
PLUS:
Game plan for better meetings

Intellectual property outside  
the United States

the  
leading

Advice and information to help  
you manage your business

In an economic
            downturn...

Sculpt your business to 
                    survive and 
                    thrive

volume 9 n issue 1
fall 2008

      Published BY Pannell Kerr Forster of Texas, P.C.



2� VOLUME 9 ■ ISSUE 1 ■ fall 2008

Dear Friends and Colleagues:

Unless you work in the energy sector, you are like many of us who probably 
know the “buzzwords,” but seldom venture any further to gain a greater 
understanding. “Energy” is an ongoing topic for the media and the pundits 
predicting the impact of energy policy on the upcoming presidential election, 
giving us brief sound bites about offshore drilling, high gas prices, alternative 
fuels and conserving our resources. However, if you’re going to speak to the 
topic intelligently and realize the tremendous impact Houston has on this 
industry, you naturally want to know more – and so did Aidan Arney when he 
wrote our lead article, “The Straight Talk on Energy.”

Aidan spent time with Glenn Dubin and several editors at Hart Energy Publishing, 
getting advice and counsel from the energy experts in order to pass along 
information to our clients and friends of the firm. Based on his interviews, there 
is not one single source of information from which to draw conclusions as to why 
gas prices are so high. Rather, there are so many factors that we have to face the 
diversity of views and then try to draw our own conclusions. 

In this month’s Leading Edge, our Cubesters™ also turned to an outside source 
for wealth management insight—Brad Whatley, formerly of PKF Texas. It seems 
the younger generation is bombarded by ways to spend their money, not only 
with many credit card offers, but with investments, insurance and other wealth 
management tools. In “Real World 101,” Ashley Autrey and Daniel Travis asked 
Brad some great questions that are applicable to all young professionals, to 
anyone who has young professionals working with them, and perhaps even to 
your own children.

Another issue related to wealth management is the value of the U.S. dollar, 
now fueling a surge in exports of U.S. goods and services. Our third story 
focuses on transactions and business conducted in currencies other than U.S. 
dollars, and the associated tax rules. Written by Eddie Goldsberry and Matt 
Pittsford this article discusses the ins and outs of the various tax laws and the 
important concepts of transaction, translation and functional currency when 
reporting transactions in foreign currencies. 

As always, our doors are always for your comments. Let us know how we’re 
doing by calling me or any of our advisors.
 

Kenneth J. Guidry, CPA
President 
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PKF Texas Menu of Services
Audit and Accounting

•	 Audits
•	 Internal Audit
•	 Transaction services
•	 Evaluation and implementation of internal  

control systems
•	 Employee benefit plan audits
•	 Systems consulting
•	 Mergers and acquisitions
•	 Special agreed upon procedures
•	 Operational audits
•	 SOX 404 planning & compliance
•	 Forensic accounting / Fraud investigations

Business Process Consulting

•	 eCommerce strategy consulting and implementation
•	 Entrepreneurial planning and business  

plan development
•	 Business process measurement

Entrepreneurial Solutions

•	 Profit Enhancement Plus 
•	 Reviews & compilations 
•	 Turnaround management 
•	 Strategic planning
•	 Healthy Start Package® for business start-ups
•	 Outsourced controller & CFO
•	 Cash flow management
•	 Accounting software support

Information Technology Consulting

•	 Application software selection assistance
•	 Business system design and implementation
•	 Hardware selection and implementation
•	 Network infrastructure evaluation and  

implementation
•	 Microsoft Gold Certified Partner

Litigation and Insolvency

•	 Bankruptcy and insolvency consulting
•	 Insurance claims
•	 Accounting malpractice
•	 Tax controversies

Tax

•	 Federal, state and local planning and compliance
•	 Research and development tax planning
•	 Cost segment analysis and accounting for buildings 

and manufacturing facilities
•	 Tax controversy management and resolution
•	 Estate, gift and tax trust planning
•	 Business succession planning

International Tax

•	 Global tax minimization planning and  
implementation

•	 Tax advantages for exporters
•	 Transfer pricing studies and planning
•	 Withholding tax compliance and planning for  

cross-border payments
•	 Income and estate planning and compliance for  

resident and non-resident aliens
•	 Financial accounting for income taxes (FAS 109)
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In an economic downturn...
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n a challenging economy, most people tend to recoil a little. Fearful of what lies ahead, 
we cut back on our daily trips to Starbucks, cook at home or carpool to work.

Businesses, however, should look at difficult economic times as a challenge to be 
proactive in their moves—a time to rethink, reshape and recreate their companies—
finding ways not only to survive the downturn but ultimately to thrive. 

“People are open and receptive to change during a troubled economy. When 
everything is going well they look the other way,” says Norm Brodsky, founder of CitiStorage and 
seven previous start-ups. He also co-authors “Street Smarts,” the small business advice column in 
Inc. magazine.

Two of his start-ups have come during recessions. “Downturns present new opportunities for 
businesses,” he says.

Lara Lee of Jump Associates, a strategic growth consulting firm, agrees. “When fears of 
recession loom large, companies historically batten down the hatches and wait for the storm to 
pass,” says the former vice president of enthusiast services for Harley-Davidson.

“Instead of fixating on risk and uncertainty, it is critical to focus on uncovering hidden 
opportunities, navigating unknown territory and being responsive to changing environments,”  
Lee says.

Dollars and sense
Brodsky has specific suggestions for companies to turn around that “batten-down-the-hatch” 
mentality.

First, he says, start thinking like a banker. Remember, receivables are, in effect, loans you’ve 
made to your customers, so keep an eye on the quality of your loan portfolio.

Have a plan in place for how to deal with customers who stop paying bills on time. Options 
could include arranging new terms, applying pressure or terminating the account if necessary, 
Brodsky says.

In addition, learn the right way to ask investors for money during today’s tight times and watch 
your cash flow like a hawk.

Itamar Chalif, owner of Atlantic Capital Solutions, says he thinks one of the biggest mistakes 
business owners make, particularly when they start the company, is they assume business 
financing is challenging.

“They tend to go with consumer-type financing or pay cash,” Chalif says. “There are a lot of 
financing options out there that involve taking out a home equity loan or borrowing against a 

IBy Ann M.  G ynn

continued on page 6

Sculpt your business to 
survive and thrive
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401(k) to help fund capital improvements. Many times 
the business owner doesn’t read the fine print of the 
agreements and ends up losing their home, life savings 
or both.” Instead of relying on consumer-type credit, 
Chalif says now is the time for any business to pay 
attention to their working lines of credit. And if they 
don’t have lines of credit, they need to think about 
setting one up even if they don’t need the money now.

Too often, he says, companies start applying for credit 
lines when they need the money right away—whether 
to help the company survive or to take advantage of a 
sudden business opportunity.

 “Businesses have to always have available cash to 

withstand a downturn,” Chalif says. “If you’re not 
prepared, you will not succeed.”

However, businesses also must understand their credit 
options as well as the fine print. A secured line of credit 
enables the lender to put a lien on assets and could 
potentially lock the business from other lenders for a line 
of credit.

If an unsecured line of credit is still available, it frees 
the company to make decisions in the future and not 
have to lock in with one lender, Chalif says.

Teamwork mentality
Get all your employees involved in a team effort to keep 
down expenses. Brodsky says his company won’t give 
out a new pen unless an employee turns in an old one.

“We’ve never had an instance where someone didn’t 
have a pen to return,” he says. While he admits it sounds 
quirky, employees aren’t put off by it. The top seven 
employees have been with the company at least 30 
years and the next 16 have been there at least 14 years, 
Brodsky notes.

But more important than reducing expenses is to let 
your employees know where their jobs stand.

“Sit down with the staff and tell them their jobs are 
safe if you can,” Brodsky says. “People get concerns about 
losing their jobs and lose their espirit de corps. Tell them 
they will not be let go because of the downturn.”

He says employees will seek work elsewhere if they are 
uncertain about their future at the company—and most 
often the people who leave are the better people on the staff. 

“Don’t skimp on talent and cut back unless you 

absolutely have to,” says Yin Chang, president of Phoenix 
Marketing Communications. “This is where the majority 
of your dollars should be spent.”

But she also advises evaluating and possibly changing 
the company’s structure. “Get rid of junior professionals 
and hire a professional administrator. You’ll find all your 
processes streamlined, costs reduced and a better quality 
of work,” Chang notes.

Companies always make the mistake of hiring junior 
professionals because they are ‘inexpensive,’ they 
leave for better pay at some point. Hiring professional 
administrators will give you much more cost efficiencies 
in the long term, not to mention saving you major 
headaches, she says.

No reactionary price cuts
Don’t cut your prices significantly just because your 
competition does. Price and service typically are the two 
areas where your business can distinguish itself. So if 
your competitors are instituting fuel surcharges, don’t 
institute a surcharge and use not charging as a selling 
point, Brodsky says.

“You will be hurt by the increase in gas prices, but look 
at it in more of a long-range plan,” he says. Identify ways 
to absorb the surcharge and ultimately it can bring you 
more business. Consider offering stable pricing to new 
customers so they can budget appropriately for the next 
year or two and know you won’t be raising the charges. 
Customers will react positively and be more loyal when 
they can trust the businesses with which they work.

Partner up
Retailers cannot keep passing on price hikes to consumers, 
according to a report, “The 2008 Food Beverage and 
Products Industry Report: Achieving Superior Financial 
Performance in a Challenging Economy.”

The report shares insight into how companies in 
that industry can prosper by harnessing the market 
forces that are killing some businesses now. However, 
the report, released by The Grocery Manufacturers 
Association and PricewaterhouseCoopers, offers insight 
that can work for many industries.

Collaboration between manufacturers and retail 
partners is a must to achieve improved value and 
better balance higher costs. Retailers should press 
manufacturers to do more with price and to become 
more efficient by taking steps such as eliminating 
waste. Retailers also can share with manufacturers more 
information such as point-of-sale data.

Within the collaborative environment, forget the short-
term or reactive approach. GMA and Pricewaterhouse-
Coopers argue that the “patchwork” mentality doesn’t 
work well. Instead, optimize the product portfolio. By 
analyzing all the products, manufacturers can refocus on 

continued from page 5
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if you can” —Norm brodsky



the core brands that drive growth and profitability.
Rethink product design, ingredients and packaging. 

By working together, retailers can share their insight and 
experience into what consumers are attracted to and 
want. Cost implications of packaging and ingredient 
counts or new formulas all can be considered.

Enhance the effectiveness of trade promotions 
spending. Again, if retailers and manufacturers 
are talking, manufacturers can learn which trade 
promotions worked and which ones didn’t based on 
point-of-sale data and studies of promotional events.

Green for green
City Harvest gets hit from both sides in challenging 
economic times. Currently, it helps more than 260,000 
hungry New Yorkers find their next meal each week. 
But that number could grow as people struggle to 
make ends meet.

On the other side, City Harvest, a nonprofit 
organization that relies on transportation to help 
feed those people, must battle the rising cost of fuel. 
Already a group whose motto is “waste not,” City 
Harvest searched for ways to save money and be 
environmentally conscious.

This past summer, the organization began using 
three custom-built bicycles to pick up and deliver food 
around New York City. It also put four state-of-the-art, 
first-in-the-nation hybrid trucks into service.

“These trucks are amazing,” says Melanie Crose-
Galis of City Harvest. “They keep the refrigerated part 
operating by storing energy from the engine—so no 
need to keep the truck idling to keep things cold.

“Our drivers are now refueling every three to four 
days as opposed to every one to two days. The fuel 
savings allows us to pick up more food, more efficiently.”

Survive and thrive
Chang of Phoenix Marketing Communications says 
going green related to energy costs can be a great long-
term savings. But there are short-term steps companies 
can take as well.

She suggests companies review all their vendor 
contracts, from business services to software to office 
rental and equipment leasing. “You need to analyze 
whether it’s necessary and renegotiate terms, including 
pricing,” Chang says. 

It is possible to survive tough economic times in a way 
that ultimately can help the business thrive, she says.

Brodsky agrees. “Downturns present opportunities 
for new business,” he says. “Remember—those who 
persevere, win.” e
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It’s all a game of ‘know’
Strategic growth consulting firm Jump Associates offers five tips to help companies 

grow success over the next year and beyond.

1. Know yourself. Play to your and the company’s strengths. In tough times,  
there is no margin for error—you can’t waste time, money or talent to become 
something your organization is not. Look at what you have and deploy it to your 
best advantage.

2. Know your customers. When times are hard, people stand by companies that go 
the extra mile to understand what is happening in their lives and help them find 
solutions to their problems. Develop or deepen your customer empathy through 
grassroots outreach and emotional insights research, as well as co-creating  
products and services with ordinary people.

3. Know your strategy. Constraints provide focus and increase creativity. Contrary  
to popular belief, the most successful innovations almost always come from  
negotiating competing constraints—not from blue-sky brainstorms. Uncertain 
market conditions call for strategies that provide both clear direction and room 
for experimentation.

4. Know what you don’t know. Build rapid learning and adaptation into your  
processes. Add innovation tools to your toolkit that support rapid testing,  
evaluation and adaptation such as discovery-driven planning, opportunity  
mapping and new product/service roadmaps, which are specifically geared for 
finding success in uncertain environments.

5. Know how to lead. Hard times call for courageous leadership. When times are 
tough, people can get scared. Companies can react instinctively and abruptly,  
trying to eliminate risk and variability. A leader with vision counters  
these tendencies by using uncertain conditions to drive big change. Devise 
unconventional organizational structures, incentive systems and metrics to keep 
your teams on track and help them succeed. Bring these successful practices the 
into core organization and guide the whole company’s direction. 
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A U.S. company outsources its fashion 
accessories production to a manufacturer in 

China. The products are imported and sold in 
the United States.

After several years of production in China 
and importation to the United States, the 
company decides to expand its market and sell 
goods in the production country.

Prior to selling in China, the U.S. company 
prudently initiates trademark registration in 
China only to learn the trademark already has 
been registered … by its Chinese manufacturer.

Steven P. Shurtz, managing partner of the 
Utah office of Brinks Hofer Gilson & Lione, tells 
the true story to illustrate what he says most U.S. 
companies doing business outside the United 
States do not fully appreciate—an understanding 
that the world views intellectual property rights 
differently from the United States.

“For example, in the United States, an 
inventor may publicly disclose and start to 
market his invention, and has one year to file a 
patent application after the date of first public 
disclosure or offer for sale,” Shurtz explains.

“However, in almost every other country, 
the patent application has to be filed before 
the invention is ‘made available to the public,’ 
anywhere in the world.”

Jim Chester, an intellectual property attorney 
at Cowles & Thompson, agrees. He routinely 
represents clients before the U.S. Patent and 
Trademark Office, U.S. International Trade 

Doing business outside the United States?  
Protect your intellectual property
By Ann M. Gynn

Administration and many other agencies.
“U.S. companies must realize that for 

the most part, a U.S. patent, trademark or 
copyright registration means nothing outside of 
the United States,” he says.

As Chester explains, most international 
property treaties are not concerned with 
multinational intellectual property rights. 
“Instead, they are focused on providing access to 
local registration processes for foreigners and in 
reaching agreement on the types of intellectual 
property to protect,” he says, noting that the  
Berne Convention’s protection of copyrights as 
one of the biggest exceptions to this.

U.S. companies should realize that most 
jurisdictions outside the United States award 
intellectual property registrations to the first 
party to file in their country (first-to-file 
jurisdictions). “This is significantly different 
than U.S. law, which gives priority to the 
first party to use a trademark or create an 
invention,” Chester says.

So how can businesses protect their 
intellectual property internationally? Direct and 
indirect options exist, Chester says.

The direct approach involves obtaining 
protection through contracts and related 
agreements with specific individual parties.

The indirect approach involves taking 
advantage of the registration and other statutory 
protections afforded by the laws in the countries 
where the company does business.

“Ideally, companies will utilize both direct 
and indirect means to protect their intellectual 

property,” Chester says.

‘Just paper’
William Gamble, an attorney 
and author of Freedom: America’s 
Competitive Advantage in the Global 
Market, says the problem with 
intellectual property, with the 

exception of trade secrets, is that 
intellectual property is simply a piece 

of paper protected by law.
“In China,” he says, “they steal 

intellectual property associated with everything 
from batteries to bubble wrap.

“The reason is simple—fake stuff makes up 8 

percent of the gross domestic product of China. 
With that amount of money at stake, there is 
no way the government is going to change or 
enforce the law.”

Take India as a contrast. India thrives on 
its IT and pharmaceutical industries, so the 
country has something to lose if a company’s 
intellectual property goes unprotected. Thus, 
there is political structure to change or enforce 
the law, Gamble says.

The key is for U.S. companies to create 
unique strategies based on their product, the 
jurisdiction, the technology, the economics and 
the business model, he says.

“I am a lawyer. I practice law in countries 
that don’t have any. In my business, you have 
to have more than one arrow in your quiver. 
Think different,” Gamble says.

Trust and treaties
Sasha Frid, attorney with Miller Barondness 
in Los Angeles, has the unique perspective of 
working for the Motion Picture Association of 
America as well as with small businesses and 
Fortune 500 companies on copyright violations 
and intellectual property infringement.

With the significant cost savings offered 
by some countries and the growing global 
market, isolating production and sales in the 
United States, which better protects intellectual 
property issues, really isn’t an option.

Frid offers these two overarching tips on 
doing business outside the United States and 
working to protect the company’s intellectual 
property as best as possible:
•	 Know with whom you are dealing. Don’t 

necessarily go for the cheapest, but go for 
the company you can trust. Pick reputable, 
well-known companies (they have more to 
lose if your intellectual property is stolen). 
Talk to their current clients. Determine their 
security to ensure employees do not walk 
off with your templates.

•	 Review international treaties with a 
particular country and use them to your  
own benefit. Global policymakers, such 
as the World Trade Organization and the 
countries that have signed on to it, also can 
be helpful guides. e
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When I think of the energy 
industry in Houston, I 

think of prosperity, wealth and 
reputation. Our local economy is 
more dependent than ever on our 
use of energy and the businesses 
offering related products.

Yet, the outlook isn’t as rosy 
everywhere, especially in 2008 
when gas prices soared above $4 
a gallon and we pay $140 a barrel 
for crude. Some experts predict 
gas prices will be up to $7 per 
gallon some time in the future.

The daily headlines say it all: 
“Americans Try to See the Bright 
Side of High Gas Prices” or “Oil 
Prices, Crumbling Demand, 
Weighing on Refiners.” Today, we 
are far from seeing substantial 
relief at the pumps. In a story last 
summer, Texas’ own beloved T. 
Boone Pickens traveled from Texas 
to Washington, D.C., promoting 
his new power policies. In one 
story, he said, “We’ve gotten 
ourselves in a trap. The problem is, 
we said, ‘Send us the oil, and never 
mind the cost.’ Things were fine 
until the price went vertical on us.”

At a high in the range of 
$140 a barrel for crude, Pickens 
calculated Americans spend $700 
billion a year on 5 billion barrels 
of oil from foreign countries. This 
amounted to about 65 percent of 
the total U.S. supply in 2007.

While this outlook indeed 
sounds somewhat gloomy, facts 
must be understood. When I talk 
with clients and colleagues, it 
seems the energy industry is one of 
the most misunderstood sectors in 
our business marketplace. All we 
ever see are the prices at the pumps 
and the cost of heating our homes. 

What we don’t take into account 
are many of the related factors that 
are not in our line of sight.

To educate myself and provide 
credible information to our clients, 
prospects and friends of PKF 
Texas, I turned to a respected 
source right in our own backyard–
Hart Energy Publishing, LLC. In a 
roundtable discussion format, I sat 
down with Glenn Dubin, manager 
of business development for Hart 
Energy Consulting; Monique 
Hitchings, editor-in-chief of Fuel; 
Shelley Lamb, publisher, Oil & Gas 
Investor; and Attrice Hunt, regional 
sales manager, Oil & Gas Investor. 

Dubin served as the group’s 
spokesperson … the insight was 
invaluable and very eye-opening.

With bulls, bears, speculators, 
producers, users, governments and 
cartels, it seems everyone has an 
opinion about energy prices and 
why they are so high. Considering 
the varying opinions, I asked 
how a lay person could figure out 
whose information is correct. 

“One source of information is 
impossible to track,” says Dubin. 
“There are so many different 
facets, trends, variables and 
influencers that make the market 
do what it’s doing, especially with 
the price of crude. In fact, when 
talking about the financial markets 
or someone’s portfolio, we talk 
about diversification.”

Throughout its own 
publications, Dubin says Hart 
uses its own measurements to 
help determine the very same 
answers, including domestic and 
international politics.

“Within the price of crude, there 
is a percent of that price based on 

political fear, instability and the 
unknown–and this has to be taken 
into account. Taking a look at 
different policies with geopolitical 
and economic issues is important. 
However, you have to understand 
that is what’s occurring, for 
example, in the Middle East today, 
and next week. The industry is 
very unpredictable.”

One area rarely discussed is the 
price of crude. Dubin attributes 
this to the track record established 
in the financial markets when 
prices go up, along with the issue 
of supply and demand.

“When supply diminishes due to 
utilization–and when we are in the 
process of a recession and in a global 
economy–we see utilization decline 
in the United States due to the 
prices. Globally, there’s been some 
slowdown as well. If the recession 
continues to be global, utilization will 
continue to decline and there will 
be a correction due to speculators, 
political fear and a recession.”

For those who are unfamiliar 
with Hart Energy Publishing, the 
company is 35 years old and is one 
of the world’s largest energy industry 
publishers with a diverse array of 
informational products and services. 
Hart is recognized and honored 
for its expert coverage of the global 
energy industry through its award-
winning magazines, newsletters and 
directories, conferences, consulting 
services and online resources.

In addition to Fuel and Oil 
& Gas Investor, other magazine 
titles include E&P and Pipeline 
and Gas Technology. Hart also 
offers a number of newsletters 
for upstream and downstream 
markets, and maintains Hart 

Energy Consulting, a division 
established in the late ’70s that 
offers information, analysis and 
communications resources for the 
worldwide energy industry.

Houston may be the center of the 
energy universe, but competing with 
incentives for energy companies to 
relocate to countries such as Dubai 
is a contentious issue. Hart Energy 
is a Houston-based company, and 
as such, has tremendous pride in 
the entire region.

“We have a great shot at 
remaining the world’s energy 
headquarters. Houston’s best kept 
secret is its presence as a great 
place to do business and establish 
company headquarters–all due 
to the cost of living and doing 
business. Between the human 
capital in Houston, and the 
efforts of the Greater Houston 
Partnership and the City of 
Houston, our city is a very 
attractive place to do business.”

To put it “crudely” … the one 
factor that seems apparent is that 
it’s very difficult to predict the 
price of oil on a consistent basis; 
however, if prices do not fall, the 
effect could be hazardous to our 
long-term economy. e

Aidan J.G. Arney, CPA, is a tax senior 
manager for PKF Texas and a member 
of the Leading Edge Magazine Task 
Force. Contact him at (713) 860-1494 or 
aarney@pkftexas.com.

Straight talk on energy
By Aidan J. G. Arney, CPA
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Although the recent drop in 
the value of the dollar is a 

boost to U.S. exports of goods 
and services, we can’t overlook 
the tax rules regarding accounting 
for transactions and/or businesses 
conducted in whole or part 
in a foreign currency, taxable 
immediately or eventually by the 
United States.

Because U.S. taxpayers are taxed 
on their worldwide income, taxes 
are required to be reported and 
paid in U.S. dollars, regardless 
where the income was earned 

Don’t be surprised by tax rules’ effect on U.S. taxes and 
foreign exchange rates
By Eddie Goldsberry, CPA, and Matt Pittsford 

or the currency in which the 
transaction is denominated. 
Transactions and businesses 
conducted in currencies other 
than the U.S. dollar have to be 
converted into dollars. Even in 
cases where the books and records 
of a U.S. taxpayer’s foreign branch 
or subsidiary are kept in a foreign 
currency, U.S. tax laws dictate that 
taxpayers convert their foreign 
books to U.S. tax accounting 
standards and into U.S. dollars. 

Under our tax rules, foreign 
currency is not technically 

by a U.S. taxpayer to acquire other 
property, the situation becomes 
more complicated. Typically, 
sooner or later, the cost of the 
property in U.S. dollars must 
be determined. Gain or loss on 
disposition of the property may, in 
some circumstances, be treated as 
if the entire transaction were done 
in U.S. dollars, or the gain or loss 
may be split between a gain or loss 
on the disposition of the property. 
A currency exchange gain or loss 
driven by the fluctuation in the 
exchange rates between the U.S. 
dollar and the foreign currency 
from the date of acquisition to the 
date of disposition.

Intuitively, you could conclude 
that this is a distinction without a 
difference since the combined gain 
or loss in the latter case should 
be the same as the single gain or 
loss in the former. However, as 
with many things “tax,” it is not 
so simple! The distinction can 
affect, for example, the character 
of income as ordinary or capital 
gains, or the determination of the 
source of the income as U.S. or 
foreign for foreign tax credit and 
other purposes.

Two key concepts in the tax law 
in this area are transaction and 
translation. To understand these, 
taxpayers need to also understand 
the even more fundamental 
concept of functional currency.

A functional currency is the 
primary currency in which 
a company or a business 
unit conducts its business. 
Transactional-based conversion 
standards and rules are applicable 
to transactions involving the 
currencies other than the 
functional currency. Transactions 
within a functional currency are 

“money;” instead, it is considered 
“personal property.” When 
acquired, a cost in U.S. dollars 
is associated with the foreign 
currency. When disposed of, the 
value in U.S. dollars must be 
calculated. As a result, a taxable 
event occurs, and a gain or 
loss based on the difference is 
realized and recognized. If the 
asset acquired is simply foreign 
currency, the whole of the gain 
or loss is considered a currency 
exchange gain or loss. 

When foreign currency is used 
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not taxable events. Transactions 
involving the functional currency 
and a non-functional one, or 
involving multiple non-functional 
currencies, may generate 
exchange gain or loss in addition 
to the business gain or loss in 
the transaction. Translational 
standards govern the conversion 
of financial information from a 
functional currency other than the 
U.S. dollar to the U.S. dollar. 

Translation rules are governed 
primarily by Section 987 of the 
Internal Revenue Code. These 
rules apply to cases where a 
currency other than the U.S. 
dollar is the functional currency 
of the company or business unit. 
Under these rules, the operating 
results of the foreign subsidiary 
are translated to U.S. dollars only 
when they have consequences 
for U.S. tax reporting. The rules 
require that the business first 
prepare its books consistent 
with U.S. tax principles using its 
functional currency, and then to 
convert to the U.S. dollar using 
exchange rate averages.

Transactional-based conversions 
are primarily governed by Section 
988 of the Internal Revenue Code. 
These are financial transactions in 
which the taxpayer is entitled to 
receive payment, or required to 
make payment, in a nonfunctional 

currency. The effect of fluctuations 
in the exchange rate between the 
U.S. dollar and the nonfunctional 
currency between the date the 
item is properly recorded on the 
taxpayer’s books and the date it 
is paid or received is treated as 
exchange gains or losses.

Exchange rates to be used are 
the rates at the date the item is 
recorded and at the date the item 
is paid or received. The types of 
transactions subject to the rules of 
Section 988 include dispositions 
of nonfunctional currencies; 
acquiring or becoming an obligor 
(one who binds oneself to another 
by contract or legal agreement) 
under a debt instrument; accruing 
a payable, receivable or item of 
expense or income; and entering 
into or acquiring a forward, future 
or options contract. 

Businesses required to use 
the translation approach to 
the entirety of their financials 
may also be required to first 
use the transactional method 
where currencies other than the 
functional currency of the business 
are involved.

Some transactions may fall 
outside the scope of either of 
these sets of rules. An example 
would be the purchase and/or 
sale of a capital asset by a U.S. 
taxpayer using a currency other 

When foreign currency is used by 
a U.S. taxpayer to acquire other 
property, the situation becomes 
more complicated.

than the U.S. dollar. Currency 
exchange gains and losses are 
computed using the transactional 
method. However, in these cases, 
the gain or loss is not recognized 
as a separate exchange gain or 
loss. Instead, the gain or loss is 
included as part of the overall gain 
or loss on the sale or exchange, 
and is reported with the same tax 
characterization (i.e., as capital 
gain or ordinary income) as the 
overall gain or loss.

U.S. rules regarding our nation’s 
tax reporting of transactions using 
currencies other than the U.S. 
dollar are seemingly simple in 
concept, but deceptively complex 
in application. Taxpayers who 
do not pay heed to the rules risk 
some unpleasant surprises. e

Eddie Goldsberry, CPA, is director of PKF 
Texas’ Tax Department. Matt Pittsford is a 
Senior Associate in the Tax Department. 
Contact both of them at (713) 860-
1400 or egoldsberry@pkftexas.com and 
mpittsford@pkftexas.com.

PKF Texas at a Glance
On October 22, 2008, the PKF Texas Cubesters™ conducted 
the first YP Voice conference call, introducing the new Young 
Professionals SIG for the Leading Edge Alliance. The call was 
met with great enthusiasm. We are looking forward to the 
development of the SIG and participating as a member of the 
steering group. For more information about the YP Voice calls  
or the Young Professionals SIG, contact Jen Lemanski at 
jlemanski@pkftexas.com.

PKF Texas is a proud sponsor of Hart Energy’s 2008 Energy 
Solutions Conference, held at the Omni Hotel in Houston, 
November 6-7, 2008. The conference presentations will showcase 
fuels, pollution prevention, technology and what economists 
“see” for the next few years. For more information visit  
www.hartenergyconferences.com.
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Remember when you walked 
across the stage at college 

graduation and thought you were 
in control of the world? 

After several eye-opening 
experiences over the past few 
years, we have learned that it is 
just the opposite. We will never 
be in total control. Instead, we 
get to experience the joys of life-
changing events, such as buying a 
house, getting married or having 
a child. Each of these situations 
requires planning, especially 
“financial planning,” and the 
ability to allow someone else to 
assist in the control zone.

Where do you begin?
In order to learn more about 

the different types of planning 
“Cubesters” should be doing, we 

interviewed Brad 
Whatley, CPA/PFS, 
CFP®, owner of his 
own Houston-based 
financial planning 
firm, H. Bradley 

Whatley, PC. Brad shed some light 
on what we can do to make the 
most of our disposable income.

Cubesters: In today’s market, what 
are some appropriate investment 
venues for young professionals?
Brad Whatley: Throughout the 
long-term history of the stock 
market, values have always risen. 
Right now is a great opportunity to 
take advantage of low stock prices.

Basically, young professionals 
should view stocks as being “on 
sale,” and since we all know what 
people like to do when things 
are “on sale,” we should jump on 
the bandwagon and invest our 
extra cash. In addition, since we 
have time on our side, we should 
continue investing throughout 

3) No matter how bad the idea 
sounds, if you live in the same 
town as your parents, consider 
moving home for several months 
right after college so that you 
have the ability to build up a little 
savings and get comfortable with 
the real world.

Cubesters: We have been 
approached by a lot of people 
trying to sell us insurance. Should 
we spend money on disability and 
life insurance?
Brad Whatley: Great question! 
Start with asking yourself why you 
need insurance. Sure, life insurance 
serves a purpose, but typically only 
if you have a family. Therefore, if 
you are not married or have no 
dependents, then there is no need 
to have extra life insurance.

Disability insurance is a little 
different. Although it seems as 
if there is never enough of this 
kind of insurance, consider some 
supplemental protection if you are 
self-supporting; there is always a 
chance of you becoming disabled.

Cubesters: What other tips do you 
have for “Cubesters?”
Brad Whatley: First consider 
having only two credit cards, only 
use them in emergencies and pay 
them off every month. There’s no 
need to carry unnecessary debt.

Next, ask your company if it 
has a Roth 401(k) option. A Roth 
401(k) has all the same rules as a 

our lifetime despite the market 
conditions.

Cubesters: We remember hearing 
the horror stories of Enron and  
how individuals lost their 
entire retirement savings. What 
recommendations do you have that 
can enable us to avoid the same fate?
Brad Whatley: The easiest 
answer is to never over-invest in 
your company. If the company 
goes south, not only do your 
retirement investments lose value, 
but you are also most likely out 
of a job. However, this does not 
mean you shouldn’t invest in 
your company! Keep the amount 
reasonable—no more than 15 to 
20 percent of your portfolio.

Cubesters: Funding our retirement 
is one aspect, but what about our 
daily bills, student loans and other 
dreams?
Brad Whatley: So that you 
never miss the money, try to fund 
everything you can direct from 
your paycheck. No matter what, 
retirement planning should always 
be a primary commitment. While 
parents are often concerned about 
saving for their children’s college 
education, there are other avenues 
to pay for it. However, there 
are no other options to pay for 
retirement if you do not save.

In addition, young professionals 
should keep the following 
thoughts in mind. 1) Don’t rush 
out to buy an expensive car … 
you don’t need it!; 2) If your goal 
in paying off college loans is to 
reduce your debt load in order to 
borrow money for other purposes, 
consider that the college debt was 
probably cheaper than any loan 
you will get in the future; and 

normal 401(k), other than the fact 
that your contributions are not tax 
deductible. In addition, because 
a Roth 401(k) is considerably less 
restrictive than a normal Roth IRA 
(i.e., no income limitations which 
restricts contributions), you are 
never required to remove funds 
from it. When you die, it can pass 
on to your heirs, income tax-free. 

Finally, to take advantage of 
“free” money, put at least as much 
money in your company 401(k) 
that your company will match.

After speaking with Brad, we 
learned two major lessons that 
we did not learn in school: 1) Act 
now and 2) Don’t spend what 
you don’t have. Even if you are 
uncertain about the best course of 
action, start having conversations 
with your spouse, companion, 
parents or a financial advisor. Share 
the control, and always remember, 
there is no better time than the 
present to plan for the future. e

Cubester™ Chat is a recurring column 
with fresh voices by PKF Texas’ younger 
professionals. Ashley N. Autrey, CPA, is a 
tax manager and Daniel P. Travis, CPA, is a 
tax senior associate for PKF Texas. Contact 
Ashley at (713) 860-5414 or aautrey@
pkftexas.com, and Daniel at (713) 
860-5432 or dtravis@pkftexas.com.

Cubester™ Chat
Real World Finance 101
By Ashley Autrey, CPA, and Daniel Travis, CPA
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Many people complain about meetings, and 
it’s no wonder. 

An estimated 11 million meetings are held 
every day in the United States, according 
to Meetings in America I: A Study of Trends, 
Costs and Attitudes Toward Business Travel, 
Teleconferencing and their Impact on Productivity.

Yet, in a recent Institute for Corporate 
Productivity survey, 47 percent responded “not 
true” or “only to a small extent” when asked 
whether time spent on team meetings could be 
better used elsewhere.

“It appears that strong naysayers are in a 
minority when it comes to team meetings,” 
says Mark Vickers, vice president of research at 
the Institute for Corporate Productivity.

“Whether or not meetings are worth the time 
depends on the quality of the meeting structure 
and facilitation,” he says. “Even important 
meetings can feel like a waste of time if they’re 
run poorly, regardless of whether they’re face-
to-face or virtual.”

Darren Hardy, publisher and editorial 
director at Success, says people hate meetings 
because most are a waste of productive time—
from the agenda (or lack thereof), to the people 
invited and lack a conclusion. “In other words, 
they prove worthless,” he says.

So why aren’t most meetings productive? 
“I don’t think people put in the rigor,” says 
Cameron Herold, founder of Backpocket COO, 
and former COO of 1-800-GOT-JUNK?. “They 
say they ‘don’t have time.’ But failing to prepare 
just sucks up more time.” 

Complaints about meetings?  
Exceed expectations with proper game plan
By Ann M. Gynn

First, identify the type of meeting being 
held. “You can’t interchange,” Herold says. 
Three of the most common meeting reasons 
are information-sharing, consensus or decision-
making and creative/brainstorming. Each type 
has a different purpose, a different expected 
outcome, he notes.

Meetings 1.2.3
“The guidelines/rules seem really basic but 
unless they’re being done, they’re useless,” 
Herold says.

He offers three steps necessary for a 
productive meeting.

1. Identify a purpose and an outcome. 
Write one sentence to explain the purpose 
and use no more than three sentences 
to detail the expected outcome. By 
communicating those expectations to 
prospective attendees, you let them know 
why they should come and what they 
should expect to get out of the meeting.

Hardy agrees. “Don’t call a meeting until 
you have identified and written the clear 
purpose, defined objectives and the specific 
outcomes you are seeking,” he says. “This 
will dismantle most unnecessary meetings.”

2. Opt-in. No agenda means no attendance. 
Herold says his employees have been told 
they do not need to attend a meeting if no 
agenda has been sent. 

An agenda can be as simple as a few 

Fewer e-mails
Efficient meetings also can cut down 
on e-mails—as much as 30 percent, 
Backpocket COO founder Cameron Herold 
estimates. By creating an agenda, peo-
ple know what the topic is and what is 
expected to come out of the meeting—
they don’t have the “whip around chat-
ter” in advance of the meeting where 
attendees contact each other to surmise 
its true purpose.

continued on page 14
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bullet points. It also lets attendees know 
when their topic will be discussed so if 
someone is only involved in the last part of 
the meeting, there’s no reason to sit through 
all the other topics.

3. Schedule a meeting for half the time. 
Too many people block off an hour for a 
meeting. Herold advises meeting organizers 
to schedule 50 percent of the time they 
thought was needed. “You will get it done 
in less time,” he says.
Hardy also says meeting planners should 

have “rules of engagement.” “Blackberries 
off, phones off and laptops closed—no 
exceptions,” he says. “If you were meeting with 
the president you would turn your phone off, 
right? Give everyone that same respect.”

But do schedule breaks so attendees can 
fiddle with their electronic gadgets, he says.

Guest lists
“Only invite those integral to the contribution 
of the discussion,” Hardy says. “Don’t drag 
innocent bystanders through these slog fests. 
Only key contributors to the dialogue need 
suffer through the full fun fare.

“Everyone else can get the 10-minute 
summary update.”

Marvin Weisbord, co-director of the Future 
Search Network and co-author of Don’t Just 
Do Something: Stand There!, says people find 
meetings frustrating when the key people 
are not present, thus “guaranteeing that the 
decision cannot be made or the problem solved 
or the plan finalized without more meetings.”

Perhaps the single most important invite 
to the list (which might be the inviter himself 
or herself) is a leader who can “get the whole 
system in the room for a given purpose.

“By this we mean people who have among 
them authority to act, resources (time, money, 
special talents or knowledge), expertise, 
exclusive information, meaning those affected 
by the solutions or decisions whether they have 
power or not.

A few years ago, a meeting sponsored by 

“Whether or not meetings are 
worth the time depends on the 
quality of the meeting structure 
and facilitation”

Weekly meetings
Supervisors who schedule weekly 
meetings with each of their direct 
reports will find fewer e-mails and 
greater efficiency, Herold says. Instead 
of emailing each other whenever a 
thought pops up, each person keeps 
a list to go over at the meeting—he 
estimates 50 percent of the list won’t 
even need to be discussed.

Glass walls good
Some conference rooms have all glass 
walls so everyone can see what’s hap-
pening. Even if glass isn’t in the future 
for your conference room, keep the 
doors open whenever possible during 
meetings.

It may sound disruptive, but people will 
hear the buzz and often are less likely 
to wonder what’s being said behind 
closed doors, Herold notes.

continued from page 13
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the Federal Aviation Administration was called 
to bring together all parties involved in the 
management of the nation’s airspace. Attendees 
included business and military flyers, flight 
attendants, air traffic controllers, pilots, 
managers, FAA executives and others with a 
stake in the increasingly crowded skies.

“Such a group had not been assembled 
before to consider new rules for traffic 
management,” Weisbord explains. “Early in the 
meeting one of the participants looked around 
the room and said, ‘Well, we’re all here. If we 
don’t solve this problem, no one else is going 
to do it.’

“There’s no way to facilitate an effective 
meeting if it does not include all relevant 
parties,” Weisbord says.

However, that does not mean an integral 
person to one part of a meeting should have to 
sit through the entire gathering. “If someone 
won’t be needed until 30 minutes into the 
meeting, have them come in only then and 
depart when their contribution is over,”  
Hardy says. Refer to those as “guest 
appearances,” he adds.

Everyone works
Terence Noonan, a media strategist at Epic 
Media Relations and author of Starring You!, 
says he gives clients “homework” before each 
meeting so they’re prepared from the start.

“I can’t take a meeting where we say ‘let’s 
meet again to discuss this,’” he says. “Meetings 
can be such a waste of time. People just want 
to hear themselves talk.”

Backpocket COO’s Herold says meeting 
planners also should remember while some 
people love to talk, others may be shy or 
reticent to share their opinions.

His idea? Give everyone a pad of sticky 
notes—write one idea per note. Then go 
around and have each person stand up and 
read one sticky noted idea. “It allows the 
quiet people to share,” he says. “Start with the 
newest person first then work up to the top 
leadership.” That way people don’t just mimic 

what the CEO or other executives say.
By writing down the idea, the notes are 

visible so everyone knows that person has 
something to share.

Down to brass tacks
When it’s meeting time, Hardy captures the 

meeting process with a game plan:
•	 Start with reminding the group of the major 

purpose and concluding objectives.
•	 Assign a referee. Have someone be the 

time cop and referee. This person gives the 
two-minute warning when the group is 
approaching the conclusion of an agenda 
item and announces the hard stop as well 
as any scheduled “commercial breaks.” If 
someone starts to take the conversation 
down or stray from focus, the referee throws 
the yellow card to suggest the topic be 
discussed outside this meeting or be written 
up and circulated back to the group.

•	 Fight! Fight! Fight! (But fair). Encourage 
debate, dispute and disagreement. If 
everyone agrees with everything, you don’t 
need a meeting. Attack ideas, not people; 
battle with concepts, not the opposing 
view’s character.

•	 Post-game wrap-up involves WWW—who, 
what, when. Every action needs to be 100 
percent accountable only by one person 
with a specific date of delivery.

Herold says it can be helpful to go around 
the room and have each person identify what 
his or her involvement will be in the next 
steps—sometimes, he says, you discover that 
someone is already planning to do work that 
was never deemed necessary in the meeting.

With all the tips and steps to planning, 
conducting and following up for meetings, 
the key to long-term success is repetition. 
By following a disciplined process, people 
involved know you mean business.

“It really should be that simple,” Herold says. e

Never on the hour
Start a meeting at 10:55 a.m.—by not 
scheduling on the hour or half hour, 
attendees know the start time is the 
start time.
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Top 10 misconceptions  
about doing business in … Belgium
By Stefanie Defrancq and Anneleen Wydooghe, 
Vandelanotte Belgium

Belgium has a very open economy and 
offers a reliable environment for direct 

inbound investment. Because the country has 
a federal structure and is subject to European 
regulations, decisions affecting the investment 
climate are made at a variety of levels. 

1Belgian corporate income tax rates 
are high. In reality, there is a low 
effective tax rate. The standard corporate 

income tax rate is 33.99 percent (including 
an austerity surcharge of 3 percent). Small 
and medium-size companies benefit from a 
reduced progressive tax rate, provided certain 
conditions are met (e.g. taxable income does 
not exceed EUR 322,500 ($446,305) and 
no more than 50 percent of the shares in 
the Belgian company are held by another 
company). This rate amounts to:
•	 24.25 percent on income up to EUR 25,000 

($34,600)
•	 31 percent on income between EUR 25,000 

($34,600) and EUR 90,000 ($124,550)
•	 34.50 percent on income between EUR 90,000 

($124,550) and EUR 322,500 ($446,305)
These percentages still have to be increased by 
the 3 percent austerity surcharge.

In general, the tax base for corporate income 
tax purposes is determined on an accrual basis 
and consists of worldwide income less allowed 
deductions. In this frame, changes in corporate 
tax are making Belgium an increasingly 
interesting place. Recent appealing measures 
include notional interest deduction, Value 
Added Tax grouping and patent income relief. 
These measures can lower the effective tax rate 
to plus or minus 27 percent, or in some cases, 
even to zero.

2 Realized capital gains on shares are 
taxed. Net capital gains on shares 
are exempt on the condition that the 

dividends relating to such shares qualify for the 
dividends-received deduction at the time the 

gains are realized. 
Contrary to the dividends-received 

deduction, this exemption is granted regardless 
of the percentage or value of the holding, the 
period for which it is held or its classification 
for Belgian GAAP accounting purposes.

In certain cases, capital gains on shares 
are only exempt to the extent they exceed 
previously deducted capital losses on those 
shares (since 1991 capital losses on shares have 
not been tax deductible).

3Dividend withholding tax is high.  
As of Jan. 1, 2007, the Belgian 
government abolished its domestic 

dividend withholding tax for dividend 
payments made to corporate shareholders 
resident in a treaty country. 

This means that, under the new rules, the 
domestic dividend withholding tax exemption 
is available under the same conditions as those 
of the EU Parent-Subsidiary Directive. The 
latter is available to corporate shareholders 
resident in the European Union (or 
Switzerland) and holding at least a 15 percent 
participation (i.e., new participation threshold 
from Jan. 1, 2007; 10 percent beginning  
Jan. 1, 2009). 

This means that a corporate shareholder 
resident in any treaty country (e.g. United 
States, Canada, Japan, China, South Korea, 
Russia, etc.), which has a shareholding of at 
least 15 percent in its Belgian subsidiary for an 
uninterrupted 12 months, will benefit from this 
dividend withholding tax exemption. 

Currently, Belgium has concluded tax treaties 
with more than 80 countries. This domestic 
law exemption is even more beneficial than the 
exemption under the aforementioned treaties, 
since no limitation on benefits applies under 
the Belgian domestic exemption. Besides, 
the domestic exemption only requires a 15 
percent participation threshold to benefit from 
this exemption, which is in many cases more 

favorable than the thresholds provided in the 
new treaties. 

This initiative makes the withholding tax 
exemption accessible for all qualifying U.S. and 
other treaty country corporate investors. 

Using Belgium as their holding location 
for investments into Europe will allow 
them to repatriate European profits exempt 
from dividend withholding taxes, without a 
limitation on benefits. 

4Driving a car owned by your company 
is expensive. If you own a company 
in Belgium, then this does offer you 

quite a number of advantages. If you drive a 
car owned by your company, you are taxed 
as a private individual on a benefit of 5,000 
kilometers (3,107 miles) multiplied by a 
certain CC factor. In most cases, this will come 
down to an amount of EUR 1,000 ($1,384) on 
which you are taxed as a private individual. 
This is regardless of which car you drive and 
how much non-company driving you do.

5Acquiring and selling real estate is 
highly taxed. With a Belgian company, 
you can always acquire as much real 

estate as you like. The registration duties 
and notary costs become immediately tax-
deductible in the year of purchase, and you 
naturally write-off the building itself. If you live 
in a building that is owned by the company, 
you are taxed on a very small benefit as a 
private individual because this private benefit 
is calculated on the so-called “land registry or 
cadastral income.” If you know that this “land 
registry or cadastral income” is the fictional 
rent value from the year, this explains a lot. 

Buildings are often constructed where the 
company buys the structure or right of use 
for 20 years, for example, and the director, 
the bare real estate. For these 20 years, the 
company pays all the expenditures (interest, 
alterations, etc.). After 20 years, the premises 
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disappear from the company and these 
“accrete” to the bare property. Thus you acquire 
premises in your own name but which were 
largely paid for by the company.

If you privately sell a building that is your 
home, you will not incur any capital gains tax 
in Belgium on any profit made. You will not be 
taxed on a second home if you sell this after 
five years. If you sell this second home within 
a period of five years, you will pay capital gains 
tax at a rate of 16.5 percent, but you also will 
benefit from numerous deductions, which 
means that the 16.5 percent will usually work 
out even less. 

Also, in Belgium, there’s no such thing as 
annual wealth or capital taxes.

6Life insurance has to be privately built.
It is also possible to accrue significant 
life insurance at the expense of a Belgian 

company with the director as the beneficiary. 
These premiums are tax-deductible for the 
company. And when the director is 60 or 65 
years old (there are opportunities to withdraw 
earlier), he receives the full equity from his 
company and finally only pays 16.5 percent or 
in some cases even 10 percent in tax.

7Inheritance taxes are high. In Belgium, 
inheritance tax differs depending on 
the region (Brussels, Walloon and 

Flanders). In Flanders, any inheritance tax for 
direct descendants is no less than 27 percent 
from EUR 250,000 ($346,000). In Walloon, 
inheritance tax for “third parties” can at a given 
point even amount to 95 percent. 

The three Belgian Regions (Flanders, Brussels 
and Walloon), which are each responsible for 
the gift and inheritance taxes in their region, 
have implemented interesting measures, 
especially for donations of movable property. 

In the Brussels and Flemish regions, 
movable property can be donated before a 
notary at a flat rate of 3 percent (donations in 

a straight line and between spouses, including 
cohabitants) or 7 percent (donations to other 
persons). These rates are final rates and no 
additional taxes have to be paid, even if the 
donor dies within three years. 

If the donation relates to the shares of a 
family company and provided that certain 
conditions are met—before and after the 
decease of the donor—the rates are further 
reduced. Holding companies can also 
qualify as a “family” company provided that 
the conditions, which among others relate 
to a minimum employment in the region 
concerned, are met. In the case of a death, 
the progressive rates for inheritance taxes 
apply, but not on the shares of a qualifying 
family company, which can benefit from low 
inheritance tax rates varying from 0 percent to 
3 percent. 

8Health care is expensive and limited.
When a Belgian resident is in need 
of health care, he has a wide range of 

possibilities. He has not only free choice of the 
physician he wishes to consult but also where 
he wants to be cared for, by a private physician 
or in a hospital.

Does all this free choice result into long 
waiting lists when you need a procedure to 
be done? Not at all! Belgium has the shortest 
waiting lists of all its neighboring countries. In 
fact, people come to Belgium just to enjoy its 
health care.

On top of all of this, health care comes at 
a reasonable rate in Belgium. Most costs are 
covered by social security so that only a small 
segment still needs to be paid by the patient 
himself. 

9 Education has difficult access and high 
costs. Belgium has a well structured 
educational system, from preschool to 

university. Belgium also takes on the challenge 
of keeping its educational system accessible for 

students from all walks of life.
In preschool and primary school, this 

results in a regulation of which expenses 
can be charged to the parents. Most of these 
expenses (books, materials, field trips, etc.) 
are funded by the Belgian government.

In higher education this results in a fixed 
maximum enrollment to most of the basic 
trainings of EUR 540 ($747). Next to that 
the educational system awards a number of 
scholarships to make higher education more 
accessible for those less privileged.

In this respect, a Belgian student also has 
(for the most part) free access to whatever 
training he wants to enjoy.

10Income is not guaranteed. 
Belgium guarantees an extensive 
safety net for white- and blue-

collar workers who can no longer work. This 
results in a number of benefits that can be 
enjoyed under certain conditions and which 
in most cases are only limited by the legal 
retirement age. Benefits are provided in the 
areas of:
•	 Unemployment;
•	 Occupational illness;
•	 Labor accidents;
•	 Welfare;
•	 Pre-retirement pension;
•	 Disability.
These systems guarantee a person who has a 
family to provide for, a minimum income of 
EUR 950 ($1,314).

For further information, please contact Kristof De 
Boever, Vandelanotte Belgium, a Leading Edge Alliance 
firm, at Kristof.deboever@vdl.be or +32 56 43 80 60.
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Q&A

In a Nutshell by Chris De Santis
What to do when talent tops tenure for promotions

Q: We have a talented mid-level executive 
in her 30s whom I want to promote to vice 
president. My fellow executives agree 
she’s talented but are concerned her 
would-be direct reports will rebel because 
they all have worked here much longer. 
How can we promote the best person for 
the job and ease the transition for both 
her and her new reports?

A: I assume the person you are promoting is 
the best person for the job and no one among 
her direct reports has the unique talents, skills 
and/or experiences necessary to succeed in this 
position. That being said, I assume she and 
everyone else in this organization is working in 
a meritocracy. 

This means that it should be fairly 
reasonable to expect the people who get 
promotions are the best candidates for the 
positions. This is important to establish as 
the “proof is in the pudding.” If there is clear 
evidence that the best are getting promoted, 
then all we are dealing with are hurt feelings. 
On the other hand, if there are political reasons 
why some people get promoted then the 
people who have been there for 20 more years 
might have more of a case and a justification 
for their reactions.

Let’s go with the meritocracy. If it’s clear 
she is the best choice and you know there 
will be some upset individuals, my advice is 
to nip the problem in the bud before it gets 
overblown. Two things need to happen in 
quick succession: the public announcement of 
the promotion and the scheduling of one-on-

one meetings with her direct reports before she 
takes the helm. Once the announcement about 
the promotion is made, there will be some 
predictable reactions, which is why you 
need to have the individual meetings. 
The reactions will most likely follow 
the stages of the SARAH model of 
mourning. 

The model gives a general outline 
of the stages we experience when 
something bad happens in our 
lives. The first step is Shock or 
Surprise, the most natural reaction 
to bad news. The next stage of 
our experience is Anger or Anxiety, 
depending on how the event impacts 
us. In the case of this promotion it’s not 
impossible that both of these emotions will be 
experienced. 

Next up to the plate is Rejection or 
Rationalization. The person impacted is saying 
this can’t be happening, this must be a mistake, 
this won’t work or I won’t put up with this. 
This is a crucial stage because the person is at 
a crossroads. The person has to decide what 
to do. It’s here that cooler heads can prevail 
if someone is willing to talk through it with 
the person. If the person comes to terms with 
the situation, then Acceptance follows. Once 
again a dialogue has to take place because 
acceptance can be commitment or compliance. 
We don’t want compliance. Lastly, if we get the 
person past acceptance and get him or her to 
recommit to the organization, then Help is in 
order. This can be help the person asks for or 
gives to the new boss.

So how do you apply this model to this 
situation? Meet individually with each person 
who will be directly reporting to this new 
vice president. During that meeting, share the 
decision that was made regarding why this 
person was chosen and then expect to talk 
through the SARAH stages. This conversation 
is more about your listening than it is about 
telling them to suck it up. Put yourself in their 
shoes. If you have been doing a job for 20-plus 
years and someone moved ahead of you, you’d 
be upset and disappointed, you’d be hurt and 
you’d need to talk about it. The individual will 
need to work through it with you. A display 
of empathy on your part will go a long way 

Chris DeSantis uses his 20 years’ experience in training 
and development as an independent consultant. He 
specializes in the design and delivery of management 
and organization development interventions. 
A presenter at Leading Edge Alliance seminars, 
DeSantis focuses his work on assisting individuals 
or groups in identifying obstacles to effectiveness 
and subsequently works with them to create user 
friendly solutions aligned with the company’s strategic 
initiatives. He earned his undergraduate degree 
from the University of Notre Dame, an MBA from the 
University of Denver and an MA in organizational 
development from Loyola University.

in mending fences. I also think this is a good 
opportunity to talk about the attributes of the 
new boss and why you are hopeful about her 
and the entire team. Realize this won’t be easy 
but it’s the right thing to do. 

Will everyone feel good about this? Probably 
not. Some may not embrace her as their leader 
but, having said that, they are less likely to try 
to sabotage her performance. It will provide a 
grace period where some will adopt a wait and 
see attitude. Lastly, I would have a talk with 
the new vice president and explain what you 
did and why you did it. I would tell her that 
it’s up to her now. This is her team and with 
that she has to earn the position, not just as 
the manager, but as the leader to follow. Best 
of luck. e
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