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22 TomD'Angelo:priceline.com'sMr.Inside

By KATHY WILLIAM S

Although every Internet travel site boasts it has the lowest fares, priceline.com is the only one that lets customers
name their own price. Thomas P. D'Angelo, CMA, CFM, priceline's senior VP of fmance and controller, designed
the accounting infrastructure that supports this unique proposition.

28AreYouHavingaCreditCrisis?

BY WALTER E I N H O R N, C P A

If banks are leery about continuing to lend to a company that's in a credit bind, where does it go for continued
financing? The answer for some corporate finance managers is establishing a relationship with asset -based lenders.
The company assets serve as funding collateral, and the loan may be paid off by cash flow, rollover of working
assets, or liquidation of assets, among other sources. o

32Enron:AnAffronttoFinancialManagers

By ALFRED M . KIN G, C M A , C F M

Enron's managers are directly responsible for the collapse of this energy services giant and deserve a thorough
investigation, but what about the enablers? Shouldn't we also look at the employees, accountants, security analysts,
bankers, investors, and politicians who aided and abetted one of the biggest corporate disasters ever?

37IsYourCompanyatRisk? By

JOHN M . COLLARD

Excessive turnover rates, ineffective communications, deteriorating client relationships —the warning signs are
there, but management may not be connecting the dots. It's important for your company to recognize when it is
headed for serious trouble and to focus on the real issues as the catalyst for change and renewed corporate health. o
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4 0 TheCaptiveFASB?

columns
BY JOHN W.

COUGHLAN, C M A , C P A

Who is the Financial Accounting Standards Board
working for — stockholders or corporate America?
Thanks to confusing financial statements, Enron
fooled thousands of investors who lost millions. It's
time to take a closer look at Generally Accepted
Accounting Principles and the FASB, says this public
accounting leader.

44 TheWorldofBarter

By DON M A R D A K

The exchange of goods between companies is even
bigger now than when the Lenape Indians bartered
away Manhattan for merchandise worth about $24
to the Dutch. Now companies such as Apple Vacations and Clear Channel Communications are flourishing by bartering unused capacity and inventory
through more than 200 formal barter exchanges. o

48WhyHiringTaxCreditsMatter

PERSPECTIVES 5
Serving a diverse membership.

BESTPRACTICES 6
Storming.

STRATEGC
I MANAGEMENT 10
Supporting tenets of return driven strategy.

CAREERS 13
Working with temporary
and consulting
professionals.

TAXES 15
Proposed revenue procedure using the cash basis.

departments

BY DANIEL A. WEISS

STREETWS
I E 17

After the twin towers disaster, President
Bush signed into law a program that
encourages businesses to remain,
expand, or relocate to lower Manhattan by offsetting labor costs. This
program is only one of the many
throughout the U.S. that, through tax
credits, encourages companies to open facilities in
"incentive zones" or to hire targeted groups of individuals or create jobs. Such credits for hiring new
employees or creating jobs can cut costs and boost
your company's bottom line. o
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Letter f rom the President

Perspectives

Serving a Diverse Membership I by Margaret Butler, CMA, CPA
An open lett er t o th e volunt eer lead ers at t he local, region al,
and nationa l levels of the IMA.
We are beginning a new operating year for our organization. It is a time to reflect on the accomplishments of

own IMA experience will continue to serve all members
of the future.

Certainly we all share a desire to provide for each
the past and plan for the successes of the future. It is also
member of IMA those benefits and opportunities that
a time to recognize those areas in which we would like to
best suit his /her needs. But how do we determine just
implement changes or improvements.
what those benefits and opportunities are? This will
What are some of the areas in which we would like to
probably be accomplished only
see change? That may depend on whom
through a team effort of individuals
you ask. Each member of IMA has a diffrom diverse backgrounds and
ferent set of needs and expectations.
What may appear to be a deficiency to
experiences.
one person may be of no great concern
Our Governance Committee, Strategic Planning Committee, and Board of
to another. Benefits and opportunities
Directors have recognized the need for
likewise are open to individual
a diverse team of leaders to represent
interpretation.
our diverse membership, so they have
Our membership is quite diverse and
expanded the composition of the
becoming more so all the time. This is
Board to include individuals who have
not simply a reference to diversity of age,
not had the "traditional" IMA experigender, culture, or ethnicity, although
ence. Several of the new Board seats
those certainly are elements of diversity
will be held by financial professionals
we value. It also takes into consideration
from a variety of backgrounds and
diversity of beliefs and values, diversity
MARGARET BUTLER
who are practicing in a variety of
of educational background, diversity of
business experience, diversity of goals and objectives, difields, bringing to the IMA leadership new perspectives
versity of IMA experience —the list could go on and on.
on the needs and expectations of their counterparts.
How do we, the volunteer leaders of the IMA, support
With a team effort, this diverse group of leaders will be
able to bring the full value and benefits of IMA to our inand assist the IMA staff in serving the needs of such a diverse group of members? First of all, we must recognize
dividual members, their companies, the business commuand acknowledge that no longer does "one size fit all.' We
nity, and academe. With a team effort, we will be able to
can no longer assume that the programs, benefits, and
achieve our full potential as an organization. ■
opportunities that have served us so well throughout our
You can contact Margaret at mbutler @imanet.orQ.
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Best Practices

Bob Gunn, Editor

Storming
EMPLOYEE CONFLICT IS PRESENT IN ALL
great companies. It is the nature of talented individuals to
see the world from a unique perspective —one that challenges the boundaries of conventional wisdom. Put a
roomful of people like this together, and it's easy to ignite
spirited discourse. Add to that discourse someone's
entrenched ideas about the "right way" to do the job, and

the conversation can easily escalate into a shouting
match. Then, when the discussion turns to who gets
which resources, mayhem may result.
What are the consequences? Grudges are formed that
last for years. Functional lines harden. Senior leaders stop
talking with one another. Employees protect their turf.
Communication stops. It's no wonder that business people view conflict the same way engineers view resistance:
as something to be avoided or eliminated. Just as friction
generates heat, drains operating power from a motor, and
6
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causes wear and tear, so people recognize that conflict
paralyzes decision making, wastes time, and produces
blizzards of "CYA" e- mails.
Recently a client called a "Summit Meeting" of its top
50 managers to address the heat that was building from
perceived discord. Statements like these were typical:
"We have not created a safe and objective environment
for escalation ofissues and areas for improvement
and are subject to swirl, panic, and general CYA
behavior."
"We are not honest in our communications.
People are afraid to take an opposing stand even
when it is based on fact."
"We make commitments without understanding
the impact."
Does this sound familiar? This company is no
different from your own. People want to work in
a supportive environment. They instinctively
know that a positive tone improves everyone's
productivity. But somehow strife begins to take
root, often growing from a tiny seed. And unless
people counter it, disharmony spreads like weeds
in the garden, strangling its beauty.
What is that seed? More important, how can we go
about weeding the garden before the growth gets out of
hand?
As we've discussed before, it's hard to see eye to eye
because we all create our own reality from the ceaseless
flow of our own thinking. No two people have thoughts
that are exactly alike any more than any two snowflakes
have the same structure. This fact is so obvious that it's
often overlooked, yet this diversity of thought is an
inescapable part of being human. Conflicts arise from

There is no greater peace of mind than the knowledge of
your family's security
Help secure their financial future
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If
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!

;
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Assistance insurance plan is underwritten by Unum Life Insurance Company ofAmerica,15 Corporate Place South, Piscataway, NJ 08855.The Group Term Life
Insurance Plan is underwritten by Connecticut General Life Insurance Company, a CIGNA Company, Hartford, CT 06152.

strongly held beliefs; people are
holding tightly to different "right
answers." These answers bind us to
the past and make it difficult to see
how to do something new in the
present. It's not that people are in
conflict per se but, rather, that
their thoughts are in the state of
dissonance.
For example, there was a budget
meeting at my firm that, like many
high - stakes sessions, was marked by
a great deal of verbal strife. Opinions
diverged widely over which should
take priority: investment for a future
payout or a larger bonus right now.
At the end of the session, we asked
each participant to describe how he
or she was feeling and were dumbfounded by the range of responses—
from puzzled, angry, or betrayed all
the way to relieved, cheerful, and
even peaceful. Had these people
attended the same meeting?
This is human thinking in action.
Conflict is an inevitable consequence
of our ability to think for ourselves.
Conflict becomes entrenched when
we forget that its seed is "just a
thought" and that we can change our
thoughts as easily as we can pull out a
weed. Like weeds, our negative thinking takes over only if we forget that
we are the gardeners —fully capable
of observing our thoughts and seeing
which are to be nurtured and which
are to be weeded out.
The problems originate in
thoughts like, "I know I'm right. Why
don't they listen to me ?" "Why
should I mention it? No one will do
anything about it." "That department
is out to make our lives miserable." "I
don't trust him." "They're just trying
to shift the blame onto us.' "He never
does what he says he is going to do."
"I'll just ignore their request; I'm too
busy anyway." Or "I'm just not going
8
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to answer; I don't work for them.'
This kind of thinking yields a negative tone, and it's that tone that
gives us clues to the quality of our
thinking. In other words, it's not the
content of our thought but our feelings that cause us to notice negativity. Feelings are the clues to our state
of mind, to the quality of our thinking process. We notice first the emotional negativity associated with pessimistic thinking. Anger. Resentment. Weariness. Fear. Stress. Bother.
Anxiety. Worry. Self- righteousness.
These are the feelings that feed conflict and strife.
But these negative outcomes are
not inevitable. By paying attention
to our feelings, we can stifle the
weed as soon as it pokes its head out
of the ground. If we focus solely on
our thought content, however, we
are likely to find more justification
for further entrenching our original
thought.
When we notice our tone, our
feelings, we get a clue, a clue that
reminds us that we are the thinker —
in other words, that we have a choice
about which thoughts to heed and
which to ignore. That knowledge
gives us the power to let go of negativity by turning our backs on
thoughts that feed it.
When we remember that our
thoughts are always flowing, we
realize that we actually don't have to
"do" anything to change the tone of
our thinking. If we just get out of
our own way, that negative thought
will be followed by a new thought
and then another and another.
When we let go of our thinking, we
also let go of the past, of our ego.
We are open to the novelty of whatever comes to mind, fresh in the
present moment. Then we are free
to act on those thoughts that give us

feelings of being connected, lighthearted, happy, warm, comfortable,
easy - going, relaxed, kind, surprised,
intrigued, engaged.
This may sound great for our personal lives, when we are with our
families or on vacation, but what
about when we are "at work "? Are
you concerned that everyone will
just sit around feeling good and
doing nothing? That's why so many
leaders think it's a good thing to
stress the organization; they link
stress to motivation. But doesn't it
make more sense for leaders to focus
on setting stretch goals and then
working to keep the feelings positive
so that people can do their best
work? From this view, the more we
get along with one another and
enjoy our work, the more easily we
will reach our targets and accomplish substantial results.
So isn't it the case that the more
difficult the goal, the more challenging the assignment, the shorter the
time, the more rigorous the solution,
the greater the need for people to do
their very best? When is that more
likely to happen —when we are feeling good or when we are feeling
stressed out?
Great leaders know that establishing and nurturing a constructive
tone is job number one. And even
when our leaders inadvertently take
us off track, the more readily we can
acknowledge that we are the
thinkers, the more capable we
become of tending to our "patch of
turf" and keeping things from getting out of hand. The neighbor's
lawns look great. Even the recalcitrant homeowner's front yard looks
better than it otherwise would; for
when he procrastinates, his shaggy
lawn sticks out like a sore thumb.
Have you ever tried to hold onto

I will work at getting to know
everyone in this meeting so that I can
see my staff as people.
1 will presume innocence by not
taking my assumptions seriously.
1 will stay focused on curiosity —
that helps me listen.
1 will be collaborative.
I will be open to listening instead of
jumping to conclusions.
1 will pick up the phone more
often so that I can make a human
connection.
I will focus on issues and not
engage in personal blame.
1 will say "thank you" more often.
Thoughts like these will strengthen the interpersonal dimension of
how this client goes about its work.
It will be impossible for them not to
create a constructive tone, for feel-

ings like appreciation are the mother's milk of effective relationships
and outstanding results. In time,
these feelings will give this company
a distinctive quality that is apparent
to everyone —from the rawest new
hire to the most crotchety veteran.
In time, they'll be known for
gracefully accomplishing the impossible and, in so doing, transcending
all yardsticks of conventional
performance. ■
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
robertgunn @exult. net.

a

negative, egocentric thoughts in the
face of lighthearted banter or
warmth? It feels foolish, just as
when we stubbornly refuse to cut
our lawn.
The Summit Meeting held by the
client mentioned earlier was characterized by a constructive tone. It generated numerous creative suggestions
about how to normalize working relationships and solve some very sticky
near -term issues. Listen to how some
of the managers committed themselves to changing their behavior:
I will provide a comfortable
environment.
1 will work toward better teamwork, trust, clarity, and understanding —the feeling of being connected,
that we are all in this together.
1 will give teammates the benefit of
doubt — instead of blaming them.
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Strategic Management

Mark L. Frigo, Editor

Supporting Tenets of Return
Driven Strategy I By Mark L. Frigo
Ho w d o gr e at c o mp an i es c o nn ec t t he i r my r ia d s tr at e gi c a ct ivi ti es wi th th e
und erl yi ng go al of ma xi miz in g f in anc ial valu e cre at ion ? The J une c olu mn
dis cu ss ed h ow c ompa ni es ca n le ve ra ge a nd e xc el in t he r ight c ombi na ti on
of strategic competencies— innovation, operational excellence, and brand in g— t o fu l fi ll un met c u st ome r n ee ds in l a rge , gr o wi ng ma r ke t s egme n ts .
Now let's take a look at what strategic activities support
the strategic competencies in these companies. Research
on Return Driven Strategy found the use of key strategic
activities to support the innovation, operations, and
branding that the goal tenets —and therefore customers
and markets — demand. The supporting tenets of Return
Driven Strategy as shown in Figure 1 are means to an
end — enabling the organization to excel in the higher level strategic competencies with the aim of achieving
the goal tenets.
Great companies use the supporting tenets creatively
to leverage Genuine Assets and continuously adjust
their overall business strategy to significant forces of
change. Activities these companies employ range from
partnering activities, use of options strategy, engaging
employees through superior leadership, reengineering
value chains, and strategic communications.

Five Supporting Tenets of
Business Strategy
The five supporting tenets of Return Driven Strategy are
Partner Strategically, Utilize Options and Portfolio Strategy, Engage Employees and Others, Reengineer the Value
Chain, and Communicate Strategically. They highlight
10
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activities that companies use to better innovate offerings,
to operate more efficaciously, and to enhance brand
management.
Partner strategically refers to the variety of ways companies collaborate to achieve higher strategic goals. The
spectrum ranges from the lightest level of partnering,
where organizations may simply exchange information,
to the extreme end that results in a merger or acquisition.
Of course, there are all the levels in between that simply
allow a company to share the focused capabilities of another organization so it can focus on its own strengths.
These can include arm's length transactions, outsourcing,
co- branding ventures, and legal joint ventures.
Companies should partner to achieve strategy they
couldn't accomplish by themselves, such as to create competitive advantages based on Genuine Assets of your
company or others. Companies should choose partnership arrangements that will maximize the value of the
partnership yet protect the overall strategy and execution
of each company. Careful strategic partnering analysis
should always consider how the partnering will achieve
one or more of the higher -level competency tenets of
strategy shown in Figure 1.
If the partnering relationship is truly valuable, it will

a

Figure 1 RETURN DRIVEN STRATEGY

Goal
help a company innovate offerings, opTenets
erate better, or brand in ways that will
fulfill unmet needs for a large customer
base that it couldn't do alone. Home
Competency
Tenets
Depot, for example, is partnering with
ServiceMaster to test the sale of coSupporting
branded residential maintenance and
Tenets
repair services. This arrangement
should leverage one of Home Depot's
Foundations
Genuine Assets— specifically, customer
STRATEGIC VALUATION AND PERFORMANCE MEASUREMENT
traffic in Home Depot stores. Charles
Schwab, the investment company, has
partnered and collaborated strategically
to innovate offerings by establishing AdvisorSource, a reBusiness options allow companies to try initiatives
even though they know not all of them will work. Comferral network of independent financial service providers
that have been screened by Schwab; by creating alliances
panies that don't allow themselves to invest in business
options relegate themselves to predictable offerings and
with insurance companies; by acquiring US Trust Co.;
and by creating alliances with investment banking firms
eventual commoditization. Pharmaceutical companies
like Abbott and Pfizer are experts at creatively using opto sell shares in IPOs.
tions strategy to develop new products. Retailers like
Utilize Options and Portfolio Strategy. What's successful
Home Depot experiment with new store formats before
here is an attention to options management that doesn't
full -scale deployment. Successful consumer products
speak to financial options involving derivative securities
but that encourages an "options thinking" or attention to
companies like Gillette and Colgate - Palmolive are careful to launch option -like pilot products prior to major
flexibility and risk taking in business strategy. This ranges
from the rigorous options -based management of research
rollouts.
Engage Employees and Others. Management and emand development at successful pharmaceutical companies
ployees must have the proper incentives to be motivated
to more flexible, intelligent means of corporate resource
and aligned toward the company's objectives, but other
allocation methods in corporate finance and strategic
planning groups. Companies that master this tenet find a
levers for engaging employees must be also be employed,
including quality of leadership, purpose, and culture. Emway to balance highly risky strategic initiatives with more
conservative, incremental return strategies throughout
ployee engagement is key to execution of innovation, operations and branding; getting the right employees and enthe organization.
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gaging them in the right activities is
the key to execution. But what should
employees be motivated to do?
How well does your company engage employees so that their ability
to innovate, operate, and build the
brand becomes a competitive advantage? What about suppliers of goods
and services? What about downstream vendors? Engagement of employees and others, including suppliers and customers, can help an organization find the right combination
of innovation, operations, and
branding that fulfill customer needs
better than its competitors can.
The highest level of employee engagement means much more than
employee satisfaction; it means winning the hearts and minds of employees and building an emotional
commitment to the organization. In
the hotel industry, although employee satisfaction is a key factor in
employee retention, it isn't a major
driver of customer service. According to recent study by Cornell's
School of Hotel Administration,
employee commitment contributes
the most to superior customer service. Ritz- Carlton provides a good
example of how employee engagement supports its core customer
service strategy (see "My Week as a
Room - Service Waiter at the Ritz,"
Harvard Business Review, June
2002). Part of the commitment of
Ritz - Carlton employees can be
traced to how the company leverages one of its great Genuine Assets,
the Ritz - Carlton heritage and traditions. Ritz - Carlton also carefully selects the right people through an assessment system that focuses on
personal qualities and attitude critical to the company's success, rigorous training and reinforcement of
the Ritz - Carlton principles of customer service and process focus, use
12
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of a guest- recognition database, and
empowerment of employees to take
action to resolve customer complaints. Ritz - Carlton's employee engagement and strategic communications activities are highly aligned to
support its competency strategies in
operations, innovation, and
branding.
Reengineer the Value Chain acknowledges the importance of
process reengineering but highlights
its application to the entire value
chain, even those parts not within
the corporation itself or even its
current value chain. Dell Computer
Corp.'s direct -to- customer strategy
is the best example of this, but
Internet -based disintermediation is
just one method a company can use
to strategically rework the value
chain to provide and realize greater
value.
Communicate Strategically speaks
to the importance of aligning corporate communications along with the
rest of the organization's business
strategy, yet this is often the most
forgotten piece of business strategy.
Key to this tenet is consideration of
all the audiences of a company from
the most internal to the most external and the fact that in this age of
ubiquity, no group can truly be privy
to information that won't eventually

Separate yourse /F
from the crowd...
Become a CMA(Certified
Management Accountant) or CFM
(Certified in Financial Management)
Let Lambers show you how you can
achieve diese goals riot in your own homel

1
LVID8 3

OVA/CAN IPJbN&W
For Information or sample video
CALL 1 -800 -272 -0707
www.lamberscpa.com

be open to another. For instance,
companies must take care to craft
employee messages with the public,
investor, customer, and competitive
response in mind ... as the message
seems to always "get out" eventually.
Making employees aware of the
business strategy is a key part of
strategic communication. Here, the
Balanced Scorecard can provide a
rich channel of communication that
can help organizations dramatically
improve the awareness level of strategy, as it has at Mobil and other
companies. This awareness level of
strategy represents a Genuine Asset
that can be leveraged for better employee engagement, helping employees focus on the right activities that
support the overall business strategy.

Adjusting Levels of
Excellence
Successful companies show great
prowess in adjusting their level of
excellence in innovation, operations,
and branding and in creatively using
the supporting tenets to create competitive advantage. Consider how
your organization uses the supporting tenets of Return Driven Strategy.
Often a simple, high -level review
alone can highlight serious deficiencies such as tenets being ignored or
outright discrepancies. The supporting tenets of Return Driven Strategy
can reenergize a company's ability to
create and drive executable business
strategies. ■
Mark L. Frigo is Eichenbaum Foundation Distinguished Professor of
Strategy and Leadership in the Kell stadt Graduate School ofBusiness at
DePaul University and a noted expert
in strategy design and execution, including Balanced Scorecard initiatives.
Feel free to send comments to him at
idea ftpaul.edu.

By Max Messmer, Editor

Careers

Working with Temporary and Consulting
Professionals
C o n t i n g e n t s t a f f i n g h a s b e c o m e a c o m m o n p r a c t i c e i n b u s i n e s s . B y br in g in g i n f i n a n c i a l p r o f e s s i o n a l s o n a t e m p o r a r y o r c o n s u l t i n g b a s i s , c o m p a nie s g a in t he a ssis t a n c e a nd e xp e r t is e t h e y ne e d d u r ing p e a k w o r k lo a d s o r
fo r ma jo r init ia t ive s.
Integrating interim professionals into your department
has considerable benefits but also brings up many questions. Often, managers are unclear as to whether they
should apply the same guidelines and practices with temporary staff as they do with their full -time team members. Should a consultant leading one aspect of an organization's e- commerce venture participate in related project meetings, even though she's only working at the firm
for two months? How much authority should she have
over internal employees assisting her?
Evaluating all potential issues before an assignment
begins can make a considerable difference when working
with interim accounting staff. Here are some specific
techniques for getting the mnct n„t of thv times thaw
spend in your departure;

P r e p a r e t he wo r
To start the relationship
right foot, make sure the
provide a welcoming em
ronment. In advance,
inform the receptionist
at the front desk of the
temporary professional's name, his /her
expected arrival time,

and where he /she will be working in the office. The individual's desk should be stocked with the necessary office
supplies, and equipment such as computers and telephones should be ready for use.
Also, let your team know the type of assistance the person will provide and how this benefits them. This can
allay any concerns about their own job security. For
instance, staff members may gain access to an experienced accountant who's an expert in foreign tax laws,
which can help the entire group manage a complex international transaction. Build support and encourage them
to welcome the temporary employee into the department.
( , i v a t h e m thin t n n l S

to SUCCeed

sulting professionals
begin work if you pro ,ductory overview. Your
ttion should cover all of
basics, including back :)und on your firm and
s policies and proceures. This is particularly
portant when the individual will have access
to confidential finandata. Also introduce
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the person to everyone on the team
as you tour the facilities. You may
want to schedule additional time for
this individual to meet with key staff
members with whom he /she will be
working directly.
Be sure you explain the reporting
structure. For example, the consultant may be working primarily with
senior accounting staff but report to
the department vice- president. Make
sure the individual knows to whom
he /she should address concerns.
Also discuss how work is evaluated. Provide a written job description
that outlines the employee's responsibilities, and note your expectations.
Keep in mind that even the most
experienced accounting professionals need some time to acclimate
themselves to a new work environment. Therefore, make sure you
establish realistic goals, particularly

during the initial days on the job.
Then give the person regular feedback so he or she can continue to
meet your requirements.

Keep them motivated
If you think back on your own
career, you can probably name at
least one manager who encouraged
you to do your best work just by
investing time in getting to know
you. This extra effort can have a
similar impact on employees who
are working with you on a consulting basis. It's worth discovering
more about their experience, career
goals, and personal interests, even if
they're only at your firm a short
period of time. You'll be able to better maximize their abilities, which
will improve their job satisfaction
and their performance.
Take advantage of the range of
skills temporary accounting professionals and consultants bring to your
firm. When appropriate, allow them
to develop creative solutions to
problems and develop action plans.
For instance, in addition to having
them compile financial data, also ask
them to analyze the results and prepare a report. They can bring a fresh
perspective to department and company issues if you tap into their
knowledge.
Also make them a part of the
team by including them in relevant
project meetings and inviting them
to attend group functions. Consultants and interim professionals
will feel more connected to their
coworkers and your organization,
which can increase motivation and
productivity.

Monitor progress
As you continue to use contingent
financial staff, it's valuable to evalu14
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ate each project engagement.
Ask your full-time accounting
staff for feedback. How much support and instruction did the temporary employee require? How did he
or she fit into the workplace? While
it's normal to offer some initial guidance, you shouldn't have to provide
extensive training. Let your staffing
or consulting firm know right away
if there's been a poor match.
It's also useful to solicit input
from your temporary and consulting
professionals. Their comments can
help you improve internal processes
and enhance future working relationships.
Remember that the needs of those
working on a temporary or consulting basis aren't that different from
those of your full-time employees.
They want to work in a positive
environment that provides them
with the necessary resources for a
successful assignment. With planning, feedback, and follow - through,
you'll help to integrate these professionals effectively into your accounting team. ■
Max Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert
Half', Accountempst 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
& Sons, Inc.).

Anthony P. Curatola, Editor
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Proposed Revenue Procedure Using
the Cash Basis
A RECENT IRS PROPOSAL, NOTICE 2001 -76,
allows a qualifying small business taxpayer having gross
receipts of less than $10 million to use the cash method
for an eligible business. Under this method, income
reflects actual or constructive cash receipts and actual
cash payments from operating activities. The objective of
this proposal is to reduce the burden of complying with IRS regulations and disputes with
the IRS over accrual accounting, especially
for inventories. While this ruling is a proposal, the taxpayer can use it for years
ending December 31, 2001,and thereafter, as well as earlier years, without IRS
challenge.
Notice 2001 -76 pertains to a small
business taxpayer with average annual
gross receipts over $1 million but not
exceeding $10 million; the taxpayer's
average annual gross receipts for the three
years ending with the previous tax year can't
be greater than $10 million. Gross receipts
include net sales and amounts from services, interest, dividends, and rent, excluding sales taxes and other taxes
collected by the seller from the purchaser. While this procedure doesn't apply to a taxpayer having average annual
gross receipts less than $1 million, that taxpayer can use
the cash method under Rev. Proc. 2001-10,2001-2 IRB
272.Additionally, §448,"Limitation on the Use of the
Cash Receipts and Disbursements Method of Accounting," allows a C corporation and a partnership with a C
corporation partner to use the cash method if either entity meets a $5 million gross receipts threshold.I
Prior to this proposal, §446,"General Rule for Methods
of Accounting," has essentially governed the measurement

of taxable income. Basically, this section allows the taxpayer to choose the method for computing taxable
income. Also, §1.446- 1(c)(2)(i)of the Income Tax Regulations calls for the taxpayer to use the accrual method
for purchases and sales of merchandise when §471,"General Rule for Inventories'" requires inventory accounting.2
This procedure can be used by a taxpayer whose
principal business activity (its highest percent
from gross receipts) for its previous taxable
year is considered IRS eligible, using the
North American Industry Classification
System ( NAICS). The ineligible NAICS
codes pertain to mining, manufacturing,
wholesale trade, retail trade, and information industries. This procedure also
applies to any business whose main purpose is to provide services, even if its
principal activity reflects an ineligible
NAICS code. Additionally, the procedure
is applicable to a business dealing with the
fabrication or modification of tangible personal
property as demanded by customer design or specifications. Stated differently, the taxpayer must make significant changes in basic product design to accommodate the
needs of the customer, who cannot simply choose from
the standard options offered. Furthermore, a qualifying
taxpayer can use this procedure for a separate trade or
business not listed among the ineligibles. No such trade
or business can be considered separate and distinct, however, unless it has a completely separate set of books.
Below are three examples among several furnished by
the IRS in applying the revenue procedure. Every example assumes the taxpayer not prohibited under §448
from applying the cash method meets the specified
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income qualifications.
1. "Taxpayer is a contractor
...
that installs plumbing fixtures in
customers' homes....Taxpayer
also sells plumbing equipment to
...
homeowners.... Taxpayer derives
60% of its total receipts from
plumbing installation and 4 0 %
...
from the sale of plumbing equip ment....Taxpayer reasonably determines that its principal business
activity is plumbing installation,
which is eligible Taxpayer may
...
....
use the cash method for both business activities because Taxpayer is
a qualifying small business taxpayer whose principal business activity— plumbing installation —is
not... ineligible."
2. "Same as the above example,
except Taxpayer derives 40% of its
total receipts from plumbing instal-

lation and 60 % ... from the sale of
...
plumbing equipment Taxpayer's
....
principal business activity is ineli...
gible Moreover, Taxpayer's princi....
pal business activity is neither the
provision of services nor the fabri...
cation or modification of tangible
personal property Therefore, Tax....
payer may not use the cash method
under this revenue procedure for its
plumbing retail business. Taxpayer
may use the cash method for its
plumbing installation business
if...Taxpayer keeps complete and
separate books and records for its
plumbing installation business and
its plumbing retail business.'
3. "Taxpayer makes tools based
entirely on specific designs and
specifications by customers....
...
Taxpayer's principal business activity is ineligible However, Tax-

...

....
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Cash

payer's principal business activity is
the fabrication of tangible personal
property....Taxpayer may use the
cash method under this revenue
procedure."— Robert Bloom
Robert Bloom, Ph.D., is a professor of
accountancy at the Boler School of
Business, John Carroll University, in
University Heights, Ohio. He may be
reached at (216) 397 -4471 or
rbloom @jcu.edu.
Anthony Curatola is the Joseph F. Ford
Professor of Accounting at Drexel University. He can be reached at (215)
895 -1453 or curatola@drexel.edu.
Endnotes
1
This revenue procedure does not
apply to farming business. Should a
qualifying small business be in farming, this procedure could apply to its
nonfarming trade or business. Nevertheless, a taxpayer in farming can use
the cash method unless required to
apply the accrual method under §447,
"Method of Accounting for Corporations Engaged in Farming," or §448.
2
Under this revenue procedure, a
qualifying small taxpayer allowed to
use the cash method who doesn't
want to treat inventories under §471
must account for inventories as non incidental materials and supplies as
in § 1.162 -3, "Trade or Business
Expenses: Cost of Materials." The
taxpayer may account for an item
purchased for customers that is incidental to service as either incidental
or nonincidental depending on the
circumstances. The cost of inventory
items treated as nonincidental materials and supplies is deductible in the
later of the year of sale to a customer
or the year the taxpayer pays for
those items. Any reasonable inventory method, such as FIFO, should
be used consistently.
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Is Your Planning a Continuous
Process? I Kathy Williams, Editor

HIRING
ISLEVEL

THE MOST SUCCESSFUL COMPANIES TREAT PLANNING AS A CONTINUOUS

Eighty -four percent of

process in operational decision making, resource allocation, and performance management, not just as an annual financial exercise. This is one of the chief findings by Hackett Best Practicess' in its latest study of world -class companies. These companies also
make consistent use of the technology and tools available to them. In fact, managers at
the best -run companies are 200% more likely to obtain business - critical information
using Web technology as are those at average companies.
Those businesses wedded to decisions based strictly on numbers (45% of the companies studied) are left "dangerously unprepared to deal with sudden, nonfinancial
types of risk or catastrophe," which are
prevalent in today's volatile economy.
Also, even though there's been a growing recognition of the value of rolling
forecasts in business, only 23% of the
companies Hackett studied use them. At
77% of the companies, the forecast
process focuses only on the current fiscal year and what the projected figures
will be —it isn't used as a tool to scan
forward for potential problems and
opportunities.
Regarding the finance function,
Hackett Best Practices" found that the
most successful ones rely on proven
best practices to help them reduce
excess costs, manage risk, and contribute value to their companies. "Average" finance organizations "remain wedded to a traditional, self - governing, control oriented modus operandi," the group says.
Here are some of the other trends the research uncovered:
• A comprehensive approach to finance cost reduction, encompassing people,
processes, and technology, is more effective than "spot" solutions.
c o n t i n u e d o n page 21
• World -class companies that adopt self- service

the CFOs polled in a
new Robert Half International study don't expect
to hire more accounting
and finance professionals in the third quarter of
2002. Only 8% plan to
expand their
departments,
and 5% expect
staff reductions.
By industry,
financial executives in the construction industry projected the
most hiring
opportunities,
followed by
finance, insurance, and real
estate.
By region, the Pacific
states will see the most
increase, followed by
the East South Central
and Mountain states. ■
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WITHOUTSTRONGETHICALVALUES,COMPANIESEASILYDRIFTTOTHELEGALEDGES—DANGEROUSTERRITORYWHERO

M=

[ETHICS]

INP UT

AMISUNDERSTANDING
We received several comments
about the May "Ethics" section,
which discussed the ethics of
Enron "whistle- blower" Sherron
Watkins and the codes of
ethics of the AICPA and the
International Federation of
Accountants (IFAC).
Here is the authors
response to some comments
he received about the AICPA
code: Although the May ethics
column pointed out that AICPA
ethics rules did not specifically
cover the Watkins situation,
AICPA Rule 102— Integrityand
Objectivity— requires all membets of the AICPA who hold out
as CPAs (whether or not in
public practice) to maintain
objectivity and integrity.
The author regrets any

We welcome all

opinions

misunderstanding"

on

published

articles and departments
in Strategic Finance.

E -mail correspondence to
KathyWilliams at
kwilliams @imanet.o rg.
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Nine Good Reasons to Be
Ethical I Curtis C. Verschoor, CMA, Editor
THE CORPORATE MYTH THAT ACTING ETHICALLY —DOING RIGHT BY YOUR
stakeholders —costs money and actually penalizes the bottom line, dies hard. Many
find it hard to believe this editor's research findings that good corporate citizens —
those that pay attention to the justifiable needs of all their stakeholders — really do have
better performance than those companies that don't. But it's true, as we've pointed out
in earlier columns.
Here is a listing from the Ethix Bulletin )of reasons why running a business in an
ethical manner is a good idea. Editor's comments are in italics.
1. Litigation /Indictment Avoidance
Without strong ethical values, companies easily drift to the legal edges — dangerous
territory where bending and breaking the law leads to lawsuits and indictments.
Andersen was well known as a Lone Ranger, with an arrogant and totally self - contained
"we're always correct" culture. It didn't have a formal ethics system and regularly
"pushed the envelope" of accounting and auditing.
2. Regulatory Freedom
When citizens and governments are aggravated by irresponsible, unethical business
behavior, greater regulation and bureaucratic red tape is the result.
Many believe there is a real danger that the Enron collapse may result in regulatory
actions that have far- reaching, unintended consequences.
3. Public Acceptance
Companies that tolerate unethical practices in today's transparent era will almost
certainly be exposed and then boycotted and punished in the marketplace.
There is strong research support for the premise that companies with good reputations
have better financial performance than those with poorer reputations.
4. Investor Confidence
Today's investors will avoid a company that isn't responsible and ethical. Recent mar ket declines have partly resulted from concerns about unethical accounting practices.
It's interesting to note that the lack of confidence is thought to have caused a decline in
the total market, not just in "suspect" companies.
5. Supplier /Partner Trust
In an era of virtual corporations, partnerships, and extended enterprise, no company
is self - sufficient. Successful partnerships are built on trust and trustworthiness.
The technological revolution resulting in virtual corporations demands very high levels
of trust — externally as well as internally.
6. Customer Loyalty
Quality, cost, availability, and other factors aren't enough to maintain customer loyalty. Customers are also looking at the reputation of the company.
Customer surveys have consistently shown that a company's ethical reputation is a faccontinued on page 20
for that affects purchase decisions.

streetwise

I BENDINGANDBREAKINGTHELAWLEADSTOLAWSUITSANDINDICTMENTS

[GOVERNMENT]

Accounting Reform Bill Moves
Fo rwa rd I Stephen Barlas, Editor
SIGNIFICANT DEMOCRATIC SUP-

port for the GOP - sponsored House
accounting reform bill probably
makes it difficult for the Senate to
pass an even stronger bill. Senate
Democrats, who hold a one -vote
majority, want to add some muscle
to the new five- person independent
accounting oversight board created
by the House bill, which passed by
a vote of 334 -90 at the end of April.
Senate Democrats also want to bar
accounting firms from doing more
types of consulting services for
audit clients. The House bill (H.R.
3763) bans accounting firms from

date for enactment, which is
important to legislators from both
parties who are running for re -election in 2002 and are eager to be
able to cite their votes in favor of
Enron reform.

doing both audits and internal
audits and financial- systems design
but not tax consulting services.
Sen. Paul Sarbanes (D. -Md.), chairman of the Senate Banking Committee, will introduce a bill that's
expected to be more restrictive on
consulting services and may give
the new auditing board more freedom of action than the House bill.
But some Senate Democrats may
opt to stay away from the tougher
Sarbanes bill, knowing that Democratic support for the House bill
makes that legislation comfortable
middle ground and a good candi-

Penalties Could
Be Stiffened for
Corporate Officials
Senate Democrats have already
shown their aggressive approach to
Enron reform legislation by convincing members of the Judiciary
Committee —both Democrats and
continued on next page

Enter the mind of the millionaire
* SO, WHO WANTS TO BE A MILLIONAIRE? THOMAS
Stanl ey's The Millionaire Mind, pu b li s he d b y

ed mor t ga ge s. S ome pr e d omi na n t t r a it s th a t s u r fa ce

Andrews M cMeel Pu blishing, purpor ts to re veal the

wor k i n g me n t a l i t y, a n d h a vi n g a s u p p or t i ve
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ous bestseller, The Millionaire Next

"b a la n ce sh e e t a ffl ue n t" a nd "i n come

Door, co- authored by William Danko,

sta tement afflu ent ."

Stanley here delves into the life of the
"average" millionai re to see k out the

St an le y s ep ar at e s th os e who p os se ss we al th fr om t hos e me re l y ea rn -

lifestyle, work ethic, values, and

i n g a l a r ge i n come : b a l a n ce s h e e t

ap p r oa ch t h at h e l p s t h e we a l t h y t o

afflu e n t a nd i ncome s ta t e me n t a ffl u -

sta y wea lth y. An d the pr ofile of t he

e n t . M a n y p e op l e e a r n a h i gh

aver a ge mi l li ona i re th a t e me r ge s mi gh t

in come b ut e ss en ti a ll y pa ss i t al on g

n ot b e wh a t you e x p e ct .
As you wo u l d expect, St anley discuss es the mil lionai re's ed uca tional
l e ve l , a ca d e mi c p e r for ma n ce , con -

to t hei r ba nke rs, aut omobil e de ale rs,
an d ot he r s. Th e s e a re th e i n come
sta te me nt affl uen t pe opl e. Whil e ba lan ce s h e e t a ffl u e n t p e op l e al s o e a r n

su mp t ion h ab i ts , a nd eve n choice of s pou se . He

h i gh i n co me s , t h e y k e e p wh a t t h e y e a r n b e c a u s e

also di scus ses whe re and how mil lionair es inve st,

th ey ha ve ke p t cre di t a n d ot h er ou tfl ows a t a mi ni -

along with t he ir ch oi ce of r esi de nces an d ass ocia t-

mum. "Was te not

continued on page 11
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[ETHICS] cont'd from p. 18

[GOWT] cont'd from p. 19

7. Employee Performance

People produce best in an open,
creative, ethical environment.
Companies that have a poor reputation have difficulty attracting
and retaining top talent.
Lower employee turnover and
reduced training costs, together
with higher productivity resulting
from greater experience, has been
shown to be an important factor
in increasing revenue, reducing
costs, and assuring corporate
success.
S. Personal Pride

Company leaders and employees
can take genuine pride in their
accomplishments knowing they
didn't bend rules, cut corners, or
hurt people to accomplish their
goals.
9. It's Right

Most of the great moral teachers
and leaders in human history
argue that, no matter what the
consequences, it is intrinsically
good to do the right thing and be
ethical.
Question:
What would be a 10th Good Reason
to run a business in an ethical
manner?
Please send your comments to
the editor of Strategic Finance at
kwilliams @imanet.org.
Curtis C. Verschoor is the Ledger &
Quill Research Professor, School of
Accountancy and MIS, DePaul University, Chicago. His e-mail address is
cverscho @condor.depaul. edu.
Mix, the Bulletin of the Institute for Business, Technology, and Ethics. March -April
2002. www.ethix.org. Used with permission.
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Republicans —to unanimously
approve a bill that sets up a new
federal securities law designed to
discourage corporate officials from
knowingly fudging corporate financial statements. The Corporate and
Criminal Fraud Accountability Act
(S. 2010), sponsored by Sen. Patrick
Leahy (D. -Vt.), would be used to go
after executives who knowingly
defraud investors. The Senate Judiciary Committee passed the bill in
late April. The two new criminal
statutes it establishes would clarify
and plug holes in the current criminal laws relating to the destruction
or fabrication of evidence and the
preservation of financial and audit
records. Specifically, the bill would
create a new 10 -year felony that
could be used effectively in a wide
array of cases where a person
destroys or creates evidence with
the intent to obstruct an investigation or matter that is within the
jurisdiction of any federal agency
or any bankruptcy. Second, the bill
creates a new five -year felony that
specifically applies to the willful
failure to preserve audit papers of
companies that issue securities.

FASB in th e
Crossha irs
Although Enron was a failure of
executive judgment, oversight, and
probably ethics more than it was a
failure of accounting standards, the
FASB may not escape unscathed
from the disaster. Certainly the
FASB has been criticized by members of both parties for moving too
slowly on standards for the type of
off- balance -sheet transactions that
were partly to blame for Enron's
troubles. Rep. Billy Tauzin (R. -La.),

chairman of the House Energy and
Commerce Committee, is circulating a draft of an FASB reform bill.
His legislation would make the
FASB budget dependent on corporate fees assessed by the U.S. Treasury Department, thus making it
more independent of corporate
America. Now, FASB's budget
comes from the sale of publications and voluntary donations
from companies. The Tauzin bill
aims to put the FASB on surer
footing so it can write more standards more quickly. But Tauzin
may run afoul of another House
Republican committee chairman,
Rep. Mike Oxley (R.- Ohio), who
thinks the FASB falls under his
domain, the Financial Services
Committee. Tauzin and Oxley
don't get along particularly well,
either. Sen. Sarbanes is also reported to have similar FASB provisions
in the Enron reform bill he hopes
to get passed.

SEC P r o p o s e s New
Ac c o u n t i n g D i s c l o s u r e s
The Securities & Exchange Commission (SEC) wants companies to
include a separately captioned section regarding critical accounting
policies in the Management's Discussion and Analysis (MD&A) section of annual reports, registration
statements, and proxy and information statements. The section
would disclose critical accounting
estimates made by the company
and explain why the accounting
policy underlying the estimates was
adopted to begin with. The SEC is
getting public comment on its proposal and will use that input to
make any changes in any final rule
it issues. ■
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MANAGERIAL ACCOUNTING • FINANCIAL ACCOUNTING • INFORMATION TECHNOLOGY V.FRSONAL DEVELOPMENT

THE ONE -STOP SOURCE

for all your continuing education needs
IMA has partnered with the largest and most nationally recognized education providers to bring
you one of the world's premier learning resources.
In the LIFELONG LEARNI NG CENT ER you can search thousands of seminars, courses, and
publications to advance your career. Not only will you find materials on your core skills —Managerial Accounting and Financial Accounting —but we also have Information Technology and Personal Development programs. You choose the format — whether you want to attend a class, take
an online course or buy a book —the LIFELONG LEARNI NG CENTER has it all!
And, through our partnerships with these providers, IMA members receive a discounted member
price on all purchases made in the LIFELONG LEARNI NG CENTER.
Visit the LIFELONG LEARNING CENT ER today at www.imalearnincicenter.com. Bookmark
the site because we will be adding new topics, courses, publications, and seminars regularly.
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TOM D'ANGELO

Priceline.com's
M r . in side
BY KATHY WILLIAMS

Wh e n p r i c e l i n e . c o m l a u n c h e d i t s n o w f a m o u s Na m e Y o u r O wn
Price"n

business April 6, 1998, it sold 162 airline tickets the first week. Now

the numbers average in the tens of thousands a day, and some 14 million
customers also use the site for discounts on hotel
rooms, rental cars, vacation packages, cruises,
home financing, long distance and wireless phone
calls, and new cars. One of the key players who
2
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enabled this to happen is Thomas P. D'Angelo,
senior vice president of finance and controller. A
CMA and CFM, Tom designed the complex

N

a

financial transaction that underpins priceline's
0
0

d
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revolutionary business model and created the
company's finance and accounting framework.
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Priceline's 10th employee, the energetic D'Angelo joined
the company in October 1997 as the groundwork for the
unique Internet -based endeavor was taking place. Wooed
away from Direct Travel, Inc., a $200 million travel agency
where he was CFO, he explains: "Just by chance in September 1997, I received a call from an executive recruiter
regarding an opportunity with a newly formed company,
then headquartered in Stamford, Conn. I was told by the
recruiter that the company had plans to do something different with airline tickets using the Internet and that
they were searching for a creative individual who
understood the financial aspects of the travel business. I arrived for my 9 a.m. interview and walked out
six hours later with my head spinning. I accessed that
the people I met with weren't fully aware of just how
competitive the travel business was, but when they
explained the unique priceline.com business model
with its inherent win -win proposition for both buyers
and sellers, I was hooked. Most impressive, however,
were the people. Their vision, creativity, and entrepreneurial spirit inspired me to join. Founder Jay Walker
had already filed patents for the `Name Your Own
Price' idea —they just needed to make it work.
"They gave me an assignment —to write up a plan
of how I would set up the company's accounting
and finance function and how the Name Your Own
Price travel transaction would work from a financial
perspective. On my second interview, I presented a
document that detailed how the accounting and
finance infrastructure would be developed as well as
the critical elements of the financial transaction."
D'Angelo applied his knowledge of the traditional
travel agency model for airline tickets and adapted it
to the unique nature of the Name Your Own Price model.
He used his prior experience to show how to build a comprehensive accounting and finance function that would
accommodate a start -up on the fast track. "That original
document still has relevance today, and we often refer to
it," he notes. Subsequent to his second interview, D'Angelo
was offered the job. "I said yes because the opportunity
was so new and different. And I've never regretted it."

MR. INSIDE
D'Angelo describes his role as financial Mr. Inside to CFO
Bob Mylod's Mr. Outside. Mylod has the overall financial
responsibility, including strategic planning and dealing with
the investment community, while D'Angelo handles the
operational issues and financial reporting. His group prepares the numbers for quarterly reporting, and he is present
24
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when Mylod and the other senior executives of the company conduct the earnings calls. "Prior to priceline.com, my
financial reporting experience had been primarily limited to
privately held companies. I have learned a tremendous
amount about public company finance from Bob Mylod.
He has great experience and excellent judgment." Though
usually staying within his area of responsibility as priceline's
chief accounting officer, occasionally Tom gets to handle
some of that work. "My professional development has defi-

nitely been advanced by broad exposure to many issues
outside of my immediate responsibility. This is a great
opportunity for growth if you are willing to step outside
your comfort zone.'
His comfort zone is definitely the hands -on management of priceline's accounting operations. He's the only
controller the company has ever had. "As controller, I'm
responsible for the accounting systems, the transactions
underlying our diverse product offerings, interfacing with
our auditors, driving the closing process, dealing with
domestic and international accounting issues, financial
reporting, internal controls, and tax issues. We're blazing
new paths here, so the finance and accounting challenges
are enormous —but so much fun to deal with.'
He calls the experience incomparable. In four and a
half years, he's been part of a successful start-up, a public

company worrying about share price, and a turnaround
situation. " Priceline years are like dog years —you get seven
for one," he laughs. Created during the tech boom, price line quickly became a household name (think William
Shatner commercials) and now ranks with Amazon.com
in brand recognition. But the company saw its early
financial success and stellar growth almost disappear in
the wake of the dot -com crisis and several well - publicized
blows in the latter part of 2000. To name a few: a third quarter earnings warning, negative publicity surrounding
customer service, the departure of visionary founder and
vice chairman Jay Walker, the resignation of recently
hired CFO Heidi Miller, a plunge in stock price from $96

Name Your Own Prices- booking engine on that site.
Earlier this year priceline teamed up with eBay to create a
new travel booking service for eBay Travel. And it was
named "Best Travel Deals on the Web" as well as being
selected as "One of 100 Best Sites for 2002" by Yahoo!
Internet Life magazine.

MAKINGTHELEAP
D'Angelo credits his background as perfect preparation
for his career at priceline. He learned stick -to -it discipline
from his mother, a sergeant in the Army in World War II,
and honed his competitive edge as a high- school and college wrestler and interacting with his three older brothers

"The underlying business model is not about the
Internet —it's facilitated by the Internet. We've
created something unique, which is the pricing
mod el th at a llo w s pe op le to n am e the ir ow n pri ce :"
per share at closing on March 13, 2000, to $1.125 per
share on December 26, 2000 (the all -time high close was
$162.375 per share), and the closing of the WebHouse
Club, an independent company that handled the "Name
Your Own Price" gasoline and grocery lines of business.
But through it all, D'Angelo remained confident in
priceline's ability to survive and succeed and a steadfast
believer in the company's business model. "To solicit
offers as we do, collect them and organize them in an efficient way, aggregate them and present them to suppliers
in an organized way —this is made possible by the Internet. But the underlying business model is not about the
Internet —it's facilitated by the Internet. We've created
something unique, which is the pricing model that allows
people to name their own price:'
At the end of 2000, priceline instituted a turnaround
plan, promising to work toward profitability. It kept its
promise in the second quarter of 2001 when it turned a
profit of $2.8 million, or a penny a share. In the first
quarter of 2002, it showed a year- over -year profit.
When online travel industry rivalry heated up again
last month, priceline bought the trademarks and domain
names of Lowestfare.com and will make its travel services
available to visitors to that website, partnered with Last MinuteTravel.com to offer its services on that company's
site, and entered a marketing agreement with
OneTravel.com where priceline will build and operate a

"who were determined to make sure I wasn't spoiled. That
combination made me very disciplined and very motivated, very driven to succeed and to keep achieving," he
emphasizes. "I'm always looking for the next challenge."
After earning a two -year degree in physical education,
D'Angelo decided that wasn't what he wanted to do with
his life, so in 1980 he got a job as a branch accountant at
Thomas Cook travel agency in White Plains, N.Y. ( "I had a
numbers aptitude," he says) and started going to Westchester Community College at night. "I transferred to Pace
University after a couple of semesters, took accounting,
and got more serious," he laughs. "In the meantime, I had
moved up in the organization from branch accountant to
regional financial analyst. Then, at the ripe old age of 23, I
was offered an accounting manager's job at Gelco Travel, a
large, primarily corporate travel agency in Stamford,
Conn. I was still going to Pace at night and graduated in
winter 1985 with a business degree:'
In 1986, he was recruited as controller of Westport Travel. "I was excited because it was my first controllership, and
the company was a strong regional player with high -quality
clients," D'Angelo says. While there, he enrolled in Pace
University's MBA program, kept going to classes at night,
and graduated in the summer of 1990 with an MBA in
financial management.
In the meantime, he was recruited by Citicorp, which
had purchased several travel assets, including a leading
July 2 0 0 2
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consulting firm and a hotel program "with the idea of
creating the world's largest travel agency," he explains. But
it didn't pan out.
"I had only been there three months, and I received a
generous severance package. Rather than look for another
job immediately, I decided to sit for the CMA [certified
management accountant] exam. Since I was in industry, I
figured it was the right one for me, and I had always
wanted to become certified. When I was studying for my
MBA, I used to go to the library at Pace and pull out the
CMA exam study booklets and read them. So I joined the
IMA in November 1990 to sit for the exam. I got my
CMA in December 199 L' (Later, when IMA offered the
certified in financial management exam, he took it, earning his CFM in 1997.)

TIMEFORACHANGE
In February 1991,Tom took his first job outside the travel
industry, joining environmental design firm Donovan
and Green. "It was a closely held business, and my job
was restructuring the company, getting them out of an
expensive long -term lease, implementing performance based compensation programs, putting in accounting

about pricelinexom
Background: Innovator of Name Your Own

systems — getting them profitable.'
Two years later, he became CFO of Direct Travel. While
there, airlines cut travel agencies' commissions drastically,
and Tom had to help restructure the entire way they did
business. "Instead of rebating commissions to corporate
customers, we actually had to start charging them for service. I developed pricing models in response to the airline
commission reductions that enhanced the company's profitability. That led me to believe there would have to be an
opportunity for alternative distribution methods and something more efficient than picking up the phone, calling an
agent, and getting a ticket. Just at that time, the priceline
opportunity presented itself, and I knew it was right for me.
I joined as vice president of finance and controller."
D'Angelo thrived in the dot -com environment. In this
new world where conventional business wisdom was often
seen as a barrier, he helped bring discipline to the business
by establishing financial controls, policies, and procedures,
plus a solid infrastructure on which to grow. "The most
important contribution I made to this company was figuring out precisely what was needed from an accounting and
finance perspective and getting it implemented so that we
could launch the business within a very condensed period
of time. That allowed us to take advantage of the favorable
capital market conditions that were prevalent at that time
and obtain our financing."
His development of the transaction underlying the price line demand collection system was critical.

Pricesm for products and services, priceline.com
offers discounts on leisure airline tickets, hotel

BUILDINGTHEMODEL

rooms, rental cars, new cars, long distance call-

"The first thing I had to do was figure out what the
accounting transaction was going to look like," Tom
notes. "Remember, this was a unique model we were creating. It was a demand collection system transaction first
and a travel transaction second. We were essentially a
pricing mechanism that used the Internet for its efficiency. The accounting had to fit that.
"People were going to name their own price, but they
weren't going to be able to select their airline, and they
weren't going to be able to select their routing or the time
of travel. The purpose was for the airlines to augment
their existing revenue management systems and target
how they wanted to fill the seats that were excess inventory. They weren't just going to reduce the price on the
seats and hope the demand was there," D'Angelo explains.
"We needed a transaction that was auditable and scalable, carried out in accordance with generally accepted
accounting principles. Unlike traditional travel agencies,
priceline acts as the merchant of record in the customer

ing minutes, home financing, cruises, and vacation packages. Launched in April 1998. Named
"Best Bargain Booker" in the June 2002 issue
of Yahoo! Internet Life magazine and listed in
"Best of the Web" picks by Forbes in the
Summer 2002 issue.
Locations: Corporate headquarters, Norwalk,
Conn. Travel services division and customer service call center, Columbus, Ohio. Overseas operations: UK and Asia. Employees: 347
Website: www.priceline.com
Shareholder information: Listed on
NASDAQ as PCLN; closing stock price as
of June 12: $4.10
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credit card charge. We needed a process for authorizing and
billing customers' credit cards that allowed for the guaranteed nature of the priceline service. This is a key differentia tor of the Name Your Own Price patented business model.
Suppliers had to be paid for the airline tickets we sold, and I
recommended we use existing travel agency settlement
infrastructure to save development time and resources. We
weren't going to earn commissions from the airlines —we
were going to earn the spread, so we had to allow for that.
"There were many other significant considerations,
including obtaining regulatory approval, the physical
issuance of airline tickets, the many taxes, fees, and surcharges imposed on the sale of airline tickets. I sketched it
out, then white boarded it, and figured out exactly what
the debits and credits were and how it would flow.
"At the same time I was trying to figure out the
accounting system, the IT department was setting up the
priceline system, developing the proprietary software that
was going to go out, accept an offer, run through all the
algorithms of matching up departure dates, times, pricing, etc. So much development effort was being spent on
that, I couldn't walk in the door and say we had to come
up with a proprietary accounting system. To save time
and valuable IT resources I felt that it made sense to purchase a prepackaged travel accounting system, even if it
didn't have 100% of the functionality we required."
After looking at the major players in the travel
accounting world, he selected a system offered by a lesser known vendor that he felt had the flexibility to make the
modifications necessary to accommodate priceline.com's
transactions. The company, Sector Micro of New Jersey,
worked closely with D'Angelo to develop priceline's initial accounting system solution. "I can't say enough about
the effort made by Sector Micro that supported our
launch. Priceline's information technology group was
instrumental in subsequent iterations of the accounting
system, especially as the range of product offerings grew."
In the meantime, a negotiation team was getting the
airlines on board, and radio commercials started running
that featured William Shatner promoting their brand new concept. The business launched April 6, 1998,less
than six months after Tom had joined the company. "But
there wasn't much inventory, the prices weren't great, and
customers weren't making good offers. The first few
weeks were touch and go," he says. In the coming months,
all that would change as customer offers improved, price line demonstrated it could sell unsold seats, and both
domestic and international airlines participated. Business
boomed.

ENTERINGTHENEXTPHASE
It was time to branch out into hotels, rental cars, and other ventures both domestically and internationally. "We
could do that because of the power of our business model," Tom says. "The priceline variable pricing system is
most successful within industry segments where products
and services are highly perishable, they have a low marginal cost to suppliers, and excess capacity exists. Travel
services, particularly airline tickets, possess these attributes and are a dramatic example of the leverage inherent in
the priceline model. The major U.S. carriers typically fly
with hundreds of thousands of empty seats each day, and
as the marginal cost to carry additional passengers is low,
they are willing to provide significantly discounted airfares to priceline. This is why we chose to launch our
business with leisure airline tickets as our first product."
Success was swift, so management took the company
public in March 1999.Suddenly Tom and his accounting
and finance team found themselves dealing with public
company issues. Meticulous about accurate financial
reporting, he often consults with the the company's outside
auditors, Deloitte & Touche, LLP, to make sure he's applying
generally accepted accounting procedures correctly.

TURNINGTHECOMPANYAROUND
Most of his time in the last year has been taken up with
financial issues regarding the turnaround. "We put our
turnaround plan into motion in November 2000.Primarily, it was refocusing on our core travel business, strengthening our product offerings and customer service and
motivating and retaining key employees." "I was very
involved with our restructuring, analyzing the cash and
noncash charges we recognized and understanding the
relevant accounting issues. We reduced headcount, abandoned some proposed lines of business, and restructured
existing preferred stock to strengthen our balance sheet.
All of these actions put the company in a much improved
operating position.
"During February 2001,Hutchinson Whampoa and
Cheung Kong (Holdings) Limited made a strategic
investment in priceline, purchasing approximately 23.8
million shares in a private placement. That provided the
company with a cash infusion of $49.5 million and was
interpreted as a major vote of confidence by the investment community."
But then priceline.com encountered additional challenges during the second half of 2001.It, like most others
in the travel industry, was directly and adversely impacted
Continued on p. 67
by the terrorist attacks of
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CONSIDER ASSET -BASED LENDING.
BY

WALT ER

E I N H O R N ,

C P A

B A N K S continue to be in a mode of tightening their traditional lending
policies, and auditors are more aggressive in searching financial statements for
red flags. In this environment, corporate finance and accounting professionals
can help their companies identify an alternative money supply source: asset based lending.
When cash flow problems develop and business issues require financial
statement disclosure in footnotes, they are automatic red flags. Resultant investigations from creditors, shareholders, and vendors could cause financial distress for the company. Vendors can modify or withhold credit to purchase
merchandise. Creditors may terminate loans or lines of credit.
28
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Financial managers can be proactive in
working with their company to develop
strategies and business plans and to assist
in the company's preparation of formal
presentations explaining how the company
intends to restructure a business. These plans
often tell the creditors when and how the obligations will be paid. But what can you do when your company has cash flow problems or faces a funding crisis?
Suppose your corporate banker asks you to find financing
elsewhere? You may feel the pressure of not having the
capital available to manage the business. This is why it
makes good business sense to establish an alternative relationship before the company reaches the point of financial distress.

FUNDINGFORMULA
Asset -based lending isn't a new option for companies
seeking funds, yet it's often overlooked. One reason corporate managers have reservations about asset -based
lending is the perceived high price, or "nontraditional"
format, of the funding. This lending arrangement allows
a company to maintain the same ownership share in the
business, and there are no new equity holders to contend
with. The financing to the undercapitalized company utilizes the borrower's assets as funding collateral.
Asset -based lending contributes a significant portion of
the funds necessary to operate thousands of companies
across the nation. In fact, the Commercial Finance Association estimates that more than 24% of all outstanding
loans are short -term loans from asset -based lenders. For
the most part, asset -based loans are sophisticated credits
that are secured by collateral, requiring more than normal policing and monitoring.
The asset -based loan is a specialized method of structured working capital commercial lending. In asset -based
lending, the borrower may not have the capacity to service debt from cash flow. The loan's purpose is to safely
finance the current business of the borrower. Sometimes
businesses use asset -based lending during their entire
business life, while others use it periodically or during
times of difficulty. Asset -based loans can also be used as a
business growth tool. If a company needs an infusion of
cash to hire more employees, purchase needed equipment
or supplies, or to bid on contracts, short -term asset -based
loans can be a perfect solution. The ownership need not
be diluted for growth purposes.
An asset -based loan is repaid in a number of ways,
including cash flow generated by business success, con30
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stant rollover of working assets, recapitalization of the borrower, merger or acquisition, refunding by another lender,
downsizing through asset disposition, or
liquidation of assets. The lending format
instills cash flow discipline that most borrowers
continue to use after they solve their financial
dilemma. The asset -based loan is provided against collateral such as accounts receivable, inventory, general and
specific intangible assets, real estate, machinery, and
equipment.

HOWIT WORKS
Many asset -based lenders provide loans in amounts from
a few thousand dollars to hundreds of millions of dollars.
They try to specialize in loan amounts and in asset type
loaned upon. For example, a syndicate of lenders frequently finances larger asset -based loans to reduce risk
exposure and to provide greater amounts of funds to
companies that need large cash infusions. Many times the
group of lenders will include banks as well as asset -based
lending companies.
Working in the commercial finance sector for nearly 40
years, I have seen many cases where asset -based lending
enabled companies to survive during difficult times,
grow, and become very profitable. It's gratifying when all
of this can be traced back to the asset -based loan my
company provided.
One example is a company I have been working with
for over 20 years. At one time this company was pushed
out by its primary lender and was in desperate need of
funding. In a short period of time, we were able to provide the company with the working capital to continue
operating. In addition, the company used our services as
they went through a complicated period for several years.
The operation did recover, and it became profitable
again. In general, profitability is restored within a three to five -year period. I have a continuing relationship with
the company, frequently assisting them today with their
short -term lending needs.
Nontraditional lenders who offer funds through asset based lending often ask borrower companies to provide a
comprehensive package of information that includes:
♦ The most recent three or four years of annual financial statements;
• 10 -Qs and 10 -Ks if it is a public company;
• The most recent three years of tax returns;
♦ Current accounts receivable and accounts payable
agings;

• Detailed inventory information;
• A complete listing of all fixed assets and terms of
financing;
• A complete business plan;
• A one -year, month -by -month financial projection
with assumptions;
• A year -two financial projection on at least a quarterly
basis;
• All appraisals and other important evaluations of

properly price a product to make a profit.
A good lender doesn't want to finance companies that
are destined to fail. Most of my clients are very successful.
But a small number of them do fail. When that occurs,
the lender's responsibility is to collect the loan. The collateral proceed should enable the secured lender to be
repaid. ■
Walter Einhorn, CPA, is president and chief executive officerofSunrock Capital Corporation, an asset -based lending
and commercial finance company. You can reach him at
(215) 979 -7650 or wmeinhorn @sunrock.com.
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assets.
Each of these components is essential for the complete
credit evaluation of a company's operations and financials to ensure the credit risk is as
minimal as possible. A review of all
this information also helps the company find the solutions that are
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the company's officers created one
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last a minimum of 40 years.
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tees you'll pass.*
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...
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Old way vs. new way.
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way
easy
to
call
this
one.
before features like built -in on -disk
ance remained unchanged. I thought
the company also needed its
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NRAnONO
Affront to
financial Managers
BY ALFRED M. KING, C M A, CFM

WHAT IS IT ABOUT THE ENRON CASE that has made
so many financial managers mad? We are upset, and reasonably so,
because the general public is upset. The public, upset about billions
of dollars of losses, blames those of us involved in financial management as being "part of the problem," not "part of the solution.'
Remember, it takes two parties for any fraud to succeed.
Obviously the fraudster comes first, but it always takes at least a
second person for a fraud to work. Disregard for the moment
Messrs. Lay, Skilling, and Fastow —who for many observers fit the
role of fraudster. How did other parties contribute to the Enron
disaster? In the terminology of many 12 -step programs, they are
referred to as enablers. Let's consider the following groups as
enablers of Enron:
• Emplo yee s
• Acc o u nt ant s
• S e c u r it y a na lys t s
• Bcmker s— co mmer ciat l and invest ment
• I nve st o r s and p o lit icia ns
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Certainly many employees would
h a v e b e e n g o s s i p i n g a mo n g
themselves, asking, "Why are
there so many auditors around,
and what are they doing ? "
EMPLOYEES
From my perspective, the employee complaints are specious. Those Enron employees who supposedly "lost" so many
hundreds of thousands —if not millions —
of dollars in their 401(k) plans never had
that much money in the first place. How many people
working for other companies and making between, say,
$25,000 and $100,000 a year, have ever managed to amass
$1 million or more in their 401(k) accounts? Anecdotal
evidence suggests very few. The truth is that most of the
Enron employees never had the million dollars; it was
only a paper gain. Now it's a paper loss.
The real comparison should be the present (after the
bankruptcy) total value of the 401(k) accounts of current
and former Enron employees with those of similarly situated people in other companies. Every reader of personal
financial planning publications, such as Money magazine
or newspaper columnists, knows that you should diversify.
Those who consciously chose not to follow such advice
deserve what they got.
Even more telling about the employees as enablers is
the virtual certainty that many, if not most, had to know
that things at Enron were wrong. Let me recap a true
incident that sheds light on employee knowledge.
A company vice president was sent from the home
office to run a major division some 300 miles away. One
day a visitor from the home office went to visit the plant.
The newly appointed manager asked if the guest would
like a cup of coffee. Upon receiving an affirmative answer,
the secretary was asked to get the coffee. Next week the
executive's expense report came to the home office
accounting department with a reimbursement request for
"25¢ -1 cup of coffee." The accounts payable clerk told
her friends, and within days every employee in the office
knew what a cheapskate the manager was.
Fact: Employees gossip, speculate, and generally com34
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municate with one another. It is an impossibility that
numerous employees at Enron weren't aware of the
improper financial transactions as well as management
efforts to disguise the situation. Here's one example.
Reportedly there were some six partners and over 80
Andersen staff working full-time at Enron. And $5 million of audit fees alone went to scrutinizing and reviewing the 2,000+ off - balance -sheet entities. Certainly many
employees, if they weren't aware of what was going on,
would at a minimum have been gossiping among themselves, asking, "Why are there so many auditors around,
and what are they doing ?"
Finally, the rapid promotion of so many secretaries
into high - paying positions had to cause comment. As we
all know, the "tone at the top" permeates any organization, and there is compelling evidence of an unhealthy
tone at the top of Enron. Employees uncomfortable with
that ambience left. Those who stayed had to know what
was happening. The employees were enablers, wittingly
or not.

PUBLICACCOUNTANTS
The first thing that comes to mind is "conflict of interest.' How would you like to be
known as the Andersen partner who "lost
the $57 million Enron account "? In trying
to avoid losing the account, despite many
red flags and warnings, Andersen's audit judgment was
severely curtailed. The more that comes out in the press,
the more glaring are the auditing errors.
I don't believe that anybody, on day one, sat down at
Enron and said, "Let's commit massive fraud. Who do we
have to get to help us ?" Undoubtedly, what really happened was a short -term need to meet a quarterly income
projection that had been publicly disclosed to analysts the
month before. There is enough flexibility in any accounting system that a couple of pennies per share can be

found by a controller without violating GAAP. In that
first quarter the independent auditor could easily sign off.
But at that point you have already started down the slippery slope. What do you do the next quarter? And the
quarter after that?
Subsequently, it would be only a few short steps before
truly creative accounting was required. In Enron's case,
this was followed by even more creative financial
engineering —the creation of over 2,000 Special Purpose
Entities. What were the auditors supposed to do? Each
individual step had already met the letter of the law. Taken together, though, they totally violated the spirit of full
disclosure.
With $57 million of fees hanging in the balance and
with a several -year history of acceding to client requests,
the individual partners, the local Andersen office, and the
firm itself were trapped. Enron was willing to pay outrageously high audit and consulting fees. In exchange, the
company had bought itself a lapdog to do the job of a
watchdog. Whose fault is it? Blame has to be shared
equally. But in the final analysis the independent accountants were enablers.

SECURITYANALYSTS
The New York atttorney general, in going
after Merrill Lynch, has effectively been
asking the question: "Are there any true
security analysts, or are they all acting as
shills for the investment banking business ?" The analysts who work for investment banking
firms almost to a person saw nothing wrong with Enron
right up to the end. "Buyer beware" has a history going
back to Roman times (caveat emptor), and if there is
going to be one good result from the Enron debacle it is
the skepticism with which ordinary investors should now
consider brokerage house recommendations.

We haven't heard much about the analysts who work
directly for and are paid by an institutional investor. They
couldn't have done a much better job because the list of
investors who lost money on Enron contains the names
of some of the most prominent institutional investors in
the country. How did these analysts get trapped? Did they
lose their role of skepticism? Seemingly it was a case of
mass hysteria: Not one analyst felt brave enough to say
that "the emperor has no clothes" or " Enron's numbers
make no sense.'
The security analysts were enablers of Enron.

BANKERS- COMMERCIALANDINVESTMENT
In my opinion, the bankers are as much of
the problem as are the employees, accountants, and security analysts. Enron engaged
in an inordinate amount of financing
transactions, and there was tremendous
competition to be selected as one of Enron's lead underwriters. Yet the actual service of Investment Bank A is
identical to that of Bank B, and the fees are usually the
same. So what differentiates them? One of the main criteria most CFOs use in choosing a commercial bank or an
investment bank to lead a financing transaction is which
firm had been supporting them through "research"
reports put out by their security analysts. See above for
the impact of this symbiotic relationship between security analysts and investment bankers.
Further, investment banks have an incentive to structure deals and bring them to the attention of a company's
CFO. It's hard to believe that Messrs. Skilling and Fastow
were smart enough, or knew enough, to structure several
thousand separate transactions. Someone else had to do
the homework. Someone else had to determine that
GAAP rules would not be broken —at least if the decision
is based on the letter of the transaction, not the spirit.

Enron was willing to pay
outrageously high audit and
consulting fees. The company
had bought itself a lapdog to do
the job of a watchdog.
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Truly, Enron is the perfect example of form triumphing
over substance.GAAP rules were turned upside down to
keep assets (and liabilities for that matter) off the balance
sheet. Different GAAP rules were invoked so as to preclude reporting losses and expenses otherwise considered
part of normal operations.
In this development— investment vehicles that placed
form ahead of substance —the investment bankers were
aided and abetted by the public accountants. Opinion letters are sought and obtained by Wall Street from public
accounting firms. These letters tell the client that if a deal
is structured in a particular way, the accounting rules will
be followed to the letter, and the result will be off- balancesheet handling or off - income- statement handling.
At the end of the day, however, it is the investment
bankers who deserve the blame (credit) for dreaming up
these structured transactions that deliberately skirted
GAAP requirements. The accountants are paid to go
along with the game, but Wall Street drives this engine.
A word about commercial banks. The favored form of
financing for short -term borrowings by corporations is
commercial paper. Investors want security, so companies
provide back -up lines of credit. Commercial banks, in
exchange for a substantial fee, tell the public that if a
company can't redeem the paper when it comes due, the
bank will advance enough cash to the borrower to allow
for full repayment of the commercial paper. The public
has, directly, lost virtually nothing by investing in Enron
commercial paper, or anyone else's for that matter. In
Enron's case, the banks lost a lot of their money by honoring those lines of credit just weeks, or even days, before
Enron went into Chapter 11. It may be hard to feel sorry
for Citigroup or J.P. Morgan Chase, but when they lose
billions, you can guess what will happen to mortgage and
credit card rates paid by ordinary consumers. At the end
of the day, both investment banks and commercial banks
were Enron enablers.

INVESTORSANDPOLITICIANS
Why do I include investors and politicians
as enablers of the Enron disaster? Many
astute observers assert that the market is
ruled by two emotions, greed and fear. The
Enron fiasco certainly supports the former.
The rise of Enron stock was, in the final analysis, fueled
by investors trying to "get rich quick." The faster the stock
rose, the more people piled in, obviously driving it still
higher.
Also, many politicians had received generous political
36
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It would appear
that the
inglorious history
of investor
gullibility has
taught us little.
contributions from Enron. But when the house of cards
came tumbling down, they showed their true colors, first
by piously returning Enron's political contributions and
then by turning on the company. Some politicians who
were recipients of Enron's largesse had actively fought the
FASB and the SEC when they had tried to tighten up
accounting rules. Former SEC Chairman Levitt even lost
the battle to separate consulting from auditing. Now
those same politicians are criticizing the FASB and SEC
for not protecting their constituents! Please!
Still, I reserve my last criticism for investors. It would
appear that the inglorious history of investor gullibility,
starting with the South Sea bubble and the Tulip Mania,
and going through to Mr. Ponzi and the late lamented
Internet bubble, has taught us little. The basic attitude of
many investors is that this is a free country and we have a
right to invest, but we have little responsibility when things
go wrong. That's when we want someone with "deep pockets" to be called in and make us whole. Enron would never
have happened if people had done what they have repeatedly been told, time and time again, to do. First, investigate; then invest. Those who won't learn from the Enron
case are undoubtedly doomed to repeat it in the future.
In the final analysis, politicians allowed investors to be
the ultimate enablers.
Yet we are all in this together. It may be that Messrs.
Duncan, Lay, Skilling, and Fastow will serve time. They
probably deserve it. But we are all culpable. ■
Alfred M. Kin& CAM, 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
alfredkin erols.com.

Risk Managem ent
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Here are s ome e arly- war ning signs that pinpoint busi ness troubles.
BY JOHN M. COLLARD

often, companies die unnecessarily. Why?
Because most managers haven't learned to recognize the symptoms of oncoming illness in their
business. And when symptoms do start occurring, management doesn't know how to manage in this situation.
They haven't had to in the past, and they are ill equipped
when trouble sets in.
The obvious signs of business trouble are rarely its root
causes. Losing money, for example, isn't the problem.
Rather, losing money is the result of other problems.
When you wait too long to recognize deteriorating
characteristics, the company will probably seek bankruptcy protection, and only creditors, attorneys, and outside
accountants benefit from this process. It's the astute manager who recognizes fallibility and has the foresight to ask
for help ... before serious trouble sets in.
Corporate managers, directors, and financial profes0o

sionals, you share in the business risks of the companies
you serve. You accept additional risk when the company
is heading for trouble. By recognizing some early warning signs of business trouble on the horizon, you
can eliminate, overcome, or, at the very least, sidestep
those risks.
If you can answer yes to some of these questions, it's
time to take decisive action.

Is the owner or top management
overextended?
Whose work are they doing? When they continue to perform functions that should be done by others (once the
business has grown to a more complex level), they're
overextended.
Managers need to delegate work appropriately. Define
the owner's and key managers' jobs to clarify role responJuly 2 0 0 2
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sibility. Assess subordinates' competence; retain these
employees if appropriate— replace them if not. Monitor
key metrics so you'll remain informed about conditions
without being immersed in them.

Is the turnover rate excessive?
A sure sign of underlying problems is rapid employee
turnover. Employees know when problems exist, and the
good ones will leave early. This condition can be the result
of a faulty hiring process, inadequate training, poor management the list goes on. The price for ignoring this
...
problem is high: low morale, lost wages, recruiting costs,
lack of productivity, and, ultimately, forfeited business.
Uncover the real causes early on, and rectify them.
Solutions include clearly defined job responsibilities, performance expectations, rewards, and scope of authority.
Several levels of management attention should be devoted to new key employees (and those moving to new positions) during the initial days of their assignment to
ensure everyone understands what's expected and to provide an adequate introduction to the job responsibilities
and training at the beginning.

Are communications Ineffective?
Ineffective meetings, management information, or interdepartmental coordination can destroy a business from
the inside out —even as it's growing.
If all that's accomplished during "bull sessions" is a lot
of well, "bull "...then this is clearly the fault of the
...
leader. It's a leader's duty to limit the scope of topics discussed and the number of participants, to establish an
agenda —with specific begin /adjourn times —and to stick
to it. Demonstrate organization by managing your meetings, and your team will demonstrate that organization
by managing your company.

statement that tells customers, employees, and stockholders where the company is headed. A good mission statement should address six elements, and all six:
♦ Service /product definition—What do we do or
provide?
• Generic customer need—Why will they buy?
• Market definition—Who will we sell to? Where are
they?
• Technology—How will we deliver our products and
services?
• Levels of vertical integration—How much will we do?
• Distinct competence—Why will they buy from us?
Most companies are too generic —their mission statement isn't well thought out. Don't underestimate the
importance of your key competencies, those strengths
that no one else has. Identify goals that are in sync with
these strengths. Do they meet ultimate objectives? If not,
then why use resources to accomplish them? Remember
the ultimate goal— companies are in this for the money.

Are compensation and Incentive programs
yielding unsatisfactory results?
While it seems obvious that programs should clearly and
directly reward employees for successful job performance,
it's remarkable that many companies unwittingly set up
compensation structures that reward performance that's
altogether different from the one outlined in the job
description. A word of warning if this is your practice: Be
careful what you pay for —you might just get it.
By contrast, managers who are paid incentives based
on gross margin can be more effective than those paid on
gross sales. Why? Because they share the burden of poor
performance, so they're more likely to take corrective
action when faced with substandard performers. Pay
incentives when performance is achieved, and don't pay if
it isn't achieved.

Are goals unclear?
Chronic failure to achieve stated business goals suggests a
problem far more serious than a lack of performance.
Often it implies a lack of clarity regarding the owner's
goals, and it usually indicates a failure to secure management team buy -in.
Take a long, hard look at the goal- setting process. Set
Clear, measurable, manageable goals, and hold managers
accountable for success.
What is the company's goal? The mission statement
should be a directive that states this goal. What usually
comes through is "...we are the best at providing a lot to
everybody...," which doesn't say anything. Set a mission
38
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Is new business waning?
If so, you are out of touch with the marketplace. High
prices, unresponsive proposals, and giving more than is
required of you are the typical reason companies lose bids.
Commitment to winning new business is essential to
success, so identify targets early on— always keeping a
close eye on the customer's special needs. Bid to win, and
then manage for profit and growth.

Are any key client relationships
deteriorating?
Determine if a decrease in business from long -time

customers is due to poor market conditions in their
industry or poor service from your company. If it's you,
you're probably no longer meeting customers' needs.
Worse —you may not know it.
Manage customer relationships carefully. Customer
needs, like your own, change. Assign specific responsibility for nurturing customer relationships to all levels of
management —not just to those within the sales force.

Does the company create products in
search of markets?
Products developed before market needs are assessed can
waste resources and be difficult to sell. It's less expensive
to create awareness of a product or service that meets an
existing demand than it is to develop a new market for
existing products or services. That new market might not
exist.
Identify how your key competencies satisfy customer
needs and produce benefits. Have your team pretend they
are your competition; their task is to identify the strategy
that you, the competitor, should pursue. Ask your
customers —it's simple but effective.

Do financial and management reports
cover the wrong information at the
wrong level?
Financial and operational reports must be accurate,
timely, and pertinent. Too often, management receives
only traditional accounting measures (P /L, B /S,
Source /Use) of company performance and value
instead of cash flow or new business generated. Also,
information is often prepared at the wrong level, making it difficult or impossible for management to know
what's going on inside their operations. If reporting is
only at the company level as a whole, department or
division managers won't have information regarding
their operations.
Purely financial reporting is different from reports
required to operate the business. Managers need to watch
turnover (of inventory, employees, etc.), productivity, and
trends. Monitor those two or three areas that, if they
deteriorate, will have the most impact on the business. By
all means, monitor the parts of the business that are the
basis for incentive compensation. This will provide focus
to responsible managers.
Cash flow is the best indicator of business health. Prepare forecasts, and then manage to them —hold managers
accountable. Management should determine performance
at each level of the business (i.e. profit center, cost center,

cash center) and update this information often. If they
can't see it, they can't manage to it.

Does the operation have a track record of
failed expansion plans?
Setbacks drain businesses of cash, time, and morale.
When companies fail in one effort, management
tends to "pull in its horns" the next time out. The
result? Suppressed hopes for growth or expansion.
Efforts fail because of inadequate cash, poor management, lack of thorough market analysis, or improper
control systems.
Managers who run independent operations must be
adept at problem solving, decision making, team building, and managerial analysis —skills that aren't obvious.
Understand why your company is successful in its present
marketplace, and try to model those conditions in a new
marketplace.
Modeling success can produce growth. The entrepreneur
wants the business to grow, but want alone can only drive
the company so far ... and often into trouble. A person is
not born to be a manager; you need to cultivate these
skills. A model allows you to depict the new environment
without yet being there ... where mistakes can't impact the
real bottom line. Study expansion, and understand what
you are getting into before embarking on the journey.
New markets can have different cultures, nomenclature, and needs. You can't always sell into new markets
the way you always have in your existing market. Some
major auto manufacturers (both domestic and foreign)
learned this lesson when they had to make models with
steering wheels on the opposite side of the car in order to
be successful in the new environment.
Recognizing trouble requires no hocus- pocus. Likewise, solving trouble's accompanying problems takes no
smoke and mirrors. Seldom is there only one reason for
business troubles; more than likely, you'll discover two or
three. Getting to the real issues is the catalyst toward
change —and recovery.
And that's a much more acceptable risk. ■
John M. Collard, a certified turnaround professional, is
chairman ofAnnapolis, Md. -based Strategic Management
Partners, Inc. (www. strategist. ws ), a nationally recognized
turnaround management firm specializing in interim executive leadership, corporate renewal, and post- acquisition
support for the private equity community. He also is past
chairman ofthe Turnaround Management Association. You
can reach him at (410) 263 -9100 or strategist @aol.com.
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f an artist used the top corner of his canvas for his
subject and the rest to explain that the painting
was a wheat field, the eye - searing object was the
sun, and the dark splotches were blackbirds, that
artist undoubtedly would be forced to throw the canvas
away because nobody would buy such a painting.
Now consider the "canvas" as today's accounting
reports where the complexity of financial reporting has
increased by a quantum leap. As a result, the accounting
notes reveal more than the actual statements. For several
hundred years we had one income statement (the P &L
statement), but, now, thanks to the Financial Accounting
Standards Board, we have two (Comprehensive Income
statement, SFAS No. 130). If you don't find the relevant
information in one, you may find it in the other. If it isn't
in the other, perhaps it's in the footnotes, and if it isn't in
the notes, perhaps it's contrary to GAAP.
At one time the notes were a minor appendage to the
statements, but now the statements are a minor
appendage to the notes. Wall Street analysts have known
for a long time that if you really want to find out what is
happening with a company, you have to read the notes
very carefully. This state of affairs poses the question: If
companies need so much space for the notes, has the time
come to discard the statements and find some way to
summarize the notes?
In the wake of the Enron - Arthur Andersen debacle
and other companies' collapse in the hangover from
the stock market boom in the 1990s, it appears to me
that something is very wrong with Generally Accepted
Accounting Principles. Accountants, business leaders,
and regulators need to look very closely at the
accounting establishment and how standards are being
set, especially scrutinizing the role, operation, and
40
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structure of the Financial Accounting Standards Board.

GAAP-COMPLIANTNOTESCONFUSE
In the Enron 10 -K for 2000,for example, the notes occupy
four times the space of the basic statements. The notes
persuade readers that accounting and finance are deep
and mysterious subjects best left to the discretion of
management and the accountants. According to the "efficient market hypothesis" (EMH), certain information is
incorporated or impounded in the price of the stock. Let
there be something in a footnote, be it ever so obscure,
and, if relevant to company prospects, there are analysts
and mutual fund managers somewhere who have noticed
it and factored it into their actions. Perhaps most of the
information concerning Enron may be found in the
notes, but there is so much presented in such mind numbing detail that it's difficult to get an overall picture.
As a matter of fact, the market didn't know in spring
2001 that Enron was in its death throes. The FASB,
thanks to the voluminous and arcane nature of the notes
and the complexity of the accounting it prescribes, bears
some responsibility for this ignorance.

DIDENRONPAYTAXES?
It isn't only arcane footnotes. Consider income taxes. The
unsophisticated might think that whether or not a corporation has tax expense has something to do with whether
it sends the IRS money. Thanks to FASB Statement
No. 109, "Accounting for Income Taxes," it's difficult to
determine whether a company pays taxes. Consider this
headline(Washington Post, 2/3/2002, p.A10): "Enron
Appears to Have Paid Taxes." Yes, "Appears." The article
begins: "One of the big unanswered questions about
Enron ... is whether it paid ... taxes in recent years, when it

ENRON IS BANKRUPT, BUT
WHAT ABOUT THE FINANCIAL
ACCOUNTING STANDARDS
BOARD?
BY JOHN W. COUGHLAN, CPA, CMA

was reporting growing revenues and profits:' How sophisticated must reporting have become when one cannot tell
from published statements prepared in accordance with
FASB concepts and accompanied by a report from a prestigious CPA firm whether a company paid taxes?
Is it only the market the FASB confuses? In the Enron

hearings, company executives told Congress they didn't
know, couldn't understand, and relied on the accountants. Consider this exchange(Washington Post,
2/27/2002, p. A6):
• "A master's in business administration, and yet you
didn't know this simple fact —is that correct ?" Sen.
[Barbara] Boxer (D.- Calif.) asked in reference to an
accounting method central to Enron's financial structure. "Where did you go to school ?"
• "Harvard Business School," [Jeffrey] Skilling [former
Enron CEO] replied to chuckles from the audience.
But the butt of the joke may be neither Mr. Skilling nor
Harvard. It is more likely to be you and me and the
accounting profession. When we prepare to cross a
bridge, the engineer doesn't present us the specifications,
the grade of structural steel, and the architectural drawings and assume an "efficient transportation hypothesis"
will assure that drivers will be able to assess whether the
bridge will sustain the weight. If the bridge collapses, it is
deficient, and no assertion that all the information was
there excuses the engineer.
The footnotes are like the engineer's shop drawings. It is
our job, and it should be the FASB's, to ensure that whatever is in the client's files and the auditor's working papers
is reflected fairly in the financial statements. Without an
expertise in derivatives, SPEs (Special Purpose Entities), or
OPEB (Other Post - Employment Benefits), and without
reading a host of notes, a Harvard MBA —and a reporter,
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realtor, and rabbi for that matter — should be able to read
and use the financial statements just as no driver requires
an engineering degree to cross a bridge.

DIDMICROSOFT EARN$7OR$5BILLION?
Perhaps the most controversial FASB statement concerned
stock -based compensation. An "exposure draft" would
have required companies to recognize additional expense
based on the "fair value" of employee stock options. A
storm from management followed with hundreds of letters going to the FASB, the SEC, and various members of
Congress protesting the prospective use of "fair value" and
insisting that "intrinsic value" should continue to be used.
The difference between fair value and intrinsic value is
enormous. (Intrinsic value is often zero.)
The final "compromise" reached by the FASB was to
allow companies to use intrinsic value in the financial
statements if they would reveal in the footnotes how
much different the numbers would have been if fair value
were used. All but two of the S &P 500 employ this
compromise.
An investor in Microsoft is accordingly confronted with
this conundrum (FYE 6/30/01): From the two income
statements she learns income was $7.3 billion, but from
the notes she learns it would have been $5.1 billion if the
stock option expense had been charged against income. If
she thinks there must be a mistake and one of the numbers cannot be correct, she discovers there is an FASB pronouncement that says this self - contradiction is GAAP!
Here's another example of the GAAP morass: In Fortune
(6/25/2001), Justin Fox suggests the "going -away present"
given retiring CEO Jack Welch by GE might be worth $1
billion. "Another reason investors didn't blanch: According
to the company's income statement, giving Welch all those
options didn't cost a dime. There's a technical term for the
financial inconsistency: nuts.'
It's no excuse to say some investors may throw away
the statements and use the footnotes instead and that the
true value of the company will accordingly be reflected in
the marketplace. That suggests accountants and analysts
who read FASB statements and who are waiting for the
information and act promptly upon its release have an
advantage over those intimidated by the notes and naive
enough to make decisions based on the statements. It
suggests more. If this sort of regulation continues: "We
prefer A, but if you want B in your statements that's fine
as long as A is in the notes," then audit reports should
warn readers to ignore the statements and act on the
notes. It suggests still more: Why publish the statements?
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PURCHASEVS.POOLING:AWIN-WINGIFT
Consider accounting for business combinations. The
"purchase" method gave a big balance sheet and a little
income statement. "Pooling" gave a little balance sheet
and a big income statement. Management prefers to be
big both places.
In 1970, the Accounting Principles Board (APB), concerned the choice was largely left to management, defined
criteria that had to be met if the deal were to be accounted
for as a pooling. These criteria required that both sets of
stockholders remain important forces in the combined
entity. Certain deals, previously treated as poolings,
would, in the future, have to be accounted for as purchases. At the same time, the APB insisted all intangibles had
to be amortized over some period not to exceed 40 years.
The FASB, which began deliberations in the 1970s and
issued final fiats in 2001, eliminated pooling and required
all combinations to be accounted for as purchases. Management got the big balance sheet. But the threat of a
small income statement mobilized Silicon Valley against
the early papers and exposure drafts proposing the elimination of pooling.
Industry opposition, however, lessened when the FASB
changed its attitude about the amortization period. The
final document drolly describes the prior 40 -year ceiling
as an "arbitrary ceiling" and replaces it by an equally
"arbitrary floor " — infinity. More specifically, the final
document says goodwill "shall not be amortized." Result:
Thanks to the FASB, both the balance sheet and the
income statement are big!
It's true the FASB requires that if there has been
"impairment," the goodwill must be written down and the
expense recognized. But the impairment criteria are so
difficult to enforce that a company not only gets the big
balance sheet, it may also have the big income statement.
Most managements are committed to good reporting
and will write down goodwill and other intangibles that
have been impaired. There will, however, be some that,
harassed by stockholders upset that promised synergies
from mergers have not happened, will provoke another
Enron.

ISTHEFASBBROKEN?
There is a theory that independent regulatory commissions are eventually captured and controlled by the
industries and entities they were formed to regulate.
From the FASB year 2000 report (a model of good
reporting and transparency), we learn the largest revenue
source was publication sales of $14 million. The CPAs,

CMAs, professors, corporations, and mutual funds that
buy these publications form a broad and amorphous
group with no cohesive characteristic that results in their
voices being heard by the FASB.
The "public accounting profession" contributed
$3.6 million, which includes money from influential
organizations such as the AICPA and IMA. It also
includes generous contributions from big accounting
firms. While these donors' main concern is good reporting, they also want access so they can promote their views
and those of their clients.
The third source is "industry and bank contributions"
of $2 million. Without these, the FASB would have to
downsize and reduce salaries. The term "industry contributions" is a misnomer and would be better referred to as
"management contributions.' The money comes from
corporate coffers, but it is management, not stockholders,
who decides to give it to the FASB. Management wants
influence.
The symptoms of a captive regulator include complexity
and bias. The complexity of financial statements has been
demonstrated. In its early days amid high hopes in the
accounting profession and the investing public, the FASB
tackled its task with missionary zeal. In recent years, however, it has reached conclusions and issued statements
that raise questions about whom it serves. The FASB's
statement on stock -based compensation, i.e., allowing
companies to use intrinsic value in the financial statements if they would reveal in the footnotes how much
different the numbers would have been if fair value were
used, certainly shows a bias toward industry.
Let a committee of the AICPA define accounting, and
you will get a good accounting that serves members of the
AICPA first and investors second. Two fine AICPA committees proved this point. Let the committee be formed
instead by several accounting and business groups —and
let it be financed by management —and it will serve management first, the members of the various groups second,
and investors third. The FASB proves this point.
Based on recent corporate history and the history of
standard setting, I pose two questions:
• Are generally accepted accounting principles worth
defining and pursuing?
• If so, is the FASB the right body to define and pursue
those principles?

ment, auditors, the FASB, the SEC, and Congress to protect them and should instead protect themselves.
Will a separation of consulting from auditing solve
the problem? If investors and creditors select the auditors, such separation isn't needed; if investors and creditors don't select the auditors, such separation solves
nothing.
If the accounting profession with the help of management can't regulate itself, perhaps government, so the argument goes, will have to do so. Before we go too far with
this line of thought, however, we should bear in mind that
the SEC already has the power through the Securities Act
of 1933 and the Securities Exchange Act of 1934 to prescribe the accounting for companies traded on the public
markets. Although it sometimes exercises that power and
maintains a Chief Accountant and staff, in most cases it is
content to delegate its power to the FASB.
Surely the SEC, with its vast powers, can do something
to ensure that stockholders play a role in the selection of
directors and auditors. Further, no event in the history of
accounting since Pacioli would have a greater impact than
an SEC statement that:
If the financial statements are useful for investment
purposes, they are consistent with the full disclosure
orientation of the 1933 and 1934 Acts, and if the
statements are not useful for investors, then the
endorsement of a committee, no matter how prestigious, is irrelevant.
There is a more powerful weapon for improved reporting, and it is civil suits. These will surely follow in the
Enron case as they have in past cases. But unlike in the
past, where the FASB was accepted as the ultimate and
final authority on accounting, it must be recognized that
the FASB represents management rather than investors. If
the FASB continues, its views should be respected but its
orientation recognized.
Let investors win some cases. Let them play an active
role in the selection of the auditor. Let them serve on the
SEC, and let them testify in the Enron proceedings. If
accountants need an FASB to help them with their thinking, let investors form and finance their own FASB. Let
investors and their organizations play the active role they
should have played all along, and you will get good
reporting. Let them fail to do so, and you will continue to
get Enrons and a captive FASB. ■

NOWTOGETBETTERACCOUNTINGANDAUDITING

John W. Coughlan, Ph.D., CPA, CMA, is president of the
CPA School of Washington. You can reach him at (703)
273 -5745 or c J school @rocketmail.com.

There's no substitute for the active pursuit of enlightened
self - interest. Investors should stop relying on manage-
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YOUCANMANAGEYOURINVENTORYAND
ENHANCETHESALEOFPRODUCTSANDSERVICESTHROUGH
SOMENEW-FASHIONEDHORSETRADING.

BY

DON

MARDAK

ention the word "barter" to your CEO, and it might
conjure images of Revolutionary War soldiers trading
furs or foodstuffs along the banks of the Hudson River.
What many people don't realize is that not only is the practice of barter
still alive today, but it has evolved into an accepted and effective method
of inventory cost management for companies of all sizes.
More than one -third of all U.S. businesses engage in some form of
barter, and fully 6 5 % of the companies listed on the New York Stock
Exchange use barter to reduce inventory, bolster sales, and ensure capacity at production facilities, notes the barter industry's leading trade
group. In addition, the U.S. Department of Commerce estimates that
between 20% and 25% of all world commerce is done through barter.
Actually, barter networks provide goods and services to an estimated
200,000 companies in the U.S. and Canada. The 25 largest commercial
exchange firms handle approximately 50% of the estimated $700 million in transactions that flow through these networks annually. Corporate barter of tangible products and services is now a $20 billion
industry.
What makes these numbers even more compelling is that this degree of
penetration was the result of grassroots activities, not an organized marketing or industry- specific effort. This reflects the commitment of like44
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minded companies to one of the first, and most elementary, forms of business transaction. The evolution of barter
into a more formal, sophisticated process is a testament to
its timelessness and continued viability even in today's
technologically based, global economy.
Essentially, if something can be bought on the free
market, chances are it can also be bartered. From airline
seats to hotel rooms to advertising space, any combination of products, goods, and services imaginable are
bartered. National trade exchanges facilitate these transactions and make it easy for buyers and sellers to find
each other.

BARTERTHENANDNOW
The modern barter industry took shape in 1969 with the
creation of the first retail barter exchange. Prior to this
time, a lack of formality was barter's most dominant trait.
This was probably why the notion of "barter" often carried a somewhat mysterious or even negative connotation.
But as businesses realized the benefit of greater structure and process for barter, more than 400 small
exchanges were created throughout the U.S. Unfortunately, with more structure came less variety. The simple fact
was that the type of products available through any given
network were limited to—and indicative of —the companies who were participating. For example, a clothing store
chain in California might have been limited to local trading with other apparel companies, or a manufacturing
company might have been restricted to exchanging spare
components with companies in their home city.
Over the last 15 years, industry consolidation and
acquisitions reduced the number of exchanges almost in
half to approximately 250. More important, through this
consolidation the geographic reach of the remaining networks expanded, further enhancing and advancing barter.
As the practice of barter grew, it also adopted the structure and process associated with most established industries— namely, self - regulation and guidelines. In 1984, at
the behest of a group of independent trade exchanges, the
National Association of Trade Exchanges (NATE) was
formed. The association serves to ensure that consistent
financial, fiscal, and ethical practices are pursued by all
independent, commercial bartering enterprises worldwide
through accreditation and training programs. These standards are particularly effective as barter continues to
evolve beyond simple purchase /sale transactions.
Recognizing the proliferation of barter trading, the
Internal Revenue Service simplified the tax process by
developing a series of barter - specialized forms. Barter
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transactions that represent sales revenue are taxable as
ordinary income to the recipient of the trade dollars in the
conventional dollar amount of the trade dollars received
and conversely are deductible as ordinary expense by a
purchaser in the conventional dollar amount of the trade
dollars paid. Barter income is reportable by the trade
exchange to the IRS on Form 1099B.

THEBARTERADVANTAGE
Under traditional finance theory, a company is worth the
present value of its future cash flows. As such, companies
can maximize their value by expanding cash inflows and
reducing cash outflows. The value proposition of barter
to this equation is extremely compelling as it can influence both sides of the equation.
In a typical sale, companies will offer their goods
or services in exchange for cash (and equivalent)
consideration —a cash inflow. But to support existing
and new sales, companies are required to invest in both
hard assets, like property, plant, and equipment, and in
intangible assets, like human and intellectual capital —a
cash outflow. Companies that use barter as an additive
function to their existing sales strategies and inventory
management processes reap its benefits, thereby maximizing cash flows.
Here's how it works. Instead of traditional cash currency, today's barter networks use proprietary currency
methods referred to as "barter dollars" or "trade dollars"
to complete transactions. Instead of receiving cash for
their goods or services, companies get trade dollars,
which can then be used to purchase any products or services being offered by other members of the exchange.
Clients are charged a small fee for each completed barter
transaction. Since a typical member is purchasing a good
or service in exchange for his or her own good or service,
each purchase has a high likelihood of resulting in a completed sale transaction.
Barter exchanges are often considered secondary markets since most companies that enter into trades otherwise wouldn't be doing business. Therefore, barter
transactions can be considered incremental business. In
addition, the value proposition of barter networks is
highest when companies are operating under full capacity. This usually translates into companies with unsold
inventory or unused service capacity. Thus, when companies are having difficulty selling their goods or services in
their primary markets, they can turn to barter networks
as a means of absorbing the slack.
In doing so, a company can offer its goods or services

to an entirely different market of potential buyers whereby new sales can arise even beyond the point of the initial
transaction. Also, the company can limit its cash outflow
by purchasing needed goods or services using cashless
barter dollars.
Barter can be readily applied to all types of businesses
seeking to improve their inventory management of tangible products as well as intangible services. Given the
advancements in geographic reach and scope, as well as
expanded network capabilities and currencies, it's relatively easy for companies of all sizes to become involved
in the barter process. Throughout the U.S. and Canada,
this has evolved into the Barter Association National Currency (BANC), which has become the standard monetary
exchange unit for more than 75 national barter networks.
Through their NATE membership, these independent
trade exchanges have come together to create the most
accepted standardized international barter currency in
the world. This offers tremendous inventory management
flexibility to companies of all sizes.
Whether for an excess of traditional inventory or seasonal merchandise sitting idle in a warehouse, barter
serves as a compelling alternative to costly inventory
management issues.

APPLEVACATIONS
Apple Vacations, one of the largest travel companies in
the United States and a leading international charter airline operator, has been using the barter network for more
than five years to grow its business and expand into new
markets.
Like many airlines, the company couldn't always ensure
that its jets were departing at full capacity—a major
source of lost revenue. In addition, as a company operating in numerous markets nationwide, Apple's advertising
and promotion requirements are quite extensive. Regardless of negotiations, national advertising typically is an
extremely expensive proposition, yet Apple has been able
to successfully convert its inventory of empty airline seats
to effectively remedy both challenges.
By using barter, Apple has been able to run promotions
in new markets without increasing its marketing budget.
The company exchanges unsold airline seats for advertising, event marketing, and promotional materials to support its growth and promotional initiatives. In the last
year, Apple has completed more than $90,000 worth of
barter exchange trading.
Barter has become a necessity for Apple, not just a
means for filling empty seats. The trade exchange allows

the company to maintain a presence in markets where the
advertising budget would have been depleted otherwise.

CLEARCHANNELCOMMUNICATIONS
Clear Channel Communications, the largest radio station
network in the country, relies on the barter system to fill
its airtime inventory requirements. Like Apple, Clear
Channel faced two distinct issues. First, it regularly had
surplus airtime that was resulting in lost revenue. Second,
the company had an ongoing need for an inventory of
goods and services that could be awarded to listeners during broadcast programming.
Barter proved to be the answer that linked and
addressed both areas. Clear Channel exchanges its time slot inventory to purchase a variety of promotional goods
and services, such as airline tickets, sporting and concert
tickets, printing services, and other materials. These
exchange transactions have allowed the company to
increase its purchasing power without increasing expenses
or straining existing budgets.
Barter has opened many avenues and also created new
relationships that have been fruitful on both the buy side
and the sell side for Clear Channel. You might not consider airtime to be a commodity that can be exchanged,
but quite the opposite is true. Clear Channel is able to
maximize its airtime inventory while perfectly balancing
it with demand for promotional goods. This inventive
application of barter demonstrates the limitless variety of
trading available to customers of the exchange system.

AWIN/WIN
Because companies are faced with constantly shifting
supply and demand factors, barter is a highly effective
tool that enables organizations of all sizes to creatively
manage their inventory. It enables business owners to
gain value from goods or services that would otherwise
be rendered worthless. And barter provides an effective
means for companies to expand into new markets, gain
trial usage from prospective customers, or increase market share. What was once a simple type of goods -forgoods transaction has evolved into an established and
accepted system for facilitating a limitless variety of
exchanges for products and services. ■
Don Mardak is the founder and president ofInternational
Monetary Systems, a national barter network. He is a
two -term president of the National Association of Trade
Exchanges. You can reach him at
Donmardak @hotmail.com.
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Why
HIRING TAX CREDITS

Matter
EVERYNEWEMPLOYEECAN
GENERATETHOUSANDSOF
DOLLARSINFEDERALANDSTATE
HIRINGTAXCREDITS.ISYOUR
COMPANYCAPTURINGALLOF
THESECREDITS?

BY DANIEL A. WEISS

W

en crafts retailer Jo -Ann Stores notified Visalia, Calif., that the city was on their short
list of locations for a major distribution center, the Tulare County Business Incentive Zone
(BIZ) started its work to persuade the company to choose Visalia. They offered a comprehensive financial assistance package that included state income tax credits of $31,500 per employee
hired over a five -year period. Jo -Ann Stores accepted. In return for the package, the company
agreed to provide more than 120 jobs to low- and moderate - income individuals and within
three years increase the number of jobs to 350.The result: Jo -Ann Stores now employs 125
people in a 630,000-square -foot distribution center in Visalia. For the city's efforts to attract
the company, Visalia Mayor Don Landers accepted the "Success Story of the Year" award from
the California Association of Enterprise Zones. Could your company be the next success story?
With the economic downturn since September 11 and the fall of some of the country's
largest employers, hiring tax- credit programs have taken on importance as a means to help
curb the unemployment rate and provide fiscal relief to businesses.
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Yet despite the value of hiring tax- credit programs,
most companies don't pursue them. In many cases, an inhouse corporate tax team, major auditor, or corporate
real estate broker is either not aware of or underestimates
the benefits of hiring tax credits. While companies pay
close attention to other kinds of financing opportunities,
they miss out on thousands —or millions —of dollars in
lost savings each year when they don't pursue hiring tax
credits. And when businesses know about the programs,
unfortunately, they often falsely conclude they wouldn't
qualify or the process for complying would be too difficult. Not so.
Here's a look at the types of hiring tax credits that are
available and how you can participate in them with ease.

munities around the country will be designated Renewal
Communities (RCs). RCs are urban and rural communities targeted for renewal and nominated by state and local
governments. They are similar to the Empowerment and
Enterprise Zones, and businesses in these areas can take
advantage of wage credits worth up to $1,500 for every
new or existing employee who lives and works in an RC.
HUD also designated seven new Empowerment Zones
in addition to the more than two dozen across the country. Businesses in these areas are eligible for a federal hiring tax credit of up to $3,000 per qualified zone employee
each year. Any employee who lives and works in the zone
qualifies. More information about where the zones are
located is available at hnp: / /www.hud.gov /ezec /locator.

THEBASICS

StateEnterpriseZones

Hiring tax credits come in two forms: those that focus on
persuading companies to open facilities in certain "incentive zones" and those that encourage a company to hire
targeted groups of individuals or create jobs. First let's
consider the incentive -zone programs.
More than 1,000 areas across the country have been in
some way classified as enterprise zones by the federal or
state governments to provide incentives for companies
willing to invest in those designated zones. Federal incentive zones are called Empowerment Zones, while state
ones are Enterprise Zones. Most states have one or both
types. Each zone usually offers employers thousands of
dollars in tax credits per eligible new hire. To qualify for
the credit, new hires must generally work or live in the
zone or both. The zones often offer businesses a range of
other benefits also, all geared at sustainable community
development, including tax- exempt facility bonds, Work
Opportunity Tax Credits (WOTC), reductions of the capital gains tax liability, increased expensing deductions on
depreciable property, and deduction of qualified Brownfield cleanup costs.
One recent example of an incentive zone at the federal
level comes as a result of September 11. To address the
economic redevelopment challenges facing New York
City, in March 2002 President Bush signed into law the
Liberty Zone Employment Credit for Lower Manhattan.
The intent: encourage businesses to remain, expand, and
relocate to lower Manhattan by offsetting labor costs. The
new provision will provide for a special yearly credit of
$2,400 per employee through 2004 for businesses with
fewer than 200 employees.
In addition, the Department of Housing and Urban
Development (HUD) recently announced that 40 com-

The Tulare County BIZ mentioned earlier is an excellent
example of the innovative incentive programs states are
offering. Three entities created the program —the Tulare
County Employment Center, the Tulare County Economic Development Corporation, and the Targeted Tax Area.
The efforts of this joint partnership resulted in a complete tax incentive package to every eligible company in
the Tulare County Business Incentive Zone. Any business
in the Zone can take advantage of these incentives. Hiring
credits are available for any workers who are residents of
the Zone or who are economically disadvantaged, disabled, Native American, ex- offenders, or eligible recipients of general public assistance.
The program enables companies to receive state
income tax credits of more than $31,500 per employee
hired over a five -year period. The maximum hiring credit
available is based on an hourly wage of $10.12 over five
years. Since the Targeted Tax Area was put in place in
November 1998, more than 1,800 employees at 64 companies have utilized the incentives.
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NEW-HIREANDJOB-CREATIONTAXCREDITS
Beyond incentive -zone hiring credits, other types of new hire and job - creation tax credits are available with less
stringent qualifying criteria, such as only requiring the
company to be located in the state instead of a specific
community, or, in the case of federal credits, the company
can be hiring anywhere in the country. New -hire credits
are aimed at a company's new and replacement workers,
while job - creation credits are targeted solely at new positions created within a company. For instance, if a company created and filled 50 new jobs in 2002,all 50 of
these positions could qualify for a job- creation credit.

Hiring and job- creation tax credits exist in almost
every state. When a state offers its own hiring tax- credit
program, these credits can be claimed in addition to federal employment wage tax credits, doubling the benefit.
Let's look at targeted hiring tax credits and job - creation
tax credits.

TargetedHiringTaxCredits
The federal government offers companies tax credits for
hiring individuals from certain targeted groups, such as
Native Americans, recipients of public assistance, at -risk
youth, the disabled, and residents of Empowerment
Zones. These credits include the Work Opportunity Tax
Credit (WOTC) and Welfare -to -Work (W -t -W) Tax
Credit. The maximum credit per employee is $2,400 for
the WOTC and $8,500 per employee for the W -t -W credit. Generally, 5 % to 15% of a company's ongoing new
hires will meet the eligibility requirements for the WOTC
or W -t -W credit.
Regarding the WOTC and W -t -W Tax Credit, in March
2002 Congress passed a two -year retroactive extension as
part of the economic stimulus bill, enabling businesses to
continue capturing these valuable credits.

Information Is a Click Away
Here are a few organizations that can help you
learn more about hiring tax credits:
Walton Management provides specialty tax - credit
services for a variety of federal and state tax - credit
programs. www.waltonmanaP-ement.com
The Department of Housing and Urban Development provides extensive information about the
Empowerment Zone program.
www.hud.P-ov /ezec /locator
The Department of Labor's Training and Employment Administration offers information about
welfare- to-work tax - credit opportunities.
www.doleta.gov

launched a working group called the Simplified Tax and
Wage Reporting System (STAWRS) to develop a fully
electronic version of the 8850 Form. It's anticipated this
process will be available to any business in the next year
or two. State tax- credit programs have their own unique
requirements and may work differently and be more
streamlined.

Job-CreationTaxCredits
The federal government and many states offer current
employers tax credits worth thousands of dollars for each
new full -time job created in a calendar year. Companies
are generally required to create a minimum number of
jobs over a set period of time. The catch: Companies usually must apply for these credits before filling the new
positions.

REAPINGTHEBENEFITSWITHEASE
So now that you know what's available, the next question
is how you obtain the credits. If you want to administer a
tax - credit opportunity internally, you can use a variety of
software and Web -based technologies to capture hiring
tax credits and process the forms. Generally, these capabilities are accessed through subcontracted relationships
with tax- credit firms specializing in combining advanced
technologies with government - compliance procedures.
These firms can also seamlessly integrate the hiring tax credit workflow into the company's human resources
process.
To date, the federal government still requires physical
signatures from new hires on the WOTC and W -t -W
8850 Form, so at this point the WOTC and W -t -W tax
credit process can't be fully automated. But the IRS has

HOWTOPARTICIPATE
Since there's overhead associated with the forms processing necessary to participate, most companies choose to
outsource the program administration to specialized tax credit firms mentioned earlier. Such firms can streamline
the certification process for getting government approval
for the tax credit and capture the greatest amount of
credits. They can research and obtain a variety of state
and federal tax credits for which a company might otherwise not have the time or willingness to apply. They also
maintain contact with program directors so clients' needs
can be presented most effectively to the state administrators. Outsourcing to tax - credit specialists offers companies peace of mind, cost savings, and end -to -end
consolidation of the identification and processing tasks.
So now are you ready to achieve financial success with
hiring tax credits? ■
Daniel A. Weiss is senior associate in the National Capital
Area Office of Walton Management Services, a consulting
firm with more than 20 years' experience administering
state and federal corporate tax- credit programs. You can
reach Daniel at weissdaniel @waltonmanagement.com or
(301) 657 -4620.
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The Student Case Competition is
sponsored annually by IMA to promote
sound financial /accounting analysis
and presentation skills.

TransEuro
Corporation
A M A N A G E M E N T P R A C T I C E S CASE

BY S H A H I D A N S A R I ; J AN I C E BE L L , C P A ;

AND

H E I D E M A R I E L UN D BL AD
ransEuro is a wholly owned subsidiary of a major
European oil company. Its primary business is the
exploration and production of oil. The company is
located in central West Africa and has field operations in Angola, Congo, and Gabon. The company's
primary base of operation is on land, with a few platforms in shallow water off the coast of West Africa. It also
owns pipelines and terminals in the southern part of its
region. In the north, it uses pipelines owned by other
companies to export oil. While some of its "brown- field"
(land- based) operations are wholly owned, others are
jointly owned with other oil companies such as Elf,
Marathon, Amerada Hess, and ARCO. The joint- venture
agreements specify detailed formulae for allocating production and costs between parties. Many of TransEuro's
activities take place in remote wilderness areas, which
requires TransEuro to provide infrastructure and services
that in populated areas are taken for granted. For example, the company must supply housing, food and medical
services, entertainment, and transportation. In effect, it
must run its own communities in these isolated areas.
TransEuro began operation in the early 1960s when oil
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was discovered in the region, and it has been highly successful and profitable ever since. In 1997,it was one of
the most profitable and cash -rich companies in the
region. Taxes and levies on oil exports by the company
are the main revenue source for its host governments.
Local nationals regard the company as a technology
leader and as an employer of first choice.

THECURRENTSITUATION
The first 30 years(1965 to 1995)were generally profitable
and high - growth years for the company. By 1996,however,
the profit picture for TransEuro had begun to change.
Most of the oil on hand had been depleted, and there were
few reserves left. With reduced production and no commensurate decrease in operating expenses, TransEuro's
unit- operating cost per barrel (UOC) had begun to
increase. (The UOC is the total operating cost, excluding
depreciation and depletion, divided by the barrels produced.) At a budgeted production of 112,000 barrels per
day, the UOC was forecasted to be $3.20/barrel ($129 million divided by 112,000 barrels multiplied by 360 days).
Table 1 shows TransEuro's fiscal year 2000 budget.

Because TransEuro's land -based reserves had been
largely depleted, it urgently needed development funds
from the parent company to expand its offshore operations. The parent company used UOC as a key metric to
allocate exploration and development funds. It also made
it clear that further investment and development funds
would be allocated only to those operating units that
demonstrated a serious commitment to cost management.
And because TransEuro had one of the higher UOC in its
peer group of operating companies, it had low priority for
new capital expenditures. It was clear that the company
had to make severe budget cuts to decrease costs.

THEBLAMEGAME
Facing severe budget cuts was a painful new experience
for the company. The tension created a difficult and sensitive situation in which everyone in the organization
tried to defend his or her area against cost reductions and
to point the finger somewhere else.
The departmental budget format did not help matters.
In fact, it often led to quick inferences that may or may
not have been grounded in facts. A good example was top

management's belief that service departments such as
Business Management Services were way out of proportion with the exploration and production costs —the core
business of the company. The belief was based on the
2000 budget, which showed that the Business Management department accounted for 11.21% of the Operation
and Exploration (OPEX) budget (see Table 1).
Management appointed a Cost Leadership Team
(CLT) to make recommendations for change. The CLT
decided that in order to find areas of cost reduction, it
first needed to determine if area costs were excessive.
The team decided to apply activity -based management
(ABM) to determine what work the various departments were doing and the cost of the work. One of the
first areas the team looked at was the Business Management department, for it had been the source of much
blame.

ACTIVITY-BASEDMANAGEMENT(ABM)
ABM is a cost - management tool that focuses on specific
work (activity), how the work is done, and at what cost it
is performed.) To conduct the kind of analysis the CLT
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team needed to do requires the completion of 10 steps.
1. Obtain the existing cost information and reports on
the focal department.
2. Determine the major processes that occur within the
department.
3. Identify the inputs that start each process and the outputs or results the process produces.
4. Determine the activities involved in the various
processes. Document the current activity flow in detail
and all tasks that are part of each activity.
S. Identify all resources used (people, machinery, supplies, space, and so on) by each activity.
6. Define an output measure for each major activity. This
measure may be financial or nonfinancial.
7. Define a performance measure for each major activity.
These measures may be financial or nonfinancial.
S. Record the actual performance on the selected performance measures. The measures may be quality, cost,
or time.
9. Use the performance to determine how well you are
performing the activity.
10. Brainstorm improvement ideas.
Fortunately, several of these steps could be omitted
because the information was already available, as you will
see in the next section.
Step 1 (information on the existing costs) was obtained
from the SAP system. (SAP is the trade name of a software system used to conduct Enterprise Resource Plan ning—ERP.) It is shown in Table 1.
A critical component of ABM is the identification and
documentation of all processes and activities in the area
under investigation (steps 2 through 4). This is an
extremely time - consuming and expensive task. Fortunately, TransEuro's parent had developed a standard definition of activities as part of a process- mapping exercise.
The team used the standard process and activity definitions from the "corporate process model" developed by
the parent corporation.
The team discovered that the Business Management
department actually housed a number of diverse subprocesses and activities. These included:
♦ Provide Goods and Services.3 Included contracting,
purchasing, and arranging delivery, storage, and issuance
of all materials and supplies used.
♦ Provide IT and Telecommunications Services. Included installing, operating, maintaining, and troubleshooting
all hardware, software, and communications within
TransEuro, as well as supporting SAP.
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Table L• TransEuro's 2000 Cost Budget (in 000s)
AMM

1

Operation and Exploration
(OPEX)PRIMARYCOSTBUDGET
5,443
Office of President
14,464
Business Management
3,815
Community Relations
243
Human Resource Management
103,848
Production Management
248
Exploration Management
Health, Safety, and Environment
M
TOTALOperating Expenses(OPIX) $129,
ExplorationExpense(EXPEX)BUDGET 11,000
104,807
Capital Expense(CAPER)BUDGET
TOTALBUDGET
$244,807

4.22%
11.21%
2.96%
0.19%
80.50%
0.19%
0.73%

100.00%

Table L Business Management Resources Used
(in 000s)
Resources Used

Materials and Supplies
Staff Salaries
Staff Benefits
Staff Services (Housing, Medical, etc.)
Training
Logistics
IT Support
Total OPEXBudget
Office Equipment Depreciation
IT Equipment Depreciation
TotalCAPEXBudget
TOTALResourcesConsumed

Amount
$

Steps In Activity -Based Analysis2

756
6,745
2,361
2,024
334
1,234

1.011
$14,464
335
345

Im
11a.L44

♦ Provide Financial Services. Included maintaining

funds, performing detailed accounting, preparing financial reports, and providing special support services.
♦ Perform Internal Audits. Included risk assessment,
auditing selected area, assessing controls, and assisting
managers with changed transactions to increase the accuracy of financial reporting.
♦ Prepare Economic Plans. Included updating portfolio
opportunities, updating the hydrocarbon resource plan,
updating the business plan, reviewing performance, and

exposure.
The Cost Leadership Team (CLT) next developed the
cost of performing these activities (step 5) using the following approach:
Step 5a. Identify resources consumed by the Business
Management department.
Step 5b. Charge each activity for its use of resources.
Step Sc. For each resource that is shared among activities, select a resource driver.
Step 5d. Use the resource driver to assign the resource
costs to activities.
Step 5a: Identify resources consumed by the Business
Management department. TransEnro uses the SAP system as part of its Enterprise Resource Planning (ERP)
process. The system is also used for "time writing" (a
record of the time spent on tasks and activities) because
the company must maintain detailed records under its
joint- venture agreements. Consequently, information
about resources consumed by Business Management was
readily available. Table 2 shows resources consumed by
the department by object of expenditure. Notice that the
total amount ($15,144) includes the OPEX Budget from
Table 1 ($14,464) as well as the amount of depreciation
allocated to the department through the capital expense
(CAPEX) budget process.
Step 5b: Charge each activity for Its use of resources.
To charge subprocesses and activities for their use of
resources, each cost item must be either charged directly
to an activity or allocated to it. Costs traced directly to an
activity do not require allocation. Shared resources
require allocations.
Step 5c: For each resource that Is shared among activities, select a resource driver. Before shared resources can
be allocated, it is necessary to identify a resource driver. A
resource driver is the factor that causes a resource to be consumed and is used to allocate resource costs to activities.
Resource drivers, like any allocation base, must be chosen
carefully or they can cause great controversy in the organization. After careful deliberation, the team identified
the resource drivers listed in Table 3.

Table 3: Resource Drivers Identified for Each
Resource
RESOURCE

RESOURCEDRIVER

Direct Resources:
Staff Salaries

Assigned directly to activities
based on time staff spend on an
activity.

Shared Resources:
Materials and Supplies

Dollars of purchase requisitions —
traced to activities.

Staff Benefits

35% of salary dollars allocated to
activities as part of staff salaries.

Staff Services*

30% of salary dollars allocated to
activities as part of staff salaries.

Training

Directly traced to people based on
training programs attended and
allocated to activities based on
time writing.

Logistics

Driven by the dollars of merchandise handled. (Used by the
subprocesses Provide Goods and
Services and Market/Trade
Hydrocarbons.)

IT Support

Allocated to activities on the basis
of number of workstations containing computing and telecommunications equipment, based on hourly
usage.

Office Equipment
Depreciation

Allocated to activities based on the
person using the furniture and
equipment.

IT Depreciation

Allocated to activities on the basis
of workstations containing
computing and telecommunications equipment.

*

obtaining approvals for changes.
♦ Market /Trade Hydrocarbons. Included developing
marketing strategy, marketing the hydrocarbons, and
arranging delivery.
♦ Provide Legal Services. Included handling in- country
legal problems and consulting with corporate on

The item staff services refers to the cost of running communities in isolated
areas.

Step 5d: Use the resource drivers to assign the resource
costs to activities. The final step in the process requires
the assignment of resource costs to activities. Consider
the subprocess, Provide Financial Services.The subprocess
contains the following activities:
♦ Manage funds (for example, invest idle funds, ensure
sufficient working capital is available, provide budgeting analysis).
• Execute accounting (all bookkeeping services).
• Provide financial reports.
• Provide specialist services (for example, help a unit
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Table 4: Resource Consumption by Activities in the "Provide Financial Services" Subprocess
DRIVERSCONSUMEDBYACTIVITY
RESOURCEDRIVER

Staff Salaries
Staff Benefits
Staff Services
Materials and Supplies
Training
Logistics
IT Support
Office Equipment Depreciation
IT Equipment Depreciation

Time spent
of salary dollars
of salary dollars
Purchase requisitions
Time writing
of merchandise handled
Workstations
Use per person
Workstations
%

%

%

RESOURCE

understand its cost structure, help in negotiating a
contract).
The team used the cost information shown in Table 2
and the resource drivers shown in Table 3 to identify the
percent of resource driver consumed by each activity, as
well as the resources they directly consumed. Table 4 contains the results from this process.
Finally, the team developed an activity cost budget for
the Business Management department based on the
information generated by the ABM process. The activity
budget is shown in Table 5.

REQUIREMENTS
The questions relate to the steps in the ABM analysis. The
relevant ABM step is shown in parentheses at the end of
each question.
1 . Compute the cost of the four activities in the Provide
Financial Services subprocess. (ABM Step 6)
2. In computing the cost of the four activities in the Provide Financial Services subprocess, should the team
include the cost of staff services (running remote communities) as a cost? Why or why not? (ABM Step 6)
3. Suggest some performance measures you would use
for each of these activities. (ABM Step 7)
4. How would you use the activity analysis and the activity cost data in Table 5 to improve operations and better
manage costs? (ABM Step 10)
S. During the course of its investigation, the team discovered a benchmarking study done by a leading consulting firm. The study included data on five major U.S. oil
companies. Appendix A provides selected excerpts from
the study. How can you use the information in Appendix
56
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MANAGEFUNDS

EXECUTE
ACCOUNTING

PROVIDE
FINANCIAL
REPORTS

PROVIDE
SPECIALIST
SERVICES

$550

$410

$475

$375

35%

35%

35%

35%

30%

30%

30%

30%

4.1%

2.8%

2.8%

4.6%

$5

$10

$8

$15

0

0

0

0

9.4%

15.7%

13.5%

13%

$10

$6

$10

$6

$8

$6

$9

$6

A to determine if TransEuro's Business Management costs
are in line with the industry? What adjustment might be
necessary? What other data might you want to look at in
reaching your conclusion? (ABM Step 9)
6. Industry benchmarking data are often hard to get, as
competitors do not want to share these data. In the
absence of industry benchmarks, how might you evaluate
the performance of these activities? ■
Shahid Ansari, Ph.D., is professor ofaccounting and information systems at the College ofBusiness, California State
University, Northridge. You can reach him at (818) 6772426 or shahid.ansari @csun.edu.
Janice Bell, CPA, Ph.D., is a professor ofaccounting and
information systems at California State University, Northridge. She can be reached at(818) 677 -4892 or
ianice. bell @csun. edu.
Heidemarie Lundblad, Ph.D., is professor ofaccounting at
California State University, Northridge. You can reach her
at (818) 677 -2440 or heidemarie.lundblad @ csun.edu.
® 2002, Shahid Ansari, Jan Bell, and Heidemarie Lundblad. This case is designed
for teaching and learning purposes only. It is not intended to demonstrate effective
or ineffective management practices. The case is loosely based on work done with
Royal Dutch Shell, but the data used are fictitious. Any resemblance to a real Shell
unit is purely coincidental. We are grateful to Shell for permitting us to study its
oil exploration and production business.
1 A detailed discussion of ABM can be found in S. Ansari, J. Bell, T. Klammer, and
C. Lawrence, ManagementAccounting —A Strategic Focus, Richard D. Irwin,
1997.
2 Ansari, et al., p.5.
3 ABM conventions require that each activity be defined through the use of a verb
and a noun, hence, for example: "Provide Goods and Services."

Appendix A

Table 5: Activ ity Budget for Business M anagement

Industry Benchmarking Report

Activ ities (in 000s)

Selected Excerpts

Activities Performed

This study covered some of the major administrative activities

PROVIDEGOODSANDSERVICES

in oil companies. The sample consisted of five major oil companies in the southeast USA. The firms are larger in size than

104

Establish Contract

TransEuro.

Obtain Goods and Services

321

Receive Goods and Services

238

1 . G &A represents the combined total of Business Systems,

Store Goods

654

Lease Administration, Legal, Finance, Human Resources, and

Dispatch Goods

631

Headquarters/ Other G &A. Data on G &A:
$1,948

TOTAL.
PROVIDEITANDTELECOMMUNICATIONSSERVICES
Deliver Applications and Databases

Average cost per barrel in study

$.60

Best in study per barrel

$.54

Worst in study per barrel

$.95

210

Provide SAP Support

1,075

2. Finance /Other costs include treasury, cash, credit and col-

Provide Operational IT

2,844

lections cash management, including banking and reconcilia-

Provide Telecommunications

2,830
TOTAL

tion, all nonseverance tax activities such as ad valorem,
6,959

PROVIDEFINANCIALSERVICES

income, sales and use and franchise tax audit (internal, JV and
responding to audits), and financial planning and reporting,
including both long -term and short-term planning (excluding
operational planning). External audits are not in the category.

?

Manage Funds

Allocated corporate treasury and finance costs are also includ-

?

Execute Accounting

ed in Finance. Benchmarking data on Finance show:

?

Provide Financial Reports

Average cost per barrel in study

$.20

Best in study per barrel

$.12

Worst in study per barrel

$30

?

Provide Specialist Services
TOTAL
PERFORMINTERNALAUDITS
Assess Audit Review Strategy
Prepare Audit Plan

102

3. Business Systems include costs associated with the sup-

75

port and maintenance of existing business systems, software

Perform Audits

312

Assess Controls

103

and hardware maintenance costs, and any internal and external project development costs, telecommunications, and any
corporate information systems allocation. Production alloca592

TOTAL

tion systems are also a Business Systems cost. Business
Systems include related infrastructure costs and desktop and

PREPAREECONOMICPLANS

software costs. Benchmarking data on Business Systems costs

Review /Update Portfolio Opportunities

184

Review /Update Hydrocarbon Resource Plan

171

Prepare /Update Business Plan

248

Best in study per barrel

$.05

Review Performance, Portfolio Changes

156

Worst in study per barrel

$.20

Obtain Approval

179
TOTAL

show:
Average cost per barrel in study

938

$.14

4 . Legal activities include lawsuit - related activities associated
with the exploration and production operations and legal busi-

MARKET/TRADEHYDROCARBONS

ness- support activities. Legal includes outside and in -house

Plan Marketing Strategy

75

counsel, including SEC attorneys. It does not include settle-

Market Hydrocarbons

58

ment costs and legal costs associated with discontinued oper-

Deliver Hydrocarbons

368
501

TOTAL
PROVIDELEGALSERVICES
TOTALACTIVITYCOST

ations (as per GAAP definition). Benchmarking data on legal

491
$15,14

activities show:
Average cost per barrel in study

$.09

Best in study per barrel

$.03

Worst in study per barrel

$1 8
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The latest version of Easy

There are three parts to

CD Creator® 5 Platinum

EP2U® Complete from
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from Roxio'`'"t contains

Technifocus, Inc., all

on the Internet. Demos of
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www.EP2U.com.
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Running a pallet with EP21.1

about everything you

Excel into presentation

need to burn data, photo,

software. EP2U Designer

video, and music CDs.

has more than 80 pallets

Using CD -R (recordable)

that set up your Excel

and CD -RW (re- writable)

screen so that it matches

blanks, you can back up

what you will see on the

files and programs, copy

printed page. EP2U

CDs, create multimedia

Assembler creates

presentations, or just

e- Presentations in Excel.

make music discs from

These automated, cus-

other CDs, MP3 files, even

tomized, and secure docu-

have push -button choices,

onscreen viewing. The

or you can choose a win-

navigation toolbar

dow with drag -and -drop

replaces the Excel menus

How convenient would it
be if every book you
bought came with a built in dictionary? Well, that's
sort of what you get with
Zelco's® Bookmark
DictionaryT'". The flexible
tab that contains the keyboard is thin enough to
slip into hardcovers and
paperbacks yet strong

functions. When you're
finished, you can design a

and makes it easy for your
recipient to view it on-

enough to support two thumb typing. The letters

jewel -case insert and
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nizes photos into albums

starts with any Excel
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worksheet or workbook

them on CD, and Video

and works with a wizard.

CD Creator makes CDs of

You start on the page you

your MPEG video clips

want to upload, click

that play on DVD or

Next, fill in the path

video CD players.

where you want it to go

VidectImpressions offers

and your password, Next,

help in creating presenta-

and Finish. The next thing

tions, demonstrations, or

you will see is your same

lessons, and with it you

page just as you created it
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look very close on the pad
but are discreet enough so
it's not difficult to find the
right ones. The dictionary
has 50,000 words. To compare, the average clergyman, lawyer, or doctor has
15,000 words in his or her
vocabulary, and the far
edges of the scale are held
by really smart parrots
with a low of 100 words
and journalists with about
20,000 words (from
UselessKnowledge.com ).
When the device doesn't
have your word, it displays
the closest like- spelled
word in its bank. A spelling
aid uses the system where
you enter question marks
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EP2U f or Exc el

attractive to small- and

Mysterious
MemoryDiscs I

midsize businesses, along

■ WITH VIDEOTAPE THERE WERE VHS AND BETAMAX,

with its one -day deploy-

and once that issue was sorted out, the only problem

ments, and more. Low cost
of ownership makes it

ment and lower training

Michael Castelluccio, Editor

1p remaining was how to program the player/ recorder.
With CD-class recordable discs, it isn't that simple —

Zelco's Bookmark

time. Contact Master does-

Dictionary

n't require upgraded hard -

questions abound. Is it disk or disc? What's the differ-

ware—it runs on Windows

ence between a CD -R and CD -RW? How are copyrights

for the letters you're not

95 and higher and requires

going to survive these media? What do those little

sure of In a pinch, it also
could be used to find

5MB of space on a work-

three -inch discs with the square -cut sides play on? How

station. The contact mod-

can the light from a laser record and play sound? Did I

crossword entries for

ule features automatic

dust neuter my cat? He was sleeping on the tower when

which you have some of

dialing of a contact's

I burned that CD.

the letters. The bookmark

phone number or one -

can display the date and

click access to their web -

time, has a built -in alarm

site. You can get maps or

Compact discs (disks are floppies) were invented in

and calculator, and features

driving directions to a con-

1979 by Philips, which, along with Sony, settled on

an auto shut-offfunction.

tact's address and print out

www.zelco.com

a telephone and address

standards for the new medium. The four -inch plastic
discs (actually 12 centimeters by 1.2 millimeters thick)

0

Beginning at the beginning

book to take with you. The

would hold 74 minutes of sound signal sampled at a

Bytemasters has released

Calendar offers multiple

rate of 44,100 times a second. The odd number for

Contact Master 2 Work -

views, and tasks can be

the time limit is attributed to Herbert Von Karajan, the

groups Edition, a power-

assigned priorities. You can

conductor of the Berlin Philharmonic, who lobbied

ful,affordable CRM

restrict access to proce-

Philips for a format that would hold the full score of

solution for the midmar-

dures, allow manager over-

Beethoven's Ninth Symphony (74 minutes). By 1983

ket. With Contact Master,

ride, and restrict access to

Sony released the first compact disc player, and early
adopters shelled out $1,000 to play the few commer-

workgroups of users can

browse operations like

store, organize, and share

new, edit, and delete. A free

cial discs available that year. Today, the rule "You can

information for a virtually

90 -day trial is available

get it cheaper if you just wait" has once again proved

unlimited number of orga-

from the website,

nizations, contacts,

www.bvtemasters.com,or

itself true because you can get a player and recorder
combination for under $100 or just a player for your

appointments, tasks, notes,

you can order a CD by

computer for $39.95. But when you add up the early

sales opportunities, docu-

phone at (800) 693 -2983.

and late adopters, the CD holds the record for fastest growing consumer electronic product ever released.
The format has diversified since its debut. Now there
are CD -ROM read -only compact discs for computers
(1985) and CD -I interactive compact discs for storing
text:, data, audio, and visual (1986). The CD -R recordable, write -once standard was introduced in 1988, and
the CD -RW compact disc rewritable standard and DVD ROM digital video disc were both introduced in 1997.
In 1998, the DVD format increased capacity with 17GB,
double- sided, dual -layer discs, and users were also given DVD -RAM memory drives to make their own 2.6GB
continued on next page
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continued on from p. 61
available online at Andy McFadden's

and mus ic and movie c ompanies as

DVDs. Incidentally, those clipped CDs

CD- Recordable FAQ, www.cdrfao.orl

well as book publis hers are desper-

that fit into business card sleeves

and Jim Taylor's DVD Demystified

ately looking f or some solution short

play in the inner circular groove of

FAQ, www.dvddemystified.com /

of s ending out worldwide s ubpoenas .

conventional players.

dvdfaq.html. Frequently updated,

They have tried everything f rom legal-

these two sources offer answers to

ly wrestling to the ground one peer -

the much larger capacity of the DVD,

both simple and very technical ques-

to -peer s harer (Napster) to marketing

along with its backward compatibility

tions like: How do I burn CDs from

crippled CDs that don't play on cer-

Conventional wisdom insists that

(DVD players play CDs), have posi-

tain rec orders, yet the problem has

tioned it to replace CDs as the stan-

not gone away.

dard storage medium for data, sound,
photos, and movies. That is, until the
next, better storage device shows up.
Still have any of those Smithsonian bound, bendy 51/4" floppy disks? In

Asatechnologv,thediscs
haveturnedouttobetwofaced fortheirproducers.

tect its music from pirates illustrates
the problem. Sony Music began
embedding its Key2Audio coding to
lock down the music files on its com-

their heyday, optical storage was just

mercial CDs. The system allowed you

a rumor from the development labs,

to play the CDs on your conventional

just as, today, molecular -size comput-

my old 33 LPs ? How do I get rid of

CD player but not on your computer,

er components seem too distant to

the surface nois e and s c ratc hes on

where you could burn copies or upload

even think about.

old recordings? Andy McFadden's site

the files onto the Net. The way it

points to f our really good glos saries

works is a string of confusing comput-

and any number of places to get s of t-

er code is written on the outer edge of

CDs and DVDs are optical discs. They

ware to help record and manage

the disc, and a computer, good binary

use light to read their data —laser

CDs. He als o has a wry sense of

drone that it is, will keep trying to read

light. The disc itself has three layers:

humor. For example: Question —W hat

the bad instruc tions before it moves

a polycarbonate plastic base, a color -

does " buf f er underrun" mean?

on to find the music files. Code first,

dyed metallic layer in the middle, and

Answer —It means you have an

that's what it was taught to do—so it

a protective plastic layer on top. When

attractive new coas ter f or your table.

will hang there forever, not being able

the disc is written to or pressed at

These two FAQs are great examples

to move on. Now Hyde's groupies

the music /game /program publisher,

of what the Internet c an be.

might not have EE degrees from Stan-

Reading by laser light

small dimples called pits are indented

ford, but they're not dumb. The

on the surface. The flat areas

The rip and burn c rowd

workaround was soon circulated on

between the pits are called lands, and

DVD images are vas tly superior to

the Internet, and music fans every-

there is a patterned line made by

VHS, just as CD recordings are usu-

where were taking felt marking pens

these two features spinning out in a

ally the bes t available. But as a tech-

and, by darkening the edge of the disc

very long spiral stripe (3.5 miles long)

nology, the disc s have turned out to

so the laser reader couldn't see the

from the center of the disc out toward

be two -faced for their producers, and

code, they were able to play the tunes

its edge. As the disc spins in the play-

no one knows this better than Sony.

on their c omputers as well as their CD

er, the line is read by a laser light pro-

W hile the company's respectable Dr.

decks. Taunts in the discussion

ducing, you guessed it, two kinds of

Henry Jekyll was busy in the lab engi-

groups directed at the company includ-

reflections (read as Os and 1s by the

neering the player, the c ompany was

ed remarks like, "Maybe they'll try and

player). Pits scatter the light, lands

about to loose into the side s treets

ban markers next."

reflect straight back as the computer

of the Internet a Mr. Hyde who would

reads this string of digital data as

threaten every copyrighted perfor-

over, but one thing is sure:

instructions, perhaps for programs, or

mance they were s elling.

CDs /DVDs are on trac k to become

as sounds or images for songs or
movies.
Two of the best sources of current
information on CDs and DVDs are
62

The latest attempt by Sony to pro-
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Musical trac ks and movies are

W ho knows when this war will be

the universal s torage media. For now,

af loat all over the Internet, available

that is . And s urely someone at Sony

for download by those who haven't

knows that Mr. Hyde did not disap-

paid the toll to the copyright owners ,

pear until Dr. Jekyll was killed. ■
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A New Measure of Earnings from
an Unexpected Party
> THE LATEST PRESCRIPtion to fortify investor
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Who Are Certified Business Managers?
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The Certified Business Manager (CBM) is the only business generalists' certification designed
for all business specialists who want the skills and knowledge of a strong business credential
and continuing education program.The CBM is also the most integrated exam available in the
business management feld.The CBM takes the MBA curriculum and presents it in a
certificate format.

a....

Recognized worldwide for its curriculum, the CBM is the leading business generalist
certification available for business professionals and specialists. Qualified professionals are
invited to earn the CBM designation either by passing a three -part examination or qualifying
through the Grandfather Clause.

will implicitly lower future earnings. But Grant
counters that an impairment is an impairment,
whether it's of fixed or intangible assets. Impairments to both 'represent
legitimate 'hits' to earn-
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and over 600 more companies

Accountants
Auditors
Vice Presidents
Owners /SelfEmployed
Engineers
HR Professionals
Purchasing Professionals
Supply ChainManagers
Marketing Professionals
Fraud Examiners
and over 350 more job fu nc ti on s

and over 30 more countries

Still, the chorus from
the crowd clamoring for
major financial reporting
reform today favors
wide adoption of S &P's
measure or a similar
one. They say it would

Grandfather Clause closes September 1, 2002 or upon
eeeptonce of 3000 Grandfathered CBMs whichever comes first.
Yl

Please visit our website for a comprehensive overview of our CBMs.

r

If you already have a bachelor's degree and a professional certificate in a business specialty, you may acquire the
CBM for a limited time through the Grandfather Clause.To see if you qualify and for details on how to apply,
please visit our web site at www.cbmexam.com or call us at (323) 936 -67S7.

pr ovi d e a common
frame of r efe ren ce and
would make inequities
fr om e a rn i n gs ma n a ge ment less likely. Ulti-

APB`
Helping Business Specialists Become Business Generalists
-

Grant scrys.

Association
in Angeles,
BusinessCA
Management
4929 Wilshire
Blvdof• Professionals
Suite 930 • Los
90010 -3825 • USA

/

P /F: 323- 936- 6757/61 71 • vvvvw.cbmexam.com • Email: info @cbmexam.com

mat ely, tha t wou ld he lp
ensure that individual
stock s an d th e ma rket
over al l a re val u ed mor e
accur a t el y. ■
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Please circle your answer for each question

Why Hiring Tax Credits Matter (p. 48)
Field of Study: TAXATION
1.

2.

3.

4.

5.

6.

a.

7

greatest number of recipients is obtained, and compliance with tax laws.
d. Reduced program costs and less scrutiny from the
Internal Revenue Service.
9. In addition to federal tax credits, many states offer tax credits
for hiring individuals from which of the following groups:
a. Recipients of public assistance, Hispanics, and Native
Americans.
b. Disabled, recipients of public assistance, and Asian
Americans.
c. Blacks, at -risk youth, and Native Americans.
d. At -risk youth, disabled, and Native Americans.
10. Most companies choose to implement their tax credit programs by doing which of the following:
a. Making them the responsibility of an in -house corporate

Last March, Congress passed a two -year retroactive extension
of the federal Work Opportunity Tax Credit and the Welfare to -Work Tax Credit. True or False
Two of the reasons given for companies not participating in
hiring tax credits are:
a. They are overlooked, and they do not result in significant savings.
b. Companies pay closer attention to other financing
opportunities and to sales figures.
c. The companies falsely conclude they would not qualify
to participate and the process for complying would be
too difficult.
d. They falsely conclude they would not qualify to participate
tax team.
and they are offered only during economic downturns.
b. Making them the responsibility of the corporate real
Hiring and job- creation tax credits exist in every state and
estate broker.
can be claimed in addition to federal employment wage tax
c. Making them the responsibility of the chief financial
credits. True or False
officer.
Which of the following are hiring tax credit programs of the
d. Outsourcing the program administration to specialized
federal government:
tax credit firms.
a. Work Opportunity Tax Credit, the Welfare -to -Work Tax
Credit, and the Targeted Tax Credit.
Are You Having a Credit Crisis? (p. 28)
b. Work Opportunity Tax Credit, the Targeted Hiring Tax
Field of Study: MANAGEMENT
Credit, and the Job- Creation Tax Credit.
11. When companies encounter economic difficulty, managec. Welfare -to -Work Tax Credit, Tulare County Business
ment must:
Incentive Zone, and the Florida Urban Job Tax Credit.
a.
Assimilate data from a variety of sources and report
d. Welfare -to -Work Tax Credit, the Work Opportunity Tax
trends to decision makers.
Credit, and the Liberty Zone Employment Credit for
b.
Pool resources and acquire skills to develop and execute
Lower Manhattan.
an
effective plan.
Tax credits for hiring individuals from certain targeted
c.
Contract
the business and eliminate spending on outside
groups, such as Native Americans, recipients of public assisconsultants.
tance, at -risk youth, and the disabled, can be claimed in
d. Require the Finance Department to become more
addition to the federal Work Opportunity Tax Credit and the
involved in the operations of the company.
Welfare -to -Work Tax Credit. True or False
Two of the reasons given for businesses not taking advantage 12. Proper planning and strict spending controls will produce
immediate success. True or False
of hiring tax credits are that the companies conclude they
1 3 . A clear and comprehensive business model is necessary in
would not qualify to participate or the process for complying
order to:
would be too difficult. True or False
a. Provide assistance to auditors and outside directors.
Most companies choose to implement their tax credit prob. Ensure profitability of the business.
grams by making them the responsibility of an in -house
c.
Assist management in focusing on successful operation
corporate tax team, the auditor, or the corporate real estate
of
the company.
broker. True or False
d.
None
of the above.
Outsourcing the management of hiring tax credits offers
14.
Cash
flow
issues for troubled companies:
which of the following:
a.
Require
that credit terms be reduced.
a. Increased costs that may outweigh the value of the tax
b.
May
be
resolved
by nontraditional lenders.
credits.
c.
Can
usually
be
overcome
with unsecured asset -based loans.
b. Peace of mind, cost savings, and end -to -end consolidad. Are not as important as keeping the business diversified.
tion of the identification and processing tasks.
15. The credit evaluation of troubled companies includes detailed
c. Cost savings, ensuring that the greatest good for the
operational as well as financial information. True or False

I have read the articles in Strategic Finance upon which the questions are based and have personally prepared the answers without the
assistance of any other person.
Signature
Date
Print name
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Continued from p. 27
September 11. "We experienced an immediate and substantial decline in the demand for our travel products in
the days following the attacks and a significant increase in
customer service costs and ticket cancellations, D'Angelo
explains. "Additionally, the airlines reduced their capacity
by approximately 20% and substantially reduced their
fares in order to stimulate demand. But despite the difficult circumstances, we were able to improve our year over -year financial performance dramatically because the
cost reductions we made during late 2000 and early 2001
allowed us to manage our company more profitably.
Diversification of our revenue streams, especially the
growth of our hotel business, has helped us navigate
through this challenging period.'

RESTRUCTURINGFINANCE
He also made changes in the finance area. "We reduced
the finance staff significantly. What that meant was we
needed to operate more efficiently, we needed to get better
reporting tools in place, we needed to get more organized
with respect to our close. Establishing better communication with operating units was key. Being proactive —anticipating and addressing potential issues — certainly goes a
long way to avoiding unpleasant surprises," he emphasizes.
"We put in more formal closing procedures and did a
lot of interim work during the quarter so the quarter -end
wasn't such a bear. We do a soft -close monthly, but we
took that up a couple of notches so that there isn't much
additional to do in the third month of a quarter. That
allowed us to get into a groove, and now fewer people
from the finance staff are involved in the quarter -end
close. The others are doing more product- support work.
We've got a very lean finance staff, but everybody has
very clear goals, objectives, and duties. We carry out our
work pretty impressively, I think.'
Although his management style is collaborative, "My
staff members know precisely what is expected of them
and when it is expected," he explains. "I always treat them
as partners with a common cause and meet with them as
necessary to resolve the more complex issues. I believe
that the career - oriented, mature individuals I am fortunate enough to manage respond favorably to my management style because they have the latitude to establish their
own workflow as long as they meet expectations and
timetables." Per company policy, he also has semi -annual
formal goal- setting and performance - management
reviews with each staff member in addition to his own
informal, continuous feedback. "I also take time to explain

why each task is important and how it fits into the overall
performance of the company. I find that people perform
better when they have that perspective," he adds.

WHAT'SAHEAD?
Now that priceline.com is forging ahead again, he'd like to
share some of the lessons he's learned. "Coming out of a
traditional business and going into a dot -com business
and the ensuing bubble and then coming back down to
earth, I learned that business models must still make economic sense. Certainly ours does because it makes sense
for the consumer, who saves money, and for the supplier,
who is able to sell excess or incremental inventory that
they would not be able to sell and have their pricing structure protected. It also makes sense for our investors
because we make money.
"Second, formal ROI discipline must be in place to make
resource allocation decisions. A lot of public companies that
are no longer around lost sight of that It was all about top line growth and not worrying about when you're actually
going to achieve positive cash flow. Wrong. Cash is still king.
"Third, focus on the customer is critically important.
Part of our turnaround plan was to improve customer
service, improve the disclosure to the customer on the
website, make them understand our product as well as
our process. We have been successful in improving the
customer's experience.
"Fourth, execution is the key. A lot of people have great
ideas, but unless you can put those ideas into a working
format that can be scalable and leveragable, you're going
nowhere. Execution is the secret to success.'
So far, priceline has executed well. Since its launch, the
company has sold nearly $3 billion of products and services, including more than 12 million airline tickets. Now
that Tom's a dot -com veteran, does he have any new plans
in the works? "Even though I've been at priceline a relatively long time, I feel I still have much to offer," he says.
"We are always making improvements and looking for
innovative ways to contribute to our business. I feel like
I've lived history here. Priceline.com has been many talented, intelligent, dedicated, motivated people from a lot
of different areas who came together to create something
that had never existed before. It has been such an enriching experience. Every day I wake up and ask, `Did I dream
this, or did it really happen ?' I hope I don't wake up one
day and find it all really has been a dream!" ■
Kathy Williams is editor of Strategic Finance. You can
reach her at(201) 474 -1576 or kwilliams @imanet.orQ.
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LEADERSHIP
Leadership. Many have claimed it. One has achieved it.
Robert Half is the leader in specialized financial recruiting, with offices worldwide.
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Manufacturing company is seeking an Accounting Manager with
a manufacturing and automotive background. Position will be
responsible for all facets of the accounting department and will
report directly to the Controller. This is an excellent opportunity
for a motivated team player with leadership qualities. Strong
manufacturing cost background is a must; CFM /CMA/CPA is
preferred. The ideal candidate will have 5+ years experience in a
supervisory capacity. Salary to $75K.

Controller
Large construction company seeks a Controller with construction industry background. Along with management
duties, responsibilities include preparing period - ending financial and statistical reports and assisting with preparation of
general accounting and financial documents. Accounting
degree and job -cost experience are required; CPA highly
desirable. Salary to $80K based on experience.
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Non -profit organization is seeking an Accounting Manager.
Position will manage and assist in the consolidation of the
financial statements, financial and cost reports, and maintain
accounting records, journal entries and A/R. Must have a BS in
Accounting and financial systems experience; familiarity with
Great Plains is desirable, as is experience with fund accounting
in a non -profit organization. Salary to $70K.
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Le adi ng -e dge t e chnology manufact ure r i n bot h comme rcial and
DOD compone nt s ne e ds an Assi st ant Cont rol l e r. Posi t i on
oversee s al l gene ral and cost account i ng and fi nanci al report i ng.

Ideal candidate will have 7+ years in financial management in a
sophisticated environment. Some exposure to defense or aerospace industry desirable; CMA or CPA preferred. Company
offers excellent benefits plan, including bonus structure.
Salary to $80K.
12troy[ ,
Successful retail company is seeking an Assistant Controller
for its headquarters. Position will oversee a staff of 140 in the
accounting department and will report directly to the VP and
Controller. Responsibilities initially will include generating
financial statements and overseeing inventory accounting.
5+ years retail and Big 5 CPA experience required; SEC /FASB
knowledge a plus. Company offers excellent benefits.
Salary to $95K.
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Local firm seeks a Manager of Internal Audit to handle
responsibilities that were formerly outsourced to a third -parry
public accounting firm. Position will manage and review the
auditing functions, which include meeting with the auditors
to complete and periodically review the companys risk assessment, assisting in development of the audit plan and programs
for each fiscal year, reviewing audit findings and coordinating
resolution of audit recommendations . Responsibilities include
the coordination of all audits required by grantor agencies and
resolution of their findings and recommendations. BS in
Accounting required. Six to 10 years of experience necessary;
CPA pre fe rre d. Sal ary from $ 70K t o $ 80K.

lienior Accountaig
Growing financial services firm is seeking a Senior Accountant.
Background must include all aspects of general ledger activity,
financial statement preparation & reporting, and developing &
implementing accounting policies. Bachelor's degree in accounting with 2+ years experience required; CPA or candidate is preferred. Must be a team player and work well with little direction
while possessing strong people skills in order to interact with all
levels of the organization. Salary to $65K.

Small investment company seeks a Chief Financial Officer to
be a strategic management partner. Position will be responsible
for the company's financial operation and will manage the
Controller and accounting staff. CMA/CPA required, and ideal
candidate will have strong management and interpersonal skills
and ability to relay technical information in lay terms. The
company offers an unmatched compensation package and the
opportunity to truly make a difference. Salary to $80K.
1. m i D t r e c t o r o
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Growing company has a tremendous opportunity for the
position of Director of Finance. Position reports directly to
the division president and will be responsible for overseeing all
financial functions, including accounting, budget, credit,
insurance, tax and treasury. Requires printing or packaging
industry experience. The ideal candidate will have 12+ years of
financial and operational management background; CMA or
MBA preferred. Excellent benefits package includes base salary
to $150K plus bonus.

F

r
Large international company seeks a VP /Director of Finance.
Position is charged with effectively establishing, directing, and
controlling the continuous monitoring of worldwide accounting policies. Must have 15+ years of combined experience with
broad - based, progressive financial responsibilities in a mid- to
large -scale organization. Master's degree and CPA or CMA
required; external audit and extensive Big 5 experience strongly
desired. International travel required. Salary to $150K.
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One of the top two satellite distributors nationwide is looking
for a Financial Analyst. Position will do profitability analysis as
well as budget -to- actual. Requires 3+ years experience as a financial analyst, intermediate to advanced Excel skills, plus the ability
to do heavy modeling and create, from the bottom up, the modeling tools. The ideal candidate must be flexible, with the ability
to multi -task and work in a fast -paced environment, and willing
to work long hours if necessary. Must be a strong team player
and a quick learner; strong interpersonal/communications skills a
must. Company offers great benefits with salary to $48K.

Hi gh - profi l e consumer products manufact urer and di st ri butor
se eks a Fi nanci al Re porti ng M anage r. Re qui re s a CPA or CM A

with strong technical accounting and financial reporting skills.
Ideal candidate will also have solid managerial experience and
knowledge of the installation of large computer systems. This is a
unique opportunity to combine professional and personal inter-

est i n a fast -t rack career posit ion in a fun work envi ronment.
Salary to $75K.

Retail company with three decades of successful business growth
is looking for a Financial Analyst. Position will perform various
financial analyses and generate internal finance /accounting
reports for various departments. Responsibilities to include: special projects as assigned, such as analyses and technical projects;
conducting account analysis; analyzing accounting subsystems
to determine how to make improvements; and creating and
refining various internal finance department reports. Requires
an individual with 2+ years of finance or general accounting,
including heavy computer use. PeopleSoft financial software
knowledge is a must and advanced ability with Microsoft
Windows, VBA and other software a plus; BA in Accounting/
Finance/Economics is preferred. Company offers excellent
benefit package. Salary to $38K.
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Fast - growi ng company seeks a Financi al Anal yst for newly cre-

at ed posit i on t hat wi l l work closel y wi th t he bi ll ing department
to i mple me nt revenue assurance pol icie s and procedures t o

ensure bi ll ing i s comple te and accurate. Re qui re me nts i ncl ude
BA i n Accounti ng or Finance and 5+ ye ars of expe ri ence i n
revenue assurance or audit ing; CPA i s a plus. Sal ary to $ 53K.

A telecommunications company needs a strategic partner. This
established firm is seeking a CFO with former telecommunications industry experience to establish financial and accounting
processes, overseeing the accounting, budgeting, analysis, forecasting, treasury, audit, tax, payroll and insurance functions. This
person must foster financial leadership, efficiency, systemization
and discipline throughout the organization. Requirements
include BS /BA in Accounting or Finance and CPA designation,
with 8+ years progressive experience. An excellent compensation
package is offered with starting pay up to $125K.
YI C jQ I
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Growing company is looking for a Financial Analyst to join their
team. Responsibilities will include financial forecasting, financial
analysis, and cash management. The ideal candidate will have
3+ years of financial analysis experience; CPA or MBA is a plus.
Salary to $42K.

Construction company is seeking an Assistant Controller of
general accounting. Position will oversee the day -to -day accounting operations including, but not limited to: accounts payable
and related payments to vendors; review of Sales & Use tax,
Motor Fuel Tax & IFTA tax returns; oversight of preparation of
vendor 1099s; review of fixed asset additions, deletions and
monthly leases; coordination of monthly close and ensuring all
review notes are cleared; coordination of internal and external
audits as required; and preparation of internal and external
financial statements as required. The ideal candidate will be a
CPA with 5+ years of experience. Salary to $90K.

Call now for a FREE copy of the Robert Half 2002 Salary Guide!
For more information on these and other professional opportunities, call Robert Half at 800.474.4253
t o b e c onn e ct e d di r e ct l y wi t h your l o cal of fi c e , o r v i si t o ur we b si t e a t w ww. rob e rt hal f.c om.
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Research Associate, European Phar-

pharm. industry, incl. clinical re-

com. Mention this ad for $20 OFF

search, biometrics, regulatory compli-

complete set order. CFM /CPA

maceuticals - Requires Bachelor's

ance in manuf., & FDA & EMEA fil-

Flashcards also available. The

degree (or higher) in Economics or

ing & approval processes. 40 hrs. /wk.

Tutorial Group, Inc., 120 Paddock

Finance (or equiv. Foreign educ.), & 2

8:00 a.m. – 5:00 p.m. Apply with

Drive, Columbus, NJ 08022.

years' exp. in the job offered or 2

resume to: Alliance Capital Manage-

years' exp. conducting functional &

ment L.P., Attn: Karen Mooney, 1345

financial risk -based assessment &

Avenue of the Americas, 46th Floor,

MICROMASH CMA /CFM REVIEW
Powerful computer -based CMA/

analysis with respect to the pharma-

New York, New York 10105.

CFM Review builds study sessions

ceutical industry. All of stated exp.
must include applying discounted
cash flow (DCF), economic value added (EVA), & relative multiples

based on user's individual strengths
HELP WANTED
FINANCIALjobs.com — ON THE

analysis techniques in company valua-

INTERNET. NOTABLE JOB
OPPORTUNITIES! http: / /www.

tion for U.S. and European opera-

FINANCIALjobs.com. Michael

tions; & analysis of financial impact of

Muller, Scott Marlow Agency.

and weaknesses. Available by Part.
Software works efficiently in tandem
with included textbooks. Comes
with Pass Guarantee.
(800) 272 -PASS
www.micromash.net

clinical research, biometrics, regulatory compliance in manufacturing, &

CM A /CFM REVIEW

FDA & European Agency for the Evaluation of Medicinal Products

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

(EMEA) filing & approval processes.

PASS the CMA /CFM exams. Over

correct rate. Abbreviations, ZIP codes, and phone
numbers count as one word each. All classified

Conduct functional and financial

5,000 questions. Software emulates

advertising must be prepaid by check or credit

risk -based assessment and analysis of

Prometric computerized format.

European pharmaceutical producers,

Per part: books $26.95, software

distributors, & key competitors on a

$44.95, audios (available on CD or

global basis to provide investment

cassette) $69.95. (800) 87- GLEIM.

advice to institutional investors

www.gleim.com

tive multiples analysis techniques in

70

Rates: $4.00 per word - 15 word minimum.
Advertising copy over 100 words, please call for

card. Noncommissionable.
Closing Date: Deadline for copy is 40 days
preceding month of publication.
Copy: All advertising must be submitted in typewritten, double- spaced form. No telephone orders
accepted. Copy may be e- mailed to Alice Schulman at aschulman @imanet.ore.

regarding the European pharmaceutical industry. Apply DCF, EVA, & rela-

CLASSIFIEDINFORMATION

CMA /CFM REVIEW
CMA EXAM FLASHCARD

Acceptance: Publisher reserves the right to
accept or reject advertisements for Strategic
Finance Classified.

company valuation for U.S. and Euro-

REVIEW SYSTEM.

Payments: Payment in U.S. funds must ac-

pean ops. of companies under cover-

Pass Now... in a FLASH!Over 1,000

company each order. Mail to Strategic Finance,

age. Analyze & predict impact of fac-

flashcards. FREE information kit.

NJ 07645. Tel. (800) 638 -4427.

tors impacting revenue growth, prof-

Call (800) 435 -3769. FAX (609) 724-

Display Rates: Please call for more information

itability, & short & long -term risk in

0679. Visit http: / /www.tutorialgrotiR
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Attn: Alice Schulman, 10 Paragon Drive, Montvale,

Page No

Advertiser

Web Address

Association for Financial
Professionals

www.AFPonline.org

9

Association of Professionals in
Business Management, Inc.

www.cbmexam.com

64

EPS Software

www.epssoftware.com

14

IMA Group Term Life

www.imanetinsurance.org

IMA Lifelong Learning Center

www.imalearningcenter.com

21

Lambers

www.lamberscpa.com

12

Northwestern Mutual

www.nmfn.com

C3

www.MicroMash.net

31

Pendock Mallorn Ltd.

www.pendock.com

16

RIA

www.RiAhome.com

C4

Robert Half International

www.roberthalf.com

3

Robert Half Marketplace

www.roberthalf.com

68-69

Visa

www.visa.com

7

C2

NEED A BUSINESS PROFESSIONAL?
Do you have jobs available? Advertise them on the IMA Job Bank.
Your open positions will be viewed by IMA's highly qualified membership at no cost to your organization.
Simply proceed to the IMA website—www.imanet.ors—and click on Career Center and Job Bank.
There's a short profile to fill out, and then you're set to post.
Thank you for giving our members new career opportunities. If you need assistance, you can e-mail
lindat@imanct.org.
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Impatient Nation
new use_;
en you live in a world
BETS
register to participate s
1LA COC O NU N G
I
TABLE PR ED IC TIONS
. . . . . . . . . . . . . . .
members: sign In
where attention - deficit
FAQ
the
rules
arena
on
the
record
place
discuss
about
disorder is a coping skill
Of O rM N G
OP E N SM
RECORDED RETf
A SET
tT ALL
LO N G R M
& ANI[WERf
you acquire at work, your ability to
The purpose of the Long Bets Foundation is
think long -term can shrink like a
Featured Bet
to
improve
long
–term
thinking.
sAt least one human alive in
released stretched rubber band. Not a
the year 2 0 0 0 will Still be alive
in 21$0. •
good thing. So what can you do to get
Long Bets is a public arena for enjoyably
competitive predictions, of interest to society,
YES
NO
back some kind of perspective?
Peter Schwartz Melody K. Haller
with
philanthropic
money
at
stake.
The
Scientists think long -term, especialStakes: $2,000
foundation furnishes the continuity to see
(=1,000 each)
ly astronomers and paleontologists.
even the longest bets through to public
read their arguments s
Maybe they can help. In fact, there's a
resolution. This website provides a forum for
great escape from the snooze - you -lose
discussion about what may be learned from
the bets and their eventual outcomes.
chaos we face daily at
www.longbets.org. Built by scientists,
futurists, and regular people, the purpose of the site is
The shortest -term bet might be Ted Danson's
$2,000 challenge that the Red Sox will win the
to foster: "competitive, accountable predictions; discussions and debate about the predictions; philanWorld Series before the U.S. Men's soccer team wins
thropic giving; and long -term thinking."
the World Cup. At this point in the season, the
The way it works is people place real wagers on preretired bartender looks like he might have a shot at
dictions (winnings go to charities). They give their
collecting this year. The one that might be the
longest -term to test is Danny Hillis'scash - backed
reasons for the prediction, and then everybody can
join in the discussion that follows. What's unusual is
belief that "The universe will eventually stop
expanding." You wonder what $2,000 would be
that the bets are like time capsules. For most, winners
won't be announced for decades or even millennia,
worth if that ever happens in a couple million years.
(02002),
But it's the reasons and open discussion that make
and durations are shown in five digits
anticipating the YIOK problem already showing up in
the Hillis /Myrvold bet interesting.
Along with the 11 booked ones, there are open bets
Microsoft Excel. For example:
waiting for takers, currently 16 of them. In that group,
Ray Kurzweil bet Mitch Kapor $20,000 that "A comMartin Rees, an astronomer at Princeton, has placed a
puter—or `machine intelligence' —will pass the Turing
bet that "By 2020,bioterror or bioerror will lead to
Test by 2029:'(A computer that passes the Turing Test
one million casualties in a single event." As much a
will be able to pass for human in the company of
$2,000
warning as a grim prognosis, there's one discussion
humans.) Peter Schwartz bet Melody Haller
that "At least one human alive in 2000 will still be alive
panel that may get a little emotional.
2150."
Even though it's probably not a permanent cure, the
in
His reasons include an interesting discussion
Long Bets site might restore some perspective in our
of something called the Hayflick limit on the number
of times a human cell can replicate itself.
current myopic state. ■
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They both took care of

Took care of their

So why will one

eave his family w i t h e v e r y

n t ; i g e ,
while the other leaves

,a verytning to chance?
r

f
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t

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'

0 2 0 0 2 The Nort hwe s te rn Mut ua l L if e I nsura nc e Co . , Mi lwa uke e , W I

www.nmfn.com
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¶102. "Qualified property " eligible for 30% additional rust-year depreciation

Se ar ch Re su lt s
Document List

Documents from:New Law Special Study

1 142 "Qualified property" eligible for 30%
additional first -rear depreciation
` 502 Additional 30% first -year depreciation

To be eligible for the 30% additional first -year depreciation allowance
lot , an asset must fall
within one of four asset classes covered below, and meet the original use and timely acgmsitron
regdrements discussed at 1 1 0 3 a n d 9 l o a
Class #1. The property must be subject to the code Sec. 168 MACRS depreciation rules and have a
reccvery period of 20 years or less ( Code Sec. 168(k)(2)(A)(i)M as amended by Act Sec 101(x))
1tIA observation: This broad area covers most types of depreciable nonrealty
perty, and includes all of the following assets.
hree year MACRSproperty, such as tractor units for use over -the -road;
bree
hogs; special handling devices used in the manufacture of food and
beverag and special tools used in the manufacture of rubber products, finished
plastic pro* 11s, and motor vehicles, and race horses more than two years old
when placed in rvice and other horses more than 12 when placed in service
five-year MACRS
perty, which includes information systems (computers),
heavy general purpose tru s, trailers and trailer- mounted containers; breeding or
dairy cattle; certain assets use
the drilling of oil and gas wells, construction, the
manufacture of textile yams, app 1, and other finished goods, and the cutting of
timber; automobiles or light - general p ose trucks; qualified technological
Add to M Folders
Y
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CONTEXT- SENSITIVE DISPLAY:
WHATYOUSELECTONTHELEFT ISREVEALEDONTHERIGHT

EXCLUSIVE RIA' ANALYSIS AND
ABUNDANT LINKS TO RELATED INFORMATION

With new Checkpoint'. 5.0, everything you need is in plain view so you never get lost. The context sensitive display allows you to pick and view documents from the same screen without having
to return to a previous screen. No other service makes navigation this easy. For information, a free
trial or training options, go to RIAhome.com /Checkpoint50 or call 1- 800 - 950 -1216.
Checkpoint 5.0 Get in and go.
RIA Research Products: The difference between information and insight.
Taxation

Estate Planning

Pension and Benefits

Payroll

Financial Reporting and Management

International
Federal
State
Local

Eldercare
Asset Protection
Retirement Planning
Wealth Preservation

Qualification
Funding
Distribution
Compliance

Federal
State and Local
Wage and Hour
Garnishment

SEG GAAP
FASB
Internal Auditing
Controllership
CostManagement

RIX

WG&L"

Checkpoint"

1.800.950.1216

012002 RIA All names and trademarks or registered trademarks are the property of their respective owner. W 10390715-02
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www.RiAhome.com
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