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D9. When accounting for a
transfer of assets or exchange
of shares between entities
under common control, the
entity that receives the net
assets or the equity interests
should initially recognize
the assets and liabilities
transferred at their carrying
amounts in the accounts of
the transferring entity at the
date of transfer.
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.24 Formation of a limited
liability company by
conversion from another
type of entity (such as a
partnership or corporation)
generally does not result in a
different reporting entity.
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It is very common,
particularly as part of an
IPO process, to create a new
entity to acquire the ‘old’
business or businesses.
the combination of the new
entity and the existing entity
would often be accounted
for as a reorganisation,
which  means that the
acquiring entity’s net assets
are recorded at book value in
the new entity’s consolidated
financial statements.
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D8. Paragraph 2(c) states that
this Statement does not apply
to combinations between
entities or businesses under
common  control.  The
following are examples of
those types of transactions:
a. An entity charters a
newly formed entity and
then transfers some or all of
its net assets to that newly
chartered entity...
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17. In the absence of a
standard that requires or
permits remeasurement,
a reorganization or
restructuring in which there
is no change in ownership
or control usually fails to
provide justification for
a change in the basis of
measurement of assets and
liabilities.
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.05 An LLC formed by
combining entities under
common control or by
conversion from another
type of entity initially should
state its assets and liabilities
at amounts at which they
were stated in the financial
statements of the predecessor
entity or entities as indicated
in paragraphs D-11-D-12 of
FASB Statement No. 141,
Business Combinations.
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Business Contact Manager helps you manage business relationships, track
customer information, and market your praducts and services in a single
application. Streamline the way to do business by storing all your customer and
marketing information in Business Contact Manager, so you can spend less

MicrosoftOffice

wia.0utlook 2003
with Business Contact Manager

time in front of the computer and more time with your customers.

‘Would you like to associate Business Contact Manager
with this profile ?
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preliminary cost planning, but, because prices change, you should
consult with providers to get current information for a business
case. You can build and validate assumptions and projections for
these line items with the assistance of an implementation team
whose members bring expertise related to each line item.

As a best practice, validate the benefits in your business case in
a small-scale, nonproduction, pilot phase before you budget a
major capital expenditure.

RFID Tags

If your volume is high, common types of tags will cost about
$0.07 each, and some providers hope to offer tags at $0.05 each
through ongoing technology improvements. At lower volumes,
expect that cost to bein the range of $0.15 per tag.

RFID Readersand Related Systems

Depending on the volume of reads, required read accuracy,
and other factors, expect reader systems to cost from $1,000 to
several thousands of dollars for each location where they will be
used (e.g., each facility door).

Computersand Networ ks, Deployment, Ongoing

Operations, and Maintenance The cost for these items varies
greatly from tens of thousands to millions of dollars. The
application, size of the installation, type of system, and other
factors affect the budget for these items. Budgeting for upgrades
to existing systems and the involvement of an outside systems
integrator may be appropriate.

Companies with existing deployments are expanding them, and
other companies are deploying or planning deployment. In al
cases, careful analysis is required. To get the most return from
RFID and EPC, these top five probing questions can help evaluate
deployment plans. Use these questions and others to firm up an
initial costs and benefits budget and to validate the budget when
planning amajor capital expenditure:

< What is the basis for the projection of labor cost reductions
from shipping, to receiving, to warehousing?

< What are the risks that projections for avoidance of inventory
shrinkage won®be realized?

< What assurances are there that those who counterfeit your
products won’t find a way to circumvent the EPC identifier and
continue counterfeiting even after you deploy?

% How will RFID and EPC enable the projected reduction in

Table 1: Summary of Business Questions and Benefits
BUSINESS QUESTION ADDRESSED
Where is the product, and where has it been?

Where is a capital asset, and where has it been?

Is this item authentic?

Do I have a complete collection of items for this job?

Is removal of this item authorized?

stockouts?

< Will inventory information be provided to the marketing and
manufacturing functions in a way that they can use it, and will
they be ready to use it to improve performance?

A New Erain Inventory Management

Labor-intensive, periodic inventories and uncertain inventory
levels have long been a part of the standard business model.
They have resulted in a drag on business from increased cost
of inventory management, maintenance of buffer inventories,
stockouts, and poor customer service. Today, RFID and EPC
enable a new era of inventory management that provides
measurable business benefits through the use of perpetual and
specific-item inventories.

RFID and EPC technologies are putting focus on the new benefits
of previously impossibleimprovementsininventory management.
The benefits are demonstrated in the traditional role of inventory
management in the warehouse, in the stockroom, and on store
shelves. Beyond those traditional roles, you can see the benefits
of the new era of inventory management in ongoing operations
in areas such as managing the inventory of equipment in a given
truck and the location of capital assets acrossamedical facility.
In the past, much has been expended to count inventories and
compensate for imprecise counts, but a new era of inventory
management hasbegun. RFID and EPC depl oymentsarebecoming
increasingly common. As the related infrastructure develops,
inventory management will advance to previously unimagined
levels of precision and timeliness in supply, distribution, and
ongoing operations. That precision will bring a wide range of
benefits spanning logistics, quality, brand protection, customer
service, and safeguarding of assets. In the new era of inventory
management, we@ soon look back on the mainstream inventory
systems of today and wonder how businesses could have operated
with them. SF

Malcolm David Bliss is a technology strategy consultant at
Crown Partners, LLC, working in Cambridge, Mass. You can
reach him at Malcolm.Bliss@crownpartners.com.

Ariel Markelevich, CMA, Ph.D., is an associate professor
of accounting at Suffolk University in Boston, Mass., and is
a member of IMA® Boston Chapter. You can reach him at
amarkel evich@suffol k.edu.

AREAS OF BUSINESS BENEFIT
* Order fulfillment and statusing

e Lean inventory management

* Quality and compliance

* Asset utilization

* Quality and compliance

* Counterfeit detection

* Brand image protection

* Quality and compliance

» Work efficiency and productivity
* Loss and theft prevention

* Loss and theft prevention

* Quality and compliance
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and is ready for the next use. Using RFID and EPC, Trident has
conserved an average of 15 minutes of nursing time per shift and
improved utilization of the equipment. As a result, Trident has
increased the quality and quantity of care that it provides with its
existing staff and equipment. In addition, the technology allows
collection of information that improves planning to ensure that
the hospital has the right capacity available in subsequent years
and avoids unnecessary capital expenditures.

IsThisItem Authentic?

High-value products that consumers can’t confirm as genuine
are subject to counterfeit. As the complexity of the distribution
chain increases, so doestherisk of counterfeits. When consumers
or distributors buy the counterfeit items instead of the genuine
products, counterfeit product in the distribution chain can be
extremely costly to manufacturers. To avoid these losses, being
able to distinguish between authentic products and counterfeits
iskey.

You can prevent counterfeiting by assigning a unique EPC,
represented with an RFID tag, to each shipped item. Each party in
the distribution chain can confirm the item is authentic by reading
the RFID tag and checking to make sure that the EPC in the tag
is also in a database of authentic products that the manufacturer
maintains. If you have no EPC on the product, or the EPC isn®in
the manufacturer @ database, then the item is a counterfeit.

As an example of using RFID and EPC for product authenticity,
consider that you design fashions or manufacture pharmaceutical
products. These products are often expensive enough to tempt
counterfeiters, and the distribution chains are complex enough
that counterfeiters can sneak their products into your supply
chain. Consumers may have little or no ability to determine
whether aproduct is counterfeit until long after the purchase.
Take Pfizer, for example. The company sells millions of
pharmaceutical units in the United States each year and is
using RFID and EPC to thwart counterfeit of expensive, high-
demand products. Upon receiving bottles of selected products,
wholesalers and pharmacies can verify their authenticity by
running a query over a secure Internet connection. The query
checks whether the EPC on the bottle matches an EPC in Pfizer’s
database of authentic EPCs. If the EPC doesn® match the onein
Pfizer’s records, a counterfeit has been detected, so an alert is
sent to appropriate parties in the distribution chain and to Pfizer’s
Medical Information Services group to coordinate an appropriate
response.

Do | Have a Complete Collection of Itemsfor ThisJob?
Many businesses depend on having the correct inventory of
items for a given job or project. The required assortment may
vary depending on the job to be undertaken. When an RFID tag
with an associated EPC is affixed to each item in the collection
of items, a check can be automated to make sure the inventory is
complete and appropriate for the job at hand.

Surgery, manufacturing assembly, equipment repair, construction,
and computer system instalation are a few jobs that require
specific equipment and supplies. If you maintain an outside
plant and equipment, work crews must attend to a wide range
of maintenance and repair jobs, and different jobs require
different equipment. For each type of job, a work crew should
bring the appropriate equipment inventory to the worksite. If you
leave behind a required item, it will cost you time to make an
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additional trip to get the forgotten item. On the other hand, if you
bring unnecessary items, you might deprive other crews who do
actually need them.

Ford, in conjunction with DeWalt Tools, provides a Tool Link
option with selected models of pickup trucks. Tool Link confirms
that work crews have the correct equipment for the assigned job
before they leave a maintenance facility to go to the jobsite. The
crews use Tool Link to check equipment in the truck again at the
end of the job to confirm that all of it is loaded into the truck.
In addition to saving work crews the time to retrieve forgotten
equipment items and ensuring equipment items are available for
crews who need them, Tool Link helps avoid loss to theft that
occurs when equipment is left behind at a worksite.

IsRemoval of Thisltem Authorized?

Unauthorized removal of items occurs when someone
inadvertently forgets to complete a sales transaction or other
required procedure before taking the item off the premises.
Unauthorized removal of items also occurs when someone steals.
In both cases, assets are lost without any compensation, and if
losses are material, the balance sheet will need to reflect the
adjustments.

RFID and EPC can work together to safeguard assets against
loss by using RFID readers to monitor facility exits. As an item
approaches the exit, an RFID reader detects the EPC associated
with an item. Comparing the EPC to a database of items
determines whether the item is authorized for removal. The effect
of using RFID and EPC in this way is similar to the effect of
using Electronic Article Surveillance (EAS), which is common
in retail environments today, but losses foiled using RFID and
EPC result in a specific record of the time and items involved.
EAS sounds an alarm when a loss is foiled but doesn@® create a
record of the items involved. In addition, employing RFID and
EPC avoids using labor to remove EAS devices from products at
the point of sale.

Utilizing technology such as RFID and EPC to prevent theft
returns the greatest benefits when safeguarding highvalue items
that are most prone to loss. Antiques, musical instruments, and
jewelry are good examples of items that are safeguarded by
RFID-based security offerings from SNAGG and TAGSYS. To
safeguard against theft, retail organizations, such as METRO, a
European retailer, are using RFID and EPC in conjunction with
a specific item inventory database. Starting with its locations in
Belgium, the Netherlands, and Luxemburg, METRO is protecting
products throughout the supply chain by attaching RFID tags
to individual products and installing readers in facilities from
manufacturing to the point of sale.

Financial Considerations

If you®e considering or planning an investment in RFID and
EPC, you need to understand your company’s own specific costs
and benefits. The examples reflect a wide range of purposes and
related designs for RFID and EPC deployment. You can use a
common set of line items as a start, but there’s no one-size-fits-all
business case. At thehigh end, large compani esjustify investments
for production deployments in the millions of dollars. At the low
end, justifications for thousands of dollars may be sufficient.

To arrive at a business case for a specific need, start with
benefit line items in Table 1 and the major cost line items we’ll
discuss. They provide data points and guidance for you to use in



identification throughout an entire supply chain. Like Universal
Product Codes (UPCs), EPCs identify a manufacturer and a
product type. Unlike UPCs, EPCs contain an additional number
that’s unique to each item. The itemspecific identification numbers
in EPCs are revolutionary because they present the possibility for
every singleitemin every production facility, in every warehouse,
on every shelf, and in every home to be identified uniquely.
Current-generation EPCs consist of 96 bits of information, which
means that there are many trillions of trillions of EPCs. That®
enough EPCs to identify every individual piece of inventory in
the world for the foreseeable future and beyond. Individual EPCs
are allocated to organizations by GS1 (www.gsl.org), whichisa
not-forprofit standards association with a presence in more than
100 countries. It provides EPCs to organizations similar to the
way you receive awebsite address if you want to host awebsite.
Once GS1 gives organizations EPCs, they associatethemto RFID
tags that are then affixed to products or assets. Alternatively,
organizations may buy RFID tags with EPCs aready coded into
them.

The Business Impact of RFID and EPC

Used together, RFID and EPC enable benefits for asset and
product inventory management up and down entire supply and
distribution chains by answering the following questions.

WherelstheProduct, and WhereHas It Been?

The EPC allows the identification of one or more items in a
product inventory. Specifying one or more EPCs is a precise
way to indicate which items, cases, or palets in the product
inventory you are looking for. Typically, RFID readers stationed
at checkpoints report the location of those tagged items and track
the location of each itemin away similar to the way FedEx tracks
apackage. The most recent report from RFID reader checkpoints
indicates where an item or items are now, and prior reports from
RFID reader checkpoints indicate where the items have been.
Consider the food supply chain for using RFID and EPC product
inventory management. Closely monitoring your food supply
chain is important for managing safety and for complying with
standards and regulations. If you discover quality issues in one
part of the food supply chain, you want to immediately identify
other inventories that may be similarly affected and remove al
subquality inventory from the supply chain. Effect on brand
image, the cost associated with recalls, cost of achieving quality
and safety, and liabilities associated with quality and safety lapses
are huge business impacts of RFID and EPC in the food supply
chain.

AlmacafZ, the coffee-warehousing subsidiary of the National
Federation of Coffee Growers of Colombia, ensures coffee
quality by controlling supply, which is an important part of
AlmacafZ8 mission. The company® inventory quality system
starts when growers attach an RFID tag with an associated
EPC to each 100-kilogram bag of coffee beans. RFID and EPC
track the product through warehousing, processing, and export.
Throughout the logistical chain, the coffee® movement history
can be traced all the way back to the grower. At any point in
time, there® a current, up-to-date record of how much coffee is
in a given facility and the origin of that coffee. This inventory
monitoring and control prevents someone from introducing
lower-quality coffeeinto the supply chain and protects the quality
integrity of premium coffee. In addition, RFID and EPC provide
precise information about the age of inventory, so coffee beans
can be used within a period of time appropriate for a range of
end products.

Wherelsa Capital Asset, and WhereHas It Been?

To find out where a capital asset is, it’s important to know specific
assets you need to locate. As with tracking product inventory,
it’s the EPC that identifies a specific asset, and RFID sensors
throughout afacility reveal where an asset is at any point in time.
Consider hedlthcare facilities as an example of using RFID
and EPC for capital asset inventory management. You invest
significant amounts of money in medical equipment that moves
throughout afacility, and you need to locateit quickly. By keeping
track of the equipment(3location, you also prevent loss and theft.
In addition, it@ important to track each asset individually to
be aware of assets with advanced features, history of use, and
maintenance history.

The South Carolina hospital network, Trident Health System,
a member of HCA Healthcare, uses RFID and EPCs to track
medical equipment in its facilities to make sure it has the
equipment available to deliver service at peak times. Trident®
thousands of pieces of medical equipment have a value in the
millions of dollars. Affixing an RFID tag to each piece of this
equipment and installing readers throughout facilities has
improved efficiency in locating equipment that has been serviced
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T companies are developing new
O a capabilities to manage product
and capital asset inventories
using Radio Frequency Identification (RFID) and Electronic
Product Code (EPC) technologies. RFID removes the need for
labor-intensive inventory counts, and EPC provides a unique
identification number corresponding to the specific item. Together
these complementary, but distinct, technologies are changing the
way businesses manage product and capital asset inventories.
RFID and EPC deliver previously unthinkable business
results. In food, pharmaceutical, and other quality-sensitive
products, improved inventory management is necessary to
meet increasingly demanding quality regulations and market
requirements. Dominant trading partners are setting mandates for
inventory management that affect parties up and down the entire
supply and distribution chains. If you take advantage of improved
inventory management, you threaten to displace those that don®.
Together, RFID and EPC are ideally suited as a single solution,
but each contributes its own costs and benefits. Understanding the
distinctions and complementary aspects of RFID and EPC will
help in adopting these technologies and achieving the greatest
return.

RFID: Beyond Barcodes
The two main elementsin RFID technology are tags and readers.
Like labels, RFID tags affix to products or capital assets, but
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they contain small antennas, radio capabilities, and the ability to
store a limited amount of information. RFID readers, which are
sophisticated electronic devices, retrieve information contained
in the tags. RFID performs a role similar to barcodes but with
important differences. Relative to barcodes, RFID yields an
estimated $0.07 labor savings per item scanned and improves
the read accuracy rate by 20%. The business impact of RFID
compared to barcodes is the result of these differences:

4 No manual handling is required to read an RFID tag;

4 Hundreds of RFID tags can beread at the sametime by asingle
RFID reader; and

< RFID tags use radio technology that allows items inside most
packages to be read without someone opening the package.
Battery-powered RFID tags are known as active tags. Active tags
can be read at relatively long distances (for example, 100 feet),
and, among other specia functions, companies may use them to
report the temperature of an item. Passive RFID tags are the type
companies use most often for inventory management. Passive
means a tag has no battery and, with high-volume price-per-tag
having fallen to $0.07, passive tags are rel atively inexpensive. An
RFID reader scans the passive RFID tags via a concept distantly
related to an echo.Most RFID tags being used for inventory
management today are capable of storing an EPC.

EPC: Specific Item Identification
EPCs represent a controlled numbering system for specific item



Processes

Revenue generation depends on having sufficient processes in place
to make the other elementsN physical capacity, personnel, and
purchasesN operational. Adequate information systems are one of the
important processes for many businesses. For example, airlines and
hotels depend on sophisticated reservation systemsto operate.
Revenue-generating processes aso impact capacity. The physica
capacity of Sara@® Table is determined by the size of its kitchen and
dining area. Its personnel capacity is determined by the number and
capabilitiesof itsfood preparation and serviceworkers. Therestaurant@
purchases dimension is asteady and reliable source of food and service
products. But we cannot measure the revenue generation capacity of
Sara(3 Table without knowing something about its processes: Is it a
fast-food outlet, a buffet operation, casual dining, or fine dining? A
fast-food restaurant, with its shorter preparation, service, and seating
times, would have a greater customer capacity than a fine-dining
restaurant, but that does not necessarily mean that it would generate
greater revenue or higher profits.

CAPACITY: AMULTIDIMENSIONAL CONCEPT

The illustration of Sara@ Table demonstrates that capacity is
multidimensional. Physical capacity is the most constraining, as it
is not easily changed in the short term. Understanding how physical
capacity is usedN how much of it isidle or nonproductiveN is central
to revenue management. A profitable way to enhance revenues without
additional capital investment involves finding ways to convert some
idle or nonproductive time or space to productive use.

Processes are probably the next most constraining feature of capacity;
like physical capacity, they are not changed easily. Businesses
establishN and customers come to expectN a certain pattern and style
of operations.

Personnel and purchases are usually the most flexible dimensions of
capacity, yet they also have considerable impact on revenue generation
and profitability. Inadequate staffing or an insufficient supply of
materias, for example, may turn customers away as they become
dissatisfied with the quantity or quality of the goods or services
provided. A few years ago, Circuit City, a large chain of consumer
electronics stores, laid off al of its highest-paid sales personnel in
a misguided attempt to reduce costs and increase profitability. The
results were disastrous. The remaining salespeople were young and
inexperienced and were unable to offer the technical information and
advice customers needed. Customers were dissatisfied and took their
business elsewhere. The chain soon filed for bankruptcy.

SOME KEY TAKEAWAY'S
In QMaking Money from Available Capacity: A Proposed Model for

1-Table 1: Sara@ Table, Analysis of Physical Capacity
Productive time (24 open hours x 70% utilization)

Nonproductive time, stand-by capacity  estaurant is open and

staffed but has unfilled space (24 hours x 30%)
Nonproductive time, preparation and cleanup 8 estaurant is

staffed but is not serving customers (3 hours/day x 6 days) .

Idle time, restaurant is not in use .
Total ime t

Table 2: Sara@ Table, Analysis of Personnel Capacity
Productive time (4 open hours x 20 people x 70% utilization)

Nonproductive time, stand-by capacity ® estaurant is open and

staffed but has unfilled space (4 hours x 20 x 30%)
Nonproductive time, preparation and cleanup ® estaurant is
staffed but is not serving customers (3 hours x 20)
Idle time, restaurant is not in use and is not staffed
Total time

Fostering Innovation,0James T. Low, Savya Rafai, and Audrey Taylor
stated that Qhe danger isthat current available capacity isviewed asan
anchor rather than an opportunity.G5

Capacity analysis can help create those opportunities and is central
to revenue management. By applying the CAM-I model to physical
capacity, we determine how much of the time our capacity is idle or
nonproductive and, from there, whether some of it can be converted to
productive and profitable revenue-generating use.

As a management accountant or financial professional, consider how
your company@ business modelN its processes for delivering goods
and servicesN impacts capacity. Personnel and supply should be
reasonably aigned with capacity utilization: not too much, not too
little. It standsto reason that if someidle or nonproductive capacity can
be made productive, adequate personnel and supplies must be available
aswell.

In many business environments, capacity considerations can be very
complex. Still, you cannot manage revenues effectively without agood
understanding of how much capacity your organization has and how it
iscurrently being used.

Ronald J. Huefner, Ph.D., CMA, CPA, is SUNY Distinguished
Teaching Professor Emeritus in the Department of Accounting and
Law at the State University of New York at Buffalo. He is aso a
member of IMA® Buffalo Chapter. You can contact Ron at (716) 645-
3276 or rhuefner@buffalo.edu.
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example, bars may have opening and closing times set by law.
Contractual provisions may allow astorein a shopping mall to operate
only during hours when the mall is open. Physical limitations, too,
may prevent use; a golf course cannot function a night or during
snowy, north ern winters. Sometimes, idle capacity is determined by
management, which sets business hours. Thus, some off-limits idle
capacity is mandatory while others are discretionary.

Capacity may beidle becauseit is considered nonmarketable, meaning
there is insufficient demand to justify its use. For example, a grocery
store may have too little demand during overnight hours to justify
being open 24 hours a day.

Capacity also may be idle even when it is potentially marketable but
management does not exploit the opportunity: a dinner-only restaurant
that could be open for breskfast and lunch, for example. Marketable
idle capacity suggests that unexploitedN though not necessarily
profitable—revenue opportunities exist.

Nonproductive Capacity

Capacity is nonproductive when the physical facilities are in use
but are not producing salable goods and services, such as when a
manufacturing operation is down for repair/maintenance or setup
work. Producing defective goods or waste is aso using capacity in a
nonproductiveway. A mgjor nonproductive use of capacity occurswhen
the business is open and staffedN the physical capacity isin useN but
it isnot generating as much revenue asit could because customers are
in short supply. Thisis called stand-by capacity. The physical facilities
were designed to handle a given number of customers, but at times
there are not enough customers.

Nonproductive time does not imply that the use of capacity is
unnecessary; it simply means that the capacity is not generating
revenues. An airline requires time for maintenance, loading and
unloading passengers, waiting for a connecting flight to arrive, and
waiting for planes to take off, but these activities do not generate
revenue. The more time spent in these nonproductive activities, theless
time is spent transporting passengers.

While nonproductive time often can be managed, it usualy cannot be
eliminated.

Productive Capacity

Capacity is productive when it generates revenue by producing salable
goods and services. Although this is certainly desirable, it is insufficient
by itself. For instance, producing excess goods for inventory may
not necessarily be a profitable use of capacity. The goal of revenue
management is to increase capacity utilization and be profitable.
Hereisan exampleof applying the CAM-| capacity model to abusiness:
Sara(@ Table restaurant is open for dinner only, six days aweek. Service
hours are from 5 p.m. to 9 p.m., but the restaurant is staffed from 4
p.m. to 11 p.m. to allow for setup, food preparation, dining service, and
cleanup. The physical capacity of the restaurant is available 168 hours
per week (24 hours times seven days). At most, productive use of the
physical capacity is 24 hours per week (four hours times six days),
depending on how full the restaurant is. Nonproductive timeis at least
18 hours per week (the three hours daily of preparation and cleanup)
plus any time that customers are not present during open hours. The
restaurant isidle 126 hours per week.

Suppose that Sara@ Table could serve 150 dinners each evening during
itsregular dining times. In atypical week, however, an average of 105
dinners are served daily, or 70% of the maximum. The weekly capacity
anaysisisshownin Table 1.

Each week, the physica facilities are productive 10% of the available
time, nonproductive 15% of the time, and idle 75% of thetime.

USING THE CAPACITY MODEL

TO ENHANCE REVENUES

By analyzing physical capacity, we focus attention on how the physical
resources are used. As pointed out, the goa is not just increased
utilization but profitable utilization.

Knowing how much of a business@ physica capacity is idle or
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nonproductiveN and whyN can point to opportunities for revenue
growth.

What can Sara@ Table do to grow its revenue? On an average night,
it is only 70% full. Pricing promotions, such as coupons or early-
bird specials, could increase the number of customers, converting the
nonproductive stand-by capacity into productive capacity. Management
might aso consider whether longer dinner hours or being open for
lunch or breakfast would add enough revenue to increase profits. If
Sara@ food-preparation (kitchen) capacity exceeds its food-service
(dining) capacity, it could offer take-out or catering services. B
Physical capacity is expensive to acquire and maintain, yet Sara@ is
using only 10% of its capacity productively.

Sara@® Table is similar to plenty of other businesses. Hotels, golf
courses, theaters, rental car companies, and freight companies have
fairly well-defined measures of their service capacity and can track
how much of it is being utilized (or not being utilized). Manufacturing
companies probably have some knowledge of their

maximum output capability, given their machines and process times,
athough variations in product mix may complicate the measurement.
Professional service firms, such as accountants and lawyers, may focus
more on the service capacity of their personnel (discussed next), rather
than their physical resources. For some business types, however, the
analysis of physical capacity ismore

challenging, such as measuring how much of a retail store is being
used effectively.

The CAM-I capacity model focuses on physical capacity; this is
what the term (zapacityOmeans to most people. Physical capacity is
typically a major investment that represents a large fixed cost to most
businesses, and it is not modified easily or quickly. But considering
how a company would increase the utilization of physical capacity
for greater revenue and profit also requires that we consider other
dimensions of capacity aswell.

To make physical capacity operationa typically requires personnel,
processes, and purchases. Hereisalook at each of thesein more detail.

Personnel

Personnel are required to convert physical capacity into revenue.
Aircraft cannot generate revenues by themselves; they require pilots,
flight attendants, and ground crew, among others. Unlike physical
assets, personnel staffing is discretionary and generally can be adjusted
up or down easily. Thereisusudly little if any idle personnel capacity
because a business is not staffed if it is not open. Nonproductive
personnel capacity may certainly exist, especially stand-by capacityN

the business is open and staffed to serve customers, for instance, but
the planned number of customers may not come.

We can use the CAM-I framework to analyze productive and
nonproductive personnel capacity. Returning to Sara@ Table, assume
there are 20 employeesl([a manager, cooks, other kitchen workers,
servers, and dishwashersN al working from 4 p.m. to 11 p.m. Table
2 shows how the total personnel capacity of 140 hours per day is
distributed.

There is no idle capacity for personnel because the restaurant is not
staffed at times other than 4 p.m. to 11 p.m. on the six open days.

For some businesses, revenue generation may depend more on
managing personnel capacity than managing physical capacity.
Professional service firms, for example, earn revenues by selling the
time of their professiona staff rather than by using their physica
resources.

Purchases

In addition to physica facilities and personnel, businesses require
materials, supplies, and external servicesto beableto generaterevenue.
Thus, a dependable supply of such itemsN in the locations, quantities,
and times neededN is another important dimension of capacity. Of
course, some companies have extensive

internal supply and distribution networks, and others depend on
external suppliers.



short term. Revenue management techniques can still be used where
this cost structure does not apply, but greater attention must be paid to
the profit margin on the increased revenues.

+ Demand patterns are uncertain or time-variable.

Demand often varies according to time and the whims of the consumer.
An airline may fill its earlymorning and evening flights with business
travelers on same-day trips, but its midday and weekend flights may
be underutilized. A resort hotel may be full on weekends but have lots
of empty rooms during the week. A restaurant may have empty tables
before 6 p.m. These situations are opportunities to attract customers
to slower times by offering discounts or other incentives. Revenue
management assumes that some customers are price conscious and can
be induced to shift their business to the underutilized timesiif the price
or incentive is attractive.

% The company is able to forecast its demand. Attracting additional
customersto underutilized service times requires the ability to forecast
demand by identifying when excess service capacity islikely to exist.
Then the company must decide which customers should receive lower-
priced offers. The goal is to attract potentially new customers, not
convert existing customers who pay full price.

Although these five conditions were common among early users of
revenue management, they are not required for revenue management
techniques to be applied. Three of these conditions are fairly common
to all businesses: fixed capacity, uncertain or varying demand,
and the ability to forecast demand. The other twoN a cost structure
heavily weighted to fixed costs and perishable “inventory” —are more
restrictive.

These conditions are not inherently necessary, but they do make the
application of revenue management easier.

Added revenue approximates added profit if variable costs are minimal,
and perishable capacity eliminates the consideration of inventory
policy. As revenue management has grown in its applicability,
companies lacking one or more of the above conditions have found
ways of using these techniques.

DIMENSIONS OF CAPACITY MANAGEMENT

Concern with the analysis, costing, and management of capacity has
been a long-standing issue in management accounting. One common
issueis what to do with the cost of capacity that is not currently used.
Should it be identified separately from product costs, or should it be
incorporated into product costs even though the excess capacity is not
needed for current production? Another

common theme involves the efficient use of capacity.

Over the past 30 years, severa capacity-related management
techniques have been developed, including material requirements
planning (MRP), Just-in-Time (JIT) production, and the Theory of
Congtraints (TOC).

Throughout the capacity literature, two themes have dominated: how
to account for the cost of unutilized capacity and how to use existing
capacity in the most efficient way. Neither theme has a connection to
revenue generation. There is, however, one technique that does relate
to revenue management. The CAM-I model analyzes how capacity is
used, including the question of how much of it is currently generating
revenues. Developed by a group of large corporate and nonprofit
entities, major CPA firms, and others, the CAM-I model is a useful
tool for considering how additional revenues might be generated by
changing strategies or policies relating to capacity utilization.4

CAPACITY ANALYSISAND

THE CAM-I MODEL

As mentioned earlier, revenue management is about generating
additional revenue by selling unused capacity profitably. Thus it
is essentia to know what one@ capacity is and how it is currently
deployed.

Capacity was easy to measure in the early applications of revenue
management: the number of seats on a flight, the number of rooms in a
hotel, the dining capacity of arestaurant, and so forth. When revenue
management is applied to more complex organizations,

however, a better model of capacity is needed. The CAM-I model
analyzes the current use of capacity, with emphasis on physical
capacity. But an organization® capacity entails more than its physical
assets. The GFour PsO of capacity include physical, personnel,
processes, and purchases:

« Physical capacity consists of buildings, equipment, vehicles,
technology, and the like. Physical capacity is potentialy available for
use at any time.

« Personnel capacity is the people power needed to operate the
organization. It is present only as management decides to provide t.

% Process capacity refersto the way businessis conducted, and it plays
arolein terms of how much business an organization can handle.

% Purchase, or supply, capacity is the organization@ ability to acquire
all the goods and services needed to operateN in the right quantities,
|ocations, and time periods.

The CAM-| capacity model focuses primarily on physical capacity,
athough it can be used for the personnel dimension as well. Capacity
measurement begins with a notion of rated capacity, which is usually
a 24365/7/ availability of physica resources. Time is the basis of
measurement. The rated capacity is then classified into three segments:
idle, nonproductive, or productive.5

I dle Capacity

Therearevariousreasonswhy physical capacity may beidle. It may be
said to be off-limits, meaning that some factor preventsits use. Laws
or regulations may specify timeswhen the business cannot operate; for
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COMPANIES OF ALL SIZES ARE LIMITED BY ANY NUMBER OF CONSTRAINTS: CAPACITY OF
THEIR PLANTS AND OTHER PHYSICAL STRUCTURES, DISTRIBUTION CHANNELS, RULES AND
REGULATIONS, SIZE AND EDUCATION OF THE WWORKFORCE, AND ACCESS TO RAW MATERIALS,
TO NAME A FEW. YET IT IS OFTEN NOT THE RESOURCES YOU HADE—BUT WHAT YOUR
ORGANIZATION DOES WITH THEM—THAT CAN MAKE THE DIFFERENCE BETIWWEEN BARELY
PROFITABLE AND BOOMING. HERE IS HOLW TO MAKE THE MOST OF YOUR OPPORTUNITIES.

Cal | it the neglected topic.

While revenue management has been popular in severa
industries since the mid 1980s, you really have to search to find any
mention of it in the accounting and finance literature. That is a bit odd
considering that revenue management utilizes differential pricing and
other techniques to influence customer demand for an organization’s
products and services. Over time, both the techniques employed and
the range of industries have expanded to the point where revenue
management is now applied in awide variety of organizations.
American Airlinesis credited with introducing the practice of revenue
management—then known as yield management—in 1985.1 The first
low-fare airlines, most notably People Express, had appeared on the
scene, posing amajor threat to the established carriers.

American did not consider matching the low fares across the board
to be an option, as the revenue loss would be too great. Instead, it
sought ways to target fare reductions to customers, times, and flights in
away that would most impact its new competitors while maintaining
its normal price structure in other circumstances.

Thus, American@ targeted price reductions tended to keep customers
flying American. The strategy proved successful, and People Express
and other new low-fare airlines did not survive for long Even after the
competitive threat disappeared, however, yield management survived
as atechnique because it was seen as away to maximize revenues and
fill what would otherwise be empty seats by offering targeted price
reductions. The technique spread to other airlines as well as other
industries with economic

characteristics similar to that of airlines, such as hotels, restaurants,
and golf courses. Over time, the term yield management changed to
revenue management.

Because revenue management is ultimately about generating
additional revenue by selling unused capacity profitably, one of the
important considerations in revenue management is an understanding
and analysis of capacity. Specifically, this article addresses how the
Computer-Aided ManufacturingNl International

(CAM-I) capacity model applies to revenue management

8 e sicmigio W

TRADITIONAL CHARACTERISTICSOF

REVENUE MANAGEMENT

Organizations that have adopted revenue management techniquestend
to share certain characteristics.

3 They include:

% Capacity is fixed. The company cannot readily change either its total
capacity or itsresponse to changes in demand. An airline has a certain
number of aircraft, each with agiven seating capacity, deployed among
various routes. Hotels have fixed numbers and types of rooms. Golf
courses can accommodate only so many players each day. Capacity
changes require some time and are usually costly. Of course, fixed
capacity by itself is not unusual; virtualy al organizations have a
more or less fixed capacity.

% Service capacity is perishable. Unsold seats on a flight, vacant
hotel rooms, empty tables at a restaurant, and rental cars remaining
on the lot al represent permanently lost revenue opportunities. This
characteristic is most common for service industries; productbased
industries can usualy inventory unsold goods for future sale, athough
some items, such as groceries and other perishables, are also short-
lived.

% The cost structure includes high fixed costs and low variable costs.
While this cost structure is not inherently necessary for revenue
management, it was common among early users. If few costs varied
with sales, most of the revenue gained from applying differential
pricing fell to the bottom line, and the increase in profits was about the
same as the increase in revenues. Assuming a high-fixed, low-variable
cost structure was more a convenience than a necessity.

Because incremental costs were minimal, revenue decisions could be
made without concern for the cost side. For an airline, the flight crew,
ground support, and aircraft operating costs will be largely unaffected
by adding another passenger. Fuel costs will increase dightly, along
with the cost of additional on-board refreshments, but little else will
change. Taking on a few more passengers at reduced prices will
generally contribute to profits—at least in the



GENUINE ASSETSAT RISK

Some of the most valuable assets of an organization aren® on the
balance sheet. Genuine Assets include the most valuable tangible
and intangible resources and capabilities of an organization and
must be protected because some of them may be at risk. Companies
routinely insure tangible assets on the balance sheet to protect
against loss. But what about protecting the Genuine Assets? What
Are GenuineAssets? GenuineAssetsarethetangibleand intangible
resources, capabilities, and traits that make an organization and its
offerings unique. As | mentioned, some Genuine Assets appear
on the balance sheet, but many don@®. As the Chuilding blocksOof
strategy, Genuine Assets form the basis for creating sustainable
competitive advantages. And only through these advantages can
you plan and execute business strategy that leads to higher returns,
higher growth, and, ultimately, increased market value. What@ the
Value of a Genuine Asset? When identifying these assets, be very
specific as to what your Genuine Asset is. Describe specifically
how it allows your company to accomplish its strategy in ways
other firms couldn’t, thereby leading to higher performance.
How difficult would it be for another firm to develop a similar
Genuine Asset, allowing it to copy the activity that led to high
performance? How long would it take? How much money would
it cost? What Genuine Assets Are at Risk? To help identify and
manage the risk to Genuine Assets, management should ask three
questions: u What are the most valuable and unique capabilitiesAs
the Qbuilding blocksOof strategy, Genuine Assets form the basis
for creating sustainable competitive advantages. and resources
of the company? u What scenarios and events could put the most
valuable Genuine Assets at risk? u What countermeasures can be
developed to protect these assets? Examples of Genuine Assets to
consider in arisk assessment would include corporate reputation,
customer information, competitor intelligence, vendor intelligence,
specialized processes and capabilities, exiting patents and
trademarks, and intellectual property that should be protected with
patents, trademarks, and other means. Customer information is an
example of a Genuine Asset that must be protected. Information
security is a big issue at most companies, yet breaches occur,

sometimes with significant potential impact. For example, the
British government recently announced that government workers
lost two computer disks containing names, addresses, dates of
birth, national insurance numbers, and banking information for
approximately 25 million residents of the U.K., aimost half its
population. Effective risk management in the area of data security
requires the right mind-set and attitude toward information
security among employees. It requires an understanding and
awareness that the information on a $20 storage device or a $1,000
laptop, if not protected, could result in potential loss of customers,
corporate reputation, and shareholder value. Some Genuine Assets
can support and be part of an effective risk management strategy
and can help protect a company against risks. For example, having
a (Plan BOin place for potential disruptions in critical parts of
the supply chain is an example of a Genuine Asset for effective
strategic risk management. Another example is employees having
a risk mind-set and risk attitude that support the organization®
strategy and risk appetite.

KEY RISK [INDICATORS AND THE BALANCED
SCORECARD

Effective strategic risk management should be a continual
process that includes metrics for continuous monitoring of risk.
An organization® key risk indicators and metrics should link to
the potential impact of risk on shareholder value. Frameworks
such as the balanced scorecard can help management develop
and use these risk metrics (see Mark Beasley, Al Chen, Karen
Nunez, and Lorraine Wright, OMorking Hand in Hand: Balanced
Scorecards and Enterprise Risk Management,OStrategic Finance,
March 2006). The balanced scorecard focuses on strategy and
accountability and fosters a continuous process for risk assessment
and risk management. Strategy maps also can provide a useful
way to understand the cause-andeffect relationshipsin critical risk
scenarios and can identify risk metrics that would be valuable in
effective risk management. Risk dashboards can also provide a
way to monitor key metrics and trends.

MAKING THE CONNECTION

Connecting strategy and enterprise risk management is critical
for every company in its quest to create and protect shareholder
vaue and corporate assets. Vigilance regarding forces of change
means continuous strategic risk assessment and risk management
that include managing both the upside and downside of risk. To
be effective, risk assessment, risk management, and ERM should
be embedded in strategic plans and budgets, execution plans, and
performance measures. Using this approach can help management
and boards protect corporate reputation, corporate integrity,
and shareholder value. n Mark L. Frigo, Ph.D., CMA, CPA, is
director of the Center for Strategy, Execution, and Valuation in the
Kellstadt Graduate School of Business and Ledger & Quill Alumni
Foundation Distinguished Professor of Strategy and Leadership in
the School of Accountancy at DePaul University in Chicago. Heis
aleading expert in strategy design and strategic risk management
and aresearch fellow in the North Carolina State University ERM
Initiative. Mark is the coauthor (with Joel Litman) of Driven:
Business Strategy, Human Actions and the Creation of Wealth.
You can reach Mark at mfrigo@depaul.edu. Strategy and ERM
are topics at this year® Annual Conference, June 14B18, 2008, in
Tampa, Fla. For information, visit www.imaconference.org.
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the opportunities? u What aretheroles of the CFO, general counsel,
chief risk officer (CRO), internal audit, and others in assessing and
managing the threats and opportunities in your plans and business
strategy? u How is enterprise risk management incorporated and
embedded in your 2008 plans and business strategy? u What
performance measures and key risk indicators are you monitoring
to continuously assess and manage strategic business risk? Risk
AssessmentsN One approach is to regularly assess strategy and
plans from three perspectives: risks, opportunities, and capabilities
(ROC). Risks are about risk of lossN the downside of risk, such as
loss of revenue or loss of assets. Opportunities are about the upside
of risk, such as opportunities for gains in revenue, profitability, and
shareholder value. Capabilities are about distinctive strengths of an
organization that can be used to manage the risks and opportunities.
Tools for Risk AssessmentN There are many tools that can be
useful in strategic risk assessment, including brainstorming,
analysis of loss data, self-assessments, facilitated workshops,
SWOT (strengths, weaknesses, Januar y 2008 | STRATEGIC
FINANCE 47 Risk can include loss of tangible assets, and it
can also mean the potential loss of one of the company® most
valuable assetsN its reputation. opportunities, threats) analysis,
risk questionnaires and surveys, scenario analysis, and other tools
described in the Statement on Management Accounting (SMA),
Enterprise Risk Management: Tools and Techniques for Effective
Implementation, published by the Institute of Management
Accountants (IMA™ ) in 2007. Competitive IntelligenceN The
area of competitive intelligence (Cl) can be a valuable part of
strategic risk management. Cl is an integral component of fact-
based strategic planning processes. It should definitely be part
of strategic risk management and ERM. OThe ethical collection
and analysis of Cl can reduce the risk associated with strategic
decision making,Osays Gary Plaster of the Capital H Group and
a founding member of the Society of Competitive Intelligence
Professionals. Around 400 B.C., Sun Tzu wrotein The Art of War,
(X eep your friends close and your enemies closer,Owhich is one
way of thinking about Cl. For example, pharmaceutical companies
are vigilant about being at trade shows and scientific meetings,
and they monitor clinical trias in the industry. OWar gamesOare

used at pharmaceutical companies like Wyeth to develop plans
to counter potential market moves by competitors. Competitive
intelligence is a Genuine Asset that can be used to manage
customer and market risks. Corporate Sustainability RiskN One
of the areas that@ often overlooked in risk management is related
to corporate sustainability and corporate socia responsibility
(CSR). Connecting strategy and CSR is a challenge for executive
teams, as Debby Bielak, Sheila Bonini, and Jeremy Oppenheim
wrote in their October 2007 article, GCEOs on Strategy and Social
Issues,” in The McKinsey Quarterly. The risks and opportunities
facing companies in the area of corporate sustainability are more
complex and have greater potential impact than ever before, and
senior executives, board members, and managers are seeking
better ways to manage these challenges and opportunities. In
his book Making Sustainability Work, Marc Epstein presents
a definition for corporate sustainability that’s useful in strategic
risk management. He focuses on nine principles of sustainability:
ethics, governance, transparency, business relationships, financial
return, community involvement/economic development, value of
products and services, employment practices, and protection of
the environment. Each of these areas can be assessed as part of
strategic risk management. For example, changesin environmental
regulations and expectation of environmental standards for
companiesin agloba business environment should be considered
in risk assessment and risk management strategies. Risk Transfer
and Retention StrategiesN One of the basic countermeasures for
managing and mitigating risk involves risk transfer and retention
strategies. After identifying critical risk scenarios, which include
the potential effect on company assets and shareholder value,
management must determine how much should be retained
or transferred. The risk management strategy should consider
whether to protect corporate assets by purchasing insurance, self-
insuring, or creating a captive. This assessment will require a deep
understanding of thetypesand limitsof insurance and consideration
of emerging legal, regulatory, and political trends; damage awards;
geographic locations; available insurance products; and options as
well as coverage law.



Risk can include loss of tangible assets, and it can aso mean the
potential loss of one of the company® most valuable assetsN its
reputationN as shown by Robert Eccles, Scott Newquist, and
Roland Schatz in CReputation and Its Risks,(Harvard Business
Review, February 2007. Ultimately, strategic risk management and
ERM need to be connected with the potential impact on sharehol der
vaue. In 2004, the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) issued its Enterprise Risk
Management— Integrated Framework with a definition of ERM
(see www.coso.org). Three key elements of the definition relate to
strategy. First, ERM isdirectly related to strategy setting. For ERM
to be effective, it must be embedded in and connected directly to
the enterprise® strategy processes. Second, ERM is designed to
identify events that could affect the company and the performance
of its strategy. Third, a fundamental goal of ERM is to provide
reasonabl e assurancethat the enterprise achievesits core objectives
or strategy. These three characteristics suggest that Gitrategic risk
managementOshould be an integral part of effective

ERM. STRATEGIC RISK MANAGEMENT AT HIGH-
PERFORMANCE COMPANIES

Effective strategic risk management should provide a way for
identifying and eval uating how awide range of possible events and
scenarios will impact a business® strategy execution, including
the impact on the assets and shareholder value of the company.
The Return Driven Strategy framework has been shown to be a
useful framework for this (see the article by Mark Beasley and
Mark Frigo, (Btrategic Risk Management: Creating and Protecting
Value,Oin the May 2007 issue of Strategic Finance). It represents
the best practices of high-performance companiesin managing the
threats and opportunities in risk. Research on high-performance
companies can provide valuable insights about risk management.
Highperformance companies are vigilant to forces of change, and
they manage risks and opportunities better than other companies.
The Return Driven Strategy framework provides a way to
evaluate the strategic risks of a company from the perspectives of
shareholder value risk, financial reporting risk, governance risk,

customer and market risk, operations risk, innovation risk, brand
risk, partnering risk, supply chain risk, employee engagement
risk, R&D risk, and communications risk. It also provides a useful
framework for understanding the cause-and-effect linkages in
critical risk scenarios and explains how those scenarios would
play out in the business strategy and impact profitability, growth,
and shareholder value. (For more about Return Driven Strategy,
see Mark L. Frigo and Joel Litman, Driven: Business Strategy,
Human Actions and the Creation of Wealth, www.returndriven.
com.) Risk can include loss of tangible assets, and it can aso
mean the potential loss of one of the company@ most valuable
assetsN its reputation overview of risk and is driven by future
growth and return on investment as reflected in the plans of the
company and the company@® perceived ahility to execute on them.
Anything that will impede growth and returns, including the risk
of unethical activities of the company, should be considered in
assessing shareholder value risk using the first tenet of Return
Driven Strategy, CEthically Maximize Wealth.OFinancial reporting
risk is driven by reporting irregularities in areas such as revenue
recognition, which can result in restatements of financial reports
and be devastating to shareholder value. Governance risk is
driven by factors such as controls and governance capabilities.
Customer and market risk is driven fundamentally by the extent
to which a company’s offerings fulfill otherwise unmet needs, and
this provides protection against competition. Operations risk can
be driven by any part of the value chain and often surfaces with
the inability to deliver offerings, which is at the heart of Return
Driven Strategy. Innovation risk isdriven by theinability to change
or create offerings that fulfill customer needs better than your
competitors do. Brand risk includes the risk of brand erosion and
damage to a company@® reputation. Partnering risk is driven by the
activities of your partners, from vendors to joint ventures to other
associations. Supply chain risk focuses on the increasing risk in
outsourcing and global supply chains. Employee engagement risk
is driven by the employment practices of the company. R&D risk
isdriven by the processes and pipeline of optionsfor new offerings
for future growth. Communicationsrisk isdriven by how well your
company communicates internally and externally.

A STRATEGIC RISK ASSESSMENT PROCESS

A simple process for strategic risk assessment involves four steps:
1. Risk Assessment of Plans. Strategic risk assessment can begin by
conducting an overall risk assessment of the 2008 plan and strategic
plan. Thisassessment includesscenario analysis. 2. Identify Critical
Risk Scenarios. The next step is to identify and describe Qritical
risk scenariosOconsidering the severity and likelihood of the events
and scenarios. 3. Identify Countermeasures. Next, management
identifies possible countermeasures for managing the critical risk
scenarios and considers the cost/benefit of the countermeasures.
4. Establish a Process for Continuous Monitoring. Management
establishes a process for continuous monitoring of the risk profile
of the company, including the use of key risk indicators (KRIS)
and best practices of performance measurement and performance
management such as the balanced scorecard. Here are some
questions to address during a strategic risk assessment: u What
events or scenarios could create significant downside risk in your
business strategy and 2008 plans? u What countermeasures have
been devel oped to addresstheserisk scenariosand events?u Hasthe
company considered the upside of risk and how it plansto realize
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When Strategy and ERM
Meet

BY MARKL.FRIGO

How risky is our strategy? What events and risk scenarios could ruin our
business? Do we have the right counter measures and risk management
strategies in place? These are just some of the questions on the minds of

executives and board members today

O of the challenges facing management teamsis how to
ne link business plans and enterprise risk management
(ERM). Recent events have shown us that strategy and risk
management must be closely linked to be effective in protecting
shareholder value. At certain financial institutions, investments in
collateralized debt obligations (CDOs) and subprime mortgages
resulted in higher returns and yields, but they carried much greater
risk, which, in some cases, wasn® managed effectively. Less
dramatic examples of ineffective risk management are seen every
day and occur in areas like information security, supply chain
disruptions, and a host of others. In this article, 1@ present three
approaches that can help connect a company@® strategy to its risk
management efforts. As executives and directorsreview 2008 plans
and strategies, they can use these ideas to improve ERM, with the
ultimate goal of protecting shareholder value and corporate assets.
The three approaches for effective strategic risk management are:
(1) a strategic risk assessment process, (2) a process to identify
and protect Genuine Assets that are at risk, and (3) strategic risk

monitoring and performance measurement. WHAT IS RISK?
Strategic risk management needs to examine how well a business
strategy will perform under different scenarios and events. It must
look closely at scenarioswherethe strategy could perform so poorly
that it could potentially result in significant losses, destruction of
shareholder value, or a damaged corporate reputation. So strategic
risk can be defined in terms of the risk scenarios that could
potentially lead to significant loss of shareholder value. But risk
scenarios should also consider the QupsideOof risk (see the book
The Upside of Risk: The 7 Strategies for Turning Big Threats into
Growth Breakthroughs by Adrian Slywotzky, Crown Business,
2007). For example, Target sidestepped the competitive threat
from Wal-Mart by focusing on a customer segment different from
Wal- Mart’s and achieved profitable growth opportunities in the
process. As another example, Samsung, confronted with serious
brand erosion and commoditization risk, turned its attention to
building on product innovation, speed to market, and astrong brand
to turn a position of weakness into a position of market strength.



Cooperation with Saudi
Universities: Towards
Boosting the Cooperation

Saudi Organization for Certified Public Ac-

I h e countants (SOCPA) has always sought to
foster closer cooperation with universities

and other academic institutions in Saudi Arabia. The universi-
ties being a source of genuine scientific thought are a natural
partner of professional bodies, as the latter constitute an im-

portant field of practical application of this scientific thought.

SOCPA recalls with gratitude the keenness of Saudi universi-
ties and faculty members to actively contribute to the develop-
ment of the accounting and auditing profession in the Kingdom.
SOCPA has been keen on opening horizons of cooperation
with universities in every aspect of the SOCPA’s activities.

SOCPA hopes to boost this cooperation in the next phase, es-
pecially in light of the adoption of the international accounting
and auditing standards that requires all of us to work together
in order to create an environment conducive for beneficial
adoption. Teaching the international standards and reflecting
them in the curriculum in our universities is one of the first and
most important steps to create this environment. Moreover the
importance of conducting research that sheds light on aspects
of the application of the international standards in the Saudi
environment will help SOCPA in its professional deliberations.

SOCPA has had the pleasure to participate in the activities
of the Saudi Conference of Accounting and Auditing, which
was held recently under the auspic-
es of the Minister of Commerce and
Industry, SOCPA’'s Chairman of the
Board of Directors and organized by
the Department of Accounting at King
Saud University in cooperation with
the Saudi Accounting Association.
This conference was an opportunity
to exchange ideas and promote in-
teraction, and build on what has been

achieved and seek to look to the fu- Dr. Ahmad
ture to achieve further advancement Almeghames
of the profession. Secretary General
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