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Dear Friends and Colleagues:

Welcome to the summer issue of The Leading Edge, our flagship publication
designed to inform, educate and inspire you on the latest issues affecting the
greater-Houston business community.

I continue to find new technologies exciting and challenging, especially as to
how we can save valuable resources and become more productive. Today, all
the buzz focuses on “the cloud” and “Software as a Service (SaaS),” but what
does this really mean? Greg Price explores this in “SaaS: myth or reality?” Any
size organization doing business can benefit by becoming more educated on all
things SaaS.

Another buzzword in today’s accounting marketplace is “IFRS” or International
Financial Reporting Standards. While we don’t expect our clients to know as much
about IFRS as my PKF Texas colleagues do, Audit Senior Manager Chris Hatten helps
all of us understand a bit more about IFRS as they relate to small- and medium-
sized businesses. His article, “IFRS for SMEs: An update” serves as a solid platform
and a good opportunity to know how IFRS might affect our future.

Finally, our Cubesters are at it again—digging deep into topics designed for young
professionals. This issue’s article by Abby Brantley and Daniel Travis plays off
Hamlet’s famous soliloquy ... with a twist. In “To network or not to network,” the
duo make sense of networking for results—a real art in itself.

As always, our doors are open for your feedback and comments. Tell us how
we’re doing ... and how we can improve our relationships with you and your

organizations.

Kenneth J. Guidry, CPA
President

LEA Magazine is now available in a new PANNELL
online, electronic reader called “Nxtbook.” KERR ‘
Visit our publications page at PKFTexas.com, Fg&g}ﬁ%

and click on the most current issue. The Fit That's Right

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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SaaS: Myth or reality?

By Gregory S. Price, CPA, CITP, CISA, CFE

n the past few months, we

have again seen the rise and
fall of the interest in SaaS
(Software as a Service) for ERP
(Enterprise Resource Planning)
applications for small, medium
and large organizations. The
“buzz,” as they say, revolves
around this new SaaS world.

Despite the current economic
environment, cloud computing is
in high demand, but also has led
to some confusion about exactly
what is—and what is not—in “the
cloud.” The technical capabilities
of the cloud are here, now, but
lots of marketing mileage was
wasted by some in promoting the
cloud too early.

As a result, it's natural to ask the
question: “Is SaaS a myth or a
reality?”

First, some clarity. Is the “cloud’
the same as SaaS? SaaS is a part of
the world of cloud solutions, but
it is not only the cloud, so they are
not the same. Instead, SaaS is a
subset of the cloud.

SaaS services include complete
applications that can be customized
by clients and delivered over the
Internet, including salesforce.com,
gmail and enterprise applications
such as Dynamics NAV. After
several years of maturation, SaaS is
not new, but IT service providers
are helping their clients implement
SaaS offerings, while also
developing their own solutions.

What are some of the myths? |
think there are four areas of
concern: 1) SaaS is not a real
business; 2) Saa$ is too risky; 3)
Saa$ is only a player in the small-
to medium-size business (SMB)
arena, and 4) Google supports
SaaS, while Microsoft doesn't.

THE LEADING EDGE

Myth 1: SaaS is not a real
business.

Nothing could be further from the
truth. Forrester Research indicated
that the SaaS market in 2009 was
slightly higher than 1 percent of
the $18 billion IT management
software market, with expectations
that SaaS would grow to 10
percent by 2013. By that time,
well-established software and
hardware brands will join the
party, and in the long term, SaasS is
expected to cut the number of
managed enterprise environments.

Myth 2: SaaS is too risky.

In reality, Saa$ is initially less costly
than on-site implementations.
Capital expenditures are
minimized, transforming the area
to a variable cost. For the end user,
there are low barriers to entry and
quick access to applications, and
the risk of cost and time over runs
is reduced significantly. In addition,
there are reduced software and
hardware maintenance costs, along
with reduced needs for IT staffing.
This provides for redeployment of
resources.

With SaaS, you pay only for
what you use and most licensing
options permit short-term time
commitments. By design, SaaS
vendors should have broader and
deeper experience with their
applications. Upgrades and
enhancements are delivered more
frequently, allowing for the
software to be kept up to date
much more easily. SaaS service
level agreements guarantee a
certain level of service, leading to
more reliability, availability,
scalability and security of IT
systems.

Myth 3: SaaS is only an

SMB play.

In 2008, Forrester Research
indicated that SaaS adoptions
came from 15 percent enterprise
and 14 percent SMBs. They also
concluded that over half of the
adoptions in 2009-10 were done
by companies with more than
1,000 employees. The overall
reason? Cloud services and SaaS
application have compelling,
immediate value. Economic
pressures are forcing decision
makers to reexamine cloud
services.

The other interesting
observation is that the on-demand
market has grown beyond its
initial points of strength—sales
automation, customer service and
conferencing applications—into a
multitude of applications,
including financial, payroll,
content and document
management. Some other studies
show growth in other areas,
including pre-employment
screening, human resource
management, compensation
management, travel and expense,
compliance and business
intelligence.

Myth 4: Google supports Saas,
but Microsoft does not.

This is false. Microsoft is fully
committed to developing SaaS-
based solutions and applications.
When considering SaaS options,
you should always ask: “How does
Microsoft interact with the
solution being pitched to you?”
Microsoft has been aggressively
creating IP and tools that will
likely be necessary to make cloud
services a scalable reality.

Evaluate your needs

SaaS brand association will be
critical. You will need to
understand the SaaS model that
will work best for your needs.
SaaS is about up-selling, and basic
entry will be just that—basic.
Learn from others who have
embarked into the SaaS world;
they probably have lots of insight
into things you haven't yet
thought about. Don't consider
cloud services as all or nothing.
Evaluate partnership opportunities
and pay attention to Microsoft.
Develop a SaaS product road map
for your business.

Consider these drivers for SaaS

adoption:

e Business flexibility

e Costs are directed related to the
business

< No upfront investments in
non-core capital goods

e Reduce complexity and risk by
implementation and operation

« Keep pace with innovation

e Lower your dependency on
internal IT departments

e The SaaS model proves itself
very quickly e

Gregory S. Price, CPA, CITP, CISA,
CFE, is director, Consulting
Solutions & Information Technology
for PKF Texas. Contact him at (713)
860-1400 or gprice@pkftexas.com.



IFRS for SMEs: An update

By Chris Hatten, CPA

(Editor’s note: This is the second in
a series of articles on IFRS. The first
one appeared in the fall 2008
edition.)

ccording to the U.S. Census

Bureau, there are
approximately 29 million privately
held companies in the United
States. Many of these Small- and
Medium-sized (SME) organizations
report to a limited range of
financial statement users,
including venture capitalists,
insurers and lenders.

In December 2009, the
American Institute of CPAs
(AICPA) and the Financial
Accounting Foundation (FAF)
formed a blue-ribbon panel to
address how U.S. accounting
standards can best meet the needs
of users of private company
financial statements. Members of
the panel were named in April
2010, and as of this writing, the
panel is expected to provide
recommendations on the future of
standard setting for private
companies. The analysis will
include whether standalone
accounting standards are needed.

Once such set of standards that
will surely need reviewing is the
International Financial Reporting
Standards (IFRS) for SMEs.
Released during July 2009, the
standards are a slimmed-down
version of the full IFRS—
approximately 230 pages versus
2,500. Along with the SMEs
standards, the International
Accounting Standards Board
(IASB) released implementation
guidance, including example
financial statements and disclosure
checklists. With this view, the
IASB eased certain recognition and
measurement requirements by
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allowing only one accounting
treatment. The accounting
treatment in the standards is
generally simpler than that
allowed or required by full IFRS.
The 1ASB has further simplified
the standards’ usability by limiting
revisions to IFRS for SMEs to once
every three years.

SME is an acronym more wildly
used outside the United States.
Although there is not a size test to
determine whether a company is a
SME, classification is more readily
determined by whether the
company has “public
accountability.” As a result, this

standard is not available to
companies that are publicly traded
or who hold assets in a fiduciary
role, such as banks, insurance
companies and mutual funds.
While IFRS has lately not been
top on the agenda for some
accounting firms, these standards
may have a widespread effect.
According to the IASB, more than
95 percent of the companies
around the world are classified as
SMEs. However, implementation
on such a broad scale is not a
given considering how the users of
financial statements are not fully
educated on either IFRS or IFRS

for SMEs. Given the existing
turmoil in the credit markets,
premature implementation of
these standards could negatively
affect an entities ability to obtain
loans that might otherwise be
available through the presentation
of U.S. GAAP financial statements.
This is not to say there are any
rules preventing a private company
from issuing a set of financial
statements under these standards,
since the AICPA previously
recognized the IASB as an official
standard setting body. The AICPA
even went so far as to say, “Private
companies may find IFRS for SMEs
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to be a more relevant and less
costly financial and accounting
standard than U.S. GAAP”

Given the various local
accounting standards, such as
those within the European Union,
other countries could see a more
significant impact. A simplified
standard implemented on a wide
scale would make it easier to do
business in numerous countries,
some of which lie in close
proximity to each other, but do not
apply the same accounting
standards.

The most significant differences

between IFRS and IFRS for SMEs
are the topics not included in the
SMEs literature, including
earnings per share, segment
reporting and interim reporting.
Accounting policy differences that
will have a more direct impact
are the differences between full
IFRS and IFRS for SMEs
regarding the lack of a
revaluation for property, plant
and equipment under SMEs. IFRS
allows a revaluation model,
whereby classes of property, plant
and equipment (PP&E) can be
carried at a revalued amount less

PKF Texas At A Glance

Wild about Houston?

Join us for the 2010 World Trade Soiree!

aren Love, Director, Practice Growth has been named the Chair of
the Greater Houston Partnership’s annual World Trade Soirée for the

second year in a row.

The Soirée showcases the Houston region’s star power as an
international business center. The region’s global business leaders,
government representatives, economic development allies and our valued
Consular Corps take part in this world-class tribute to international

business and the world marketplace.

This years event, themed Wild About Houston, will include ethnically
diverse dinner stations, dancing, a silent auction and entertainment
highlighting the cultures of our regional trade partners. A roving event,
with no tables, the guests mix and mingle in a variety of themed areas on
the first two floors of Hotel ZaZa. This year’s Honorary Chair is Roland
Garcia, an attorney and shareholder with Greenberg Traurig.

In 2009, a young professional group, the Jet-Set, was formed to
promote the Soiree to Houston YPs, as well as host an after-party. The
Jet-Set is again hosting the after party, called “La Noche Caliente.”

THE LEADING EDGE

any accumulated depreciation.
Under SMEs, all research and
development costs are expensed,
while under the IFRS, certain
development costs are capitalized
and amortized. Goodwill is
accounted for under the cost
model for SMEs. All intangible
assets, including goodwill, are
assumed to have a finite life and
are amortized. If that lifespan
cannot be estimated reliably, it is
simply amortized over 10 years.
Goodwill and other intangibles
with indefinite lives are reviewed
for impairment and not
amortized under IFRS.

The number of disclosures to
be made in the footnotes to
financial statements also was
substantially reduced for SMEs.
The footnotes for IFRS are
generally more extensive and
include a sensitivity analysis.

Raissa Evans, Senior
Manager, Practice
Growth, Dawn Hodges,
Senior Associate, Tax and
Jen Lemanski, Senior
Specialist, Practice
Growth are members of
the Soiree and Jet-Set
planning committees.

The 2010 World Trade
Soirée and After Party
happen Aug. 28 at Hotel
ZaZa and is an evening
you will not want to miss!
For more information
visit www.Houston.org/
Soiree. e

Because there is not a definitive
timeline for adoption of IFRS by
the SEC, there will continue be a
period of substantial change.
Most banks, educators and
existing practitioners are only
now beginning to learn and be
trained on IFRS and IFRS for
SMEs. When, and if, the time
comes to switch to either of these
standards, it will be a costly and
time-consuming process. Since
private companies will also be
affected by the switch, it
behooves us to continue to
monitor the process at the SEC,
as well as with existing
convergence projects by the FASB
and IASB. e

Chris Hatten, CPA, is an Audit senior
manager with PKF Texas.

Contact him at (713) 860-5446 or
chatten@pkftexas.com.
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Cubester® Chat:

To network or not to network

By Abby Brantley, CPA, and Daniel Travis, CPA

(44 To be, or not to be: that is the question.”

In one of literature’s most famous
lines, Shakespeare’s Hamlet contemplated a
simple, yet bewildering conundrum. Although
we will not delve into the meaning of life or
the intricacies of this literary classic, we do
want to apply this concept to the idea of
networking.

In the current volatile economic climate,
young professionals (YPs) face seemingly
unanswerable questions, and with uncertainty,
YPs find themselves in an unprecedented
position. Traditionally, young professionals
were hired to perform a relatively defined set of
tasks based on their skills and educational
backgrounds. However, with layoffs looming
and rumors spreading, YPs have started asking
themselves: “What else can | do to add value to
my company? What will set me apart from
others, making me indispensable?”

With this in mind, YPs pose the key
question: “Should | venture out into the
marketplace networking on behalf of my
company or should I focus on providing a high
level of service to our existing clients?”

The answer varies based on each young
professional’s specific circumstances; however,
the underlying reasoning remains constant:
Choose whichever method most helps your
company’s bottom line.

To network
Due to the mere connotation of the word,
networking, YPs can be apprehensive. When we
think of the word “networking,” a flood of
anxiety immediately takes over. A picture of
being in a large room with a nametag on,
walking around, having a series of brief,
awkward conversations with strangers all
consummated by the exchange of business cards.

Most of us wonder, “What value can |
provide to my company at events like this with
my level of experience and limited knowledge-
base,” “As a young professional new to the
business, how can | attract any clients for my
company;” and/or “What should | say?”

Is this networking event the brainchild of a
few YPs aiming to create a forum to get rid of
the giant box of business cards they received
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on their first day of work—after having passed
out the first few cards to their relatives and
friends, and dropping a few more in the bowl
of the local Chipotle hoping to win five free
burritos?

After the minor panic attack subsides, the
virtues of networking become clear. The term
“networking” encompasses much more just the
events. Any interaction that connects you to
others in the marketplace and gives you the
opportunity to introduce your company is
“networking.”

The key for young professionals is to be
prepared to speak intelligently about your
company when presented with the opportunity,
no matter the setting. The good news is that
YPs don't need to know everything; they
simply need to know, in general terms, what
they are selling.

Consider the answers to these three
questions and have your responses ready:

* What products and services does my
company offer?

* What are my company’ strengths over our
competitors?

* What are my company’s specialties?

The ability to effectively communicate these
three key points allows YPs to pave the way for
the introduction to the appropriate people at
their company who do know the answers to all
of the specific technical questions.

Meeting other young professionals also
allows YPs to build relationships for the future.
As YPs progress in their careers, they will have
a broader base of connections. However, the
critical issue of timing comes into play. It is
clear that networking is beneficial in the long
run, but in our results-now environment, do
employers really want their YPs spending
precious time cultivating these relationships?

Hopefully, the answer is yes. Your company
may even have a policy to assist you in your
networking endeavors. Seek out your
supervisor or mentor for guidance and draw on
his or her networking knowledge to provide
valuable insight.

Or not to network
For those of you who chose your profession

Sk TR “ o
solely to minimize your exposure to human
interaction, we apologize for the following
reality check. To progress in your career, no
matter what your field, you need to be adept at
building relationships and selling your work.

Yes, that even includes tax accountants.
However, YPs also should focus on providing
a high level of service to the existing clients
the company has and building their
knowledge base.

Today'’s market demands more work, at a
higher level, for cheaper rates. Shouldn't a
young professional complete his or her
assigned tasks as efficiently as possible? As
clients cut corners, companies must become
creative on attracting new clients, and maybe,
more importantly, maintaining the client base
they already have. Young professionals must
recognize this, and play an active role in
preserving existing client relationships.

Here are a few ways a young professional
can help contribute to the bottom line:

Become well versed in your company’s
business structure and product lines, so that
you are able to recognize opportunities to
cross-sell your products and services.

Keep current on changing and emerging
topics in your industry, so that you can be a
resource to coworkers.

With everything a young professional faces
in today’s challenging business environment,
this concept may hold the key to the YP%s
future. As a result, lets modernize
Shakespeare’s question: “To network or not to
network: that is now the question.” How will
you answer it? e

Abby Brantley, CPA, is a tax associate, and

Daniel Travis, CPA, is tax manager with PKF Texas.
Contact them at (713) 860-1400 or
abrantley@pkftexas.com or dtravis@pkftexas.com.
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