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BY MARK WOLFENDALE

During the "irrational exuberance" of the 1990s,
billions of dollars in shareholder value slipped
underneath the financial radar screen in the blizzard
of stock options. In the wake of the ensuing
accounting scandals, a number of companies started
the stock option expensing movement, but a group
of finance and accounting luminaries suggest that
it's time not only to determine the true costs of
options but to take additional steps and construct
more rational, creative incentive plans.

It's a very lucrative —and growing— market, but
marketing in Asian countries requires considerable
planning and adherence to local customs. Local
accounting and tax rules, for example, must be followed scrupulously or your company may be subject
to frequent costly and time - consuming audits.

31Policing,Firefighting,orManaging?
BY CHARLENE W. SPOEDE AND
DEE BRADBURY JACOB

42StrengtheningtheRoleoftheAuditCommittee
BY LAWRENCE RICHTER QUINN

To prevent Enron -like fiascos, five financial executives with audit committee experience say that audit
chairs must set the agenda, tell auditors they report
to the audit committee first and foremost, and work
to establish good relationships with finance and
accounting staff members.

i

Managing multiple projects calls for a variety of
skills, not just the police -like one of the controller
and certainly not those of the firefighter trying to
put out many "fires" at one time. It calls for a systematic plan using such techniques as the critical
chain method to help you manage uncertainty and
scarce resources to meet critical deadlines.
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Perspectives

Letter f rom the President

FRC IMA's Voice in the
Standard - Setting Process I

by Margaret Butler, CMA, CPA

The IMA has 12 st a n di n g c o mmi t te e s t h at a dd r e ss on go in g co n ce r n s i n
ma ny o f t he or ga n iz at io n 's f u nc ti o na l ar e as p l us , a t va ri o us t i me s, ot he r
ad hoc c ommitt ee s a nd ta sk for ce s t hat a ddr ess s pec ifi c iss ues . The wo rk
of mos t of t he c ommi tt ee s i s hi gh ly vis ib le w he n w e lo ok a t th e vo lu nt ee r
leadership of IMA. There is one standing committee,
pressed in writing to the various bodies, but the Commithowever, whose work, while extremely important and reltee also has regular, in- person meetings with both the
evant, is frequently overlooked since that work is most ofFASB and the SEC.
ten performed outside the "traditional" committee forIMA members will soon begin seeing evidence of the
mat. It is the Financial Reporting Committee (FRC).
FRC's work as comment letters, meeting summaries, or reThe FRC, according to IMA's bylaws, shall
quests for input begin appearing in IMA's new
have members from various segments of the
online newsletters. Members are invited and
accounting profession including industry,
encouraged to respond with their own compublic accounting, academia, and government,
ments and questions and to participate in the
with a majority from industry. This year, unprocess of forming the standards under which
der the chairmanship of Mitch Danaher,
our profession operates. By eliciting input
CMA, of General Electric, the FRC consists of
from IMA's diverse membership regarding
25 members who bring to the Committee a
proposed standards, the FRC can ensure that
variety of talents, backgrounds, and experithe broadest spectrum of professional interences. This group of highly qualified, capable
ests is represented in their responses. ComMARGARET BUTLER
individuals acts on behalf of IMA in comments or questions concerning the Commitmenting on proposed standards and emerging issues.
tee's activities may be addressed to Priscilla Payne, IMA's
They represent the Institute to such bodies as the Finanstaff liaison to the FRC, at ppayne @imanet.org.
cial Accounting Standards Board (FASB), the GovernmenThe Financial Reporting Committee represents the
tal Accounting Standards Board (GASB), the American
voice of IMA and its members in the standard - setting
Institute of Certified Public Accountants (AICPA), the Inprocess. Because of their efforts and involvement, we can
ternational Accounting Standards Board (IASB), the Interbe assured that our interests are being considered as curnational Federation of Accountants (IFAC), and the U.S.
rent financial reporting issues are being addressed. And
Securities & Exchange Commission (SEC).
we can take pride in the fact that the Institute of ManageWhile much of the FRC's work is done behind the
ment Accountants —our organization —takes an active
scenes, the Committee conducts in- person meetings durrole in the development and implementation of reporting
ing the year to discuss current issues and form positions
standards that affect us all.
on behalf of the IMA. Some of these positions are exYou can contact Margaret at mbutler @imaneL=.
8
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Ma r k L . Fr i g o , E d i t o r

Capturing the Value of
Flexibility I By Martha Amram and Keith M. Howe
In the past few years, a new phrase has swept the strategy and corporate
finance fields: real options. The interest has been sparked by an increased
awareness of uncertainty in our economic environment as well as a desire to
link the two disciplines with a richer strategic perspective. Several recent art i c l e s i n S t r a t e g i c F i n a n c e have introduced the concept of real options.
But, in practice, the real- options method often has
decide whether to exercise the option at a specified point
been hard to implement. The language of options may be
in time. For example, you might buy a call option on
new to the nonfinance managers involved in strategic deIBM. At the time this column was written, IBM's stock
cision making and the math too dense for managerial
price was $74, and an option that gave a buyer the right
consumption. But the notion of strategic options —of
to buy IBM shares at $80 at the end of 60 days was selling
downstream flexibility— remains
fa r 62 cents. Pay 62 cents now, and ob...a
compelling.
tain the right to decide whether to
In this column, we first lay out a
ana l ys i s ca n be us ed to buy IBM shares later.
framework that identifies when
the more A number of strategic investand where a real- options analysis
ments have the same flavor. Take
can be used to complement the
traditional
real estate. You might delay develmore traditional capital budgeting or
ing
a nightclub property until you're
op
budg eti ng. . .
project plan based on discounted cash
certain that the adjacent hotel is a success.
flow (DCF). We then introduce a way to better underPay now (buy the property), and decide later (develop or
stand or "see" the nature of the growth opportunity so
not). Another industry rich with options is oil explothat managers can fine -tune the option -based strategic
ration. Acquire exploration rights (pay now), and start
perspective.
exploration if oil prices rise to a sufficiently high level

real- options

c o mp l e me n t
capit al
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contingent

flexible

Options Create Future Flexibility
Strategic options have a particular structure: Pay now, decide later. Think about buying an option on a stock. Purchasing the option contract gives the buyer the right to

(decide later). In both examples the property owner is
following a
strategy, one in which a
or
future decision depends on an uncertain variable.
In contrast, the valuation of most strategic projects is
done using discounted cash flow. In a DCF analysis, you

ITUTEOFMANAGEMENTA
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establish the revenue or operating
profit forecast and then determine
the optimal fixed capital spending
given that forecast. The strategic direction is fixed; the DCF analysis
contemplates no deviation from
plan. The DCF contains a fixed or
predetermined strategy. Yet managers
of strategic projects know that it
never works like that. Strategic projects change over time, and unfolding
events trigger new decisions. Managers want a way to line up their
quantitative analysis with how they
really manage projects —hence the
interest in real options.

Sometimes Flexibility
Is Valuable
One of the most common mistakes
in applying real options is to assume
that all flexibility is valuable. Figure
1, which plots the value of a strategic
project over time, illustrates when
flexibility is valuable and when it
isn't. At the left, at the start of the
project, the value is within the shad-

ed range. Within this range, the project value may fluctuate, but there's
no need to modify the strategic plan.
The original DCF analysis remains
correct.
From the spot marked "Today,"
the project may take two paths. With
Path B, the project value rises but
stays within the range anticipated in
the DCF analysis, and the fixed investment strategy remains optimal.
With Path A, however, the project
value rises to a level that wasn't anticipated in the DCF. Once this high
level of value is reached, a company
should take the expansion opportunity. For example, the DCF may have
anticipated one million units of sales
for a new toy, but the toy became a
raging success, and two million units
have been sold. Expansion now becomes the optimal strategy. The
probability of this outcome and the
extra value it adds weren't contemplated in the DCF.
The possibility of Path A introduces a strategic option to the project

Figure 1

PROJECT
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Flexible investment strategy
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and demonstrates how flexibility can
add value. (Similarly, in a bad scenario, the option to shut down and
cut losses also adds value.) But not all
flexibility adds value. Inside the shaded range, the fixed plan is optimal.
Deviations from the fixed plan will
cause a loss in value. In their rush to
embrace flexibility, managers forget
about those other projects, the ones
that changed 20 times —with enormous cost overruns — before their
painful completion. Thus, to implement real options, it's important to
understand what determines the
boundary between the application of
DCF and the need for an options
analysis. What sets the size of the
shaded area in Figure I?

A New Look at Growth
Opportunities
What drives the value of flexibility?
One important factor is uncertainty.
When uncertainty is large, then it is
more likely that the project value
will wander into the flexible strategy
regions. The level of uncertainty is a
characteristic of the growth opportunity and its economic environment. Hence, to understand the
strategic option, you must look
deeper at the structure of the growth
opportunity.
Martha Amram, one of the authors of this column, has written a
book ( Value Sweep: Mapping Corporate Growth Opportunities, HBS
Press, 2002, www.vAuesweep.com)
in which she argues that we need a
new language —a common vocabulary to describe growth opportunities. In it, she provides an initial
glossary. One important distinction
in the language of growth opportunities is the nature of risk and the
nature of strategic investment.

A key question for managers is:
Which types of risks are driving
your project value? To understand
the value of a flexible strategy, managers need to dig a bit deeper into
the nature of the growth opportunity itself, asking about the drivers of
project value. A common framework
and a common vocabulary about the
structure of growth help all parties
to agree on the exercise of strategic
growth options.

Getting Started with
Real Options
Step by step, we think real options
can be made much more simple —

and much more useful to managers.

from an options analysis. Keep the

Real Options (1998). You can reach

numbers simple. Tell a strong story

her at martha@valuesweep,com.

about when and where the flexibility
of the strategic option will be used. ■
Martha Amram, Ph.D., is an independent consultant and advisor. In
addition to being the author of Value
Sweep (2002), she's the co- author of

Keith M. Howe, Ph.D., is the William
M. Scholl Professor of Finance in the
Kellstadt Graduate School of Business
at DePaul University and co- editor of
the Journal of Applied Finance. You
can reach him at khowe @depaul.edu.
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Figure 1 provides a good starting
point. It shows how both DCF and
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real options are needed in strategic
valuations. Also, without crunching
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their project might need more than
a fixed investment strategy and what
triggers the option -laden contingent
strategy. This form of real- options
thinking can be used by managers
across many functions and is one of
the first steps in corporate adoption
of this powerful tool. The result of
including strategic options in our
analysis toolkit is not only a new
way of thinking but is also a new set
of questions to be asked. For example, what are the major sources of
uncertainty? What's the magnitude
of the uncertainty, and what drives
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CMA/CFM Exam in a generic seminar, or
simply by 'hitting the books,' with no
personalized help and no promise you'll
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you study for your CMA/CFM Exam the
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upside potential?
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Best Practices

Culture and Control
GUNN PARTNERS HAS HELPED MORE THAN 80
companies implement shared services —so business
process outsourcing (BPO) for human resources seemed
to us like an evolutionary step along the journey of administrative improvement. The tools and methods are
well tested. Concepts such as consolidating back office
operations, investing in common technology platforms
and tools, and making process improvements have been
employed for more than 20 years. Shared services is a well
understood framework for driving efficiency and effectiveness across a wide range of back office processes — everything from facilities management to acc-, n k
But as we discovered, BPO is to share(
vices as climbing Mount Everest is to hil
Catskills. We never imagined for a mom,
that it would be so challenging —or enec
gizing —to be climbing these new height
Culture and loss of control are two
paramount reasons that cause both the
client and the provider to acknowledge, "This is no walk in the park."

nsvahle_

Culture
One of the best definitions of culture
came from a client of mine, who once
said, "Culture is nothing more and
nothing less than the norms or guiding
principles— expressed in decisions or taken as actions —
that we have learned are crucial for our market success."
The profundity of his words hit me right between the
eyes. Until that moment, I had dismissed "culture" as a
fancy psychology term that had no practical significance
in my business world. It sounded like consulting jargon
interesting to those who read the Harvard Business

Review.But my client showed me the ephemeral connection between original, creative thought and practical,
effective behavior.
During the course of our work together, I began to see
the profound effects of his company's "culture" and its
power to influence thousands of people in a few hundred
operating units scattered across the globe.
Nearly 20 years later his company's net income has
increased tenfold, while the few paragraphs describing
their culture have only two or three new sentences and a
handful of fresh words.
It goes without saying that every company's culture
embedded in the policies and procethat arise from the two most influential
f functions —human resources and
ince. These departments literally touch
ryone working in any institution. Many
F the policies are geared to ensuring
hat behavior does, in fact, conform to
cultural dictates.
Outsourcing back office staff activities runs the risk of running headlong
into the client's cultural walls, which
are clearly obvious to everyone inside
yut usually unseen by outsiders. These
nspoken norms are like trying to walk
through a stranger's home at night —the walls
are hidden from view until one innocently bumps into
them. Ouch!
Kevin Campbell, Exult's COO, says that when they are
taking on a client's work for the first time, "it's not what
you inquire about that causes service issues, it's what you
don't ask about that leads to mistakes.' In other words, it's
the assumptions, unspoken observations, and unquestionDecem b er 2 0 0 2
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ing attitudes that blind people to the
cultural tripwires.
Since the client's customs are
always that important, "crucial to
their market success," it behooves the
outsourcer to learn how to discover
what they are and figure out how to
honor them.
Discovery is the easy part —all
that's required is being able to listen.
Deeply. Just like someone who travels to a foreign country for the first
time without speaking the language,
the words may be unintelligible, but
the feelings and gestures can be
unmistakable. The traveler picks up
on the nonverbal cues, gets a hunch,
and acts on intuition. Pretty soon, he
finds that he is able to communicate
and take care of basic needs.
That works in the short run, but in
the long term, both parties need to
rely on something more sustainable:
trust —be understanding that the one
party won't consciously do something
that knowingly causes harm to the
other. When trust is present, people
assume innocence instead of intention. When someone makes a mistake, they readily apologize and mean
it. When someone is struggling, a
helping hand is extended.
When both provider and client
are able to listen and trust, the cultural language becomes clear.
Communicating about the intangibles becomes routine. The provider
can make intelligible decisions that
support and sustain the client's customs by eliminating redundancies
and clarifying inconsistencies. The
outsourcer's "dumb questions" help
clarify the behavioral norms that
matter, and they also add rigor to
the behaviors and actions that support these norms.

Loss of Control
Bringing an outsourcing agreement
16
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to life is a giant step into the
unknown for both parties, even if
both entities may have done it many
times before. In part the challenge
arises because the BPO provider
gives the client what they really
want — guaranteed outcomes for
end -to -end processes, such as fixed
pricing, assured service levels, predefined customer satisfaction scores,
or six-sigma quality. Guaranteed in
the very real sense that the provider
is at risk when performance falls
short of the agreed levels.
As every client knows, the process
works under their command —they
get the job done because they own it.
Not everything is perfect, but the
imperfections are known, and compensating procedures are in place.
The staff knows how they could
make their functions better given
money, time, and resources. The
internal customer is generally satisfied. In the event that something
goes awry, he knows that he can
walk down the hall and ask someone
to fix the problem.
When things are going well, the
process is invisible —who has ever
received or given a pat on the back
for getting a paycheck right? But
everyone also understands that an
administrative process failure can
easily become the CEO's pet peeve of
the moment.
So the decision to outsource staff
activities is a big risk for everyone.
The stakes are high. The outcomes
are uncertain. The biggest challenge
for the client is stepping back from
doing the tasks to gain perspective
about directing the process so that it
meets evolving business needs. The
biggest challenge for the provider is
stepping into the daily activities without losing perspective about changes
necessary to enhance the process so
that performance improves.

Measures, of course, are the common denominators that unify the
parties. Metrics give everyone the
ability to describe performance, discuss issues, and assess improvements. But more than this, rigor in
definition and discipline in application change perceptions about the
meaning of "loss of control." When
everyone can readily see actual performance as well as observe trends
from the data, the folly of trying to
keep control by owning activities
become obvious.
Data are like spotlights, shedding
light on where improvements are
needed so that progress can be made.
These efforts often require joint
action because administrative work
knows no organizational boundaries.
The client, the employee, even a
third -party vendor always retains a
certain set of activities. Maintaining
control of back -office work is a
cooperative task —the client and the
provider share decisions and risks as
they provide guidance and requirements to employees, managers, and
outside parties.
The outsource provider and client
need sophisticated and deep insight
about culture and control if they are
to form a productive, long lasting
partnership. Truly, they need as
much professional skill about the
less tangible issues as the expert
mountain climber needs to know
about weather forecasting if he is to
climb the highest peaks. ■
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 premier business process
outsourcer. You can e-mail Bob at
robert.gunn @exult. net.

By Max Messmer, Editor

Careers

Grooming Your Successor
If you're making pl ans to secur e a pr omotio n, move on t o anot her co mpany,
or reti re, it 's impo rtant not to overlo ok a key step in yo ur stra tegy: grooming your successor. Mentoring someone well before he or she will assume
your pos itio n en sure s th e i ndividua l wi ll h it t he grou nd r unni ng w hen the

and groom a successor at
work. The majority (72 %)
said they are currently training
others for an expanded role.

Selecting the right person
While the obvious frontrunner as your successor may be
the highest - ranking person reporting to you, don't
exclude other employees from consideration. Carefully

analyze whether someone is qualified and, if not, how he
or she might develop the necessary skills. Sometimes
classes or mentoring can help. Yet not all abilities can be
taught. The skills that make for a strong accountant aren't
necessarily the skills needed to assume a
►gement role.
you're uncertain which staff
fiber is best suited to become
successor, consider includng your top choices in planning and strategy meetings. Solicit each person's
input on related topics.
This will give you a better
idea of their approach to
business issues and challenges, helping you to
narrow your selection.
Also take into account
your organization's future objectives. For instance, if your
company plans to begin manufacturing its own products
within the next five years, you may need someone who
possesses a stronger understanding of cost accounting
than is currently required. You want to choose an
employee who can successfully meet upcoming demands.
D ecem b er 2 0 0 2
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time comes. You'll also avoid last- minute, condensed training sessions as you prepare to make your own transition.
Succession planning is valuable even if you're not
preparing for a career move. Having a trusted lieutenant
to cover for you when you're away from the office can
relieve some of your day -to -da
dens. For critical positions, ma
companies require a successor
identified.
In fact, a recent survey by
our company shows that
most firms are preparing
future leaders in their firms.
One hundred percent of
executives polled said it's useful for a manager to identify
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Beginning the process
Even if you don't think you'll need a
replacement in the near future, it's
still a good idea to begin training
your second -in- command early. It
can take a while for someone to
develop the necessary knowledge
and skills for a promotion, particularly if they're moving into a senior level management position.
Once you're certain you've identified someone with strong potential,
let that person know. This will reinforce the message that he or she is on
an upward career track with the
company. When people know their
contributions are valued, they're not
only more likely to stay with an
employer, but they also show more
interest in the organization's business
initiatives.
Try to expose management

prospects to situations where they
can acquire strategy skills as well as a
broad vision of the company and its
goals. Encourage them to sit in on
important discussions and make recommendations. Also look for opportunities to build their leadership
abilities such as negotiation, communication, and diplomacy. Leading
a high - profile project team, drafting
a memo on a key department issue,
or resolving a disagreement with
another group at the company are
just a few tasks that can provide
valuable experience.
You also may want to pair the
employee with another supervisor or
a consultant who can provide specific mentoring assistance. For example, a senior manager who's known
for her public speaking skills could
share advice on giving effective
presentations.

planning

Ofyour

Keeping things on track

PROPHIX's data control ensures
formulas and macros stay consistent
throughout the entire financial plan and
eliminate cross -your- fingers accuracy.
So, if you need a top solution in bottom
line calculations, we can help.

B U D G E T I N G S O F T W AR E

1.800.387.5915
ww w . P R O PH I X . c o m
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Provide ongoing feedback to management prospects so they can continue
to progress and meet expectations.
This is particularly important when
grooming a successor because training can last for an extended period of
time. Consider offering financial
incentives, perks, and smaller promotions to reward achievements and
keep the person motivated.
Also provide formal performance
reviews. These meetings offer an
opportunity to reexamine expectations and develop a timeline for new
goals. Try to set measurable objectives, such as building communication skills by leading at least two
team meetings per quarter or completing technology courses in preparation for an upcoming financial
systems upgrade.
Collaborate with the individual to

ensure performance requirements
are realistic. While you want to promote professional growth, you also
don't want to discourage the
employee with a long list of unattainable expectations. For instance,
asking your prot6g6 to help analyze
your department's annual budget
might be a stretch goal. But being
given full responsibility for trimming $1 million in expenses could
be overwhelming for a leader -intraining. Make sure the objectives
are appropriate for the person's current level of experience.
Grooming your successor requires
advanced planning and commitment. Invest time in selecting the
right candidate, and develop a clear
strategy for training, and you'll have
skilled talent capable of assuming
your responsibilities either on an asneeded basis or in a permanent role
in the future. In addition, you'll
show that your company cares about
the career potential of its employees,
which can lead to higher retention
and productivity rates. ■
Max Messmer is chairman and CEO
of Robert Half International Inc.
(RHI), parent company of Robert Half
Finance &Accountings, Accountemps®, and Robert Half 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

Taxes

Final Regulations Issued for RMD, Part 2
LAST MONTH'S COLUMN DISCUSSED THE
required minimum distribution (RMD) calculation
under the 2001 proposed regulations and TD 8979 for an
owner who has taken his or her first RMD under various
designated beneficiary situations. The discussion is continued this month by looking at the R M D calculation for
the beneficiary after the death of the owner. Remember
that the first RMD figure for the beneficiary refers to the
calendar year following the employee /owner's (hereafter
owner) year of death. The RMD calculation for the calendar year of the owner's death is based on the rules as if
the owner were alive for the year, as discussed last month.

Surviving spouse is the sole
designated beneficiary
The RMD calculation where the surviving spouse is the
sole designated beneficiary is based on the surviving
spouse's life expectancy according to his or her age for
each subsequent distribution year following the deceased
spouse's death. Simply stated, once the owner dies, it is
the surviving spouse's life expectancy that becomes relevant. The life expectancy value, therefore, for a single person is taken from Table V (the ordinary life annuity: one
life— expected return multiples), which appears in Regulation §1.72 -9 or IRS Publication 590.
There is also an alternative that permits the surviving
spouse to treat the traditional IRA (from the deceased
spouse) as his or her own IRA. If the alternative is elected, the spouse is able to commingle the assets of the
deceased's IRA with the assets of any IRA of which the
spouse is listed as the owner.
Regulation §1.408 -8, A -5(b) states that the surviving
spouse's election to treat the deceased spouse's IRA as his
or her own can be made a number of ways. First, the sur-

viving spouse may redesignate the account ownership in
his or her name rather than as beneficiary. Second, the
surviving spouse elects not to take the RMD within the
appropriate time period applicable to him or her as beneficiary. Finally, the surviving spouse can contribute additional amounts to the account, which he /she has rolled
over, and which are subject —or deemed to be subject —
to the distribution requirements of §401(a)(9)(A).
One advantage to taking possession of the deceased
spouse's IRA is that the RMD rules for the newly
acquired IRA are based on the surviving spouse's age and
his or her designated beneficiary (or beneficiaries). If the
surviving spouse is younger than the deceased, then this
option provides the surviving spouse the opportunity to
extend the distribution payouts over a longer period.

General planning rules for the
surviving spouse
Regardless of the age relationship between the deceased
and surviving spouse, the surviving spouse is generally
better off to take possession of the deceased's IRA. On
one hand, for example, if the surviving spouse is younger
than the IRA owner, then he or she is able to suspend the
RMD rules until he or she attains age 70'/2. If, on the
other hand, the surviving spouse is older than the IRA
owner, then he or she can add a designated beneficiary to
the new IRA and begin taking RMD under the Uniform
Lifetime (UL) table, which will stretch the distributions
further than if there's no designated beneficiary.

Survivin g spouse is not the sole
designated beneficiary
In the cases where the owner lists an individual other
than his or her spouse as the designated beneficiary or
Decem b er 2 0 0 2
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lists multiple individuals as the designated beneficiaries, the RMD calculation after the death of the owner
is based on the life expectancy value
as determined by the oldest beneficiary's age based on the beneficiary's
birthday age in the calendar year
immediately following the calendar
year of the owner's death.
The RMD calculation for the beneficiary in the first calendar year
after the owner's death is the same
(except for the life expectancy value)
as it is for the surviving spouse that
is a sole designated beneficiary. That
is, the life expectancy value for the
age of the beneficiary is found in
Table V (i.e., a single person). After
the first RMD calculations by the
beneficiaries, however, the life
expectancy value is not looked up
annually in Table V. Instead, it is the
first year's life expectancy value after
the death of the owner that's reduced by one for each calendar year
that has elapsed since the calendar
year immediately following the year
of the owner's death.
As you undoubtedly recognized,
the beneficiary's life expectancy is
not recalculated (old terminology)
like a surviving spouse listed as the
sole designated beneficiary. Although this rule is not as friendly as
the one available to the surviving
spouse, it is friendlier than the 1987
proposed regulations. Under the new
regulations, the life expectancy value
for the designated beneficiary is
established the year after the owner's
death —and not the year that the
owner attained age 70'/Z (1987 proposed regulations rule) —and then
reduced by one for every RMD taken
by the owner. This difference in the
ADP values is significant.
For example, Joe dies at the age of
80,and the designated beneficiary at
the time of Joe's death is 70.The life
20
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expectancy value for the beneficiary
is 16.3 under the new regulations —
age 71,which is the year after death,
in Table V —vs. 14.2 under the 1987
proposed regulations —age 60 (age
of beneficiary when Joe turns 70%)
in Table V (i.e., 25.2)adjusted by 11
(age 71 minus age 60) to reflect the
elapsed period.
Moreover, the nonspouse beneficiary is not allowed to treat the IRA
assets of the deceased owner as his or
her own. This also is true for the surviving spouse if he or she is not the
sole designated beneficiary. The non spouse beneficiary is able to make a
trustee -to- trustee transfer of the
assets to another IRA or multiple
IRAs, however, as long as the deceased owner continues to be listed
as owner. If the beneficiary should
list himself or herself as the owner,
the beneficiary would be seen as distributing the assets to himself or herself and would incur the 10% early
distribution excise tax penalty if
younger than 59'/Z and the 6% excess
contribution excise tax penalty on
any amounts in excess of the contribution limit for the calendar year.

Multiple beneficiaries
If multiple beneficiaries are listed on
the owner's plan, the person with
the shortest life expectancy (i.e.,
oldest) will be the designated beneficiary for purposes of determining
the distribution period. More
important, the subsequent RMD
amounts are based on this person's
remaining life expectancy, which is
determined using the beneficiary's
age as of the beneficiary's birthday
in the calendar year immediately
following the calendar year of the
owner's death.
As in the case of a single beneficiary, a trustee -to- trustee transfer of
the IRA assets can be made to an

IRA or multiple IRAs as long as the
deceased remains the owner on the
newly established IRA or IRAs. But
in this case, the beneficiaries can list
themselves separately as sole beneficiary on the newly created IRAs.
This will allow each beneficiary to
control the investments and distributions of their respective IRA, but
the RMD calculation on all the IRAs
is still based on the life expectancy of
the oldest beneficiary.

Owner dies prior to
taking first RMD
Two methods are available for distributing the plan or IRA's assets to a
beneficiary (or beneficiaries) in the
case where the owner dies prior to
taking the first RMD. The first
method (five -year rule) requires that
the owner's entire interest be distributed by December 31 of the year
containing the fifth anniversary of
his or her death. The second method
(life expectancy rule) requires that
any portion of an owner's interest
payable to a designated beneficiary
be distributed over the life of such
beneficiary, commencing within one
year of the owner's death. The life
expectancy rule was referred to as
the one -year rule under the 1987
proposed regulations.
This two -part series has highlighted some of the basic issues associated with the RMD calculations for
the owner and beneficiary (beneficiaries) of defined contribution
plans and IRAs. In general, Treasury
has gone a long way to simplify an
area that was quite complex. ■
Anthony P. Curatola is the Joseph F.
Ford Professor of Accounting at Drexel
University. He may be reached by
phone at (215) 895 -1453 or e-mail at
curatola@drexel.edu.
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SEC Names Acting Chief
Accountant I Kathy Williams, Editor

NEWSALESTAX
SYSTEM?

&

&

chief accountant of the Securities Exchange Commission (SEC). Day has served as
deputy chief accountant since September 15, 2000.Before joining the SEC's staff, he was
a partner in Ernst Young's national office of professional practice in New York.
Robert Herdman, former chief accountant, resigned last month after SEC Chairman
Harvey L. Pitt resigned. Both were embroiled in the controversy surrounding the appointment of William Webster to head the new Public Company Accounting Oversight
Board. Webster then resigned his new post because of the controversy.

Global Accounting Standards at Last?
In late October, the Financial Accounting Standards Board (FASB) and the International
Accounting Standards Board (IASB) issued a "memorandum of understanding," which
marks a significant step toward formalizing their commitment to the convergence of
U.S. and international accounting standards. The two Boards say they are committed to
developing high - quality, compatible accounting standards that could be used for both
domestic and cross- border financial reporting.
Both groups added a short -term convergence project to their active agendas that will
require them to use their "best efforts to propose changes to U.S. and international accounting standards that reflect common solutions to certain specifically identified differences." They expect to issue an Exposure Draft to address some, and maybe all, of
those differences by the latter part of 2003.The IASB is planning to implement International Financial Reporting Standards in some jurisdictions on or before January 1, 2005,
so the two Boards want to work on joint requirements before then.
l

R u e s vs. Principles
Also in late October, the FASB published a proposal to adopt a principles -based approach to accounting standard setting that it hopes would improve the quality and
transparency of financial accounting and reporting. Because the approach would involve changes in the processes and behaviors of all participants in the U.S. financial accounting and reporting process, the Board says it wants more information before it proceeds and is requesting comments from the public.
The proposal goes hand -in -hand with the Sarbanes -Oxley Act, which requires the
c on t i nu ed on p ag e 25
SEC to investigate the feasibility of implementing a principles-

Representatives from 32
states recently approved
a model interstate agree ment to streamline the
nation's sales tax system.
If at least 10 state legislatures approve the provisions of the agreement,
court and congressional
endorsement would be
next.
Spearheaded by the
National Governors Association (NGA), the agree ment would establish uniform definitions for tax able goods and would
require participating
states and local govern ments to have only one
statewide tax rate for
each type of product in
2006. It also would create
a level playing field between "remote" (Internet
and mail order companies) and brick{md -mortar retailers to calculate,
collect, and remit sales
taxes to state and local
governments. That even tually could lead to an
Internet sales tax.
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BEST PRACTICES ON PAPER ARE OF NO CONSEQUENCE IF AN ETHICAL CORPORATECULTURE

[ET HIC S]

IN P
STOCKOPTIONS
Your article "Much Ado About
Nothing" [October 2002] concerning stock options borders
on fantasy. Although the article
clearly lays out the mechanics
of stock options, it attempts to
propose as facts several notions that are far from reality.
First, and most important, the
authors maintain that expensing
stock options would have "nil"
effect on stock valuations. This
possibility ignores mountains of
evidence to the contrary published in rigorous academic
journals— reported earnings do
have an effect on share prices.
The authors do or at least
should know better. The notion
of market efficiency is an absolute that is useful for testing
many propositions, but it is not
to be taken literally. Second, the
idea that "modern finance" explains away the dilution effect
is incorrect. They seem to think
that a change in share price on
the announcement date does
not affect existing shareholders.
Of course it does.
In general, the authors esc o n t i n u e d o n page 64
0 * 0 0 0 0 * 0 0 0 0 0 0 0 •

We welcome all opinions on
articles and departments
published in Strategic
Finance. E -mail correspondence to Kathy Williams at
kwilliams @imanet. org.
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It Isn't Enough to Just Have a
Code of Ethics I by Curtis C. Verschoor, CMA, Editor
THOUGH THE HEADLINES ARE COMING LESS FREQUENTLY, THE ENRON CASE

continues to function as the poster child for improving corporate ethics practices. The
most critical lesson to be learned from Enron is that best practices on paper are of no
consequence if an ethical corporate culture and proper "tone at the top" are lacking.
Calls for better governance are ringing throughout corporate America. Because of their
unique responsibilities, management accountants and financial managers should continue to focus attention on the ethics climate in their organizations. The corporate
atmosphere represents a key determinant of good governance.
Enron had a code of ethics and corporate conduct, but it lacked any effective methods of ensuring compliance. But Enron isn't the only example of this problem. A survey of 100 ethics officers attending a Conference Board conference on ethics found that
only 1% thought ethics training alone at Enron would have prevented the scandal from
happening. More than half believe that training would have made little or no difference
in the outcome.1
The same Conference Board survey also brought out the facts concerning the respondents' own companies. More than 80% had hotlines /helplines. In spite of this,
compliance with the codes of many organizations seemed to be markedly ineffective.
Only 40% of the companies exact any pun' ethics and
ishment for employees who don't live up to
i
the values contained in the ethics codes, and,
corporate
surprisingly,
8% even promote the offenders.
but it lacked
This shows that, in many organizations,
any effective
concern for the bottom line or "making the
methods of ensuring numbers" seems to override any concern for
ethical values. Reflecting these priorities, the
performance appraisal systems of only 46%
of the companies surveyed considered ethics
or compliance as one of the evaluated factors. Harmonizing reward structures with
ethical principles is an area where management accountants and financial managers
can be very helpful.
The never - ending troubles at Xerox Corporation represent another example of failure to enforce the ethical principles in a code of conduct throughout an organization.
Externally, Xerox proudly proclaimed its ethical policies of corporate social and environmental responsibility, yet, internally, it seemed to have a culture where pushing the
envelope of acceptable behavior was widely encouraged.
In cases of law violations, circumstances found in the Conference Board survey could
lead to more severe penalties through application of the U.S. Sentencing Guidelines.
Most companies try to comply with the provisions of the guidelines that mitigate otherwise harsh penalties. These include ethics training,
c o nt i n ue d o n pa ge 2 4
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Late Flurry of Congressional Criticism Over
Payment of Corporate Taxes I Stephen Barlas, Editor
Charles Grassley (R.- Iowa), the conservative ranking Republican on the
Senate Finance Committee, vented
his frustration with the different
numbers contained in annual reports and annual taxes. Even the
Bush Treasury Department began to
consider requiring companies to release their now - private annual tax
forms to the public.

CONGRESS LEFT TOWN MUTTERING
loudly about the difference between
the amount of profit corporations
book on their financial statements
and the amount of profit they report
to the IRS. That glaring gap makes
corporate tax payments a prime subject of congressional correctives
when the House and Senate return
for the 108th Congress this January.
Representative Lloyd Doggett (D.-

around a draft bill in October 2002.

Texas), a member of the House Ways

That legislation would force compa-

Se n at e C o m m i t t e e

& Means Committee who did much

nies to disclose and explain the gap

Criticizes SEC on Enron

during the last session to popularize

between booked and taxable income

Talking about annual reports, would-

the evils of corporate inversion (on

It wasn't just liberal Democrats like

n't it be nice if the Securities & Ex-

which Congress ultimately failed to

Doggett who had steam coming out

change Commission (SEC) read

act, by the way), was already passing

of their ears, however. Senator

them? That
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A New Approach to Risk Management
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cont'd from p. 22

monitoring of compliance, a
helpline, and rewarding ethical behavior. The Sarbanes -Oxley Act of
2002 specifically directs the U.S. Sentencing Commission to review and, if
necessary, amend the guidelines to
ensure that they are adequate in cases
of organizational misconduct, obstruction of justice, and extensive
criminal fraud.2
The IMA Standards of Ethical
Conduct 3 set forth clear guidelines
as to how IMA members should act.
They even challenge members to
avoid condoning acts committed by
others in their organization that are
contrary to the standards. Yet the
standards must be put into practice
to have any effect, not just given lip

service like at Enron.
The model code of conduct promoted by Financial Executives International for its members goes even
further. It challenges financial officers to "proactively promote ethical
behavior as a responsible partner
among peers in my work environment and community." 4

QUESTIONS:
1. Should IMA members be required to regularly put in writing
whether they continue to believe
IMA Standards of Ethical Conduct are being properly applied
throughout their organization?
2. Should the IMA Standards be expanded to require IMA members
to make proactive efforts for ethi-

cal behavior in both their work
and their community?
Please send your comments to the
editor of Strategic Finance at
kwflliams@imanet.org. ■
Curtis C. Uerschoor is the Ledger &
Quill Research Professor, School ofAccountancy and MIS, DePaul University, Chicago. His e-mail address is
cverscho @condor. depaul. edu.
John B. Radzin, :ore You the Next Enron ?" in
Conference Board Executive Action No. 32,
August 2002, available at www.conference
board.org nowI gdgmma nce.cf n.
2

P.L. 107 -204, § 805.

3

Available at www.imanet.org thics.

4

Available at www.fei.org/download/
CoEmodel.doc.
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Is Failure to Teach Ethics the Causal
Factor? I by Roland L. Madison, CPA
THE ETHICS COLUMN IN THE

September issue of Strategic Finance
asked: "Are accounting programs really the cause of the departure of
moral values from accounting? If
not, what institution is at fault ?"
Unfortunately, it isn't possible to
cite a single institution as the causal
factor for our apparent disregard for
ethical values (e.g., Fastow, Duncan,
Milikin, ad nausea), nor is there a
single solution to our problem.
Prof. Paul Williams, author of the
referenced ethics column, posits that
accounting programs have become
largely technical in nature, suggesting that instruction in ethical behavior has gone by the wayside. Part of
his assertion is valid. The Accounting Principles Board (APB) averaged
only two Opinions per year during
24
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its existence(1958-1973),but the Financial Accounting Standards Board
(FASB) has generated 147 Statements, not counting Interpretations,
and the SEC has issued a plethora of
regulatory pronouncements. It's no
wonder that our college and university accounting programs have been
extended to 150 semester hours
(often including a master's degree)
to accommodate the explosion of
technical standards our students
must master. Thus, Williams's assertion of an expanded technical focus
in our programs is correct.
But while the explosion of technical standards has been absorbed into
the curricula, so has ethics education. Ethics education in the 1960s
and 1970s was largely limited to a
few cases in auditing classes until the

AACSB in 1979 made ethics education a requirement in the common
body of knowledge of business education programs. Ten years later, this
requirement was expanded to include ethics in the student's major
area of study (e.g., accounting). Recently, Laura A. Hay, vice president,
finance & technical services at the
Ohio State Society of CPAs, and I
conducted research that indicates
that undergraduate students in
Ohio's colleges and universities receive approximately 10 hours of
classroom -based ethics education
while they earn their bachelor's degree. And more than half the universities we studied require all business
students to take an ethics - specific
class. In rank order, the greatest exposure to

continued on page 63
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was the message in an October report
from the Senate Governmental Affairs
Committee that noted, hard as it is to
believe, that no one at the SEC reviewed any of Enron's post -1997 annual reports. Enron's annual reports
were apparently one of many that
went straight into the SEC circular file
without more than a quick perusal.
"The public filing review process is
designed almost exclusively to assure
compliance with the form of disclosure requirements, not to detect
wrongdoing," the Committee said in a
letter summarizing the report to then
SEC Chairman Harvey Pitt. "If the
SEC is to play a role in detecting and
rooting out financial fraud, it will

based approach to accounting. Given
the accounting scandals and other
chaos in the profession in the last
year or so, many people have raised
concerns that accounting standards
are too complex and difficult to
apply and that the current rules based standards allow financial professionals to structure transactions
"around" the rules.
The proposal (file reference 1125001) can be downloaded from the
FASB website at www.fasb.ore. The
Board plans to hold a public roundtable discussion on December 16,
and public comments are due by January 3, 2003, to director @fasb.org.

need to make this an explicit goal and

Stock Owne rship

develop new processes to support it:'

Contrary to widespread belief by
corporate governance experts, stock

Pitt didn't arrive at the SEC until

ownership guidelines for senior executives don't necessarily translate
into superior shareholder returns.
That's what executive compensation
consultants Pearl Meyer & Partners
found recently.
When they compared median
annualized total shareholder return
at the 200 largest U.S. industrial
and service companies over the
past five years, they found that
companies without guidelines consistently outperformed those with
formal guidelines at one -, three -,
and five -year intervals. Companies
with informal guidelines had the
lowest shareholder returns for the
one -year period ending December
31, 2001. They fell in the middle of
the three groups after three years
and had the highest return after
five years. ■

August 2001, so it's hard to lay the

Enron fiasco —and even the general
corporate meltdown resulting from
cooked books —at his doorstep. The
Committee, as is Congress's wont,
didn't say anything about its own
role in the SEC's failures, such as its
refusal to increase the SEC budget so
the agency can hire additional annual report reviewers.
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THEMARKETCANBELUCRATIVEIF
YOUUNDERSTANDITSCULTURAL
DIFFERENCESANDIFYOUDONT
'

After my wife and I got our first taste of

UNDERESTIMATETHECOSTSORTHE

international adventure, she from her

TIMEITTAKESTOGETSTARTED.

work with an international airline and I
from overseas assignments with the U.S.

BY

MARK

WOLFENDALE

Navy, we both jumped at the opportunity
to work for a new business venture in Japan. The year was 1984, and five weeks
after making the decision, we had successfully sold two cars and a house and
had moved a family of four to Tokyo. We ended up staying within the Asia
Pacific region for a number of years, establishing business operations for two
U.S.�companies�—the�first�of�which�sold�for�approximately�$20�million�after�my
seven -year period of management. Along the way, I learned many valuable busi-
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ness lessons that I believe remain just as pertinent today, if not more so than
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they did those many years ago.
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PLANNINGISCRUCIAL

outside an individual's control. This is considered a form
of respect, an attempt at softening the embarrassment
and awkwardness inherent with "changing teams.'
I experienced this firsthand many times. One example
that I recall involved a young salesman I hired. After he
married, he soon found out that his wife was pregnant.
Curiously, this sales representative approached me a few
days later to advise me of a religious conflict with his job.
As it turned out, his religion clearly stated that having a
baby while working at a foreign company would result in
the child being born with "health problems." Although
my sales representative assured me that he didn't believe
•

One of the most important lessons that I can impart to
any American -based executive preparing to participate in
an overseas venture is to ensure that all business planning
is well researched and agreed upon between the overseas
team and the home -office senior management team
before actually starting the operations in the new country. Getting the U.S. office on board from the outset
ensures that they are intimately familiar with the business
plan and that they will be able to gain an immediate
understanding of any and all challenges you face if —or
should I say when —a problem arises.

r

Another valuable lesso
reed is
that the Asia Pacific ma
not one
single market. Korea, Ja
,China,
Singapore, and AuStTali
all very
different —from a busine
erspective
as well as from a cultural one.
Another valuable lesson I learned is that the Asia Pacific market is not one single market. Korea, Japan, China,
Singapore, and Australia are all very different —from a
business perspective as well as from a cultural one. Hong
Kong, for example, is the most similar market to the U.S.
In Hong Kong, decisions are made quickly, and although
it's expensive to establish a business presence, the regulatory and cultural barriers are much less difficult to surpass than in the other regions.
In Japan, on the other hand, most management is
"wed" to a particular company for life. Unlike in the U.S.,
where senior executives tend to change positions, there
are few second chances in the Japanese market. This is
primarily because the Japanese believe strongly that leaving a job, no matter how badly you want to, is to be
avoided. This is done out of respect to the business team.
In fact, if an employee does eventually leave, the circumstances are almost always presented as being for reasons
28
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this to be true, he still felt that he must resign to keep his
wife from "profuse worrying.' Six months later, the same
person returned to my office, indicating he had changed
religions and requested his job back. And, yes, because of
his job skills we rehired him.
This same patriarchal structure applies to customer
relationships as well. I remember one instance from my
early days in Japan in which a customer had a service
concern. Although we resolved the concern quickly and
efficiently without requiring any customer contact, we
were surprised to learn that we were still expected to present detailed explanations of both the problem and our
resolution strategy to our customer contact, our contact's
superior, his superior's superior, etc. What's more, each of
these meetings had to take place separately. This type of
management behavior might appear excessive to an
American executive, but, in Japan, business success always
comes down to the level of comfort —or discomfort-

between vendor and customer. You have to have the
patience and understanding needed to handle any
situation.

ADIFFERENTLEARNINGCURVE
Many companies don't realize the extent of the learning
curve inherent in opening an Asian office. Industry estimates suggest that one in every three expatriates fails and
has to go home. These numbers might seem staggering,
but only to those who haven't experienced the cultural
challenges inevitable in such a move. The reasons cited by
Americans returning home are varied and can range from
business reasons to personal reasons—or a combination
of the two.
This dissatisfaction and subsequent failure aren't limited to executives. They affect entire business units as well
because many organizations set enormous growth expectations and unrealistic revenue goals. When executives are
unable to meet the goals, they're brought back to the
U.S., and the business unit either shuts down or opts to
draw back on service or delivery in order to cut costs.
This in itself can spell disaster since local companies
won't do business with organizations they perceive as
"troubled:'
Another point to consider is the tendency for American CFOs to look at everything — including a new venture
in the Asia Pacific —from an American accounting perspective. The Asian markets have very tedious and
extremely important local accounting procedures that
need to be observed. Ignoring the local protocol and concentrating solely on American procedures is just not
worth it. During my time with a banking subsidiary, we
once agreed —at the request of the U.S. management
team —to have our local accounting done offsite by
another subsidiary in order to cut costs. This was a fine

idea until the local tax authority came calling for a routine assessment. We managed to sort out all the minor tax
issues they identified, but because they noted our
accounting was being done "out -of- country;' we were
audited every year for the next five years. We could have
saved a lot of time, energy, and aggravation if we had just
had the accounting done locally in the beginning.
Continuing on the subject of costs, it's important to
emphasize that many American companies looking to
break into this market highly underestimate the start -up
costs. Consider the costs associated with having an allEnglish- speaking workforce (which many American companies insist on), and you'll understand the financial
commitment that's required to make overseas operations
work. Success should only be expected after a long and
arduous process. The ideal situation, of course, is if you
go into the market with no domestic competition. If the
opposite is true, then the payback will take a significantly
longer period of time because the domestic player(s) will
have inherent advantages.
Another key element to success in the Asian markets is
location. Make sure that you have a prestigious office
address, or at least one that's widely recognizable. There is
much stock placed in where a business is located, and, in
the case of foreign businesses specifically, a good address
can go a long way to adding some much - needed credibility.

ACTUALLYBUILDINGBUSINESS
Back to my forays. Once the decision had been made to
break into Asian markets, I spent a lot of time drawing
up detailed business plans. My teams always took all of
the important factors into consideration — costs, location,
servicing, and people —and pinpointed exactly who our
customer base was going to be.
In the end, we opted for an initial focus on a core customer base of either U.S. or European clients. Our strategy was to purposefully seek out these groups early in the
process and provide them with excessive service —in
order to use their names on a client list or as a reference.
References sell anywhere in the world, but they are
absolutely critical within Asia. The reason is especially
relevant within the software industry, where many vendors have entered the Asian market in the hopes of getting a quick return on investment only to run into
problems and later withdraw their services. As a result,
Asians are very suspicious of foreign businesses coming
in only to disappear, they believe, three or four years
down the road.
I can't emphasize enough the importance of not
December 2002
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underestimating the cost of doing business in an Asian
market. In the U.S., we practice a very marketing- driven
approach that for all intents and purposes does very well
in providing fairly quick returns. The Asian markets are
entirely different, and gaining their business is a much
longer and more tedious process. For example, a sixmonth business forecast plan in Hong Kong would
equate to a two -year plan in Japan. In the U.S., this could
probably be achieved in three months.
Being fairly objective, I would say that the three hardest
Asian markets to break into are Japan, Korea, and China,
although the business landscape in China is changing
almost daily. China might not remain on the list for much
longer, but, as of today, it gets the third position.

TECHNICALRESOURCES
Being able to do well in Asian markets while minimizing
your costs often comes down to having the right tools on
hand. As I mentioned earlier, abiding by the local
accounting regulations is paramount. This can be accomplished by appointing an English- speaking lead who
understands the requirements of both countries. Corporations would be wise to spend their money on seasoned
people in this position —those who know, or at least can
understand, what the U.S. headquarters requires in terms
of quarterly reports, monthly statements, and the like,
while, at the same time, are able to disseminate those
requirements to an Asian workforce. I suggest that you
try to keep your back -office costs as low as possible and
spend the money on someone who has the ability to fulfill the needs of both cultures.
Another problem that arises quite often with U.S. corporations is the unilateral decision to go with one
accounting package around the world, regardless of
whether or not that package is suited to a particular market. The increasing move of U.S. -based multinationals to
centralized processing is a great one in that it results in
dramatic savings in hardware costs, labor costs, and time.
But to make it a successful implementation, companies
need a truly international software package —one that's
multilingual, offers multicurrency capabilities, is easy to
use, and is cost effective. If a company opts for a highly
complicated or complex system, then that translates into
highly sophisticated Asian personnel to run it. Up go
your costs.
In my case, I was the only English- speaking person on
the team. In fact, I was the sole team player for the first
five weeks during my work with Chase Bank. I needed
several things from my accounting package. First, I need30
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ed a package that could expand —the company would
eventually grow to $20 million a year. Second, the package had to allow for Japanese - speaking data operators (to
keep down costs) so they could input in their local language in their local currency while allowing me to generate English reports in U.S. dollars. Third, I needed a
product that had a bilingual distribution channel so that
both my employees and I could speak to the supplier
comfortably when the need arose.
I repeat: 99% of accounting software is designed to
operate in a specific marketplace. The "international"
aspect of it comes much later and typically is built into the
existing software. From the beginning, you need one that
incorporates local tax, regulatory, GAAP, and accounting
laws, as well as multicurrency and multilingual functionality, and is designed from the ground up as a truly multinational accounting package. Otherwise, you can be
tripped up by technology problems, which can be costly.

VALUABLELESSONS
1 do recommend some international expertise for financial professionals. Yes, there were difficult times, and, yes,
there were funny times, such as when I ordered my car
and police officers came out to actually measure my
parking space to see if the car would fit. All in all, though,
my 15 years in the Asia Pacific region were an interesting
experience and provided me with a multitude of business
lessons. Some of them I learned firsthand, and some I
was fortunate enough to learn through others via the
American Chamber of Commerce. Regardless of how I
learned them, many of those lessons are ones that I still
carry with me today. ■
Mark Wolfendale joined Systems Union in 1995, bringing
with him 15 years ofexperience working for multinational
corporations in the information services industry. During
this time, he was a key contributor in establishing and
managing new businesses within Asia and Japan, including
Moody's Investors Services (International), Datastream
International (Asia- Pacific), Chase Econometrics (Japan),
and Chase Interactive Data Corporation (Asia- Pacific). He
is currently responsible for managing all SunSystems offices
in the Americas. Prior to April 2000, he was based in Singapore, where he was responsible for managing all SunSystems
Asia Pacific offices, including Japan, Hong Kong Singapore,
and Australia, as well as 67 partners in the Asia Pacific
region. You can reach him at morein-fo @systemsunion.com
or (800) 542 -5420. Visit www.sunsyltemsamericas.com for
more information.

Pohcm
9)
0
r� rengntln� ,�or
Managing.
Why multi - project management
is an essential skill.
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The call for management accountants to become proactive executive
team members is widely heralded, but it isn't entirely clear how this
transformation can be made. Most organizations operate in a multi project environment, and nearly every activity in which top executives are involved is related to projects. In addition, project
management is ranked as one of the top 10 skills management
accountants are required to have. But without the right preparation,
accountants trying to grow beyond their police -like controller roles
may end up acting more like firefighters responding to unexpected
crises. Luckily, new theories make multi - project management more of
a science and less of an art.
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SCARCERESOURCES
In a major project, such as implementing an enterprise wide information system, many smaller projects must be
completed while other, equally essential, projects and critical tasks compete for the same resources.
With effective project management, more projects can
be completed with the same resources in a much calmer,
more productive environment. Needs will be known in
sufficient time to add additional resources, which helps
avoid crisis situations. Using traditional project management concepts, intuition, and considerable negotiating
skill, an experienced manager can bring projects in on
time, on budget, and with full specifications met. But this
type of project manager is rare.
The traditional Critical Path Method (CPM) is one
popular technique project managers can use to help them
succeed. It sets early and late start and finish dates for
each activity based on specified, sequential network logic
and a single ( "most likely ") duration estimate. The

responses of team members, leaders, and others.
Critical chain scheduling differs from traditional critical path analysis in several respects. First, time allotments
are determined by using realistic, average times rather
than the maximum likely time for task completion. Slack
times aren't eliminated; instead, strategically placed time
buffers manage the variability. Tasks are scheduled as late
as possible without risking missed deadlines in order to
minimize multitasking. Last, but of considerable importance, both precedence dependencies and resource dependencies are taken into account in locating the critical
chain. If there are no resource contentions, the critical
path and critical chain will be identical.
As a result, project lead times are cut significantly, and
teams working on more than one project can prioritize
work based on realistic expectations. Meeting project
deadlines reduces stress and fosters trust between the
organization and the customer, and faster completion
allows the company to take on more projects, increasing

The critical chain method virtually
eliminates rescheduling. Not only
does the immediate client benefit
from a project finished on time,
but so do other customers whose
projects are waiting.
longest path of sequential activities isthe "critical path."
A more recent entry is the Critical Chain technique,
perhaps the most significant contribution to project
management in more than 40 years. It was developed by
Eliyahu Goldratt, who, with co- author Jeff Fox, wrote the
1986 best - selling novel, The Goal,which introduced the
Theory of Constraints and brought landmark changes in
manufacturing process improvement and scheduling.
Goldratt saw compelling reasons to improve project
management. "Since the complaints we hear today from
people involved in projects are identical (in nature as well
as magnitude) to the complaints they were voicing 40
years ago," he says, "one must wonder if any meaningful
progress in the methods used was achieved in that
period." Therefore, his 1997 book, Critical Chain,
addresses project uncertainty as well as the behavioral
32
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revenues without significantly increasing costs.
The critical chain method also virtually eliminates
rescheduling. Rescheduling has a domino effect, which
may cause future projects to come in late. Not only does
the immediate client benefit from a project finished on
time, but so do other customers whose projects are waiting. The critical chain has proven useful in diverse industries from construction to software development.
For example, Harris Semiconductor constructed a new
wafer production facility in 13 months compared to an
industry standard at that time of 28 to 36 months. Once
complete, Harris's ramp -up to full production was only
21 days compared to an industry average of about 16
months!
Also, Israel Aircraft Industries reduced the time to
completely overhaul aircraft from three months to two

Figure 1: A Comparison of Critical Path and Critical Chain
CRITICAL PATH

CRITICAL PATH
SCHEDULED
COMPLETION:
56 WEEKS

weeks. This meant customers had to do without their aircraft for a much shorter time, and the company could
schedule work far more efficiently.
One note, however. Critical chain concepts have rarely
been applied to operation - improvement projects in
accounting and finance —or in strategy implementations.

MANAGINGUNCERTAINTY
Uncertainty is present in all projects. The real problem isn't
the presence of uncertainty but the way teams and organizations manage uncertainty. In general, project team members and managers insert significant extra, or safety, time at
every stage in the project. For a task to be completed in the
minimum amount of time, everything must happen perfectly. For example, it may take you 20 minutes to drive
home from work, but half the time it takes 30 minutes. In
15% to 20% of the trips, car problems, accidents, and traffic jams make the drive last an hour or more.
When people or teams are asked to estimate how long
they need, they include considerable extra time to cover
uncertainties, just as you might allot extra drive time in
case of traffic. Often this time cushion is spent on other
duties.
Another example is the student syndrome. A student
begs the professor for more time to finish an assignment.
He or she gets the extra time but doesn't start in earnest
until the project is almost due. Even if the actual time
worked is shorter than the initial time allowed, the student
or worker, remembering the last - minute chaos, thinks
they didn't have enough time. Many managers assign
work as early as possible, but, generally, tasks assigned far
in advance can't, or don't, get immediate attention. After
an initial flurry of activity, nothing much happens until

older tasks with earlier due dates are completed.
In the name of efficiency we may assign several tasks to
one worker or team. If one of them is delayed, another
begins immediately. But multitasking has a negative
impact. Time and productivity are lost switching among
assignments, planning and reviewing, then dealing with
project managers trying to expedite tasks for which
they're responsible. The negative effects of multitasking
increase exponentially when the same worker or team has
a large number of tasks. Plus, there's no incentive to finish early. If specifications are met early, the opportunity
to "enhance" them before the finish date is nearly irresistible. Also, if teams don't use all their time, they'll get
less in the future. Even if there's an early finish, it's doubtful the next team in the sequence can start early. When
customers demand faster service, managers may reduce
all task times by the same percentage. When late finishes
are passed along but early finishes aren't, the probability
the project will be late increases dramatically.

THECRITICALCHAIN
The critical chain solution provides time buffers to handle uncertainty. A critical chain schedule has four steps.
1. Identify the Critical Chain

To identify the critical chain, lay out the project's network
of tasks from the due date backwards. Mark each resource
with the time allotted to tasks and the resource's place in
the process. For example, Teams A and B request 10
weeks for their tasks. Teams C and D (who may be in
another division and so are on another path) want 16
weeks. Team A must finish its work before Team B can
start, and so on.
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Figure 2: Feeder Buffer (FB) and Project Buffer

MMM

CRITICAL CHAIN
SCHEDULED
COMPLETION:
50 WEEKS

Instead of multitasking, resources should complete
whatever task they have started unless the manager tells
them to work on a critical chain task. The longest chain
of dependent events is the critical chain (the bold line in
Figure 1). Unlike the traditional critical path (the dashed
line), which remains on a single path, the critical chain,
in recognizing task and resource dependencies, may traverse all the paths of a project.
2. Protect the Critical Chain

Rather than protecting each task, managers must protect
the project. Select a duration estimate the team can meet
about 50% of the time. (For instance, instead of allowing
an hour for your drive home, allow 30 minutes.) Reduce
duration times by removing the excess safety and moving

The buffers let managers
monitor progress and take
action before a crisis
emerges.
it to the end of the project where the aggregation of uncertainty permits a project completion buffer significantly
smaller than the safety removed from critical chain tasks.
This reduces project duration without jeopardizing successful completion. To further protect the critical chain,
teams must drop what they're doing and begin work as
soon as they're needed on the critical chain. The project
manager should give advance warning, but this doesn't
lengthen the time to complete the project. Resources on
noncritical paths (Teams A and B in Figure 2) complete
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their work as soon as they can, finishing each task before
beginning another.
3. Subordinate Other Tasks, Paths, and Resources to the
Critical Chain

To prevent a noncritical path from becoming critical,
noncritical work must not delay the .critical chain. Therefore, remove the excess safety, about 50%, from tasks that
aren't on the critical chain, and place them in a buffer
where the noncritical path joins the critical chain. This is
called a "feeding buffer" to differentiate it from the project completion buffer. The feeding buffer takes care of
ordinary delays on noncritical paths. Figure 2 shows the
protective feeding buffer for Teams A and B. Note that
Teams A and B now have five weeks each. (The feeding
buffer is five weeks long since that's 50% of the project so
far.) The project buffer is 17 weeks, representing 50% of
the cumulative time removed from all activities on the
critical chain. The entire critical chain is scheduled for
completion in 50 weeks, as opposed to 56 weeks for the
critical path. (Note: This isn't always true. Sometimes the
critical chain's scheduled duration is longer than the critical path, but simulations show critical chain projects finish on or before the scheduled completion date, while
most critical path projects finish after their due date.)
4. To Forestall Contention, Add Resources

If the project's duration is too long, adding additional
resources for certain periods may shorten it. It's easy to
spot the longest tasks on the critical chain; examine them
for the possibility of overtime, acquiring short -term
resources, or outsourcing some of the work. When a project is properly planned, overtime and additional resource
requirements will be known before the project begins,
minimizing chaos and cost.

Figure 3:' X" is the pacing or "drum" buffer that synchronizes three projects
LAST PORTION OF PROJECT ONE

TWO

STAGGERDUETODRUMBUFFER

TIME
Adapted from Avraham Y. Goldratt Institute training material and used with their permission

MANAGINGTHECRITICALCHAIN
The primary duty of the project manager is to monitor
task completion and buffer consumption. The buffers let
managers monitor progress and take action before a crisis
emerges. Comparing updated duration times for active
tasks with the original planned duration time provides
information on buffer consumption.
With appropriate rules of operation and considerable
trust by all parties, everyone working on the project helps
manage it. The manager expects that some resources will
consume some portion of the buffers, but the project
manager should take no action as long as time overruns
consume less than a third of the buffer. The manager
watches the situation closely and makes contingency
plans, which are implemented when only the final third
of the buffer remains.
These concepts also apply in a multi - project environment. To properly sequence projects so project buffers
can be effective in immunizing the schedule, select a control resource that will allow appropriate spacing between
many separate projects.
This interproject buffer would be called the pacing, or
"drum" buffer (because, like the rhythm instrument, it
sets the beat). The drum should be the one issue that
would negatively affect an organization if its time were
wasted. Scheduling the drum resource, whether it's people or equipment, staggers the start of new projects to
minimize harmful demand on scarce resources. Figure 3

shows an example of a drum buffer.
Because of the critical nature of drum scheduling, its
work must be protected so an entire project isn't delayed.
That means the drum buffer (between projects) is much
larger than the project or the feeding buffer. In fact, it
could be as much as 100% of the estimated times.
Drum buffers protect completion times just as project
and feeder buffers protect task times. Further, this type of
scheduling, by ensuring that resources are available when
required, significantly reduces conflict between project
managers and resource managers.

YOURJOB
By understanding critical chain concepts, management
accountants can help schedule and monitor operations
projects with a minimum of disruptions in productivity.
This would provide a skill that is desperately needed in
most businesses and would help make you a valued
member of the executive management team. ■
Charlene W. Spoede is a professor and holds the Emerson O.
Henke Chair of Accounting at Baylor University in Waco,
Texas. You can reach her at(254) 710 -4763 or
Karl _Spoede @ba lovnedu.
Dee Bradbury Jacob is a partner at the A. Y. Goldratt Institute in New Haven, Conn. Her phone number is (203) 6249026, and her e-mail is lonahlonah @aol.com.
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It's an interesting and illuminating sign
of the times. Who would have thought
that seemingly mundane topics like
financial management, compensation
packages, and arcane accounting principles would suddenly become headline
grabbers on the nightly news?
WHEREAREWE...ANDHOWDIDWEGETHERE?
In the wake of the tech wreck, unprecedented market
volatility, a string of corporate scandals, and mounting
bankruptcy declarations, many companies are taking bold
steps to reassure jittery investors and restore public trust.
In addition to having CEOs vouch for their numbers
(hmmm ... should this really be a new development ?),
well-known companies like Coca -Cola, Bank One,
General Electric, and Amazon.com have gone the extra

option
`expensm3
M0"1VTemen

mile by declaring they will begin to expense stock options.
This�trend�naturally�makes�some�companies�—
especially�technology�and�telecom�—more�nervous�than
others. After all, they have grown quite accustomed (perhaps even addicted) to the notion that huge stock option
grants were a cheap, easy way to reel in talent and keep
the books looking healthy. A number of executives have
even taken big "cuts" in their regular salaries while accumulating millions of stock options as primary compensation. Rising in popularity and growing in volume, it has
been viewed as an upside -only proposition for years.
While dissent was muted when the market was at its
peak, pressure to change the system began mounting as
the market declined, taking option holders' potential
profits with it.
The Financial Accounting Standards Board (FASB) has
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quite ready to shift this particular
reporting paradigm, although nearly
every corporation is at least giving
the matter some serious thought.
Why is this issue getting so much
attention? Size matters. The packages
themselves and the ranks of participants receiving them have literally
mushroomed in recent years. Millions of options have been granted
to millions of people, and there are
now billions of dollars in potential
Alan Greenspa
shareholder value that somehow
Federal Reserve chairm
slipped beneath the financial radar
screen. And we're discovering that
although it may be tough to reach
expense.
consensus on value, the bills for our lack of true compenThis time around, the FASB is no longer alone in its
sation measurement and management are now coming
quest for fair option accounting. Joining the FASB in its
pro- expense position are the Council of Institutional
due.
Investors, TIAA -CREF, Federal Reserve Chairman Alan
SIFTINGFORCLUESINWALLSTREET'SRUINS
Greenspan, Nobel Laureate Myron Scholes, numerous
WorldCom's failure to account for nearly $7 billion is
congressional members, and the International Accountshocking due to its sheer magnitude, but we shouldn't be
ing Standards Board (IASB),
completely surprised at some of the lesser financial infracwhich voted unanimously in
tions taking place across corporate America every day.
July to submit a proposal
Though not entirely to blame, holding a massive amount
requiring the expense to be
of "free" stock options creates a perverse incentive for execdetermined as of the day
utives to take major
options are granted. And as of
the end of September, I I 1
risks. Such risks are
porting stock
clearly designed to
companies have publicly
tions as expenses is
prompt a hasty rise in
announced their intention to
n important move
the stock price from
begin expensing stock options
toward establishing a
which the option
on their income statements in
mpany's core earn holder can benefit
2003 or sooner.
gs, which are what
handsomely while
While this movement
Standard
& Poor's
being insulated from
appears to be picking up steam,
regards as the after -tax
any subsequent slide.
unanimity on if, how, and
rnings generated
when the expense should hit
It's a deceptively simple and unbalanced
the books hasn't been attained.
om a corporation's
game of chance. After
Some notable — primarily high rincipal business or
all, if you're invited to
tech —companies have at least
usinesses."
the poker table with
temporarily chosen to remain
David Blitzer, chair »tan
the promise that you
on the sidelines. Intel, MicroStandard& Poor's Ina
soft, Cisco Systems, and Peocan only win or at
Commit
least break even,
pleSoft are among those not
long advocated an expense for
options, but it backed off from its
last attempt to require such an
expense in 1993 -1994. It took such a
concerted drubbing from a variety of
constituency groups — including
investors, CEOs, and Congress —that
it only required the option expense
to be reported in the footnotes to the
financial statements. The belief at the
time —or at least the rhetoric —was
that our nascent technology sector
would be hurt by an option expense.
Now we must question whether it
was hurt worse by not having the
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you're much more apt to place wild bets and throw caution
to the wind. More than one CEO has taken this bait.
Many factors feed into the current economic situation,
but, as one prominent piece of the corporate accounting
puzzle, the question as to whether (and how) stock
options should be expensed is now sparking lively discussion in boardrooms, around water coolers, and on talk
shows almost daily.
Frankly, it's a healthy and long overdue debate

THEGRANTINGANDMEASURINGOFOPTIONS:
ATWHOSEEXPENSE?
Granting stock options has long been a system lacking
any meaningful checks and balances. Viewed as "free"
compensation tools, unrestrained stock options have
actually carried a hefty price tag. That price has been paid
by shareholders relinquishing a sizable percentage of
wealth, by employers unable to determine ROI on their
investment in people, and by employees who decided to
join a company based primarily on option comparison
shopping —and ended up with underwater options and
an ill- fitting job. Lack of good accounting for options has
also led to inconsistencies and inaccuracies in the financial information reported by companies and relied upon
by investors.
Just as salaries, benefits, office space, and computer
equipment all represent actual expenses to a company,
stock options also have costs associated with them —
whether or not they're being captured and recorded.
But with options comprising a significant portion of
many executive compensation plans (up to 90% by some
estimates and at least 60% on average for CEOs), understandably there are concerns weighing on the minds of
management. What impact will the expense have on the
company's bottom line? Will this curtail the ability to
attract and retain top talent? What will supplement or
replace traditional stock options? How will the option
expense be determined? The reality of the situation is that
even the accountants favoring an expense can't seem to
agree on just how that expense should be measured.
Admittedly, there are significant issues and challenges
swirling around stock option accounting practices, and
some companies will obviously fare worse than others by
reporting the expense based on a reasonable measure of
valuation. As it turns out, though, there are compelling
reasons for companies to begin expensing options, several
primary methods that have been proposed for doing so,
and alternatives to leaning so heavily on this one, rather
skewed compensation tactic.
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MEASURINGTOOLS
The question of how to measure the cost of options raises
more disputes than whether to expense them at all. The
FASB and IASB basically agree, with only minor differences, that the expense for options should be determined
as of the date the options are granted, and that expense —
with no subsequent adjustments — should be amortized
over the option vesting period. The amount of the
expense, both bodies agree, should be the "fair value" of
the option on the date it was granted. Fair value means
the value of the option instrument if it were bought or
sold in a public market. How that value is determined is
the subject of major debate. (I wonder, though, whether
the debate is a stalling tactic to delay the inevitable adoption of the expense since all the valuation methods result
in a value that's between 30% and 50% of the exercise
price of the option for most companies.)
The main alternatives for valuing options at the date
they are granted are:
Black-Scholes Option- Pricing Model: Developed by

Myron Scholes and Fischer Black and published in 1973
for valuing short -term publicly traded options, for which
it works extremely well (and is used daily by thousands of
traders in millions of transactions). When applied to
longer -term, nontraded employee options, it provides a
reasonable estimate of their value. The key input variable
is the volatility of the underlying stock —the higher the
volatility, the higher the option value. The Black - Scholes
model has been used extensively for the last 10 years by
all major compensation consulting firms and thousands
of companies and their boards to evaluate the value of
options granted to executives and thereby to determine
how many to grant.
Binomial Option- Pricing Model: Developed by John
Cox, Stephen Ross, and Mark Rubinstein and published
in 1979, also for valuing short -term publicly traded
options. The Binomial model is preferable to Black Scholes for high - dividend - paying stocks. Otherwise, it
generates very similar values.
Coca -Cola Method: Two investment banks create a
hypothetical market for the company's options —as yet
untested, but endorsed by Warren Buffett, a major
investor in Coca -Cola and a board member.
As to the accuracy of option- pricing models, we convened a conference in July 2002 with the FASB, the IASB,
Nobel Laureate Myron Scholes, shareholder value expert
Joel Stern, and several other finance and accounting
luminaries (see sidebar) to discuss "Solving the Stock
Option Problem: Not Whether but How ?" We specifically

ment may be required to their value because of the comasked Dr. Scholes about the application of the Black pany's lack of marketability.
Scholes model to employee options. His response was
that the model is just fine if you want to be as accurate as
EXPLORINGOTHERROUTES
most of the things we estimate on accounting statements
So far, most of the discussion about stock options has
every day like depreciation and pension expense. He
been focused on whether or not to adopt an expense and
emphasizes, however, that we should use "option- pricing
how that expense should be determined. Yet the stock
models" in general —not any specific model —and that
option expense issue is just the tip of the iceberg. There
each company may require specific adjustments in terms
are much deeper issues to be dealt with concerning execof the model used or the inputs and assumptions to the
utive compensation and corporate
model. The conference as a whole was
4
governance. Once we adopt an
also very supportive of using option -pricexpense for options, it will start to
ing models in general for determining the
become painfully clear that the
grant date value of options. This doesn't
only reason we granted them to so
mean that any one pricing model is recmany people in such fantastic
ommended. There are a variety of option numbers was that they had a very
pricing models and variations in use
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special accounting treatment —
today by traders and corporate treasury
they were basically free. So when
departments. While THE Black - Scholes
and CEO, Amazon.co
this once unusual and arcane
model (there's a particular variation that
financial instrument loses its speis commonly used for both traded and
cial status, companies will —I hope —start re- examining
employee option valuation) may or may not be the most
the effectiveness of their incentive systems and ensuring
accurate or most appropriate for employee options,
they are really getting what they are paying for.
there's a whole body of finance and mathematics dedicatAs we finance professionals have learned, options didn't
ed to valuing all manner of options and other derivative
create
the motivational risk profile we had hoped for.
securities —many that are far more complex than an
Starting in the early 1990s, companies granted options in
employee option. There is no question that, by either
ever - increasing numbers (rising over 400% between 1994
deriving appropriate models or by making more accurate
and 2001) in an attempt to "align management interests
assumptions for the inputs to these models, we can develwith shareholder interests' Unfortunately, instead of
op reasonably accurate and sophisticated estimates of the
making executives think and act like shareholders, we
value of these vehicles.
induced them to think and act like option holders —a
Some other important ideas and decisions that arose
much higher -risk and shorter -term orientation. While
from the conference are:
options aren't necessarily a bad incentive, in very large
♦ Creating an expense for options should greatly
numbers they create an extremely lopsided and imbalincrease the creativity in corporate incentive programs,
anced risk orientation. This can induce suboptimal decibreaking the "one- size - fits -all" stock option solution that
sion making that's clearly not in the best long -term
for years has dominated executive compensation.
interests of shareholders.
♦ Although they may lower the value of the options,
What is needed is a mix of incentives that creates the
future option grants are likely to have more performance optimal risk and motivational profile for each company's
based features than in the past. Options can be greatly
executive team —or what my firm has been calling the
improved as an incentive if they have specific perforBalanced Incentive Portfolio''". Just as we strive to create
mance features or are combined with stock ownership.
an optimal diversified portfolio of investments, so we
♦ Creating an expense for options will likely decrease
need to create optimal portfolios of incentives. For examtheir use for rank -and -file employees who have little or
ple, an executive who holds both options and a signifino direct impact on the company's stock price. Far more
cant amount of company stock will think and act
cost - effective incentives can be introduced for employees
differently from an executive who only holds options. In
that are tied directly to the critical business results they
the same vein, options whose exercise price goes up as the
can influence and control.
♦ Start -up and private companies shouldn't be
stock market goes up will cause executives to strategize
more creatively than traditional options that pay off even
immune from expensing options, although an adjust-

"This opens th
door for other
k(compensation
options."
Jeff
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IMPLICATIONSFORCORPORATEGOVERNANCE
As mentioned earlier, the stock option expense is just the
tip of the iceberg. This is particularly true for corporate
boards who are responsible not only for the long -term
success of the company but also for representing and
safeguarding the interests of the shareholders. This is
important because the expense being proposed by the
accounting profession doesn't fully capture the ultimate
economic cost of stock options to shareholders. The true
economic cost of an option is the spread between the
exercise price and the market price on the date the option
is exercised. This is typically much larger —often many
times larger —than the likely accounting expense. (Conversely, the true economic cost can be much smaller if the
stock price goes down —as far too many companies are
painfully aware.)
For example, if an option is granted with an exercise
price of $10 when the market price is also $10, the likely
"new accounting" expense will be somewhere between $3
and $5. But if the option is exercised five years later when
the market price of the stock is $100, then the true total
cost of the option is $90. The company has sold a share of
stock for $10 that it could have sold in the market for
$100. And the company now has to produce returns on a
$100 stock for which it only has $10 to invest —plus the
benefit of a $90 tax deduction from the option exercise.
(My option trader friends remind me that corporate treasury departments frequently engage in "dynamic hedging" where they buy call options and company stock and
even sell put options to offset the risk and cost of
employee options. These transactions, if properly executed, can reduce or even eliminate the economic cost of the
options.)
Someone has to be responsible for this $90 cost and
for making sure that the company and the shareholders
are getting a return on this investment. If the company is
only taking a $5 expense, then the board must make sure
that the rest of the cost is tracked and accounted for and
that the executives who received this benefit are returning at least that much to the shareholders in improved
performance.
Boards of directors have felt that they have been doing
the right thing by authorizing enough option shares to
keep pay packages competitive so their companies can
attract, retain, and motivate the best executive talent
available. Their questions of managers and consultants
have focused on making sure their company's practices
were within competitive norms. But with option grants
escalating at alarming rates, and with many companies
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granting 15% to 20% of their outstanding stock in
options (up from 3% to 5% 10 years ago), boards need to
be asking more difficult questions, such as, "What is the
true total cost of our stock option and executive compensation package ?"
And they shouldn't simply settle for the cost of this
year's grants. They should demand the total cost of the
entire package over a three- to five -year time horizon. Furthermore, the cost should include not only the Black-

The Delves Group - sponsored conference, "Solving the
Stock Option Problem: Not Whether but How? ", was
attended by some of the most Influential financial professionals In the world today, Including:
♦ Jane Adams, senior analyst, Maverick Capital, Ltd.l
and vice chairman of the Financial Accounting Policy
Committee of the Association for Investment Management and Research.
♦ Philip Ameen, vice president and comptroller, General
Electric Company, and chairman of the Committee on Corporate Reporting of Financial Executives International.
♦ Mary Barth, Athol[ McBean Professor of Accounting
at the Graduate School of Business, Stanford University,
and IASB member.
♦ Stephen Henning, academic fellow, Chief Accountant's Office, Securities & Exchange Commission.
♦

R o b e r t Herr7,

chairman of the Financial Accounting

Standards Board.
♦ Ravi Jagannathan, Chicago Mercantile Exchange
Distinguished Professor of Finance at the Kellogg
School of Management, Northwestern University.
♦ David Larker, Ernst & Young Professor of Accounts[
Ing at the Wharton School, University of Pennsylvania.
♦ Jim Leisenring, board member, International
Accounting Standards Board.
♦ Pat McConnell, senior managing director AccountIng and Tax Research, Bear, Stearns & Co. Inc.
♦ Myron Scholes, Nobel Laureate in Economic Sciences and co- originator of the Black-Scholes option pricing model. He is the Frank E. Buck Professor of
Finance Emeritus at the Stanford University Graduate
School of Business.
♦ Joel Stern, president, Stern

Scholes value of the options at the date they're granted
but the total amount of wealth that has been transferred
from shareholders to executives and that could be transferred in the future as the result of option and other plans.
Once the directors are satisfied as to the true total cost,
they should ask, "What return are we getting on this
investment in terms of increased performance for the
company and for shareholders ?" The answer should not
just be in terms of increased stock price, since management can't take full credit for what the market does, but
should be in terms of improved financial performance
and achievement of strategic objectives. If boards are asking and getting answers to these questions, and if management is also actively engaged in the same questions,
corporate governance and executive pay will become far
healthier and more accountable than it is today.

CARPEDIEM
It's a new day on Wall Street and on Main Street. The
"irrational exuberance" of the '90s has definitely worn off
for investors, regulators, and the public at large. The
blindfold is off, the magnifying glass is out, and the numbers have nowhere to hide.
Where stock options are concerned, changing the current accounting rule is only part of the equation. The
rest is enabling management and boards to collectively
create more balanced and effective executive compensation programs and to create better evaluation tools for
measuring the true cost of compensation, understanding
return on stock option investment, and improving corporate governance.
The time has come to finally seize the data, report reality, and build a more balanced and mutually beneficial
pact among executives, employees, and shareholders. It's
time to restore a sense of stability, trust, and rationale to
corporate America, particularly to the way we construct
and account for executive compensation packages. And
while we're at it, it's also time to reject the plain vanilla,
one - size -fits -all stock option plan and inject some conceptual creativity into executive pay. ■
Don Delves, CPA, is president ofthe Delves Group, a Chicago based human resources consulting firm specializing in
executive and sales force compensation design and analysis,
performance measurement and management, organization
design, and executive coaching. He has more than 20 years
ofconsulting experience in this area. For more information,
call Don at(312) 543 -3045,or e-mail him at
ddelves @delvesgrrpup. com.
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Auditing

V

Audit
Committee

STRENGTHENINGTHEROLEOFTHE

Five financial experts offer their advice.
BY LAWRENCE RICHTER QUINN
s the debate over Enron, Arthur Andersen, and
accounting has raged in the business media and
in Washington, D.C., audit committee chairs
and members have generally been quiet. Few have testified before Congress, and almost none have been quoted
in The Wall Street Journal and other publications. So how
are audit committees stepping up in this environment to
help ensure more fiascos —like Enron and others —don't
happen again? Rather than waiting for new dictates from
Capitol Hill and the Securities & Exchange Commission
(SEC), many audit committee chairs around the country
are already examining how well their committees function and are fine - tuning the ways they operate, are managed, and how members are selected.
To find out how the best audit committee chairs are
strengthening their roles, Strategic Finance informally
surveyed leading regulatory executives, accounting academics, and forensic and other accountants, asking them to
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identify some of the most thoughtful heads of audit committees and audit committee members. We'll share the
views of five of them on where audit committees need to
go from here: Dennis "Denny" Beresford, Roderick M.
Hills, Barbara Franklin, John O. Whitney, and Diane C.
Harris.
In interviewing these five executives, some common
themes became clear:
♦ Working closely with the SEC, the accounting and
auditing professions can largely fix themselves, with minimum interference from Capitol Hill;
♦ Audit chairs will have to set the agenda themselves
to be even more independent from CEOs and senior
management;
♦ Audit committees will have to be unequivocal in
letting auditors know that they report to the audit committee first and foremost;
♦ Committee members and chairs will have to toil
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even harder to establish good working relationships with
finance and internal accounting staff members through
frequent informal communications;
♦ And, yes, serving on an audit committee will
require more time working and reading about key issues
than ever before.

Dennis R. "Denny" Beresford
Denny Beresford understands the limitations of audit committees. By themselves, they're no panacea for all the
numbers - crunching questions facing
corporations today, yet they offer an
excellent platform for repairing the damage caused by the
Enron and Arthur Andersen (as well as other) fiascos, he
says, and should be viewed in that way. In particular, he
wants audit committees nationwide to play an aggressive
role in helping fix the problems within the current regulatory structure that governs corporate accounting.
"I believe that audit committees can and do serve an
important function in the financial reporting system," he
testified on Capitol Hill last February 26. "And I was particularly pleased to see the changes over the past few years
that require audit committee members to be independent
board members and require those members to be reasonably qualified for their responsibilities."
He says audit committees can set an important tone at
the top, but he also cautions that "even the best audit
committee is not going to guarantee that a financial
reporting problem will not occur." In order to strengthen
the audit committees, Beresford would require that a
majority of audit committee members have significant
accounting, auditing, finance, or legal expertise — rather
than the current "financially literate" requirement —so
that complex issues won't intimidate them. In addition, at
least one member must have accounting or related financial management expertise.
"Members with such qualifications are more likely to
ask management the probing questions necessary to
ensure an understanding of the substance of the issues
brought to their attention," Beresford says. "In particular,
members with audit expertise will be better able to effectively judge the performance of the internal and outside
auditors!
Unfortunately, these highly qualified individuals often
don't end up on the audit committee because, despite the
SEC's new requirements for audit committee membership, they continue to be dominated by the `old boys'
network," according to Beresford, so only those with
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some cross - business interests end up on the committee.
"You're not seeing people coming in from the outside
who are objective," he notes. "It's happening, but it's happening at a trickle. I think it will be some time before the
spigot really opens:'
Not only will committees need more expertise given
the growing number and complexity of issues facing
audit committees, but Beresford expects them to struggle
with time requirements. "We need to take enough time to
do the job right," he says. Typically, committees meet the
required four times a year, often only for an hour at night
or before or after a full board meeting, according to
Beresford, but, he adds, "The question should be: `How
much time do we need ? "'
Beresford thinks it will be difficult, at least in the
immediate future, to attract good board directors and
ones willing to serve on the audit committee. "Directors
are asking about D &O insurance and whether they
should have their own attorneys look at that issue," he
says. "The more responsibilities there are, the more legal
issues, the more skeptical people will be about wanting to
be a director. And, of course, there's some question as to
whether all bets are off if a company has been involved
with fraud.
"What strikes me is that it's not just audit committee
members but all directors who are starting to become
concerned," Beresford adds. "They're asking, `Do I really
understand what's going on at this company? Do I really
have to get into the nitty- gritty?' That differs from the
past where a lot of people thought it was just OK to ask
questions; if you concurred with the outside auditor, that
ended your responsibility. Maybe that isn't enough anymore; maybe your responsibility doesn't end when you
concur with the outside auditor:'
He concludes: "I suspect that there are a lot of nervous
directors now, not just audit committee members. That's
why I make the point that the integrity of the people you
work with is the most important issue, as well as feeling
comfortable with them. We're all in this together, and you
want to make sure you're dealing with credible people."

Roderick M. Hills
Over the years Hills has served on 14
audit committees, seven of which he
chaired. Hills charges that audit committees have a number of weaknesses:
Too often they seek to reduce the cost
of audits rather than look for ways to improve quality;
they play an insufficient role in determining what fair

"I make the point that the integrity of the people you work with is the
most important issue, as well as feeling comfortable with them.
We're all in this together, and you want to make sure you're dealing
with credible people." —Denny Beresford
audit fees should be; they seldom ask the auditor if there
is a better, fairer way to present the company's financial
position; and they rarely take part in selecting new audit
firms or in approving a change in the audit partner in
charge. "They may well endorse an engagement or the
appointment of a new team, but they are not seen as
material to the selection process," he says.
What does Hills think needs to be done? Among his
recommendations:
Companies should create or reform their board nominating committees so that they are independent of
whims of the CEO and other senior executives. "There
are a lot of companies that have nominating committees,
but a lot of those committees ask the chairman who he
wants on the board," Hills says. "The tradition of independence has to be there. Among its jobs is to see just
how well the board is working."
The SEC should further publicize its December 12,
2001, release that gives "cautionary advice regarding disclosure about critical accounting policies.' "This release
may be the most significant SEC step with respect to corporate governance in decades," Hills says. "In effect, [it]
requires the auditors... [to] carefully explain the various
accounting policies that have been selected by management, the estimates that management is making, and how
the selection of different policies or estimates could cause
the reporting of materially different financial results. This
explanation [should] be made to the audit committee
and ... placed in management's discussion and analysis [in
the annual report]."
The SEC needs to make it clear that the failure to have
a competent, independent audit committee constitutes a
material weakness in the internal controls of a reporting
company. "A simple statement in any speech by an SEC
chairman will do the job," Hills says. "This unequivocal
statement will force the auditors to look into the question
of both the independence and the competence of the
audit committee."
Audit committees must have the authority to hire their
own consultants. "They must insist that all allegations of
financial misconduct be conveyed to them immediately,"
Hills adds. "[For instance], the complaint by Ms. Sherron
Watkins [the initial Enron whistleblower] to Enron's CEO
should have been given directly to the audit committee,

which should have hired its own counsel to investigate
her complaint."
He also has recommendations on dealing with the
external auditor. He says the audit committee's most
important task is to make the independent attesting auditor believe that its retention depends solely on the decision of the audit committee. "All the chairman of an
audit committee has to do is spend one afternoon a year
at the outside auditor's firm," Hills notes. "Take the auditor to lunch, impressing upon him or her that you're in
charge. If you do that, then the external auditor will know
that he or she works for the audit committee.'
And engagement partners shouldn't stand by idly as
audit committees are strengthened. Before a firm takes a
new engagement, the partner should be satisfied that their
relationship is with the committee and that all real problems must involve the committee, according to Hills. He
also recommends that the external auditor send a questionnaire to the sitting directors to determine how they
came to be elected to the board to ensure independence.
"...The accounting firms must understand that the
failure to have an independent, competent audit committee constitutes a material weakness in a company's internal controls," he says. "They do not need to wait for the
SEC to tell them."

Barbara Hackman Franklin
There's no reason audit committees
can't play a major role— indeed, perhaps the key role —in keeping corporate America honest about its numbers.
And, furthermore, audit committees
can be integral in helping their companies steer clear of
unnecessary risks, protecting shareholders in the process.
They're well- positioned to ensure that management and
the internal and external auditors are working well
together. These, at least, are the views of Barbara Hackman Franklin. She's worked on 13 audit committees and
currently chairs both Aetna's and Dow's audit committees
and serves on Milacron Inc., MedImmune Inc., and
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Watson Wyatt & Co.
"These committees are under pressure, but we
shouldn't overreact or panic," Franklin says. "We've got to
keep the focus on best practices that we already have and
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be ever more vigilant. Now we also have to implement
the new requirements from the Sarbanes -Oxley law, the
stock exchanges, and the SEC."
Corporations have a core structure to protect shareholders and prevent abuse, Franklin says. "We should use
the system of checks and balances already in place," she
notes. "There is inherent tension between management
and the external and internal auditors. We should use it
by vigorously questioning the independent auditor about
such things as the company's accounting policies and
other estimates. We should vigorously question the internal auditor about operational and control concerns. Only
this kind of inquiry can surface potential problems. We
need to have a nose for trouble:'
Another key: The audit committee must set their own
work agenda with management input but not management control. To establish the agenda, Franklin usually
holds a fall planning session with such players as the outside auditor, internal auditor, CFO, controller, general
counsel, and corporate secretary. Each person drafts a risk
list, then Franklin and the group determine which risks
fall into the audit committee bailiwick to oversee.
The next step: Prioritizing risk areas. Franklin sets the
tentative agenda for each meeting in the coming year and
schedules in the identified risks as well as items such as
reviewing financials annually and quarterly. Franklin then
takes the tentative agenda to the full committee for
review and adoption. She also reviews the process with
the CEO and shares the agenda, and when one of the risk
areas appears on the agenda, the committee calls in the
operating people involved.
Franklin knows this approach works. "The agenda is
forward looking, based on an assessment of risk, and the
committee is being proactive and independent, as it
should be," she adds.
In addition to setting the agenda, Franklin feels strongly about having closed sessions at every meeting —the
committee with the outside auditor, with the internal
auditor, with financial management, and then with the
committee itself. "It's a great way to keep communications channels open and pick up on the concerns people
have so we can push management, if necessary, to fix
something or head off a problem;' she explains. "If you
can get the process right in audit committee work —and
management is honest —you have a chance of getting the
substance right.'
Franklin is concerned that internal auditors may not
always get the resources, time with audit committees, and
respect they deserve. "We're concerned about the inde46
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pendence of the outside auditor, of course, but we also
need to ensure the independence of the internal auditor,"
she says. "We want to make sure that the internal auditor
has clout in the organization, too. Independence and
clout are key, along with professionalism. We want to
make sure that the internal auditor has a session with the
CEO and others regularly and that the audit reports go to
the right places in management:'
In the aftermath of Enron and other recent scandals,
"we as directors have to do our part to restore confidence
in our system of corporate governance," she says. "It's
happening. Directors are asking more probing questions
of management and are being less patient if they don't
get answers. More vigilance— that's the key."

John O. Whitney
You've got to look past the numbers.
That's the only way, as an audit committee chair or member, to ensure that
a company isn't taking unnecessary
risks or going down a path that might
harm shareholders.
A rather unorthodox view, but John Whitney thinks
that, to be successful, the audit committee will have to
disengage from a preoccupation with accounting issues
alone and focus on the "bigger picture" instead.
Losing sight of larger concerns is in part what Enron's
audit committee did, Whitney says. "I spend a lot of time
on a company's business model," notes the author of The
EconomicsofTrust."You cannot separate the numbers
from that; I think that's where Enron's board really went
to sleep. Enron had one of the best audit committee
chairs from an accounting perspective, but he didn't
understand the business model.
"Sometimes you can get so many regulations and controls that you lose sight of the big picture," Whitney continues. "So I spend a lot of time on the soft issues,
smoking out things. I look for patterns. [The proliferation of numbers is] a nightmare; after a while you really
can't look at everything. So you look for patterns and
how they fit into the whole system of a company."
To gauge whether the numbers being presented are
good, Whitney looks at the general control environment
and asks if there's a tendency to overstate or hide things.
He then asks if there are specific controls in place. "If
there isn't a good control environment and system, then
you know right away that you're not going to be able to
believe the numbers," he emphasizes.
To be most effective, he says audit committee members

are going to have to do a very thorough job of reading
the materials. "In addition, they have to have access to the
accounting and treasury people, as well as to the CFO —
and they must use that access.'
He adds: "The chair and members need to be able to
talk to these executives away from the CEO and senior
management. And I think audit committee members
from time to time should have private conversations with
key operating people to see what the earnings pressures
are and whether they're being asked to think about cutting corners.'
Though many are worried about just how steeped
audit committee members are in accounting, financial,
and legal issues, Whitney says that having people on
board who understand the individual businesses is crucial
as well. Not everyone on these committees should be an
accountant. "There should be at least two people familiar
with operations," he says, and acknowledges that getting
the right makeup of a committee remains a concern.
The burden on committee members also continues to
grow. The burden is particularly heavy at troubled companies. Audit committees of troubled companies should
expect to meet much more frequently than a minimum
of four times —an SEC requirement. "If a company's
showing any signs of stress, you need a heck of a lot
more," he says.
One novel proposal for protecting shareholders: All
off - balance -sheet vehicles, special - purpose entities, and
related party transactions should be highlighted at the
beginning of the 10 -K. "All the risks you have, whether
on- or off- balance- sheet, should be talked about at the
beginning so you can read the rest of the report in that
content," Whitney explains. This should be no different
than when you're doing an IPO and you've got to list all
the risk factors:'
And how to do everything possible to prevent future
Enrons? "First of all, Congress should stay out of this. It's
not qualified," he says. "And as for audit committee members and chairs, they should follow their instincts: If
something doesn't seem right, just keep on it, just keep
asking questions until they're sure they understand it.'

Dime C. Hcaris
Diane Harris has been chair of an
audit committee for just over 18
i months, but she already has clear ideas
for improvements.
Idea number one: Assess the talents
and skills of all board and audit committee members.

Once you determine the weaknesses, you can take
action: Get expertise at the director level, tap consultants, or rely on the outside auditor. "Given the everbroadening scope of the auditing committee, you need to
make sure that you have the necessary skills available to
you —as does the whole board — whether you're talking
about derivatives, information technology, or accounting
changes," Harris notes. The audit committee chair should
also ensure the outside auditor has the necessary skills.
Idea number two: Those with extensive M&A
background —as well as former CEOs —may be ideal for
audit committee membership.
Harris says this experience is very good preparation for
audit committees because M &As cover a large range of
subjects, financial and otherwise, as well as everything
from patents and intellectual property to pensions.
Regarding retired CEOs from other companies, Harris
says they have a lot of skills and perhaps more time to
educate. "I wouldn't be surprised to see them moving
onto boards rather than off them," she adds.
Idea number three: Don't meet more frequently or for
longer sessions, but instead come to meetings much more
prepared, with more in -depth knowledge.
"Until now, these committees have received advance
materials from a company, then received a recap of that
information, followed by some supplementary questions
asked by committee members," Harris says. "What I'm
suggesting is that change will not necessarily be in the
form of having more audit committee meetings or longer
ones but meetings that are more in -depth and with more
preparation required in advance.'
In order for more in -depth meetings to take place,
however, it's incumbent for members to read relevant
material, such as information on IT security. "You need to
read that, digest it, then decide what is most appropriate,"
she allows.
Idea number four: Continuous direct access to the
financial staff is crucial.
"You need a healthy climate between the audit committee and management —a consistent, open communication policy so that you're in touch with people all the
time, not just when there's a problem," she says.
The bottom line? "There will be a lot of change in the
way audit committees work," Harris adds. "It will happen
slowly, but the trends are there.' ■
Lawrence Richter Quinn is a freelance writer specializing in
corporate finance, accounting, governance, and auditing
issues. You can reach him at Larr.y—quinnl@hotmaii.com.
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DATABASE
SECURITY
CONTROLLINGACCESSTOYOURMOST
VALUABLEINFORMATIONASSET
BY CH ER YL L . F U L K E R S O N , C M A ,

CP A;

MARK A . G O N S O U L I N ; AND D I A N E B . WALZ

Just as an organization locks file cabinets containing important
documents, data files should be secured. Data security may require
a bit more thought and up -front effort than physical security, but it
is essential to prevent data corruption and theft. And all managers,
not just information technology managers, should consider data
security as a priority in their internal control systems.
48
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Centralized database systems are
powerful tools that allow information
to be both centralized and shared.
With them, data redundancy is minimized and consistency increased.
From a security perspective, though,
centralized database systems are the
equivalent of putting all your eggs in
one basket. The sharing of information in a central repository makes the
need to protect that information critical. If the wrong individual adds,
changes, or deletes data without the
knowledge of the database administrator or other employees, corrupt
data may be used for everything from
costing to client billing. Unlike database crashes, which are obvious to users, database security violations may go unnoticed for weeks or months after
the damage has been inflicted.
Simple, yet effective, internal controls can make your
database less vulnerable to unauthorized access and erroneous or fraudulent data entry. Using a manufacturer's
database represented in Microsoft Access, we'll show you
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With respect
to databases,
two aspects of
security are
especially
important:
confidentiality
and integrity.

an overview of database security basics. Even if you have
no desire to become a database administrator (DBA), you
can implement these key controls that protect one of
your company's most important resources —your data.

and processing facilities, and the responsibility of
employees for protecting information. A bottom -up
assessment begins with specific applications in each functional area, detailing information needs. In other words,
each department or functional area lists and justifies its
specific needs. Once the "top" and "bottom" groups
develop and integrate their respective information goals,
a concrete plan can be developed so that departments
have access to the information they need. Of course, their
needs must fit with the overall corporate security plan
and corporate mission.

OVERALLSECURITYPLAN

ACCESS/AUTHORIZATIONMANAGEMENT

Behind every secured database is a system -wide security
plan. In today's interconnected world, every organization
needs a corporate security policy because threats can
originate internally or from external sources such as competitors or hackers. A system -wide plan establishes the
guidelines, procedures, and practices for designing and
managing a company's security. A sound security policy
begins with assessing the information technology risks.
Once you've identified these risks, you can design and
implement internal control solutions that address these
risks and balance costs vs. benefits.
A good security plan is typically derived using a combination of top -down and bottom -up approaches. A top down assessment begins with strategic goals as the
starting point for an assessment of the organization's
basic commitment to information security, formulated as
a general policy statement. This policy will usually
include statements about the importance of timely and
reliable information, the ownership of information assets

Your overall security policy should include controls that
protect the physical IT environment. Providing safe and
controlled access to the data center facility, establishing
and carrying out system backup and recovery procedures
(see "How to Stay Connected" in the September 2002
issue of Strategic Finance),and capacity planning are
paramount. Physical or access controls include a
firewall— especially important when users may access the
database while traveling —and password/authentication
control.
With respect to databases, two aspects of security are
especially important: confidentiality and integrity. Confidentiality, critical for any department or organization
holding privacy- protected data, translates to users seeing
and modifying only the data that they are authorized to
see and /or modify. This is done through a view, which is
a presentation of a subset of the data in one or more
tables, customized to be application or user specific.
Views don't contain the actual data, but the data the user
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sees on screen are derived from the base tables. As with
tables, data records within views can be queried, updated,
deleted, or inserted (with some limitations), and operations performed against a view are propagated into the
base tables.
For especially vulnerable data, or where networked
data allows widespread access, consider multilevel
authentication. Multilevel authentication uses two or
three of the following: (1) passwords /challenge responses;
(2) a token, such as a "smart card" that is swiped by a
reader, a device that fits into a floppy drive or plugs into a
USB port; and (3) biometric devices that know a physically unique characteristic of the user for identification.
Passwords rules should require a combination of
alphanumeric characters. Users should be prompted to
change their passwords often, and password maintenance
and destruction procedures should be spelled out and
carried out. A single password for database entry is a one size- fits -all "master key" to the corporate database, so,
obviously, a password alone won't protect it. You need to
develop database - specific controls.
ENFORCINQ CONRDENTIALITY
Keys to Authorization /User Access Management
Within each application:
1. Create the relevant view of the database for the
application.
2. Identify each user of the relevant database view and
their roles.
3. Aggregate from 2 Into user groups.
4. Assign access privileges (using 2 and 3). Authentication measures are Included here.

Data integrity is ensured by establishing controls to
enforce that data are modified (inserted, updated, deleted) accurately and correctly. Centralized data are "ahead
of the game" with respect to data integrity because
redundancy is minimized. But data integrity is difficult to
maintain in an environment of duplicated data with multiple operations required for any single update, deletion,
or insertion. Data integrity must also be enforced globally
and for each application. The necessary business rules for
data integrity can be determined and then enforced via
the database management system (DBMS). For example,
an order can't contain an item number that isn't already
included in the inventory table. Again, authorization and
access control measures are "must haves" in keeping the
integrity of data. Make sure that only authorized persons
can make changes to the database.

ENSURING /NTEaRITy
Central databases reduce redundancy.
Within each application:
1. Identify and enforce business rules that affect
correctness of data, such as
a. the organization can't generate a payable transaction to any vendors but those In the approved vendors
file.
b. Credit limits must be >$O.
2. Use access controls to make sure that only authorized persons or groups can delete, Insert, or change
data.

Put simply, the basic design of a corporate database
requires you to answer two questions: What tables should
be contained in the database? What fields (columns)
should be included in each table? Database design from
the bottom up asks these questions of each application
(payroll, inventory management, budgeting), integrating
the answers into a logically consistent, centralized
database.
In designing security controls, ask:
♦ What subsets of the database (views) need to be created to support users and applications?
♦ For each table in each view, who should be allowed
only to view the data, and who should be allowed to
both view and update the data?
The answers to these questions offer a basis for the
design of internal control procedures that provide and
restrict data access in a manner that's consistent with
business goals and policies. For example, in accounts
receivable, certain users may have read -only access to the
underlying transactions data, where others may have the
ability to update records. Likewise, users granted access to
accounts receivable data may not be prohibited from any
access to sensitive personnel data.

ANILLUSTRATION
Access management begins by specifying each user of the
database. Users should be defined and password definitions created at two levels: the operating system and the
database. Logon IDs may be identical for each level, or
the database administrator may require a separate,
unique login for the database application. User passwords
can have predetermined expiration dates, forcing employees to change passwords often and making unauthorized
database access less probable.
Once individuals and their respective passwords have
been defined and assigned, individuals may be assigned
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DATABASEVIEWS
Database views, which we already described, are
dynamic subsets of a database, usually related to the
data needs of an application or user and accessible by
all relevant groups and individuals. These views are
particularly helpful when a user is given access to only
a portion of a table rather than the entire table. For
example, you may need your marketing department
clerks to view customers' names and addresses, but you
may require that customers' financial information be
accessible only to a group in the accounting area. In
addition, you may allow anyone in the marketing
department to
1h
view a customer's
Pemiappa
M,p, 0,,,,e,
credit limit, but
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Ob*a Nr
Accourk Rece,a
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Sal _
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change that credit

F i n n 1 . The "Tools" option of the Microsoft Access
taskbar enables access to security options. Only a designated administrator should be allowed access to this feature. Other users will access this area only to change
their passwords.
to groups. Figures 1 and 2 illustrate the creation of user
groups within Microsoft Access. They follow the organization /functional structure of the organization. For
example, the accounting department may be defined as a
group. Ideally, groups should be defined as specifically as
possible —it's better to define accounts payable and
accounts receivable as separate groups rather than creating only one group of which both sets of employees are
members. While individuals who are members of a group
may be assigned permissions beyond that of other group
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This method of splitting databases allows departments
to create and individualize front ends, yet it prevents
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data redundancy because the information is stored only
once. Notice that in the front -end in Figure 5, not all of
the tables in the back -end tables are linked to the appli-

all [bFinishedCoodsSales
®

tblRe-pts

®

tb6hPP1Q1 ethad1

cation database (Figure 6). Creating separate application
databases for each department is another way to control
user access.

Fig u re 5 . Arrows to the lef t of eac h table indicate that the

SUGGESTIONS

Table is linked to another T able (located in a dif ferent

Someone in the organization must be in charge of and
accountable for database security. Given the growing use
of Internet database interfaces, the individual in charge of
database security should work closely with Internet security specialists.
Security standards and policies should be explicitly
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stated and strictly enforced.
They should be reviewed at least annually. In addition,
any major database or network upgrade should prompt a
security review, given that such system -wide changes will
likely require changes in the security plan. Most important, the security policy should be maintained just as the
database itself is maintained — through periodic review
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Figure 6. The back -end database, where the data are
secured.
limit to only a subset of individuals.
Views also allow the customization of access to data
that are combined from one or more tables or queries.

and revision.
Although no system can be foolproof, a security system should adequately minimize the probability of
important data being lost, corrupted, or leaked outside
the organization. Technology has made it possible for
companies to distribute large amounts of data, in real
time, to a vast number of users. That same technology
makes it imperative that security and integrity mechanisms be implemented. ■

Tables can be joined to illustrate detail and provide
comparisons. Access restrictions on tables can be propagated to views and queries or overridden as needed. For
example, in the manufacturer database, the concept of

Cheryl L. Fulkerson, CMA, CPA, Ph.D., is an associate
professor of accounting at the University of Texas at San
Antonio. You can reach her at culkerson @utsa.edu.

an "Order" actually requires the joining of seven tables:
Customer, Receipts, Inventory, Finished Goods Sales,
Finished Goods Order, Finished Goods Inventory, and
Finished Goods Order Inventory.
Another security option is to create a database with a
"front- end" / "back -end" configuration to prevent data
corruption. The information is readily available, and
users can manipulate data within the means of their permissions, but this option prevents direct access to the
tables. The tables are kept in a back -end database, and

Mark A. Gonsoulin is a database designer and is currently
pursuing his MBA at the University of Texas at San
Antonio. You can reach him at mgonsoulin @utsa.edu.
Diane B. Walz, Ph.D., is professor of Information Systems
at the University of Texas at San Antonio, where she teaches
database management. She has experience in developing
and maintaining corporate databases. You can reach her
at dwalz @utsa.edu.
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3,000 entries), and

camera

more. With your Zire

has

Palm, Inc. has broken
through the below -$100
barrier for handhelds with
its recently released ZireTm
PDA. The Zire uses the
Palm OS, and it runs the
classic Palm applications:
Date Book, Address Book,
Note Pad, and To -Do's. It
synchronizes with your
desktop (PC or Mac) via a
cable for input and backing up data. The design is
sleeker and lighter than
any other Palm at 3.8
ounces, and it has a polished white face and silver
back. There is a removable
flip lid to protect the 160
x 160 monochrome display screen. You record
data by tapping the
onscreen keyboard, writing with Graffiti®, or typing on your desktop and
synching. Infrared beaming is possible with other
Palm PDAs. The device
can store approximately
6,000 addresses, five years
of appointments (about
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able handheld, Palm

Desktop software,
cables, and four games
(Puzzle, Minehunt,

i;

ness and
Il white
+! balance

i
I

Oft

Giraffe, and Hardball).
-Additional programs
are available, some
15,000 of them, from
_
personal finance and
L
g
business
productivity
to games
and
Web� < �

controls
and you
` l

can convert the
color
images to
m
sepia, black
and white,
puzzles.
or
negative.
-' ' Palm
The phone
0 1 w2
' 3
com /products/
also features
"14 ' r" S "'^'O6,
handhelds /zire /
extended bat(F71 n,� 8
tery life, voiceC
Sprint's SCPactivated dialing,
5300 vivid colUSB interface,
or screen PCS
electronic organizer
phone by Sanyo feawith Scheduler/Calentures full support for PCS
dar and To -Do List, Phone
Vision' from Sprint. It
Book for up to 300
has a built -in digital camentries, 500 phone numera complete with flash
bers, 300 e-mail addresses,
and a 16X zoom. You can
and 300 Web address
share pictures using
entries, built -in answering
Sprint's PCS Vision to
machine for call screencommunicate with coming, and three CMX
patible phones, or you can
Animated Ringers.

C

se n d t h e m t o y o u r d e sk -

top (PC or Mac) or to
some PDA devices. The
digital camera is VGA
quality, and the onboard
screen is an enhanced
2.1 -inch, 65,000 -color
TFT LCD display. The
5300 takes 640 X 480 resolution VGA photographs.
Pictures can be stored in
its PictureWallet for
offline viewing and
slideshows, or you can
set up photos for caller ID
or as a screensaver. The
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www.sanyo.com

Real
Small,
Real Easy
Digital Photos

only

1/2 -inch

thick, so it
really does fit comfortably
in a shirt pocket. The
brushed aluminum case
slides closed to protect the
lenses. With 16MB memory on board, it can hold
up to 52 JPEG images at
1.3 Megapixel resolution.
The AutobriteTm image processing feature averages dark and bright areas,
and the built -in lithium
polymer battery automatically recharges when you
connect the camera's USB
cable to your PC for oneclick picture downloading.
The Logitech Pocket Digital 5.0 software includes
MGI PhotoSuite® 4 SE,
which provides image
editing and e-mail preparation for photos.
www,logitech.com
The CP -100 Card Photo
Printer from Canon has
three distinct advantages.
It's small enough to be
portable, it eliminates the
need for a computer, and,
best of all, it's a dyesublimation printer
that produces

NN,

The Logitech® Pocket
Digital' camera is the
size of a credit card and

photographicy prints. At
about 7 x 7 inches and 2.4
inches high, the unit can
be slipped into a camera

0

o

SocialEngineering
1011Michael Castelluccio, Editor
■ SOCIAL ENGINEERING n. Term used among crackers
and samurai (hackers who hire out for legal cracking
jobs) for cracking techniques that rely on weaknesses

Canon's CP -100 Photo Printer

Just as every can of sardines used to come with a

key, every computer today
should come with a security package —not to
open it, but to lock it
down once it has been
set up and put online.
Symantec Corp.'s latest
version of its Norton
Internet Security 2003
bundles five security and
privacy functions in one
box: Norton AntiVirus, a
comprehensive personal
firewall to prevent intrusions, privacy protection,
spam filtering and ad
blocking, and an easy -tonavigate interface. An

rather than software; the aim is to trick people into
revealing passwords or other information that compromises a target system's security. (The Jargon
Dictionary, htti): / /info.astrian.net /jargon /terms.)
Examples
Suppose you want to get inside a corporation to gain
access to its network and servers. You could try to
bypass the firewalls and virus and intrusion detection
software, or you could attack a different point of vulnerability with an approach like this:
A hacker called a company's tech support and talked
to the employee at the desk for about an hour. While
chatting, the hacker happened to mention that he had a
car for sale. The guy on tech support said he was interested, so the hacker offered to send an e -mail with a
picture of the car as an attachment. When opened, the
M Trojan Horse included in the e -mail opened a backdoor
exploit that opened a connection out through the fire wall. The company was AOL, and this exploit was report-

Norton

ed recently at www.vip-ilante.com, a security company.

Security

bag or set up on a corner
of your desk. An optional
rechargeable battery or car
battery adapter kit lets you
take it anywhere. No computer is needed because
the CP -100 is designed to
plug into most Canon
PowerShot digital cameras —you direct print
from the camera making
choices on the camera's
viewing screen. You can
also plug into a PC and
print from there with an
optional cable and software. Most impressive,
though, are the prints.
They are dye- sublimation thermal transfer
prints that are virtually
indistinguishable from
actual photographic
prints. There is even a
clear protective coat
applied after the four
layers of color (CMYK)
are applied. The coating
protects the print and
extends its life. The
print sizes are 4 x 6
postcard size, credit -card
size, and mini- labels printed eight on an adhesive
sheet. www.12owershot.
com /12owershot2 /cp 1001
index.html

in wetware (human beings attached to a computer)

Internet

The weakness wasn't in the hardware or the configuration of the network —it was sitting in a chair, and the
process was a fairly simple con over the phone. In fact,
most social engineering is done over the phone or in
face -to -face conversation. Dumpster diving for information or using snail mail can also work, but the basic
technique involves winning over an accomplice who's

k unaware of what you are doing.
Trust is the key. Most people want to be helpful, and

Alert Assistant provides
detailed, easy-to- understand information guiding the user when there
are security alerts. Automatic LiveUpdate keeps
virus definitions and fire wall rules up -to -date.

s

the training in many work situations encourages cooperation. The social engineer often poses as a person
who's in a tight situation —a temp who can't access
some files he needs to work on or a consultant on
deadline who needs access or she's in real trouble—
and the mark is put into a situation where he or she
can really help. Social engineers who are good at it will
do enough research to be familiar with the company,
continued on next page
know some of the

www,symantec.com
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continued frorn p. 57

ten about his exploits as one of the

names of the people inside, and

most elusive hackers ever pursued

some of the company jargon. One

by the FBI, and in this work he

hacker site suggests that all crack -

explains how it's done. Mitnick, along

ers-in- training get a voice changer for

with co- author William L. Simon,

phone work. Because most people

exemplifies the techniques with sto-

are more likely to trust a woman, it's

ries. His crackers get the 1

helpful to be able to change gender

phone without signing up for the ser-

by raising the sound of your voice.

vice, get social security and credit

He got his changer at the Sharper

card numbers over the phone, find

Image. But you really don't need

out what you need to get license

much more than a phone, he says,

plate information from motor vehicle

because "the most important piece

bureaus, and so on.

of hardware is your wetware."

Mitnick's background includes

It also helps if the company or

extensive "research" in phone com-

organization doesn't have counter-

calling from law enforcement has got

pany technology, something not

measures in place, or if password

to be almost impossible, the book

taught in most computer security

policies are left up to individuals, or

explains how others have done it,

classes. For example, it's often sug-

papers with sensitive information

and it's not exactly rocket science.

gested that to verify the authenticity

aren't shredded before they're tossed

of the person at the other end of the

out, or information about the compa-

Textbook for the Course

line you should call back the listed

ny is too easy to get. For example,

One place to start is online with a

extension within the company's direc-

Kevin Mitnick writes in his book on

search of the phrase "social engi-

tory. Won't do you any good when the

social engineering, "Incredibly, the

neering." Paddle around a little, and

cracker has call - forwarded a company

Social Security Administration has

you'll find hacker pages and sites

extension to the attacker's outside

posted a copy of their entire Program

that explain some of the basics. A

phone number. Even caller ID can be

of Operations Manual (POM) on the

caveat — hackers don't always employ

faked by someone with access to a

Web, crammed with information that's

the politest tone as tutors. You'll like-

PBX or telephone switch connected

useful for their people, but also

ly discover a lot of attitude along with

to digital phone service.

incredibly valuable to social engi-

the information.

neers. It contains abbreviations, lin-

For a single, all -in -one source, I

In Part 1 of the book, Mitnick
reveals what he calls security's weak-

go, and instructions for how to

can think of no better book than Mit-

est link —the human factor. Part 2

request what you want." He contin-

nick's The Art of Deception, published

explains how social engineers manip-

ues, "Unless the agency has already

this year by Wiley Publishing, Inc. Mit-

ulate people. Part 3 explains the how

read this story and removed the man-

nick has had a number of books writ-

and why of intrusions, and Part 4 rec-

ual by the time you read this, you'll
find online instructions that even give
detailed information on what data an
SSA clerk is allowed to give to the
law enforcement community. In practical terms, that community includes
any social engineer who can convince
an SSA clerk that he is from a law
enforcement organization."
I dialed up the Web address he
gave for the SSA's POM and was surprised to find it's still there for anyone to read or print. And if you think
persuading an agent that you are
58
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ommends training and c orporate

Separate yourself
from the crowd...
Become a CMA (Certified
Management Accountant) or CFM
(Certified in Financial Management)
Let Lambers show you how you can
achieve thesegoals right inyour own home!

Lamblem

CMA/CFM REVIEW

For information or sample video

CALL 1- 800 - 272 -0707
www.lamberscpa.com

security policies. It's a book that's
both unnerving and timely. Now that
the need f or security has become s o
immediate, it's time to add ourselves
to the list that already includes viruses, backdoor attacks , and pas swords.
Sign up for the course, and do your
reading. You'll be s urprised at how
obvious s ome of the s olutions are.
For instance, one online source sugges ts you think of your pas sword like
your toothbrush — change it often, and
don't let anyone else us e it. ■

Robert L. Barber, CMA

Certification

Schools with the Highest CFM Pass Rates
make a distinction between the two.
AS A NEWER PROGRAM, THE CFM PROGRAM
Like the CMA program, many schools participate in the
statistics have always included parts taken and parts passed
CFM
program, with more than 550 schools being credited
the
school
from
which
candidates
and identification of
with one or more CFMs. For this report, only schools with
received their accounting/finance education. The data
a minimum of five CFM exam completers were included.
have, however, also suffered from some inaccuracy of the
school data with manv schools identified
only by initials such as FSU, for example
it i es wi t h t h e h i gh est ww exam pa ss
ABLE1—Colleges'8fid un

parts includes those that have taken the CFM
only or the CFM in conjunction with current
or prior passage of the CMA exam. These
records represent students from over 4,000
foreign and domestic schools and represent
nearly 2,000 people who have earned the
CFM. We believe this is also a sufficient
amount of data to begin to assess the effectiveness of schools in preparing candidates for
the CFM examination.
Table 1 shows the top 25 schools in terms
of overall pass rates for all parts of the CFM.
This was calculated by dividing the total
number of parts passed by the total number
of parts taken from 1992 through September
2001. The pass rates include the passing statistics for CFM candidates who had already
passed the CMA examination —and therefore only took the CFM part two —and also
CFM candidates who were taking all four
parts for the first time. This was necessary
because the ICMA's data structure could not

rates: 1992 through September 2001 (minimum of 10 CMA completers and
five CFM completers)
Overall
CFM Pass
CMA CFM
Rate ( %)
Rank Rank School
90.63
New School for Social Research
1
1
85.98
2
University of Rochester
78.64
4
3
Harvard University
77.78
6
4
University of Arkansas Fayetteville
76.30
12
5
Carnegie Mellon University
76.00
6
10
Washington University in St. Louis
75.49
8
7
University of Illinois at Urbana - Champaign
75.00
19
8
College of William Mary
74.02
16
9
University of Pennsylvania
73.62
10
Duke University
73.31
15
11
University of Notre Dame
72.47
17
12
University of Chicago
71.93
13
13
University of Missouri - Columbia
71.55
22
14
Tulane University
70.37
15
Frostburg State University
69.97
16
Brigham Young University
69.95
25
17
Northwestern University
69.81
of
24
18
University Virginia
of
69.15
19
University Iowa
ll
f`
68.46
20
University of Michigan -Ann Arbor
I
68.36
21
University of Houston - University Park
68.22
22
Erasmus University, Rotterdam, Netherlands
67.16
23
John Carroll University
66.15
24
Wake Forest University
25
6.00
Iowa State University
&

(which one: Florida State, Ferris State, Fresno
State, Frostburg State, and so on ?). While
there are still many records that don't reflect a
usable school, the same file of over 30,000
people who have taken over 120,000 exam
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FABLE 2—Colleges and schools with the highest estimated one -time- sitting
CFM pass rates: 1992 to September 2001 (minimum of five completers)
One-Tim
Pass Rate
( %)

New School for Social Research
University of Rochester
Harvard University
University of Arkansas Fayetteville
College of William Mary
University of Pennsylvania
Carnegie Mellon University
Frostburg State University
Washington University in St. Louis
University of Illinois at Urbana - Champaign
Duke University
University of Notre Dame
University of Chicago
rsity of Houston - University Park
X
11101hff+tyof Virginia
of Missouri - Columbia
John Carroll University
Brigham Young University
University of Michigan -Ann Arbor
Tulane University
Erasmus University, Rotterdam, Netherlands
Purdue University -West Lafayette
University of Florida
DePaul University
University of Minnesota, Twin Cities

Since the average number of CFMs
per school is just under four and over
400 schools count three or fewer
CFMB among their former students, a
cut -off at a minimum of five completers seemed fair in calculating pass
rates. There were 31 schools that had
a 100% pass rate on all parts; however, none of those schools had more
than two completers.
Among the schools with the highest pass rates for a minimum of five
exam completers, only the University
of Illinois at Urbana - Champaign, the
University of Pennsylvania, and the
University of Michigan -Ann Arbor,
are also numbered among the 20
most prolific producers of CFM exam
completers (see Strategic Finance,
December 2001, page 61). The 20
schools with the highest number of
CFM exam completers ranked from
#7 to #102 in the passing -rates rank60

70.00
50.91
41.45
3
3
36.08
36.05
30.58
30.08
29.78
28.45
27.88
27.40
26.91
25.79
24.61
24.34
24.02
23.82
22.81
22.46'

&

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
5

School

'!may

link
1
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21.91
21.25.
20.78'
20.36

ings, although 11 of the top 20 CFM producer schools are also in the top
50 schools in pass rates.
Another statistic often requested is
the one - time - sitting pass rate. This
statistic still can't be calculated directly from the available data. However,
Table 2 shows the schools with the
highest mathematical estimation of
their one - time - sitting pass rates. The
methodology for this calculation was
simply the product of the pass rates
for each of the parts. That is, the pass
rates for Part 1, times Part 2 CFM,
times Part 3, times Part 4. The "onetime pass rates" resulting from this
calculation are not definitive, since it's
possible that no candidates from a
particular school passed all parts at a
single sitting.
This list closely tracks the overallpass -rate list. Only the University of
Pennsylvania, the University of Illi-

nois at Urbana - Champaign, the University of Michigan -Ann Arbor, Purdue University, and the University of
Minnesota, Twin Cities, appear on
both the one - time - sitting pass -rate
ranking and the list of the 20 schools
producing the highest number of
CFM exam completers.
International interest in the CFM
exam is emphasized by the fact that
Erasmus University, Rotterdam,
Netherlands, is among the top 25 in
pass rates. Additionally, there are two
more foreign institutions in the next
50 schools and 21 foreign schools
show 100% pass rates, albeit with
two or fewer completers.
There's evidence that the set of
schools whose graduates do well on
the CMA exam is somewhat different from the set of schools whose
graduates do well on the CFM exam.
By looking at the CMA pass -rates
rankings included in Table 1, we see
that 11 of the schools with the highest CFM passing rates are not among
the top 25 schools in CMA passing
rates, and two more are ranked #24
and #25 (see Strategic Finance,
November 2002, p. 63).
As previously reported, many of the
pre -1992 CMA candidates' schools are
still unidentified. If you received your
certification prior to 1992, please send
your educational information, including your name, Social Security number, IMA member number, and the
name and location of your
college /university (to distinguish
between schools with the same name
and/or initials), by mail to ICMA,
CMA/CFM Data Update, 10 Paragon
Drive, Montvale, NJ 07645 or by email to icma @imanet.org. ■
Robert L. Barber, DHA, CMA,
FHFMA, is the director ofpayer contract compliance for Carolinas
HealthCare System, Charlotte, N.C.

Financial Executive
ofthe year Award Winners
Ajilon Finance (formerly Accountants on Call), accounting and financial staffing specialists, and the Institute
of Management Accountants have awarded the "Financial Executive of the Year" distinction to 22 financial
leaders throughout the nation. This marks the sixth consecutive year the two have joined forces to formally
recognize financial executives whose outstanding performances have resulted in significant contributions to
their companies. Winners were selected in each participating IMA council based on nominations from
throughout the country. For photos and bios, visit www.imanet.ore.
CAROLINAS COUNCIL
Charles Drury, CPA, CPIM
Bus. Divis ion Controller
Coring Cable Sys tems
Hickory, N.C.

MID - AMERICA COUNCIL
Sam Oliva, CMA, CPA
CEO, Beacon Funding
Edwin C. Siegel Ltd.
Northbrook, III.

ROCKY MOUNTAIN COUNCIL
Janice Hendricks , CPA
Financ e Manager
Crys tal Spec ialties , Inc .
Colorado Springs, Colo.

FLORIDA COUNCIL
Lynette D. Beitz, CPA
VP of Finance
Jacks onville Chamber of
Commerc e
Jac ks onville, Fla.

M I D -AT L AN T I C C OU N C I L

TENNESSEE VALLEY COUNCIL
Sc ott Diehl
Direc tor of Fis c al Management
New Horizons Corp.
Nashville, Tenn.

GOLDEN W EST COUNCIL
Sharon Carlson, CCM
Controller
Sierra T el Comm. Group
Oakhurs t, Calif.
GULF SOUTH COUNCIL
W illiam C. Potter, CPA, J.D.
Managing Direc tor
Pos tlethwai te & N et ter vil le
Baton Rouge, La.
HEARTLAND COUNCIL
Robin R. Brown, CPA
CFO, US Netcom Corp
Joplin, Mo.
KEYSTONE MOUNTAIN STATES
COUNCIL
Daniel T. Yunetz, CMA, CPA
CFO, TOMA Metals, Inc.
Johns town, Pa.
LINCOLN TRAIL COUNCIL
Thomas H. Outlawe, CMA, CPA
Controller & Sec retary
Florim USA, Inc.
Guthrie, Ky.
MICHIGAN COUNCIL
Stephen Peters on, CPA
VP Finance /CFO
Casc ade Engineering, Inc .
Grand Rapids, Mic h.

John W . W right
Controller, ABB Inc.,
Ins trumentation Divis ion
W arminster, Pa.
NEW JERSEY COUNCIL
Larry Schaefer, CPA
CFO, Myron Corp.
Maywood, N.J.
NORTH CENTRAL COUNCIL.
Steve Harper
Controller
Ameritrade Holding Corp.
Omaha, Neb.
NORTHEAST COUNCIL
Richard Lindsay, CPA
CFO, The Bos ton Beer Company
Bos ton, Mas s .
NORTHERN LIGHTS COUNCIL
Jeffrey W . Taylor, CPA
Senior VP & CAD, NC•S Pearson
Eden Prairie, Minn.
OHIO COUNCIL
Phillip R. Cox
President, CEO
Cox Financ ial Servic es
Cincinnati, Ohio
PACIFIC NORTHW EST COUNCIL
Osc ar Lewis , CBM
Comptroller, Hamilton J et, Inc .
Seattle, W ash.
POTOMAC- CHESAPEAKE COUNCIL
Bill Bletzinger
CFO , Mary's Center f or
Maternal & Child Care, Inc .
W ashington, D.C.

TEXAS COUNCIL
Mic hael R. Mott, CPA
Sr. VP & Corp. Controller
Dynegy, Inc.
Houston, Tex.
VIRGINIA COUNCIL
Doretha J . Spells
VP Bus. Affairs /Treasurer
Hampton Univers ity
Hampton, Va.
WILD W EST COUNCIL
Mark Ray G rout, CPA
CFO, W orkrite Uniform Co.
Oxnard, Calif.

Each Financial Executive of the Year
receives a crystal trophy, a complimentary two -year IMA membership, and an
official proclamation from IMA.
Ajilon Finance is a world leader in the
placement of temporary and direct -hire
accounting and finance personnel.
The company is headquartered in Saddle
Brook, N.J., and can be found at
wwwgjilonfinance.corn.

IMA is the leading professional organization devoted exclusively to management
accounting and finance professionals with
more than 65,000 members worldwide.
Visit www.imanet.oU.
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This strategic risk management

(BOOKS] c o n t ' d f r o m p . 23

cove r a wi de ra nge of cir cum-

The RISQUE methodology was de-

app roach con tr ib ute s an ap pl ica-

stances, includin g project selec-

veloped spe cifically i n response

tion of techniques designed to

tion, acquisitions, quantifying in-

to the recogn ized ne ed to trans-

quantify risks associated with as-

ta n gi b l es , commu n it y sa fet y, a n d

late complex, technical, triple -

pects s uch as commu nity outcry,

a s s e t ma n a ge me n t .

bottom- line information into fi-

business reputation, legal culpa-

nan ci al te rms.

bility, and environmental im-

of t h e book b e a r a r e s emb l a n ce

pacts. These techniques include

to an infomercial in their enthusi-

Part One of the book discusses

In gen e ra l, th ou gh some pa rt s

basic concepts of risk management

the generation of financial expres-

asm for the RISQUE method, there

and provides an interesting look at

sions of risk, risk profiles, and

are some strong points to this 301 -

quantitive vs, qualitative risk as-

benefit -cost relationships. Another

page effort. The reader is encour-

sessment. Even though the RISQUE

unique feature of the RISQUE

a ge d t o a p p r oa c h r i s k ma n a ge -

method cha mpioned b y the au-

method is the inclusion of stake-

ment fr om a nontra dit iona l p er-

thors is based on quantifying "non-

holder representation throughout

spective. In addition, the book is

quantifiable" events, the compari-

the procedure. These stakeholders

replete with case studies that im-

son of the two approaches to risk

ma y in cl u de a p r oj ect man ager ,

plement t he steps discussed

assessment are fair and balanced.

commun ity re pre sen tat ive s, and

A detailed explanation of the

specialist technical experts. The

tems are specifically designed to

RISQUE methodology follows in

end of each chapter in this section

fit comfortably within the business

Part Two. Neither the steps taken

illustrates key RISQUE elements by

structure, activities, and ethos.

nor the quantitative methods in-

referring to an actual project car-

This book contends th at through

volved in the RISQUE process are

ried out by a water utility.

use of the RISQUE approach, risk

The best risk manageme nt sys-

new. Monte Carlo simulation, risk

Part Three includes eight case

ma n a ge me n t ca n b e i n h e r e n t i n

mapping, and lik elihood analysis

studies where the RISQUE method

all decision - making implementa-

are some examples of the familiar

was used. The questions ad-

tion, re porting, and a uditing

statistical techniques utilized.

dressed in these case studies

processes. —Tim Query, CPA

Examining Methods of VBM
* OVER THE PAST DECADE, MANY COMPANIES

to sustain the wealth- cre ation process, managerial

have a dop ted th e pri nci ple s of val ue -ba sed ma n-

p e r for ma n ce mu s t b e m e a s u r e d a n d r e w a r d e d

age men t (VBM), a n a pp roa ch to bu si nes s s tr ate gy

using met rics that can be l inked dir ectly to the cre-

t h a t u s e s a me a s u r e me n t a n d r e wa r d

ation of share holder value. The key is to

sys t em d es i gne d to e ncou ra ge e mp loy-

su cces sful l y tr an sform a n emp loye e wh o

ees to focus their activities on the cre-

th in ks l ik e a n empl oye e in to a n e mp loye e

ati on of s ha re hol de r val ue . Man y con-

wh o th in ks l i ke a n owne r b y me as ur in g

su l t i n g a n d ma n a ge me n t fir ms h a ve d e -

an d r e wa r d i n g t h e e mp l oye e u s i n g me t h -

vised thei r own met hods of i mplement-

ods similar to those that re ward th e own-

ing VBM. In their book, Va lu e Based

ers. The challenge is to d esign an d imple-

Ma na geme nt : T he Re sp ons e to the

me n t a fir m's i n te r n a l me as u r eme n t a n d

Shareholder Revolution, John D. Martin

rewa rd s yst em t hat mir ror s th e e xter nal

and J . Wi llia m Pe tty d elve dee ply into

(capit al mar ket) s ystem.

VBM , ex amin e th e ma jor ap pr oa ch es

elements essential to the success of a VBM program.

panies improve their chances for successful imple-

First, th e progra m must h ave the full and complete

men ta tion.

support of th e top execut ives of the company. Suc-

The fundamental premise of VBM is that, in order
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cessful VBM systems are top-

c o nt i n ue d o n pa ge 6 4

(ETHICS) c o n t ' d f r o m p . 2 3

ethics is in auditing, intermediate,
and introductory accounting classes.
Advanced financial and accounting
systems gave the least exposure to
ethics, while income taxes and cost
accounting were in the mid - range,
each devoting about an hour and a
quarter to ethics education during
the term. Stated plainly, within the
last 10 years, ethics education has
become integrated across the accounting curriculum, with most
modern textbooks providing a variety of opportunities to incorporate
ethics into the accounting program.
Given the above numbers, there is
no doubt the instruction of ethics in
the classroom can be improved. Yet
accounting programs have made
definite strides to incorporate ethics
as well as deal with the increased
emphasis on technical standards,
technology, critical thinking, and
communication skills.
Now let's talk about people. Many
of the recent culprits who have disdained ethical behavior occupy influential positions, such as CEO, CFO,
and senior partner. They appear to
have adopted actor Michael Douglas's
infamous words, "Greed is good," in
the movie Wall Street.And they seem
to have no qualms about taking unethical steps, disregarding the harm
to employees, investors, their profession, or even themselves during their
pursuit of wealth and prosperity.
What is the message they are passing
on to the next generations of corporate professionals?
Let's not omit two institutions
that must share some blame in the
Enron disaster. We cannot save
harmless the SEC, our regulatory
body, from the Enron /Andersen debacle. The SEC feigned being understaffed while knowing that problems

existed at Andersen and that earnings at Enron, an Andersen client,
grew exponentially. The SEC wasn't
being alert as the public watchdog.
And now the FASB seems to have divorced itself from the "substance
over form" premise its predecessor
(the APB) observed. The failure of
the FASB to require the full consolidation of Special- Purpose Entities
(SPEs) when the parent entity clearly
exercises control is unforgivable. The
FASB provided Enron with the allowable accounting treatment to accomplish its objective—increase
earnings while not disclosing material debt guaranteed by the controlling
entity.
Finally, we must look at the profession itself. Both the SEC and the
AlCPA found no fault with CPA

firms providing lucrative consulting
services to their audit clients. The
value of an unqualified audit opinion
seems to have virtually eroded to that
of a commodity, while the largest
fees are generated by a variety of
consulting services provided by CPA
firms. The profession and even many
in academia booed when Abe Brilloff
said that CPA firms should limit
their scope of services to audit clients
lest they face a conflict of interest.
The unqualified audit opinion
must again be elevated to the highest
level of reverence. And the reader of
the audit report must be able to rely
on the integrity of that report and
the firm that issues the report. The
profession must return to the cornerstones that gave it the respect of
the financial c o n t i n u e d on n e x t p a g e

Financial Forecasts
& Budgets
PFP Provides The Flexibility, Power
and Presentation Quality Needed
To Tame Your Toughest Projects
Pro - formas for Professionals is a
flexible, fully- integrated, easy -to -use
model, designed to help you prepare
complete financial forecasts and
budgets within a very short
timeframe.
Runs in Excel. All formulas are included
and all commands have been automated
Free telephone support – forever

The financial
forecasting model
r r r
r r r
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[ETHICS]

cont'd frorn p. 63

[LETTERS]

cont'd from p. 22

community — independence, integri-

pouse a view of what existing theory says

ty, and objectivity.

should happen when stock options are expensed. For a practitioner publication

Scorecard with VBM execution provide a

achieved by the mutual collaborative

such as yours, readers should be made

strategy into tangible metrics and targets

efforts of the profession, the private

aware of what does happen.

for management. An equally crucial tech-

This restoration can only be

and regulatory communities, and the
academic community. While the

Companies which integrate Balanced
good example of translating value- creating

Bud Fennema

nique we employ involves transforming the

Florida State University

budgeting process into an equity valuation

Sarbanes /Oxley Act isn't perfect, we

process so that financial and operational

have to accept it as a starting place to

GOODOVERVIEWOFVBM

planning becomes explicitly linked to ex-

begin working together to restore

I have just read, and very much enjoyed,

pected value creation. This transforms

the financial community's confi-

Mark Frigo's article on VBM and strategy

budgeting and reporting into managing

dence in our profession.

execution [October 2002]. Having worked

the company's total equity value. I whole-

as a strategy consultant in VBM for a

heartedly share Prof. Frigo's view of the

tributed to the disregard for ethical

number of years, first at Marakon Associ-

importance of the role of proper account-

values. ■

ates and now as a project manager at

ing in this respect. Thanks for a clear and

Roland Berger in London, I have also

concise overview of key success factors of

found that the key factor in making VBM

VBM!

All these, in my view, have con-

Roland L. Madison is professor ofaccounting at John Carroll University.
.. . .. . .. . .. . .. . . .. . .. . .
[BOOKS]

cont'd from

successful is a simple, easily grasped

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

p. 62

down d ire cti ves th at, in ma ny

Dr. Den Lackner
0 0 0 0 0 0 0 0 *

0 0 0 0 0 0

0 0 0 0 0 0 0 0 0 0 0 •

circumstances, and VBM must be

VBM works. The acceptance of in-

more than a finance exercise if

dustrial users and the countless

cases, transform the entire operat-

behavior is to be changed. The

pages in financial publications de-

ing culture of the company. Sec-

choice of the metric itself wasn't

voted to the subject are powerful

ond, the VBM program has to link

cons ide red by an y of t he compa-

supporting evidence. The authors

be ha vior a nd comp en s at ion i n

nies as the primary key to success.

conclud e, though, th at recent

order to affect individual man-

The ultimate key to success was

studies of the long -term perfor-

ager s' b eha vior : "What ge ts mea-

effective implementation.

mance of firms that adopt VBM

su re d a nd re wa r de d get s d on e. "

The proces s of value creation

do not demonstrate significant dif-

Finally, employees must under-

t a k e s ma n y ye a r s a n d ca n 't b e

ferences compared to similar com-

stand the system if it's to be effec-

easily captured in a single - period

panies that don't use VBM. It can't

tive in transforming behavior. Em-

me as u re . M ar ti n a nd Pe tt y war n

be said, however, what the results

pl oyee s n ee d t o un d er st an d wha t

readers not to fall prey to strong

wou ld h ave be e n h a d t h es e com-

th ey a r e be in g a sk e d to d o, wh y

claims for VBM metrics that a

panies not adopted VBM.

it is important, and how it affects

single- period measure will corre-

their own personal well - being.

late highly wit h firm val ue year

thesize, and critique VBM con-

in and ye ar out. Also, the re is no

cep ts in det ail , s upp lement ing

1996 study sponsored by the

VMB holy grail. The different ap-

the discussion with many real -

American Productivity and Quali-

pr oa ch es va ry i n us e a nd s tyle ,

word ex a mp l es . T h ey do an ex -

ty Center's International Bench -

a n d a com p a n y mu s t fi n d t h e

cellent, objective job trying to

marking Clearinghouse to study

one that is best suited for its own

present a useful framework for

firms that had successfully imple-

unique, individual characteristics.

evaluating the different value -

The authors were members of a

mented VBM. They summarize the

64

communication framework.

Their chapter discussing the em-

Martin a nd Pett y defin e, syn-

ba s e d a p p roa ch es of t h e ma j or

major best practices from that

pirical evidence related to the

consulting firms and pr ovide solid

study, including simplicity is pre-

success of VMB systems provides

ad vi ce on h ow to i mp r ove t h e

ferred to complexity, organizations

some interesting insights. The

chances for a su ccessful imple-

tailor their VBM to their particular

growth in popularity suggests that

mentation. —Lance Thompson
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Please circle your answer for each question

Trend or Foe? (p. 36)

1.

2.

3.

4.

S.

6.

a.

7.

b. It is relatively expensive to establish a business presence
there.
Field of Study: ACCOUNTING AND AUDITING
c. Regulatory barriers are much less of a hurdle than in
Many companies are taking the bold steps of having their
other Asian regions.
Chief Executive Officers vouch for their financial statements,
d. Cultural barriers are more difficult than in other Asian
and they are beginning to expense stock options. True or
regions.
False.
According
to industry estimates, the rate of American execu9.
The International Accounting Standards Board voted unanitives returning home after failing to open a successful Asian
mously in July to submit a proposal requiring that stock
office is closest to:
option expenses be determined as of the day options are
c. 50%
a. 20%
granted. True or False.
d. 75%
b. 33%
Which of the following is not one of the three main methods
Which of the following is a reason for failure in opening Asia
10.
for valuing stock options:
markets?
a. The Black - Scholes Option- Pricing Model
a. Underestimating start -up costs.
b. The Binomial Option Pricing Model
b. Not having a widely recognized or prestigious business
c. The Coca -Cola Method.
address.
d. The Warren Buffett Option- Pricing Model
c.
Not respecting cultural differences.
Many companies have been granting 15% to 20% of their outd.
All
of the above are reasons for such failures.
standing stock in options recently compared to companies
granting less than 1% of their outstanding stock in options 10
Policing, Firefighting, or Managing? (p. 31)
years ago. True or False.
Field of Study: MANAGEMENT
Which set of the following factors should be used to deter11. The Critical Path Method (CPM) project management
mine executive compensation?
technique
a. Improved financial performance and the achievement of
a.
Determines early and late start and finish dates for each
strategic objectives.
activity
in a project.
b. The increase in stock price and the true value of stock
b.
Is
based
on specified, sequential network logic
options.
c. Is based on a most - likely- duration estimate.
c. The increase in stock price and the value of stock options
d. All of the above are characteristics of CPM.
determined on the date they are granted.
12. Which of the following is NOT a difference between the
d. The value of stock options on the date they are granted
Critical Chain project management technique and the CPM
and the amount of the tax deduction from the exercise of
technique?
the option.
a. Time allotments for task completions are determined
Doing Business in the Asia Pacific (p. 26)
using realistic, average times instead of maximum likely
times.
Field of Study: MANAGEMENT
b. Slack times aren't eliminated; instead time buffers manage
American -based executives in overseas ventures should ensure
variations.
that
c. Tasks are scheduled as late as possible without risking
a. Al l business plans are extensively researched.
missed deadlines to minimize multitasking.
b. All business plans are agreed upon between the overseas
d.
Uncertainty in the project is considered.
team and home -office team.
Critical
Chain concepts are widely used in projects designed to
13.
c. Home office accounting procedures are the primary
improve
operations in the accounting and finance functions.
protocol.
True
or
False.
d. Choices a and b only.
14. Which of the following is NOT a claimed benefit of the
e. Choices a, b, and c.
Critical Chain method?
Which of the following has a market most similar to the U.S.?
a. Project lead times are significantly reduced.
c. Hong Kong
a. Korea
b. The number of project teams is reduced.
d. Japan
b. China
c. It helps project teams prioritize work.
Which of the following statements about doing business in
d. Virtually eliminates rescheduling.
Hong Kong is NOT TRUE?
15. The Critical Chain method has been successfully used in varia. Decisions are made relatively quickly.
ous industries. 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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AGREATREPUTATIONSPEAKSFORITSELF.
For more than 50 years, Robert Half Finance & Accounting has been the world's first and largest recruiting firm
specializing in the placement of accounting and finance professionals. Listed below is a sampling of positions available
through Robert Half Finance & Accounting. For a complete listing, visit us online at roberthalffinance.com.

Privately held firm is looking for a Financial Analyst with
5+ years of experience in the healthcare industry. Position,
which is highly visible to senior management and other
departments, has responsibility for sensitivity analysis,
what -if scenarios, profitability analysis, revenue modeling,
forecast and annual operating budget. Degree in
accounting or finance with excellent communication and
analytical skills required. Experience in an IPA or other
health insurance /management company is mandatory and
candidate must be familiar with capitation, PCP's, IPA,
HMO, PPO and fee - for - service contracts. Salary to $65K.

Controller
Manufacturer of hi -tech equipment for heavy industry with
a 20 -year history seeks a hands -on Controller. Position will
be responsible for directing staff of 3 in all day -to -day
accounting activities and will work closely with senior
management on a variety of interesting projects designed
to support company's growth plans. 5+ years' solid
accounting /controllership -type experience required, with
preference for a candidate with strong computer skills and
familiarity with accounting systems (ideally MAS90) and
taxes. Knowledge of manufacturing accounting a plus.
Ideal candidate will have had experience in improving and
enhancing company's financial reporting processes. Salary
to $70K.

CFO
Solid retail company has immediate need for a CFO with
demonstrated leadership ability. Responsibilities include
cash management, strategic planning, software implementation and supervision of accounting staff. Diverse
background with a track record of getting results at senior
management level desired; CPA required. Great casual
atmosphere with a company that has a proven pattern of
growth. Starting salary to $1 1OK, plus bonus.

Controller
Local office of a worldwide manufacturer seeks a top -notch
Controller for an excellent opportunity in its local sales
office. Position will function as an integral part of the
company's management team, with responsibility for a staff
of 8 as well as budgeting, forecasting, costing and credit.
3+ years of controllership /accounting management
experience required; CPA/MBA a plus. Starting salary to
$90K is part of a comprehensive benefits package.

Chief Financial Officer
Successful and growth- focused firm that specializes in
helping wealthy individuals and business executives use
customized life insurance products to design estate
planning and executive compensation programs is looking
for a Chief Financial Officer to direct their financial
management operations. Position will direct and leverage
the complete financial management of the firm, including
financial reporting, budgeting, analysis, GL, review and
monitoring of internal controls, leveraging of banking
relationships, management of cash flow, and design and
implementation of income tax planning. Ideal candidate
for this exceptionally customer - focused culture will have
an entrepreneurial background; CMA/CPA preferred.
Starting salary to $125K.

Financial Analyst
Large data center operations company seeks a Financial
Analyst who has the ability to work in a dynamic, fast paced setting. Highly visible position will be responsible
for cost pool controllership, financial analysis, planning
and reporting as well as assisting in the development of
investment proposals and the performance of investment
acquisition analyses. Candidate must have BA in
accounting or finance and 2+ years of relevant experience;
MBA and/or CPA preferred. Must also have advanced
knowledge of spreadsheets and experience with preparing
and presenting reports to upper management. Salary to
$7oK.

Controller
Successful financial services company seeks a highly
interactive Controller to manage accounting operations.
The primary responsibility of this position
be to
ensure that all entries are accurately recorded, the loan
servicing process between the financial services companies
and REIT entities is correct, and the data is properly
reported in REITs' Financial statements and reports are filed
with the SEC. Position will also interact extensively with
tax and other accounting and finance departments,
including loan operations, credit, external auditors and
outside legal counsel on matters relating to the REIT's
activities. CPA preferred; starting salary to $90K.

Call now for a FREE copy of the Robert Half

2003 Salary Guidel
For more information on these and other professional opportunities, call
Robert Half Finance & Accounting at 1.800.474.4253 to be connected directly
with your local office, or visit our website at roberthalf finance. com.

will

Financial Analyst

A

Accounting Manager

Finance Director

International manufacturing company has exciting
opportunity for an Accounting Manager in their $13million Mexico City operation. This key position will
handle month -end close, the associated journal entries,
monthly balance sheet reconciliations, financial statement
preparation and analysis, and support the A/P and A/R
function. Accounting or finance degree, good system and
cost experience skills are required. Compensation to $70K
with a competitive benefits package.

Local area manufacturing company is looking for a
Director of Retail Finance and Unit Inventory. Position is
responsible for all aspects related to the retail financing of
company products. Other responsibilities include informing sales staff of finance programs, maintaining
relationships with finance sources, assisting in training,
monitoring rental fleet and tracking inventory. Must have
accounting or finance degree and 5+ years' experience in
retail financing. Salary to $72K.

Senior Accountant

Controller

Large oil company is seeking a Senior Accountant to
oversee the work of accounting processors. Position will
have significant interaction with operations and
accounting departments. Responsibilities include
allocating accounts according to policy, analyzing and
reconciling JIB accounts, and ensuring proper JIB
construction and that drilling cost data are in accordance
with partner agreements. Successful candidate will have 3+
years' JIB experience, an accounting degree, Access
experience, and be a strong and effective communicator.
Salary to $50K.

Consulting firm is looking for an operations person with
an accounting background to serve as Controller and
navigate through the Chapter 11 process, including
statement preparation and handling of all creditors. Duties
will include management of company personnel, general
operations functions, implementation of appropriate
process & procedure where applicable, management of
human resources functions, strategy development and
growth of the organization. Previous operations
experience is required as well as a Bachelor's degree.
Salary to $60K.

Financial Business Analyst

Controller

Local manufacturing company is looking for a Business
Analyst to report to the Vice President of Sales and
Marketing. This is an excellent opportunity for a success driven person with a proven record of management.
Responsibilities will include supervising a team of up to ten
staff, budgeting, forecasting, gathering sales data for
analysis and analyzing production line performances.
Position has great bonus potential and opportunities for
advancement. BA in Accounting or finance required; CMA
preferred. Salary to $50K.

Multi - million dollar, privately held firm seeks a Controller
to strengthen accounting department. This integral
position on the firm's management team will support
the CFO with strategic planning and development.
Responsibilities include: supervision of 4 -5 employees
who handle the A/P, A/R, payroll and billing; due diligence
for any newly acquired companies; and GL maintenance.
CPA required. Excellent benefits with starting salary to
$6oK.

Assistant Controller

Senior Accountant
Industry- leading manufacturing company is seeking a
detail - oriented Senior Accountant/Analyst. Position will be
responsible for assisting with costing, month -end closing
and financial statement preparation. An accounting degree
and 3+ years of experience are required. CMA designation
a plus. Salary to $45K.

Growing manufacturing company is seeking a success driven Assistant Controller. Some responsibilities include
assisting with financial statements, costing issues and
reporting. 4+ years of combined Big 5 and manufacturing
industry experience is needed. CPA and CMA designations
are a real plus. Salary to $70K.

ROBERT HALF®

FINANCE &
RH ACCOUNTING
Specialized Financial Recruitment

sM

A Robert Half International Company
For the fourth consecutive year, Robert Half International has been named to Fortune's list of "America's Most Admired Companies. "
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Powerful computer -based CMA/
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and weaknesses. Available by Part.
Software works efficiently in tandem
with included textbooks. Comes
with Pass Guarantee.
(800) 272 -PASS
www.micromash.net

CMA EXAM FLASHCARD
REVIEW SYSTEM. Pass Now... in
a FLASH! Over 1,000 flashcards.
FREE information kit. Call (800)
435 -3769. FAX (609) 724 -0679.
Visit http: / /www.tutorialgroul2.
com. Mention this ad for $20 OFF
complete set order. CFM /CPA
Flashcards also available. The
Tutorial Group, Inc., 120 Paddock
Drive, Columbus, NJ 08022.

Treasury Analyst (Stamford, CT)—
Requires Master's degree in
Finance, Financial Mgmt., or Bus.
Admin. with a concentration in
financial mgmt. & 1 year's exp. in
the job offered or 1 year's corporate
treasury exp. analyzing int'1 cash
forecast & cash flow issues for company w/ annual revenues exceeding
$25 billion. All stated exp. must
include trade settlement relating to
natural gas & foreign exchange
transactions; and utilizing XRT

CM A /CFM REVIEW

GLEIM /FLESHER CMA/CFM
REVIEW. The most effective way to
PASS the CMA /CFM exams. Over
5,000 questions. Software emulates
Prometric computerized format.
Per part: books $26.95, software
$44.95, audios (available on CD or
cassette) $69.95. (800) 87- GLEIM.
www.gleim.com

CLASSIFIED INFORMATION
Rates: $4.00 per word - 15 word minimum.
Advertising copy over 100 words, please call for
correct rate. Abbreviations, ZIP codes, and phone
numbers count as one word each. All classified
advertising must be prepaid by check or credit
card. Noncommissionable.
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 aschulmar @ imanetore.
Acceptance: Publisher reserves the right to
accept or reject advertisements for Strategic
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Payments: Payment in U.S. funds must accompany each order. Mail to Strategic Finance,
Attn: Alice Schulman, 10 Paragon Drive, Montvale,
NJ 07645.Tel. (800) 638 -4427.
Display Rates: Please call for more information.
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HELP WANTED

Financial Analyst: Multi- company
manufacturing firm seeks individual to analyze, consolidate and
interpret financial data. Bachelor's degree or higher in economics, business administration,
accounting, statistics or finance
required. Two years of experience
in the job offered or two years of
experience as an economist or
accountant are required. Experience with a manufacturing
employer preferred, but not
required. Competitive salary
offered. Contact: Gloria Orifici of
U.S. Holdings, Inc. at 8351 NW
93 Street, Medley, FL 33166 or fax
to (305) 884 -0614.
HELP WANTED

FINANCIALjobs.com — ON THE
INTERNET. NOTABLE JOB
OPPORTUNITIES! httl2:/ /www.
FINANCIALjobs.com. Michael
Muller, Scott Marlow Agency.

treasury system 6.25 or greater. As
part of corporate treasury department, analyze international cash
forecast and cash flow issues for
company with annual revenues
exceeding $25 billion. Utilize XRT
treasury system 6.25 to analyze
financial issues relating to foreign
exchange exposures. Schedule, conduct and confirm trade settlements
relating to foreign exchange, natural
gas, and other hedging transactions.
Analyze bank relationship, fee
structure, and inter- company loan
management issues to identify areas
to reduce costs and increase profits.
Compute monthly settlement statements and communicate with various business units to determine
currency needs. 40 hrs. /wk. 8:00
a.m. -5:00 p.m. Apply with r6sum6
to: International Paper Company,
Attn: Angela Pillsbury, 6400 Poplar
Avenue, Memphis, TN 38197.
Please reference Job # 0115.

Advertiser

Web Address

Page No

Accountemps

www.accountemps.com

Association of Professionals in
Business Management, Inc.

www.cbmexam.com

Best Software

www.bestsoftware.com

C2/ 1

BNA Software

www.bnasoftware.com

7

IMA Annual Conference

www.imanet.org

11

IMA CMA/CFM

www.imanet.org

14

IMA CMA /CFM

www.imanet.org
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IMA Lifelong Learning Center

www.imalearningcenter.com

C3

Lambers

www.lamberscpa.com

58

MicroMash

www.MicroMash.net

13

Pendock Mallorn Ltd.

www.pendock.com

63

Prophlx Software

www.prophix.com

18

RIA

www.R[Ahome.com

C4

RIA

www.RiAhome.com

4/ 5

Robert Half Marketplace

www.roberthalf.com

68 -69

9
25

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.ore—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@imanet.org.
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The Webby Awards 2002
In November, the International Academy of Digital Arts announced the Best of the Web in 30
categories.�A�number�of�winners�are�listed�below�—the�entire�list�with�links�is�available�at
www.webb,uwards.com/main/-webby—iwards/nominees.html.
BEST PRACTICES

NEWS

Goode
www.goo0e.com

BBCNews
www.bbc.co.uk/news

BROADBAND

POLITICS

Guggenheim.com
www.guizenheim.com

Center for Responsive Politics
www.opensecrets.org

COMMUNITY

PRINT &ZINES

amazon=.

'W-- , .11.IaT I
B 4 , . m 0

e

Et,1 ee"r ao"4:•ada o e.at o t;at;

0

Shopbelay and sW1 FREE Super Sever Shipping on ofa fs w f $25 m oo

Idealist.org

Salon.com

www.idealist.oru

www.salon.com

noun. sign m to get nersonai zea recamr moat ons. New
17 customer? Start her

NlproDUda

—®

Free shipping
The

Featured Btores
•Sias

s...

11 -k

„

.f i g

on gfeat aih

r ois & Hardwar

• Health & Beauty

• Office Products
Save 30% on the Lord of flu Ponca boxed set wdh
cover art from the 9m

Books, Music, UVD
• 9flGl4s

Too Bellom In Books
t / i s i o l l s o f S ? l fjar - f 4 u m s
_ Chmt ma s a t bo unt y hi nde r Snhmse Plum s w-rlA

lh—dy n custnme
to see what'
New for You.

EDUCATION

RADIO

Exploratorium
www.exploratorium.edu

BBCRadio4website
www.bbe.co.uk /radio4

FILM

SCIENCE

DonnieDarko

BecomingHuman

www.donniedarko.com

www.becominghuman.orlt

GOVERNMENT& LAW

SPORTS

W e l c o m e , m c n i t o l u c c l o I sl a " O m]

LibraryofCongress

ESPN.com

S—i—

Accoums [ sdd bbea croda cads ] PoMo lloe [ amaae - nr ue s e t b r o o m mllkl. mwud Pnd ]

Rm NY-

cnec v " . vwnem -F� d.my

leweb.loc.goY

www.espn.com

Funds Trmsfe, PsvOvect

HUMOR

TECHNICAL ACHIEVEMENT

MdgBLOfl
b

!....,,._
!

r o bo ns

: —t--?

BestintheCommercecategory:Amazon.com,www.amazon.com

' W E i O O S FI NA NCE hit 'eavcn .snemap-canooF-nep

TheOnion
www.theonion.com

FREE alld sera of 3W aunftR,l T®. Quote.. Ch. "s. I nd 91. 11,

7

David RumseyHistorical
Map Collection
www.davidrumsey.com

,tls�
Lnoku0

War Iltten ethle U.S. eharee

AOL
www.aol.com

Its

US's r ssoki 4on on 4sq L,1ws.k loss,.

Dew
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S& p Ab

72

� 1 Get

Ba vc

Fn 4.11pm £-f
W , f . . 46, d a- k, Fadsy sf t, the UN
Securely County unetynousty sppraved the

1

TOP U.S. PROPERTY

NET ART

360degrees
www.360degrees.org

U

Enter a mad a

Stop spending e . t r a $5 on long dimanre calls. Sa—i qs l indrr.

MUSIC

Looplabs
www.looplabs.com

w o
M o n e y 1 0 " " T - Mr Yahool Viaw - I r & m

aaa
w.a m. N..a.q .va s6lp spom.a.p th,r
$337.13 gyp. I I(10-PK f . . - - k — r - g . . a w N l s l t u D o w
1,11926 P 45( - 17li
89477 -, n( . ef F+ . .

111 " dad gmv fun. Mh[ONlcuhw wssk
-, - - -� _ � �- � - --

_..

TOP GLOBAL PROPERTY

Yahoo!
www.yahoo.com
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Best intheFinancecategory: Yahoo! Finance,finance.vahoo.com

I N T RO D U CI N G

T H E

MANAGERIAL ACCOUNTING • FINANCIAL ACCOUNTING • INFORMATION TECHNOLOGY % - / PERSONAL DEVELOPMENT

Shop f or:
. conferences & seminars,
• on -line learning,
• self -study courses and
• the latest publications.

wry

YOUR ONE -STOP SHOPPING SOURCE

for all your continuing education needs
In the LIFELONG LE AR NING CENTER you can search thousands of seminars,
courses, and publications to advance your career. It includes core topics — Managerial
Accounting and Financial Accounting —and Information Technology and Personal
Development programs. You can choose the format — whether you want to attend a
class, take an online course or buy a book —the LIFELONG LE AR NING CENTER has
it all! Through our partnerships with education providers, IMA members receive a
discounted member price on all purchases made in the LIFELONG LE AR NING
CENTER. Bookmark the site because we will be adding new topics, courses, publications, and seminars regularly.

Visit the L I F E L O N G L E A R N I N G CE NTER and shop today at

http:Hwww. i ma learn i ngcenter.org
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