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ACCOUNTING

THE GFOs WEIGH IN
ON REFORM

BusinessWeek’s poll uncovers some surprising responses

he Enron Corp. debacle may for-

ever change the way Corporate

America deals with aoditors, reg-

ulators, and investors. From hlue
chips like General Electric Co. and 18M
Corp. to tech upstarts like PeopleSaft
Ine,, managers hive been scerambling
to improve their disclosure and ease
investor doubts. Board members, fear-
ful of ending up under the same glaring
spotlight us Enron's complacent dirie-
torsz, are rethinking the ways they
work with auditors: And everyone from
Congress and the Secoarities & Ex-
change Commission to shareholder ac-
tivists and the nation's big accounting

| problems,”

firms are debating what changes are |

needed to restore confidence in Corpo-
rite America’s books

But will the sopgpested reforms—
which range from new disciplinary
bosrds and regular rotations for auditors
to ineressed disclosure and stiffer penal-
ties for finanenl malfensante—actunlly
work? And what do the finaneinl man-
agers, Who will have to put any changes
into place, think of them?
BusinessWeak teamed up with Finan-
eial Exeeutives Internntional, a Morris-
town (N.J1) profeszional assoeiation,
many of members ire OFOS, co-
trollers, and trepsurers. FEI Sent an - e-

whose

mudl survey to 4222 members with senior

positions in corporate finance and re-

To find out,

| and 85 controllers.

cejved 355 responses during the wesk
ended Feb. 15,

Like many Americans, a considerahle
number of respondents from the corpo-
rate fipance trenches say reforms such
as separating auditing and consulting
are overdue. Although they pan the idea
af letting stock exchanges appoint andi-
tors, they echo public ealls for more dis-
clogure of off-balance-sheet debt. By a
strong majority, réespondents say it's
time to get tough on finaneinl misere-
ants—even to the point of jalling of-
fenders. “Until we have harsher penal-
we're going to continue to have
aays FEI Chief Executive
“There has to he

ties,

Philip' B. Livingston
real prosecution.”

Tha 1-'F‘r seant represents a fair sample
of Corporate Americi. Some 200 work
for pu h‘]cl}. lmdui commpanies, and 29%
hail from outfits with over &1 billicn in
annual sales. In all, 105 of the respon-
dents work for companies in the Stan-
dard & Poor's S,

These are the people who know how
Corporate America keops its books and
how it works with its accounting firms.
The respondents include 124 crog, 20
executive vice-presidents, senior vice-
presidents, or vice-presidents for finrnee,
Manzagers for bank-
ing and finuncial-services firms make up
the largest el of respondents—ijuost un-

HARSHER PENALTIES-TO START WI'I'I-I

During the Feb.
Executives
managers

reforms.

15, Ffusm-ﬂnul-'l-'em drllj Hn.ﬂ

about [‘Jcl'_at-Enr{m auditing

ssponded, Here are highlights from the poll:

der 10%—while some 7% work in the
energy and utilities sectors. The rest
work in more than 40 other industries,

S0 what did the poll show! Nearly
half the munagers, 166, zay that Enron

| is not an isolated situntion. [t is merely

the most extreme example of probléem-
atie finzncial reporting, some manigers
sugeest. “I'm sure thers are instances of
othier bahavior that, while not identi-
eal, nre parallel” frets Dooglas J. Wet-
more, PO of International Flavors &
Fragrances Ine. That's an impression
ghared by investigators: The scandal
highlights “a number of problems which
Aré eommon to more 1!“{[[ one l;'I.ITrIE'IH.-
ny," says Senator Carl Levin (D-Mich.),
who chairs a subcommittee currently
investipating Enron.

What safepunrds do financial execn-
tives think will prevent more Enrons?
Some B0% believe that federal legisla-
tion barring corporations from hiring
their andit firms for nonaudit or nontax-
reluted eonsulting work is a good idea.
Consulting fees raise “the potential for
impaired independence,” argues Kaote
Ashee, Coming Ine. senior vice-presi-
dent ‘and controller, Already, the re-
striction has heen voluntarily accepted
by Enrons ex-auditor, Arthur Ander-
sen, and other Big Five accounting
firms. Meanwhile, bills proposed by Sen-
ator Richard J. Durbin (D-111} and Rep-
resentative Michael G, Oxley (R-Ohio)
wiould halt the practice of consulting for
audit elients.

Muanv—although hardly all—believe
that better policing of auditors ahould
also be a priority. Some 55% of the re-
spondents say it would help, for in-
stanes, to sel up a new regulatory or-
ganization. But many managers would
like to see it independent of the Big
Five and the industry's own profession-
al organization, the American Institute
of Certifled Publie Accountants, The
Alora favors & disciplinary board with a
majority of public members that would
also include industry: representation

Given how career prospects in the in-
dustry would be affected, it's smprising
that many of the exccutives say they
would happily eliminate the revolving
door betwean auditing firms and client
“Tt would enhance the eredi-

cumpanies,

How do you feel about these
potential reforms:
» Governmenl-mandated auditor rotation?

» Legislation or regulation barring corpo-
rations from hiring their andit firms to do
nonaudit and nontax-related consulting?

» Creation of & new regulator, independent
of the Big Five and the AICPA, to oversee
andit quality assurance and discipline?
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bility of the profession,” says Stephen E.
Shelton, viee-president of internal andit
for Belo Corp. of Dal
the ¥EI managers favor imposing a two-
o fivesyesr waiting period during which
auditors would be prohibited from mov-
ing to top jobsin their dients’ offices.
That support seems to contradict
many af the respondents’ own behav
inr: Just over one-third had been part-
METS O Senior Mmanagers in ITHEL] 0" -
counting firms themselves. At least 39
had moved directly from such posts to
hecome controller or ¢F0 at a elient.
Plenty of the managers believe the pro

= Harsher penalties for executives,
firectors, and anditors who fall to properly
lischarge their responsibilities?
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| posed solution could create problems of |

ite owm, International Flavors cro Wet-
more, a former auditor for 1FF, ArELes
that such a rule would unfairly restrict a
company's choiees, “If I walked in front
of 4 bus, maybe the person most suit-
able znd knowledgeable and skilled at
thia point [to replace me] could hesome-
body from our audit firm.”

Other reforms alsp ingpire passion-
ste nays. Some 5% of reésponding man-
agers mix the ldeq of government-man-
dated auditor rotation, which would
force auditing forms to change clients
every few years. "It has more curb ap

B A two- o five-year waiting period
during which time auditors may not accept
senjor positions with audit clients?
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Many execs want to
eliminate the revolving
door between
auditing firms and
client companies
(Ee—=" ey 2

peal than real benefit,” says Allegheny
Energy Ine. Controller Thomas J. Kloe.
Cithirs argue that such 2 messure would
mean constantly reeducating new audi-
tors and losing & great deal of valuashle
experience. “In both the esrly and lats
years of & firm's rotation, you just gol
poor gervies,” says Erngt & Younp In-
termational cro James S Turley,

MNonetheless, some reforms seem to
be clear winners. Tougher diseipline for
officers; divectors, and suditors who se-
ricusly fall down on the job won the
backing of B8% the managers.
"When you willfully mislead the publie,
there should be stiff penaltis
clares Wisconsin Energy Corp. Con-
traller atephen P [Meckson. says Helo's
Shelton: “There nesds to be account-
ability.” And some T76% support mes-
sures to protect whistle-blowers like
Enron's Sherron 5. Watkine.

Perhaps the bigpest conesrn of many
linapcial exees iz that if reforms are
too rapidly put into place, they eould
lesid to chanpes that make thed
tougher instead of troly improving cor-
porate reporting. Bad policy could wind
up “punishing the innocent”™ hy over-
burdening companies with too much
regulation, argues Allegheny Enerpy's
Kloe. Adds Intuit Ine cFo Greg Santo-
ra: "Mone of the |l]'<"_r|".“'-=l|." fierl to me
like they solve the problem.” That may
be, but some of them are likely to he
adopted nonetheless,
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b Increased disclosure of the major risks
and- assumptions built into inancial
statements, as proposed by the SEC?
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