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ten- dencies that critics of the impairment model cite while
simultaneously providing for a more complete loss recognition
arising from impairment, when appropriate.

While the exact future of goodwill accounting by public
companies is yet to be determined, it seems quite certain that
further change is indeed on the hori- zon. Public companies
should keep abreast of FASB and IASB actions and prepare for
any resulting financial reporting consequences. m
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beneficial and that the goodwill impairment test “provides
limited decision-useful information be- cause most users of
private company financial state- ments generally disregard
goodwill and goodwill impair- ment losses in their analysis
of a private company’s financial condition and operating
performance.”16 Similarly, concerns were expressed by
preparers and au- ditors of private company financial
statements over the

cost and complexity associated with goodwill impair-
ment testing.

The ASU provides private companies with an ac-
counting alternative that incorporates both amortization
and impairment testing provisions. Thus private com- panies
now have the option of continuing with existing goodwill
accounting requirements (that is, no system- atic amortization
but regular impairment assessments) or electing to make use
of a hybrid alternative.

Private companies that opt for the new alternative
systematically amortize goodwill over a 10-year period (or
fewer than 10 years if the entity can substantiate that a briefer
period is warranted). Such companies must also institute a
policy in which goodwill is tested for impairment (at either
the entity level or the report- ing unit level) when “a triggering
event” occurs that in- dicates that the fair value of an entity (or
reporting unit) may be below its carrying amount.17 Adding
further simplicity is the fact that any such test for impairment
would include only the first of the two quantitative test- ing
steps that currently apply to nonprivate entities;

the second step was eliminated. Proponents of the
amortization model might find comfort in the account- ing
alternative provided to private companies by ASU No. 2014-
02. While this ASU currently makes system- atic amortization
possible only for private companies, speculation may abound
that this move by the FASB may possibly presage a broader
reconsideration of good- will accounting in general. Indeed,
such speculation may be quite warranted.

Potential Public Company Implications

In November 2013, the FASB added to its agenda a
project whose stated objective is that of reducing the cost
and complexity of accounting for goodwill by pub- lic and
not-for-profit entities. The significance of this move would
seem to be suggested by the fact that the FASB directed its
staff to conduct additional research on goodwill amortization
and to identify an optimal amortization period. In October
2015, the FASB an- nounced that it would be proceeding

with the goodwill project under a two-phased approach.
The first phase will focus on simplifying the impairment test,
whereas, in the second phase, the FASB plans to collaborate
with the IASB on the matter of any additional concerns.

The FASB’s announced intention to reexamine good-
will accounting is by itself a seemingly strong indicator
that goodwill accounting by public entities faces some
degree of further change, but there is still more evi- dence
to this effect that reflects broad international support for
the amortization model. In a joint July 2014 report of the
Accounting Standards Board of Japan (ASBJ), the EFRAG,
and the Organismo ltaliano di Contabilita (OIC, the Italian
accounting standard set- ters), this multinational research
group offered the fol- lowing statement: “As a result of its
analysis, the Research Group concluded that reintroduction
of goodwill amortisation, would be appropriate, because
it reasonably reflects the consumption of the economic
resource ac- quired in the business combination over time,
and can be applied in a way that achieves an adequate
level of verifiability and reliability. In addition, the Research
Group concluded that further improvement should also be
considered in the area of disclosure requirements [emphasis
in the original].”"®

What Lies Ahead?

There seem to be three possible future FASB/IASB
outcomes of the goodwill accounting debate:

1. The existing impairment approach will be retained,

2. There will be a return to the amortization model, or

3. A hybrid model will be developed and implemented.

In light of domestic and international movement toward
the return to an amortization model for goodwill accounting,
there seems little likelihood the FASB/IASB will retain the
impairment-only model. The FASB’s ASU No. 201402-
already provides for a goodwill accounting method that
includes systematic amortization, and the FASB even placed
a possible pub- lic company amortization model on its
formal agenda. Likewise, there is international support for
an amortiza- tion model.

Even so, the evidence appears to suggest the even
greater likelihood of a hybrid approach—one that re- quires
goodwill amortization but also provides for the possibility of
impairment when certain triggering events

occur. Along with assuaging critics of the strict
amortiza- tion approach, a hybrid model would provide a
critical mechanism for thwarting the earnings management

-
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involved with goodwill impairment testing introduces clear
opportunities for earnings manage- ment, a fact that further
diminishes the value of the impairment-only model.

Few interviewees believed that goodwill impair- ments
help predict future value. Instead, they believed that the
value of goodwill impairments is more clearly associated
with confirming expectations of value that the market
had anticipated in prior periods. Companies tend to view
goodwill testing as a mere compliance ex- ercise and are
most negative about goodwill impairment testing’s relevance
to external markets.

Analysts likewise expressed little confidence regard- ing
the impact that goodwill testing has on the market’s view
of value. It is interesting but perhaps not surprising that it is
academics who seem to believe most strongly

in the value derived from using the impairment-only
model. As KMPG observed, “Academics noted that the
relevance of impairment testing is not solely derived from
reporting an impairment charge as such but from the process
of identifying potential impairment losses; and the disclosure
of specific assumptions helps the market to calibrate the
level of impairment.”"

Many interviewees observed that goodwill impair-
ment testing is important in assessing the performance of
investments and in turn the performance of manage- ment.
But few respondents indicated that their com- pany uses the
results of impairment tests for internal purposes, a finding
that suggests that this cited poten- tial use of impairment
testing may be useful in theory, but it is not really of value
in practice.

KPMG further noted that the high number of judg-
ments and assumptions inherent to goodwill impair- ment
testing make it a complex and time-consuming exercise,
which leads to asking whether the process is really worth
the cost and whether the benefits of mandatory annual
impairment testing are merely confir- matory rather than
predictive.

One of the most important takeaways from the KPMG
interviews may be the discovery that most par- ticipants
support a return to the amortization model, a finding that
reinforces the observation that there is something of a
disconnect between the opinions of many academics and
those of practitioners. In the words of KPMG, “Although
most interviewees supported a re- turn to an amortization-
based model of accounting for goodwill, this is somewhat at
odds with the academic research.”"

Problems with the Current Model

Proponents of the amortization model cite the high
de- gree of subjectivity inherent in the existing impairment
model; that is, the two-step quantitative impairment test
makes extensive use of fair value estimates when addressing
questions such as, “Is the fair value of a given reporting unit
less than its carrying value?” and “Is the fair value of the
reporting unit’s goodwill less than the respective carrying
value?” Answers to these questions require, in part, estimation
(atleast once an- nually) of the fair values of individual classes
of assets and liabilities ascribed to each individual reporting
unit, a process that amortization proponents argue makes
it easier for corporate management to sidestep goodwill
impairments. In other words, liberal fair value assump- tions
can help make the case for a nonimpairment of goodwill,
thus providing opportunities for earnings management.

Adding further to the subjectivity criticism is Accounting
Standards Update (ASU) No. 201108-, Intangibles—
CGoodwill and Other (Topic 350): Testing Goodwill for
Impairment, in which entities are provided the option of
assessing qualitative factors to determine whether it is
even necessary to proceed to the much more laborious
quantitative test. The qualitative ap- proach assesses the
likelihood of whether a reporting unit’s fair value has fallen
below its carrying value—a question that amortization
proponents find excessively subjective and therefore ripe for
abuse—which arguably makes a stronger case for a return of
the amortization model. Detailed discussion of this matter is
offered by Douglas M. Boyle and Brian W. Carpenter and by
Boyle, et al.™

Debate surrounding the impairment vs. amortization
models raises the question about whether some sort of hybrid
model actually might be deemed optimal. Such a model
would provide for systematic amortization of goodwill while
also retaining a provision for an impair- ment loss when
deemed necessary. In fact, as noted in the discussion that
follows, the FASB has already im- plemented such a model
to a limited extent.

Implications for Private and Public Companies

The FASB issued ASU No. 201402-, Intangibles—
Goodwill and Other (Topic 350): Accounting for Goodwill
in January 2014. The FASB issued the update in response
to the Private Company Council’s (PCC) finding that private
company stakeholders feel that the information provided
by current goodwill accounting standards is not cost



Implementation Review of IFRS 3 Business Com-
binations,” which summarized participant response at an
April 1, 2014, IASB outreach event. The event was hosted
jointly by the EFRAG, the European Federa- tion of Financial
Analysts Societies (EFFAS), and the Belgian Association of
Financial Analysts (ABAF) in co- operation with the IASB.8
While this statement was prepared by the EFRAG, it was
reviewed by the EFFAS and the ABAF secretariats and
by IASB staff. It was jointly approved for publication by
representatives of the EFRAG, the EFFAS, the ABAF, and the
IASB.°

The EFRAG report indicates that the participants had
numerous concerns regarding the information dis- closed
about business combinations, particularly in terms of
the quality of reported information. They con- sidered
the information disclosed about the motivations behind
business combinations to be too general. Additionally,
the participants had concerns about the timeliness and
subjectivity of the information. Participants also felt a need
for more transparency re- garding synergies that companies
expected from the combination, which they believed also
should be quan- tified. Furthermore, they felt that post-
acquisition re- porting periods should “demonstrate whether
synergies expected at the acquisition date have been met
to en- able users to assess whether it had been a successful
business combination.”10 They believed that it would be
useful to provide the pre-acquisition book values of the
acquired assets and assumed liabilities to better un- derstand
the factors that constitute goodwill. Interestingly, discussion
of the underlying model used to account for goodwill either
did not occur or was deemed not sufficiently significant to
become part of the final report.

KPMG Interviews
As noted previously, the IASB review prompted a simi-
lar investigation of goodwill accounting by KPMG, which
interviewed 31 stakeholders from various geo- graphical and
financial reporting backgrounds. KPMG sought feedback on
the following three key questions:
® How useful was the information obtained from
annually assessing goodwill for impairment?
® Are improvements needed regarding the informa- tion
provided by the impairment test?
® What are the main implementation, auditing,
or enforcement challenges in testing goodwill for
impairment?

The KPMG interviews focused on consistent areas of
discussion and questions, but were free form in nature. The
firm launched this project because, while the impairment-
only model has been credited with con- tributing “to the
efficient operation of [the] capital mar- ket,” KPMG had not
seen the “same sense of impor- tance of goodwill impairment
testing from analysts and other market commentators, or
even from preparers themselves.”!!

The
participated in the interviews provide insight into

the actual degree of satisfaction with the current
impairment-only model for goodwill accounting. KPMG

responses of the various stakeholders who

supplemented the interview responses with other publicly
available information on the topic, such as relevant speeches
and research studies to better un- derstand the current
opinions and positions. Table 2 contains a summary of the
key themes that resulted from KPMG's interviews.

KPMG also noted the results from various goodwill-
focused academic research projects and added its own
observations about the results. One important finding from
the academic literature focuses on the timing of impairment
charges inrelation to associated declines in market valuations.
Some research has found that ac- counting recognitions of
impairments generally lag be- hind the actual decreases
in goodwill market valuations. In other words, there is
empirical evidence to support the claim that the financial
markets discern and/or an- ticipate impairments before
they are formally reported. KPMG specifically references
studies by Karl A. Muller, et al., and Claes Christiansen that
indicate the lag between the economic impairment and the
an- nouncement of the impairment is generally at least two
years.'?

Another important point is the impairment-only model’s
potential for earnings management, and KPMG references
studies that suggest management may have incentives to delay,
accelerate, minimize, or maximize impairment charges for
reputational, compensation, or financing covenant reasons.
The deferring or minimiz- ing of impairment charges to
mitigate the negative im- pact they may have on executives’
reputations or com- pensations is indeed easy to understand.
But as KPMG noted, newly hired executives may have an
incentive to maximize and accelerate impairment charges
as a way of “wiping the slate clean” and increasing reported
in- come for the following years during which the company
will judge the new executives” performance. The im- portant
point of these observations is that the degree of subjectivity
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sup- port the current model, others support a return to
the amortization model, and still others support a hybrid
method that would amortize goodwill but would also
provide for the possibility of periodic impairment.

Those who support the current model generally feel that
amortization charges are arbitrary allocations that fail to provide
useful information. Furthermore, these participants feel that the
information provided by the impairment model is useful because it
provides confir- mation of market valuations. Still, such supporters
ac- knowledged that companies often recognize impair- ment
losses too late to offer predictive value. Perhaps the paramount
question here is whether the value of confirming information from
goodwill impairment tests exceeds the cost of those tests.

What are the motivations and beliefs of those who supported
a return to an amortization model? The IASB reported some of
the more noteworthy beliefs, which are listed in Table 1.

Many users maintain that the information required by
International Accounting Standard (IAS) 36,

Impairment of Assets, is useful, citing disclosures of the
discount rates used, long-term growth rates, and profit and capital
expenditure assumptions and sensitivities. But other users regard
the disclosed information to be rather boilerplate and insufficient
for assessing the rea- sonableness of underlying assumptions.

Still other participants favor a hybrid model that in- cludes
elements of both amortization and impairment. These users
believe that systematic amortization of goodwill is appropriate
because it reasonably reflects the consumption of the acquired
economic resource over time, and its application would achieve
adequate levels of verifiability and reliability of reported
informa- tion. But these users also believe that a provision for
the recognition of outright impairments also makes sense.

European Financial Reporting Advisory Group

Additional insights are found in a feedback statement by the
European Financial Reporting Advisory Group (EFRAG), “Joint
Outreach Event: Post-

Table 1: Why Return to an Amortization Model?

Those whose comment letters to the IASB supported a return to an amortization model believed that:
® The assumptions used in the impairment test are too optimistic and difficult to analyze.
@ Impairment losses are reflected in the share price by the time they are reported, and the market thus

ignores the impairment test results.

@ Estimating the useful life of goodwill is possible and is no more difficult than estimating the useful life of

other intangible assets.

® Goodwill has been paid for and therefore should have an impact on profit or loss.

® Goodwill represents future profits, so it should be allocated over time.

® Amortizing goodwill reflects the acquirer’s need to “maintain” the profitability of the acquired company,
with the amortization reflecting the costs incurred by the acquirer to maintain such profitability.

® Amortizing goodwill would decrease earnings volatility when compared to an impairment model.

® Amortizing goodwill would improve comparability between companies that grow organically (without
acquisitions) and companies that grow through acquisitions because the nonamortization of goodwill

discriminates companies that grow organically.

® Goodwill acquired in a business combination is supported and replaced by internally generated goodwill over time.

Table 2: KPMG Study—Key Stakeholder Views

® The value of goodwill testing derives more from confirming value than from predicting value.

@ The subjectivity involved in goodwill impairment testing makes it a complex, time-consuming exercise and

limits its effectiveness.

©® Many companies consider the amount of impairment-related disclosures to be excessive. But this view is

countered by analysts who would be in favor of increased disclosure.
® There is “considerable” support for a return to an amortization-based model of goodwill accounting.



In the summary for SFAS No. 142, the FASB claimed
that better information about intangible assets was
needed be-

cause of the increasing importance of intangible assets
for many entities. The FASB stated that financial state-
ment users indicated that they did not regard goodwill
amortization expense as useful information when ana-
lyzing investments. The IASB made similar claims about
improvements from moving to an impairment- only
goodwill accounting model when it discussed and
later passed IFRS 3. Those claims fueled the switch to
the current impairment-only model now part of both
U.S. and international Generally Accepted Accounting
Principles (GAAP).

But introduction of the impairment-only model was
based largely on academic research suggesting that an
impairment-only model provides superior information
compared with the previous amortization model. The
research found little value in systematic amortization
charges and evidence that impairment charges would
better reflect the economic value of recorded goodwill.
As noted by KPMG International (KPMQ) in an April
2014 investigative project, academic research “finds
that goodwill impairment charges...are associated
with economically significant reductions in market
value,” and these findings “better reflect changes to the
under- lying economic goodwill than do amortisation
charges.”

Unfortunately, since the implementation of the
impairment-only model, questions have arisen regard-
ing its consistency of application, cost effectiveness, and
overall usefulness. Such questions motivated the 1ASB
review that began with its January 2014 Request for
Information on the post-implementation review of IFRS
3.The IASB noted that its Request for Information would
allow it to assess whether the ac- counting regulations
for business combinations are be- ing implemented
on a consistent basis and whether there have been
unintended consequences arising from the passage of
[FRS 3.4 Similar concerns previously had prompted the
FASB to place goodwill accounting on its agenda in the
fall of 2013. And those same questions motivated the
KPMG investigative project. KPMG found that while
academic researchers still claimed impairment-based
accounting produces significant valu- able information,
actual users did not agree.®

Responses to the IASB

The IASB received 93 comment letters in response
toits Request for Information. In an attempt to further
enhance its understanding of the sentiment regarding
current rules of accounting for business combinations,
the 1ASB also participated in 30 outreach activities in
conjunction with the request for comments. While the
IASB project dealt with all aspects of accounting for
business combinations, the focus of this article is specif-
ically on the participants’ views of the impairment-only
model of accounting for goodwill.

In that regard, the IASB observed that “Many partic-
ipants think that, overall, IFRS 3 as currently drafted
achieves its objectives and works well....Although many
preparers acknowledge the conceptual merits of the
overall acquisition model in IFRS, most expressed sig-
nificant concerns regarding the level of effort required
and costs incurred to meet its requirements. Many pre-
parers question whether the increase in costs has ex-
ceeded the benefits to users.”

While many participants believed that IFRS 3 works
well, the rest of the IASB report details numerous con-
cerns expressed in the comment letters. Much of the
criticism went beyond the matter of the cost benefit of
obtaining the information and questioned the absolute
value of the information without considering cost. The
IASB report noted, “Some respondents think that IFRS
3 does not serve either preparers or users well....They
claim that [the] Standard generally fails to provide users
with decision useful information or infor- mation that
helps users hold management to account. They observe
that while the application of IFRS 3 im- poses significant
costs on preparers, there is also a meaningful cost to
investors as they seek to unravel the numbers produced
by the Standard. Additionally, given the difficulties that
investors often face interpreting this Standard, in their
view, itis likely that it distorts the ef- ficient operation of
capital markets.””

Regarding the impairment-only model, some respon-
dents noted the FASB’s actions to move goodwill ac-
counting onto its agenda and wanted the FASB and the
IASB to work together to avoid producing conflicting in-
dependent standards. The IASB stopped short of saying
which particular stance on goodwill accounting domi-
nated the comment letters or how many letters were
in each camp. It simply noted that some respondents
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EXECUTIVE SUMMARY

The move to the current impairment- only
model for goodwill accounting was based
mostly on academic research findings that
it provided better information than the
previous amortization model.

But actual users do notseem to agree that
impairment-based to users of financial
statements, accounting vyields valuable
information.

Recent domestic and international moves
toward the return to an amorti- zation
model make it seem unlikely that the FASB
or the IASB will retain the impairment-
only model.

n January 2014, the International Accounting Standards
Board (IASB) launched a post-implementation review of the
accounting for business combinations by releasing a Request
for Information. The intent of this review was to learn whether
the provisions of International Financial
Reporting Standard (IFRS) 3, Business Combinations, are working
as intended, specifically:
® Whether the standard provides information that is useful
to users of financial statements,
® Whether there are areas of the standard that represent
implementation challenges, and
® Whether unexpected costs have arisen when preparing,
auditing, or enforcing the requirements of the standard.1
Of particular interest to many in this review of business combination
accounting is the impairment-only model for goodwill accounting.
The move to an impairment-only model was made approximately
15 years ago when the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (SFAS) No.
142, Goodwill and Other Intangible Assets, in 2001, which is now
Accounting Standards Codification® (ASC) Topic 350, Intangibles—
Goodwill and Other. Three years later the move continued when the
IASB issued IFRS 3 in 2004.2



than in the United States as well as incentives to pro- tect
the auto industry, such as generous subsidies to diesel in the
form of tax breaks for diesel-guzzling company cars and low
duties on the fuel.

VW's strategy aimed to convince customers and regulators
that new diesel technology represented the ideal solution to
maximize fuel economy and per- formance while carefully
protecting the environment from pollution. VW’s Ger- man
engineering prowess was put to the test but suc- ceeded only
by cheating on emissions testing and threatening the health of
many citizens of the world, particularly of children and those
suffering from respi- ratory disease. According to Newsweek,
“Intense ambi- tion and a rigid corporate culture created the
condi- tions for lying.”

VW’s handling of the pollution issue has caused immense
concern among its owners, dealers, investors, employees, and
citizens around the world. It wasn’t EPA regulatory vigor that
exposed the VW lies, nor did VW confess it was breaking the
pollution rules. Actually, it was a small research group that
was looking for research evidence that U.S. diesels actually
were cleaner than those in Europe, where standards are lower.
The 2014 U.S. tests showed that VW cars passed in the lab but
had significantly higher emissions when driven on the road.

It took some time and a lot of pressure before VW finally
admitted its products were faulty and endanger- ing the health
of millions around the world. After months of discussions

between VW and the U.S. Environmental Protection
Agency (EPA), the company admitted the results were due to a
“technical glitch” and issued a voluntary recall in December
2014 for nearly 500,000 diesel cars that VW attributed to “vari-
ous technical issues.” When emissions didn’t change in 2015,
California air quality regulators and the EPA withheld approval
for sell- ing any 2016 diesel models, extending the deadline to
provide a plan to repair affected vehicles to January 2016, but
California regula- tors rejected VW's plan as “too vague.”

Contrary to earlier VW indications that only the two-liter
or smaller engines were fitted with a defeat device, the EPA—
not VW— discovered that larger three-liter engines, includ-
ing luxury Audi and Porsche models, also had emission
falsification devices. “These latest EPA allegations compound
the company’s guilt and pro- vide further evidence as to the
lack of corporate gover- nance at VW,” wrote Ever- core [SI
analyst Arndt Ellinghorst. He added, “This raises concerns
around reporting, transparency and integrity within VW.”

To date, VW’s actions to deal with the crisis include the
almost immediate res- ignation of CEO Martin Winterkorn,
the suspen- sion of employees, and an offer of a “goodwill
pack- age” to affected U.S. diesel owners. VW also hired
claims attorney Ken Fein- berg in November 2015. Feinberg
is known for his work on damage suits filed against BP for its
Gulf oil spill, GM for its ignition switch issue, and for many
September 11 damages.

ADVICE

IMA ETHICS
HELPLINE

For clarification of how the

IMA Statement of Ethical Professional Practice ap- plies to
your ethical dilemma, contact the IMA Ethics Helpline.

In the U.S. or Canada, dial (800) 2451383-. In other
countries, dial the AT&T USA Direct Access Number from www.
usa.att.com/traveler/ index.jsp, then the above number.

The IMA Helpline is designed to provide clarification of
provisions in the Statement of Ethical Professional Practice,
which contains suggestions on how to resolve ethical conflicts.
The helpline cannot be considered a hotline to report specific
suspected ethical violations

| don’t envy the job Feinberg has: determining how much
monetary dam- age each of the various groups suffered. That
involves answering ques- tions like: How should the decrease
in value of a car with lower fuel economy be measured?
Should it be market-based or calculated based on increased
fuel cost? How important is the age of the car? What will
motivate owners to get their cars altered? How should citizens
be com- pensated for the health risks to which they have been
subjected? Should medical conditions of res- piratory disease
be factored in? Should California or China receive special
con- sideration because of the smog potential? What did
PricewaterhouseCoopers know about the situation?

The most difficult ques- tion is: What is an adequate
penalty for officers, direc- tors, and employees, as well as
the company itself, to assure remediation and no repetition
of unethical behavior that has adversely affected millions in
many countries? SF
L
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His e-mail address is curtisverschoor@ shcglobal.net.
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THE VOLKSWAGEN PROBLEM

The nature of the VW scandal and the breadth of its impact raise
a number of difficult questions for those seeking reme- diation,
justice, and assurance that something similar won't happen again.
BY CURTIS C. VERSCHOOR, CMA, CPA

OLLOWING THE GENERAL MOTORS
(GM) fraud scandal, the revelations that
Volkswagen (VW) had in- stalled software
on certain cars to cheat emissions testing
was yet another example showing the
failures of a cor- porate ethical culture to
man-

age risks properly and limit damage
to the company. While the scandals share
some simi- larities, there is a significant
difference between the two: Owners of
GM cars involved in the re- call for ignition switch problems eagerly
awaited the opportunity to have a safety violation re- paired. VW car
owners, however, may not care about a “fix” that will reduce fuel
efficiency to minimize polution.

The VW scandal is an
almost  unbelievable  story.
With 12 different  brands,
Volkswagen AG Group is the
largest auto manufac- turer
in Europe and Ger- many’s
largest company with 2014
revenue of €202.4 billion. The
Group Management Report
por- tion of the company’s 2014
Annual Report touts its superior
governance by noting that
“transparent and responsible
corporate  governance takes
the high- est priority in our
daily work.” The report claims,
“Our pursuit of innovation and
perfection and our responsible
approach will help to make us
the world>s leading automaker
by 2018—both economically
and ecologically  (emphasis
added).”  The  Sustainable
Value Enhancement Sec- tion
states, “We run our business
responsibly and with a long-
term perspec- tive along the
entire value chain. Everyone
should benefit from this—our
cus- tomers, our employees, the
environment and society.”

In 2013, VW said, “We
consider  responsible  and
transparent  corporate  gov-
ernance to be a key prereg-
uisite for sustainably increasing
the  Company’s value. It
helps strengthen the trust of
our customers and investors
in our work and meet the
steadily increasing demand for
information from national and
international  stake- holders.”
Sadly, these assertions seem to
be totally false.

Europe’s car makers have
worked hard to change the
image of diesel autos from their
stinky, smoky, and sluggish past.
Successful political efforts in
Europe have resulted in lower
emission standards



The project goals were to reduce processing costs, create a more
robust document storage and retention system, and standardize
global accounts payable processing. When the project launched
in 2009, the company’s U.S. and

Canadian operations were processing 1.5 million in- voices
annually with a spend of $3 billion but were only 40%
automated. By project completion, they were almost completely
automated. Benefits included lower processing costs, fewer
duplicate payments and lost invoices, fewer late payments,
adoption of stan- dardized global processes, and improved
regulatory compliance for tax and Sarbanes-Oxley Act require-
ments through automated controls.

THE FUTURE OF ACCOUNTING AUTOMATION
Accounting automation forecasts range from continu- ing
refinement of the tools and techniques to in- creased efficiency
of financial management to full replacement of the accounting
and finance functions by artificial intelligence (Al) machines.
Additional trends include Big Data and analytics and smart ma-
chines. Big Data and analytics can scan large volumes of data
and perform analytics with sophisticated algo- rithms to facilitate
decision making in the accounting and finance function. The
sheer volume of the data prohibits traditional spreadsheet
analysis.

while Al agents can perform analytical and judgmental tasks
currently performed by humans.

Proponents of the Al future suggest that finance and accounting
professionals primarily apply specific rules to a particular
transaction or event and that a smart machine can codify and
“learn” these rules. This machine would take the same inputs as
today’s fi- nance professional and derive the appropriate answer
automatically, reviewing feedback to refine its logic and project
how to handle unforeseen circumstances. This position was
highlighted in an SF Technotes blog on November 24, 2015. (See
http://bit.ly/10MM8dZ.)

Also, the joint research study by IMA® (Institute of Management
Accountants) and ACCA (Association of Chartered Certified
Accountants), Tomorrow’s Finance En- terprise, looked at
the key influences shaping the future role of the CFO and the
finance enterprise of tomorrow (http://bit.ly/10tUOAy). One
influence studied was au- tomation and robots and how they
will support busi- ness and help improve the core finance
processes. But it isn’t a done deal, and Section 4 of the study,
“New Technology Frontiers,” concludes with the caveat that
“There are more opportunities for automation in many finance
teams, yet the application of robotics software to core finance
function activities needs to be better understood. At some level
of maturity, further automa- tion may not bring enough marginal
return. Does in- vestment become a question of agility rather
than efficiency?” Management accountants can play a key role in
identifying automation’s acceptable return on investment (ROI)
for their organizations.

MANAGEMENT ACCOUNTANTS, TAKE ACTION
The accounting automation floodgate is open. Should
management accountants be optimistic about a brighter
professional future or be concerned about shrinking career
options? Don't sit back—take action, and prepare yourself for
the future:

® Students, take courses that include IT and process
improvement. Then you'll be prepared to help your future
employers leverage technology to make the finance and
accounting function more efficient and effective. Professionals,
do the same.

® Look for opportunities to use automation tools to improve
the efficiency and effectiveness of your organization. Stay current
on new tools and technolo- gies, and make a business case for
the ones that make sense.

® Don't get complacent. Evaluate your current job functions
and your ability to adapt and grow with the technology changes
thatare inevitable. If you are cur- rently in a transaction processing
job or maybe are the ruler of all things Excel, you may be at
risk from automation. Take technology classes, and volunteer for
technology projects at your company that expose you to new
ways of thinking about your job. Attend IMA TechTalk webinars
to learn about emerging trends. Take a big-picture look at ways
to make your organization more competitive and efficient, and
don't be afraid to reinvent yourself into a new job. If you don't,
you may get left behind.

Smart ma-

chines can be taught a set of decision rules and learn

how to handle variations and new conditions

THE HUMAN FACTOR

Although robots may someday rule the world, it will be
challenging to automate everything humans do. Management
accountants bring an understanding of the context, culture, and
history of their businesses. This is essential to the development,
monitoring, and refinement of strategy and the application of
appropri- ate accounting principles and standards. Accounting
isn’t always black and white and is subject to judg- ment. Can
automated accounting processes make the right call? SF
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University in Colorado Springs, Colo. She is a member of IMAs
Global Board of Directors, the TS&P Committee, and IMA’s Pike’s
Peak Chapter. You can reach Kris at kmbrands@yahoo.com.

Pem Smith, CMA, CFM, ASQ, CSSGB, is a retired finance and
operations director with experience in service companies,
manu- facturing organizations and IT program management. He
is a former member of IMA's Global Board of Directors and the
TS&P Commit- tee and is a member of IMA's San Diego Chapter.
You can reach Pem at pem.smith64@gmail.com.
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Technology

TECH PRACTICES

READY OR NOT, HERE COMES
ACGOUNTING AUTOMATION

BY KRISTINE BRANDS, CMA, AND
PEM SMITH, CMA, CFM

Management accountants should prepare
themselves to master the latest technology
innovations to provide extra value and help
their companies succeed.

uring the last 50 vyears, technology and
automation have fueled innova- tion, efficiency
improvements, and cost reductions in the
accounting and finance profession. Machines
have become more intelligent as comput- ers
drive smarter and simplified processes. From
13-column green ledger paper to VisiCalc, Lotus
13-2-, and Excel to workflow management
systems, automation, and enterprise resource
planning (ERP) systems, the role of management
accountants has shifted dramatically from transaction
processing to business analytics, strategic sup- port, and
cross-functional business process in- tegration. What
do we mean by accounting automation, and how can
management ac- countants use technology to leverage it?

ACCOUNTING AUTOMATION

The basis of accounting automation is workflow
automation, a set of rules-based processes that help an
organization achieve its goals.

Companies can use workflow automation software to
automate the processing of accounting transactions such
as travel claims, labor reporting and payroll processing,
and accounts payable. The tools can speed up transaction
processing, enforce internal controls, and identify
processing bottlenecks. Process automation allows for the
analysis of the steps and document flows involved to plan
the automated process. Who needs to take action, and what

information do they need to have at hand?
Some benefits of accounting automation are:

® Productivity improvements and cost re-nology
innovations
ductions by automating repetitive tasks and reducing
human error.

® Faster process cycle time, allowing more timely
information with less effort.

® Improvements in internal control through
consistent and verifiable application of business
rules and processes.
Let's take a look at an example of an ac- counts
payable automation project.

ROCKWELL AUTOMATION’S ACCOUNTS
PAYABLE AUTOMATION PROJECT

Rockwell Automation, based in Milwaukee, Wis., is
a provider of industrial automation and information
products. With annual rev- enues of more than $6
billion in FY 2015 and business operations in 80
countries, Rockwell transformed its global accounts
payable func- tion with an Accounts Payable Imaging
and Workflow Solutions (APIWS) system. Accord-
ing to Paul Smith, manager, global treasury at
Rockwell Automation, the company’s objec- tive was
to improve productivity and effi- ciency by migrating
its accounts payable function from a legacy, manual,
paper-based system to an automated system.



Dr. Ahmad Almeghames
Secretary General

International standards:
pre-application preparations

During this year, SOCPA is working hard to finalize its
preparations for transition to the international accounting
and auditing standards, which will commence by the end of
this year. We may point out some of the most significant of
these preparations, namely:

- Training and qualification, which is the first step of
preparation towards transition to international standards,
consequently SOCPA focused significant effort on this as-
pect. Since the mid of 2014, SOCPA conducted more than
one hundred of high-quality training courses covering the
international standards, attended by more than 2,700 train-
ees, and still SOCPA continues to offer more of these cours-
es. It is worthy to mention that SOCPA is fully prepared to
assist all entities working within the various economic sec-
tors for transition to the international accounting and audit-
ing standards by offering special courses for its employees.
In order to obtain expertise needed to deal with the inter-
national standards before and during the transition to inter-
national standards, these entities should possess necessary
expertise, and this will be possessed only through extensive
training for existing staff or attracting highly qualified staff
to carry out thisrole.

- Delivered others> professional practices and experi-
ences in transition to international standards, by holding
seminars in cooperation with some of the companies that
has already initiated the transition project, such as SABIC

and Saudi Electricity Company in order to clarify and trans-
fer the main requirements of international standards, share
opinions and suggestions with others, and to provide an op-
portunity to attendees to raise their inquiries with respect to
potential problems that may be encountered during applica-
tion of international standards.

- Issued manuals to help in the process of transition,
translated a number of renowned accounting and auditing
books in order to possess the of best learning courses at the
international level, and issued several publications on the
most prominent features of the international accounting
and auditing standards and on the impact of the transition
to international standards on the financial statements of
Saudi public companies.

Onthe occasion of the issuance of Royal Decree appoint-
ing HE Dr. Majid bin Abdullah Al Qasabi as Minister of Com-
merce and Investment, I am pleased to welcome His Excel-
lency, wishing him every success and look forward to receive
his instructions as chairman of SOCPA Board of Directors.

Tam also pleased to thank HE Dr. Tawfiq Al Rabiah, Min-
ister of Health, former Chairman of SOCPA Board of Direc-
tors for his constructive efforts and contributions during the
period of his chairmanship of SOCPA Board, which resulted
in the significant improvement attended by the profession
of accounting and auditing, for which we are all pride. T wish
him every success.










