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Readings

1-1 “Are You a Business Partner?” Parts 1 and 2 by Gary Siegel, James E. Sorensen, and Sandra  Richtermeyer, Strategic Finance  (September and October 2003).

This article is based on interviews of 100 accountants who have made the transition to business partner.  For firms such as McDonalds, Trane, and Boeing, they explain the transition from traditional accountant to accountant as business partner.   The study is a follow-up to the 1995-1999 research by the same authors, shown below in “Counting More, Counting Less.”

Discussion Questions:
1. What are the key findings of the recent research of 100 accountants, now business partners?
2. What are the implications of these findings for the education and training of management accountants?

1-2 “Creating an Ethical Culture” by David Gebler, Strategic Finance (May 2006) pp. 29-34.
 
This article takes a look at the financial fraud at WorldCom  and other companies in recent years, and examines the role of controls and the ethical culture in the frauds that occurred in these  companies.  In considers the following questions.  How does the ethical culture effect the risk of fraud?   How does a company develop an ethical culture?  

Discussion Questions:
1. According to the article, did WorldCom lack internal controls to detect fraud?    Why was the fraud not detected earlier, or prevented all together?
2.  According to the Culture Risk Assessment model, what are the levels of values of an organization and what are the objectives of each?
3.  What are some of the ways a company can help to develop an ethical culture?

1-3 “POGS at the Park, POGS at Home: C-ing Business Expansion Opportunities” by Thomas G. Canace and Paul E. Juras, Strategic Finance (August 2011) pp. 45-51.
This article explains the competitive environment for a minor league baseball team.   An innovative manager of the team uses strategic cost management concepts for achieving greater profitability.  
Discussion Questions
1.  Explain whether Greg uses a cost leadership or a differentiation strategy, and why.   How does his plan for the POG oven initiative fit with this strategy?

2. Use the C-Framework in Figure 1 to outline your advice to Greg for improving the strategic financial management function. Be sure to discuss how your advice will assist the organization in achieving Greg’s goals.




1-4 “Leading with Your Soul”, by Kasthuri Henry, CTP, Strategic Finance (February 2009) pp. 44-51 

This article focuses on ethical leadership. Today’s business environment is not often conducive to ethical practices. The author points out that everyday ethics do not differ from business ethics, although the hindrances to ethical practices in the business world are many. An in-depth examination of the Comprehensive Ethical Leadership ModelTM explains the six ethical leadership traits. These traits are given in the article and then a discussion of applying the traits follows. 

Discussion Questions:
1. What are some of the main reasons, according to the article, that professionals struggle with ethics in the professional world today?	
2. In looking at the example of a CFO who overworks his or her employees due to financial and performance pressures, what are the main deterrents for this CFO to act ethically?	
3. How do the four-dimensions of a person contribute to ethical behavior?
4. What are the six ethical leadership traits? 

1-5 “Seven Habits”, by Kurt Kuehn, Strategic Finance (September 2008) pp. 27-30

This article points out that the role of CFOs today is multi-faceted and not as specialized as it used to be. CFOs play an especially important role in forming the strategies of companies. This excerpt walks the reader through seven critical steps: setting clear expectations for each business line, using synergies across portfolios, the tradeoff between cost-savings and customer loyalty, what to do in downturn business cycle and honing in on key growth opportunities. 

Discussion Questions:
1. Describe how CFOs today are different from CFOs in the past.	
2. What does it mean to grow a business organically and how does that contribute to managing to the portfolio?
3. What are the seven habits of strategic CEOs?

1-6 “Test Your Ethical Judgment”, by Kay Zekany, CMA, Strategic Finance (November 2007) pp. 39-43

This reading provides you with the opportunity to use scenarios from the WorldCom accounting standards in 2001 to test your own response to ethical issues. It also provides recommended solutions to each instance presented.

Discussion Questions:
1. Develop your answer for each of the 14 cases.
2. When do accountants usually face ethical dilemmas and what is the best way to deal with these issues?
3. What effect did the WorldCom incident in 2001 have on our world?
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Cases


1-1 Critical Success Factors
Kirsten Malon has found a way to profitably exploit her computer know-how. She has started a firm that offers consulting services for computer and software repair and analysis. Most of her customers have purchased computers or software systems with little vendor support and need help in installing and using the systems effectively. Kirsten has expanded her business recently to include 25 technicians besides herself, and her client base has grown to over 1,900. Many of these clients are on a retainer arrangement (a fixed fee per month which guarantees access to a certain number of hours of technician time) to stabilize her cash flow. With the success of the business, Kirsten is now thinking about beginning a related business which would publish books and newsletters on computer and software issues.

Required:
What are the critical success factors likely to be for Kirsten’s business, now and into the future? What cost management information is she likely to need: management planning and decision making, management and operational control, or product and service costing, and why?

1-2 Contemporary Management Techniques
DeLight Inc., is a large manufacturer of lighting fixtures for both wholesalers and electrical contractors. An important aspect of the business with electrical contractors is Delight’s ability to develop product leadership through innovation, quality, and service. In contrast, in the wholesale business, Delight competes primarily on the basis of lowest price. DeLight has prospered in the recent five years because of its careful attention to developing and maintaining a sustainable competitive advantage in each of its markets.

Required:
Which of the ten types of contemporary management techniques does DeLight probably use? Explain your answer.

1-3 Ethics, Pricing
AeroSpace Inc. is a manufacturer of airplane parts and engines for a variety of military as well as civilian aircraft. Though there are many commercial customers for most of the company’s products, the U.S. government is the only buyer of the firm’s rocket engines. Because AeroSpace is the sole provider of the engines, the government buys the engines at a price equal to cost plus a percent markup.
	The cost system in place at AeroSpace is under review by top management, with the objective of developing a system which will provide more accurate and more timely cost management information.
	At the current phase of the study of the cost system, it is now apparent that the new system, while more accurate and timely, will result in lower costs being assigned to the rocket engines and higher costs being assigned to the firm’s other products. Apparently, the current (less accurate) cost system has over-costed the engines and under-costed the other products. On hearing of this, top management has decided to scrap the plans for the new cost system, because the rocket engine business with the government is a significant part of AeroSpace’s business, and the reduced cost will reduce the price and thus the profits for this part of AeroSpace’s business.

Required:
As a staff cost analyst on the cost review project, how do you see your responsibility when you hear of the decision of top management to cancel the plans for the new cost system?

1-4 Selected Ethics Cases
After his first two years at Bronson Beverages (BB), a publicly held wholesaler of beers and wines, Jim Best has advanced to a senior cost analyst position with a very good salary. 

Required:
For each of the following situations Jim will face in the coming year, indicate how you see his responsibility, and how he should respond.
1. Jim learns that a significant portion of the firm’s beer inventory has passed its shelf life and by local ordinance and company policy, should be destroyed. Because of concern about the effect on profits and his bonus, the chief operating officer decides that the beer should be sold anyway.
2. As part of his regular duties, Jim reviews BB’s financial statements for inconsistencies and errors. While reviewing the recent report, Jim notices that non-trade accounts receivable (note: non-trade receivables arise from non-operating events, such as a loan to an employee, customer, etc; trade receivables arise from sales on credit) have increased sharply over the prior year. Upon inquiry, Jim finds out that the firm is lending money to one of its customers so that it can make purchases from BB. Jim knows that in his state, beer and wine purchases must be paid for in cash, by state law. Jim wonders if the treatment of the loan as a non-trade receivable is OK, or if it should be classified as a trade receivable?
3. Jim learns that BB has just been granted the franchise to sell a popular new line of custom-brewed beers. The franchise will improve BB’s sales and profits substantially, and should mean a significant boost to BB’s share price. Jim knows that, until the news of the franchise is made public, he is restricted by the SEC from using this insider information to trade in BB’s shares and make unfair profits as a result. That evening, Jim and his wife have dinner with some friends, and one of them says she has heard there are some good things going on at BB, and asks Jim to comment. What should Jim say?
4. Jim is analyzing the sales and cost of sales in specialty wines when he discovers that one of the firm’s customers has greatly increased purchases in this, the last month of the firm’s fiscal year. Jim goes to talk to the salesperson for this customer to offer his congratulations. The salesperson says that he has simply shipped in advance the customer’s order for the following month, so that it would appear on the current year’s financial report. This tactic would help the salesperson meet his sales target and would also improve BB’s sales and profits for the current year. The salesperson says there is a small chance that the customer will reject the shipment and send it back, but then says, “We will worry about that if it happens.”
5. Working late one night, Jim notices that one of the top marketing executives has come into the office and is removing a box full of office supplies. He says in a joking manner to Jim as he leaves, “BB won’t miss this stuff, and I really need it for my other business.”

1-5  Strategy; Branding Beef
The steaks and roasts and hamburger you buy at the supermarket are what many would call a commodity.  For a certain degree of lean, or a certain USDA grade, you have the same product from supermarket to supermarket.    As a commodity, beef is doing pretty well with annual supermarket sales of $60 billion relative to cereal sales of $7.5 billion or soda sales of $13.1 billion.   However, the taste for beef is down, and supermarket demand for beef has fallen by 41% over the last 25 years.   Some meatpackers attribute this to broad social and economic trends, including the fact that two-wage-earner families have less time to prepare meals, and cooking a roast can take hours.   So some meatpackers are working on new products that will improve the convenience of the meat product:  pre-cooked roasts and specially-prepared cuts of meat which can be cooked at higher heat levels.

Required:
1. How would you describe the strategy of the meatpacking industry (cost leadership or differentiation), and why?
2. Do you think the meatpacker’s new products will improve sales of beef?  Why or why not?

1-6 
Sales,  Profits, and Competitive Strategy

The top ten U. S.  companies in sales and profits in 2011 are shown below.

	
	Sales
	Profits

	1
	Wal-Mart Stores
	ExxonMobil

	2
	ExxonMobil
	AT&T

	3
	Chevron
	Chevron

	4
	Conoco Phillips
	Microsoft

	5
	Fannie Mae
	J.P Morgan Chase

	6
	General Electric
	Wal-Mart Stores

	7
	Berkshire Hathaway
	IBM

	8
	General Motors
	Apple

	9
	Bank of America
	Johnson & Johnson

	10
	Ford Motor
	Berkshire Hathaway



Required:  Which of the above companies do you think are cost leaders or differentiators, and why?
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1.1: ARE YOU A BUSINESS PARTNER?
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by Gary Siegel, James E. Sorensen, and Sandra B. Richtermeyer

PART I

Business partners help run businesses. They are consulted on all major decisions. They are proactive with information, are focused on improving business processes, and are team leaders.
Their work is exciting, and they are enthusiastic about what they do. The financial professionals who have become business partners say they are thriving since they added this dimension to their work. 
What is a business partner? It’s difficult to define a business partner in two or three sentences because the work they do requires a variety of skills, encompasses several disciplines, and impacts the organization in various ways. Are they accountants? In one sense, you could say that business partners are accountants. They still hold fiduciary responsibility and carry out all of the traditional accounting functions. They just do it a lot faster and with a lot fewer people than they used to. But they definitely do more than accounting. They are involved in strategic planning, process improvement, team building, and a host of other activities. 
Textbooks tell us that management accountants do scorekeeping, attention directing (for example, alerting management to problems with the management control system and established policies and procedures), and problem solving. Business partners do very little scorekeeping and a lot more problem solving. But they also do more than solve problems.

Business partners have transformed themselves from accountants to superaccountants—from accounting specialists to business generalists. Their perspective has changed. They still do the accounting work but don’t see it as their mission. Their mission is business success and performance excellence. They focus on running the business, and accounting is a vehicle to improve performance and help people make better decisions. 
So are these superaccountants still accountants? They’ll tell you, no. They call themselves business partners. Their titles don’t include the “A” word. Sure, if we point out to them that they are a CMA, CFM, or CPA, they will say, “Yes, we earned those credentials, but we don’t do accounting.” And, yes, they still have to know their debits and credits. But as a business partner at UPS told us, “Our business is delivering packages, not debits and credits.”
Making the transition. They have transformed into business partners. They perceive themselves differently, and the people they work with see them differently. But do their colleagues refer to them as business partners? A controller at McDonald’s explains: 
We probably get called everything in the book—I hope all of it good. I don’t know if they call us business partners or not. I hope they would. If you asked them a question about me or some of the other folks in accounting, I would hope they would say, “He is much more than just an accountant.” If you asked them, “What types of things does this person do?,” they will talk about strategic plans, they will talk about evaluations, they will talk about impact on the business, having an influence on—in my case—individual brands, striving for better business results. All these things are driven around the business, not debits and credits, not anything that is in a traditional accounting realm. Whether they call us a business partner or not, we are doing a lot more than traditional accounting. 
Again, are they accountants? Technically, yes. But substantively, no. These financial professionals do much more than traditional accounting. They do decision support, but they are beyond decision support. They are business analysts, but they do more than simply analyze. They are valued for their business savvy and financial insight. They are focused on improving business processes. Their work is light years away from the work traditional accountants did as recently as 15-20 years ago. 
Scope of change. Accountants’ work had been pretty constant from the development of double entry bookkeeping in 1492, but it took a dramatic turn with the development of high-speed computers in the 1960s and again with the widespread diffusion of electronic spreadsheets in the early 1980s. The old accountant is dead or dying. Long live the new accountant! We aren’t the same as we were in 1985 or even 1995, which should be a wakeup call to leaders in the profession, business school educators, and corporate executives.

Traditional accountants. To appreciate what a business partner does, let’s contrast their role with the role of traditional accountants. Historically, accountants collected and manipulated data, manually worked spreadsheets, checked expense reports, produced inventory reports and standardized financial statements, complied with federal and local tax laws, prepared and maintained the budget, handled the treasury function, worked with outside auditors, held fiduciary responsibility for the company’s assets,

     “Yes, I’m a Business Partner. You have to know the business. You have to have some credibility, and you have to push your way into things. I have always done that. You have to get some understanding. This is a strongly engineering- and operations oriented company. You have to get to know the business and understand it and not be afraid to push outside of your sphere and then show the link. You just have to push that. ”—A controller at Trane

made sure that bills were paid and receivables collected, and were available to answer accounting- or tax-related questions. They were the keepers of financial records, preparers of financial reports, treasury officers, internal auditors, and compliance and fiduciary agents. They provided a vital service to their organizations, but they weren’t central to running the business. In organization charts, accounting was off to the side—it was a staff function that supported line managers.

Accountants worked mainly with other accountants on accounting projects, such as cost reports, payables, yearend closings, and inventory. They worked in their own world, physically and psychologically isolated from the people who were running the business. In the actual work environment, there were “departments.” Accountants worked in the accounting department, but the people running the business worked in other departments. This doesn’t imply that accountants had no interaction with other people in the organization. They did. But the accountant’s focus was on “doing the accounting”: getting the report out on time, doing the payroll, working on the budget. The focus of the line people was on “running the business.” Accountants weren’t expected to be participants in this.

Accountants were psychologically distant as well. They were seen as numbers crunchers, bookkeepers, and bean counters. Because they prepared and enforced the budgets, they were the corporate cops, the people who could make a line manager’s life miserable. They were the naysayers. They were seen as obstacles, not enablers. In the course of interviewing dozens of accountants over the past several years, we have heard many stories about their purposely being kept out of the decision making process. They simply weren’t consulted about upcoming decisions involving expenditures. They learned about decisions only after they were made.  Why? A frequent explanation is that they were seen as protectors of the budget—the guys (there were few women accountants in the old days) who always said no. So why bother asking? 
Accountants were valued for the information system they maintained and the reports they provided. But they weren’t valued for their interpretation of the information or the advice they could give on a business question. This implies that accountants weren’t considered “big picture” people. They were seen as too focused on the numbers. The implication is that they really didn’t sufficiently understand the complexities and nuances of the business, so few people sought their opinions. 
Business partners. Then the business world changed. Manual spreadsheets disappeared, and management accountants no longer had to spend hours calculating and checking calculations. Bureaucracies were flattened. Company precedents were questioned. Shared services emerged. Technology made a quantum leap. Continuous improvement became a reality.

As accountants were liberated from the time-consuming, mechanical aspects of accounting, they had to move from the operational level in organizations to the strategic level for the profession to survive and remain relevant. Their knowledge of basic financial tools wasn’t sufficient to keep them relevant; they had to enhance their knowledge and acquire advanced financial tools. In many companies, financial professionals used their freed-up time to create a new role for themselves as business partners, which required them to become generalists. Those who have successfully made the switch tell us that there are some lingering jokes about “bean counters” in their organizations, but that isn’t how they are perceived anymore. Now they are considered proactive and available and are sought-after participants in the decision making process. They are seen as valued team members and enablers. As another business partner at McDonald’s said, “We are not asked when the project is almost done to come out here and run some numbers; we are invited early on.”

The physical and psychological isolation has broken down. Physically, those who have become business partners have moved out of the accounting department.  Many work with the groups they support. This means their desk could be in the marketing department, on the factory floor, or in an office adjacent to the president’s. Most of their day is spent sharing information with others. Shared objectives and shared perspectives have erased the psychological isolation. The term “business partner” is itself very telling of a new identity. Partners have an equal voice and an equal vote on decisions. They have the right to challenge faulty logic or faulty assumptions, regardless of who makes a statement. Indeed, it is expected that a partner do this. A partner is actively involved in business decisions. Before accountants became business partners they “serviced their internal customers.” Their mission was to satisfy their customers’ needs. A principle of quality service is that the customer is always right. In practice, this meant that if a marketing vice president asked for a particular report, the accountant was expected to deliver it as ordered. It didn’t matter if the requested information wasn’t the most relevant to the decision or if interpreted in a particular way could result in a dysfunctional decision. “The customer was king,” and it wasn’t accounting’s prerogative to second-guess the decision maker. 
Not so with business partners. They have to understand what the business problem is and work with the team to determine which information is most relevant. Then they interpret the information and work with the team to make the decision. They have to understand how accounting information and practices impact behavior and, ultimately, performance. They have to foresee how company decisions and practices will impact accounting reports. And they educate their teams about the tax and financial implications of company actions. 
A corporate controller from a large, publicly traded company describes the business partner philosophy: “I just made a presentation to a group of 20-30 of our assistant regional controllers from around the country, and I told them that the most important thing they can do is move the business, which really doesn’t have much to do with numbers. It has to do with understanding that you have fiduciary duty, but you can never fulfill your fiduciary duty and get the business moving in the right direction unless you have the right kind of relationships with your management. You start with your regional manager. You should be the first person the regional manager goes to when they want to ask a question. I don’t think accountants can do their job unless they know almost as much about the business as everybody around them because we are supposed to assess the answers we get. If you are able to understand the various parts of the business, you are the best person for senior management to go to for advice and guidance. This doesn’t just happen because you are an accountant or are good analytically. It happens because you go out of your way to create relationships that allow you to do that when the time comes. I think that’s the biggest thing we are talking about nowadays—customer satisfaction at a very high level. It’s very much about having the confidence of the people that you need to do this interpretation for to help run the business.

“Yes, I’m a Business Partner. …it was an open dialogue and they [accountants] were treated as an equal at the table, and they were at the front end making the decision, not given the answer and go figure it out. ”—A controller at Boeing


In many organizations, business partners have taken leadership roles on teams.  Unlike team members in marketing or engineering, accountants aren’t seen as having their own agenda. As corporate insiders explained to us, the marketing person is focused on market share, and the engineer is focused on design issues. But the business partner is perceived as having an overview of the organization as a whole and an understanding of the financial implications of actions. They can point out to the marketing person or the engineer whether a proposed action will enhance the company’s well being. In this way, business partners are perceived as committed to the organization’s goals.

Skill set. What skills do business partners need to do all of this? They need excellent communication and interpersonal skills, team-building skills, and analytical skills. 
“Yes, I’m a Business Partner. I see an overall trend that has been going on for some time of more empowerment at lower levels of the organization. More and more individual work teams and work groups are trying to make decisions that have a large financial component to them in managing their daily work, whereas they might not have been thinking about it in that way before. I think it is going to increase. There is more demand for financial support at a lower level—more demand for accountants to help. In wing manufacturing, [the staff focuses] on particular parts of the process in building the airplane. The demand for financial support is insatiable. They want to know, and they need to know: What is the consequence of doing this? If we streamline this, how does it impact us financially? What does that do to us? Does it impact the value stream? They need accountants to help them with that kind of information. I see a continued growth in that kind of activity and the need for accountants as the trusted business advisor. That is one aspect that I really think will continue to expand and grow.”—A financial director from Boeing 

They need a thorough understanding of the business they work in. This is critical because, without that understanding, they can’t add value. They should be familiar with the quality literature (cost of quality, Six Sigma, ISO 9000-2000, Criteria for Performance Excellence, and the like) and know how to use quality tools (affinity diagrams, interrelationship digraphs, cause-and-effect diagrams). And an understanding of psychology and social psychology will help them learn how to resolve conflicts and motivate people. What about accounting skills? This is a given. Any business partner is expected to have a comprehensive knowledge of accounting and tax laws. 
Their work encompasses the disciplines of accounting, some finance, some systems, and some decision support. To be effective in their roles, they have to be familiar with all of the business functions (marketing, purchasing, engineering), the processes that run their organization, and how the processes, functions, and people work together. As another McDonald’s controller observed regarding decision support: When voice recognition becomes even more prevalent, the chief executive is just going to scream at a computer, and it is going to tell him the answers to the question. So the fundamental basics of scorekeeping will be done by machines, all of it, and also much of the analytical work. Accountants are basically interpreters. That doesn’t mean that they just interpret numbers. They tell people what to do with them. 
The future. For accountants who have made the transition to business partner, or would like to make the transition, the way to remain relevant is perseverance, stamina, and a commitment to lifelong learning. For educators, the challenge is to prepare their students to become business partners, not “accountants.” Accounting programs still have to teach students the intricacies of the accounting information system, cash flows, data flows, the relationships between the financial statements, and the like. But there has to be more emphasis on decision support and understanding a business—more emphasis on using the information. Students must learn how to handle qualitative data because they will be attending meetings and will have to make sense out of hours of back-and forth discussion. They should be introduced to the Baldrige Criteria for Performance Excellence. They should learn how to use some quality tools. But step one is that they need to be informed that there’s a new occupation called business partner to which they can aspire.

For leaders in the profession, many issues have to be addressed. Do we continue to call ourselves accountants, or do we select a new name? How can the most appropriate continuing professional education (CPE) be developed and delivered? How should professional associations respond to the ongoing changes in work roles and responsibilities? The answers to these questions will determine the future of our profession. ■

 “Yes, I’m a Business Partner. … once we went to business units, people started acting like [they were] their independent businesses. So suddenly it was more important for them to have broader business knowledge. At that point, I think in almost every profit center the senior accounting person became the right hand person to business unit managers because they were the person they turned to with, ‘Help me understand the financial data I’m getting. Help me understand what levers I can move to make the financial data to be what I want it to be.’”—A corporate accounting manager from Caterpillar.

PART II

There are many paths you can take to become a business partner. And it’s up to you to select the path.  Don’t expect someone in your company to suddenly declare that you are a business partner; you’re the only one who can make it happen. You have to want the role, and you have to work for it. As a controller at McDonald’s put it  The accounting department proved itself. It wasn’t that all of a sudden we said we wanted to be business partners and everybody applauded. It was a process. We made sure we hired the best and the brightest. They are well rounded in technical skills and analytical skills, and one of the key competencies they had was the ability to communicate financial information. We set the tone by our higher-level financial organization…and, over time, the financial organization proved its value in projects, in identifying certain business opportunities, and the like. 
There are other necessary factors also. To become a business partner, it’s a given that you know your accounting cold. You’re expected to know the tax implications of proposed courses of action. You need to understand cost flows and information flows. You have to be very comfortable with technology and be an expert in the company’s business and accounting software. You have to be a generalist. You need a working knowledge of what people do in marketing, engineering, human resources, and other departments. You need to understand how the processes, departments, and functions work together to run the business. You’ll be expected to contribute ideas at planning meetings, so you have to see the big picture, keep a focus on the bottom line, and think strategically. Most important, you must understand the business. You have to know how the company makes money and how the industry is structured. Another controller from McDonald’s explained: 
McDonald’s is very heavily operations oriented, which means that the operations guys are first, second, third, fourth, and fifth. We managed to create a situation in the U.K. where accounting was first and operations was second. The way we did that was understanding the business, building relationships, and showing we were willing to participate in the day-to-day operation of the business. For instance, in 1996, before I came to the U.S., I spent seven months going through full-time operations training in a restaurant, starting as a crew member and ending up as an assistant manager, so that I understood what the operations folks had to do on a day-to-day basis. Once I got to that level, the rest of it was just normal management practice. So it was a willingness to go well beyond just thinking about accounting to thinking about the business as a whole that generated that kind of reputation.

MAKING THE TRANSITION

The transformation to business partner requires vision, hard work, and perseverance. It occurred differently in each of the six companies we interviewed, so we thought it would be beneficial to concentrate on one company at a time.  In this article we focus on Caterpillar, where changes were driven by a corporate reorganization. We’ll tell Caterpillar’s story in the words of the accountants who experienced the changes—a controller, a vice president, a financial reporting manager, and several business managers of product lines (business managers are at the same level as product managers). Accounting at Caterpillar has always been held at a pretty high plane, partially because in the 1950s and 1960s, two of the Caterpillar chairmen were former controllers at Caterpillar. They and the whole organization realized the importance of accounting. Also, they were instrumental in creating Caterpillar’s cost system, which we are very proud of and which is seen as a world-class cost system. Accounting wasn’t just a function at Caterpillar—it was a vital function. 
Changes started about 1986 when Caterpillar initiated a $2 billion worldwide modernization program, a large sum for any company. And Caterpillar is conservative. We run things by the numbers a lot, and this modernization program was such a big commitment that people really looked to the accounting organization for the objective and financial perspective on how things were going. They wanted to make sure that we got the returns we expected in terms of working capital improvements, labor efficiencies, and so on. They looked to the numbers to help support the direction in which we were going. This really created the partnership or cemented the partnership relationship. By 1989, I felt we were partners with the manufacturing people, the planning people, and the executive officers. Then in 1990, Caterpillar reorganized itself into profit centers. Before the reorganization, we were an extremely centralized, bureaucratic company, with decisions being made at the top. Then we changed from a functional organization to one that was organized on a profit-center basis with about 26 profit centers or business units. The person in charge of running a business unit was evaluated on return on investment and the unit’s profitability. Each vice president had to run his business with a P&L. Each unit had a business manager reporting to the profit center in that organization. These business managers were accountants. With the creation of business units, obviously, you become a business manager rather than an accountant. As a business manager, you get involved in all aspects of the business, in finding ways and solutions to help the business achieve strategic objectives. 
In the old days, you had a plant accountant who worked at the plant and didn’t have much responsibility other than to cost the product. But after the reorganization we had an entrepreneurial relationship within that plant. Caterpillar created, for the first time, high-level managers at the plant level who had total responsibility for the product, for the design, manufacturing, pricing, and all those functions that used to be in a central location in the functional organization. Then the business manager was created at the business-unit level who was at as high a level as the product managers who ran the company. 
What helped make the accountants partners and a big part of the management community is that each vice president relied on us to help run his business. We analyzed the results, answered questions about why things were better, and, maybe even more important, why things were worse. This is critical.

ORGANIZATIONAL EDUCATORS

The organizational change was advanced by a companywide educational program initiated by the accounting leadership. Caterpillar business partners describe that effort. 
To get people to really understand what we were doing, we spent a large amount of time training this new organization that we split into business units. The accountants took on the burden of educating the various divisions about what the numbers meant and how they could impact them. We had a program called “Understanding the Business 101” that we presented to all 1,100 salaried people and all 2,000 hourly people. Everybody was interested because they knew it was going to impact their incentive plan. We taught them what financial results are, how we get the information, and how we measure it. We showed them how a welder impacts our business, how a purchasing person impacts our business. This put us in something like a counseling position because we were the teachers. One of the great things that the reorganization did in unbundling the corporation and developing 26 different business units was to create 1,000 businesspeople. Now, the best engineer is a general manager, and the best planning person is running a new business. 
We accountants took the leadership role, became counselors, and helped cultivate a real business sense within Caterpillar. We would have floundered had we not done that. These businesspeople we created came back to us and involved us in running their business, which was a major transformation for the company. 

LINES OF RESPONSIBILITY ARE IMPORTANT

The following vignette reveals the thought that went into building a new organization and the importance of clear lines of responsibility. Some of us were concerned about the control aspects of the new organization—we weren’t very familiar with it.There was some thought given to the idea that maybe the business managers ought to report to the corporate controller rather than up through the profit-center chain. While that might have made us feel better from a control standpoint, it wouldn’t have cemented the partnership relationship. So our business managers report to the profit center. That was a big decision. As it turns out, control issues haven’t been a problem over the years. 
Coupled with the reorganization of the profit centers was a change in the function of the corporate offices, which were once accounting general offices that told people what to do. In our new organization, we had to charge for our services, which also makes for a partnership point of view. We had to become very customer friendly, and, rather than tell people what to do, we had to jointly agree on things, and we had to get them to agree to take charges for our services.

CHANGING ACCOUNTANTS’ SELF-IMAGE

What effect did the change to business partner have on accountants’ self-image? What were some of the challenges encountered in the process of change? Caterpillar business partners describe the events: First and foremost is the mental attitude—accepting the fact that you have a different role to play other than just reporting the results. That was the first thing the accountants had to learn. 
Our purpose now was to help guide the different business units and profit centers—help them achieve their strategic goals and objectives. Accountants had to say: “We have a different role to play. We are no longer going to be people who just present data or monitor activities to ensure that people perform according to certain guidelines. We are here to identify opportunities that we could capture and lock in.” 
Everything started from defining our role. Was it simply to collect and present the data, or was it to analyze the data and look at opportunities outside the accounting functions and say, “How do we leverage that to make this more of a successful approach to doing the business?” We became involved in different aspects of the business. We got involved in marketing strategies, in acquisitions, in designing strategic directions. It became important that we were viewed as a partner with the different business units rather than their just viewing us as presenting information or monitoring.

ORGANIZATIONAL CULTURE

The change in self-image coincided with a change in the organizational culture at Caterpillar. 
It used to be, “I’m an engineer; I design. I’m an accountant; I will keep track of the cost.” The culture evolved to where everybody’s role was broadened in that they became part of a business and became better businesspeople. Engineers had to think: “How much does it cost to produce a part if I design it this way or that way?” They didn’t think this way before. They used to design a part, give it to a manufacturing guy who had to provide it, and then down the road the accountant had to cost it. But now, as a result of the reorganization and the fact that every business unit has their own P&L responsibilities, everybody is more aware of the commercial aspects of what they are doing. Everybody’s level was raised, and the accountant became a higher species in the food chain. They were looked to for guidance as things were thought about in a P&L commercial aspect, which wasn’t the case before.


OBSTACLES

Common obstacles in making the transition to business partner are lack of time, expertise, top-management support, and operational support. In addition, difficulty changing the corporate culture, obtaining trust, and gaining access to information may also create roadblocks. Here’s what the Caterpillar financial professionals say:  The biggest obstacle on the path to becoming a business partner was the cultural change in getting people to think more broadly. Another challenge was having to come up with a balanced set of measures to measure the new organization—a set of measures that could be used for incentive pay to motivate the behavior the company wanted. 
That was probably our biggest challenge. Some people found the change to be difficult. But the majority saw it as an opportunity to grow and contribute. In any kind of activity, there are those who are locked into the way they think and behave, but those who were open minded and had a broader perspective succeeded. As accountants and younger people saw the successes of some of the original participants, they tried to emulate that. They wanted to get outside the accounting pigeonhole they had been identified with. The more they did differently and the more they participated, the more the enterprise valued them and the more in demand they became. The more they were in demand, the more activities they became involved in. The more activities they were involved in, the more attractive it became for the other managers to ask for their help.

EFFECT ON NONACCOUNTANTS

We also asked the Caterpillar accountants how the change to business partner affected non-accountants. 
They told us: Many leaders in the business units were not accountants, not finance people. They were marketing people, manufacturing people, and others, so they tended to depend more and more heavily on the accountants for their success. As the rest of the organization began to recognize that the accountants not only talked about numbers but talked about strategies and approaches to business, they began to listen to them. It started at the top. It definitely didn’t bubble from the bottom up. It started at the top by the business-unit managers and profit-center vice presidents depending more and more on the accountants and using the accountant as a right-hand man or woman in helping them guide their businesses. The organization, having seen that, was willing to listen to the accountants. 

WILL YOU MAKE THE LEAP?

Once more, becoming a business partner takes a great deal of hard work, perseverance, vision, and spirit. Most of the financial professionals we interviewed who have made the transition say the effort was worth it and that they are thriving in their new roles. They say they feel more valued, more a part of the business, and more challenged to do excellent work. Will you make the leap and join them? 


This article is based on interviews with more than 100 accountants who have made the transition to business partner. The interviews were part of the research project, “How to Become a Business Partner,” the fourth in a series of applied IMA research studies that focus on the changes in accountants’ work and work roles. The authors are the research team. Previous IMA projects are “What Corporate America Wants in Entry-Level Accountants” (1994), “The Practice Analysis of Management Accountants” (1996), and “Counting More, Counting Less: Transformations in the Management Accounting Profession” (1999). Executive summaries of the previous research are available on IMA’s website at www.imanet.org. Click on Resources, then IMA Studies. Results of “How to Become a Business Partner” will be available this fall in hard copy form and also on the IMA-website.  
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by David Gebler

While the fate of former Enron leaders Kenneth Lay and Jeffrey Skilling is being determined in what has been labeled the “Trial of the Century,” former WorldCom managers are in jail for pulling off one of the largest frauds in history. Yes, criminal activity definitely took place in these companies and in dozens more that have been in the news in recent years, but what’s really important is to take stock of the nature of many of the perpetrators. Some quotes from former WorldCom executives paint a different picture of corporate criminals than we came to know in other eras:

“I’m sorry for the hurt that has been caused by my cowardly behavior.” 
—Scott Sullivan, CFO

“Faced with a decision that required strong moral courage, I took the easy way out....There are no words to describe my shame.”
—Buford Yates, director of general accounting

“At the time I consider the single most critical character defining moment of my life, I failed. It’s something I’ll take with me the rest of my life.”
—David Myers, controller

These are the statements of good people gone bad. But probably most disturbing was the conviction of Betty Vinson, the senior manager in the accounting department who booked billions of dollars in false expenses. At her sentencing, U.S. District Judge Barbara Jones noted that Vinson was among the lowest-ranking members of the conspiracy that led to the $11 billion fraud that sank the telecommunications company in 2002. Still, she said, “Had Ms. Vinson refused to do what she was asked, it’s possible this conspiracy might have been nipped in the bud.” Judge Jones added that although Ms. Vinson “was among the least culpable members of the conspiracy” and acted under extreme pressure, “that does not excuse what she did.” Vinson said she improperly covered up expenses by drawing down reserve accounts—some completely unrelated to the expenses—and by moving expenses off income statements and listing them as assets on the balance sheet. Also the company’s former director of corporate reporting, Vinson testified at Bernie Ebbers’s trial that, in choosing which accounts to alter, “I just really pulled some out of the air. I used some spreadsheets.” She said she repeatedly brought her concerns to colleagues and supervisors, once describing the entries to a coworker as “just crazy.” In spring 2002, she noted, she told one boss she would no longer make the entries. “I said that I thought the entries were just being made to make the income statement look like Scott wanted it to look.” Standing before the judge at her sentencing, Vinson said: “I never expected to be here, and I certainly won’t do anything like this again.” She was sentenced to five months in prison and five months of house arrest.

PRESSURE REIGNS

While the judge correctly said that her lack of culpability didn’t excuse her actions, we must carefully note that Betty Vinson, as well as many of her codefendants, didn’t start out as criminals seeking to defraud the organization. Under typical antifraud screening tools, she and others like her wouldn’t have raised any red flags as being potential committers of corporate fraud. Scott Sullivan was a powerful leader with a well-known reputation for integrity. If any of us were in Betty Vinson’s shoes, could we say with 100% confidence that we would say “no” to the CFO if he asked us to do something and promised that he would take full responsibility for any fallout from the actions we were going to take? Today’s white-collar criminals are more likely to be those among us who are unable to withstand the blistering pressures placed on managers to meet higher and tougher goals. In this environment, companies looking to protect themselves from corporate fraud must take a hard look at their own culture. Does it promote ethical behavior, or does it emphasize something else? In most companies, “ethics” programs are really no more than compliance programs with a veneer of “do the right thing” messaging to create an apparent link to the company’s values. To be effective, they have to go deeper than outlining steps to take to report misconduct. Organizations must understand what causes misconduct in the first place. We can’t forget that Enron had a Code of Ethics. And it wasn’t as if WorldCom lacked extensive internal controls. But both had cultures where engaging in unethical conduct was tacitly condoned, if not encouraged.

BUILDING THE RIGHT CULTURE

Now the focus has shifted toward looking at what is going on inside organizations that’s either keeping people from doing the right thing or, just as importantly, keeping people from doing something about misconduct they observe. If an organization wants to reduce the risk of unethical conduct, it must focus more effort on building the right culture than on building a compliance infrastructure. The Ethics Resource Center’s 2005 National Business Ethics Survey (NBES) clearly confirms this trend toward recognizing the role of corporate culture. Based on interviews with more than 3,000 employees and managers in the U.S., the survey disclosed that, despite the increase in the number of ethics and compliance program elements being implemented, desired outcomes, such as reduced levels of observed misconduct, haven’t changed since 1994. Even more striking is the revelation that, although formal ethics and compliance programs have some impact, organizational culture has the greatest influence in determining program outcomes. The Securities & Exchange Commission (SEC) and the Department of Justice have also been watching these trends. Stephen Cutler, the recently retired SEC director of the Division of Enforcement, was matter of fact about the importance of looking at culture when it came to decisions of whether or not to bring an action. “We’re trying to induce companies to address matters of tone and culture….What we’re asking of that CEO, CFO, or General Counsel goes beyond what a pep walk or an enforcement action against another company executive might impel her to do. We’re hoping that if she sees that a failure of corporate culture can result in a fine that significantly exceeds the proverbial ‘cost of doing business,’ and reflects a failure on her watch—and a failure on terms that everyone can understand: the company’s bottom line—she may have a little more incentive to pay attention to the environment in which her company’s employees do their jobs.”

MEASURING SUCCESS

Only lagging companies still measure the success of their ethics and compliance programs just by tallying the percentage of employees who have certified that they read the Code of Conduct and attended ethics and compliance training. The true indicator of success is whether the company has made significant progress in achieving key program outcomes. The National Business Ethics Survey listed four key outcomes that help determine the success of a program:
- Reduced misconduct observed by employees,
- Reduced pressure to engage in unethical conduct,
-Increased willingness of employees to report misconduct, and
-Greater satisfaction with organizational response to reports of misconduct.
What’s going to move these outcomes in the right direction? Establishing the right culture. Most compliance programs are generated from “corporate” and disseminated down through the organization. As such, measurement of the success of the program is often based on criteria important to the corporate office: how many employees certified the Code of Conduct, how many employees went through the training, or how many calls the hotline received. Culture is different—and is measured differently. An organization’s culture isn’t something that’s created by senior leadership and then rolled out. A culture is an objective picture of the organization, for better or worse. It’s the sum total of all the collective values and behaviors of all employees, managers, and leaders. By definition, it can only be measured by criteria that reflect the individual values of all employees, so understanding cultural vulnerabilities that can lead to ethics issues requires knowledge of what motivates employees in the organization. Leadership must know how the myriad human behaviors and interactions fit together like puzzle pieces to create a whole picture. An organization moves toward an ethical culture only if it understands the full range of values and behaviors needed to meet its ethical goals. The “full-spectrum” organization is one that creates a positive sense of engagement and purpose that drives ethical behavior. Why is understanding the culture so important in determining the success of a compliance program? Here’s an example: Most organizations have a policy that prohibits retaliation against those who bring forward concerns or claims. But creating a culture where employees feel safe enough to admit mistakes and to raise uncomfortable issues requires more than a policy and “Code training.” To truly develop an ethical culture, the organization must be aware of how its managers deal with these issues up and down the line and how the values they demonstrate impact desired behaviors. The organization must understand the pressures its people are under and how they react to those pressures. And it must know how its managers communicate and whether employees have a sense of accountability and purpose.

CATEGORIZING VALUES

Determining whether an organization has the capabilities to put such a culture in place requires careful examination. Do employees and managers demonstrate values such as respect? Do employees feel accountable for their actions and feel that they have a stake in the success of the organization? How does an organization make such a determination? One approach is to categorize different types of values in a way that lends itself to determining specific strengths and weaknesses that can be assessed and then corrected or enhanced. The Culture Risk Assessment model presented in Figure 1 has been adapted from the Cultural Transformation Tools® developed by Richard Barrett & Associates. Such tools provide a comprehensive framework for measuring cultures by mapping values. More than 1,000 organizations in 24 countries have used this technique in the past six years. In fact, the international management consulting firm McKinsey & Co. has adopted it as its method of choice for mapping corporate cultures and measuring progress toward achieving culture change. The model is based on the principle, substantiated through practice, that all values can be assigned to one of seven categories:

Levels 1, 2, and 3—The Organization’s Basic Needs
Does the organization support values that enable it to run smoothly and effectively? From an ethics perspective, is the environment one in which employees feel physically and emotionally safe to report unethical behavior and to do the right thing?

Level 1—Financial Stability. Every organization needs to make financial stability a primary concern. Companies that are consumed with just surviving struggle to focus enough attention on how they conduct themselves. This may, in fact, create a negative cycle that makes survival much more difficult. Managers may exercise excessive control, so employees may be working in an environment of fear.
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Figure 1: SEVEN LEVELS OF AN ETHICAL ORGANIZATION
© Working Values, Ltd. Based on Cultural Transformation Tools © Richard Barrett & Associates


In these circumstances, unethical or even illegal conduct can be rationalized. When asked to conform to regulations, organizations do the minimum with an attitude of begrudging compliance. Organizations with challenges at this level need to be confident that managers know and stand within clear ethical boundaries.

Level 2—Communication. Without good relationships with employees, customers, and suppliers, integrity is compromised. The critical issue at this level is to create a sense of loyalty and belonging among employees and a sense of caring and connection between the organization and its customers. The most critical link in the chain is between employees and their direct supervisors. If direct supervisors can’t effectively reinforce messages coming from senior leadership, those messages might be diluted and confused by the time they reach line employees. When faced with conflicting messages, employees will usually choose to follow the lead of their direct supervisor over the words of the CEO that have been conveyed through an impersonal communication channel. Disconnects in how local managers “manage” these messages often mean that employees can face tremendous pressure in following the lead established by leadership. Fears about belonging and lack of respect lead to fragmentation, dissension, and disloyalty. When leaders meet behind closed doors or fail to communicate openly, employees suspect the worst. Cliques form, and gossip becomes rife. When leaders are more focused on their own success, rather than the success of the organization, they begin to compete with each other.

Level 3—Systems and Processes. At this level, the organization is focused on becoming the best it can be through the adoption of best practices and a focus on quality, productivity, and efficiency. Level 3 organizations have succeeded in implementing strong internal controls and have enacted clear standards of conduct. Those that succeed at this level are the ones that see internal controls as an opportunity to create better, more efficient processes. But even those that have successfully deployed business processes and practices need to be alert to potentially limiting aspects of being too focused on processes. All organizations need to be alert to resorting to a “check-the-box” attitude that assumes compliance comes naturally from just implementing standards and procedures. Being efficient all too often leads to bureaucracy and inconsistent application of the rules.
When this goes badly, employees lose respect for the system and resort to self-help to get things done. This can lead to shortcuts and, in the worst case, engaging in unethical conduct under the guise of doing what it takes to succeed.

Level 4—Accountability
The focus of the fourth level is on creating an environment in which employees and managers begin to take responsibility for their own actions. They want to be held accountable, not micromanaged and supervised every moment of every day. For an ethics and compliance program to be successful, all employees must feel that they have a personal responsibility for the integrity of the organization. Everyone must feel that his or her voice is being heard. This requires managers and leaders to admit that they don’t have all the answers and invite employee participation.

Levels 5, 6, and 7—Common Good
Does the organization support values that create a collective sense of belonging where employees feel that they have a stake in the success of the ethics program?

Level 5—Alignment. The critical issue at this level is developing a shared vision of the future and a shared set of values. The shared vision clarifies the intentions of the organization and gives employees a unifying purpose and direction. The shared values provide guidance for making decisions. The organization develops the ability to align decision making around a set of shared values. The values and behaviors must be reflected in all of the organization’s processes and systems, with appropriate consequences for those who aren’t willing to walk the talk. A precondition for success at this level is building a climate of trust.

Level 6—Social Responsibility. At this level, the organization is able to use its relationships with stakeholders to sustain itself through crises and change. Employees and customers see that the organization is making a difference in the world through its products and services, its involvement in the local community, or its willingness to fight for causes that improve humanity. They must feel that the company cares about them and their future. Companies operating at this level go the extra mile to make sure they are being responsible citizens. They support and encourage employees’ activities in the community by providing time off for volunteer work and/or making a financial contribution to the charities that employees are involved in.

Level 7—Sustainability. To be successful at Level 7, organizations must embrace the highest ethical standards in all their interactions with employees, suppliers, customers, shareholders, and the community. They must always consider the long-term impact of their decisions and actions. Employee values are distributed across all seven levels. Through surveys, organizations learn which values employees bring to the workplace and which values are missing. Organizations don’t operate from any one level of values: They tend to be clustered around three or four levels. Most are focused on the first three: profit and growth (Level 1), customer satisfaction (Level 2), and productivity, efficiency, and quality (Level 3). The most successful organizations operate across the full spectrum with particular focus in the upper levels of consciousness—the common good—accountability, leading to learning and innovation (Level 4), alignment (Level 5), sustainability (Level 6), and social responsibility (Level 7).
Some organizations have fully developed values around Levels 1, 2, and 3 but are lacking in Levels 5, 6, and 7. They may have a complete infrastructure of controls and procedures but may lack the accountability and commitment of employees and leaders to go further than what is required. Similarly, some organizations have fully developed values around Levels 5, 6, and 7 but are deficient in Levels 1, 2, and 3. These organizations may have visionary leaders and externally focused social responsibility programs, but they may be lacking in core systems that will ensure that the higher-level commitments are embedded into day-today processes. Once an organization understands its values’ strengths and weaknesses, it can take specific steps to correct deficient behavior.

STARTING THE PROCESS

Could a deeper understanding of values have saved WorldCom? We will never know, but if the culture had encouraged open communication and fostered trust, people like Betty Vinson might have been more willing to confront orders that they knew were wrong. Moreover, if the culture had embodied values that encouraged transparency, mid-level managers wouldn’t have been asked to engage in such activity in the first place. The significance of culture issues such as these is also being reflected in major employee surveys that highlight what causes unethical behavior. According to the NBES, “Where top management displays certain ethics-related actions, employees are 50 percentage points less likely to observe misconduct.” No other factor in any ethics survey can demonstrate such a drastic influence. So how do compliance leaders move their organizations to these new directions?

1. The criteria for success of an ethics program must be outcomes based. Merely checking off program elements isn’t enough to change behavior.
2. Each organization must identify the key indicators of its culture. Only by assessing its own ethical culture can a company know what behaviors are the most influential in effecting change.
3. The organization must gauge how all levels of employees perceive adherence to values by others within the company. One of the surprising findings of the NBES was that managers, especially senior managers, were out of touch with how nonmanagement employees perceived their adherence to ethical behaviors. Nonmanagers are 27 percentage points less likely than senior managers to indicate that executives engage in all of the ethics-related actions outlined in the survey.
4. Formal programs are guides to shape the culture, not vice versa. People who are inclined to follow the rules appreciate the rules as a guide to behavior. Formal program elements need to reflect the culture in which they are deployed if they are going to be most effective in driving the company to the desired outcomes. Culture may be new on the radar screen, but it isn’t outside the scope or skills of forward-thinking finance managers and compliance professionals. Culture can be measured, and finance managers can play a leadership role in developing systematic approaches to move companies in the right direction. 
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by Thomas G. Canace and Paul E. Juras
Greg Storm, owner of the Pikesville Lightning minor league baseball team, continually strives to make his team a market leader by finding unique ways to grow business.  Storm values “outside the box” thinking to transform minor league baseball games into an affordable family experience. In baseball terms, he’s looking to hit a home run because base hits alone may not provide long- term sustainable growth for this seasonal business.
MINOR LEAGUE BASEBALL
The Northwestern League was organized in 1882. Soon after its creation, it became the first recognized minor league when league officials signed an agreement with the National League and American Association that established territorial rights and essentially assigned “major” or “minor” league status to teams. Further agreements established the rights of major league teams to draft minor league players, resulting in the “farm system” where players trained for the major leagues by playing on minor league teams in obscure one-horse towns with little pizzazz.
 Organized baseball was first limited to the northeastern United States. By the turn of the 20th Century, it had quickly expanded throughout the country. The number of minor league clubs had decreased considerably by the middle of the 20th Century, but the 1980s saw an explosion in the popularity of minor league baseball games, with total attendance exceeding 20 million people for the first time since 1950. This success led to the Professional Baseball Agreement, which outlined the business relationship that still exists today between Major League Baseball and the minor league teams. Under the agreement, first established in the 1990s, Major League Baseball teams pay a large share of the operational expenses, but minor league teams are required to share ticket revenues and establish minimum standards at their ballparks. The major league organization also has full decision authority over who plays for its minor league affiliates for the season. In fact, it isn’t unusual for a farm team to find out who’s on its final roster only a month before the start of the season. While the owners of minor league teams have limited control over the baseball operations, they clearly recognize that they are still running a business that must thrive at the local level. The operating performance of these organizations is anything but “minor.” Thanks to the strategic thinking and entrepreneurial spirit of a new breed of team owners, teams are run like top-flight professional clubs, playing in uniquely designed ballparks while also offering a new family entertainment alternative. These owners have recognized that, while on the surface their team’s mission is to “play ball” by preparing young players for the big leagues, profitability depends largely on successfully establishing their team and its games as an entertainment option. The oft-used analogy is that minor league teams compete with movie theaters for entertainment revenue, charging a flat-rate admissions fee but hoping to expand the bottom line by providing ancillary food and entertainment services. Hence, while winning games is key to filling the ballpark at the major league level, operating success for minor league teams is driven more by affordability and providing entertainment beyond just the game on the field.
THE PIKESVILLE LIGHTNING
The Pikesville Lightning play in the Central Division of the Eastern League. Located in Pikesville, Ohio, just outside of Cleveland, the team has been the AAA affiliate (the highest level of minor league baseball) of the Pittsburgh Pirates since 1976. The Lightning currently play in Waterfall Stadium, a state-of-the-art facility built in 2006. The primary owner of the organization is Storm Enterprises, which also maintains full ownership of park vending and entertainment operations. Food and entertainment revenue is so vital to the overall profitability of the organization that Storm Enterprises’ owner, Greg Storm, has often said, “I don’t own a baseball team. I sell hot dogs!” This ties in well with the recent strategy of minor league organizations to transform games into an “affordable family experience” with much more entertainment offered than just the game. Storm firmly believes that success on the baseball diamond must be complemented by family fun at every game. Thus, in addition to the wide array of foods, drinks, and 

Table 1: Top Initiatives for the
Pikesville Lightning

Game Day Events for All
1. Post-game Fireworks and Concert
2. Kids Happy Hour- free hour in 
    FunZone for kids only
3. Surprise Major League visitor from the past
4. Meet the Players Night
5. Become a General Manager for the weekend
6. Road Trip giveaway—travel
   with the team to a road game
7. Win a one-hour shopping spree in the
    Lightning Shop
8. All Star Kid of the Game—one child selected
before each game.
9. The Magical Family— one family   
    selected to sit with team
10. Mascot Encounter— sit with the 
      the team’s mascot, 
      “The Lightning Bolt”






Special Request Game Day Experiences
1. Birthday party—  food, swimming, 
    FunZone games, and VIP treatment
3. Ceremonial first pitch—   includes cap,  autographed baseball,and team picture
3. Corporate outings and parties
4. Buy-a-box—  Rent the owner’s box
     for a night for your event

snacks, Storm designed the ballpark with kids in mind by providing various forms of entertainment throughout Waterfall Stadium. Table 1 provides a sample of some strategic initiatives he has put in place to entertain fans during the season. Storm is a visionary who values “outside the box” thinking and continually strives to be a market leader in finding unique ways to grow his business. While many minor league organizations have found ways to improve attendance and loyalty during the season, Storm has made it very clear to his employees that he doesn’t want to be limited by the seasonality of the business.
EXPANDING PROFITABILITY
As part of his stretch goal for the business, Storm developed a first-step initiative to bring some of in this ballpark experience into the homes of fans even during the off- season to keep them thinking about the team all year.  The organization obtained an exclusive franchise from its manufacturer to purchase “POG” ovens (branded with the Pikesville Lightning team logo) for distribution via phone and Internet orders.   A “POG” is a special type of hot dog sold at the ball park that has become a hit with the Pikesville fans of all ages and has been labeled “out of the park” by many sports vending companies.  These ovens were special because they were a smaller replica of the ovens used at the park. 

ENHANCING ORGANIZATIONAL STRATEGIC FINANCIAL MANAGEMENT 
In addition to creating a new strategic breakthrough for his organization, Storm was interested in developing a framework for governing the ongoing strategic financial management of his business. He believed that without such a framework, his accounting organization wouldn’t be empowered to unleash its strategic contribution to the business and would forever be seen only as “numbers crunchers.” Given his roots in accounting and finance, he wholeheartedly believed that the growth and prosperity of his business depended on adopting a better business- partnering model that would take advantage of the skills and experience of his accountants in order to add value beyond the traditional transaction processing. This would enable them to become strategic advisors continuously working toward business solutions. Storm remembered a time from early in his career when he encountered the C-Framework for the strategic business partner (SBP) role (Figure 1).  
        While he hadn’t been able to implement the framework back then, he decided to present it to his accounting organization to use now. He placed the onus on the accounting team to bring the framework to life by “fitting” it to their situation and the organization. As Storm introduced the framework to them, he emphasized that such a governing model would provide a tangible way to consciously think about the importance of strategic financial management through business partnering and to avoid “slipping” back into a role that fails to see past the mere production of data. At the top of the framework are the CFO levers. These are dimensions along which individuals can assist the CFO and thus become better partners to the overall business. These dimensions serve as inputs. First, members of the accounting team could act as catalysts in leading change for the business by helping to introduce and implement new strategies. Second, they could take on the role of collaborators by serving as hubs to integrate the functional aspects of the business, such as purchasing, sales, human resources, and information technology. Third, the accountants would assume the role of consultants by acting as independent, objective advisors to the business leaders. Finally, recent financial reporting and investment scandals have made it clear that the accounting organization must provide a conscience to the business— not only with respect to the reported financials but also by advising how strategy could have broader ramifications. Partnering with the business leaders by acting as catalysts, collaborators, consultants, and the conscience for the business should ultimately impact the company along several dimensions. 
These dimensions, the Company levers, serve as outputs. First, each action at the CFO level should positively impact the customers of the organization—both internal partners who rely on information and advice from the accountants and the external revenue-generating customers, i.e., the team’s fans. Second, each CFO lever should assist the business in achieving a cost structure that allows for long-term sustainability. No business can live for the present without considering ramifications for the future. Finally, the first-tier levers should work toward the advancement and benefit of the local and larger community. Once the framework was developed and tailored to the Pikesville organization, the accounting team would live it every day, and the entire business would reap the rewards of linking the financial function into the strategic aspects of decision making. The accountants would “C” themselves as business partners in every task they perform for the business. To motivate them toward this goal, Storm reminded them that their current task of developing the POG oven initiatives was a prime example of how they go beyond just “counting beans” and are already stepping into the role of helping run the business.
THE CHALLENGE
It was clear to the accounting team that Storm had high expectations for their work and for the future of his organization. In the drive for long-term, sustainable growth for the seasonal business, Storm viewed his accountants as consultants who not only had the technical skills to provide financial and analytical information but who also had the strategic thinking to provide valuable input to him and the company’s leaders. He was confident that, by performing the work he was asking them to do, they, too, would begin to view themselves as strategic financial managers—business partners—who would support and assist with the decision making of the business.
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1-4 LEADING WITH YOUR SOUL


By Kasthuri Henry, CTP



One of the fundamental challenges of our time is ethical leadership. It has been discouraging to see the parade of corporate executives epitomizing corruption and wrongdoing in the recent past. The breach of trust brought about by Enron, Tyco, Arthur Andersen, WorldCom, and others exposed the degree of corporate and social risk in our modern capitalist society. The Sarbanes-Oxley Act (SOX) was supposed to be the magic pill to guard against the culture of short-term profits at all costs that was turning its back on long-term value creation for sustainability. But what followed was the subprime mortgage crisis, fueled by questionable hedge fund strategies and the weakening of the financial system. Our recent history has illustrated that legislation can’t fix moral lapses and impaired judgment. Instead, the fix needs to address the source of our dilemma—the lack of leadership values rooted in ethical choices. 

The United States has evolved from an industrial economy into an information economy, causing a shift from laborers to knowledge workers. This shift calls for a caliber of leader different from those in the past. The age of globalization demands we recognize international interdependencies of resources and stakeholders. This interconnectedness requires mutual respect for societal impacts and mindfulness of the collective ramifications.  Effectively balancing all these considerations with a social conscience to create value for corporate sustainability is at the heart of value-centric leadership. 

Finance professionals are key strategic partners in creating value. Today, understanding the need for character development, ethics, and value-centric behavior is as important as technical skills. When technical skills and value-centric leadership are employed in concert, a sustainable professional capable of commanding a viable team emerges. The presence of such a finance team will be valuable to a corporation that relies on fair disclosure of business results to raise capital, do business, and sustain growth. The Comprehensive Ethical Leadership ModelTM for sustainability depicts the blueprints for building an ethical foundation.

Character in Ethical Decision Making

It’s a natural human tendency to seek happiness. Obviously, what constitutes happiness for one individual will differ from another. What an individual will do to obtain happiness, however, is reflective of the person’s essence, which the Greek philosopher Aristotle and 19th Century utilitarian philosopher John Stuart Mill referred to as the “soul.” From that soul emanates character that is an embodiment of who a person is—the foundation of the choices the person makes leading to the consequences that follow. It would serve us all well to keep in mind the words of the anonymous author who said, “Who we are speaks so loud that no one hears what we are saying.” 

Many believe business ethics somehow differs from everyday ethics. In There’s No Such Thing As “Business” Ethics: There’s Only One Rule For Making Decisions, John Maxwell addresses this notion by explaining that “There is no such thing as business ethics; one is ethical or not.” There’s also an opinion in business that compliance with the letter of the law is all that’s necessary to be an ethical entity. We are a nation of laws where individuals and institutions are bound by legal agreements and contracts. Almost every aspect of human life—including birth, marriage, employment, organized leisure activity, healthcare, and even pet ownership—involves some form of agreement execution. But we must remain cognizant of the difference between legal and ethical grounds. The former is contract-based, open to interpretation, and has loopholes. The latter is covenant-based, driven by a moral compass representing integrity. Founded in self governance, ethics is rooted in doing the right thing. 

Individuals struggle with ethics in the professional arena. Some of the reasons they cite are not having the emotional strength to stand up for what is right, not willing to confront issues, and not willing to sacrifice the impending personal material gain. The conscious choice to walk away from ethical decisions includes the following rationale:
1. It’s easy to take the course of least resistance and do what’s convenient.
2.    You can fall into the trap of believing that winning is the goal and, hence, you must do what’s needed to win. 
Irrespective of the reasoning, what is right is always right, and what is wrong is always wrong. Aristotle was quite emphatic about “courage being a character virtue” integral for leading a moral life. Lack of courage will inevitably hinder an individual’s ability to lead a life in keeping with their duty—to humanity and the workplace.           
It isn’t always easy to lead a moral life. It takes effort and a keen sense of self-awareness in the context of society. The Josephson Institute of Ethics illustrates this difficulty in its definition of ethics: “Ethics is about how we meet the challenge of doing the right thing when it will cost more than we want to pay.” The choice to act ethically is imperative to sustain society, making moral behavior socially responsible and necessary. How an individual touches the lives of others is the true measure of the person, not the position held, income earned, or power exerted.
Roadblocks to Ethical Decisions
Like all things in life, ethics has its set of hindrances. For example, consider a finance department run by a CFO motivated by showing strong financial results to promote personal monetary gains and quick career ascent. This CFO will be inclined to overwork the team, reward results beneficial to that cause, and exert power to further the personal agenda. This will unequivocally breed a toxic work environment for finance professionals on the team and place an enormous risk on the corporation. If the company hasn’t adjusted to the paradigm shift of managing the knowledge worker, embracing empowerment, andgiving the voice of reason a venue to be heard, the situation won’t bode well for long-term viability. Such a toxic environment will pressure reasonable financial professionals to do the expedient thing and earn the kudos in the interest of meeting the team goals and seeking professional recognition. An overworked team won’t have the work-life balance or the time to contemplate what’s right; they will automatically follow orders. Self-interest and career survival will take the front seat in such situations. Corporate sustainability, social interest, and the greater good become sacrificial lambs. Thus, the hindrances to ethical actions can be summarized as:

1. Professional and social pressures,
2. Pursuit of pleasure,
3. Desire for power,
4. Pride and the need to be a winner at any cost, and
5. Conflicting priorities.

The viable antidote to the pressures is for individuals to tap into their humanity to ask themselves, “How would I like to be treated in this situation?” This Golden Rule has a proven track record of being a win-win philosophy. It transcends culture and generations because it is universally acceptable, easily understood, and reliable as a directional compass. Corporations can certainly apply it to the workplace. It ensures the top-of-mind awareness that actions of one person impact others, for better or worse.

Relationship Between Ethical
Leadership and Sustainability

Business doesn’t thrive in spite of ethical leadership but because of it. Organically embedding character virtues in businesses allows values to guide decision making. Any entity that doesn’t conduct itself with honesty and a sense of fair play will be vulnerable to competition and lose its customer base. Such a firm will lose its ability to command loyalty from its stakeholders. Trade is predicated on fair play and honesty; market share is rooted in loyalty. At a time when the motto of “profit at all costs” has made the business world seem at crossroads with society, embracing trustworthiness and a sense of fair play gives organizations a strategic competitive advantage that leads to sustainability.

A prime example of this concept is apparent in thechoices Johnson & Johnson made in 1982.When thecompany determined its Extra-Strength Tylenol was laced with cyanide, CEO James Burke took a stand that the
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company’s commitment to its customers across all walks of life took precedence over corporate profits. In an extraordinary move, he backed up J&J’s value proposition with a 31-million-bottle recall that cost the company more than $100 million. In the long run, this move sustained brand loyalty and boosted consumer confidence, proving corporations that stand the test of time are those that see themselves as part of the society while systemically exhibiting moral virtues.

Ethical Leadership Traits

The Comprehensive Ethical Leadership ModelTM in Figure 1 is a blueprint to drive the strategic vision of ethical leadership. Let’s look at the six ethical leadership traits (Leadership Virtues) in the model.
1. Purpose Driven

Purpose lays the foundation for pursuing the definedgreater good, the corporate vision. Far loftier than just going after corporate profits, purpose stifles an individual’s tendency to move toward greed and worldly pleasures. The corporate vision provides an anchor and acts as a beacon when we’re navigating the high seas of corporate decision making. Vision clearly taps into what is good in everyone and leads to prosperity through a moral course. Vision will also challenge individuals and entities to make the choice between living with purpose and pursuing profits for profit’s sake. 

In the Spring 2007 issue of Leader to Leader, Nikos Mourkogiannis, senior partner at Panthea, a global consulting firm, says, “For any organization, the starting point of greatness is not in meeting expectations, but in fulfilling a purpose that fits the identity of the organization.” In such an organization, purpose-driven leaders will create an environment of open communication and value congruence to promote moral choices. Lack of purpose leads to socio-economic degradation, as we have seen. The credit crisis, stock market decline, corporate corruptions, and leadership lapses are all clear indicators of how important purpose-driven leadership is for sustainability.
2. Courage of Conviction

Ethics has two key components: having a standard to follow and the courage to follow that standard. Courage in a person’s values and moral convictions is symbolized by guts, which enables some leaders to walk their talk while others merely talk. People gravitate toward courageous leaders. Based on their research on gutsy leaders, Kevin and Jackie Freiberg pointed out in the Summer 2004 issue of Leader to Leader that courageous leaders must do the following:

“You have to be gutsy enough to stand up to those who stand in your way. You have to be big enough to admit your mistakes. You have to be vulnerable enough to say ‘I don’t know.’ You have to care enough to lead with love and trust, rather than power and fear. You have to be humble enough to surround yourself with people smarter and more capablethan you, and then have the faith to get out of their way. You have to be open and flexible enough to adjust to ever changing circumstances. You have to do what is right even when it’s not politically correct.”
Courage gives us the will to execute and stay thecourse. In the leader’s willingness to be vulnerable lies the source of strength, power of charisma, and spirit worthy of emulation.

3. Whole Person Approach

In the Summer 2006 issue of Leader to Leader, Stephen Covey made the case for a paradigm shift in management philosophy corresponding to the shift of workforce from laborer to knowledge worker. He reasoned that “The fundamental reality is, human beings are not things needing to be motivated and controlled; they are four-dimensional—body, mind, heart, and spirit.” Covey conveyed the message of respect for individuals as complete human beings, recognizing their need for survival (body), relationships (heart), continued learning (mind), and social contribution (spirit). This endeavor, if not followed through with utmost commitment, has the potential to cripple individuals and society because sustaining individuals is at the heart of sustaining the global society. Covey also said, “A new era is for greatness. It’s for fulfillment, passionate execution, and significant contribution….Leadership in the knowledge worker age will be characterized by those who find their own voice and who, regardless of formal position, inspire others to find theirs.”

4. Empowerment

Different organizational situations demand different combinations of skills to take the reins. It’s also true that supporting leadership roles emerge across all corporate initiatives. Stephen Guastello of Marquette University has conducted research to understand “how leaders really emerge.” His findings, which were published in the September 2007 issue of American Psychologist, indicate that “more than leaders emerging from leaderless groups, awhole social structure emerges that consists of primary leaders, secondary leaders, and non-leaders.”

In practice, the main individual leading a financial process-improvement effort will have in the team secondary leaders from treasury, financial systems, and become a secondary leader in the subsequent financial system implementation initiative. This line of thinking presents an intriguing perspective of the need to arm all employees with the set of tools to be effective leaders via empowerment. Experiences gained by collaboration of empowered leaders will yield prudent business judgment, paving the way for long-term viability.
5. Succession Planning

Succession planning enables leaders and organizations to attract, nurture, retain, and develop talent. It also presents the opportunity to build a community of empowered individuals who are value centric. Such an environment of lifelong learning creates an atmosphere conducive for both technical and principles-based development. Without
a succession plan, the organization’s sustainabilityloses viability. Simon Hollington, director of Values Based Leadership Ltd, echoed this sentiment in the February 2007 issue of Engineering Management, saying, “Succession planning is vital to ensure that business success will continue when the current management structure is no longer there.” Failure to take responsibility for succession planning, according to Hollington, results in two primary negative impacts: “the failure of the individual to realizehis or her potential and the failure of the organization to look forward.” 
It’s highly irresponsible to fail in this leadership responsibility and foolish to turn a blind eye to the opportunity to mentor, coach, and develop future leaders who will carry the torch by leveraging their developmental experience. This aspect of ensuring propagation of leaders, mentors, and coaches is an ethical responsibility of every leader in every organization. Like planting a tree, nurturing and developing individuals with talent and potential pays back over time. The succession-planning process is an ideal venue for honing moral leadership qualities and ethical decision-making abilities. 
Another way to acquire ethical values and decision making capabilities as part of succession planning is through a structured teaching methodology—a methodology that doesn’t merely target the technical skill development in a specialized field or area of concentration, laying the foundation for professional goal attainment, but one that challenges the mind, empowers the mentees, and evokes them through “ennobling.” Ennobling represents the process through which the mentor makes the mentee become noble. Many successful world-class companies, such as GE and Kimberly-Clark, have structured in-house holistic training programs to harness the benefits of the ennobling process as part of their succession planning. They also partner with universities and translate this practice of ennobling for succession planning into building a renewable pipeline of young talent. This collective effort of pursuing leadership duty to fulfill the promise of a future will strengthen the societal-corporateinterconnectedness, fulfilling all those who are actively engaged.

6. Emotional Intelligence

Albert Bandura, Stanford University professor of psychology and author of Self Efficacy: The Exercise of Control, said that “modeling is the first step in developing competencies.” Expanding on Bandura’s reasoning, James M. Kouzes and Barry Z. Posner pointed out in the Spring 2003 issue of Leader to Leader that “To increase the quality and supply of exemplary leaders in the world, it’s essential to give aspiring talent the chance to observe models of exemplary leadership. To develop ethical leaders,
allow aspiring talent to observe leaders behaving ethically.” They also highlighted that “Leadership is a relationship. If leaders are going to emerge, grow, and thrive in these disquieting times, they must become socially competent.” This social competence is predicated on emotional intelligence comprising self-awareness, self management, social awareness, and social skills. It’s easy to understand how emotional intelligence embodying a sense of self and being in tune with those around us becomes an ingredient for ethical leadership. It makes possible empathy, care, consideration, and a whole host of character virtues that breed loyalty and sense of fair play much needed in commercial success.

Applying the Model

The Comprehensive Ethical Leadership ModelTM is a tangible way to institutionalize the six leadership virtues. When I had my own finance organization, every subgroup and its members within my team had career paths. Developed in partnership with the employees and their respective manager, career paths identified strengths and opportunities for professional growth. The manager nurtured their team members to progress along the path, recognizing that employees are “whole people,” while delivering business results. This career path then became the basis of the performance management plan, which contains four sections that influence the ethical leadership
model.

1. Knowledge Development and Relationship
Development: This component recognized the whole person approach. Relationship building was vital—not just for driving results through collaborative partnership with other teams, but for developing the emotional intelligence of the members and helping them along in career path pursuits. This area of development also integrated the following virtues: communicating in an open and honest way, commanding respect through the work process, and having the courage to make decisions to keep deliverables on track.

2. Process Development: The plan empowered
employees to continuously improve their processes by leveraging technology. The improved processes were quicker and less prone to errors, effectively reducing work hours and resulting in work-life balance. Managers also encouraged employees to partner with one another to join forces on improvements and ensure synergy without duplicating efforts across different parts of the finance value chain.

3. Team Development and Succession Plan Realization:
This was a project approach to targeted employee development. A viable succession plan would come out of a systematic process of weekly team lunch-and-learn sessions, cross training, vacation planning with resource backup, and job rotation. When opportunities within the firm opened up, the members were able to move up and along because executing the succession plan backfilled the position of the promoted employee. The plan wasn’t an entitlement; employees had to earn positions with internal competition built into the process. But the process was collaborative and not divisive because everyone had a stake in the growth and success of the others.

4. Process Delivery: This included activities such as
accounting, analysis, planning, management reporting, cash management, and disclosure reporting to develop technical skills. Routine accounting, close activity, SOX compliance, cash management, planning, and financial analysis for decision support were standard processes. The business unit had the goal of delivering revenue growth and profits; the compliance requirements necessitated adherence to policy guidelines regardless of growth implications; accounting regulations have to be followed for reporting and audit purposes. These competing goals existed in a matrix organization where duel reporting to a business executive and CFO was the norm. The only way to successfully execute our role was to do the right thing and ennoble each other in the process.
The finance organization that was built on this foundation continues to be supportive of its members, even though the members have grown into roles with more responsibility across various parts of the organization.

Ethics Leads to Success and
Sustainability

The Comprehensive Ethical Leadership Model ™ presented here provides a road map for practitioners. Teams should spend quality time discussing these traits in relation to their own environment and develop a personalized game plan that’s transferable into practice. This model will also add value to the process of performance management where value-centric leadership is embraced as an organizational success trait. Needless to say, ethical leadership will create an environment that cares about its employees in a holistic manner. In such an exemplary organization, employees will proudly and willingly take care of business and processes, realizing fulfillment. This approach of leading with your soul establishes a collective purpose through kinship, making the greater good front and center. This ultimately leads to marketplace loyalty, business growth, financial profits, and corporate sustainability. An organization of this caliber will be a market leader engaged in business alongside being an exemplary member of our civil society.

















1-5 SEVEN HABITS OF STRATEGIC CEOS


By: Kurt Kuehn

Introduction

Check the hat rack in the CFO’s office. Chances are there isn’t a lot of room left because today’s CFOs are wearing more hats than they used to. Chief financial officers were once specialists in accounting and maybe taxes and treasury as well. We were, in essence, high-level bean counters assigned to track and report revenues and profits. Traditional CFOs were also gatekeepers, ensuring that company initiatives didn’t go forward unless they promised to generate acceptable rates of return. There’s nothing wrong with the traditional CFO. These are all functions essential to the success of any company. But the role of the CFO has expanded significantly in the past decade—so much so that you can no longer tell where the accountant ends and the strategist begins. In short, the world is changing, and CFOs have had to change with it.

For starters, investors are putting more emphasis on a
company’s growth prospects. In today’s volatile capital market, the stock value of companies reporting excellent current financial performance can be battered if investors sense any kind of slowdown in growth over the long term. What’s more, advances in technology are accelerating, and this can quickly render competitive advantages obsolete. Meanwhile, globalization is introducing a whole new contingent of competitors, many with advantageous cost
structures. All these challenges mean one thing: Instead of continuing to refine their business models, most companies are having to adapt and even transform them. 

In this charged environment, many CFOs have had to evolve from specialists in accounting to generalists in growth. My own curious career path at UPS is emblematic of this evolution. I started out driving a UPS package car and have held positions in areas as diverse as operations, industrial engineering, and finance, and I was previously
senior vice president of sales and marketing. Today I’m CFO of a company that has rethought its own business model in order to enhance future growth opportunities. Although moving from head of sales and marketing to the CFO job is pretty unusual, it isn’t as arbitrary as it might seem. 

We’re not only seeing more CFOs with diverse business backgrounds, but we’re also seeing CFOs evolve from their traditional roles as gatekeepers—cost cops—to enablers of growth. Their traditional focus on return on investment (ROI) has generally shifted to managing a balance between ROI and growth. Long absent from the corporate-strategy meetings, many CFOs today are—along with the CEO—primary drivers of corporate strategy. This journey from tactician to strategist has happened remarkably quickly as companies have responded to new realities in the marketplace.

The Seven Habits

Given their communications channels to investors, control of corporate financial resources, and broader knowledge of the business, today’s CFOs have greater opportunities than ever before to become corporate change agents. How, though, can they best use their growing clout to drive positive change and help lead company growth? 

Stephen Covey had a monster hit with his book The 7 Habits of Highly Effective People. With a nod to Dr. Covey, I think there are Seven Habits of Strategic CFOs. While not revolutionary, these habits can nevertheless help ensure that CFOs sustain their new roles as corporate change agents.

Habit #1: Take a Seat at the Strategy Table

The CEO is most likely your company’s chief strategist, but the CFO should be deeply involved with strategy formulation—not necessarily as a proponent of any one strategy but as an arbiter of various strategic options. 

It goes without saying that the CFO should be a regular part of meetings where corporate-strategy decisions are made. At UPS, the CFO is a part of our company’s Strategy Steering Committee, which includes a cross functional assembly of top executives. The Strategy Steering Committee meets at least once a month, and the CFO plays several key roles: bringing the perspective of investors into strategy discussions; evaluating the financial implications, capital requirements, and expected returns of various strategic options; and helping drive scenario planning. 

Scenario planning is a particularly important planning tool for the CFO and other corporate strategists. This is a beneficial exercise for looking outside the four walls of the company and identifying long-term marketplace risks
and opportunities associated with several strategic options. At UPS, rather than debating one central forecast we assess pessimistic, optimistic, and most-likely scenarios. As we formulate these scenarios, we determine where our revenue streams will be coming from and where we need to fill gaps in terms of capabilities and business lines to achieve these revenue objectives.

Habit #2: Define and Manage Return Expectations

Most larger companies aren’t monoliths but are portfolios of different business lines with different characteristics. Each business line probably will have different maturity levels, varying capital requirements, and different levels of asset intensity. A strategic CFO will define different, separate return expectations for each of these businesses and communicate clearly the return rationales to the market. 

At UPS, for example, we have five distinct business lines—including domestic small package, international small package, freight forwarding, UPS freight, and logistics/supply chain—and sublines within those businesses. On the whole, domestic small package is a large, mature business with good returns, but that doesn’t tell the whole
story. Express packages delivered via our air network need higher margins to cover the higher capital investments involved than do small packages delivered on our ground network. It’s my job—and the job of any strategic CFO—to communicate these varying expectations to investors.

Habit #3: Manage to the Portfolio
.
Another aspect of managing your business lines as a
portfolio is that there can be synergies and interdependencies among them that make setting return expectations more complicated. Lower rates of return might indicate that a particular business line needs to be dissolved or sold off, yet killing that business line could hurt better-performing lines in your portfolio. Strategic CFOs manage holistically to the portfolio instead of making investment decisions based on rigid rate-of-return requirements for each business. 

Our small-package and freight businesses at UPS, for example, are synergistic. Our established relationships with more than two million companies on the small package side afford us opportunities to win freight business from those same customers. Meanwhile, as freight shipments near their destination, they are sometimes divided into individual orders and placed into our small package delivery network. So freight helps feed the small package business and vice versa. 

In addition to managing diverse business lines, another dimension of managing to the portfolio involves growing the company organically, from the inside out, by extending and adding capabilities to the core business. Leveraging your existing capabilities to expand into adjacent, complementary lines of business can help your company meet the growth expectations of investors without the distractions often caused by acquisitions.


Habit #4: Help Nurture a Customer-Centric Growth Culture

One of the traps that CFOs can fall into is that they can get isolated from customers and lose track of what creates value for the customer. Over the long term, if your company isn’t creating value for the customer, you won’t be creating value for shareholders. 

A strategic CFO can help nurture a customer-centric culture in several ways. First, he or she should meet with customers regularly to understand their needs and concerns as well as escalate the resolution of unresolved problems. Second, assuming alignment around the customer is a priority, the CFO needs to make sure that financial systems are fully supportive of sales and operations.

Strategic CFOs can also ensure that any cost-savings initiatives don’t come at the expense of the customer. Here’s just one example: It might be tempting to save money by urging customer-service representatives in your call centers to keep calls short. Often, though, this just leads customers to make more than one call to resolve the problem, which ends up diminishing customer loyalty and ultimately raising costs.

Customer-centered growth is everyone’s job in the
organization, even if they don’t have direct contact with customers. For example, the CFO can help support compensation systems that reward managers based on customer-satisfaction measures along with the traditional productivity, revenue, and profitability metrics.

Habit #5: Don’t Be Afraid to Prune

As CFOs evolve from gatekeepers to growth enablers, it might make more sense to initially relax return requirements in order to greenlight promising growth initiatives. But with lower approval barriers should also come greater accountability for results.

CFOs should set specific metrics and return expectations along with timelines for achieving these returns. If a new product, new line of business, or new acquisition fails to meet these targets, the CFO shouldn’t be afraid to discontinue investments in the project. In other words, if you’re going to fail, it’s best to fail quickly before the financial damage spreads. 

Like gardeners, strategic CFOs know that pruning unhealthy branches can make the whole tree stronger. The CFO must be a truth teller, willing to make project sponsors—some of whom can get too attached to their initiatives or acquisitions—face the facts. By reporting current performance and modeling future results of growth initiatives, CFOs can help proponents understand why pruning might be necessary.

Habit #6: Fertilize in the Winter

At UPS, in our 100-plus years in business, we’ve seen a lot of business cycles. Depressions, bull markets, recessions, housing bubbles: That’s why they call them cycles. In fact, the country is entering a down cycle at present. 

It has been our experience that down business cycles are ideal times to keep investing in long-term growth initiatives. Long-term growth requires a long-term vision, and that vision shouldn’t be affected by temporary downturns.

I’ve read a number of financial studies that have
demonstrated that most acquisitions don’t create much economic value. But these studies also show that early acquirers—companies that make acquisitions early in the business cycle—are more successful. This makes sense because you can buy at a better price and gain certain competitive advantages before your competitors have a chance to catch up.

Habit #7: Know When to Buy and When to Build

Growth generally can come in one of two ways: organically, by increasing core business volume and building new capabilities, products, or lines of business, or by making acquisitions. How, though, do CFOs help their companies decide when to buy and when to build? 

At most companies, including UPS, the preferable option is to grow organically. This makes sense when the capabilities you need to add are a natural extension of your core business. If that’s the case, the time and resources needed to add these capabilities will likely be manageable, and it will be easier to meet rate-of-return requirements. 

Sometimes, however, when building capabilities in house will cost too much or take too long—letting your competitors gain critical competitive advantages—acquisitions make more sense. Having made dozens of small to mid-sized acquisitions in recent years, our experiences at UPS led us to a couple of key conclusions: First, buy capabilities rather than market share. Second, avoid the temptation to make trophy acquisitions. 

Companies should make most acquisitions to fill in capabilities they don’t already have and can’t easily build—rather than for the sole purpose of bumping up market share and revenues. Capabilities tend to last a lot longer than temporary spikes in market share. 

What’s more, when acquisition fever hits your industry, your company might be tempted to make a trophy acquisition or two. Paying a premium price for a premium company can work if you do your homework, but more often than not the projected savings and revenue synergies don’t fully materialize because of conflicting cultures and incompatible business models. Although it’s a longer road to travel, acquiring smaller, cheaper companies that
are considered fixer-uppers can pay off bigger over time. 

Whether the strategy is to build or buy, the strategic CFO needs to serve as an unbiased arbiter, performing modeling and presenting financial implications and risks for each new growth opportunity. 

Accountant, strategist, growth consultant, market analyst, investment banker, customer advocate, change agent: Today’s CFOs wear a lot of hats. Developing some basic but essential habits will help them remain critical driversof corporate growth strategy. 
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By: Kay Zekany, CMA



Accounting ethical lapses associated with financial shenanigans were in the spotlight earlier this decade, tarnishing the reputation of all accountants. 

But now, “Nobody cares much about accounting scandals anymore,” as Herb Greenberg reported in the July 7-8, 2007, article in The Wall Street Journal, “Accounting scandals: not a problem?” 

Have investors become jaded by the deluge of scandals of greater magnitude? Or do we accountants have a genuine opportunity to improve our reputation? To truly restore our reputation, we must all continue to be keenly attuned to making the right ethical choices.

Having good ethics goes beyond simply following the letter of the law. To quote The Statement of Ethical Professional Practice published by the Institute of Management Accountants (IMA®), “A commitment to ethical professional practice includes overarching principles that express our values and standards that guide our conduct.” IMA’s overarching ethical principles include honesty, fairness, objectivity, and responsibility. Its standards of ethical practice include: competence, confidentiality, integrity, and credibility.

As accountants, we typically don’t face ethical dilemmas on a daily basis. Instead, the dilemmas tend to surface during the quarter-end and year-end closing activities. Thus, we must be attentive to recognize ethical conflicts when they occur and then act appropriately in the presence of tension. How do you think you would fare if faced with such a situation? Maybe it’s time to test your ethical judgment with your response to 14 short business scenarios. To test your ethical awareness, carefully consider the following 14 scenarios, and make your best selection based on IMA’s ethical principles and standards of ethical practice. Your possible selections range from “good business practice,” indicating no ethical tensions involved, to “fraudulent accounting,” with each response sequentially moving one additional step away from good business practice and closer to accounting fraud. The middle response, “improper, but not fraudulent,” indicates that ethical tension is clearly present and could lead to pressure to misrepresent the true and fair financial condition if the business climate sours. The set of possible responses is the same for all scenarios. After choosing your responses, you can see how you did compared to the recommended responses and explanations provided.

Judgment is involved in selecting your responses. The short scenarios and limited set of responses don’t allow for a full contextual understanding of the business situation, so your “score” on these questions is less important than your rationale. That is, if your response is one step off the recommended solution, take heart if your rationale is sufficient. But if your rationale is significantly different from what is recommended, you need to reassess your priorities and make the appropriate adjustments to your professional life to ensure that your decisions are not only ethical but also legally appropriate. Remember, all it takes is one misdeed that constitutes fraud or conspiracy to face a long prison sentence and the destruction of your professional reputation.

Here’s the Test – Choose a. through e. for each of the 14 questions. 

1.    Intense pressure was on to keep the corporation’s stock from declining further. This pressure came not just from external investors and analysts but also from the CEO, whose financial well-being was precariously dependent on the corporation’s stock price.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

2.    A cadre of employees is compensated well in excess of the guidelines of the company’s approved salary and bonus schedules allowable for their positions. The company’s pay schedule is appropriate, up-to-date, and represents current market conditions.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

4. Financial information within the corporation is very closely guarded. Even some individuals with a needto know are denied full access to corporate information.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

5. Managing a specific financial ratio is tremendously
important to the company’s profitability. As a
result, management and outside analysts pay close attention to this ratio and its trends. This company’s reported quarterly ratio hovered within an incredibly narrow range, even though the period was an extremely volatile time for the industry.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

6. Each year, Internal Audit presents its final report of
completed projects for the year just ended along
with its plan for proposed audit projects for the upcoming year to the Audit Committee of the corporate Board of Directors. The rest of the year, Internal Audit reports to the CFO, who controls and directs their ongoing efforts and approves their promotions, salary increases, bonuses, stock options, and more.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

7. The CEO assigns Internal Audit the responsibility for generating an important operational reporting package that has no audit purpose or use. Its production is time-intensive, consuming most of the time of Internal Audit’s staff for at least the first six months of its inception. This effort drained scarce departmental resources and delayed scheduled audits.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

8. At the end of each month, the company estimates and books a particular business expense as an adjusting entry because it is subject to delayed billings. Until the company pays the bills, the accrued amounts remain in a liability account on its balance sheet. Because these accruals are estimates, the company reevaluates them periodically to see if they are at appropriate levels. Accordingly, the company routinely adjusts its accruals as it learns more about applicable charges.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

9. In an effort to reduce these accrued expenses
(above) to meet budget, the CFO directs General
Accounting to reduce a particular division’s specific
expense by $150 million. When General Accounting calls the Vice President of Finance of this division and asks her to reduce these expenses for her division, she refuses because there is no support for the entry. Consequently, the requested journal entry is prepared in General Accounting at Corporate.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

10. In an attempt to reduce operating expenses, the company capitalizes “rent” on underutilized assets (excess capacity) as prepaid capacity.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

11. An accountant in General Accounting feels uncomfortable with this accounting treatment (above), believing that even considering preparing a journal entry to meet budget is “wrong and beyond aggressive accounting.” He brought his concerns to the CFO, who explained the business rationale behind the entries, saying that these things were occurring to “bring the cost structure down.” As the meeting ended, the CFO assured this accountant that everything would be okay. Nevertheless, the accountant wanted to resign but didn’t have another job available. Despite his concern, he did nothing to communicate the issue to either internal or external auditors because he was concerned for his job security and had a family to support.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

11.   The Controller also did nothing to stop the questionable capitalization above, despite the fact that he, too, felt uncomfortable with the entries. To the contrary, he encouraged the questionable accounting treatment.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

12.    The CFO leaves voice mail for the CEO that says, “This MonRev [monthly revenue report] just keeps getting worse and worse. The copy, um, the latest copy that you and I have, already has accounting fluff in it…all one-time stuff or junk that’s already in the numbers. With the numbers being, you know, off as far as they were, I didn’t think that this stuff was already in there….We are going to dig ourselves into a huge hole because year to date it’s disguising what is going on on the recurring, uh, service side of the business….” Nonetheless, they ultimately did make their numbers that quarter. The CEO gave no indication in the Securities & Exchange Commission (SEC) filings that the company was using nonrecurring revenue items.

a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

13.   The company has a long-term minimum purchase
contract with a major customer. Under the terms of the contract, the customer agrees to refund $100 million if they fail to meet these required minimums on an annual basis, cumulatively measured at the end of five-year periods. By the end of the second year, forecasts show that this particular customer would again fall short of its annual purchase commitment. Thus, the company begins to accrue revenue on this contract ratably at $5 million per quarter.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting

14.   Accounting records that should have documented the transactions under review were, in many cases, either nonexistent or in such disarray—for example, in a storage room that was disorganized and had piles of paper on the floor and spilling from boxes— that enormous effort was required to locate and identify them.
a. Good business practice
b. Perfectly ethical, but raises a red flag
c. Improper, but not fraudulent
d. Improper and a possible indicator of fraud
e. Fraudulent accounting
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