
INTRODUCTION

This real-world ethics case is based on personal 

communications with a CMA® (Certified Management 

Accountant) possessing 35 years of experience with a global 

leader in consumer-packaged goods. 

A small group of investors established Waters Paper 

Corporation (WPC), a publicly traded company in the late 

1800s, to convert the Upper-Midwest’s abundant forests 

into paper products. To support surgeons in World War I, 

the company developed casi-cotton, an absorbent cotton 

substitute, that would later provide the basis for the first 

disposable handkerchief (SneezEase) and feminine hygiene 

product (SanEase). Through the 1950s, WPC executives 

concentrated on organic domestic growth, followed by 

several decades of international expansion. By 2013, through 

aggressive acquisition of personal care companies, WPC 

became a worldwide leader in personal care products with 

annual revenue of $20 billion and 42,000 employees. 

CASE

Because WPC allowed acquired companies to continue to 

operate autonomously, the company’s information technology 

(IT) staff supported several legacy computer systems to 

account for all business transactions, as well as consolidated 

financial reporting. Fearful its systems would crash at 

midnight, January 1, 2000, infamously labeled “Y2K,” WPC 

embarked on an ambitious plan to transition from legacy 

computer systems to a single enterprise resource planning 

(ERP) system. Even though in the short term the transition 

was painful and expensive, WPC executives were confident 

that in the long term the ERP system would prove beneficial 

in integrating acquisitions worldwide.  Real-time information 

from the ERP system enabled WPC to significantly increase 

operational efficiency, resulting in reduced manufacturing 

and supply chain costs. After each successive year, there 

were fewer operational cost-cutting/saving opportunities. 

Privately, Ken Fleming, WPC’s chief financial officer (CFO), 

knew the company’s selling and general administration 

costs, in particular, IT costs, were significantly higher than 

its competition.  Additionally, because of the financial crisis 

of 2013, WPC’s executive team experienced mounting 

pressure to identify and implement initiatives to improve the 

company’s financial performance.  

For Ken, who began his WPC career out of college as an 

accounting trainee nearly four decades ago, the financial crisis 

represented an opportunity to achieve his lifelong dream of 

becoming WPC’s chief executive officer (CEO). After surviving 

cancer, Tom Vollmer, the current CEO, was set to retire on 

his 65th birthday the following year. If Ken could identify 

and implement initiatives to improve the company’s lagging 

financial performance during these challenging economic 

times, the board of directors, he thought, would be compelled 

to promote him to be the next CEO. In the fall of 2013, Ken 

hired Granderson Consulting, reputed as the country’s premier 

consulting firm, to identify savings opportunities in WPC’s 

selling and general administrative costs.   
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As expected, Granderson identified significant potential 

savings in the IT department.  With the company’s ERP 

implementation, the IT department was seriously overstaffed. 

Since the company utilized a well-known ERP system with 

a common operating system, the consultants recommended 

WPC reduce administrative costs by outsourcing 25% of the 

IT department to offshore programmers. With an internal 

billing rate of $50 per hour vs. an outsourced rate of $25 per 

hour, the consultants’ recommendations had the potential to 

save WPC $6.6 million in the first year and a total projected 

payback of less than four years (see Table 1). To implement 

Granderson’s recommendations, WPC would have to sever 

110 IT staff members who averaged 25 years of experience 

with the company at a cost of $196,000 per employee, which 

included two weeks’ pay for every year of service and a 

cafeteria insurance plan to cover health, dental, and vision 

insurance until they were Medicare eligible (see Table 2).  
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Table 1. Savings Calculations (Granderson) 
 
  Total 
Number of Employees 110  
Annual Work Hours per Employee 2,080  
Rate per Hour $50  
   

In-house Cost (Annual)  $11,440,000 
   
Outsource Programmers 110  
Annual Work Hours per Programmer 2,080  
Rate per Hour $25  
   

Outsource cost (annual)  5,720,000 
   
Total Projected Savings  $5,720,000 
   
Total Severance Costs  $21,560,000 
   

Projected Payback  3.77 years 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Table 1. Savings Calculations (Granderson)

Table 2. Severance Cost Calculations (Granderson) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  

  Total 
Number of Employees 110  
Annual Work Hours 2,080  
Average Age 55  
Average Years of Service 25  
Average Annual Salary $104,000  
Weeks Pay per Year of Service 2  
   

Severance Pay  $11,000,000 
   
Cafeteria Insurance Costs (Annual) $9,600  
Annual Cost: All Employees $1,056,000  
Average Years to Medicare (65 Years) 10  

   
Insurance Costs  10,560,000 

   
Total Severance Costs  $21,560,000 
   
Per Employee  $196,000 

Table 2. Severance Cost Calculations (Granderson)

RICHARD (THE CMA)

Richard McBride was a survivor. During his nearly four-decade 

career at WPC, he suffered from multiple relapses with substance 

abuse. Returning to work after a third stint in rehab, Richard 

was surprised to discover the company’s plan to outsource its IT 

function. Richard’s position at WPC was unique. He reported 

functionally through the accounting organization, while providing 

analytical support to the IT department. As the sole accountant 

assigned to the IT department, Richard’s primary responsibility 

as a CMA® (Certified Management Accountant) was to 

support the chief information officer (CIO), Chris Schmidt, by 

determining the cost for IT services and charging WPC’s internal 

departments for those services. 

THE DISCOVERY

Chris, who was opposed to IT outsourcing and the challenge 

of reorganizing his department, asked Richard to complete 

his own analysis. Richard agreed with Granderson’s severance 

cost calculations but took issue with its projected savings by 

IT outsourcing. During his latest stint in rehab, Richard read 

extensively about several epic IT outsourcing failures due primarily 

to severe inefficiencies in completing programming assignments 

on time and on budget, with most taking more than double the 

amount of anticipated time. Even though rates for outsourced 

programmers were half of in-house rates, outsourced programmers’ 

lack of institutional intelligence (knowledge of the company’s 

products, processes, and operations), as well as communication 

difficulties, negatively impacted timely completion of work. The 

result was significantly lower-than-projected savings. Based on 

Richard’s calculations, WPC would pay $21.6 million in severance 

costs without accruing any real savings (see Table 3).  

 
Table 3.  Revised Savings Calculations (Richard) 

 
  Total 
Number of Employees 110  
Annual Work Hours per Employee 2,080  
Rate per Hour $50  
   

In-house Cost (Annual)  $11,440,000 
   
Outsource Programmers 220  
Annual Work Hours per Programmers 2,080  
Rate per Hour $25  
   

Outsource Cost (Annual)  11,440,000 
   
Total Projected Savings  $0 
   
Total Severance Costs  $21,560,000 
   

Projected Payback  Never 
 
 

Table 3.  Revised Savings Calculations (Richard)

IMA EDUCATIONAL CASE JOURNAL             VOL.  13 ,  NO.  2 ,  ART.  4 ,  JUNE 20202



Since Richard and Ken, the CFO, were old fraternity 

brothers, Richard decided to share his analysis with him 

before meeting with Chris, the CIO.  

THE DILEMMA 

“Come in, Richard. Have a seat,” Ken gestured from his 

corner office. Ken and Richard had a long history, from the 

first time they met as freshmen, to the day they started as 

accounting trainees at WPC.  

Richard entered and pulled up a chair in front of Ken’s 

massive desk. “Thanks for meeting me on such short notice.”  

“You’re lucky. I was supposed to be golfing with Tom and 

the board this afternoon, but we got rained out. How was 

rehab this time?” Ken asked.  

Richard commented humbly, “It could have been worse. 

Third time’s the charm. You can probably tell from my tan 

that I got plenty of sun. In between sessions, I mostly read 

and slept. Thanks for your support all these years. If it wasn’t 

for you, I would be gone.”

“Not a problem. I can’t guarantee that if you have 

another relapse that you will be so fortunate. I thought when 

I created your position in IT 10 years ago that you would be 

able to stay sober and clean,” Ken scolded.   

“Ken, I am really sorry. In the three years until I retire, I 

promise to stay clean and not embarrass you again. This time 

I wasted all the money in my 401(k) retirement account, 

so now I have to rely solely on the company pension for 

retirement,” Richard replied sheepishly.  

“So, Richard, what do you want to talk about?”

Richard, feeling a little uncomfortable, stated, “We need 

to discuss Granderson’s recommendations.” 

Ken, smiling broadly, commented, “I was really 

impressed with their work. I am all for leveraging our ERP 

investment to save money.”  

Richard, aware of Ken’s aspirations to become CEO, 

chose his words carefully. “Ken, I am concerned we are 

going to spend over $22 million to outsource IT, sever 110 

IT employees including my sister, and not save any money. 

Based on my analysis, it is impossible to achieve Granderson’s 

projected savings.”  

With a little irritation in his voice, Ken commented, 

“That’s not possible. Granderson is the top consulting firm in 

the country. In my experience, they are NEVER wrong.”  

“Unfortunately, this time they are. They overestimated 

the efficiency of the outsourced programmers. Based on 

my experience, it will take them twice as long to complete 

a programming assignment compared to our in-house 

programmers.”  

Ken challenged Richard, “Your analysis has to be wrong.”

“Ken, when you outsource 25% of the IT organization, you 

lose significant institutional intelligence developed over many 

years of service that can’t be quickly transferred to outsourced 

programmers on the other side of the globe, if ever.”  

Without hesitation and a wry smile, Ken arrogantly 

commented, “Richard, your analysis might be correct. I wasn’t 

confident about Granderson’s projected savings, either, but I 

don’t care. All I need is to convince the board of directors that 

the consultants’ analysis is correct, so they will name me CEO.” 

“Ken, that’s wrong. If we proceed with outsourcing IT, 

110 of our best programmers with families to support will 

be without a job. Is becoming CEO that important to you?” 

Richard questioned, both puzzled and confused.  

“Listen. I don’t expect you to understand. While you were 

partying like you were still in college, I gave my heart and soul 

to this company to become CFO and soon CEO. I deserve 

this promotion. After your latest relapse, who is going to 

believe your analysis?” Ken warned, glaring at Richard.  

“Ken, you’re right. I squandered my career, but I can’t let 

you get away with this. Too many good people will be hurt 

and for what? So you can be CEO? I don’t think so.”  

“Richard, I strongly suggest you carefully and 

thoughtfully reconsider your position. Based on the pension 

schedule, your current compensation, and years of service, 

your pension will be barely enough to cover your rent when 

you retire. Is this how you thank me for saving your job so 

many times? The time for payback is now! If you decide 

to share your analysis with others, I can’t guarantee that 

you will not be severed when IT is outsourced. If you shut 

your mouth, when I am CEO, I will promote you to be the 

contract administrator over our IT outsourcing initiative 

with a significant pay raise that will ensure you a comfortable 

retirement. The choice is yours.”

Richard is confronted with the ethical dilemma of ensuring 

the continued employment of IT staffers, himself included, and his 

loyalty to Ken (current CFO), long-term fraternity brother/friend, 

boss, and WPC’s future presumptive CEO. 
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