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As requested | have prepared a strategic plan for Solid Rock CPA. To complete this plan, | have
assembled a consulting teaffhe team members have access to releregarch and

professional guidancelhe plan not only addresses issues that you have specifically identified,
but looks beyond the scope of your request to other factors that create value for the firm. We
have made recommendations that meet bothhbe-erm and longerm goals of our compgn

We havefocusedour efforts on several main areas of concern including the following:

Recruitment
Promotional Structure
CPA Requirements
Compensation Change
Staff Issues

Billing Structure
Pricing Structure
Additional Services
Efficiency

The plan hasden attached for your review. Wamk forward to your feedback on the proposed
recommendations
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Executive Summary

At the request of Ryan Harding, Managing Partner of Solid Rock, @RAave prepared a
strategic plan focused on issues curremtigacting the fture direction of our firmRecent
economic data suggest the end of the recession and the economy is expected to return to
moderate growth during the upcoming yé&hile our strategic plan assumes a positive

economic future, we believettath e fAr ecoveryo wil |l reflect an e
growth rate and less volatility than that of past decades. It is against this background that we
address our firmbés current issues arAd propose

execuive summary of our findings, along with the recommendations, is presented below.

Purpose

The intent of this document is to provide the firm with a strategic plan that addresses current

issues and provides recommendations for initiatives thatwalle ou firm forward Due to the

current business climate, specific actions must be taken. Our strategic plan primarily focuses on
recruiting, employee morale, client relations, and the development of efficiencies for operations.

In our plan we have recognizeédh e i mportance of our empl oyees?o
that relate to promotions, and employee relations. By modifying our current business strategies,

we can, and will mold our company into a more efficient and profitable entity.

Findings andrecommendations

The section that follows addresses ¢pecific issues identifiebdy Ryan Hardinghat are
currently impacting our firm.

e Recrutment

Our firm is currently looking to make the recruiting processeeffectiveandefficient. We

are proposing that our existing employees get involved with communities in our surrounding
markets Senior staff will be required to reach out to local universities, to meet with the
accounting/finance clubs, and to speak at regular medtngtudents and faculty. The

proposed recruiting strategy includes paid and unpaid internship, as well as job shadowing
opportunities focollegestudents. The overall goal is to gain access to youngedlent
individualsandcreate a greater awarenes®afi r f i r m as f Funthermpré,ace t o
we would like to gain the loyalty of o@mployees as we provide opportunities for
advancement and incentives for attaining and maintaining professional certifications. We feel
that theopportunities for careeadvancement within the firm and the expectations of these
positions are best defined through a refined promotional structure that includes new positions
and revised eligibility requirements.is our belief that recruiting and retaining a
professionallycertified workforce is critical to the success of our firm.



e Employee Morale:

Compensation Changes

Recent changes to employee 401k plans and an overall decrease in office spending have had
an adverse effect on employee morale. We recommend the firm restore the original 401k
contributions as the econorsyexpected to rebound in late 2018olid Rock il also

benefit by strengthening communications within the firm. Our plan to strengthen
communications includes the implementatiomoérterly meetings, the productioh

monthly newsletters, and tloeeation of a comany intranet. Employee relationdlveenefit
from the implementation of a flextime and work at home option for their scheduling needs.
Restoringthefi m6 s mat ¢ hi n grengtleningcammunicatiqresnd supporting
our empl oyees0 |Voogtekn iditiatives. Mairussmallenseasaresecan be
taken in the current term &atisfy our employeesanging fromgroup participation in
community projectsto e c o g ni z i n lgrthaaysptie dirgn eam show appreciation to
their valued employees.

Staff Issues

Solid Rockannually reduces their staff due to seasonal changes in workload and staffing

need. The firm shoul@ompletely eliminate this practice. We recommend several

alternative work arrangements that will reduce the number of hours winkeeefore

reducing thesalary costs fothe firm. These arrangemts will also aid in avoiding

speculation with respect fature layoffs. We believe the firm needs to offer a seasonal part

time position, a permanent pdirne position, and a retirement phasé plan. These plans

each serg to reduce the number of hours worked, whillnpr ovi ng empl oyeesd
job satisfaction andhcreasing productivity.

e Client Relations

Pricing Structure

We advocate the implementation of the hybrid model into our pricing structueebeliéve

that in adopting this new structure will difestiateSolid Rockfrom our competitors. In

addition toa competitive advantage, Solid Rock will be able to provide-bigility services

and sustaingood clieftu si ness rel ations. Clientds | oyal
performance and increase profitability and lesagm growth.

Billing

The billing structure should be designed to lower the risk of delinquencies. To lessen the risk
of nonpayment we believe in taking the actions of informing the potential and existing clients
of the pricing structure and payment policy as well as the methods of paypeatedly.
Informing of the Solid Rock policies should be done before and after conducting business
with the client. Moreover, we advocate for multiple methods of payment. Clients should be
given the traditional options through credit card or debit paynmeaddition to the new

options of automatic payment, paying electronically, and payment through the phone.
Furthermore, our clients shoube billedmonthly while the service is being provided for as
opposed toféer the services have been completed



Evaluating clients

Solid Rockds current method of evaluating cl
should not be taken lightly, especially during the recession. Investigation must be carried out

in a stricter manner. Moreover, Solid Rock showddtgequesting retainers especially from
clientdés with bad payment history and new cl
meet a close deadline.

Determining Client Elimination

Solid Rock must use historical data to review clients and determirtbavlieey are low or

high risk clients. Solid Rock should continue doing business with low risk clients if they pay.
In the next year, Solid Rock should request retainers from low risk clients. Solid Rock
partners should reach out to high risk clients atbeimpt to negotiate the outstanding dues.
Businesstlient with high risk clients should not continue.

Services

Creating value for our firm requires that we continue to increase our market shareetlVe

to offer services that areot only competitively pced but meet the needs and expectations of

our clients. During these times many businesses are looking for support services to help them
return to profitability. This is also a time when young entrepreneurs are coming forward and
looking for guidance ohow to best structure their company. Our firm needs to provide both
exXxisting businesses and fAnewcomerso with ser
performing businessedn addition to offering the standard services provided by all CPA

firms, we $ould offer our clients cost segregation studies, controllership service, procedure
reviews, onsite accounting functions, training, forensic accounting, and business startups.

e Efficiencies

We should utilize software and other technologies to streamline our work relationship for the
benefit of the firm and our clienté/e must replace our current paper filing system by
implementing modern technology. It is our belief that if we utilize OGRuthent

management systems, wbhased technologies, and IP telecommunications, we will provide
world-class client services.

Conclusion

The challengeand issue$aced bySolid Rock CPA are not unique to our firm. The current
economic downturn has affedtall accounting firms. The strategic plan presented provides
recommendations that will move us forward, creating value for both the our firm and our
clients.



Purpose

Ryan Harding, managing partner of Solid Rock CPA, would like us to create a strategic plan

which will address current economic conditions and the resulting issues facing the firm. Due to

the current business climate, specific action must be taken. @tagstrplan will primarily

focus on recruiting, employee morale, client relations, and the development of efficiencies for
operations. Il n our plan we wil/ al so recogni
balance career paths that relate to pramns, and employee relations. Bydifying our

current business strategies, we can, and will mold our company into a more efficient and

profitable entity.
Methodology

During the process of creating our strategic plan, we consulted a variety of siiceslied

on our own insights and judgments, further supported by research and interviews. Our research
includes text from databases at Purdue Univer
Inspire. We also catucted several interviews witlegeral accounting professionals in the

industry A limitation for our proposal is the lack of historical financial data on our firm. Our
recommendations are@bed on the belief that the Solid Rock Ci¥as been profitable in the past

and will continue t@row as the firm will return to its position as a premier accounting four

recommendationwill include both shosterm solutions and loRgerm strategies.



Assumptions
-Solid Rockds current recruit mdooatperodicil@rt s cons

-All job positions currently require at least 150 completed college credit;Hmawsver, the firm

does not currently offer any incentives or motivation to complete CPA exam.

-Solid Rock did not make changes to health insurance ben€hscurrent health care package
requires a minimum of 28 hours per week to be eligible for benefits.

-All of the staff positions ar@ull-time with a required 40 hour minimum per week.
-Solid Rockcurrently does not emplagterns
-The firm has severamployees near retirement.

-The firm is currently offering tax, audit, and accounting functions, as well as compilation,

reviews, and consulting services.

-Solid Rockdés competitors offer the same servi
-Solid Rockébés competitors adopts an hourly bil
- Solid Rock CPAs uses the hourly billing rate for pricing.

- Solid Rock does not practice the requirement of retainers.

- Solid Rock does not have administrative personnel.

- Solid Rock billsafter the service is provided for.

-Solid Rock does not bill monthly.



We believe that the current economic environment provides our firm with opportunities to refine

our recruitment efforts. The slowdown of economic growth affords our firm the time and

flexibility needed to fully implement initiatives and changestoourg@am y 6 s r ecr ui t mer
processes. The recommendations that follow will focus on changing not only corporate
recruitment policies, but will also alter the
necessary changes will help structure the firm to bestote to adapt to future changing business
environments.The proposed changes not only address effective recruitment strategies, the 150

hour education requirement, and incentives encouraging completion of CPA certifications, but

also address promotiotrgcture and career opportunities.
Current Assessment

The prospective hires for this company are ultimately the-terg success or failure of Solid

Rock. lItis critical for the firm to recruit intellectual capital effectiveBlthough current market
demands are not requiring the firm to hire many new staff members in the near future, we need
to refine our recruiting plan for growth in 2010nterviews with professionals from the industry
have suggested thahile employee turnover has been a cantig problemyecentlayoffs have
created work disincentives arthployeemorale issuesOur plan willposition us for future

growth, supportcontinued educatigmndaid in theexpansion of the cuern t  sltilidek. O6r s
goalis to create atrategy thaeffectively recruits high quality individuals and retains high
performing workers The following sections deal with recruiting through campus engagements,
career opportunities within the firm, aptfessional certification for company eropées.

Refer to Appendix A for a detailed recruitment schedule.

Campus Engagements

Although the current economic conditis have caused seasonal downsizing and prospective
layoffs, we should prepare for a healthy economic future in our firm. We méderiatthe
prime position to begin hiringumerous employeasimediately, but we are offering unpaid

internships to undergraduate students. In order to recruit the most talented individuals, Solid

9



Rock must regularly send staff members to visit collegepeeses. According to the Journal of
Accountancy, ASmall firms shoul d -bampupr esent a
interviews sessions, internship program actiyv
on-campus engagements will formluable networks between Solid Rock employees,

knowledgeable college professors, and young talent.

Faculty/Advisor Relations

Building a strong working relationship with the professors and advisors is a great way to be a
step ahead of your competitors wheseking out the best qualified students farspective
internship positionsSimple low coststeps can be taken to form relationships with college

faculty members including:

U Inviting professors and advisors to visit the firm
U Introduce college faculty tthe partners
U Take college professors and advisors to lunch to discuss internship opportunities
0 Volunteer to fAstudent tewaeekodattoptaleno!l | ege acc
U Invite the faculty to bring a student group on a tour of the firm
(Sessions2006)
JobShadowing

Some students may show much interest or talent in accounting, but may be unable or unwilling

to apply for an internship position. Based on recommendations from college professors or

advisors, Solid Rock will contact these studentgtieropportunity to jolshadow an employee

for one day We will host a job shadowing session once per college semester for ten students per
session. Each student would spend the day with one of our staff to experience and observe the

daily work ofanaccont ant . These sessions will give mane
guestions and concerns about the accounting industry. Students may also reveal their top

priorities for job searches after graduation.

Internship Positions

We advise Solid Rock to collaborate with local universities in an effort to form an internship

program for students in the undergraduate and graduate levels. The unpaid internship program

10



should be offered to the undergraduate level students. The pragrachgive students an
opportunity to gain three credit hours for work experience from Solid Rock. Paid internships
from Solid Rock should be available for graduate students. Solid Rock would offer a paid
internship position with tuition reimbursemerithe positions are described as follows:

U Unpaid Internship 7 Solid Rock should offer unpaid internships to eligible
undergraduate students. Students that are qualified for the unpaid internships must have
completed 90 credit hours including 12 credit hoaraccounting. Students would work
for Solid Rock from 10 to 20 hours a week for one school semester. The unpaid
internships should last one semester to allow rotation of students. Rotation of new
students would increase the potential hiring pool fordSRbck. The unpaid internship
program will allow the firm to evaluate the intern's skills and work ethic in an actual
workplace.

U Paid Internship - We would offer paid internships to graduate students that have
attained a bachelor's degree in a busindatedefield and are continuing with graduate
studies. Interns would be offered flextime and tuition reimbursement options. Tuition
reimbursement would only be provided for if the required paperwork is reviewed by
Solid Rock.

Internshipsaidin costreductions forhie firm and reduce the need for employe®ftsy The
internship is a geat tool for Solid Rock to takedvantage of during the current economic
slowdown Although interns do natompletelycompensatéor the loss of valued and
experience@mployees, they do bring the firm fresh ideas #natusefuln our highly
competitiveenvironment.The use of interns will allow our current experienced employees to
focus their efforts on strategic issues impacting the finterns possess the quadgiof youthful
exuberance and intelligenc®loreover, since interrsremoretecmology savvy tha the older
generation, theynayhave better understanding of computer systems and intelligence programs.
Internships will benefit both Solid Rock CPA ane tbcal universitiesinterns representation at
university functions will create a greater awareness of our firm and career opportunities.
Furthermore, these positions may transfer toetfale employment once the students complete

their degree.

MentoringProgram
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Mentoring is a great way to build networks and strong relationships among current and
prospective employees. We would like to see the relationships that begin in college internships
carry over into the office experience. Interns will be mentbsetheir original college contact to

help ease the transition from school to professional life. Many employees near retirement may
serve as Solid Rockbés ment or s Otheouppetevele f ut ur e
employees may also serve as mesito the new and lowdevel employeesWe are planning to
implement a new phassut retirement plan (discussed in detail in next section) that offers

retirees the chance to mentor interns or other employees. Retirees would be given the
opportunity to naintain comfortable contact with the firmvhile interns or young employees are

guided by the mentordés valuable knowledge and
Tips for a Mentoring/Coaching Partnership
U Establish boundaries. Consider using a mentoring agreement.
0 Dondét ssmaketiaesns; strive to truly wunderstan
U Be candid and talk openly and honestly about differences of opinion.
U Talk about and explore what you have in common.
U Talk about and explore your differences.
U Document your activitieand how they leéto career growth.
U Meet regularly, but be flexible.

(Keller, 2008)

Career Opportunities

Refining our promotional structure will improve both recruitment and retention as we

communicate opportunities for advancements and leadership development.
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Promotional Structure

Solid Rock currently promotemmployees from senior to supervisor to marajter 2, 4, and 6
years respectively. Due to slow growth, the firm is considering a delay in these promotions.
Based on our current assessment of employee epavaldo not recommend that the firm
drastically altethe current promotion structure. This would disrtipg career pathsf current
employeesfurther reducinggmployeemorale. Once officially implemented,rey employee

within 9 months of their expected performance evaluation and prommo#gmeceive their
expected promotion according to the old plan statutes. All other employees will be evaluated
under the terms of the new promotion structuree promotion schedule can be slightly
restructured, comparable ather firms of a similar size. An example gb@posed structure is
provided in Appendix B.The new structure will include the additional positions listed below,
with eligibility for the positions of senior, supervisor, and manabanging tao4, 6, and 8 years

respectively.

Upper Level
Figure 1 Positions

i

o Mamager
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The positions and the accompanied eligibilities are outlined below:

U Staff AccountantEntry-level position br applicants that have a Bachelors degree, but
have not yet obtained 150 credit houT$his position will be new to the firm.

U Associate level Requires 2 years of service with the company and must have completed
150 credit hours for eligibility

U Senior level Requires 4 years of service with the company and completion of the CPA

examfor eligibility

Supervisor Requires 6 years of service with the company for eligibility

Manager- Requires 8 years of service with the company for eligibility

Senior ManagefThis position to be considered a partner in training role.

c: c: c: c:

Partner To be given athe Partners determination.

In addition to offering fultime positions, we are implementing new alternative work
arrangements such ssasonal patime, permanent patime, flextime, workfrom-home,and a
retirement phaseut plan The aforementionesitructures will be explained in more detailed
under the secti on Thehewipr@mopohab sirectre MMows antipleyees to
view a clearcut outline of their expected movement through the company. Emplogees
visualize their career pathstiviexpected reviews and promotions approximately every two

years.

Leadership Development
Although many young accountants start their first job immediately after graduation, many more
are already thinking about how to get ahead. About 76% of young CH#istolae interested

in looking for opportunities to advance to senior positions, but a study from the PCPS found that

a vast majority of firms did not have any leadership development program, a career professional
program, or a partnen-training progran(Dennis, 2006). Solid Rock must develop a concrete
leadership and professional development program in order to help employees attain higher
positions and achieve job satisfactioks indicated in the exhibit below, a recent poll shows
"career growth opportunities” as one of the highest reasons for joining a firm among both top

talent and partners (Dennis, 2006).
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Figure 2

Top 10 Reasons to Join a Firm

m _
n & Career growth opporbenities A Salary
e
A Paid parsonal/vacation tme A Meadical benefits
B I )
& Salary A Pald parsonal/vacation time
a 75%
& Respect for company mission staterment A Career growth opporbunities
%
& Interasting, challenging projects A Paid overtime
& Madical benefits A Interasting, challanging projects
£ I o]
& Comfortable office atmosphara & Firm reputation or prestige
O I 62%
A Open-decr/accessible management style A Respact for company mission staterment
o s
& Retrement savings plan A Flexible work schadula
ol e e
& Flexible work schedubs; paid overtima (Ha) A Access to the latest, cutting edge technology;
firm culthere; comfortakle office atmosphere (tie)

Source: Dennis, 2006

We will rotateemployees througharious departments, which would help them become more

versatileand knowledgeable aboatl the ®rvices our firm offers New enployees would

accompany their supervisaiscompany outings with clients to expatmeir client elation

abilitiesand knowledge of the industrngsemiannually, a thregerson panel consisting of the

empl oyeeds s uptlerempioyes's progréssiand aelvise ttem about their

strengths and weakness@ere also would be one upper leggiployee assigned to new

employees as a mentor to help with the transition from school to the work environment.

A leadership development program ensures a steady source of knowledge and value for the firm

and its future managers. Employees should bstaatly learning and growing in their positions

until they are ready to step into the next highest position. If a suclclessfarship program is

instituted, the firm can prepare each level of the organization to be promoted in a timely. manner

Employeeswill have increased job satisfaction and higher productivity, as they feel their efforts

are appreciated and rewarded within the firm.
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CPAExam

A CPA certification is important, valuable, and almost necessary for any professional accountant
interested iraccelerating their career. Leslie Murphy, managing partner for Plante & Moran,
clamsiThe war f or tQulpeiedsionalsaretbeirey haaviygrecwifed and

receive numerous calls from headiters seeking experienced CPAs" (Bufe, 2004)h

increasing demand for experienced CPAs, many firms are encouraging their employees to
advance their education and to obtain their CPA certification. While Solid Rock does not require
a CPA certification for employment, we would like to take measiorescourage our current

staff to sit for the exam and further their professional development.

150 Hour Requirement

Solid Rock CPA currently requires all applicants to have at least 150 college credit hours, thus
making them ACPA ready. 0 The firmés intentio
expertise, and value that we offer by increasing the educationaleemgunts for employment.

Although education is undoubtedly valued by all members in the accounting profession, current
research shows that the 150 hour requirement may be causingisdngecomplications among

entry level job applicantsA recent study fidslittle evidence consistent with a positive
associatiorbetween the 150our requirement and higher quality candidéoeshe CPA exam

(Allen, 2006). This suggests that the firm may be overlooking many highly qualified and

talented individuals simplg e cause they are not ACPA ready. 0
reduce the number of eligible candidates for employment, making our recruiting efforts more
difficult and expensive We have included a staff accountant position in the new promotion

structure that will capture these talented individuatg] therencourage them to pursue further
education and CPA exam preparation once they are hired.

Encouragement

Solid Rock will offer a tuition reimbursement plan for employees that are continuing their
graduate studies in accounting in an effort to obtain the required 150 credit hours. Furthermore,
we are implementing a flextime scheduling option (discussed &l detater section)ielease

time for preparation of the exarand reimbursement for costs of exam preparation programs and

for cossincurred to sit for the exam.Any employee successfully passitige exam while

16



employed with Solid Rock will beligible for a bonus equal to #of their salay. Employees
failing the exam or leaving the firm within a three year period will be expected to reimburse the

company as follows:

Within one year, total reimbursement
Within two years, 2/4 reimbursement

Within three years, 1/8reimbursement

c: c: c: c:

After three yearspo reimbursement

Our companywill continue to view the CPA certification as a requirement for advancement
within the firm. Workshops, seminars, andiouse training will be offered to assure that all
employees have the resources needed to meet all CPE requirements and mamtain the
certification. These added incentives should be highlighted in the company newsletter to

encourage current edgyees to continue thegducation and sit for the exam.
Recommendations

The proposal for recruiting new staff is a grassroots attbgnptl staff engaged in thgrocess.
Senior staff will be required to reach out to local universiteemeet with the
accounting/finance clubandto spealat regular meetings of the students and facOitying

this process, we will be building relationshipgh the faculty and student body. The proposed
recruiting strategy includes a paid and unpaid interpsisipvell as job shadowing opportunities
for undergraduate student$he overall goal is to gain accéesyoung talenand to offer
internships tolte brightest students. Furthermore, we would like to gain tladtyogf our

interns while they continue with their graduate studiBse opportunities for career
advancement within the firm and the expectations of these@ustre best defined thiglua
refined promaonal structure that includes new positions and revised eligibility requirements
We recommend offering a combination of bonuses and incentives for empbaysamsg their

CPA certification
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Employee Morale: Addressing

Compensation Changes

Maintaining Positive Morale

Our goal is to create a positive work environment that contributes to the overall value of the firm.

As the economic downturn affects all aspects
adversely affected as well. In addition to receiving febarefits, employees may begin to

speculate about the stability of their job positions. Seasonal staff reductions and the possibility

of future layoffs may also be viewed as a threat to job secuBgsed on the emphasis given to

the staffing issues ithe presented case, we bBalecided to address staff reductieaparate

from morale issues caused by | oss of compensa
the economic crisis may pose a potential problem with employee morale. Low praguctivi

levels, increased absences, increased tardiness, higher turnover, and overall job dissatisfaction
commonly mark poor employee morale. Declining morale must be assessed and managed

immediately to prevent further complications.

Although the firm madeetessary decisions that may have contributed to poor employee morale,
several feasible solutions am@rth exploring in order tappease employeésthe near future.

As we combine efforts in multiple facets of our firm, we look forward to growth anditstab
despite the countrydos ec on ocombmeduwithche foresagablet i e s .
growth, will provide a foundation for the firm to improve morale. Our recommendations

regarding moraléocus on renewing the 401K contributioesphasizing open communication,

accommodating for work/life balance, and forming strong empleyegloyer relationships.
Benefit Package

Employees regard the compensation components beyond basic salary as crucial factors in their
personal financial stabiyi and overall job satisfaction. The recent changes in levels of employee
compensation and benefits have done much to damage employee morale. Simply stated, the firm
is not increasing gross profit, which directly affects our ability to maintain curoempensation

levels. Qur current position createxh unfavorable decrease in contributions to employee 401K

18



plans and a reduction of general spending on office outings. Despite declining profits and
accompanying benefits, we feel this situation is termyaaad it directly reflects the current

recessionodts effects on the firm.

Although we have reduced contributions in the recent past, our firm still aims to provide
employees with competitive benefits and adequate compensation. The most common 401K
matchhng i s $.50 for each $1.00 up to 6% of the
Accountancy, 2009). This is the fixed matching plan that our firm has chosen for employees as

of the January 1, 2009. Based on economic projections, we expect the econcuysaogient

growth of our company to recover in late 2010. Warsistingthat the firmresume matching

401K contributions $1 for $1 up to 4% of the
firm will combine strengthening client relations withewall economic expansion to support its

recovery and return to providing full benefits for employees.

Communication

Meetings

A critical part of maintaining a successful practice is providing an open and respectful
atmosphere for employees to flourisBtrong communication is necessary for operations to

f u n c t Mole can suftegreatly as employees speculate abousthte of the company and

their ownfuture. Tell them the truth about thiem's status and its shednd longtermplans.

Honesty ighe best policy hefg(Financial Executive, 2009). The firm can encourage this
atmosphere by regularly scheduling meetings in which the entire staff participates, not only the
partners and managers. The meetings should be scheduled at times ti@tsighificantly

take away from the productivity of daily activities. The agenda should be well prepared and the
meetings structured, but there should be adequate time for participation and open conversation
about important issues or concerns. Thesdinmg=ewill increase morale by giving employees

the opportunity to be informed firsthand of potential changes within the firm. They are given the
opportunity to express their concerns, ask questions, and offer feedback about the activities of

the firm.
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Newsletter

The implementation of quarterly staff meetings will make great improvements in communication
throughout the firm, but there are some additional useful modes of communication. There will
be need for consistent contact with the staff between glyamieetings. The creation of a

company newsletter will fill the voids left between meetings. Regular updates will provide
follow up to the topics discussed at meetings and reminders to keep staff on track and organized.
The writer should be given endutime to produce an effective newsletter, so it may be
distributed monthly When using newsletters as a means of communications, some companies
make mistakes such as underestimating the time needed to produce the newsletter, using
uninteresting headlinemnd language, and failing to publish the newsletter regularly (Kandler,
2008). A gualified writer should be chosen, possibly an employee with less responsibility
relative to other employees so they may have time to consistently produce a quality @ewslett
An effective company newsletter is a great compliment to quarterly staff meetings.

Intranet

Many organizations are now moving towards the use of an intranet web page in order to

effectively communicate with their employees. The employees can marg/ ¢tecus on

strategic goals, current issues, and changing circumstances by viewing a centralized home page.
The primary use of the page should not be to reiterate job responsibilities, but to create a sense of
community and belonging among the staff6A-d pwn 6 a p p r-llased developnenyv e b

and implementatioonf an intranet becomes problematic and findings indicateé thee 6-b ot t o m
up® approach achi eved hndgdtigactioiBetler,003). This user a
suggests that partnesiad managers should not use the intranet to simply relay information, but

that the employees should be contributing, sharing, and interacting, thus creating aupottom
organization of the site. The site will not only include components to help streapdiregions

and cut costs, but will also work to unite employees in the organization and reinforce a positive
corporate culture. This site will include an open forum or blog for employee collaboration,
information sharing, and open discussions. Therebeiinstant access and organization to the
firmds standard f il e goligesbehefitadlines,sdhedglesand r egul

newsletters, and blank forms. Videos will be uploaded and displayed for training and motivation
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purposes.The intranewill serve as an additional resource that will enhance communication

throughout the entire firm.
Work/Life Balance

As the economic crisis continues to develop, employees may find their home lives changing as

adult family members are losing employment, changing jobs, or working different hours.

Employees will appreciate additional time or flexibility in schedulingroteoto manage

personal situations and home livelternativework arrangemens nhance empl oyeesd
performance and commitment because they are perceived to improve the work environment.

These arrangements allow firms to retetued employees, therebgntributingto lower

recruiting and training costs, maintaining experience intijposi, and persarel continuity

(Frank 2003). We are recommending two options for employees in need of flexible work

arrangements including flextime and working from home.
Flextime

A flextime arrangement focuses on the work and life balance of the employee by allowing
significant flexibility in planning the required hours worked each week. A flexible work hour
arrangement will be made available to employees that have maintainkxyempt with the

firm for at least two years at fulime status. Employees in the program would be required to
work full time hours with a minimum of forty hours per week. The employee will be given the
opportunity to begin work at an earlier time seytimay leave at an earlier time. An earlier
workdayallows working parents to pick up children from school or run errands during the
evening before returning home. Employees may also choose to start later so they may leave
later. This allowstimeinthmor ni ng f or per sonal matters such
creates a less stressful commute. Employees without children that are offered flextime options
commonly arrange their schedules to create long weekends or to fit the patterns of their
partnefspouses work shifts (RoberZ008). Employees are expected to work at least eight

hours per day between the hours of 7 a.m. and 8 Plra.primary concern of the firm should

not be the hours worked, but should be the quality of performance and thetalileet

deadlines.
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Work From Home

Employees may be faced with a variety of personal issues that require them to be away from the
office for extended periods. Employees may have disabilities, be recovering from an injury or
surgery, be attending torfaly illness, or be nearing retirement. (The retirement plan will be
discussed in detail in the following section.) Some employees may prefer to work at home to
care for children. Rather than completely lose an employee or require them take extended time
off, the individual may be offered the option to work from home. They can use phone, fax,

email, the intranet, and conference calling to communicate with the managers and the other staff
members. They will be provided the appropriate software applsasiod resources so they are
equipped with the necessary tools for a successful home office. However, they will be required
to attend scheduled meetings. This program will not have a defined amount of participants.
Each situation must be individuallysessed and discussed by the employee, the partners, and
managers to ensure the working arrangement is advantageous to both the employee and the firm.

Simple Solutions

The aforementioned solutions require much dedication and monitoring to ensure the desired
effect on employee relations. Although these solutions provide the most dramatic and permanent
result in the long run, several smaller actions can immediately improve employee mbrale.

good way to improvenoraleis through enployee recognition, whictioes nothave to be

expensive, but it does have to take into account what your workers Wadung. of these

suggestions can be implemented with little or no cost to the firm, but they provide exceptional
benefits. These focus less on compensation measures and more on building eempjigger

trust. The following are several examples of measused to build strong relationships among
employees and the employer:

Recognize employee birthdays
Recognize personal accomplishments or milestones
Treat employees to lunch once a month

Maintain an open atmosphere

c: c: c: c: c:

Organize employees to participate in community projects
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Maintaining a good relationship with employees reduces turnover, which is a significant cost in
comparison to these simple methods. The average cost to replace one employee in a professional
industry, such as accounting, is approximatel D0 (Kung 2007). Although these options

may have some price, such as treating the staff to lunch, the benefits will far outweigh the costs.
Relationships can also be built outside of the work environmenbaBycing the needs tife

employer and employees, volunt&ark can build teamwork, improve morale, and job
performancgOccupational Hazards, 2008). Participation in community projects gives

employees the opportunity to collaborate their efforts oaitsfdhe office, possibly providing

further insight into their team dynamic.
Recommendations

The firmds recent decisions to decrease benef
employee morale. We have carefully considered many possgtlitieest aid the company in

regaining employee trust, respect, and loyalty. Our-teng recommendations regarding

employee morale include creating a balance between work and life, increasing and improving
communication within the firm, and implementiadonus program. We must implement new

fl extime options and work from home options b
understanding for employees6 specific needs o
guarterly staff meetings and produce@ewsletter in between meetings to keep the staff informed

and updated. Furthermore, a company intranet will provide the necessary platform for effective
communication and coll aboration. As the econ
401K plans must be restored to the original matching of $$Xanp to 4% of annual salary

Despite a seemingly minute effect, the shertn recommendations create a strong force in

fostering a sense of community, teamwork, and belonging among colle&preging from

simply brewing a morning pot of coffee to participating in community charity projects, these are

the building blocks of a united firm. The lotgym plans combined with simple solutions will

ultimately restore employee morale to reflect euetcorporate culture.
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Employee Morale: Staffing Issues

The aforementioned plans may be successful in improving employee morale by team building

and offering incentives to help accommodate specifically for lost compensation. However,
employeeelations wee additionally affected by a five percertiuction of staff in the early

summer monthsFurthermore, the firm is currently considering additional layoffs that would

impact employee loyaltyAlthough this reduction reflects changeseded dring the current

environment, such actions serve to dissent employee performance. Processes must be

i mpl emented which minimize the risk of reoccu

workforce

The firm can reduce or eliminate worsening emptyelations by assessing the current situation

and by implementing various alternative work arrangements. These arrangements can prevent

the speculated lagffs by saving money during the efeason, while they serve to improve

empl oyees 6 heiewodk/bfebalane and thdir jol stability. Layff prevention and

the firmbébs accommodation for employeesd sched
morale. We are recommending a seasonaltjyaet position, a permanent pdirhe position,

and a etirement phaseut plan for employees near retirement. The savings associated with

these plans will be enough to offset seasonal staffdjustments and to avoid ¢dfs.
Annual Summer Adjustments

Our focus concerning staffing issues should be to reizatfity employees, as opposed to

increasing turnover and creating more costs. Solid Rock currently ratiecestaffeach year

when the tax season ends and the summer begins. This is most apparently to reduce salary
payments in the summer while thasenp | oyees 6 services are unneed:
Although this staff reduction may seem to make fiscal sense in the short run, it is actually
counterproductive, expensive, and dleave i ment al
within a short periodf being hiredo r gani zati ons donecduptheeve enougtl
investment. The employedsi d ndét pr ovi de eupforihg investimentthett t o ma
organizatiorput into them in terms of staffing, compensatiamdtraining (Kung 2007 ) . 0O We

spend much time, effort, and money on recruiting new employees, only to reduce our staff each
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season. We must spend additional funding on training new employees when seasonal work

begins to grow. These employees are less experienced and less familiatméh f i r méds act
than an employee that had been retained through the slow season. Lower level employees may

be uneasy about possible ¢dfig in the summer, giving them no incentive to be productive and

possibly driving them to seek other employmerttjch further increases turnover. Solid Rock

needs an entirely different method for dealing with seasonal demand and related staffing issues.

We recommend several plans that will end the job uncertainty and instill confidence in

empl oyeeso theédrmcepti on of
Assessing the Current Situation

Before we can decide if a further reduction in staff is necessary, we must consider many factors.
According to BerBernankewe are expecting the recession to end in mid to late @ddRay,

2009) We havealways been a profitable, successful firm and we expect to make a complete
recovery when the recession fades. We have also decided to implement new recruitment
initiatives, including the addition of paid and unpaid internships, whilttaid our existing

staff. Although we are not currently looking to increasememmanenstaff, the unpaid

internship position will be made available immediately. This providedifeaxperience for

the student, while the firm gains a cost effective way to lower trklead during busy seasons.

We are recommending a combination of several work arrangements that significantly reduce the
firmdéds total annual compensation obligations.
the corresponding salary levels bétemployees at a modest minimum to ensure the reliability

of our calculations. The number of participants or higher starting levels of salary for

participating individuals in excess of our calculations would provide additional cost reduction for

the firm. These cost savingse shown in detail iAppendix. The firm gains additional savings

by decreasing turnover and employing unpaid interns.
Seasonal PartTime Position

The seasonally adjusted pairhe position will closely follow the alternation of thecounting
industry's busy and off seasons. There wilfifteen seasonally adjusted gigime positions
available, ninen the Indianapolis office and thr@eeach office in Evansville and Fort Wayne.
The participants will be paid a proportional shaf a fulttime salary and will remain eligible
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for health benefits. They must work a minimum of 28 hours during the slow season and 40
during the peak season. For the purposes of organizing this position, the slow season is defined
asthe summer monthand late fall The e mp lsaayyevdl betcalcalated asaaPrOof

base fulitime salary for 5months of the year and 100% of base-funle salary for the

remaining 7months of the year. They will receive even payments each pay period so they can
avoid budgeting issues during the pi@rie months. Based on national data, we expect that
approximately 20 to 30 individuals would be willing to volunteer either for ttugram or the
permanent paime position. The seasonal péirhe program would see the firm a minimum

of approximately $6,00@nnually in salary paymenger employee. [See Append}

Permanent PartTime Position

The permanent patime position is gosition that works less hours all year, not just during the
summer. The position still regas a minimum of & hours per week so the employee will retain
health benefits and 401K contributions. The employees will be paid 70% oftiarielsalary for
work done in the same position. This calculation is made based on the proportion of minimum
hour requirements of patime to fulktime, which is 28 to 40 respectively. Based on preliminary
data, we expect that approximately 20 to 30 individuals woulsilbag to volunteer for this
program or the seasonal péimhe position. The patime program would save tliem a

minimum ofapproximately $13,500 annually per employ&hbile working to reduce the need

for layoffs and summer staff decreases.
Retirement Phase-Out

This firm has several employees that are nearing retirement. These individuals add much value
to our firm and we would be wise to retain their talent as long as possible. Employees near
retirement will be offered the option to phamg ther job responsibilities as they prepare for
retirement. The phasaut structure will combine the elements of several other alternative work
arrangements. The phaset plan gives the employee some flexibility with their schedule and
with the length of the they would like the phasmut to last. The plan takes 3 to 5 years to
complete.

The first phase will combine the use of a home office and a required 28 hours of in office time.

They may choose to remain at this phase for 1 to 2 years before motegrtext phase.
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During the second phase, the retiring individual will reduce hours and salary in correspondence
with the partime position. Although it may seem difficult to approach a valued employee about
reducing salary, it is best to speak wite #gmployee rather than lose their talent and knowledge.

If individuals near retirement are given the chance to continue working for lower pay, especially
with changing economic circumstances, they may gladly accept the offer rather than lose
employment ad pay altogether (Byham, 20p8Phase two will combine a weet-home

arrangement with office time, but the total input will amount to 28 hours otipetstatus.
Individuals in this phase will share responsibilities with other-{paue¢ workers in ordr to pass
knowledge, experience, and value to the remaining employee. The retiree may choose to stay in
this phase for 2 to 3 years. The third phase is the final phasedh thk retiree completes

his/her service with the company. The recent retgeeelcome to enter into a memjmotégé
relationship with a remaining employee or intern. This keeps the retiree in contact with the firm,

while continuing to provide expertise and add value.

Figure 3

STEP:1
28 Office Hours / Worat-home
* FulHime total * 1-2 years

STEP 2:
Combine Job Sharing / Wesdt-home

* Part-time total * 2-3 years

Retire

* Mentoring Option

Monitoring Changes

The current economic condition forces the firm to anticipate constant change and unexpected
circumstances. Lagffs were expected during the next fiscal year in addition to the 5% staff

decrease resulting from seasonal changes. However, the expeatéid lapy be successfully
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offset by the implementation of the new work arrangements. The firm can effectively reduce
working hours and salary payments of garte workers and those near retirement. We can also

avoid turnover, while retaining our valudghowledgeable employees.

The recession is expected to end shortly, but it is difficult to gauge the extent of the damage to
our potential and existing clients. Our strategic plan aims to provide growth for our firm, despite
the crisis. In the future, wenust monitor the economic conditions, market growth, and the
firmdéds performance in the next few periods.
lay-offs are inevitable, we ne¢d make certain that we understand the costs in terms of
employee rorale and look at the alternatives recommended before takiong.ac

Recommenaations

Solid Rock musseriously consider revisirthe methods regarding staffing situations. We are
currently reducing staff with seasonal changes and considering layoftgdoe €ost reduction

during these difficult economic timesSeasonal staff reduction and layoffs affect grosstprofi

but not in the intended mameBoth actions create an atmosphere of uncertainty, giving
employees little or no incentive to peoductive otto strive for promotion in the firm.

Employees may seek a more stable work environment, adding to the turnover created by
seasonal hiring and firing. We recommend the creation of several scheduling arrangements that
will naturally reduce dary payments and turnover by retaining valued employeesghout the

year. The firm shouldffer a seasonal patime position that allows for reduced hours during

the offseason, while resuming fttime hours dring the busy season. We shoaldo dfer a
permanent paftime position that offers reduced hoyesar round. Both positions wilave
proportionally adjusted salaries, thus eliminating the need for seasonal layoffs. We also
recommend a retirement phasét plan that allows employees a sitfotransition into

retirement, while the firm retains their knowledge and expertise. This plan is accompanied by a
salary reduction during phase two, which further contributes to firm savings. In the long run,
these arrangements will not only save mgneybut t hey will save empl oy

regain confidence in the firm and truly put forth their best efforts.
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Client Relations

Client relations have been heavily impacted by the critical economic situation. The recession has
influencal firms in many industries to consider restructuring their standards and procedures
regarding client relations. Moreover, firms have been pressured to take action through
exploration and implementation of new ideas and alternatives that would stabéizieamice the
entityds compet i t$pecdicaly,tthe areas of gri€rg kral billing Stabhdands

and procedures are the subject of matter and will be evaluated on whether the current model is

appropriate or whether an alternative is more beneficial to the firm.
The Pricing Structure

Sincegromth has declined nationally, many <clients |
the state of the economy, clients have become stricter with money with incentive to save in these

hard times as profits decline. CPA firms must become more competitivpturiog prospective

clients. CPA firms should explore the option of adopting alternate pricing models to determine
whether the current billing rate is the most profitable method in the long run. Solid Rock must

assess their pricing model on whether itrigfipable and creates value for both the firm and

clients. Alternative pricing models include the following:
U Hourly Rate
U Volume Discount
U Value Based Pricing
U Hybrid
Hourly Rate

Solid Rock currently adopts an hourly rate. An hourly rate is the rate gfgsdyur for a job
being performed plus any additional expenses. The rate expertise and knowledge of the CPA is
calculated and combined into a single hourly rate. Ron Baker, the founder of Versage Institute,

defines the hourly rate in the following equatio
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Figure 4

People Hourly I
+ @ + o _

Traditionally, CPA firms have charged an hourly rate to clients. The characteristics of the model
are defined below.

Figure 5

Advantages
Compensation for all time spent for service
Highly influenced by competitors' rate

Disadvantages
Not flexible
Efficiency vs. Effectiveness
Selling time, not quality
Value not acounted for
Clients uncomfortable with rate
Highly influenced by competitors' rates
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Advantages

Implementation of an hourly rate ensures that the workebegbmpensated for all time spent

on the project. Any interruptions during progress will not be held against the CPA for they will

be compensated regardlelssaddition if a client wants lasininute additional services, the CPA

would simply charge for the additional services while altering the estimation to be more precise.

( Dunn, 2009) . Furthermore, the hourly rates
advantage to the firm if a majty of competitors are charging high rates. Solid Rock could

strategically charge just below or as much as their competitors.

Disadvantages

The hourly rate is not flexible since the rates are ultimately set by the partners of the firms who
are influencedy their competitors pricing. Since the rates are not negotiable, the firm and the
clients do not compromise the price. Moreover, efficiency is rewarded, not effectiveness (Baker
n.d.). With an hourly billing rate, the CPA firm is not selling the cliardldy but rather time. A

client values quality over time spefri.addition an hourly rate does not take into account the

value of the service. The rate is highly dependable on costs rather than value. The firm will never
know the maximum amount a clientll pay for their services since the rate is fixed, thus

impairing profitability maximization (Baker, 2008).

Additionally, client opinion on hourly rate is unfavorable. According to AICPA, most clients are
uncomfortable with hourly billing. Most clientgould like to know the exact amount of the
service before purchasing (Larson, 1998). CIi
interest before theirs when providing services. The thought of the CPA spending more time on a
service thantheypoteni al |y shoul d have is heavy on many
although the rate sensitivity to competitors pricing acts as an advantage, it may also act as a

di sadvant age. | f Solid Rockdbs competitors cha
either match or higher the rate. If a service is undervalued, then the firm would have an
opportunity cost. | f tchrepetitors aréhénghe firmlosesh ar gi ng h
business. The current pricing structure hinders competition and the oppotduthiferentiaé

from other competitors. SeegpendixD for the average billing rates of 2008
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Volume Discount

A volume discount rate is a form of an hourly rate but with the exception of a disdosiaad

of a standard hourly rate charged to all clients, the price of the service depends on thA client.
CPA firm may agree to lower hourly estin return for volume of woriHassett, 2009)Some
limitations and opportunities are portrayed below.

Figure 6

Advantages
More flexible
Security

Disadvantages
Allocation of intellectual capital
Does not take into account value

Advantages

The volume discount rate is more appealing th
flexibility. The price of the service is negotiable and both parties can partake in pricing of the
service. In exchange fovolume of work, the firm would charge a discounted rate to the client.
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Both parties are satisfied since the firm is guaranteed business from the client and the client is
charged a lower rate possibly lower than compéttates The volume discount stcture

invol ves both parties to compromise, which 1in
Moreover, this kind of pricing would differentiate the firm from competitors and possibly sustain

a longterm businesslient relationship.The compromising agget of the firm regarding pricing

can act as the firmbés competitive advantage (

Disadvantages

The major drawback of a volume discount rate is that it does not work well with scarce

intellectual capital. Although with any pricing structunéellectual capital is scarce, allocation of

capital is more critical with this kind of pricing structure. Firms must be effective in chabging

clients for whom they provide servic&or instance, if there is a sudden demand for Solid Rock
CPAG6saskhwei k| be overwhel ming for the firm si
existing obligations. Solid Rock may lose potential clients that could create profit for the firm in

the longterm.In addition since the volume discount rate is a form of anrlyarate, it also does

not take value into account. The services could possibly be undervalued or overvalued.

Value-based

Avaluebased i s dmakilmumeshoura a givant clest is willing to pay for a
particular service, before the work begifdournal of Accountancyyalue-pricing is a pricing
structure thais constructed to create value for a firm in which a firm charges a portion for the
value createdFor instance, a CPA would charge a client for a service based on the value the
service vill bring to the client. The CPA would capture a portion of the expected value created
in which both parties compromise an appropriate pridés model has some drawbacks and

opportunities.
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Figure 7

Advantages
Alignment of both parties interests
Allows firms to go beyond expectations
Price of service known before arrangement
High switching costs for client
Allows client to partake in pricing agreement
Adjustments in pricing easy
Firm competitiveness increase
Less risk of services be undervalued

Disadvantages
Difficulty in implementation
Difficulty in calculation of price
Obligation to teach employee base

Advantages

Implementing a valudased pricing has many advantagéke pricing is favorable to both the
firm and clients.The firm wants to create value for tbleent, whichmay give them a bigger pay
off than an hourly rate since they are entitled to captureteopmf the value.The client

benefits from the additional value creatathlue can be defined as savings or growth for the

firm or whatever the client perceives asvalMor eover, since the firmbs
value for the client, thevaldea s ed pri cing all ows the firm to
expectationsThe firmés i nt ent Therefwetha anmuntobtime spentis e v al 1

irrelevant. If time is not a factor, there are less time constraints and the CPA is more interested

in effective results and quality (Baker, 2009).

In contrast to the hourly billing structure, the price of service is known before the firm conducts
business withtheclienT hi s el i mi nates the clientds worry
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their own interests.Moreover, clients are allowed to partake in the pricing agreeniémy

would feel more confident about the price they are charged. Once the client does business with
the firm, it would increase switching costs since clients would be ragatto the firm as the

firm strives for longterm profitability. If any adjustments/ereever needed in pricing, the firm

would be able to adjust accordingly with ease.

Other advantages include a stronger competitive stance. Aforementioned, a rogjoritg still
adopt the hourly billing rateSince standard hourly ratase notnegotiable (unless discount
rate), many clients would be interested in a firm that will include the client in the pricing
decision. The firm can differentiate itself from other competitors.

In addition to the previously mentioned advantages, aA@ged pricing structure will lower
the risk of a service being undervaluéche whole point of this particular pricing is to estimate
the value of a serviceThe model below summarizes the steps in conducting business using a

valuebased structure.

Figure 8

Source: R. baker

The model displays that the client and the firm makes a reasonable prediction using past
financial statements on how much value the service will create for the Tinm.estimation
ultimately chooses the price of the service, as the price will coveogtiencurred while
providing the serviceThe firm will then provide the services with efforts in creating value for

the client.
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Disadvantages

Drawbacks to the valukased pricing include the difficulty in implementation, calculation of
value,andteahi ng empl oyeebds of Mahyeteps areviecessarydbefprdae d sy
firm puts the new pricing into practic&he firm must determine the scope of value and work to
be performed.In addition it is very difficult to determine value of a servicéalue of a service
depends on estimations of cost savings or wealth creWié@t.certain services, value could be
easily estimated by simply referring back to the financial statements and anétgm{Baker
2009). However value is difficult to define in some instancdta firm makes the decision to

alter their pricing structure from an hourly structure to a valased structure, the firm will

exhibit obstacles that it must overcom&hen he pricing structure is established, employees of
the firm must be trained heavilyhe firm is obligated to train eag@mployee, whichwill

increase training cost&ach employee must know the procedures of how to handle a client with
regards to valueampromising. Ronald Baker proposes that employees must master the 5 Cs.

Ron Baker6s 5 Cs includes:

N

1. Comprehend value to clients

J
N\

2. Create value for clients

S
3. Communicate the value you cre%e

4. Convince clients they must pay for
value

5. Capture value with strategic pricing
based on value, not costs and efforts

Figure 9

Source: R. Baker
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Hybrid

The hybrid model is a mixture of the hourly rate and vhlaged pricing.Certain services

would be charged by the hour while other services will be charged based on value creation.

Figure 10

Hourly
Billing

Based
Pricing

Adopting a hybrid model will encompass the same advantages and disadvantages as the two
previously mentioned pricing structureshe Crucial difference between the hybrid model and
the other two pricing structures is the degree of flexibil&gopting a hybrid model will create

a certain uniqueness of tham, whichin turn will differentiate Solid Rock from the other 10 or

15 CPA firms in the areaA hybrid model offers a variety of prices.

Competitive Advantage

Solid Rock offers the same services as its competitors. Solid Rock adopts the same pricing

structure agts competitors.With an environment where competition is less intense when

compared to other industries, differentiation is key to thrive for-teng growth and success.

The variety and quality of services as well as the pricing structure andth@éces | oyal ty a
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key to becoming an industry leade€olid Rock must obtain a competitive advantage in those

three components. Solid Rock should take the initiatives of change in the gticicigire, which

wi || I n turn altequ&biliygy ®Rbc&késvivaeeadviged anlde
our firm to take advantage of the recession instead of fearighat better time to change tha

now? There have always been booms and busts in the ecorlbieyn the nature of our

capitalis economy to be cyclical in which what busts will boom and what booms will bust

Figure 11

Recommenaations

We recommend that Solid Roekloptthe hybrid model.CPA firms and clients are so

accustomed to the hourly billing that it would be too drastic to change from an hourly rate to a
complete valudased pricing structurédlthough the hourly rate is not the most profitable rate

and measure of value for a firtthe accounting industry is familiarized with this rate and would
prefer to continue in using iBy introducing the hybrid model, the firm will still be able to use

the hourly billing and at the same time introduce and use the-lbakezl pricing modelhe

change would add uniqueness to the firm, especially since Solid Rock would offer more methods
of pricing then competitorsMoreover, the firm would be able to experiment with vabased

pricing by applying it to certain serviceBor instance, som@ms are already implementing the

valuebased pricing for auditing services while using the hourly rate for other services. The
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hybrid model is a safe and flexible model and is an incremental chiloyewill the firm know
valuebased pricing is not petical if they never attempt to use iPerhaps Solid Rock will favor
a valuebased approach over the traditional approach or vice v&rearisks are minimal and
there is a need for chang&he hybrid model should be practiced, for a new businessinsode

necessaryThe economic downturn has made even the accounting industry more competitive

and so the firm should therefore take the measures to compete in a different kind of environment.

A firm should meet both the interests of the client and the fi&ssurance ofong-termgrowth
is one characteristic of a healthy businelgsnt relationship.The firm differentiates through
providing service that creates wealth for the client in an effective mamherclient in turn will
refer other clients tthat specific firm and continue working togeth&eferral is powerful and

by maintaining a fine business relationship, growth is inevitable.
Evaluation

To decrease the risk of future delinquencies and malpractice suits, an effective evaluation
processhould be applied to Solid RocKhe evaluation should incorporate a clisnteening

that will filter outhight-risk clients from the low risk clients. Randall Dean outlindsséep

process, whicls designed to curve future lawsuits and increase prdiite an 6s mod e |l i

incorporated within our model.
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Figure 12

Step?2. Step3. Step 4.
Screen Accumulate Accept/Reject

firm can
provide for
service

potential and relevant
exisitng clients information

Stepl

Before a complete evaluation of a potential client, the firm must determine whether they are able
to provide the service the client desires.

Step 2

It is advised that a clierdcreening process should be done immediately for potential clients.
Existing clients should be screened biannually given the current economic situation.

Step 3

The firm should take all the necessary measures to accumulakeadint information that will

affect the firmbés decision to accept or rejec
U Prior financial statements

U Credit History
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U History of litigation

The firm must also take necessary actions to lower risk of providing service ¢bdrds.

Actions include:

U Arrange a meeting with the authority and accounting personnel and evaluate them. View

internal controls.

U Ask the potential client if you may contact their accountant predecessor. If they reject,

this is a sign that the clierg hiding something.
U Ask the potential client why the change in CPA firms.
U Obtain and review past financial statements and other relevant data
0 Review the clientés past regarding I|itigat
0 Review the clientds 1 ndust roljpbusmesdfailtrae ke i nt o
The firm should assess whether the client has the following issues:
U Does the client have a large amount of past due outstanding debt?
U Is the client in debt to professionals such as accountants and lawyers? If so, how much?
U Is the client financially stable in which he/she can pay off current liabilities?
Ut How does the clientdés financi al rati os com
it l's the clientds credit history acceptabl e?
U Is the client engaged in criminal activities such as fraud?
Step 4

After considering the information obtained regarding the tlieen a decision must be made.
Depending on the financial status of the client, the firm should reject or accept the client.
Moreover, if the new client is demanding a large amount of work to nees@ deadline from

the firm, Solid Rockshould require retainer.
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Billing Structure
Software

High quality software is critical to a fi
Terrible and inefficient software can act as an obstacle for a firile pofits decline. High

guality software incorporates reporting software and scheduling and Customer Relationship
Management (Schulz 2006\\n excellent client management system will enable the firm to
have instantaneous access to information regaedolignt (Stimpson 2004). As we approach the
paperless era, there are software that can scan documents and store in a central depository.
Software like Goldmine anlhtacctare possible investments a firm should consider. Goldmine
focuses on Customer RelationsMpnagement, whichllows the user to update the sales cycle
and monitor clients effectively. In addition to Goldmih#&acctis software worth investing in.
Intacd is a market and technology leader ind#mand financial management and accounting
applications.Intacct was chosen as the best financial software by the American Institute of
CPAG6s of 20 0 9FuthBrmare werrecadmdn®nd administrative pemsbto manage

accounts receivable effectively.
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The billing structure should be designed to lessen the risk of delinquencies for a CPA firm.

5steps can be taken in order to lessen outstanding fees.

Proposed Billing Structure

ainform and supply clients with detailed information about the service price before conducting
business. Discuss the overdue fees policy as well.

winform clients about the different methods of payment. Clients should be able to pay through
credit card and they may have the option of automatic payments. Automatic payment chafge a
Of ASyuQa ONBRAU OFNR 2N olyl F0OO2dzyiu Y2y|lJuKtéd o6

wOnce business is official between the CPA firm and client, the firm should bill monthly while the
service is being provided for, not afterwards. This billing structure is more beneficial for the firm
since the firm is able to manage cash flow while the client is able to budget.

N

oif the client does not pay for service after 2 months of the billing date, the firm should senc

delinquency notices aggressively.
.

N

oif the client has not paid after 3 months from the billing date, partners of the firm should
become more active and make personal calls to the clients with outstanding debt.

Figure 12
Client Elimination

In effect of the economic downturn, many businesses have decreased in fafdskock has
experienced delinquencies that have also decreased their profits accortirsgbkplicable that
losses are higher in a recessibowever the degree of the losses depends on the management.

Werecommend Solid Rock to take the following initiatives.
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Elimination Process

Recognize
delinquencies

|dentify clients in debt
to Solid Rock

Review exisiting client'
using historical data

Determine whether
high or low risk

Work with the client

Eliminate high risk

Figure 13

Figure 13displayssix steps a firm should take in recognizing inefficient clients from efficient

clients. The firm should recognize the outstanding debt that is owed by clients. After
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acknowledgement of delinquencies, identification of the clients is nece€3acg. clientare
identified, their history with Solid Rock should be reviewdfthistory reveals that the client has
never had issues of payment with Solid Rock before the economic recession, the client is low
risk. If the client has had issues with payment befa@edkession, the client is high risk.
Regardless of whether the client is high or low risk, both types of clients must be dealteith.
advise Solid Rock to work with all clients by reaching out to them and discussing theAfisue.
clients have not pdiSolid Rock for more than 3 monthSolid Rock partners should call the
clients and arrange a meetinghe low risk clients will be dealt with differently than high risk

clients.

Solid Rock should continue serving low risk firms as long as they paynePashould offer the
option of payment on a certain date after refinancing the patyageeement. However, the

following yearSolid Rock should require a retainer from the low risk firm.

During the arrangement withdtirisk firms, Solid Rock should tdr the option of refinancing

the plan and an agreement to pay in an X amount of days, preferably a date that is convenient for
the client. Some money is better than no morf&glid Rock should quit cliedtusiness

relationship with higkrisk firms even fier payment.Elimination of high risk will allow Solid

Rock to allocate their intellectual capital to other prospective clients.

Services

Staffing shortages, new accounting standards, and rising client needs are forcing our firm to re
examine the serves we offer and the way we operate. In an effort to expand market share,
improve productivity and reduce costs, additional services must be offered, and technological

advances must be integrated fimide.

In this environment, the firm should go beyatsdcurrent offerings of tax, audit, and accounting
functions, as well as compilation, reviews, and consulting services. By reviewing client's
strengths, weaknesses, opportunities, and threats, we can provide them with additional services.
"When a CPA prones five services to clients, their retention rate is over ninety percent.
Retention rates jump to ninegyght percent for clients who have been with the CPA firm for ten

or more years. However, when a CPA firm only provides one service, tyedeneéntion rate

is only twelve percent(CPA News, 2008 Based on these facts, we must make every effort to
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offer our clients new services such as cost segregation studies, controllership service, procedure

reviews, onsite accounting functions, training, fiie accounting, and business startups.

Replacing Revenue

Our firm should put a great deal of thought into targeting young entrepreneurs. "There are
currently 370,000 entrepreneurs in Hieteen to twentfour age category, and the historical

growth rateis expectedo double through 20B4Hartley, 2009. We can advertise to this

market for free through social networks such as FaceBook and Twitter, which is where the
younger generation is interacting. Since CPA firms are already viewed as trusted axparts

in a unique position to pick up a good share of this target market. We can provide this young and
inexperienced wave of entrepreneurs with much needed business plans. A comprehensive
business plan that exhibits logical business reasoning willtheip negotiate through the

funding process. With the tax season quickly approaching, the firm should focus on evolving

compliance work, the staple of the industry, into a more efficient process.
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EERHEES

Creating value for our firm requires that we continue to increase our market share and operate
efficiently. The benefits of operating efficiently will always outweigh the cobteving

forward and building value require a commitment to operating efflgien

Going Paperless

One of the easiest ways for the firm to increase efficiency is to reduce the amount of paper that

is used. Here are actual costs of paper:

U The average office worker uses 10,000 sheets of paper peroreasheet every

twelve minuts (Bohach, 2009)

U Each fourdrawer file cabinet holds an average of 10,000 to 12,000 documents,
occupies up to nine square feet of flooasp and costs $1,500 per year (Bohach,
2009)

U Every 12 filing cabinets require aalditional employee to maintain (Bath,
2009).

U Each lost docuent costs between $350 and $700 each misfiled document
costs $12%Bohach, 2009

U "Buyers will be paying thirtysix percent more for basic office paper than they did
in January 200&(Purchasing, 2008

Besides the monetamalue that the firm could save with a reduction in paper costs, a paperless
environment would actually be much more rewarding in terms of efficiency. A solution to a
traditional paper filing system can drastically reduce the amount of time and enelg\sfieait

filing, searching for, and working with physical documents.

"For firms that have moved to a paperless tax workflow, the efficiency gains have been
phenomenal some report time savings of up to fefiye minutes per return. With the time

saved, ax professionals are focusing on higher value activities and delivering better customer
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service to differentiate and grow their practiwésadd, 2009. In the long run, moving our
operation away from paper will not only save the firm time and energyynbre importantly, it

will increase our ability to provide better client service.

Our firm should make the transition to paperless processes because if executed properly, a
paperless approach will dramatically reduce operating costs, improve workfloigreffes and
customer service, and broaden our firm's presence beyond our local communities. Implementing
technology that will scan, store, and electronically organize paper files and other important
documents is a key factor in moving the firm towardsepl@gs operations. By scanning client
documents on the front end of the tax preparation process, our firm will position itself for the

efficiency gains that come from using electronic documents.
Optical Character Recognition (OCR)

The first step towards @aperless environment starts with scanners that are equipped with optical
characterecognition (OCR).Optical character recogion converthandwritten, typed, or

printed text images into machkueeglitable textenard, 2008 OCR allows the computer to

examine each document, find text, and create files from that text. The computer can extract,
save, and have a picture of the document (Dexter, 200fis will eliminate much of the

manual file organization and data entry asgediavith individual tax preparation. The tax
preparation process can be enhanced further with the use of a document management system
(DMS).

Document Management System

A document management system is the electronic equivalent of-ad@yradlocument filing

system. With this digital library of source documents, employees will be able to quickly fulfill
client requests. Integrating a document management system within our offices will help to attain
a zeretime dataentry, completely paperless, and automaietess. If we do not act soon, we

will be left behind by other CPA firms. Lawhorn and Associates, an eighteen person firm, has
decreased its paper use by sevdiviy percenfrom $12,000 per year to $3,0@@ough the use

of a document management systgaold, 2009. Mellott and Mellott,a Cincinnati based firm

with more than thirty employees, set their original break even goal for-fixrtyonths, but

achieved it in eighteefDefilce, 2007.
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The real significance of going paperless is getting all of the firm's documents into an electronic
format so that there is a safe and central warehouse of client information that can be accessed
anywhere at any timé.John Enstad, whose firm (Hubmer Enstadk & Co.) handles about

eight hundred fifty individual tax returns and one hundred twenty corporate partner returns a
year, said that the greatest benefit of a document management system is the ability to quickly
pull up a client's file when they calfAlexander, 200R With the use of a document

management system, client documents are quickly retrieved without having to locate physical
files. The ability to access data remotely will enable team members from any of our three offices
to access and rewviedocuments without having to send original heogies back and forth.

Unlike papefbased systems, where documents can only be in one place at one time, document
management systems allow multiple users to access portable document format (PDF) files
simultaneously. Singkhandedly, the immediate access to documents by multiple users results in
higher office efficiency. The document management system also comes with the ability to lock
down a document so multiple employees are not making changes at thinsan®dcument

management systems not only improve accessibility, but also saaifiti.

Companyd6s can boost morale and increase gross
for and access information. Middle managers waste approximately twodamiwslay by

searching for information that is not readily useable (Adcock, 20D@fument management

systems reduce the amount of time it takes to locate a document. When the document is scanned
and entered into the system, all of its text becomes @ld&xmployees then only need to search

for keywords and are able to retrieve the document from the database.

A document management system also eliminates the possibility of losing documents and taking
the time to recreate the lost information. This faedlone will increase client confidence,

allowing them to know that their documents are safe. In addition, having a document
management system that integrates with workflow automation tools is critical towards more

efficient tax preparation.
Workflow Automation Tools

"Workflow automation may stand as the most important development in the accounting industry

in the 2£' century (McClure, 2009. Workflow automation is a method to eliminate
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unnecessary processes, duplicated efforts, and inefficiencies from the system that we currently
have in place. Workflow automation software will automatically organize and index scanned tax
documents in our document management system, eliminating thedimseming manual tasks

of sorting and identifying client documents ourselves. We will be able to impress our clients by
taking a shoebox full of unorganized documents and returning them irreatdx electronic file.
Even if the documents are upsidewn,blank, or miscellaneous, the automated software will
organize them for us. Our employees will then transfer the information to our tax software.
However, transferring documents into our tax software will be much easier for our employees if

they use dual onitors.
Dual Monitors

By purchasing dual monitor graphics cards for our computers, our employees will be able
complete tax returns fasteaving two monitors allows you to simultaneously view multiple
applications. Our employees will be capable of hgthe tax preparation program open and
running on one screen, and the client's source documents on th& bibevill make it much

easier for our employees to copy or refer to data on one screen while creating, editing or pasting
data on the other scred-urthermore, one of the monitors can be flipped to portrait view, versus
landscape view, making it easier to view documents with less scrolling redqbiveel the tax

returns have been finished, they can be sent back to our clients electronicallyoviea$®d

portals.
Web-Based Technology

The most efficient way to provide access to controlled documents is through the use of Web

based innovations known as portals. The incorporation of portals important because once we

have all of the client's documents@ronically filed, we need a way of getting that data back to

the client, and a portal facilitates thaRortals enable accountants to collect data online and

transfer it directly into their software. Seamless data transfer enables fastirpamkta

processing. Final documents are then made availabletoslients hi n secur e onl i ne
(Mackintosh, 2008)Web-portals alone will save us the costs of stamps, envelopes, and mailing

services. The Internet not only provided us with a way of exchanging files, but also money.
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Electronic Billing

Electronic billing will simplify our invoicing, as well as us pdaster. "Online billing allows
accountants and clients to collaborate to review and approve invoices, manage cash flow and
payment schedules, digitize and retrieve documents, and handle online payment. Users of an
online bilkpayment system can receiveyt®, and pay invoices electronicallyesulting in time

and cost savings of over fifty percent versus manual accounts payable angvaliagk

processes, and ensuring a complete audit trail and eliminating lost or mishandle®phpeh (

2009." Email payment reminders can also be sent to notify clients about any overdue invoices.
Electronic billing will provide better service for our clients because it will grant them nonstop
access to a personalized and passwpootected Web page where they can vibeir billing

history and pay their invoices. While updating the technology at the firm sounds like a great idea,

it should not be something that we rush.

We should ease into this paperless process with a pilot program before implementing it
throughout ouorganization. John Higgins of CPA Crossings recommended that accountants
take about sixreturnsamdo a ' ¢ o nf e r (Alexander, 200 Afso, frairling @auo
employees to use the hardware and software is critical in the success of this pktangm.

vendors of paperless tax solutions provide webcasts and training sessions that will help our
employees learn to use the new technologies successfully. "Beyond the formal training, it took
Mellott and Mellot's employees on average about two montfeet@omfortable enough with

the new technology to discipline themselves not to fall back to old habits such as making notes
on paper documerigDefilce, 2007. A paperless system will significantly enhance the

efficiency of our firm, but there are stdther ways to mold our firm into a wedrganized entity.
Consolidating our firmés software programs on

control over employee workstations.

In an application server configuration, you only need to installveoé on the server, not on the
workstations. By installing applications only on the server, employees will be able to use the

exact same version of all shared programs. Also, since the server executes all storage and

computing processes, a failed workstatn can be replaced i n minutes
use less than half as much electricity as today's PCs. So, replacing a desktop PC with a thin client

can cut greenhouse gas emissions in half. Moreover, thin clients outlast PCs by an average of
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three to four years. That helps reduce the quantity of discarded electrical equifbesming,
2009. In addition, when laptop data is stored on the server, the risk of theft is eliminated.

Strengthening communications amongst our three offices will edgbtb a more efficient firm.
Internet Protocol (1P)

Effective communications is critical to delivering wedthss client services. We need to

establish a reliable communications platform that will meet the firm's current needs as well as
allow for future growth. Avaya is a global leader in enterprise communications systems that will
combine the reliability and ease of a traditional telephony system with the applications and
advantages of an Internet protocol (IP) solution in order for us to provide @iettemer service.
Our receptionists will work with Avaya Softconsole, which is a compgodsied operator console
that enables operators to answer and route calls from their computer screen. Avaya IP Office will
even allow us to consolidate all incomirgls at one site, which will free up other personnel for
dedicated work in different areas. IP Office's mobility features will enable a call to ring
simultaneously at the desk phone and on the cell phone, allowing our employees to stay
connected from anytation. With this option, employees will not have to give out their personal

cell phone numbers, yet they will not miss any calls that come into their office.
Recommendations

The benefits of operating efficiently will always outweigh the costs. We rapktce our current
paper filing system by implementing modern technology. It is our belief that if we utilize OCR,
document management systems, Wwabed technologies, and IP telecommunications, we will

provide worldclass client services.

"Even though new technologies can be challenging in the interim, it's understood that technology

is the solution to overcome the challenges of a rapidly changirgtes accounti ng pro
(Mackintosh, 2008). After the integration of these technolesj our firm will experience

unprecedented efficiency gains that in turn result in satisfied clients, lower operating costs, and

greater profitability.
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