure5: Hierarchical Views
ACCOUNTS
Assets
CurrentAssets
Cash
CashinBanks
PettyCash
CashinTransi

ProductGroup—Juices
■
■

■

■

■

■

NoncurrentAssets

PRODUCTANALYTC
I AL
DIMENSION
Product
ProductGroup—SoftDrinks
ProductType—Colas
Cola
Cola—Diet
Cola- - CaffeineFree

different ways a company views or analyzes its financial
information. For example, Organization, Department,
Product, and Region would be potential candidates for
analytical dimensions to derive net income by Organization; overhead expenses by Department; revenue by Product, profitability by Region.

StandardizeAnalyticalDimensions
Analytical dimensions facilitate analyses and comparisons. If these analyses aren't performed routinely, it may
not make sense to standardize them. Instead, the organization might rely on one -time ad hoc analyses. There are
costs associated with capturing each dimension in source
systems and during the posting of individual transactions, so you need to acknowledge the cost and benefit of
adding these additional analytical dimensions.
Analytical dimensions are determined first because
they will have an impact on the chart of accounts. Many
companies have specific accounts repeated within their
chart of accounts because they have other analytical
dimensions embedded within their account structure. For
example, a given revenue account might be repeated each
time for every product the company wants to analyze. A
more efficient way of organizing financial information is
to strip this dimension out of the chart of accounts and
put it into another code block in the general ledger. It
might also be derived from a sales or order processing
system.
A significant consideration when standardizing the
analytical dimensions is the level of detail you decide to
standardize. Your end result should be a hierarchical listing that shows how each individual account or analytical
dimension rolls up to summary-level amounts. Figure 5
illustrates a subset of standardized information in a hierarchical format.
November 2001
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requirements where specific countries dictate the exact
account codes that must be used and reported on, but the
system design team can handle this issue in various ways
depending on the general ledger package.

GAINACCEPTANCE

One discussion that inevitably surfaces is that of a
thick vs. thin general ledger. A thick general ledger represents most, if not all, of the analytical dimensions as
codes within the general ledger code block. A thin general ledger houses only those elements necessary for
external reporting (e.g., account, organization, and
department).
In the case of a thin general ledger, the other modules
within the ERP application provide information for additional analytical dimensions such as product or project.
The thin general ledger concept often calls for a data
warehouse to integrate the various analytical dimensions
within one structured data store for ease of reporting and
analysis. It's up to the system design teams to determine
where the data should be captured, stored, and reported
from within the various modules of the ERP system.

StandardizetheChartofAccounts
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To ensure organizational acceptance of the design, hold
periodic workshops with the key stakeholders to not
only give a readout of where the core team's design
efforts stand, but also to obtain feedback and involve
them in the decision making. You should illustrate how
the chart of accounts and analytical dimensions might
be used in a series of hypothetical transaction scenarios
(e.g., order office supplies, book customer order). Taking this step helps to validate that all the necessary elements to complete a transaction exist within the
redesigned financial data model. This is a test of the
input side or how the various elements of the data model will be populated via transactions. The output side
can be tested by illustrating the various types of analyses
that will be facilitated by the new series of accounts and
analytical dimensions, such as net income by Organization, revenue by Product, profitability by Project, and
the like.

ROLLOUTANDIMPLEMENTATIONPLANNING
Of course none of the benefits of standard financial information can be gained without implementation of the
design. If this type of redesign effort occurs in conjunction with an ERP system upgrade or implementation, the
work streams related to the design should have already
been incorporated into the overall system implementation
work streams. If implementation of the design as part of
an ERP rollout isn't imminent, it might make sense to
implement only selected analytical dimensions using a
mapping process as shown in Figure 1, Example B.

Assuming you're using an existing chart of accounts as a
starting point, a first step in standardizing the chart of
accounts (as mentioned above) is to strip out those
accounts that are there because of embedded analytical
dimensions. You can also obtain a file with full-year balances /activity and sort them by amount to see which
accounts are no longer in use or are capturing immaterial
amounts. Finally, you'll need to actually define how each
account is used so that you can eliminate redundant

GOVERNANCE

accounts.
Flexibility inevitably becomes an issue. Should you
allow for flexibility at the local levels of management via
nonstandardized subaccounts? By taking away local flexibility, you limit the number of accounts that will need to
be maintained, and you should gain efficiencies as a
result. Consistency is also easier to attain. If you remove
this flexibility, you'll most likely need to standardize a
larger number of accounts in order to maintain analytical
capabilities required by lower levels of management.
Another consideration is how to meet foreign statutory

The more complex an organization is in terms of organizational scope, size, and number of analytical dimensions, the more critical an effective governance structure
will be. An effective governance structure should address
the following types of questions after the standard data
structures have been put into place:
• What is the process for handling subsequent design
changes, and who must approve them?
• What is the procedure for requesting new codes?
• Does the process differ by analytical dimension?
• What are the business events that trigger a new code
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request by analytical dimension?
• Who maintains standard codes and in what system(s)?
• Who will ensure that the design is implemented effectively and meets reporting requirements?
• How frequent will changes be, and how soon will they
be reflected in reporting?
This governance structure should include one or more
people who were involved in the original design effort so
you can maintain continuity of knowledge related not
only to the design itself but to other key decisions that
were made during the design process.

in conjunction with an overhaul of the organization's
ERP systems. After all, improved decision support and
efficient financial reporting are among the top priorities
of CFOs seeking to more effectively support their businesses and improve financial operations. Standardization
turns these top priorities into reality. ■
Richard Taylor, CMA, is a principal consultant in the New
York office of PricewaterhouseCoopers' Management Consulting Services practice. His expertise is in the area of
financial analytics. You can reach him at (917) 208 -2489
or richard.w.ta, loyr @us.pwcylobal.com.

REMEMBERTHESELESSONS
Be sure to incorporate these key
lessons into any financial data model redesign effort:
• Ensure you have high -level executive support and buy -in.
• Select a high- quality cross -divisional team to work full-time on
the effort.
• Get started on account definitions early because the process is
extremely time consuming.
• Ensure key stakeholders are
involved via periodic workshops
and timely project status
updates.
• Don't get sidetracked on where
the data will be coming from in
the system, but remain focused
on the data required for analysis
and decision making.
This is also an opportunity to
take advantage of online analytical
processing (OLAP) technology,
which is often used to facilitate
reporting and to enable drill -down
capabilities. If you identify analytical dimensions and remove embedded dimensions from the existing
chart-of- account structure, it will
facilitate the use of user - friendly
OLAP technology for analysis and
reporting.
As you can see, standardizing an
organization's financial data isn't
easy, but the benefits can easily justify the effort, especially when done
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Palm m 125

Three New
Handhelds
The new Palm m125 from
Palm, Inc. is aimed at the
first -time buyer, educator,
student, or those looking
to upgrade. Shaped like
the classic Palm 100, the
new m125 is delivered
with 8MB of RAM and is
expandable in two ways. It
accepts both MultiMedia
and Secure Digital (SD)
cards in its expansion slot.
In addition to the already
available PalmPak® cards
(Travel, Game, Dictionary/Thesaurus, Backup,
and 16MB expansion
cards), Palm is introducing a Rand McNally Road
Atlas Travel Card, Language Translator Card
(French, German, Italian,
Spanish, and English), and
three eBook Cards —
Personal Finance Series
(five books including Rich
Dad, Poor Dad),Mystery
Book Series (six books),
and Science Fiction (one
trilogy and seven stories).
Many other cards are
available from companies
such as Franklin Elec58
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tronic Publishers, Hand mark, and Purple Software. The standard suite
of Palm applications is
included along with Palm
Connectivity Software.
The m125 has a Drag onball VZ 33 MHz
processor running the
v4.0 Palm OS. Connectivity includes USB to your
PC, infrared to other
Palms, and wireless to the
Internet. Circle No. 60.
www.12alm.com
Handspring's new Visor
ProTM
starts off with 16MB
of RAM memory, plenty of
room for literally scores of
programs. I have 64 programs on a HandSpring

I No v em b er

Handspring
Visor ProTM
2001

with 16MB, including a
word processor, spreadsheet, and database applications along with dozens
of small apps and games.
The efficient use of the
Palm OS by very smart
apps, many of them free or
extremely low cost, have
made the Palms and Handsprings what they are. The
Visor Pro has a battery that
recharges while resting in
the cradle, and the cradle
handles other rechargeables
like the VisorPhone module at the same time. As
with other Handspring
models, optional modules
fit into the slot on the back
to give you wireless connection to the Internet,
phone and AM /FM connectivity, games, books,
and so on. The screen has a
display in 16 shades of
gray, fast refresh rate for
videos, and a Fast Lookup
feature. The standard suite
of applications includes
mail support for Lotus
cc:Mail, Microsoft Out look/Outlook Express, and
Qualcomm's Eudora.
Circle No. 61.
www.handsl2ring.com
described by Handspring
Is the perfect starter
nodel, the new Visor
4eo' has the basic list of
)rganization functions
such as address book, date
book, and to -do list. In
addition, it has 8MB of
_UM to add many more
programs and files and
the ability to accept the

Springboard modules.
With the module cards
and devices, you can clip
in the Eyemodule2TM digital camera, the data
backup module, Pocket
Express Entertainment
Pack and Game Face, MP3
player, additional memory, or Internet connectivity. The Neo connects to
your PC, the Web, and
other Handsprings with
its infrared beam. And it

Handspring "'"M
Visor N@oTM
comes in colors— smoke,
red, or blue. Circle No. 62.
www.handsl2ring.com

Single Band
PCS Phone
The Sanyo PCS SCP-6000
from Sprint is a mere 0.4
inches thick, qualifying it
as America's thinnest
phone yet. The magnesium alloy front plate
gives it durability without
weighing it down —the
phone weighs 2.29 ounces.
The Sanyo 900 mAh
lithium ion battery pro-

characters per line, voice activated dialing for up to
30 people, and the space
to hold up to 500 phone
numbers and 300 entries
!* ;z
`

.1

(names) with up to nine

HiddenWritingandNational
Security I Michael Castelluccio, Editor
■ THE CONVERSATION HAS BEEN ONGOING SINCE THE LAST
e ADMINISTRATION. How do you balance the civil liberties

different a -mails and

of citizens against law enforcement's need to know?

URLs. Circle No. 63.

Recently the balance leaned in the direction of the indi-

www.sanyo.com

vidual. Stronger encryption techniques were seen as

m

more acceptable, which is reassuring to Internet users,
6

Hand - Scanning
Time Clock

patients, and credit -card holders as well as companies
doing business in Europe, where privacy is a very seri-

Recognition Systems, Inc.
(RSI) has introduced the

ous matter. Carnivore, the FBI e -mail sniffing program,
was so badly received it was given a new, less threat-

new HandPunch 4000 -S, a

ening name, and promises were made about strict con-

biometric time and atten-

trols over its use. The NSA's Clipper Chip, a key escrow

dance terminal that has a

collection scheme, was dead, and the other side of the

talk time and 275 hours of

built -in handheld barcode

coin, the privacy of consumers, was being looked at.

digital standby time. At
5.07 x 1.54 inches, the

scanner. The scanner system offers identity verifi-

tial for a seismic reversal appeared. Just two days after

SCP 6000 will disappear

cation, access control, and

the attacks on New York and Washington, Senator Judd

in most pockets. And it

accurate attendance

Gregg (R. -N.H.) called for international cooperation to

Sprint SC P - 6 00 0

vides 2.25 hours of digital

With the catastrophic events of Sept. 11, the poten-

has Photo Caller ID. You

records. To clock in or out

create tighter controls over the use of strong encryption

can download as many as

or to "key in" your iden-

and for decryption products (so-called backdoors) to be

20 images, sync them with

tity, you place your hand

put in the hands of government so that communications

phonebook entries, and

in the scanner, and in less

and documents could be cracked when circumstances

the image of the caller will

than a second, the Hand -

required. It was not a surprise that this would be one of

appear in the seven -line

Punch accurately meas-

the reactions, but what was unexpected was the source.

backlit display when that

ures the length, width,

Gregg represents New Hampshire, the state that has as

person calls. There is one-

thickness, and surface area

its proud motto, "Live Free or Die."

touch Web access and

of your hand. Using either

voice memo, call screening

a CCD or laser scanning

Steganography

feature, monochrome

technology, it verifies and

One type of secret writing that you'll probably be hear-

seven -line display with 15

records your presence by

ing more about as this discussion widens is steganog-

comparing the scan with a

raphy. It's already showing up in reports in the press

template stored in mem-

about terrorism, with little attention paid to the protec-

ory. The HandPunch sys-

tion it affords copyrighted material and its use as an

tem can be networked,

alternative to conventional cryptography.

and the user capacity is

RS I ' s H a n d P u n c h
4000 -S

Stegano (covered) graphy (writing) is much older

530 (standard) expandable

than its upscale relative, cryptography. The difference

to 3,498 users. The unit

between the two is that cryptography looks like coded,

measures 8.85 inches

secret messages, while steganography hides its mes-

wide, 11.65 inches high,

sage(s) in a cover document or sound file that looks,

and 8.55 inches deep.

or sounds, perfectly innocent. For example, the picture

White papers and case

on the next page looks like a pleasant sunset mir-

studies are available at

rored in a tidal pool. It is that, but it also contains an
continued on next page

www.handreader.com.
Circle No. 64.
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continued from p. 59

The numbers get translated

embedded copy of the

to light intensities at loca-

article you are now read-

tions called pixels, which

ing. The image is from

also have a coded color

John Collomosse's

palette. Each point (pixel) in

www.blindside.co.uk web -

a 24 -bit picture is made up

site—a source for a free-

of 24 numbers —three

ware version of a

bytes. The pixel looks like

steganography program

24 Os and 1s to the com-

and sample bitmaps to

puter, and inside that series

use. The sunset bitmap

of 24 numbers you can

has 19k of space available for

Isman hard hit. Blockade issue affects

encoding messages or articles. The

pretext for embargo on by- products,

tively adding a letter. Because the

cover document is the picture, and

ejecting suets and vegetable oils. If

computer reads letters as Os and 1s,

the hidden message is this column.

you write out the second letter of

you have added a letter at that pixel

each word you get the intended mes-

point, and the change is so subtle it

sage: Pershing sails from NY June 1.

isn't visible in the picture. This is

There are many different kinds of
steganography, but all are based on
finding unused space on paper, in
sound, or in files in which to hide a

With the arrival of computers and

called the least significant bit inser-

the translation of information into dig-

tion technique. On- screen, it looks like

message. One of the first recorded

ital forms, steganographers have

just a picture, but at the level of each

steganographs was written by a politi-

found new tucked -away corners,

individual pixel point there is addi-

cal prisoner of King Darius in the 5th

planes, and wavelengths to hide mes-

tional information hidden away.

Century B.C. In order to get a mes-

sages in faxes, computer files, pic-

sage out, the prisoner shaved the

tures, and even sound files.

head of one of his slaves and tat-

In his book Information Hiding, Tech-

There are several other techniques
using masking, filtering, and statistical algorithms all too complicated to

tooed a message on his scalp. When

niques for Steganography and Digital

get into here. A good starting place

the slave's hair had grown out suffi-

Watermarking, Fabien A. Petitcolas

for general and specific resources

ciently to hide the lettering, the "mes-

lists a number of practical applications

can be found at www.stegoarchive.

sage" was sent.

for digital steganography, including:

com. An excellent text is the
Katzenbesser and Petitcolas book,

Invisible inks, used since the time

• Copyright protection and automatic

of the Caesars, are a form of stegano-

monitoring of copyrighted material

Information Hiding, from Artech House

graphy. Modern applications include

on the Web.

(www.artechhouse.com).

inks that appear under certain light,
watermarks, and hidden images such
as those of presidents embedded in
our paper currency. Microdots, photo-

• Tamper proofing of digital information to avoid altering.
• Data augmentation, which can

What You Don't Know...
Despite a long past, stegano tech-

include anything from additional

niques in the digital world are just

graphs that are the size of a printed

information to ordering procedures

beginning to mature. Expect a higher

period, were used successfully by the

for, say, music on a compact disc or

profile for these techniques now that

Germans in World War Il. Creating the

broadcast you are listening to.

security online has emerged as a

dots involved the photographic reduction of page -size messages to the size
of a period that would be inserted in
innocuous cover text.
Steganographic null ciphers use

• Automatic audit of radio

Sellars offers the example of a mes-

national issue. And for those who

transmissions.

question the wisdom of discussing

And, of course, steganography

the nature and availability of crypto

offers another technique for individual

and steganographic devices in these

personal security needs.

sensitive times, we need only look to

letters that aren't encrypted. Duncan

so

change a few of the Os or 1s, effec-

recent events to see the fatal flaw in
How It Works in Pictures

that old saw, "What you don't know

sage sent by a German spy. The mes-

When a computer loads a picture, it

won't hurt you." Now isn't a good

sage was: Apparently neutral's protest

maps an array of numbers (Os and

time to forget nor to get careless

is thoroughly discounted and ignored.

1s) at certain points on the screen.

about our rights of privacy. ■
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Neal Hannon, Editor

XBRL

Toward One Universal Accounting Language
THE WORLD OF ACCOUNTING IS ABOUT TO

high -quality standards, 3) To produce the transparent finan-

get a little less complicated if the International Accounting
Standards Board (IASB) has anything to say about it. The
IASB is an independent, privately funded accounting standards setter based in London, U.K. According to its mission statement, "The Board is committed to developing, in
the public interest, a single set of high quality, understandable, and enforceable global accounting standards
that require transparent and comparable information in
general purpose financial statements."
International accounting software
vendors are heeding the call. David
Garbutt, executive director of Financial
Reporting Solutions (Pty) Ltd., a South
African corporation, has extensive
background in International Accounting Standards and the eXtensible Business Reporting Language (XBRL). Garbutt is leading the development of new
IAS- and XBRL - compliant software.

cial reporting globally?
DG:Yes, this is the classic scenario of input, process, and
output. The input for transparent, high - quality, IAS compliant financial statements is accounting transactions
classified uniformly by nature. The process is the application of the high - quality standards to the transactions, and
the output is IAS- compliant financial statements.
SF: So unless we can classify transactions to an agreed
standard, there can be no assurance
that the output will be transparent and
of high quality.
DO: Precisely. To succeed, an IAS,
XBRL solution must embrace IASB's
one accounting language philosophy
and classify /define transactions by nature. We need to get back to the source
or there can be no assurance that a set
of named or tagged outcomes has any
value. Because we are dealing with
computers, which are binary, things are
either right or wrong, and hence uncertainty must be eliminated and assurance achieved.
SF: But how real is that? Transactions occur at the start
of accounting systems.
DG:You're right; no one is ready for that yet, but it will
develop. Right now we have to look to the output of accounting systems, such as the trial balance, as the starting
point. This is where our product's (Virtual CA) transaction
classification service uses one accounting language to define
each item in accordance with our interpretation of IAS.
SF: From my experience, trial balances usually reflect

SF: How is your company incorporating XBRL into Its IAS-compliant financial
product line?
DQ:Our challenge was how to encompass in an International Accounting Standards (IAS) XBRL solution the
business problem that the IASB addresses, as Sir David
Tweedie (IASB chairman) recently stated:
"In partnership with national standard setters, we will
aim to increase the transparency of financial reporting by
achieving a single, global method of accounting for transactions— whether in Stuttgart, Sydney, Seattle, or Singapore."
SF: So the key Issues are: 1) A single global method of
accounting for transactions, 2) To which is applied uniform
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Internal business reporting requirements and so they probably cannot
supply transactions classified by their
nature.
DO:Correct. That's why they're
only a starting point. Thereafter, the
age -old problem of investigation and
correction applies until each item is
correctly analyzed by its nature.
SF: But the universe of accounting
transactions is Immense. How Is this
possible?
DO:The best way to describe it is
"infinitely finite." Look at it this way:
If your organization, or my company,
or the Queen of England purchases a
light delivery vehicle to increase the
capacity of our enterprises' ability to
deliver on their objectives, the transaction is exactly the same notwithstanding that the enterprises are different in legal structures, profit or
nonprofit, orientation, and economically. So whilst there are infinite permutations of legal structure, profit/
nonprofit motives, and economic
possibilities, there are a finite number of transactions by nature. This is
key. We use an accounting engine to
manage this diversity because it's impossible to cover every possibility.
However, when a new possibility is
defined, the engine a u to m a t ic a ll y
creates all the expected transactions
relative to the instance on a cradle to -grave basis and tags them
automatically.
SF: If I understand you correctly, by
automating tagging you are, In fact,
building a taxonomy on the fly.
DO: Not exactly. Everything has its
place and context defined by the accounting standards. A simple analogy would be the scientific name for a
zebra, Equus Zebra. This tells any
scientist that the animal belongs to
the group defined as Equus (type of
horse), and, by classification, it's a
62
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Zebra. To define the type of zebra,
the full definition is required; e.g.,
Equus Zebra Zebra is a Cape Mountain Zebra. So if a new species of zebra were discovered, say a Quagga,
its scientific specie name would be
added to produce Equus Zebra
Quagga. This way, any scientist
knows the nature of the animal and
only has to interpret its specific attributes. Similarly, a new accounting
possibility is an extension of accounting science, which can then
deal with the instance's specific attributes. This means that transactions are defined electronically into a
known state, i.e., by one accounting
language.
SF: In other words, each transaction carries a self - describing meta data pack about itself. Could other
software vendors use your transaction

classification service to define transactions, send, receive, or exchange
financial information on an electronic
XBRL basis? Furthermore, would this
mean that if new possibilities or transactions were created by the originating software, the recipient software
could automatically understand and
accommodate the information If they
used your classification services?
DO:Yes. Currently we have defined (named for XBRL) in excess of
270, 000 transactions and believe
that this number will grow rapidly as
we move to define universal enterprises, country specifics, and economic categories. The work we have
done only represents a start. The important thing is to define one accounting language in XBRL so that
all accountants working with IAS are
in agreement. Meanwhile, we're
working with vendors to develop an
application interface to facilitate financial information exchanges.
SF: This is exciting.

bmbers

CMA /C FM REVIEW

Comprehensive CMA /CFM Review Courses
75 Hours of Lecture & Problem Solving
4 Volume Set of Workbooks
CD-ROM or VHS Format
Complete Exam Coverage
Call or Visit Our Website for a Free Demo

We teach success!
1-800-272-0707
www.LambersCPA.com
Since 1966
Circle No. 22

XBRL can play
a major role in facilitating the efforts
of the IASB toward globally achieving
one accounting language. That, in
turn, will enable the future exchange
of financial information on the basis
of a single, global method of accounting for transactions. ■
Neal Hannon has been writing and
giving seminars about the Internet
since 1996. He developed IMA's Internet Essentials of Financial Professionals, delivered over 50 times nationwide. He is the chair of the IMA's
Information Technology Committee,
co -chair of XBRL.org's education
committee, and is the IMA's voting
representative to XBRL.org. Cofounder of the XBRL Educational Resource Center at Bryant College, Neal
has authored three books and numerous articles for business magazines.

TRENDS

l ow

I

I

N

F

I

N

A

N

C

ALAN

I

A

L

M

LEVINSOHN,

A

N

A

G

E

M

E

N

T

EDITOR

Fallout from "Fair Disclosure"
> GRUMBLING ABOUT

resentatives of Fidelity In-

ciation of America sur-

Regulation Fair Disclo-

vestments said Reg FD

veyed 30 of its 300

lyzing companies prop erly— although 50% said

sure has been endless

drags smart mutual -fund

member firms, includ-

comp a ni es ar e p rovid -

ever since the new dis-

analysts down to the lev-

ing l ar ge in ve st me nt

ing less information

closure rules, which pro-

el of the masses because

ma n age rs s uch a s AIM

since the rule took ef-

hibit disclosure of materi-

they no longer can ask

Ca p i t a l M an a ge me n t ,

fect. About 36% think

al information to select

in private the

T. Rowe Price

investors are getting

people, such as securities

thoughtful

analysts and large in-

questions that

vestors, took effect one

give t hem an

ye ar a go.
Critics of Reg FD have

Stanley's re-

said companies will dis-

search director

close less information;

said that be-

analysts' earnings esti-

cause analysts

mates will, therefore, be

can't meet

less precise; and more
volatility in stock prices

one -on -one
with execu-

will result.

tives to dis-

W

mor e in format ion, a nd

For example, Colgate -

edge. Mor gan

Palmolive's vice presi-

cuss operations, Wall Street

dent of investor relations

will have trouble

told commissioners of the

"training the next

Securities & Exchange

generation of

Commission at an April

analysts."

0
Associates, and

N
J

hampering corporate efforts to rein in wayward
earnings estimates. Rep-

But new research tells

14% s ee n o cha nge.

ve st men t s, an d foun d

Meanwhile, information

Reg FD was not impair-

q u a l i t y ma y h a ve i m-

ing 75% of these buy -

proved. Eighte en per-

H
s
z

roundtable that Reg FD is

Scudder Kemper In-

a different story.
Last spring, the Investment Counsel Asso-

sid e a na lys ts fr om an a-

cent said it has im-

November 2001

I STRATEGIC

FINANCE

0

N
J
J

63

proved, and 43% said it

24 hours to file an 8 -K

price volatility since Reg

quarter 2000 e arnings

ha s s t aye d t h e s a me .

disclos ure sta tement

FD went into effect

an noun cemen t s of ne ar -

with the SEC or make

shows just the opposite:

ly 1,600 companies. In

one" discussions with

the n ew i nfor ma ti on

Reg FD has imp r ov ed

looking at stock "return"

comp an y officia ls t ha t

public either by dissem-

the flow of information

volatility around earn -

ana lysts cove t, a su r-

in a ti n g a n ews r e l ea s e

to investor s and made

in gs --z me a su re of th e

vey of 57 7 me mber s of

or posting it on their

earnings news less

per ce nt ch an ge in s tock

the Nationa l Investor

website.

volatile.

prices —the study actual-

As for the "one -on-

Relations Institute earli-

To be sure, if Reg FD

The s tudy, cond ucted

ly found a slight reduc-

er this year showed 74%

has diminished the

by K.R. Su bramanyam,

tion after Reg FD's enact-

con d u cti n g "t he s a me

quantity or quality of

an accountin g professor

ment in October 2000. In

amount" of one -on -one

disclosed information, or

at the University of

the week s le adin g up to

discussions with ana-

bot h, an d i mp air ed an a-

Southern California,

462 earnings releases, for

lysts as before Reg FD.

lysts from making accu-

along wi th Yuan Zhang,

example, stock prices

The onl y difference

rate predictions, stock

a gr a du at e s t ud en t a t

con ve rged fas te r towa rd

now is t hat i f a comp a-

prices would, naturally,

USC, and Frank Heflin,

their post- announce-

ny official discloses

be more volatile when

an accou nting pr ofessor

ment levels, resulting in

new, market - moving in-

new information was

at Purdue University, an-

smaller price swings

for ma ti on du ri ng t he

made public. Yet the first

alyzed stock -price

wh e n e a rn i n gs we r e a n -

one -on -one, they'll have

empirical study of stock-

volatility around fourth-

nounce d. The study also
fou nd almost a dou bli ng
of the number of voluntary earnings disclosures

Financial Forecasts
& Budgets

by corporate exe cuti ves
ahe ad of re porti ng
results.

PFP Provides The Flexibility, Power
and Presentation Quality Needed
To Tame Your Toughest Projects
Pro - formas for Professionals is a
flexible, fullyeasy -to -use
budgets
withinintegrated,
a very short
model, designed to help you prepare
complete financial forecasts and

Harvey Pitt, the new
SEC cha ir ma n, who was
critical of Reg FD as a
securities lawyer in private pract ice, said dur-

r a l i

A

j

ing his confir ma tion

hearings before the Senate Ban king Commit tee

timeframe.
Runs in Excel. All formulas are included
and all commands have been automated.
Free telephone support — forever.

in July that the un derly-

Standard $399
u s

Pl

Modula

5

9

� j/(
V 9

8

9

www. pen oc
64

was ope n t o su gge sti ons
Income State

Balance Sheets

Cost of Sales

Ratio Analysis

5

0

0

Changes in
Financial Position

imp rove d. One impr ovemen t t ha t p ubl ic com-

9
Overhead Schedule
Overhead Analysis

- 4

"unassailable," but he
ab ou t how it cou ld b e

Pendocik Mallorn ltd.

( 00)567

ing premise of Reg FD is

" A real winner"
—�me�BottomLine

Sales Analysis
Cash Flow Schedule

pani es a nd i nves tors
se em t o agre e on i s a
better definition of what

Bank Credit Line
I Letlers of Crodil

constitutes a "material"
disclosure that, under

. /+o
c /m
11

STRATEGIC FINANCE I N ovem b er 2 0 0 1

Consolidations
Fixed Asset Budget

Variance Analysis
Business Valuations

Disco..

Cash Flo

Reg FD, mu st b e made
to all. ■

*

fe i�
financial executives
i nt er nat i onal

C

M

10?"IMA

Business Combinations
CONFERENCE
TW O L O C A T I O N S !
DECEMBER 12, 2001 1 NEW YORK, NY

14

Sheraton New York Hotel
DECEMBER 14, 2001 1 SAN FRANCISCO, CA

Hotel Nikko
Business combinations are a key component of the growth
strategy of many business enterprises. With the issuance of FAS 141
and 142, a new framework is evolving for evaluating acquisitions.
This program provides insights and analysis from a seasoned panel
of experts on key issues companies face as they seek to implement
the new standards. Each segment of the program features a
generous time allotment for questions and answers.

WHO SHOULD ATTEND
Financial executives, auditors and other professionals who will be
involved in the accounting for business combinations and in the
ongoing assessment of goodwill for impairment.

FOR MORE Wr'ORA^
For more information visit FEI's Website at www.fei.org /ConfSem/

[LETTERS]

cont'd from p. 23

document. That, again, is a job for
accountants, management, and
auditors.
XBRL is a new management
reporting tool, suitable for many different applications.
The example you cited about
Internal Revenue Service form 990 is
a great illustration of the versatility
of XBRL. Charles Hoffman, a CPA
from the Seattle area and well
known as the father of XBRL, developed a Form 990 taxonomy. Organizations agreeing to use this taxonomy will find that the coding of the
form in XBRL accelerates the reporting cycle time and cuts down on
errors. On the receiving side, the IRS
could get a report they can process
immediately with no re- keying of
data. XBRL also has the potential for
exchanging general ledger data more
easily between accounting systems.
XBRL, as shown above, is much
more than a tool for reporting financial statements.
Regarding the contention that we
will soon have a single repository of
XBRL financial information available for use by everyone, independent vendors such as Edgar Online,
Inc. have announced plans to develop XBRL repositories. Depending on
market demand, other companies
may develop this capability as well.
On the point, "XBRL will aid in
the reconciliation of IASC and FASB
standards. There are only minor differences now, and I doubt that IASC
and FASB will permit XBRL people
to resolve them," the International
Accounting Standards Board (IASB)
is the international accounting standard setter. You are absolutely correct: XBRL will not aid the FASB
and the IASB in the reconciliation of
the disparities in their accounting
66
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standards. However, XBRL will
enable the users of financial statements prepared under various
GAAP (like FASB and IASB) to
quickly and at a low cost analyze differences and commonalities between
the GAAP. As a result, this ability to
enable users to quickly analyze statements will help in the overall drive
toward a set of more common global
standards.
You can start to see this in the
reaction by a vendor of reporting
systems. Financial Reporting Solutions, South Africa (FRS) director
Dave Garbutt reports that, "Asset
managers in South Africa are
expressing a keen interest in what
XBRL and FRS can do for them to
make their lives more productive.'
The potential for saving analysts
time processing financial statement
information is real. On the other
hand, just as the Internet has not
replaced network news as a primary
source of daily events, likewise
XBRL business reports will not
replace existing sources of investment information.
You made a point regarding XBRL
only becoming successful if "it produces a good set of definitions and if
these are accepted by standards setting bodies." To quote David vun
Kannon, "I don't believe there is a
tension between an XBRL version of
a document and a GAAP version.
After all, XBRL is a technology, and
GAAP is a set of human principles."
It is still the responsibility of standards- setting bodies to create "a
good set of definitions' XBRL merely provides a way for those definitions to be transmitted and stored in
a common format.
XBRL is still evolving and growing. Attempting to predict how
something as new as XBRL will

actually be used in the future can be
risky. Over the next several years,
the base technology for XBRL,
eXtensible Markup Language
(XML), is expected to grow significantly in importance and ease of
use. With these developments will
come additional advances in XML
digital signatures, encryption, and
intellectual property rights management, which will facilitate further
adoption of XML- related applications such as XBRL. The XBRL
community intends to stay at the
forefront of these developments and
fully expects to do new things that
will provide greater value to stakeholders in the business reporting
supply chain.
NE AL HANNON
XBRL Editor, Strategic Finance magazine
XBRL.orgEducation Committee co -chair
[NE WS]

cont'd from

p. 19

Members also expect their bottom
lines to be hurt by increases in insurance rates, higher travel costs, and
more restrictions and regulations
affecting shipping. Stock value seems
to be on the mind of one respondent, who worries about "investor
lack of continued confidence in our
ability to meet and overcome the
current situation."
Respondents from the academic
community see an impact on off campus programs and are anticipating that students will be called up
for the military.
Survey results were taken from
mini -polls posted on the Industry
Sector pages of the IMA website. To
join an Industry Sector and add
your voice to the polls, log onto
www.imanet.orQ. Under Interest
Groups, select Industry Sectors, and
then join the sector of your
choice.—Karen Sanders

[ T A X E S ] cont'd from p. 18

perfectly, introducing an NRST system with a 33% effective rate would,
at equilibrium, provide both families with gross incomes of $75,000
and after -tax consumable incomes of
$50,000. Then John and Mary would
not feel that they're being underpaid, and Jill and Jack wouldn't feel
that John and Mary are not paying
their fair share of tax.
It also appears that an NRST
would provide as stable a tax system,
if not more, as does the present
income tax system, where perhaps
close to 40% of families don't pay
any income taxes.
For example, assume it was decided to impose a system that taxed only
dentists and no others. In order for
dentists to pay this horrible tax burden (say $10,000,000 each) and still
stay in business, they raise their fees
to enormous levels. The rest of us
can pay these fees because we don't
have to pay taxes. The problem of
such a tax system, however, is that it
would be extremely unstable. Suppose a cure were found for dental
disease and dentists were no longer
needed. Until a new tax system was
installed, there would be a severe
economic disturbance. Therefore, the
wider and more encompassing the
tax system, the better the system
would provide for economic stability.
And because the NRST would
include everyone -and decrease tax
evasion because individuals wouldn't
have to file tax returns -it could provide a solid, reliable system that is
less susceptible to economic disturbances, less costly, and easier to
administer. ■
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Indeed, researchers have found that the voluntary compliance level on income of informal suppliers is very low, reflecting that

James E. Williamson, CPA, A.D., is a
professorofaccounting and taxation
at San Diego State University, San
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much of this income is not subject to third -

"National Retail Sales Tax-A Real Choice ?"

party reporting and is extremely difficult for
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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.

IT Accounting Mangy
Qualified CPAs with 3+ years of public experience are needed for
this diversified public accounting firm. Services include audits,
review, tax, advisory and litigation services to a varied client base.
Ideal candidates will have a bachelor's degree and prior management experience with a CPA firm. Salary to $80K.

.counting
World- leading retail operation seeks an Accounting Manager
with a strong technical accounting background and an interest in
retail operations and process re- engineering. Position affords the
opportunity to take a highly visible lead role in the accounting
for a multi- billion dollar division of this very large public company. Responsibilities include leading a team of six in capturing
all retail accounting information for purposes of reporting and
analysis. 6+ years' experience in a large company environment,
solid accounting technical skills and the ability to manage and
mentor the team is necessary. Salary $65 -75K DOQ.

Director of Finance
A progressive entertainment company is seeking a Director of
Finance to direct and manage all fiscal functions. Position will be
responsible for aligning financial policies and procedures with
company objectives, streamlining and automating the financial
reporting systems and controls to ensure compliance with company expenditure requirements, and providing strategic financial
leadership and support on the evaluation of potential alliances,
acquisitions, mergers, pension funds and investments and/or
other issues affecting the business. A bachelor's degree is required
and a CPA or CMA is preferred. Salary to $180K.

Forecasting Manager
manufacturing

international

An

company in need of a
Forecasting Manager has an exceptional opportunity for a senior level marketing professional with a strong background in new
products. Position will work with financial and marketing executives all over the world in their launch of new product lines.
Ideal candidate will have at least 6 years' progressive experience
in the product marketing arena. The ideal candidate will be out
of a manufacturing environment, preferably in the high -tech or
medical devices arena. Salary $80 -LOOK DOQ.

Financial Business Analysi
Excellent opportunity for a motivated and driven candidate with
high career aspirations to take on a Financial Business Analyst
role which will be key in the way the company does business in
the future. Position will perform broad -based competitive analysis and work very closely with the marketing team to analyze
contracts and product bundling. 4+ years' experience in a manufacturing environment required, preferably in the high -tech
arena. 4 -year degree in accounting or finance necessary. MBA
preferred, but not required. Salary $60 -70K DOQ.

World- leading organization offers a highly visible IT Accountin
Manager position for an individual with a strong technical
accounting background and an interest in IT systems and projects who will lead a team of seven in capturing all IT- related
accounting information for purposes of reporting and analysis.
Position affords the opportunity to lead the accounting function
for an IT division that supports over 1000 people in multiple
locations and involves regular interaction with the CFO, CIO
and other top professionals within this multi - billion dollar enti
6+ years' experience in a large company environment, solid
accounting technical skills and the ability to manage and mentor
the team is necessary. Prefer candidate with exposure to IT projects and operations. Salary $65 -75K DOQ.

Finance Manager
Health organization is seeking a Finance Manager to develop
business risk management tools which will improve efficiency and
effectiveness. Position will work with senior management of various business units to define business processes and bring them
into alignment with corporate goals, and then develop methods
to measure effectiveness and efficiency in these processes. Ideal
candidate will have outstanding communication skills and business risk management experience. Qualifications include 4+ years'
experience in a large- company environment, 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 Finance or Accounting; CPA or MBA preferred
and Big 5 experience a plus. Salary $60 -80K DOQ.

Senior Accountant
Fast- paced, high - growth company is searching for a degreed
Senior Accountant. Responsibilities include day -to -day accounting of 12+ operating companies including complete general
ledger accountability, cost of sales, financial statements, job costs,
budget and variance analysis. The successful candidate will possess a mix of public accounting, corporate experience and supervisory skills. Excellent communication skills are a must; CPA and
JD Edwards preferred. Company offers an excellent benefits
package and salary to $50K

Tax Director'
Established distribution company seeks experienced Tax Director
to organize and maintain tax records. Position is involved in
preparing federal, state and local tax returns and will advise management regarding effects of business activities on taxes as well as
strategies for minimizing tax liability. Responsibilities include
ensuring that organization complies with tax payment, information reporting and other taxing authority requirements.
Qualified candidate will have at least a Bachelor's degree and 2+
years of experience in a corporate tax environment; CPA is preferred. Salary to $60K

Plant Controller
Growing company offers an outstanding opportunity as a
Divisional Controller in its service sector. Position will be

responsible for the full financial operation of the division, which
is the 3rd largest in its business. Individual will report directly to
the CFO and have direct reports of 2 Staff Accountants and IT
staff. Requirements: CPA certification with public background
experience is an absolute must with a minimum of 5 years' experience, preferably in the healthcare sector; a go- getter attitude
with an out -of -the -box mind set; and high energy that can meet
the tremendous number of deadlines. Ideal candidate will relish
taking the initiative and challenging the status quo and must be
willing to hit the ground running with little training. Salary to
$80K with 10% bonus potential.

Director
Large direct -mail marketing company has an exciting opportunity
for a Finance Director. Position requires proficiency in communicating effectively with all levels of clients, plus highly developed
analytical and decision - making skills. Requirements include a
Masters in Accounting or Finance with 8+ years of experience in a
financial management position, a high degree of proficiency with
spreadsheet application, and business knowledge of financial management, sales /marketing, legal issues and employee relations. The
company rewards their employees with an outstanding compensation package, competitive benefits, and the opportunity to learn
and grow with an industry leader. Salary to $137K.

Staff

un ta nt

Large company seeks a Staff Accountant for the expansion of their
corporate accounting group. Position requires a self - starter who is
detail oriented, with excellent organizational skills and the ability
to handle multiple tasks and who will participate in monthly and
quarterly departmental cost reviews and the reporting and reconciliation of company activity. Duties include responsibility for
maintaining monthly general ledger entry folders, preparation of
GIL account analysis, and reconciling payroll bank accounts. Ideal
candidate will have accounting or related degree, 4+ years in
accounting environment, and CPA preferred. Salary to $52K

Fiisutzu�
A non -profit research and education center with a 50 -year history of growth currently has an exceptional Director of Finance
opportunity for a motivated and innovative self - starter. Position
supervises a staff of up to 5 and will facilitate the preparation of
financial statements, month -end closing process, project billings
and budgets, as well as maintain the fixed assets database and
conduct inventory. Other duties include overseeing the posting
of journal entries and the reconciling of bank accounts and general ledger accounts. Requires a self- directed professional with a
bachelor's degree in Accounting or Finance, 3+ years of experience and knowledge of generally accepted accounting principles
in non -profit organizations. CPA or CMA designation is preferred. Salary to $90K.

Publicly held manufacturer in the oil field industry is looking for
a Plant Controller. Position will perform all financial reporting
and analysis for this plant, will be responsible for budgeting,
inventory control analysis and expense analysis, standard costing
and physical inventory. Ideal candidate will have a strong manufacturing background with a minimum of 3 years of experience
in financial statement preparation. Previous experience in SAP or
Prism is a plus; accounting degree preferred. Salary to $60K.

Investment and Analysis Manager
Investment company is seeking an experienced Investment and
Analysis Manager for their rapidly expanding treasury department. This is an excellent opportunity for an experienced financial modeling analyst who is looking to be a leader of a growth
company. Responsibilities include formulation of investment
strategies & policies, managing money managers and working
with defined benefit programs. CFA preferred. Salary $77 -85K
DOQ plus bonus.

Financial
Large oil and gas company is seeking a Financial Analyst for their
legal department. Responsibilities include analyzing costs
charged and recording, analyzing and monitoring the accounting
for capital projects. Ideal candidate will have a degree in accounting or finance, 2+ years' experience with financial analysis, and
strong knowledge of Excel, PowerPoint and Word. Ideal candidate is a proven self - starter who can work independently within
provided direction and who has strong people skills with an
emphasis on building strong relationships. Company offers full
benefits and salary to $50K with bonus.

Senior Financial Analyst
Large financial company is seeking a Senior Financial Analyst to
work within its Fixed Income Group. Position will provide
strategic financial advice to executive management of the Fixed
Income Group and prepare monthly financial analysis, management reports, annual budgets and monthly business forecasts.
Must have Master's or equivalent in Finance or Accounting and
1+ years of experience as a Senior Financial Analyst /Financial
Analyst or Accountant in a financial services environment.
Experience must include financial modeling and analysis of the
profitability of structured and derivative products. Salary $4855K DOQ, plus a comprehensive benefits package.

Financial Analyst
Manufacturing facility is searching for a Financial Analyst. In this
exciting and diverse role, the focus will be on manufacturing cost
and analysis, variance cost analysis, ad hoc reporting, planning,
budgeting, and other general accounting duties as required.
Position will be cross- trained on all aspects of manufacturing
analysis and accounting for this flagship facility. An Accounting
degree is required, and CPA is a plus. The ideal candidate will also
have 2 + years of public accounting experience. Salary to $45K.

....................................................................................................................................................................................................... ...............................
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