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W
h a t
is the
c u r r e n t
state of the
profession? To

answer this question, we turn to the re-
sults of our second annual NYSSCPA–
Rosenberg Survey to identify and quantify trends in
public practice. The survey revealed some interesting
changes and trends that will be worth exploring further
in the coming year. Perhaps most notably, the aging of
firm partners declined compared to the prior year, per-
haps reflecting that the retirement of baby boomers has
reached a peak. This retirement wave has rippled through the
firm structure; as the number of partners has decreased,
partner and staff/partner ratios have increased. New en-
trants to the partner ranks are less highly compensated,
and the use of nonequity partners has expanded. New man-
aging partners have had less effective mentors and are less
prepared to lead their firms through the current challenges,
foremost of which remain finding capable staff and grooming
potential future partners. 

Leadership in today’s CPA firm is likewise a major concern of
Paul Fisher. His featured article describes a current succession
crisis exacerbated by an increasingly specialized practice environ-
ment. The vision he articulates here is one in which growth is reju-
venated by engaging all stakeholders in a single followership
agreement, grounded in a unified purpose and communicated through
shared quality and language.

This month’s News & Views section is also packed with a variety of perspec-
tives relevant to today’s CPA practice—from the perceptions of students, to the diverse experiences
of current firm leaders, to the ongoing wisdom and valuable contributions for retired professionals. In
addition, a conversation between Halliburton whistleblower Tony Menendez and ethics expert Steven Mintz raises
the cost—and value—of doing the right thing. And a pair of perspectives on a controversial book about the future
of the profession elevates the discussion of whether financial information—and the CPA’s role in preparing and as-
suring that information—is still relevant in today’s environment. 
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S
ome people love him. Some peo-

ple hate him. Regardless of what

anyone feels about him, New

York City real estate mogul and TV real-

ity show star of The Apprentice Donald

J. Trump is poised to, in January, become

the next president of the United States. 

While some of the president-elect’s pro-

posals have, at times, lacked specificity,

anyone seeking some level of certainty in

the immediate future can find it in the fact

that the United States will have a sitting

Republican president acting with the full

power of a Republican-majority House and

Senate behind him. Trump has an oppor-

tunity to get a lot done, at least during his

first two years in office. What he chooses

to spend that valuable time on remains to

be seen, but tax reform is on the expected

short list. What might that look like?

Under Trump’s proposed tax plan, the

estate tax will be repealed, carried interest

will be taxed at ordinary income levels, the

personal income tax brackets will be con-

solidated and the top rate will drop more

than six points to 33%, and the corporate

tax rate will drop 20 points to 15% (accord-

ing to the tax plan listed on Trump’s cam-

paign website). The 3.8% Net Investment

Income Tax will be repealed, as will the

alternative minimum tax.

According to the Tax Foundation, a

right-leaning think tank, after account-

ing for the larger economy and the

broader tax base, Trump’s plan would

reduce revenues by $2.3–5.9 trillion

over the next decade, depending on the

nature of a key policy provision for

pass-through entities.  The Tax

Foundation notes that its analysis does

not take into consideration whether or

how the revenue loss would be

financed, nor what economic and social

policies the Trump administration might

propose that would have a direct or indi-

rect impact on the economy. The left-

leaning Tax Policy Center estimates that

number to be as high as $6.2 trillion

before accounting for added interest

costs. To provide some frame of refer-

ence, the current proposed budget deficit

is about $500 billion and the total gross

national debt is nearly $20 trillion. 

Obviously, any changes to federal tax

law require congressional approval.

While CPAs may believe that their role

in sorting out tax reform doesn’t start

until the law is passed, it actually begins

much earlier than that. Here’s what

CPAs can do right now to ensure they

not only fulfill their obligation to their

clients, but to their country:

n  Read Trump’s economic plan. Then

read what others are saying about it.

Don’t stick to your favorite publications

or trade magazines; seek out the oppos-

ing point of view. Read both left- and

right-leaning analyses of the proposals,

such as from the Tax Policy Center and

the Tax Foundation. Read research stud-

ies and reports issued by the Government

Accountability Office (GAO) or the

Congressional Budget Office (CBO),

both government entities that provide

nonpartisan, factual analyses. 

n  Form your own opinion. You are a

CPA. Your education and training has

equipped you with the tools to conduct

your own objective analysis. Use those

tools to determine which parts of the plan

are sound and which ideas or proposals

should be relegated to the rubbish bin. 

n  Share your well-formed opinion. Sure,

you can share it with your fellow

CPAs—The CPA Journal and Tax
Stringer are two options—but consider

a larger audience. Reach out to your con-

gressional representatives; write your

local paper. If writing is your forte,

launch your own blog. Get your sound

and informed analysis out there. 

n  Keep reading. Plans change. Bills are

carved up and negotiated, compromised,

and rewritten. What is finally voted on

may not look anything like what was

originally proposed. Find writers who

offer thoughtful, objective analysis that

you may not always agree with but that

you trust as well researched and accurate. 

n  If you’ve gotten this far, get more
involved. Volunteer your service and

expertise to one of your community’s

nonprofit boards of directors. Run for

local office. Share your gifts of objectiv-

ity and accuracy with groups outside of

your employer or clients. 

We are living in a world where the pro-

liferation of fake news websites and the

reported meddling of foreign actors are

weakening our election process. It does

not matter where on the political spectrum

you fall; your skills and competencies as

CPAs can be used to better our democrat-

ic society and its institutions. Committing

yourself to any one of the above tasks will

help protect them.                             q

Joanne S. Barry, CAE
Publisher, The CPA Journal
Executive Director & CEO, NYSSCPA
jbarry@nysscpa.org

PUBLISHER’S COLUMNN&V

Five Things CPAs Can Do for a 
Stronger Democratic Society
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Editors’ Note: The debate over the
ethical responsibilities of CPAs and how
to fulfill them has always been at the
center of the profession. Recently, The

CPA Journal discussed this subject with
Tony Menendez, the CPA who blew the
whistle on Halliburton’s violations of
accounting rules in 2005, and Steven
Mintz, an expert in business ethics and
author of Ethical Obligations and

Decision Making in Accounting.

C
hris Gaetano for The CPA

Journal: Can you talk about

what you discovered at

Halliburton and what prompted this

whole thing to begin?

Tony Menendez: Well, it wasn’t that

hard. I mean, I was the director of tech-

nical accounting and reporting training,

and essentially I was asked to approve

a contract for revenue recognition within

a few weeks of starting. It was your typ-

ical bill-and-hold, recognized revenue

for the product up front. And I imme-

diately said, “That’s not appropriate.” I

got a tremendous amount of pushback

from within the organization, and then

I found out this was basically their busi-

ness model. But when I went to account-

ing, I could find no evidence to support

what they were actually using as a jus-

tification to recognize revenue. Finally,

they produced this bill-and-hold decision

tree, which was an unbelievably flawed

accounting model. And because of the

resistance I was getting from within the

company and the significance of the

issue, it took us months to finally put

out a draft memo on what the proper

accounting treatment was.

CPAJ: When you finally made the

decision to call the SEC, was it a diffi-

cult decision for you?

Menendez: Oh, absolutely, as it

would be for anybody, I imagine. I

essentially was told by the audit execu-

tive that Halliburton and KPMG had

negotiated away the accounting issue

and I should essentially save everything

for the subpoena. And this individual

was obviously as upset and distraught

as I was at the time. I knew that this was

big and it was serious, and so I confided

in my wife. We took a small road trip,

and eventually she was so adamant that

I shouldn’t have to run from Halliburton.

I hadn’t done anything wrong, so I need-

ed to stand my ground, and I felt like I

had an obligation.

I believed in the consequences of

Enron and the importance of what CPAs

were doing at the time. This was shortly

after Sarbanes-Oxley [SOX, the 2002

act], right around the time that people

were going to jail. But beyond the threat

of going to jail, there was an importance

to it that this profession had something

to live up to. And this was also

Halliburton. I could look out the window

and protestors were walking around. It

was certainly not a decision we made

lightly, but it was so much the right thing

to do.

CPAJ: What’s the status of the case

right now? 

The Ethical State of the CPA Profession
An Interview with Tony Menendez and Steven Mintz

NEWS & VIEWS I ethicsN&V
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Menendez: Well, from a SOX perspec-

tive, I got an ultimate victory in the Fifth

Circuit Court of Appeals officially in

March of 2015. Halliburton didn’t file for

an appeal to the Supreme Court, so as far

as the SOX case is concerned, it’s over.

CPAJ: Is there another component? 

Menendez: Well, there is still the

financial statement fraud component,

which unfortunately has never really

been addressed or resolved; the SEC

dropped their initial inquiry in 2007 and

haven’t done anything since. I find it

incredibly disturbing that they, to this

day, are allowing Halliburton to get

away with one of the most common,

perennial revenue recognition schemes.

The bill-and-hold transactions are asso-

ciated with more financial statement

frauds than just about any other scheme

you can think of, so there is really no

basis for ignoring it. What it says is that

big companies like Halliburton get to

play by a different set of accounting

rules because no one in the world

knows they’re doing it outside of a

handful of academics and journalists.

And I think it’s something that the pro-

fession needs to know. If we’re going

to have accounting rules, they’re not

going to mean anything unless someone

is enforcing them.

CPAJ: During this process, you also

faced retaliation from Halliburton. 

Menendez: Well, the retaliation was

actually fairly swift and fairly recognized.

And quite simply, they breached the

promise of confidentiality that was provided

by the company’s accounting process, but

also by law [SOX]. People will not come

forward if they know the minute they come

forward, they’re going to be outed. Their

argument that they were trying to do me

a favor, that I would appreciate being outed,

is disingenuous at best. That alone would

eviscerate the purpose of SOX.

CPAJ: You mentioned whistleblower

protections. The Dodd-Frank [Wall

Street Reform and Consumer Protection]

Act introduced several more. Do you

feel that these particular reforms would

have protected you?

Menendez: One important change that

Dodd-Frank instituted was it created the

bounty system, if you will, which gives

whistleblowers the opportunity to receive

10% to 30% of whatever fines are col-

lected. There have been huge payouts.

And I think that right there is probably

the most significant component of the

Dodd-Frank Act. Not because it’s

encouraging more whistleblowers; most

whistleblowers come forward out of a

sense of duty, a sense that they’re doing

the right thing, not money. But it encour-

ages lawyers to get involved. My first

attorney dropped me because I wouldn’t

settle and there was no money in the

case. After we lost at the ALJ [admin-

istrative law judge] level, my second

attorney dropped me. So I had to, as an

individual accountant, non-lawyer, rep-

resent myself through the appeals pro-

cess. If these are the hurdles that

individuals have to go through, it’s

impossible to say we’ve got a function-

ing whistleblower protection program.

How many times does someone have

to come forward and put themselves at

risk to get no result?

The Costs of Whistleblowing

CPAJ: Steve, let’s say somebody is

listening to this story, and they say, “You

know what? I have seen what happens to

that guy. I’m going to keep my mouth

shut.” Is that guy wrong? Is it unreason-

able to be genuinely concerned about the

impact on your career and on your life?

Steven Mintz: Well, it’s definitely an

issue that each person has to deal with

himself. It’s a very personal act. I do

emphasize that there are costs. And

Tony is a perfect example of the costs.

But Tony’s is clearly a case of moral

whistleblowing, if for no other reason

than he didn’t ask for monetary com-

pensation for his efforts.

My students find it very difficult to

perceive they would ever blow the whis-

tle against an employer. They just have

that feeling, especially the undergraduate

students, that “this is the person I work

for. If I get fired, I get fired. If I quit, I

quit.” So it’s difficult to get students to

realize the issues that go into making a

whistleblowing decision.

I think Dodd-Frank is a mixed bless-

ing in that regard. The awards are

designed to encourage people like Tony

to come forward, but on the other hand,

there have not been that many successful

Dodd-Frank whistleblowing award

cases. More often than not, the SEC

doesn’t take up or doesn’t win the case.

CPAJ: You talk in a lot of your writ-

ings about the way that ethics training

in corporate America tends to fall short. 

Mintz: In my teaching, we start off

talking about the traditional philosophi-

cal approach to ethical decision making.

Students understand why they should do

something, but that doesn’t get them to

the point of actually making the decision

and taking that tough action. Bad things

could happen, things that Tony certainly

had to deal with. And students have to

make that leap. It’s one thing to know

something is wrong; it’s another thing

to act on it. And I think there is not

enough ethics education on the latter.

CPAJ: Where do you think the cur-

rent framework is going wrong in this?’

Mintz: I think a business ethics course

should be a required university course.

It’s not. We do have some colleges and

universities in New York and California

that now teach accounting ethics courses,

which is a great thing. 

Once you get into corporate America,

whatever ethics you do have tend to get

tested very quickly. The pursuit of the

bottom line takes over. You have to

meet financial analyst earnings estimates

that have been put out in the press, and

all of a sudden ethics becomes pretty

secondary. And that’s unfortunate.
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Menendez: About a month-and-a-half

ago, I attended an ethics training [course]

at General Motors. I was sitting in there

in the class, and I remember one exec-

utive stood up. He was a CFO. And he

asked, “What do we do in the situation

where there is the lone dissenter?” 

I believe it was a lawyer that was

doing the presenting, and she replied,

“Well, if that’s the case, the person has

a choice to make.” And then in the back

of the room, one of the individuals that’s

responsible for investigating whistle-

blower complaints stood up and said,

“Well, if that person can’t get onboard,

their choice is either you can get onboard

or leave GM.” I was floored. I sat back

and thought, “Every major catastrophe

that’s ever probably occurred in human

history probably had a lone dissenter,

and that person’s decision was either get

onboard or leave.” And since then, I

have left General Motors.

CPAJ: In what way do you think that

this sort of training can help instill a

more ethical culture? 

Menendez: We talk about the training

in ethical culture. I believe it needs to start

even before that. I think people, especially

in the CPA profession, need to realize that

as a CPA, you have an obligation to the

public. If you think about the importance

of the trust that’s put into us, you realize

you are doing something that’s more

important than yourself. I think by having

that sense of importance, you can act from

a different starting point.

Mintz: One thing I make very clear to

my accounting students early on is the

accounting profession is unique in many

ways, but in one sense it’s the only pro-

fession where you put the public interest

ahead of the interests of your client. And

that’s a difficult standard to live up to.

The CEO of Tyco, Dennis Kozlowski,

in 2000 was interviewed in jail by Morley

Safer of 60 Minutes. And Morley asks

him, “What made you think you could

take $50 or $60 million of company funds

and use it for personal purposes?” And

Kozlowski said, “This is what my prede-

cessor did. This is expected or standard

practice around here. This is the culture.”

And that in his mind made it right.

Ethical Challenges

CPAJ: Do you feel that the ethical

challenges that are facing CPAs have

changed over the years, or do you think

they’re largely the same issues, just with

a different set of names?

Mintz: I think it’s probably a little bit

of both. I think the ethical challenges

today are more difficult because of the

pressures by management, the tighter rela-

tionships between the auditor, audit per-

sonnel, members of management, and the

client. They’re getting involved too much

on a personal level, on a business level.

There have been cases of auditors getting

involved in joint investments with mem-

bers of the board of directors or audit com-

mittee of a client, things of that nature. 

There’s also a lot of pressure for revenue

today, and I think the profession is going

back to some of its old habits. For exam-

ple, at Ernst & Young, the firm was lob-

bying legislators on behalf of audit clients.

You can’t have a more blatant advocacy

violation of independence. Insider trad-

ing—an audit partner at KPMG gives a

tip to a friend to buy stock in two clients,

Skechers and Herbalife. What did he get?

$50,000 and a Rolex watch. He sold his

soul for those sorts of things.

Menendez: What I find fascinating is,

back during the debates over Enron, they

decided the big problem was this econom-

ic incentive. All these firms, how could

they be independent or objective if they

have these big consulting projects and

they’re making all the money on consult-

ing? So audit firms had to get rid of their

consulting practices. But how did that

change anything? The economic concerns

are still there. You still have to make the

money off the audit. How are those inde-

pendence and objectivity issues not still

as prevalent today as they were back then?

Mintz: This brings up the whole problem

of auditor rotation. As a result of SOX, we

have audit personnel rotating off an audit

every five years. There has been discussion

for a number of years of actually having

the firms rotate off the audit client, not just

the audit personnel, but the firms. In fact,

in the European Union they started doing

this recently, and I believe the way it works

is, at the end of year 10 of serving a client,

you have to put the audit out for bid to get

a new auditor, and it has to be completed

no later than year 20. So far it’s gone

nowhere [in the United States] because there

is a lot of resistance. 

The firms, for obvious reasons, don’t

want it. There is a learning curve. They

put a lot of time and effort into training

their audit personnel. The companies say,

“If you like your auditors and you want

to have them for 40 years, maybe that’s

not a bad thing.” On the other hand, it’s

kind of sad that we have to say to the

auditing profession, “You have to leave
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after 10 or 15 or 20 years because you

may be lacking in ethics and indepen-

dence.” I would like to think the audit pro-

fessionals are a bit more professional than

that, and they’re more committed to what

they’re doing. But on the other hand, there

have been these cases where firms have

been there forever, and they get too cozy

with management. 

Menendez: My guess is they wouldn’t

even know what’s happening. It’s so

gradual over time that they wouldn’t

even know it. I suspect over a long-term

relationship, it just builds.

CPAJ: Do you think there is a sense

where the very structure of the financial

industry and of companies in general

seems to discourage ethical behavior?

Mintz: I was thinking of it from an

audit perspective when you started talk-

ing about it, the competitive nature of

auditing and what firms will or will not

do as a result of that. 

Menendez: And that’s the way I

thought about it too. If you’re squeezing

fees, the only thing you can do is squeeze

your costs. So you’re doing less auditing.

I think there could be an economic bias

towards less effective audits that result in

less effective financial statements. 

Mintz: One of the problems the profes-

sion dealt with for many years is opinion

shopping. Management basically said,

“Look, you don’t want to do it, you don’t

want to go along with it, we’ll find a firm

that will.” The audit ethics took a backseat.

Now if auditing is a lower portion of your

fees, you bid low to get the client with the

hope that, “Once I have them, I’m going

to get all this consulting revenue.” You

kind of sell your soul in that regard.

Menendez: There is a common under-

standing that the audit—maybe it’s a

commodity, a loss leader. We’re talking

about the thing that is the purpose for our

existence as a profession. It’s a little dis-

turbing to be sitting here so many years

later going, “No one really values the

audit.” And I think that needs to change.

CPAJ: How would you change it?

Menendez: I think we need to under-

stand that the CPA is a brand. And that

brand is tarnished when there is a per-

ception that it’s not living up to why

we’re here in the first place. I think we

need to be starting from a different place.

We need to be recognizing the impor-

tance of the profession itself and what

the CPA designation means. I think we

start there before we come up to an

answer as to how do we change it. 

But I think change comes from indi-

viduals, so it takes individuals to make

that change. I used this quote yesterday

from Edmund Burke: “The only thing

necessary for the triumph of evil is for

good men to do nothing.” So the only

thing necessary for financial fraud to pre-

vail over good financial reporting is for

good CPAs to do nothing.

Mintz: A thought that occurs to me is

to make the audit a statutory audit,

required by law or the government. And

then the firms are focusing on tax com-

pliance, tax advising, consulting, and so

on. I think it’s probably a little bit dif-

ficult to get that here, but it does occur

in many countries in Europe.

Menendez: Actually, to be honest, I

have always felt that that is a model that

would actually improve financial report-

ing and auditing. I think when they cre-

ated SOX and the PCAOB, there was

some discussion about having an organi-

zation that would do the auditing. I think

that would be much more effective.

Doing the Right Thing

CPAJ: I’m a CPA dealing with a real

ethical dilemma. I’m wrestling with this

issue, and I’m wondering whether to go

forward. What advice would you give me?

Mintz: Well, if we’re talking about a

CPA in public accounting, hopefully there

is a mentor. Certainly the bigger firms

have that. But beyond that, there ought to

be some mechanism where a CPA in that

situation can make a phone call to an indi-

vidual, a body, such as a state CPA soci-

ety, and get some expert advice without

any fear of retribution or retaliation.

Menendez: I guess I go back to some

guidance that was given to me one time

by someone that I respected, Nick

Cyprus from General Motors. He always

said, “You can always get another job,

but you can’t get another reputation.” I

think that’s an important thought. 

CPAJ: Is there anything else that

either of you would like to go over? 

Mintz: I would leave you with one

thought. When I finish my accounting

ethics class, I always say to my students,

“Look, you’ve now gone through 10 weeks

of intensive ethics and accounting ethics

training.” And I ask them, “What do you

want people to say, coworkers to say, peers

to say about you at the end of your career?”

And it gets them to focus on, “I want to

be known as somebody who has done the

right thing, who has been truthful, open,

honest and treated others fairly.”

Menendez: And my message to stu-

dents was, “If you’re going to do the

right thing, it’s hard. But that’s what

this is about. Nothing good ever comes

without any sacrifice or any cost. But

I think, over time, that the cost comes

down and we end up with a better pro-

fession for it.”                                 q

Tony Menendez, CPA, CFE, is a foren-
sic accounting litigation consultant,
speaker, and writer based in Austin, Tex.
Steven Mintz is professor emeritus of
accounting at California Polytechnic
State University, San Luis Obispo, Calif.
This article is based on a joint interview
conducted at the NYSSCPA offices;
excerpts from that interview will be
available at http://www.cpaj.com. 
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It’s Amazing What
CPAs Can Do: Profiles

in Community-
Oriented, Socially

Engaged Professionals 
By Orumé Hays

Accounting as a profession carries a

public interest responsibility that

also contributes significant value to soci-

ety. Accounting can also lead one to some

amazing careers, such as a Fortune 500

CEO, an FBI agent, or a not-for-profit

treasurer. Following are several successful

CPAs’ perspectives on their careers and

various issues in the profession.

Roderick Harvey

Roderick Harvey, CPA, CVA, had a

natural love for numbers and started

preparing tax returns at age 15. He went

on to serve in the U.S. Navy and earned

a master’s degree in accountancy from

the University of Texas. Passing the

exam was an exciting life event for him;

he noted that “unless you do something

to get your license revoked, you will die

a CPA.” He became an auditor and

developed his career at KPMG, where

he was involved in many facets of public

accounting. He is now a managing part-

ner at HCT Certified Public Accountants

and Consultants in Florida.

Technical proficiency and social and

analytical skills are critical keys to success

for Harvey. As CPAs, he says, “we are

the only animal in the jungle who can cer-

tify numbers.” He believes people who

are not firm in their position or do not

document and support their work ultimate-

ly get themselves (and the profession) in

trouble by trying to please the client. 

Harvey goes on to say that the best

CPAs have a certain degree of social

personality, and this bodes well for mil-

lennials with a high level of social

awareness. “You’ve got to be able to

engage the client, and this helps not only

the audit team but also you, as the audi-

tor, to be able to get through the profes-

sion, year after year.”

Craig Goodman

Craig Goodman, CPA, a director in

the professional standards group at

Marks Paneth LLP, wanted to learn a

profession, and accounting fit his per-

sonality. He has over three decades of

accounting and auditing experience

working with domestic and international

clients, as well as financial reporting

expertise in regulatory compliance.

According to Goodman, a key to suc-

cess in the profession is to ask for help.

He believes new accountants can build

on their baseline skills by asking for

help. “People who ask for help early on

in their careers—those are the people

who turn out to be successful,” he said.

Goodman encourages young CPAs to

look at the early part of their career as

a continuation of their education. While

accounting “is an intellectual profession,

it also has this hands-on aspect that you

can’t avoid: learning how to deal with

grey areas. You have to (be able to) see

all the differences, all the nuances. And

that just comes with time.”

On ethics issues, Goodman urges young

CPAs to look to the AICPA’s Code of

Professional Conduct for guidance, saying,

“reading and understanding the Code gives

a lot of insight into why accountants are

trusted and relied on by the public.”

Goodman also believes that “account-

ing is applicable to many different orga-

nizations, practice areas, and geographical

locations.” The skills are transferable, and

he urges frustrated young CPAs to “try

something different. Don’t blame the pro-

fession. Maybe it’s just the place of

employment or the department.”

Cynthia Scarinci

Cynthia Scarinci, CPA, an assistant

professor of accounting and finance at

the College of Staten Island, believes

public firms must be open to a cross-

training program for new employees.

“Students are recruited in a particular

area. They accept the position and then

find out they are not happy with it. If

they start out in tax, they find it difficult

to make a switch to audit” without the

appropriate training. She advises former

students, “If you don’t like tax, try some-

thing else!”

This is sound advice. If frustrated, try

something else within the profession; the

opportunities are endless. According to the

National Association of State Boards of

Accountancy (NASBA), as of April 22,

2016, there are 664,532 actively licensed

CPAs in the United States. To be counted

in this number is a privilege.              q

Orumé Hays, CPA, CGMA, is an
NYSSCPA member and freelance writer
in New York, N.Y.
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Five Steps to Prepare
for Audit Season

By Stephen B. Eason and 
Janice Burns

The end of the year is coming, and

for auditors, that means busy sea-

son is just around the corner. There

never seem to be enough hours in the

day to accomplish all that needs to be

done, but putting off preparing for busy

season only make things worse. In the

words of Benjamin Franklin, “By failing

to prepare, you are preparing to fail.” 

Every firm should take the following

five steps to prepare for busy season:

n Evaluate last year’s busy season 

n Assess current authoritative literature

n Consider recent peer review and inter-

nal inspection findings

n Communicate early with clients

n Prepare staff and invest time in planning. 

This article will address each of these

steps, focusing on learning from recent

peer review findings. 

Evaluate Last Year’s Busy Season

When preparing for the future, there

is no better place to start than the past.

Accordingly, firms should begin by

objectively evaluating the previous busy

season to see what can be learned from

it. One way to do that is to conduct a

retrospective or postmortem on the prior

year’s busy season. A firm should con-

sider pulling together a group of its audit

professionals to brainstorm what went

well, what did not go well, and what the

firm should do differently. For smaller

firms, this could mean getting the entire

audit staff together for a long lunch. For

larger firms, it might mean getting some

partners, managers, and in-charges for a

brainstorming discussion.

Audit files often include suggestions

for audit efficiencies, such as a comment

to obtain an accounts receivable file in

a certain electronic format that is better

suited to data extraction techniques,

which can serve as a starting point. In

addition, the following topics might also

be part of that discussion: 

n  Technology issues, either software or

hardware, which negatively impacted

auditor efficiency

n  Improving client assistance

n  The timeliness of meeting client dead-

lines and issuing reports

n  Preparing staff for busy season,

including keeping them motivated and

feeling valued

n  The scheduling process, including

whether budgets were realistic, whether

the schedule appropriately considered the

competency of individuals, whether

appropriate partner time was charged

during planning, and how overtime was

spread among the staff

n  Whether appropriate professional skep-

ticism was exhibited on engagements

n  The interplay between quality versus

efficiency and the “tone at the top”

exhibited by firm management.

In addition, a retrospective in the area

of client acceptance and continuance

might also be helpful, especially when

considering whether the firm should

resign from certain difficult clients or the

firm should no longer perform work in

a particular industry. Some of those

clients may have already been engaged

for December 31, 2016, audits, so a

more thorough evaluation of this partic-

ular topic may need to be done after next

year’s busy season.

Assess Current Authoritative Literature 

In the second step, a firm should

assess whether there are significant new

pronouncements that will affect this

NEWS & VIEWS I auditingN&V
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year’s audits. If the new standards will

require significant additional audit time,

firms will also need to consider the

effect of those new pronouncements on

engagement fee realization. Firms should

consider not only pronouncements that

have been issued recently, but also pro-

nouncements issued in previous years

that will now be effective for year-end

audits. A year-end GAAP/GAAS update

continuing professional education (CPE)

course for key (or all) audit professionals

is highly recommended.

Activity has been relatively quiet at the

AICPA on the audit front, with only two

Statements on Auditing Standards (SAS)

issued in the last two years, and those hav-

ing a narrow impact. Statement on

Standards for Attestation Engagements

(SSAE) 18, however, was issued in April

and includes significant changes for non-

traditional engagements, such as agreed-

upon procedures engagements and

examinations. These changes will be

effective for reports dated on or after

May 1, 2017 and will need to be consid-

ered when drafting the related engagement

letters. In addition, FASB has more than

made up for the slow pace of auditing

standards changes, issuing approximately

30 new Accounting Standards Updates

(ASU) covering rather specialized areas

in the last 18 months alone. Several of

these standards have delayed effective

dates, the most far-reaching being the

ASUs on revenue recognition and leases. 

While these standards will not apply

to audits this year (except for early

adopters), auditors nevertheless need to

educate themselves about the main pro-

visions so that they can start assessing

their effects and counsel their clients to

be prepared for future retroactive appli-

cations. Firms should particularly con-

sider those clients that will be most

affected by the new standards, such as

those with significant operating lease

commitments (especially if they have

debt covenants that might not be met if

a large liability is recorded on the bal-

ance sheet) and those in industries with

complex customer contracts that will be

most affected by the revenue recognition

standard. 

Consider Recent Peer Review and

Internal Inspection Findings

Firms that perform audits and other

attest engagements are required to have

a peer review every three years.

Accordingly, the third step in preparing

for busy season is to consider the impact

of the most recent peer review and inter-

nal quality control inspection findings and

ensure that appropriate remedial actions

have been taken. In addition, the AICPA

publishes summaries of findings noted in

recent peer reviews periodically, which

firms should review and consider when

planning next year’s audit engagements.

The most recent examples, published in

July 2016 (http://bit.ly/2fWbHEe), cover

audit engagements with year-ends

between December 31, 2014, and

March 31, 2016. In addition, the authors

frequently have discussions throughout

the year with peer reviewers about defi-

ciencies noted in peer reviews. This sec-

tion discusses some of the examples that

are applicable to most audit engagements.

(The AICPA also publishes deficiencies

unique to firms practicing in specialized

industries, which are outside the scope of

the article.)

Planning procedures. Failing to docu-

ment and perform planning procedures is

a common deficiency noted in peer

reviews. Audit planning covers a wide

range of activities, and compliance with

auditing standards related to planning can

pose problems for auditors. Some of the

related deficiencies are discussed below.

Preliminary analytical procedures.
Auditors may not adequately document

preliminary analytical procedures. A

simple sign-off of a program step is not

enough; auditors need to include a work-

paper in the engagement file document-

ing the procedures performed. Note that

merely explaining fluctuations between

the prior year and the current year final

balances during detail testing does not

meet the objective. Preliminary analyti-

cal procedures, and the related documen-

tation, should focus on developing the

audit scope to achieve a more effective

and efficient audit plan.

Nonattest services. When auditors per-

form nonattest services for attest clients,

they have to comply with the requirements

of ET 1.295 of the AICPA Code of

Professional Conduct to remain indepen-

dent. Auditors need to ensure that an

understanding with the client is established

and documented in writing and all require-

ments of ET 1.295 are met. This entails

obtaining evidence of the competence of

a client individual designated to oversee

the nonattest services. Auditors also need

to be careful that their audit documentation

does not give the appearance of perform-

ing nonattest services when they have not

been engaged to perform such services,

especially when if performed they would

impair independence. When performing
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multiple nonattest services for attest

clients, auditors should evaluate whether

the aggregate effect of those services

results in a significant threat to indepen-

dence that cannot be reduced to an accept-

able level by the application of safeguards. 

Group audit standard. Peer reviewers

often note that auditors fail to document

consideration of and compliance with the

group audit standard when a component

unit is audited by either another audit firm

or another audit team in the same firm.

This is a complex area that requires careful

consideration and documentation. Under

the AICPA’s auditing standards (but not

the PCAOB’s), consolidated financial

statements are group financial statements,

as are combined financial statements.

Combined financial statements are often

presented when companies are under

common management. Frequently, audi-

tors fail to identify that they are auditing

component financial statements and need

to comply with AU-C 600, Special
Considerations—Audits of Group
Financial Statements (Including the Work

of Component Auditors).

Risk assessment and developing the
detailed audit plan. Common deficien-

cies relate to performing risk assessment

procedures, identifying risks, and devel-

oping the detailed audit plan. These defi-

ciencies include a failure to perform or

document the engagement team discus-

sion regarding the susceptibility of the

entity's financial statements to misstate-

ment due to error or fraud; to document

an understanding of internal control; and

to document the assessment of risks, sig-

nificant risks identified and the related

controls, and the overall audit strategy

in response to the assessed risks of mate-

rial misstatement.

Besides a discussion by the engagement

team about fraud risks, auditors need to

perform and document inquiries with cer-

tain client personnel about the risks of

fraud. To avoid a peer review matter when

performing those inquiries, they should

ensure that all of the required questions

are covered and interviews are performed

in a thoughtful manner to determine if

there are any risks of material misstate-

ment due to fraud. Care should be taken

to ensure a link between the risks identi-

fied in planning, the documentation of the

planned audit approach, and the proce-

dures performed. For example, if the con-

troller expresses concerns about pressures

placed on operating personnel to meet

sales goals, the auditor should design and

perform additional audit procedures to

address the risk of revenue overstatement.

Another common deficiency noted by

peer reviewers is a failure to tailor audit

programs for a specific client. Standard

audit programs and practice aids are

wonderful timesavers, but they need to

be tailored to the client’s industry and

other specific circumstances. In addition,

auditors need to make sure that they per-

form adequate tests in key audit areas.

The amount of testing that needs to be

done is a matter of professional judg-

ment; however, auditors would be

expected to perform more extensive

audit procedures in areas with larger bal-

ances and higher risks of material mis-

statement. In addition, auditors should

avoid “conversational” auditing and

inadvertent reliance on client explana-

tions or computer-generated reports.

Accounting errors. Peer review find-

ings related to accounting issues often

include the following errors:

n  Failure to correctly classify long-term

debt

n  Incorrect accounting for a transaction,

such as treating a capital lease as oper-

ating (most likely if the client enters into

significant new transactions or if there

are new accounting standards effective)

n  Improper application of the basis of

accounting. When the client uses a spe-

cial purpose framework, such as the

income tax basis, auditors should ensure

that the balances in the financial state-

ments and note descriptions are consis-

tent with the basis of accounting being

used. To avoid improper application of

the accounting basis, auditors should

make sure that—

n accruals are included in GAAP-

basis financial statements, but not in

pure cash basis financial statements; 

n the direct write-off method is used

for losses on doubtful accounts in tax-

basis financial statements, while an

allowance is recorded in GAAP-basis

statements; and

n deferred income taxes are provided

for in GAAP-basis financial statements,

but not in cash-basis statements.

Peer reviewers have also found errors

in the cash flow statement. These errors

include misclassification of cash flows

as operating, investing, or financing;

improper classification of items as cash

equivalents; or captions in cash flow

statements that do not tie to the balance

sheet and income statement.

Disclosure issues. Peer reviewers

have found that disclosures of related-

party transactions, valuation allowances,

debt terms and maturities, income tax

matters, and significant concentrations

are often omitted. In addition, financial

statement disclosures required by GAAP

are incorrect or incomplete, with issues

such as a failure to disclose the date

through which subsequent events were

evaluated, to appropriately disclose fair

value hierarchy information related to

investments in marketable securities or

to disclose significant estimates, to have

audit documentation that supports dis-

closures or amounts in the statement of

cash flows, to disclose significant

accounting policies, and to disclose non-

cash transactions or cash paid for interest

and taxes.
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To prevent disclosure errors, it is rec-

ommended that auditors use an up-to-

date disclosure checklist. After going

through the disclosure checklist, a final

review of the financial statements will

help determine if there is sufficient infor-

mation for a user to understand impor-

tant aspects of material amounts and

transactions.

Reporting mistakes. Common report-

ing deficiencies occur when the auditor’s

report does not conform to the auditing

standards or contains other mistakes: 

n  Reports dated incorrectly. The report

date, the date of the management repre-

sentation letter, and the date through

which management evaluates subsequent

events should all be the same, and no

earlier than when sufficient appropriate

audit evidence was obtained and all

review procedures were completed.

n  Incorrect financial statement titles.
The titles of the financial statements

should match the titles listed in the audi-

tor’s report and be appropriate for the

type of entity. For example, a nonprofit

entity typically provides a statement of

activities rather than an income state-

ment. In addition, titles of financial state-

ments prepared using a special-purpose

framework should differ from GAAP

basis titles, so there is no implication that

the statements are prepared in accor-

dance with GAAP.

n   Missing or incorrect report elements.
Auditors should not vary from the standard

language of a report unless the report cap-

tures all of the required elements. In addi-

tion, the report should include the required

headings and cover all of the periods pre-

sented by the financial statements.

n  Failure to disclose GAAP departures.
A GAAP departure requires a qualified

or adverse opinion, and the auditor

should disclose the departure in a sepa-

rate paragraph of the report. Disclosure

in the financial statements alone is not

sufficient. Auditors should carefully draft

the Basis for Qualified Opinion para-

graph of the report to ensure that it cor-

rectly and completely states all the

reasons for the opinion qualification.

n  Failure to appropriately report on
supplementary information. Auditors

should report on supplementary infor-

mation either in the auditor’s report on

the financial statements or in a separate

report, and the report should clearly state

the degree of responsibility taken by the

auditor, which is frequently less than that

taken for the basic financial statements.

If an engagement quality control

review is not performed on the audit as

a whole, it is recommended that another

auditor perform a cold review of the

report and financial statements to check

for common reporting mistakes, as well

as grammatical errors. A reporting

checklist may be used either to find

reporting guidance relevant to a partic-

ular situation or as a quality control

check before a draft report is issued. 

Other items. Auditing deficiencies

observed in peer reviews include a fail-

ure to observe inventory when the

amount is material to the financial state-

ments and a failure to perform sufficient

procedures or adequately document

those procedures to obtain assurance of

fair value measurements. In addition,

peer reviewers have found instances

when accounts receivable were not con-

firmed and the reasons for not confirm-

ing were either not documented or did

not qualify under the exceptions in the

standard. Peer reviewers also noted that

some auditors failed to communicate or

document required communications with

those charged with governance. 

Peer reviewers have also noticed defi-

ciencies related to management repre-

sentation letters, including a failure to—

n  date (or update) the letter as required, 

n  include appropriate financial state-

ment periods, or

n  include the required representations.

In connection with substantive analyt-

ical procedures, auditors should be care-

ful when comparing balances to

prior-year amounts. The basis for an

expectation should be audited and doc-

umented. If the expectation is that the

current amount will be similar to the

prior year, such an expectation should

be justified in the audit documentation.

If the expectation is that the amounts

will not be similar because of some

known event, however, then the prior

year’s balance should be adjusted for the

known event before making the compar-

ison. Auditing standards require that the

effects of such known events be built

into the expectation, rather than merely

used to explain variances from an unrea-

sonable expectation that fails to consider

facts and circumstances. 

Finally, peer reviewers have noted

failures to include audit documentation

that contains sufficient competent evi-

dence to support the auditor’s opinion

on the financial statements. Auditors

need to make sure that such documen-

tation is included in the workpapers. As

a reminder, all of the documentation

needs to be wrapped up by the document

completion date. The standard requires
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that auditors use 
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that this process be completed no later

than 60 days after releasing an audit

report, after which all extraneous mate-

rial must be retained for five years (or

longer if required by state law). In an

electronic environment, that includes

making sure that the trash folder is emp-

tied and unfiled workpapers are either

filed or deleted.

Based on a new question included in

AICPA peer review checklists, peer

reviewers will be focusing more intently

on the quality control policies and proce-

dures that firms use to ensure that their

guidance and quality control materials,

whether developed in-house or obtained

from a third-party provider, remain reli-

able, relevant, and current based upon new

professional pronouncements and whether

those materials are suitable for the firm’s

practice. The focus will include whether

those materials are appropriately tailored

for an industry and, if purchased from a

third-party vendor, whether the latest edi-

tion is being used.

Communicate Early with Clients

The last quarter of the year is often

a busy time for auditors. They must

contact clients to finalize plans for year-

end audits; this includes discussing the

scope of engagements, any nonattest

services that will be performed, fee

issues, and plans for observing any

year-end inventory counts, as well as

finalizing engagement letters. Auditors

should take advantage of these discus-

sions to communicate early with clients

about other matters, such as new

accounting standards.

Auditors should also provide clients

with a listing of audit schedules that they

will need and when they will need them.

It is most efficient if the auditors provide

example schedules in an electronic for-

mat so that clients can simply fill in the

needed information. Auditors should

also provide information on why they

are requesting a particular schedule and

how it will be used, since clients can

sometimes suggest a quicker way to

achieve the objective. 

Prepare Staff and Invest Time 

in Planning

After all of the information above has

been considered, the final step is to pre-

pare the audit staff and then to invest

time in preparing for and planning the

audit engagements. 

Preparing staff. Firms should ensure

that auditors have the necessary training

on new standards, even if only through

short webinars, so they will feel prepared

to have initial discussions with clients. In

addition, technology and other issues

should be addressed with staff before year-

end. Finally, firms should remind auditors

of peer review comments or deficiencies

noted by the AICPA to ensure that audit-

ing standards are correctly followed during

busy season and that workpaper documen-

tation is appropriate.

Investing time in planning. Firms

should ensure that an appropriate amount

of time is set aside to plan audit engage-

ments. Planning audits involves establish-

ing the overall strategy for engagements

and developing audit plans. The nature,

timing, and extent of audit planning vary

with the size and complexity of the entity

and with the auditor’s understanding of

the entity and its environment, including

internal control and a risk assessment pro-

cess. Some of the risk assessment proce-

dures performed as part of planning, such

as inquiries and nonsubstantive analytical

procedures, may provide audit evidence

about relevant assertions related to

account balances, transaction classes, or

disclosures. 

The risk assessment and audit plan

should drive audit procedures. In many

cases, however, planning is out of sync

with the actual work performed during

the audit engagement. For example,

risks are identified in planning, but the

procedures are not modified to respond

to those risks, or no risks are identified

and the auditor performs unnecessarily

detailed testing in an area because that

is what was done in the prior year. This

is inefficient. If sufficient time is not

invested in the planning part of an

audit engagement, the audit team is

destined to make the same mistakes as

the prior year. 

While auditors cannot spend all of

their time planning, planning needs to

be done at an appropriate level to drive

the engagement procedures. 

Final Thoughts

A retrospective on a busy season is

better performed right after it is finished.

Therefore, firms should consider schedul-

ing another retrospective on the upcom-

ing busy season once it is completed,

thereby ensuring that the planning for

2018 gets off on the right foot.          q

Stephen B. Eason, CPA, is a senior
director of editorial operations, and
Janice Burns, CPA, is an executive edi-
tor, both at Thomson Reuters,
Dallas/Fort Worth, Tex.

Firms should consider

scheduling another 

retrospective on the

upcoming busy season

once it is completed.
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In Case You Missed
It: A Look Back 

at 2016

In 2016, the Journal continued our cov-

erage of some of the unresolved

accounting, auditing, and financial report-

ing issues that have plagued the profession

since the 1930s. As always, a number of

new ideas issues surfaced throughout the

year and garnered the attention of our

authors. In case you missed them the first

time around, here is a look back at some

of those pieces that the editors believe

should be on your year-end reading list.

Auditing: Efficient, Deficient, Inefficient,

Too Expensive, or Just Right?

In our February 2016 issue, thought

leaders from different corners of the pro-

fession discussed the ever-changing audit-

ing discipline and came out with many

different perspectives on the topic. Jim

Peterson, former corporate counsel at

Arthur Andersen, proposed a radically

different approach to the search for audit

quality (“Audit Quality and the

Expectations Gap,” p. 6). Cindy Fornelli,

executive director of the Center for Audit

Quality, suggested that audit quality is

actually getting stronger due to enhanced

communications and transparency

(“Improving Audit Quality through

Auditor Communication,” p. 10). Art

Radin and Miriam Katowitz argued that

the growth of audit requirements has

added cost without providing commen-

surate value (“Have Audits Become Too

Inefficient and Expensive?” p. 18). Could

a simpler, principles-based audit be less

expensive but more valuable to stakehold-

ers and investors? This issue is a great

place to begin the discussion.

Tone at the Top

The responsibility of auditors to pro-

tect investors and stakeholders against

fraud is a responsibility no longer

assumed. At least 300 pages of the

PCAOB’s literature are devoted to

explanations of why auditors may miss

it. Sri Ramamoorti, a CPA with a PhD

in behavioral psychology, and his coau-

thor Barry Jay Epstein argued that we

need to reexamine the tone at the top

within the context of “dark triad” indi-

viduals—abnormal personality types

who might actually have a propensity

for rising through the executive ranks

and be responsible for outsize frauds that

current risk models do not anticipate.

The authors suggest factoring in execu-

tives’ personality types and the resultant

behavioral/integrity risks as an integral

part of risk assessment (“Today’s Fraud

Risk Models Lack Personality,” March,

p. 14). They also stress that the entire

corporate culture may be need be fun-

damentally reformed—a tall order to be

sure (“When Reckless Executives

Become Dangerous Fraudsters,”

November, p. 6). Whether you are a

financial executive or outside auditor,

these are articles you should not miss.

Risks in the Modern Nonprofit

Last year witnessed the largest

bankruptcy of a nonprofit in New York

history. As one author in our special

April issue devoted to nonprofits

observed, “people today live with more

uncertainty than in the past” (Ron Ries,

“How to Evaluate Risk in the Modern

Not-for-Profit Industry,” p. 6).

Nonprofits that strive for the common

good are also subject to internal and

external challenges to fulfilling their mis-

sion in the long term (David Rottkamp

and Nina Bahazhevska, “Financial

Sustainability of Not-for-Profits,” p. 8). 

Cybersecurity and the Role that CFOs

Need to Play

Maintaining security in the digital age

was a concern of people throughout the

profession in 2016. CPAs need to be

aware of their own responsibilities in this

area, as well as how they can bring their

own skills and knowledge to bear on this

highly visible problem. In our May issue,

Joel Lanz looked specifically at the roles

of financial executives and audit commit-

tees in managing this risk from a business,
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as opposed to purely technological, per-

spective (“Communicating Cybersecurity

Risks to the Audit Committee,” p. 6). 

Sustainability Reporting and 

Integrated Thinking

Our June issue focused on the

accounting profession’s role in sustain-

ability reporting—it’s a must-read. This

revolutionary movement is spreading

through the business world, and CPAs

are well positioned to play a leading role.

Financial executives and outside advisors

are increasingly aware of the need to

identify, measure, and monitor the hid-

den assets that are not on the balance

sheets of companies but make up 82%

of the value of the modern corporation.

Mervyn King, Jane Gleeson-White, and

other thought leaders discussed how

understanding the “six capitals”—not

just financial and manufactured capital,

but also human, intellectual, natural, and

social capital—are crucial to the inte-

grated thinking and reporting necessary

for a sustainable form of capitalism.

Is Financial Reporting Meeting 

Users’ Needs?

One of the unresolved issues in finan-

cial accounting is whether the explosion

of standards and standards-setting bod-

ies, oversight organizations, and advisory

groups is actually improving financial

reporting for the benefit of users. Our

July issue focused on this topic, featuring

commentary from PCAOB Member

Jeanette Franzel, SEC Deputy Chief

Accountant Wesley Bricker, and FASB

Member Marc Siegel.

From Accounting Practice to Academia

Many practitioners want to pass their

experience on to the next generation by

transitioning into academia. Whether

transitioning to a PhD program, trying

out an adjunct role, or retiring to the

classroom from public practice, many

different opportunities, as well as hur-

dles, await. Our August issue drew heav-

ily upon the experiences of the authors

and their colleagues who have already

blazed the path. It provided guidance for

those who want to dive headfirst into

academia or for those practitioners who

prefer to get their feet wet with part-time

teaching work. Practical and hands-on,

this issue is a must-read for practitioners

considering the jump.

Life Cycle Planning

Many CPA firm partners have grown

up with their clients and helped them

through the various stages of their busi-

ness careers and personal life stages. Our

September issue on financial planning

was organized around the CPA’s role in

life cycle planning, from having children

to buying a home to saving for college

and preparing for retirement. Several

articles in this issue explored the critical

role CPAs need to play to ensure both

the financial and personal well being of

their clients throughout their lifetime.

Out with the Old

The October issue saw the introduc-

tion of a column featuring a new type

of managing partner and a new type of

CPA firm. Jason Ackerman, a 29-year-

old CPA, discussed how he runs a 

25-person firm as “paradigm shifts are

changing the accounting profession”

(p. 68). Jason began with the first of

hopefully many “Managing Your

Practice” columns on how the firms of

the future will find success.

Turbulence and Change

We round out the year with some

shocking revelations from our second

annual Rosenberg Survey of New York

State CPA firms. Readers can uncover

them later in this issue.                     q

Plus
• Perspectives of 

Young Professionals
• The Revised CPA Exam
• Ethics Education

www.cpaj.com     August 2016
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Seven Essentials 
for a CPA Firm

Marketing Program
By Jean Marie Caragher

With an ever-increasing choice of

marketing tools, it is important

for CPAs to focus promotional efforts

on the areas of greatest benefit to the

firm. The following are seven essentials

for any firm’s marketing program.

A satisfied client base. Growth is not

possible without a strong foundation of

clients who are satisfied with the service

and experience they receive. Satisfied

clients provide consistent revenue, new

business referrals, and testimonials, yet

most CPA firms do not even measure

client satisfaction. This is a lost opportu-

nity; CPAs who are willing to gather evi-

dence about the quality of their service

delivery can differentiate themselves.

An image of the ideal client. Creating

the image of a firm’s ideal client requires

analyzing and organizing the current client

base; this analysis will reveal the firm’s

most profitable clients. The firm’s income

can be sorted by industry, service, or geo-

graphical area; clients may be sorted by

fees collected, size, or realization rate. For

example, 20% of the client base might rep-

resent manufacturing companies with aver-

age annual sales of $10 million located

within a 40-mile radius of the office and

paying the firm an average of $15,000 for

audit and tax services. The firm should

play to this strength and seek out more

clients fitting this description. 

Once a firm’s target market is identi-

fied, a marketing plan should be formed.

A good plan includes the following:

n  Mission, vision, and core values

n  The firm’s current situation

n  Goals and strategies

n  Those responsible for implementation

n  A timetable and budget

n  A description of how the plan will be

evaluated.

Description of what the firm offers. Be

specific about the products and services the

firm is able to offer; the smaller the firm,

the more specific this should be. No firm

can be all things to all people; the analysis

performed above should help determine the

firm’s most profitable services. 

A network of referral sources.
Networking continues to be the number

one way CPAs generate leads. The firm’s

pipeline can identify new referral sources;

if none exists, identify the firm’s current

referral sources and rate them A, B, or

C. Meet with A referral sources at least

quarterly. A referral sources—

n  provide multiple referrals per year,

n  provide significant referrals,

n  work with current clients,

n  have similar client bases,

n  represent the highest opportunity to

receive the type of referrals desired, and

n  use the firm as a primary referral source.

Meet with B referral sources at least

twice per year. B referral sources—

n  do not use the firm as their primary

referral source, but should,

n  are able to refer business,

n  provide sporadic referrals,

n  have similar client bases, and

n  work with current clients.

Meet or speak with C referral sources

at least once per year. C referral sources—

n  have no relationship with the firm, and

n  have not referred business to the firm.

Firms still building their referral net-

works, however, will have mostly C refer-

ral sources. These firms should meet with

their sources two or three times per year

to move them up the chain to B or A. 

An active online presence. This begins

with the firm’s website. According to a

study by Green field/ Belser, 76% of pro-

fessional services buyers are likely to be

influenced by a website’s quality. Websites

should be updated on at least a monthly

basis with newsletters, articles, firm events,

and other resources. Personal LinkedIn

profiles and the company LinkedIn page

should be optimized. If the firm has the

time and resources, consider how

Facebook, Twitter, and YouTube can play

a role in the marketing program, particu-

larly for recruiting.

A pipeline to track opportunities. A

new business pipeline is a tool to track

leads, referrals, proposals, and new and

lost business. While there are software

programs for this task, such as SalesForce,

HubSpot CRM, ContactEase, and Zoho,

most accounting firms use Excel. The fol-

lowing data should be tracked:

n  Date the prospect is placed in the

pipeline

n  Name of the prospect and contact

n  The firm’s team leader

n  Referral source 

n  Services to be provided

n  Industry the prospect operates in

n  Estimated fees

n  Date when a decision will be made

n  Next steps

n  Outcome (i.e., client acquired/retained).

The pipeline should be reviewed at

weekly or biweekly partner or marketing

meetings to ensure that prospects are fol-

lowed up with on a timely basis.

Team members who can close the deal.
Each team member has different skills; iden-

tify those in the firm who can close the deal

and bring them to sales meetings. Here is

a sample closing question: “I’ve gotten to

know you and I’d like to work with you.

What are some things I could do to help

the most right now?” The prospect’s

answers will either uncover additional objec-

tions to be addressed, or close the sale.

Marketing is an indelible part of any

firm’s strategy. Don’t let it go neglected. q

Jean Marie Caragher is president of
Capstone Marketing, Palm Harbor, Fla. 
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High School
Confidential

Future Accountants Speak
About the Profession

In October, Jason Ackerman’s first

practice management column dis-

cussed his firm’s practice of hiring high

school interns at his firm to give them

early exposure to the world of account-

ing. Subsequent to this, The CPA
Journal sat down with a small but

diverse group of juniors and seniors

from the Academy of Finance at James

Madison High in Brooklyn and the

Academy of Finance and Enterprise in

Queens. The students shared their

thoughts and views on the accounting

profession and the future of the industry.

The National Academy of Finance is a

network of business, education, and

community leaders who help to ensure

that these students are prepared for col-

lege, their careers, and the future.

Accounting in a High School Setting

Many of the students had a strong idea

of how to describe the accounting pro-

fession. They expressed their knowledge

of several technical terms and under-

stood the need to be organized and

focused for the profession. One student

described accounting as “boring, but

enjoyable.” The other students were in

agreement, noting that accounting, unlike

many of the other core courses they are

exposed to, presents finite solutions and

requires very little guesswork. A com-

mon theme among the students’ obser-

vations was that accounting is universal;

no matter where one goes in the world

or what language one speaks, the prac-

tice of accounting is the same.

These students are able to take a wide

array of courses beyond the basic

accounting course that might be offered

in a typical curriculum. One student

described how they are learning book-

keeping and “have to track revenue

streams;” another described how they

are even learning payroll, which most

people might not see until college. When

asked how this class compared with their

other courses, the students said that the

accounting courses are far more enjoy-

able. One student said, “I fell in love

with accounting, because every other

subject doesn’t stick with me the way

accounting does.” For most of the stu-

dents, the concepts discussed in these

courses, while difficult, came more nat-

urally than anything else. Many of them

said they are now prepared to enter into

an accounting or business major upon

entering college.

The CPA and the Community

Many of the students were unaware

of the obligation of CPAs to protect the

public interest. One student said that this

makes sense because the accountant is

the “backbone of the company,” and

without them most companies would be

unable to function. Another student

described accountants as “the police or

investigators of the financial world.”

Ultimately, the responsibility of protect-

ing public interest seemed to inspire the

students even more; they understood that

this is an important idea when pursuing

accounting as a profession.

The students also discussed the idea

that CPAs can make their community as

a whole a better place to live. They

agreed that the concept was believable,

and discussed how without accountants,

cities, companies, and sometimes even

individuals would not be able to func-

tion. They related this idea back to the

concept of sustainability, and how

accountants can now focus on sustain-

able reporting in order to ensure enter-

prises are viable over the long term.

The Future of the Accounting Profession

Being juniors and seniors, many if not

all of these students have already thought

about college prospects. They all plan to

pursue either accounting or business

administration as a course of study in

college. One student said that the courses

she has taken “have given me a broad

knowledge of the profession and what I

should be expecting in college.” These

courses are designed not only for what

the students can expect in college, but

in the business world as well. 

They have been encouraged and

inspired by the courses they have taken

and the teachers who have taught them.

Many of them also know accountants,

and having these people in their lives

could play a large role in how they shape

their futures. One student said that her

mother is a CPA in the Dominican

Republic, and that this drew her to this

course of study. 

These students represent the future of

the accounting profession. While this is

only one conversation with a relative

few future CPAs, their passion for the

profession and understanding of its

responsibilities provide one with a pos-

itive outlook.                                    q
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Tax & Accounting
Update

Tax & Accounting Update is pro-

vided by Thomson Reuters and

based on material published on

Checkpoint, its online news and research

platform. The Update is a quick-refer-

ence guide to the most pressing issues

coming down the regulatory and admin-

istrative pipeline. Visit https://tax.

thomsonreuters.com/checkpoint-news/

for further information and daily updates.

Tax News

IRS warns tax professionals of new
e-services e-mail scam. The IRS has

issued an urgent alert to tax professionals

who use IRS e-Services to beware of an

e-mail asking them to update their

accounts and directing them to a fake

website. The fraudulent e-mail comes

from “Your e-Services Team” and bears

the subject line “Security Awareness for

Tax Professionals.” It has both an IRS

logo and an e-Services logo that hyper-

links to a verified phishing site that poses

as an e-Services registration page. Users

who have already clicked on the fake

logo and provided their user name and

password should contact the e-Services

help desk to reset their accounts. If the

same password is used for other

accounts, these should be changed as

well. As an extra precaution, users

should perform a deep security scan on

their computers, reevaluate their security

controls, and be alert to any other signs

of identity theft or data compromise.

SEC News

Regulators want disclosures for rev-
enue standard to explain accounting
judgments. SEC officials continue to

remind public companies that they want

to see detailed note disclosures in regula-

tory filings about the adoption of FASB’s

new revenue recognition standard.

Regulators are particularly interested in

seeing disclosures that explain the account-

ing judgments behind the decisions affect-

ing the reported revenue. Wesley Bricker,

the SEC’s interim chief accountant, told

the Practicing Law Institute’s Annual

Institute on Securities Regulation in New

York on November 2 that regulators want

companies to explain their accounting deci-

sions in the disclosures. “There’s signifi-

cant content, certainly from the regulatory

perspective,” Bricker said.

FASB News 

Comment letters on standards-setting
priorities ask for limited agenda.
Businesses, trade groups, and accounting

firms writing to FASB about the board’s

standards-setting priorities have sung a

common refrain: Slow down and set

limits. Many comment letters responding

to FASB’s “Invitation to Comment,

Agenda Consultation” stress the need for

time to implement major accounting

standards before the board begins work

on new amendments. FASB’s agenda

consultation document, released in

August, asked the public about whether

it should try to address four areas that

have long frustrated accountants: intan-

gible assets, pensions and other post-

retirement benefits, the distinction

between liabilities and equity, and per-

formance reporting and cash flows.

Revenue advisory panel stresses use of
judgment in applying new revenue stan-
dard. Businesses that have grown accus-

tomed to recognizing revenue from

customer contracts all at once under exist-

ing GAAP should not presume that they

can continue the same practice once

FASB’s new revenue standard goes into

effect, according to the participants in a

November 7 meeting of the board’s

Transition Resource Group (TRG). The

standard, which goes into effect for public

companies in 2018, says that a business

satisfies its obligations when it transfers

control of the asset to the customer. The

standard includes criteria to determine

whether a business transfers control over

time or at a point in time. “In the staff’s

view, this is very clear,” FASB assistant

project manager Aarika Friend said.

PCAOB News

Investor Advisory Group splits on audits
of non-GAAP measures. On October 27,

the PCAOB’s Investor Advisory Group

(IAG) was unable to form a consensus

about whether the audit regulator should

formally address the use of non-GAAP

measures. More companies and investors

are making use of the numbers, but more

regulatory officials and investors are grow-

ing worried that they may be misleading.

“At some point there’s going to be a day

of reckoning,” one IAG member warned.

IASB News

IFRS Interpretations Committee
agrees to finalize guidance for uncertain
tax positions. The IFRS Interpretations

Committee has agreed to finalize amend-

ments to its income tax guidance address-

ing uncertain tax positions. The draft

version of the amendments asks whether

the uncertain tax positions should be con-

sidered separately or collectively, whether

the tax agency that is authorized to exam-

ine the reported amounts will have full

knowledge of all the information related

to them during its examination of an enti-

ty’s financial statements, and the likeli-

hood that the tax agency will accept the

amounts reported in the financial state-

ments. The committee agreed to make

the amendments effective in 2019, and it

also agreed to permit early adoption. The

IASB staff expects to have the final

amendment published in the second quar-

ter of 2017.                                        q
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Book Reviews: The
End of Accounting

and the Path Forward
for Investors and

Managers
Editors’ Note: Published this past

June, Baruch Lev and Fang Gu’s The

End of Accounting and the Path Forward

for Investors and Managers (Wiley) has
generated a great deal of controversy
within the profession. The CPA Journal

presents two contrasting perspectives on
this thought-provoking book: Arthur J.
Radin questions whether the authors are
right about the conclusions they draw
from the data, and Thomas I. Selling
agrees with some of their recommenda-
tions but disagrees about the linkages to
value creation.

A Mountain or a Molehill?

Review by Arthur J. Radin

The book is certainly interesting and

thought provoking. Lev and Gu

claim that financial reporting as we know

it today, and pretty much for the last cen-

tury, is no longer giving investors useful

financial information, or, to use their

term, “decision-relevant information.”

They support their position with many

charts and analyses based on disclosures

made by public companies and the effect

on their share prices over a period of

time. Their conclusion is that the finan-

cial statements now being issued are not

relevant to investors, if they ever were. 

The authors also believe that informa-

tion that would be useful to investors is

not presented in financial statements. The

first 10 chapters of the book try to show

that current reports are not productive; the

remaining 10 explain what the authors

believe is important to investors and how

such information should be presented, as

well as suggesting broad changes in U.S.

GAAP. The authors buttress their argu-

ment by indicating that non-GAAP dis-

closures are becoming more and more

prevalent in financial reports. 

The State of GAAP

I share some of the authors’ criticisms

of GAAP; however, the main thrust of

the book is to seek a new basis, far away

from GAAP. The authors devote the first

chapter to describing a U.S. Steel 1902

financial statement and comparing it to

a current one. Their position is that after

113 years, the standard can no longer be

appropriate. I suggest that the lack of

change is evidence of the validity of our

time-tested financial statement concepts.

The authors’ mathematical statistical

support is well defined, can be followed

by one who has not taken statistics since

college, and appears to be statistically

appropriate. I disagree, however, with

their analysis of the information. Their

positions are based on the following:

n  The issuance of corporate quarterly

and annual financial statements does not

move the markets. Prices are more

responsive to non-financial reports.

n  The ratios of total market value of

companies to their earnings and their net

worth to their total market value have

declined over the last 65 years.

n  Markets move more in relation to

changes in cash flow than GAAP.

n  The function of financial statements is

to be predictive of future results.

n  The determination that few analysts

ask about the financial results, instead

focusing on other developments.

For each of the above analyses, there is

an alternative explanation that does not

undercut the utility of financial statements:

n  With the improvements in current

reporting, the information that moves a

market should not be in the quarterly

financial reports. The SEC Form 8-K

requires disclosure of any material event

within four business days of the event.

The later publication of the financial

results merely confirms what is already

in the news and should not have an

immediate effect on the stock price.

n  The world has changed over the last

50 years; certainly most companies are

not evaluated primarily on book value.

The authors’ analysis of the effect of

reported earnings on values appears to

be simply an analysis of price/earnings

ratios and how they have moved over

the years. I do not believe that such an

analysis denigrates GAAP.

n  Academia is more supportive of cash

flow than GAAP. In view of all of the

weaknesses of cash flow (the lack of

accruals, delay in recording revenues,

management’s ability to time receipts

and disbursements), I do not believe it is

a useful measure. Furthermore, since the

cash flow statements are part of all finan-

cial statements, I do not understand why

it is an issue.

n  The purpose of financial statements is

not to predict the future, but rather to

show the present or recent past.

Accounting is history; the financial state-

ments are the beginning points from

which predictions should be made.

n  The job of analysts is to look beyond

the financial statements. Media stories

about reported results are written after the

issuance of financial statements. At the

time of the analyst calls, these are old

news, and the analysts assume the reported

results and look for something else.

The authors appear to have done a

good job in computing the correlations

indicated above, but have jumped to their

conclusions while many others are pos-

sible—and, I believe, more probable.

Correlation is not causation, nor is there

only one reason for correlation.
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The authors also point out items such

as the appropriateness of expensing the

costs of an acquisition, expensing research

and development (R&D) costs, and the

use of estimates. I agree that the widely

used non-GAAP earnings disclosures are

evidence that GAAP needs revisions,

although not the ones they propose. In

general, however, I think their case is

weak and not supported. They also object

to all estimating. Somehow, cash flow

statements without accruals make no

sense to me.

Further Criticisms

The authors wish to separate research

from development and capitalize it all,

subject to impairment testing. I am old

enough to remember accounting before

FASB Statement of Financial Accounting

Standards (SFAS) 2, Accounting for
Research and Development Costs, which

was issued more than 40 years ago. At

that time, those items that should or should

not be capitalized could not be deter-

mined, and the conclusion was therefore

to expense it all and eliminate the evalu-

ation but disclose the total. I believe that

the disclosure of the amount spent enables

a careful reader to obtain almost all the

information that the authors suggest.

Furthermore, I do not believe that a split

between research and development is real-

istic, having had to do it for software.

Finally, the original SFAS 2 gives a won-

derful explanation (paras. 37–59) of why

expensing all costs is preferable to other

alternatives. These paragraphs were

dropped when GAAP was codified.

The book then addresses what

investors really need from financial

reporting. The book defines new report-

ing information as “Strategic Resources

and Consequences Reports” and

describes these reports for four indus-

tries: media, insurance, pharmaceuticals,

and oil and gas. For each of these indus-

tries, the authors give a blueprint as to

what financial disclosures should be

made. The suggested disclosures are list-

ed under five topics: resource develop-

ment, strategic resources, resource

preservation, resources deployment, and

value created. For each of the four indus-

trial examples, the authors list relevant

information related to the particular

industry. I agree with the suggested addi-

tional information; however, I also have

the following criticisms:

n  For each industry, the factors are con-

siderably different. To prescribe their

reporting, a template for each industry

would have to be created.

n  The authors eschew the use of regu-

lation to require this disclosure. They

seem to believe that there should, or will,

develop a grassroots movement for such

information. I sincerely doubt this.

n  To compensate for the additional work

in such a report, the authors suggest

eliminating the three- and nine-month

Form 10-Q reports. I am not sure there

is a logical quid pro quo for eliminating

two quarterly reports for their reports.

n  Such reports would be filled with esti-

mates. The authors seem to object to

estimates.

n  The authors appear to have chosen

industries that best illustrate their point.

But do these parameters apply to others,

like retailers?

In summary, this area of the book is not

accounting, but rather investment informa-

tion suggestions. While the proposed

reports would be interesting, and maybe

even helpful from an investing point of

view, they are in no way a replacement

for traditional financial reporting.

An Insufficient Conclusion

After 10 chapters on the ineffective-

ness of GAAP, Chapter 17, “So What

Do You Do with Accounting? A

Reform Agenda,” is a letdown. The

authors suggest only the following: 1)

capitalize internal intangible costs, sub-

jecting such costs to amortization and

impairment testing; 2) make better dis-

closure relating to intangibles primarily

as to patents; 3) reduce estimates,

including where there are estimates sub-

sequent to reporting as to differences;

and 4) reduce complexity. I note that

the authors do not give the reasons why

these suggestions have not previously

been adopted. None of these sugges-

tions is new or unreasonable. After ten

chapters on the uselessness of account-

ing, however, I feel that the authors

produced a molehill instead of a moun-

tain. Interestingly, there is enough infor-

mation in GAAP financial statements

for a reader to make his own adjust-

ments and arrive at the information the

authors are requesting. Such adjust-

ments are frequently the topic for the

non-GAAP adjustments one sees in

annual reports.

The authors also generally ignore uses

of financial statements outside of their

usefulness in predicting future stock

prices. Users of financial statements also

need them for such functions as report-

ing on stewardship, evaluating the use

of resources, evaluating financial

resources, and ascertaining the ability to

weather a downturn.

The authors write in a fairly informal

style that is not always well suited to the

topic. They also like to use broad state-

ments that are not supportable and some-

times wrong; for example, “Intangibles’

rise to prominence among value-creating

corporate resources is the most profound

business development of the past centu-

ry.” They may believe that statement,

but it is not supported.

In summary, while I feel that the

authors have raised interesting questions,

there are too many alternative explana-

tions to justify the book’s title or thesis. 
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Accounting or Reporting? 

Review by Thomas I. Selling

Like many accounting professionals,

I share the desire to have a conver-

sation about the diminishing quality of

GAAP, and Lev and Gu contribute to

the case for urgency. I also agree with

some of their recommendations to

improve financial reporting, but strongly

disagree with their renewed emphasis on

capitalization of historic costs, with

matching of revenues and expenses.

Accounting and Share Prices

The authors’ recommendations are

founded on evidence of weakening cor-

relations between broad financial state-

ment metrics and share prices. Share

prices are the more reliable indicator of

shareholder value creation, but the power

of accounting is realized through a pro-

cess of deconstructing a broad indicator

of performance (e.g., return on equity)

into components that have the potential

to explain actual economic effects.

Especially in light of the 2008 finan-

cial crisis, I do not consider this type of

analysis to be the final word on the rel-

evance of accounting. Among other

things, accounting supports regulators

charged with ensuring the safety and

soundness of financial institutions. For

this purpose, measurement of capital

adequacy would supersede measurement

of value creation. Similarly, the public

has a stake in corporate governance.

Accounting should not be an artifice of

management for misappropriating share-

holder wealth.

Moreover, it need not be the case that

correlation with share prices must

increase in order for accounting to gain

in decision usefulness. For example, I

support the authors’ call for greater detail

in key areas, including the presentation

of expenses by nature as well as by func-

tion. And if they are correct that reported

cash flow from operations is a valuable

performance metric, more detail would

also be called for, which would be pre-

sented by the direct format.

In fact—although the authors do not

point this out—FASB proposed just these

sorts of changes seven years ago, along

with detailed roll-forwards of balance

sheet accounts. Yet FASB has, shamefully

in my opinion, acceded to pushback from

issuers. Evidently, “revealed prefer-

ences”—an economic concept the authors

invoke to describe how relevant disclo-

sures can evolve without regulation—is a

double-edged sword.

I also support the authors’ call to provide

standardized disclosures of operating statis-

tics and to bring these disclosures within

the scope of the auditor’s report (as appro-

priate). In the spirit of its own rules, and

consistent with the examples cited by Lev

and Gu, the SEC has recognized that finan-

cial statements in isolation can be mislead-

ing. Requirements to disclose key

performance indicators for more industries,

along with the accounting enhancements

described above, would be most welcome.

This would prevent GAAP from being

misleading in the ways that the authors

describe, and it would also ratchet up the

quality of MD&A without changing its

principles-based requirements.

If accounting is at its “end,” a few

common-sense changes could bring

forth a renaissance; however, none of

these changes would affect the correla-

tion between broad accounting metrics

and share prices, a recurring theme of

this book.

Accounting versus Financial Reporting

Differences of opinion as to the future

of accounting could also arise because of

a distinction that should be made between

“accounting” and “financial reporting.”

Like no doubt many accountants, I hew to

the view of accounting in the historic sense

as related by Jacob Soll in The Reckoning:
Financial Accountability and the Rise and
Fall of Nations (Basic Books, 2014). If

done well, it is a clear-eyed assessment of

a subset of an entity’s assets and liabilities,

along with how these have changed over

time. Accounting is an important compo-

nent of financial reporting, but linkages

from accounting to value creation are pur-

posefully limited in this view.

From a distinction between accounting

and financial reporting, it is understandable

that we would differ on what accounting

should measure, how it should be mea-

sured, and who should do the measuring.

The accounting for R&D as a deferred cost

is a prime example of the “what” issues.

R&D is now expensed under GAAP

because the discretion to capitalize was

abused by issuers; too much of the R&D

that should have been expensed was cap-

italized, and vice versa. 

I have already commented on the “how”

and “who” of measurement at length in

the CPA Journal (“On the Coexistence of

Professionalism and Commercialism in

CPA Firms: A Path Forward,” May 2015).

In brief, there is no law of nature dictating

that management must produce the esti-

mates that go into financial statements and

by extension their own compensation;

there are only auditing standards. If inde-

pendent appraisers were to produce esti-

mates of current costs of assets, then

accounting rules could be much simpler,

and management would not—to the great

detriment of the investing public—be call-

ing their own balls and strikes.           q

Arthur J. Radin, CPA, is a partner at
Janover LLC, New York, N.Y. He is also
a member of The CPA Journal Editorial
Board. Thomas I. Selling, PhD, CPA,
is the author of the Accounting Onion
(http://www.accountingonion.com) blog.
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Disentangling from
Onerous New York State
CPA Licensing
Requirements

By Edward A. Weinstein

Everyone has seen the ubiquitous

advertisements sponsored by New

York State to promote doing business in

the state, using the slogan, “In New York

State, we believe tomorrow starts today.”

The ads suggest that New York State is

an excellent place to establish a business,

that taxes are lower than in recent years,

that the state is a technology center, and,

most of all, that the state is friendly to

business. Sadly, my own tale of trying to

cease professional practice, while still con-

tinuing to be a useful member of the

NYSSCPA, belies this message.

Requesting Inactive Status

In December 2015, when I received

my triennial license renewal, I decided

that my professional practice activity

level was such that I ought to consider

inactive CPA status. In the 17 years

since I retired from Deloitte & Touche,

I have had a second career as an expert

witness in significant litigation involving

accounting matters. The work has been

both intellectually challenging and

rewarding; however, since about 2013,

my activity has declined, both due to a

declining number of cases and, I suspect,

my advancing age. Thus, approaching

my 80th birthday, I decided that it was

time to take inactive status.

I acquired and filed the necessary form

from the Office of the Professions, a divi-

sion of the State Education Department;

shortly thereafter, I received a telephone

call from a member of the office who told

me that it had been determined that I could

not avail myself of inactive status. She

explained that my membership on

LinkedIn constituted holding myself out as

a CPA (i.e., advertising). Since I have never

received so much as an inquiry as a result

of my LinkedIn listing, I discontinued the

listing. I confirmed this action by mail,

including the following:

I am Chairman of the Audit

Committee of the New York City

Police Foundation [NYCPF], a posi-

tion I have held for several years.

This work is pro bono; I have never

received a fee for this work, nor will

I in the future. It is my understand-

ing that this does not constitute

either practicing as a CPA or hold-

ing myself out as one. I and my fel-

low trustees consider it to be public

service.

Much to my surprise, in an e-mail dated

January 22, 2016, I was informed that:

As the Chairman of the Audit

Committee of the New York City

Police Foundation, you are practic-

ing under that scope of regulated

practice as defined in the Public

Accountancy Law of 2009 and,

therefore, must be fully registered

and completing CPE.

The Definition of Professional 

Accounting Practice

The Office of the Professions regu-

lates all licensed professions in New

York State; its purpose is to ensure that

all members offer professional services

at the highest level. This is clearly a very

important activity. It is also important to

the state that the reputations of its pro-

fessionals signify excellence in all fields

in which they practice and offer service

to the public. Their definition of what

constitutes professional accounting prac-

tice is four pages in length and defines

accountancy practice broadly. It is not

NEWS & VIEWS I letter to the editorN&V



DECEMBER 2016 / THE CPA JOURNAL 25

productive here to repeat the entire def-

inition of professional accounting prac-

tice. Within this definition, however, are

two areas that appear to create the great-

est difficulty in determining who is inac-

tive, as well as one area not discussed,

to my surprise.

First, included in the definition is the

phrase “professional skills or compe-

tencies.” These are spelled out and

include preparation of financial state-

ments, performance of attest and com-

pilation services, analysis of financial

statements, preparation and analysis of

financial ratios and statistics, and

preparation of tax returns. The Office

of the Professions takes the position

that use of these skills and competen-

cies in any occupation by a licensed

CPA constitutes professional practice.

The presumption is that once licensed

as a CPA, an individual has acquired

one or more of the enumerated skills

and competencies, and henceforth must

continue to renew these through CPE

in order to serve the public interest.

Second, a glossary appears one page

later and contains 24 words or phrases

whose use provides an indication that

an individual is in public practice

(assuming that person was once a

licensed CPA). This list includes “audi-

tor,” “mergers,” “tax,” “human

resources,” and “broker.” Many of the

job descriptions or titles can be and

often are performed by individuals who

are not and never were CPAs and are,

therefore, not regulated by the state.

Others incorporate insignificant

amounts of the skills and competencies

such as may be acquired by a CPA

who changes direction later in her

career. While one can argue that a

CPA performing as a company treasur-

er is using CPA skills and should be

maintaining them, it is a long stretch

to suggest that a CPA/auditor who is

now brokering commercial real estate

needs to sharpen her auditing skills.

Finally, not mentioned in the defini-

tion is the word “fees,” or even the con-

cept that an active professional works

for remuneration. In my 57-year career,

one retirement guidepost was always

remuneration. Simply put, a CPA not

obtaining fees is, by my definition, not

practicing. She is inactive or retired. Had

this concept been included to describe

what a professional does in providing

her expertise to all comers, the problems

that both I and others have experienced

could have been dealt with expediently.

Is Audit Committee Service within the

Scope of Practice?

As chairman of the audit committee

of the NYCPF, I do not provide attest,

compilation, or tax services, or act as an

employee. All members of the audit

committee must be separate from the

outside auditors of the NYCPF in order

for the auditors to be independent. Our

responsibilities include hiring the audi-

tors, determining their compensation,

reviewing their scope, assuring that they

receive full cooperation from the

NYCPF staff, and overseeing their work.

We do not perform any audit work, nor

do we perform any tax or consulting

work. We hire other professionals to do

this and to maintain the books and

records of the NYCPF.

There are other trustees who are mem-

bers of the NYCPF’s audit committee.

One is a managing director of a financial

service company’s wealth management

group, and another is the retired CEO of

a major utility company. Neither is a

CPA, and each is considered a financial

expert. These individuals have the same

duties and responsibilities as I. Shall they

be required to become active CPAs?

Certainly, that is not likely, feasible, or

possible. Therefore, the Office of the

Professions’ interpretation that, some-

how my service on this committee

requires me to be an active CPA makes

little sense.

Chilling Effect of This Interpretation of

CPA Practice

CPAs and other professionals often vol-

unteer services to not-for-profit organiza-

tions. Many CPAs continue these pro

bono activities in retirement. Yet, nowhere

in the definition of inactive practice is it

mentioned that pro bono service does not

Simply put, a CPA not obtaining fees is, 

by my definition, not practicing. 

She is inactive or retired.
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constitute active practice. This is another

serious omission in the definition.

If the position of the Office of the

Professions is not altered, it could result

in retired CPAs refusing positions on

audit committees—including commer-

cial audit committees—or resigning

from them in order to avoid being clas-

sified as active CPAs. Why would a

CPA, whose business and professional

expertise is valued by both commercial

and not-for-profit boards for ensuring

proper governance and financial state-

ment accuracy, accept a position that

required more of him than of other board

members performing the same service?

Assuming that the office’s mission is to

ensure the highest standard of profes-

sional practice to the public, this can

hardly be considered a good result.

This controversy could also have a

chilling effect on students considering

accounting as a career. Might not the pro-

fession experience a decline in enrollments

if prospective accounting majors realized

that becoming a CPA in New York State

meant carrying an onerous burden beyond

their professional careers?

New York State Can Do Better

The AICPA and the National

Association of State Boards of

Accountancy (NASBA) have proposed

a new status for retired CPAs that would

allow retired CPAs to continue to serve

their communities without remaining

CPAs in practice (“Proposal Would

Create New Status for Retired CPAs,”

Journal of Accountancy, January 2016,

http://bit.ly/2fBFamU). This new retired

status would permit CPAs at least 55

years old, “if competent,” to perform

certain limited, uncompensated services,

including services on the boards of not-

for-profit organizations and government-

sponsored business mentoring programs.

This proposal would partially rectify the

overly broad interpretations of inactive

status, and the Office of the Professions

should embrace it. Many CPAs have

given careers of service to society. They

should not be forced to continue profes-

sional licensure requirements because of

their willingness to help not-for-profit

organizations or governments through

voluntary, uncompensated service.

The reform should not, however, stop

there. CPAs serving on boards of com-

mercial enterprises should be treated in

the same manner by the state as other

citizens serving in the same capacity.

Each member of a commercial board of

directors contributes to its deliberations

based upon her education, career back-

ground, and judgment. All are compen-

sated for their time and expertise, and

for the significant responsibility that

accompanies board service. They may

be directors because of their professional

attainments and the perspective that

accompanies that achievement. Board

service is not, however, a continuation

of professional practice. Directors and

NEWS & VIEWS I letter to the editorN&V

A number of case studies—personal stories related to this author, unsolicited but
anonymously—illustrate the potential unintended consequences of the definition
described in this article regarding the possibility that retired CPAs’ current activities
may violate practice rules. Undoubtedly there are many other CPAs who have found
themselves in similar circumstances. 

n   A retired CPA continued to prepare tax returns for his children and grandchildren,
obviously without a fee. He is concerned that the Office of the Professions might dis-
approve of these activities and necessitate his return to active status. 

n   A chairman of a not-for-profit related that a person who had joined its board of
directors had recently resigned. This individual, a CPA who had practiced only one
year after being licensed, submitted his resignation shortly after learning of the
office’s adherence to the current definition. The not-for-profit lost a significant contrib-
utor, as well as his considerable skills, energy, and enthusiasm for the organization.

n   Another CPA was turned down for inactive status on the following grounds: This
individual became a CPA in the late 1960s and then became a broker (to protect his
identity, I cannot disclose whether the subject was a stockbroker, insurance broker,
commodities broker, real estate broker, or other broker). For more than 40 years, this
individual has worked in this occupation and has not provided audit, tax, assurance,
compilation, or accounting consulting services. Yet he continued his CPA registration,
largely because he is proud of his professional accomplishment. The CPA designation
never appeared on his business card or letterhead. He even took limited CPE courses,
but not enough to satisfy active status requirements. But because “broker” is a term
in the Office of the Professions’ glossary, he has been denied inactive status.

UNINTENDED CONSEQUENCES
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trustees do not serve as a result of pro-

fessional expertise, nor are they expected

to step out of the director role and pro-

vide professional service to the entity on

whose board they serve. Should that

happen, the director or trustee ceases to

be a dispassionate, objective, and inde-

pendent director, and becomes an active

professional. Conceptually, a definition

of professional status that recognizes this

distinction would provide the appropriate

boundary.

Furthermore, service on a board’s

audit committee specifically precludes

any professional accounting service to

an entity, whether commercial or not-

for-profit. To suggest that this service

or any other board service should result

in a retired CPA being required to con-

tinue her professionally required CPE

and active license is neither logical nor

consistent with the activity and contri-

bution of board members. After years

of professional service, retired CPAs

should be entitled to use the title “CPA

(retired)” as long as they 1) do not pro-

vide attest, tax, or other services cus-

tomarily offered by CPAs to any entity

and 2) serve on either commercial or

not-for-profit boards as knowledgeable,

independent citizens providing guidance

and oversight.

Roles, Not Skills

This author believes that New York

State should reconsider its position on

active CPA status and adopt, or even

go beyond, the AICPA/NASBA pro-

posal. The current definition of pro-

fessional accounting practice focuses

entirely on the attainment of profes-

sional  ski l ls  and competencies

acquired by the CPA in order to offer

service to the public. It ignores that

CPAs, similar to other professionals,

may also play different roles, both

while in active practice and after con-

cluding their professional role. These

roles may use the professional skills

and competencies, but they also may

not. It is therefore not necessary to

maintain and enhance those skills for

use in other roles. Such a requirement

places an unnecessary burden on the

CPA functioning as a board member

and not providing professional ser-

vices. Use of the title CPA (retired)

recognizes both the past attained pro-

fessional status and that the individual

who has attained that status no longer

functions in that capacity.

Edward A. Weinstein, CPA (retired)
Retired Deloitte & Touche Partner 
Former NYSSCPA President

Reconsider CPE
Requirements for 
Retired CPAs

Ienjoyed Joanne Barry’s column,

“New York’s Seven-Year Itch”

(September 2016). She wrote that the

staff and leadership of the NYSSCPA

are considering other initiatives that

would update professional practices,

including clarifying CPE provisions,

among which she included “those that

require retired CPAs to earn annual

CPE in order to act in any advisory

capacity on nonprofit boards.”

I am currently serving on the board

of a local nonprofit organization with no

staff. As the treasurer, I participate in

preparing the budget, pay the approved

bills, keep the financial records, prepare

board reports, and prepare the Form 990

and CHAR500 filings. The organization

is a land trust, and so there are some

special issues relating to conservation

donations that affect us.

Professionally, I am essentially retired;

I only work a few hours a week for

clients of long standing. My firm is still

paying for my license, registration, pro-

fessional memberships, and the expenses

of my 24 hours of CPE. Once I am fully

retired, my employer is less likely to

want to pay my professional expenses,

especially as I will surely move away. 

When my husband and I leave upstate

New York, I obviously won’t serve on

the board of the land trust any longer.

But I am troubled by the thought that

for the rest of my life, my ability to serve

on a board and provide even practical

advice (even basic recordkeeping) would

come at a cost of hundreds of dollars a

year. It seems a waste of experience to

establish barriers to service. 

The need is great. According to

Guidestar, there are 114 charitable orga-

nizations in Potsdam, New York, alone.

The population of Potsdam is about

10,000 people, but it is a college town;

the big organizations are the local univer-

sities and various health-related organi-

zations. The little ones are listed with zero

income and may not be active, and there

are lots of other organizations in the mid-

dle. Some are chapters of larger organi-

zations and have places to go for advice,

but many organizations do not. There is

an enormous need for knowledgeable

people to participate in such organiza-

tions. The CPE regulations have the effect

of restricting participation on nonprofit

boards to the people who are busiest or

the most financially comfortable. 

Maybe there is some more creative way

to encourage retired CPAs to stay cur-

rent—perhaps setting a modest require-

ment that can be met from a variety of

sources, for example, a webinar conducted

by an umbrella organization to benefit

board members of smaller organizations.

Thank you for the opportunity to share

my opinion.

Ann S. Bradburd, CPA
Potsdam, N.Y.                                q
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T
he results of the 18th Annual 2016

NYSSCPA–Rosenberg Practice

Management Survey are in. For

the second year, the NYSSCPA

has partnered with the Growth

Partnership and Rosenberg Associates Ltd.

to provide results customized for New York

State. The following analysis focuses on over-

all national trends that all CPAs in public

practice should be aware of in the areas of

revenue growth, merger and acquisition activ-

ity, growth in income per partner, and a

reduction in the number of partners (leverag-

ing increased partner/staff ratio). It also 

examines the unexpected drop in the 

number of partners over age 50 and the 

disappointing decline in the percentage of

female partners (the first such decline in the

survey’s history).

The rest of this article will discuss these

trends in further detail and present some of

the quantitative results from the survey.

Qualitative results from the survey, in the

form of expert opinions, are also included

in the sidebars. Finally, a few other obser-

IN BRIEF
The second annual NYSSCPA–Rosenberg Survey identifies trends from the

national 18th Annual 2016 Practice Management Survey and provides a 

comparative qualitative analysis to participating New York State CPA firms. 

The survey contains a wealth of quantitative and qualitative assessments of 

the current state of CPA firms in the United States.

The quantitative portion of the survey provides valuable analysis, actionable

guidance, expert insight, and practical recommendations for CPAs. It also pre-

sents insights and assessments by some of the top consultants in America, who

specialize in providing expert qualitative guidance to CPA firms. The national

survey’s main takeaways for 2016 include the following: 1) revenue growth is

stronger, the strongest since 2008; 2) mergers continue to have a huge impact

on revenue growth; 3) income per partner was higher than last year, as was

profitability; 4) firm leverage was significantly higher than last year, as staff/

partner ratios increased across all firms; 5) despite this robust growth in rev-

enue, firms actually experienced a decrease in their partner ranks, which played

a huge role in the dramatic increase in leverage; 6) the aging of CPA firms took

an unexpected twist, as for the first time in survey memory, the number of part-

ners over age 50 declined from the prior year; and 7) for the first time in the

survey’s history, the percentage of female partners declined from the prior year.
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vations on the implications for firm prac-

tice management are also included.

Revenue Growth
Revenue grew by 8.1% nationally,

besting the 6.7% growth last year and

representing the strongest revenue

growth since 2008. Thirty percent of

firms grew by more than 10%, and 60%

grew by more than 5%. In New York,

fee growth was around 7.1%; however,

due to frenetic merger activity, organic

growth was only around 5.8%, which

was also an increase over the prior year.

Excluding mergers, revenue growth in

New York was approximately 5.6%.

Large firms (i.e., those with net fees of

more than $20 million) generally enjoyed

greater growth than small firms (those

with net fees of less than $2 million) due

to a larger portfolio of services, particu-

larly a higher level of consulting and,

arguably, a higher level of marketing.

Mergers
According to the survey results, the

merger frenzy continued into 2016,

with 28% growth coming from merg-

ers and acquisitions (M&A). Because

of the glut of sellers in the market,

firms have had to act much more

strategically in their acquisitions. By

far, the main type of merger is retire-

ment-triggered; however, the results

indicate that today’s buyers are not as

interested in bringing aboard aging

sellers who have marginal staff. Large

firms posted huge increases in growth

from mergers—31% of their growth,

up sharply from the year before. In

New York, merger activity was com-

parable with the national trends, with

about 26% of growth coming from

merger activity.

Income per Equity Partner 
Income per equity partner nationally

was $406,000, which was 3.6% higher

than the prior year. This represents the

highest increase in profitability since

2007. In New York, income per equity

partner was $533,006, the highest in

the national survey.

Decrease in Number of Partners and
Staff-to-Partner Ratios

To fill their ranks in the wake of part-

ner retirements, firms are making new

partners at a historically rapid rate. These

new partners are, however, paid measur-

ably less than existing partners. Also

interesting is the overall reduction in the

number of firm partners; despite robust

revenue growth, firms of all sizes expe-

rienced a decrease in their partner rank,

ranging from 2% to 9%. As a result,

2016 witnessed dramatically stronger

leverage, as firms increased their staff-

partner ratios anywhere from 7% to 14%.

Aging Partners
The aging of CPA firm partners

defied expectations; for the first time

in memory, the number of partners

over age 50 declined, from a peak last

year of 69.9% to 65.6%. This may

indicate that the rising wave of partner

retirements has finally crested. The

national average age of partners is

around 53.9, higher in small firms

(55.7) and lower in large firms (52.5).

In New York, the average partner age

is one year older at 55.06, approxi-

mately the same as last year.

Gender Diversity
For the first time in the survey’s history,

the results indicate a slight decrease in the

percentage of female partners, which fell

from 17.2% to 16.3%. The consensus of

the 17 consultants surveyed, however, sug-

In
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To fill their ranks in the wake of partner 

retirements, firms are making new 

partners at a historically rapid rate.
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EXHIBIT 1
The 2016 Rosenberg Survey: Results at a Glance (Based on 2015 National Data)

Rosenberg Survey, p. 1 (2015 National data)

Multipartner Firms

Over $20M in 

Net Fees (33 Firms)

$10–$20M in 

Net Fees (65 Firms)

$2–$10M in 

Net Fees (225 Firms)

Under $2M in 

Net Fees (24 Firms)

Income per equity partner 549,413 471,151 364,016 215,915

Fee growth—2015, including mergers 11.80% 7.00% 7.90% 2.20%

Fee growth—2015, excluding mergers 8.10% 6.30% 5.40% 2.00%

Fee growth projected for 2016 8.40% 5.40% 5.40% 3.30%

Fees per equity partner 1,919,607 1,692,848 1,153,371 602,117

Fees per professional 241,423 213,398 209,724 189,598

Fees per person 196,739 173,392 172,011 150,778

Realization 84.40% 84.70% 87.00% 90.70%

Average equity partner billing rate 384 324 294 242

Overall net firm billing rate 172.93 149 143.26 133.70

Average equity partner charge hours 1,028 1,104 1,155 1,092

Average staff charge hours 1,465 1,510 1,496 1,476

Staff to equity partner ratio 7.1 7.2 4.7 2.3

Admin to total headcount percentage 17.80% 18.20% 17.80% 20.00%

Professional staff turnover 20.50% 18.10% 16.70% 16.60%

Utilization percentage 50.20% 52.30% 53.80% 54.30%

Months of A/R + WIP 2.5 2.4 2.9 2.2

Staff salaries/benefits as percentage of fees 47.50% 48.30% 42.90% 37.00%

Overhead expenses per person 45,342 39,019 40,224 39,814

Audit/review as percentage of total fees 33.00% 35.40% 23.30% 16.60%

Average fee per 1040 return 1,936 1,204 941 689

Percentage of firms offering investment advisory services 39.40% 33.30% 31.80% 25.00%

Written performance evaluations for partners 72.70% 54.70% 30.80% 12.50%

Upward partner evaluations by the staff 63.60% 46.90% 32.10% 16.70%

Typical new partner buy-in 139,922 166,023 166,590 121,833

Non-equity partner position at firms 72.70% 75.40% 49.80% 16.70%

Male/female professional staff breakdown 49/51% 45/55% 41/59% 32/68%

Percentage of female partners 16.50% 17.60% 16.80% 16.00%

Percentage of casual dress all the time 75.80% 71.90% 72.80% 58.30%

Average age of partners 52.5 52.8 53.9 55.7

Percentage of partners over age 50/60 60/20% 64/21% 70/27% 59/28%

Compensation committee for allocating partner income 72.80% 55.40% 21.90% 0.00%

Formula used for allocating partner income 9.10% 24.60% 36.60% 20.80%

Closed compensation system—percent usage 57.60% 36.90% 18.00% 4.20%

Buyout method—multiple of compensation 60.00% 54.60% 38.50% 12.50%

Average valuation of goodwill 73.40% 76.90% 79.40% 88.20%

Percentage of firms making partner buyout payments 84.80% 81.50% 47.60% 25.00%
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gests that this may be a statistical anomaly.

In New York State, there seems to be wide

variation in the number of female partners

within those firms in the study, uncorre-

lated with other factors. 

More interesting is the pipeline for

future partners. Across all firms nationally,

there appears to be a slight increase in the

ratio of male to female staff—32/68 in

small firms and 49/51 in large firms. This

may also be a statistical anomaly, but it

bears watching in future years. The ratio

in New York State (45/55) is again similar

to the national result. 

Other Issues
Mandatory retirement. For CPA firms

across the United States, the mandatory

retirement age ranged from 62 to 70. A

vast majority of large firms (88%) have

mandatory retirement provisions, while

only 29% of small firms do.

Interestingly, the $10–$20 million cate-

gory actually recorded a decrease in the

number of firms with mandatory retire-

ment provisions. This is because many

firms simply do not have the replace-

ments for retiring partners and may actu-

ally ask partners to work longer to bridge

the gap. In New York State, all of the

firms surveyed had mandatory retirement

provisions; however, the age range was

slightly older than the national average,

between 65 and 72 years old. 

One of the consequences of baby

boomers retiring, however, is the toll

they are taking on firm leadership.

According to Marc Rosenberg, many

new managing partners follow in the

footsteps of ineffective predecessors and

lack people they can turn to for advice

and guidance. There is a glut of new

managing partners, but they have not

been mentored very well and often find

themselves struggling to learn how to

properly manage their firms. As a result,

many young managing partners are get-

ting off to a rocky start.

Staff shortages. The 17 consultants sur-

veyed agreed that the number one issue

keeping firms and their managing partners

up at night is the human capital challenge—

that is, the shortage of people and the chal-

lenges of retaining, developing, and

mentoring staff. Allen Koltin, one of the

surveyed consultants, noted that firms are

mustering their financial and human

resources around recruiting in ways that he

has never seen before. This is not just at the

entry level, but also the more experienced

levels, all the way up to senior manager and

partner; recruiting is no longer seen as just

a problem for human resources or outside

consultants to solve. Partners are getting

involved and targeting specific talented indi-

viduals at other firms, and the same came

be said about the financial and talent

resources being dedicated to the retention

and development of future partners.

Offering financial planning services.
In the national results, there has until this

In
FOCUS

EXHIBIT 3
Revenue Growth, by Firm Size

Firm Size

2015 Overall Revenue Increase

M&A as 
Percentage of Total

2015 Organic From M&A 2015 2014 2013

Over $20 million 11.80% 8.10% 3.70% 31% 16% 25%

$10–20 million 7.00% 6.30% 0.70% 10% 28% 18%

$2–10 million 7.90% 5.40% 2.50% 32% 33% 22%

All firms over $2 million 8.10% 5.80% 2.30% 28% 30% 22%

Rosenberg Survey, p. 2 (2015 National data)

EXHIBIT 2
Annual Growth, 2006–2015 (Firms over $2 Million in Net Fees)

Rosenberg Survey, p. 2 (2015 National data)
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year been a large drop in the percentage

of large firms that offer financial ser-

vices. In addition, a comparison of all

firms that participated last year versus

this year reveals that the percentage of

firms offering investment advisory/insur-

ance services decreased in firms above

$10 million in net fees. 

In New York State, among those firms

not yet offering investment advisory or

insurance services, nearly all said they

were not likely to offer these services

over the next 12 months. Interestingly,

many reported that this would represent

a conflict of interest, that clients were

satisfied elsewhere, or that lack of knowl-

edge would prohibit the firm from enter-

ing these lucrative fields. One new

argument against offering these new ser-

vices may stem from the new

Department of Labor Fiduciary Rule,

which may expand financial advisors’

professional liability (see Sidney Kess

and Edward Mendlowitz, “Advisors

Involved in Financial Planning,” CPA
Journal, September 2016).

Organization of the modern CPA
firm. Marc Rosenberg notes that many

CPA firms are increasingly challenging

the existing, outdated operating model in

EXHIBIT 4
Audit Practice Impact on Key Metrics (All Firms over $2 Million in Net Fees)

Quartile, by percentage of
audit and review compared

to total fees

Percentage of total fees
represented by audits

and reviews Annual net fees
Average staff
billable hours 2015 IPP 2014 IPP 2013 IPP

Highest 25% 50.80% $13,792,000 1,501 $407,372 $424,851 $410,057

Middle 50% 23.70% $9,568,000 1,488 $396,709 $382,262 $362,815

Lowest 25% 8.50% $6,912,000 1,502 $420,873 $374,975 $396,378

All firms 26.70% $9,960,000 1,495 $405,416 $391,061 $383,016

IPP: Income per partner

Rosenberg Survey, p. 26 (2015 National data)

EXHIBIT 5
Billing Rates of Partners, by Market Size

Population Firms
Upper 25% PBR Middle 50% PBR Lower 25% PBR

Average PBR IPP Average PBR IPP Average PBR IPP

>2 million 187 $422 $573,000 $330 $426,000 $257 $320,000

1–2 million 66 $361 $483,000 $282 $309,000 $214 $281,000

250,000–1 million 76 $331 $460,000 $266 $336,000 $216 $300,000

<250,000 43 $308 $454,000 $246 $306,000 $187 $232,000

PBR: Partner billing rate
IPP: Income per partner

Rosenberg Survey, p. 28 (2015 National data)
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order to make themselves more relevant

to staff. He provides examples such as

hiring staff who fit the firm’s culture and

personality profile instead of anyone who

walks in the door with a decent resume;

reinventing the term “trusted advisor” to

encompass more consulting; creating

successful career paths that don’t neces-

sarily include being an equity partner;

letting technology drive how CPAs

work, rather than the other way around;

and being more transparent and less

secretive about how the firm operates.

Staff turnover. On a national basis, staff

turnover increased year over year, from

almost 18% to almost 21%, partly due to

an increasing economy and shortages in

the profession. In New York, staff turnover

was stable year over year at around 18%.

Dress code. As in the past, both on the

national level and at New York State

firms, the dress code is either described

as casual or business casual, with a slight

increase in summer casual dress or

Friday casual dress. A significant major-

ity of firms in the national survey

(71.9%) described their dress as all-casu-

al, approximately the same as last year.

In
FOCUS

Marc Rosenberg, The Rosenberg Associates
For the last 10 years or so, every year’s merger activity seems more frenetic than the year before.
2015 and 2016 continued that trend. Buyers are getting pickier in deciding which mergers to pur-
sue:
n    The number of sellers keeps increasing, so buyers can cherry-pick the most attractive ones.
n    The vast majority of sellers under $3M often fit one or more of the following traits, which are
increasingly seen as a negative in buyers’ eyes:
      n     Aging, retirement-minded owners; will client transition work?
      n     Many small sellers have subpar staff.
      n     Heavy 1040 and write-up practice.
n   Some sellers are extremely profitable, with their owners earning $700K or more, but they don’t
realize that this income is only possible due to the unique way their firm is structured. Larger firms
invest substantial dollars in technology, marketing, training, recruiting, and staff compensation. Buyers
often can’t afford to maintain the extremely high compensation levels of the seller due to the dramatic
differences in the way that the two firms operate.

Jennifer Wilson, Convergence Coaching
In 2015, growth was up for most firms, and so was turnover. In firms with solid marketing engines,
people—including firm leaders—were stretched thin trying to land prospects, serve clients, recruit
and onboard people, and maybe even integrate a merger. Lost in the mix were the experienced
staff members, the unsung heroes, who kept their heads down serving clients and wondered, 
“Is this all there is?”

Gary Adamson, Adamson Advisory
Organic growth continued to be slow and nowhere near pre-recession levels. In fact, this survey
and others showed a lower 2015 growth rate than 2014. The talent wars are back with a
vengeance, and firms are generally not finding success hiring their way out of longstanding 
succession issues. The M&A frenzy continues, driven by the baby boomers, and doesn't show 
signs of losing steam. What is occurring, however, is the large national firms are receiving so 
many opportunities that they are able to be more and more selective. Will some softening of 
valuations be far behind?

August Aquila, Aquila Global Advisors
Firms continue to struggle with leadership and succession planning; the two are closely related.
Firms with five or fewer partners have the biggest problems in these two areas. They have been
slow in bringing in new partners and now find themselves with their backs against the wall, with
few options except to sell to another firm. 

Angie Grissom, The Rainmaker Companies
The need for firms to offer more advisory services is growing, and clients are expecting more 
support from their accountants. Many firms are increasing the amount of consulting offerings and
billings. Several firms, however, are continuing to struggle with how to play more of an advisory
role with clients, which requires a paradigm shift in many ways. This is necessary because firms
are struggling with how to differentiate themselves from their competitors with respect to traditional
services and are competing on price. Those firms that are investing in learning why they’re winning
and losing work are the ones that are increasing their win rates. The reasons vary from the way
the teams work together on pursuits to innovation in the sales process. The latter generally leads 
to more advisory work because it uncovers needs that may be unique and are typically not limited
to compliance work.

Rita Keller, Keller Advisors
I have observed that firms are now realizing that their old performance feedback system no longer
works. It’s permanently broken. Top talent wants ongoing, proactive feedback; the annual, labor-inten-
sive performance evaluation system has become a dreaded chore. Movement to a simplified system is
actually happening!

Terry Putney, Transition Advisors
We are seeing a lot of resistance on the part of the younger partners in firms to use their firm’s
existing owner agreement to buy out the next generation of retiring partners, even though those
terms were successfully used in the past. There is a clear trend to pull down valuations of 
equity and make the effect on cash flow much easier to absorb. We have seen reluctance from
candidates that have been offered an opportunity to be admitted as a partner and even rejection 
of the offer due to onerous buyout obligations to the senior generation of partners.

GROWTH & SUCCESSION

Many CPA firms are

increasingly challenging

the existing, outdated

operating model in order

to make themselves more

relevant to staff. 



DECEMBER 2016 / THE CPA JOURNAL 35

Looking Ahead 
This is the second year that the

NYSSCPA has partnered with the

Rosenberg survey to provide relevant

results for New York CPA firms. Over

time, this relationship should provide a

historical perspective by which readers

can evaluate the current state of practice

and prepare for what is to come. 

In the coming year, certain trends

should continue to make themselves

felt. The mergers and acquisitions fren-

zy will likely continue, but a glut of

sellers will lead buyers to select part-

ners more strategically. Finding, retain-

ing, and developing staff will continue

to be a major management priority.

Intertwined with this is the continuing

importance of succession planning as

partner retirements may be cresting and

older partners are increasingly question-

ing mandatory retirement policies.

Finally, the traditional model of oper-

ating a firm—and compensating its

partners—feels outdated. New ideas,

along with the adoption of technolo-

gies, should flourish and may drive effi-

ciencies and growth.                        q

Gale Crosley, Crosley Company
Technology has moved beyond a backroom infrastructure platform to a front-room growth and client
experience powerhouse. As a result, technology will be at the epicenter of the most successful high-
growth firms. With client accounting cloud-based capabilities, maturity in the use of social media, and
significant changes in our core services, firms are finding creative new ways to serve clients and grow
our markets and our people.
Future labor shortages will be solved with the use of technology. We will recruit and deploy non-CPAs,
including paraprofessionals, and they will reside anywhere in the world. Firms that embrace these capa-
bilities will thrive. Those that don’t face limited futures.

Roman Kepczyk, Xcentric
In 2015, from a technology perspective, we saw traditional firms becoming increasingly comfortable with
adoption of cloud-based technologies, many by first outsourcing their Outlook with Hosted Microsoft Exchange,
which proved that the cost and expanded capabilities were better than what firms could do themselves. The
growing desire to have anytime, anywhere access to all the firm’s applications and data further promoted the
adoption of private cloud and vendor-hosted solutions, so remote access capability could be firmwide.

Rob Nixon, Panalitix
With 2016 halfway over, the concern should be on the “rise of the CPA machines.” CPA digital disrup-
tion is here and moving extremely fast. Sadly, most CPAs have their heads in the sand about the tech-
nological decimation of the profession. Most CPA firms have not embraced cloud accounting, even
though cloud “happened” three years ago. It’s time to get with it and embrace all things technological.
The future is now, and the CPAs who embrace the new technology will win the game.

TECHNOLOGY 

Jennifer Wilson, Convergence Coaching
So far in 2016, we are seeing NextGen leaders getting restless! Gen Xers want established firm lead-
ers to move over and let them lead (already!) and the millennials want change. The business model is
under attack, from simple things like “dress for your day” and increasing flexibility and “virtuality” to
complex undertakings such as driving growth in consultative services and embracing different pricing
models and KPIs. In 2016, progressive firms are opening up a dialogue and pathway for their future
leaders to build the firms they most want.

Sam Allred, Upstream Academy
Partner retirements are in full bloom, and more than a few partners are struggling to move into retire-
ment. The retirement of so many baby boomers is changing the leadership landscape of our profession
as so many younger partners assume significant leadership seats. This has been very positive for most
firms, negative for others, and challenging in many ways for all firms. Younger partners have never had
so many opportunities for personal growth. People issues continue to remain at the top of the list—
recruiting, engaging, retaining, and developing people into leaders.

Angie Grissom, The Rainmaker Companies
Young professionals want to have a voice in their firms early on, and they are requesting more interesting
and challenging work sooner in their careers than traditional compliance partners have been able to offer.
Firms that are putting future leaders in charge of something, or are investing in programs or initiatives
that give up-and-coming leaders a voice and responsibility, are seeing the fruits of their efforts in the form
of more innovation than they have realized in the past. This success comes in the form of recruiting,
retention initiatives, client-service offerings, and virtual work arrangements. Firms need team members
who can lead, manage, sell, develop people, and do the work.

YOUNG PROFESSIONALS

The mergers and 

acquisitions frenzy will

likely continue, but a 

glut of sellers will lead

buyers to select partners

more strategically. 
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Learning to Grow Again through Shared Purpose, Quality, and Language

36 DECEMBER 2016 / THE CPA JOURNAL

In
FOCUS



DECEMBER 2016 / THE CPA JOURNAL 37

T
he succession crisis faced by the CPA profession today will not be solved with traditional

planning. Clients are not following CPA firms as they did in the past, and firms think of this

as declining loyalty. Employees are not following one another like they used to, and firms

think of this as the declining commitment of a new generation. The need for human beings

to express loyalty and commitment to one another is no different today than it was a generation

ago—yet we’ve stopped following one another. When people stop following one another in any socioe-

conomic system, organic growth becomes nearly impossible. Raising professional services above the

commodity value of what is produced will require that people respond to one another’s actions in ways

that create growing value. CPAs have stopped doing this as a profession, creating the current crisis.

Furthermore, attempts to train people to follow and commit the way they did in the past are failing,

and not because firms don’t have the people or haven’t trained them. They are failing because firms have

IN BRIEF
CPA firms are facing a succession crisis that endangers growth and profitability. The historical model of organic

growth that relies on relationship management by generalist partners is no longer effective in an increasingly spe-

cialized practice environment. An entirely different leadership foundation is needed, one that requires specialists

who work together in pursuit of a valuable decision support function. Growth requires all stakeholders to be

engaged in a shared purpose, shared quality, and shared language. 
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failed to redesign and implement a new

organic growth model that is responsive

to the socioeconomic realities of modern

professional practice—a new follower-

ship system.

Twilight of the Old Giants

The mind-set of management today is

human capital–focused, and rightly so.

One top 100 firm managing partner told

this author that, “We’re growing now,

but we could grow a lot faster if we

could keep people.” This belief has

fueled the move from “attract and retain”

human capital efforts to what is often

called “the war for talent.” The succes-

sion planning equation seems to be:

Keep People = Organic Growth =

Succession Solved.

Nothing could be further from the

truth. Simply keeping people won’t pro-

vide the profitability that it once did.

Leading colleagues to provide their ser-

vices in increasingly valuable ways, on

the other hand, will provide that prof-

itability. In the near future, the profession

could evolve into a diverse, integrated,

and growing decision-support profession,

or it could remain a relatively small

accounting profession with a mixed bag

of disconnected, commodity-priced ancil-

lary services. Which of those two sce-

narios plays out will depend on the

quality of the organic growth systems

firms build and the way CPAs inspire

their colleagues to greatness together.

The historical model of organic growth

is dying. It relies heavily on relationship

management by generalist CPA influ-

encers who are expected to use those

relationships to earn trust and expand

business relationships with clients. The

current population of practitioners, how-

ever, is far more specialized than at any

time in the past; they know less and less

about one another’s function with each

passing year. At the same time, the num-

ber of specialties is exploding. These two

opposing phenomena indicate that the

simpler, slower business environment

that supported the “trusted advisor”

approach to organic growth is quickly

evaporating.

Focusing on developing people to

function like relationship managers—

yesterday’s giants—would be training

them to fail. The economy today

demands new giants—specialist practi-

tioners who manage evidence together

in pursuit of a healthy and valuable deci-

sion support function. This requires an

entirely different leadership foundation,

model design, and execution. The quality

of the new sustainable organic growth

systems won’t just depend on developing

enough specialist expertise and then

keeping employees from leaving. These

systems will rely on an ability to help

the economy produce valuable outcomes

with those specialists, just as they did in

the days of the old giants. But in order

for firms to grow like they used to, they

must relearn how to grow by sharing

purpose, quality, and language.

Model of Change: The Healthcare

Industry

What is happening now is not new or

unexpected. The specialization trends

beginning today are similar to those seen

in the medical profession in the 1980s.

During that time, demand for specializa-

tion led many to fear the loss of relation-

ships with family doctors. There was also

the belief, which persists today, that the

quality of medicine was actually threat-

ened by that specialization. The quality

of care would surely suffer in the new

world of HMOs (Health Maintenance

Organizations), where patients were

passed from specialist to specialist

instead of receiving the personal comfort

of a family doctor’s advice. There is no

objective evidence that the quality of

medical care has declined since the

1980s, but that’s how many people feel.

The publicly unspoken narrative in the

hallways of CPA firms that “we don’t

have the people” speaks to the same fear

of the loss of relationship managers.

They have been the creators of value and

the foundation of customer loyalty. That

is all about to come to a screeching halt.

The arc of specialization is telling

CPAs—just as it told the medical pro-

fession—that the practitioners of tomor-

row will not and cannot rely on historical

interpersonal knowledge to help clients

adapt to future events and conditions.

The pace of change in today’s risk man-

agement environment is simply too fast

for that to be useful any longer, despite

the false comfort it provides clients.

The Mayo Clinic in Rochester,

Minnesota, is ranked number one in

more specialties than any hospital in the

nation. People don’t go there because

they have a stable population of aging

family doctors that never left the clinic.

They go there not just to see the best spe-

cialists in the world, but for the unpar-

alleled care that its integrated clinical

environment provides. The patients are

loyal to Mayo, not to individual, irre-

placeable, relationship-managing family

doctors.

Shared Purpose: A Reason to Grow 

During the rapid increase of medical

specialization in the 1980s, many

believed that this growth was not justi-

fied. People believed that medicine was

becoming focused on performing more

and more procedures without an ade-

quate contribution to patient outcomes,

very much like the CPA profession’s

own attempts to grow organically today.

Thus, the process of evidence manage-

ment—that is, specialists managing evi-

dence of patient need—was instituted in

order to control unwarranted growth.

This forced the medical profession to

move away from general practitioner

relationship management, driven by

patient wants, to specialist evidence man-

agement, governed by patient needs.

Medicine would not be allowed to grow

In
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further until it proved its commitment to

the greater good of society by commit-

ting to sharing a common purpose with

it. Despite the use of a process designed

to limit growth, however, the medical

sector grew more rapidly than ever. In

fact, the share of U.S. gross domestic

product (GDP) consumed by medicine

nearly doubled from 9.2% to 18.0% from

1980 to 2010.

In a similar way, the CPA profession

is not being allowed to grow organically

because it has not proven its commitment

to sharing a purpose with all of the other

stakeholders in the economy that rely on

it. Without that commitment, any attempt

to design and implement a significant

organic growth plan will fail. First, soci-

ety demands to know the profession’s

reason to grow.

The Reason to Grow

Building a leadership foundation is not

as easy as it used to be. In the past, exec-

utives and managers were only expected

to lead employees, using tools like

vision, mission, and values to convince

them to agree to be governed. Partners

would then lead their clients via unique

value propositions. These tribal, organic

growth systems worked just fine—until

specialization and unit-productivity ren-

dered them useless. It became unsustain-

able for each partner’s book of business

to have its own reason to grow.

Today, the profession is being asked to

lead all specialists and all stakeholders in

the economy at the same time, and with
the same foundation. The profession’s rea-

son to grow needs to be universally agreed

to in order to properly serve as the foun-

dation of an evidence management system.

Accountants have traditionally supported

the decision-making needs of stakeholders

through a conflict-of-interest model based

upon principles of precision, consistency,

and objectivity. This worked in a slower

business environment, but the data-driven

economy of today requires different think-

ing. People will not follow and commit to

one another if they are not a part an agree-

ment of shared purpose. That is the reason

to grow. The principles serving as the

foundation for this shared purpose must

be relevance, transparency, and choices.

The word “relevance” has risen to the

top of the list of the profession’s greatest

fears. Basic economics—allocative effi-

ciency, specialization, and unit produc-

tivity—have been deemphasizing the

accounting function as a percentage of
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GDP since even before the age of the per-

sonal computer. While that process will

continue into the foreseeable future,

accounting will never simply go away. It

is an important feature of any decision-

support environment. At the same time,

data and analytics that are more respon-

sive to rapidly changing conditions are

designed to have better predictive value

than the traditional measurement of earn-

ings, financial position, and cash flow.

Accounting will always be relevant to

decision making in the world economy.

But accountants themselves will not lead

the decision-support profession any

longer unless they learn to share a new

reason to grow with other specialists.

In the context of the profession’s

shared purpose, “transparency” refers to

the continuous availability of decision-

making information. Even in today’s

data-driven, immediacy-obsessed econ-

omy, the ability of the decision-support

function to provide true transparency is

hampered by human beings. Information

of all kinds can be diverted, withheld,

taken out of context, exaggerated, and

ignored. True apolitical transparency of

data and information is the new indepen-

dence. In the same way that human

beings can be led to interfere with trans-

parency under the current followership

agreement, they can be led to embrace

and value it under a new one.

As to the final principle, choices are

not unlimited. Sometimes they are lim-

ited by ethics, others by agreement, reg-

ulation, or timing. But listing available

choices is the gateway to decision mak-

ing. Choices articulated inside a trans-

parent process environment give all

stakeholders the opportunity to compete

and cooperate in the same risk manage-

ment environment.

Relevance, transparency, and choices

may not end up being every firm’s rea-

son to grow. Discovering a new follow-

ership agreement and committing to it is

actually a leadership exercise. No one

can confer a reason to grow upon a firm

or the profession at large, not even the

AICPA or government regulators. CPAs

themselves must do it.

The streamlining of a reason to grow

to one shared purpose will vastly simpli-

fy the ability of specialists and clients to

contribute to the growth of the profes-

sion. They will only be required to inter-

pret their actions in the context of

whether or not they contribute to the pro-

fession’s reason to grow (and as required

by regulations, of course). Followership

will be much easier and more universally

compelling when the only leadership

foundation is well-defined, universal, and

pursued by all stakeholders as a matter

of shared responsibility.

In addition, this simplification is cru-

cial to moving forward profitably in a

specialized world that demands that

value be based on client outcomes. As

stakeholders require better performance

and more accountability to the reason to

grow, there will be pressure from all par-

ticipants to expend resources that outstrip

society’s willingness to pay. The shared

purpose will be crucial to preparing that

foundation of organic growth. In order

to maintain economic balance among all

stakeholders, however, the shared pur-

pose will need process controls in order

for everyone to share quality.

Shared Quality: Balancing Results 

and Outcomes

Continuing advances in quality in the

profession are dependent upon both

increased specialization and the ability to

integrate new specialists. Design profession-

als call these “competing constraints”; both

are necessary, but each one competes for

resources with the other. Without a follow-

ership system designed to share quality and

a systematic plan to manage that mutual

obligation to cooperate inside a shared-value

universe, practitioners will tend toward pro-

cedural quality, and clients will tend toward

experienced quality. Ultimately, neither will

be satisfied, each blaming the other for a

deficit in quality, or services that are too

expensive. This translates into negative insti-

tutional capital for firms. 

Managing the competition between

specialization and outcome delivery

inside a shared quality followership sys-

tem is crucial for organic growth inno-

vation in the profession. Once a firm has

a new specialty or a new technology,

everyone else soon has it, too. The only

space for competitive differentiation is

in the way human specialists integrate

their efforts together. 

It seems counterintuitive that designing

a process control environment would be
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EXHIBIT 2
Firmwide Cost Analysis

Value Costs

Increases: 
n None

Decreases:
n Linear production
burden improvement

Decreases:
n None

Increases:
n Peer review costs
n Workpaper and
reporting standards
n Insurance 
exposure

EXHIBIT 1
Departmental Process Analysis

Value Costs

Increases: 
n None

Decreases:
n Linear production
burden improvement

Decreases:
n None

Increases:
n None
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part of developing a foundation for rapid

organic growth, but that is exactly what

is needed. Medicine was able to double

the percentage of its share of U.S. GDP

over a 30-year period with operational

controls intended to limit growth.

Similarly, tapping into the growth in

worldwide demand for decision-making

information demands that CPAs system-

atically pursue the production and dis-

semination of decision-making

information in tax returns, financial state-

ments, technology, financial services,

consulting—in everything they do.

In order to keep diverse specialists

focused on the group goal of enhancing

relevance, transparency, and choice in

their work, an operational control frame-

work that balances the needs of all stake-

holders in the quality-sharing agreement

is required.

Designing a New Process 

Control Environment 

While marketing literature might sug-

gest otherwise, the profession’s process

efforts are typically aimed at producing

core products more quickly while main-

taining a level of procedural quality that

satisfies specialists. The experienced

quality of other stakeholders is generally

only considered afterward. This approach

will not produce a quality-sharing result

powerful enough to fuel the profession’s

reason to grow.

Continuous improvement efforts are

just starting to take root, and the expe-

rience of medicine shows that they will

accelerate rapidly. But the profession is

afraid of offending already-disengaged

junior colleagues with a process control

environment suggesting that some of

their activities don’t add value. It would

be unwise to demotivate them under the

current failing followership system. That

is why continuous improvement systems

in the firms of tomorrow will produce

the activities most likely to fulfill stake-

holders’ mutual responsibilities to the

reason to grow. Yesterday’s lean process

environments, improperly led, are just

another reason for practitioners to feel

devalued and underappreciated.

The first process modification to an

existing process development systems is

an activity-based balanced scorecard that

continuously analyzes major process ini-

tiatives for focus on the reason to grow.

A practical example from this author’s

experience follows.

Case Study

One day, a colleague expressed her

frustration with a decision made by a

process team at the firm. The financial

statements uniformity project had decid-

ed to divert all sources of financial gen-

eral ledger data, including hosted cloud

data, into the internal production soft-

ware, prior to adjusting and releasing

financial statements to clients. Her con-

cern was that a particular client needed

adjusted financial data with budget infor-

mation for the following period to take

to his board of directors. The production

decision made retrieving that information

from his cloud-based accounting system

suddenly much more time-consuming

and difficult.

For the firm’s practitioners managing

procedural quality, however, the benefits

of that move were compelling:

n  Reduced process variability

n  Fewer software tools

n  Uniform storage of issued financial

statements

n  Reduced output variability

n  More uniform financial presentation. 

Those practitioners had defaulted to

their own procedural quality criteria as

the sole quality indicators of the initia-

tive. And who could blame them? 

It seemed that there ought to be a way

to illustrate the balance between procedu-

ral and experienced quality in process

development. Instead of just analyzing

process initiatives by how they affected

only procedural quality, the initiative

should have been measured against all of

the criteria agreed to in the followership

agreement—the reason to grow. So the

author entered the data regarding proce-

dural quality into a matrix, as seen in

Exhibit 1. By all indications of the benefits

in the departmental process analysis, the

initiative should have sailed through to

approval, and in fact it did. The new sys-

tem would allow the firm to produce more

uniform product faster than it had ever

been produced before.

But in looking at the matrix as a whole,

there seemed to be risk management costs

that had gone unrecognized. Importing,

adjusting, and issuing that financial infor-

mation as compiled financial statements

turned what was client property into the

firm’s property. Therefore, the firmwide

cost analysis looked less promising, as

seen in Exhibit 2.

Looking at the other side of the matrix

to include decision-making value for out-

side stakeholders, however, revealed the

real quality-sharing problem. Information

that was relevant to the client’s board’s

decision-making processes was suddenly

less transparent, thus slowing down its

ability to make choices. The client seemed

(Continues on page 44)

EXHIBIT 3
Shared-Quality Analysis

Value Costs

Increases: 
n None

Decreases:
n Linear 
production burden
improvement

Decreases:
n Disengagement
n Lack of 
transparency
n Decreased
relevance

Increases:
n Peer review costs
n Workpaper and
reporting standards
n Insurance 
exposure
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Foreign pension plan participation is an issue for U.S. 

citizen employees who reside abroad and foreign nationals 

temporarily residing in the U.S.  

However, U.S. citizens and permanent residents (“green-

card” and statutory resident, non-immigrant visa holders) 

PD\�EHQH¿W�E\�FRQWULEXWLQJ�WR�D�IRUHLJQ�SHQVLRQ�SODQ�LQ�D�

jurisdiction with favorable provisions and an Income Tax 

Treaty with the U.S.

7D[�DGYLVRUV��¿QDQFLDO�SODQQHUV��DQG�ZHDOWK�PDQDJHUV�VKRXOG�

consider taking advantage of opportunities for tax deferred 

VDYLQJV�DQG�RWKHU�EHQH¿WV�IRU�WKHLU�+LJK�1HW�:RUWK�FOLHQWV��

by contributing to a foreign pension plan alongside other 

wealth preservation strategies such as private placement life 

insurance and foreign or domestic trusts.

A foreign pension plan may have higher contribution limits 

WKDQ�WKRVH�DYDLODEOH�XQGHU�8�6��TXDOL¿HG�SODQV��DQG�FHUWDLQ�

pensions allow the in-specie contribution of shares and 

partnership interests. Contributions to a foreign pension plan 

could be made in addition to annual contributions to a U.S. 

TXDOL¿HG�SODQ��DQG�LQ�VRPH�MXULVGLFWLRQV��DUH�XQOLPLWHG�

7KH�EHQH¿W�RI�KLJKHU�FRQWULEXWLRQ�DQG�WD[�GHIHUUDO�ZRXOG�

most likely outweigh the loss of the annual tax deduction that 

may have already been met due to U.S. pension participation. 

$OWHUQDWLYHO\��WKH�GHGXFWLRQ�ZRXOG�KDYH�EHHQ�LQVLJQL¿FDQW�DW�

higher levels of income or due to lower effective U.S. tax rates, 

EHFDXVH�RI�WKH�DELOLW\�WR�FODLP�8�6��WD[�EHQH¿WV�VXFK�DV�WKH�

foreign earned income, housing exclusions, and foreign  

tax credits. 

Annual earnings in a foreign pension plan may be tax  

exempt for U.S. tax purposes under an income tax treaty, 

WKHUHE\�SURYLGLQJ�HTXLYDOHQW�WUHDWPHQW�WR�D�8�6��TXDOL¿HG�

pension plan.

'LVWULEXWLRQV�PD\�EH�UHVWULFWHG�WR�D�VSHFL¿HG�DJH��IRU�H[DPSOH�

50. However, distributions may be taken without any early 

(pre 591/2) distribution penalties that are imposed under 

U.S. tax rules. Distributions may be afforded preferential 

treatment through a tax exemption for a percentage of the 

SODQ�EDODQFH��8QGHU�DQ�,QFRPH�7D[�7UHDW\��WKLV�EHQH¿W�

is preserved for U.S. citizen and resident taxpayers. For 

example, under U.K. and Malta income tax rules, a single 25% 

or 30% tax exemption (respectively) is permitted.  

This tax exemption is provided under U.K. and Malta Income 

Tax Treaties.  Likewise, a U.S. Roth IRA distribution, which 

is entirely tax exempt under U.S. tax rules, is also treated as 

tax exempt under U.K./ Malta tax rules for a recipient who is 

resident in those countries.

Malta appears to be a favorable jurisdiction where U.S. 

citizens, permanent residents, and statutory residents 

can establish a pension plan to supplement their current 

retirement savings, or establish a personal pension plan if 

local pension offerings are non-existent / are subject to U.S. 

income tax.  This is generally the case for U.S. citizens and 

green-card holders who reside in countries that do not have 

a tax treaty with the U.S. (e.g. Hong Kong, Brazil, Singapore) 

or where the treaty does not provide tax deferred treatment of 

annual earnings for a contributory plan (e.g. Ireland,  

Italy, Switzerland).

For example, a U.S. citizen residing in Hong Kong and 

employed by a Hong Kong (or other) foreign employer can 

establish a personal pension plan in Malta.  Contributions 

to a Malta-based pension plan are unlimited  and are 

not  deductible from a U.S. tax perspective, however the 

contributions can grow tax-deferred until retirement.  This is 

attractive compared to the US contribution  limit of $5,500 

(for an IRA).

Application of Treaty

Under most tax treaties, only residents of the U.S. may claim 

WUHDW\�EHQH¿WV��7KH�GH¿QLWLRQ�RI�WD[�UHVLGHQFH�IRU�WUHDW\�

SXUSRVHV�LV�XVXDOO\�GH¿QHG�DV�D�SHUVRQ�ZKR��XQGHU�WKH�ODZV�RI�

a Contracting State, is subject to tax because of his domicile, 

residence, or citizenship. However certain treaties contain an 

exception to this general rule and require that a U.S. citizen or 

permanent resident reside in the U.S.

For example under the U.S.-Malta Income Tax treaty, the 

GH¿QLWLRQ�RI�WD[�UHVLGHQFH�LV�D�SHUVRQ�ZKR�LV�VXEMHFW�WR�8�6��

tax because of domicile, residence, or citizenship, with no 

additional requirement that a U.S. citizen or permanent 

resident must reside in the U.S.  Therefore U.S. citizens and 

UHVLGHQWV�ZKR�DUH�OLYLQJ�DEURDG�FDQ�DSSO\�WKH�EHQH¿WV�RI�WKH�

Malta treaty.

Foreign Pension Plan 
Considerations for U.S. 
Taxpayers

James Cassidy, CPA 
Dominion 
New York
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Tax Deferred Earnings

An Income Tax Treaty must provide for an exemption from 

tax for earnings in a pension plan.  For example, under 

Article 18.1 of the U.S.-U.K. Income Tax Treaty, income 

earned by the pension fund may be taxed as income only 

when actually distributed to the individual. 

Generally, U.S. Income Tax Treaties contain a “savings 

clause” which provides that the U.S. can tax U.S. citizens and 

residents as if the treaty had not come into effect.  However, 

under Article 1.5(a) of the U.S.-U.K. Income Tax Treaty, the 

savings clause does not apply to Article 18.1

Taxation of Distributions

Under Article 17.1(a) of the U.S.-Malta Income Tax Treaty, a 

distribution from a Maltese pension plan which is owned by a 

U.S. resident, shall only be taxable in the U.S.  

Article 17.1(b) provides that the amount of a pension 

distribution that would have been exempt from tax in Malta  

LI�WKH�EHQH¿FLDO�RZQHU�ZHUH�D�UHVLGHQW�RI�0DOWD��ZLOO�EH�

exempt from income tax in the state where the recipient 

resides (the U.S.).

Under Article 1.5(a) of the U.S.-Malta Income Tax Treaty, the 

savings clause does not apply to distributions from a pension 

plan (subparagraph (b) of Article 17.1).  Because Article 

17.1(b) is the provision that preserves the tax exemption 

EHQH¿W�XQGHU�0DOWD�WD[�UXOHV��DQG�EHFDXVH�WKH�VDYLQJV�

clause does not apply, the literal terms of Article 17.1(b) are 

DSSOLFDEOH�DQG�PDQGDWH�WKDW�WKH�WD[�IUHH�EHQH¿W�DSSOLFDEOH�

to a distribution from a pension plan established in Malta is 

recognized under U.S. tax rules.  

3ULYDWH�IRUHLJQ�SHQVLRQ�SODQV�DUH�FODVVL¿HG�DV�IROORZV�DQG�

must be reported accordingly;

• Taxable foreign grantor trust (Form 3520, FBAR required)

• Exempt foreign pension plan under an Income Tax Treaty 

(Form 3520 &Form 8833, FBAR required) 

Conclusion

If contributions are permitted under the laws of the country 

where the foreign pension is established, and earnings in the 

plan are tax deferred under a tax treaty, practitioners should 

consider the following issues and strategies to minimize U.S. 

tax, as well as increase retirement savings:

• Foreign nationals who are planning to relocate to the U.S. 

may consider contributing cash or in-specie investments to 

a foreign pension plan before establishing U.S. residency.

• If U.S. citizen or green-card holder is employed by a foreign 

employer, consider contributing to a foreign pension plan 

as an alternative, or in addition to, life insurance/annuities.

• Consider if a U.S. resident can increase retirement savings 

by making voluntary contributions to a foreign (home 

country) pension plan.

• As a complimentary structure to Gift Charitable Trust 

SODQQLQJ�IRU�SUH�WD[��QRQ�TXDOL¿HG�GHIHUUHG�LQFRPH��

consider after tax contribution to a foreign pension plan 

and reinvesting on a tax deferred basis before December 

31, 2017.

• Should the carried interest rules change, contribution of 

post-tax earnings to a foreign pension can achieve renewed 

WD[�GHIHUUHG�LQYHVWLQJ��LQYHVWPHQW�GLYHUVL¿FDWLRQ��DQG�

reinvestment in foreign funds (PFICs).

• A foreign pension plan is not considered U.S. property for 

foreign nationals residing in the U.S, and is not subject to 

U.S. estate tax.

• Also consider taking a taxable distribution from a foreign 

pension plan if the distribution is only taxable in the U.S. 

WR�FODLP�WKH�EHQH¿W�RI�H[FHVV�IRUHLJQ�WD[�FUHGLW�FDUU\RYHUV�

(before expiration).  This could achieve a U.S. tax  

exemption as well.

Dominion, established in 2001, has grown to become 

one of the leading providers of innovative and 

compliant solutions in Private Wealth, Pensions, 

Trust & Corporate services from within Europe, the 

United States of America, and the United Kingdom. 

'RPLQLRQ�)LGXFLDU\�6HUYLFHV�/LPLWHG�DQG�LWV�DI¿OLDWHV�GR�QRW�JLYH�WD[��LQYHVWPHQW�RU�¿QDQFLDO�DGYLFH�� 
:H�ZRUN�H[FOXVLYHO\�ZLWK�SURIHVVLRQDO�LQWHUPHGLDULHV���6SHFLDOLVW�DGYLFH�VKRXOG�DOZD\V�EH�VRXJKW�ZKHQ�HQWHULQJ�LQWR�D�WUDQVDFWLRQ�
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less interested in what we did or didn’t

do with his organization’s information and

more interested that we simply not inter-

fere with his own self-service efforts. The

fully developed shared quality analysis

matrix in Exhibit 3 would have helped the

team make a more balanced quality

assessment. Through the lens of a bal-

anced scorecard, the cost savings and

quality increases appeared to be far out-

weighed by the combination of increased

risk management costs and reduced client

outcome value that their departmental

analysis wasn’t designed to detect.

Shared Language: Accountability 

to the Profession 

A shared quality scorecard is a good

way to show people what not to do, but

it is not very good at telling them what

they should do. Everyone has different

specialist functions, cultures, ways of

describing things, and beliefs. Each one

speaks an entirely different language.

CPAs used to use simple English to

communicate with colleagues: “Tom, get

out to the client’s office and help the con-

troller get that inventory system fixed!”

Today, issuing that order would receive

only a blank stare from almost the entire

audit staff at most firms. This is not

because today’s employees are less intel-

ligent, committed, loyal, or talented; it is

because specialists now operate in a far

more complicated and specialized work

environment. Procedural specialists no

longer have a common frame of refer-

ence, function, or language to help them

talk to one another about the wider deci-

sion-support framework in which they

do their specific jobs. They need a shared

language to communicate about the

health of that environment.

Previously, CPAs were required to be

accountable to the growth goals of the

firm in order to participate in ownership.

Business development used to be con-

ducted by rainmakers and relationship

management partners—finders and min-

ders. If you weren’t one of these people,

your tenure in public accounting was

generally cut short. But today, specialists

have become more valuable and difficult

to replace, and up-or-out promotion prac-

tices have become unworkable. So it was

decided that technical specialists could

continue to serve as career managers or

nonequity partners. Their role in account-

ability to the firm’s goals was rooted in

billable time, whereas the equity owners’

accountability role was grounded in rev-

enue production. This created a profes-

sional practitioner class system that

continuously and permanently erodes the

profession’s ability to design and operate

a business development system that is

followed by everyone as an act of the

highest form of professionalism.

CPAs’ ability to produce audits and

tax returns—or anything at all—is affect-

ed by their firms’ production capabilities.

Specialists need the right technologies

and technical training to get the job done.

But their ability to operate effectively is

also affected by their clients’ operational

environments. Some are good, some are

awful; most are somewhere in between.

After the specialists are done, they come

back to the office and either celebrate an

easy job or complain about a difficult

one. Then they go on to the next audit

or tax return.

This is the single biggest untapped

growth and relevance opportunity today:

having specialists come back to their

offices with nothing more than billable

time and a product. Specialists need a

way to return from their engagements

with an assessment of the cost-effective

scalability of the decision-support envi-

ronments in which they operate. It should

be their professional duty under any new

followership agreement. 

The followership crisis includes a fail-

ure to adapt our business development

operating systems so that our specialists

could contribute equally. Instead, firms

doubled down on failing finder-to-min-

der-to-grinder downward revenue devel-

opment systems. Sharing purpose and

sharing quality were important first steps.

Without a shared language, reestablishing

universal accountability to the growth of

the profession will be impossible.

Implementing the New 

Operating System 

“Clinical governance” is a term that

gained popularity in the 1990s to describe

accountability systems in medicine that

made sure that practitioners would be self-

governed and accountable in pursuit of the

profession’s reason to grow. These rules of

the clinic were designed to empower doc-

tors to enforce their standards of care.

Similarly, CPAs need the help of account-

ability systems to enable specialists to share

the profession’s reason to grow with society.

In addition, this must take place without

daily death-by-meeting negotiations among

colleagues, clients, and third parties.

Enforcing relevance, transparency, and

choices as the standards of care sounds nice

in theory. But specialists don’t all speak

the same language or think about the same

things. One of the very sources of the pro-

fession’s followership problem is that com-

munication is difficult across functional and

cultural gaps among accounting, technol-

ogy, human capital, financial services, and

data sciences, among others. This is why

they need a common language in order to

communicate.

Evidence management in a specialist-

led environment is accomplished with

algorithms. These decision-tree devices

are derived from mathematical probabil-

ity modeling and help specialists who

know nothing about one another’s areas

of practice to communicate in a complex

environment of a unique set of condi-

tions. They are the operational soul of

the specialist-led outcome production of

the future.

The value management index (VMI)

is one such algorithm-generating device.

VMI is designed to produce an assess-

(Continued from page 41)



DECEMBER 2016 / THE CPA JOURNAL 45

ment that is similar in function to the

standard blood panel in medicine. It is

the referral device of first resort between

and among procedural specialists and

integration specialists and helps diagnose

deficiencies in the health of any decision-

support environment.

The cost-effective scalability of the

decision-support function in business

comprises three major components:

Specialist competence. The increase

in functional specialization over the last

few decades has brought the profession

from “if you have the work, you can find

the people” to “if you have the people,

you can find the work.” No one can fake

it any longer in the modern specialist

environment. Client specialist compe-

tence is fairly easily measured by firms’

functional specialists and can be scored

low to high on a scale of 1 to 10.

Specialist integration. In addition, spe-

cialists are so operationally segregated by

function and industry so as to make them

islands unto themselves. This is not a good

situation for an outcome-hungry popula-

tion of stakeholders. Value creation is root-

ed in integration, the systematic interaction

of human beings who pursue a shared pur-

pose. Moreover, trends are leading away

from downward managerial integration,

where workers serve the integration func-

tion, to an integrator role that serves spe-

cialists. Managers are the equivalent of

primary care physicians in medicine, the

servants of clinical standards of care. This

quality of integration services can also be

scored low to high on a scale of 1 to 10.

Labor leverage. The last few decades

have shown that labor sourcing will

have to increase as the velocity of the

business life cycle increases. Building

a decision-support function one employ-

ee at a time will be decreasingly desir-

able or possible. Labor leverage can be

scored on a scale of 0 to 1, with 0 being

no outsourced labor and one being

100% outsourced labor in the decision-

support function.

The mathematical product of these

three factors will yield a score between

0 and 100. This rough diagnostic score

and its underlying factors will yield an

array of conditions that specialists can

use to assess quality in the decision-sup-

port function of clients’ businesses. Best

of all, they will be able to use the result-

ing shared language to communicate

with one another about improving the

quality of that decision support. Those

opportunities to provide additional spe-

cialist procedural expertise, integration

services, and even analytics and risk

management can all be coded into a lan-

guage that everyone is trained to use in

the assessment, referral, and treatment

plan of all clients.

Back to the Future 

Growth has always required shared

purpose, quality, and language. In the

profession’s simpler, tribal past, those

connections could easily be created indi-

vidually and informally inside partner-

centric practices. Modern times have

overwhelmed the exclusivity of partner-

defined purpose, customer-defined qual-

ity, and the use of simple English spoken

to communicate about those things. 

Today’s modern socioeconomic envi-

ronment requires leadership like none

seen before. Instead of managing a loose,

politically connected band of tribal lead-

ers, the leadership challenge today is to

engage all stakeholders in a single fol-

lowership agreement, grounded in uni-

fied purpose, with quality and language

shared by all.                                     q

Paul D. Fisher, CPA (inactive), is the
chief design officer at New Giants
Consulting, LLC, Chicago, Ill. He is the
author of Beyond the Days of the Giants:

Solving the Crisis of Growth and

Succession in Today’s CPA Firms and
the forthcoming New Giants Rising!

(September 2017).

The simpler, slower business environment that 

supported the “trusted advisor” approach to 

organic growth is quickly evaporating. The economy

today demands new giants—specialist practitioners

who manage evidence together in pursuit of a healthy

and valuable decision support function.
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How to Get Paid in a Fee Dispute

C
hanging times and business practices are

making it harder for professional advisors to

get paid. The stack of past due accounts

gathering dust in many CPA offices is

increasing. Whatever the reason might be,

the reality is that some clients pay and others do not.

How can CPAs recover monies owed in such an eco-

nomic landscape? In short, by being proactive and fol-

lowing good credit policy, CPAs can maximize their

chances of getting paid by anticipating issues that can

arise in fee dispute cases. Understanding the most popular

defenses in a fee dispute case will allow a CPA to antic-

ipate the client’s excuse for not paying and, by doing so,

increase the rate of recovery on in-house collections.

Malpractice

Malpractice is a popular recourse of clients when

CPAs attempt collection of unpaid fees. Liability car-

riers have gone to great lengths to dissuade CPAs from

enforcing their right to be paid, convincing the firm

By Jocelyn R. Nager

Playing Offense in a World of Defenses



that a counterclaim is certain. This

author, however, has handled claims to

recover accounting fees for more than

25 years, and an internal audit of past

litigation reveals a defense counterclaim

of malpractice in fewer than 10% of

cases. Firms should independently audit

all claims, checking for irregularities or

a possible malpractice defense before

placing them for collections. Internal

procedures and controls, as well as an

independent evaluation of the file before

sending it to the legal department,

should predict the likelihood of mal-

practice. If chances of a counterclaim

are great and the client’s business is not

in jeopardy or closing, consider waiting

until the statute of limitations has lapsed

before proceeding. Once the statute has

lapsed, the former client loses the ability

to counterclaim and the allegation will

serve as a possible offset only. 

Doctrine of Unclean Hands

The consequences of any bad behavior

on the part of the firm may mean for-

feiting the right to be paid. The “doctrine

of unclean hands” can prevent a party

from benefiting from their own negative

actions. If a party acted dishonestly or

fraudulently with respect to the claim,

the courts may deny the creditor’s right

to be paid, in whole or in part.

Accord and Satisfaction

Sometimes, a CPA makes it clear in

writing to the customer that he will not

pursue future payment, accepting a past

payment as payment in full. Other times,

a CPA receives payment from the cus-

tomer for less than the full amount due,

but the customer clearly intends for the

payment to represent “payment or settle-

ment in full.” According to New York

State law, accepting payment that is in

some way marked “payment in full” may

qualify as an “accord and satisfaction,”

that is, full resolution of the outstanding

balance. If such an accord is not explic-

itly understood, the CPA should contact

counsel before negotiating payment.

Usury

Entering into a payment agreement

with a former client that includes interest

in the unpaid balance may impact ability

to collect due to usury laws. Usury is the

charging of interest above the legal limit

that can be charged on personal loans.

Although the defense of usury is usually

inapplicable in a commercial case, it does

apply to consumer claims. CPAs should
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If a party acted dishonestly or fraudulently with respect

to the claim, the courts may deny the creditor’s right

to be paid, in whole or in part.
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be aware of usury laws, as they are strict

and can vary from state to state. New

York’s usury law provides that if a loan

is less than $250,000, the interest rate

cannot exceed 16%.

Failure to Perform Properly 

The creditor bears the burden to prove

that the services were rendered properly;

only then does the burden shift to the non-

paying client. CPAs should keep sufficient

documentation to support a position that

services were indeed rendered properly. 

Unauthorized Services

Clients may claim that they never

authorized the services billed. An

engagement letter should specifically

state the services to be provided for the

client. In the event the scope of work is

limited or enlarged, the engagement letter

should be amended and signed by the

client. The four corners of the agreement

will speak for themselves. 

Billed for Services Not Rendered, 

Exaggerated, or Overcharged 

On occasion, a client may accuse a

CPA of overcharging, exaggerated

billing, or billing for services not per-

formed. In this case, the burden of proof

again rests on the CPA creditor. To pro-

tect against such a claim, the engagement

should be thoroughly documented.

Account for time spent with a contem-

poraneous detailed entry for work per-

formed. Review notes and check for

duplicate entries before billing the client.

Failure to Disclose Fees and Present a

Written Agreement 

Sometimes an engagement moves for-

ward quickly and there is not sufficient

time to complete the paperwork in

advance. This step is not worth skipping,

and in the digital age, there is no reason

to do so. CPAs in a rush should use a

preformatted engagement letter. (CPAs

not in a rush should set aside time to cre-

ate a library of such letters for future

use.) The letter can then be e-mailed to

the client to be signed and e-mailed back

with a wire for the retainer. Work on the

engagement can wait an hour or two.

Barred by Statute of Limitations

In New York, the statute of limitations

to recover for professional services is six

years. After this time, payment is not

recoverable, so the longer one waits to pur-

sue payment, the greater the risk. The

client may go out of business, or engage-

ment partners or other necessary witnesses

may move on to another firm—all of

which can impede a successful collection. 

A client’s on-account payment or

acknowledgment of the debt in writing

may restart what is known as the limi-

tations period. Extending (or “tolling”)

the limitations period is not automatic.

The payment must be made under cir-

cumstances where it can and will be

deemed an acknowledgment of the entire

debt or a portion thereof. Payment

records on all accounts should be main-

tained. You never know when a partial

payment will save the day by preserving

the debt for collection.

Failure to Satisfy a Statutory Condition

Before Commencing Suit 

An engagement letter may provide that

notice of nonpayment, mediation, or arbi-

tration is required prior to a suit com-

mencing. If any such requirement is not

satisfied prior to suit, the case can be dis-

missed on motion by the nonpaying cus-

tomer or by the judge at any time during

the litigation.

Doctrine of Laches

Whenever possible, avoid late billing.

Granted, sometimes prompt billing is not

possible—perhaps a job has not been

closed out or a partner has not submitted

his time and an invoice or two falls

behind. Nevertheless, late billing can

affect the outcome of future debt collec-

tion litigation. If the invoices were not

sent in a timely manner, the debtor may

have a valid defense in a suit to recover

a long past–due balance. This defense,

known as the Doctrine of Laches, allows

the client to win because of the CPA’s

late billing. 

Be Proactive, Get Paid

Most of the standard fee dispute

defenses can be avoided through simple

means. The engagement letter should

delineate the scope of work, the agreed

fee, the term of the engagement, and a

favorable fee dispute clause for the CPA.

The letter should be signed and returned,

with a retainer, before work begins.

Good communication throughout the

engagement will also facilitate payment.

And of course, bills should be sent on

time and in accordance with the engage-

ment letter.                                        q

Jocelyn R. Nager, JD, is the managing
partner of Frank, Frank, Goldstein, &
Nager PC, New York, N.Y.

If the invoices were not

sent in a timely manner,

the debtor may have 

a valid defense in a 

suit to recover a long

past–due balance. 
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Why Business Insurance Is a Critical
Component of an Estate Plan 

W
hen CPAs have individual clients who

are business owners, it is important to

remember that they have worked very

hard to build both their business and

their personal estate. Many business

owners focus the majority of their time on building the

business and do not think about the various risks that

could significantly diminish the value of their business

and personal estate or net worth. While estate taxes often

come to mind when thinking about such risks, other,

unknown risks in the business itself could destroy an

even larger portion of the estate. A critical element when

creating an overall estate plan is a business insurance

review to ensure that both known and unknown risks are

identified and properly insured against.

Most individuals have similar concerns, such as loss

of a job, unexpected medical expenses, and protecting

property and vehicles. Business owners, however, also

face risks related to business interruption, lawsuits, work-

ers’ compensation, cyberliability, professional liability,

and group benefits for employees. Ensuring that they

have the right insurance coverage for all these and other

By Paul B. Kieffer



potential risks is critical to the continued

success of the business.

A Comprehensive Approach

Many business owners buy insurance

protection as needs arise, such as purchas-

ing commercial building and vehicle insur-

ance when buying such assets or obtaining

workers’ compensation when employees

are hired. While these purchases help pro-

tect the owner and the business, this

approach may not provide the appropriate

total coverage and may in fact cost more

than a comprehensive review of what is

needed and what the current insurance pro-

vides. Buying only what is needed, when

it’s needed, may put the individual and his

personal and business assets at risk, espe-

cially if the business has directors, officers,

and employees, or if there is an employee

benefit plan. This approach can leave gaps

in certain coverage and create excess cov-

erage in others. With a coordinated insur-

ance plan, gaps and excesses are reduced

(if not eliminated), often at a reduced over-

all cost.

Personal versus Commercial Insurance

It can be very challenging for individ-

uals facing such a diversity of risks to

manage them while running a business.

Finding the right expert information on

all of the many areas of risk manage-

ment, each with its own ever-shifting

nuances, can also be a challenge. 

The term “property and casualty” is

used to describe various types of insur-

ance protecting physical assets and lia-

bility coverage for injury to others. All

commercial businesses should have a

general liability policy to cover losses

from causes such as fire, accidents, and

other hazards. Similarly, the policy

should include provisions to protect the

business from paying for nonproperty

expenses such as medical expenses,

along with related legal costs, including

any resulting lawsuits. 

Certain risks affect both a business and

an owner personally. In addition to a

general liability policy, both should con-

sider an excess liability policy. These

policies are similar to an umbrella policy

(which is usually capped at $5 million),

but have larger limits (up to $50 million),

along with the flexibility to tailor certain

provisions to suit a specific business or

individual.
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Commercial enterprises face numerous

business risks outside of the scope of

general or excess liability on a daily

basis, including some unique risks. The

good news is the insurance industry

probably has a product covering such a

risk. For example, an incident might

occur that would render the enterprise

unable to operate for a period of time;

business interruption insurance can cover

various operating expenses for such a

period and may even cover the revenue

the business would have earned during

the shutdown. Moreover, retailers,

wholesalers, distributors, and manufac-

turers are all at risk of liability from

defective products and inadequate

instructions or labeling for such products.

Product liability insurance protects a

business against such damages, settle-

ment costs, and related legal fees, even

if a business were found negligent. 

Business owners also put a lot of effort

and expense into building a brand with a

strong reputation. Social media campaigns,

however, can destroy decades of brand

building in a single afternoon. Several

insurance companies insure against such

a risk by providing access to experts upon

the first instance of negative publicity, pro-

viding advice and communication strate-

gies for both type and method, as well as

covering the cost of certain strategies and

brand monitoring.

When dealing with natural disasters,

specific risk coverage such as flood

insurance may be appropriate, depend-

ing upon one’s location. Likewise, an

earthquake endorsement may be appro-

priate, due to limits in most homeown-

ers and commercial liability policies.

While rather expensive in areas at a

high risk of earthquakes, the costs drop

significantly elsewhere. Though rare,

such quakes do occur, such as the 5.8

magnitude earthquake in Virginia in

2011, where only half of the affected

were insured.

As a CPA, knowing that there is a

clear distinction between personal and

commercial insurance is fundamental.

They are very different specialties, each

with unique considerations, carrier com-

petencies, and markets, and an expert in

one area may not be as well versed in

the other. The sidebar, Commercial vs.

Commercial Insurance:

Property and Casualty

Flood and Earthquake

Liability (General, employment, professional, public)

Excess Liability

Errors and Omissions

Business Interruption

Reputational Risk

Directors and Officers

Cyberliability

Product Liability

Medical Malpractice

Surety (Construction, commercial, environmental, license, permit bonds)

Group Benefits (Medical, pharmacy, dental, life)

Personal Insurance:

Property and Casualty

Flood and Earthquake

Liability (Umbrella)

Excess Liability

Personal Directors and Officers

COMMERCIAL VS. PERSONAL INSURANCE

Commercial enterprises face numerous business risks

outside of the scope of general or excess liability on a

daily basis, including some unique risks.



Personal Insurance, shows a broad

breakdown of different types of insur-

ance into these two categories.

Helping individuals find an agency

with expertise in both personal and com-

mercial insurance is an important first

step in building a comprehensive insur-

ance program. 

The Need for Cyberliability Insurance

As the Internet grows and becomes

more complex, so does exposure to risk.

General liability, property, and profes-

sional liability policies are not designed

to address many critical information

security exposures, such as regulatory

fines and penalties, statutory notification

and credit monitoring costs, and class

action lawsuits associated with privacy

breaches. Many policies now affirma-

tively exclude cyber risk. It is therefore

important to factor this additional cover-

age into a business’s overall risk man-

agement plan.

Due Diligence Review

Once the right insurance partner is

found, the insurer will conduct a due dili-

gence review to assess the individual’s cur-

rent insurance situation and recommend

an ongoing risk management program.

Typically a six-step process, this review

will ensure that both personal and business

risks are identified. CPAs can help guide

individuals through these steps.

Step one. Thoroughly identify and

understand the individual’s overall risk

exposure, commercial and personal.

Conduct a complete review of all

owned and leased properties, employ-

ment practices, third-party liabilities,

and anything else that would leave the

individual exposed to risks, especially

those that may have been previously

unknown.

Step two. Provide a detailed analysis

of the existing insurance program, which

includes reviewing each policy and appli-

cable vendor contract to determine if all

risk transfer objectives are properly met,

where there are gaps, and where there

are overlaps.

Step three. Assess if the individual has

the necessary support services, including

a review of the carrier and broker effec-

tiveness and an assessment of the level

of support in claims, loss prevention, and

other services provided by the current

carrier and broker.

Step four. Reconstruct the insurance

program to address any gaps, overlays,

inappropriate deductibles, or other issues

identified. This includes configuring

insurance limits and coordinating cover-

age and policies to achieve optimal pro-

tection at a competitive cost.

Step five. Outline the expected overall

costs to achieve the goal of satisfying the

various objectives and recommendations

identified in the first four steps.

Step six. Implement the new risk man-

agement program.

Risk management does not end once a

program is implemented; rather, this is

only the beginning of a dynamic process.

Workplace safety training, ergonomic

reviews, and mock OSHA inspections

may be part of the program. Throughout

the process, CPAs can help individuals

obtain ongoing support from an insurance

organization with experts in the many dis-

tinct disciplines of both commercial and

personal insurance, which will allow busi-

ness owners to focus on what they do best

with confidence and security.               q

Paul B. Kieffer, CPA/PFS, CFP, CLU,
CAP, ChFC, is an administrative vice
president with M&T Bank, Buffalo, N.Y.
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L
ast month, this column discussed identifying and

addressing risks of material revenue understatements

in general, and those specific risks presented by out-

siders who control and have an incentive to intentionally—or

sometimes unintentionally—underreport the transactions or

activities that generate revenues that are based on contractual

requirements with others, such as customers, lessees, or

licensees. This column continues by discussing 1) special risks

associated with the use of managing agents who are entrusted

with, among other functions, the collection of and account-

ability for revenues, and 2) risks associated with fraudulent

behavior by management (such as that motivated to minimize

income taxes) or against the company (such as employee theft,

commonly motivated by economic stress).

Special Risks Associated with Managing Agents

Whenever an entity operates, in fact or substance, as a central

management company or managing agent of properties owned

by others that are or include properties or other operations both

within and outside the entity or group of entities currently

Searching for Buried Treasure
By Howard B. Levy

COLUMNS I auditingCOL.

The Elusive Completeness Assertion for Revenue, Part 2



under audit, a principal risk, especially when properties are

being sold, is that the operating results might be overstated or

understated. This generally occurs through intentional or inad-

vertent misdirection of revenues or expenses from or to prop-

erties outside the group of controlled properties, such as by

misallocations of general and administrative or other common

costs and expenses. It is also necessary to ascertain and consider

whether a significant risk of misstatement is posed by incentive

compensation arrangements with various principals of the man-

aging agent that might cause it to want to shift revenues or

profits from one property or entity to another.

Accordingly, auditors must be concerned with, and probably

test, controls over the maintenance and protection from alter-

ation of signed leases and the receipt, recording, and transmis-

sion of rent and other revenues by the managing agent, par-

ticularly when cash might be involved. Based on the perceived

strength or weakness of relevant controls, auditors ordinarily

should, at a minimum, perform substantive analytical proce-

dures comparing key operating ratios of the controlled prop-

erties to those of others outside the group, cautiously consid-

ering that what look like relatively small percentage variances

could, in fact, translate into large dollar amounts requiring fur-

ther investigation. 

As noted last month, however, auditors must be mindful that

analytical procedures may not be sufficiently precise to stand

alone regarding any assertion with a perceived significant risk

of material misstatement, unless adequately supported by rel-

evant control testing at the managing agent level (as noted in

last month’s column). Such testing should be designed to

assure, among other things, that revenue is being credited to

the appropriate property. Substantive tests of revenue com-

pleteness, particularly when reported occupancy is low or mere-

ly below expectations, ordinarily should include onsite property

inspections that focus on whether the apparent occupancy is

consistent with the reported or expected revenue level. Such

inspections also may contribute to other audit objectives unre-

lated to revenue, such as asset impairment tests.

Completeness of Revenue Risk in Periods of Economic Stress

Fraud often occurs as a result of some combination of incen-

tive (motivation), opportunity, and rationalization. In a troubled

economic environment, the risk of fraud in the form of asset

misappropriations by management or other employees, includ-

ing revenue diversion (i.e., conversion or skimming), can be

expected to increase substantially from those who are or fear

suffering from the effects of an economic recession (e.g., job

losses, pay cuts, mortgage foreclosures). In addition, those

employed in a financially troubled company may feel finan-

cially motivated and compelled to engage in asset misappro-

priations. Finally, such individuals may feel a sense of enti-

tlement to such enrichment compensation for having made

considerable personal sacrifices during their employment.

Whenever such economic conditions prevail, auditors should

concern themselves with possible misstatements as a result of

employee misappropriations, particularly with respect to rev-

enue understatement for cash businesses and inventory items

for entities such as manufacturers and distributors. A company’s

only likely defense against such illicit activity is to maintain

effective controls that reduce or eliminate the opportunity for

theft. In addition, auditors should be aware that the manage-

ments of troubled companies in danger of violating loan

covenants might likely be motivated to misstate financial state-

ments in order to hide events of default.

In circumstances where the risk of such unrecorded revenue

is significant, auditors must rely on identifying and testing rel-

evant controls to reduce these risks. They must also employ

analytical tests in combination with control tests that will afford

them reasonable assurance that all shipments, billings, and

related cash receipts are recorded timely.

The Consequences of Failure

Companies, their managements, and their auditors may suffer

serious consequences as a result of a failure to adequately

address these understatement risks when the potential for under-

statement is significant. Other risks especially apply for SEC

issuers, who are required under several federal securities laws

to safeguard their resources for the benefit of their public share-

holders and report material control weaknesses under section

404(a) of the Sarbanes-Oxley Act of 2002 (SOX). Failure to

do so can expose management to allegations of violations of

the securities law, as well as liability to investors. The failure

of auditors to report related control weaknesses to those in

charge of governance or to investors under SOX section 404(b),

if applicable, or to address such risks appropriately in the audit

scope, can, likewise, expose them to risks of liability from

stakeholders and to disciplinary action by regulators.

Because it is difficult, if not impossible, to audit what is not

there, auditing for completeness risks is always a challenge.

Accordingly, a careful consideration of such risks, particularly

relative to revenue understatement, and the selection of appro-

priate audit procedures to address them effectively, should be

made in the early stages of designing an audit strategy.     q

Howard B. Levy, CPA, is a principal and director of tech-
nical services at Piercy Bowler Taylor & Kern, Las Vegas,
Nev. He is a former member of the AICPA’s Auditing
Standards Board and its Accounting Standards Executive
Committee, and a current member of its Center for Audit
Quality’s Smaller Firms Task Force. He is a member of The

CPA Journal Editorial Board.
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T
he last thing on most people’s minds during a messy

divorce is the tax treatment of the support payments that

will eventually be made. Unfortunately, many matrimo-

nial attorneys also fail to consider or fully detail the parties’

intended tax treatment of these payments. As a result, final set-

tlement agreements between spouses will often provide for dif-

ferent types of support payments (e.g., alimony, child support)

from one spouse to the other, but will be silent as to the allocation

of such payments and the extent to which such amounts should

be tax deductible by the paying spouse. Similarly, prior to a

divorce being finalized, it is common for matrimonial judges to

issue temporary orders requiring support payments without detail-

ing the proper tax treatment of such payments. 

This frequently leaves accountants with the unenviable task

of parsing through the settlement agreements or court orders

to determine the proper tax treatment. In many circumstances,

this results in uncertainty regarding the position taken on the

return or a client unexpectedly learning that he is either required

to include support received as income or not allowed to deduct

support payments made. 

When Are Alimony or Support Payments Taxable/Deductible?

Under Internal Revenue Code (IRC) section 71, a payment is

treated as alimony or a separate maintenance payment if the fol-

lowing conditions are satisfied: 1) the payment is made in cash;

2) such payment is received by (or on behalf of) a spouse under

a divorce or separation instru-

ment; 3) the divorce or separa-

tion instrument does not

expressly designate such pay-

ment as nontaxable to the

receiving spouse and nonde-

ductible to the paying spouse;

4) if the spouses are legally

divorced or separated, they are

not part of the same household;

and 5) there is no liability on the

paying spouse to make any such

payment or substitute payment

after the death of the payee

spouse. A payment made from

one spouse to another that sat-

isfies this definition is taxable to

the payee spouse and deductible

by the paying spouse. By con-

trast, if the payment does not

satisfy the definition, the pay-

ment is neither taxable to the

payee nor deductible by the pay-

ing spouse.

Tax Consequences of Alimony Payments
By Eric Smith 
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Specific Requirements of Deductibility

While payments made incident to a divorce or separation

may or may not clearly satisfy the requirements of IRC section

71, there are potential pitfalls within each requirement that

generally require a CPA to further scrutinize the terms of such

payments and the client’s circumstances to determine their

proper treatment. Some of these potential pitfalls are described

below. 

Cash payments. As described above, only cash payments

qualify as alimony or maintenance payments. Therefore, trans-

fers of services or property other than cash (including a promis-

sory note to pay cash) will not be treated as alimony. A cash

payment to a third party at the request of the payee spouse can

qualify as alimony or a maintenance payment under certain

circumstances. Thus, rent, mortgage, tax, or tuition liabilities

of the payee spouse should generally be treated as alimony;

however, payments to maintain property that is owned by the

paying spouse but used by the payee spouse will not qualify. 

Divorce or separation instrument. A divorce or separation

instrument can be any of the following: 1) a decree of divorce or

separate maintenance or a written instrument that is incidental to

the divorce or separation, 2) a written separation agreement, or

3) a decree (other than a decree of divorce or separate maintenance)

that requires one spouse to make payments for the support or

maintenance of the other spouse. Importantly, this requirement

precludes voluntary payments from being treated as alimony or

maintenance payments. Therefore, CPAs should always ask to

see the date on which the written instrument or decree was exe-

cuted; payments before that date would be treated as voluntary

and would not qualify as alimony or maintenance payments. 

Opting out. The requirement that alimony or maintenance

payments be included in the payee spouse’s return and deduct-

ed by the paying spouse is elective; the spouses can designate

otherwise-qualifying payments as not alimony or maintenance

payments. The designation must be set out in the decree (if

payments are made under a decree) or by written agreement

between the spouses (if payments are made pursuant to a sep-

aration agreement). A copy of the designating instrument must

be included with the payee spouse’s tax return for each year

in which the designation applies. 

No liability after payee spouse’s death. In order for pay-

ments to be treated as alimony or maintenance payments, the

requirement of the paying spouse to make such payments must

not continue after the death of the payee spouse. If the pay-

ments are allowed to continue after the death of the payee

spouse, then none of the payments are treated as alimony or

maintenance payments, including those made prior to the death

of the payee spouse.

IRC section 71 allows the termination of payments to result

from the operation of state law; however, the various states

differ on the matter. For example, New York Domestic

Relations Law provides that the obligation to make mainte-

nance payments terminates upon the death of either spouse.

Therefore, it is unnecessary for a separation agreement gov-

erned by New York law to also include such a specific pro-

vision in order for such payments to qualify as alimony or

maintenance payments. In states that do not provide for the

automatic termination of maintenance payments, the separation

agreement must specifically provide that the payments termi-

nate on the death of the payee spouse. Otherwise, all payments

made under such agreement would not qualify as alimony or

maintenance payments. 

Child support. Child support payments do not qualify as

alimony or maintenance payments, and therefore are not

deductible by the paying spouse or included in the payee

spouse’s income. The portion of a payment that is attributable

to child support may be designated in the agreement as a fixed

amount of money or as a fixed percentage of each payment.

Unfortunately, separation agreements and decrees frequent-

ly do not designate what portion of a payment is alimony or

child support. For example, an agreement may provide that

a spouse is required to pay the other spouse $3,000 per month

in combined child support and maintenance. Under those cir-

cumstances, CPAs can and should make certain inferences

in determining what portion of the payment is child support.

First, if the agreement specifies that a payment will be

reduced in the event of a certain event relating to a child

(e.g., attaining a specified age or marrying), the potential

reduction amount is treated as child support on any prere-

duction payments. Second, if the agreement provides that

payments will be reduced at a specified time that can be

clearly associated with an event relating to a child (e.g., pay-

ments will decline within a specified time of the child reach-

ing the age of maturity), the potential reduction is treated as

child support on any prereduction payments. 

A Marriage May End, but Taxes Endure

Many individuals and their matrimonial lawyers fail to con-

sider the tax consequences arising from payments made pur-

suant to a divorce or separation agreement. Even when tax

considerations are raised in the divorce or separation agreement,

there are numerous pitfalls that may ultimately affect whether

alimony or maintenance payments are deductible by the paying

spouse or included in the payee’s tax return. In those circum-

stances, it is incumbent on a CPA to understand the terms of

the agreement to be able to walk their client through the con-

sequences of these payments.                                             q

Eric Smith, JD, LLM, is an attorney at Kostelanetz & Fink
LLP, New York, N.Y.
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C
PAs need to be aware of current developments in key

states in order to properly advise taxpayers doing business

in multiple jurisdictions. This article provides an overview

of some developments in key states outside of New York. 

Pennsylvania 2017 Tax Amnesty Program
The Pennsylvania Department of Revenue has issued guide-

lines for the 2017 Tax Amnesty Program, provided for in Pa.

Stat. Ann. 72 section 9901-G. The guidelines, contained in

“Notices: 2017 Tax Amnesty Program Guidelines,” provide

an overview of the program, definitions, and participation

requirements. The program will run from April 21, 2017, to

June 19, 2017, and cover all taxes administered by the

Pennsylvania Department of Revenue where a delinquency

exists as of December 31, 2015. Under the program, the depart-

ment will waive all penalties and 50% of the interest due on

such delinquent taxes eligible for amnesty. It must be noted,

however, that individuals, businesses, or other entities that par-

ticipated in the state’s 2010 Tax Amnesty Program are ineli-

gible to participate in this program.

In order to qualify for the program, a taxpayer must 1) file

the tax amnesty return(s) online, 2) make payment of all tax

and interest owed, 3) file complete tax returns for all required

tax periods for which the taxpayer has not previously filed a

tax return, 4) file completed amended returns for all periods

for which the taxpayer has underreported a tax liability, and

State and Local Tax Roundup 
of Current Developments

By Corey L. Rosenthal and Annie Yang
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5) file all required tax returns for those periods not eligible for

the program.

Tax returns and reports eligible for amnesty must be

received, along with tax payments and interest, by June 19,

2017; there is no extension.

California Refund Claims and Possible Amended Regulations
The California Board of Equalization (BOE) has begun pro-

cessing claims for refunds in cases similar to Lucent
Technologies, Inc. v. State Board of Equalization [193 Cal.

Rptr. 3d 323 (2015)]. Based on this decision, the BOE is also

holding meetings of interested parties regarding amendments

to Sales and Use Tax Regulation 1507, Technology Transfer

Agreements (TTA), and Sales and Use Tax Regulation 1502,

Computers, Programs, and Data Processing. 

In Lucent, the California Court of Appeals held that Lucent’s

charges to certain telephone companies for software on storage

media as part of a TTA were not subject to sales tax. The court

also held that sales tax should only be imposed on the blank

tapes and discs used to transmit the software. As defined in the

relevant statutes, a TTA is “any agreement under which a person

holding a patent or copyright interest assigns or licenses the right

to make and sell a product or use a process that is subject to the

patent or copyright interest.” The applicable statute provides an

exemption for the amount charged for the intangible assets trans-

ferred with tangible personal property in any TTA.

A claim for refunds of the tax paid by a retailer on a sale

covered by the Lucent decision may be made directly with the

BOE, if the staff can verify that the claim is 1) between an

exclusive holder-retailer, such as Lucent, and a licensee, such

as the telephone companies involved in the case; or 2) involved

software being transmitted to the licensee on tangible storage

media that was “wholly collateral” to the licensee’s use of the

licenses regarding that software, such as tapes and discs. A

consumer who paid sales tax to a vendor, however, must obtain

the refund directly from the vendor.

CPAs should review the taxability of a taxpayer’s products

to determine if they are TTAs that qualify for a sales and use

tax exemption and may be eligible for a refund. 

Pennsylvania Court Case on Nonbusiness Income 
and NOL Carryovers

The Pennsylvania Commonwealth Court has held that the

amount realized from the partial liquidation of a limited part-

nership interest (LPI) was nonbusiness income not subject to

apportionment. The court also ruled that Pennsylvania’s cap

on the use of net operating loss (NOL) carryovers violated the

Uniformity Clause of the Pennsylvania Constitution [RB Alden
Corp. v. Commonwealth of Pennsylvania (Pa. Comm. Ct., No.

73 F.R. 2011 (6/15/2016))].

The taxpayer in Alden sold a portion of its LPI in 2006 and

treated the gain as nonbusiness income. In addition, the tax-

payer had accumulated NOLs from prior years of more than

$2,000,000, which it had carried over to 2006. In 2009, the

Pennsylvania Department of Revenue rejected both of these

positions and issued a deficiency notice that was upheld on

appeal by both the state’s Board of Appeals and Board of

Finance and Revenue.

The taxpayer appealed the decision to the Pennsylvania

Commonwealth Court, arguing that 1) the gain should be con-

sidered nonbusiness income, because the sale of the LTI was

not in the ordinary course of the taxpayer’s business; and 2)

limiting its NOL carryover deduction to $2 million violated

the Uniformity Clause of the Pennsylvania Constitution.

The court’s decision makes it clear that gain from the sale

of an LTI that is not in the ordinary course of a corporation’s

business is nonbusiness income, and other corporations may

have the same issue. The position that the limitation on the

use of NOL carryovers violates the Uniformity Clause of the

Pennsylvania Constitution may also affect a number of cor-

porations. If a corporation is affected by this decision, it should

consider filing amended returns for open years to claim refunds

based on Alden. Needless to say, CPAs who have clients oper-

ating in Pennsylvania should evaluate the impact of this deci-

sion and determine if amended returns or refund claims need

to be filed.

Michigan Law on Pass-Through Entity Withholding
Michigan’s House Bill 5131, recently signed into law, elim-

inated the requirement that flow-through entities (FTE) with-

hold Michigan income tax on income distributable to nonres-

ident owners. The new law is effective for tax years beginning

on or after July 1, 2016. It does not affect an FTE’s ability to

file a composite return and make composite tax payments on

behalf of qualifying nonresident partners, members, or share-

holders. An FTE includes S corporations, partnerships, and

limited liability companies; publicly traded partnerships are

not FTEs.

As a result of this new law, partners, members, and share-

holders of FTEs will be expected to pay their Michigan state

income tax, including estimated taxes, directly to the Michigan

Department of Treasury, if the FTE does not pay such tax on

the partner’s, member’s, or shareholder’s behalf. FTEs subject

to taxation in Michigan should notify their nonresident partners,

members, or shareholders if the FTE is not making any

required tax payments on their behalf, so that they can timely

make the necessary estimated tax payments.                      q

Corey L. Rosenthal, JD, is a principal, and Annie Yang, CPA,
is a manager, both at CohnReznick LLP, New York, N.Y.
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M
any CPAs are knowledgeable about financial plan-

ning, and they do an excellent job advising their

clients. When planning for themselves, however,

problems arise because many just do not get around to it. There

is no urgency, no accountability except to their family (who

usually assume it has been taken care of), and without appoint-

ments for meetings with a financial planner, there is no due

date by which to get things in order. Partners or sole practi-

tioners who have not made these preparations should consider

this article a wake-up call.

The Purpose of Being in Business

The purpose of being in a sole practice or a partnership is

to provide a needed service at an appropriate fee, while making

a reasonable living and providing for a

secure retirement at the time of your

choosing. The operative statement here

is “providing for a secure retirement at

the time of your choosing.” Failure to

accomplish this could be viewed as a

failure in operating the practice. CPAs

who do not want to work until their

death should give serious consideration

to accumulating sufficient wealth to meet

their projected cash flow needs when

retired. The following sources are the

most likely to do so and thus should not

be neglected.

Seven Sources of Future Financial

Security and Cash Flow

Social Security. This is the statutory

income that can be expected. There are

strategies to maximize this cash flow

source for the balance of one’s life, but,

on some basis, these payments will not

be sufficient by themself to provide for

a secure retirement. 

Tax-sheltered and tax-deferred sav-
ings. These include 401(k) accounts, tra-

ditional and Roth IRAs, simplified

Financial and Retirement Planning for CPA 
Sole Practitioners or Partners

By Sidney Kess and Edward Mendlowitz
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employee pension (SEP) plans, savings incentive match plans

for employees individual retirement account (SIMPLE IRA),

annuities, and insurance policies. Pensions are usually nonex-

istent for those working in accounting firms, so these are not

considered. For other plans, it would be irresponsible to not

contribute to the maximum extent possible. Even if it would

be too costly to have a plan that would include employees,

IRA contributions should still be made for the CPA and, if

applicable, a spouse. An employed spouse should also maxi-

mize 401(k) or 403(b) contributions.

If other financial obligations or insufficient cash flow limit or pre-

clude the ability to make contributions, the fee structure should be

reexamined so that sufficient revenue to make these contributions

is available. In the most extreme circumstances, alternatives to being

in sole practice or a partner in a firm may be necessary. CPAs should

also invest wisely and in a manner that can assure growth of such

accounts. Leaving the funds in low-interest bank accounts is not suf-

ficient for the long term. It is likely that the money in these accounts

would need to last over 20 years, even for someone at age 70 or

75. That calls for a long-term investment strategy and an asset allo-

cation weighted toward equities.

Savings and investments not in tax-deferred accounts.
Included here would be land, real estate, private equity, art,

collectibles, and other such assets. These would be accumulated

with after-tax earnings, if any. In the authors’ opinions, such

savings are important, but not mandatory. Nevertheless, they

should be factored into a long-term financial security plan; the

greater the accumulation of total assets, the better the oppor-

tunity to take on greater risk with a portion of the funds. With

time as an ally, this can further grow the portfolio. Investments

or assets not providing cash flow reduce the outlook for retire-

ment income and liquidity and should not be counted on in

future cash flow projections.

Proceeds from the sale of a business or practice or a retire-
ment buyout. This is always precarious, as nothing is ever

guaranteed until the checks clear. While a practice or business

might have a substantial value on a personal financial statement,

selling costs, potential employee bonuses, and taxes will reduce

the proceeds. In addition, retirement buyouts are usually paid

over a protracted period, do not always pay interest, are not

guaranteed, and are reduced annually by taxes. 

Monetization is never guaranteed, especially in a service

business, where many factors can destroy value. Having a buy-

sell agreement with partners can ease and simplify transfers

upon disability and provide some cash flow. CPA sole prac-

titioners should make arrangements with a local firm to service

clients in the event of temporary disability, or to acquire the

practice in the event of permanent disability or death.

Sale of a residence. The value of a residence is a nice

number on a statement of net worth, but not a source of cash

flow. It is a sunk cost, because everyone needs to live some-

where. Children or other heirs may realize this value, but

only after the homeowner’s death. In retirement, the only

thing that matters is cash flow—not asset values. In the direst

straits, however, inadequate cash flow in retirement can be

offset with a reverse mortgage. This enables a conversion of

the home’s asset value into a steady cash flow for periods

of up to 20 years.

Insurance. Life insurance does not provide effective cash

flow for retirement unless large policies were taken out at a

young age and the face value was substantial enough to with-

stand inflation over the span of policy ownership. The death

benefit would provide assets and liquidity for the surviving

spouse or children or other heirs, but will not satisfy retirement

needs. Disability insurance provides a source of cash flow, but

many policies’ benefits drop at age 65. Long-term care insur-

ance, on the other hand, is an excellent way to ensure that the

family’s assets will not be reduced for the spouse who does

not need the long-term care. 

Immediate annuities can provide a guaranteed cash flow

for life. Here, a lump sum payment is exchanged for the

insurance company’s promise to pay the annuity, either begin-

ning immediately or at a later time. Some policies also pro-

vide for a deferred payout starting at age 85. If the insured’s

health is poor, the payout might be increased at the inception

of the policy. In addition, the guaranteed payments increase

with the age of the insured. This can be very helpful in mak-

ing up expected or projected deficiencies in cash flows. The

authors suggest that premiums should not exceed 20% of the

total investment portfolio.

Children or other family members. This is self-explana-

tory. Remember King Lear’s example, however, and do not

count on this as a primary source of retirement income or

stability.

Leave No Stone Unturned

Are these sources guaranteed or probable? Not necessarily.

The authors contend that the only guaranteed sources are Social

Security, investment accumulation, and, to a lesser extent, insur-

ance. Any healthy retirement strategy, however, should include

every effort to accumulate as many retirement assets as possible

for as long as possible, and to invest them wisely.             q

Sidney Kess, JD, LLM, CPA, is of counsel to Kostelanetz & Fink
LLP. He is a member of the NYSSCPA Hall of Fame and was
awarded the Society’s Outstanding CPA in Education Award in
May 2015. He is also a member of The CPA Journal Editorial
Board. Edward Mendlowitz, CPA/PFS, ABV, is partner at
WithumSmith+Brown, PC. He is also the author of a twice-weekly
blog posted at http://www.partners-network.com.
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D
isasters result from natural causes, such as storms,

floods, fires, and earthquakes, and from human activ-

ity, such as riots and terrorist attacks. Unfortunately,

disasters have become all too common. In the first eight months

of 2016, the Federal Emergency Management Agency (FEMA)

had already designated 31 events as federal disasters

(http://bit.ly/2eHHAA7). Property losses from such events may

be covered by insurance, which may provide some compen-

sation to individuals and businesses for property damage and

destruction, assuming the type of event is covered by the policy.

Such coverage should be reviewed, along with the applicable

tax rules, to see what can be done to help financially with

recovery in case disaster strikes.

Reviewing Insurance Coverage

Individuals and businesses should have the right type of cov-

erage to protect their property. The following types of coverage

are useful in disasters (or, as the insurance industry calls them,

“casualty events”):

n  Flood insurance. Coverage is obtained through the National

Flood Insurance Program (https://www.floodsmart.gov/flood-

smart/) for properties located within flood zones. There is res-

idential and commercial coverage available.

n  Homeowners policy. Check the policy for events not covered.

Most policies cover fire and smoke, even if resulting from a

terrorist attack or a civil riot. 

n  Business owners policy (BOP). Such policies likely will not

include coverage for losses resulting from terrorism; a separate

policy or rider is needed for coverage in this event. Coverage

under this separate policy or rider is afforded only if the attack

is declared by the Secretary of the Treasury to be a “certified act.”

n  Business interruption insurance. This coverage provides the

proceeds to pay overhead expenses, such as rent, utilities, and

payroll. There does not have to be any physical damage; all

that is required is the inability to use the premises because of

a casualty event.

For most residential and business policies, certain types of

disasters are usually not covered and may not be coverable,

Tax and Financial Aspects of Disasters
By Sidney Kess, James R. Grimaldi, and James A.J. Revels
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including nuclear, biological, and chemical events. Acts of war

are routinely excluded.

Determining a Casualty Event

Individuals usually cannot deduct losses for damage or

destruction to personal-use property. There is, however, an

exception that allows for a deductible loss resulting from a

casualty. A nonbusiness casualty event for individuals seeking

to deduct uninsured losses includes a fire, storm, shipwreck,

or other casualty. The meaning of “other casualty” has been

developed by case law to mean a sudden, unexpected, or

unusual event. Examples of other casualties include the fol-

lowing:

n  Earthquakes

n  Fires

n  Floods

n  Government-ordered demolition or relocation of a home that

is unsafe to use because of a disaster

n  Mine cave-ins

n  Shipwrecks

n  Sonic booms

n  Storms, including hurricanes and tornadoes

n  Terrorist attacks

n  Acts of vandalism

n  Volcanic eruptions.

Progressive deterioration, however, is not a casualty event

for tax purposes because the destruction is gradual rather than

sudden. In one recent case, the collapse of a retaining wall that

had been deteriorating for an estimated 25 years was held to

be progressive deterioration and not a casualty (Alphonso v.
Comm’r, TC Memo 2016-130). The fact that there had been

rain just prior to the collapse did not transform it into a casualty. 

The following are examples of other occurrences that do not

qualify as casualty events:

n  Damage to an antique rug by a puppy that is not house-

trained

n  Destruction of trees, shrubs, or other plants by a fungus, dis-

ease, insects, worms, or similar pests

n  Moth or termite damage.

Determining the Amount of the Loss

For nonbusiness (personal use) property, the loss is the lesser

of the adjusted basis of the property (typically, cost) or the dif-

ference between the property’s value before and after the dis-

aster. Fair market value is usually ascertained by an appraisal

made by a “competent” appraiser [Treasury Regulations section

1.165-7(a)(2)(i)]. The appraisal must take into account the

effects of any general market decline affecting undamaged as

well as damaged property, which may occur simultaneously

with the casualty event. Sentimental value for heirlooms and

keepsakes is not taken into account. Also disregarded is a gen-

eral decline in the market value of property because it is located

in or near an area that suffered a casualty event; only actual

casualty damage can be considered.

In lieu of obtaining an appraisal, the cost of repairs to the

damaged property can be used as acceptable evidence of the

loss in value if—

n  the repairs are necessary to restore the property to its pre-

casualty condition,

n  the amount spent for repairs is not excessive,

n  the repairs relate only to the damage suffered in the casualty,

and

n  the value of the property after the repairs does not exceed

its value immediately before the casualty [Treasury Regulations

section 1.165-7(a)(2)(ii)].        

The loss is reduced by any insurance and other reimburse-

ments, and also by $100 per event [Internal Revenue Code

(IRC) section 165(h)(1)]. If a taxpayer has insurance, a claim

must be made, even if submitting a claim may cause increased

premiums or dropped coverage. 

The amount of the loss is not reduced by food, medical sup-

plies, or other forms of assistance received from government

or private sources, unless they are replacements for lost or

destroyed property (IRS Publication 547, Casualties, Disasters,
and Thefts).
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___ Have I reviewed my existing insurance coverage for
possible disasters?

___ Do I have a plan for my family’s communication, in
case of a disaster?

___ Do I have a disaster preparedness plan for my business?

___ Do I have a list on hand of important contact 
information following a disaster (insurance agent, FEMA, SBA)?

___ Do I fully understand the need for records and
appraisals following a disaster so I can submit claims and
take tax write-offs?

___ Have I backed up key records to the cloud?

___ Do I fully understand the difference in tax rules for
losses to personal-use property versus business or 
investment property?

CHECKLIST FOR RECOVERING
FROM A DISASTER



After determining the amount of the loss from a casualty,

the total losses for the year are deductible as an itemized deduc-

tion to the extent they exceed 10% of adjusted gross income

(AGI) [IRC section 165(h)(2)]. The casualty loss is an itemized

deduction claimed on Schedule A of Form 1040, so itemizing

is necessary in order to take a casualty loss deduction. A casu-

alty loss deduction is not, however, subject to the phaseout of

itemized deductions for high-income taxpayers [IRC section

68(c)(3)].

Business or Investment Losses

Losses to business or investment property are fully

deductible. The limits for personal-use property (i.e., the $100

reduction and 10%-of-AGI threshold) do not apply. For prop-

erty that is totally destroyed and not covered by insurance, the

loss is the property’s adjusted basis. When property has been

expensed or fully depreciated, there is zero basis, so no casualty

loss deduction can be claimed.

There are two ways to treat the damage of destruction of

inventory: It can be deducted through the increase in the cost

of goods sold by properly reporting opening and closing inven-

tories. If this option is used, then any insurance or other recov-

ery is included in gross income. Or, the loss can be deducted

separately and the affected inventory eliminated from the cost

of goods sold by making a downward adjustment to opening

inventory or purchases. The loss, in this instance, is reduced

by any insurance or recovery (i.e., the recovery is not taxable).

Disaster Losses

If the loss occurs within an area declared eligible for federal

disaster relief by FEMA, affected taxpayers may claim the loss

on a tax return for the year of the casualty event or for the

prior year [IRC section 165(i)]. Claiming the loss for the prior

year entitles a taxpayer to receive a tax refund, which can be

used to help rebuild after the disaster. If the return for the prior

year has already been filed, an amended return is necessary.

The IRS lists areas qualifying for this disaster relief at

http://www.irs.gov/uac/Tax-Relief-in-Disaster-Situations. 

When there is a federal disaster, the IRS may provide some

general tax relief, such as extending the time for filing returns.

Recently, for example, the IRS extended all deadlines falling

between August 11, 2016 (the date of the storm causing severe

flooding in parts of Louisiana), and January 17, 2017, to

January 17, 2017 (LA-2016-20, August 15, 2016). Similarly,

victims of flooding in parts of Texas with filing deadlines

between May 26, 2016 (the date of the storm), and October

17, 2016, have an extended due date of October 17, 2016

(HOU-2016-08, June 13, 2016). The IRS cannot, however,

extend the time for depositing taxes or filing employment and

excise tax returns.

Involuntary Conversions

If insurance proceeds or other recoveries are greater than

the tax basis in the damaged or destroyed property, a gain

results for tax purposes, even though the taxpayer feels like

there has been an economic loss. For example, if there is a

recovery for fully depreciated business property, the result is

a gain from an involuntary conversion.

Tax on the gain can be postponed by reinvesting in replace-

ment property or using the proceeds to restore property, within

a set period. The basic replacement period ends two years after

the close of the year in which the gain is realized. The period

for a main home and contents in a disaster area, however, is

four years. The IRS may grant an extension of the replacement

period of not more than one year. An extension may be granted,

for example, where property is being constructed but cannot

be completed within the replacement period. The high market

value or scarcity of replacement property, however, is usually

not sufficient reason for an extension.

The basis of the replacement property is generally the same

as that of the property that was replaced (IRC section 1033).

Therefore, the gain from the involuntary conversion will be

recognized when the replacement property is disposed of in a

taxable transaction.

Mitigation Payments and Reimbursements

Disaster victims may receive payments other than insurance

proceeds. Some of these payments are taxable, while others

are tax-free.

Mitigation payments. Qualified disaster relief payments, such

as amounts paid under the Robert T. Stafford Disaster Relief and

Emergency Assistance Act or the National Flood Insurance Act

for hazard mitigation, are excludable from gross income. The

basis of the property is not adjusted for the payments. 

FEMA payments under the Individuals and Households

Program (IHP) to individuals are also tax free. A taxpayer who

receives a FEMA IHP repair assistance payment or replacement

assistance payment, however, must reduce the amount of any

casualty loss attributable to the damaged or destroyed residence

by the amount of the payment. In addition, the recipient must

reduce the tax basis in the damaged or destroyed residence by

the amount of the payment, as well as by the amount of the

allowable casualty loss deduction attributable to the damaged

or destroyed residence. If the recipient repairs a damaged res-

idence, the cost of repairs is ordinarily capitalized and added

to the recipient’s tax basis in the damaged residence.

Reimbursements. If a taxpayer claims a casualty loss deduction

and, in a later year, receives reimbursement for the loss, the tax-

payer reports the amount of the reimbursement in gross income

in the year it is received to the extent the casualty loss deduction

reduces the taxpayer’s income tax in the year in which the deduc-
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tion was reported. The taxable amount is

determined under the tax benefit rule (IRC

section 111). If the reimbursement exceeds

the amount of the casualty loss deduction,

the basis in the property is reduced by the

amount of the excess. Any such excess that

exceeds the remaining basis in the property

is included in income as gain, unless such

gain is excludable from income or its

recognition can be deferred as gain from

an involuntary conversion under IRC sec-

tion 1033, as above.

Disaster Recovery Plans

Individuals and businesses should con-

sider what would happen to vital tax and

financial information in the event of a casu-

alty event. What financial and other assis-

tance is available? Disaster recovery plans

should be made for families or businesses.

Families should discuss communication

plans if separated because of a casualty

event, and understand how to access nec-

essary financial information (e.g., insurance

policies, bank accounts). Businesses need

contingency plans for operations in case a

disaster disrupts them. The following

resources can help in the planning process:

n  The AICPA’s Casualty Loss and

Disaster Relief (http://bit.ly/2f2txZ3),

including a Casualty Loss Practice Guide

for members of the Tax Section

n  The American Red Cross’s Disaster

Recovery Guide (http://rdcrss.org/2fDjnjs),

which includes information on recovering

financially

n  Ready.gov’s Business Continuity Plan

(http://bit.ly/2emhAtk), which includes a

business continuity impact analysis 

n  Ready.gov’s Recovering from Disaster

(http://bit.ly/2fpLa1Y) for individuals.

In addition, the IRS has provided 

some tips for safeguarding records

(http://bit.ly/2emkyxM): 

n  Back up records to the cloud. 

n  Scan paper records for easy storage.

n  Document valuables. Photos,

appraisals, and other documentation

should be collected and protected (e.g.,

backed up to the cloud).

The IRS has more information about

disaster assistance and emergency relief

for individuals and businesses at

http://bit.ly/2f2rkwL.                     q

Sidney Kess, JD, LLM, CPA, is of coun-
sel to Kostelanetz & Fink LLP and a
senior consultant to Citrin Cooperman
& Co., LLP. He is a member of the
NYSSCPA Hall of Fame and was award-
ed the Society’s Outstanding CPA in
Education Award in May 2015. He is
also a member of The CPA Journal

Editorial Board. James R. Grimaldi,
CPA, and James A.J. Revels, CPA, are
partners at Citrin Cooperman.
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R
etirement plan committees are increasingly selecting

passively managed funds for their 401(k) plan invest-

ment menus, in many instances to replace actively man-

aged funds. Recent excessive fee lawsuits, as well as finalized

Department of Labor (DOL) regulations, have caused some plan

fiduciaries to believe that retaining actively managed funds will

create fiduciary liability, as a result of higher expenses and poor

performance.

The selection of passively managed funds (e.g., index funds)

to the exclusion of actively managed funds reflects an increasing,

but mistaken, belief among plan fiduciaries that they will avoid

fiduciary liability under the Employee Retirement Income

Security Act (ERISA). The primary motivation for the selection

of any fund, including a passively managed fund, should be par-

ticipants’ best interests—not protecting plan fiduciaries from

lawsuits. Plan fiduciaries should not make decisions—including

fund selection decisions—to protect themselves or their employer

from liability. A fund selection decision may, however, be made

and documented as in the participants’ best interest with an ancil-

lary benefit to the employer. In any case, the best defense to

enforcement is a documented process explaining the motivation

for selecting a particular investment strategy.

Investment Strategy
Investment policy statements determine the asset classes to be

included in the investment menu and provide participants with

the ability to build a portfolio with their desired risk/return char-

acteristics. Passive investing selects a benchmark and then tracks

the benchmark closely at minimal cost, and does not attempt to

beat the market. In contrast, active investing selects a benchmark

and then uses a strategy to outperform the market.

Passive and active investing characteristics. Passive invest-

ing is customarily low cost, market efficient, and tax efficient.

Active investing, meanwhile, has the potential to outperform

the market, has the ability to react to market conditions, is tax

efficient, can be adjusted for a specific portfolio objective, and

is managed by an expert. Most investors use both passive and

active strategies.

Fund expenses and advisor fees. expenses and advisor fees

reduce plan performance. Therefore, plan fiduciaries must contain

expenses associated with fund management, as well as the fee

charged by the retirement plan advisor. Selecting only index

funds, however, precludes plan participants from earning above-

market performance; the absence of an advisor-led investment

process may result in the retention of poorly performing funds

and a greater risk for plan fiduciaries. ERISA supports the reten-

tion of expert advisors, including investment advisors, for a rea-

sonable and competitive fee. Plan fiduciaries can also effect cost

containment by insisting on a fixed advisor fee over an asset-

based advisor fee, as well as a disciplined and documented

investment policy process.

Asset classes. Data suggests that the ability to outperform a

benchmark depends upon the asset class. For example, most for-

eign portfolios outperform the MSCI EAFE Index benchmark,

whereas few intermediate-term U.S. bond managers are able to

beat the BarCap (Barclays) U.S. Aggregate Bond Index.

Certainly, U.S. bond managers can beat the benchmark, but it

may take a higher level of skill to overcome the actively managed

fund expense. A value-style fund customarily has an inexpensive

price relative to earnings and cash flow, while a growth-style

fund has a higher price, reflecting the expectation of above-aver-

age growth. It is therefore beneficial to select both passively

managed and actively managed funds, as well as both value and

growth strategies, in order to enable participants to build diver-

sified portfolios consistent with their objectives.

Recent Litigation, Statutory and Regulatory Construction
Lawsuits filed against plan sponsor fiduciaries allege that they

acted imprudently in the selection of passively managed funds.

These cases allege that less expensive share classes were available

for the index funds selected [see Bell v. Anthem Inc., No. 1:15-

cv-2062 (S.D. Ind. filed Dec. 29, 2015); White v. Chevron Corp.,
No. 3-16-cv-00793 (N.D. Cal. filed Feb. 17, 2016)]. Ten of the

allegedly high-cost investment options were Vanguard mutual

funds charging a fee of 0.04%—extremely low by industry stan-

dards; identical lower-expense mutual funds average 0.02%.

401(k) Plan Investment Selection
By Sheldon M. Geller

COLUMNS I retirement plan advisorCOL.

Passive Fund Management versus Active Fund Management



There is no statutory or regulatory mandate that employer

fiduciaries offer only passively managed funds. Moreover, the

DOL and ERISA express no opinion with respect to passively

managed funds versus actively managed funds. Rather, the

DOL has stated that employer fiduciaries wishing to avoid

fiduciary liability should offer an investment menu in order to

enable participants to “construct a portfolio with risk and return

characteristics appropriate to their circumstances” [Final
Regulation Regarding Participant Directed Individual Account
Plans, 57 Fed. Reg. 46,906, 46,919 (Oct. 13, 1992)].

Case law also does not support the proposition that passively

managed funds are more appropriate for 401(k) investment

menus. Excessive fee litigation is about paying excessive fees

for investment funds, as compared to identical, less expensive

share class funds. This allegation can be, and has been, made

with respect to both actively managed funds and passively

managed funds. No case law, statute, or regulation favors pas-

sively managed funds. Rather, the only requirement is that

employer fiduciaries act prudently in the selection and moni-

toring of investment fund choices and that fees are reasonable.

The legal threshold of reasonableness does not mean the lowest

fee; rather, it means an actively managed fee that fiduciaries

believe is appropriate, given the expectation of better invest-

ment results. Plan fiduciaries may also support the purchase

of actively managed funds that do not track an index and there-

fore are not entirely invested in a down market. Employer fidu-

ciaries often offer investment menus that include actively man-

aged funds because they believe their employees want them.

Screening and Revenue Sharing
By screening actively managed funds, a plan fiduciary can iden-

tify a group of funds that consistently beat the indices over time.

Advocates will quote studies showing indexing outperforming

active fund managers; however, the data in these studies includes

all funds of a particular asset category, whereas plan fiduciaries

apply investment policy criteria, effectively screening all funds of

a particular asset category to establish a select group. There are

actively managed funds that consistently outperform their index

and their peer group, thereby passing guidelines and becoming

part of the select group. Screening should include low expense

ratios and fund manager tenure.

Revenue sharing methodology and the passive-versus-active

debate are two separate, unrelated issues. Passively managed

funds may include revenue sharing components that increase

fund cost to a level similar to that of higher-expense classes of

actively managed funds. Plan sponsors pay recordkeeping and

advisor fees either from revenue sharing, by a direct charge to

participant accounts, or from corporate assets. If a plan sponsor

does not want to pay fees but desires low-cost funds, then it

may opt for no revenue sharing and directly charge participant

accounts. The plan sponsor then makes its fund selection based

upon fund attributes, taking into account management fund

expense (with or without revenue sharing). Accordingly, fee lay-

ering can be found in both passive and active funds, depending

primarily upon the distribution channel.

Prudent Governance Processes
Case law continues to emphasize procedural prudence—

plan fiduciaries must engage in a documented governance pro-

cess and consistently apply investment policy guidelines.

Higher-expense investment funds are not, per se, an ERISA

violation, but such funds that drive unreasonable advisor com-

pensation and recordkeeping fees may be.

There is no safe harbor when selecting index funds.

Accordingly, offering actively managed funds will avoid exposing

plan fiduciaries to greater risk, provided they engage in a prudent

process and document the basis for their fiduciary decisions.

Fiduciary risk and liability are not increased by offering actively

managed funds over passively managed funds, or in addition

thereto; rather, they are a result of unreasoned fiduciary decision

making, lack of a proper plan governance process, and protecting

fiduciaries to the detriment of participants. The best defense to

an excessive fee claim is to document the deliberations and deci-

sion-making processes of plan fiduciaries and to exercise best

efforts to act for the exclusive benefit of plan participants.

The DOL and ERISA do not mandate specific investments

or specific investment strategies—beyond restrictions on the

investment in employer securities—as prudent or imprudent.

Indeed, the DOL has rejected proposed legislation that would

have required 401(k) plans to offer at least one index fund as

an investment option in an investment menu (see DOL

Testimony to the Committee on Ways and Means, U.S. House

of Representatives, Oct. 30, 2007). Moreover, the DOL includ-

ed both actively managed funds and passively managed funds

in its model disclosure chart intended for distribution to plan

participants under the recently issued participant disclosure

regulation (29 CFR section 2550.404a-5, 2010).

Offering actively managed funds presents no additional risk

under ERISA, provided that plan fiduciaries engage in a prudent

governance process that takes into account the relevant facts and

circumstances. Investment expense is one criterion in fund selec-

tion among many, including risk/reward attributes, relative per-

formance, rankings, and manager tenure. ERISA requires a deci-

sion-making process and respects the reasoned decisions made

by plan fiduciaries—whether they offer actively managed funds,

passively managed funds, or a combination thereof.             q

Sheldon M. Geller, JD, CPA, is the managing member of
Stone Hill Fiduciary Management, LLC, Great Neck, N.Y. He
is a member of The CPA Journal Editorial Board.
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A
ccountants often become stuck using metrics and key

performance indicators (KPI) that do not actually tell

them how their business is doing. Most of these old

metrics deal with time sheets and billable hours. CPA firms

should take up the challenge to move away from management

based upon time and instead focus on actual production and

income. The following metrics provide a road map for doing

just that.

Net Income
This metric is of course instantly recognizable to CPAs. It

is also the most important metric for any business. If net income

is decreasing or absent, the firm has a problem. Obviously,

there is no way to manipulate net income, but observation of

it does tell whether the practice is heading in the right direction.

Internal accounting systems such as Xero are useful for tracking

net income. 

Using Performance-Based KPIs 
in Accounting Firms 

By Jason L. Ackerman

COLUMNS I managing your practiceCOL.



Gross Income/Employee
This metric is truly comparable across all areas of the busi-

ness, as well as between firms. It is the best benchmark out

there for CPA firms because it levels the playing field. Setting

goals for gross income/employee allows firms to focus on how

to raise income while keeping the same amount of employees,

which means focusing on opportunity cost when it comes to

clients. It emphasizes the need to set prices up front and make

sure the client is the right fit for the firm. It also helps identify

clients that hinder the firm’s ability to get the best value out

of employees. 

Gross Income/Client
It’s important for firms to know how much the average client

is charged. Breaking this metric up between business and indi-

vidual clients can provide a good idea of how a firm is charging

and what clients need to be charged more. It can also help

with adjusting the firm’s pricing structure for new clients and

repeating clients. If the average individual client is being

charged $1,000, but a particular client is being charged $500,

then that price may need to be reconsidered. Many billing sys-

tems, such as Freshbooks, can assign each bill to a different

type of client and then create a report showing the average

price for each type.

Income Generated by Employee
Firms also need to know how much each person in the firm

is generating in order to set salary and work assignments. This

metric is not perfect, because staff often work in teams, making

it hard to assign a certain percentage of revenue to each indi-

vidual person; however, it can still be used as a general mea-

suring stick of how everyone is doing. If someone in the office

is bringing in $400,000 in revenue and another person is bring-

ing in $200,000, that needs to be investigated. It could be that

the one bringing in $400,000 is overworked, or that the

$200,000 employee is being underbilled. Regardless, the metric

makes a good starting point to figure out how to reassign and

change clients to equal out the work in the firm. A simple

spreadsheet of each client, their billings, and the team member

assigned makes keeping track of this metric easy.

Work Turnover 
This measures how many days it takes for a job to be com-

pleted, from when all information is provided until the client

receives the product (e.g., completed tax return). Clients value

speed and efficiency; in this author’s opinion, one of the biggest

reasons why clients leave CPAs is a lack of responsiveness

and tardiness on work. It’s important for a firm to know how

quickly jobs can be completed in order to keep clients satisfied.

This metric is also useful for evaluating team members. If an

employee is working too quickly, then the job might not be

getting done correctly, or the employee may be working below

his competency level. If work turnover is too long, then the

team member might have too much work, not know what he

is doing, or be overwhelmed. Systems such as Karbon can

track completion time for projects to provide this metric.

Client Responsiveness
Like work turnover, responding quickly to clients is one of

a CPA’s most important responsibilities, and often the biggest

complaint they hear. This author’s firm sets a goal of respond-

ing to all communications from clients within 24 hours. If

response time falls short, then management works with the

team member to figure out a way to improve. Customer rela-

tionship management software provides an effective way to

track response time to e-mails; however, a similar method for

tracking phone calls may be more difficult to achieve.

Number of Clients/Employees
This final metric gives a general overview of the workload

balance among team members. It ensures that team members

have enough to do without being overworked. Every client is

different, and some take a lot more resources than others, but

this metric gives a good general sense of each team member’s

workload. Best of all, it can be tracked in a simple spread-

sheet.

Performance-based metrics that focus on a firm’s produc-

tivity and value to clients provide benefits far beyond those of

the traditional time-based method. Devising a set of metrics

like the one listed above should be the top priority for any

firm looking to modernize its management practices.         q

Jason L. Ackerman, CPA, CFP, CGMA, is an accountant with
Bernard N. Ackerman (BNA) CPAs, PA, in Rock Hill, S.C.
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C
PA firm leadership is being stretched on all sides to

attract and serve clients, recruit and retain team mem-

bers, increase firm value and size, and maximize per-

formance. A profession that attracts quantitatively oriented

individuals also requires them to have well-developed soft

skills. Accounting practitioners must not only keep abreast of

the latest accounting, auditing, and tax pronouncements, but

stay up to date with practice management and human resources

developments as well. Blogs are a great, quick way to keep

up with current events, and readers are encouraged to see if

the ones discussed below meet their needs.

Firm of the Future
Firm of the Future (www.firmofthefuture.com) is an Intuit

blog that includes web articles from well-known industry lead-

ers on revenue, efficiency, and personnel issues. The posts

generally run from one to three pages and can be easily down-

loaded as PDFs for sharing and retention. The articles range

from ways to increase firm revenues to how to improve office

operations to recommendations for hiring and training staff.

“10 Ways to Deal with the HURT of Change in Your CPA

Firm,” by Greg Buck, suggests including the entire staff in a

change, noting that older staff can be more supportive than

younger employees. Buck encourages managers to be flexible

but firm, and not to look back (http://bit.ly/2gau9gs).

“Accounting Talent: How to Find and Attract Talented

Accountants,” by Lori Niederlehner, is a must-read. Niederlehner

discusses seven strategies to improve a firm’s recruiting, which

include maintaining clear and up-to-date mission and values state-

ments, ensuring that the organization embraces diversity, and

training hiring managers on conducting effective interviews

(http://bit.ly/2g7KYts).

“First Day on the Job: Employee Orientation Checklist,” by

Ingrid Edstrom, shares the author’s experiences in developing

guidelines and procedures for hiring staff for her bookkeeping

business (http://bit.ly/2fNuEtQ). Edstrom advises that although

the interview process is important for identifying the best potential

employees, spending a full first day on a thorough orientation

can determine the new staff member’s success at the firm. She

also provides a downloadable copy of her new team member

checklist, which is easily adaptable (http://bit.ly/2ganRxH). 

Readers would expect to find discussions on Intuit’s software

products on an Intuit blog, but there is a substantial amount of

information on non-Intuit resources as well. “4 Technologies to

Advance Your Tax Practice,” by Jim Bourke, addresses the basics

of cloud-based tax software, scan-and-populate technology, and

portals. His fourth suggestion is a scanner on every desk, although

it should also be mentioned that scanning is available on

printer/copier combinations of all sizes (http://bit.ly/2f98WQ5).

“Efficiency Tech Tools for Your Practice” is a brief but practical

primer with applications for internal collaboration and commu-

nication, client collaboration and communication, video confer-

encing, tasks and to-do lists, client management, and project man-

agement (http://bit.ly/2eXBUVf).

Practice Management Blogs
By Susan B. Anders

COLUMNS I tech talkCOL.



Rita Keller’s Blog
Rita Keller, a well-known CPA firm management consultant,

maintains a daily weblog at http://ritakeller.com/blog/. Her blog

is a good way to keep up with current thinking in firm man-

agement, and the articles offer practical suggestions, summaries

of other authors’ current articles, and links to external resources.

Her archive includes over 40 categories to make it easy to

focus on specific topics, such as firm administrator, generations,

leadership, and recruiting.

Two interesting posts under leadership are “Questions to Initiate

Change” (November 8, 2016) and “Don’t Put Off until

Tomorrow” (October 4, 2016). Keller encourages consideration

at the partner level, or even at full staff level, of questions to

identify opportunities that competitors are not addressing, whether

the firm can claim to be the best at anything, and how the orga-

nization is keeping up with changes in the business environment. 

The generations category includes several thought-provoking

articles, such as “To Engage Employees, Focus on Your

Managers” (March 24, 2016), which reports the not-too-surprising

statistic that 70% of employees leave a company because of their

manager. Keller encourages firms to use employee engagement

surveys, but only if they are prepared to act on the results.

“Millennials and Job-Hopping” (June 16, 2016) discusses the

importance of rewarding top performers with premium wages to

keep them at the firm, and not trying to compensate all employees

at the same average level. On a related note, “Finding and

Keeping Top Talent Sometimes Comes Down to How Many

Benefits You Offer” (October 31, 2016) encourages CPAs to

review benefits programs. While baby boomers still like the old

standby health and dental coverage, Millennials want more choice

and custom-tailored options. 

Inspired Ideas Blog
ConvergenceCoaching provides CPA firm consulting and

leadership training for succession and transition planning, busi-

ness development, and human resources. Its Inspired Ideas

Blog, at http://www.convergencecoaching.com/blog, presents

weekly or biweekly articles on topics such as governance and

decision making, human resource and organizational develop-

ment, leadership, and retention strategies. Two particularly

interesting series include summaries of human resources-related

surveys, which come at a time when staff turnover is reported

to be at its highest rate in recent years.

The Anytime, Anywhere Work Survey addresses CPA

firms’ approaches to flexible work initiatives

(http://bit.ly/2fRtLmJ). “Want to Keep Your Next Gen? FLEX!

Our 2016 Anytime, Anywhere Work Survey Will Show You

How” (August 18, 2016) covers an overview of the survey

results. Of the 160 accounting firms that responded to the 2016

questionnaire, 68% allow flexible hours, 51% offer a Friday

benefit during the summer, and 44% see flex options as a

strategic advantage. More than half of participants (62%) indi-

cated that flexible work programs allowed them to retain staff

that they otherwise would have lost (http://bit.ly/2fPQ4FA).

“Two Times the Benefits with Anytime, Anywhere Work”

(September 28, 2016) describes positive outcomes from flex

options, which include improved recruiting results, enhanced

employee engagement, and relieved space constraints. The

greatest negatives were communication problems, project com-

pletion inefficiencies, and technology issues. Interestingly, flex

options have created some resentment on the part of staff “hold-

ing down the fort” at the main office, as well as reduced col-

legiality (http://bit.ly/2fPQ4FA).

ConvergenceCoaching partners with Inside Public Accounting

for the Road to Retention Survey, which gives a glimpse into

the minds of younger professionals (http://bit.ly/2fNsRVY). “34

to 40-year-old CPA Professionals Tell Firm Leaders What They

Need” (October 5, 2016) indicates that as staff members’ time

with a firm progresses, they feel less valued and begin to look

for leadership opportunities elsewhere (http://bit.ly/2gan7Z8).

“Improved Communication Goes a Long Way with Young

Professionals” (November 2, 2016) reveals that while 80% of

participating firms offered mentoring programs, most were seen

as less than effective. Professionals under 40 are looking for reg-

ular and consistent communication, such as clear expectations

for promotion and better information on the firm’s mission and

vision (http://bit.ly/2frbR9D).                                                   q

Susan B. Anders, PhD, CPA/CGMA, is the Louis J. and
Ramona Rodriguez Distinguished Professor of Accounting at
Midwestern State University, Wichita Falls, Tex. She is a mem-
ber of The CPA Journal Editorial Board.
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CPA Journal
l LEGAL SERVICES l PEER REVIEW SERVICES l POSITION AVAILABLE l PROFESSIONAL CONDUCT EXPERT
l PROFESSIONAL OPPORTUNITIES l SITUATION WANTED l SPACE FOR RENT/REAL ESTATE l TAX CONSULTANCY

SPACE FOR RENT/REAL ESTATE Established Suffolk CPA firm seeks to 

expand with purchase of existing tax and

accounting firm. Reply in confidence to 

cpasuffolk@gmail.com

Cpa practice located in midtown NY
Diversified practice 500k in billings seeks merg-
er for transition planning. Contact: 212 947 1515
Ext. 2054

Queens CPA with tax and write-up practice
seeks association with young CPA or small CPA
Firm. POB 610019, Bayside NY 11361

AAA PROFESSIONAL OFFICES FOR RENT.

NASSAU COUNTY. 1-, 2-, 3-room suites 

facing Hempstead Tpke. FREE UTILITIES.

FREE FRONT PARKING.     516-735-6681.

OFFICE SPACE AVAILABLE THROUGH-

OUT MANHATTAN 300 to 20,000 square 

feet Elliot Forest, Licensed Real Estate Broker

(212) 447-5400 abfebf@aol.com

Well established midtown CPA firm has large,

furnished, corner windowed office for rent.

Internet and services also available. Contact

David Mond 212.382.0404 or

dmond@akmcpa.com.

NYC space available, one to four offices, in

Midtown CPA firm office with possible 

synergy potential, located near Bryant Park. 

212-685-2770 ext.12

1 or 2 windowed offices available in new CPA
suite on Route 110 Melville, NY (A+ Building).
Large conference room, staff area and other
professional amenities available. Utilities
included. Possible synergies. (631) 694-5360,
rick@bpcpas.com 

2077 RSF Close to Penn Station 

Landlord to build out 

24/7 Attended lobby 16 windows 

Elliot (212) 447-5400 abfebf@aol.com

Windowed office available in new professional

CPA suite located in Woodbury. Reception, 

telephone, internet, cable, answering service 

and utilities included. Use of conference room

and kitchen. Additional services available.

Possible Synergies and efficiencies. 

516-364-8888 Ext. 901

PROFESSIONAL OPPORTUNITIES

NASSAU COUNTY / NEW YORK CITY

CPA FIRM

Established firm with offices in NYC and Long
Island, which has successfully completed transac-
tions in the past, seeks to acquire or merge with
either a young CPA with some practice of his
own or a retirement-minded practitioner and/or
firm. Call partner at 516.328.3800 or
212.576.1829.

Tax practice for sale – Bronx – good area –
$186,000, same area for 26 years. For info see
bizbuysell.com or 917-769-6142.

Westchester CPA established, successful practice,
retirement-minded, seeks merger, association, 
or established CPA for partnership and buy in.
914-279-0074

�

�

6HL]H� D�PHUJHU�DFTXLVLWLRQ� RSSRUWXQLW\� ZLWK� D�
QXPEHU� RI� EHQHILWV� IRU� \RX�� � $UH� \RX� WLUHG� RI�
GHDOLQJ� ZLWK� WKH� GD\� WR� GD\� DGPLQLVWUDWLYH�
LVVXHV�RI� UXQQLQJ�D� ILUP"� �:H�DUH� ORRNLQJ� IRU�
ILUPV� UDQJLQJ� LQ� VL]H� IURP� ��������� WR�
����������� WKDW� DUH� HDJHU� WR� FRPELQH� IRUFHV�
ZLWK� XV� DV� ZH� FRQWLQXH� WR� JURZ� DFURVV�
1RUWKHUQ� 1HZ� -HUVH\�� :HVWFKHVWHU� DQG� WKH�
HQWLUH� +XGVRQ� 9DOOH\� UHJLRQ�� *ROGVWHLQ�
/LHEHUPDQ� 	� &RPSDQ\� LV� LGHDOO\� VLWXDWHG� WR�
VHUYLFH� DOO� W\SHV� RI� FRPSDQLHV� DQG� LQGXVWULHV�
WKURXJKRXW� WKH�UHJLRQ�� �9LVLW�XV�RQ� WKH�ZHE�DW�
ZZZ�JOFSDV�FRP� WKHQ� HPDLO� PH²3KLOOLS�
*ROGVWHLQ�� &3$�� PDQDJLQJ� SDUWQHU� DW�
SKLOJ#JOFSDV�FRP�RU�FDOO�PH�DW���������������
VR� WKDW� ZH� FDQ� KDYH� D� VWULFWO\� FRQILGHQWLDO�
FRQYHUVDWLRQ���'RQ¶W�ZDLW²FDOO�WRGD\��

Westchester CPA firm seeks to acquire accounts

and/or practice. Retirement minded, sole practi-

tioners, and small firms welcome. High retention

and client satisfaction rates. Please call Larry

Honigman at (914) 762-0230, or e-mail

Larry@dhcpas.biz.

Well established midtown CPA firm, which has

successfully completed transactions in the past,

seeks a retirement minded practitioner.

Contact David Mond 212.382.0404 or

dmond@akmcpa.com.
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www.accountingbroker.com

Call for a Free Report

800.419.1223

Maximize Value 
When You Sell Your 

New York Firm
TM

100% of Our Brokers 
are Ex Big-4 CPAs

TAKING CARE.
When you create a charitable gift annuity with UJA-Federation 
of New York, you strike a perfect balance between taking care of 
yourself and taking care of generations to come.

Your gift yields high-income returns for your lifetime and  
may result in significant tax benefits.

And it’s one of the most effective ways for you and our network  
of nonprofits to improve lives here at home and around the world.

Use the CGA calculator at  
www.ujafedny.org/legacy  
to calculate your rate of return.

For more information, contact us  
at plannedgiving@ujafedny.org  
or 212.836.1247.

*Sample rates shown are for one-life charitable gift annuities. 
Two-life and deferred gift annuities are also available. Rates 
are as of June 23, 2014, and subject to change.

Charitable Gift Annuity Rates

Age

90+

85

80

75

70

65

10.5 %

8.9 %

7.6 %

6.7 %

6.1 %

5.7 %

Rate*

@ujafedny

ujafedny.org

LEGAL SERVICES

NEED TO INCORPORATE?

Complete Incorporation Package Includes:

Preparation–State Filing Fees–

Corporate Kit via UPS

Registered Agent Services Available

NEED TO DISSOLVE or REINSTATE or

AMEND?

Qualified Staff to Help Accomplish

Your Corporate or LLC Goals!

All 50 States. Simply Call.

INTERSTATE DOCUMENT FILINGS INC.

Toll Free 800-842-9990

margenjid@yahoo.com

TAX CONSULTANCY

SALES TAX SPECIALIST

Audits, Refunds, Appeals

Restaurants, Retail, Office Buildings

Contractors, Manufacturing 

30+ Years Experience 

Jeffrey J. Coren CPA

212-594-6970

jcorencpa@gmail.com
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Now you can offer your clients 

multi-state tax consulting services 
 

Let Tronconi Segarra & Associates LLP serve as your firm’s 
outsourced state & local tax/sales & use tax experts, behind 
the scenes or directly with you and your clients. 
 
Our team has over 120 collective years of sales & use tax 
expertise, including Big 4 firms, industry, and as former state 
sales & use tax auditors. 
 
We offer national firm experience at competitive rates and can 
provide references reflecting our experience working with both 
CPA and law firms. 
 
Services include: Contact: 
   Nexus studies    Andy Toth, CPA 
   Refund reviews    Phone: 716.633.1373 
   Audit representation    Email: atoth@tsacpa.com 
   M&A transactions    Web: www.tsacpa.com  
   Advisory services    Twitter: @TronconiSegarra 
 
 

                                                                                              Solutions Beyond the Obvious 
 

cpajournalclassifieds
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The NYSSCPA’s Best
Content Selected by 
the Editor-in-Chief of 

The CPA Journal, 
Richard Kravitz

www.nysscpa.org
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Write for
the CPAJ.
www.nysscpa.org

SITUATIONS WANTED

New York City Metro

Technical

Accounting/Auditing Pro

seeks issues-oriented and
financial statements 

completion-type work, such as
draft footnotes and statement
format, on a project or other

basis at a reasonable 
professional rate for CPAs in

need of this type of temporary
help. Also available for audit,

reviews or compilations 
workpaper or report review.
Can serve in SOX/PCAOB

concurring partner review
function or independent 

monitoring function under new
Engagement Quality Review

(EQR) in years between
smaller firm AICPA Peer

Reviews. Call 516-448-3110. 

Well experienced and talented CPA seeking 

per diem work, 1-2 days per week in Nassau

County.  Proficient with CCH Prosystem 

and accounting.  Please respond to

carldpcpa@optonline.net.
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Line Classified

Advertising rates: 
First 20 words: $100

Each additional word: $6

Classified display ad rates 
(color ad space in the 

classifieds section)
1/2 page: $750; 
1/3 page: $550; 
1/6 page: $350

For more information, 
or to secure your ad space, 

contact: Karyn Kessler - 410.316.9852
kkessler@networkmediapartners.com

ADVERTISING RATES 

Ad Index & Website Connections

Ad Index & FAXFORMATION Service.
Here’s the quickest and easiest way to receive information from the advertisers 

in this issue of The CPA Journal. Simply circle the name of the company/product 
you are interested in and fax this page or a copy to us at:

FAX # 800-605-4392.

AD INDEX                                                    Page#             INTERNET ADDRESS
                                                                                                Find our advertisers on the Web.

FINANCIAL ACCOUNTING AND AUDIT SERVICES
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Kiwi Partners Has Been Facilitating the 
Good Deeds of Amazing Organizations 
Since 1998

Your Accounting,
Consulting Services,
and HR Partner

Knowledge & Experience 
From Working With 
ÙĀùïýðïþ�úñ�ßúùûýúħÿþ

Industry First Kiwi 
Quality Management 
System©

The Kiwi Partners’ Advantage

info@kiwipartners.com | www.kiwipartners.com | 212.532.7171
237 W. 35th Street, Suite 1101, New York, NY, 10001

Yaeger CPA Review 39 www.YaegerCPAreview.com

Dominion 42,43 www.expertsinwealth.com

The Herbert H. Landy Insurance Agency, Inc. 47 www.landy.com

Accounting Practice Sales 53 www.AccountingPracticeSales.com

Thomson Reuters C4 www.checkpointcatalyst.com
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Sid Kess All-Star Series:  
Effectively Representing 

Taxpayers Before the 
IRS Workshop

Wednesday, December 28, 2016
8:30 a.m.–5:00 p.m.

FAE Learning Center, 14 Wall Street, 19th Floor, New York, NY 10005

This full-day program will use one particular client’s fact pattern to highlight the various areas of the IRS 
representation process, and the opportunities and pitfalls for practitioners and their clients.

• Receive insights from the top experts in the nation! 
• A must-attend workshop for accountants and lawyers 

• Priceless advice directly from taxpayer advocates

Register at:  https://cpe.nysscpa.org/product/27631 (In-Person)
https://cpe.nysscpa.org/product/27632 (Online)

Or call 800-537-3635
In Partnership with Eric L. Green, Esq., Green & Sklarz LLC

Log on to...
ANALYSIS AND INSIGHT ON THE
ACCOUNTING PROFESSION

www.cpajournal.com
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Forté Capital’s Selected Statistics

ECONOMIC & MARKET DATA I monthly updateEMD

Vehicle Sales
Vehicle sales increased in October from 17.8 million to 18.3 million units on a seasonally adjusted
annual rate. This represents just under a 3% gain month over month and a 0.6% gain year over
year. The pace of vehicle sales does not appear sustainable, however, as the industry will face
headwinds from financing in the upcoming year. If the Federal Reserve raises interest rates as
anticipated, this will filter down to auto loan rates and cause payments to rise. Financing will
also become more constrained as the level of auto loan delinquencies will continue to rise, as
it has in 2016. Another risk to sales is a decline in used-vehicle pricing, which erodes leasing
sales and has accounted for an increasing share of sales overall. 

   U.S. & World Equity Indexes                10/31/16                     YTD Return

   S&P 500                                                     2,126                              4.00%
   Dow Jones Industrials                            18,142                              4.10%
   NASDAQ Composite                                  5,189                              3.60%
   Shanghai Composite (China)                    3,100                         -- 12.40%
   S&P BSE Sensex (India)                         27,930                              6.90%
   Nikkei Stock Avg (Japan)                       17,425                           -- 8.50%
   CAC 40 (France)                                        4,509                           -- 2.80%
   DAX (Germany)                                        10,665                           -- 0.70%
   FTSE 100 (U.K.)                                         6,954                            11.40%

Risk of Recession
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   Selected Interest Rates                             10/31/16                      9/30/16

   15-Year Mortgage                                        2.78%                          2.72%
   30-Year Mortgage                                        3.47%                          3.42%
   5-Year Treasury Bond                                 1.31%                          1.14%
   10-Year Treasury Bond                               1.84%                          1.60%
   30-Year Treasury Bond                               2.58%                          2.32%

Forté Capital's Proprietary Bullish Neutral Bearish

Market Risk Barometer 10    9    8    7   6    5    4 3    2    1

Market Valuation
Monetary Environment 
Investor Psychology
Internal Market Technicals

Overall Short-Term Outlook       4.76
Overall Long-Term Outlook 4.68

As of 10/31/16

4
4

3
4

                                                                                         Most          Prior 

   Key Economic Statistics                                          Recent      Month

National

   Producer Price Index                                                 0.00%            0.30%
   Consumer Price Index                                               0.40%            0.30%
   Unemployment Rate                                                   4.90%            5.00%
   ISM Manufacturing Index                                         51.90              51.50
   ISM Services Index                                                   54.80              57.10
   Change in Non-Farm Payroll Emp.  161,000 156,000

New York State

   Consumer Price Index - NY, NJ, CT                         0.10%            0.20%
   Unemployment Rate                                                   5.20%            5.00%
   NYS Index of Coincident indicators                       -- 0.90%            4.40%

      Equity Market Statistics                                      10/31/16             9/30/16

Dow Jones Industrials

     Dividend Yield                                                            2.67%                  2.63%
     Price-to-Earnings Ratio (12 Mth Trailing)             18.89                    19.29
     Price-to-Book Value                                                  3.07                      3.10

     S&P 500 Index

     Earnings Yield                                                            4.79%                  4.53%
     Dividend Yield                                                             2.14%                  2.14%
     Price/Earnings (12 Mth Trailing)                            20.90                    22.09
     Price/Earnings (2016 EPS Est)                               19.45                    19.68

The information herein was obtained from various sources believed to be accurate; however,

Forté Capital does not guarantee its accuracy or completeness. This report was prepared for

general information purposes only. Neither the information nor any opinion expressed constitutes

an offer to buy or sell any securities, options, or futures contracts. Forté Capital’s Proprietary

Market Risk Barometer is a summary of 30 indicators and is copyrighted by Forté Capital LLC. 

For further information, visit www.fortecaptial.com, send a message to info@forte-capital.com,

or call 866-586-8100. 

Risk of Recession
The probability that the U.S. will be in recession in six months fell one percentage point in
September, to 12%. The current expansion is getting a bit long, as the nation shifts from a mid-
to late-cycle expansion. Entering a late-cycle expansion, however, does not mean that a recession
is imminent. Fundamentals remain strong; household balance sheets couldn’t be better, the
financial system’s balance sheet is strong, and although businesses have leverage, the levels
are manageable given low interest rates. In summation, the current expansion has room to run.

Vehicle Sales
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F
or 85 years, The CPA Journal has

earned the respect of CPAs and

other financial professionals for its

in-depth analysis of current issues. We do

not do this alone. The editors are grateful

to the accounting and financial profession-

als and the educators who share their

expertise with our readers by authoring

and reviewing articles for publication in

the Journal. 

Overview 

The CPA Journal is a submission-based,

double-blind, peer-reviewed monthly pub-

lication that features special themes

throughout the year, including financial

reporting, fraud, financial planning, tech-

nology, and a taxation update. The editors

attempt to balance practical information

and conceptual analysis to provide readers

with opportunities to enhance their under-

standing of key issues. We depend on a

large group of individuals from a diverse

cross-section of the profession to provide

the most relevant content for our readers.

We use six criteria to ensure quality con-

trol: technical accuracy, readability, prac-

ticality, relevance of topic, timeliness, and

comprehensiveness.

During the Society’s past fiscal year—

between June 1, 2015, and May 31,

2016—the Journal received a total of 373

submissions, an increase from 310 the pre-

vious year. The full set of data is summa-

rized in the Exhibit. The overall acceptance

rate continued the divergence seen last year;

the acceptance rate rose only slightly for

nonacademic authors but fell significantly

(from 50.0% to 39.1%) for submissions

from academic authors. As a result, the mix

of authors continued to shift from aca-

demics to nonacademics (now at a 31/69

ratio). These results are largely attributable

to the continuing addition of regular

columns contributed primarily by practi-

tioner authors. These columns are also

shorter on average than other articles,

enabling more articles to be accepted and

published over the course of the year. 

Acknowledgments

Every year at this time, we take this

opportunity to thank everyone who has

contributed to the Journal—by developing

topics, soliciting authors, reviewing 

submissions, and participating in judging

articles for the annual Max Block
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2016 Year in Review

EXHIBIT
Annual Submission and Review Data

                                                                        2016                          2015

Total submissions                                                  373                              310

Accepted without revision                                       169                              129

Accepted with revision                                              42                                55

Rejected                                                                 124                                79

Withdrawn without decision                                      11                                10

Pending revision                                                       18                                17

Average days …

In review                                                                  56.47                           66.3

From acceptance to publication                                 56.49                           68.9

Acceptance rate …  

Without revision                                                        45.3%                          41.6%

With revision                                                            56.6%                          59.4%

Academic authors                                                     39.1%                          50.0%

Nonacademic authors                                               71.1%                          70.7%

Accepted manuscripts from … 

Academic authors                                                     31.28%                        46.2%

Nonacademic authors                                               68.72%                        53.8%
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