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Cover Story

Out of the Rumor Mill into Reality:
Changes to Michigan’s SBT on Horizon

Rumors of changes to Michigan’s business tax structure became a reality in late January with the release of
Gov. Jennifer Granholm’s proposal to alter the Single Business Tax (SBT). Interest groups are lining up to
communicate their positions, attempting to ensure their respective constituencies are properly protected,
while policy-makers struggle with conflicting messages.

Essentially, Granholm's proposal SBT changes are sure to be a
cuts the existing SBT rate by 37 percent. She hopes to make Michigan more ot topic of discussion at
attractive for job providers by increasing the profit component of the tax MACPA’s upcoming Members
base

Advisory Forum.

for corporations, and bringing taxes on insurance companies in line with the
national average.

Other key elements of the plan include:

Simplification by eliminating the excess compensation reduction, the gross receipts reduction and the
unincorporated credit.

. A 35 percent refundable personal property tax credit for manufacturing and R&D property.

. Tax credit to encourage R&D companies to grow.

-

As rumors of changes to the SBT circulated, the MACPA State and Local Tax Task Force created a
subcommittee on tax restructuring in order to offer an objective voice and independent perspective.

“The proposed changes reflect a tax shift,” explained Sam Hodges, senior manager, KPMG, and chair of
MACPA'’s Tax Restructuring Task Force (the new subcommittee of the State and Local Tax Task Force). “There
will be winners and losers. Certain interest groups have a lot at stake and are making their voices heard. As
CPAs, we can look at the impact of proposed legislation and present an opinion without bias.”

“Our Tax Restructuring Task Force has created a numerical model to evaluate the Governor’s proposal; and
we’'ve let Lansing lawmakers know we can help by providing an objective review,” Hodges said.

In fact, representatives of the Tax Restructuring Task Force were invited to meet with senior Department of
Treasury officials, including State Treasurer Jay Rising, on March 8, 2005. Since the official draft legislation —
called the Michigan Jobs and Investment Act — was released that same day, the group discussed details of
the legislation and a summary prepared by the Department of Treasury.

“Our meeting with Treasury was significant in that it gave us a chance to discuss the newly proposed
legislation and to let them know CPA’s are available to assist them. This connection with Treasury will afford
us the opportunity to compare our model with theirs, and potentially identify some legislative problems
ahead of time,” Hodges said. Emphasizing that the Task Force’s role was not to pick winners and losers,
Hodges said his subcommittee may be tapped to testify in hearings on the ramifications of the proposed law
change.

If approved by the Legislature, the Michigan Jobs and Investment Act would go into effect for the tax year
starting on or after January 1, 2006. Adoption will require changes to two Michigan laws — the General
Property Tax Act and the Single Business Tax Act. Review the proposed legislation for the Michigan Jobs and




Investment Act and the General Property Tax Act and the Single Business Tax Act, as well as a Department

of Treasury summary.

For more information, download the Governor’s FAQ, summary and white paper, or contact the MACPA
Government Relations Department.
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Your Actions Speak Louder than Words
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In the midst of another tax season and the growing debate over SBT, Benjamin Franklin’s

except death and taxes.”

of what “season” it is.

John H. Higgins
2004-2005 MACPA
Chair of the Board

First, our cover story
on the Governor’s proposed changes to the

Single Business

Tax (SBT). As rumors of SBT changes circulated, our State and
Local Tax Task Force launched a CPA version of a “special forces
team” — they created a subcommittee to develop a financial
model that could be used to analyze proposed SBT changes.

The purpose was not to become embroiled in the politics of tax
changes or to campaign on behalf of any special interest group.
Rather, they took the stance that CPAs could provide objective
analyses and unbiased review of the ramifications of potential
changes to the SBT.

This special task force has made its model available to state

famous quote rings louder than ever: “In the world nothing can be said to be certain

Another certainty, from my perspective as chair of the MACPA, is that our members —
from private industry, public accounting, government and education — are an amazing
resource and are always willing to provide their expertise for the public good, regardless

A number of articles in Leaders’ Edge illustrate my point.

A side note from John:

This month, I’'m delighted to honor Peggy
Dzierzawski’s leadership of the MACPA as she
renews her Certified Association Executive (CAE)
credential. | have the pleasure of working very
closely with Peggy, as I’'m sure so many of you have
during her long tenure with this organization. As a
CAE, Peggy is among the top five percent of
outstanding association executives in the country.
The credential simply verifies what we at MACPA
already

know ... strong leadership makes for a strong
association. We appreciate the passion and energy

she devotes to our profession.

lawmakers and administrators and has had an opportunity to discuss it with state officials.

Furthermore, other articles bring to light the many efforts of our members to improve the lives of others. For
example, our New Professionals have taken on numerous community service activities including Toys for
Tots, Habitat for Humanity and Race for the Cure. Our member volunteers — again, members from every
segment of the profession — generously donate their time and expertise to other important initiatives such
as our High School Leaders Conference, the Volunteer Accounting Service Team of Michigan Tax Assistance
Program, tax call-in programs, Junior Achievement and our recently established Hospice of Michigan (HOM)

partnership. (Read a recent article.)

Our HOM partnership is remarkable in that it has snagged the attention of the AICPA’s Financial Literacy Task
Force. They’'ve prepared a case study on our program to demonstrate “best practices” in state society

financial literacy efforts.

Because the financial impact on end-of-life planning for families can be devastating, our Task Force is
stepping in to provide support and education on financial matters. The key component is the development of
a set of flowcharts that can be used by HOM social workers to guide patients and families through critical
financial issues. This program has enormous potential for helping large numbers of people from all income

and ethnic groups.



Our members are so passionate about this program, their work on developing the flowcharts has continued
during tax season, often late at night or on weekends. The flowcharts will be completed by spring, and the
Task Force will begin efforts to train social workers on how to utilize the materials.

Beyond these “high profile” Michigan projects, CPAs around the country are shaping the future of our
profession. Whether it’s through our MACPA survey on web-based CPE, or AICPA’s effort to gather feedback
on peer review transparency or any one of a number of important initiatives, your opinions matter. |
encourage you to stay involved, or get involved.

While media attention often turns to CPAs during tax

season — and it’s great to be able to promote the value of the CPA — | know our members are busy with a
range of significant projects. Our actions do speak to our commitment to serve and protect the public. Or, as
Ben Franklin aptly said: “Well done is better than well said.”
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The AICPA celebrates 20 years of supporting CPAs in the expanding field of personal financial planning by
developing a dedicated community for PFP professionals. More than 23,000 members provide these services
and another 60,000 provide limited PFP services as an extension of their tax practices.

The Personal Financial Planning Community provides
valuable resources to support CPAs who provide

professional and ethical financial planning. Features of

the site include consumer articles, frequently asked
questions, decision tools, Java calculators, a powerful
search engine, and content addressing engagements,
estate and investment planning, personal income tax,
retirement planning, insurance and risk management,
personal finance, practice management and
regulatory and statutory issues.

The development of this Community comes in
response to CPA financial planners asking for a
“home” to share, collaborate and network with peers,
according to Joel Framson, CPA/PFS, chairman of the
AICPA PFP Executive Committee.

The Community was also developed to educate
consumers about personal financial issues and

Who the Personal Financial Planning Community Serves

The primary audiences are:

CPA financial planners providing services to consumers of all ages
in personal financial planning, insurance and risk management,
investment management and advisory services, and tax,

retirement and estate planning.

CPAs serving in a fiduciary capacity.

CPAs interested in developing a niche practice in any area
of financial planning.

CPAs in business, industry and government who are
looking for information, tools, and resources in financial
planning.

CPA firms looking to either hire or outsource to a CPA/PFS.
Consumers searching for personal finance information.
Consumers looking for a CPA/PFS to provide professional

advice.

connects them with AICPA-credentialed personal financial specialists (PFS). A special Consumer Content
section helps consumers determine their need for a financial planner and educates them on financial topics
like budgeting and saving, managing credit, keeping financial records and deducting charitable contributions,

to name a few.
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Financial Literacy

Investing for Women:

Tackling a Knowledge Gap to Take Control of Financial Future
By Daniel Yuhn and William Jeffrey,

Legatia Wealth Advisors LLC

Recent surveys regarding women'’s attitudes, knowledge and involvement in their financial lives have
revealed that women are more interested and informed about money than ever before. In fact,

42% of women say they are more knowledgeable than five years ago;
64% feel more knowledgeable;

55% have invested for their retirement;

70% say the more money they have, the better they feel.

However, women remain uninvolved in issues critical to their long-term welfare.

80% wished they had learned more about investing growing up;
60% do not understand how a mutual fund works;
. Only 35% consider themselves very or somewhat knowledgeable about investing.
A recent AICPA survey showed that American women strongly believe they need to learn more when it comes
to managing their finances. Seventy percent of women indicated problems with credit card debt and savings
strategies, while 30 percent described themselves as "confident" or as a "risk taker" when it comes to
managing their finances.

That means a large percentage of women are not confident when it comes to investment and financial
planning. And, they actually have more at risk. Why?

Based on research from some investment companies, nine out of 10 women will be solely responsible for
their finances or their family’s finances at some point in their lives.

Women need more in retirement because on average they live longer than men. Currently women represent
approximately 72 percent of social security recipients age 85 and older. (Source: Social Security
Administration). Unfortunately, women on average make less money than men and spend fewer years in the
workforce due to family care giving constraints. The reduced time on the job and unequal earning translate
into less money contributed to retirement savings plans.

Avoid Common Mistakes

Women invest later in life and more conservatively. Because women may not be completely
comfortable or familiar with some investments, they postpone investment opportunities. These missed
opportunities diminish the power of compounding interest on your investments. ldeally, investments should
outpace inflation after taxes. A too-conservative approach increases the chances that retirement dollars will
be eaten up by inflation.

Women are less likely to participate in the company retirement savings plan. If your employer offers
a plan, you should participate, especially if the plan offers a matching contribution. You are never too young

or too old to save for retirement.

Women are much more likely to take care of family “wants” before saving for their own



retirement. Even regarding education, your children can borrow funds through financial aid or receive
assistance from scholarships and work study programs.

Good News

The good news is that women are smarter investors. Based on a study conducted during the mid 1990s by
the University of California, women’s portfolios outperformed men’s by 1.4 to 2.3 percent. What secret
factors account for this result?

Women spend more time researching their investment choices, according to the National Center for Women
and Retirement Research. This process keeps women from chasing the “hot stock” on a whim. Since women
are typically not impulsive or over-confident regarding trading, they have the tendency to stay on track with
their investments. Women consider the products, services and the ethics of companies before investing.

What to Do Now?

There are many ways CPAs can get involved in financial literacy efforts for women and the general public.
First, members can visit the MACPA financial literacy web page to learn about Association-sponsored efforts,
including the Accounting Blitz with Junior Achievement, tax preparation assistance with VASTMI and
development of financial tools for families in hospice care.

Through the 360 Degrees of Financial Literacy program, sponsored by the AICPA and state societies,
members can access free online training, volunteer on a national database and access a variety of resources.

About the Authors

Daniel Yuhn and William Jeffrey are partners at Legatia Wealth Advisors LLC, Troy. Yuhn serves on the
MACPA'’s Personal Financial Planning and Financial Literacy task forces. Be sure to look for their upcoming
articles on specific issues addressed here, as well as practical advice for incorporating these solutions into
your practice.

Women's Financial Literacy Campaign
to be Launched by AICPA and National Endowment for Financial Education with The Advertising
Council

Public Service Advertisements to Stress the Need For Women to Take Responsibility for Better Money-
Management Behaviors

Last June, the AICPA partnered with the National Endowment for Financial Education and The Advertising
Council, to produce America's first, national financial literacy campaign targeted toward women. The three-
year program is designed to help women across a wide demographic group to become more aware of
financial literacy issues. The women'’s financial literacy effort is just one element of the AICPA’s overall
financial literacy effort embodied in the 360 Degrees of Financial Literacy program.

The AICPA also has established the National CPA Financial Literacy Commission, headed by Carl George,
CEO of Clifton Gunderson LLP, a regional CPA firm based in lllinois. Under his stewardship, the Commission
will offer thought leadership in financial literacy and build liaisons with key influential groups in this area.

Women's financial literacy information will be available about the National Endowment for Financial
Education - The Advertising Council initiative through a toll-free telephone number or by visiting a web site,
both of which will be advertised through the public service campaign.

To assure CPAs are prepared to be successful volunteers in their communities, the AICPA has created a new
online course, offered to AICPA members free of charge to review crucial financial literacy issues. CPAs who
complete the course receive two CPE credits from the AICPA.



360 Degrees of Financial Literacy: Consumers can find information to help them make sound financial
decisions at every stage of their lives, from childhood to retirement.

Financial Literacy Volunteer Database: The AICPA has established a volunteer database where members can
register their interest in participating at both the national and local levels in the financial literacy effort. The
database is available online through the AICPA Volunteer Central. The MACPA, as well as other state
societies, are utilizing the database to identify members who are interested in financial literacy.
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Financial Literacy
JA In a Day! MACPA Accounting Blitzes Are Coming Soon!

The MACPA is proud to once again sponsor and participate in the MACPA Accounting Blitzes in partnership
with Junior Achievement (JA). Dates and schools are being confirmed — so now we need you, the volunteer!

For the spring Blitz, MACPA has openings for volunteers to visit Detroit, Flint, Lansing, or Saginaw schools.
You will teach business basics to a classroom (classes range from kindergarten through eighth grade).
Utilizing JA’s proven teaching tools, you could spark a child’s interest in pursuing an accounting career.

It's easy to participate. Volunteers undergo a training session using JA's award-winning lesson plans. Then,
on the day of the Blitz, volunteers spend one day in a classroom teaching the JA curriculum to one of the

most impressionable audiences you’ll ever face — elementary students!

Volunteer today by selecting a city (below) and complete the form. The MACPA will contact you with further
details.

Detroit Flint Lansing Saginaw

If you have any questions about the Accounting Blitz, contact the MACPA Member Services Department or
call 248.267.3700.
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Financial Literacy
MACPA Members Use Expertise to Help Others

What better way for an accounting professional to help the community than to provide desperately needed
financial services, such as free tax preparation to low-income individuals and families? Nearly 30 MACPA
members did just that recently when they participated in the Volunteer Accounting Service Team of
Michigan's (VASTMI) Tax Assistance Program.

The VASTMI Tax Assistance Program organizes more than 20 sites
in Wayne, Oakland and Macomb counties through mid-April each
year. For the past two years, the MACPA has “adopted” one of
those sites — Focus: HOPE in Detroit — for two days during tax
season by providing volunteers, staff and computers to sustain the
site. Additional MACPA members have donated their time and
assistance to help at other VASTMI sites.

An initiative of the MACPA Communications Task Force, the
MACPA's site helped process refunds totaling nearly $100,000 to Tiffany Mace, left, of St. Clair Shores has her taxes
the Metro Detroit community on January 29 and February 5. prepared by Communications Task Force Chair
Amy Drouillard.

Tiffany Mace, a St. Clair Shores resident, had her taxes prepared
at the February 5 event.

“It was very helpful because | need assistance with preparing my tax documents,” Mace said. “The process
went smoothly and my preparer was very friendly; | would definitely come back next year.”

VASTMI’s program returns more than $6 million in tax refunds and credits annually. By helping clients
navigate their tax rights and responsibilities, this program helps clients provide for themselves and their
families.

Students Volunteer Their Time to Make

Program a Success

Several MACPA student volunteers participated as either a volunteer or “volunteer-in-training” by observing
an accounting professional at the tax assistance program.

Andrew Hamric, Walsh College, said he enjoyed volunteering for this program for several reasons. “It gave
me exposure to and an appreciation of the circumstances of those less fortunate than I, ” Hamric said. “I
got to practice applying my knowledge of taxes in the best possible manner — in an environment that is
‘real world’ rather than a classroom setting.”

Hamric said he’d recommend volunteering for VASTMI to any student, because it gives students real-world
experience while at the same time providing help to people who are very grateful to receive it.

Student volunteer Iman Hanna, from University of Dearborn — Michigan, said: “lI wanted to help other
people who can't afford to pay a tax preparer. | felt this was a great way to give something back to my

community utilizing my education and computer skills.”

“It is a great feeling knowing you're helping other people,” she added.



Jim Moss, a student at Baker College in Flint and president of the Baker College Accounting Association,
enjoyed his volunteer experience as well.

“Overall, the tax assistance program has been a terrific experience,” he said. “As students, we are always
looking for additional means of building on our education. We want to learn how to walk, talk, act and work
like the best accountants and CPAs. I'd like to thank VAST and the MACPA for giving us opportunities like
the tax assistance program. I'll be a better CPA someday, because of experiences like this.”
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Students Learn About the World of Business at MACPA Conference

Judy Hegelund of Deloitte presents

Planes, Trains & Automobiles.

The MACPA hosted its third annual High School Leaders Conferences,
reaching more than 500 students in three locations, to encourage students
to consider accounting as a career choice.

The program evaluations indicate that the Conferences were a huge
success. More than 94.5 percent of participating students indicated after
attending the Conference they would consider a career in accounting.

A student from Detroit’s Northwestern High School who attended the day-
long event at Wayne State University said: “l enjoyed finding out about an
industry that you normally don’t hear a lot about. This Conference also
gave me an outlook on what seems to be a successful career.”

The events, offered at no cost to attendees, took place on February 1 at
Oakland University in Rochester, February 8 at Wayne State University in
Detroit and March 2 at Aquinas College in Grand Rapids. This is the first
year the event was held at Aquinas.

High school juniors and seniors attended the event along with their teachers, principals and counselors to
explore the unlimited career opportunities available to them in business and accounting.

“I liked learning about all of the different areas that accountants can
get involved in, instead of working behind a desk,” said a Sterling
Heights High School student.

More than 500 students and a total of 70 teachers, principals and
counselors participated. This is nearly 200 percent more attendees
than last year’s events reached.

Local CPAs and other business leaders were among speakers who
provided an insightful, accurate and realistic representation of what
the CPA profession is all about. Speakers included La’Mont
Muhammad, KPMG; Steve Moore, Internal Revenue Service; Jeff
Gustinis, Ernst & Young; Melissa Force, Walsh College; Paul Bryant,
Plante & Moran; Paul MacDonald, Detroit Red Wings;Tim Gortsema,
Grand Rapids Griffins and Grand Rapids Rampage; and Jepharya
Badie, PricewaterhouseCoopers.

Darryl Jackson of DaimlerChrysler presents

Accounting Gives You an Edge.

“l enjoyed the speakers and the insight they gave about accounting as a
profession,” said a Farmington High School student.

Speakers discussed the potential of a career in accounting; how to use
accounting to detect fraud; accounting in the entertainment world; the
advantages of a career in public accounting and more.




Paul MacDonald of Detroit Red Wings

Inc. presents That's Entertainment.

The events are also designed to help guide students as they make choices
on the academic path leading to a chosen profession. A panel of college
students and new professionals explained what to expect in college and as
they enter the workforce.

Since its inception in 2003, the High School Leaders Conference has grown
significantly. A single Conference was held in its first year and two
Conferences were held in 2004 due to their popularity and growth. The
2005 demand necessitated three events.

The 2005 Conferences were sponsored by Deloitte LLP, Ernst & Young PC,

KPMG LLP, Plante & Moran PLLC and PricewaterhouseCoopers LLP. They
were presented in partnership with the National Association of Black
Accountants — Detroit & Lansing Chapters, Oakland University, Wayne State
University and Aquinas College.
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Corporate Finance

A Conversation with the Chief Accountant of the SEC: In the Public Interest
Source: Journal of Accountancy (Jan. 05, page 63). Copyright © 2005 by the American Institute of CPAs, Inc.
Reprinted with permission.

Second in a series of interviews with the SEC’s Office of the Chief Accountant. Read Part | in the last issue of
Leaders' Edge.

If you feel like the world is changing faster than you can keep track of it all, you’re not alone. The JofA
recently spent a day at the Office of the Chief Accountant of the SEC, talking about changes at the SEC, the
world of regulation, the global marketplace and the CPA profession itself. Over the past year and a half, SEC
Chief Accountant Don Nicolaisen has restructured and more than doubled the size of OCA, and improved
communications between OCA and other divisions within the Commission. These changes have enabled
Nicolaisen and his team to take on additional areas of responsibility, such as oversight of the PCAOB, and to
be more proactive in a number of areas including accounting and auditing matters, testing and considering
the use of new technology and risk management tools, and getting out in front of issues. Of all his
accomplishments in the past year, Nicolaisen says he is most proud of restructuring and strengthening the
office, and credits much of OCA’s success to the hard work and dedication of his staff. OCA now has three
Deputy Chief Accountants with specific areas of responsibility: Scott Taub (accounting), Andrew Bailey
(auditing) and Julie Erhardt (international). Robert Burns is Nicolaisen’s Chief Counsel. (For part one of the
series, an interview with SEC Chief Accountant Donald Nicolaisen, see the January/February issue of Leaders'
Edge.) In part two, we asked Nicolaisen’s four senior leadership team members to each offer one key
message to the readers of the JofA. Here are their responses.

SCOTT TAUB

Deputy Chief Accountant, Accounting

My key messages are that improvements can be made to financial reporting now, without the need for
additional rules from the SEC or the FASB, and to remember that the purpose of financial statements is
communication—to provide information to the readers of financial statements about the operations and
financial position of the business. Preparing financial statements, footnotes and related disclosures shouldn’t
simply be viewed as a compliance activity, but rather as a way to explain what went on. If you approach it
that way, you’re more likely to make the right choices.

Users of financial statements, investors, preparers, auditors and others often provide us with helpful
suggestions to improve financial reporting. This is a useful dialogue that we encourage. In some cases the
suggestions require rulemaking before they can be implemented. But, more often than not, there is nothing
to prohibit companies from making the suggested improvements—rulemaking would only be necessary to
require the improvements across the board. So | would urge preparers to embrace these changes now. Don’t
make improvements only when the FASB or the SEC issues rules.

For example, many users ask for information on the cash flow statement under the direct method, additional
segment information beyond the minimum requirements in Statement 131 and additional disclosures about
financial instruments. There’s nothing that stops companies from providing that information right now.

Another area where disclosure could be improved and made more relevant is in management’s discussion and
analysis. There’s no need to regurgitate the boiler-plate language of the past—*“sales increased 12.1%” or
“increases in volume were offset by decreases in pricing.” The disclosure can be much more descriptive and
robust by highlighting the big things: “We had a new product launch” or “The new product sold 20% more
than the product it replaced.” | would encourage preparers to focus the disclosure on these types of issues



and provide a clear and complete picture that is user-focused. Think of what users would want to know and
look for ways to improve communication right now.

If accountants and auditors approach disclosure as a communication exercise where the interest of investors
comes first, 1 believe that, for example, companies will be less likely to enter into transactions structured
primarily to move things off the balance sheet without actually significantly changing the company’s risk
profile.

Finally, 1 should mention that as a result of restructuring and doubling the size of our office, we have a
greater capacity to get out in front of issues. So | would encourage your readers and others to engage in a
dialogue about the issues you're facing today. Let’s be proactive, anticipate what’'s around the corner, and
deal with troublesome matters before they become a crisis. That’s an important part of our mission, and we
need to work together to ensure that our capital markets remain strong and vibrant.

ANDREW BAILEY

Deputy Chief Accountant, Auditing

My key message to CPAs is: Let’s get back to the basics where the core service is auditing. I'd like to see the
quality of the audit once again be the highest priority of every firm; everything else should take a second
seat. That’s not to say that firms shouldn’t provide other value-added services, but they need to regain and
hold investor confidence in the audit. Auditors have a special duty to the investing public, and we need to get
back to the point where a firm’s signature on the audit of the financial statements discharges that duty by
adding credibility to the financial reporting process. | think we’re making progress, but we still have much to
do.

An important piece of the progress that has been made to date can be attributed to the PCAOB. With
auditors, the PCAOB and the SEC working together, | believe we can make a difference—catch problems
early, have fewer restatements caused by management or auditor failures, and have fewer and smaller
frauds with less impact on our markets. Internal controls are a key element to achieve this. Also as the
inspection process matures, it will provide the investing public and the SEC with more information on how the
firms function in the public interest. The information and insights coming out of the inspection process will, |
believe, improve the quality and uniformity of audits across clients and across firms by identifying, among
other things, best practices.

ROBERT BURNS

Chief Counsel

As Chief Counsel in OCA, | advise the Chief Accountant and his staff on legal, regulatory and congressional
issues. My message is to remind your readers that the mission of not only OCA but also the entire SEC staff
is to be the investor’s advocate. We, along with the PCAOB and many members of the accounting profession,
are working hard to restore investor confidence in the markets, in accounting and auditing, and in public
companies’ financial statements. One way the commission staff accomplishes that mission is to bring
enforcement or disciplinary actions against people who violate GAAP, professional standards and commission
rules. As important as it is to punish those who have done wrong, however, it is equally important that those
who do a good job of financial reporting and auditing are rewarded in the marketplace.

One important measure to restore investor confidence is the new requirement for management and auditor
assessments and reports under section 404 of the Sarbanes-Oxley Act. The OCA staff believes that, of all the
reforms in the Act, these examinations of companies’ internal control systems have the greatest potential to
improve the quality of financial reporting. To give companies and auditors more time to finish their
examinations and to prepare their reports, the SEC recently extended the deadline for certain companies to
file the reports with the Commission. We recognize that some companies may announce material weaknesses
in their controls but, because these are the initial assessments under section 404, such announcements
should neither be surprising nor trigger an immediate or severe reaction from regulators or the markets.
More important than the initial disclosure of a material weakness should be how a company plans to



strengthen that weakness and patch any hole in its control system.

As we do with other new reporting requirements, the Commission staff intends to review the effectiveness
and efficiency of the internal control reporting rules after the initial reports are filed. We would like to hear
from your readers about their experiences in complying with the rules, especially comments that would help
us either identify best practices or find ways to streamline the rules and possibly make them more cost-
effective.

In short, while OCA will assist in bringing enforcement actions whenever appropriate, we also are eager to
help resolve issues before they reach that critical stage. Contacting OCA to resolve issues early in the
reporting process and provide feedback on our rules are two significant ways that the accounting profession
can help protect investors.

JULIE ERHARDT

Deputy Chief Accountant, International

I'd like to pose a question to your readers: Are you today getting ready for the international-based financial
reporting system of the future? It's probably easy with so many things going on day to day for an accountant
to say, “That international stuff doesn’t affect me today, so | need not worry about understanding it now.”
But one requirement for the SEC to ultimately accept an international financial reporting system is that it be
firing on all cylinders—and one cylinder will be that all accountants are knowledgeable about the international
financial reporting standards. So for accountants to think that they will wait to get knowledgeable about
internal financial reporting standards until the commission accepts them presents a Catch 22 situation. This
Catch 22 situation could keep what’s best for the public interest from happening in as timely a manner as it
could.

Lest people conclude that this matter only affects “big company” CPAs, | would observe that with the advent
of the Internet even smaller and medium-sized businesses are conducting business across borders. | would
also observe that it is the personal responsibility of every CPA to become engaged in the significant current
issues facing the profession. The movement toward greater use of international financial reporting standards
is one such issue. | do not think a CPA can stay distant on this matter on the basis that it does not affect his
or her work tomorrow morning. Being a CPA is not just a job; it's a profession. That profession brings with it
the attendant responsibilities.
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AICPA Addresses Fraud In Audit
Committee Guidance

As part of its ongoing fraud-prevention program, the AICPA recently issued guidance to help U.S. audit
committees understand one of the most significant of fraud risks: management override of internal controls.

The guidance, Management Override of Internal Controls: The Achilles’ Heel of Fraud Prevention — The Audit
Committee and Oversight of Financial Reporting, is available free of charge and may be found on the Audit
Committee Effectiveness Center page of the AICPA web site.

“Our guidance outlines specific steps audit committees can take to address the risk of management
overriding established internal safeguards,” said John Morrow, AICPA vice president — The New Finance. “Had
audit committees taken these steps, many financial frauds may have been prevented.”

“Proper guidance for audit committees is particularly important in the wake of such widely reported financial-
reporting frauds as WorldCom and Enron,” Morrow added. One of the most common examples of
management override is the posting of fictitious journal entries to overstate revenues or understate
expenses. In this scenario, the chief financial officer and controller generally are the architects of the fraud,
with lower-level accounting employees serving — usually through fear of losing their jobs or naiveté — as
accomplices.

In most instances, the fraud is intended to be a temporary solution to a missed earnings target. One false
financial report, however, invariably leads to another, resulting in a domino effect that culminates in the
collapse of the company.

According to the Association of Certified Fraud Examiners’ 2002 Report to the Nation on Occupational Fraud
and Abuse, the average length of time from inception of a financial-statement fraud to its detection is 25
months.

Management Override of Internal Controls identifies six key actions the audit committee should consider:

Maintaining skepticism

Strengthening committee understanding of the business
Brainstorming to identify fraud risks

Using the code of conduct to assess financial reporting culture
Ensuring the entity cultivates a vigorous whistleblower program
Developing a broad information and feedback network

Maintaining skepticism. With an appropriate attitude about the ever-present risk of management override,
audit committee members can use their knowledge of the business and related financial statement risks to
oversee that risk. In addition, an open display of skepticism, in itself, can be a deterrent to management
override of controls.

Strengthening committee understanding of the business. The identification of fraud-related incentives
or pressures begins with each audit committee member obtaining a solid understanding of the business. This
working knowledge can be used to assess fraud risk as the audit committee evaluates press releases,
analysts’ forecasts and reports, and financial reports to shareholders.



Brainstorming to identify fraud risks. Members of the audit committee can improve their effectiveness by
discussing among themselves the potential for fraud. Possible brainstorming agenda items may include the
results of whistleblower hotline calls, fraud risk assessments performed by the company’s independent
auditor, and fraud risk factors or concerns identified by audit committee members.

Using the code of conduct to assess financial reporting culture. The audit committee can use the code
of conduct as a benchmark to assess whether the “tone at the top” and management’s actions will preserve
the highest levels of integrity even when there is the pressure and opportunity to commit fraud.

Ensuring the entity cultivates a vigorous whistleblower program. The audit committee can help create
strong antifraud controls by encouraging a culture in which employees view whistleblowing as a valuable
contribution to both the workplace and their own futures. Successful whistleblowing procedures require
strong leadership not only from the audit committee, but also the board of directors and management.

Developing a broad information and feedback network. The audit committee should cultivate a network
that extends beyond senior management. Such a network may include internal auditors, independent
auditors, the compensation committee and key employees. The audit committee may consider meeting
periodically with representatives from each of these groups to discuss matters affecting the financial
reporting process. Inconsistencies in information obtained from these sources may indicate management
override of internal controls.

“All audit committees, even those not covered by the Sarbanes-Oxley Act of 2002, should seriously consider
establishing a whistleblower hotline,” Morrow said. “It’'s the number one method for catching fraud at the
management level.”

The AICPA has produced separate whistleblower guidance, titled Anonymous Submission of Suspected
Wrongdoing (Whistleblowers) — Issues for Audit Committees to Consider. It is also available on the Audit
Committee Effectiveness Center page.

Management Override of Internal Controls and the whistleblower guidance are the latest in the AICPA’s
portfolio of resources for audit committees. In 2004, the Institute issued an Audit Committee Toolkit, which
provides a set of best practices for audit committee members. The AICPA also sponsors the Audit Committee
Matching System, which helps organizations find CPAs with relevant knowledge and experience to serve on
their audit committees.



March / April 2005 Leaders' Edge PRINT

Practice Management

Toolbox Tips
By Mary Bartlett, COO/Firm Administrator, MSW Group, PLC in collaboration with Michigan Chapter of the
Association of Accounting Administration

What's in a tax season? Some may say, “Lots of stress,” while others say, “Season of Opportunities.” | vote
for the latter, because it’s the perfect time:

To involve younger, less experienced team members in meetings with clients, building the relationship
with your client service team.

To show off your offices and your team!

To develop your team. Challenge them to document as many new opportunities they can identify to
extend additional services to the client(s). Award a prize after the “Season of Opportunities” to the
individual who submits the most ideas.

To use the database of new opportunities identified by your team to service your clients throughout the
year. The proactive approach will impress your clients!

To implement new efficiencies. This is another area where team members could be awarded for
submitting ideas.

To continue education through training “lunch-and-learns.” This venue not only imparts timely
information, it builds camaraderie among the team.

Seize the “Season of Opportunities,” by building your client relationships and developing a more experienced
and satisfied team!
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Task Force Q&A with Treasury Officials Provides a Few Surprises
By Jim Manley, Senior Manager,
PricewaterhouseCoopers LLP

On January 28, 2005, the MACPA'’s State and Local Tax Task Force held its annual Question and Answer
session with the Michigan Department of Treasury at the James B. Henry Center in Lansing. The meeting
provided its usual assortment of valuable insights from Department officials regarding recent state tax
matters, as well as a few surprises regarding some Single Business Tax (SBT) technical issues.

Among those in attendance representing the Department of Treasury were  giate Tax Q&A

Julie Croll, chief deputy state treasurer; Jim Montgomery, director, Audit The complete list of the State and
and Compliance Bureau; Ron Rhoda, director, Tax Processing Bureau; Steve | g.al Tax Task Force's prepared
Hilker, director, Customer Service Bureau; and Elizabeth Oyen, director, questions and the Department's
Tax Policy Bureau. written answers are available on

MACPA'’s web site.
Advisory Groups

One of the first items addressed was the resurrection of the Tax Advisory Groups (formerly known as the
Commissioner Advisory Groups).

An Income Tax Advisory Group has been formed and held its first meeting in December 2004 to develop a
charter and objectives, as well as discuss technical issues. For more information regarding this Group, please
e-mail Task Force member Larry Larmee or call him at 248.646.6044.

Formation of a Business Tax Advisory Group is anticipated within the next few months. The group will be
small with a broad cross section of interests, in hopes of efficiently dealing with issues facing the business
community.

SBT Surprises

One of the first “surprise” Department responses came with a question about “business activity.” The
question was in regard to financial transactions (e.g., trading in a long-term investment portfolio of stocks,
bonds and mutual funds) engaged in by an individual or a husband and wife. The Department’s answer was
that these transactions are, in fact, “business activity” under MCL 8 208.3(2) and subject to the SBT. This
answer triggered a flurry of clarifying questions by Task Force members.

In summary, the Department’s position is that an individual who sells appreciated intangible personal
property has “business activity” subject to SBT and if their gross receipts from this and other business
activity exceed the filing requirement, a return is due. The Department noted that under the revised
definition of “gross receipts” only capital gain is included in the calculation.

Therefore, it is the Department’s view that federal Form 1040, Schedule D activity is subject to SBT if the
capital gains exceed the gross receipts filing threshold. Furthermore, the Department takes a very narrow
view of the “casual transaction” exception, stating that neither the nature nor the frequency of the
transactions would alter its conclusion.

Practitioners with wealthy individual clients trading in appreciated intangible property should review this
activity carefully to determine if any SBT is due. A close reading of the definition of “business activity” may
show that the Department’s interpretation is consistent with the statute.



The other question that elicited substantial dialogue involved the definition of “gross receipts” for SBT
purposes. The question dealt with whether distributive income reported on federal Form K-1 issued to a
partner or an S-Corporation shareholder is included in “gross receipts.” The Department’s response was that
while they were continuing to look at the issue, their conclusion at this time is that such income is includable
in gross receipts.

The Department’s view is that the expansive definition of “gross receipts” found in MCL § 208.7(3) must lead
to the conclusion that even constructively received income, such as distributive income from a flow-through
entity, is included in gross receipts. Actual receipt of the income is apparently not required in the
Department’s reading of the statute. The Department takes the view that a distributive loss does not serve to
reduce gross receipts.

When preparing SBT returns for entities with distributive income, practitioners should take careful note of
such income and its impact on the various aspects of the SBT base impacted by gross receipts (e.g., filing
threshold, gross receipts reduction, ITC rate determination).

The balance of the questions discussed at the meeting provided insight into areas such as sales and use,
income tax, discovery, audit and administrative. Practitioners are encouraged to review in detail the
Department’s written responses to Task Force questions on the MACPA web site.
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Task Force Recommends Exploring Changes to GAAP for Private Companies

On March 1, a task force comprised of key constituents of private company financial reporting unanimously
recommended that a process be established to evaluate potential changes to Generally Accepted Accounting
Principles (GAAP) in order to improve the usefulness of private company financial reporting. The task force,
sponsored by the AICPA, based its conclusions on the input of more than 3,700 business owners, public
accounting practitioners, financial managers, lenders, investors and sureties.

The task force began work in early 2004 in response to concerns expressed by interested parties about the
relevance, benefits and related cost of certain financial reporting requirements for privately held, for-profit
entities. These private companies represent over 99 percent of the nation’s incorporated businesses.

In commenting on this study, James Castellano, CPA, and former chair of the AICPA, who headed this task
force, said, “This group did not approach its research with a preconceived notion that issues or problems with
GAAP financial reporting for private companies existed. We wanted to understand if what many of us had
been hearing was simply the opinion of a vocal minority or the true expression of concerns by stakeholders of
private company financial reporting.”

The research was conducted for the task force by The MSR Group, an independent market research firm, and
is believed to be the most extensive ever conducted on this frequently discussed topic. The study included
the use of focus groups, a stratified random sample telephone survey and an open, on-line poll. Each phase
of the research included participants from the key constituents of private company financial reporting.

“Overall, the survey respondents rated the value of GAAP financial statements of private companies quite
highly on consistency, providing comparability among companies, and on their use as a tool in credit and
investment decisions,” according to Castellano. “However, through our discussions, focus groups and
research, we learned that constituents rated certain GAAP requirements as providing relatively low relevance
and decision usefulness to constituents of private company financial reporting,” added Castellano.

Barry Melancon, AICPA President and CEO, commented, “We are happy to say that the AICPA Board of
Directors (subject to input from its Governing Council), the Financial Accounting Foundation (FAF) and
Financial Accounting Standards Board (FASB) have agreed to work further to collaboratively explore an
appropriate course of action to improve the usefulness of private company reporting.”

The FAF and FASB neither endorse nor reject the task force’s conclusions. Robert Herz, chairman of the
FASB, noted “Private companies are a vital force in the nation’s economy and it is therefore critical that their
financial reporting be conceptually sound, cost effective and provide relevant, reliable and useful information.
The FASB has taken a number of steps in recent years to increase the voice and participation of private
company users, preparers and auditors in FASB activities, and to codify and simplify the GAAP literature. We
are very open to exploring ways to further enhance the overall value of private company financial reporting.”

The AICPA, FAF and FASB agree that any proposed changes that might result from this effort would need to
be fully exposed for public comment and debate.

Review the complete task force report online.
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PCAOB Holds Forums for Small Businesses

The Public Company Accounting Oversight Board (PCAOB) will host forums in cities around the country to
help bring important information concerning the PCAOB to the small business community. The Forums on
Auditing in the Small Business Environment are designed for registered accounting firms and public
companies in the small business community to learn more about the work of the Board, specifically the
PCAOB inspections process and the impact of new auditing standards.

Future forums are planned for New Jersey, Colorado, Pennsylvania, Florida and Massachusetts. Forums have
already taken place in Atlanta, Northern California, Dallas and Chicago.

Auditors from registered accounting firms with fewer than 20 issuer clients and the members of audit
committees of smaller public companies are encouraged to register. The program is limited to those groups
in the small business environment that are most directly impacted by the Board’s oversight responsibilities.
The goal of such a format is to ensure that there is ample opportunity for discussion of PCAOB issues facing
small business communities between representatives of this sector and Board members and its staff.

Pre-registration for the forum is required. More information, including the forum agenda, is available at the
PCAOB web site. For forum registration questions, please call 202.207.9061.
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Understanding Social Security Reform:
AICPA Report Examines the Alternatives and Issues

The long-term viability and future of the Social Security system are once again topics of debate among many
concerned Americans and policymakers. The debate reflects the growing divide between both political parties
about whether Social Security is at risk, whether it will deliver promised benefits when American workers
retire and whether it requires significant overhaul.

The issues surrounding Social Security reform are incredibly complex. Americans and lawmakers are being
asked to consider a host of changes including private investment accounts, reduced future benefits and
increased payroll taxes.

To help policymakers and interested Americans understand these issues, the AICPA has released
“Understanding Social Security Reform: The Issues and Alternatives.” The goal of the report is to foster
informed discussion by providing unbiased facts and analysis of the issues.

The AICPA first published “Understanding Social Security” in 1998. In January 2005, President George W.
Bush announced that he would make Social Security reform a priority for his second term. The second report
edition was developed to help facilitate the ensuing debate.

The report provides comprehensive analysis of the Social Security reform issues. It includes an overview of
the current financial condition of Social Security, its impact on poverty, especially of elderly Americans, and
the fairness of benefit distribution in the current system. It also looks at both traditional methods of restoring
fiscal balance to the Social Security Trust Fund as well as the various proposals that take new approaches,
such as private accounts. In the process, it addresses the shifting demographics of wage-earners and
economic assumptions that contribute to the system’s complexity and the difficulty of the reform debate.

“The debate surrounding Social Security reform brings to the forefront philosophical differences, varying
opinions and the age old trade-offs between fairness, simplicity, economic growth and social policy,” said
Tom Ochsenschlager, AICPA vice president of taxation. “We strongly urge policymakers and the public to
thoroughly understand the issues surrounding Social Security reform before taking a position.”

The Social Security Administration “best guess” estimates predict that its Trust Fund balance will peak in
2028 and be exhausted by 2041. Benefits will then be limited to the then-current cash flow into the system.
Current actuarial calculations indicate the Trust Fund will need an additional $3.5 trillion to pay anticipated
future benefits over the next 75 years.

The CPA profession can contribute significantly to the reform discussion. Known for their unbiased and
independent analysis of complex issues, CPAs can help Americans understand Social Security reform
proposals, their impact upon the economy and tax implications. CPAs are trained and qualified to evaluate
facts and figures, and offer to the public an objective perspective to an important and emotional debate.

CPAs also can focus on helping Americans understand their increasing responsibility for their own retirement
planning. 360 Degrees of Financial Literacy is a national effort of the CPA profession to improve Americans’
financial understanding and knowledge.

The 360 Degrees web site helps consumers identify solutions to financial issues and includes resources to
help them assess their Social Security benefits, understand how much they need to save for retirement and




their investment options, and how to put a retirement savings plan into action.
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Where the Buck Stops
By Jim Keeslar, director and shareholder of Brockman, Coats, Gedelian & Co.

Financial Oversight

Budgeting
Controls

Investing

Conflicts of Interest
Tax Issues
Resources

At a time when newspapers are rife with headlines screaming about the latest corporate finance scandal, it is
important for board members of not-for-profit organizations to understand their responsibilities when it
comes to financial management.

Financial Oversight

Board members assume potential liability and risk damage to their reputations if finances are poorly
managed. To prevent this, it’'s important that not-for-profit board members receive timely and accurate
financial information and understand how the entity’s resources are being used.

There are two primary ways a board can oversee this financial responsibility. The first is through its
treasurer, who explains budget variances, ensures that records are properly maintained and sees that tax
and financial reports are filed in a timely, accurate manner. The second is through its finance committee,
which supervises financial responsibility, including reviewing financial statements, overseeing the budgeting
process, upholding proper accounting policies and procedures and making investment decisions.

Above all, board members should be encouraged to ask questions when it comes to management of the
organization.

Budgeting

Although an organization’s budget is typically prepared by management and staff members, participation in
the budgeting process can be beneficial to board members as well. The budget generally will be based on
historical results (i.e. trends from the previous year), yet adjusted for anticipated events. Involvement in this
process affords board members a clear view of the organization’s “game plan” for the upcoming year.

It also provides a tool for measuring the performance of the management team. Additionally, an active
review of the proposed budget versus actual results, performed periodically, can be critical to avoiding
surprises and possibly even financial disaster.

Controls

Preventing financial disaster is also a function of internal controls — another important responsibility of the
board — designed to safeguard against the misappropriation of assets. Some common controls include
segregating duties; designating multiple authorized check signers (including for electronic funds transfers);
conducting appropriate, timely reviews and approvals of payroll, cash disbursements, bank reconciliations
and financial statements; and ensuring compliance with donor restrictions.

At the board level, policies and procedures can ensure the following:



the finance committee maintains active oversight,

qualified people serve on the finance committee and as the treasurer,

the finance or audit committee hire capable auditors and review audit results directly with them, and
financial results and issues are reported to the board in a timely fashion.

-

Investing

It is also within the board’s realm of responsibility to develop and monitor the organization’s investment
policy. Once the board determines an appropriate level of reserves for operating, capital and long-term
purposes, the investment policy should indicate how the reserves will be handled. Most organizations choose
a conservative investment strategy with an emphasis on diversification. This policy should be revisited
annually, and the results should be monitored at least quarterly.

Conflicts of Interest

In addition, the board should ensure a conflict-of-interest policy is in place, covering all employees, as well as
all volunteers. Transactions with a party-in-interest can take place; however, proper steps and procedures
need to be followed to protect both the organization and the individual involved.

Tax Issues

The board must also be cognizant of tax-related issues specific to not-for-profit organizations. For instance,
fundraising is subject to its own set of tax guidelines: gifts of $250 or more must be acknowledged, raffle
tickets are not deductible, and only the portion greater than fair market value is deductible for dinners and
auction items. Additionally, potential tax hot buttons, such as political and lobbying activities, fair and
reasonable executive compensation and unrelated business income tax (UBIT), must be considered.

Involvement in such financial issues may raise board members’ concerns about their liability in the instance
of any financial malfeasance. However, state law often provides protection for members acting in good faith.
Additionally, the organization can carry directors and officers (D&O) insurance to safeguard against personal
liability on the part of its board members.

No laws or insurance, however, will protect board members who disregard their responsibilities to the not-
for-profit organization. So be an active and engaged board member. The organization and community will be
better off because of it.

Resources

Additional resources can help not-for-profit board members to understand their financial responsibilities even
more thoroughly. These include the_ IRS and AICPA, which offers a free comprehensive Audit Committee
Toolkit that can be downloaded and utilized by not-for-profit boards. The Michigan Nonprofit Management
Manual, published by the Volunteer Accounting Service Team of Michigan, is a comprehensive guide to
nonprofit law, finance, governance and management of tax-exempt organizations. The Canadian Institute of
Chartered Accountants produces a series of free downloadable 20-questions booklets for directors on a wide
range of issues. Also visit not-for-profit association sites such as www.boardsource.org and
www.allianceonline.org.

What Sarbanes-Oxley Means for Not-for-Profit Organizations

In the wake of Enron and other corporate accounting scandals, the Sarbanes-Oxley Act of 2002 was signed
into law, requiring publicly traded companies to broaden the financial responsibility of their boards. While
the law applies mainly to publicly owned for-profit corporations, the not-for-profit sector could face similar
governmental regulations in the near future. Not-for-profit organizations may want to voluntarily adopt
some aspects of the Sarbanes-Oxley Act to provide better governance.

A good portion of the law naturally covers auditing practices. Boards must ensure auditors’ independence
and disclose the presence of at least one “financial expert” on the audit committee. Likewise, not-for-profit
boards should review their practices to ensure the audit committee is independent and should make sure



that members of the audit committee are capable of carrying out their financial responsibilities. The
requirement that management must disclose all of the organization’s “critical accounting policies and
practices” to the audit committee is another good general business practice.

Under Sarbanes-Oxley, CFOs and CEOs are required to sign off on all financial statements. While not strictly
necessary in a not-for-profit organization, implementation of this rule may help to ensure that the CFO and
CEO understand these reports and know they are accurate and complete. The Act also prohibits personal
loans to directors and executives, a provision that exists already in some states in regard to not-for-profit
organizations. Regardless of its specific legality, providing personal loans is not recommended for any not-
for-profit.

There are a few provisions in the law, such as protection for whistle-blowers and prohibition of destroying
litigation-related documents that apply to both for-profit and not-for-profit organizations. But regulations
don’t have to be specifically geared at not-for-profits to be adopted as good business practices.
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