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Letter From John Sensiba, Our Managing Partner

At Sensiba San Filippo (SSF), 
we believe in providing our 
clients with more than just a 
tax strategy or compliance 
report. We help families plan 
for their financial future, assist 
businesses in reaching their 
revenue goals, and support 
CEOs and business owners with 
back end tasks so they can focus 
on their passion. When our 
clients worry less about their 
financial and tax matters, they 
have more time to do the things 
they love — that’s when we 
know we have done our job.

Our firm includes 19 partners 
and over 275 additional 
professionals. In California, 
we have offices in Fresno, 
Pleasanton, San Jose, and 
San Mateo. As well as, Bend 
and Portland in Oregon. Our 
size ensures that each office 
maintains the nimbleness 
to offer specialized services 
designed for our clients and 
their industries while creating 
meaningful relationships within 
the community they work and 
serve.

PROACTIVE COMMUNICATION

We believe that the key to ensuring 
our clients are well prepared 
for future growth starts with 
collaboration and communication. 
We find that having proactive 
discussions and planning strategy 
meetings enhances our ability to 
help our clients reach their fullest 
potential. Our proactive approach 
means that we do not wait to solve 
problems; we work to prevent them.

COMMITMENT TO A LONG-TERM 
RELATIONSHIP

We are proud to say that SSF has 
one of the highest client retention 
rates in the industry. We believe that 
trust is earned, and we value the 
opportunity to prove to our clients 
that we are ready to serve them for 
years, and often generations, to 
come. 

A CERTIFIED B CORP

To put it simply, SSF exists to help 
all stakeholders. We aim to use our 
professional and personal skills to 
better the lives of our families, our 
communities, our clients, and our 
colleagues. Similarly, we are also 
dedicated to continually improving 
our Firm’s practices to positively 
impact our social and environmental 
footprint. That’s why we have 
become a Certified B Corporation, 
a type of business dedicated to 
being a force for good in the 
business world. The certification 
required a rigorous assessment of 
the firm’s social and environmental 

Who We Are
& WHAT MAKES US A DIFFERENT 
KIND OF ACCOUNTING FIRM

performance, accountability, and 
transparency. Not only does the 
B Corp certification help us better 
assess how our core values are 
aligned with our daily operations; 
it also helps us ensure that we 
are continually improving the 
way we serve our local and global 
community. 

AN INTERNATIONAL REACH 

To better serve our clients with 
international business endeavors, 
SSF maintains an active role in 
Morison Global, a global network 
of professional service firms with 
a presence in over 80 countries. 
Morison Global was formed to 
offer its members a network of 
trusted resources for accounting, 
consulting, legal, and taxation 
services, as well as referrals to local 
service providers. SSF has cultivated 
strong relationships with member 
firms around the world so that 
we can support our client’s global 
needs on an immediate basis.

ABOUT US

Dear Friends, 

I am pleased to present to you our Sensiba San Filippo 
(SSF) 2022 Spotlight Magazine. In the pages that 
follow, you’ll find some of our most valuable resources 
and influential articles. 

Despite the continued uncertainty of 2021, SSF was 
fortunate enough to see substantial growth. We 
have grown our headcount by over 40% since the 
beginning of the pandemic and we are no exception 
to employee migration as we now have team 
members in over 20 states. 

We are pleased to announce the promotion of two key 
leaders to partner, Jessica Mendiola and Jacqueline 
Fader. Throughout their careers at SSF, Jacqueline 
and Jessica have continually made invaluable 
contributions that exemplify our dedication to our 
clients and communities. 

In 2021, SSF also grew geographically. We’ve extended 
our presence into Oregon, adding two new locations. 
In May, we were pleased to welcome the staff of 
Portland, Oregon’s Revolution Accounting to our 
ranks. Followed by SGA Certified Public Accountants 
in Bend, Oregon in December. We are thrilled to grow 
our presence beyond California with the addition of 
these firms.

We also made time to serve our communities, hosting 
volunteer events in Fresno, Pleasanton, and San Jose. 
Beyond volunteering, our team took part in Leukemia 
& Lymphoma Society’s Light the Night, Family Giving 

Tree’s Back to School Backpack Drive, Sunflower Hill’s 
Giving Tuesday Drive, Family Giving Tree’s Holiday Giving 
Campaign, and American Diabetes Association’s Tour de 
Cure to support our local communities.

Our firm was honored to receive several awards this 
year. Notably, we were selected as a Top Workplace 
USA. Top Workplace recognizes organizations with 
exceptional employee engagement, and Sensiba San 
Filippo is delighted to receive this distinction. SSF received 
the CREW Community Impact Award for our work in 
sustainability. As well as being recognized as a Top 150 
Impact Company by Real Leaders Magazine. The globally 
influential Real Leaders award, honors companies 
dedicated to obtaining financial success while directly 
benefiting the community, environment, and society. 
Lastly, we were honored to receive ClearlyRated’s 2021 
Best of Accounting Diamond Award for client service. The 
Diamond Award is awarded after five consecutive years 
of achieving the Best of Accounting ranking. This award 
is especially treasured by us because it is based solely on 
the ratings given to us by our clients. For that, we thank 
every one of you.

On behalf of all of us at SSF, thank you for being a 
part of our story as the firm evolves. Our clients and 
communities are vital to our continued growth, and we 
look forward to seeing what the next year will bring. As 
always, we welcome your questions, comments, and ideas 
of how we can better serve you and your community.

 Sincerely,
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We use our professional and 
personal skills to improve 
the lives of our families, our 
communities, our clients and 
our colleagues.

WE’RE PROUD OF OUR 
CULTURE!

At SSF we work together, we 
play together and support 
one another.

These priorities are set from the 
top and are echoed throughout the 
firm. While we expect nothing less 
than each other’s highest level of 
effort on the job, a big part of who 
we are revolves around knowing 
that life isn’t all about work — we 
believe that it’s more important to 
appreciate family and have fun.

We care about our employees’ 
health and well-being and offer a 
comprehensive wellness program 
that includes healthy office snacks, 
discounted fitness memberships, 
on-site chair massages during busy 
season and participation in firm 
softball games, golf tournaments or 
group walkathon fundraisers.

SSF also has a very diverse staff 
from many different cultures and 
backgrounds. Approximately 59 
percent of our employees are 
women.

Culture 
Strong
SENSIBA SAN FILIPPO EXISTS 
TO HELP PEOPLE.

WE TAKE PROFESSIONAL 
DEVELOPMENT SERIOUSLY.

One of the best aspects about 
SSF’s size is employee’s begin 
working with clients directly and 
with different aspects of a project 
more quickly than with a larger 
firm. Yet we are large enough to 
specialize in specific industries 
or areas of technical expertise 
that are appealing. SSF frequently 
hosts both in-house and external 
trainings to keep staff educated 
on “best practices” and innovative 
techniques.

WE OFFER COMPETITIVE 
SALARIES AND BENEFITS.

SSF offers a very competitive salary 
and benefits package — including 
medical, dental, vision and 401(k) 
for all full-time employees.

Community Impact

DONATIONS VOLUNTEER HOURS AWARDS LOCAL ORGANIZATIONS 
HELPED

EMPLOYEE VOLUNTEER 
RATE

ABOUT US ABOUT US

What We Do

ASSURANCE

SSF’s assurance team provides compilation, review, 
and audit services for the benefit of company 
management. You will receive reliable, standardized, 
and accurate reports for all interested stakeholders 
like creditors, investors, vendors, or even potential 
acquirers. You will feel prepared, able to proactively 
anticipate what stakeholders will need as they assess 
your company and can respond to any questions or 
feedback with confidence.  
 
RISK ASSURANCE SERVICES

Our Risk Assurance Services group helps clients 
increase the reliability and consistency of information 
produced by their business processes and IT systems. 
You will have trust in your established processes and 
controls necessary for assurance of your information 
reported to both internal and external stakeholders. 
Services include:

• SSAE 16 (SOC 1)
• SOC 2 & 3
• WebTrust
• HIPAA compliance
• ISO/IEC 27018 Compliance
• GDPR Compliance

TAX

SSF’s tax team works with clients to find appropriate 
solutions to maximize and preserve wealth. When it 
comes to tax planning, you need more than technical 
guidance from your service advisors. You will receive 

a combined approach of delivering specialized technical 
expertise in your industry and a deep understanding of 
your specific circumstances. Services include:

Business Tax Planning & Compliance
• Multi-State Tax & SALT
• Research & Development and Government Incentives
• Exit Strategy Development and Implementation

Domestic & Foreign Entity Structuring

Private Wealth Planning & Compliance
• Estate Tax Planning & Compliance
• Real Estate Transactions
• Stock Option Planning

CONSULTING (CLIENT ACCOUNTING SERVICES “CAS”)

Our CAS teams support small and medium-sized 
businesses and not-for-profits in a variety of verticals, 
including software, consumer products, healthcare, 
and not-for-profits. Leveraging the best cloud software 
solutions, you can expect accurate and timely financial 
information for your decision making to help you achieve 
your goals. From transaction level processing to virtual 
controllership and virtual CFO, you will have a flexible, 
customized solution to meet your specific business 
needs today and in the future. Your onboarding process 
begins with assessing your current state, remediation 
and clean-up of historical data, documentation of policies 
and procedures, and transitioning to ongoing monthly 
support. Services include:

• Full outsourcing of the accounting function, including 
transaction-level processing and payroll 

• Cash flow forecasting and budgeting
• Cost accounting review/support
• Chart of accounts review
• Virtual CFO and Virtual Controller 
• Technical accounting consultations
• Preparation of financial statements

Best of Accounting
Diamond Award

Real Leaders Impact 
Award

CREW Community 
Impact Award

Top Workplaces USA2,002$110,720 63 33%
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FAMILY OFFICE

Our family office services range from planning and 
administration to monitoring and compliance. As your 
personal Chief Financial Officer, we will oversee your 
financial world’s many aspects while also assisting with 
your more targeted goals such as succession planning 
and philanthropic strategies. Services include:

• Tax planning, advisory, and compliance coordination
• Financial analysis monitoring (including bill pay)
• Cash flow planning, management, and opportunity
• Consolidated online investment performance 

reporting
• Implementation of trust, estate, and gift strategies
• Organizing estate planning
• Managing multiple advisors
• Philanthropic planning and organization
• Family governance and coaching

RISK ADVISORY SERVICES

SSF’s Risk Advisory Services group delivers a wide range of 
integrated services to help clients meet their compliance 
needs. Working directly with your management and 
auditors, we can augment or fully outsource your internal 
audit function and Sarbanes-Oxley (SOX) compliance 
efforts. You will receive practical and realistic solutions 
to mitigate risks and enhance the overall quality of your 
system of internal controls. From risk assessments and 
selection of controls to audits, testing, remediation, and 
reporting, you are covered every step of the way. Services 
include:

• SOX compliance
• Outsourced Internal Audit
• Internal control assessments
• IPO preparation
• Financial close assessments
• Royalty/CAM compliance
• Enterprise risk assessments
• Loan compliance
• Process improvement assessments

SUSTAINABILITY SERVICES

The Sensiba Center for Sustainability helps companies 
move the needle on their social and environmental 
performance goals to become a more purpose-driven 
business that includes accountability and transparency. 
Services include:
 
• Sustainability Program Development
• B Corporation Certification
• SASB Reporting
• U.N. Sustainable Development Goals Measurement
• Carbon Footprint Assessment
• Commercial Property Performance Feasibility Study 

for Net-Zero Readiness

TECHNOLOGY SOLUTIONS

Growing businesses are built on solid financial 
management. Accounting systems that produce timely 
and accurate information and integrate with other 
software packages that you use in your organization 
are the cornerstone to achieving efficiency in your 
finance organization and preparing you for growth.  
When coupled with a cloud-based software package 
that can streamline your financial close, enhance 
internal controls and provide visibility to management, 
you have a recipe for sound management of your 
finance organization. That is why we have teamed up 
with Sage Intacct, LimeLight, Blackline, and Wherefour.

•  Cloud-based accounting system
•  Only accounting system to receive a seal of 

approval from the AICPA
•  One source of the truth
• Access to information when you need it and how 

you want it with secure cloud accounting
• Unparalleled Dashboard and reporting capabilities

•  This cloud-based platform gives you real-time 
planning, forecasting, and reporting with your 
existing ERP

•  Easy to learn, LimeLight looks and feels like Excel, 
but with the added critical features you need:  
Dashboards, workflow, change control, and much 
more

•  ERP Agnostic, this software can be integrated with 
your current systems

•  Moves what you previously managed in Excel into 
a single workspace that automatically consolidates 
financial and operational data for immediate 
analysis

• Collaborate across departments in real-time, 
forecast as needed, and track planning progress

• Cloud-based platform for accounting and financial 
close automation

• Recognized by Gartner as a leader in the industry
• Streamlines the financial close process through 

the automation of workflows and streamlining 
the management of period-end accounting and 
financial reporting activities

• Standardizes and automates the reconciliation 
process, minimizing the risk of material errors and 
misstatements

• Wherefour is a cloud-based inventory, production, 
and traceability software, designed for the needs of 
food, beverage, and natural product manufacturers

•  Control production, maintain quality and safety, 
and keep track of raw and finished goods at all 
times

•  Manufacturers also have the power to forecast 
future production needs and create robust “what 
if” scenarios using material requirements planning 
(MRP) analysis

•  Save time and money by enabling you to access and 
monitor production and inventory data through a 
modern, mobile-friendly platform making day-to-
day production and operations run smoothly

•  Integrates with ERP 

We continue to evaluate the cloud-base technology that 
we bring to clients.  Other current offerings include bill.
com, Avalara, Expensify, and Nexonia.

STRATEGY AND ADVISORY

SSF Consulting has a group of seasoned CFO advisors 
available to assist companies across a wide range of 
transactions, including M&A on both the buy and sell-
side of the transaction.  SSF Consulting can advise you 
through the process, ensuring that decisions are made 
with your best interests in mind. Services include:
 
• Business plan preparation
• Forecasting / Modeling
• Quality of Earnings analysis
• Due Diligence / Target assessment
• Offer evaluation
• Integration
• NOL leverage / planning
• System selection
• Transaction negotiation
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The enactment of the Infrastructure 
Investment and Jobs Act, H.R. 3684, 
on November 5, 2021 retroactively 
terminated the Employee Retention 
Credit (ERC) back to October 1, 
2021. While the Infrastructure Bill 
ends this program early, companies 
that qualify still have time to claim 
the credit. Unlike the Paycheck 
Protection Program (PPP), the ERC 
is not a prefunded program. The 
ERC will continue to be available to 
companies that qualify for at least 3 
years. 

The ERC is a provision of the original 
Coronavirus Aid, Relief and Economic 
Security Act (CARES Act) and was 
extended by both the Consolidated 
Appropriations Act, 2021 (CAA) 
and the American Rescue Plan Act, 
2021 (ARPA). These bills provide 
a refundable payroll tax credit to 
companies that meet the various 
qualifying criteria. 

A key detail to remember is that the 
CAA modified the CARES Act and 
allowed companies that received a 
Paycheck Protection Program (PPP) 
loan in 2020 or 2021 to also qualify 
for the ERC. To prevent “double-
dipping,” taxpayers may not include 
wages that were forgiven under the 
PPP forgiveness provisions. However, 
amounts paid that were either not 
forgiven or are over and above the 
PPP loan amounts can be included 
for ERC purposes.

The CARES Act initially only provided 
a 50% credit for up to $10,000 in 
qualified wages per employee, 
however the subsequent extensions 
enhanced the credit in the following 
ways for Q1 through Q3 of 2021:

• Credit percentage increases to 
70% of qualified wages (from 
50%)

• Qualified wages increase to 
$10,000 per quarter (from 
$10,000 total in 2020)

• Threshold to be considered a 
large employer increases to 500 
employees (from 100)

• Threshold for qualification due 
to “significant decline in gross 
receipts” decreases to 20% (from 
50%)

The maximum ERC for 2021 is up 
to $21,000 per employee ($7,000 
per quarter). This is a substantial 
increase over the $5,000 per 
employee maximum ERC that was 
available for all of 2020.

2020 Example: Company A employs 
25 people and received a PPP loan 
that was forgiven. Company A’s gross 
receipts decreased by more than 
50% in Q3 2020 when compared to 
Q3 2019. In Q4 2020, the company’s 
gross receipts still had not recovered 
to 80% of Q4 2019. After removing 
wages paid by the forgiven PPP loan, 
the company determines qualified 
wages and health plan expenses 
are still more than $10,000 per 
employee.

Opportunity: $125,000 — Since 
Company A had 2020 qualified 
wages and other qualified expenses 
of $10,000 beyond the forgiven 
PPP amounts, the maximum credit 
per employee that can be claimed 
is $125,000. (25 x $10,000 x 50% = 
$125,000)

New Year, 
New Employee 
Retention 
Tax Credit 
Opportunities

WRITTEN BY: 
COLE MARR
Director, Research & Development
cmarr@ssfllp.com

2021 Example: Company A continues 
to employ 25 people in 2021. 
Company A’s gross receipts remain 
20% lower than those same quarters 
in 2019. Company A’s qualified wages 
and health plan expenses continue 
to total more than $10,000 per 
employee each quarter.

Opportunity: $525,000 — In Q1 the 
company is eligible for refundable 
payroll tax credit of $175,000. In Q2 
& Q3 the company can again receive 
credits of $175,000. (25 x $10,000 
x 70% = $175,000) Q1+Q2+Q3 = 
$525,000

New Opportunity: The Infrastructure 
Bill created one category of business 
that can still claim the ERC during 
Q4, 2021. A “Recovery Startup 
Business” may claim up to $50,000 
in Q3 and Q4 2021 if the business 
began operating after February 15, 
2020 and does not have annual gross 
receipts that exceed $1,000,000.

The above examples illustrate the 
large opportunity that may still be 
on the table for some companies. 
While each company’s facts and 
circumstances are unique, and many 
factors can impact credit eligibility, 
the ERC still presents an opportunity 
to recoup valuable tax dollars to help 
weather the uncertainty that lies 
ahead in 2022.

TAX



PAGE 13PAGE 12 VISIT US AT SSFLLP.COM

What Pass-Through Businesses Need to Know 
About California Assembly Bill 150

Since the passage of the Tax Cuts and Jobs Act (TCJA) 
in 2017, individuals who itemize their federal tax 
deductions have been limited to a $10,000 deduction 
for state and local income taxes (“state taxes”). This 
has impacted taxpayers in high tax states such as 
California, New Jersey, and New York.

A pass-through entity (“PTE”) tax is meant to be 
a workaround for the federal $10,000 state tax 
limitation. It imposes an income tax directly on the 
PTE that is available as a non-refundable credit on 
the individual’s state tax return. The validity of a PTE 
tax has been the subject of scrutiny by the IRS, which 
left many states hesitant to adopt such a tax. In 
November 2020 the IRS issued Notice 2020-75, which 
announced the IRS’ intent to allow the PTE deduction 
in future regulations, validating the PTE strategy to 
avoid the federal $10,000 state tax limitation.

On July 16, 2021, California joined the ranks of 13 
other states that have PTE taxes when Governor 
Gavin Newsom signed California Assembly Bill 150 
(“CA AB150”). While California is the most recent state 
to pass such legislation, various other states currently 
have PTE tax bills pending, with most expected to be 
adopted.

HOW DOES CA’S PTE TAX WORK?

For tax years beginning on or after January 1, 2021 and 
before January 1, 2026; qualified entities can make an 
irrevocable annual election to pay a 9.3% tax on the sum 
of each qualified taxpayer’s share of the PTE net income 
for the elected tax year.

Through the PTE’s payment of the elective tax, each 
qualified taxpayer will be allowed a nonrefundable credit 
against their CA income tax liability – which can be carried 
forward for up to five years if the credit exceeds the 
taxpayer’s CA tax liability in the year of the election.

WHAT ENTITIES QUALIFY FOR CA’S PTE TAX?

Qualified entities must be doing business in CA and taxed 
as a partnership or S corporation. This includes limited 
liability companies that have elected to be taxed as a 
partnership or S corporation.

Sole proprietorships, PTEs that have a partnership owner, 
publicly traded partnerships, and entities required to be 
in a combined reporting group do not qualify for CA’s PTE 
tax.

WHO ARE QUALIFIED TAXPAYERS FOR CA’S PTE TAX?

Qualified taxpayers include any individual, fiduciary, 
estate, or trust subject to CA’s personal income tax that 
consent to have their pro rata share or distributive share 
of income taxed at the PTE level.

It should be noted that a PTE with non-consenting owners 
do not limit the PTE’s ability to make CA’s PTE tax election.

HOW DO QUALIFIED ENTITIES PAY CA’S PTE TAX?

For tax years beginning on or after January 1, 2021, 
and before January 1, 2022, CA’s PTE tax is due on or 
before the due date of the return without regard to any 
extensions. For calendar year filers, the 2021 tax year 
deadline is March 15, 2022.

For tax years beginning on or after January 1, 2022, and 
before January 1, 2026, the PTE tax is required to be paid 
in two installments. The first installment is due on or 
before June 15th of the current tax year and is the greater 
of $1,000 or 50% of the elective tax paid in prior year. The 
second installment is due on or before the due date of the 
return without regard to any extensions.

Regarding the above deadlines, the PTE election may 
be deemed invalid if the elective tax liability is not paid 
timely.

AUDITTAX

WRITTEN BY: 
KAYLYN KLEINHANS
Senior Manager, State and Local Tax
kkleinhans@ssfllp.com

KEY TAKEAWAYS

Qualified entities and their owners will need to evaluate 
the tax implications of making this election on a yearly 
basis. Ample time should be provided to evaluate the 
election’s benefits and obtain consent from eligible 
taxpayers. The current recommendation is that both 
the qualified entity and qualified taxpayer sign a written 
consent for each appliable year the PTE tax election is 
made.

As is common with new tax laws, there is still much that 
needs clarification so we eagerly await the regulations 
and/or guidance the Franchise Tax Board will release in 
the coming months.
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The U.S. Supreme Court decision 
in South Dakota v. Wayfair created 
enormous changes for businesses 
making remote sales into the states 
related to sales tax. However, it may 
have had a grander impact than you 
realized. Could Wayfair have also 
impacted the way you manage your 
state income tax obligations?

Maybe.

SALES TAX PERSPECTIVE

Nexus.

In order to be required to collect and 
remit sales tax, a taxpayer must first 
have nexus, the connection that a 
business has with a state or other tax 
jurisdiction. Sales tax nexus can be 
physical or economic — or both.

The U.S. Supreme Court ruling in 
the 1967 sales tax case between 
National Bellas Hess and Illinois first 
established the physical presence 
rule. Quill v. North Dakota in 1992 
was an attempt by that state to 
rewrite Bellas Hess and have sales 
tax nexus determined by additional 
standards. The state’s argument was 
overruled by the U.S. Supreme Court, 
continuing the physical presence 
standard established by Bellas Hess. 
Yet, “substantial nexus” has never 
been strictly defined for sales tax or 
state income taxes.

It’s generally accepted that “physical 
presence” can create a “substantial 
nexus,” such as having an office or 
employees in the taxing jurisdiction. 
Still, it can also refer to exhibiting 
at trade shows, making sales visits, 
or utilizing third-party contractors 

in the state. Maintaining inventory 
in a state can also create a physical 
presence — sometimes a surprise for 
companies that leverage Amazon’s 
FBA program or similar marketplace 
facilitators that store a company’s 
inventory in their warehouses in 
various locations.

Economic nexus means a business 
has a certain number or volume 
(or sometimes both) of sales in a 
state over a set period. Economic 
nexus quickly became a widely 
accepted standard for determining 
“substantial nexus” for sales tax 
purposes by the states after the 
landmark 2018 South Dakota v. 
Wayfair, Inc. decision. The U.S. 
Supreme Court ruled in favor of 
South Dakota, which redefined what 
it means to have sales tax nexus. 
The U.S. Supreme Court decided 
that sales tax “substantial nexus” 
does not require physical presence. 
As a result, out-of-state taxpayers 
could now be required to collect and 
remit sales tax due to only having an 
economic connection with the state.

Sales Tax Implications of Wayfair

Of the 45 states that impose a sales 
tax, all but two have now enacted an 
economic nexus standard (those two, 
Missouri and Florida, may enact their 
own economic nexus rules soon). 
Those 43 states and the District 
of Columbia each set their own 
rules, which generally kick in after 
$100,000 of sales or 200 transactions 
into a state in a year. But it is best 
to verify the economic rules within 
each jurisdiction as they can vary 
significantly for some states.

Wayfair: Sales 
Tax & State 
Income Tax 
Implications

Rather than simplify sales tax nexus 
determination, Wayfair added 
complexity. This can get especially 
confusing with the more than 
10,000 overlapping sales and use tax 
jurisdictions in the country, each with 
the ability to enact its own definition 
of economic nexus.

Furthermore, just because 
you have sales tax nexus 
doesn’t necessarily mean you 
owe sales tax, as not all types 
of revenue are subject to a 
jurisdiction’s sales tax rules 
(most commonly services are 
non-taxable). Ultimately, it is 
critical to be aware of your 
company’s physical presence 
nexus creating activities such 
as resident employees or 
employees crossing a state 
border to visit a customer, 
and your company’s economic 
nexus creating activities such 
as volume of sales or number 
of transactions to be able to 
evaluate where nexus is being 
created in any given year.

BUSINESS ACTIVITY TAX 
PERSPECTIVE

Nexus.

In terms of what it means to have 
“substantial nexus” in a taxing 
jurisdiction for state business 
activity taxes, which includes most 
commonly income taxes and gross 
receipt taxes, it tends to follow the 
lead of sales tax, as there has not 
been a U.S. Supreme Court case 
addressing what it means to have 
“substantial nexus” for state income 
tax purposes, nor any other business 
entity level tax.

Initially, most taxpayers looked to 
Quill as a guide for state business 
activity tax purposes, as the Court 
in the Quill decision found that 
the Commerce Clause under the 
U.S. Constitution requires physical 
presence to have “substantial nexus” 
with the taxing jurisdiction for sales 

tax purposes. In response, most 
taxpayers concluded that until they 
had a physical presence in the state, 
they did not have “substantial nexus” 
and therefore were not subject to a 
state’s business tax.

Over time, as the economy changed, 
states started looking for ways to 
shift the state business tax burden 
from in-state taxpayers to out-of-
state taxpayers. One of the easiest 
ways to do so was to enact economic 
nexus standards for state business 
tax purposes. The most notable of 
these early adopters of economic 

nexus was Washington in 2010 
and California in 2011, historically 
two of the most aggressive states 
when it comes to state business 
taxes. As such, it was ultimately 
up to taxpayers to challenge the 
constitutionality of these state’s 
“right” to assert business tax nexus 

on an out-of-state taxpayer with no 
physical presence in the state.

Ultimately, by the time Wayfair 
made it to the U.S. Supreme Court 
in 2018, no taxpayer challenges of 
Washington or California’s business 
tax economic nexus thresholds, 
$267,000 and $500,000 in sales, 
respectively, had been accepted by 
the U.S. Supreme Court. As such, 
there remained uncertainty for 
business taxpayers and many hoped 
that Wayfair would also provide 
the much-needed clarity of what it 
means to have “substantial nexus” 
for business tax nexus.
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Business Activity Tax Implications 
of Wayfair

Instead, the Wayfair decision had 
consequences to business taxes 
that were entirely unexpected. In 
the Wayfair decision, the Court 
concluded that Quill’s physical 
presence standard for “substantial 
nexus” had never been a correct 
conclusion. Thus, any reliance on 
Quill’s physical presence test was 
retroactively voided. This opened a 
big door. For example, Washington’s 
economic nexus threshold for their 
gross receipts tax was retroactively 
rendered constitutional by Wayfair. 
Now, the state could pursue certain 
non-compliant taxpayers for 
tax liabilities going back to 2010 
instead of being limited to 2018 and 
forward without much risk of being 
overturned by the U.S. Supreme 
Court.

However, unlike sales tax, not all 
states have enacted economic nexus 
thresholds for business activity 
taxes. Even the states that have 
enacted a threshold, the amount 
of sales required to have business 
activity tax economic nexus ranges 
from $4,000,000 to $100,000, with 
the most common being $500,000 in 
sales.

WHERE WE ARE TODAY    — PANDEMIC 
AND ALL

Much needs to be answered 
regarding state income tax nexus. 
For instance, should state income 
tax nexus thresholds match those 
for sales tax — say, $100,000? From 
a state income tax perspective, 
$100,000 doesn’t necessarily make 

sense as the figure reflects not sales 
but state net taxable income. Should 
the threshold be higher or lower? 
Does the state have a bright-line 
test instead of a vague “doing-
business” standard in the state? (Can 
the threshold, for state income tax 
purposes, be less than $100,000 in 
sales? Unlikely.)

You have to look at many facts and 
circumstances in each potential 
income tax case — and at how 
aggressive a state may be regarding 
its income tax.

As with sales tax obligations, the 
pandemic has created implications 
for state income tax nexus. Some 
states have temporarily suspended 
physical nexus regarding employees’ 
work locations. This is applicable only 
if the employee’s location is truly 
temporary, and it’s recommended 
that both the employee and the 
company agree on the employee’s 
location.

What to do? Your first best option if 
you find you have nexus exposure 
or think you might have it: Let 
your tax preparer know ASAP. As 
with sales tax, states can offer 
Voluntary Disclosure Agreements 

to help alleviate the penalties of 
non-compliance and limited look 
back periods. Many states also offer 
amnesty periods free of interest and 
penalties for back-owed taxes.

And remember: Just because your 
company has nexus for sales tax 
doesn’t necessarily mean you have 
nexus for income tax or other taxes. 
Check with the state or a tax expert 
first.

9 Reasons to Utilize Outsourced Accounting 
Services

Outsourcing offers unique solutions to some of 
today’s biggest accounting challenges. If your 
company is debating over how to best account for its 
transactions, consider the top reasons to outsource:

1. Cost: Outsourced accountants can cost a fraction 
of what you pay to recruit, hire, supervise and 
retain an in-house accountant. In many cases, 
outsourcing firms can perform the same volume, 
quality, and consistency of work as your own 
accounting team, just at a much lower cost.

2. Accessibility: Competition is fierce for qualified 
accountants, making it both difficult and 
expensive to fully staff an in-house accounting 
team. As an alternative to traditional recruiting, 
outsourcing makes it far easier to access 
accounting talent, generalists and specialists 
alike.

3. Time: Getting the accounting done correctly 
takes time and companies may not have the staff 
or inclination to invest in the proper resources. 
Instead of compromising, rely on an outsourcing 
firm to handle the workloads and free up hours to 
spend on other high priority items.

4. Expertise: Most companies need specialized 
accounting insights at some point, even if they 

don’t need to have specialized accountants in their 
ranks. Outsourcing firms employ a wide range of 
specialists for clients to consult with as needed. Think 
of it as expertise on demand.

5. Liquidity: Managing cash flow takes time, experience, 
and a careful touch. Relying on an outsourcing firm 
often improves cash flow as these firms have more 
time and resources to dedicate to the effort, often at 
a fixed fee.

6. Budgeting: As the overall roadmap for the company, 
budgets can lead towards riches or ruin. Enlisting 
outsourced accountants to help prepare the budget 
ensures that all variables – positive or negative – 
have been fully considered before deciding where to 
spend.

7. Reporting:  Understanding your results are critical to 
managing your business. An outsourced provider will 
report back to you on your operations, focusing on 
trends that are both positive and negative, giving you 
critical information to help navigate your business 
going forward.

8. Taxes: Few companies are equipped to handle their 
own taxes. Visiting a tax prep specialist once a year 
may not be adequate either. By contrast, outsourcing 
is a long-term partnership that utilizes a deep 
understanding of your finances to deliver expert tax 
advice whenever necessary.

9. Automation: Transform your business by working 
with an outsourced provider to select the best in 
class automation tools to reduce data entry and 
manual cumbersome processes. This will streamline 
operations, improve internal controls and reduce 
operating costs.
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6 Steps Private Companies Should Take to Prepare 
for ASC 842 Lease Accounting

GET PREPARED FOR ASC 842 LEASE ACCOUNTING 
STANDARD

Private companies and nonprofits will soon be subject 
to the ASC 842 lease accounting standard. Adoption 
of this standard is effective for annual reporting 
periods ending after December 15, 2021. For calendar 
year-end companies, this means the effective date 
is January 1, 2022. For companies that have a fiscal 
year-end, the effective date would be the first interim 
period after their fiscal year-end (i.e., the effective 
date for a fiscal year-end of June 30, 2022, would be 
July 1, 2022).

To help you get started, we’ve put together six steps 
you should take to prepare your company for ASC 842 
compliance:

1. REVIEW YOUR GENERAL LEDGER ACCOUNTS

Review your general ledger accounts, looking 
specifically for fixed recurring and variable payments 
for existing leases and other contracts, which may 
have embedded leases under the new standard.  
Embedded leases are determined by the lessee’s 
use and control over any identified assets in the 
agreement. The most common embedded lease is 
typically within an IT service contract if it specifies 
underlying hardware that may be included.

2. INVENTORY YOUR CONTRACTS AND REVIEW KEY TERMS 
AND PAYMENTS

Create an inventory of your contracts and review key 
information in those contracts, including fixed payments, 
indexed payments, renewal options, residual guarantees, 
initial direct costs, lease incentives, and options to 
purchase.   In addition, payments to the lessor may 
include fixed non-lease payments such as insurance, 
maintenance, and taxes. There is a policy election that 
allows these costs to be included should a company 
desire to do so.

3. SEPARATE FIXED AND VARIABLE PAYMENTS

Fixed lease payments are those recurring payments that 
are the same amount each month, including payments 
with a fixed percentage increase based on specified 
dates or anniversaries.  In contrast, a payment based 
on an unknown future rate such as the CPI index or 
lessee’s sales are considered variable.  These are treated 
differently under the new standard.

4. CONSIDER POLICY ELECTIONS AND THE ELECTION OF 
PRACTICAL EXPEDIENTS

Policy Election Options:

• Combine fixed lease and non-lease payments

• Use the interest-free rate to avoid determining the 
discounted rate

• Exclude leases with payments of twelve months or 
less

• Apply the same discount rate to a class of assets or 
assets with a similar lease term

Practical Expedients Options:

• Must elect as a group

• Not to reassess expired or existing contracts that 
contain leases under ASC 842

• Not to reassess operating and capital leases under 
ASC 840 that will be operating and financing leases 
under ASC 842

• Not reassess initial direct costs for existing leases

Separate Election

• May elect to use hindsight to reassess leases for 
determining the lease term, purchase options, and 
termination payment

5. EVALUATE CONTRACTS TO DETERMINE FINANCING 
LEASE VS. OPERATING LEASE CLASSIFICATION

Financing Lease

• Transfers ownership to the lessee

• The purchase option is reasonably sure to be 
exercised*

• The lease term is the major part of the economic life 
of the asset

• The present value of the lease payments and residual 
value is substantially all the asset fair value

• The asset is specialized in nature for the lessee and 
has no alternative use

* Example is a 60-month equipment lease with monthly 
payments of $500 with an option to purchase of $100, 
which the lessee intends to exercise.

Operating Lease

• Ownership stays with the lessor

• There is no option to purchase the asset

• The lease term is not a major part of the asset’s 
economic life*

• The value of the lease payments does not equal or 
exceed the fair value of the underlying asset

• The asset is not so specialized to only have use for the 
lessee

* For example, an office lease with 60 monthly payments 
of $4,000 (for a total of $240k) would not be considered 
a major portion of a $2m building’s economic life of 30 
years.

6. EVALUATE FINANCIAL STATEMENT ADOPTION OPTIONS

• Effective Date Method: The comparative reporting 
period is unchanged, and any cumulative effect is 
applied at the beginning of the adoption period. 
This eliminates the need to restate the prior period 
presented

• Comparative Method: The earliest period presented is 
restated at the beginning of the period
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UNDERSTANDING AND AVOIDING 
DISCOUNT RATE MYTHS IN LEASE 
ACCOUNTING

As companies adopt ASC 842, 
selecting and estimating the discount 
rates embedded within their various 
leases will play an important role in 
their implementation as well as their 
accounting going forward.

These decisions can be complicated 
by common misunderstandings 
about the different types of 
discount rates available, as well as 
the potential implications to the 
organization’s balance sheet.

THE DISCOUNT RATE OPTIONS FOR 
LESSEES INCLUDE:

• Implicit Rate (IR): The interest 
rate on a given date that 
generates the aggregate present 
value of the lease payments, and 
the amount a lessor expects to 
derive from the underlying asset 
following the end of the lease 
term.

• Incremental Borrowing Rate 
(IBR): The interest rate a lessee 
would have to pay to borrow, 
on a collateralized basis, an 
amount equal to the lease 
payments over a similar term 
and in a comparable economic 
environment.

• Risk-Free Rate (RFR): The rate 
of a zero-coupon U.S. Treasury 
instrument using a period 
comparable with the lease term.

MYTHS AND MISUNDERSTANDINGS 
ASSOCIATED WITH EACH ELECTION

Common Implicit Rate Myth:

• Myth: The implicit rate on 
financing leases (formerly known 
as capital leases) will be easy to 
obtain, whether stated explicitly 
in the lease agreement or readily 
available from the lessor.

• Fact: It’s unlikely the lessor will 
be willing to share the implicit 
rate, since the data underlying 
the rate is related to the lessor’s 
profit on the agreement. The 
lessee will need to calculate 
the implicit rate based on 
information including the fair 
market value of the leased asset, 
the estimated residual value of 
the underlying asset at the end 
of the lease, and any initial direct 
costs deferred by the lessor.

Common Incremental Borrowing 
Rate Myths

• Myth: The IBR is the interest rate 
on an easily accessible line of 
credit.

• Fact: This approach was 
allowable under ASC 840, but 
lessees must use a collateralized 
rate under ASC842.

• Myth: The IBR is the weighted 
average interest rate that a 
lessee pays on its other debt.

• Fact: Lease terms and other 
economic characteristics will 
vary, precluding the use of a 
blended rate.

The Most 
Common Lease 
Accounting 
Discount Rate 
Myths

• Myth: A lessee can use the same 
IBR for all of its leases.

• Fact: ASC 842 requires applying 
discount rates to each individual 
lease, therefore IBR needs to 
be determined for each lease. A 
lessee may elect the “portfolio 
approach” practical expedient 
and apply the calculated IBR 
across a similar group of assets 
such as a vehicle fleet.

Common Risk-Free Rate Myth:

• Myth: Lessees can elect to 
use the risk-free rate on 
certain leased assets, and the 
incremental borrowing rate and/
or the implicit rate on other 
leases as they see fit.

• Fact: If a lessee elects to adopt 
the risk-free rate practical 
expedient under ASC 842, they 
must apply the risk-free rate 
to all leased assets — even if a 
lease was classified previously 
as a capital lease with a known 
implicit rate.

Note: The FASB released a proposed 
update in September 2021 allowing 
a lessee that is not a public entity to 
make the risk-free rate accounting 
policy election by class of underlying 
asset, rather than for all assets 
under lease. Under this proposal, 
a lessee will be required to use 
the implicit rate when it is readily 
determinable (instead of the risk-
free rate), regardless of whether 
the lessee applies the risk-free rate 
election.
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How to Calculate a Discount Rate for Lease 
Accounting

One of the many determinations companies need 
to make as they implement ASC 842, the new lease 
accounting standard, is calculating the appropriate 
discount rate for their leases.

For lessees, selecting and estimating the discount 
rate will have an impact on the lease liability and 
right of use asset (ROU) on the organization’s balance 
sheet. There are several options, each with potentially 
different outcomes, so making the most appropriate 
choice for your organization is a critical step in the 
process. Generally speaking, a lower discount rate 
results in a larger liability as there is less of an interest 
component to the calculation.

LESSEES’ DISCOUNT RATE OPTIONS INCLUDE:

Implicit Rate (IR)

This is defined as the interest rate on a given date 
that generates the aggregate present value of the 
lease payments, and the amount a lessor expects to 
derive from the underlying asset following the end of 
the lease term.

To determine the implicit rate, the lessee needs to 
know some of the assumptions used by the lessor in 

pricing the lease. This includes the underlying fair market 
value of the asset under lease, the estimated residual 
value of the underlying assets at the end of the lease, 
and any direct costs that may have been deferred by 
the lessor. In many cases, this choice may be impractical 
because much of the information needed to calculate the 
implicit rate is not readily available to the lessee.

Incremental Borrowing Rate (IBR)

This is defined as the interest rate a lessee would have 
to pay to borrow, on a collateralized basis, an amount 
equal to the lease payments over a similar term and in 
a comparable economic environment. Among the ways 
to calculate an IBR are using your rate on existing debt 
or recent loan; the borrowing rate of similar entities with 
comparable credit risk; or an interest rate quoted by your 
lender if you were to borrow funds to purchase a similar 
asset.

Risk-Free Rate (RFR)

The RFR is the rate of a zero-coupon U.S. Treasury 
instrument using a period comparable with the lease 
term. This provides a practical expedient alternative for 
private companies.

NEW DISCOUNT RATE OPTIONS

Making this decision became a little bit easier in mid-
September as the Financial Accounting Standards 
Board (FASB) gave private companies and nonprofit 
organizations flexibility in choosing the discount rate 
used in calculating the value of their operating leases.

Under FASB’s revised guidance, an entity can choose 
between a discount rate such as an IBR and a risk-free 
rate for its leased assets.

The FASB also gave entities the option of selecting 
different discount rates for various classes of leases, 
instead of applying the same discount rate to all 
operating leases. This gives organizations the flexibility 
of calculating an IBR for high-value leases, such as real 
estate, and applying an easy-to-determine risk-free rate 
for low-value leases such as office equipment.

DISCOUNT RATE DISCLOSURES

Lessees are required to disclose information about any 
significant assumptions or judgments to apply ASC 842, 
and this may include how they determined the discount 
rate for their leases. In addition, if a lessee elects the 
accounting policy to use the RFR, they should disclose 
this policy, assuming it is considered to be a significant 
accounting policy.
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Qualifying doesn’t require companies 
to have formal R&D operations or 
employ scientists, engineers, or 
others with specialized degrees

When many business owners and 
execs in the agriculture industry hear 
the phrase “Research & Development 
(R&D) Tax Credit,” they stop listening 
— because they assume it doesn’t 
apply to them.

But qualifying for the R&D Tax Credit, 
which can be worth hundreds of 
thousands of dollars if not more, 
doesn’t require that a company have 
formal R&D operations or employ 
scientists, engineers, or others with 
specialized degrees.

The R&D Tax Credit was created to 
reward investment in both new and 
improved products along with new 
and improved processes, and nearly 
every commercial venture in the 
agriculture industry does qualifying 
work, regardless of its size. This can 
include concept development of a 
new product, new manufacturing 
methods, line extensions, quality 
improvements, and changes made to 
meet regulatory standards.

Q: WHAT IS THE R&D TAX CREDIT?

A: The federal R&D tax credit, 
also known as the Research and 
Experimentation (R&E) tax credit, 
provides a general business credit 
for qualifying project expenditures. 
Additionally, many states offer R&D 
credits that are very similar in nature 
to the federal credit. It is important 
to note that this is a general business 
credit, not a deduction, or “write-off” 
as many people might think of it. A 

tax credit reduces taxes dollar for 
dollar, keeping valuable resources in 
the business’s pocket.

To determine if a project (or portion 
of a project) is eligible to generate an 
R&D credit, the business component 
(the R&D credit term for “project”) 
and associated activities must 
satisfy four general requirements. 
The project must be technological 
in nature and have technological 
uncertainty with regard to capability, 
methodology, or design. Additionally, 
you must be engaging in the 
project for a permitted purpose 
and demonstrate a process of 
experimentation. A permitted 
purpose is something related to a 
new or improved product or process 
function, performance, reliability, or 
quality. It is also worth mentioning 
the qualifying projects don’t need to 
be revolutionary to the world, they 
can be evolutionary to your business, 
and there is no requirement that the 
project be successful.

Q: HOW MUCH CAN IT SAVE ME IF MY 
BUSINESS QUALIFIES?

A: Thanks to the complexity of the 
formulas used to calculate the 
federal R&D credit, the benefit can 
range from approximately 6%-10% of 
qualifying expenditures. In addition, 
state R&D tax credits can potentially 
double the overall benefit. So, in 
general terms, a company can expect 
to see anywhere from 6%-20% of 
their R&D expenses returned to 
them via tax credit depending on 
geographic location and individual 
business characteristics.

Does Your 
Agribusiness 
Qualify for 
the R&D Tax 
Credit?

Q: WHAT TYPES OF EXPENSES CAN 
QUALIFY? 

A: There are three main expense 
categories that can be included for 
projects or activities that meet the 
general eligibility requirements. The 
three categories are wages, supplies, 
and contract research. Wages consist 
of the taxable compensation paid 
to employees who spent a portion 
of their time working on R&D 
projects. Their time spent working 
directly on a project, overseeing 
multiple projects, or assisting in a 
small component of a project can 
all be included. Supplies typically 
consist of materials 
used up to build or 
test a new product 
or improvement. 
For example, if 
the R&D project is 
a new processing 
technique, the 
expenses associated 
with testing that 
technique may be 
includable. Finally, 
contract research is 
any outside vendor 
paid to provide assistance with 
an R&D project. Often these are 
individuals or companies that are 
paid to perform detailed engineering 
work, test and certify new product 
formulations, or calibrate and 
maintain equipment used for R&D.

Q: WE HAVE BEEN DOING THESE 
TYPES OF PROJECTS FOR YEARS. 
WHY HAVEN’T WE HEARD ABOUT 
THIS BEFORE?

A: The R&D credit is an often 
overlooked and misunderstood tax 

incentive. Because the guidelines 
for what can be rewarded 
with the credit are broad, the 
requirements for demonstrating 
eligibility and quantifying the 
credit amounts are substantial. 
Frequently, when a business does 
not have R&D in a traditional 
sense, accountants overlook the 
pockets of potential opportunity 
within a client. This doesn’t make 
them a bad accountant, or even 
signal any particular cause for 
concern. Identifying R&D tax credit 
opportunities requires such a 
specific expertise it takes someone 
with highly specialized knowledge 

and experience to identify eligible 
activities. If a company has 
overlooked the R&D credit in the 
past, the potential exists to look 
back to prior years to recoup the 
missed credit amounts. Typically, the 
available look-back period is 3 tax 
years. So, for example, if a company 
claims a credit for 2020, they may be 
able to go back and claim the missed 
credits for 2017, 2018, and 2019.

 Q: IF WE THINK WE MIGHT BE DOING 
SOMETHING THAT QUALIFIES, WHAT 
DO WE DO NEXT?

A: The best course of action is to 
reach out to your tax advisor or 
an R&D tax credit specialist to 
discuss the opportunity. Typically, 
a short conversation with someone 
knowledgeable about the credit and 
the process of claiming it, will make 
clear the potential opportunity. The 
end of the calendar year is a great 
time to investigate the R&D tax 
credit as you review 2021 and begin 
looking forward to what next year 
will bring. If the R&D tax credit is 
something that makes sense for your 
business, it can become a valuable 
tax planning tool to factor into your 
annual analysis.

Q: WHAT ARE THE 
RISKS OF CLAIMING 
THE R&D TAX 
CREDIT?

A: The risks 
associated with 
claiming the R&D tax 
credit are similar to 
the risks associated 
with any tax filing. 
The audit process can 
take many different 

paths, but typically R&D tax credit 
audits can be completed in the 
standard course of a general audit. 
The IRS does have engineers that 
are utilized as technical experts for 
particularly technical or unorthodox 
credit claims. As long as a taxpayer, 
and especially the taxpayer’s tax 
team, has completed the proper 
due diligence in compiling the R&D 
tax credit claim, the audit process 
shouldn’t be painful or scary.
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Managing Cash Flow in the Age of Supply Chain 
Disruption

There’s no doubt that COVID-19 exposed global 
supply chain vulnerabilities begging the question 
about how to ensure stability and resiliency in the 
future. Wherever your business sits on the spectrum, 
from manufacturer to consumer, this is likely to be 
a hot button issue. Disruptors include but are not 
limited to resource scarcity, congestion, population 
growth, and climate change. All of these either 
directly or indirectly put a strain on cash flow. So, 
how can you navigate the disruptions to maximize 
liquidity?  

TAKE A HARD LOOK AT SUPPLIERS

Where do your current bottlenecks occur?

Near Sourcing

Reduce your dependency on foreign markets and 
delayed deliveries by sourcing suppliers near you. 
This way, you’ll be able to manage days on hand 
through smaller buys. Another advantage is that 
smaller, local suppliers may be more willing to 
negotiate extended terms if you’re a big fish in their 
pond. Working with local suppliers also supports 
local, “made in the USA” manufacturing. In certain 
situations, this can demand pricing premiums when 
selling goods to customers.

Dependence on Single Suppliers

Any parts sourced by single suppliers leaves you 
vulnerable to issues they face. Have you assessed the 
risks to which your suppliers are exposed and whether 
that will affect their ability to respond timely? How about 
your supplier’s suppliers? Consider building relationships 
with alternate suppliers who may be available when the 
need arises, potentially at more competitive pricing.

Increased Shipping Costs

Prices for freight and logistics are skyrocketing. Assuming 
you can work with suppliers to procure materials, getting 
them in time to manufacture your product on a timely 
basis is a whole other issue. Many manufacturers will 
need to account for potential expedited shipping fees.

INVEST IN TECHNOLOGY

It might seem counter-intuitive, but you’ll need to spend 
money to save money.

Materials Requirement Planning (MRP)

Chances are, if you’ve seen much growth in the past few 
years, you may have outgrown your current system and 
it may be time to look at that software implementation 
you’ve been avoiding. Having the tools to work with 
your customers to plan for demand is key to ensuring 
appropriate “safety stock numbers” to optimize inventory. 
It will also ensure you’ll have a better chance at getting 
your hands on the materials when needed.

Accounts Payable Automation

Cloud based software simplifies, digitizes, and automates 

back office financial processes. One such use of this 
resource will allow you to prioritize payments to vendors 
with early pay discounts.

“Smart Logistics” Implementation

In a recent PwC study, “survey respondents see 
smart logistics as the strongest lever for cost savings 
[accounting for nearly 50%]. It’s typically the largest cost 
bucket in the connected supply chain, as it incorporates 
warehouse, order management and transport (inbound 
and outbound), which are each key cost drivers.” This 
interactive connection of suppliers, manufacturers, 
logistics service providers and customers fosters supply 
chain transparency and integrated planning.

STAY FLEXIBLE

As constant, unpredictable change has become the norm, 
the trendy, managerial term for this, “VUCA” [volatility, 
uncertainty, complexity, and ambiguity], demands that 
you avoid traditional, outdated approaches and move 
forward with more agility, encompassing the items 
already discussed.

End-to-End Transparency

The aforementioned PwC study also shows that 
companies with end-to-end transparency in their supply 

chain have been much more successful in being agile as 
circumstances change. Consider bringing on specialists 
at appropriate intervals, building in slack where possible, 
experimenting to understand cause and effect of 
changes, and investing in information and related data 
analytics.

Use your size to your advantage

While some of the recommendations here may seem 
more applicable to larger companies, they often struggle 
to manage their cash flow because of the sheer volume 
of daily transactions and the bureaucracy associated with 
layers of management. Strategic mid-market companies 
will model the cause and effect of potential change and 
then be nimble enough to execute at a moment’s notice 
to take advantage of the opportunities.
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have with the co-packer before you 
sign it. In addition to the minimum 
order and cost provisions, you’ll want 
to understand liability issues such as 
protecting your intellectual property, 
and how they’ll handle any product 
recalls.

It’s also important to understand 
how the co-packer maintains the 
traceability of ingredients in its 
facility in case there’s a recall or 
other production issue. Some co-
packers use dedicated software that 
lets companies monitor production, 
while others trace ingredients with 
paper invoices and spreadsheets. 
You’ll need to understand the 
potential co-packer’s reporting 
system and evaluate your confidence 
in the accuracy of its numbers.

Because your contract is so 
important, it’s critical to enlist your 
own professional counsel (that’s well-
versed in contract manufacturing 
agreements) to review the document 
so you understand its provisions and 
any contingencies. So many factors 
can influence the ultimate success 
of a co-packing arrangement that 
it’s important to understand the 
potential risks as well as the benefits 
before you make a decision.

Armed with this understanding, you 
can leverage a co-packer’s expertise 
to expand your product successfully 
beyond small-scale production in 
your house or a test kitchen into the 
broader marketplace.

For startup food, beauty, and 
natural product companies that 
are interested in outsourcing their 
manufacturing, choosing the best 
partner is a critical decision that can 
impact their long-term success.

Outsourced manufacturing — 
often referred to as co-packing, 
co-manufacturing, or contract 
manufacturing — can provide 
compelling benefits for companies, 
such as:

• Scaling up production quickly to 
reach the market faster

• Eliminating the need to invest in 
production equipment

• Offering expertise in refining 
recipes at higher volumes

• Providing regulatory experience 
and guidance (and shouldering 
many of these food safety 
requirements)

• Reducing costs by purchasing 
ingredients in higher quantities

But maximizing these benefits 
depends on collaborating with the 
best co-packing partner for your 
company and 
its needs. 
Making 
that 

choice, in turn, depends on 
understanding your options, asking 
the right questions, and enlisting 
expertise to evaluate the agreement 
with your co-packing partner.

UNDERSTAND YOUR GOALS

An important early step in 
choosing a co-packing company is 
understanding why you’re interested 
in doing so. Are you looking for a 
short-term arrangement to get your 
product into the marketplace while 
you build your own manufacturing 
capacity? Are you interested in 
testing a product? Do you see 
outsourced manufacturing as an 
important part of your strategy 
going forward?

Thinking about your goals for 
working with a co-packer will help 
you ask better questions as you 
begin talking with potential partners 
and exploring their capabilities.

IDENTIFY CO-PACKERS THAT ALIGN 
WITH YOUR VALUES

The next step in your process will be 
identifying co-packing companies 
that may be suitable partners. If your 
brand is about sustainability, quality, 

Getting 
Started with 
Outsourced 
Manufacturing

vegan, or a similar characteristic, 
dealing with companies that share 
those same goals and values will 
save you time and headaches in the 
future. A co-packer that cuts corners, 
for example, can damage your 
brand reputation with substandard 
products or if unsuitable business 
practices come to light.

The most effective arrangements go 
beyond manufacturing to include 
true collaboration, so you want to 
look for potential partners that will 
uphold your standards for quality, 
ethical performance, and other 
factors that may be important to 
you. Visiting with co-packers at trade 
shows or similar events, networking 
with industry peers, or reviewing 
third-party sites (like partnerslate.
com for food and beverage)  can 
provide valuable insights into 
a company’s experience and 
capabilities, as well as how easy they 
may be to work with.

Most co-packing arrangements are 
confidential, but industry peers and 
suppliers may be able to discuss 
co-packers and their reputations, or 
share their experiences informally.

IMPORTANT CONSIDERATIONS

Before you begin evaluating co-
packers, it’s important to understand 
the criteria you’ll use to make 
your choice. Some important 
considerations include their:

• Experience in your sector. Are 
they familiar with products 
similar to yours? Do they have 
the required certifications for 
your industry?
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• Ingredient sourcing. Are you 
expected to provide all the 
ingredients or raw materials, or 
can you save money by sharing 
portions of larger purchases with 
other clients?

• Minimum order requirements. 
If a company will only make a 
large quantity of your product, 
you’ll need to be confident you 
can distribute those items before 
their expiration date.

• Cost structure. Along with 
production costs, will you be 
expected to pay a set-up fee? To 
pay for storage of ingredients, 
packaging or finished product? 
A company with seemingly low 
costs may have hidden fees that 
dilute or eliminate apparent 
savings.

• Required lead times for 
production or product changes. 
If you need to ramp up for the 
holiday season, for instance, 
when do you need to make that 
commitment?

• Reporting capabilities and 
practices. Your relationship 
with a co-packer should be 
collaborative, and you should be 
consulted (or at least informed) 
if, for instance, the co-packer 
changes an ingredient or 
manufacturing process that 
affects the taste or performance 
of your product.

UNDERSTAND THE CONTRACT

Another critical consideration is 
understanding the contract you’ll 

CONSULTING
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When you think about real estate investors, fighting 
to stop the global climate crisis probably isn’t the first 
thing that comes to mind. That’s because turning a 
profit tends to have an annoying tendency of reigning 
over most business goals. Derek Hansen, however, 
believes that anyone who owns real estate has an 
opportunity to monetize energy in a completely new 
and different way. As he says, “if you’re in real estate, 
you’re in the energy game…you just don’t know it yet.” 

Derek is the Co-Founder and CEO of Mynt Systems, a 
team of clean energy experts helping to make mid-
market commercial real estate more sustainable, 
energy-efficient, and, yes, profitable. So, how is Derek 
turning a bunch of capitalists into environmental 
warriors? That’s the magic of Mynt Systems. 

There is a historically stark polarization between 
doing good for the environment and making money, 
yet Derek has always found himself drawn to the 
vast opportunity that inhabits the space in between. 
As his wife would say, Derek thrives in the disparate, 
unobvious, and unconnected things. Seeking a bridge 
between these two worlds, Derek and his wife built 
Mynt Systems with the radical goal of creating a 
“New Energy Economy” that dismantles the existing 
broken system and reframes energy as a source for 
monetization.    

Many real estate owners view sustainability efforts as 
a luxury, and Derek says he “wanted to take something 
frequently perceived as a cost, something unnecessary, 
and show them that they can actually make money.” 
Essentially, prove to investors that an investment in the 
planet doesn’t need to be complicated, complex, or even 
expensive. 

After fifteen years working with his father’s window 
glazing business, Derek became very familiar with various 
sides of the energy market but always seemed to find 
himself seeking new ways for the company to grow 
into other emerging markets. At this point, large-scale 
properties and residential homes were already dabbling 
in energy efficiency, but he quickly learned that the 
mid-market, 50,000 square foot-sized buildings were left 
largely untouched and vastly underserved. Not only that, 
but he also found that building owners were craving a 
single contractor to help them with a full spectrum of 
sustainable services.

Immediately, Derek knew he stumbled across a gold mine 
of potential: a full-range, energy services package for 
mid-market commercial real estate. It was a space with 
virtually zero competition and a staggering demand, and 
better yet, a way for businesses to do good for the world 
while increasing their asset value. “It was a simultaneous 
thing,” he says, “if we can convince the real estate 

investors to invest in clean 
energy and we can show 
them that it makes them 
money, then we can actually 
drive sustainability.” 

Diving in headfirst, Derek 
sold his house, moved his 
wife and two young children 
to a rental unit, and self-
funded Mynt from the 
ground up. The first to admit 
the start-up phase was a 
bit brutal, Derek found that 
projects steadily grew and 
soon began to double year 
over year. “I used to read 
Inc. Magazine cover to cover 
learning about businesses,” 
he says, “and I remember telling my wife that one day we 
would make the Inc. 5,000 list.” Sure enough, Mynt made 
Inc.’s Top 5,000 list a mere four years later and again the 
following year. 

Mynt’s success is attributed to its unique business 
model that spans everything from the initial concept, 
design, manufacturing, and construction. Rather than 
conventional, resource-draining practices, Mynt creates 
opportunities for owners to not only turn their building 
into a more equitable, sustainable, and resilient asset but 

also help the world tick closer to 
a zero-carbon footprint. 

Aside from the obvious 
environmental benefits, an 
investment in energy efficiency 
helps cut (if not eliminate) 
utility costs for tenants, 
creates a cleaner and healthier 
workspace, and increases tenant 
longevity. Depending on the 
goal and budget for the project, 
Mynt provides everything from 
solar systems, energy storage, 
energy-efficient lighting, and 
HVAC systems to energy-saving 
windows and roofing solutions. 
To maximize their investment, 
properties can have both site-

generated energy power through solar in addition to 
battery-stored energy that can be deployed and monetized 
into the grid. 

If you ask Derek, he’ll say that microgrids are one of the 
most critical components of the New Energy Economy. 
Microgrids are decentralized energy systems that operate 
independently from the traditional energy grid. In a 
world where natural disasters seem to be the new norm, 
microgrids have the power to keep essential businesses 
like hospitals, food production plants, and disaster relief 

“I didn’t want my story to include 

a time where I could look back 

and question whether or not I did 

everything I could. I want to know I 

did everything possible to try.”

-Derek Hansen

CEO and Co-Founder, Mynt Systems

Bridging Worlds: A New Energy Economy
HOW MYNT SYSTEMS IS CHANGING THE WAY THE WORLD VIEWS ENERGY
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facilities up and running without relying on big power 
companies. In fact, one of Mynt’s recent projects included 
the installation of a microgrid at the San Benito Health 
Foundation during one of California’s worst fire seasons — 
not to mention a global pandemic. The result: a completely 
autonomous healthcare facility equipped to treat patients 
despite rolling blackouts and record-breaking wind 
conditions. 

The market’s pull to make businesses more resilient in 
the case of disaster is becoming increasingly apparent, 
and Derek believes that energy storage is the best way 
to mitigate that issue. “It’s about identifying the most 
important thing for the future, and what the biggest 
thing we can do to leave the greatest legacy and positive 
impact,” and for Derek, that impact can be found in the 
scalable delivery of this microgrid technology and fixing 
the broken grid that exists today.

Like closing the gap between profit and environment, 
Derek is tackling another divide between new world 
technology and the old school world of construction. 
Mynt’s business model relies on its ability to produce 
everything from state-of-the-art design to manufacturing 
and construction all under one roof. To do this, they 
require both leading technology and design experts as 
well as seasoned manufacturers and construction workers. 
While many businesses struggle to successfully develop a 
cohesive culture between white-collar executives and blue-
collar workers, Derek once again found harmony between 

two contrasting worlds. “I want this company to be as 
transformational for the people that work in it as we are 
for commercial real estate,” he says. 

Marrying his passion for ingenuity and technology with 
his love and respect for the construction industry, Derek 
emphasizes that Mynt’s success is the result of open 
collaboration and a fierce dedication to anti-classism. “I 
have spent a lot of time creating a culture that attracts the 
right people and weeds out the wrong ones,” he says, “and 
it’s so moving for me to see the blue-collar worker that 
maybe felt like the engineers would never care for them, 
feel that their contribution is truly respected and valued.” 

Ultimately, Derek and the entire Mynt team share an 
unrelenting devotion to their craft and an unwavering 
belief that sustainable energy is the only path to creating a 
healthier economy, workforce, and planet. While the road 
may be long, Mynt is confident that every step is a positive 
leap in the right direction. 

“I think we need to remember that change starts with 
person to person, and that leads to the change we can 
make around some of these global challenges,” he says, 
“and the world really needs us to do something.” 

“I think we need to remember that change 

starts with person to person, and that 

leads to the change we can make around 

some of these global challenges, and the 

world really needs us to do something.” 

-Derek Hansen

CEO and Co-Founder, Mynt Systems
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As technology startups prepare for 
their first audits, it’s common to see 
a number of accounting issues that 
can potentially increase the time and 
cost required to complete the audit 
successfully.

In most instances, these issues 
result from causes such as the 
finance team balancing a variety of 
financial and operational roles, not 
understanding complex technical 
accounting guidance, or not having 
proper systems to account for 
transactions properly.

Some common accounting 
challenges for technology startups 
include:

NON-CASH EQUITY ACTIVITY
Technology firms are often unsure 
how to account for transactions such 
as the beneficial conversion features 
on convertible notes or simple 
agreements for future equity (SAFEs), 
warrants, and stock options. Because 
non-cash equity activity won’t 
appear on bank statements, those 
transactions are often not recorded 
(or are recorded improperly).

Similarly, issuance costs for a 
series of stock are often recorded 
improperly as legal expenses, 
instead of being capitalized as stock 
issuance costs on the balance sheet.

REVENUE RECOGNITION
A very common challenge for tech 
startups is failing to recognize 
revenue in line with the often-
complex provisions within the 
GAAP standards. Startups may 
struggle to understand, for instance, 

precisely what’s being sold within a 
customer contract or the accounting 
implications of non-cash measures.

Similarly, startups often lack a policy 
for recording revenue properly, or 
there’s inconsistency with different 
team members recording similar 
transactions differently. In these 
situations, the accounting will need 
to be adjusted to complete the audit 
successfully.

INTERCOMPANY ACCOUNTS
Intercompany accounts are often 
not reconciled, so the auditors 
may request that a company 
unwind historic transactions 
to determine if intercompany 
balances are appropriate and in 
line with intercompany cost-plus 
agreements in place. If a startup has 
an international entity, such as an 
offshore development subsidiary, 
the company needs to be sure any 
foreign currency translations or 
remeasurements are calculated 
properly.

SOFTWARE DEVELOPMENT COSTS
Technology startups face the 
specific issue that GAAP accounting 
for software development costs 
includes complex guidance. Many 
companies mistakenly expense 
the costs associated with software 
development to payroll, but there 
are fairly complicated rules dictating 
whether or not you’re allowed to 
expense those costs or whether you 
need to capitalize a portion of those 
costs.

Similarly, many companies lack 
documentation of the nature of their 

AUDIT

5 of the Most 
Common Audit 
Challenges We 
See with Tech 
Startups

software development costs, which 
can make adjusting the accounting 
challenging.

IMPROPER CUTOFF FOR ACCRUALS/
PAYABLES
If reconciliations aren’t done on a 
consistent and timely basis, there’s 
a risk that expense or revenue 
cutoff dates are missed. As a result, 
transactions can be recorded in 
the wrong period, which causes 
an inaccurate accounting of the 
organization’s performance in a 
given period. Common causes for 
this issue include lacking the proper 
accounting policies, or inconsistent 
practices among different team 
members.

ENLIST HELP EARLY
While most of these issues can be 
resolved fairly easily, a consultation 
with your external auditor as you’re 
setting up systems, developing 
accounting policies, and creating 
the financial infrastructure before 
a financing round or potential 
transaction can save time and money 
while helping you achieve your 
business goals sooner.
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Several challenges can affect a 
company’s ability to maintain an 
effective controls framework, or 
potentially hinder its ability to 
demonstrate that its ICFR efforts are 
serving their intended purpose.

THE MOST PREVALENT SOX 
CHALLENGES WE SEE CLIENTS 
ENCOUNTER, INCLUDE:

1. A lack of executive or board 
support for the organization’s 
SOX program. Management’s 
commitment to effective controls 
and financial reporting is a 
key component to a SOX effort 
receiving the required time and 
attention.

2. Failing to take a true risk-
based approach. It’s essential 
to understand the company’s 
risks and to design controls to 
mitigate those risks, rather than 
treating SOX as a check-the-box 
compliance exercise.

3. Over-engineering process 
documentation. Concise 
documentation that helps 
staff members and external 
auditors understand the thinking 
underlying a process is more 
effective than trying to capture 
every potential contingency 
and nuance (which can divert 
attention from more important 
activities).

4. Confusing operational controls 
with financial reporting controls. 
Along with ensuring the data is 
accurate, you need to verify that 
the process used to generate 
that data is operating effectively.

5. Infrequent and superficial 
coordination with external 
auditor. Management and 
the external auditors should 
understand the company’s risks 
to better evaluate the design and 
the effectiveness of the controls 
designed to mitigate those risks. 
Nobody should be surprised 
during the audit process.

6. Having control owners believe 
that control ownership is 
separate from day-to-day 
activities. This is typically a 
culture issue, but team members 
responsible for controls may not 
integrate risk and performance 
of controls as part of their typical 
activities.

7. Underutilizing IT and application 
automation and configurations. 
Control activities performed 
manually, on a repetitive basis 
come with a greater cost and 
increased risk of error, when 
compared to automated controls

Understanding the requirements 
of SOX 404(a) and 404(b) and 
communicating frequently with 
external auditors about the design 
and performance of your controls 
are cornerstones of effective risk 
management and SOX compliance.

CONSULTING
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INTERNAL CONTROLS AREN’T JUST 
FOR LARGE PUBLICLY TRADED 
COMPANIES

Private or smaller publicly traded 
companies that proactively employ 
internal controls over financial 
reporting benefit from:

• Lower capital costs

• Higher company valuations

• Increased interest by investors

• Fewer roadblocks to transfer of 
ownership (if private) 

• Increased stock price (if traded 
publicly)

Formalizing or enhancing internal 
controls, like those expected of 
larger public companies, results in 
more reliable financial reporting 
and increases the credibility of 
management’s operations for 
bankers, investors, regulators and 
other stakeholders. 

Providing reliable financial 
information enables the company to 
produce financial statements with 
greater integrity and transparency. 
Internally, management can also 
make more effective decisions about 
the organization’s strategy, which is 
critical to maintaining a competitive 
advantage as well as potentially 
preparing for a public offering or a 
strategic transaction.  

PROCESS, RISK, AND CONTROL

Understanding and documenting 
the company’s transactional flows, 
leads to a clearer understanding of 
financial risk.  This, in turn, enables 
management to focus on control 
design.  Effective controls help 
management realize and focus 
on the areas of highest risk — to 
optimize its financial reporting, 
operations and compliance. Through 
this analysis, management is better 
able to identify, streamline, and 
potentially automate, processes that 
divert staff attention from critical 
activities. One additional benefit - by 
centralizing process and controls 
documentation, management can 
reduce audit-related expenses.

That said, obtaining and reporting 
the right financial information 
depends in part on how well 
management identifies and 
mitigates financial statement 
risks.  This may seem complex 
and challenging, however, it 
becomes manageable with the 
right messaging, methodology and 
discipline across the organization 
— regardless of the company’s size, 
complexity or structure. 

For private companies who often 
lack a dedicated compliance 
resource, we recommend enlisting 
the help of experienced SOX advisors 
who will work with you to outline a 
roadmap, mitigate disruptions, and 
bring expertise to streamline the 
process and train staff. 

CONSULTING
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Along with providing an infusion 
of capital to a growing company, 
going public brings strict financial 
reporting and compliance 
requirements that need to be in 
place well before the offering.

To meet investor expectations for 
a timely closing and regulatory 
requirements to provide accurate 
disclosures, pre-IPO companies need 
to have the right people, processes, 
and technology in place to meet their 
needs as a public company.

An important early step is assessing 
the skills and capabilities of the 
organization’s finance team. 
Management needs to be sure 
the team can meet the complex 
reporting and compliance needs of a 
public company, such as developing 
adequate internal controls and 
preparing accurate financial reports 
on a timely basis.

Financial planning and analysis skills 
are also critical since investors will 
expect accurate forecasts about 
key metrics such as the company’s 
revenue, business outlook, net 
income, and operating cash flow. 
Being able to develop and share 
accurate forecasts is valuable in 
informing investors and avoiding 
potential surprises.

HONE REPORTING PROCESSES

Perhaps the most obvious difference 
between public and private 
companies is the requirement to 
report financial and operating 
results quarterly. The finance team 
will need to close the books and 
report the company’s results quickly 

and accurately and will need to 
develop and follow an efficient and 
repeatable process for doing so.

At least a year before the offering, 
it’s important to schedule quarterly 
rehearsals of the reporting process 
as if the company were public. 
Practice the multiple steps involved 
in closing the books, preparing 
an earnings release, and holding 
a mock investor call. This ensures 
the company’s finance team and 
management are familiar with the 
process when they are required to 
disclose actual earnings after the 
offering.

Another important part of the 
reporting process is establishing 
metrics  that will help management 
explain the company’s results to 
investors. Along with determining 
the most appropriate metrics, 
management should be ready to 
explain why they chose a specific 
metric and why it’s helping in 
understanding the company’s 
performance.

Similarly, the company will need to 
establish and document its internal 
controls, as well as the reasons 
behind the controls they create.

IMPLEMENT FINANCIAL MANAGEMENT 
TOOLS

Another critical step in preparing for 
an IPO is upgrading the company’s 
financial tools to support these 
new reporting requirements and 
regulatory disclosures. Spreadsheets, 
for example, that may have been 
sufficient in the early stages of the 
company won’t allow the finance 

Getting Your 
Ducks in a Row 
Before an IPO

team and management to develop 
reports quickly. This will likely require 
manual workarounds (such as 
copying data between applications 
and reformatting documents) that 
take time and can introduce errors 
and delay the close process.

It’s more effective and efficient 
to implement a scalable financial 
management solution such as Sage 
Intacct that enables companies to 
automate the reporting process and 
general ledger entries, and to help 
the finance team close the books 
and prepare quarterly reports more 
rapidly and accurately. 

Effective financial management 
will also provide management with 
daily visibility into the company’s 
revenue and treasury activities, and 
will offer data analysis and reporting 
tools to speed the closing process, 
offer insights into the company’s 
performance and trends, and 
support more strategic decision-
making.

Overall, it’s important for pre-IPO 
companies to act as if they are public 
before the initial public offering. 
Creating and honing the company’s 
processes and technology tools will 
help it be better able to operate 
as a public company and be ready 
and able to meet strict disclosure 
requirements and satisfy investor 
expectations.WRITTEN BY: 

KEVIN SHIVES
Partner, Consulting
kshives@ssfllp.com

CONSULTING



PAGE 41PAGE 40 VISIT US AT SSFLLP.COM

How to Read a SOC Report in 5 Minutes (or Less)

TL;DR: Open the SOC report, Ctrl-F, and search for 
“Opinion,” and if the audit opinion states, “In our 
opinion, in all material respects…” the report gets a 
gold star. See? That was even less than 5 minutes!

After performing SOC audits day in and day out and 
issuing hundreds of SOC reports to clients, it recently 
occurred to me that I may take for granted that 
everyone knows how to determine if the SOC report 
was a “pass” or a “fail.”

Now, I’m not saying you shouldn’t read the entire SOC 
report, because you should; there’s a lot of essential 
and detailed information in those reports. But let’s 
be honest — that 100-page report could take some 
serious time to consume. So as an alternative to 
reading every page, there is an easy and quick way 
to summarize the results of a SOC report (this will 
apply the same for both a SOC 1 and SOC 2 report). 
And there are a few flavors of “pass” and a few flavors 
of “fail,” so let’s clear those up first, then I’ll tell you 
exactly where to go find them in the report.

“PASS” AND “FAIL” OPINIONS

Unqualified Opinion

The best outcome for the SOC report is when 

the audit firm states an “unqualified opinion.” This 
simply means the auditors have determined that the 
organization under examination can achieve its service 
commitments and system requirements, as described in 
the report. This is also known as a “clean opinion,” and it 
is what everyone wants to see. The unqualified opinion 
will use the following language: “In our opinion, in all 
material respects...”

Qualified Opinion

The second level of pass is in the form of a “qualified 
opinion.” This isn’t a bad thing, but it’s not a clean opinion 
either. A qualified opinion means the audit firm has 
determined that some controls at the organization aren’t 
designed well and/or aren’t operating as they should be. 
These can be minor and correctable (and explainable) 
issues that organization management acknowledges and 
has a reasonable plan to correct. Hey, no one’s perfect, 
so a slip in control can happen from time to time. If you 
see a qualified opinion, you’ll want to dig deeper into the 
report to evaluate what “exceptions” were found by the 
auditor and what management’s plan is to remediate. 
The qualified opinion will use the following language: 
“In our opinion, except for the matter referred to in the 
preceding paragraph...”

Adverse Opinion

The third type of opinion would move over into the fail 
column. This is when the audit firm issues an “adverse 
opinion” in the report. This typically means the system 
description was not presented accordingly, and/or the 
controls were not appropriately designed and/or did not 
operate effectively — all meaning that the organization 
would have trouble meeting its service commitments 
and system requirements. This opinion should give you 

pause if you’re relying on that organization to provide any 
service to your own business. The adverse opinion will 
use the following language: “In our opinion, because of 
the matter referred to in the preceding paragraph…”

Disclaimer Opinion

The fourth and final opinion, and the mother of all fails, 
is the dreaded “disclaimer of opinion.” This is the unicorn 
of SOC reports — it’s so rare that I’ve never actually 
seen one (and our firm has never issued one). But you 
can probably guess why these are never seen — what 
organization would ever distribute this version of their 
SOC report? A “disclaimer of opinion” means the audit 
firm has concluded that they could not validate if any of 
the controls were operating during the reporting period 
and were unable to complete the audit. Yikes!

WHERE TO FIND THE AUDITOR’S OPINION

So, where can we find the auditor’s opinion in the report? 
There are typically four sections of the report, and you 
will want to locate the section titled “Independent Service 
Auditor’s Report.” This is usually either section I or section 
II of the report.

Once you find the auditor’s report section, scroll down 
to the “Opinion” section. Here’s where you’re going to 
find out if the report is a pass or fail. Again, if the opinion 

is unqualified, you can put the 
report down with confidence and 
enjoy that second cup of coffee. If 
it’s any of the other opinions we 
discussed above, you’ll probably 
want to dig a little deeper into the 
details to learn what the findings 
mean.

I’m a visual person, so keep this in mind when reviewing 
the auditor opinions:

 

 Unqualified Opinion

 Qualified Opinion

 Adverse Opinion

 Disclaimer Opinion
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WHAT IS A CASH FLOW STATEMENT?

A cash flow statement is an 
important tool that management 
should review on a consistent basis 
to gain valuable insights into the 
company’s financial health and 
identify emerging or potential 
problems.

Cash flow statements help you 
understand your company’s 
performance by stating how much 
cash it has on hand, how much 
it’s taking in, and how much it’s 
spending.

In a moment, we’ll delve into how 
you can read a cash flow statement, 
but first, it’s important to understand 
the differences among various 
financial reports to appreciate the 
information a cash flow statement 
provides.

CASH FLOW STATEMENT VS. INCOME 
STATEMENT

Unlike an income statement 
(also known as a profit and loss 
statement) that records revenue as 
it’s earned, a cash flow statement 
represents how much cash your 
company has available to run the 
business at a given point in time and 
provides historical information on 
your sources and uses of cash.

Cash flow and income statements 
can view the same transaction in 
different ways, so it’s essential to 
understand their distinct purposes. 
For instance, a non-cash item like 
depreciation is recorded on the 
income statement as an expense 
throughout the life of the asset. 

But because depreciation does not 
represent an actual purchase that 
would reduce your available cash, 
it is added back to the cash flow 
statement.

CASH FLOW STATEMENT VS. CASH 
FLOW FORECAST

While a cash flow statement looks 
at the present and recent past, 
a cash flow forecast uses a set 
of management assumptions to 
provide a forward-looking diagnostic 
model of what is expected to happen 
in the future.

Together, cash flow statements and 
forecasts help you understand your 
company’s financial situation by 
illustrating how much operating cash 
you have on hand (your liquidity), 
as well as your cash inflows and 
outflows.

This information, in turn, allows you 
to predict future cash flows and plan 
how much cash you’ll have available 
in future periods. This information 
is critical for making medium- and 
long-term plans and investment 
decisions for your company.

In addition, if you want to borrow 
money, your lender may need 
to review a cash flow statement 
or forecast to understand the 
company’s financial position and 
prospects.

HOW TO READ A CASH FLOW 
STATEMENT

A cash flow statement is broken up 
into three parts, Cash Flow from 
Operating Activities, Cash Flow from 

Understanding 
(and Reading) 
a Cash Flow 
Statement

Investing Activities, and Cash Flow 
from Financing Activities.

Cash Flow from Operating 
Activities

This represents your net cash inflow 
or outflow resulting from your actual 
operations and provides a good 
indication of whether the business 
model is sustainable.

For example, Uber does not generate 
cash from operations. It uses cash 
and depends on additional financing 
to fund its operations. Cut off the 
financing, and Uber would struggle 
to maintain operations without 
significantly altering its business 
model. On the other hand, Amazon 
generates significant cash from 
operations and depends less on 
cash from investing or financing to 
operate.

Operating cash flow includes the 
following categories:

• Net income (sales, changes 
in accounts receivable, and 
accounts payable)

• Non-cash adjustments such 
as depreciation (which is 
an expense on the income 
statement but is added back 
to the cash flow statement 
to provide an accurate cash 
amount)

• Changes in operating assets and 
liabilities

Cash Flow from Investing Activities

This represents the purchase and 
sale of capital assets, such as 

equipment and other businesses. 
It also includes renovations, 
or improvements, and other 
investments. These represent long-
term investments in the company’s 
growth.

Cash Flow from Financing Activities

Cash flows related to financing 
activities typically represent 

borrowings and repayments on term 
loans and lines of credit and the 
sale and repurchase of a company’s 
own stock (including employee stock 
options) as well as dividends.

THE BOTTOM LINE (LITERALLY)

Because ordinary business activities 
such as a large inventory of capital 
equipment can affect the results of 
a given period, a negative amount 
in one section of the report should 
be more of a cautionary note than 
a cause for concern. That said, 
negative operating cash flows, 
especially in more than one period, 
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Is Scope Creep Running Rampant in Your Family 
Office? Regain Control with These Tips

WHAT IS SCOPE CREEP IN FAMILY OFFICE?

Scope creep is the gradual addition of more and more 
activity, such as the need to manage an expanding 
array of entities or generations of the family. 
Expectation creep, a form of scope creep, is the 
expanding need for relevant, timely information and 
reporting that the family office and its technology was 
not initially set up to provide.

One of the most effective ways to optimize family 
office performance is to consistently review the 
family’s needs and expectations, as well the office’s 
capabilities.

Like with any enterprise, it’s important to review 
and address any shortcomings on a timely basis to 
prevent inefficiencies and potential frustration among 
the family and staff.

Scope creep can create inefficient processes, manual 
work, increased risk, and a lack of visibility.

TIPS TO ADDRESSING SCOPE CREEP

Tip 1: Align Needs and Expectations

In most instances, family offices are set up to handle 

straightforward needs such as paying bills, financial 
reporting, investment management, and supporting tax 
compliance. Generally, little thought is given to how the 
needs of the family will change over time, as it expands 
generationally, has greater and more complex financial 
assets under management, and acquires personal assets 
such as homes, vehicles, and art collections with their 
own management and accounting requirements.

As this complexity arises, many family offices do not 
adjust to these changing realities and, as a result, fail to 
meet the family’s needs and expectations. For example, 
reporting and analysis become increasingly important 
but the team, the technology and the organizational 
structure does not support it. Consequently, the team is 
constantly scrambling to provide relevant reporting, most 
often using spreadsheets requiring extensive manual 
manipulation and subject to errors.

Adding the bill pay and reporting activity for additional 
generations with a growing array of assets can strain 
the office staff’s software beyond the capabilities of a 
basic accounting package. As a result, the staff prepares 
customized reports manually, taking time away from 
other responsibilities. In some instances, the same 
performance data is compiled into reports using different 
formats to meet the requests of specific family members.

Tip 2: Review Performance and Needs

To reduce problems from scope and expectation creep, 
consider the following practices and questions:

• Periodically assess the family’s requirements and how 
they are being met. The annual family meeting is a 
good time to schedule such a review, or to discuss 
the results of a recent review and to discuss potential 
improvements.

•  Evaluate the family office’s effectiveness and 
efficiency.

• Does the current technology meet current and 
projected needs?

• Are too many manually generated reports 
required to meet the family’s information 
requests?

• Are you experiencing errors at a higher rate?

• Are your people working harder, yet falling 
further behind?

• Is the team staffed properly?

• Do you have high turnover of employees? Are you 
outsourcing what you can and insourcing what 
you must?

• Would adopting better technology help alleviate 
the burden on staff and meet the family’s needs 
more easily or effectively?

• Take any required actions as soon as a solution to a 
challenge is identified.

Tip 3: Continually Reassess

Revisiting family office’s performance on a consistent 
basis helps you identify opportunities for improvement 
in a timely manner and makes it easier to maintain 
alignment between the family’s needs and the staff’s 
systems and capabilities.
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Streamlining the close process, being 
able to provide performance data 
quickly to leadership, and developing 
strong partnerships with business 
units are crucial for the success of 
any finance leader. 

Which is why, after I joined Sensiba 
San Filippo, one of my first initiatives 
was automating as much of the 
finance function as possible and 
eliminating tasks that were bogging 
down our team without adding value 
to the organization.  

As a previous BlackLine user, 
and knowing SSF is a BlackLine 
Implementation Partner, I was 
enthusiastic to leverage it again.  The 
Task Management module provides 
an organized structure that helps 
us complete the month-end close 
quickly and accurately. The close 
process, which used to take 10 to 12 
days, is now finished in four days. 

BLACKLINE TASK MANAGEMENT 
EQUALS MORE INFORMED DECISION 
MAKING

Perhaps more importantly, though, is 
our ability to help the firm’s leaders 
make better business decisions by 
providing them with month-end 
performance data sooner. Before 
adopting BlackLine, we couldn’t offer 
this data until nearly halfway into the 
following month. This, of course, is 
too late for leadership to make any 
meaningful decisions quickly enough 
to affect that month’s results.

By providing data earlier, we can 
make more effective decisions about 
hiring levels or areas of our business 
that are either expanding or not 
growing as expected.

Similarly, completing the month-end 
close sooner opens additional time 
for the finance team to conduct a 
meaningful analysis of the previous 
month’s results. As we perform 
our flux analysis, we know that 
we’ve completed all of our required 
transactions. That, in turn, makes 
our analysis of the numbers more 
effective because we don’t need to 
worry that any variances could have 
been caused by mistakes, such as a 
journal entry not being booked. This 
makes the downstream implications 
of our month-end close process a lot 
easier to understand.

EASILY KNOW THE WHO, WHAT, 
WHEN, WHERE, AND WHY

In addition, BlackLine’s Task 
Management dashboard helps us 
see, at a glance, the status of our 
completed and pending tasks — as 
well as what everyone on the team 
is working on. As the controller, I can 
see the tasks being prepared, what’s 
in review status, and what’s been 
approved. The dashboard also helps 
me identify any potential challenges 
or roadblocks that could impact our 
month-end close.

Based on this success, we’re looking 
at other finance team functions ripe 
for automation, such as our payroll, 
reconciliations, and other routine 
tasks, as well as additional ways to 
streamline our month-end close 
even more.

Shave 
Days Off 
Month-End-
Close with 
Blackline’s 
Management 
Module

HELPFUL TIPS FROM ONE FINANCE 
PROFESSIONAL TO ANOTHER

In closing, I wanted to share some 
tips for finance professionals 
considering initiatives to improve 
efficiency and build deeper 
relationships with leadership. 

• Understand your goals. A 
faster close is desirable by 
itself, but the true value lies 
in helping leadership apply 
the data to understand 
business performance, identify 
opportunities, and make better 
decisions.

• Identify processes and tasks you 
can automate. Spreadsheets 
are great for their desired 
purpose but are less effective 
as automation or project 
management tools.

• Look for integrations with your 
existing tools. Being able to flow 
data automatically from one 
application to another increases 
speed and accuracy and frees 
team members for more 
valuable tasks.

• Consider outside help. As you 
plan to automate processes, 
consider bringing in external 
expertise to help implement and 
provide ongoing support. This 
will improve your efficiency and 
the return on your automation 
investment.
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Improving and Automating Your Company’s 
Account Reconciliation Process with BlackLine

Many companies don’t realize they can use BlackLine 
to achieve account accuracy, systematic consistency, 
accountability and transparency while automating 
the reconciliation process — saving dozens of hours 
per month that can be redirected to more meaningful 
close tasks. If you’re already using BlackLine for task 
management, reconciliation is an excellent way to get 
more from your investment.

Using BlackLine, you can standardize your financial 
close process with various reconciliation templates 
that can help substantiate your balance sheet 
accounts. A few examples of templates include 
standardized accruable, amortizable, bank account 
and subledger; however, there are many other 
customizable templates to help you create systematic 
consistency for your company’s reconciliations.

By using these templates, you’ll benefit from:

• Consistently documented purpose, preparation, 
and review procedures

• Established due date rules, dashboard visibility, 
and reports to monitor the timeliness of your 
reconciliation process

• Tracked Monthly or Quarterly reconciliation 
histories with substantiation

• System controlled segregation of duties between 
the reconciliation preparer and approver(s) to 
significantly mitigate risks

• Global or account specific:

• Account reconciliation auto-certification rules 
with established thresholds to automate your 
account reconciliation process

• Reviewer/approver procedures and languages 
that are customizable based on your company 
policy (which is best practice for publicly traded 
companies and SOX compliance)

• Controls that decertify a previously completed 
account reconciliation if an account balance is 
updated to ensure reconciliation accuracy is 
maintained

• Many pre-built connectors that make it easy to import 
ERP trial balances into BlackLine in both the account 
and financial reporting currency using flexible 
frequency options

• Templates that can also be used from account 
grouping into a consolidated reconciliation template

• Account groupings can be configured for a single 
entity or multiple entities

• One example of a typical group reconciliation 
would be a fixed asset group using the subledger 
template.

• A multiple entity grouping can be used for 
intercompany accounts with their offsetting 
entity elimination

• Additionally, rules can be configured to auto-certify 
(review/approve) an account:

• When there is no activity, and the account balance 
is zero

• Grouped intercompany accounts eliminate within 
an established threshold amount and/or % 
difference

• Subledger account support is within an 
established threshold amount and/or % 
difference

• Amortized account support is within an 
established threshold amount and/or % 
difference

• The certification can be configured to initially 
auto-certify the first two months in a quarter and 
then require manual certification by the third 
month in the quarter

AUDITCONSULTING
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Effective grant management is 
key for nonprofits in fulfilling their 
mission, and tracking grant-related 
activities with Sage Intacct offers 
nonprofits a powerful way to 
enhance efficiency and their ability 
to serve their constituents.

Grant management requires a 
variety of tasks such as invoicing 
funders, tracking expenditures and 
the availability of funds, generating 
reports, and ensuring compliance. 
And if you’ve been monitoring these 
key activities with spreadsheets, you 
understand it’s a challenge.

Not only are spreadsheets inefficient, 
but oftentimes data needs to be 
entered manually and multiple times 
— which can lead to errors. These 
errors can undermine data integrity 
and congruence, and result in a lot 
of wasted time and effort looking 
for mistakes and reconciling data. 
Additionally, trying to pull data from 
multiple spreadsheets can impede 
your ability to deliver timely reports 
to donors who, understandably, 
want to know their grants are being 
managed effectively.

To solve the problems with relying 
on complicated spreadsheets, 
Sage Intacct’s robust financials 
also include comprehensive grant 
management capabilities for an 
efficient alternative that allows 
nonprofits to track and manage 
their billings, revenue, and expenses 
easily.

Built-in compliance tools, for 
example, review expenditures 
to ensure funds are being spent 
in accordance with each grant’s 

provisions and restrictions. You can 
also integrate grant-specific data 
with your general ledger, and store 
related documentation for easy on-
screen referencing.

Plus, Sage Intacct’s Dimensional 
Chart of Accounts allows you to 
define dimensions that are critical to 
your organization such as program, 
fund, department, restriction type, 
and others that you can monitor 
easily. This not only allows your 
nonprofit to streamline data entry 
and reporting, but it also allows 
you to create dashboards that 
provide real-time, at-a-glance insight 
into your organization’s grant 
management and performance.

Sage Intacct’s reporting tools include 
robust, customizable report writers, 
chart and graph generators, and the 
ability to automate critical reports 
including GAAP financial statements, 
Form 990 submissions, FASB 
compliance reports, and other key 
documents.

The Benefits 
of Replacing 
Grant-
Tracking 
Spreadsheets 
with Sage 
Intacct
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As families and their professional 
advisors begin discussing the 
potential benefits of creating a 
family office to manage their affairs, 
a number of challenges need to 
be considered to ensure the office 
meets the family’s goals.

IDENTIFY WHAT YOU HOPE THE 
FAMILY OFFICE WILL ACCOMPLISH.

Are you looking primarily for 
administrative support to conduct 
activities such as paying bills and 
personal asset management? 
Are you hoping to coordinate 
professional investment 
management? Are you looking to 
maximize investment performance? 
To safeguard assets? To coordinate 
insurance and legal protection? 
Do you want to create a spending 
budget? Are you looking to set up 
a structure to provide a smooth 
transition to a younger generation?

Asking questions like this and 
identifying your goals will provide 
important guideposts in staffing and 
structuring an effective family office.

HOW INVOLVED DO THE PRINCIPALS 
WANT TO BE IN THE OPERATIONS OF 
THE FAMILY OFFICE?

Some individuals want the 
same degree of control over the 
administrative aspects of running 
a family office as they do in their 
business and insist on approving 
every transaction. At the other end of 
the spectrum, some people prefer a 
hands-off approach with most of the 
day-to-day functions being left in the 
hands of professional advisors.

Either approach can work if the 
expectations of the principals, the 
family, and the staff are aligned as 
the family office begins operating.

HOW WILL THE FAMILY OFFICE BE 
STAFFED?

Are you looking to hire an 
outsourced staff to provide the 
family office’s functions as a service? 
Do you plan to outsource specific 
elements, such as investment 
management or financial reporting? 
How much direct oversight do you 
want?

HOW WILL YOU MONITOR THE 
SUCCESS OF THE FAMILY OFFICE?

Once you’ve identified your goals, 
you need to work with the office’s 
staff and advisors to establish 
an appropriate governance and 
reporting framework. How detailed 
do you want your financial reports to 
be? Who will monitor the spending 
plan? How often do you want 
updates? Do you want consolidated 
reporting dashboards? What internal 
controls do we need to reduce the 
risk of fraud and malfeasance? Which 
technologies will support the family 
office operations? Who will provide 
that technology?

Having careful conversations with 
family members and advisers about 
the functions the family office 
will provide can help you create 
an operating and governance 
framework to help ensure the office 
meets your goals and serves your 
family effectively. 

4 Critical 
Areas to 
Explore Before 
Setting Up a 
Family Office

CONSULTING
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Shifting from A Family Office to a Family 
Enterprise Mindset

A common mistake made by many high-net-worth 
individuals and families is failing to treat their family’s 
financial affairs as a business entity in their own right. 
Managing the business of the family’s assets is a 
critical practice that demands the same rigor applied 
to their underlying business activities.

An effective family office will provide several benefits, 
including:

• Helping to manage and grow investment assets

• Improving financial reporting and 
communications

• Enhancing risk management (both from the 
perspective of investment risk and preventing the 
potential misuse of assets)

• Strengthening estate and transition planning

Setting up and maintaining an effective family office 
requires a mindset that’s based on understanding the 
family’s assets beyond investment returns to include 
maintaining a healthy balance sheet, installing the 
appropriate controls, and providing effective software 
tools — exactly as you would in your business.

FINANCIAL AND BUSINESS MANAGEMENT

Whether you create a single-family office or work with 
a provider that serves several families, it’s important to 
understand that a family office can play a pivotal role in 
effectively protecting your assets.

Your family office should go beyond bookkeeping and 
paying bills to help you understand and improve your 
entire financial picture and risk management strategies to 
ensure asset preservation and peace of mind.

For example, you want a professional (or a team) with 
experience in day-to-day operations such as paying 
bills, bank and credit card reconciliations, cash flow 
management, and financial reporting and forecasting, 
as well as medium and long-term planning,  risk 
management, insurance, tax planning and compliance, 
and other considerations.

Another important aspect to think about is creating an 
internal controls framework that, just as in your business, 
separates duties and responsibilities.  You may reduce 
the risk of fraud and malfeasance that occurs if a staff 
member creates and pays vendors that are not serving 
the family.

AUDITCONSULTING
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Fraud and malfeasance in your family office is something 
no one wants to believe happens because, over time, staff 
may feel like they are family.  However, it’s important to 
recognize that 27% of family offices have experienced 
some form of dishonesty, so it is prudent to develop 
appropriate measures to mitigate such possibilities.

It’s also helpful to ensure your family office is using 
appropriate software tools to effectively manage your 
affairs. Spreadsheets and basic accounting packages 
won’t offer the appropriate degree of sophistication and 
internal controls required by the family office team.  The 
right software will enhance efficiency, strengthen key 
internal control processes, and provide relevant reporting 
and risk management.

For instance, accounting platforms such as Sage Intacct 
can streamline financial reporting and provide real-time 
access to performance data, as well as insights to help 
you and your advisers manage the family’s assets more 
effectively.

It can also support complex accounting requirements and 
the institution of internal controls, as well as the ability to 
aggregate information from various investment portfolio 
custodians and identify anomalies in your financial 
transactions that may indicate fraud or other problems. 

Creating and maintaining an effective family office starts, 
however, by recognizing the need to treat your family 
office as an independent enterprise and to ensure it has 
the appropriate operational, financial and technology 
infrastructure to meet your needs today and to help you 
plan for the next generation.
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Imagine you’re driving on the 
freeway. You’re maintaining the 
speed limit, abiding by all traffic laws, 
going about your typical morning 
commute. A flashy red sports car 
suddenly appears in your rearview 
mirror, tailgating inches from your 
bumper. After several seconds the 
car swerves to the other lane and 
immediately proceeds to bolt in front 
of your vehicle to cut you off before 
speeding away out of sight.

A primitive response to this situation 
would be anger, annoyance, and 
swift judgment. The abrupt behavior 
and type of vehicle may lead you 
to think to yourself, “Of course the 
egocentric, jerk doesn’t care about 
anyone else on the road.”

The act of stereotyping the driver 
off limited material information 
builds an instant emotional and 
psychological barrier that favors 
anger and judgment over curiosity 
and empathy. Perhaps the red sports 
car driver received the news that 
their mother is sick, maybe their 
wife is in labor, or maybe their child 
needs immediate attention. Knowing 
this information at the time of the 
incident would have likely led you to 
more patience, understanding, and 
acceptance of their behavior. Losing 

sight of what connects us as human 
beings makes it painfully easy to 
revert to harsh judgment rather than 
compassion, and this tendency is 
becoming increasingly consequential 
in our daily lives.

There is no denying that humans 
are genetically programmed to 
make snap judgments to trigger 
natural fight or flight instincts. 
Research from the University of 
York found that humans can form 
first impressions in a little as 33 
to 100 milliseconds. While our 
predisposition to determine friend 
vs. foe remains critical in life-or-
death scenarios, the tendency 
to instantly judge a person’s 
character based on a millisecond 
impression is an unfortunate side 
effect that humans must overcome 
to adequately address diversity 
and inclusion efforts. Whether 
that impression is formed by race, 
gender, political affiliation, or even 
hobby, the idea of creating “in” 
vs. “out” groups is something that 
psychologists have seen in children 
as young as 17 months old.

In the business world, unconscious 
biases can shape every facet of 
an organization. From hiring 

tendencies, promotion 

Let’s Put Our 
Differences 
Aside
THE IMPORTANCE OF EMPATHY 
AND COMBATTING BIAS

patterns, and even payment 
structures, unchecked biases can 
lead to unintentionally homogenous 
workforces that ultimately stifle 
innovation and originality. Teams 
with similar backgrounds and 
lifestyles inherently breed uniformity 
— a quality scantily preferred by 
businesses hoping to adapt and 
flourish in the long run. As Larry 
Dixon once said, “If two people were 
exactly alike, one of them would be 
unnecessary.”

Corporate diversity and inclusion 
efforts have become a hot ticket 
for combatting homogeny in the 
workplace. Businesses often pursue 
diversity in a clinical rather than 
personal way — focusing primarily 
on reaching racial and gender 
quotas to validate their progress 
opposed to embracing unique, 
independent thinkers. However, 
diversity efforts cannot solely focus 
on ticking off boxes and meeting 
quota goals. Rather, it must seek 
to provide an environment where 
unique points of view produce 
different questions, unlikely ideas, 
and productive problem-solving. This 
means setting aside initial biases 
and delving deeper into the reasons 
behind certain ideas and behaviors.

Inclusive discussions require 
respect, empathy, and a feeling of 
safety in vulnerable and potentially 
judgmental situations. To borrow 
an example from Tonie Snell, even 
if a company’s board is 20% women 
and 15% of their leadership is Latinx, 
those statistics are only substantial 
if every person feels comfortable 
enough to contribute their thoughts.

It takes a certain level of personal 
awareness to seek and understand 
others’ personal opinions and 
input successfully. It comes down 
to treating people like human 
beings rather than a running list of 
superficial attributes. How we ask 
for and respond to different opinions 
will determine how likely people will 
continue to be vulnerable and share 
their ideas.

In her TEDTalk, “Is it Enough to be 
Politically Correct,” Sally Kohn says 
that society’s need for political 
correctness has developed two 
common behaviors: filtered and 
insincere conversations or silence 
due to fear of offending others. 
Kohn says that rather than seeking 
political correctness, “what matters 
more is emotional correctness — the 
tone, the feeling, how we say what 
we say, the respect and compassion 

WRITTEN BY: 
JOHN SENSIBA
Managing Partner
jsensiba@ssfllp.com

DEI we show one another.” Approaching 
situations (particularly in cases of 
opposition or friction) with grace 
and empathy can tear down the 
emotional barriers that lead us 
to judge those that are initially 
perceived to be in our outgroup.

When it comes down to it, diversity 
is ever-evolving, and we must 
continuously strive to improve it. We 
must learn to question our initial 
judgments and lead conversations 
with open, inquisitive, and genuine 
intentions. No one is without fault, 
no one is without bias, and no one 
is above improvement. When we 
learn to overcome the “us vs. them” 
mentality, we begin to open the door 
to more meaningful relationships 
with our community.

To quote one of my personal heroes, 
Mr. Rogers, “As human beings, our 
job in life is to help people realize 
how rare and valuable each one 
of us really is, that each of us has 
something no one else has — or ever 
will have — something inside that 
is unique to all time. It’s our job to 
encourage each other to discover 
that uniqueness and to provide ways 
of developing its expression.”

https://www.ted.com/talks/sally_kohn_let_s_try_emotional_correctness/transcript?language=en#t-3688
https://www.ted.com/talks/sally_kohn_let_s_try_emotional_correctness/transcript?language=en#t-3688
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