Controllers

Managing
the Finance
Function
FROM COMPLEX REGULATIONS TO
A SHORTAGE OF ACCOUNTING TALENT,
CONTROLLERS ARE FACING ISSUES HEAD-ON.
BY RAMONA DZINKOWSKI

F

or the first time since the inking of the
Sarbanes-Oxley Act of 2002 (SOX), the
accounting and finance community in the
United States appears to be able to focus
more on managing the business than on
evaluating their internal control environment. Implicit in this view is that the worst of SOX 404 is
over and that the new, more risk-based assessment
approach underlying Auditing Standard No. 5 (AS5) is
having the desired effect of allowing financial managers
to shift their attention to other matters. This theory was
borne out at a recent controllers’ roundtable that was part
of the Financial Executives International (FEI) annual
Current Financial Reporting Issues Conference in
November 2007. So, if not internal controls, what’s keeping controllers up at night for the foreseeable future?
The complexity of the regulatory and accounting standards environment is an ongoing concern, exacerbated by
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the scarcity of talented accounting and finance professionals in America and managing in an ever-increasing
global business community. Within that context, the panel
shared their views on how to attract and keep accounting
professionals who have both domestic and international
experience. They also commented on the issues surrounding shared services and outsourcing of financial
management functions. Although now on the radar
screen, adopting International Financial Reporting Standards (IFRS) was still low on the list of things to worry
about for the coming year.

SHORTFALL IN ACCOUNTING TALENT
As the complexity in the financial reporting and regulatory environment is increasing in America, the availability
of accounting talent is decreasing. This, among other
things, has put tremendous pressure on companies (not
to mention on human resources budgets) that are com-

individuals at less experienced levels. “One of the things
that we’ve done,” Tefft explains, “is to focus on a number
of universities in an area around where we have major
operations and really try to identify those top students
who, for some reason, have already decided that they
don’t want to pursue a career in public accounting.” In
this way, Medtronic has refocused its efforts on developing a foundation for finance professionals at the entry
level.
A second strategy, to not only attract talent but to retain
it as well, centers around a realistic understanding of the
market for accounting professionals. As James Barge,
senior vice president and controller of Time Warner Inc.,
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peting for American talent among themselves, with the
audit firms, and, increasingly, with foreign companies.
U.S. companies are managing this problem in a variety
of ways. According to Tom Tefft, vice president and corporate controller of Medtronic, Inc., “It starts with getting very talented people in the door.” Like many others,
Medtronic has traditionally focused on bringing people
into the organization at the experienced MBA level. It has
successfully recruited at a number of targeted schools
from around the country and has introduced people into
a leadership development and finance rotation program.
In the last couple of years, however, Medtronic began to
realize that it was falling behind in terms of bringing in
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at the time this was written (he left at the end of December
2007), notes, “The other thing is you pay a premium for
your talent. It is worth it.” To this end, one of the key challenges at Time Warner has been convincing HR to look to
external benchmarks for accounting jobs to determine
appropriate pay increases. Says Barge, “I am in the trenches
doing battle with the HR folks…and I would encourage
you to do the same. They want to put everybody on a 3%
increase. Well, you know, that doesn’t work when the
accounting firms are paying 8% and 10% increases and
providing extra bonuses and stay bonuses.” Furthermore,
he notes, “When you look at what your engagement partner makes, and then compare that to your chief accounting
officer whom you rely on, that person at least deserves to
make as much financially as the external auditors. I think
we have a long way to go in terms of pressing for what we
need in the way of financial reporters, and I would keep
pushing back at your HR team.”
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OFFSHORING AND THE FINANCE FUNCTION

UNDERSTANDING
PROCESSES WAS THE KEY TO
CAPTURING THE BENEFITS OF A
SHARED-SERVICES CENTER.

The second major issue that’s keeping controllers up at
night is managing in an increasingly global business community. Competing with companies on the basis of labor
costs is becoming more critical as businesses around the
world seek to outsource/offshore standardized operations
to lower-cost countries. Outsourcing the accounting
function is rapidly finding favor among international
companies that are attempting to reduce overall costs
through this form of labor arbitrage.
While this delivery model for accounting operations is
becoming more prominent, it is often met with resistance
from traditional financial managers. According to James
Barge, “As finance people, we don’t always embrace change
rapidly, and I quote, ‘Can’t we do that somewhere else?
How about our call centers? Isn’t that an IT issue?’” But, as
he points out, one compelling reason for outsourcing
back-office functions is cost savings. “To give you an
example,” Barge says, “[at Time Warner] we have outsourced operations on the payable side—everything from
ordering to ultimate cash payment—and then likewise on
the receivable side. When you contract for this externally,
and the example I use is when we are outsourcing some
back-office functions, you are going be negotiating about
$25,000 to $28,000 per person for a full-time employee.
You can go back and check your own numbers, but that’s
going to be salary, base and bonus, and employee pension.
That’s going to compare back probably at best to $45,000.
You could very well be at the high end at $75,000. It
depends on how many employees you have; that’s a pretty

easy cost arbitrage to see.” A second cost saving is overhead. He explains: “The benefits actually go further than
that because it doesn’t include real estate costs….You
don’t have to put a PC on the desk. You don’t have to buy
furniture. You don’t have to supervise them. You don’t
have to have IT support. You don’t need HR telling you
how to adjust their salaries. So when you see that, there
are some compelling economics.”
One of the challenges of outsourcing the back-office
operations surrounds control. As Barge notes, transition
becomes critical, and the ongoing monitoring becomes
very detailed, particularly for SOX purposes. “The reality
is you document every procedure like it has never been
done before…but as far as updating those systems and
documentation of those systems and testing of those systems, you have just offshored all of that, too…and all the
costs associated with that.”
As a spin-off benefit, offshoring/outsourcing some element of the back office can also build credibility between
operations. According to Barge, when the finance chief
has actually outsourced some of these functions, he/she is
better able to understand other outsourcing initiatives
across the company. “Until you do it yourself, in some
financial organization, some financial systems—you don’t
have the credibility to turn to your IT people or to turn
to your operations people and suggest that they consider
the same.” He adds, “There are truly operational benefits
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there. In a global marketplace, even if you’re not a multinational, this is available to you, and it is just a matter of
time. The more global your business, the sooner you’ll
consider it. The sooner you have a downturn in your
industry, the sooner you’ll consider it. But don’t be the
last one of your competitors to consider it because then
you’ll be losing out in the marketplace.”

to costs but to internal control certification as well. She
explains: “We started our program over 10 years ago, and
by the time we got to Sarbanes-Oxley requirements, I
think we found that having done shared services helped
us a lot in really focusing some of the requirements for
control. So, again, I think that could be used as a win-win
from a cost standpoint for your internal operations but
also for some of these control issues.”

SHARED SERVICES
Developing shared-services centers is also an option that
finance executives are considering for reducing costs and
leveraging talent in their companies, and this often forms
the test case for outsourcing the back office. Medtronic,
Inc., currently has a shared-services transaction processing
operation, one in the United States and one in Western
Europe that cover the Middle East, Africa, and Central and
Eastern Europe as well. A critical first step in developing
this structure was to fully understand the nature of their
processes across the entire company. Understanding
processes was the key to capturing the benefits of a sharedservices center. As Tom Tefft explains, “Prior to consolidating into shared services and prior to considering
outsourcing, it’s absolutely critical to have standardization
in your processes, and that’s where we have placed a lot of
emphasis, somewhat in connection with the implementation of SAP and realizing that there was so much lowhanging fruit just from having standardized processes
across the world….Frankly, we probably would have been
better off in some of our early implementations if we had
standardized more processes before we tried to centralize
them. You learn some lessons from your past mistakes. We
are trying to get some more process standardization in
connection with a European implementation before we go
the next step in considering outsourcing.”
The extent to which companies are prepared for a
shared-services environment or for outsourcing backoffice operations varies widely and is influenced by a
number of factors, including company size, organizational culture, and industry. Shared-services models vary
between companies for these reasons. According to Billie
Rawot, vice president and controller of Eaton Corporation, her company falls somewhere in the middle of a
shared-services model and an outsourcing arrangement.
Eaton’s shared services are both in-house and geographically dispersed around the world in North America,
Europe, Brazil, India, and eventually China. The company
is also currently exploring shared services for the finance
function on an in-house basis offshore. From Rawot’s
perspective, the benefits of this structure extend not only

IFRS IN THE MIX
Against the backdrop of scarce accounting talent in
America and emerging global delivery models for the
finance function, the panel of controllers discussed the
steady adoption of IFRS in countries around the world.
At this point in time, American companies that don’t file
under IFRS internationally seem to be taking a wait-andsee attitude. In other words, this issue isn’t exactly keeping controllers up at night, but, as Tom Tefft says, “The
light at the tunnel is getting brighter and more real.” One
of the significant issues that Medtronic will be taking to
heart in the near future is the training requirements related to adopting IFRS. To this end, the company will be
incorporating IFRS into its internal education programs
through a number of key learning modules that are distributed to their global subsidiaries. They also plan on
bringing the finance organization together once a year for
a week of university-style classroom settings that would
incorporate IFRS training.

GOING FORWARD
The panel agreed that, going forward, finance chiefs across
the country will continue to be challenged by the complex
reporting and accounting environment in America. At
the same time, they foresaw that the increasingly global
nature of markets, production, and trade will continue to
prompt them to rethink their strategies surrounding their
finance functions. Scarce accounting resources will put
upward pressure on HR and training budgets. Meanwhile,
companies will examine the cost/benefit scenarios of
outsourcing/offshoring some basic finance functions to
third-party service providers as well as restructure their
organizations to allow for shared services. Further down
the road, adopting IFRS in America promises to keep controllers up at night…another time. ■
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