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"I need fixed asset software but

...

No Problem',

Now get all of the benefits of Next Dimension's fixed asset management solutions —
open timeline, great wizards, and flexible reporting —in the operating environment
you prefer. Enjoy the benefits. Enjoy the choices.

■ ND.desktop

■ ND.server

■ ND.desktopPro

■ ND.web

For free demos, prices, and information on program features, training, data conversion
services, and more, visit www.BNAnextdimension.com or call BNA Customer
Relations 1- 800-372 -1033 today!

BNASOFfWARE
© 2001 BNA Software, a division of Tax Management Inc.
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Advertorial

With BNA Software Introducing Its New Product, ND.web,
To The BNA Fixed Assets Next Dimension Line,
It May Be Time You Consider

Reasons To Use An ASP To Manage Your Fixed Assets
Many companies are now using Web -based accounting
software, but BNA Software is one of the first application service providers (ASPs) to release an Internet based fixed asset product, ND.web.
ASP programs reside with and are maintained by a
host service provider (HSP). They are not purchased or
installed, rather they are in effect leased by customers
and accessed via the Internet.
BNA Software considers its new ASP program,
ND.web, the pinnacle of its BNA Fixed Assets Next
Dimension line, but many are asking why they should
use an ASP for fixed asset management.
As product manager of the BNA Next Dimension
product line, I believe ASPs will be a big part of the
future of fixed asset accounting and would like to offer
seven advantages you might not have considered:
1. Better Performance
For flat out power and speed it's hard to beat a
highly - scalable, native Internet application. For
example, ND.web processes over a million assets and
runs at unmatched speed. It also includes many built -in
background processes, such as background printing that
frees you to work elsewhere in the program while the
report is being generated. And, the reports themselves
run faster, too!
2. Minimal Hardware Requirements &
Configuration Issues
Because there is no software to purchase, install, or
configure (other than a browser), there is almost no
internal IT support required.
3. Updates Happen Automatically
There are no new release CDs or updates to download. Revisions to the program happen easily and more
frequently, and you can be confident you're always
using the latest version of the program.
4. Portability
Since the only thing you need to access ND.web is
the right browser, you can manage your fixed assets
from anywhere you connect to the Internet. This means

accountants can now work outside their office and still
have full access to the program and all their data along
with the ability to instantly print any report.
5. Online Collaboration
Portability also means you can be on the phone with
someone in another location and see, discuss, and even
change live fixed asset data in real -time.
6. More Effective & Efficient Management of
Geographically Diverse Companies
Because the data is all stored in one location and yet
is accessible from anywhere, you can end the nightmare
many companies face of continually sending disks back
and forth between headquarters and branch offices.
Management can access live data at any time, make
changes to it, or instantly verify that requested changes
have been made. And there's never a concern about
who has the "current" file. This results in increased
efficiency and major cost savings while management
remains in complete control of who sees what with
user - level, role -based security.
7. Unequalled Data Security
And speaking of security, your data actually has
better protection from hackers, viruses, hardware
failure, and accidents than most corporations can
provide on their own.
With ND.web, for example, 128 -bit encryption, the
highest available and the same type used by banks,
safeguards your data as it travels over the Internet
between you and the multiple firewalls of our HSP,
Data Return. Your data is backed up daily and stored
securely off -site. And a real -time intrusion- detection
system is live - monitored 24 hours a day. Rigorous,
state -of -the -art security is one of the major reasons we
selected Data Return to be the HSP for ND.web.
In sum, there are many exciting new opportunities in
using an ASP for fixed asset management. I believe that
those, along with the benefits of BNA Software's
leading -edge Next Dimension program, make for an
immensely valuable and flexible fixed asset solution. ■
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26UnderwaterStockOptions
BY DON DELVES, C P A

During the boom years of the '90s, companies attracted top employees through attractive stock options.
But now exercise prices are sinking below the waves
(exceeding the current market price), and both
employees and management have a problem. The lifesaver strategies outlined here can help restore incentives so that companies retain valued employees.

34 IsYourITSystemVESTed?

By W I N F O R D

( D U T C H ) HOLLAND AND GARY SKARKE

Although companies invest billions of dollars in IT
systems, many do not achieve business expectations
because of unrealized business value. The two missing
keys are operations integration — ensuring that a new
technology system is fully integrated into the day -today operation of the company —and VEST, which
means finishing the project successfully by extracting
maximum business value. p

BY KIMBERLY E. FRANK, C M A

Separate public ownership of a subsidary or business
segment can be highly advantageous. These three
equity restructuring techniques can help boost a company's valuation, provide incentives to people, and
help management of the parent focus on core operations. Each technique, however, has its advantages and
disadvantages. 0

44StreamlineBudgetingintheNewMillennium
BY BRUCE R. NEUMANN

Budgets are invariably wrong, and budget complexity
drives out meaning and relevance. Start with that
premise and then build a budget that focuses on
activities in the business units. Leave the budgets
reflecting the general ledger to finance and accounting
professionals. Q
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Letter from the President

IMA: A Stairway to Career Success

Perspectives

I by Bob Bell, CMA, CPA

How can IMA —a collection of members with backgrounds in accounting, finance,
and information technology management —help you in your career?
First, try education. Education is the primary emphasis of this membership. It starts
with the recognition that education is relevant at any age, in any position, within any
company. Education can be general or specific. Specific
its most who serves the best" This "giving" part of IMA
education is necessary for implementation of new enterbonds us as a unified family, and each of us becomes a betprise resource planning (ERP), cost, measurement, or reter member because of it. It is amazing to see volunteer servporting systems. General education helps members
ice turn from work to fun. The volunteer step is probably
broaden their skill sets. It improves their awareness of
the most gratifying part of the process for most members.
specific areas and helps them identify problems. Some
Hospitality planning is an important by- product of
education is designed to create new ideas. This education
chapter leadership. Creating an event and executing it
is vision oriented and becomes the catalyst for change.
within a budget is an exercise dealing with many variToday's climate of rapid change has made continuing edables, some controllable but many uncontrollable. These
ucation a lifelong proposition for those who plan to lead,
skills will be used in company, social, religious, commuand IMA's goal is to be a leader in lifelong learning for its
nity, and service organizations. The ability to create a sucmembers. Studies have shown that those who
cessful event is a valuable step.
prepare today get more responsibility and comPublic speaking, which causes fear in many
pensation tomorrow. This education step is one
people, is another by- product of participation.
with a measurable payoff.
Learning how to harness the adrenaline in such
Next is certification, which is a result of edsituations and conduct a meaningful meeting is
ucation. Certification is an objective measuraas valuable as other marketable technical skills.
ble event confirming education benchmarks
As your presentation skills soar, so will your
that have been achieved. It also proves the
confidence. This step will create the most visible
member is capable of applying what he or she
outward change in your personality.
BOB BELL
has learned in his or her field even though the
As an IMA member, you enjoy a network of
variables of employment can never be totally duplicated
fellow professionals you can call on for advice, guidance,
within an examination.
and quick business solutions. They will support you
Members' success in the workplace is driven by compethroughout your career. This step into the IMA fellowtence, but blending competence with organizational behavship is most enjoyable and addictive for many.
iors and goals is an art. The step to certification will help do
There are as many stairs in the IMA as you choose to
this and will be a source of pride throughout your career.
climb, and each step is as valuable to your career as you
Volunteer participation is also key. IMA Chapter,
choose to make it. As you climb these stairs, invite someCouncil, Committee, and Board participation allows
one you value to join you. A membership this valuable is
members to improve their planning, coordination, and
meant to be shared. ■
execution skills and lets them celebrate achievement.
The original motto of Rotary International was "He profBob Bell can be contacted by e-mail at bob @aiainshine.com.
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Outsourcing Improves Financial Performance
by

Rich Lander
Executive Vice President
Creditek LLC

Almost all major companies outsource to save money and improve financial performance by leveraging the outsourcers' domain expertise, top technology and expert staff. We are helping our clients
satisfy these goals by improving their receivable and deduction performance.
$9 Billion Consumer Packaged Goods Manufacturer
• Objective: Improve customer service coverage, collections and write -offs on a 3,000 customer channel
• Action: Client outsourced the invoice and deduction functions to Creditek, who —
♦ Reduced delinquencies by 55%
♦ Reduced deductions by 66% and promotional claims by 75%
♦ Gave smaller customers a point of customer relations contact that treats them as a priority
Fortune 500 Global Technology Firm
• Objective: Improve collection and resolution results aggressively for thousands of accounts
• Action: Creditek was selected as the strategic outsourcing partner to deliver a turnkey solution and has —
♦ Improved resolution rates by 46%
♦ Overcome large receivable backlogs and cut aging to historical lows
♦ Delivered insight to fix systemic front -end problems and accelerate gains
♦ Earned customer accolades for improved customer service
$2 Billion International Distributor of Commercial and Industrial Products
• Objective: Improve A/R performance in line with company -wide re- engineering
• Action: Creditek was chosen as the strategic partner to manage A/R with a turnkey program and has —
♦ Improved DSO by 48% and reduced delinquent receivables by 66%
♦ Decreased deduction backlog by 75%
♦ Delivered over $100 million in profit within one year
To find out how Creditek can help you add to shareholder value, contact me for a free, on -site consultative
review of your order -to -cash process: rlander @creditek.com or 1 -800- 216 -4000, ext. 358.

creditek
www.creditek.com

Moving more profit to your bottom line.
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We fix it.
manage it.
collect it.
attack it.
recapture
resolve it.
reconcile it.
automate it.
staff it.
You profit from it.

cred*IteI<"
Circle No. 11

For your greater profits. Booking the
sale is one thing — converting it into
cash can determine the health of your
company.
When you outsource your A/R process
to us, we'll use best practices, powerful technology and Web - enabled
systems so you can deliver maximum
shareholder value.
Our staff has over 25 million hours of
experience in receivables and revenue
management. Our "S.W.A.T." Project
Teams can tackle any emergency, from
collecting your overdue receivables to
resolving disputes and recovering
deductions.
Since 1982 we've generated hundreds
of millions of dollars in profits for
Fortune 1000 companies.To learn
about all the ways you can profit, call
Rich Lander today at 1 800 216 -4000,
ext. 358.

Movinq more profit to your bottom line.

Strategic Management

What Is Strategic Management?
Welcome to the launch of a new monthly column in Strategic Finance magazine!
Based on the popularity of the strategic management topics in prior issues, we
believe readers will welcome a monthly forum for the discussion of strategic decisions and decision processes that lead companies to superior performance and
value creation. In other words, do you want to maximize long -term shareholder
value? Do you want to contribute "great" insights and
help to build and be a part of a great management team?
Please read on.
What exactly constitutes strategic management for a
corporation? For us, this is more than a
catchy title for a new business column.
We describe two powerful pillars of
management thought and activity—
one of business strategy and one of
business execution. The parallel interrelationship of the two pillars makes
for a suitable discussion for the inauguration of "Strategic Management!

A Breakdown in
Business Execution
You may recall a noteworthy June 1999
Fortune magazine article titled "Why
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CEOs Fail :' It suggested that an important factor in CEO failure is the inability of corporate leaders to execute their
business strategy, not the strategy or vision itself. Clearly, operational excellence has received its share of attention from management. Forays like "Six Sigma" and "Lean Manufacturing"
are touted in hundreds of annual corporate reports.
Grander initiatives such as the Balanced Scorecard and
Value -Based Management (VBM) have sought to provide
improved execution throughout an organization's activities, whether in operations, innovation, branding, or other
STRATEGIC FINANCE
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facets of an outlined strategy. These business execution
systems hold the promise for taking a strategy down to the
shop floor in communication and well- aligned incentives.
In fact, several independent studies conducted by the
Conference Board, various consulting firms, and one of the authors of
this column show that systems such
as the Balanced Scorecard and VBM
are prevalent at over half of the
companies in the U.S. This is a clear
indication that management is
quickly recognizing this important
pillar— business execution. The
Conference Board's 1999 publication, "Aligning Strategic Performance Measures and Results," went
so far as to find that companies with
superior stock performance were
more likely to utilize one of these
business execution systems.
Despite this evidence, there remains a dearth in the quality of corporate decision systems that continues to allow for strange anomalies in business
performance. Acquisitions still destroy shareholder value
a majority of the time. Management and sell-side stock
analysts overwhelmingly insist on an attention to earnings per share (EPS) despite its questionable validity
raised most loudly by the Securities & Exchange Commission (SEC) itself. Companies pour millions of dollars

By Mark L. Frigo and Joel Litman, Editors

into information management systems while openly disavowing the inability of such initiatives to create desired
levels of return on investment (ROI).
We would posit that a great problem exists, not only in
business execution but in management's inability to drive
a process for business strategy and a relationship between
strategy and execution into itself and the rest of the organization. Such a process would encompass the ongoing
reevaluation and redesign of business strategy. It would
also require a fervent attention to making execution planning part and parcel of the strategy design itself. Finally,
it would lead naturally into the subsequent tactical and
operational execution of the strategy, as one of the aforementioned business execution systems like the Balanced
Scorecard would encourage.
In other words, the failure of CEOs and their organizations to execute may be as much a part of the company's
inability to properly examine strategy and execution as
distinct partners toward value creation as it is execution.
Some people may argue that this is an issue of semantics
between what one person would define as "strategy" and
another would define as "execution'
The original creators of the Balanced Scorecard, Robert
S. Kaplan and David P. Norton, have found that some
companies have begun using the Balanced Scorecard as a
means to reassess and create their business strategy. The
scorecard, as a means to encourage proper execution of
strategy, may have ancillary usefulness as a strategy evaluation tool. Yet a business execution system can hardly be a
substitute for ensuring a separate thought and activity
process specifically directed toward business strategy.
Clearly, great companies don't make this mistake. We
would define great companies such as GE, Abbott Labs,
Wal -Mart, and many, many others by their ability to generate long -term, sustained ROI and growth rates for 10
years or more, and not simply the company with the popular stock of the year or two.

A Br e ak d ow n in B u s i n e s s St ra t eg y
Many companies that do not fall into the "great company" category have strategy decision - making activities
called "Strategic Planning" processes. But time and again
we see and hear of broken corporate planning initiatives
termed "strategic;' yet they are anything but. One client, a
Fortune 500 consumer and industrial goods manufacturer, described it well: "a waste of time where 90% goes to
tedious spreadsheet - building and 1 0 % to actual analysis
over the course of four to five months.' Unfortunately,
what is termed "strategic" may be nothing more than
ordinary one -year to five -year capital and operational
budgeting.
In worst cases, management complains about the influx of political issues and sandbagging of forecasts to
maximize personal gain and compensation under broken
or antiquated incentive compensation systems. Alternatively, some business strategy is relegated to infrequent
corporate retreats with outside facilitators and no one internal to carry the ball when the retreat is completed. The
results end up in a report or "management survey" that
gains limited attention at a board meeting five months or
more later. This, too, can't be construed as a true commitment to a business strategy process. The performance
results of these companies reflect just that.

The St r a t e g y a n d Ex ec ut io n S o l u t i o n
Much has been written about "great" companies that display premium levels of returns, abnormally high growth
rates, and long -term, sustained shareholder returns.
Companies like Coca -Cola, Colgate, Microsoft, and others demonstrate a commitment to an ongoing reevaluation and redesign of executable business strategies followed by the tactical and operational means to deliver on
that strategy. Much has been written about specific initiatives like Business Process Reengineering (BPR) and
continued on page 67
Total Quality Management
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CPAs Increasingly Spurn Payroll Outsourcing
in Favor of Best Software's ABRA Suite
RESTON, VA. — Best Software, Inc., developer of
award - winning Abra® HR/payroll and FAST"' fixed
asset solutions, announced that PGP Valuation Group
and the Private Industry Council of Butte County,
Calif., have joined the growing list of customers
that have selected its Web- enabled Abra Suite® of
fully- integrated HR /payroll applications.
"Both companies illustrate the movement away
from traditional payroll outsourcing to the more robust
new breed of payroll solutions like Abra Suite," said
Susan Wanier, CPA and owner of Wanier Software
Solutions, a leading Abra reseller. "When
certified accounting professionals can legitimately
prove a positive ROI, the decision to implement a
similar solution really changes from `if,' to `when:"
PGP Valuation Group, a Sacramento -based real
estate appraisal firm, significantly reduced its payroll
processing costs by nearly $8,000 — not only in service
bureau fees, but also in staff time — year- over -year
by moving to Abra Payroll®. The company had been
using a competing payroll service bureau, but switched
to Abra due to unresponsive customer service and
growing expenses for unbundled payroll services.

As a result, PGP has reduced its volume of reissued
payroll checks by 95 percent and now benefits from
integrated payroll and accounting systems.
"Outsourcing payroll to service bureaus often
involves losing control of your data," said Cheryl
Mandich, CPA and chief financial officer for PGP.
"And, when they make mistakes, it usually takes several
months for them to be corrected. For businesses like
ours, that is unacceptable."
The Private Industry Council of Butte County (PIC),
a non -profit agency that provides employment and
training services to help individuals enter or re -enter
the workforce, continually ran across payroll calculation
errors, missed deadlines and problems on the part of
its service bureau in integrating with its accounting
software.
"Abra Payroll helped reduce our payroll processing
from two days to only two hours per pay period," said
Kim Elam, CPA and controller for PIC "This time
savings allows me to spend additional time on more
strategic decision - making based on Abra's detailed
reports and cost analyses of our 600 employees!

About Abra

About Best Software

More than 15,000 companies in financial services, healthcare and
manufacturing, among many other industries, use award- winning Abra

Best Software, Inc., a wholly -owned subsidiary of The Sage Group plc,
is a leading provider of solutions which help organizations transform

solutions. Best's "Abra, Anywhere" strategy is to provide customers

the way they manage their human capital and fixed assets. With more

with a comprehensive portfolio of desktop, client/server and Internet -

than 50,000 customers throughout North America, it develops scalable,

based offerings that meets their specific access requirements. Abra

cost - effective solutions which complement core financial management

Enterprise' ", Abra Online" and Abra Suite solutions automate and

systems and support the full spectrum of Microsoft platforms, including

reduce HR /payroll and benefits administration costs and are based

Windows '95, Windows 98, Windows NT', Windows 2000 and

on technologies that are easy to adopt and use. They are designed to
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Best Practices

Bob Gunn, Editor

Conflict
CONFLICT IS TO DECISION MAKING AS
friction is to walking. Business people often regard conflict
the same way engineers are thought to regard friction —as
something to be avoided or eliminated. Just as friction generates heat, drains power from motors, and causes wear
and tear, so people think conflict paralyzes decision makers, wastes time, and produces blizzards of "CYA" e- mails.
Perhaps, however, it's the way we think about conflict
that causes us to conclude that it has limited usefulness.
Stop for a moment! Can you imagine friction being a
positive force?
When I was a boy, my father
took me to "Space Camp" in
Huntsville, Ala., where the value of friction was vividly
demonstrated. We campers
strapped on astronaut shoes
and went into the SpaceLab
where we were asked to walk
across a floor perforated by tiny
holes with air streaming up
through them. This floor was
designed to simulate walking in
a low - gravity environment. Try as we could, it was simply
impossible to walk across that floor — unless we cheated
by pushing off a wall and gliding across.
We tend to think of friction as being a drag, slowing
down progress or causing waste. But we campers saw that
it actually serves a vital purpose, helping us achieve locomotion. Certainly you can think of countless useful applications of friction right in your own home (ever wonder how those dishes get clean ?).
Just as friction is a characteristic of the natural world
that can serve useful purposes, conflict is a principle that
can make positive contributions to the affairs of
12
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mankind. At issue is the question of how to attain worthwhile ends from the differences that arise in the pursuit
of any collective activity.
My son's sixth grade class is studying the Middle East, a
region where conflict has been the defining characteristic
for at least 3,000 years. Their teacher asked them for an
original definition of conflict. They concluded that it is an
inescapable part of "human nature" involving "a misunderstanding or disagreement that causes a problem or struggle
to achieve goals between people, groups, or nations."
To me, that's a pretty fair
description of what goes on
inside organizations as people disagree over the ends
they want to pursue or over
the means to achieve the ends
upon which they do agree. But
I would say that the schoolchildren's most profound insight is that conflict is a fundamental part of being hunan. We all create our unique
reality from the ceaseless now of
our own original thought.
Once I began to see this obvious fact, I was astonished
at how amazingly diverse thought is. One day we were
holding a meeting that was marked by a great deal of
strife as we argued over setting budget priorities for the
coming year. Our firm used to do this collectively, with
everyone having a voice in the outcome, so you can imagine the wide divergence of opinion. Which took priority,
someone's pet project or a larger bonus?
At the end of the session, one of the partners asked each
person to describe how he or she was feeling. The range of
responses —from angry, puzzled, or betrayed to cheerful,

60r.11011114111r.11112
� �i �!l � 11vE1111'� IJJ� � U_� f.Q17.J� 11a
P� Oal�Conference�,,,e,
June 22 - 26
al l

San

P�

2
Diego

Topics to be covered include...
• Information Management
•�Accounting�Education�&�Research
• Financial Management
•�Small�Business�Management

Conference highlights include...
Vendor Exposition showcasing industry tools
Family Event at Sea World
Annual Dinner with Chapter Recognition and Awards
Stuart Cameron McLeod Society Dinner Dance and Activities
IMA Memorial Education Fund Golf Tournament
Tours and activities for the whole family

For conference updates please visit
www.imanet.org /sandiego2002

relieved, or peaceful— dumbfounded
me. Were these people actually in the
same company, much less the same
room?
What I was seeing was thinking in
action —each of us created his or her
reality from our common fabric of
thought. No wonder conflict is part
of being human! Assuming then that
conflict is an inescapable manifestation of being human, perhaps the
most relevant question is not how to
eliminate it but rather how to put it
to work for us so that, like friction, it
serves a valuable purpose.
If conflict is going to accomplish
something constructive, then the
central question has to do with how
we resolve conflict within our organizations. Is there a way to settle differences that helps, rather than hinders, achievement?
Well, my son's sixth grade class
had something to say about this very

question. They envisioned two ways
to settle difficulties —the first being
our old democratic friend, majority
rule, and the second being collaboration, a most unusual form of conflict
resolution.
Both are a step up from what actually happens at many institutions,
where someone, usually a senior executive, resolves conflict by fiat. Certainly you know the drill—the troops
fight until he or she intervenes and
tells people the way it will be. This
leads to all kinds of problems, the
primary one being that the "losers"
often don't go away but "live to fight
another day" by covertly resisting implementation. So the harder the
leader pushes, the more resistance he
or she faces and the more underground the conflict burrows. Where
this is the cultural norm, people are
usually very unhappy and frustrated— including the leader.

While "majority rule" (some
would term this a form of "cooperation") has a powerful appeal to those
used to working in dictatorial organizations, it has its own flaws. It
shares the same built -in resistance
that marks autocratic institutions,
namely, that conflicts tend to keep
resurfacing as the minority seeks to
recover what they lost in the voting
process.
In the United States we call this
`Beltway Gridlock:' And it can generate such endless rules and procedures,
all in the name of ensuring "fairness,
that people are turned off by the
prospect of putting so much effort
into resolving even the simplest questions. It's all too easy for majority rule
to result in bureaucratic procedures
that smother innovation. And it can
be carried to absurd extremes.
More importantly, because they
generally involve disagreements

<
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place, or the desires themselves
change as people work together to
create something fresh and original.
Take two people sitting in a library. One person wants to open the
window to let in fresh air; the other
wants to keep the window shut to
reduce street noise. It looks like an
intractable situation —at least until
they discover that by opening the
window in an adjacent room each of
their objectives can be fulfilled.
This kind of group process is actually the "art of collaborative thinking.' At its core are the principles
that we've talked about many times:
thinking thoughts about others that
are loving and positive so that optimistic feelings, rapport, and trust are
present (the handmaidens of productivity); ignoring what you already think so that you may truly
"hear" what others are saying; waitina patiently for those snankinQ new

insights that cause unity to precipitate itself, and having the faith to put
aside your own ego (your investment
in the outcome) in service to some thing larger than yourself
For leaders then, the key question
is not, "What are our conflicts ?" but
rather, "How do we resolve them ?"
If these sixth graders can answer
this question with such perception
and wisdom, think of what you may
be able to achieve if you can simply
see things with the same innocent
clarity.
■

about things that already exist inside
people's minds, majority-rule models rarely yield fresh thinking. Again,
the sixth graders could see this clearly when they concluded that the result of majority rule could be "good
or bad, depending on your point of
view."
But their second way — collaboration -- contains the germ of genius.
These kids see that conflict "can
force you to think of different ways
to reach your goals or of different
goals altogether." In other words,
they understand that conflicts arise
only because our thinking looks "real" to each one of us. Going beyond
our initial "certainty" requires only a
willingness to examine what we
don't know rather than what we
think we already know.
This truth lies at the heart of collaborative or integrative conflict resolution. Evervone's desires
find a

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.QUnn @exult.net.
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By Max Messmer, Editor

Encouraging Employee Creativity
In today's hectic work world, many financial managers are being asked to do more
with less. And when there doesn't seem to be time or money for pursuing new or
risky ideas, maintaining the status quo may be the path of least resistance. If this is
happening in your department, however, you're missing out on the most valuable rei source for enhancing company and group performance: the creativity of your staff.
A survey commissioned by our
firm found that most organizations
are making innovation a high priority. The vast majority of the nation's top executives polled (89 %)
said employers are more proactively promoting creativity among employees compared to five years ago.
Just think of how many procedures you follow on a daily basis
that could be refined. Perhaps
there's a more efficient way to
process invoices. Or maybe interdepartmental communication can
be improved. As a manager, it's
your role to be receptive to suggestions made by your team
members. This involves keeping
an open mind and considering
even the most unusual ideas.

Set th e s tag e for su cce ss
You can begin to establish a work environment that supports creativity by assessing your department's culture.
Are authority and responsibility delegated? Employees
who feel empowered to make decisions are more likely to
16
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come up with great suggestions
when they feel they have a stake in
the outcome of a project.
Also make sure that your staff is
aware of your company's vision
and values. They can then use these
guiding principles when developing their own ideas and solutions.
For instance, if your organization
has a commitment to superior customer service, your employees may
identify ways to enhance relationships with clients through improved reporting and tracking.

Be creative through
collaboration
Brainstorming sessions provide the
ideal setting for employees to think
creatively. The goal of these meetings is to generate as many ideas as
possible without prejudice. There should be strict rules
against criticizing any remark. People should feel comfortable saying the first thing that comes to mind. Often
the most implausible idea can lead someone to think of
the perfect solution to a challenge.
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Try to hold brainstorming sessions at an off -site location where
employees feel more relaxed. The atmosphere at these meetings should
be fun. For example, you might have
participants draw diagrams of their
ideas instead of writing or verbalizing them. Think about how you can
get the most out of these sessions.
Your staff should look forward to attending these meetings.
Don't limit brainstorming to
large -scale initiatives or issues. If you
have a new employee joining your
department, collaborate with your
group on ways to welcome and orient him or her to the team. Or think
of ideas that will reduce tension during peak workload periods such as
quarterly earnings reporting.
Also, encourage the informal exchange of ideas. The old- fashioned

suggestion box can be more effective than you think. Small ideas often have big benefits. For example,
perhaps an employee suggests tuition reimbursement for nonaccounting- related courses. This may
uncover a need for more training
opportunities in such areas as technology, project management, or
leadership. Acknowledge all recommendations submitted by staff
members and give a status report at
the next team meeting to show
you're taking their input seriously.
You'll build trust and motivate others to think creatively.
C r e a t e a saf e -t o -ri sk
environ ment
It's important to reward prudent risk
taking, regardless of the end result.
Remember that even the most care-
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fully thought -out ideas sometimes
fail. That new accounting software
package that was implemented may
end up being more complex than
anticipated. Or the alternate method
of collecting financial data throughout the firm may prove inefficient.
Let your staff know through your
words and actions that they won't be
reprimanded when things don't
work out as expected.
Instead, use the opportunity to
examine what worked well and
what didn't so that you can apply
this knowledge to future endeavors.
Some questions to consider: Was
enough direction given for the project to succeed? Did employees
have access to the necessary resources? Was the initiative planned
properly?
When you create an environment
in which employees feel their ideas
make a difference, you inspire collaboration and encourage outside the -box thinking. In the end, you'll
not only enhance your department's contributions to the company, but you'll also build a loyal
workforce. ■
Max Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert
Halp, Accountemps ®, and RHI
Management Resources®. RHI is the
world's first and largest specialized
staffrogfirm 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 dSons, Inc.).

Anthony R Curatola, Editor

Taxes

Coverdell Education Savings Accounts and
the Tax Relief Act of 2001
qualified education expenses to include qualified eleCO NG RESS PRO VIDED FAMILIES THE
mentary and secondary school expenses, not just college
opportunity to save for college and to assist in paying
expenses. These expenses would include tuition, fees, actheir children's college tuition costs by introducing the
ademic tutoring, special need services, books, supplies,
Education IRA in 1998. Taxpayers were able to contribute
computer hardware and software,
up to $500 per beneficiary under age 18
other education - related equipment,
to an Education IRA each year. The $500
"The COm m i t t e e
room and board, transportation, and
would accumulate tax free to the extent
b e l ie v as that the
supplementary services (including
that the money was used exclusively for
paying qualified education expenses,
present -law limits on extended -day programs) incurred as
part of attending a public, private, or
which included only higher education
contributions
to
religious school for grades K -12. It's
tuition costs, such as undergraduate or
interesting that while the original Edgraduate courses, and related fees, books,
Education IRAs
ucation IRAs were established to help
supplies, and equipment. In today's era
do not per mi t ta xreduce college costs, the new
of rising college education costs, $500
Coverdell Education Savings Account
per year per beneficiary isn't much. The
pa y e r s to s a v e
provides benefits for almost all types
costs for a college education for one perof
schooling, beginning with kinderson could now easily exceed $100,000,
ade qua te l y . "
garten. While contributions to a
not to mention what the costs could be
Coverdell Education Savings Account aren't deductible,
in 15 or 20 years when our younger children will begin to
distributions are tax free as long as the money is used to
attend college. In 2001, Education IRAs have been repay for qualified education expenses. If a distribution is
named Coverdell Education Savings Accounts. In addiused for anything else, the distribution of earnings on
tion to the new name, Congress also enacted numerous
the original contribution is taxable, i.e., a pro -rata porchanges to the old Education IRA provisions.
tion of the distribution is taxable, and the nontaxable reEconomic Growth and Tax Relief
turn of capital is computed using the following formula.

Reconciliation Act of 2001
In Committee Report, H.R. 1836, Act §401 of the Economic Growth and Tax Relief Reconciliation Act of 2001
(hereafter Tax Relief Act), Congress noted, "The Committee believes that the present -law limits on contributions to Education IRAs do not permit taxpayers to save
adequately." As a result, the annual limit of $500 has
been increased to $2,000 per beneficiary beginning in
year 2002. The new law also expanded the definition of

Qualified education expenses xearnings —exclusion
Total distributions

Contribution Limitations
The contribution amount to a Coverdell Education Savings Account is limited by a taxpayer's adjusted gross income (AGI). Specifically, contributions to a Coverdell
Education Savings Account were phased out for a marD e ce m b e r 2 0 0 1
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ried couple filing jointly when their
AGI fell between $150,000 and
$160,000 and for all other taxpayers
when AGI fell between $95,000 and
$110,000. Although this AGI
amount does prevent some taxpayers from participating in a Coverdell
Education Savings Account, Congress didn't expand the availability
of the Coverdell Education Savings
Account except in the case of the
couple filing jointly. In this case,
Congress increased the AGI phaseout range to between $190,000 and
$220,000, which is double that of
single filers. The purpose of this adjustment is to remove the marriage
penalty. The phase -out for single
taxpayers remains unchanged.
Example 1: For a couple filing
"married filing jointly" with an adjusted gross income of $160,000,the
Education IRA before 2001 would be
completely phased out. After 2001,
there would be no phase -out of the
availability of a Coverdell Education
Savings Account for the couple, and
they would receive full benefit of a
contribution.
Example 2: A couple filing "married filing jointly" with an adjusted
gross income of $205,000 would get
tax -free treatment on a contribution
to a Coverdell Education Savings Account on one half of the $2,000. Under the new law, half of the contribution to a Coverdell Education Savings Account would be phased out
and any earnings on that $1,000
would be taxable. Prior to 2001, any
Education IRA would be completely
phased out.

Excess Contributions
In any year that excess contributions are made to a Coverdell Education Savings Account, a 6% excise
tax is imposed on the excess contri20
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bution. A potential problem exists
for years 2001 and 2002. For 2001,
contributions must be made by
year -end (December 31st). Beginning in 2002, contributions can be
made as late as April 15th of the
year following the contribution
year —for 2002, the deadline for
contributions is therefore April 15,
2003. If a person plans to file for an
extension, he or she must still make
the Coverdell Education Savings
Account contribution by April 15th.
In the case of an excess contribution, an additional 10% excise tax is
imposed on any distributions that
must be included in gross income
that year. Any excess contributions
may be corrected by distributing
the excess plus earnings on the excess by May 30th of the year following the contribution. Likewise, the
excise taxes don't apply if the distributions are made upon death of the
beneficiary.

Education Credits Allowed
in the Same Year
Prior to 2001,a taxpayer could make
a contribution to an Education IRA
or claim the HOPE or Lifetime
Learning credit but couldn't do both.
For years beginning after 2001, a taxpayer may claim either a HOPE or
Lifetime Learning credit and exclude
distributions from a Coverdell Education Savings Account if the distribution is not used for the same expenses for which the HOPE or Lifetime Learning credit was claimed.
For years after 2001, a taxpayer can
make a contribution to a Coverdell
Education Savings Account up until
April 15 of the following year, and
the contribution will be treated as
made in the previous tax year. Thus,
when filing a tax return, a taxpayer
can maximize his /her Coverdell Edu-

cation Savings Account and HOPE
or Lifetime Learning credits through
proper planning.

Special Needs Children
Another provision introduced by
the Tax Relief Act pertains to special
needs children. In particular, contributions to Coverdell Education Savings Accounts for a special needs
beneficiary may continue past age
18 and are not required to be distributed or rolled over to another
qualified child by age 30. However,
the definition of special needs is unclear, and Congress has required
Treasury to issue regulations on this
issue. The conference committee report [H.R. Conf. Rep. No. 107 -84]
does provide some insight to who
are intended to qualify under this
category:
"The conferees intend that Treasury regulations will define a special
needs beneficiary to include an individual who because of a physical,
mental, or emotional condition (including learning disability) requires
additional time to complete his or
her education.'

Outlook
The Tax Relief Act of 2001 increases
the annual contribution limit and expands the definition of qualified education expenses for the Coverdell Education Savings Account. Beginning
in year 2002,individual taxpayers
will now have an opportunity to save
for the cost of not only qualified
higher education expenses but also
qualified elementary and secondary
school expenses.—Stacy A. Kline
Stacy A. Kline is a professor of
accounting at Drexel University,
Philadelphia, Pa. You can reach her
at klinesa @drexel.edu.
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Robert K. Herdman Is SEC Chief
Accountant I Kathy Williams, Editor

AICPAMEMBERSVOTE
ONNEWCREDENTIAL

ROBERT K. HERDMAN, CPA, TOOK OVER AS CHIEF ACCOUNTANT OF THE SECURITIES

& Exchange Commission (SEC) on October 8, 2001. He had been vice -chair of Ernst &
Young, overseeing the professional practice of its Americas Assurance and Advisory Business Services. He also was the senior partner responsible for the firm's relationships with
the SEC, the Financial Accounting Standards Board (FASB), and the AICPA.
As chief accountant, Herdman will oversee and direct the SEC's accountants and
accounting - related efforts and interface with national and international accounting communities. He also will lead the SEC in revising and modernizing its accounting and financial disclosures tem and will be a principal advisor in developing the U.S. policy on international
accounting standards.
Throughout his career, Herdman has served at
high levels of the accounting profession's professional organizations. For example, from 1986
through 1992 he was a member of the FASB's
Emerging Issues Task Force, and from 1982
through 1984, he was a Professional Accounting Fellow on the staff of the SEC. His
career began at Ernst & Young in 1969 after he was graduated from DePaul University,
and he also was controller of a Fortune 1,000 manufacturing company from 1974
through 1976.
SEC Chairman Harvey Pitt said, "Because of his public stature, Bob Herdman is particularly well- suited to ensure effective and cooperative relations between the Commission
and the accounting profession. Especially in these difficult times, I am extremely pleased
that Bob is willing to assume the mantle of public service."

As most of you know, at its
fa ll meeting in October the
governing council of the
AICPA voted 157 to 62 to
su pport the development of
the orga nization's proposed
new globa l credentia l. An
AICPA member referendu m wa s ma i led a t t he
end of October, a sk ing
members to vote on a
change to the AICPA
byla ws tha t wou ld set u p a
new, self- funded organization to grant an interdisciplinary global credential —
the International Institute of
Strategic Business Professionals (IISBP).
The initials wou ld be
used to indica te membership in an organization of
professionals, such as John
Smith, CPA, member of the
IISBP. The initials IISBP also
cou ld be u sed a s the designa tion a fter a person's

FASB Releases "Financially Correct" Video

na me, su ch a s John Smith,

If you enjoy "Win Ben Stein's Money" and his other performances, you'll probably enjoy the
FASB's new video that was produced to educate the public about why high - quality financial
reporting is so important to corporations, investors, and the efficiency of the financial markets. During the program, Ben Stein interviews five distinguished leaders in the financial
reporting and investment worlds: Warren E. Buffett, chairman and CEO of Berkshire Hathaway Inc.; Abby Joseph Cohen, chair of the Investment Policy Committee at Goldman, Sachs
continued on page 24
& Co.; Jeffrey E. Garten, dean of the Yale School of Management

CPA, IISBP.
Membe rs a r e su p posed
to return their ballots by
December 28. Two-thirds of
those members voting mu st
approve the proposa l for it
to be a dopted. ■

D ec e mber 2 0 0 1

I STRATEGIC

FINANCE

21

-

I

[ETHICS]

PUT

LEADERSHIP
justfinishedreadingBobGunn's
article, "ALeader'sPath,"in the
September issue and had towrite to
sayhowmuchItrulyenjoyandcon
nect withhiswritingandideas!Every
month Iturn fight tohis article to
read it before anythingelse in the
magazine.
Ihopehekeepsonwritingand
sharinghisideas.
TorinCampbell,CMA

ERRATA
The authors would like to
clarify a statement regarding "catch -up" contributions discussed on page 49
of the October issue. The
last sentence of the first
column should read, "If the
plan is a 401(k)(11) or
SIMPLE, they can contribute an extra $500 in
2002." Standard 401(k)
plans are allowed the
$1,000 "catch -up" contribution discussed later in the
paragraph.

We welcome all
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opinions on articles
and columns
published in
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Employer Protection or the
Public Interest? Curtis C. Verschoor, CMA, Editor
AFTER NEARLY SEVEN YEARS OF EXPERIENCE ON THE ASSURANCE SERVICES

staff for natural resource clients of an international public accounting firm, Amy Kim ball was ready for a career change. She accepted a position in financial reporting at
Carroll Mining and Manufacturing Company (CMMC), a large processor of ores and
minerals. Shortly after she joined CMMC, her boss suggested she join IMA and take
steps to obtain the CMA and CFM credentials.
Some years later, Amy was working late on a Friday night to complete the footnotes
to several long -term contracts for the December 31 financial statements. Some of the
material she needed was in a file kept in her
boss' office. Before leaving, he told Amy where
she could find the information in his office that
he knew she would need.
As Amy was going through a file she had been
given access to in her boss' office, she found a photocopy of a report to the division manager of the
company's coal cleaning plant regarding procedures for disposing of plant wastes. Amy noticed
some penciled calculations and notes on the bottom of the report. According to these notes,
CMMC had been using a residential landfill in a
nearby township to dump toxic coal cleaning fluid
wastes over a considerable period of time.
The report stated that locating a new dump
site was urgent because the current one was
nearing capacity. The penciled calculations indicated that, for the past two years, significant amounts of toxic waste fluids had been mixed with ordinary refuse before the
scavenger service picked it up. Amy wondered if this had been done to hide the fact
that the dump site was being used for toxic waste rather than just residential refuse.
Amy was somewhat shaken by the contents of the file. Based upon the report she
had stumbled across, she realized that it was possible that CMMC had been improperly
disposing of highly toxic fluids in a landfill that was restricted to residential refuse. It
made her sick to think about the potential health hazard to nearby residents and even
the effect on kids who played in the hazardous area this dumping may have created.
Even worse would be the problems from legal issues that could arise if and when the
Environmental Protection Agency (EPA) found out and told the media about the scandal. The financial consequences of clean -up actions, as well as the results of the loss of
CMMC's generally good environmental reputation, almost made her sorry she had left
public accounting. Determined to learn more about this unfortunate situation before
doing anything about it, Amy made a copy of the report and put it in her desk.
con ti nued on page 24
Over the weekend Amy pondered on what
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Corporate Tax Cuts at Issue in
Stephen Barlas, Editor
Stimulus Package
support. So does extending the net

AS THIS IS BEING WRITTEN, CON gress is moving quickly to enact an

operating loss carryback period from

economic stimulus package that will

the current two years to five years.

definitely include corporate tax cuts.

That would allow companies facing

The Bush administration and the

losses in this thin year to recoup

business community have pushed

some of the taxes they paid in earlier

for a three -prong package: a cut in

had little confidence that a corporate

fat years. But Congress may have to

the corporate income tax rate from

rate cut would provide the kind of

choose between the AMT and loss

35% to 30 %, accelerated deprecia-

jumpstart the economy needs, so

carryback measures because of fed-

tion, and repeal of the alternative

that probably won't be part of the

eral budget implications.

minimum tax (AMT). The National
Association of Manufacturers has

er, is particularly important because

taken a leading role advocating the

it's a counter - cyclical tax, and com-

Department of Labor Allows
Delays in ERISA Filings

three - pronged package, which it

panies in AMT pay higher taxes

The U.S. Department of Labor's

called its "economic confidence

when profits are down. The pro-

Pension and Welfare Benefits

plan." But Democrats on Capitol Hill

posed AMT repeal has bipartisan

Adminis-

package. Repeal of the AMT, howev-

c o n t i n u e d o n n e x t pa g e

Leadership in the eEconomy
+ FEW ARGUE THAT THE BUSINESS WORLD HASN'T
changed. With technology, the Internet, wireless

together., everyone will work to change and prepare
for the future. Whether it's a flashy, professionally pro-

everything, and global communication, it's clear that

duced video and interactive meeting or just a simple

the traditional business model needs to adapt in order

speech in front of the whole staff, two major factors

for companies to keep up with the new situ-

are absolutely necessary for this statement

ations, conflicts, and ideas being produced

to work. First, it needs to effectively aban-

every day. Susan Annunzio shows how to

don the old corporate culture full of bureau-

lead employees and companies into this

cracy and unnecessary reporting and free

new economy in her book, eLeadership, a

up the lines of communication, loosen the

concept she defines as "a new style of busi-

chains on you r employees, and encourage

ness management designed specifically to

creativity and resourcefulness. Second,

guide top executives as they retool their

everything you do afterwards must continue

businesses to compete in the eWorld."
The first step in leading your company

to send the same message. You can't go out
and make a great spe ech that gets every-

into the New Economy is to make a "loud statement."

one excited about their jobs again and then return to

This is a special company -wide event where you

normal operations. Every communication, interaction,

announce to all the employees that the old corporate

and regulation sends a message to employees. Show

culture that has bogged everyone down is out, and,

them you are committed

c o n t i n u e d on pa g e 25
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[ G O W T ] cont'd from p. 23

tration has extended the deadline for
filing Form 5500s and Form 5500 EZs and issued general guidance on
ERISA compliance regarding
employee benefit plans affected by
the September 11 terrorist attacks.
The extension applies to plan
administrators, employers, and other
entities who are located in the areas
designated as federal disaster areas.
The extension also applies to filers
located outside the designated disaster areas who are unable to obtain
the information necessary for filing
from service providers, banks, or
insurance companies whose operations are directly affected by the disasters. Filers who have questions
may contact the PWBA Help Desk at

vide Appropriate Tools Required to
Intercept and Obstruct Terrorism.
One of the appropriate tools authorized by the bill is disclosure of tax
information. Specifically, the legislation amends the Internal Revenue
Code to authorize the Secretary of
the Treasury until January 1, 2004, to
disclose to federal law enforcement
agencies, in accordance with specified requirements, tax return information that may be related to terrorism and national security investigations. The information could also be
given to local and state law enforcement officials who are part of a federal team. The tax return disclosures
must be made pursuant to an ex
parte order by a federal district court
judge or magistrate. ■

(866) 463 -3278.
[ N E W S ] cont'd from p. 21

Terrorist Response Bill
Allows Federal Access to
Tax Info
The House Judiciary Committee
passed H.R. 2975,the Patriot Act of
2001, by a vote of 36 -0 on October 3.
Given its overwhelming bipartisan
support, it's likely that the full
House, and probably the Senate, will
pass the bill. Patriot stands for Pro-

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

Lambers

You can buy "Financially Correct"
and its accompanying instructor's
guide for $15 by placing an order
online at www.fasb.org or by calling
the FASB's order department at

CMA/CFM REVIEW
For information or sample video
CALL 1- 800- 272 -0707
www.lamberscpa.com

(800) 748 -0659. ■
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and former Undersecretary of Commerce for International Trade; Judy
C. Lewent, executive vice president
and CFO of Merck & Co., Inc.; and
Floyd Norris, chief financial correspondent of The New York Times.
Some of the subjects the participants commented on include:
• Why high - quality financial
reporting is necessary to investors
and the economy;
• How professional money managers use accounting;
• Why investors aren't willing to
pay for lower - quality earnings;
• How higher reporting standards
drive excellence;
• "Managing" earnings to achieve
short -lived stock price increases.
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[ E T H I C S ] cont'd from p. 22

action she should take when she
went back to work on Monday. Fortunately, she kept a copy of the IMA
Standards of Ethical Conduct in her
desk and had taken it home with
her. She made several notations
about what step she should take first.
After a great deal of consideration,
Amy concluded that these events
needed some recognition in this
year's financial statements.
On Monday, Amy decided to follow the letter of the IMA code and
discuss the matter with her boss.
She asked him how the item was to
be included in the footnotes and
inquired whether an accrual for
clean -up costs was anticipated. In
no uncertain terms, her boss told
her to "forget about this matter"
and that he had no intention of
mentioning one word about waste
disposal in this year's financial
statements.

Questions:
1. What further steps, if any, should
Amy Kimball take in resolving her
ethical dilemma? In what order?
2. If she continues to be rebuffed by
her employer, should she send a
copy of the note to the EPA, along
with a letter explaining what she
believes has occurred? Or should she
anonymously release the information to the local newspaper?
— Roland Madison, Ph.D.
Written by Roland Madison, Ph.D.,
professor of accounting, John Carroll
University, Cleveland, Ohio.
Curtis C. Uerschoor is the Ledger dQuill Research Professor, School of
Accountancy, DePaul University,
Chicago. His email address is
cverscho@condor.depaul.edu.
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down these differences and getting

by bigger companies: yesmail.com

the most out of each generation.

and starbelly.com (and Ha -Lo, the

The section highlighting the values

comp an y t ha t b ou gh t

Annunzio calls her 20/60/20 rule.

of Gen X- and Y -ers should be

starbelly.com, has filed for Chapter

to this vision.
The next step involves what
This categorizes an organization's

required reading for any manager

11 protection). The third,

employees into three separate lev-

who is having difficulty identifying

unext.com, has not been able to

els. The top 20% are the employees

with his or her younger employees.

prove that it can make a profit —

All throughout, Annuzio effec-

with some analysts wondering if it

want the rest of your workers to

tively uses a multitude of examples

ever can. This is a case where the

do. They are the leaders and risk

from the corporate world to illus-

meaning behind the examples is

takers who follow the rules but

trate her points. This does, howev-

important, but sometimes the

who aren't afraid to break one

er, create one of the few downsides

source diminishes the credibility —

when it stands in the way of their

to the book. While she profiles

or at least the effectiveness.

team's, department's, or even the

some major corporations, she tends

wh o ar e al re ad y doin g wh at you

But don't let that deter you from

whole company's success. Annun-

to rely more heavily on Internet

reading her book. Annunzio packs

zio estimates that this 20% typically

companies. In fact, my first impres-

plenty of valuable insight into

drives 80% of the work in a compa-

sion when I started reading was

straightforward, easy - to-read prose.

ny. The lower 20% are the employ-

that the book was about Internet

If you are ready for your organiza-

ees who constantly complain
behind closed doors, resist change,

companies. And as might be
expected in this economic down-

tion to take off into the New Econo-

may sabotage ot hers , an d en joy

turn, of three of the most promi-

tion for your launch.— Christopher

playing the victim. They believe

nent, two were already absorbed

Dowsett

my, she provides a good founda-

that if they complain loudly
enough, things will return to the
"good old days."

`c `n Gasiness Md
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The middle 60% are crucial.
Normally, they are good, loyal
workers. They are uncomfortable
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taking cha rge and ra rely take
risks. They are torn between fol-
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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.

lowing the top 20% or listening to
the lower 20 %. The goal is to identify and celebrate your top 20% to
show that middle group the type
of actions that will be rewarded.
Let them know who they should
emulate.
One of the biggest challenges
eLeaders face isn't technological.
It's generational. The influx of
Generation X and Y workers, particularly with the dot.com boom,
has created a new set of frictions
in the workplace. These new
employees don't reflect the same
values of their older counterparts,

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 , enhance s 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 al ready have a profe ssi onal ce rti ficat e i n a busi ne ss spe ci al t y, you may acquire a ge ne ral ist
ce rt ificat e, the CBM , for a l imite d ti me, through t he Grandfat her Cl ause . Aft er the Grandfathe r
Clause time e xpi res on De cember 31, 2001, you wi l l be re qui re d to take a two-part e xami nat i on t o
e arn t he 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.cbme xam.com or call us at 323 - 936.6757.

A P
m
,1SA 1 , 1 A 1 10K " ,

r euress,1,N u s

Helping Business Specialists Become Business Generalists
Association of Professionals in Business Ma nagement, Inc.
4929 Wilshire Blvd • Suite 930 • Los Angeles, CA 90010 -3825 • USA
P/F: 323 - 936-6757/6171 • www.cbmexam.com • Email: info @cbmexam.com

the Baby Boomers. And Annunzio
does an excellent job breaking
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UNDERWATER
STOCK QPTIONS
BY

D O N

DELVES

, CPA

While a multitude of companies have seen their stock prices take a nose dive
over the past year, they've also faced the difficult issue of sinking employee stock
options�—and�sinking�morale.�Originally�designed�to�recruit,�retain,�and
motivate key talent, some are now so far underwater they're presenting a net -full
W

of tough challenges and choices for financial managers.

W

What is an "underwater stock option "? A stock option is considered to be
a

0
a

underwater when the exercise price for the company's stock exceeds the current

N

market price. In other words, the value has been effectively neutralized.

J
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Employees holding underwater stock options would actually fare better buying the same stock on the open market
than exercising the options they've been granted through
their employers.
As various segments of the economy continue to
plunge, skid, or maintain precarious holding patterns,
companies still need to be able to attract and keep
employees if they are to individually thrive and collectively restart the nation's economic engine. In light of sinking
stock options, employers must reevaluate their compensation packages and develop new strategies that will satisfy employers, employees, and shareholders at large.

TAKINGSTOCKOFMARKETPLACETRENDS
The tidal wave of corporate restructuring and downsizing
in the late 1970s transformed the bond between employee
and employer. It's now a link wrought more from the sustenance of mutual self - interest than any mutual loyalty.
The best and brightest may indeed turn the tide for a
company, but they may also be the most likely to turn
away toward greener pastures and compensation plans.
Today, the average employee plays job hopscotch every
three and a half years, and personal or career commitment has replaced company commitment. Employees no
longer see themselves toiling at the same company for 30
years with a modest retirement fund waiting on the horizon. They want and expect to own at least a small slice of
the pie. Over the past two decades, as the paradigm has
continued to shift in this direction, stock options have
become an increasingly important tool in the talent war.
Until the recent and dramatic downturn — particularly
in the high -tech sector —the economic boom of the 1990s
fueled great expectations on the part of job seekers and
employees. Options were regularly granted (and perhaps,
taken for granted) as employers sought to reel in a roster
of highly skilled workers. This became a common practice throughout many industries, especially in the tech rich Silicon Valley, where it was raised to a fine art. But
significant differences in policy and philosophy still exist
between the Old Economy and the New Economy. Larger,
well- established organizations obviously bank on the lure
of stability outweighing the risky enticement of option heavy early - growth companies.
Option plans proliferate. How widespread is this issue?
According to the National Center for Employee Ownership (NCEO), between eight million and 10 million
employees in this country participate in broad stock
option plans, representing several hundred billion dollars
in value. Employers use such plans to attract, retain, and
28
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NUMBER OF PLANS AND EMPLOYEES;
VALUE OF PLAN ASSETS
TypeofPlan

Numberof Numberof
Plans
Participants
(asof2000) (asof2000)

Valueof
PlanAssets
(asof2000)

11,500

8.5 million

$400 billion+

4,000

8 to 10 million

(several hundred

ESOPs and stock
bonus plans
Broad stock
option plans

billion; not realistic
to estimate)

Stock purchase
plans

4,000

15.7 million

(not realistic to
estimate)

Source: National Center for EmployeeOwnership(NCEO)

reward employees and sometimes to balance below- market
salaries.
All other things being equal, the opportunity for wealth
creation through stock options has been cited by employees as a reason to switch —or stay with — employers within
any sector. In 1999,according to iquantic.com, more than
140,000 high -tech millionaires were created —three times
the number in the previous year. But as we've been
painfully reminded in recent days, situations can change
in an instant. Many fortunes have been won and lost in
the last few years ... often without leaving the paper they
were written on. And with today's abundance of underwater options, what began as a win -win situation for
employer and employee has in many cases become a lose lose proposition. Employees hold worthless options, and
employers have lost the "glue" needed to retain people.
But despite stock market declines and a number of
noticeable layoffs, the labor market is maintaining a
remarkably low 4.5% unemployment rate. Given this fact
and the continued dearth of technical talent, companies
are being forced to deal with the devaluation of stock
options as their primary tool for attracting and retaining
top talent. Recent figures indicate that roughly 80% of
technology companies are towing some portion of their
options underwater, while a third of those companies
have watched at least half their options sink below sea
level. (This is according to iquantic.com, which notes that
the market has declined further since this study, so the
figures are conservative.) Clearly, this is a widespread
issue with a number of significant implications:
Turnover. Despite a weakened economy, competition

THE VALUE OF VESTING
More than 65% of technology companies use a four -year vesting schedule to
ensure retention. Some early growth
companies are shortening this cycle to
three years, while larger corporations
are extending it to five years.
for key talent remains stiff; highly skilled employees holding worthless options may pay closer attention to calls
from headhunters. Losing key players at a critical stage of
growth or economic recovery will make it harder for the
company to rebound.
Low morale. Watching anticipated wealth evaporate
can have a demoralizing effect on employees. As morale
sags along with the stocks, productivity goes down, taking
profits with it, and shareholder confidence erodes. Also,
as long -time employees see new hires being granted
options at the lower price, disgruntlement may increase
among the more experienced ranks.

Entitlement Mentality vs. Ownership. Employers have

to walk a fine line between feeding a false sense of entitlement among employees and creating a culture of ownership. For this reason, vesting schedules are usually
designed to promote retention, and the size and frequency of future grants is based on individual performance.

WEIGHINGYOUROPTIONS...ANDTHEIRS
So how are companies coping with the situation? Very
few, it seems, have decided to discard the notion of granting stock options. The practice has gained in popularity
in recent years and would be difficult to eradicate. But
companies aren't ignoring the problem, either. Many are
responding to the albatross of underwater options by
venturing down a variety of strategic paths. Unfortunately, none of the choices is completely without risk or cost,
but some are considered more prudent than others,
depending on individual circumstances.
Potential solutions can range from taking no action at
all to a straightforward repricing that involves canceling
existing options and replacing them on a one - for -one
basis —along with several intermediary steps. Doing
nothing carries retention risks, while repricing should
be considered a last resort if the stock is severely

D e c e m b e r 2 0 0 1 1 STRATEGIC FINANCE
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W e t DECISION- MAKING MATRIX

DONOTHING
♦ Assess turnover risk and
market conditions
♦ Be prepared with other
alternatives, if necessary

♦ If stock price drop is 20%
to 30% or less
♦ Only a portion of options
are underwater

♦ Avoids accounting charges
♦ Avoids future repercussions
of potentially unnecessary
action

♦ Could cause rise in
employee dissatisfaction and
turnover rates

♦ Turnover risk is fairly low

♦ Does not use additional
shares

ACCELERATEFUTURE
GRANT

♦ If stock price drop is 25%
to 50%

♦ Sends positive message to
employees

♦ If stock price drops further,
you should have waited

♦ Make next scheduled
option grant now

♦ If stock price has likely
bottomed out

♦ Does not use additional
shares

♦ Cannot grant options at
next scheduled time

♦ Maintains integrity of existing programs

MAKESUPPLEMENTAL
STOCKOPTIONGRANT

♦ Stock price drop is 25% to
50% or higher

♦ Provides strong incentive if
stock price hits previous levels

♦ Depletes available
company shares

♦ No effect on existing
underwater options

♦ Company has significant
additional shares available for
options (This is the key factor.
Most companies with enough
available shares do this,
e.g.,Microsoft and Cisco)

♦ Can link option grant or
accelerated vesting to specific
achievements

♦ Only works if a company
has sufficient shares available
under current plans

♦ Avoids compensation
expense if option granted at or
above FMV

♦ Can exacerbate entitlement
mentality

♦ If stock price has dropped
more than 50%

♦ Does not result in addition
al share dilution

♦ All, or almost all, options

♦ No recognition of compensation expense if granted at or
above FMV, and no shares are
granted within six months
before or after the cancellation

♦ Loss of retention tool
during six months between
cancellation and new grant
(you are "flying naked" for six

♦ Award could be performance based or geared to
value of underwater options

CANCEL/REISSUE
OPTIONSINSIXMONTHS
♦ New options granted at
FMV six months + one day
after cancellation, based on

quantity or value
♦ Can exchange one for one,
or offer fewer number of new
options based on valuation
formula

♦ Few additional shares are
available for option grants

months, with no hold on your

people)

♦ Additional shares cannot
be authorized

REPURCHASE/REGRANT
AFTERSIXMONTHS

♦ Company has the cash and
can incur the expense

♦ Same benefits as cancel
and reissue after six months

♦ May require major cash
expenditure —and expense

♦ Buy back employees'
underwater options based on
their economic value

♦ Company is very
concerned about morale and
retention (cash payment for
options could be contingent
on staying with company for
6 -12 months)

♦ Aids retention and morale
by restoring some option value

♦ Expenditure and expense
may be minimized depending
on valuation of underwater
options —a nominal payment
may be adequate

♦ New options granted at
FMV six months + one day
after repurchase

30
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♦

Few shares are available
for additional option grants
Continued retention is a
major and immediate issue
♦

♦

Cancel outstanding underwater options

If stock price has dropped
more than 50%
♦

CANCELOPTIONSAND
GRANTRESTRICTED
STOCK

CANCELUNDERWATER
OPTIONS/IMMEDIATE
REGRANTATLESSTHAN
1-FOR-1EXCHANGE
♦

New options granted at

Company can sustain the
charge to earnings
♦

♦

Grant Restricted Stock of
equivalent economic value to
the options canceled (using
Black - Scholes or other option
pricing model)

♦ If stock price drop is
greater than 50%
♦ Retention issues are signif
icant and immediate

♦ Good for retention and
morale — full -value shares miti
gate impact of further stock
price depreciation

♦ Otherwise, same benefit as
cancel and reissue after six
months

♦ Dilution and expense are
lower than in full 1 -for -1
repricing
♦ Greater shareholder appeal
than with full 1 -for -1 repricing

For example, may exchange
three underwater options for
one new FMV option

♦ Company can either sustain charge to earnings or is
losing so much money that it
doesn't matter

FULLANDIMMEDIATE
CANCEL/REISSUE—OR
REPRICING

Stock price has dropped
more than 50%

♦ Replaces full retention
capability of option plan

Retention issues are severe
and immediate

♦ Immediately establishes
incentive for recovery of performance and stock price

♦

♦
♦

Few, if any, additional
shares are available
Company can either sustain charge to earnings or is
losing so much money that it
doesn't matter
♦

♦

♦

♦ Few, if any, additional
shares are available

Company needs all out standing options at FMV for
retention purposes

depressed and there are few shares available for additional grants. Once a common way to deal with devalued stock option grants, repricing has become costly for
companies since a ruling enacted in March 2000 by the
Financial Accounting Standards Board (FASB) tacked an
onerous expense onto options that had been repriced at
fair market value (FMV).
Financial managers should consider the impact of any

♦ Uses scarce incentive
shares

♦ Expense usfixed at value of
restricted shares on date
granted — amortized over their
vesting period

FMV equal to economic value
of underwater options

Either cancel all underwater options and immediately
reissue the same number of
new options with a current
FMV exercise price, or just lower the exercise price of all
underwater options to FMV
(depends on what the plan
document allows)

♦ Earnings charge could be
significant

♦ Incurs variable accounting
charge —the spread between
market price and exercise
price must be expensed, and
the expense varies as the
stock price varies.

♦ Reduces the total shares
used for options — allows
"room" for future grants

♦ Incurs potentially signifi
cant variable accounting
charge
♦ Possible criticism from
shareholders/ negative
publicity
♦ Employees may lose
vesting status or have to
completely restart
♦ May exacerbate entitlement
mentality

underwater strategy on employee recruitment and retention, the flexibility for future recovery, the potential
charge to earnings, and the perception by shareholders.
Investors may react negatively to any moves that seem to
give executives and managers a better deal than shareholders. To avoid perceived conflicts of interest, employers may decide to exclude top -level management from
adjustments to underwater stock options. Also, certain
D e c e m b e r 2 0 0 1 1 STRATEGIC FINANCE
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solutions come with a price tag in the form of fixed or
variable accounting charges. To meet the needs of all key
stakeholders, companies should carefully consider the
ramifications associated with any underwater stock
option strategies.
As part of the decision - making process, management
should consider questions such as:
• How many options are currently underwater and by
how much?
• Which employees or groups are most affected?
• What's the current turnover risk among key talent?
• What's the relative level of risk and cost associated
with unwanted turnover?
• Are there a sufficient number of remaining shares
available for additional grants?
• Has the stock hit bottom yet?
• What's the overall financial condition of the company?
• How will shareholders react to repricing or similar
actions?
• What's the philosophy of the management or board
members?
• Are we willing to incur a significant charge to
earnings?
♦ Should vesting schedules be adjusted and shorter
option terms be put in place?
♦ Would restructuring the entire compensation package
be appropriate?
Answers to these and other pertinent questions will
help a company analyze its own situation and decide the
best course of action.

GUIDEPOSTSFORSTRATEGICPLANNING
Table 1 is a decision- making matrix designed to assist
executives and financial managers in understanding the
range of strategies available and selecting the most appropriate path for their organization. The alternatives are
listed in order from the least aggressive to the most
aggressive action.

COMMUNICATE
Whatever approach is used, leadership should take the
opportunity to clearly communicate with employees
about the issue. Avoidance will only exacerbate the problem and may generate further discontent. Messages may
include:
• Clear assessment of the situation by the management
team.
• Education on where options come from —that they
represent a direct transfer of wealth from sharehold32
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ers —and that there is a limit to how much can be
transferred.
• Discussion of complexities and limitations in simply
giving everyone more options.
• Explanation of potential reasons for the stock being
underwater.
• Discussion on how the company is addressing the
issue.
• Call to action for building positive momentum and
spurring growth.
• Comparison of underwater levels to industry peers.
• Communicate the company's long -term prospects and
viability.
It's also important to communicate the value of the
options granted in terms beyond today's numbers. To
build real ownership and accountability, successful companies find a way to convey some of the more intangible
values such as the mission, vision, career growth opportunities, and leadership of the organization.
The market may be as unpredictable as the weather,
but it pays to plan ahead. Whether tomorrow brings
financial turbulence or tranquility, management should
approach the combined issues of equitable compensation and underwater stock options from a variety of
angles, addressing both short -term and long -term implications. And at the other end of the bargaining table,
optionees should realize that stock option grants —
unlike salary and cash bonus plans —are designed as
longer -term rewards and are likely to regain value with
the passage of time.
Underwater stock options and other prevailing market
concerns may be spurring companies to rethink compensation packages to better meet their own corporate objectives, as well as those of employees and shareholders. And
though the red -hot stock option craze has cooled significantly, the practice of granting options as part of a wellrounded compensation package will continue for the
foreseeable future. Yet factors such as the size, importance, vesting schedule, and recipient level will likely
shift —at least until the market becomes bullish again. ■
Donald P. Delves, CPA, is president of the Delves Group, a
Chicago -based human resources consulting firm specializing
in executive compensation design and analysis; sales force
compensation, competencies, and organization; and performance measurement and management. He has more than
20 years of consulting experience in this area. You can reach
Don at (312) 441 -9711 or visit the company website at
www.delvesgroup.com.

"CMA and CFM certifications are extremely important for

both the employee and the employer. It's a major accomplishment
to pass them. For those who do, it verifies that they
are serious about bringing the best possible skills to their job."
Bill Brower, CMA, CFM
Vice President of Finance,
McNeil Consumer Healthcare

Division of Johnson & Johnson
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Ifso,you'reextractingthemaximumbusinessvaluefromyourinvestment.
BY WINFORD ( D U T C H ) HOLLAND AND GARY SKARKE
Imagine a corporate swearing -in ceremony prior to the start -up of a new petrochemical refinery. Participants
are a company's CEO, CFO, and COO. The chief executive officer (CEO) swears this initiative is a business
project he will lead, supported by the chief financial officer (CFO) and the chief operating officer (COO).
He further swears that the company's business processes will transition to the new plant and that workers
will be ready for assigned responsibilities when operations begin. Everyone buys in —the CEO, CFO, and
COO — agreeing that the refinery's objective is producing revenue and profitability.
Isn't this a ridiculous ceremony for top management?
After all, it's how the company works anyway, and that's
why these educated, skilled, experienced people are compensated well above the average worker. In reality, when
information technology (IT) is the issue, this scenario
shouldn't be considered ridiculous at all. Why? Throughout most of business and industry, upper management
has not yet accepted full operating responsibility for projects with IT content and routinely abdicates leadership to
the chief information officer (CIO) and the IT department, even though technology is only a business tool to
help achieve company revenue objectives. A big secret is
brewing full strength.

THEBIGSECRET:UNREALIZEDBUSINESSVALUE(UNBV)
Y2K was big worldwide, but now something else is hitting
balance sheets with an even more powerful impact. Every
year, companies invest billions of dollars in IT systems,
supposedly to improve business results, but many of these
investments never approach business expectations. Why?
Because of unrealized business value (UNBV) —a huge
shortfall in massive IT investments and corporate bottom
lines. Although the UNBV problem is wide ranging, it's
the worst in comprehensive business systems such as ERP
(enterprise resource planning), CRM (customer relationship management), and supply chain "solutions'
Unfortunately, information technology's business
potential continues to be highly oversold, and companies
greatly underestimate the difficulty of successfully integrating new technology into daily operations. If that just

sounds like business as usual, ask whether anyone would
fly on airplanes with the same failure rate.
How dismal can it be? Research by Big 5 firm Ernst &
Young reveals that many utility companies achieve less
than 50% potential value from initial ERP implementation—a $100 million value gap —and industry research
cites a 70 % -80% CRM software failure rate. Or consider
results of an ongoing IT benchmark study by a wellknown benchmarking organization, the Standish Group,
whose findings note that despite a 35% increase in average
IT cost to support end users in the last three years, 55% of
analysts' time is consumed by collecting rather than analyzing data. Or in human resources, where IT investment
has skyrocketed 40% in that same period, HR administrative costs have jumped 16 %.

GROWINGTECHNOLOGYWORLD,SOUNDSOFSILENCE
How important is the fact that technology keeps piling
up productivity/revenue shortfalls? Scant years ago, the
business world wasn't extensively electronic. How times
change, with 70% of the workforce now regular IT users.
Paralleling that user growth, a recent study by the Conference Board showed more than half of CEOs said, "Yes,
ever - changing technology and the Internet are critical
business issues.' As technology becomes more pervasive,
the bar is raised yet again in maximizing technology
return on investment (ROI).
But why is UNBV a snowballing problem rather than
being solved? Peer into the larger- than -life responsibility
vacuum populated by software vendors, major consulting
D e c e m b er 2 0 0 1
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companies, and corporate management... and hear the
sounds of silence. Vendors keep quiet about applications
they sold that aren't working and /or aren't being used to
produce revenue; consultants on big systems configuration and system integration remain mum about affiliation with systems not achieving business results; and
since management was responsible for new system buy -in
to hike business results, they're often the quietest of
all...many are too angry to discuss the depressing results.
Unrealized business value cuts across business and
industry worldwide because it wastes money on a grand
scale and wastes company resources as well. When hundred of thousands to millions of dollars are invested on
new technology that isn't fully integrated into a company's daily operations, that money is simply wasted. As for
nonmonetary resources, the waste spills over in many
directions including taking a heavy toll in time, energy,
momentum, focus, and morale ... and feels like a corporate root canal.

BPITANDOTHERNEWLABELS
And underlying these problems is yet another: Executives
involved in large -scale failures are scarcely enthusiastic
about launching what may be another debacle. That, in
turn, slows innovation and erodes technological progress
because companies that can't sell their newly developed
technology can't afford to develop more.
In this vicious cycle, the strong, positive leadership that
company executives typically exert on a capital project
simply vanishes on a business project enabled by IT
(BPIT). BPIT? It's a step toward putting the right labels
and terms into play to solve the problem of not realizing
business value. It cleanly cuts through the nebulous "IT
project," which only perpetuates a myth that IT is a boutique within the company's business.
Specifically, a business project enabled by IT should
directly improve the company's business results, the ROI
should be measurable from results achieved by the entire
business, and IT's role should be to provide tools to reach
these targets. For example, a BPIT may involve lowering
the cost of raw materials by redesigning supply chain
processes and implementing supply chain IT applications. In contrast, dispensing with the vague IT term, an
information technology project (ITP) is a company project designed to enhance the company's capability by
improving technical capabilities with the "IT factory." ITP
may be largely invisible to operational users.
Tied directly to these terms are two keys to putting
new terminology into play. One is operations integration,
36
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which represents knowledge /practices vital to ensuring
that a new technology system is fully integrated into the
day -to -day operation of the company and produces
desired business results within a certain time and cost.
The other key is VEST, an expression that should grow in
importance as it becomes more widely recognized. VEST
means to finish an economic investment in information
systems /technology by extracting maximum business value. When fully VESTed, a system /technology produces the
desired value in a company's daily operations.

PAYBACKTOOKABACKSEAT
Most of the unrealized business value problem traces its
roots to the 1990s and the "Big Project" syndrome. While
many major companies claim they never denied interest
in payback, others called payback irrelevant while pouring millions into ERP and other big technology systems.
Their mantra was that big systems were crucial to unify
corporate IT efforts, manage supply chains, and prepare
for e- commerce. Why justify big systems solely on the
basis of cost savings or revenue generation? A manager at
a leading high -end software vendor says that, in this mob
mentality, everybody bought big systems because it was
trendy to do so.
But that rabid enthusiasm eventually subsided. For
instance, although 86% of companies have implemented
ERP, only one -third have fully deployed them enterprise wide, while another 30% are coping with multiple ERP
platforms. Progress in CRM systems lags even further,
with scarcely 10% of companies able to integrate records
of both a customer's offline and online activities.
Delving further into performance statistics, the Standish
Group reports that the light at the end of the tunnel is a dim
candle. On projects with a major IT component, the virtual
certainty is the project will be late, over budget, or both.
The report shows that barely more than half of software development projects of one -plus year duration are
delivered on time. And looking at ROI, a survey of senior
financial executives shows that only 49% said ROI expectations on technology investments were met.

WHAT'STHESOLUTION?
Are technology investment and achievement of business
objectives /ROI destined to never meet? Not at all, but
major actions must be taken to turn around the entire
situation. Executives must begin talking about the problem and learning from common experiences.
The place to begin change is understanding —and
admitting —where square one is. First, key decision mak-

ers should accept UNBV as a major problem with the
entire company affected by big systems delivering no
direct or indirect payback. Second, since the learning
curve for huge technology systems is still new, most companies aren't yet adept at designing, implementing, and
integrating them. Most companies that can skillfully integrate a major capital asset, like a plant, into daily operations are not equally skilled at integrating changes in
business processes or IT systems. That must change.
Rounding out the must -change agenda takes in a couple of other points. One, companies know that IT is
responsible for an IT system's technical implementation
but that business management is responsible for integration into daily operations. Two, as noted earlier, since
many non -IT executives are still mystified by IT, business
managers cannot abdicate responsibility for any part of
their business touched by IT. Three, executives must find
a solution to unrealized business value and become very
accomplished at it because more potentially valuable
information technology is on the way.

CFOISINTEGRALTOUNBVSOLUTION
Leadership strikes right at the heart of solving UNBV
Each of the five C -level executives (CEO, COO, CIO,
CSO, CFO) has a unique role during BPIT's life cycle,
with the CEO's main function centering on ensuring that
what must be accomplished across the organization to
achieve business results actually gets done. Meanwhile,
the COO must ensure that all key work process changes
are made and personnel are fully trained in those new
processes using the enabling IT systems. As for the CIO,
he /she must ensure the integrity and completeness of the
selection, procurement, and implementation of all necessary IT systems in sync with the CEO and COO. And the
chief sales officer (CSO) must ensure that the company's
customers clearly benefit from the business project
enabled by IT.
And the CFO? His /her responsibilities go right to the
bottom line and business value. The CFO must ensure
that the leadership team is fully prepared to bring in the
BPIT on target, with its enabling technology fully VESTed,
and must put in place all metrics proving the point. In
addition, the CFO must ensure that the BPIT capital budgeting package submitted for CEO /Board signature will
guarantee full acceptance of responsibility by individual
members of the executive team. Given most companies'
current situations in working with BPITs, perhaps the
CFO should hold the swearing -in ceremony that ensures
the executive team is committed to doing what's required

to achieve business results.
Overall, the CFO must assert leadership in establishing
metrics to measure results of BPIT implementation, must
assist the CEO in resourcing funds for implementation to
realize business value, must be a devil's advocate for system investment, and must work with the CEO and HR
officer to ensure monetary incentives are in place to sufficiently motivate the company's key players to complete
the BPIT and achieve the desired business result.

ENABLEDISTHEKEYWORD
Finally, a company must put the right contracts in place.
For a successful business project enabled by IT, the C -level
team must contract with each other for hands -on leadership. And they must use the right management disciplines designed for major improvement projects such as
BPITs. Traditionally restricted to management of technical initiatives, it's now imperative that these disciplines of
program and project management be readily employed
on business initiatives.
For instance, program management focuses on achieving the business result of the BPIT, identifying necessary
work to change how the company operates. Project management focuses on completing assigned work bundles
such as redesigning work processes and selecting/imple menting IT systems. Organizational change engineering,
an additional discipline, focuses on mechanical steps that
move the company to a different operational mode to
meet BPIT objectives. Change engineering is the core
body of knowledge underlining operations integration.
Unrealized business value is a huge business problem
for companies as well as for economies. The solution is
that initiatives must be envisioned as business projects
enabled by IT and not as IT projects — putting the entire
executive leadership into full play as BPIT leaders and
using operations integration to fully VEST the initial economic investment made in the enabling IT. And,
throughout, IT people in company business meetings
must talk in business language and not IT jargon.
It's all so straightforward yet so challenging. ■
linford (Dutch) Holland, A.D., is founder and CEO of
Houston -based Holland & Davis (www.hdinc.com), and
Gary Skarke is an HDI Managing Director focused on operations integration. HDI is a management consulting firm
with more than 30 years' experience in wide - ranging industries including finance. Dr. Holland is the author ofthe
just - published Red Zone Management: Changing the
Rules for Pivotal Times.
Decemb er 2001
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Afterward, investors and analysts typically get better
information about the business unit because of the need
for separate financial statements. This is particularly useful when a company's traditional lines of business differ
substantially from the separated business unit —such as
when the unit is Internet or technology based. With the
unit's financials delineated independently, analysts and
investors are better able to value the parent corporation.
The parent company's market capitalization may grow as a result. It
may even attract more analysts to
cover the corporation.
Moreover, the parent can raise
capital at more favorable rates when
a subsidiary has outside equity holdings. While seasoned equity offerings
reduce market value, subsidiary
issues have the opposite effect, studies show. Similarly, the parent or the
subsidiary can use the subsidiary's
shares as currency for mergers and
acquisitions. The subsidiary's stock
may be more attractive to a target
firm's shareholders than shares of the
parent firm. Also, separating a subsidiary from its parent can reduce
internal competition for corporate
funds. That will curb any internal
misrepresentation that can occur
when executives compete for project
funding and lead to better returns.
For managers of the subsidiary,
there's publicly traded stock to motivate and reward them. Stock options
in the parent often provide little
incentive to managers of a subsidiary when their efforts
are buried in the overall firm performance — particularly
when they work for a high - growth sector that is masked
by more mature segments. But giving them stock or stock
options in the unit they work for offers them a potent
incentive to improve the unit's performance.
If your company has decided to separate a subsidiary,
you'll need to choose which method of going public is
best for your firm: issuing tracking stock, doing an equity
carve -out, or spinning off the unit to existing shareholders. Each has advantages and disadvantages, and all are
complex. You'll need to decide the amount of cash you
want the subsidiary's stock sale to generate, how much
you want to be affiliated with the subsidiary, and the par40
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ticular financial reporting and tax aspects involved with
each of these equity restructuring methods.

TRACKINGSTOCK
Tracking stock is a relatively new and increasingly prevalent form of equity restructuring. Known also as lettered
stock or targeted stock, tracking stock is a class of stock
that's linked to the performance of a specific division or
subsidiary within a diversified firm.
These shares are usually distributed to
current shareholders or sold through
an initial public offering (IPO).
Unlike a spin -off or equity carve -out,
a tracking stock doesn't create a new
legal entity. When tracking stock is
issued, the parent firm doesn't relinquish any claims on the assets of the
separate business; rather, the transaction can be viewed as a type of a
stock split.
Shareowners of tracking stock can
have a voting interest in the parent
company, limited voting rights, or no
voting rights at all. In effect, the parent company remains intact; its board
of directors oversees the tracking subsidiary's operations and can "reacquire" the tracked business at any
time. In fact, tracking stock's primary
benefit to shareholders is that the
shareholders have a claim on future
earnings of the business the stock
"tracks" and often are paid a dividend
based on the performance of that
business. They don't, however, have
claims on the assets of the tracked business.
The seamless affiliation between the parent company
and tracked business has the advantage of offering cost
savings to the company as a whole. Tax savings can be
possible when the losses of one business are used to offset
earnings in another. Administrative costs are saved since
the two (or more) businesses share corporate -level
resources. Debt financing may be relatively less expensive
for the company as a whole compared to the tracked
business and may be more readily available. By retaining
the tracked business, any operating synergies that exist
can also be fully exploited.
Tracking stocks can be issued as an IPO or a stock dividend to incumbent shareholders. A stock dividend pro-

Tablet

ACCOUNTINGTREATMENTOFSUBSIDIARYSTOCKISSUES

Tracking Stock
Distribution to current shareholders: XYZ Co. iss ues 1,000,000 shares of its newly created $1 par value
tracking stock in its Technology Division in a pro rata distribution to current shareholders. XYZ Co. accounts for
the issuance by decreasing Retained Earnings and increasing Common Stock — Technology Division $1,000,000.

Initial public offering: XYZ Co. is sues 1,000,000 shares of its newly c reated $1 par value tracking stock in its
Technology Division through an initial public offering at $8 per share. XYZ Co. accounts for the issuance as a
stock issue by increasing Common Stock — Technology Division by $1,000,000 and Additional paid -in capital—
Technology Division by $7,000,000.

Equity Carve -Outs
Alternativ e 1: Tech, Inc., a wholly owned subsidiary of XYZ Co., issues 200,000 new shares of its stock in an
initial public offering at $10 per share. XYZ Co. currently holds 600,000 shares of Tec h, Inc. with a basis of $5
per share and sells no shares. Because XYZ Co. has not issued shares, no entry to record the stock issue itself is
made. But there has been a change in the value of its holding in Tech, Inc . that must be recorded. Prior to the
carve -out, the book value of Tech, Inc. was $3,000,000 (600,000 shares at $5), and XYZ holds 100 %.
After the carve -out, the book value of Tech, Inc. is $5,000,000 ($3,000,000 + (200,000 * $10)). XYZ now holds
75% of the value of the subsidiary (600,000 shares of the 800,000 total). The value of XYZ's holding is 75% of
$5 million, or $3,750,000. T he dif ference of $750,000 is an unrealized holding gain that is accounted for under
Staff Accounting Bulletin (SAB) No. 84, "Accounting for the Sale of Stock by a Subsidiary."

Alternativ e 2: XYZ Co. issues 200,000 shares of its Tech, Inc. subsidiary stock in an initial public offering for
$10 per share. Tech, Inc. sells no new shares. XYZ Co. now holds 600,000 shares of Tech, Inc. with a basis of $5
per share. XYZ Co. reduces its Investment in Tec h by $1,000,000 (200,000 * $5) and recognizes a Gain on the
Sale of Tech stoc k of $1,000,000 (200,000 * ($10 - $5)).
Note: The gain rec ognized on the parent's sale of subsidiary stoc k is taxable at the capital gains rate. (If the
subsidiary's stock s old below its book value, those losses would riot be tax deductible.)

Spin -Of fs
XYZ Co. spins off its wholly owned subsidiary Tech, Inc. by distributing all of Tech, Inc:s common stock in a pro
rata distribution to current shareholders. The current book value of Tech, Inc. is $3,000,000. XYZ Co. accounts for
the spin -off by reducing both Retained Earnings and the Investment in Tech acc ounts by $3,000,000.
Note: This trans ac tion is nontaxable to both s hareholders and the parent f irm if all requirements of s ection 355
of the tax c ode are met.
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vides no cash to the parent, but the market demand for
the tracking stock's IPO will likely depend on the attractiveness of the tracked business at the time of the offering. The benefit of selling shares rather than distributing
them to shareholders would need to outweigh the cost
and burden associated with preparing an IPO and bringing it to market.
The impact of a tracking stock on the financial statements of the company is relatively minor compared to a
carve -out and spin -off (see Table 1). The parent continues
to present a "consolidated" set of financial statements, but
they now include additional balance sheet and income statement information related to the
tracked segment. Assets and liabilities are notationally separated, but they don't have to be
transferred to a separate subsidiary. Because the distribution
is either a stock dividend or an
equity issue of the parent, the
event is nontaxable, and only
one tax return is required. The
greatest difficulty is allocating
common costs across business
segments. Managers of each segment prefer as few cost allocations as possible, which can lead
to conflict internally.
Tracking stocks do pose some downside risks. The comingling of assets means claimants on the parent firm
have rights to the assets of the tracked segment and vice
versa. Firms with legal or environmental issues or those
where one segment is financially troubled may be better
off legally separating the business segments. Further, the
existence of a single board of directors can be problematic when decisions have to be made that may favor one
segment over another. If the segments of the conglomerate firm are likely to have internal conflict, establishing a
separate board of directors for the tracking unit would be
beneficial.

Many companies have undertaken a carve -out as a
means of generating funds at a more favorable rate than
other funding sources. Carve -outs are often used when
the subsidiary is perceived to be overvalued by the market. The issue not only generates cash, but the realized
market surplus of the overvalued unit enhances incumbent shareholder value.
Another reason for an equity carve -out is to obtain
financing for growth opportunities of a subsidiary that
may otherwise go unfunded because the firm is cash constrained or the resource allocation process is inadequate.
Unlike tracking stock, an equity
carve -out establishes its own
equity. The parent can either
totally sever any ownership
relationship by selling a 100%
interest in the subsidiary or
retain shares through a majority
or minority interest. If it wants
limits thellnu mber hares rent

Floating stock in a

subsidiary
Y CAN IMPROVE

PERFORMANCEF
, UNDGROWTH,

issued.
In most carve -outs, the parent
retains control. When control is
retained, some portion of the
parent firm's board of directors
may be shared. But unlike with a
tracking stock, the new legal
entity has a separate board
whose members have the sole fiduciary duty to the subsidiary firm. By retaining a controlling interest, the parent
company has some influence over the operating, investing,
and financing decisions of the subsidiary. It can also take
advantage of financial and possible tax reporting synergies.
The accounting for a carve -out is dependent on
whether the parent company issues shares it holds in the
subsidiary (see Table 1).Subsequent financial statements
of the new entity depend on the ownership interest the
parent retains. If the parent keeps a majority interest, the
subsidiary will be consolidated into the parent's financial
statements. Firms that carve out a high- return subsidiary
to take advantage of favorable market conditions will
often want to continue to consolidate that subsidiary to
enhance their overall position. If a subsidiary is a poor
performer, it is likely to be completely divested. If a super
majority interest (80% or more) in the subsidiary is maintained, the parent can consolidate the subsidiary for tax
purposes, which can be advantageous if earnings and losses of different segments can be used to offset each other.

ANDSTREAMLINETHEFLOWOF

INFORMATION.

EQUITYCARVE-OUTS
In an equity carve -out, a parent firm takes a subsidiary
public through an IPO of shares in the subsidiary. A new
legal entity is created, although in a majority of cases the
parent firm retains a controlling interest in the newly
traded subsidiary. The stock that's issued can be in the
parent company, the subsidiary, or both.
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The tax treatment of carve -outs can vary. Some are
taxable, while others aren't. In general, if the subsidiary
issues new shares alone, and the parent doesn't sell any
shares of the subsidiary, the parent won't recognize any
immediate tax costs related to the transaction. But
when the parent sells shares of the subsidiary at the
time of the IPO, taxable gains will be triggered if the
parent's tax basis in the subsidiary is lower than the
selling price.
While the equity carve -out gives the parent the flexibility to choose the amount of ownership to retain, there are
downsides associated with it. First, the direct costs of a
carve -out's IPO are more than those of a spin -off. Second, a minority interest in the subsidiary subjects the
firm to possible takeover attempts and conflicts of interest between minority shareholders and the parent.

SPIN-OFFS
A spin -off occurs when a parent firm distributes shares of
the subsidiary to incumbent shareholders through a stock
dividend. Since this transaction is a dividend distribution,
no cash is generated. Thus, spin -offs aren't likely to be
used when a firm needs capital to fund growth. Like the
carve -out, the subsidiary becomes a separate legal entity
with a distinct management and board. In the majority of
cases, the parent firm relinquishes any ownership interest
in the subsidiary.
Firms spin off business units to eliminate noncomplementary subsidiaries and focus on core competencies and
operations. Spin -offs may also be the optimal equity
restructuring method when no financial or tax reporting
synergies exist. The complete separation eliminates the
subsidiary from the consolidated group.
Spin -offs offer advantages over tracking stock IPOs or
carve -outs in their execution. For example, the onerous
IPO process and many of the expenses associated with it
are avoided. Spin -offs require filings with the Securities &
Exchange Commission, but instead of selling the subsidiary to outside investors, management only has to seek
approval of the board and shareholders (as they also
would for a tracking -stock distribution to incumbent
shareholders). In fact, there are many instances when a
spin -off occurs because investors urge it.
Forgoing an IPO may be advantageous when management believes the market has undervalued the subsidiary.
To obtain the highest value for incumbent shareholders,
the firm can distribute the undervalued shares to shareholders rather than sell them at a lower value. Subsequent
trading gains can then accrue to the incumbents, improv-

ing their overall position. The opposite incentive exists if
the market for the subsidiary is overvalued. Selling shares
would then increase the value to incumbent shareholders;
thus a carve -out or tracking stock transaction would be
most beneficial.
Structuring the spin -off as a tax -free event for shareholders and the parent firm is likely to be the biggest hurdle. When faced with an unfavorable advance ruling from
the Internal Revenue Service, many companies simply
shelve the spin -off. But spin -offs can be tax -free if four
conditions are met:
1. At least 80% of the controlling interest in the subsidiary is given to the shareholders in the form of stock or
securities.
2. Both the parent and subsidiary continue to engage
in the business that had been conducted for at least five
years before the distribution.
3. The parent has held stock in the subsidiary for at
least five years prior to the distribution (unless the subsidiary stock was acquired in a nontaxable transaction).
4. The transaction is not used as a means to distribute
profits and must be done for a sound business reason.
Because tax costs can be substantial, structuring the
transaction to meet these requirements may be very beneficial for firms with a high marginal tax rate who want a
complete divestiture of the subsidiary. The only alternative would be a sale or carve -out, both of which would be
taxable.

ONE SIZE DOESN'T FIT All
Many companies have found that separate public ownership of a subsidiary or business segment can be highly
advantageous. Operating performance is often improved
because of redesigned management incentives. Additional
capital can fund growth organically or through acquisition. And most firms benefit considerably from the
improved information flow between managers and outside investors and analysts.
But all forms of equity restructuring are not alike.
You'll need to consider the complex issues involved in all
three methods before taking a subsidiary public. The
choice of the most beneficial form of equity reorganization will involve a complete analysis of the costs and benefits associated with the transaction. ■
Kimberly E. Frank, CMA, Ph.D., is an assistant
professor of accounting at the University of Nevada,
Las Vegas. You can reach her at(702) 895 -3975 or
kfrank@ccmail.nevada.edu.
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Concentrate on
si mp l ic i ty an d
usefulness,
not unrealistic numbers.

Streamline Budgeting
in the
BY

BRUCE

Millennium
R.

N E U M A N N

Is your budget causing dysfunctional behavior within your organization? If employees
pad, stuff, under- and over - forecast revenue during the budgetary process, then
the budget isn't serving as a useful tool like it could. So how do you create
a budget that motivates employees to achieve targets and doesn't get
filed in the bottom of a drawer? Two formats —the activity
budget and the global budget — promptly provide more
useful infor ma tion to depa r tment managers,
unlike traditional resource - oriented budgets
tha t a r e bogged down with needless
details. You might consider this
leading -edge

approach

"hotrod budgeting."
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Companies obviously need budgets. After all, the budget addresses the major area of concern to the business:
allocating resources to produce the most cost - effective
and, therefore, best profits and return on investment. It
links together all of the activities that the firm undertakes
into one clear set of targets, but, to be successful, the
operational budgeting process will involve all of the
following steps:
• Planning,
• Controlling,
• Coordination,
• Motivation, and
• Evaluation.

LETTHEOPERATIONALMANAGEMENTANDSTAFF
OWNTHEBUDGET
There are approaches to the budgetary process that motivate employees to achieve targets and others that do the
opposite. I've observed two common attitudes toward
budgets in large, centrally run organizations. First, the
central planners think that they are in charge and often
act as police over the rest of the business, which creates
resentment and results in an "us- and - them" attitude. If
senior managers dictate the budget, operational personnel are alienated from ownership of the budget, and if a
budget is implemented as a stick to use on managers, it
will waste time, effort, and money.
Second, the budget may be tossed into the bottom
drawer and forgotten until next year: "We have satisfied
the accountants this year, so let's get on with the real job.'
The result: Employees in operations then use their own
guidelines to run the business, and the whole budget
process has been an almost complete waste of time.
So why not let operational managers implement the
budget? Where operational managers put the budgets in
place, they are then responsible for those targets and are
more likely to try to achieve them. When circumstances
change due to unforeseen happenings, then operational
managers shouldn't be held responsible for such events.
Before undertaking the budget process, consider the
"Three Cs" of motivation:
1. Choice: the importance of including employees in
making substantive decisions concerning the budget.
2. Collaboration:a structure that supports teamwork.
Collaboration can be enhanced by encouraging communication across multi- functional teams and by rewarding
groups for achieving predetermined corporate goals. To
help ensure that teamwork takes place, incentives and
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rewards should be separate from the budget process.
Much of the management literature now suggests that if
budget incentives are implemented, there's a strong likelihood that the entire budget process will fail.
3. Content: the nature of the tasks that people engage
in. Keep the following advice in mind: "If you want people motivated to do a good job, give them a good job to
do.' Rather than breaking tasks into elemental components, consider giving each individual responsibility for a
larger portion of the entire process. For example, empower
each individual with a range of customer responsibilities
rather than assigning one person to make initial contacts,
another to take orders, another to confirm orders, and
another to handle collections.
Once fully armed with accurate targets and an undertaking by senior management not to cut budgets arbitrarily, managers are then more likely to aim for realistic
production and sales levels. In addition, overheads will be

Budgetcomplexity,
unfortunately,drivesout
meaningandrelevanceat
atimewhenbudgetreality
andrelevanceshouldbe
paramount.
trimmed where they are wasteful if "stretch targets" are
used. Stretch targets represent attainable improvement
over prior results that effective managers can achieve,
often by eliminating slack or unnecessary overhead costs.

THEROLEOFERPSYSTEMS
In order to manage their organizations more effectively,
many large- and mid -sized firms are turning to enterprise
resource planning (ERP) software. The goal of many
technology- driven budgeting and planning processes is to
link the general accounting system with all other finance
systems and also with marketing management (sales
orders), procurement, human resources management,
inventory management, etc. In brief, ERP is designed to
provide seamless interfaces among all operating and

managerial systems in the organization.
All of the linkages in the ERP model must be included
in the budget document. Consequently, meaningful relationships may be obscured. Here's an example. I'm currently conducting activity -based costing (ABC) studies in
one large organization where the ERP model is so complex no one understands it. In one division with 300
employees and $100m in annual costs, their operating
budget was more than four inches thick and involved
over 100 business units. They completed the budget six
months into the current fiscal year with managers and
directors under great pressure to revise the budget to
meet corporate goals. But each revision was just an
editorial exercise in changing the numbers, not in revising budgetary relationships or operating activities. Very
few managers understood the linkages in the budgeting
model. In other words, no real events were likely to
change as a result of preparing the budget. There were
only changes in a lengthy and cumbersome document
that few understood.
Budgeting in the new millennium will continue to use
ever - more - complex ERP systems. In the event that ERP
models continue to expand, it's likely that budgets will
again be relegated to the bottom drawer. Budget complexity, unfortunately, drives out meaning and relevance
at a time when budget reality and relevance should be
paramount. Since obscuring meaningful relationships in
complex budget models will most likely accelerate, budget directors and line managers should attempt to reverse
this trend. I'll show you how.

HOWTOSTREAMLINETHEBUDGET
As finance professionals, you can use activity budgeting
and global budgeting or "morph" the two to simplify and
streamline budgetary documents. These budgets can be
motivational to those who use them because they're easy
to understand and department managers can see the
changes flow through them. They're user oriented.
Because they aren't bogged down in details and complex
financial terms, simplified budgets will get used by department managers for strategic management and cost management activities rather than being filed and forgotten.
Activity Budgeting.In this new millennium, activitybased costing (ABC) will expand into strategic cost management or activity-based management (ABM) and
activity budgeting. Modeled on ABC or ABM, activity
budgeting is a new budget format whereby budget costs
are arrayed according to the expected costs of activities
rather than products, services, or resources. See Table 1

Tablel:Activity - Based Budgeting
MARKETINGUNIT
Value
Added
Projected revenues
Less, target profit
Target cost (allowed costs)

Nonvalue
Added

Total

$28,000

$28,000

2,000

2,000

26,000

26,000

Acquire customers

5,000

2,000

7,000

Process customer orders

2,000

500

2,500

Answer customer inquiries

3,000

1,000

4,000

Provide financial resources

2,000

Provide IT resources

3,000

1,500

4,500

500

2,000

2,500

15,500

7,000

22,500

$10,500

$7,000

$3,500

2,000

Infrastructure costs
(admin, PR, etc.)
Total Costs
Target Cost (excess or gap)

for an example of an activity budget. It focuses on
processes, that is, on work to be accomplished.
When a budget reflects activities in the business units,
it's easy to understand and use. Functional categories —
such as materials and labor— collapse, and new process oriented categories —such as acquiring customers,
retaining customers, and providing IT services — replace
them. Most ABC experts recommend the "magic seven"
activities, where most organizational units can represent
their key activities with seven descriptors. The results:
You'll end up with highly summarized budget formats
that are much more understandable than budget formats
reflecting the general ledger. Leave the general ledger to
finance and accounting professionals because operating
managers don't need that level of detail anyway. They can
better understand and use activity budgets than documents that are four inches thick.
I forecast that activity budgets will supercede resource
budgets because of their inherent linkages that present a
cause - and -effect relationship between activities and products or services (cost objects). Process modifications,
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quality improvements, and systems design changes aren't
easily linked to traditional resource budgets, but such
changes are easily entered into activity budgets. See Table
2 for an example of how the impact of process improvements and new IT systems can be shown in an activity
budget. In reality, each of these process and systems
improvements would require its own budget, which
would then be linked to the departmental budget. For
instance, if a management position is eliminated, you can
see in an activity budget how this action may affect certain quality levels or whether the action would degrade a
process. Separate columns can be used to show anticipated effects under each scenario. You should also include
explanatory notes to show the effects of proposed
changes.
Global Budgeting. The "less -is- more" concept also
applies to global budgeting. Global budgeting is a general
concept in that managers will find the document easy to
read and easy to use because it offers a relatively unencumbered and straightforward budget document with
few spending lines. Note that I am not using the term
global budgeting as it is sometimes used by national governments to allocate funds to healthcare providers.
Any budget can be recast into a global budget by taking a traditional approach and distilling it down to a simpler, understandable format where you lump categories:
Instead of salaries and fringe benefits on two lines, they

Table2:IT

Department Activity
Budget

Processors

cpu, bytes, transactions

Replacements
Process Changes
Systems Design

calls,

Cost

phone lines

scheduled replacements
#

Communication

#

CostDrivers

#

Activities

work orders, complexity

Systems designers

Quality Improvements Project budget

$100,000
82,000
120,000
92,500
160,000
91,500

Total Overhead costs

$646,000

Unit Margin (loss)

($21,000)

can appear on one line under total compensation. After
all, the IT manager most likely wants an overall total
number anyway. And overhead can be included with its
related categories, such as building, marketing, and IT,
rather than appearing on the budget as three uninterpretable quantities.
Because a global budget describes broad categories of
costs, managers will discover a certain sense of creativity and flexibility when using such budgets. They won't
be constrained by detailed spending limits but rather
by overall guidelines— budget totals. In a sense, global
budgets represent a trade -off between more strategic
thinking and innovation in contrast to relaxing some
control elements that often encumber traditional budget formats.
The State of Colorado has learned that a budget with
limited categories, that is, with few budget lines, provides
flexibility and stimulates innovation. For years Colorado
required very detailed and lengthy budgets, particularly
for higher education. The state legislature and other
funding entities changed their budget format in the late
1970s, and, since then, colleges and universities in Colorado have grown significantly, developed new programs,
and limited the budgetary games that were previously the
norm. The secret of their success? Dramatic simplification and streamlining of the state's required budgetary
documents.

GETTINGSTARTED
The key is to refine your budget formats to reflect a few
simple and direct categories. By doing so, you'll empower
managers to use budgets creatively and imaginatively to
achieve results that were previously considered impossible. Managers will be better able to forecast the effect of
proposed changes. They'll concentrate on more effective
strategies rather on merely improving budgetary targets.
They'll also give more attention to the needs of their customers (both internal and external) rather than budget
directives.
Consider using a budget format with no more than
three revenue categories and no more than five cost categories. Although at least one should be a fixed -cost category, most should be variable costs with identified cost
drivers that are easy to understand and monitor. Most of
the cost categories should relate to activities rather than
functions and could include the following:
Cost Categories
• Volume of inventory (units, costs),
• Labor costs incurred,
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♦ Cost of materials used,
♦ Wastage,
♦ Overhead costs (planned, incurred).
Activities (potential)

• Number of units produced or sold,
• Product mix, intended vs. actual,
• Labor hours (available, used, idle),
• Number of transactions,
• Number of items ordered,
• Defects (target vs. actual).
You can measure these items on a daily, weekly, or
monthly basis and compare the results to production or
sales forecasts.
You also can incorporate features from the activity and
global budgets. Using an activity budget, especially as a
way to formulate a global budget, will tend to improve
the behavioral climate in the organization and might
even improve budgetary achievement. Managers will take
on greater responsibility and ownership of an activity
budget as compared to a typical functional budget. Their
performance will improve as they focus on activities that
have a positive long -term effect on the bottom line.

USETHEBUDGETASAGUIDE
No matter what format you choose — global, activity, or
even traditional —you need to remember that budgets are
a view of how the future will look in one, two, or more
years, and, unless the business is in a very stable environment, budgets are invariably wrong! So managers and
staff alike should view them as a guideline that gives
direction —not as a document that must be achieved at
all costs.
So don't build a rules -based spending limit where
department managers lose the money if they don't spend
it all. On the other side, if more money is spent, then
managers should provide understandable reasons to
explain the overage. The worst possible performance
report contains only budget, actual, and variance
columns. The most important information for managers
to use in future decision making is the set of reasons
explaining why budget goals were exceeded or not
achieved. Where they are stated in terms of activities, the
explanations will be most useful in having a favorable
effect on the future.
An intense adherence by senior management to an
annual budget isn't practical and defies what's happening
in the marketplace. Rolling budgets are particularly useful
for organizations within volatile industries because they
help reduce reaction time to nonbudgeted changes in the

marketplace. They are flexed and adjusted for current circumstances to provide senior management with a far better view of what is likely to happen in the coming
periods. Measures to put the company back on course
will come from knowing what is really happening —not
from what management hopes is happening.

GAMESPEOPLEPLAY
While I have observed that fewer games are played under
global or activity budgeting, there will always be potential
for manipulation. In addition, staff will engage in gamesmanship if they realize that senior management isn't sincere in its objectives. If management follows a familiar
trend in cutting costs once the initial budgeting round is
completed, then staff will act accordingly and predictably.
If they know that management will always arbitrarily cut
10% after the first round, staff will generally pad their
budgets to end up with what they think they really need.
The fatal part of this scenario is budgeting correctly at
the start and then being told later to cut expenditures
because this will lead to necessary costs being cut. Alternately, area managers may set their estimated revenues
low in order to meet income targets more easily. The
result of gamesmanship is adverse variances due to biased
budgetary inputs.
The budget should include worst, best, and expected
scenarios for sales and costs. These will give senior managers a view as to how volatile or malleable the budgets
can be to achieve the targets they've set. Where the scenarios produced don't achieve the targets, then the game
of budget slashing or cutting will begin.

GETINTHEFASTLANE
It's perplexing why companies continue to produce budgets that just don't get used and are the cause of dysfunctional behavior such as padding the budget. If you find
the traditional budget doesn't get used by operational
managers, then stop creating it. Instead, provide the managers with an activity or global budget from which they
can easily glean the information they need. You'll be glad
you did because the budgetary process will no longer be a
waste of time, effort, and money, and everybody will have
a more realistic picture of the company's finances and
operations. ■
Bruce R. Neumann, A.D., is a professor of accounting
and health administration at the University of Colorado in
Denver. You can reach him at(303)556 5884 or
Bruce.Neumann@cudenver.edu.
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BringingNewValueand
Technologyto
OldManufacturingwith
MAPICS,Inc.
BY MARLENE PITURRO

Richard (Dick) Cook has had a 30-plus -year career in IT. Starting as a programmer at IBM, the self - proclaimed geek climbed Big Blue's corporate ladder, then became CEO of MAPICS, Inc. His has been a zigzag course from
IBM's early days with personal computers and its heyday, through the tech
wreck, and into an e- commerce era characterized by economic uncertainty.
Like most other tech companies, MAPICS absorbed a blow from September
I I's terrorist attack. "It had a direct impact on transactions that we had
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expected to close by the end of fiscal 2001,"Cook says. But he's persevering,
working on positive earnings and maintaining a strong working capital position. MAPICS' stock shares held their own; they were relatively untouched by
September 11 and are currently trading at $5.70 [ 10/23/01,up from a 52week low of $2.85 in April.]
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While his career path hasn't always been smooth,
Cook has taken MAPICS, (NASDAQ:MAPX), based in
Alpharetta, Ga., from a company perceived as somewhat
of a technological dinosaur to a strong mid - market player. MAPICS provides enterprise resource planning (ERP)
software for discrete and batch - process mid - market manufacturing to 3,500 companies worldwide, including Mercedes Benz, GE, and Bayer. It has a sales network of more
than 75 affiliates, serves customers in 70 countries,
employs 500, and had revenues of $140.3 million in 2000.
Until Cook took the helm at MAPICS, a product introduced in the late 1970s, the software ran only on the IBM
AS /400 platform. But rivals such as J.D. Edwards and
QAD challenged it in recent years with products suited
for NT, UNIX, and Linux. Fighting back, Cook engineered the acquisition of crucial software businesses [see
sidebar on p 54.] to run on those platforms. The new
software also allowed MAPICS to enhance its capabilities
in streamlining business processes in manufacturing, customer service, engineering, supply chain planning, enterprise asset management, and financials.
Getting competitive was expensive. Acquiring Pivot point, Inc. for $48 million in cash hurt earnings in the
three months ending 12/00 (first quarter 2001), when
revenues rose 15% to $35 million and net income fell
from $2.5 million to $7,000 subsequent to expenses
incurred during the purchase. In second quarter FY2001,
MAPICS rebounded with earnings of $1.5 million and
.07 EPS (earnings per share) versus a $12.3 million loss
for the same period FY2000. Improved cash flow
increased its cash position to $17.2 million. Despite the
advances, Wall Street remains ambivalent about MAPICS.
While an analyst at Retzer Capital put MAPICS on its
"buy" list, Wachovia Securities changed its recommendation from a "buy" to a "hold," then dropped its coverage.
Despite MAPICS not being a current Wall Street darling, its reputation as Old Reliable may help it during a
protracted economic slowdown. To customers burnt by
New Economy economics, adding software modules to
tried - and -true software makes more sense than buying a
new ERP suite. Several recently introduced e- commerce
applications, including an Internet -based tool that allows
customers to configure products and automate sales related activities and an Internet storefront application
that integrates with existing planning and scheduling
modules, are boosts to the product line.
Strategic Financeinterviewed industry veteran Dick
Cook for his take on where manufacturing ERPs have
been, where they are going, the future of e- commerce,
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and what CFOs should do about it.
SP CEOs with technical as opposed to managerial backgrounds were rare until the dot.com era. Talk about your
background and how It prepared you to be a CEO.

RC:In 1967, after two years at a community college, I
started as a programmer at an IBM factory in Boca
Raton, Fla. Back then, "computer programmer" wasn't
even in the vernacular. When I started, we had 500 people. When I left Boca, there were 11,500 employees.
As a programmer in a factory, I learned production
control, finance, and cost /profit analysis because I had to
write programs to help people do them. I was seen as a
geek so I had a chance to wander around and learn how
important these very real business functions are.
After a while IBM really wanted me to move to New
York, but I wanted to stay in Boca, so I had a number of
lateral moves, including director of site operations. That
means building a whole manufacturing city, the whole

infrastructure, over and over again. I also mastered the
logistics of keeping track of all the parts to build 500,000
desktop computers, a huge achievement in those days.
Eventually I had to leave Florida and transfer to
Chappaqua, N.Y., but I ran out of runway there, too.
SF: How did you get Involved with MAPICS?
RC: As director of manufacturing [at IBM] I bought as

many off -the -shelf products as possible, like chips from
Intel, DOS from Bill Gates, and Seagate hard drives. So
IBM bought MAPICS, a software development lab in
Atlanta that had off -the -shelf manufacturing software, in
1990.In '92,IBM left the applications business, and we
sold the software lab to Marcam in Boston.
SF: How did that affect you?
RC: In '92, Ileft IBM after 25 years for MAPICS/
Marcam and got 127 people to go with me. During the

first year I spent most of the time extricating myself
from IBM's culture and adapting to what amounted to a
start -up.
MAPICS turned out to be a great deal for Marcam,
which was losing tons of money. MAPICS was always
profitable, with revenues of about $20 million a year, so
we were a cash cow. However, we couldn't overcome 13
successive quarters of Marcam's losses, and by the fall of
'96 we realized that our company would be dead by 1997
if we didn't do something drastic.
SF: What did you do?
RC: We looked around, but no v.c.s [venture capital-

ists] or banks would touch us. We went to Marcam 's
board of directors and asked them to set us free so that
MAPICS could survive. It was ugly, but the board agreed,
and we hired lots of lawyers and accountants, spending
an agonizing summer [of 19971 to finalize the deal. We
borrowed $64 million from Bank of Boston and took
over the parent, creating a subsidiary, Marcam Solutions,
Inc. We took $25 million of our loan to pay off Marcam's
debts and gave Marcam $39 million over two years as a
divorce settlement.
SF: This led to an I130?
RC: On 8/1/97 we filed an IPO as MAPICS. The market had seen Marcam as a dog, and when we took over
there was a "ding dong the wicked witch is dead" celebration. We sold 6.9 million shares at $9 a share. The market
knew that we had to invest all that money in a divorce,
but they had confidence that MAPICS would survive.
SF: Were they right?
RC: By the first quarter of '98,we had a cash balance of
$5 million and 34 % revenue growth that year. We had a

rough year in '99 because of the Y2K problems for older

software, but we rode through it.
SF: With MAPICS you had a product that worked well on
the IBM AS /400 platform, but you realized that you had to
have Windows -based software as well. How did you manage that?

RC: That's true. From 1978 through 1992,all the apps
written for MAPICS were for the IBM AS/400.With the
IPO and Y2K behind us, in 1999 -2000we focused on an
acceptable Windows alternative that wasn't a toy. First we
had a make -or -buy decision. I knew that we couldn't satisfactorily rewrite XA [the AS/400 version] to run on NT,
so we looked to acquire a product that was broad and
deep in manufacturing functionality. Most programs we
looked at were downsized solutions for manufacturers,
insufficient for our clients' needs.
Since we decided to buy rather than make we had five
finalists with ERP backbones running on NT. We bought
Pivotpoint for $48 million, which opened us to the
NT /UNIX/Linux market. This wasn't great timing
because the economy was softening, but we really liked
the product.
The SEC didn't want us to pool interest, so we borrowed $60 million to complete a cash transaction. It was
fast and clean.
SF: I noticed that your licensing revenues have
decreased. How much of that is due to a general economic

slowdown?
RC: Allof it. What's happened is that there's a hesitancy to invest in ERP software, especially in the middle
market. Our customers tend to be owner /CEOs who may
have a son or daughter in the business, and they are very
practical about business value.
I see a lot of "e- confusion "; people are unsure now of
how to proceed. Despite the soft economy we have made
our numbers: 5 % growth on the top line and 30% EPS
growth. We've been able to do that because our ERP is the
backbone of a manufacturing business, a critical investment particularly if they want better and faster collaborative capabilities to work with customers and suppliers.
Getting back to your question, in the first and second
quarters, 8 0 % of our sales were to existing customers,
particularly our $30,000 e- commerce add -on product.
Now in the third quarter we're still chugging along but
growing, mostly with existing customers.
SF: Have you incorporated e- commerce into your
product line?
RC: We don't have MAPICS.com if that's what you
mean. Our applications are the heart and lungs of any
continued o n page 66
manufacturing business,
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A Desktop
Scanner

ME, and 2000 Professional. Circle No. 70.

By making it smaller,
Hewlett - Packard has
moved the photo scanner
from the table behind
your desk or the floor to
your desktop, making
photo sharing and archiving a more integral part of
your computer. The HP
Photo Scanner 1000 is a
color scanner that scans
up to 4 x 6 -inch photos
for images with 300 dpi
optical resolution and 30bit color. The unit takes
up only 7 x 10 inches of
your desktop space, and
the scans come up in preview in 14 seconds.
Single- button controls
optimize scanned images
for printing, e- mailing, or
posting on the Web. The
software that's included
lets you create photo
album pages, and you can
arrange multiple reprints
on a single page to use as
proof pages or to share.
The Photo Scanner 100
connects to your PC with
a USB cable, included
with the scanner, and software that runs on
Microsoft Windows 98,

A Trio of
Devices in the
Upcoming Treo
It's no longer called a
PDA, it's a Communicator. The latest Handspring"' handheld, the
Treo 180, combines a
Palm OS® organizer,
phone, e-mail, SMS text
messaging, and wireless
Web all in one device
that's actually smaller than
any other Palm OS handheld. The mobile phone
function includes dual band world phone, integrated dialing from
PhoneBook, instant
lookup in a few keystrokes, speed dialing,
three -way calling, personal
speakerphone, headset,
call history, vibrating and
system sound mute
modes, external ringer
switch, and GPRS
upgradeable when it
becomes available. The
Palm OS organizer
includes the enhanced
Handspring organizer
applications (Date Book
Plus, Advanced Calculator,

HP Ph ot o Sca n n e r 1 0 0 0
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with a single touch. The
Treo will be available with
a built -in QWERTY keyboard (Treo 180)or the
Graffiti® handwriting
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Handspring's Treo 180

PhoneBook, CityTime
world clock, ToDo List,
and Memo Pad), 16MB of
memory, compatibility
with MS Outlook, Hot Sync® cable for USB synchronization, rechargeable
Lithium ion batteries, and
IR transfer to other Palm
OS handhelds. Wireless
messaging lets you send
and receive e-mail messages from your POP3
e -mail accounts with
One -Touch Mail'''', and
exchange SMS (Short
Message Service) text
messages with other SMS enabled phones or any
e -mail address. The wireless Web connection
includes the Blazerrm
browser, customizable
bookmarks, quick loading
times, support for multiple markup languages
including HTML, WAP,
cHTML, and xHTML,
128-bit security, support
for cookies, and support
for HTTP proxy servers. A
Jog rocker on the side permits one - handed navigation. There are four
buttons on the bottom of
the Treo that activate the
phone, organizer, Web
browser, and messaging

recognition screen. To
sign up for notification of
release (early 2002)go to
www.handsi2ring.com.

Expert Systems
Available in
Planning
Software
Business Resource Software has five different
software solutions for
evaluating, planning, and
marketing new products
or services. There is help
in identifying the market
potential, in writing the
business or marketing
plan, and in developing a
sales strategy at a number
of different levels. The
Quick Insight® program
does a market evaluation
in a simple question -andanswer format that provides nearly 50 pages of
analysis. It factors in business issues such as R &D
capacity, the scope of your
market segment, and your
unique advantages. Also
looked at are the environment, market characteristics, competition, pricing,
and promotional needs.
The end report includes a
rating of profit potential,
how to improve sales and
marketing strategies, and
more than 30 charts that
rank your marketing and
sales concepts with others.
The analysis will help you
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decide whether to fund or
abandon a new product
idea, find the best pricing,
evaluate your competition,
identify a defensible niche,
and locate advice in the
areas where you lack
expertise in looking for
the correct answers. The
PlanWrite® software is
available in three editions:
the PlanWrite Expert Edition, PlanWrite for Pricing, PlanWrite for Sales,
and PlanWrite for Hi -Tech
Marketing. All are business
planning solutions that
combine expert systems
and artificial intelligence
in a question- and - answer
format on the included
word processor and fully
integrated spreadsheet.
The Expert edition helps
you create a business plan
that includes a complete
set of financials and an
automatic evaluation of
your business plan, meas-

uring more than 35 key
business concepts. You get
expert financial assistance,
assistance throughout the
entire planning process, a
professional printed plan,
and a direct Internet link
to more than 500 sites for
background research.
PlanWrite for Pricing
guides you through a
process that results in the
optimum pricing for your
product or services. Alternative pricing strategies
are considered, and you
are provided a profile of
your strengths against
competitors. PlanWrite for
Hi -Tech Marketing provides expert advice and
planning for the unusual
requirements of software
and tech services. PlanWrite for Sales covers both
strategy and tactics. For
the larger issues in strategic planning, the program
covers market segmentation, competitive positioning, and sales process. The
specific tactics looked at
are compensation structure, literature and promotion, Internet
integration, and distribution channels, among others. All of the PlanWrite
products produce comprehensive written plans.
Business Resource Software has been used in
more than half of the Fortune 500 companies in the
U.S. An overview of the
BRS offerings is at
www.brs- inc.com.
Circle No. 71.

PuttingaFace
onHAL I Michael Castelluccio, Editor
■�AS�2001,�THE�YEAR�OF�STANLEY�KUBRICK'S�FAMOUS SPACE ODYSSEY, winds down, it seems appropriate to look back at the progress made this year by our
own robotic creations.
Actually, HAL, the robot in the film, was more like
software than what we think of as a hard - shelled robot.
He lived in an on -board mainframe. Today, there are
thousands of smaller HAILS all over the biggest computer ever c reated, the Internet. T hey are c alled bots,
and you f ire them up whenever you initiate a s earc h
online. And there are other c ousins of the s earch bots
scurrying all over the Internet helping with traffic, the
mail, and even portf olio management. For the mos t
part, they toil anonymous ly, seldom even addres sed by
their�proper�name�—�intelligent�agents.�N.R.�Jennings
and M. W ooldridge, in their book Agent Technology,
def ine this kind of bot as "a c omputer s ys tem s ituated
in s ome environment ... that is c apable of autonomous
ac tion in this environment in order to meet its des ign

objective."
And as long as these bots are doing their jobs on
the Internet, or are managing process control in factories, or monitoring patients in hospitals, we are comfortable having them live alongside us. These software
"creatures" really become interesting when they are
taught to write software and improve their own
design—�manage�their�own�evolution,�in�a�way.�But
even at that level of operation, we are still comfortable
with them.
Silver- Skinned Arms
Dismembered robotic parts, especially arms and hands
with defined ranges of motion, are ubiquitous in manufacturing. New applications are constantly being
dreamed up for these roboparts, some of them pretty
spectacular. In the latter part of this year, gall bladder
surgery was performed by robot arms in a hospital in
Strasbourg, France. The doctor controlling the arms
was in New York.
There are robots for sale that are not toys. There is a
house- sitting robot called iRobot- LET" , available from Irobot.com. The LE robot can move about in the house and
continued on next page

December

2001

I STR ATE GIC

FIN AN C E

57

continued from p. 57

NeCoRo

prefer a voice that is reticent; extro-

is your eyes and ears when you are

purrs and

verts prefer a more aggressive tone.

away from home. It can even transmit

stretches

Robots, including help desk autore-

your voice if the dog and cat decide to

while

sponders, need to learn to match

redecorate while you're away.

Kism et can

their speech to situations, and judging

look shy,

from the latest improvements in text -

tember, it was announced that work

happy, or

to-speech applications, the psycholo-

was just about completed on a com-

angry.

gists' advice hasn't been lost on

And then there is SlugBot. In Sep-

mercial robot that will tend your gar-

human developers.

den. It is completely autonomous,

At Carnegie Mellon University and

requiring no care or (yuk) feeding. It

MIT, there are two interesting pro-

roams your garden, day or night, cap-

grams examining human reactions to

turing more than 100 slugs an hour,

robot facial expressions. The more

depositing the captured slugs in a

sophisticated of the two projects is

small tank where they are composted

Kismet at MIT. According to the direc-

to produce gases that are converted

tor, Dr. Cynthia Breazard, "Kismet is

to the electricity that runs the robot.

an anthropomorphic robotic head that

Robots are showing up everywhere,
but as long as we can hear the servo
motors whirring as they move and
see plastic disks when we look into
their eyes, they will still be perceived
as machines —built like insects or
cars, wearing their skeletons on the
outside.

Robots are showing up
everywhere, but as long as
we can hear the servo
motors whirring as they
move, they will still be
perceived as machines.

The Path to Our Empathy
respond to and interact with you.

0
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and hear you, and 15 computers
drive 21 motors in its face as it
appropriately responds to you. You
can see a number of videos of
Kismet in action at www.ai.mit.edu/
projects /humanoid - robotics - group/
kismet/kismet.html.
Social Robots Project, the goal of

knows that when all else fails, there

Kids and pets — probably just a

are still two kinds of pictures that will

coincidence, obviously not the result

robot social barrier." Their robot,

always sell —pets and kids. Those

of a mass - marketing campaign by

Vikia, has high - quality speech and

images somehow find some kind of

which "is to overcome the human-

some segment of the Al industry, but

visual recognition that give her "a

direct route in our wiring to our limbic

what is going on at MIT and Carnegie

realistic, developing personality and

system. It's probably just a coinci-

Mellon University has the professed

rich, friendly dialogue and appear-

dence, but the last film project of

intention to put a face on HAL and to

ance." The team discovered early on

HAL's dad, Stanley Kubrick, was

give him a natural (acceptable) voice.

that giving Vikia a "flat - panel" cartoon

released in 2001, and it was a very

W
F
R

tion with humans." Kismet can see

At Carnegie Mellon there is the

Every professional photographer

Z
W
0
0
0

is specialized for face - to-face interac-

In a September article in the Jour-

face that interacted with the traffic

different kind of robot movie. The cen-

nal of Experimental Psychology.

passing by in the hall made the robot

tral character is a little- boy -lost, a

Applied, Doctors Clifford Ness and

much more approachable. (www

Pinocchio figure who is on a danger-

Kwan Min Lee outlined characteristics

2.cs.cmu.edu /afs /cs/12rowect/

ous journey trying to get back home.

that would produce synthesized

robocomp /social /www /vikia.html)

The vulnerable little boy is actually a

(robotic) voices acceptable to

robot. Late in 2001 comes the

humans. The key, they found, was

infamy, 2001? To sum up, I guess you

announcement from Japan that

agreement —either by matching the

could say his nephews and nieces

NeCoRo, a cute robot pet (a furry cat)

voice with its content (you don't read

are everywhere, and robots today are

will be available in limited supply. It

bad news cheerily) or by matching the

fuzzier, more expert at what they do,

doesn't even walk, but it does "learn"

speaker and the listener (we like best

more familiar, more acceptable, and,

about you, and its charm ($1,500

those voices that emotionally sound

most important, they are evolving to

worth of it) rests in its ability to

like our own). Introverts, for example,

look more like us. ■
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How has HAL fared in his year of

Neal Hannon, Editor

XBRL

Web Services and XBRL
THE OCTOBER ISSUE OF TWO VERY DIFFERENT
magazines, XML Magazine and The Harvard Business
Review (HBR), had something in common. Both publications featured articles about the importance of Web services, a relatively new term in the lexicon of information
technology.
Today's corporate information systems are comprised
of what John Hagel III and John Seeley Brown characterize in their HBR article, "Your Next IT Strategy," as "years
of piecemeal technology purchases... ending up with a
mishmash of disparate systems spread throughout different units." The end result is business information that is
often locked inside of information silos. Sharing data
across applications is difficult and usually accomplished
either by complex internal programming or by human
interaction in month -end meetings.
Systems movements such as enterprise
resource planning (ERP) have helped businesses solve some of these problems, but
companies still struggle with ERP implementations that impose rigid business rules on
top of existing business processes. Coping
with these problems is costly and time
consuming.
Web services seek to link servers over the
Internet to exchange data and, through the
use of Internet software and communication
protocols, combine information in unique
ways. Internally, companies can benefit by
creating information architectures that will
allow systems to easily exchange data.I In an
accounting application, consider a company
with several different general ledgers running

in various divisions around the world. A Web service
could be created where information in each separate general ledger, coded in XBRL, is retrieved upon command
from each system. Want information about executive
salaries across divisions? Find a company that can provide this Web service application, and the information is
at your fingertips. Develop the service internally, and you
have a potential application that could be sold to other
companies needing the same service. As the HBR article
points out, IT departments can become both a source of
innovation and potential developers of revenue.
Thus, Web services change the underlying principles
on which most information technology systems are constructed. Instead of individual expert systems that filter
information in and out of information silos, Web services
depend on an open architecture to accomplish true data

Figure1: Web Services and XBRL
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integration. The underlying data,
tagged in XML, breaks down the
information silos by freeing up the
data for departmental and cross functional analysis.
To understand Web services, its
useful to look at how such applications are constructed. Figure 1 gives a
breakdown of a Web services design.
There are three layers of a typical
Web services architecture: 1) Software and communication protocols,
2) the service grid, and 3) the application grid. At the foundation, Web
services depend on Internet protocols or standards to markup the data
and to make movement of data from
system to system possible. WSDL
(Web Services Description Language) language, XML, and UDDI
(Universal Description, Discovery,
and Integration) are tools that facili-
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tate the description and portability
of underlying data. Communication
protocols such as TCP /IP (for moving data from Internet server to
server), HTTP (for calling and
receiving Web pages), and SOAP
(Simple Object Access Protocol) are
required for easily exchanging information from system to system over
the Internet. XML combined with
SOAP allows information to connect
freely to other applications and then
read messages sent from them. For
example, a message transported to a
remote server using SOAP could
contain a request that the computer
send data back from the remote
server, such as the operations budget
detail for a prior month. The remote
system will respond and fulfill the
information request.
In the middle layer, you'll find a
collection of utilities for performance issues, including a business
intelligence management layer. This
is where all the definitions and logic
supporting the XML tags could
reside. The information about the
data or metadata could be housed
either on a company server or on
any server accessible over the Internet. The function of converting
XML- tagged data into business intelligence hinges squarely on good
underlying definitions that both the
machines and humans understand.
Other middle -layer functions
include systems security, auditing,
transport management, and more.
XBRL, the eXtensible Business
Reporting Language, is a fully compliant member of the XML family.
As such, XBRL can easily operate in
the XML- enabled world of Web
services. For example, let's look at a
potential application from the health
care industry.
An HMO may have contractual

relationships with hundreds of individual medical practices. If each
practice were to send required financial data to the HMO each month,
the HMO could take the raw data,
code it in XBRL, and prepare needed
reports for internal use and for distribution to various governmental
agencies. The tagging of hundreds of
sets of output from the various
financial systems could be provided
as an application function of an outside vendor who specializes in health
care financials. XBRL, operating at
the application services layer of Web
services, could provide the HMO
with the ability to increase the functionality and reportability of the
data provided to them by the medical practices.
Major companies including
Microsoft, Sun, Oracle, and IBM are
touting a new era of information
connection with XML squarely in
the center of the design. Web services architecture is here to stay, and
XBRL can play a key role in the new
Internet - connected environment. ■
1 Mike Ricciuti, ZDNet, "Microsoft weaves a
.Net over Win XP," hU://www.zdnet.corrVzdnrd
stories/news/0,4586,2818418,00.html.

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 ofthe
IMA's Information Technology
Committee, co -chair of XBRL.org's
education committee, and is the IMA's
voting representative to XBRL.org.
Co-founder of the XBRL Educational
Resource Center at Bryant College,
Neal has authored three books
and numerous articles for business
magazines.

Robert L. Barber, CMA, and James W. Brackner, CMA, CFM

Certification

CFM Program Draws Strong International Interest
of December 31, 2000, to those of December 31, 1999.
IN THE DECEMBER 2000 ISSUE OF STRATEGIC FINANCE,
Like the CMA report referred to earlier, this table is
we ranked the top 20 colleges and universities that had supmore stable than the one -year data rankings in Table 1.
plied successful Certified in Financial Management (CFM)
Sixteen of the top 20 schools in 1999 reappeared in the
candidates through December 1999. This report updates
that information based on the exam completers for the year
top 20 in 2000. Twelve schools dropped out of the top 20
in 2000 (this number would normally be four, but in
2000 and cumulative completers through December 2000.
Table 1 shows the college and university rankings based
1999 there were nine schools tied for the 20th position).
While there are no non -U.S. schools listed in the top 20,
on the number of exam completers. It compares the
rankings for the 30 -month period from July 1, 1997, to
Erasmus University of Rotterdam, Netherlands, is ranked
December 31, 1999, to the 12 -month period from JanuNo. 21 and could be in the top 20 next year if they conary 1, 2000, to December 31, 2000. (All future reports will be on an annual basis.) There are 21
universities listed because 15 are tied for the
ninth position.
December December
Some of the observations about this report are
19 9 9
2000
similar to the report on CMAs (see "InternationRank
Rank
School
al Interest in CMA Is Growing" on page 71 of the
4
1
University of Wisconsin: Madison
September 2001 issue of Strategic Finance). For
2
Erasmus University: Rotterdam, Netherlands
1
2
Indiana
University: Bloomington
example, less than half of the schools ranked in
2
University
of Maryland: College Park
the top 20 in current CFM production in 1999
2
University of Pittsburgh
remained in the top 20 in 2000. Also, several in3
6
Pennsylvania State University
ternational schools appear in the top 20 for the
7
City University of New York: Baruch College
year 2000 (Erasmus University, Rotterdam,
9
7
University of Michigan: Ann Arbor
9
Netherlands; Cairo University, Cairo, Egypt; and
American Graduate School of International Mgmt.
9
Cairo University, Cairo, Egypt
Yonsei University, Korea). This participation in9
California State University: Fullerton
dicates an even stronger international interest in
9
12
California State University: San Diego
the CFM exam than in the CMA exam. For ex9
Lehigh University
ample, graduates of non -U.S. universities in 30
9
12
Pace University
countries represent 6.3% of the historical com9
Temple University
pleters of the CFM exam while graduates of non 9
University of Florida
9
University of Iowa
U.S. universities in 19 countries represented
9
2
University of Texas: Austin
9.3% of the year 2000 CFM completers.
9
9
Walsh
College
Table 2 lists the college and university rank9
Western Michigan University
ings based on the cumulative number of CFM
9
Yonsei University, Korea
exam completers and compares the rankings as
December
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December

1999

2000

Rank

Rank

1

1

Indiana University: Bloomington

2

2

Pennsylvania State University

6

3

Pace University

6

3

University of Michigan: Ann Arbor

2

3

University of Texas: Austin

2

3

University of W isconsin: Madison

20

7

University of Pittsburgh

2

8

University of Illinois: Urbana

6

8

University of South Carolina: Columbia

6

8

University of W ashington

12

11

Arizona State University

11

Lehigh University

11

Purdue University

School

6

11

University of Pennsylvania

13

15

California State University: San Diego

6

15

Golden Gate University

20

15

New York University

15

University of Maryland: College Park

15

University of Minnesota: Minneapolis -St. Paul

15

University of Southern California

13

TABLE 3 — Universities and colleges
CFM exa m c omple ters: Inception
December
19 9 9
Rank

December
2000
Rank

School

3

1

Indiana University: Bloomington

5

2

Pennsylvania State University

12

3

Pace University

9

3

University of Michigan: Ann Arbor

4

3

University of Texas: Austin

1

3

University of W isconsin: Madison

7

University of Pittsburgh

5

8

Uni ve rsi t y of I l l i noi s: U r b a n a

13

8

University of South Carolina: Columbia

7

8

University of W ashington

16

11

Arizona State University

11

Lehigh University

11

Purdue University

11

University of Pennsylvania

15

California State University: San Diego

15

Golden Gate University

15

New York University

15

University of Maryland: College Park

15

University of Minnesota: Minneapolis -St. Paul

15

University of Southern California

15

2

tinue to supply CFMs at their cur rent rate.
As with the CMA exam, there is
broad participation in the CFM exam.
62
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Over 560 schools are represented
among the successful completers of
this exam, including 474 U.S.schools
and 89 schools from 42 other coun-

■

December

tries. Interestingly, there is a cluster of
13 schools east of the Mississippi River and north of the Mason -Dixon
Line. Only one is located in the south eastern U.S., and three of the remain ing six institutions are in California.
The trend noted last year continues to indicate that the CFM exam
may appeal to graduates of different
schools than the CMA exam. Table 3
shows that over half of the schools in
the top 20 of the CFM rankings are
either not ranked or are in the bottom 10 of the CMA rankings. This
may become even more pronounced
if the emergence of the international
interest in the CFM exam continues.
As prior reports have indicated,
the ICMA files didn't record CMA
exam completers' educational information prior to 1992.Some successful CFM completers who qualified to
take CFM Part 2 by virtue of holding
the CMA certificate are still unidentified. If you received your CMA prior to 1992 and have also completed
the CFM exam, please send your educational information, including
your name, Social Security number,
IMA member number, and name
and location of your college /university (to distinguish between schools
with the same name and initials) by
mail to: ICMA, CMA/CFM Data
Update, 10 Paragon Drive, Montvale,
NJ 07645; by fax to: (201) 573 -8439;
or by e-mail to icma @imanet.orH.
Robert L. Barber, CMA, D.H.A.,
FHFMA, is the director ofcontract
compliance for Carolinas HealthCare
System, Charlotte, N. C., and a former
member ofthe IMA Board ofRegents.
James W. Brackner, CMA, CFM, CPA,
CFE, Ph.D., is the Alcoa Professor of
Accounting at Utah State University
and a former member ofthe IMA
Board ofRegents.

Karen Sanders

E- Questions /E- Answers

Merging Two Companies
In the near future, I may have the challenge of combining two companies. A CPA
firm will guide the accounting that needs to get done, and we have a lawyer who
specializes in this type of activity for the legalities. My question focuses on the announcement to existing employees. Ideally, we want to be the ones to tell the employees of each company on the day it's officially announced (keeping the rumor
mill and anxiety to a minimum). We also want to be able to tell employees quickly
of employment changes: Who is their new boss? How will benefits be affected?

in

What operations will stay in what location? (There will be
four locations involved.) Will the name of the company
change? When will they know they're officially a part of
the new, combined company?
I'm thinking we ought to get to all four locations in one
day, if physically possible, or start late in the afternoon at
one of the locations, and hit the other three the next day. I
would appreciate any input on this process.Name wi t hheld at member's request
A l . I would suggest complete candor and honesty
when addressing the issue of employment changes. If
there is going to be a RIF (reduction in force), those
affected should be afforded
the luxury of knowing
wise, if there isn't
&
+
when to start looking
for a new job; likegoing to be a RIF,
letting the workers
know this as soon as
possible isn't soon
enough to alleviate anxiety. —Steve Shively, Accountant,
Lester Electrical ofNE, Inc.
A2. My wife's company just went through that, and I

have to say that they really [messed] it up and are still
paying for it.
1) You need a senior management team whose job is
the merger. They need to decide how things are going to
go before the announcement
or, if they don't know, there
should be a timeline for
the answers.
2) Don't blow the
p
window of opportunity the merger represents. The merger I
was a bystander to is
in trouble because they
were too political and
not enough "best -athlete" oriented.
3) Don't lie about your
eventual intentions. It helps
no one and destroys your
credibility. Don't make
promises you know you can't or won't keep just to keep
people around for a while during transition.
4) If possible, have four teams who will be at each
Decemb er 2 0 0 1
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plant at the same time with as much
in writing as possible to be handed
out.
After the announcement, keep the
information flowing and have a
mechanism for feedback.—Corporate Controller
AS. I've been through many RIFs,
and the worst experience has been
when management announced there
would be a RIF ahead of time. They
took a couple of weeks to analyze
everybody's workload (each of us
had to prepare a list of tasks we
worked on) and then announced
who would be RIFed. For two weeks,
hardly any work was done but many
r6sum6s were updated. It was a terrible period for everyone.
The least difficult RIFs are the
ones that come quickly. Each person is told with two managers present. The managers present a complete package to the employee for
review and allow the employee as
much time as possible to air any issues. For most employees, there is
no requirement to remain (they
pack up and leave the building
promptly). For key employees that
need to stay until their duties can
be transferred, a package can be
prepared that takes into consideration their need to spend time looking for a new position. (At one firm
they gave these people 20% [of
work time] off each week just for
job hunting purposes.)
[ While ushering employees out
the door quickly] may sound cold,
there are a lot of emotions flowing,
and it's better for everyone for the
employee to go home. Security
should be beefed up (and be very
visible) so there is ample manpower
in case any employees let their emotions take over. Don't leave security
to the managers because they may be
too involved to be effective. The em64
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JoinanIMAE-Mail
ExchangeToday
The questions and answers in this feature are real ones that your fellow IMA
members posted on IMA E -Mail Exchanges. The IMA offers more than 20
E -Mail Exchanges for members -13
with a focus on specific industries and
the rest focusing on other special interests such as international business,
family business, and certification. As a
member of an E -Mail Exchange, you
can send a question or comment to
hundreds of colleagues just by posting
a single message to the group address.
To learn more and sign up for this
free member benefit, log onto the IMA
website, www.imanet.o , and click on
Interest Groups Overview. Get in the
loop: Your colleagues are a tremendous
online resource.

ployees shouldn't be rushed, but
they shouldn't be allowed to tarry either. They should pack up their personal belongings and leave. We
wouldn't even let them back onto
their computer (there's too much
risk of critical reports being deleted.).—Bruce W. Johnson, CMA, ITT
Industries,Inc., Cannon Div.
A4. You might consider a videotaped presentation to be shown simultaneously at all four plants, followed by live appearances as permitted by the distances between
locations. Or live at one, with the
video simultaneously shown at the
other three.
If there are key people whom you
want to stay through the transition
but won't need at the end, you
should consider retention bonuses.
These will pay those people a set
amount, say 10 -20% of their annual
salary if they remain until they're no
longer needed. This is enough incentive for most people to stick around.

In any case, tying any severance
packages to the requirement that
people stay as long as the company
needs them will keep a lot of people
from jumping ship too quickly. A
mass stampede to the exits can be
disruptive. It would help if you can
announce the severance and retention plans at the same time you announce the merger.
By the way, unless you have an exceptionally tight - lipped organization, I suspect the rumor mill is already talking about the merger. —
Thom Rose, C M A
AS. You may want to split your
senior management into four groups
and hit all four plants at the same
time. This eliminates the informal
network from either beating you to
the punch or causing unrest ahead
of your scheduled briefing.
The way to reduce anxiety (it can't
be eliminated) is to have organization charts and notices of layoffs as
soon as possible. I think you are going to cover the questions on everyone's mind by looking at the items
you listed for disclosure.
It will be very important to identify and either eliminate or re- educate
any disgruntled employees soon after your acquisition is complete. Former managers or those that feel
slighted can wreak great havoc on
employee morale through their comments, behavior, and attempts to
evade new workplace rules. These
individuals need to be dealt with as
quickly as possible.— Robert E.
Swanson, CPA, Controller, Fulton
Industries, Inc.

LEASING ALL EMPLOYEES
Does anyone know about or
use "leased" employees? Our
VP of Finance visited a company in Georgia where all em-

ployees are leased, including

as regular employees.

upper management. If a per-

Advantages to Company (Client)

son leaves, they just call the
"leasing" company and get
another employee. —Jim M.

Advantages to Employees
• They may receive better bene-

• Many negotiations are out -

fits (especially if they work for a
small firm).

sourced (such as insurance).
• For a low fee (perhaps a percent
of the payroll), the whole pay-

Knotz

roll process is maintained by

Al. Yes, I know about leased employees, and sometimes the leasing
company does the replacement of
employees who have been terminated or quit.
Actually, it's a great idea for small
to medium businesses that can't afford a human resource specialist,
and a great tool for startups wanting
to get the best, retain the best, and
provide the best in fringe benefits
they themselves cannot afford (like
health coverage). It also can lower
workers' comp payments.B o b
Kinsler, Fixed Assets Management /Consultant
A2. All employees here are
"leased" employees (including top
execs). It's just a fancy way of saying,
"I hate to do payroll!" We outsource
our payroll and human resource
functions (termed a leasing arrangement), and in return we're able to
provide our 38 employees with benefit packages equivalent to those of
large companies. The leasing company we use doesn't handle our recruiting and hiring. We prefer to do

professionals.

that ourselves. —Carl J. Daines, CPA,
CFO, IM Thomas Forest Products
A3. Usually, this is offered by
temporary agencies. It's the outsourcing of many HR functions
from the client to the agency.

—Bruce W. Johnson, CMA, ITT Industries, Inc., Cannon Div.
Karen Sanders is editor /director

• If there is high employee

of IMA's Member Interest Groups.

turnover, it's recorded on the

You can reach her at

agency's records.

ksanders @imanet.org.

You'll Feel Almost As Comfortable
Taking The CMA/CFM Exam As You Did
'Studying For It.
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Let's think — You can study for your
CMA/CFM Exam in a generic seminar, or
simply by 'hitting the books; with no
personalized help and no promise you'll
pass all or any part of the exam.
Or. You can sit down at your discretion
for a one -on -one, interactive power study
session with the test review that guarantees you'll pass.*
MicroMash brings you never - available
before features like built -in on -disk

narnic
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personal instructor and tutor, customized
study session analysis, TexTutor® onscreen help, exam overview and prep tips,
immediate full -text answers to every
question and a completely individualized
study method.
In fact, only The MicroMash Way® lets
you study for your CMA/CFM Exam the
same way you take it...on the computer.
Old way vs. new way.
It's way easy to call this one.

Per the client's instructions, the
agency will process the payroll, provide and track benefits such as vacation accruals, insurance, etc., and

CPA, CIA, and CISA Ex ams.

MicroMash®

keep the employee on the agency's

At Your Own Pace. In Your Own Space.

payroll. Technically, the leased employees' employer is the agency, but,

1- 800 - 272 -PASS
Ref# 2232

We also offer reviews f or t h e
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and we can't afford to risk core functionality. We have
created software that fits our customers' requirements —
practical innovation, if you will. Furthermore, we didn't
create some spiffy apps that you bolt on. We opened and
extended our apps instead so that data can be shared.
MAPICS has strong B2B applications so that our
clients and their partners can access shared data. There's
also some 132C, but it mostly supports clients and their
suppliers. The midsize firms that are our customers sell to
other manufacturers or make end products sold through
a distributor. For example, Speakman Showers is a
family -owned business that sells through Home Depot.
Or M.K. Diamond makes saw blades for rotary saws to
cut tile, also through Home Depot. We give them a lot
more than an e- storefront add -on. Our customers are
very happy with our ERP /e- commerce workhorse.
SF: What advice would you give CFOs and controllers
helping guide e-commerce applications?
RC: If you're in manufacturing, work with a vendor
who knows manufacturing. Rather than throw away your
ERP chasing something new, open and extend the ERP
you have to e- commerce. Invest in yourself and your
relationships.
Our being more involved with CFOs is an interesting
by- product of e- commerce. We used to deal only with the
manufacturing and IT people, and we all spoke the same
language. Now because CFOs are so involved in the ecommerce buying decision, we've learned how to work
with them and talk about what's important to them.

SF: I'm amazed at how Wall Street analysts operated

during the dot.com madness and how they're still off target. How do you feel about meeting earnings goals yet the
analysts are so-so about MAPICS?
RC:Wall Street people have a herd mentality. They lost
sight of business fundamentals during the dot.com era.
It's so frustrating to us that they give the ERP space short
shrift. It's not glamorous enough for the analysts to follow anymore.
Wall Street went from NPV [net present value] to a
casino mentality. Did you know that gambling revenues
are higher than all professional sports revenues combined? They wanted a turn on the roulette wheel, so
today real companies that have created value both for
their customers and their shareholders for years and years
have a hard time getting their attention.
Now instead of getting back to fundamentals they're
looking for something hot to replace dot.coms. What will
it be? Telecoms? Wireless? I think there will be another
nine to 12 months of looking for the next big thing, but
then they'll be looking at companies built to last instead
of built to flip.
As far as I'm concerned, manufacturing is an honest
endeavor. It raises the standard of living of people all over
the world with innovative, pretty neat stuff.
SF: You're still mad at WallStreet?
RC:I'm angry, but I need them right now. I have a
burning desire to do right by our shareholders, to reward
them nicely, the ones who invested $9 a share at our IPO.
SF: Is building a company to last reasonable in the age
of e- commerce?

RC: It absolutely is. We support manufacturing, which
will not go away. Manufacturing is a noble endeavor.
There are economic good times and bad times, and, yes,
some people are hunkering down right now.
Our customers are cheering for us, wanting us to succeed. We're betting on our relationship with them long
term. On our employee opinion survey the top two questions most employees answered positively was "I know
how important customer satisfaction is to this company,"
and "I know how my job contributes to customer satisfaction." That tells you what we're all about. ■
Marlene Piturro, a journalist and managerial consultant
based in Hastings -on- Hudson, N.Y., has a Ph.D. in psychology and an M B A in organizational development /finance.
She has written widely about the integration of accounting
and IT in various business publications. You can reach her
at m-piturro@aol.com.
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(TQM). Systems for business execution are finding widespread favor
while little seems to be published
about the important distinction and
link between strategy and execution.
What great companies have and
other companies need is a process
for the examination, diagnosis, and
prescription for managing strategy,
execution, and the totality of their
interrelationship as it leads to shareholder returns. We aim to cover just
that kind of topic in this column.
The need for this type of work is as
much a concept to be considered as
the specific content and casework
that would support it.

Moving Forward
In the future, we will be inviting coauthors from the academic, consult-

ing, and corporate worlds to explore
with us the timely evidence of timeless strategic management concepts.
The column will not focus on flavor of- the -day tactics, although those
may be necessary to explain a certain
tenet or law of business strategy and
execution. Instead, we seek out the
long- standing elements of superior
business strategy and execution, the
stuff of Sun Tzu's The Art of War incarnate, more so than the latest Internet business model.
We welcome ideas and comments
for future articles. We believe as authors that we have a good strategy in
place, understanding well the customers' needs —your needs as readers. Now we need only execute on
that strategy, as we would profess,
and trust that we all gain from the
value created along the way. ■

Mark L. Frigo, is Eichenbaum
Foundation Distinguished Professor
ofStrategy and Leadership in the
Kellstadt Graduate School of Business at DePaul University and a
noted expert in strategy design and
execution, including Balanced
Scorecard initiatives.
Joel Litman is a principal with
DiamondCluster International, a
global business strategy and
technology consulting firm, where he
assists clients in the design and
development of Return- Driven
Strategies and in Strategic Valuation
and Performance Measurement
topics.
Feel free to send comments to either
mfriQO@depaul.edu or ioel.litman@
diamondcluster.com.

Management Group
[01 CostControllers
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 -4427
e -mail: migs @imanet.org
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LEADERSHIP
Leadership. Many have claimed it. One has achieved it.

Robert Half isthe leader in specialized financial recruiting, with offices worldwide.

Controller
Established service company is looking for a Controller to manage the entire financial function of the company. Ideal candidate
will be able to recognize trends and make recommendations, be
able to develop a business plan to implement recommendations,
have 4+ years' experience in a controller -type position, and have
extensive working knowledge of Access software. This position
involves occasional travel and requires the ability to spend time
in the field with customers, vendors, and financiers. Excellent
bonus plan and salary to $65K.

Financial Analyst
Large oil & gas company has immediate opportunity for a
Financial Analyst due to growth and expansion. This key position will work with senior management in determining appropriate costs and making projections. Ideal candidate will have an
accounting or finance degree, 5+ years of experience in the oil
and gas industry and excellent Excel skills. Company offers competitive benefits package and compensation to $90K.

Senior Accountant
Commercial property management company has been growing
steadily as a result of acquisitions and new construction, and is
seeking a Senior Accountant. This position will handle multiple
real estate properties. Responsibilities include acting as a "mini controller" of a portfolio of properties, handling diverse duties
such as cash flow projections, partnership consolidations, and
property accounting. Salary to $45K.

Controller
Entertainment entity seeks a Controller who wants a challenge
and is eager to take on enormous responsibility in managing an
18- person accounting department. Responsibilities for this position include supervising the accounting department, dosing the
books, and adding value by analyzing financial information and
making decisions based on that analysis. Candidate must be
extremely outgoing, and be able to lead management discussions.
CPA and a minimum of 6 years' accounting experience required.
Salary to $55K.

Financial Analyst
Large financial institution with $1.6 billion in assets has an
opportunity for a Financial Analyst. Responsibilities for this
position include G/L account analysis, variance and budget
analysis, month -end close procedures, new reports for management, implementation of new specialized PC software, and evaluation of current accounting procedures with recommendations
for improvement. Ideal candidate will have a degree in
Accounting, CPA a plus. Must have a minimum of 2 years' experience in a financial institution and two years of audit. Should be
able to work independently, have good people and supervisory
skills. Salary to $45K.

Senior Financial Analyst
Managed healthcare provider is seeking a Senior Financial
Analyst to prepare complex internal financial and accounting
systems data to ensure that financial reports provided to management and business units are accurately presented. Other responsibilities include special projects, preparing financial reports
(including the balance sheet and P &L for separate business
units) and consolidating on a quarterly and year -to -date basis.
Ideal candidate will possess a BA in accounting or finance and
heavy Excel and Access skills along with excellent verbal and
written communication skills. Salary to $55K.

Controller
Well- established agricultural company is seeking a Controller to
manage the overall accounting and financial responsibilities of
the company and participate in growing the business to the next
level. Responsibilities of the position include overseeing treasury,
budgeting, audit, tax, accounting, purchasing, and inventory
control. Ideal candidate will have a strong systems background
and be able to oversee multiple locations. Bachelor's degree in
accounting or finance is required. Prior experience with mergers
and acquisitions a plus. Salary to $80K.

Financial Officer.
Growing manufacturer has an immediate need for an experienced Chief Financial Officer with successful IPO experience in
a manufacturing environment. Position will use their extensive
presentation experience to raise capital. Successful candidate
must have a proven track record with raising capital and be able
to be a leader in a start -up environment. A bachelor's degree in
accounting or finance is a must. Salary to $200K.

Senior Financial Analyst
Due to strong growth over the last year, a recognized national
industry leader seeks a Senior Financial Analyst to fill a very
high- profile analysis role. Position has a very wide range of
duties, including budgeting, product pricing analysis, forecasting
revenue & production, cost analysis and advising management
on various business decisions. MBA and/or CMA/CFM /CPA
required. Company offers an excellent working environment,
highly competitive benefits, and strong opportunities for growth.
Salary from $70 -$80K.

Controller
Manufacturing company is seeking a "hands -on" Controller to
provide financial support to the President of the company.
Position will be responsible for the day -to -day accounting functions for the site, including dosing the books and standard
costing (no tax responsibilities). Supervisory experience is required
since responsibilities include supervision of one accounting support person. BS in accounting and 5+ years' manufacturing
accounting/costing experience required. Salary to $60K.

Tax Partner

Senior Accountant
A fast- growing local CPA firm with approximately 30 employees
has an immediate need for a Senior Accountant. Position
requires 3+ years' public accounting experience, auditing skills
and some exposure to tax returns. Qualified candidate must be a
degreed accountant with senior audit /public experience. This
firm prides it self on treating its employees with respect and professionalism. Salary to $60K.

Property Tax Accountant
Large energy company is looking for a Property Tax Accountant
for one of its offices. Position requires BS in accounting (CPA
preferred) with 2 -4 years' tax experience and at least 2 years of
direct experience in multi -state personal property taxation. Must
have solid technical ability to interpret tax laws and prepare general tax research memoranda. Knowledge of Burr Wolff PTS and
state /local property tax laws relating to energy industry are
pluses. Excellent benefits and salary to $59K.

Controller
Division of a very large North American manufacturer is seeking
a Controller. Position, which is open due to promotion, includes
overseeing financial reporting, monthly accounting activities
including A/P, billing and cost accounting, and financial analysis.
Person will supervise a staff of 8, including an assistant controller.
The ideal candidate will have progressive experience leading up to
controller in a manufacturing setting, as well as a professional
designation such as a CMA. Salary $65 -$75K.

Financial Analyst
Health insurance company is seeking a Financial Analyst.
Position will require the application of a detailed understanding
of financial concepts and principles to business operations and
will be responsible for specific and general financial activities/
functions, including assistance in the areas of profitability analysis, operating expense trends, business plan development, budgeting, cost accounting and other areas relating to financial or
managerial accounting and analysis. The qualified candidate will
have a BA/BS in accounting, finance, economics, business or
statistics, with 3 -5 years of relevant and progressive experience; a
CPA, CMA, MBA, or ASAP and health insurance experience are
preferred. Company offers competitive benefits package and
compensation to $45K.

CPA firm with regional operations is seeking a highly motivated
and skilled tax professional for a Tax Partner position. Position
will oversee the tax practice of the firm. Requirements include
10+ years' experience in a public tax setting and CPA designation; experience in individual, partnership, S- Corporation and
C- Corporation clientele is preferred. Ideal candidate will have
strong organization and leadership experience, excellent communication skills and desire to grow and lead a thriving tax practice.
Fantastic compensation package, including bonus and full benefits plus executive -level salary to $130K.

Public Accountant
Small, established CPA firm is seeking a Certified Public
Accountant in an extraordinary opportunity to assume ownership after a two -year transition period. Current owner is looking
to retire in the near future and would like to work with a capable
accountant and businessperson to take over the loyal client base
that has been developed over many years. CPA and public
accounting experience required. Salary $60K.

!'
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A $30- million printing manufacturer seeks a Controller. Position
will manage all of the cost accounting, variance analysis, expenses
and financial analysis and will be involved in setting up new
policies and procedures while working in different databases to
gather information to report to corporate. Responsibilities
include management of one Senior Staff Accountant on financial
statements, all of the inter - company accounts, work on the fixed
asset, and bringing the books through a full close. Strong system
and organizational skills are mandatory. The ideal candidate will
have Bachelors degree in accounting with 6+ years' experience;
MBA, CPA, or CFM is a plus. Salary to $70K.

Lead Accountant
Large power company seeks a Lead Accountant. Position will
close the books for three locations and report to out -of -state senior management. This is a hands -on role with two direct reports
and involves a great deal of analysis and daily interaction with the
Risk Manager. Ideal candidate will have experience in the power
industry, including working with traders, and have FAS 133 background. The ideal candidate will have 6+ years' experience in
accounting and a CPA, MBA, or CFM skills. Salary to $100K.

Cost Accountant

Treasurer
Financial company is seeking a Treasurer with working knowledge
of legal and financial design of public debt instruments. Position
requires sound financial analysis skills and BA/BS in quantitative
field such as finance, operations research, economic engineering;
MBA degree preferred. Ideal candidate will have 3+ years' experience in a corporate treasury department or other related analytical/
technical department. Company offers competitive benefits package and compensation to $1 101C

Organization offers an excellent opportunity as a Cost
Accountant. This high - exposure position reports directly to the
VP of Finance and is responsible for job costing, re- costing of
prior month's accruals, reclassifications, forensic accounting, variance analysis of budgets and assisting the Assistant Controller
with ad hoc general ledger functions. Must have a BS degree in
accounting with minimum 2 years' experience in a manufacturing setting. Salary to $38K.

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

Callnowfor a FREE copy of the Robert Half 2002 Salary Guide!
For more information on these and other professional opportunities, call RobertHalf at 800.474.4253
to be connected directly with your local office, or visit our website at www roberthalfcom.
A Robert Half International Company

CM A /CFM REVIEW
GLEIM /FLESHER CMA/CFM
REVIEW. The most effective way to

MICROMASH CMA /CFM REVIEW
Powerful computer -based CMA/
CFM Review builds study sessions

PASS the CMA/CFM exams. Over

based on user's individual strengths

5,000 questions. Software emulates

and weaknesses. Available by Part.

Prometric computerized format. Per

Software works efficiently in tandem

part: books $24.95, software $44.95,

with included textbooks. Comes

cassettes $64.95. Earn CPE while you

with Pass Guarantee.

study. (800) 87- GLEIM.

800 - 272 -PASS

www.gleim.com.

www.micromash.net
HELP WANTED

CLASSIFIED INFORMATION
Rates: $4.00 per word - 15 word minimum.
Advertising copy over 100 words, please call
for correct rate. Abbreviations, ZIP codes, and
phone numbers count as one word each. All
classified advertising must be prepaid by
check or credit card. Noncommissionable.

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

Closing Date: Deadline for copy is 40 days
preceding month of publication.
Copy: All advertising must be submitted in
typewritten, double-spaced form. No telephone
orders accepted. Copy may be e- mailed to
Alice Schulman at aschulman@imaneLo .
Acceptance: Publisher reserves the right to
accept or reject advertisements for Strategic
Finance Classified.
Payments: Payment in U.S. funds must
accompany each order. Mail to Strategic
Finance, Attn: Alice Schulman, 10 Paragon
Drive, Montvale, NJ 07645. Tel. (800) 6384427.

CM A /CFM REVIEW
CMA EXAM FLASHCARD
REVIEW SYSTEM. Pass Now... in a
FLASH! Over 1,000 flashcards. FREE
information kit. Call (800) 4353769. FAX (609) 724 -0679. Visit
http: / /www.tutorialgroul2. com.
Mention this ad for $20 OFF
complete set order. CFM /CPA
Flashcards also available. The

Display Rates: Please call for more
Information.

Tutorial Group, Inc., 120 Paddock
Drive, Columbus, NJ 08022.
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Need a B usiness
Professional?
Do you h a ve jobs
a va i l a bl e? Ad ver t i s e t h em
on t h e IMA Job Ba n k.
Your open positions will
be vi ewed by IMA' s h i gh l y
qua l i fi e d m e m ber sh i p
at n o cost t o your
organi zat ion . Simply
pr oce ed t o t h e
IMA websit e—
www. i m a n e t . or a —
a n d cl i ck on
Ca r e er Ce n t e r a n d
Job Ban k. T here's
a short profile to fill
out , a n d t h en you' r e
set to post.
Th an k you for gi vi ng our
m e m be r s n e w c a r e e r
opportunities,
If you n eed a ssi st a n ce,
you c a n e m a i l
lindat @imanet,ora .

CMA/CFM
CMA and CFM are
the only certifications
specifically designed
to meet the skill
sets needed by
corporate accounting
and financial
professionals —
now and into the
future.
For more information,
visit www.imanet.org
or call
800 - 638 -4427.
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Running Microsoft Office

by Charles Van Doren

2000 Premium
by Michael Halvorson and
Michael Young

1 pound 0.0 ounces

5 pounds 2.3 ounces

422 pages

1,505 pages

List price $14.00

List price $49.99

"Covers not only all the great
theories and discoveries of the
human race, but also explores
the social conditions, political
climates, and individual
men and women of genius that
brought ideas to fruition
throughout history."
(From the jacket)

"Complete in one volume, the
book takes you through the
most -used tasks and functions
of Microsoft's Premium Office
suite."(From the jacket)
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Bonus question: How did we arrive at this point, and now what do we do?
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Save
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FMNOnlineisaproductofSmartPros,aleaderincontinuingeducationfor professionals. For
more information about SmartPros products and services visit www.smartpros.com

OurnewSalaryGuideisuptodate,
accurate,comprehensive.
Andfree.

For the most recent hiring and
compensation data in the finance

industry, you needn't look any further than the
Accountemps 2002SalaryGuide.
w

Packed with useful information, our salary guide will
show you how to find the best people for your
company, compensatethem appropriately, and
implement proven retention methods.
Accountemps provides financial specialists for
your temporary needs. For over fifty years,
we've helped top companies find only the
most qualified financial specialists — for
positions ranging from bookkeepers and
crediVcollections to senior accountants
and financial analysts.
Maybe that's what makes us the
leader in specialized financial
staffing, with over 330 offices
worldwide. For your free copy,
call today or visit us online.
Ask about FREE CPE Credits!
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