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MARCH 3, 2003 $4.5%

Eight key attr?tes |
of reputation

Social responsibility  Innovation

1 Meander & Baldwin 1 PepsiCo
2 Johnson&Johnson 2 Nike

3 American Expross 3 Medironic

Thetop ten

Long-term Use of corporate
investment value assets B 1 Wal-Mart
1 Medtronic 1 Berkshire Hathaway 2 Southwast Airlines
2 Cardinal Health 2 Cintas -
3 Cintas 3 Philip Morris* 3 Berkshire Hathaway
N 4 Dell Computer

Employee talent Financial soundness -

- - 5 General Electric
1 General Electric 1 Microsoft
> Americanboress 2 Borkshire Hathaway § Johnson & Johnson
3 Philip Morvis* 3 Philip Morris* T Microsoft
Quality of Quality of 8 _fodEx
products/services ~ management 9 Starbucks
1 Philip Morris* 1 Philip Morris* 10 Procter & Gamble
2 Medtronic 2 Borkshire Hathaway

3 Procler & Gamble 3 Goneral Elsciric

*Now catied Altria.
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Income Statement

Stack investors like to look at the income statement (a.k.a. "earnings statement” or "statement of
operations") because it shows the company's "bottom line": its earnings, or profit. Most of the
income statement details the company’s operations: the yellow zone back in the diagram.

Consolidated Financial Statemenis
lncome Statement

(click on highlighted text for more information)

(doliar figures are in thousands) 1997 1996
Sales Revenue
Widget Sales $12,347 $ 9,746
Services 5,688

Y

Total

ue

Sales Costs

Widget Sales 5,649 4,688

Operating Expenses

Sales & Marketing 4,078 3,132
General & Administrative 916 705

Research&Developmnt _ - o 2,34 1,831

ﬁ@,ﬂfn’w?‘ e
rating income

Interest Payments to Bondholders 147
HE ;i ok S et Bt n: : o (Tt % I AL e ety

s IR E P

Earnings BeforTaes | | S B 2,939 ” 2,11
Provision for Taxes 1,028 739

Introduction
¥ Income Sial
Cash Flow ¢
Batance Shu
For Mare Infc






Consolidated Financial Stalements
Balance Sheet

{click on highlighted text for more information)

1997

(dollar figures are in thousands) 1996

Assets
Current Assets
Cash and Equivaienls
Accounts Receivable
inventory

e »-,. PR R
A G B

ReaiEtate (purchasepnce) o 31 677 ‘ | 29847

Equipment {depreciated value) 13,448 12,958
Gooc%wnl (deprec;ated value) 3,167 ,34

Liabilities
Current Liabilities
Accounis Payable 1,488 1,082
123 147

Short term Debl

Longte{m Debt
Other Llablhhes

lnlrocéuchon
Income Stal
Cash Flow <
¥ Balance Sh
For More in

——
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Maybe we'd

s

in the economy

FIRST PRINCIPLES

lionaires trying to buy them-

selves second carcers in Congress. No

tax an activity, vou get less of
one would call that change unfain

it. 1 we stopped taxing os-
tates, estate building would
be more attractuve, and that
would be good for everyone
even have fewer multimil-

BY N. GREGORY MANKHW o When the Re-

1t is 4 goud rule of thumb that when you

make sense. Tn the real world ot doesn’e.

s s publican-led Congress recently voted (o re-
z Z % 9___- oo r peal the estate tax, many Democrats called
b O o PYE the move unfair; President Clinton threat-
-G 20 % = ened a veto, Without doubl, the heirs of mil-
S g ﬁ 4ow lionaires—uot exuctly sovicty’s necdiest
=2 “ﬁd % group—would benelit most directly from the

repeal. But the concept of tux fairness means
more than merely soaking the rich and pro-
tecting the poor. The more you think about
the estute tax, the fess fair it fouks

Consider u story of 1wo millionaires—Sam
Spendthrift and Frunk Frugal Each starts
dot-com after college and sells the business a
few yeurs later, accumulating a $20 million
nest ege. Sam then enjoys the high life, buy-
ing expensive cars, hoats, phines, und vacation
homes. When all that gets buring. he blows
millions financing his vwn campaign for Sen-
ate, heaving little for his heirs Frank, mean:
while, chuoses i more middie-class hifestyle.
He keeps his fortmne invested in the econ
ony, where il {inences capital accumulation,
new technologivs, and ceonomic growth He
feaves most of # o his children. grand-
children. nophiews, wisd nicces

Nuw, hiere’s the policy guestion:
Which mitlionaire should pay higher
liaes?

It is easy to argue that they
should fuce the same tax burden.
They both sturt fife with the same
resourees One person's extravigant
pastes aren't the government’s husi-
ness Gqualizing their tas burdess
would mein taxing their eprnings but not
their estates

It is also eusy to argue that Sam should
face higher luxes, Sam is Laking more from
the econonsy than Frank, so shoulda't he pay
for the privilege? I the nation’s millionaires
were fess like Sum and more like Frank, the
ceonomy would be more prosperous, and the
country would be better off Many ceono-
mists have advocated encouraging behavior
tike Frank's by replacing the incomse tax wish
a progressive consuimpiion tax; people would

patience. If the nation

were suffering from a surfen

those who have been frugal.

When the poverameni lew-
ies a 1ax on what we leave
when we die. 1t 15 literally 1ax-

nomic prosperity, the estate tax would

estate tax fafls not on those who have

heen lucky throughout life but rather on
ing too much 1o ensure our children’s eco-

of paticnee, if national saving
were tao high, if we were do-

mg our

:aches old age wealthy

conomic Research by economists Steven
Harvard and the author of Principics of Econatrics.

resuit of patience than ol good luck. Re-
cent research from the National Bureau of
Vent and David Wise confirms this con-
clusion. According to Venti and Wise,
or penniless mostly depends on the per-
gentage of his carnings he saved—notl on
the total amount he made in lus lifctime,
‘This means that most of the burden of the
M. GREGOHY MANEIW I3 an econamics professor at

whether a person ¢

E

To+ FORTUNE September 4, 2000

The Estate Tax Is One
Death Penalty Too Many

pay taxes bused on how much they spent
rather than how much they earned Again, on
estite 1ax wouldn't be necessury.

What is hard to argue, however, 15 thal
Sam should pay less in tuxes than Frank But
that is preciscly the tax policy we have now.
Under current law, Frink's estate is taxed at
a rate of about 309, while Sam avoids the
tax by Dlowing his wad during his lifetime.
This, sccarding to many Demaocrits, is what
fuirness requires '

Of course, proponents of the estale tix
are moved nod by such comparisons be-
tween rich guys but by comparisons be-
tween the rich and the poor. In their view,
the estate tax helps ensure that the rich pay
their fair share But if the rich are the tar-
pet, the estate tax is the wrong weapon,
The right one is a pragressive income or
consumption tax 1 advocites of greater

redistribution think that the current tup
income-lax rute of 396% is 100 low, they
should arpue for an increase H they think
there are 100 many foopholes, they should
iry 1o close them. But once we have taxed
the successful for their success, we
shouldn’t po further and tax the frupal
more than the spendthrift.

Several yeurs ago the book The Million-
airc Next Door made bestseller lists with the £
message that getting rich is more often the b
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to accept responsibility in making engineering decisions consistent with the safety,
health, and welfare of the public, and fo disclose promptly factors that might
endunger the public or the environment;

oy
+

v e, the members of

/

the IEEE, in recognition

to avoid real or perceived conflicts of inferest whenever possible, and to disclose
them 1o affected parties when they do exist;

Lo

of the importance of our

technologies in affecting

to be honest and realistic in stating daims or estimotes bused on availuble data;

vg‘w

the quality of life

.4 torejed bribery in ol its forms;

throughout the world,

= to improve the understanding of technology, ifs appropriate  application, and
potential consequentes;

)

and in accepling a

to mainfain and improve our fechnical competence and fo undertake technological

persor 1al Obhgat 1om o 0. tasks for others only if qualified by training or experience, or after full disclosure of
pertinent limitations;
our profession, its
y seek. accept, and offer honest ariicism of technical wark, fo acknowledge and
members and the corredt errors, and fo credit properly the contributions of others;

communities we serve, g, fotrea fairly all persons regardless of such factors as race, refigion, gender,
" disability, oge, or nofional origin;

do hereby commit
g, o avoid injuring others, their property, repufation, or employment by fulse or

ourselves to the highest malicious acfion;

ethical and professional  10.1 assist colleagues and co-workers in their professional development and to support
them in following this code of ethics.

conduct and agree:

:ﬁ\muvsn oy e 1EEE Boarn o Dinecross, Alsust ] 950
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*+FORTUNE March 18, 2002

1920: The Ponzi scheme
Charles Ponzi planned to
arbitrage postal coupons—buying
them from Spain and selfing them
fothe U.S. Postat Service at a
profit. To raise capital, he
outlandishly promised investors a
50% return in 90 days, They
naturally swarmed in, and he
paid the first with cash cotlected
from those coming later. Hewas
impnsoned for defrauding
40,000 peopie of $15 million.

1995: Nick Leeson
and Barings Bank

A 28-year-oid denivatives
trader based in Singapore,
Leeson hrought down 233-
vear-old Banings by betting
Japanese stocks would nise.
He hid his losses—$1.4
biflion—ior a while but
eventually served more than
three years injail.

Schemers and scams

1930: var Krueger,
the Match King
Heading companies that
made two-thirds of the
world's matches, Kruager
rted--until the Depression.
T keep gomng, he employed
400 off-the-books vehicles
that only he understood,
scarnmed his bankers, and
torged signatures. His
empire collapsed when he
had a stmke,

1983: Marc Rich
Fraudutent oit trades in
1980-81 netted Rich and
his partrer, Pincus Green,
%105 milfion, which they
moved 1o offshore
subsidiaries, Expecting to
be indicted by LS.

Attornay Rudy Giuliani for
evading taxes, they fled to
Switzerfand, whare tax
evasion 1s not an
exiraditable crime.
Clinton pardoned Rich
n2001.

1989: Charles Keating
and the collapse of
Lincoln S&L

Keating was convicted of
traudulently marketing junk
bonds and making sharn
deals o manufacture profits,
Sentericed to 12% years, he
served lass than five. Cost fo
taxpayers: $3.4 bitlion, a
sum making this the most
expensive S&1 failure.

1998: Waste
Management

Fighting to keep its
reputation as a fast grower,
the company engaged in
aggressive accounting tor
years and then tried
strasght-out books
cocking. in 1998 it took a
massive charge, restating
years of earnings,

1998: Al Dunlap

He became tamous as
“Chainsaw Al"” by firing
people. But he was then
axed at Sunbeam for
illicitly manufacturing
eamings. He loved
overstating revenues—
bouking sales, tor
exampie, on grills neither
paid for nor shipped.

19989: Martin Franke!

A financierwho siphoned off
at least $200 million foma
senes of insurance companies
he controiled, Frankel was
arrested in Gerrnany four
months after going onthe
lam. Mow jailed in Rhode
Island—no beit for this guy—
he awails trial on charges of
fraud and conspiracy.
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THE NEW YORK TIMES, FRIDAY, MARCH 15, 2002

ENRON’S MANY STRANDS: An Auditor’s Troubles

Andersen: A Firm That Grew, Then Faltered

HBUIE RS Bugiiess:

1913 19540 Andersen 1958 1989 1992 Andersen pays more than 322 1998 Andersen pays $75
Andersen, establishes a Andersen Andersen torms  million to settle a lawsuit that it million to Waste Management
Delany & centralized establishes ils & separatg, misreprasented the finahcial health ot shareholders aker the

Co.is trasmning first foreign lucrative the Amencan Continental Corporation  company erases more than
formedin  program, the office, in consuiting and its subsidiaries, which included %1 billion trom earnings tor
Chicago.  first of it kind. Mexico City. practice. Lincoln Savings & Loan. the years 1992-1996.

1918 Thefimis 1947 Arthur 1988 Andersen pays 1998 Andersen 1959 Baptist 2000 Consulting
renamed Arthur Andersen dies; the State of Ohip $5.5 pays $90 million to * Foundation of practice splits off
Andersen & Co. firm almost breaks  million to cover Colonial Realty Arizona, an as an independent
and creates & up, but is held taxpayers' losses on investors, whao lost Andersen client, company called
new business ot fogether under a Home State Savings $300 millian when the  files for Accenture, As part
management new managing Bank, which tailed company collapsed bankruptcy of the agreement,

intormation pariner, Leonard amid allegations ot armd an accounting amid ailegations it pays Andersen
consulting. Spacek, traudulant accounting. scandal in 1990. of fraud. $1 billion.
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