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We fix it.
manage it.
collect it.
attack it.
recapture it.
resolve it.
reconcile it.
automate it.
staff it.
You profit from it.
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When a critical situation needs to be resolved
quickly and profitably, call in Creditek. Our
"S.W.A.T." Project Teams can tackle any emergency, from collecting overdue receivables to
resolving disputes and recovering deductions.
No learning curve here. Our highly skilled
experts know your industry, so they're ready
to hit the ground running. We'll take full
responsibility for getting the job done — and
delivering optimal results.
Seasonal backlogs. Account reconciliations.
Promotion dilution. Transitional situations.
Just tell us what you want, and we'll attack
swiftly, using best practices, state -of- the -art
technology and Web - enabled systems.
Since 1982 we've generated hundreds of
millions of dollars in profits for over 1000
Fortune class and smaller companies.To learn
about all the ways you can profit, call John
Schanck today at 1 800 216 -4000, ext. 376.

Moving more profit to your bottom line.

OurnewSalaryGuideisup-to-date,
accurate,comprehensive.
n d free.
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For the most recent hiring and
compensation data in the finance

industry, you needn't look any further than the
Accountemps2002 Salary Guide.
'

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
credit/collections 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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As horrific as it was in terms of lives lost, 9 -11 also should be a wake -up call for those small and mid -sized companies who do not have good disaster recovery procedures in place. At a minimum, they should have backup software, virus protection, a reliable firewall, and a security audit.

30ThePoweroftheP-Card

By BOB M A R T I N S O N, CP A

Purchase card spending at Sandia Corporation went from 25 cardholders and $500,000 in 1996 to 1,600 cardholders and $55 million today. A careful analysis by corporate accountants, however, showed that the program was still
cost effective. p

36AccountingforCustomerRelationshipsinMergersandAcquisitions

BY ALF RED M . K I N G, C M A, C F M
The Financial Accounting Standards Board's recent rules on accounting for mergers creates a disconnect between

how merger partners actually are evaluated and how FASB wants merging companies to account for the combination. This valuation expert uses some illustrative real -life examples to define the issues for prospective merger
partners with the objective of making the differences clear while adhering to the rules. Q

41EffectiveRollingForecasts

BY PHIL MONTGOMERY

Forecasting bridges the gap between the overall strategic plan and the detailed organizational budget.
Organizations can effectively plan for both the short- and long -term future by ensuring that their forecasting
process is truly strategic in nature —and not just an extended budget. 0
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electronic tools today make it easier than ever
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Letter from the President

Perspectives

Take Advantage of Local
Chapter Education I by Bob Bell, CMA, CPA
The IMA has more than 275 active chapters that meet four to 12 times a year,
which gives members over 2,500 opportunities per year to obtain education in
their local area. The system is in place. Now we need to make it more relevant to
current and prospective members.
Chapter attendance tends to be made up of Boomers,
Soft topics are great once a year, but we need hard anwith a scattering of Generation Xers. One way to draw
swers to solve our business problems. It is very important
more Xers is to have meetings during work hours. Late
that we have substantive technical programs that attract
afternoon sessions finishing at 5 p.m. to 6 p.m. are attracour members. Top speakers also will attract members. But
tive to members who have young children at home or inwe have to be careful of the "chicken and egg" problem in
volved in school activities.
that we can't have top speakers and strong programs and
It also is time to start forming new chapters. We need
have few members show up. Once we create these proonly 20 members who are committed to the
grams, we must communicate with our memidea to start one. There are several ways to do
bers and make sure that our speakers feel their
this. The local chapter can become a company
efforts and time are well spent.
chapter. By that I mean meeting within a comEducation is composed of two parts: The first
pany. The chapter can decide if it wants to
level is obtaining enough knowledge for problem
commit its members to a specific company or
identification. The second is learning how to
be open to local members. Company chapters
solve a particular problem. Many of us need the
could become powerful tools for promoting
former because we will use consultants or out certification and specific industry education.
source the solutions. We need enough compeBOB BELL
Also, student chapters could become college
tence to understand what our alternatives are. If
or university chapters that serve students and regular
we have leading or local experts as speakers at our chapmembers as well. We have over 70 active student chapters,
ter meetings, we will gain the competence we need.
which need to be counted and reported like all other
In a time when many say local education is dead, I say
chapters. Otherwise, we lose sight of them. Remember,
local education, is just beginning. With Web casts and
"out of sight, out of mind:'
teleconferencing, local educational programs will be the
It is time to "up the ante" and improve our local probest yet. And never forget that excellent education will
grams. We can do so by having joint meetings with the
create a desire for certification. Our education and certifiFEI, CPA Societies, APICS, local Chambers of Commerce,
cation will set us apart within the business community.
and local two -year and four -year educational institutions.
Don't let your area be a "laggard.' Step forward with
We also must focus our education on business topics that
strong leadership, and create a local educational environuse accounting, finance, or information technology in
ment that everyone in the community will want to
their solutions. As an example, the information technoloparticipate in! ■
gy arena is changing so rapidly that few of us can stay
current. It offers a great opportunity for local education.
Bob Bell can be contacted by e-mail at Bob@griUnshine.com.
Febr uary 20 02
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By Frank C. Minter

Do You Remember COSO?
MANY TIMES WE USE TERMS LIKE TREADWAY
and COSO without taking the time to be sure those who
are hearing or reading understand our reference. Because
COSO has embarked on a new project, it's time to review
some of the history as well as current activities with
which IMA is involved regarding COSO.
In the mid -1980s there was increasing concern over the
incidences of fraudulent financial reporting by public
companies in the United States. In 1985, in response to
this concern, the National Commission on Fraudulent
Financial Reporting was establichorl Ttc
chairman was James C. Tread,
Jr., a former commissioner of
the Securities & Exchange
Commission (SEC). The
Commission was a private sector initiative, jointly
sponsored and funded by the
American Institute of CPAs
(AICPA), the American Accounting
Association (AAA), the Institute of Internal Auditors
(IIA), the Financial Executives International (FEI), and
the Institute of Management Accountants (IMA). (At that
time our organization was named the National Association of Accountants (NAA), and FEI was Financial Executives Institute.)
The Commission was independent of the sponsoring
organizations but had an Advisory Board made up of
members of the sponsoring and other organizations. Don
Baker, a past president of IMA, served as our representative. Over the years, the Commission has become known
as simply the Treadway Commission, after its chairman.
ST RAT EGIC FINANC E
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The sponsoring groups are known as the Committee of
Sponsoring Organizations of the Treadway Commission,
or COSO.
In 1987, the Treadway Commission issued a landmark
report, Report ofthe National Commission on Fraudulent
Financial Reporting. It had a major impact on refocusing
the business community on fraudulent financial reporting
and provided a significant update on that problem
through much of the 1980s. One of its primary findings
was that public companies should maintain internal con trnlc that nrnvirlP rPacnnahly ncuiranrp
fraudulent financial report ng will be prevented or subject to early detection. The
Foreign Corrupt Practices
Act (FCPA), which had
been passed by Congress in
)77, also had as one of its reients that companies maintain a system of internal control. The problem that existed at the time was that there was no uniform
accepted guideline for the profession as to the definition
of internal control or how entities could assess their control systems and determine how to improve them.
Based on the recommendations from the Treadway report, a COSO task force conducted a review of the internal control literature that was subsequently published by
IMA. It further recommended that COSO undertake a
project to provide practical, broadly accepted criteria for
establishing internal control and evaluating its effectiveness. This resulted in COSO's issuance of Internal
Control— Integrated Framework in 1992. The report has
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become widely accepted as the
benchmark for evaluating internal controls for businesses and
other entities in both the public
and private sectors, large or small,
for profit or not.
Coopers & Lybrand public accounting firm provided the research
staff for this report and are indicated
as the authors. Tom O'Toole and Bill
Ihlanfeldt, both past presidents of
IMA, served on the advisory groups
that provided oversight to this report. They assisted with interviews,
reviewed drafts, and provided input
during the due process phase.
In the years following the issuance
of the internal control report, COSO
learned of reports of large, unauthorized losses resulting from the use of
financial derivatives products. It believed the Framework for Internal
Control would be useful in reviewing the adequacy and effectiveness of
controls over derivatives. It requested that Deloitte & Touche write a research report that would assist organizations in applying the Framework to the control of derivatives.
This report, Internal Control Issues in
Derivatives Usage,was issued in
1996. Although COSO published the
report, both the authors and COSO
cautioned that no single set of internal controls would be appropriate in
all circumstances.
Then in 1998, COSO commissioned a research project that would
examine instances of fraud since the
original issuance of the Treadway report in 1987 and provide information that would guide future efforts
to combat the problem of financial
statement fraud. Three academics
conducted this research: Drs. Mark
Beasley, Joseph Carcello, and Dana
Hermanson. They examined all of
the Auditing and Enforcement Re10
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leases (AAERs) for the 11 -year period since the original Treadway report was issued. Focusing on cases
that clearly involved financial statement fraud, they found some 300 instances of fraudulent financial reporting that had occurred during the
11 years. Their report, Fraudulent
Financial Reporting. 1987 -1997, An
Analysis of U.S. Public Companies,
was issued by COSO in 1999. Primary findings in this study were that
many of the companies involved
were small, that fraud went to the
very top of the organization, that audit committees and boards were
weak in these companies, and that
many times fraud was followed by
bankruptcy or changes in ownership.
Now COSO has embarked on another significant research study —this
one examining the broad concept of
enterprise risk management. COSO
believes that there's considerable disparity between studies on risk management and in how risk is understood and managed by businesses and
other organizations. Pricewaterhouse Coopers (PWC) is providing substantial staff time to conduct the project.
In fact, the lead PWC partner on this
study also participated in the internal
control and derivatives studies.
COSO also has established an advisory council to oversee this project.
IMA's representatives are Jerry DeFoor, from our Financial Reporting
Committee, and James deLoach,
from Andersen, who has extensive
background in the area of risk management. The study will develop a
framework for entities to use in eval-

uating enterprise risk. Surveys
and interviews have been completed, and the drafting of the
framework has begun. In order to
gain broad support and acceptance,
COSO plans to conduct extensive
due process by seeking input from a
number of constituencies outside the
accounting community and by circulating the report in draft form, seeking input and comments. Issuance of
the final report is at least a year away.
Since its establishment, COSO
hasn't been a structured organization, and its board members representing the accounting organizations
have elected to maintain its existence
to provide a mechanism for these
organizations to work together representing the profession. COSO has
no staff nor does it have a budget. Its
only source of revenue has come
from the sale of the reports it has
published. Income from a preceding
report is the source for obtaining research for future activities.
I am the current COSO board
member from IMA, and I have participated in both the current study
and the next most recent one. IMA
members who would like to know
more about any of these studies or
even obtain a copy can contact me
through e-mail. All of the earlier
studies are available from the order
department of the AICPA.
I hope this background and description will help you better understand the role of COSO and its relationship to the improvement of financial reporting as well as the terms
COSO and Treadway. If you have any
questions or comments, please email me at fcminter @aol.com.
Frank C. Minter is chair ofIMA and
the IMA representative to the Financial Accounting Foundation (FAF).

Mark L. Frigo and Joel Litman, Editors

Strategic Management

What Is Return Driven Strategy?
HOW DO BUSINESSES ACHIEVE SUPERIOR FINANCIAL PERFORMANCE?
In t his mo nt h's co lumn, we discuss Ret ur n Dr iven S t r at egy, t he fr amewor k fo r desig ning, develo ping, and evaluat ing business st rat egy dr iven t o creat e long - t er m,
su p er io r shar eho lder r et ur ns.
In our first column, we described two pillars of strategic management: business strategy and business execution. There are a plethora of methodologies for business
execution, including the Balanced Scorecard and Value Based Management. But here's a quick introduction to a
holistic, interactive model for business strategy aimed at
creating significant financial returns.

Evolution

mil-

Pxtencive

anrd

rPCParrh

tailed

The Return Driven Strategy model is a set of foundations
and tenets of business strategy aggregated from both deworld applications. The academic and
clinical research is founded on a
screening of great corporate performance over periods of 10 years or
more and then subsequently examining the commonalities in business
strategy that have led to that performance. We "best practice" the strategies of the best performers.
Turning to application, this strategy
model has been used in conceptualizing and developing
strategic initiatives in a multitude of firms ranging from
start -ups to multinationals. That work has led to an ever evolving, living, breathing framework. Return Driven
Strategy helps us to make better strategic decisions that
are focused on higher returns, abnormally high growth

rates, and sustained competitive advantages. The framework is summarized in a set of foundations and a pyramid of tenets as shown in Figure 1

The Pyramid and Its Tenets
Eleven tenets of Return Driven Strategy form a hierarchy
of interrelated activities that companies must perform to
become superstar financial performers. These tenets summarize major common themes of the strategies of great
company performance —and point out flaws or failed initiatives when examining marginal or poor performers.
The tenets are grouped as goal tenets,
competency tenets, and supporting
tenets. Great financial results are the direct result of management's focus and
commitment to them.
The three goal tenets set the tone
from the top. First and highest, business
strategy must be focused on maximizing
financial value creation,something
many companies fail to do because of
misaligned compensation plans and /or
misdirected motivations. Common examples include
managements that build fiefdoms instead of markets and
ones that seek accounting profits instead of cash flows.
But when management's attentions are correctly aligned
with shareholders, a clear path can be cut. Without question, that path is through customers. If a company domiFebruary 2 0 0 2
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nates large and high - growth
markets by fulfilling unmet customer needs,it will undoubted-

Figure 1

RETURN DRIVEN STRATEGY
+ C R E A T I O N
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SIGNIFICANT FORCES OF CHANGE
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crease need fulfillment, as
STRATEGIC VALUATION AND PERFORMANCE MEASUREMENT
Abbott Labs, Pfizer, Merck,
and Eli Lilly have demonstratgenuine assets are leveraged and creceptionally dedicated to all tenets,
ed for so many years. What company
ated within activities of the strategic
and they adjust their level of excelwould not strive to emulate Emerson
tenets, sustainable competitive adElectric and General Electric and the
lence in each tenet as changing marvantages are achieved — accompanied
kets and a changing economic envioperational effectiveness and efficiency
by abnormally high cash flow reronment require them to do that.
in which they have unquestionably
turns. This concept was discussed in
excelled, conserving economic and
The Foundations
greater detail in the November 2000
consumer resources? Clearly, the atof the Pyramid
issue of Strategic Finance and has
tention to branding in companies
since been enhanced with significantEvery great business strategy has
like Coca -Cola, Gillette, and Colgate
shown a heightened attention to the
ly more research and use.
shows the value of creating an intelways that significant forcesofchange
Finally, this entire model rests on
lectual and emotional connection
such as technological breakthroughs,
a foundation of reliable financial
between the consumer and the commajor
demographic
shifts,
and
reguanalysis geared toward the strategic
pany's offerings.
decision being made. Strategic valulatory change have led to opportuniInterestingly enough, each of
ation and performance measureties and necessary modifications.
these companies mentioned makes
for a great example of any of the
Schwab is a model of superior busiment are at the heart of the finanness strategy in the face of significial analysis that allows us to
competency tenets. Consumer goods
cant change, nimbly adjusting and
accurately screen great performers,
companies with superior financial
understand key corporate life cycles,
results are also experts in offering
capitalizing on opportunities
brought by deregulation, new inforand forecast performance to arrive
innovation. The pharmaceutical
at valuation decisions. This framemation technologies, and changing
companies we mentioned underwork can enhance the quality of
stand and execute well on the value
consumer preferences.
strategic processes from resource alIf the tenets are activities or
of branding their goods.
,'verbs," the genuine assets are nouns.
location to executive compensation
The supporting tenets summarize
five major ways that great performWhile activities can be copied by
to investor relations. The intricacies
and value of strategic valuation
competitors over time, the unique
ers excel in their competencies necnature of genuine assets —from
analysis are based on the research
essary for the right markets. From
partnering to employee engagement
valuable patents to brand equity to
and financial models used by the
economies of scale and scope —
world's top institutional investors
to strategic communications, superiand promulgated by experts such as
or performers aren't masters of a
allows companies to compete in ways
Bart Madden, the research director
particular tenet. Instead, they are exthat can't be easily mimicked. When
12
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at HOLT Value Associates and the

Usefulness is Obvious

strategic valuation and performance
measurement has provided a suitable
platform for prioritizing the myriad
of strategic opportunities available to

We have found that the usefulness of
Return Driven Strategy becomes
obvious early in its application in
strategic decision making. Examples
include the facilitation of brainstorming sessions in executive retreats,
business plan development and evaluation in entrepreneurial and intrapreneurial ventures, and as a model for teaching capstone MBA courses
and executive seminars. We have also
seen the usefulness of Return Driven
Strategy as the "first step" in getting
the strategy right when implementing
the Balanced Scorecard or Value Based Management in business execution initiatives. The hierarchical
nature of the tenets coupled with a
disciplined financial foundation in

management.
In the space of a monthly column,
we can only provide an overview of
Return Driven Strategy. For more information and resources, visit
www.returndrivenstrategy.com. We
stress the importance of an ever learning, ever - evolving, interactive
model that improves incrementally
every time it is used or some fundamental concept is incorporated into
its holistic nature. The continuous
improvement philosophy of Deming's Total Quality Management
rings true as a key element of the
strategic competency tenet of operating effectively and efficiently. We'd
like to express this same commitment to learning and growth as we

author of "CFROI Valuation.'

look to the future use and evolution
of Return Driven Strategy. ■
Mark L. Frigo is Eichenbaum Foundation Distinguished Professor of
Strategy and Leadership in the Kell stadt 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
tUfrigQ@de.paul.edu or
ioel.litman @diamondcluster.com
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Best Practices

Bob Gunn, Editor

"Level Five" Leaders
CONVENTIONAL WISDOM WOULD HAVE US
believe that great companies are built on the strength of
great CEOs who are charismatic, vocal, visible, and visionary. These are the stories the business press covers,
lauding these CEOs to the point where some have become celebrities.
But that view is turning out to be dead wrong now that
Jim Collins has published the results of his
five -year study into the secrets of con
nies that achieved outstanding perfor.
ance. His new book, Good to Great,
empirically examines the reasons why
only 11 companies (of more than
1,400 sampled) managed to transform themselves from "above average" to "superior " — outdistancing
their peer group in terms of market
capitalization by better than 3:1.
What he concludes, based on the
empirical evidence, is that these 11 fii...
had leaders who exemplify what he calls "Level Five" leadership characteristics —great personal humility coupled
with a strong will to achieve professionally. These people,
most of whose names you will have never heard (can you
name the CEOs of Kroger, Nucor, Walgreen, or KimberlyClark ?), led good businesses, often through wrenching
change, and achieved excellent performance— sustained
for at least 15 years!
It isn't the "Level Five" but the "Level Four" leaders
who get all the press and recognition. People like Larry
Ellison, Larry Bossidy, or Michael Eisner personify this
kind of celebrity CEO. No doubt they get results, but as
Collins states, "Not one of the top performing companies
had a Level Four leader."
With the evidence in hand, a question remains: Why is
14

STRATEGIC FIN AN CE

I F eb ru a ry

2002

it that "great humility" combined with "a fierce professional will" generates such powerful outcomes? What is
really at work here? The leaders themselves had a hard
time articulating the reasons for their success, often citing
luck as the key.
Actually, humility is probably the crucial attribute.
People who are genuinely humble are freed from the
tvrannv of their ego— tvrannv in the sense that
otism that:
• Causes leaders to refuse to face
acts — surely you have seen bosses
cling to a rosy view of conditions,
fearing that to admit otherwise
would, in some way, discredit
them.
* Isolates leaders from others—
business is a collective game, not
an individual pursuit, but what
appens to morale and teamwork
.., n leaders invoke rank in small
ways and large?
• Makes it hard for leaders to ask the right questions —
in fact, leaders often pride themselves on knowing allthe
answers.
e Undermines teamwork —it's hard to work collaboratively when someone wants to hog the credit.
e Paralyzes leaders when novel situations arise —
insights are hard to come by when fear takes over.
• Makes leaders refuse to share credit — causing the
best people to move on.
Perhaps you know people who have been given superlative gifts yet have the grace to wear those gifts lightly.
Isn't it wonderful spending time with them? When talented people like this see themselves as being just ordinary,
they somehow bring out the best in everyone else.

"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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Humility can be a potent foundation for faith and hope — "faith" in
the sense of knowing that something
is true in the absence of any facts to
prove it and "hope" in the sense of
realizing that possibilities can exist
that reach beyond your own personal experience.
Companies that attain superlative
performance may also depend on
leaders who take faith and hope as
givens —in other words, they have
learned to rely on them. Exceeding
past levels of performance means
leading the organization where it has
never gone before. No one can prove
that the chosen course will succeed,
and no one can use past results as
guideposts to future outcomes.
Leaders pushing for outstanding
performance know that their people
will need to do new things today
that could not necessarily have been
foreseen yesterday. Level Five leaders
have faith in people's capacity to take
action that pushes the boundaries,
and they have hope that things will
work out.
My present company, Exult, is a
start -up that was launched in late
1998. We have been remarkably successful. In three short years we have
signed seven clients, booked a backlog of $3.3 billion, and grown to
1,500 people who will generate revenues of $450 million in 2002.
In the face of these spectacular results, our leaders have managed to
remain unassuming— standing aside
and acknowledging the fact that,
time and time again, the staff has
created whatever was necessary, often out of thin air. It would be pure
hubris for us to think that any one
of us could have accomplished 1 /100
of this through his or her own individual efforts.
Collins also points to Level Five
16

STRATEGIC FINANCE

I F eb ru a ry

2002

leaders as having a "fierce will to
perform." Interestingly, to these men
and women performance means collective, not individual, accomplishment. What matters to them is how
the organization as a whole is doing,
not how good their own performance looks.
So often the phrase "willpower" is
translated to mean having power
over others. When Jack Welch speaks
about "getting under the skin of
every employee at GE" in his book,
Straight from the Gut,he's talking
about his need to exert his personal
will in guiding and directing others.
Clearly this worked out for him
since GE achieved tremendous outcomes during his tenure (although it
did not meet Collins' criteria, falling
short on the stock market performance measure).
But to Level Five leaders, "willpower" means something far different. They know that tapping the
"collective" will unleashes energy
that can generate stunning results.
They see their task as learning how
to release this latent capacity.
These leaders seem to have an utter clarity and conviction about what
the company is capable of doing, as
well as faith in people's ability to rise
to a challenge. Their clarity provides
the necessary focus; otherwise, the
collective energy could easily be dissipated. Their conviction comes into
play in the sense that they know that
talented people will find a way to
overcome whatever obstacles lie in
their path. Their assurance, certainty,
and sincerity build confidence and
erase fear —the most destructive
force in any organization.
In fact, Collins remarks on how
often these leaders attribute success
to the efforts of others and failures
to their own shortcomings. Well,

when the boss is calling himself to
account for mistakes, it's difficult for
the staff not to try even harder.
As you read this, you may be
thinking, "How can I become a Level
Five leader ?" Collins muses that perhaps each of us has the capacity to
lead with commonplace humility
and a fierce will, but he's at a loss to
tell us how to do it. That's the
$64,000 question for all of us.
Greatness comes from one
source — goodness. Finding goodness
means transcending your ego, for it
is your ego that keeps you from seeing the larger purpose of life and becoming united with others. Transcending your ego means knowing
that no matter what you accomplish,
you are nothing more than one person among the billions who are alive
at this moment, all of whom are trying to do the best they can.
When you are feeling kindness,
compassion, or love, you automatically connect with humanity and rise
above your ego. In fact, you might
even stand in awe of your own insignificance in the face of all that life.
With this consciousness, it then
becomes possible to see how your
talents may serve a larger purpose
than simply meeting your own
needs. The joy in that is what gives
you the energy to attempt the impossible —just as those Level Five
leaders did in turning good companies into great ones. ■
Bob Gunn is the co-founder ofGunn
Partners, a consulting firm that helps
companies improve the relevance and
value ofstaff 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.gunn@exult.net.

By Max Messmer, Editor

Careers

Conducting a Career Audit
If you're dissatisfied in your current position or plan on making a job change
soon, it's important to spend time defining your professional priorities. Are you
taking the right steps toward accomplishing your career goals? If not, what do you
need to do to increase your chances for success?
Conducting a "career audit" can help you focus on your objectives and develop
a strategy to achieve them. In much the same way you'd
manage a financial audit, thoroughly examine your
current job, and assess your professional attitudes and
ambitions.

Identify W hat Motivates You
Begin your career audit by determining which elements
of your position give you the greatest satisfaction. You
may be an effective project manager and team leader, but
perhaps you find more enjoyment in the hands -on work
of accounting.
Also consider what type of corporate culture best suits
your work style and personality. If you thrive in a progressive, fast -paced business environment, you may never
be happy at a company that embraces the status quo.
In addition, take a look at what you do with your free
time. Most people think of their interests as merely after hours activities, but you may be able to incorporate what
motivates you personally and professionally into the ideal
job. Perhaps those weekends spent volunteering in your
community could lead to a position as an accountant for
a nonprofit organization.
All of these considerations can help you establish
short- and long -term career objectives. It may also be
useful to imagine your dream job. How much authority

would you have? What size company would you work
for? How much business travel would be involved? Is the
type of opportunity you're seeking available at your present employer, or do you need to look elsewhere?

Consider Your Assets and Liabilities
After you've established your career goals, take a look at
how well you're preparing yourself to achieve them. Start
by creating a list of assets — useful skills, accomplishments, and resources. For example, you might include an
accreditation such as the CMA (Certified Management
Accountant). In a survey commissioned by our company,
Feb ruary 2 0 0 2

1 STRATEGIC

FINANCE

17

chief financial officers said certification can help accountants advance
professionally. Ongoing training
through trade seminars and courses
can also be valuable to your career
development.
Also be sure to list those people
you know who can help you accomplish your goals. For instance, a colleague currently working in the accounting specialty you want to
pursue may be willing to share his
or her knowledge. One of your
friends may be an expert at networking and can help you learn how
to build your base of contacts. These
individuals should also be considered assets.
The next step is to take note of
your liabilities. Your list might include a lack of software skills or a

work environment that doesn't foster professional growth. Once
you've identified these potential
negatives, turn them into positives.
For example, you might enroll in a
computer training seminar to upgrade your technical knowledge.
Partnering with a mentor can also
help you improve your skills. Or if
a promotion opportunity'isn't immediately available at your firm,
you may be able to volunteer for
new and challenging projects to
build experience and increase your
visibility.
In addition to your own assessment of your assets and liabilities,
request candid feedback from others.
Try to gather insights from as many
people as you can —and, if possible,
from those who've seen you work in

Financial Forecasts
& Budgets
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a variety of situations. Their input
can confirm that you've selected the
right career path or can guide you
toward a more rewarding one. Often,
what we see as a professional weakness is actually a strength, and vice
versa, so another's perspective can
prove invaluable.

Learn from Others
Consider getting involved with professional associations, such as your
local chapter of the IMA. Meeting
with others in your field can help
you gain a fresh perspective on your
situation. At the same time, you'll
stay up to date on the latest trends in
accounting and expand your network of contacts.
Conducting a career audit can
give you a better sense of your marketability and what it will take to
successfully go forward. Make the
necessary changes, and be proactive
in seeking out the professional opportunities that are right for you.
You'll set yourself on a positive
course for finding greater fulfillment
in your work. ■
Max Messmer is chairman and
CEO of Robert Half International
Inc. (RHI), parent company of
Robert Half O, Accountempss, and
RHI Management Resources ®.
RHI is the world's first and largest
specialized staffing firm placing
accounting and finance professionals on a full -time, temporary,
and project basis. Messmer's most
recent books are 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 er
Sons, Inc.).

Anthony R Curatola, Editor

I Taxes

Outer Space: The Newest Frontier in Taxation
COMMERCIAL PAYLOADS. SPACE TOURISM.
Communications satellites. All of these are part of the
growing evidence that business is taking place in outer
space at an increasing pace. An article in the January 1,
2000, edition of Newsweek predicted that jobs in outer space
will increase to 10% of the
economy by the year 2050.
Thus the tax consequences of
this new age are an issue that
Congress will need to tackle.

Which business
opportunities have
been identified?
In addition to the existing
possibilities, there are also
plans sounding more like science fiction —to mine asteroids and generate solar power
on space stations. Groups of
individuals have organized to
promote space tourism. Ultimately, there are some futurists who plan to colonize outer
space as the logical escape when Earth is no longer inhabitable. The problems of taxing business transactions that occur in outer space may prove to be more
perplexing than the problems we are encountering in
cyberspace. (See "Taxing e- Commerce," Strategic
Finance, May 2000.)

What is the tax jurisdiction for celestial
transactions?
A search for this answer unearths some interesting facts
about the legal framework for business transacted in
outer space, recently proposed
tax regulations, and the magnitude of the problems yet to be
resolved.
* Existing laws provide a
rudimentary framework for governing transactions in outer
space. The first international
space treaty was the "Outer
Space Treaty" of 1967. Article II
of the Treaty prohibits territorial
sovereignty. It's believed that the
Treaty was ratified at a time
when the economic opportunities in space were not well understood, but its guiding principles now have become customary international law. The United
States is among 91 countries that
ratified it.
* Article VIII of the Treaty
provides that a state party to the Treaty on whose registry
an object is launched into outer space retains jurisdiction
and control of that object.
* The Moon Treaty, effective in 1984, was facilitated
by the United Nations and ratified by nine countries. The
U.S. did not ratify that treaty, which states that neither
Febr uary 20 02
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the surface nor the subsurface of the
moon, nor its resources, shall become the property of any state and
that taxation of resource appropriation should be imposed.
* In terms of computing a U.S.
citizen's gross income for income tax
purposes, Section 61 of the Internal
Revenue Code (IRC) of 1986, as
amended, reaches far enough to tax
income earned in outer space because it taxes income "from whatever
source derived" and, therefore, even
transactions occurring without a
clear jurisdiction, as might occur in

limbers

outer space.
* Section 863 of the IRC of 1986,
as amended, specifically sets forth
complex rules for determining the
sourcing of income from space and
ocean activities. Proposed Regula-

CMA /CFM REV IEW

ComprehensiveCMA/CFMReviewCourses
75Hours oflecture&Problem Solving
4VolumeSetofWorkbooks
CD-ROMorVHSFormat
CompleteExamCoverage
Call or Visit Our Websitefor aFreeDemo

We teach success!
1-800-272-0707
www.LambersCPA.com
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tion 1.863- 8(d)(1)(i) defines space
as any area not within the jurisdiction (as recognized by the U.S.) of a
foreign country, possession of the
U.S., or the U.S., and not in international water.
* Proposed tax regulations provide two sets of rules: Section 1.8638 for determining the source of income from space and ocean activities and Section 1.863 -9 for
determining the source of income
for communications activity. The
IRS and the Treasury are interested
in receiving comments from the industries involved.
* Section 863(d)(1) states that,
except as provided in regulations,
any income derived from space or
ocean activity by a U.S. person will
be U.S. source income, and if derived by a foreign person, foreign
source income. The proposed regulations, however, contain several
exceptions to the general rule. The
exceptions reflect the concern that
U.S. persons may use a foreign corporation (for example, by incorporating a 50/50 joint venture with a
foreign person, thereby avoiding
Controlled Foreign Corporation
status) to obtain results inconsistent with the intent of this provision or that foreign persons could
engage in significant economic activities in the U.S. and avoid U.S.
taxation of income derived from
space activities.
* Exempting income from new
enterprises such as outer space to
encourage investment has many supporters. Among space bills in Congress, the "Zero Gravity, Zero Tax
Act of 2000" (H.R.3898) would
amend the IRC to exclude certain income derived from outer space for
25 years, including income from
tourism, biotech research, and phar-

maceutical manufacturing. The bill
also grants tariff -free status on the
importation of goods manufactured
in space.
* Proper jurisdiction in outer
space raises issues in terms of assessment of tariffs and property taxes.
There are also many important non tax issues, such as liability, criminal
jurisdiction, individual ownership
rights, and property rights.
* As we continue to refine a legal
framework for conducting business
in outer space, we must also ask,
"Who will be the enforcers ?" The
United Nations? An International
Commission? International Arbitration? Diplomacy?

How will space redefine
our frontiers?
Dictionaries define frontier as "an international border." Exploring business opportunities in outer space requires redefining the concept of border with 3 -D glasses. We need to think
spatially and look upward. We need to
reconsider our legal framework because, with the expansion of business
into outer space, the framework itself
is also a frontier.Diane A. Riordan,
CMA, CPA, and Elena Negru
Diane A. Riordan, CMA, CPA, Ph.D.,
is a professor ofaccounting at James
Madison University, Harrisonburg,
Va. She can be reached at
riordada @imu.edu.
Elena Negru is a recent graduate of
James Madison University's MBA
Program.
Anthony Curatola is the Joseph F.
Ford Professor ofAccounting at Drexel
University. He may be reached at
(215) 895 -1453 or
curatola@drexel.edu.

0

BY S T E P H E N

BARLAS, C H R I S T O P H E R

D O W S E T T , JIM

MAC KE Y , C U R T V E R S C H O O R ,

KAT HY W I L L I A M S

[NEWS]

Hiring the Right
Bookkeeper I Kathy Williams, Editor

MANAGING
PERFORMANCE

WHEN YOU'VE HIRED BOOKKEEPERS, HAVE YOU MADE THE RIGHT CHOICE?
Were you able to tell from the interview and their resume that they would be the best

human resources consult-

fit for the job? Now the American Institute of Professional Bookkeepers (AIPB) is

ing and software firm has

offering a free 20- minute test you can give a candidate that lets you evaluate his /her
skills beforehand. It's geared toward businesses that are on an accrual basis, not a cash

published a free booklet on
"Seven Fables and Potions

ba si s.

o f P e r fo r m a n c e M a n a g e -

Pilat NAI international

ment.' It's a quick -tips

Here are some sample questions:
1. On October 1, your calendar year company, which is on the accrual basis, signs a
$15,000 painting contract and makes a $5,000 advance, which you record in Painting Expense. If, on December 31, management tells you that 20% of the work has
been completed, you will:

vidual performance plan
ning, managing alignment

of objectives,

fe e db a ck ,

and the use of technology

a. credit Painting Expense for $2,000

1

to underpin the relationship

b. debit Painting Expense for $2,000

between managers and

c. debit Painting Expense for $3,000
d. credit Painting Expense Payable for $5,000

gu ide to su ch issu es a s indi-

their staffs. CEO Clinton
___.____

i

-

wingrove, author of the

2. While doing the bank reconciliation, you

booklet, says "It is impera-

discover in your company's bank statement a
debit of $150 for another company's check.

To correct this error, you will:
a. add $150 to the end -of- -month bank balance
b. add $150 to the end -of -month Cash balance

i

,
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tive that companies recog-

nize the relationship b e
t we e n h o w p e o p l e o p e r a t e

in the workplace, how their
wo r k i s pl a n n e d a n d e v a l -

c. deduct $150 from the end -of- -month bank balance

uated, and what conne-

d. deduct $300 from the end -of- -month Cash balance

quences they experience."
Al so a v a i la b l e a r e

The test contains 10 questions on journal entries, adjusting entries, bank reconciliation, error correction, and other key bookkeeping and accounting skills, AIPB CoPresident Stephen Sahlein says, and optional sections are available on payroll, depreciation, and merchandise inventory. Applicants won't see the hiring test ahead of time, he
adds, because each 10- question test and each optional added section are randomly
drawn from a bank of over 250 questions.
To order the test, call (800) 622 -0121, e-mail info @aipb.org, or visit the association's
website at www.ail2b.org and�click�on�the�"Free�Bookkeepers�Hiring�Test"�bar.�■

"Building a Successful Succession Planning System"
and "T he Myths of 36 0:
From witchcraft to Reality
in Multi-Rater Feedback."
To order the guides, call
(800) 338 -9701 or e-mail
info @nilat - nai.com . ■
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THE SUPERIOR METHOD
Thank you, Mr. King, for your arti-

Were Enron's Ethical Missteps a Major
Cause of Its Downfall? Curtis C. Verschoor, CMA, Editor

cleonEBITDAintheSeptember
Issue of Strategic Finance.
I havebeensayingthesame
thingfor yearsaswe consider
buyingandsellingcompanies.
Multiplesof EBITDAoffer a "quick
and dirty" lookfor reasonableness, but the NPV of future cash
flows (whichconsider theinvestment requiredinreceivables,
inventories, fixed assets, etc.) is
thesuperior method.
Robert P. Arace
VP&CFO
ARBURG, Inc.
Newington, Conn.
I'LL USE IT
Al King's articleonEBITDA [Sept.
20011 is a great article. If I had
seen it earlier, I would have used
it this semester. I will certainly
use if in future courses. It fits
perfectlywith what I teach.
Michael J. Sandretto
University of Illinois

We welcome all
opinions on
articles and
columns
published in
Strategic Finance.
E -mail
correspondence to
Kathy Williams at
kwilliams@imanet.org
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EVENTS AT ENRON CORP. DEMONSTRATE THAT THE EFFECTS OF A THUNDERSTORM,

resulting from an ethical cloud over a company, can be extremely rapid and devastatingly destructive. This once -mighty company, the world's most dominant energy
trader, suffered huge losses in market value, with most of the plunge occurring in only
a few months! Altogether, Enron shareholders and its employees' retirement accounts
have lost some $75 billion, a record high.
Certainly, faulty operating decisions could underlie some of Enron's problems. Yet it
appears that a major share of the blame for the collapse may be due to the ethical climate in the company, which allowed a series of ethical missteps to occur. Although
Enron publicly refers to its Code of Ethics, it is not a member of the Ethics Officer
Association and doesn't have an Ethics Officer to administer compliance with its code.
A
SHAREOFTHE
Enron had achieved many honors, which
include
being named the Most Innovative in
BLAMEFORTHECOLLAPSE
`erica and listed on Fortune's 100 Best
MAYBE
TOTHEETHICAL Companies in America to Work For, All -Star
List of Global Most Admired Companies,
CLIMATEINTHE
and 100 Fastest Growing Companies. Its
success led it to shift its "vision from being
the World's Leading Energy Company to becoming the World's Leading Company."1
Enron also took great pains to project an image of being a stalwart and responsible
corporate citizen. To implement its stated commitment to environmental and social
responsibility, the company established a corporate responsibility function in 2000
under the direction of a senior vice president. It also designated the Board of Directors'
Nominating and Corporate Governance Committee to provide oversight.
On the surface, Enron also appeared to have superior internal controls, including
most of the elements of an effective ethics management system in place. Its Code of
Conduct states that "business is to be conducted in compliance... with the highest professional and ethical standards.1'2 The Audit and Compliance Committee of the Board
serves as "the overseer of Enron's financial reporting, internal controls, and compliance
processes.13 Further, this Committee is responsible "to approve for recommendation to
the Board of Directors the Company's policies and procedures regarding compliance
with the law and with significant Company policies, including but not limited to, codes
of conduct expressing principles of business ethiCs."4 Enron's values are set forth in its
2000 Annual Report to Shareholders:
"Communication —We have an obligation to communicate.
Respect —We treat others as we would like to be treated ourselves.
Integrity —We work with customers and prospects openly, honestly and sincerely.
Excellence —We are satisfied with nothing less than the very best in everything
continued on page 24
we do.'5
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How to Build a Profitable Internet Business
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[ G O W T ] cont'd from p. 23

the SEC recommendations by the
end of the year that would encourage
their clients to provide better information about trading activities and
risks, including those related to energy markets. "Too often, financial
statement disclosures are plentiful
but may lack meaning," the firms
said. "Many different streams of
information —not just earnings —are
needed for informed decision making, and backward - looking financial
statements delivered on a periodic
basis no longer are sufficient to communicate real value and risk.'

Congress Breathing Down
SEC's Neck
To say that Congress will be shining a
bright light on corporate accounting
is probably an understatement. A
more apt clich6 is that some members
of the House and Senate are out for
blood. One example is the statement
by Rep. John Dingell (D.- Mich.), the
top Democrat on the House Energy
and Commerce Committee. "I want
to decorate the jails with some
deserving people," said Dingell, refer[BTHICs]

cont'd from p. 22

For at least the past seven years,
Enron's management has provided
an annual assessment of the quality
of the company's internal control
system "relative to current standards
of control criteria."6 Since 1993,
integrity and ethical values have
been recognized as the foundation of
effective internal controls. Each year
Enron's external auditor, Arthur
Andersen (now Andersen), has
expressed its unqualified opinion
that management's assertion "is fairly stated, in all material respects,
based upon current standards of
control criteria."7
24
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ring to corporate accountants and
auditors who may have perpetuated
Enron -like financial misdeeds, if in
fact there were misdeeds. Enron has
stirred Congress up in good part
because, in the words of key House
subcommittee Chairman Richard
Baker (R. -La.), "a whole bunch of
innocent people got crushed here'
Thousands of Enron employees have
seen their retirement savings devastated because many 401(k) plans were
heavily invested in Enron. In addition, millions of Americans who are
invested indirectly through other
retirement plans and mutual funds
have suffered large losses.

Caymans Agree to
"Give It Up"
Tax cheats who have been illegally
parking money in Cayman Islands
banks better start their engines and
get ready to roll. The Bush administration signed an agreement with the
Caymans on November 25 committing that British possession to share
tax information that would help the
U.S. track down violators. Treasury
Secretary Paul O'Neill called the
In spite of Enron's commitment
to ethics and apparent attention to
compliance controls, its actual ethical performance seems to have fallen
far short of its proclaimed ethical
goals. Many actions have been reported in the press indicating that
Enron's behavior was widely at variance with its stated values and code
of conduct. This may be due to the
lack of effectiveness of Enron's ethics
management system.
Revelations of substantial sums
paid to family members of the CEO
and that Enron's former CFO had
made multimillion - dollar profits
from managing several limited part-

agreement a "signal event" in curbing
tax avoidance. "It is my sincere hope
that, with the signing of this agreement, the Cayman Islands will be
recognized as a leading financial center that is committed to upholding
international standards," O'Neill said.
Senate hearings earlier this year
disclosed that the U.S. loses an estimated $70 billion in tax revenue
each year because assets are concealed in offshore tax havens.
Although many like the Cayman
Islands have little or no direct taxation, their bank secrecy laws are
more important to individuals and
businesses seeking to evade taxes in
their home countries. Manhattan
District Attorney Robert Morgenthau told senators that about $800
billion is on deposit at some 600
banks licensed in the Cayman
Islands —more than twice the
amount deposited in all New York
City banks combined. The money is
there "because those who put it there
want a free ride.... Some of this
avoidance is legal, but much of it is
not," said Morgenthau. ■
.................................................................... ...............................
nerships triggered an SEC investigation. Explanation of the purpose of
the partnerships was vague, but they
seemed to involve moving liabilities
and losses off Enron's financial statements. Additionally, even the analysts who regularly made "buy" recommendations were incensed by the
way this information was grudgingly
made public. This strategy made the
company appear to be secretive, even
arrogant. Enron's stated value of
communication (full disclosure) and
its code of conduct did not seem to
merit much consideration.
The ongoing SEC investigation
has already continued on next page

led to several restatements of prior
year results. Various unexplained
"audit adjustments and reclassifications" were made for 1997 that its
auditors had proposed but at the
time had determined to be "immaterial." Cumulatively, those immaterial
adjustments added up to nearly half
of Enron's net income reported for
1997.8 The SEC inquiry also includes
a review of the roles played by
Andersen, who has provided both
external and internal auditing services to Enron.
Enron also provided an example
of seeming inability to tell a fully
truthful story. After insisting that the
corporate treasurer wasn't associated
with the officer -run limited partnerships, it suddenly admitted that wasn't the case and discharged the
officer.9 In another potential conflict
situation, Enron employees whose
stock options and 401(k) retirement
funds had evaporated were "outraged that [the CEO] stood to profit
from a merger with Dynegy Inc. He
then was persuaded to give up a severance package worth more than $60
million.' 10
The nature and significance of the
disclosures appeared to totally
unnerve Wall Street. According to an
analyst at Goldman Sachs, addressing Enron, "The company's credibility is being severely questioned, and
there is a need for much more disclosure. There is an appearance that
you are hiding something or that
there is something going on beneath
the surface that may be question able."11 Enron has found that the
greatest risk any company faces is
the risk of loss of reputation. Once
lost, trust takes a very long time to
regain. Although Enron provided
risk management services to others,
it took risky actions itself that

destroyed its own reputation.
The choice of Deloitte & Touche
by the law firm for a special committee of Enron's Board risks conflict of interest criticism. This is the
same firm Andersen engaged to
perform the customary triennial
peer review of quality control. As
Congressman John Dingell noted,
"Given the appearance of conflicts
of interest, the public record to date
regarding allegations of professional
malpractice or worse by Andersen,
as well as the considerable damage
to investors, there appears to be little reason for the public to have
faith in Andersen or the peer review
p r o c e s s . " 12

In summary, to the outside
world Enron looked like a dependable, highly ethical, honorable, and

Accountancy and MIS, DePaul University, Chicago. His e-mail address is
cverscho�@condor.d� paul.edu.
'Enron Corporation 2000 Corporate
Responsibility Report, p. 3.
2Ibid., p. 9.
3Enron Corporation 2001 Proxy Statement,
P. 10.
Ennron Corporation 1001 Proxy Statement,
Appendix A -3.
5Ibid., p. 53.
6Enron Corporation 2000 Annual Report to
Shareholders, p. 29.
7Ibid., p. 30.
s "Basic Principle of Accounting Tripped
Enron," The Wall Street Journal, November
12, 2001, p. C1.
9"Enron Slashes Profits Since 1997 by 20 %,"
The Wall Street Journal, November 9, 2001,
p. A3.
10"Enron Chief Will Give Up Severance,"
The New York Times, November 14, 2001,
P. Cl.
1 ' "Enron Si mmers, Fr com, October 28, 2001.
12Representative John W. Dingell letter dated
November 20, 2001, to Mr. Charles A. Bow sher, Chai rman, Publ ic Oversight Board.

responsible corporate citizen. It
said and seemed to do all of the
right things to generate trust and
confidence in its policies and methods by investors, regulators, and the
general public. Unfortunately, for
not only Enron's investors, but also
its employees, Enron's ethical performance appears to have fallen far
short of the image it projected to
the world. Sadly, it appears that the
core values Enron actually practiced included deception, arrogance, concealment, and self interest rather than the values of
integrity, communication, and
respect for others that it proclaimed to the world.
The lesson for the rest of us to
apply is one we should have learned
from our parents or in kindergarten— others will pay much more
attention to what we do than what we
say. It's Ethics 101 all over again. ■
Curtis C. Versc hoo r is th e Led ger &

Quill Research Professor, School of
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Whysecuritymatersforsmalandmedium-sizebusinesses.
BY P ETE R G IANN ACO POU LOS
ALMOST UNIVERSALLY,small and medium -size companies
resist investing in information security infrastructure and
services. Invariably, it's, "I'm too small to be noticed by a
hacker —why should I bother to spend money on security
or disaster recovery?" The answer is painfully simple: the
survival of your business.
"Paranoia is good because the world is out to get you."
We use this phrase repeatedly with our clients as a
tongue -in -cheek reminder that it pays to think long and
hard about security. It doesn't matter how large or small
your company may be. Somewhere, sometime, someone
will target your company for attack, either because you
have something of value (e.g., an online casino with a
motherload of credit card numbers) or because he can
use your infrastructure as a method of obfuscation and a
launching point for an attack against a third party. In the
past, small /medium -size enterprises (SMEs) were beneath
the notice of would -be intruders, but that has changed
with the advent of plentiful poorly secured broadband
connections and affordable T1 lines.
Consider the following example:
Some time ago a small engineering firm (let's call it
XYZ Inc.) employing approximately 20 people was
referred to us by one of our larger clients with whom
they were partnered. Someone had broken into the firm's
website and defaced one of the pages. XYZ wanted us to
find out what happened and who did it, but they ultimately balked at spending a relatively small amount of
money for consulting services and refused to spend any .
cash on implementing basic IT security features like fire-

walls or intrusion detection systems. The firm thanked us
for our time but said its internal staff was easily able to
handle any remediation.
A brief period of time passed, and we learned that
XYZ had suffered a subsequent, major compromise to
its website, resulting in its main competitor acquiring
the XYZ customer list, using this list to steal clients, and,
furthermore, using the compromised Web server as a
tunnel back into their corporate LAN. The immediate
cost was several tens of thousands of dollars worth of
orders, but the more insidious long -term cost was the
destruction of XYZ's credibility. Its two largest clients
were sufficiently angry to cancel their accounts, resulting in the layoff of 25% of its staff and a very uncertain
future for XYZ.
XYZ made a common and ultimately costly mistake by
failing to appreciate the cold, hard reality of the danger
that all businesses face in today's climate. The firm didn't
understand security, couldn't or wouldn't hire sufficiently
skilled staff to securely run its operations, and blindly
leaped into electronic commerce without appreciating the
ramifications of exposing its confidential data to the
entire world without properly securing its infrastructure.
The firm's reluctance to spend several thousand dollars
on key infrastructure investments resulted in its near
bankruptcy. Someone obviously failed to accurately calculate the return on investment.
Sadly, the attitude and "security education level" of this
company is the prevalent one among most of Corporate
America. If you recognize yourself in the above example,
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you're probably wondering, "What can I do ?" The first
thing is to take information security seriously and realize
why it's important: You need to safeguard your data. The
point may seem obvious, but people seldom stop to think
how much data even a small company has and in what
forms it exists. E -mail, financial records, application
code, customer lists, marketing materials, engineering
documents —all are absolutely mission critical parts of
your business that have real dollar values attached to
them. How much has it cost you to build your customer
base? I would hazard a guess that it is hundreds of times
more than the value of a firewall, backup software,
antivirus software, and some consultant time.
At an absolute minimum, every SME must invest in
the following areas:

=

BACKUPSOFTWAREANDMEDIA

It is imperative to maintain multiple copies of your key
data in physically separate locations. Sure, most of us perform simple backups by saving a copy of critical files in
multiple locations on our hard drives, but what happens
when your hard drive fails and can't be recovered? If you
have enough data to warrant the investment, get a good
DLT (Digital Linear Tape) tape drive and a large supply
of tapes. Conduct nightly backups, and keep the tapes in
a secure location. If you can't afford a DLT or don't have
hundreds of gigabytes of data, buy a CD burner and a
bunch of blank CDs. This is cheap insurance (less than
$500) and well worth the investment.

=

ANTIVIRUSSOFTWARE

=

Many businesses skimp on their firewalls —this is a major
mistake. In an effort to shave costs, many SMEs install a
"do -it- yourself" firewall configured by someone who isn't
terribly knowledgeable about security, or, worse yet, they
forego a firewall entirely in the mistaken belief that their
ISP will protect them (they don't and never have, unless
you have explicitly signed up for a managed firewall service; read your terms of service). Many SMEs also make
the mistake of getting a cheap low -end "firewall" for $99,
thinking that it will offer them the same level of protection as more expensive alternatives. Common sense
would dictate that there is reason why one firewall costs
more than another, yet many people cease higher brain
function after reading the price tags.
A firewall that is labeled as ICSA verified means that a
truly independent third party specializing in security has
rigorously tested the product to verify that it performs as
advertised (think of this as a security "UL" label). Properly
designed and deployed firewalls are not as easily created as
you might think. Heed these words of warning: Pay for
quality! This won't be a budget buster because you can
now purchase very good entry-level ICSA certified firewalls
for around $500. We recommend that you purchase a fire wall for any type of "always -on" connection, whether it be
a cable modem, DSL line, or dedicated T1 line. All of these
big, fat pipes are big flashing targets for malicious hackers
who are planning large -scale distributed denial of service
attacks (DdoS) against other unsuspecting companies.

=
This is a mandatory first line of defense! Both McAfee
and Symantec make excellent virus scanning products
that automatically update themselves with the latest virus
definitions and can scale from a single desktop to a global
enterprise. The majority of the devastating security
attacks that have happened over the past two years
(ILOVEYOU /Lovebug and Melissa, to name two) were in
some way related to poor user judgment (i.e., downloading a suspect executable) and could have had their effects
mitigated or eliminated by updated antivirus signatures.
It bears mentioning that most people don't stay up to
date on their virus definitions through sheer sloth or,
more commonly, misconfigured antivirus (AV) software.
After installing your AV software for the first time, make
sure it's properly configured to automatically update itself
and verify that it is actually doing so on a regular basis.
Melissa and Lovebug would have been nonevents if
everyone had followed this advice religiously.
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SECURITYAUDITS

If you have a good -sized company (at least 30 users), you
should consider contracting with a qualified security consultancy to perform an audit of your operations and
make recommendations for improvements. Preventative
action taken at an early juncture can ultimately save you
huge amounts of time and expense down the line. It's far
easier to effect cultural and architectural change in a
small environment than it is in a large environment. If
you're running any type of publicly accessible Internet
services (Web servers, e-mail, VPN, etc.), it's imperative
that these items be reviewed by a security professional.
These types of services are extremely easy to misconfigure
and equally easy for a moderately skilled hacker to subvert for his /her own nefarious purposes.
We've also seen an unbelievable increase in compromises via wireless networks. If you're running any type of
802.1 lb WLAN, you absolutely must have a security pro-

fessional review your deployment immediately. A poorly
configured WLAN is the electronic equivalent of leaving
your Porsche parked outside a crack house with the keys
in the ignition and the engine running.

=

DISASTERRECOVERY

Given recent world events, there's been a huge increase of
interest in disaster recovery technology. Admittedly, a lot
of the attention is focused on companies with serious
uptime requirements (like a bank or travel reservation
system) since these firms will spend astronomical sums of
money to guarantee uptime due to the real dollar value
associated with downtime. This doesn't mean that these
types of technologies (or the necessity of planning for
catastrophes) are out of reach for the average medium size business. While it's unlikely that most firms in America need to worry about weapons of mass destruction, it's
far more reasonable to be concerned about more mundane catastrophes such as a broken water main, building
fire, storm damage, or damage from electrical surges.
What happens if your office gets flooded? Where do you
have space, equipment, or facilities? Do you have recent
backup tapes secreted in a secure off -site location? Spend
some time thinking about this.
I'm the first to admit that a lot of the issues I've raised
can seem like esoteric gobbledygook beyond the ken of
most IT organizations. Finding people who understand
this stuff is difficult. Paying them fair market value and
retaining them for any substantial length of time is even
harder! Fortunately, there are a lot of firms that specialize
in some or all of the above areas ranging from local consultancies to Fortune 500 companies that do nothing else.
Outsource these functions to someone who's dedicated
and passionate about information security. This is the
best way to gain the type of protection required for
today's business climate while freeing you from the need
to find and hire expensive specialists.
If you choose an outsourced managed security services
provider (MSSP), make sure to keep these points in mind:

=

RANCEOFSERVICES

Can the vendor offer you a suite of services that complement each other, or are they a one -trick pony? It's best if
you can find a firm with a broad range of experience and
expertise since it would most likely be able to handle the
quirks of your environment as well as provide you with
good guidance as you grow your business. When you sign
up with an MSSP, you should be buying a business relationship, not just a product. Make sure that the firm can

meet the demands of your environment and execute well.

-

REASONABLEPRICES

Security services definitely cost money to develop and
maintain properly, but not to an outrageous degree.
Charging $1OK a month for a carrier -grade firewallNPN
operation at a centralized data center with multiple
incoming OC3 circuits supporting tens of thousands of
users is (very) reasonable. Charging the same amount for
a single office with a fractional T3 line and 100 users is
not. Beware of price gouging by certain telecom vendors
who haven't realized that the IT world has changed over
the past five years. Are you allowed to make a reasonable
amount of changes in a given time period, or will you be
swamped with a $499 fee whenever you want to change
your configurations? Pay attention to the fee schedule, and
make sure that you understand what you're getting into.

=

CUSTOMERSERVICE

When you have a problem, are you able to get a human
being on the phone who knows who you are and what
your environment looks like? Is the staff competent
enough to handle problems? After all, that's why you're
paying these guys to run your operation! Get a list of
local references (preferably companies that are your size),
and check them out. You'll get a good idea of how the
vendor really performs when you speak with one of its
customers privately. If you decide to use the vendor for
consulting services, talk to the consultant who will be
handling your account and see if they understand your
business objectives. It will make a world of difference in
the quality and applicability of their recommendations
and your ultimate satisfaction.
The business landscape has changed radically since the
advent of widespread Internet access, especially electronic
commerce. Prior to 1994 or so, information security was an
extremely obtuse field dominated by academic researchers
that had daily significance only to high finance and three letter government agencies. Given the technological changes
of the past decade and the radical transformation of
business -to- business, security has become an integral part
of every company on the planet. Those who realize that
"paranoia is good" will survive and prosper. Those who
ignore this reality are doomed to failure. Wake up. ■
Peter Giannacopoulos is president of Myrmidon Networks,
Inc. (www myrmidon.net) in Norwood, Mass., a provider of
security consulting and enterprise security solutions. He can
be reached at peter@myrmidon.net.
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IT CAN SAVE
YOUR COMPANY
TIME AND MONEY.

BY BOB

MAR 'tI NSO N,

CPA

rocessing costs for a small purchase order can be higher
than the price of the item itself. Procurement cards
(p- cards) have become a wildly popular alternative to use to
buy those items by giving frontline workers the authority to
make purchases without costly and unnecessary oversight. It simplifies
the processing of small - dollar purchases.
Sandia Corporation, the company I work for, isn't alone in using
p- cards, but I think what sets us apart is the scale to which we use
them. Our program started in 1996 with 25 cardholders using their
cards 1,000 times and spending $500,000.Today we're running at
levels far beyond initial expectations. We finished last fiscal year with
1,600 cardholders, 75,000transactions, and $55 million in spending.
We're headed toward $100 million in annual spending.
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Fen L• Transaction Processing Cost Comparison
for the Year Ended September 30, 2000

o

Regardless of your p -card program's
size or your industry, my guess is we
share common themes. For instance,
how reliable are your cost savings? Have
you ever asked yourself what's an accept$50
able level of risk? When was the last time
you were convinced you were looking at
all the right performance measures? At
$40
what point does growth stop?
We've answered a lot of these ques$30
tions at Sandia Corporation, a Lock0
heed - Martin Company that operates a
$20
multiprogram national security laboratory for the U.S. Department of Energy.
With a $1.5 billion annual budget and
$10
7,500 employees, Sandia's two largest
sites are in Albuquerque, N.M., and
$o
Livermore, Calif. We also have facilities
and employees at the Nevada Test Site
in Nevada, the Kauai Test Facility in
Hawaii, and the Pantex Plant near Amarillo, Texas.

HOWTHEPROGRAMWORKS
P -cards operate like traditional charge cards. In sequence,
the user makes a purchase by presenting their card to the
merchant, the merchant is paid by the bank "acquiring"
the transaction, the bank that issued the card pays the
acquiring bank, then finally the user pays the "issuing"
bank. There's one key difference: how the issuing bank is
paid. With p -cards it's the company, not the individual
cardholder, that pays the issuing bank, and it's one payment for the consolidated total, not separate payments
for individual statements.
We're on a monthly billing cycle at Sandia. At month end, our issuing bank —U.S. Bank —sends an electronic
billing statement of all transactions, and then we wire
them payment for the consolidated total. Separately, individual cardholders use an in -house program to assign
general ledger accounts to their transactions. Cardholders
also keep the receipts.
P -cards help us by:
• Reducing the number of accounts payable invoices,
• Enabling frontline employees to make purchases within minutes instead of days by eliminating paperwork,
and
• Making it easier for vendors to do business with Sandia because there is no vendor setup, and they are paid
sooner, usually within three business days, than with
other payment options.
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P-Card

"Rapid Procurement" Method

We place a great deal of trust in frontline employees to
do the right thing. They're free to choose what to buy
(apart from a few restrictions), who to buy from (vendor
selection is open), how to buy (for example, online purchases are allowed), how much they can buy (we have a
standard $25,000 single purchase limit), and the workers'
manager, not some faceless bureaucrat, approves their
purchases. We also provide our cardholders with a convenient Web -based system that helps them assign cost codes
to each transaction.

COSTSAVINGS
Like most of you, our program started with the belief
that p -cards would have a processing cost advantage. We
knew we could eliminate costly and unnecessary oversight, but even though cost - savings estimates were drawn
up and occasionally reviewed over the years, their reliability wasn't proven.
At Sandia, there are several ways to make low -value
purchases. In addition to p- cards, workers can purchase
items needed on a recurring basis directly from designated suppliers through our just -in -time (JIT) system. They
can also use our so- called Accelerated Procurement System (APS), where a specialized group of buyers obtains
small -value commercial - off -the -shelf products. And, of
course, there are purchase orders and contracts.
P -card transactions most likely come from what
would otherwise go through APS. So we don't cannibalize established JIT contracts, JIT catalog items are dis-

RISK
Annual cost savings give us a starting point to determine
what level of risk is acceptable. We feel we can make
reasonable decisions by comparing cost savings with
estimated risks. We don't use elaborate time - consuming
techniques, but simply
• Develop a risk table of estimated exposures and
magnitude,
• Keep an eye on the average transaction size, and
• Monitor key user volume.
General risks at Sandia include the p -card program's
rate of expansion and limited product information captured at the point of sale. Sandia's decentralized management also carries risks from distributed oversight and
accountability. Then there are the inherent risks that
cardholders will simply make mistakes with judgment or
carelessness.
Along with an active corporate code of conduct, our pcard program is also supported by formal policies and
guidelines. Additional controls include:
• Mandatory training for new cardholders,
• Quarterly newsletters to share general information
with cardholders and their managers,
• Monthly reviews of volume measures to identify
changes and trends in card use,
• Quarterly self - assessments,
• Spending controls that place limits on how much can
be spent at one time or during a billing cycle, and

♦

Blocking transactions at certain merchants like massage parlors and casinos.
Taking risks, controls, and volume into
account, we develop a risk exposure
worksheet that considers how often an
event will occur, along with the size of the
-related loss. The result is a picture of
extremes in Figure 2:very large exposure,
very small exposure, and an area inbetween that might be an acceptable level
of risk.
We keep the frequency and size of
events broad. Our worksheet has only seven scenarios for
how often an event will occur, ranging from a low of
once every year to a high of 100 times per day. By design,
those are big steps. The same goes for the size of the loss,
again seven scenarios, ranging from a low of $100 to a
high of $25,000.The worksheet gives us a sense of
potential exposure in dollars. The annual cost savings
imply a commonsense cost - benefit boundary (the
acceptable risk area above). Keeping the assumptions
broad helps make this tool manageable; we can always
drill down if needed.
To demonstrate, let's say we're not sure how often cardholders will buy something we don't want on p- cards, like
food. We might start with the high- frequency extreme of
100 times per day. Further, let's say that each transaction is
for $100, where the size of the error would be low. That
intersection on our worksheet would indicate an annual
'

-

couraged from p -card use. And because
C
of their complexities, purchase orders
as well as contracts are also unlikely
alternatives for p -card transactions.
On the heels of an accounting software conversion, last year we asked our
Internal Audit department to review
APS, JIT, and p -card process costs. Using
interviews and time studies, they conducted a thoughtful analysis that considered the time of everyone involved in the
different processes, from the front line to
the back office. Their work is summarized in Figure 1.
What emerged supported our earlier estimates. Now
we have confidence in the reliability of our cost savings
because Sandia's p -cards enjoy a proven $40 processing
cost advantage over the closest alternative —the APS ($10
compared to $50).Purchase order and contract cost savings would be even larger. With 75,000 p -card transactions last year, our cost savings were $3 million.

Flue 2: Risk Exposure Worksheet
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exposure of $3.6 million ( [ 100 times per day * 361
days per year] * $100 per transaction), or point
A on the worksheet in Figure 2. Since that
exceeds last year's cost savings of $3 million,
we'd want to look further.
Experience tells us food purchases occur
on average once each week. Moving left
across the frequency axis, that intersection
would be $5,200 on our risk exposure worksheet, or point B. Experience also tells us that
the size of the error is much less than $100.
Because the low end of our expected loss scale is
$100, we can't move further down the vertical scale. But
even at $100 the exposure is insignificant, so it wouldn't
be necessary to recalibrate the worksheet (although we
easily could since it's in Excel). The conclusion: Current
food- related controls are adequate. Granted, that's an
extreme example, but that's precisely the point. You can
use this tool to quickly navigate and make reasonable
decisions.
Each scenario is different and encourages debate over
the frequency and size of the error. Some transactions
have tested this model, but it has worked well so far.
There's always the chance at least one transaction will
blow it out of the water, and at that point I expect I'll be
standing alone amid the finger pointing and newfound
reservations about the risks taken.
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60,000
0

50,000
40,000
30,000
20.000
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Two familiar questions surround performance
measures: Are we measuring the right things?
Are we measuring things right? In our experience, performance measures have been a
powerful tool to show the program's value.
It also appears that broad distribution builds
interest and support; it creates a companywide buzz, if you will.
So, are we measuring the right things? Most
F our performance measures are activity based.
come examples of what we look at include:
♦ Year - over -year changes in transactions, spending,
cardholders, and average transaction size,
• Major users,
• Industry standards and peer groups for usage rates,
spending per card, and
• Quarterly self - assessment results.
All performance measurements are regularly monitored—be it monthly, quarterly, or annually —and are
reported to a broad audience from senior management to
the front line. Ad -hoc information requests are infrequent, which might indicate we're already providing
sufficient decision - making information.
Figure 3 is one of our monthly snapshots, and it's our
bread - and - butter. It offers a quick glimpse of year -overyear changes in transactions, spending, and cardholders.
A text box shows the average
transaction amount. We disFigre 3: Transaction and Spending Volume
tribute this chart with a brief
for the Year Ended September 30
e -mail that discusses year -todate results, risk factors, and
$60
a peer group comparison.
Are we measuring things
$50
right? Information comes
from a variety of sources
$40 :°
such as the general ledger,
E
bank files, cardholders, and
N
merchants. We can't always
0
verify the accuracy of third party sources, so we're always
$20
mindful of how much we'll
rely on them. I doubt we're
unique. The old saying, "It's
$10
better to be roughly right
than precisely wrong," comes
$0
FY98
FY99
FY00
FYOl
to mind here.
(800 accounts)
(1,000 accounts)
(1,300 accounts)
(1,600 accounts)
An example of how we
FISCAL YEAR TO DATE
deal with multiple sources
a
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Fen 4. Comparison of Transaction and
Spending Volume with Purchase Orders
for the Year Ended September 30, 2001
ShareofTransactions
Lessthan$2,500

■

ShareofSpending
Lessthan$2,500

P.O.'s ■

Prourement Card

relates to the prices paid by our cardholders. There's a
concern that they'll pay too much. We could reverse
course and put low - value, low -risk transactions back
into a buyer's hands. Doing so would give up the $40
processing cost advantage. Because Internal Audit was
the source and we have confidence in the individual
auditor, we relied on their estimate. We then went to
bank files. Recall that there were 75,000 transactions last
year. Even though they're a third party, we consider
bank files to be reliable given our understanding of the
information flow. Using both sources, estimated cost
savings were $3 million last year ($40 * 75,000), suggesting that cardholders would have to be overpaying by $3
million each year to wipe out the process cost savings.
On a percentage basis, the overpayment would be 5%
($3 million process cost savings, $55 million annual
spending). Our cardholders probably have a sense of
what's a reasonable price, and with the commercial,
published price nature of their purchases, I doubt
they're overpaying on that scale. Are we convinced the
data is precise? No. Is it useful? Yes.
As an aside, we did look for opportunities to negotiate
lower pricing with merchants doing both significant
p -card business and purchase order business. Again using
multiple sources —this time the general ledger and bank
files —we identified candidates for negotiation. Results
were a mixed bag: Some pricing agreements were established, while other merchants said our volume was too
small to matter.

PROGRAMGROWTH
You probably have a target market for p -card purchases.

Ours is low - value, low -risk transactions less than $2,500.
At the end of each year we look at how much of that
"market" was captured by p -cards (it's another example
of drawing on different information sources since it pulls
from both the general ledger and bank files). We use this
to look for growth opportunities.
Look at the pie charts in Figure 4. Last year, roughly
90% of purchases less than $2,500 were made with
p- cards. The remaining 10% are the types of high -risk
transactions, like hazardous materials, that we don't want.
For future growth, we're now looking to use p -cards as
a method of payment, and that payment- method strategy
is the engine to take us to $100 million in annual spending. We're running a few pilots where releases against
blanket purchase agreements come from individual
p -card accounts. Since those blanket agreements include
our terms and conditions, we're able to manage the very
risks we typically seek to avoid with p- cards. We're still
testing, though, because we don't fully understand how
this could affect our budgeting process.
As more low - value, low -risk purchases shift into the
hands of workers, our professional buyers in our purchasing department are then able to spend more time
with strategic purchases. Strategic purchases are typically
more complicated, they have a longer time horizon, and
they're more important to the company's missions. Buyers prefer the challenges of strategic purchases, where
their contributions are noticeable and the nature of the
work is more satisfying. And in their customers' eyes,
those are the value -added services.

THECHALLENGETO"FAILFORWARD"
I once worked for a company that encouraged us to "fail
forward:' I'm applying that same philosophy to our pcard program, and that's a challenge in the p -card arena,
where the players tend to be risk averse. We're bound to
take some lumps as we aggressively expand our program,
but I believe we'll use those mistakes to build a more
valuable program for our cardholders and stakeholders. ■
Bob Martinson, CPA, runs the p -card program at Sandia
National Laboratories. (Sandia is a multiprogram laboratory operated by Sandia Corporation, a Lockheed Martin
Company, for the United States Department of Energy
under Contract DE- AC04 -94AL- 85000.) His industry
experience includes marketing, finance, and accounting
jobs in manufacturing, construction, and professional
service firms. You can reach Bob at (505) 844 -1431 or
rdmarti @sandia.Qov.
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Accounting for

Customer
Relationships
Mergers
Acquisitions
and

in

d

AN APPRAISAL

PROFESSIONAL OFFERS ADVICE.

BY ALFRED M . KI NG, C M A , C F M
Many companies are having difficulty accounting for customer relationships under the Financial Accounting Standards Board's (FASB) new
accounting rules for mergers and acquisitions— Statement of Financial
Accounting Standards (SFAS) No. 141,"Business Combinations," and
SFAS No. 142,"Goodwill and Other Intangible Assets."

m
Z

Under the new rules, which took effect July 1, 2001,only the purchase

0

method of accounting for business combinations is allowed. Intangible

In
n

assets like contracts, patents, trademarks, and licensing agreements
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must be recognized, valued, and amortized. This doesn't
include all intangible assets —only intangible assets that
meet certain criteria according to SFAS No. 141. Goodwill
will still be recorded, but under SFAS No. 142 it won't be
amortized any longer. Instead, companies must test the
dollar amount of goodwill on their books against its fair
value at least once a year.
It makes a big difference to reported earnings whether
or not an intangible asset is classified as goodwill. The
way the FASB chose to define customer - related intangible
assets actually results in most of them becoming goodwill. Acquirers welcome this because future charges to
earnings will be lower. But readers of financial statements
may not fully appreciate just what the buyer actually
acquired.
In an economy as diverse as that of the United States,
there is a tremendous range of customer relationships:
long- standing relationships based on a handshake, short term relationships with multipage contracts drawn up by
teams of lawyers, and all other kinds of contracts in
between. The FASB was uncomfortable with noncontractual customer relationships, so it decided —for accounting purposes —that customer relationships either have to
be based on legal contractual rights or have to be severable and marketable on a separate basis. This may make
good accounting, but it's a poor basis for investing millions, or even billions, of dollars in an M &A transaction.
Let's look at how SFAS No. 141 impacts accounting for
business combinations, contrasting the accounting
approach with the business approach, which, of course,
is the basis on which buyers make purchase decisions.
Few M &A transactions would be undertaken if an
acquiring company had no confidence that a significant
portion of the target's customers would remain after the
acquisition.

WHATDOESSFASNO.141SAY?
Paragraph 39 of SFAS No. 141 states:
An intangible asset shall be recognized as an asset apart
from goodwill ifit arises from contractual or other legal
ri h s [emphasis added] (regardless ofwhether those rights
are transferable or separable from the acquired entity or
from other rights and obligations). If an intangible asset
does not arise from contractual or other legal rights, it shall
be recognized as an asset apart from goodwill gnly [emphasis added] ifit is separable, that is, it is capable ofbeing separated or divided from the acquired entity and sold,
transferred, licensed, rented, or exchanged (regardless of
whether there is an intent to do so)....
38
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Paragraph A20 of SFAS No. 141 states:
If an entity establishes relationships with its customers
through contracts, those customer relationships would arise
from contractual rights. Therefore, customer contracts and
the related customer relationships are intangible assets that
meet the contractual -legal criterion....
Paragraph A21 of SFAS No. 141 states:
If a customer relationship does not arise from a contract,
this Statement requires that the relationship be recognized
as an intangible asset apart from goodwill ifit meets the
separability criterion. Exchange transactions for the same
asset or a similar type ofasset provide evidence ofseparability ofa noncontractual customer relationship and might
also provide information about exchange prices that should
be considered when estimating fair value....
Simply classifying customer relationships as either
legally contractual or noncontractual or separable or non separable fails to provide a meaningful basis for classifying many long- established business relationships. At one
end of the contract spectrum are long -term "take or pay"
contracts, which are legally enforceable. At the other end,
for example, are retail relationships, where all transactions are for cash and are anonymous. Overall, most customer relationships are informal and based on personal
relationships.
In addition, a contract without enforceable rights
doesn't generate an asset. Simply saying, "If I do the
work, you will pay me" generates little value. But an argument can be made from the perspective of a buyer that
nonlegal contracts of an acquired business are a small,
nominal asset. The buyer is saving the selling expense on
the engagements or work in progress, and this value represents the maximum amount that can be ascribed to
that informal contract.
Now let's look at several examples of situations involving customer relationships. In each, I offer my firm's
analysis, conclusions, and recommendations.

OILCOMPANY
An oil company has contracts with dealers of leased
stores. The contracts commit the dealer to buy the company's brand at market prices. In this case the contract
has value to the oil company because it "guarantees" sales
of the product. On the other hand, given that gasoline is
a commodity whose price changes daily, the company
realizes no incremental profit over and above the normal
margin obtained on sales of gasoline to any spot buyer.
An oil company may, in practice, provide a bonus payment to the branded dealer if he or she meets certain

minimum volume requirements over a certain time period.
But the commitment to pay these bonuses may be a liability, not an asset.
The valuation of the contract, in our opinion, is based
on the costs foregone of obtaining dealers. In other
words, the existing dealer contract means that the company can avoid trying to obtain a replacement. Therefore,
the value to the buyer, relative to an allocation under
SFAS No. 141, would be developed from recent marketing
experience. How much is spent in a year on dealer
recruitment? How many
dealers are obtained? If we
two or three years of
c experience to derive a
ortable "cost per dealer
btained," that unit cost
figure would be

place it under management elsewhere. The money manager has only one "legal right ": to get paid for the period of
time he or she manages the assets. No more and no less.
Here we have a contract that allows you to get paid
only through today, with no right to enforce future performance. While there's a piece of paper with two signatures, the contract itself provides no "contractual or other
legal rights." Thus, we read SFAS No. 141 paragraph 39
that without enforceable "contractual or other legal
rights" the customer relationship between the parties
does not qualify for recognition as an asset apart from
goodwill. And if you then go to the second factor, that of
separability, there is no question that a money manager
cannot go to the client and tell him the following: "By the
way, we are not managing your money anymore and have
sold your contract to a new firm who now is your new
money manager. Please pay them from now on:' The

The way the FASB chose to define customer - related
intangible assets actually results in most of them
becoming goodwill.
applied to all the existing
number of dealers as the value of the customer contracts.
The life of the asset is probably limited because dealers
do turn over. A relatively simple statistical or actuarial
analysis can be performed on historic turnover, and this
history can probably be safely applied to the value of the
current dealer contracts as derived above.

MONEYMANAGER
A money manager's clients sign contracts to have their
funds managed. Here we have a situation in which —as an
example —a pension fund places its assets with a money
manager, perhaps a bank trust company or an independent firm. There is a contract stipulating that as long as
the client leaves his or her money with the firm, the money manager will handle the investments (perhaps within
predetermined parameters). In exchange, the client will
pay the money manager a fee, either a percentage of
assets managed or a formula based on some factors of
achieving success.
That there is a contract here is unquestioned. What
isn't so clear is whether, from the perspective of the money management firm, the relationship has any value.
The issue is the fact that virtually all such contracts permit the client to withdraw the money at any time and

client would undoubtedly say, "Fine, but we will make
our own decisions, thank you very much:'
In short, if the test of accounting recognition is an
asset that arises from "contractual or other legal rights,"
then, if there are no rights, there should be no asset. If the
asset resides in the rights, and the rights are worth zero,
then the asset is worth zero.
Perhaps the FASB didn't mean to have this result.
It may be an unintended consequence of the way
SFAS No. 141 was drafted. On the other hand, there is
an entire continuum of customer relationships, and the
FASB had to make a decision somewhere along that
spectrum. By putting the emphasis on contractual
rights, it appears that a contract without enforceable
rights simply precludes accounting recognition as an
asset apart from goodwill.
Finally, the concept of separability severely limits
accounting recognition of customer relationships. In the
final analysis, all customer relationships are people based.
People relationships are very hard to separate from the
firm that employs those people. In industry after industry
we hear, "Our product is [virtually] identical to our competitors' product, but we maintain our market share
because of our customer service and the personal relationships our people have with theirs:' We don't believe
Feb ruary 2 0 0 2
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When considering an acquisition, carefully examine
the exact nature of the target's existing customer
relationships. Just because there is a written piece of
paper called "contract " —or some other word —you
must carefully examine the rights and obligations of
the party.
that in these extremely prevalent situations the value of
the relationships, whether contractual or not, falls within
the rules. Because the relationships really aren't "separable;' they fall outside the SFAS No. 141 guidelines.

PROFESSIONALSERVICEFIRM
A professional service firm signs an engagement letter
(contract) with a customer. My firm, Valuation Research
Corporation (VRC), is a professional services company.
For every engagement, we ask the client to sign our
engagement letter, which essentially says we will perform
certain work, and they will pay us. While it doesn't happen often, there have been numerous situations over a
25 -year period when a client will call up and say, "Stop
the work" because something unforeseen happened.
In such situations, what enforceable rights, if any, does
VRC have? We can't go to the client and say, "You must
let us finish the work!" Rather, all we can expect —and
can go to court for —is to demand payment for the work
performed to date.
If VRC were to be bought, what asset would the buyer
have in terms of our customer relationships? While we do
work for many firms more than once, each engagement
stands on its own. We have no contracts with clients that
say they must use us as their appraisers. Yes, there are
many recurring relationships, but they aren't contractual.
Our relationships also can't be separated and sold to
someone else. If, in practice, we subcontract some specialized work, we take full responsibility for the final values. If
we can't do the work, the client goes elsewhere. Period.
Finally, if VRC were bought, we believe that the only
value ascribable to contracts in progress would be the
work performed to date but not yet billed to clients. Inasmuch as any client can tell us to stop at any time, we
essentially have no legal or contractual rights to future
performance or future pay. In terms of revenue recognition, we earn money only when we put in the professional time. We have no right to demand that clients pay us
for work we haven't performed, even though the current
40
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engagements in progress are likely to continue irrespective of firm ownership.

AFINALWORD
The FASB had to write some rules for which customer
relationship assets had to be capitalized and which did
not. Right or wrong, they wrote the rule using a legal
contract /separability set of criteria. It's not the way my
firm has traditionally valued customer relationships. It
differs from the real economics of M&A transactions. But
SFAS No. 141 is the rule and has to be followed as written. The results, while at times counterintuitive, may be
favorable or unfavorable. This may be right; it may be
wrong. Still, few of us could have done a better job of
drafting the new statement, and we are all going to be
held to it as written.
I can suggest the following:
When considering an acquisition, carefully examine
the exact nature of the target's existing customer relationships. Just because there is a written piece of paper called
"contract " —or some other word —you must carefully
examine the rights and obligations of the party. A contract that essentially is executory in nature does not, in
my opinion, generate significant value at the date of closing an M&A transaction. In addition, you should analyze
the target's customer relationships in terms of SFAS No.
141 and No. 142 and project the effects they will have on
your balance sheet and income statement. Some customer relationship assets will probably have to be recognized and amortized over relatively short periods of time.
The Securities & Exchange Commission will be scrutinizing allocations to assure themselves that goodwill is not
being overstated and that all identifiable intangible assets
are captured and properly valued. ■
Alfred M. King, CMA, CFM, is vice chairman of Valuation
Research Corporation, an appraisal company based in
Princeton, N.J. You can reach him at(609) 243 -7013 or
al fredking @erols. com.
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MAKE SURE YOUR PROJECTIONS ARE
HIGH -LEVEL STRATEGY AND NOT JUST A
REHASH OF THE OPERATING BUDGET.

BY

PHIL

M O N T G O M E R Y

he speed of change in today's economy has generated a trend toward adopting continuous forecasting as part of the planning process. While this type of "rolling forecast"
offers many benefits, organizations often have trouble separating their forecast from and
coordinating their forecast with the operational budget. Instead of truly forecasting —which ideally
should be a higher -level projection— organizations end up preparing mid -year or even quarterly
"re- budgets," with all of the associated effort. The result is a budget that takes too much time and
effort —not a forecast that provides vision and direction.
To gain the greatest benefit from their forecasts, most organizations should step back and alter
their focus from the minutiae to a higher- level, top -down projection that is separate from but
integrated with the operational budget.
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For publicly traded companies, an earnings forecast
"miss" can have an immediate and devastating impact on
share price. And for both public and private companies,
effective allocation of resources mandates that the organization have the best possible understanding of what the
short -term and long -term future brings.
Unfortunately, most "static" annual budget processes
fail to provide a clear vision of the enterprise's impending
direction. Forecasting allows organizations to close the
gap between the overall strategic plan and the detailed
operational budget.
An ideal planning cycle includes an ongoing forecasting component that flows directly from the overall strategic plan and integrates with the operating budget. The
output from this higher -level planning system then
directly impacts the outcome of the detail budget.
This principle of a continuous /rolling forecast that
drives a target -based detail budget is a key financial component of many organizations' highest -level strategic
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planning process. The "Strategic Plan" involves many
nonfinancial processes (competitive analyses, initiative focused plans, and the like) and becomes the driver for
the rolling forecast. The forecast translates broad -based
initiatives into key statistical and operational factors and
results. The operating budget, in turn, provides plans and
budget -to- actual control functions at the lower levels of
the organization (e.g., cost center). Figure I depicts an
"Integrated Planning Cycle.'

Figure 1

Last Year
Actual

CurYear
Budget

CurYear
Ql Actual

CurYear
Q2Actual

CurYear
Q3Fcst

CurYear
Q4Fcst

CurYear
Projection

Sales Staff Headcount

41.0

45.0

47.0

44.0

46.0

46.0

45.8

Sales per Staff per Day

1,794

1,850

1,834

1,805

1,825

1,850

1,836

18,389

20,813

5,430

5,003

5,289

5,276

20,999

52.5%

50.0%

51.4%

50.8%

52.0%

52.0%

51.6%

8,735

10,406

2,639

2,462

2,539

2,533

10,172

8.2%

9.5%

9.1%

8.8%

9. V.

9.3%

9.1%

Commission Expense (000's) 1,508

1,977

494

440

481

491

1,906

Net Sales (000's)

8,429

2,297

21 01

2,269

2,253

8,920

Sales Forecast

Sales (000's)
Average Gross Margin
Cost of Sales (000's)
Commission Percentage

8,146

Figure 2: 1'he forecaster's inputs should be manageable (and measurable) parameters by which actual performance can be based. In this
case, fluctuations in staffing, productivity, or profitabliity can be directly compared.

ABEST-PRACTICESMETHODOLOGY
Once an organization has decided to perform strategic
financial planning through rolling forecasts, it should
take care that the forecast is focused appropriately and
not simply an extension of the budgeting process. To be
most effective, a rolling forecast should:
Have a clear strategic financial planning mind -set.

While a budget is a short -term plan, the forecast should
be focused on long -term strategic financial planning. It's
a "big picture" view and should be seen as an opportunity
to convert the concepts of the overall strategic plan into
specific financials, metrics, and the like. The process
should be designed to prompt managers and other decision makers to think outside the minutiae of the budget
and short -term goals and instead focus on where the
business is going.
Be performed at a more summarized level of detail.

The forecast is usually performed at a summarized
account level of detail in order to provide more meaningful "buckets" of information. Minimizing the effect of
monthly aberrations (compared to detailed account level)
reduces the complexity and effort. Managers can focus on
"the forest," not "the trees." Likewise, the forecast can be
built around grouped cost centers, perhaps at a district or
region level, further allowing managers to focus in a more
strategic manner.
Be modeled with operating metrics and parameters
instead of general updates of previous forecast figures.

Ideally, statistical information is gathered, analyzed, and
used so that financial and operational indicators —both
lagging and leading (predictive) —can be used to drive
the forecast. Statistics such as production units, dollars
per employee, and dollars per unit are intuitive and

quantifiable targets that can be easily compared.
A useful feature of the forecasting system is to visually
portray trends of such metrics. For example, a forecast
for product revenue might include the historic revenue per - salesperson ratio and allow a manager to forecast this
future rate, in combination with the expected number of
salespeople, in order t o determine future revenue (see
Figure 2 for a parameter- driven forecasting layout).
Statistic- or parameter- driven results provide a useful
basis for review of the forecast.
Closely Integrate with the operating budget. A key
concern is how to effectively integrate the ongoing strategic financial planning process with the annual operating
budget. In many organizations there is limited (or no)
linkage between the two exercises. This usually results in
top -down vs. bottom -up disconnects and may cause several rounds of revisions during the budget finalization
process. A best - practice approach provides for:
1. An easy way for the forecast manager to set mean ingful targets for the cost centers that compose the fore tasted entity— utilizing historical data when possible (see
the forecast target "push- down" example in Figure 3).
2. Forecasted targets that are visible to the cost - center
manager during the budget process. This ensures that
even the first budget submitted will be aligned with the
forecast goals.
3. Freedom for the budget manager to use his or her
judgment in determining how to adjust detail line items
in the budget to achieve the forecasted targets provided
(see budget target compliance example in Figure 4).
4 . An effective feedback loop that compares budgets
with the forecasted targets via exception reporting, allow ing reviewers to concentrate on outliers.
February 2002
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Region1
TARGETPUSH-DOWN
Sales Staff Headcount
Sales per Staff per Day
Sales (000's)
Average Gross Margin
Cost of Sales (000's)
Commission Percentage
Commission Expense (000's)
Net Sales (000's)

Region2

Yr-To-Date

Budget

Yr-To-Date

25.5

30.0

20.0

Budget

Total
55.0

11

1,933

2.100

1,675

1.90

2,009

6,212

15,750

4,222

11,875

27,625

52.5%

54.0"

49.1%

52.0"

53.1%

2,951

7,245

2,150

5,700

12,945

8.9%

9.1

9.0%

8.5 °,

8.8%

553

1,433

380

1,009

2,443

2,708

7,072

1,691

5,166

12,237

Figure I Utilizing the same sort of drivers, the organization's forecast is translated to targets at the next -lower level.
LastYear
Actual

CurYear
Budget

CurYear
Projected

NextYear
Budget

17.09

16.75

15.89

15.73

(0.161

0%

13,341

6,260

5,374

5,382

8

0.1%

14.2%

14.1%

13.0%

13.0°%

0.0%

13.2%

13.0%

12.6%

9.4%

-3.296

Wage Benefit Expense per Employee 13,341

13,009

11,256

10,926

(330)

COMPANYMETRICS

Varim
;FW*rt
i.1

PERSONNELDATAANALYSIS

1.1

Average Hourly Wage per Employee

Overtime as

%

Paid Time Off as

%

Benefit Cost per Employee
of Total Wages

of Hourly Wages

1

&

OPERATINGEXPENSEDATAANALYSIS

Total Labor - Related Expense

456,412

461,719

566,692

616,660

49,968

8.8%

Total Nonlabor Expense

160,422

182,751

220,982

230,243

9,261

4.2%

Total Expense

616,834

644,470

787,674

846,903

59,229

7.5%

COMPARISONTOTARGETS

Corporate
Target

Department
Budget

Variance

55.0

56.4

1.4

633,000

616.660

(16,340)

Other Expense

225,000

230.243

5.243

Total

858,000

846,903

(11,097)

Wages

&

Headcount
Benefits

comment

Better Than Target
11

Better Than Target

Foffe 4: The toy -down target should be visible to the manager preparing the operating budget and provide an up -to -date comparison.

MAKESUREIT'SSTRATEGY
Organizations must take care to ensure that their forecasting process is truly strategic in nature and not simply
an extended budget. By encouraging a strategic mind44
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set, keeping to a summarized level of detail, modeling
with parameters and metrics, and carefully integrating
the forecast with the detail budget process, organizations
can effectively plan for both the short- and long -term
future.
Phil Montgomery is a chief consultant at SRC Software with
more than 10 years' experience creating effective budgeting
and financial
solutions for organizations nation wide. You can reach him at PMontamerX@srcsRbare.com.
planning

forecast and the budget. A single data store provides for
consistent and accurate measurements and assures dynamis linkage between the two. It is critical, though, to allow
for different layouts and "owners" of each component.

■

S. An integrated system to create and manage both the

nature does it.

so do we.

Nature adapts to thrive in different environments. So does SRC Software.
Our financial planning systems are specifically designed to meet each client's
unique needs so that you can budget and report to your exact requirements —
using your assumptions, your methodologies, your reporting structure and more.

ADAPT.

SRC's Advisor Series" enables you to not only streamline your budgeting
process, but also dramatically improve the accuracy and effectiveness of
your planning and analysis. You'll have quicker access to better information,
resulting in more informed decision- making. With over 1,200 installations and
thousands of users worldwide, SRC Software is the leader in flexible and
sophisticated budgeting and corporate performance management solutions.

Discover the benefits of a budgeting and financial reporting system built to meet your needs.
Visit www.sresoftware.com or call 1-800 -544 -3477 to request a free demonstration CD.
B U D G E T I N G • F I N A N C I A L R E P O R T I N G • F O R E C A S T I N G • P L A N N I N G • C O N S O L I D A T I O N S • AN AL Y S I S
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Always Reaching Higher

Circle No. 6

Blending

Policy and Procedure
with Technology
By

BR

YA N T

L. C

A L D W E L L

Small companies and large corporations often have more in common than most people realize.
Whether it's a mom - and -pop shop that loses a key employee or a huge company coping with
frequent turnover, both could benefit from standardized policy and procedure, or "P &P."
Whether the policies and procedures are outlined in a manual stored on a bookshelf or are
part of an interactive database on an intranet or website, every company can —and should—
embrace the concept of standardizing their policies and procedures. Having a standardized
P &P road map not only increases productivity but allows for alignment of a company's vision.
The strategy is in some ways similar to employing manufacturing techniques: It helps create a

N
itm
Z
2
a
Cr
in
in

manageable and continuous flow of work.
The primary purpose of standardized policy and procedure is twofold: It should support the
company strategy, and it should deliver on the department's mission and vision.

J
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A successful strategy combines tactical knowledge with
strong leadership and the solid implementation of policy.
Creating a strong tie between strategy and everyday policies and procedures develops the internal support your
company needs to become —and remain — successful.
Of course this is true provided employees can see the
alignment between the strategy and P &P. If the tie to strategy and P &P is not soclear, more times than not it points
toward poorly written or, worse, lack of robust P &P.
As the mission and vision cascade from company leaders through divisions and departments, the alignment
between the two must become stronger. Examine the
P &P within the departments, and seek out the alignment.
If it isn't there, the problem could be poorly written or
nonexistent P &P.

NOWIMPORTANTISP&P?
One way to show how important it is to have standardized P &P is to examine what happens when you don't
have it. The downsides include employee inefficiencies
and a steep learning curve.
Imagine trying to accomplish a repetitive task from
memory. Most management accountants would argue
they are smart enough to remember how to do their
daily, monthly, or yearly tasks. But as their manager, you
must examine whether or not their time is better spent
correcting issues or trying to remember how to complete
the complex reconciliations needed just to determine
whether there is an issue. Besides, they can use standardized P &P as a great reference guide.
A company that experiences high turnover is also a
strong candidate for P &P. As new hires are trained, are
their questions of "Why do we do that ?" met with
"Because that's the way I was told to do it.'? If so, wellthought -out P &P presents an opportunity to reduce training costs, speed up transitions, and have your new
employees contributing at a "veteran" level in record time.
No business is too large or too small for standardized
P &P.
The benefits are clear for the corporate giant experiencing continuous change through promotions, turnover,
retirement, and various other issues. Standardized P &P is
one key ingredient to reducing the steep learning curve
experienced by newly promoted or hired employees.
Now imagine a small company that suddenly loses a key
employee who may be the only person who knew how to
do a job. You can only imagine the frustration the replacement experiences trying to recover the lost knowledge and
rebuild how the work was—or should be— flowing.
48
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Standardized policy and procedure is an excellent
benchmark by which the new person can reflect on the
current position and reevaluate whether problems exist
and whether changes are in order.
A reduction in month -end closings may be on your
department's plan, and you can achieve that metric with
the aid of standardized P &P for each closing activity,
which also gives management a linear view of how the
close is performed. By examining each procedure, management can determine whether the activity is or isn't a
closing process:
♦ If it is a closing process, how can we make it more efficient and reduce the effort required?
♦ If it is nota closing process, can we move it to a more
manageable time, streamlining the workflow?
Smoothing out the process improves productivity, lowers overtime, and reduces employee burnout.

P&PSOFTWARE
With that said, it's time to bring your P &P up to date and
into the Technology Age.
While it's helpful to have a P &P manual, it's even more
beneficial to have it in an interactive database. Moving
policy and procedure from written form to a software
database management system can be daunting, especially
if the current P &P is in the form of employee memory or
poorly written notes.
Several tools and methods are available to bring your
P &P up to date. The decision of which to choose should
be based on company size, human resources, cost, maintenance, and IT support. Here are just a few you can use
that your company probably already has available:
• Microsoft Word, a widely used word processing
program.
• Adobe PageMaker, for desktop publishing.
• Lotus Domino.Doc, a knowledge- sharing system that
tracks the dissemination of presentations, white
papers, and intellectual property.
• Microsoft Access, a database management program.
• Visual FoxPro, for developing Web pages.
These packages, which require some skill to use, can
help improve P &P documentation and interactivity. For
example, with Access or FoxPro, instead of storing
numerical data, you could create forms to store procedural information, then access it from the Web.
Another option is a turnkey package specifically
designed for policy and procedure. One such program,
ProcedureWRITE from Comprose (http: / /coml2rose.com),
is head and shoulders above its competitors in creating,

deploying, and managing P &P. The package is scalable,
allowing a small company to enjoy the benefits of a professionally delivered package. If the company grows, the
package can grow with it.
It is also well suited for publishing to a company's
intranet or the Internet, creating a virtual resource for
workers across the office or across the continent. Figure 1
shows how the knowledge database receives content and
manages the publication of the documents.
The time and effort saved by using the built -in online
tutorial and authoring aids are extremely valuable. The
authoring assistance can reduce costly labor and financial
resources that would otherwise be spent on professional
writers hired to assist with documentation. It benefits
both the seasoned and rookie technical writer alike. It can

Figure 2
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also offer such special features as drop selection for
forms, a contact list, frequently asked questions (FAQs),
and a feedback form.
System administration can be performed on a laptop
or a departmental server. Future enhancements may
include forms with workflow capability to speed form
routing and approval. The export function from ProcedureWRITE also creates the indexing and menu automatically. See Figure 2.
When it's finished, a simple click can transport you to
your policy or procedure. Then all the elements you need
to accomplish the job — including required forms, screen
shots, matrixes, tables, maps, flowcharts, and contacts —
are just another click away.
The base authoring package begins at less than $1,000.
Modules may be added at additional cost for policy and
HTML generation to publish to the Web. In my opinion,
this is the best tool for the value for a company whose
knowledge database is P &P deficient.

STEPSTOSUCCESS

II

Once your organization decides to move its P &P into the
\ccounting & Finance Policies and Procedures
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technological age, where do you start? As with any successful project implementation, you must have a plan.
Success for your policy and procedure project is no different. From my company's experience I've developed
some key points to address prior to starting such a
proposition at your company. Here is where your project
management skills will be most valuable.
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ALITTLEHISTORY
When the FASB released Statement of Financial Accounting Standards No. 95 (SFAS 95) in 1987, it created a new
requirement for presenting the cash flow statement. The
impetus for this standard was an already completed shift
in practice that saw most managers choosing to report
cash flows in lieu of working capital flows on their statements of changes in financial position. Although FASB
didn't expect to face controversy, it soon found itself
embroiled in a major difference of opinion on the question of how to report operating cash flows.
According to one view, the cash flow statement should
report gross inflows and outflows of cash for operating
activities like inventory purchases and payments to or on
behalf of employees in order to help users assess the company's vulnerability to changes in individual types of cash
flows. This view leads to using the direct method of
reporting operating cash flows.
According to the other view, the operating section of
the cash flow statement is supposed to supplement the
income statement by showing which elements of income
didn't involve cash flows. The idea is to give statement
users insight into earnings quality. This view leads to
using the indirect method that starts with net
income and works backward to net operating
cash flows.
Although a slim majority of four FASB
members favored requiring the direct method
through most of the project, testimony at
public hearings persuaded one member to
change. This switch led to a major compromise in the standard that recommends the
direct while permitting the indirect method.
The testimony that swayed the member came
from corporate accountants who said they were unfamiliar with the direct method and that their accounting systems didn't support its preparation. The end result is that
SFAS 95 allows either method.

THEPREFERREDMETHOD
Before choosing one method over the other, wise managers will weigh their relative advantages by considering
recommendations from the FASB and AIMR. First, these
words from SFAS 95 summarize the FASB's conclusions:
The more comprehensive and presumably more useful
approach would be to use the direct method in the statement ofcash flows and to provide a reconciliation ofnet
income and net cash flow from operating activities in a
separate schedule— thereby reaping the benefits ofboth

methods while maintaining the focus ofthe statement of
cash flows on cash receipts and payments. This Statement
therefore encourages enterprises to follow that approach.
(par. 119)
Managers who use only the indirect method are actually acting contrary to the following plea from the high level committee of financial analysts who produced the
AIMR's 1993 monograph, Financial Reporting in the
1990s —and Beyond:
Although the FASB has not seen fit to mandate the direct
method, and neither has the IASC, both endorse it as the
preferable method. Nothing other than inertia prevents
progressive business enterprises that seek favor with analysts from adopting the direct method. We reiterate: not
only is the direct method permitted, users offinancial
statements prefer it. (p. 67)
Even though FASB and the AIMR committee expressed
these strong preferences for the direct method, managers
of public companies continue to report only the indirect
method. In fact, the Accounting Trends and Techniques
survey produced by the American Institute of CPAs
(AICPA) for 2000 showed that only seven of the 600 sample companies use the direct method.

e4
, 1

Some unusual force, therefore, must be causing managers to keep the indirect method in such a dominant
position. One possibility is their perceptions of two costs
associated with the direct method. First, they want to
avoid any costs of modifying their accounting systems.
Second, they know that using the direct method also
requires them to present an indirect method reconciliation in a supplemental schedule. Thus, managers facing
the choice between direct and indirect reporting are
deciding whether to make, audit, and report a single calculation for the indirect method or two calculations for
the direct method. The dual reporting triggered by
choosing the direct method seems to make it the more
costly option.
Of course, the real question isn't whether the direct
F e br u ar y 2 0 0 2
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It also includes these temporary credit accounts for
recording cash disbursements:
• Cash paid for equipment;
• Cash paid to suppliers;
• Cash paid to employees.
Of course, a real system will have more of these
accounts in both categories, just as it will include more
revenue and expense accounts than we used in this
simple example.
The only differences between Tables 5 and 3 appear in
the seven entries in bold type that involve cash flows.For
example, the investment of $40,000 cash by the owners
appears as a debit to the "Cash received from owners"
account instead of the Cash account. The $3,400 cash

Table5: Journal entries with temporary

cash accounts
Cash received from owners
40,000
..........
Owners' equity
40,000

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

Equipment
3,400
.......paid
...............................
Cash
for equipment..

3,400

Inventory
55,000
.......... ...............................
Accounts
payable
55,000

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

Accounts payable
32,000
Cash paid...........................
to suppliers
32,000

.....

Cash received from customers
30,000
.....
Sales
3 0, 000

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

Accounts receivable
42,000
........................
Sales
42,000

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

Cash received from customers
37,000
Accounts receivable .....
37,000

...........

Cash received from customers
6,000
.....
Unearned revenue
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Table6: A direct method statement of

cash flows
Operating
Cash received from customers

$

payment for the equipment is recorded with a credit to
the "Cash paid for equipment" account instead of the
Cash account. Similar accounts are used to record payments on the payables, cash sales, collections of receivables, advance deposits from customers, and employee
salaries.
Table 6 shows the direct method cash flowstatement
that comes straight from the ledger. Besides supporting
the operating section, this system also facilitates preparing the rest of the cash flowstatement, including the
financing and investing sections. There's simply no need
to go through any additional analysis to determine the
amounts that appear in the statement.
As a major bonus, the system also provides an excellent
platform for managing cash because the temporary cash
accounts are a rich internal database for developing cash
budgets and analyzing performance. In fact, cash management would be made even more efficient by expanding the system's chart of accounts to include additional
cash activity accounts beyond those needed to prepare
the external cash flow statement. (For more information
on the advantages of direct method reporting for cash
management, check out the relevant article by Kevin
Trout, Margaret Tanner, and Lee Nicholas called "On

6,000

..............
Salaries expense
13,000
.............................
Cash paid
to employees
13,000
...
Salaries expense
1,000
.............................
Salaries payable
1,000
................
Cost of goods sold
44,500
Inventory ..........................
44,500
............................
Depreciation expense
600
Accumulated.....................
depreciation..
600

73,000

...................
Cash paid to suppliers
(32,000)
...............................
Cash paid to employees
1(3 000)
.............................
Cash from operations
28,000
.. ...............................
Investing
Cash paid for equipment

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

(3,400)

Financing
Cash received from owners

40.000

........................
Total increase in cash
64,600
. ...............................
Beginning balance
0
...... ...............................
Ending balance
64 600
........... ...............................

Table 8. A reconciliation of operating cash
flows to net income
Net cash from operations...........................

Cash................ ............................... 113,000
73,000

Deposits received from customers.............

Cash received from owners.........

40,000

Plus nonexpense outflows

Cash paid to suppliers .................... 32,000
Cash paid to employees ................. 13,000

Cash............ ...............................

28,000

Less nonrevenue cash Inflows

Cash received from customers....

Cash paid for equipment ................

$

Table 7: Closing entries for temporary
cash accounts

(6,000)

Inventory expansion.......... .........................

10.500

Net cash from income producing events....

32,500

Plus revenues that did not create cash

3,400

Uncollected credit sales.............................
48,400

Track with Direct Cash Flows" that appeared in the July
1993 issue of Management Accounting.)
Note that this system causes the cash account balance
to equal its beginning balance until the temporary cash
accounts are closed at year -end using the closing entries
shown in Table 7. When they are posted to the Cash
account, its ending balance equals $64,600. Of course,
interim cash balances can be found at any date by adding
the balances of the temporary accounts to the beginning
cash balance.

ONELASTPOINT
As we mentioned, SFAS 95 requires managers who select
the direct method to also present a supplemental schedule reconciling net income and operating cash flow.
Although our fast -track system doesn't fully support this
task, management accountants can prepare the reconciliation with essentially the same processes they now use.
But keeping in mind that the goal of presenting the
reconciliation is to provide an understandable description
of noncash operating events, we suggest that you present
it with an inverted format that starts with the net operating cash flow and works down to net income. The reconciliation in Table 8 illustrates our idea by beginning with
the operating cash flow of $28,000. This number is first
adjusted to remove the effects of nonincome cash flows,
including the advances received from customers and
expenditures to expand the inventory. This step increases
the amount of useful information by showing the total
operating cash flows from events that affect net income.
Next, we reconcile this intermediate total to net
income to gain the advantage of not giving the reconciling items reversed signs. For example, instead of the non intuitive process of subtracting noncash revenues, we add

5,000

Less expenses that did not use cash
Depreciation............... ...............................

(600)

Accrued salaries......... ...............................

(1,000)

Accrued expenses....... ............................... 2(3.000)
Net income................. ...............................

12 900

them, just as they appear in the income statement.
Instead of adding back noncash expenses, we subtract
them, just as they appear in the income statement. Furthermore, the format would add gains and subtract losses
instead of the confusing practice of subtracting gains and
adding losses. Thus, we believe this format is much easier
to understand than the traditional indirect presentation
shown in Table 4.

THEFUTURE
Of course, we haven't addressed the technical issues that
management accountants and financial managers will
encounter in modifying their specific software packages to
accommodate temporary cash accounts. We encourage
you to experiment by creating subsidiary accounts or temporary accounts as allowed by your particular system. We
hope that it won't be long until system designers include
this feature in their packages. This innovation would certainly make the fast track even easier to get on and accelerate the harvest of the direct method's advantages. ■
Paul B. W. Miller, Ph.D., CPA, is a professor of accounting
at the University of Colorado at Colorado Springs and can
be reached at (719) 262 -3590. Paul R. Bahnson, Ph.D.,
CPA, is an associate professor of accounting at Boise State
University and can be contacted at (208) 426 -2190. You can
e -mail both of them at paulandpaul @gfr.biz.
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affect you in 2001, a comprehensive tax library, and
it instantly retrieves wage,
mortgage interest, and
investment data from participating companies. One
federal a -filing is yours
free after the mail -in
rebate. You can import
MAX t ax p repa rat io n so ft wa re

Quicken and QuickBooks

ItsDeduct ible

data with the program's

Tax Season
Help
ATX Inc. has added a
number of new features to
its popular MAX tax
preparation software. The
basic MAX program covers all federal (more than
50 programs), all state and
city (more than 300 programs), and all inclusive
forms (more than 6,000)
including city, school district, sales and use, applications, foreign, estate,
gift, and so on. It is a
comprehensive package
for tax professionals that
comes with a unique Total
Tax Season Guarantee.
The forms are self - linking
from one field to any
other, it has built -in
spreadsheets, and you can
add notes on the forms.
New this year is the ability
to prefill any form and
save it as a template,
Unlimited E -file Service
for $100, and a Web
organizer that is built in at
no extra cost. Other new
features let you open
forms with Quick Pick,
filer /spouse split calculations, tax data warehouse,
integrating archiving sys60
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tem, accounts receivable
module, work -in- progress
tabs, and a -file manager.
You can try MAX online
at www.atxinc.com. The
company also has a tax
forum online at
www.ATXers.com.
Circle No. 50

Just -In -Time Import, as
well as transfer tax data
from last year's return
prepared on TurboTax or
TaxCut® programs.
Circle No. 51

ing to computers. In addi-

Two programs from the
IRS should accelerate and
simplify tax filing for individuals, businesses, and
tax professionals.
IRS a -file is the fastest way
to file and pay income
taxes electronically. Upon
receipt of your transmission, the IRS checks for
errors and missing information, returning refunds
in half the usual time. If
you owe a balance due,
you can file and pay with
direct debit from a bank

tion, ItsDeductible tracks

account or credit card.

monetary, mileage, and
out -of- pocket donations.
The current edition of the
program bases its values
on the annually updated
estimates approved by the
IRS. There are two versions of the software —a
personal edition and a
professional version
designed for tax professionals with multiple
clients. The program
comes with one free year
of audit protection. You

Privacy and security are
assured, and you can create your own Personal
Identification Number
(PIN) and file a completely paperless return—
no forms to mail. IRS
e -file is more accurate
(less than a 1 % error rate)
than a paper return, and
you get electronic
acknowledgment within
48 hours that your return
has been accepted. The
IRS EFTPS (Electronic

www.turbotax.com
In a year when charitable
donations will be included

TurboTax® Deluxe from
Intuit incorporates all of
the features of the basic
TurboTax program with
additional features like
IRS Publications, Video
Advice from financial
experts, tax planners, and
IRA and Life Events Planners. With the Deluxe edition you get one free state
product download for tax
year 2001. There are
explanations of how the
new Tax Relief Act will
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can purchase ItsDeductible
on CD or online at
www.itsdeductible.com.
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as deductions on many
returns, the ItsDeductible
program has additional
relevancy. The software
determines and tracks
donations, and provides
fair market values for
noncash contributions for
thousands of commonly
donated items from cloth-

and avoids the truly
steep learning curve
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Welcome to the home o( IRS r J IL QtS ep L o u.ed by m,@a,u of
ruvfied tat ryns each
P_de a mote convnurvt method of
yea tothe
9mg Che
r t au. B,owse
oeloemavwI
ov there
Pale,
w'ktemme
lTerv. thckcomamrd
mto the (vcoe
and
1: r dJi.,o
k D,.rm,
9e yow turn ekaromcary dus vrar wah aF

P l , . , , R , Ae

many of Photo -

lftic►ic T.e Oal. Y...fu I

Nen Ge

'i.v 7u So1odvvr

MS sf i k P — C. P al e

MS ha, pamrrrd wN vanev, ptrvate
md—y . .. pamer to bang tnpsym

affordabl' cotrvmrm, u,er fnmdty
View mteeactrve I,reavrvv wdeo, about 1 oP.. — --h dmy I I. t I

IRS a -f ile

( Michael Castelluccio, Editor

it does have are

e _hiv

0 - S l I U M N end P ri —Y P o l k

TRS T.kv, vn 3.1,t C,mm =

Platoandthe
WordProcessor

■ SOME PEOPLE WORRY about mouse clicks and key-

shop's features that

strokes and the effect they have on the nerves that

permit sophisticated

snake through our wrist bones. Others are concerned

image editing in a

about the vapors that float in the clean rooms where

guided environ-

computer chips are quietly forged. But does anyone worry

ment. There is a

about the effect technology might have on the way we

great deal of help

think —on our thought processes? W hy is it reasonable to

along the way with a

investigate, measure, and analyze cell -phone radiation

Quick Start screen,

that goes through our heads, eye- strain from computer

Federal Tax Payment Sys-

Recipes and Hint palettes

staring, and the chiropractic liabilities from lugging around

tem) is for tax practition-

that teach editing tech-

a laptop, and yet pay no attention to how computers

ers, accountants, and

niques, and a File Browser

might be changing the way we deal with ideas. Maybe we

payroll companies. If you

that lets you work with

just assume that since computers can't think, there is no

are responsible for making

thumbnails. Tools control

way they can affect the way we do.

tax payments for multiple

color correction and

Taxpayer Identification
numbers (TINS), EFTPS

retouching, you can
straighten and crop, adjust

one tas k for computers, word proc es sing has taken

gives you five ways to pay

lighting and saturation,

the primary shaper of written communication. Snail -

those federal business

create panoramas with

mail, a -mail, faxes, contracts, term papers, homework,

taxes: online, PC software,

Adobe PhotomergeTMl, and

notes cut and pasted from W eb pages , health informa-

by phone, as a batch

use sophisticated layering

tion downloaded —an entire univers e of inf ormation

provider, or bulk provider.

techniques. Elements has a

word - processed and made available online and in hard
copy. If word processing (W P) adds, or detracts, in any

But then there is word proc es sing. Still the number

over f or the typewriter (and typesetting machines) as

Information is available

Background Eraser,

online at www.eftl2s.gov,

Liquify filter, drawing,

way to or from the process of human communic ation, it

and at www.irs.gov for the

painting, and text tools,

certainly des erves a c loser look.

IRS a -file for business.

and you have the Photo-

In his book, Electric Language: A Philosophical Study

shop History palette to

of Word Processing, Michael Heim offers a history of the

Digital
Darkroom from
Adobe

change or delete layers.

various tec hnologies we have used to form and commu-

You can download a free

nicate our ideas and information along with a survey of

demo version of Elements

W estern Philosophy's take on language and ideas. Heim

Adobe® has the top and

at www.adobe.com/

marks the beginning of W P with IBM's near branding of

the bottom of the digital

digitalimag /main.html.

the term in 1964. But like Kleenex, the term later

photo processing market

became generic for all computer- assisted writing. The

covered with Adobe Pho-

Ad o b e

author says there is a need now to calculate word pro-

toshop, the standard for

Photoshop Elements

cessing's ef fect on our most important technology, writ-

professionals, and Pho-

ing. If we wait, we may s oon arrive at a time when we

toDeluxe, the entry level

take W P s o much for granted we will be unable to see

program often packaged

the changes it is making in us.

with digital cameras. Now
they have launched a

Trans formational Tec hnologies

midlevel product,

As a technology, language is muc h more than a tool

Adobe ®Photoshop® Ele-

that we pick up and put down as needed. In Heim's

ments 1.0, which is priced

Ad o b e P h o t o s h o p

well below Photoshop 6.0

El em en t s

continued on next page
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continued from p. 61

tives are eminently important to the

words, language's "symbols (words)

way we think and communicate. How

touch upon an ontological dimension."

important is a new part of speech

A modern school of philosophy puts it

going to be in our scheme of knowing

this way: You can't think what you

and saying? Come to think of it, when

can't say. Words are so closely tied to

was the last time a new part of

the world of abstract ideas that we

speech showed up in the language?

don't merely use words to give ideas

Who invented nouns; when were

names —words take us through to

adverbs introduced? This hyperlink

ideas. Any technology that tampers

may really be important, especially

with our habits in this area could actu-

since it is electrified with its own

ally affect the way we understand

associative powers that are not our

ideas. In fact, the two major shifts in
the past, from an oral -aural society to

own.
It's impossible to sum up in this

one based on writing and later the

small space all the streams the

printing press, both caused "a funda-

author follows in his central chapters

mental shift in the history of civilization" according to the author. Could it

www.yale.edu /yua/

explains the different psychic frame-

be that word processing is the next

a form that can be controlled by

works that let us see what we think,

leap, from the typographic to an elec-

human beings with a precision far

and then he gets to the hallmark dif-

tronic media? And if so, what will the

beyond that of other forms of repro-

ferences between electronic and con-

seismic shifts be?

duction."
Heim then reminds us that current

ventional text. Within WP a new
language of metaphor has arisen, one

Different Roots, Different Leaves?

analysis of human logic has shifted

that has a fluidity and abbreviated

Michael Heim notes that the genesis

from what used to be the proper

symbolization that is unlike our other

of WP began with text editors devel-

arrangement of grammatical ele-

forms of communication. Reading and

oped by programmers to help them

ments (Aristotle) to sophisticated

writing are different with word -

write programs for data handling. The

mathematical models (Leibniz). We

processed text (you can't scroll when

ASCII computer code of Os and is

analyze logic today as though it was

you read a book, and you don't have

was used to encode language on the

an advanced calculus, and WP can

hyperlinks when you write with a pen

machine, and "data- handling tech-

clearly serve this new reasoning

or typewriter), and we are learning to

niques for number crunching or for

model. Is that good or bad? An even

think in electronic language. Will our

the high -speed manipulation of quantified routine information were applied

more intriguing question is, "If we

consciousness be restructured by

program that calculus into a machine,

this technology? Probably. Exactly

to natural language communication."

would that make it rational ?"

how is something we need to begin

Did these text editors impart the

to look at now, before we are so

smell of machine oil that would taint

New, Blue Words

immersed in its effects it becomes

this new electronic language with pro-

Word processing also introduced

like air — vitally influencing every

grammer's algorithmic logic, or did

hyperlinks, those colored words that,

human action, but doing it almost

they just lubricate the wheels to

when clicked on, take you elsewhere.

invisibly.

accelerate what Heraclitus insisted

The hyperlink is a new part of

was at the center of man's reason,

speech, and unlike nouns and verbs,

the right questions, and Electric Lan-

that "thought flows "?

which allow you to freely associate

guage, by Michael Heim, although not

The good philosophical texts ask

The author tells us, "Writing con-

within yourself, these words are tun-

an easy read, does just that. Is word

verted to ASCII is fundamentally —as

nels out to other pages and networks

processing and its influence on the

a phenomenon — different from hand-

of pages, which you don't control —

way we think something we need to

written manuscript....When a phe-

double click and you don't know

start worrying about? Well, how much

nomenon has been digitized... it has

where you'll end up.

time do you spend in front of a com-

been transmogrified into a new form,
62
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Popularity of "Pro Forma" Earnings
Prompts Reform
investor —can read these

announced their pro for-

L. Pitt complained about

in a way that's useful. An

ma results without simul-

as asset or goodwill im-

the pro forma practice.

investor can't know

taneously disclosing how

pairments, restructuring
reserves, or write -downs is

"First, they're not pre-

what's been left out, why

they calculated them or

pared according to

it's left out, or how it com-

what their actual results

coming under closer

GAAP [generally accept-

pares [with other compa-

were under GAAP.

scrutiny and is helping to

ed accounting princi

nies' earnings]."

> FINANCIAL REPORTING

that omits charges such

SEC Chairman Harvey

The SEC said compa-

gird a growing

nies should provide

movement for ac-

more details in their

counting and finan-

news releases about

cial reporting reform.

the expenses they

Whether it goes

exclude from their

by "pro forma earn-

pro forma calcula-

ings," "core earn-

tions —to "describe

ings,,, ,.operating

the particular trans-

earnings," or "adjust-

actions and the kind

ed earnings," the Se-

of transactions" relat-

curities & Exchange

ed to the expenses

Commission ex-

excluded from any
pro forma calcula

pressed discomfort
with the practice in early

ples]. Second, there is no

In the past few years,

tons. Companies may

December 2001 when it

comparability. Even if all

companies increasingly

even welcome this guid-

issued a formal warning

other things were equal —

have highlighted what

ance because 2001

to corporations. The SEC

and they're not —since

their results would have

said corporations could

different companies ap-

been absent certain ex-

brought record charges of
$125 billion, up from less

face civil -fraud lawsuits

ply pro forma disclosures

penses while granting

than $25 billion in 2000,

for touting potentially

in whatever way moves

less prominence to their

much of it for assets, in-

misleading pro forma

them, pro formas raise

actual results —a practice

vestments, and inventory

earnings news releases if

significant problems.

that remains perfectly le-

that aren't worth as much

they don't also fully ex-

Without appropriate dis-

gal. By contrast, there

today as they once were.

plain how they were

closure, no investor —cer -

have been occasional in-

calculated.

tainly not any ordinary

stances where companies

But the accounting and
financial reporting issues
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seem to run much deep-

accounting expert at

ber—and a clear expla-

of th is p ro je ct , th e FASB

er, to the very essence of

Lehman Brothers Inc. The

nation of how to get from

wi l l e x a m i n e w h e t h e r fi -

the state of auditing and

problem is that GAAP in-

one to the other.

nancial statements pro-

accounting rules.

cludes a lot of noncash

So why do companies

In fact, a widespread

v i d e s u ffi c i e n t i n fo r m a -

charges and one -time ex-

consensus is building to

t i o n t o a l l o w i n v e st o r s

penses. While investors

just that. For example, in

and others to calculate

earnings in the first place?

need to be aware of those

late October the Finan-

k ey fina ncia l m ea su res

Many people feel the

charges, they also need a

cial Accounting Stan-

such as ratios and other

numbers reached by ap-

number that pertains sole-

dards Board (FASB) said

metrics. Examples of

plying GAAP are woeful-

ly to the performance of

it would add a project on

items that may be re-

ly inadequate when it

ongoing operations.

financial performance re-

quired to determine key

porting to its agenda to

measurements include

calculate a second set of

comes to giving investors

Many people feel

a good sense of a compa-

what's badly needed is a

make financial results

depreciation, amortiza-

ny's prospects. Many insti-

set of rules for calculating

more meaningful to in-

tion, and research and

tutional investors, most

operatin g earni ngs and

vestors and creditors. The

development expenses.

Wall Street analysts, and

a requirement to make

project will determine the

The FASB plans to coordi-

even ma ny a ccounta nts

clear how they relate to

usefulness of adding cer-

nate its efforts with those

say GAAP is irrelevant. "I

net income. In the end,

tain aggregations, classi-

of the International

don't know anyone who

investors need two num-

fications, line items, and

Accounting Standards

uses GAAP net income

bers —a standardized op-

subtotals covered in an-

Board, which recently

anymore for anything,"

era tin g number a nd an

nual and interim finan-

adopted a similar project.

says Robert Willens, an

audited net - income num-

cial statements. As part

Nonetheless, Harvey
Pitt has concerns. "GAAP
itself raises, in my view,
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Earn the Ce rtificat e i n Busine ss Manageme nt and the Certifi ed Busi ness Manage r (CBM)
Designat ion eit he r by taking the t wo-part e xami nati on or t hrough t he Grandfat he r Cl ause .
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 and effective team player and business manager.
The CBM designation was created by Mr. S. Rao Vallabhaneni, who is an educator, author,
publisher and practioner in the business field.The CBM credential broadens your knowledge,
enhances your understanding, and thus equips you to take on greater challenges to pursue a
wider range of career opportunities and to increase your earning potential.The CBM designation
is the only generalist certification in the business field.
If you already have a professional certificate in a business specialty, you may acquire a
generalist certificate, the CBM, for a limited time, through the Grandfather Clause. After
the Grandfather Clause time expires, you will be required to take a two-part examination to
earn the CBM.
Individuals working in several business specialties and who have earned certain specialty
certifications are eligible to apply for the CBM designation under the Grandfather Clause.To see
if you qualify, and for details on how to apply, please visit our web site: www.cbmexam.com or
call us at 323 - 936 -6757.

Helping Business Specialists Become Business General ists

APBM I

Associ ation of Pro fe ssi onals in Bus ine ss M anage me nt, I nc.
4929 W il shir e Bl vd • Sui t e 930 • Los Angeles, C A 90010 -3825 • USA
323- 936- 6757/6171 • ww w. cbmexam .c om • Email : info @cbmexam. com

Circle No. 29
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su e s fo r o r d i n a r y i n v e st o r s. G AAR e v e n i f i t 's
do n e p er fect l y— per ha p s
esp ec i a l l y i f i t 's do n e p er fe c t l y — i s n o t g o i n g t o
gi ve t he or dina ry inv e st o r t h e k i n d o f i n si g h t
tha t's d esir ed in to co mpa ny performance. "
I n s t e a d , P i t t wa n t s t o
"k eep the system we
ha v e, wh i ch i s th e b est i n
the world, but find wa ys
t o c om m u n i c a t e t h at ar e
clear and compr ehensib l e . . . a n d t h e c o m m i ssi o n
ha s a l ea d r o l e t o p l ay . "
S E C C h i e f Ac c o u n t a n t
R o b e r t K. H e r d m a n i s
st a r t i n g t h a t wo r k i n c o n su l t a t i o n wi t h i n v e st o r
and account ing gr ou ps,
Pitt said. ■

FIN
r Al� 'CE
3 CPE Credits

IMA is registered with the National
Association of State Boards of
Accountancy (NASBA) as a sponsor

•

pE

How to Participate
1. Complete the quiz order form below.

of continuing professional educa-

2. Circle your answer for each quiz question on the next page.
All questions asked in this quiz comply with NASBA.

s r oNsoRs
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3. Sign the statement that attests that you have read the articles in
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Please circle your answers
The Power of the P -Card (pp. 30-35)
1.

2.

3.

Procurement cards help a business by:
A. Reducing the number of vendors.
B. Reducing the number of purchasing employees.
C. Reducing purchasing internal controls.
D. Reducing the number of payables invoices.
In the article, studies of Sandia Corporation's p -card processing costs showed that p -card costs were:
A. $40 more per transaction than the `Accelerated
Purchasing System.'
B. $10 less per transaction than the JIT system.
C. $10 per transaction.
D. Not more cost effective than other systems.
Under the p -card system, purchasing employees must get
purchase authorization from:
A. The purchasing employee's manager.
B. The Purchasing Department manager.
C. The Accounts Payable supervisor.
D. The controller.

4.

P -card spending controls limit:
A. Where purchases can be made.
B. When purchases can be made.
C. How much can be spent in a billing cycle.
D. How much can be spent at a single vendor.

S.

P -cards differ from traditional charge cards in that:
A. Purchasing employees present the card to make a
purchase.
B. The merchant is paid by the bank acquiring the
transaction.
C. The card - issuing bank pays the transaction - acquiring
bank.
D. The company pays the bank that issues the p -card.
Accounting for Customer Relationships in
Mergers and Acquisitions (pp. 36-40)

S.

One of the premises of this article is that accounting is
artificial.
True
False

7.

The definitions used in SFAS 141 comport with those used by
those who conduct mergers and acquisitions.
True
False

8.

The first example of accounting purity over economic reality is that the FASB said to disregard the value of a workforce because it is hard to measure.
True
False

9.

The FASB said that, for accounting purposes, customer
relationships must be valued on:
A. Custom or tradition.

B. Habit and legal rights.
C. Contracts and the law.
D. Legal rights or market.
10. The concept of separability enhances the accounting
recognition of customer relationships.
True
False
Effective Rolling Forecasts (pp. 41-44)
11. Differentiates a forecast from a budget by stating that a
forecast provides which of the following:
A. Efficiency and economy.
B. Effectiveness and timeliness.
C. Value and trend analysis.
D. Vision and direction.
12. States that the forecast is separate from but integrated with
the operational budget.
True
False
13. States that the forecast flows directly from the overall strategic plan.
True
False
14. States that to be most effective, a rolling forecast should:
A. Have a clear strategic financial planning mind -set.
B. Be modeled with operating metrics and parameters instead of general updates of previous forecast figures.
C. Closely integrate with the operating budget.
D. Be performed at a more summerized level of detail.
E. All of the above.
15. States that the rolling forecast should contain forecasted
targets that are visible to the cost - center manager so that
even the first submitted budget will be aligned with the
forecasted goals.
True
False
Fast Track to Direct Cash Flow Reporting (pp. 51 -57)
16. There are two views on what the cash flow statement is
supposed to report.
True
False
17. The FASB has a strong preference for the indirect method
of reporting cash flows.
True
False
18. The authors recommend the direct method of reporting
cash flows, even though the initial cost may be
substantial.
True
False
19. Many temporary debit and credit accounts for cash receipts
and disbursements may be set up to facilitate the preparation of the direct method cash flow statement.
True
False
20. They haven't figured out a way to use the fast track system
to reconcile net income and operating cash flow.
True
False

I have read the articles in Strategic Financeupon which the questions are based and have personally prepared the answers without the
assistance of any other person.
Signature
Date
Print name
Member Number
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Tell Us What You Think
[ B O O K S ] c o n t ' d f r o m p . 21

It all starts with an idea. It doesn't have to be a revolutionary one.
In fact, Kling says that the best
potential is to find a small, niche
market that offers a product /service for a specific group. He cites
case studies (drawn from interviews he conducted) of companies
that offer job sites geared directly
for the health industry, a site for
giving local fishermen tips on the
best places to catch a particular
type of fish, and a company that
manages reservations for private
jet charters across the country.
These aren't the all- encompassing
websites that get all the press and
name recognition and yet struggle
to show a profit. They were started
by one or two pe ople who had an
idea for something that wasn't
offered by anyone elsewhere.
There are sections in Under the

The latest Content Specification Guidelines for IMAs CMA (Certified Management
Accountant) and CFM (Certified in Financial Management) examinations are available. Visit www.imanet.orgLContent /Certification /Overview /contentspec.htm (select
the specification dated effective July 1, 2002). Please feel free to download and review
these specifications.
The Content Specification is a living document subject to considerable debate within
the IMA membership. Consequently, we invite you to comment and offer suggestions
through our "Topics for Consideration" program. We would appreciate your input to
determine the most efficient and effective method to train future accounting
professionals.
As a professional organization, the IMA promotes and aids an accounting career
focused on industry and management. We support lifelong learning and career development through our career mentoring, educational support, and professional networking. We feel the CMA and CFM offer differentiated products that appeal to the
needs of the technological business environment.
We appreciate any input you want to offer. Please submit your response or questions
to Dr. Jim Mackey, IMA's Professor -in- Residence, at jmackey @imaneL=.
Formal suggestions for change should be summarized in a report form and sent to
Dr. Mackey as a "Topic for Consideration for Change of the Content Specifications for
the CMA and CFM Examinations." The Board of Regents will evaluate these suggestions for the next revision cycle for the CMA and CFM Content Specifications. ■

Radar that can be applied to any
company trying to establish itself

importance of selling and on web -

other sites, such as USA Today's

on the Internet, whether it's a brick -

site design and promotion.

online edition, to have links to

and -mortar attempting to carry its

For website design, the focus

Homefair,com. Then he and his

business over to the Web or an

must be on the customer, not on

technicians set up a site that made

existing website that is struggling

the latest fad of web design. When

it appear to the user that they

to gain a foothold in its market.

planning the look, keep in mind

never left USA Today's site. USA

These include chapters on the

the two questions most people have

Today then got a percentage of

when they come to your site:

any sales t hat was ma de through

IMAMEMORIALEDUCATIONFUND

"1. Can I find what I'm looking for

the co- branded site.

Contributed in honor and memory
of Former IMA President
Robert G. Chapman

here? 2. Can I trust what I find

Mr. Arthur P. Bartholomew, Jr.
Mr. Joseph L. Brumit
Mr. James H. Childers
Mr. Myron D. Claxton
Mr. Eric D. Day
Mr. and Mrs. Edward McClean
Mr. James E. Meredith
Mr. Robert R. Meyer
Mr. and Mrs. Thomas M. O'Toole
Mr. and Mrs. Richard Percival
Mr. and Mrs. John B. Pollara
Mrs. Helen Underwood
Ms. Hazel F. Zieman
Zieman Manufacturing Company

Kling has a good perspective of

here ?" Everything they see on your

where he's coming from. He does

site must reassure them that the

not present his ideas as the ulti-

answer is "yes."

mate answer to success on the

For sites that don't sell an actual
product or offer a service or some
useful information, it's difficult to
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LEADERSHIP
Leadership. Many have claimed it. One has achieved it.
RobertHalf is the leader in specialized financial recruiting, with offices worldwide.

Accounting Manager
Large public communications company is seeking an Accounting
Manager. This newly created position reports directly to the
Controller. Main duties include supervising a staff of four, performing month -end close and responsibility for preparing all
financials for review. Ideal candidate will have 5+ years in
accounting and should have supervisory experience. BS Degree
in Accounting preferred and CPA and SEC experience desired.
Salary to $70K.

Senior Accountant
Local company seeks a Senior Accountant to join their team.
Position will be involved with general ledger analysis and reconciliation, month -end close (including journal entries and financial
statement preparation), bank reconciliations, check verifications
and spreadsheet/report development. The successful candidate
must have a bachelor's degree in accounting or finance, at least 3
years' accounting experience, and possess the ability to juggle
multiple tasks, including the accounting of multiple entities.
Strong Excel skills are mandatory and the candidate must have
the ability to deal with constant change, be a quick learner and
have strong attention to detail. Salary to $50K.

Senior Accountant
Subsidiary of a large corporation has an opening for a Senior
Accountant. Position will perform equity accounting, investments, tax accruals and schedules for other entities as well as providing footnote support. The candidate should be a CPA (experience with a mid -sized firm will be considered, Big 5 experience
highly preferred) and at least one year of experience in the private
sector. Strong analytical skills, an understanding of FAS90, cash
flows and extensive reporting experience with good Excel skills
desired; knowledge of SAP is a plus. Salary to $55K + bonus.

Senior Accountant
Manufacturing company is currently seeking a Senior
Accountant. Position will assume a broad range of general
accounting duties, including preparation of monthly journal
entries, assuming a key role in the completion of monthly closing cycle, analyzing and clearing inter - company entries from the
corporate office, and insuring that balance sheet accounts are reconciled and appropriately stated. Additional responsibilities
include overseeing the company's auto lease program, assisting as
required in providing financial information to both inside and
outside sources, and special projects as assigned. Requirements
are a BA or BS in Accounting; CPA, CMA or MBA is preferred.
At least 2 years of general accounting experience (preferably in a
manufacturing environment) is required. Ideal candidate will be
familiar with automated accounting systems and will have a
working knowledge of Microsoft Office products and other
financial reporting tools (e.g. Hyperion, FRX, BaaN). Strong
analytical skills are a must. Salary to $50K.

Controller
Mid -size downtown law firm is looking for a Controller to oversee
accounting department with staff of 4. Position will be responsible
for overseeing the entire financial function of the law firm, acting
as the firm's business advisor. Duties include communicating
financial results and recommending necessary action to partners,
overseeing financial planning, cash management and banking relations, budgeting and client billing & collections. The candidate
will also be responsible for maintenance of general ledger and partnership accounts, financial reporting, management reporting and
analysis, and internal audits, including coordination with outside
auditors, as well as hiring, training and supervising staff in each
financial function. Bachelor's or master's degree in accounting,
finance, business or decision analysis and management science,
legal background and 5+ years' experience (some supervisory)
required. Salary to $90K plus bonus and profit sharing.

Senior TaxAccounitant
Local company is looking for a Senior Tax Accountant.
Responsibilities will include income tax reporting, tax accounting
for legal entities, book -to -tax differences, tax depreciation, property tax reporting, federal and state income tax returns, tax calendar, sales and use tax returns, tax research and tax audits. The
ideal candidate will have a bachelor's degree in accounting with
at least 4 years' tax experience, either in corporate or public
industry. Proficiency in Excel is required, and experience with
PeopleSoft, strong organizational skills, a sense of urgency, and
the ability to handle multiple tasks are highly desired. Must be
able to work in a fast - paced, team- oriented, deadline-driven.environment. Salary to $50K.

Accounting Manager
Established manufacturing company is seeking an Accounting
Manager to join their team. Candidate will be responsible for ad
hoc financial reporting and must be flexible for this project -oriented position. Ideal candidate will be degreed in Accounting or
Finance and have several years' work experience in a corporate
accounting environment. Requires experience in closing the
books monthly, some cost accounting exposure and strong systems ability UDE a MUST). Salary to $70K.

Controller
Dynamic, publicly traded company has a Controller position
open in the Accounting and Finance Department. Position will
oversee integrity of information supplied through the various
accounting systems, coordinate monthly general ledger close, and
review and post journal entries for the completion of COGS.
Qualified candidate will have an accounting or finance degree,
7+ years' experience in the industry, and supervisory experience.
Must be proficient in Timberline and MS Office, and should be
an innovative and multi- tasking accounting professional who is
able to perform in a fast -paced environment. Salary to $85K.

''hief Financial Officer

Financial Analyst

Growing company seeks a CFO to join the senior team. The
Chief Financial Officer will work with the CEO and Controller
to manage financial issues as well as implement new initiatives
that will enhance financing and financial performance.
Responsibilities include supervising accounting processes and
making accounting judgments in conformance with GAAP and
company policies, analyzing differences between actual and
planned financial performance, negotiating financial and other
business issues as needed with internal and external partners, and
providing financial leadership. Must have 10+ years of directly
relevant work experience; MBA, CPA or CFA required. Requires
excellent interpersonal and communication skills as well as
strong analytical and problem solving abilities and thorough
understanding of financial practices. Candidate must be independent and results- oriented with a hands -on attitude. SEC
experience desirable. Salary to $150K.

Financial Analyst
Growing corporation is looking for a Financial Analyst.
Responsibilities include project -based financial analysis, variance
analysis, and ad hoc financial analysis projects to support management decision - making. Ideal candidate must have strong analytical skills and 2+ years of accounting or financial experience.
Requirements are an accounting or finance degree, MS Excel
proficiency, Big 5 or public accounting experience and People
Soft project experience; MBA or CPA credentials are preferred.
Salary to $50K.

Accountant
Growing electric mobility company has an opening for a Tax
Accountant. Position will assist in the preparation and filing of
income and franchise tax returns for 40+ legal entities. Will also
prepare quarterly estimated income taxes, perform research on
technical issues as required, and be responsible for preparing state
income and franchise tax registrations due to new corporate
structuring and expansion. Requirements include an accounting
degree, CPA certification, and 2+ years of income /franchise tax
experience. Salary to $45K.

Finance Director
Local manufacturing company is seeking a Finance Director to
oversee the paraprofessional staff, which is responsible for receivables, payables and billing/invoicing. Other duties include consolidations, forecasting and analysis as well as business planning.
Position requires a bachelor's degree in accounting and at least
five years of supervisory experience in a manufacturing environment MBA, CMA or CPA a plus. This company fosters a team
environment as well as expects excellence from their employees.
Other requirements are excellent communication, mentoring and
computer skills as well as the ability to work with all levels of
employees throughout the company. Outstanding work environment and benefit package. Salary to $65K.

Large healthcare company seeks a Financial Analyst for their
expanding department. Responsibilities for this position include
operational and cost analysis, project accounting and budgeting,
expense forecasting, and labor modeling and analysis, as well as
assisting in the coordination of the month -end close for the division. The qualified candidate will have 7+ years' experience and a
CPA or CMA. Salary to $70K.

Operations Controller.
Highly profitable manufacturing company seeks a divisional
Operations Controller with exceptional interpersonal skills.
Position has operational as well as strategic focus. Responsibilities
include financial reporting and analysis, budgeting, cost accounting, leadership of a systems conversion, and some general
accounting, as well as supervision of a small and highly professional staff. Requires MBA and CMA plus 8+ years' diversified
cost /systems accounting experience in a sophisticated manufacturing environment. Salary to $85K plus bonus.

Accounting Manager /Controller
Growing construction company is seeking an Accounting
Manager /Controller to join its growing team. Position will supervise a staff of two and work closely with the president and the
general manager along with project managers, suppliers and vendors. A Bachelor's degree is preferred (or offsetting construction
controller experience), along with strong software skills and great
communication skills. Ideal candidate will have a construction
background, strong software and solid General Ledger accounting skills along with great management skills. Microsoft Office
(Excel, Access & Outlook) is required and prior experience with
Timberline Gold is helpful. Salary to the low $60K's.

Accounting Supervisor
Stable but growing service organization has an immediate need for
an Accounting Supervisor to direct the daily accounting operations, including general accounting, financial reporting and preparation /analysis of month -end financial statements. Position reports
directly to the division controller and will have significant interface
with senior management. Must have prior supervisory experience
and 5+ years in either public accounting or industry. Degree in
Accounting required; CPA or MBA preferred. Salary to $60K.

"N"Wa
Fast -paced service organization is seeking a Controller in this
newly created role due to growth. Highly visible position reports
directly to the CFO and is responsible for the general accounting
and financial reporting functions and staff and will be involved
in a significant number of special projects. Growth is available in
both accounting /finance and operations. Excellent communication skills are a must. Client requires either an "all public" background or a combination of public and industry experience; CPA
preferred. Salary to $70K.

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

If It's Albert, This Must Be B
In January, 12 member states of the European Union released the Euro in seven different banknotes and eight
coins. The notes are the same, but the coins have a common European face on one side and an individual design
from each member state on the other. See if you can identify the 12 countries represented below. (Austria, Belgium,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, and Spain are all there.)

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

f

Z
0
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The difference is an estate plan that will leave
more of your assets where you want them to go.
Northwestern Mutual Financial Representatives
offer expert guidance in estate planning, as well
as a network of specialists to help get you closer to
all your financial goals.

Northwestern Mutual
FINANCIAL

NETWORK

Are you there yet?
www.nm fn.com
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Nowyou can have more time for planning— that is, planning
winning tax saving ideas and strategies that affect your
company'sbottom line.
InSourceCS—Income Tax Planning givesyou the freedom
to spend more of your time and expertise where it'sneeded
most —byprovidingyou withthe information youneed to quickly
and effortlessly create flexible, efficient multi -year federal and
state tax planning models.

InSource CS— Income Tax Planning performsregular and
AMT tax calculations taking into consideration Section 382
and SKY limitationson available loss and credit carryovers.
Computationsincorporate state -specific, combinedand
consolidated rulesto facilitate planning scenarioson a separate
company, combined or consolidated basis. With the ability to
control variouscalculation componentsandlogic, such asitems
used for apportionment, you can easily assess
the implicationsof proposed state lawchanges.

InSourceCS— IncomeTax Planningprovidescomprehensive
Call1.800.865.5257today or visit
federal and state tax liability calculations for any type of
www.RiAhome.comto see how
"what -if" scenario. Easy to construct alternate organizational
InSource
CS— Income Tax Planning
structuresallowyourcompanytomodel budgets, reviseforecasts,
can
help
you
bridgethe gap betweentax
compute estimateandextensionpayments, analyzeM&A
A THOMSON COMPANY
compliance
and
planning.
activitiesandproposed audit adjustments. Nowyouhavetaxable
income and tax liability numbers at your fingertips!
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