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Cover Story

Michigan Implements Streamlined Sales/Use Tax Legislation
By Joseph J. Tomczyk, CPA, State and Local Tax
Task Force Chair

Four new laws took effect September 1, 2004, which bring Michigan one step further toward conformance
with the multi-state Streamlined Sales/Use Tax Project. The mission of the Streamlined Sales Tax Project
(SSTP) is to “develop measures to design, test and implement a sales and use tax system that radically
simplifies sales and use taxes.” The recent legislation signed by Gov. Jennifer Granholm includes:

Public Act 172 of 2004 (House Bill 5502)
Public Act 173 of 2004 (House Bill 5503)
Public Act 174 of 2004 (House Bill 5504)
Public Act 175 of 2004 (House Bill 5505)

The SSTP is an effort by state governments to bring sales and use tax laws into the twenty-first century.
Most state sales and use tax laws were passed in the 1930s when the U.S. economy was primarily driven by
manufacturing and agriculture. As communications, technology and marketing activity changed in the last
third of the twentieth century, it became more and more difficult to apply existing tax law to all transactions
intended to be subject to the original sales and use tax laws.

Additionally, entities subject to sales and/or use tax have expanded their operations into multiple states,
subjecting them to tax enforcement of multiple states and local jurisdictions. These states are not always
consistent in the application of tax, filing deadlines, registration procedures or tax exemption. This creates
considerable burden for taxpayers in meeting the obligations of each state in which they operate.

Most especially, the use of mail order and the Internet in marketing sales and services have shifted the
burden of tax collection from sellers to purchasers. State tax authorities have been faced with choosing
whether to address their enforcement action at purchasers by adding considerable staff and other resources
or to reduce the “cost of complying” with sales and use tax in multiple jurisdictions and entice more retailers
to voluntarily collect sales/use tax.

At a national level, the SSTP was organized in March 2000. Forty-two states and the District of Columbia are
involved. Forty-five states and the District of Columbia impose sales and use tax. The SSTP aims to provide
states with a system that addresses the following key features:

Uniform definitions within tax laws.

Rate simplification.

State-level tax administration of all state and local sales and use taxes.
Uniform sourcing rules.

Simplified exemption administration for use and entity-based exemptions.
Uniform audit procedures.

State funding of the system.

The overall intention of the Project is to increase uniformity among various states’ sales and use tax laws. To
reach this point, the states adopting the SSTP must assure their tax laws conform to certain uniform
definitions. The chief goal of the SSTP appears to entice those sellers who have no collection responsibilities
for use tax to voluntarily register and collect tax in states that can’t, legally, require registration or collection



(lack of nexus or jurisdiction).

In that respect, the SSTP is a voluntary program for some sellers of goods and services (primarily sales
through mail order or Internet). However, certain legislative changes will be made in an attempt to bring
increased uniformity to sales and use tax administration.

The four new Michigan laws reflect statutory changes and are not voluntary. They bring Michigan
into compliance with two elements of the SSTP:

1) The authority to enter into the SSTP, and
2) Legislation to bring Michigan’s sales and use tax laws into compliance with the SSTP.

Public Act (PA) 174 allows Michigan to participate in the SSTP, as well as addressing other SSTP related
administrative matters. PA 172 brings the sales tax law into compliance with the SSTP, including enacting
certain SSTP definitions. PA 173 brings the use tax law into compliance with the SSTP, including enacting
certain SSTP definitions. PA 175 is remedial legislation speaking to certain transactions not intended (see
SST web site) as the focus of the SSTP at this time. These were tax imposition and credit references still
applicable to Michigan law but outside the current scope of the SSTP. While still applicable to Michigan, they
were not in compliance with the SSTP. Michigan’s approach to resolve this variance was to remove these
references from Michigan’s sales and use tax laws and insert them into a separate law.

The most immediate change created by the new legislation is the change in two filing dates. This change
not only applies to sales and use taxpayers, it also applies to taxpayers filing Michigan
withholding returns. Under the old law, taxpayers filing on a monthly or quarterly basis had to file a return
on the 15th of the next month after the return period. The new law changes the filing date from the 15th to
the 20th. For a monthly filer, the September 2004 return is due October 20, 2004. For a quarterly filer, the
July/August/September return is now due October 20, 2004. All subsequent returns will be due on the 20th
of the month, not the 15th.

The second change is the discount date. Under the old law, to qualify for an “early payment discount,”
payment had to be made by the 7th of the applicable month. Under the new law, payment must be made by
the 12th of month to qualify for the discount.

There are no other changes to filing requirements with immediate effect, including filing the Annual
Sales/Use/Withholding Return. An optional uniform SSTP return document will be developed and made
available at a later date.

The next significant change is that Michigan has adopted “new sourcing rules.” Certain sales made
between a seller and purchaser located in Michigan with delivery of the product as a “gift to be made outside
Michigan were taxed in Michigan under the old law. There are changes to which taxing jurisdiction receives
the applicable tax under the new law.

The new legislation also changes definitions of the following:

Sale

Purchase Price or Price

Drugs

Three types of Medical Equipment
Food

Prepared Food
Electronically-delivered Software



Direct Mail

The legislation also adopts uniform “Bad Debt” exemption and “Exemption Claim Administration” criteria. It
also adopts a mathematical rounding regime and prohibits using the bracket System after December 31,
2005.

Will the states be successful in reducing tax compliance burdens for those subject to sales and/or use tax? Is
the SSTP good for business? Only time will tell. However the following is certain. State taxing jurisdictions
are united in pursuing the goals advocated by the SSTP. Tax laws are changing. The sales/use tax
consequences for persons subject to sales/use tax law are changing. We need to be prepared for the changes
affecting nearly every person in the State of Michigan.

Editor's Note: Anyone interested in learning more about the State and Local Tax Task Force should contact
Joe Tomczyk or John Lindley.

Cover story brought to you by MACPA Corporate Sponsor, Taxwise.
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Message from the
Chair of the Board

Regulatory Issues Remain a Top Priority

As baseball great Yogi Berra once said, “You’'ve got to be careful if you don’t know where
you’re going, because you might not get there.”

His advice holds true for individuals — and for our Association. And fortunately, in my new
role as 2004-2005 chair, | can rely upon MACPA'’s Strategic Plan to see where we are
going. The Plan, developed with a broad cross-section of our membership constituency,
provides our officers, board, committees and staff with a roadmap to guide decision-
making.

John H. Higgins i . . . . . . .
2004-2005 MACPA I'd like to comment on one of the five initiatives in our Strategic Plan: Legislative

Chair of the Board Advocacy.

As we continue to shove our finger in the dike of regulation, we have a responsibility to educate and inform
lawmakers of the unintended consequences of well-intentioned legislation.

We also have the responsibility to protect our clients from expensive and ineffective regulation that drives up
the cost of business and impairs our ability to compete effectively in a global marketplace.

And, most importantly, it is our responsibility to protect the public from a regulatory model that makes the
assurance of basic financial information incomprehensible and unaffordable.

Where are we at with legislative initiatives? Through grassroots efforts, the MACPA organizes and hosts
events for legislators throughout the state, developing relationships and creating two-way information
channels. We serve as an important resource to the State Board of Accountancy. And, through our PAC, we
support campaign efforts of like-minded legislators — critical in this big election year. With your involvement
and support, we can continue to make a big impact in Washington and in Lansing.

I’'ll touch on other strategic initiatives through the course of this year, as we work together to accomplish
goals set forth in our Plan. MACPA is all about teamwork — teamwork with members, the task forces, the
board, the executive committee and the staff.

It's a great time to be a CPA, and a great time to serve as chair of this prestigious Association. | appreciate
your confidence in me, and | look forward to serving you during the coming year.

Members can e-mail John Higgins, and all our board members — access their e-mail addresses on the MACPA
web site.
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Corporate Finance

Fraud Statistics Reinforce Need for SOX Requirements; Preventative Measures

Report to the Nation on Occupational Fraud and Abuse
Executive Summary

The 2004 Report to the Nation is available for
download.

The Association of Certified Fraud Examiners (ACFE) recently released its 2004 Report to the Nation on
Occupational Fraud and Abuse, a comprehensive report that sheds light on occupational fraud and abuse
while offering stark lessons and valuable insights about its prevention and detection.

Based on 2004 report findings, the typical organization loses six percent of its annual revenues to
occupational fraud. If multiplied by the U.S. Gross Domestic Product, which in 2003 totaled just under $11
trillion, it would translate into $660 billion in annual fraud losses.

The report strongly supports Sarbanes-Oxley's requirements for audit committees to establish
confidential reporting mechanisms. Occupational frauds were much more likely to be detected by a tip
than through other means such as internal audits, external audits and internal controls. Among frauds
committed by owners and executives, which tend to be the most costly, over half of all cases were identified
by a tip. The report also indicates that confidential reporting mechanisms can significantly reduce fraud
losses.

Additionally, while Sarbanes-Oxley only requires publicly traded companies to establish confidential reporting
mechanisms for employees, the report suggests that these programs should also embrace third-party
sources such as customers and vendors. Among cases that were detected by a tip, 60 percent of the tips
came from employees, 20 percent came from customers, 16 percent came from vendors and 13 percent
came from anonymous sources. Companies that have implemented basic employee hotlines to ensure
Sarbanes-Oxley compliance could detect significantly more frauds by making their hotlines available to third
parties as well.

The 2004 Report to the Nation also reinforces the belief that the most cost-effective way to deal
with fraud is to prevent it. According to its findings, once an organization has been defrauded it is unlikely
to recover its losses. The median recovery among victim organizations was only 20 percent of the original
loss. Almost 40 percent of victims recovered nothing at all.

The ACFE’s 2004 Report to the Nation aims to better educate the public and anti-fraud professionals about
the threat of fraud. The report summarizes the opinions of experts on the percentage and amount of
organizational revenue lost to all forms of occupational fraud and abuse, examines the characteristics of the
employees who commit occupational fraud and abuse, determines what kinds of organizations are victims of
occupational fraud and abuse, categorizes the ways in which serious fraud and abuse occurs; and offers
lessons and insight to any organization concerned with limiting its exposure to occupational fraud and abuse.

Report to the Nation on Occupational Fraud and Abuse Occupational fraud and abuse is a widespread
problem that affects every entity, regardless of size, location or industry. The ACFE has made it a goal to
better educate the public and anti-fraud professionals about this threat.



The 2004 Report to the Nation is based on a survey that began in late 2003 and ran through the early
months of 2004. Certified Fraud Examiners throughout the US were asked to provide detailed information on
one fraud case he or she had personally investigated that met the following criteria:

. The case involved occupational fraud;

. The fraud occurred within the last two years;

. The investigation of the fraud was complete; and

. The CFE was reasonably sure that the perpetrator had been identified.

The end result is a comprehensive report that sheds light on occupational fraud and abuse while offering
stark lessons and valuable insights about its prevention and detection.

2004 Report to The Nation On Occupational Fraud and Abuse — Executive Summary

This study covers 508 cases of occupational fraud totaling over $761 million in losses. All information was
provided by the Certified Fraud Examiners (CFEs) who investigated these cases. Organizations suffer
tremendous costs as a result of occupational fraud and abuse. Participants in this study, anti-fraud
specialists with a median 16 years’ experience in the fraud examination field, estimate that the typical U.S.
organization loses six percent of its annual revenues to fraud. Applied to the US Gross Domestic Product for
2003, this translates to approximately $660 billion in total losses.

Our data strongly supports Sarbanes-Oxley’s requirement for audit committees to establish confidential
reporting mechanisms. Occupational frauds in our study were much more likely to be detected by a tip than
through other means such as internal audits, external audits, and internal controls. Among frauds
committed by owners and executives, which tend to be the most costly, over half of all cases were
identified by a tip.

Confidential reporting mechanisms reduce fraud losses significantly. The median loss among organizations
that had anonymous reporting mechanisms was $56,500. In organizations that did not have established
reporting procedures, the median loss was more than twice as high.

While Sarbanes-Oxley only requires publicly traded companies to establish confidential reporting
mechanisms for employees, our data strongly suggests that these programs should also embrace third-
party sources such as customers and vendors. Among cases that were detected by a tip, 60 percent of the
tips came from employees, 20 percent of the tips came from customers, 16 percent came from vendors,
and 13 percent came from anonymous sources. Companies that have implemented basic employee hotlines
to ensure Sarbanes-Oxley compliance could detect significantly more frauds by making their hotlines
available to third parties as well.

More effective internal controls are needed to detect fraud. Internal Controls ranked fourth — behind By
Accident — in terms of the number of frauds detected in our study. Furthermore, the frauds that were
detected by internal

controls tended to be relatively small, with a median loss of $40,000, which was by far the lowest of any
detection method. More effective types of internal controls are needed to detect fraud, especially larger
frauds that may involve senior personnel overriding or circumventing traditional internal controls.

Small businesses suffer disproportionately large losses due to occupational fraud and abuse. The median
cost experienced by small businesses in our study was $98,000. This was higher than the median loss
experienced by all

but the very largest organizations. Small businesses are less likely to be able to survive such losses and
should better protect themselves from fraud.




The loss caused by occupational fraud is directly related to the position of the perpetrator. Frauds
committed by owners and executives caused a median loss of $900,000, which was six times higher than
the losses caused by managers, and 14 times higher than the losses caused by employees. Despite this
fact, organizations were less likely to take legal action against owners and executives who had committed
fraud than they were against employees and managers. This may remove a useful deterrent and
unnecessarily expose such organizations to additional high-dollar frauds.

Most occupational fraudsters are first time offenders. Only 12 percent of the fraudsters in our study had a
previous conviction for a fraud-related offense. Criminal background checks can help organizations make
informed hiring decisions, but they will not weed out all fraudsters because most frauds are committed by
apparently honest employees.

The most cost-effective way to deal with fraud is to prevent it. According to our study, once an organization
has been defrauded it is unlikely to recover its losses. The median recovery among victim organizations in
our study was only 20 percent of the original loss. Almost 40 percent of victims recovered nothing at all.

Corporate Finance articles brought to you by MACPA Corporate Sponsor, Great Lakes Business
Credit.
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Sarbanes-Oxley Compliance Cost Estimates
Soar 62%0 Since January ‘04

Complying with Section 404 of the Sarbanes-Oxley Act will cost public companies an average 62 percent
more than previously anticipated, according to a recent survey by Financial Executives International (FEI).
The increase in Section 404 compliance costs stems from a 109 percent rise in internal costs, a 42 percent
jump in external costs and a 40 percent increase in the fees charged by external auditors.

In July 2004, FEI surveyed 224 public companies with average revenues of $2.5 billion to gauge Section 404
compliance cost estimates. Results showed the total cost of compliance is now estimated at $3.14 million*,
or 62 percent more than the $1.93 million estimate identified in FEI's January 2004 survey.

The companies surveyed expect to pay their auditors $823,200 in fees for attestation of their internal
controls, in addition to the annual audit fees. This compares to the $590,100 companies expected auditors
would charge for attestation in January 2004. The survey was conducted the week of July 19, and distributed
to 3,088 companies, and drew a response rate of 13.8 percent.

“When we conducted our January survey, audit firms hadn’t yet provided their clients with complete
estimates for Section 404 work because the auditing standards had not been finalized,” said Colleen Sayther,
president and CEO of FEI. “Now that the standards are finalized and implementation efforts are further along,
compliance costs can be more accurately determined.”

As part of management’s attestation process, the survey showed that companies are documenting internal
controls for 92 percent of total revenue.

The estimates on the cost of complying with Section 404, in terms of hours and dollars, have steadily risen
over the last six months. Looking to the employee hours needed to be Section 404 compliant, public
companies expect to spend an average of 25,667 internal hours (vs. 12,265 estimated in January) and 5,037
external hours (vs. 3,059). Companies also expect to spend an additional $1,037,100 on software and IT
consulting.

“Audit firms have been entrusted to deliver value from Section 404,” adds FEIl's Sayther. “They have latitude
in terms of the scope and depth of their work and should exercise care and judgment, and be cognizant of
the cost-to-benefit ratio. However, compliance alone cannot be expected to produce higher levels of
accountability or deter those from acting without integrity. That responsibility remains in the hands of senior
management entrusted to set a proper tone at the top and act in the best interests of shareholders.”

Section 404 of Sarbanes-Oxley requires each company’s annual report to contain the following:

(1) a statement of management's responsibility for establishing and maintaining an adequate internal control
structure and procedures for financial reporting; and

(2) management's assessment, as of the end of the company's most recent fiscal year, of the effectiveness
of the company's internal control structure and procedures for financial reporting.

Section 404 also requires the company's auditor to attest to and report on management's assessment of the
effectiveness of the company's internal controls and procedures for financial reporting, in accordance with



standards established by the Public Company Accounting Oversight Board.

*FEI calculated the dollar amount by adding the cost of the attestation fee, the external technology cost and
the internal cost, which assumes full-time professionals (at 2,000 hours per year) at a compensation rate
(salary plus benefits) of $100,000 per year per individual.

Corporate Finance articles brought to you by MACPA Corporate Sponsor, Great Lakes Business
Credit.
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AICPA Small Firm Champion
Asks “What Keeps You Up at Night?”

“After finding out how small firm members define success, | want to learn how the AICPA can help them
achieve it,” James C. Metzler, CPA, said in August 2003 when he became the AICPA’s first vice president of
small firm interests.

In the months since, Metzler’s “listening tour” has taken him to 18 states where he continues to ask small
firm practitioners “What keeps you up at night?”

During his keynote address at the MACPA Small Practitioners Conference in August 2004, Metzler shared how
responses to that question are helping him develop and implement new ways of meeting constituency needs,
as well as address initiatives that are already in the works. Michigan Board of Accountancy Chair Ed
Kisscorni, who also presented at the Conference, addressed legislative and regulatory initiatives at the state
level.

Practitioners: We have concerns for the appropriateness, relevance and applicability of rules and
regulations that come from the AICPA and other sources, i.e. regulatory bodies.

Metzler: In addition to the prevalent issues undergoing close scrutiny, like Sarbanes Oxley and its cascade
effect at the state level, proposals for increased transparency in peer review processes and the analysis of
Independence Interpretation 101-3, which addresses management decisions that impair independence, we
are identifying opportunities that these complex rules and regulations are creating for the practitioner. For
example, Sarbanes Oxley independence rules have made CPA services a “multi-vendor” world. A wealth of
opportunities have emerged for a well-positioned smaller firm. Even the smallest of firms are finding
opportunities in public companies for services they have been performing for years as a result of this
legislation. The work of AICPA initiative on Private Companies Financial Reporting is a big step in this area.
Members are weighing in on whether there should be a separate set of GAAP for private companies that may
be more appropriate.

Practitioners: We are seeking hard-hitting practical guidance, implementation tools and resources that we
can utilize immediately.

Metzler: Because of the smaller size of firms and the demands on the practitioner’s time, small firms are
very vulnerable when they lose clients. At the same time, as clients’ businesses grow and become more
sophisticated, their CPA firms have to keep pace, which adds challenges. Losing clients can devastate small
firms. So | want to find ways to help them prevent that and deal with it if it happens. When firms don’t have
all the resources they need to serve a growing client, one good solution is to team up with another practice
that offers different skills and expertise. As a result, two or more small firms can offer one client the full-
service options normally available only from a large firm. Clients like it because they can retain the longtime
trusted adviser who helped them through their early years.

We are investigating communications options to ensure members are aware of other Institute resources
already available to them, such as Partnering for CPA Practice Success (PCPS) — the AICPA Alliance for CPA
Firms. PCPS is a membership section exclusively for CPA firms of the AICPA. PCPS’s mission is to provide
advocacy and research that lead to permanent solutions for problems facing firms; present an organized
viewpoint to the AICPA and its technical committees consistent with the needs of local and regional CPA




firms; provide member firms advice on increasing and improving service offerings; act as the AICPA alliance
for CPA firms; and practice management tools, resources and representation for small firms. PCPS is the
AICPA community of CPA firms committed to making practicing CPAs and their firms successful.

CPAZ2biz, the AICPA’s marketing arm, features an online firm practice management resource center available
to members, including articles, publications and tools addressing Expanding and Planning a Practice, Getting
and Keeping Staff, Marketing a Practice, Owner Issues and Running a Practice. Several other materials are
available in the practice management resource center.

Several AICPA publications, including the CPA Letter, the Practicing CPA and the Journal of Accountancy,
address practice issues for firms of all sizes.

Practitioners: We are concerned the profession [AICPA] does not go deep enough into understanding our
size practices, our clients and our business environment.

Metzler: In addition to the many PCPS initiatives underway, such as firm succession and transition, staff
recruiting and retention, work load compression, fee pressure, sales and marketing, best practices and new
practice opportunities, we have developed Quality Centers that represent early steps to better address
member needs. Our Employee Benefit Plan Audit Quality Center has really caught on. We will continue to
investigate and launch new Centers that address small firm needs. In fact, the Government Audit Quality
center will be launched any day. Our team (Firm Practice Management) works cross-functionally throughout
the Institute to provide input into the issues and concerns of small firms and their small business clients.

Practitioners: We want the profession to uphold the core values and high esteem of the CPA and more
aggressively punish the bad guys.

Metzler: In October 2003, AICPA members voted overwhelmingly to strengthen the Institute’s ethics
enforcement process to ensure that the AICPA has greater flexibility to act in the public interest in the event
that a member violates the profession’s code of ethics. The vote involved two proposed changes to the
bylaws, including permitting AICPA to sanction members in a timelier manner without investigation if the
member has been sanctioned by an approved organization such as the SEC, IRS, or PCAOB. In certain cases,
this revision avoids the need for a full investigation which lasts, on average, 18 months and frequently
eliminates the need for repeat investigations by multiple bodies on the same matter while preserving a
member’s current right to appeal. The second bylaw change gave the AICPA the flexibility to disclose more
information about disciplinary matters and allows the Institute to disclose the results of all cases to an
individual or body filing a formal complaint with the Institute. This ensures that complainants are informed as
to when and how an investigation was concluded. Prior to these changes, the Institute could not disclose to a
complainant private remedial actions taken against members or actions concluded with no finding or no
violation.

We continue to work diligently with our dedicated volunteers and members to continually strengthen our
Code of Ethics.

Kisscorni: In Michigan, the civil fine for a violation of prohibited conduct currently does not exceed $10,000.
Along with several other recommendations reported in the July/August issue of Leaders’ Edge, the Michigan
Board has drafted language that would allow for an increase in civil fines up to $25,000 per violation. In
addition, a “copycat CPA” provision has been proposed with a recommendation to amend the violation from a
misdemeanor, punishable by a fine of not more than $5,000, or imprisonment for not more than one year, or
both, to a felony punishable by a fine of not more than $25,000, or imprisonment for not more than five
years, or both.

Practitioners: We want to be better heard and feel better respected at the AICPA.



Metzler: We have vowed that small firms will have a front row seat at every table in the AICPA. | assure you
that having completed my first year as an ambassador for small firms that this has overwhelmingly been the
case. The majority of AICPA committees and volunteer groups are chaired by small firm CPAs.

An article published in the March 2004 issue of Journal of Accountancy featured Metzler and expands upon
his efforts.

Feedback

Metzler urges members to send him their questions and concerns. He can be contacted by phone at
212.596.6039 or via e-mail. Members can write him at the AICPA, Harborside Financial Center, 201 Plaza
Three, Jersey City, NJ 07311-3881.

Small Firm Background

Metzler got his start at Gaines, Metzler, Kriner and Co. in Buffalo, New York, where he worked with closely
held family businesses on tax, accounting and financing issues. There were five people in the firm when
Metzler started there in 1970, and 45 when he left the firm two years ago, along with another 25 in its
technology subsidiary. At the age of 28, Metzler became a partner in the CPA firm and throughout his career
there he took on many leadership roles in areas such as marketing, information technology and community
involvement. After 32 years with the firm, he co-founded ConvergenceCoaching LLC—a CPA firm coaching
practice in which he worked until joining the Institute. Metzler has served on many AICPA committees is a
past president of the Buffalo chapter of the New York State Society and has spoken in public forums on
technology and practice management issues. Metzler has authored the book How to Build a Million Dollar
Technology Consulting Practice, participated in AICPA video courses and is often quoted in professional
publications.

Practice Management articles brought to you by MACPA Corporate Sponsor, PrimePay of Michigan.
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Practice Management Toolbox Tips
Multi-Purpose Training

Professional services training specialist Point of Action offers these tips for multi-purpose training:

Once you identify your organization's training needs, and create an enterprise-wide strategic training plan,
it's time to design and deliver training programs. Rather than creating individual training sessions for each
skill or competency that you want employees to attain, consider developing multipurpose training sessions.

Perhaps you have identified a need for advanced training on job-specific technical skills, such as regulatory
requirements, compliance procedures or software applications. And, you also have identified the need for
these employees to learn communication and client service skKills. Instead of creating several different
training programs to address these three distinct training needs, consider tackling all of these competencies
in one session.

For example, a training session on new regulatory requirements for your industry could begin with a lecture
and interactive activities to help participants learn the new content. Then, to help them apply this new
knowledge and master other skills, ask participants to prepare a client presentation on how these new
regulations could impact their client.

By learning new technical content, thinking about client needs and preparing a mock client presentation on
new regulatory requirements impacting the client, participants would learn job-specific, communication and
client service skills all in one training day!

Source: Excerpted from the Summer 2004 issue of Point of Action TrainingTips Newsletter, published by
Point of Action, a Boston training consulting firm.

Practice Management articles brought to you by MACPA Corporate Sponsor, PrimePay of Michigan.
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Tax Tidbits
Get Client Transcripts Within Minutes: IRS Expands e-Service Offerings

Tax practitioners can now request transcripts of their client’s tax records and receive them within minutes
instead of days or weeks using a new online tool delivered through the IRS e-services program.

Authorized tax practitioners use the new electronic tool to order tax account and tax return transcripts and
other tax information for their business and individual clients. The documents are returned to the
practitioner’s computer through a secure online connection within minutes. Paper requests for the same
information can take days or weeks to complete.

The Transcript Delivery System (TDS) is the latest in a series of e-services that is revolutionizing how tax
practitioners work with the IRS on behalf of clients. These electronic services are available 24 hours a day,
seven days a week from just about any computer with an Internet connection. E-services are not available to
the general public; only approved IRS business partners, such as e-filing tax professionals, can participate.

Currently, the following products are available: Registration, Preparer Tax ldentification Number (PTIN)
Application, Online e-file Application, Taxpayer ldentification Number (TIN) Matching, Disclosure
Authorization (DA), Electronic Account Resolution (EAR) and Transcript Delivery System (TDS).

How do I sign-up for e-services?

To register for e-services or for more information on registering, access the Registration Services page. You
can also access e-services frequently asked questions or an online tutorial on how to register and use the
online services.

Tax Tidbits articles brought to you by MACPA Corporate Sponsor, Human Captial.
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Accounting & Auditing

Board Adopts Amendments to Interim Standards

On September 15, 2004, the Public Company Accounting Oversight Board adopted amendments to its interim
standards that conform the text of the interim standards to the requirements of PCAOB Auditing Standard
No. 2, An Audit of Internal Control over Financial Reporting Performed in Conjunction with an Audit of
Financial Statements.

The Board adopted interim auditing, attestation and independence standards on April 16, 2003, based on
standards that had been developed by the auditing profession before the Board was established. Since then,
the Board has adopted several permanent standards that, in various respects, supersede the interim
standards.

The conforming amendments change and add to the interim standards certain text, including references, to
assist auditors in performing integrated audits of financial statements and internal control. The conforming
amendments also apply certain concepts developed in Auditing Standard No. 2 to circumstances in which an
auditor is engaged solely to audit a company's financial statements.

The purpose of the conforming amendments is to specifically identify changes to the text of the interim
standards that result from the adoption of PCAOB Auditing Standard No. 2. The identification of such changes
is helpful in enabling auditors to comply with the Board's standards, as well as in eliminating potential
confusion and inconsistencies in interpretation with respect to the affected portions of the interim standards.

The conforming amendments will not take effect unless approved by the SEC.

Background information on the conforming amendments is available on the Board's web site.

Accounting & Auditing articles brought to you by MACPA Corporate Sponsor, Standard Federal
Bank.
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Accounting & Auditing
PCAOB Auditing Standard No. 3 Approved by SEC

The SEC approved Public Company Accounting Oversight Board Auditing Standard No. 3, Audit
Documentation in August 2004.

PCAOB Auditing Standard No. 3 establishes general requirements for documentation an auditor should
prepare and retain in connection with engagements conducted pursuant to the standards of the PCAOB. This
standard is effective for audits of financial statements of companies with fiscal years ending on or after
November 15, 2004.

The SEC’s order approving the auditing standard is available on the SEC’s web site. The standard can be
downloaded from the PCAOB web site.

Accounting & Auditing articles brought to you by MACPA Corporate Sponsor, Standard Federal
Bank.
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Of Interest
Financial Literacy: What’s All the Buzz About?

The AICPA’s recently launched 360 Degrees of Financial Literacy program provides a comprehensive
approach to financial education. It sends the message that financial education should be a lifelong
endeavor—from a child putting pennies in a piggy bank to adults reaching a secure retirement.

The national program includes a number of initiatives, What Is
including: Financial Literacy?
A national commission to provide leadership and
build liaisons within the financial literacy community.
A grassroots mobilization team to capture best
practices and work with state CPA societies to

Financial literacy can be defined as the ability
to effectively evaluate and manage your
finances in order to:

facilitate and promote CPA volunteerism. (MACPA . make prudent decisions toward reaching
President and CEO Peggy Dzierzawski serves on this life goals,
team.)

. A public service announcement campaign . and achieve financial well-being.

targeting women. Expected to launch in 2005, the

effort to provide women with financial literacy information will include a web site and toll-free

telephone number.

Weekly online chats on USA Today’s web site feature CPAs with the PFS credential.

. 360 Degrees of Financial Literacy web site will feature information consumers can use to support

sound financial decision-making at every stage of their lives.

A certificate to honor CPAs who perform a specified number of volunteer hours in financial literacy.

. A free online CPE course will cover crucial issues of financial literacy to help CPAs prepare to be a
volunteer.

The MACPA has always been a proponent of financial literacy and volunteerism through a number of activities
underway, such as the Accounting Blitz with Junior Achievement, money management articles, the Financial
Literacy Task Force, which is under development, and other public outreach efforts.

The first initiative for the Financial Literacy Task Force, just announced at the September Members Advisory
Forum, involves a partnership with Hospice of Michigan to provide families with a financial checklist when
faced with the impending death of a loved one. (See related story.)

What Can You Do?
Members are encouraged to get involved. A good place to start is to visit the 360 Degrees of Financial
Literacy web site and explore the resources available.

Plus, members may download three popular financial literacy brochures from the MACPA web site. The
brochures — Financial Planning Tips for a Lifetime, Ten Ways to Protect Your Business and Setting Your
Financial Records Straight — are excellent resources to use with clients.
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Of Interest

MACPA Develops Financial Literacy Task Force;
First Initiative: Partner with Hospice of Michigan

In conjunction with the AICPA’s 360 Degrees of Financial Literacy program, a multi-faceted effort that
encourages CPAs to take broad leadership roles in volunteering to educate the public, the MACPA has
developed a Financial Literacy Task Force.

The Task Force needs volunteers to take charge of initiatives associated with the promotion of financial
literacy to every income group, demographic and geographical location in Michigan.

As its first initiative, the Task Force will collaborate with Hospice of Michigan (HOM), who has partnered with
MACPA to dually promote financial literacy and encourage CPA participation in public service activities.

Specifically, HOM provides specialized health care services for people with terminal illnesses and support for
their loved ones, impacting more than 16,000 lives annually. HOM represents a diverse demographic of
populations, including minorities, low-income families and children.

The financial impact on end-of-life planning for families can be devastating. While patient hospice care is
covered by insurance programs, HOM does not have a program for providing families with financial counsel.
The burden on these families, whether losing a child, an adult loved one or a parent, is monumental. Often
families are unprepared for the processes that must be undertaken to handle an estate.

The MACPA Financial Literacy Task Force will be charged with developing materials, including checklists and
directives, for families to utilize in end-of-life planning for loved ones. HOM has been approached by several
organizations to initiate a similar partnership; however this largest provider of hospice care in Michigan has
asserted they will only partner with objective business advisers who have the experience and integrity to
provide such an invaluable resource.

Volunteer to serve on the task force or get involved with the HOM initiative today. If not CPAs, then who?
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Leaders' Edge

AICPA’s PEEC Institutes Revisions to Non-Attest Service Rules

No concept has been more fundamental to the public’s trust of the CPA than “independence.” Although
essentially a state of mind, the appearance of independence is just as important, since the public must have
confidence that CPAs are acting in an objective manner. As a result of the changing business environment,
the independence rules are continually re-evaluated and, where needed, strengthened to recognize the
changing profession and the needs of those using the profession’s services.

In September 2003, the AICPA’s Professional Ethics Executive Committee (PEEC) issued a revised
Interpretation 101-3 to ensure its continued effectiveness in promoting independence when a member
renders non-attest services to an attest client. The new rules became effective for new engagements on Dec.
31, 2003, although the document requirement has been deferred until Dec. 31, 2004.

The revised interpretation targets four primary areas:

It clarifies existing guidance with respect
to bookkeeping and internal audit services.
For example, it makes it clear that an auditor’s
independence would be impaired if the same
firm records journal entries while performing
monthly bookkeeping services without obtaining
client approval. On the other hand,
independence would not be impaired if during
the course of providing monthly bookkeeping
services the CPA discusses with the client the
need to record recurring journal entries each
month in the general ledger, as long as the
client understands the general nature of the
journal entries and the impact they have on its
financial statements.

It places further restrictions on: 1)
valuation, appraisal and actuarial services by
prohibiting such services when the results of the
service are both material to the financial
statements, and the appraisal, valuation or

In response to other member inquiries, the AICPA
has developed additional resources to help members
understand their professional responsibilities under
Interpretation 101-3.

Access frequently asked questions and answers
regarding nonattest and ethics.

Background on why changes were made to
Interpretation 101-3, including how member
feedback helped clarify positions, is available.

And the answer to the fundamental question, “What
constitutes impaired independence when a CPA
performs non-attest services for an attest client?”
can be found in the standard.

In addition, a free hotline service to help members
understand independence and ethics rules is
available by calling 888-777-7077 (option 5, then
option 2) or by sending an e-mail to
ethics@aicpa.org.

actuarial service involves a significant degree of subjectivity, and 2) information systems design and
development services by prohibiting a member from designing or developing an attest client’s financial

information system.

It strengthens the general requirements of Interpretation 101-3 by requiring members to

document their understanding with the client regarding services to be performed.

And, it reinforces the ethics committee’s longstanding position that an attest client must

designate a competent employee to oversee the non-attest services provided by the member, including
making all management decisions related to the services.

This last revision, aimed at making certain the client has overall responsibility for the services being
performed, has provoked concern from some members who fear it means the client’s designee must have
the same level of technical knowledge or expertise as they have.




This is not the case. Rather, the client’'s employee should be capable of understanding the nature and scope
of the non-attest services sufficiently to oversee the performance of the service by the member in order to:

make any necessary management decisions,
achieve satisfaction that the resulting work product meets the agreed upon specifications, and
be in a position to accept responsibility for the resulting work product.

In addition, the idea of “oversight” in this context is not meant as supervisory, but rather that the client’s
designee agrees with the nature and timing of the services, provides general direction, monitors its progress,
understands the key issues involved, and makes all management decisions related to the service.

Although this provision is not new, the ethics committee recognizes the difficulty members are having
interpreting the provision. In order to clarify its position, the ethics committee is developing guidance, which
will soon be posted to the AICPA web site.

Legislative & Regulatory articles brought to you by MACPA Corporate Sponsor, Secure Eco Shred.
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Legislative & Regulatory

Exposure Draft Issued on Outsourcing;
Focuses on Disclosure, Oversight

In response to recent discussion and debate by members of Congress, the media and federal and state
regulators about the responsibilities of businesses to disclose to customers and clients when they outsource
services, the Professional Ethics Executive Committee (PEEC) earlier this year formed a task force to explore
issues surrounding outsourcing to third-party service providers.

On Aug. 9, the PEEC issued an exposure draft that focuses on disclosure to clients, the member’s
responsibility for all work, and maintaining the confidentiality of client information. Specifically, the proposals
include a revision to Ethics Ruling No. 1 under Rule 301, “Computer Processing of Clients’ Returns” and new
ethics rulings under Rule 102, “Integrity and Objectivity,” Rule 201, “General Standards” and Rule 202,
“Compliance With Standards.”

The proposed ethics ruling under Rule 102, “Integrity and Objectivity,” would require that a member inform
the client that he or she may be using a third-party service provider when providing professional services to
the client, prior to sharing confidential client information with the service provider.

The proposed ethics ruling under Rule 201, “General Standards” and Rule 202, “Compliance With Standards,”
clarifies the application of Rules 201 and 202 to members who use a third-party service provider in providing
professional services to clients, and makes clear the committee’s position that the member is responsible for
all work performed by the service provider.

Finally, the proposed revisions to ethics ruling No. 1 under Rule 301, “Computer Processing of Clients’
Returns,” would update and broaden the application of the ethics ruling beyond that of an outside tax service
bureau and make it applicable to any third-party service provider used by the member. The revised ethics
ruling also clarifies that disclosing confidential client information to a third-party service provider for the
purpose of providing professional services to clients or for administrative support purposes would not be in
violation of Rule 301, “Confidential Client Information;” however, the member would be required to enter into
a contractual agreement with the third-party service provider to maintain the confidentiality of the client’s
information, and use reasonable care in determining that the third-party service provider has appropriate
procedures in place to prevent the unauthorized release of confidential client information.

Responses to the exposure draft must be received at the AICPA by Oct. 8, 2004.

Legislative & Regulatory articles brought to you by MACPA Corporate Sponsor, Secure Eco Shred.
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Legislative & Regulatory

Computerized Exam Up and Running;
First Two Windows Successful

The first two testing windows for the newly launched Computerized CPA Examination are completed.
Nationally, during April/May, approximately 23,000 test sections were delivered and nearly all of the test-
takers reported a positive testing experience. As of July 1, 2004, more than 81,000 Notices to Schedule
(NTS) were issued and more than 28,000 test sections were scheduled for the July-August testing window.

The exam launch was very successful, according to Craig Recent updates to the CPA exam web site make
Mills, AICPA executive director — examinations. While a few it easier for candidates to find CPA Exam-

things will be tweaked, Mills said 99.99 percent of the related information. The site now has buttons
exams taken in the first window were completed on How To Apply, Registration and Scheduling,
successfully. Tutorial and Sample Tests, and documents/links

are now organized under headings such as
Candidates who took their exams during April-May 2004 Getting Started, Prepare for the Exam and Take
received their grades in July. Mills explained, “For this first the Exam.
testing window, we had to conduct a number of analyses to
confirm that the test was functioning as required, that the pass rate was set appropriately and that the
statistics describing the test questions were accurate. We will need to do these kinds of analyses for several
testing windows to ensure that the data are correct. As we gain experience, however, we will be able to
report scores somewhat more quickly.”

Mills also offered advice to new CPA candidates about the exam. “There are lots of things | could say, but
there are three items that are especially important. First, be sure to really work with the tutorial and
sample tests before going to the test site. Second, don’t procrastinate... it would be a shame if people
just didn’t get around to taking the test and, as a result, didn’t obtain their CPA,” he said. “Third, be sure
you know the rules. A fairly large number of candidates had their testing delayed because they didn’t bring
the correct identification and their Notice to Schedule to the center as required. Others were confused by the
time allowed for breaks and the amount of time required for check-in and other administrative activities prior
to the test. Closely read the Candidate Bulletin and other test tips and exam FAQS (Frequently Asked
Questions) available on the exam web site,” he added.

Legislative & Regulatory articles brought to you by MACPA Corporate Sponsor, Secure Eco Shred.
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Legislative & Regulatory

What to Know Before Taking the Exam

At the Test Center

Now that the first testing window for the computerized CPA Examination is complete, some of the following
information may be useful for CPA candidates.

To do your best on the Uniform CPA Examination, you must be prepared and familiar with the exam’s
functionality and navigation, as well as with content.

Be sure you are comfortable with the use of a computer keyboard, mouse, and common word
processing and spreadsheet functions. Note, however, that the word processor and spreadsheet

applications in the examination are NOT identical to Word or Excel features.

Take the tutorial and sample test (several times, if necessary) before you take the exam.

Pay special attention to the software features that are unique to this examination, especially in the
Authoritative literature section:

History button — use this to find the last page visited. (A Back button is not available.) By clicking on
History, you will be able to obtain a list of up to 20 last page visits, in reverse order.

Copy/paste — in the Authoritative Literature you can copy/paste only ONE paragraph at a time; you
can highlight only a block of text (NOT separate lines or words) at a time. In the tutorial, find
specific copy and paste tips as follows:

For AUDIT simulation instructions: refer to Review Letter Item Type;

For FAR simulation instructions: refer to Accounting and Reporting Item Type;

For REG simulation instructions: refer to Tax Citation Item Type.

Search — you will have to scroll down to view all topics returned by a search; if you spell words
incorrectly, you will not receive any search results.

Calculator — you will be able to enter numbers on the online calculator using the keyboard or the
keypad with the NumLock feature turned on. Be sure you understand how to move the calculator on
the screen.

Remember that the examination consists of several sections (groups of multiple choice questions called
testlets or simulations). You will be able to review questions within any testlet/simulation but you will NOT be
able to go back to a testlet/simulation once you have exited from it.

At the Test Center

Bring your NTS (Notice to Schedule) to the testing center! You may not test without it.

Bring two valid forms of ID to the testing center. Information on your two forms of ID must match the

candidate information on the NTS with exactness. Check the Candidate Bulletin for details on what is
acceptable ID.

Arrive at least 30 minutes early and be sure to have your Exam Section 1D on hand (it's provided on
your Notice to Schedule) when you are seated at the workstation. You have a limited amount of time



available to enter your examination password.

Be sure to follow research problem directions. (If you are having difficulty entering a response in the
space provided, you may not be using the expected response format.)

Report any functionality problems to the Test Center Administrator (TCA). If possible, wait until the
end of the session. If you encounter a problem in a simulation, be sure to identify the TAB in which it
occurred. At the end of the examination, you should receive a print out with contact information for reporting
any concerns to the AICPA or NASBA.

Don't be distracted by any issue as long as you are able to continue testing. For example, if your
responses do not generate the expected color changes in pencil icons, continue testing. Report this matter to
the TCA at the end of the session so that a report can be filed. The system will verify the capture of your
responses.

Your appointment time is 30 minutes longer than your exam. In other words, you have been given 30
minutes “extra” for sign-in procedures and to take a survey. This time is independent of your exam.

Completing these activities quickly will NOT give you extra time on the examination.

Legislative & Regulatory articles brought to you by MACPA Corporate Sponsor, Secure Eco Shred.
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FASB/GASB
GASB Issues Statement to Address OPEB

The Governmental Accounting Standards Board (GASB) has issued Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, which addresses how
state and local governments should account for and report their costs and obligations related to
postemployment healthcare and other nonpension benefits. Collectively, these benefits are commonly
referred to as other postemployment benefits, or OPEB.

The statement generally requires that state and local governmental employers account for and report the
annual cost of OPEB and the outstanding obligations and commitments related to OPEB in essentially the
same manner as they currently do for pensions. Annual OPEB cost for most employers will be based on
actuarially determined amounts that, if paid on an ongoing basis, generally would provide sufficient resources
to pay benefits as they come due. The provisions of Statement 45 may be applied prospectively and do not
require governments to fund their OPEB plans. An employer may establish its OPEB liability at zero as of the
beginning of the initial year of implementation; however, the unfunded actuarial liability is required to be
amortized over future periods.

Statement 45 also establishes disclosure requirements for information about the plans in which an employer
participates, the funding policy followed, the actuarial valuation process and assumptions, and, for certain
employers, the extent to which the plan has been funded over time.

Statement 45 is effective in three phases based on a government’s total annual revenues. The largest
employers would be required to implement the requirements of Statement 45 for periods beginning after
December 15, 2006. Medium-sized employers have one additional year to implement the standards, and the
smallest employers have two additional years. Earlier implementation is encouraged.

The Statement (product code GS45) can be ordered through the GASB’s Order Department at 800.748.0659
or online.
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Continuing Education

Tax and Other Topics Covered at
New Fall Seminars

Newly-scheduled seminars for the fall CPE line-up cover a multitude of tax topics:

Surgent’s LLC & Partnership Tax Workshop on October 6 in Troy and October 8 in Ypsilanti is a unique
workshop that familiarizes the tax advisor with required and discretionary operating-agreement provisions
from both a tax and business perspective. The Conference, worth eight general CPE credits, is designed for
CPAs responsible for helping structure an LLC or partnership; and is essential for those who prepare tax
returns for these entities.

Tax Planning for Start-Ups is a four-hour morning session on October 7 in Troy. You’ll address a number of
tax issues confronting anyone starting a new business as you earn four general CPE credits. The advantages
and disadvantages of various options to consider when starting a new business will also be discussed. A four-
hour afternoon session, Investment Tax Planning, provides four additional general CPE credits. Learn how
investment income is taxed, how titles to investments should be held, why timing is so important in
investments, etc.

Finally, rounding out the tax topics is Tax Accounting, Tax Shelters and Tax Fraud, a four-hour morning
session, on October 8 in Troy. This course addresses rules governing tax accounting, explains the use of tax
shelters and thoroughly addresses issues concerning tax fraud. Earn four A&A credits at this event. Delve
further into fraud topics at the four-hour afternoon session on October 8 in Troy, Fraud, Fraudulent Financial
Reporting & Forensic Accounting, to earn four A&A credits. You’ll review numerous accounting scandals and
cover how and why fraudulent financial reports are issued.

Continuing Educations articles brought to you by MACPA Corporate Sponsor, Bisk.
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Continuing Education
New Seminars to Hit the CPE Schedule This Fall

The MACPA is expanding is top-notch CPE courses this fall.

Managing Your Practice for Success, on October 11 in Livonia, provides a forum for small- to medium-sized
CPA practitioners to analyze and discuss general practice management issues and concerns. Learn about
managing growth, determining scope of services, implementing more effective and efficient procedures and
more. Attend this course to earn eight general CPE credits.

Increasing Your Marketing Success is offered on October 12 in Livonia and will teach the CPA how to
effectively market services to build a practice. This workshop assists participants in the development of a
marketing program to increase sales to new and existing clients. Once you put these marketing techniques
into motion, this course will more than pay for itself! Plus, you’ll earn eight general CPE credits by attending.

Finally, attend Qualified Benefit Plans: Taxation & Administration for Small/Mid-Sized Companies on October
22 in Plymouth to earn eight general CPE credits. This course will help you to direct pension operations and
administration, as well as understand how to contain fiduciary risk and develop best practices. You’ll enhance
your knowledge about benefit plans, taxation of contributions, investment options and benefit payments —
typical of planning used for small business owners. If you're an industry CPA responsible for employee
benefits and compensation, or a CPA advising clients about pension issues, register today!

Continuing Educations articles brought to you by MACPA Corporate Sponsor, Bisk.



September / October 2004 Leaders' Edge PRINT

Continuing Education
Government Employees: Attend A&A Conference Designed For You

The Governmental Accounting & Auditing Conference on October 29 in Lansing offers breakout sessions for
auditors and finance specialists working in local units of government. Attend the early-bird ethics session
“Frequently Asked Ethics Questions” for one ethics credit immediately before the Conference begins.

In addition to the Ethics session, the Conference offers seven A&A credits and one ethics credit at breakout
sessions ranging from information technology, GASB 38, GASB 34, internal control and risk assessment,
Yellow Book, HUD audit and fraud in local government units, to name a few.

Attend the Conference and earn nearly half of your A&A and ethics credits for the biennial reporting period,
which ends June 30, 2005.

Continuing Educations articles brought to you by MACPA Corporate Sponsor, Bisk.
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Continuing Education
Popular Tax Symposium Offered in Grand Rapids

Federal tax update, estate planning, current legislation, the latest tax developments — all this and more will
be addressed at the West Michigan Tax Symposium on November 11 in Grand Rapids.

You’'ll hear from three featured speakers at this event. Harinder Singh, chair of the economic department at
the Seidman School of Business will present Economic Update — The Effects of the Election; Dennis
Echelbarger, president of Echelbarger, Himebaugh, Tamm & Co., PC, will present Critical Accounting
Information for CPAs; and William Rustem, senior VP and consultant for environmental policy and economic
development at Public Sector Consultants, Inc., will present Political Update — What’s New in Michigan.

Breakout sessions will cover vital topics such as entity based estate planning, corporate tax, how to protect
yourself in a tax practice, creative retirement planning and individual tax among others.

Register for this popular tax symposium today; save $10 by registering online.

Continuing Educations articles brought to you by MACPA Corporate Sponsor, Bisk.
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Marketing

The Mechanics of Selling
By Bob Lewis, Visionary Marketing

Meeting

A Champion is Assigned
Documentation

Task Assignment
Passage of Three Years

Somehow, in all the confusion of business development planning, some CPAs miss the critical part: How to
sell to more clients. While some have stated that the problem is they do not understand how to sell, the real
issue is they are likely not getting enough sales opportunities. Their business development plan may detail
how many clients the company needs to obtain without mention of how the company is going to get those
clients. So the tendency is to depend on referrals.

Learning how to sell is a longer-term process, but beginning selling efforts is not.

Staff is at a greater loss on how to generate new business. They do not have the referral network from years
of practicing the profession. So how does a firm manage to expand business development efforts? Most
advisors and employees like to generate ideas.

Strategizing is the fun part. Everyone gets pumped up thinking about what to do and feels good about the
great things coming. However, strategy does not increase revenues. Someone has to take the time to
provide the continual energy to keep efforts going. Below is an example how a typical CPA firm might begin a
business development initiative:

1. Meeting. The mandatory meeting occurs.

At a Mid-Sized Firm. Generally it takes a month to schedule a two-hour meeting. During the meeting
several people arrive late, totally unprepared or expecting not to say anything. One person will be ready and
have 15 pages of recommendations with footnotes. Most attendees are thinking about how they can get back
to billing.

In Smaller Firms. It still takes a month to set up a two-hour meeting, but the staff comes on time. The
downside is all they can think of is “how much more work is this going to be for me?”

2. A Champion is Assigned. Someone is assigned the task of writing the plan. That person is normally the
one who was so outspoken about the firm’s lack of direction, the only administrative person in the firm, or
the partner that came in the room last. Often, that individual has great expertise; unfortunately none of it is
in marketing or sales for a CPA firm. Three factors should be considered:

Champion Irony.
The busiest person in the firm is assigned to lead the effort.

Champion Apathy.
The person selected was given the task and will treat it as another chore to accomplish when there is time.



Champion Pressure.

The pressure to maintain billings or administrative functions, and create the perfect plan, will be
overwhelming. The difference between selling and accounting is in the rules. Since selling has no pre-defined
regulations to follow, this makes CPAs try to apply rule-based logic to a business development planning
process. This does not work. Adding $25,000 in selling expenses does not mean you will generate four times
that in sales.

3. Documentation. Four weeks later, with the best of intentions, that person takes a few hours to write
down their ideas. Despite the best efforts of the author, they try to develop a plan with limited input. To
demonstrate their effort and justify any time investment, the plan will be fifty pages long. Twenty-five
percent of the plan will address a mission statement. Fifty percent of the plan will detail the financial
objectives, budget and return on investment. The remaining 25 percent will outline the need for
subcommittees made up of members in the firm who could not run away fast enough. There is little to no
mention of steps to communicate with prospects or clients.

4. Task Assignment. People will be assigned to meet monthly to develop an action plan for their sub-
committee. They will discuss the big picture, agree to the next meeting, and outline a few easy or vague
things that should be done. During the next task committee meeting, they will concur on those items. This
will happen many times until busy season squarely buries all attempts at marketing efforts.

5. Passage of Three Years. The firm will talk about their need to market for two to three more years until
something prompts action. Normally, the change agent is the loss of a big client, slow erosion of the
economy or simply an interest to do more interesting work. Finally, the cycle will begin again.

Honestly assess your firm’s business development efforts. Have you sent one direct mailing out this quarter?
Firm newsletters do not count. Has anyone made one cold call to a targeted prospect? Does a list of targeted
prospects exist? Was an e-mail sent to existing clients describing your valuation services or other advisory
service offered? What reinforcing messages have you sent your referral partners?

It is hard to stay focused. It’s easy to fall off track. Time needs to be evenly spent between balancing the
planning and the communication. The most compelling letter in world, that does not get off of your desk and
into a prospect or client’s hands, has no value.

About the Author

Bob Lewis is the founder of Visionary Marketing, helping CPA firms develop marketing strategies to target
new clients, increase existing client revenues and build referral partner networks. Lewis can be reached at
800.995.9186.
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Tips for Controlling Employee Internet Use at Work
By Greg Taillon

1. Set Guidelines for Internet Use

2. Monitor Internet Activity with Information Assurance
3. Utilize Firewalls

Maximize Online Security for the Future

As the world shifts toward a global economy, companies today rely more on the Internet as a critical
business and marketing tool. It supplies a constant source of information, communication, correspondence
and business applications. While the Internet has great advantages, managers must also have some control
over the information employees are accessing and how they are using it.

Many times, Internet access is viewed as an open invitation to waste company time. Employees may partake
in Internet chat, purchasing products, window surfing, bill paying and doing anything but work. Some recent
cases even involve pornography, Internet gambling and racist activity on company time.

So what can be done to reduce these types of activities while providing some privacy to individual Internet
use? Consider the following three strategies for Internet control:

1. Set Guidelines for Internet Use

Before enforcing rules, you must make them. Therefore, employers, both large and small, must set
guidelines before taking any disciplinary action on Internet abuse. Guidelines should indicate exactly how
much personal time an employee can spend online. This relies heavily on the honor system because it is
difficult to monitor such time without expensive protection programs.

In addition to time loss, consider security guidelines. Employees who dabble online are more prone to viruses
or hackers, which could spell disaster for businesses in banking, records management, power or water
generation, telecommunications and government. Lost data, malicious errors and data theft can ruin entire
companies.

Beyond outside risks, you must also consider risks coming from within the company. As Internet crime levels
increase, so do the legal ramifications, including copyright laws protecting artists from a barrage of illegal
music and video downloading. Of utmost concern are violations of the Child Online Protection Act, which
makes it a felony to download, print, share or possess pornographic images of children. Despite recent cases
in the headlines, some employees continue to view pornography at work. And employers may be liable if
downloading takes place in the office.

Sometimes access to restricted sites happens by mistake. Many pornographic web sites are disguised in
spam or other e-mails, making them difficult to detect. Therefore, company guidelines should include rules of
engagement in relation to spammers.

2. Monitor Internet Activity with Information Assurance

Information Assurance (l1A) is available for large businesses who can afford Internet security and can't rely
on the honor system due to a large workforce. Dumb terminals are one option. They allow employees to



check company e-mail without providing full Internet access. With this type of system in place, it is possible
to provide a password for each employee, and then track computer use as necessary. Some may consider
this computer spying, but it is perfectly legal when employees are made aware of which types of use are
appropriate. By using defensive programming, corporations can detect software glitches and anomalous
control data flows that may indicate viruses. And, in case of a major computer attack, IA specialists should
back up important data.

3. Utilize Firewalls

A computer firewall protects networked computers from intentional hostile intrusion that could compromise
confidentiality and result in data corruption or denial of service. It may be in the form of a hardware device
or a software program running on a secure host computer. The term "firewall" refers to segmenting a
network into different physical sub-networks. Just as fire doors or firewalls protect a building from fire
damage, computer firewalls limit the damage that could spread from one subnet to another.

Firewalls also log all attempts to enter the private network and trigger alarms when hostile or unauthorized
entry is attempted. They may be programmed to recognize certain types of traffic, sources or destination
addresses. For example, you could program key words such as "sex," "bet," "gaming" or "adults only."
Firewalls recognize key words using complex rule bases that analyze the application data and determine if
the traffic should be allowed through the system. Ultimately, the business owner or manager determines how
a computer firewall is used.

Maximize Online Security for the Future

As the popularity of the Internet grows, security systems to protect a business are crucial. And while
allowing some personal Internet use is a nice benefit to offer employees, restrictions must be in place.

While the honor system may often be the best approach, it may not be a viable option for companies with a
large workforce. If your business is a large corporation, an Information Assurance system should be
considered. And the firewall is an integral part of any security system, but it is not an effective program in
and of itself.

A combination of all three of these strategies based upon a technology budget is important for all
businesses using the Internet. Proper security measures reduce the chances for employees to waste work
time and unauthorized system entry, and protect your business against Internet risks in the future.
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