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PREFACE

This book presents a systematic program of study intended primarily for
students majoring in English philology and translation.

It is composed of 15 units and 15 diagnostic tests. Each unit comprises
three basic reading strategies: Before You Read, Reading and After You
Read. The tasks are unified and interspersed throughout the unit according
to the strategy they belong to. For example, the before you read strategy
is followed by concept mapping, brainstorming, skimming the text,
vocabulary previews, pre-questions, definition, characteristics and
experience activities. We have taken great care to ensure that learners will
be able to advance through the content with great ease due to a number of
speech-stimulating, discussion and writing assignments. At the end of
each unit there is a quiz with particular emphasis on comprehension,
language and translation skills. This workbook has been designed to be
effectively used both in the classroom and for self-study.
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DIAGNOSTIC TEST#1

The customary manner in which a business analyzes and records its
......... is by first entering them into a journal.

transactions

communications

dealings

ventures

Journal entries are entered in ......... order, meaning by date, with the
earliest date first.

sequential

numerical

chronological

successional

Once the transactions have been entered into the journal they are
......... or transferred into their individual General Ledger accounts.

lifted

allocated

posted

All ... increase with a debit entry and decrease with a credit
entry.

advantages

associates

assets

assurances

Liabilities either have a credit or no ......... at all.

scale

balance

debit

debut

Capital accounts represent the owner's ......... worth in the business.
equity

value



(©)
(d)

(a)
(b)
(©)
(d)
8.

(@)
(b)
(©)
(d)
9.

(@)
(b)
(©)
(d)
10.
(@)
(b)
(©)
(d)

1.

(a)
(b)
(©)
(d)

hammock

net

......... accounts are accounts for your sources of business-generated
income.

liability

revenue

balance

drawing

The ......... is the difference between what a business pays for an
item wholesale and what the business sells it for retail.

markup

makeup

makeshift

moreover

An accounts payable ......... shows how much you owe each of your
vendors.

lecture

leeway

ledger

manual

Accounts ......... shows how much money your customers owe you.
incoming

receivable

obtainable

collectable

DIAGNOSTIC TEST #2

A balance sheet shows the financial ......... that a company has at
a point in time and where they came from.

records

resources

returns

revenues
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It is an instant photograph that displays the company's financial
......... at the end of a business month, quarter or year.
explanation

position

publication

station

The organization of a balance sheet reflects this basic .........:
assets equal debts plus equity.

arrangement

assessment

equation

question

The ......... of accounts is a listing of the accounts that are
reflected in the financial statements.

book

chart

table

outline

Assets are often listed in the order of their ......... — which means
how easy it would be to convert each asset into cash.
complexity

liquidity

security

simplicity

Assets are divided into three categories: Current Assets, Fixed
Assets, and ......... Assets.

Current fixed

Different

Fixed current

Other

Current assets will likely be turned into cash or converted into
a(n) ......... within a year.

bonus

expense
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option

stock

Fixed assets are saleable, but are not expected to be converted to
cashinthe ......... course of business.

average

equal

final

normal

Liabilities are debts or ......... stemming from goods or services
received by the company.

obligations

others

outstandings

owed

If the assets of a company are greater than its liabilities, then the
equity of the business is the positive ......... between the two
numbers.

calculation

difference

dividend

sum

DIAGNOSTIC TEST #3

The statement of income and expenses reports the company's
income and expenses for the time period: it is also called a
......... -and-loss statement.

earnings

gain

profit

win

The first item on the statement is the total amount of sales of
products or services; this is often referred to as ......... sales.
gross
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(b) mass

(c) overall

(d) whole

3. The main deduction from this revenue is called ......... of sales,
the amount of money the company spent to produce the same
goods or services.

(a) cost

(b) discount

(c) expense

(d) reduction

4. The next deduction is ......... expenses — for example,
administrative salaries and research costs, which do not vary
directly with production.

(a) fixed

(b) operating

(c) standard

(d) unproductive

5. Depreciation expenses the wear and ......... on assets like
machinery, equipment and furnishings.

(@) age

(b) change

(c) repair

(d) tear

6. The depreciation charge for using these assets during the
accounting period isa ......... of their original cost.

(a) foundation

(b) fractile

(c) fragment

(d) function

T . income is the money that the company earns by keeping its
cash in savings accounts, term deposits, etc.

(@ MHlicit

(b) Inactive

(c) Interest
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(d) Internal

8. Finally, ......... tax is deducted.

(a) business

(b) commercial

(c) income

(d) value-added

9. The final entry is the ......... line, which represents net earnings of
the company during the accounting period.

(a) balance

(b) base

(c) black

(d) bottom

10. Additionally, ......... indicates how much shareholders would
receive if the company distributed all of its net earnings as
dividends.

(@) EPS

(b) GDP

(c) GNP

(d) VAT

DIAGNOSTIC TEST #4

1. Archer North notes that the history of performance appraisal is
quite brief; its roots in the early 20th century can be traced to
Taylor's pioneering Time and ......... studies.

(@ Motion

(b) Motive

(c) Motor

(d) Movement

2. Asadistinct and formal management procedure used in the
evaluation of work performance, appraisal really ......... from the
time of the Second World War — not more than 60 years ago.

(a) dates

(b) emanates
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originates

springs

Yet in a broader sense, the practice of appraisal is a very ancient art;
in the scale of things historical, it might well ......... claim to being
the world's second oldest profession!

give

lay

make

set

There is, says Dulewicz (1989), "a basic human tendency to make
judgements about those one is working with, as well as about
oneself" — appraisal, it seems, is both ......... and universal.
endemic

eternal

inevitable

invincible

In the absence of a carefully structured system of appraisal, people
will tend to judge the work performance of others, including
subordinates, naturally, informally and ..........

aggressively

arbitrarily

impeccably

inherently

The human ......... to judge can create serious motivational, ethical
and legal problems in the workplace.

capacity

condition

inception

inclination

Performance appraisal systems began as simple methods of income
adjudication

adjustment

judgement
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(d) justification

8. The process was firmly linked to material outcomes: if an
employee's performance was found to be less than ideal, a ......... in
pay would follow.

(@ cut

(b) dent

(c) shave

(d) slice

9. Onthe other hand, if their performance was better than the
supervisor expected, a pay rise was in ..........

(@ due

(b) form

(c) order

(d) view

10. Pay rates were important, but they were not the only element that
had an impact on employee performance; it was found that other
issues, such as ......... and self-esteem, could also have a major
influence.

(@) esthetics

(b) ethics

(c) morale

(d) morals

DIAGNOSTIC TEST #5

1. The purpose of an audit is to gather and evaluate evidence in
order to form an opinion on the ......... of a company's financial
statements.

(@) rationality

(b) realization

(c) reliability

(d) responsibility

2. Theaudit ......... is usually no more than a page in length and is
attached to the financial statements.
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report

response

result

review

Auditors are not responsible for the ......... of the financial
statements of an company.

evaluation

examination

position

preparation

In the financial statements, the company implicitly states that all
items, account balances and transactions are ......... valid,
complete and accurate.

essentially

generally

materially

precisely

Anerrorin ......... is committed when the financial statements
include an item that should not be included.

accuracy

auditing

completeness

validity

Anerrorin ......... is committed when the financial statements do
not include an item which should be included.

accuracy

auditing

completeness

validity

Anerrorin ......... is committed when the financial statements
include incorrect information about an item that should be
included.

accuracy

auditing
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completeness

validity

One of the principal goals of the auditor is to add ......... to this
assertion.

credentials

credibility

creditworthiness

credulity

Audit risk is the risk that the auditor expresses an inappropriate
audit opinion when the financial statements are significantly
misstated

overstated

restated

understated

In addition to the financial statements, the auditor also examines
the company's internal ......... procedures for effectiveness.
coherence

command

control

correspondence

DIAGNOSTIC TEST #6

......... or cost accounting systems are part of a company's
information system and are used for tracking costs and
allocations to judge operational efficiency.

Corporate

Domestic

Management

Monitoring

Thisisan ......... accounting system, rather than one for outside
reporting.
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inner

inside

interior

internal

There are no ......... rules governing how a company should keep
track of cash flows for cost accounting purposes.

amended

fixed

required

restricted

......... budgeting is a form of forecasted cost accounting for long-
term projects or expenditures.

Capital

Major

Overhead

Terminal

Cost accounting applications are major financial ......... in
everyday corporate decision-making.

distractors

drivers

fetters

operators

Cost accounting is important for estimating the ......... of current
and future activities.

foreseeability

profitability

sensibility

variability

When good cost accounting procedures are ......... , the company
may find out that they have been producing a non-profitable
product or service.

contracted

discarded

implemented
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suggested

Cost accounting ......... managers toward company goals.
aggravates

gravitates

insulates

motivates

It also measures the ......... of managers and departments in the
company.

acceleration

doings

performance

seniority

10. ........ costs change in proportion to the level of production

(a)
(b)
()
(d)

(a)
(b)
()
(d)
2.

activity, while fixed costs remain unchanged.
Varicose

Various

Variable

Versatile

DIAGNOSTIC TEST #7

......... clerks screen timecards, compute pay by subtracting
allotments from gross earnings, close out files when workers retire,
resign, or transfer; and advise employees on income tax
withholding and other mandatory deductions; finally, they prepare
and mail earnings and tax-withholding statements for employees'

use in preparing income tax returns.

Paycheck

Paymaster

Payment

Payroll

The Index of ......... Production is a fixed-weight measure of the
physical output of the nation's factories, mines, and utilities; one
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of the bigger wildcards in this report is utilities, which can be quite
volatile due to swings in the weather.

(a)Gross

(b) Industrial

(c)Primary

(d)Resource

3. Annuity ......... are the shares you own in variable annuity
subaccounts during the period you're receiving income from the
annuity; the number is fixed at the time that you buy the income
annuity contract, or when you annuitize your deferred variable
annuity.

(a)bands

(b)cells

(c)tiers

(d)units

4. Atax ......... is a 'statement of supplementary details'; more
specifically, it is a form on which you provide information and
complete calculations, so that you can transcribe the results onto
another form.

(a)application

(b)return

(c)schedule

(d)table

5. The SEC scrapped the so-called ......... period rule, allowing
companies poised to sell stock or bonds to promote the securities to
investors; the Depression-era rule almost derailed Google Inc.'s
$3.47 billion initial public offering in August after Playboy
published an interview with the company's founders.

(a)dormant

(b)gagged

(c)quiet

(dtacit

6. The NYSE set about clarifying the procedure by which members
may acquire securities and pay their employees a commission for
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reselling them; last week an Exchange committee made ready to
listen to the case of any member desiring to engage in the practice
politely but correctly called '......... distribution'.

(a)secondary

(b)sequential

(c)subsequent

(d)subsidiary

7. The rule is 'one-way": that is, fully ......... earnings per share should
exclude those securities whose conversion, exercise, or other
contingent issuance would have the effect of increasing the
earnings per share amount.

(a)diluted

(b)extended

(c)recognized

(d)subscribed

8. China's central bank Sunday raised the amount banks must set
aside in reserves, reducing the money available for lending, in the
latest move to rein in the investment boom; the deposit reserve
......... will be raised by 0.5 percentage point to 11 percent starting
on May 15, the People's Bank of China said.

(a)base

(b)level

(c) limit

(d)ratio

9. The ......... pattern, also called the 'coil', appears in three varieties,
ascending, descending, and symmetrical; converging trendlines of
support and resistance give all three patterns their distinctive
shape, and this occurs, Kahn explains, because "the trading action
gets tighter and tighter until the market breaks out with great
force."

(a)parabola

(b)triangle

(c)vector

(d)wedge
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10.  The CFTC's market ......... program is intended to preserve the
economic functions of futures and option markets by identifying
situations that could pose a threat of manipulation and initiating
preventive actions.

(a)reconnaissance

(b)reconnoitering

(c)scrutinization

(d)surveillance

DIAGNOSTIC TEST #8

1. Accounting information systems are a ......... part of an
organization's day-to-day operations.

(@) vigorous

(b) virtual

(c) visceral

(d) vital

2. Prices can vary from customized multimillion dollar systems to
......... software that costs less than $100.

(@) prefabricated

(b) preinstalled

(c) prepackaged

(d) prepared

3. Customization allows for a good fit to the business's needs, smooth
......... with other internal systems, and the ability to implement
special security measures.

(@) insertion

(b) intercalation

(c) interfacing

(d) interference

4. Advantages of non-custom software include low cost, immediate
availability, quality, documentation on data flow, good
compatibility with external systems, and ......... from the vendor.
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advice

advise

support

supply

Disadvantages include lack of features, paying for ......... features,
and risk of vendor availability.

undesirable

unexpected

unordered

unwanted

Good accounting systems allow users to run informal reports such
aS v accounts receivable or to keep track of inventory.

unpaid

Accounting systems have to track ......... in three business processes:
order entry/sales, billing/accounts receivable/cash receipts, and
purchasing/accounts payable/cash.

sequences

steps

transactions

transfers

The order entry/sales process ......... sales data and records the
information.

captures

contains

controls

copies

This process starts with a customer order, which initiates a credit
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report

After the customer is approved, the sales order department must let
the warehouse know what goods to pick, and the shipping
department needs to know that an order has been ..........

filed

initiated

placed

sent

DIAGNOSTIC TEST #9

History is ......... with assertions that ‘this time the situation is
different'.

labeled

littered

spangled

spattered

If the dot com revolution severed the relationship of earnings and
price, then the take off in credit derivatives created a world in which
risk was distributed so thinly that no one would be caught ......... if the
cycle turned.

off

out

under

up

Global Public Policy Committee communications leave us in no
doubt that the ......... from the recent market turmoil will be with us
for a long time to come, if the billions in losses by some of the
leading global financial institutions have not already done so.
ramifications

rationalizations

realizations

rectifications
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Knowing that the implementation of Basel Il (used by banks to align
their capital base with economic risk) has consumed hundreds of
millions of dollars, it is ironic that even well-capitalized institutions
have struggled with a problem as fundamental as ..........

liquidity

reality

security

stability

If a company needs profitability, retained as capital to offset any
future losses, in order to maintain a viable business, then it also
needs cash flow to ride the peaks and ......... of the business cycle.
bluffs

slides

slopes

troughs

The reason that some of the most sophisticated financial institutions
have been caught unprepared by something as basic to business
management as cash lies in several dynamics that have beenin .........
over several years.

order

play

step

view

They took several years to materialize, but these dynamics ......... a
series of nearly unprecedented shocks during the early fall two
years ago.

fomented

instigated

precipitated

registered

Cash used to fund increased assets and retire obligations as they
......... due is at the forefront of this egregious disruption of the
market.

fall
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grow
turn

wax

Ascash ......... begins to prevail, the levels of market cash flow
tighten and exacerbate the drop in value of financial instruments;
this is a dual hit which only concerted central bank intervention can
mitigate.

binding

hoarding

squirreling

strapping

The financial models used have been criticized as ignoring the .........
voices that predicted a turning of the credit cycle as long ago as May
of 2007, so that the stress testing parameters were much too narrow.
siren

stentorian

subprime

sylvan

DIAGNOSTIC TEST # 10

Inventory accounting starts with the inventory on ..........

deck

hand

record

stock

Inventories cannot be ......... until sold, and meanwhile they are
considered an asset.

depleted

eliminated

expensed

recorded

There are four generally accepted approaches to inventory valuation
based on ......... cost.
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basic

historical

physical

presumed

The ......... identification method records actual cost flow: each
individual item and its cost must be accounted for.

positive

product

specific

total

The ......... average method divides the total cost of inventory items
by their total number at the end of any accounting period.
adjustable

overall

standard

weighted

The moving average method uses an average cost for inventory
items that is calculated and ......... at the time of each sale.

added

applied

decided

depicted

The ......... method of inventory evaluation is based on the
presumption that most companies normally sell the oldest items in
their inventory before they sell the newer ones.

FEFO

FIFO

LIFO

FILO

The ......... method is based on the presumption that the most recent
stock items purchased will be the initial items sold.

FEFO

FIFO

LIFO
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FILO
The ......... method presumes that the company will continue to keep
their oldest items in inventory.
FEFO
FIFO
LIFO
FILO
The ......... method attempts to ensure that perishable products are
sold while they are still in good condition.
FEFO
FIFO
LIFO
FILO
DIAGNOSTIC TEST # 11

A final liquidity ratio, the defensive interval, determines how
long a company would be able draw on ......... assets to meet its
day to day expenses; this can be especially useful when
evaluating small technology companies or biotechnology
companies that may have strong patents but no significant
revenue as yet.

quick

real

soft

swift

A contract cannot be ......... by one party unless both parties can
be placed in the same situation and can stand upon the same
terms as existed when the contract was made; the most obvious
instance of this rule is where one party (by taking possession,
etc) has received a benefit from the contract.

reneged

rescinded

retracted

revived
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A property can have multiple loans or liens against it; the loan
which is registered with county or city registry first is called the
first position trust deed, and the lien registered second is called
the second ..........

claim

mortgage

prerogative

suit

......... evolve rules that depend on technical market indicators
only; in contrast, fundamentalists evolve rules that only take
fundamental indicators into account.

Chartists

Drafters

Graphers

Purists

A Section ......... Plan, available only to companies with 25 or
fewer employees, permits a maximum contribution of the lesser
of 15% of compensation or $30,000, and employees have the
option of taking the employer contribution in cash, but must then
pay income tax on it.

401(k)

403(b)

405(b)

408(k)

......... security is one held by an investor who is likely to hang
onto it for a long time.

An absorbed

A consumed

A digested

An inhaled

With the sale of Chrysler complete, DaimlerChrysler will change
its stock ......... on Frankfurt and New York exchanges this week;
starting Thursday, the automaker's stock ticker will be changed
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from DCX to DAI on the DAX-30 index of companies in
Frankfurt and on the New York Stock Exchange.

icon

logo

mark

symbol

The first tax ......... prepared for the territory bears the date of
October 6, 1800, and the names of only twelve taxable dwellers
within the Holland Purchase appear on it; the hamlet cannot have
been of much consequence to the collector of taxes, for the total
amount he could collect there under that assessment was $4.55.
account

bill

index

roll

The cost of equity ......... decreases because of globalization for
two important reasons: first, the expected return that investors
require to invest in equity to compensate them for the risk they
bear generally falls, and second, the agency costs that make it
harder and more expensive for firms to raise funds become less
important.

capital

interest

issuance

shares

Option grants usually have ......... periods; companies usually set
a three to five year period, which means that a grant of 3,000
options with a three year period will give you the right to
purchase a thousand shares of the company's stock over each of
the next three consecutive years.

assigment

entitlement

qualifying

vesting
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DIAGNOSTIC TEST # 12

In financial accounting, financial assets are cash and other assets
that convert directly into ......... amounts of cash.

discovered

estimated

known

significant

In the balance sheet, financial assets are listed at the current value:
for cash, this means the ......... amount.

dollar

face

stated

total

Marketable securities are listed at current market value, while
receivables are listed at net ......... value.

real

realistic

realizable

realized

The objectives of cash management are accurate accounting for
cash transactions, the prevention of losses through ......... , and
maintaining adequate cash balances.

burglary

robbery

stealth

theft

One major step in achieving ......... control over cash transactions is
separating cash handling from the accounting function.

crucial

financial

internal

managerial
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The cash balance shown on the month-end bank statement will
usually differ from the amount of cash shown in the depositor's
ledger; this is a result of such items as ......... checks and deposits in
transit.

extraordinary

outstanding

preeminent

preprocessed

The bank ......... adjusts the cash balance per the books and the cash
balance per the bank statement for any unrecorded items and thus
produces the correct amount of cash to be included in the balance
sheet at the end of the month.

concordance

endorsement

reconciliation

summary

Under the allowance method, the portion of each period's credit
sales expected to prove uncollectible is written ......... by debiting
Allowance for Doubtful Accounts and crediting Accounts
Receivable.

down

off

out

over

The most ......... financial asset is cash, followed by cash
equivalents, marketable securities, and receivables.

accessible

fluid

liquid

valuable

Interest is a contractual amount that accumulates day by day; the
amount of interest ......... over a time period may be computed by
the formula Principal x Rate x Time.

accruing



(b)
(©)
(d)

(a)
(b)
(©)
(d)
2.

(@)
(b)
(©)
(d)
3.

(@)
(b)
(©)
(d)
4.

(@)

31

amassing
assigned
assumed
DIAGNOSTIC TEST # 13
......... Depreciation represents the expense related to the fixed assets

still carried on the books of the company; sometimes the term
'reserve for depreciation’ is used.

Accumulated

Acquired

Consolidated

Cumulative

A firm buying stock seldom had sufficient money balances to
complete the required payments; instead it relied on its bank for
......... loans, but as NYSE volume grew, banks and their regulators
became alarmed at the amount of credit being extended to support
securities transactions.

day

drop

short

spot

Many futures contract months of the same commodity trade
simultaneously on the market, sometimes even years into the future;
the contracts other than the current one are called the ......... months,
even though they are for future months.

back

front

last

past

A..... swaption gives the buyer the right to receive the swap's
fixed rate of interest and pay the floating rate of interest; this is a
bullish position in bonds, as you profit if rates fall in the future.
call
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put
rate

take

Reconciling ......... to the General Ledger boils down to making sure
you know what you owe and what you don't — it's crucial for
maintaining business health; it is a fundamental task that can reduce
working capital needs and minimize bank borrowings, but it can be
a labor-intensive process.

assets

bad debts

cash flow

payables

It is the consensus of the committee that all banking institutions are
capable of providing the basic treasury management and banking
services requested; some banks require a smaller ......... balance for
no fee services, but their interest rates are adjusted to offset any
significant difference in cost.

affirmative

compensating

positive

stabilizing

An employee stock ......... plan gives you the right to buy a certain
number of shares of your employer's stock at a stated price over a
certain period of time; often, the shares 'vest' over a period of
several years, meaning that some fraction of the shares can be
exercised in the first year, another fraction in the second year, etc.
occupational

opportunity

optimum

option

Section 1035 of the IRS Code allows the movement of non-
qualified monies from certain financial products to others without
an income tax consequence; this 1035 ......... allows non-qualified
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monies from an annuity to move to another annuity, or from a life
insurance policy to another life insurance policy.

(@ Conversion

(b) Exchange

(c) Rule

(d) Transfer

9. Inthe case of market orders in the active bonds, whose prices are
reported on the right side of the quotation board, the broker after
noting the latest price on the board, goes directly to the bond .........
and effects a sale at the most favorable bid or asked price he can
obtain.

(@ box

(b) crowd

(c) floor

(d) quarter

10. Descending ......... are a bearish indication formed when a stock
begins a downward trend and makes successively lower lows as it
declines.

(@ bottoms

(b) elevators

(c) flights

(d) stairs

DIAGNOSTIC TEST # 14

1. Generally Accepted Accounting Principles are a set of accounting
......... approved by the professional accounting industry.

(@) standards

(b) suggestions

(c) syllabuses

(d) systems

2. GAAP are a combination of ......... rules set by policy boards and the
commonly accepted ways of recording and reporting financial
information.
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authoritative

guideline

optional

overriding

They can become accepted either as a result of due ......... orasa
result of long term practice.

placement

polling

procedure

process

Accountants cannot express the opinion that financial statements
are "in conformity with generally accepted accounting principles"” if
such information includes any ......... from these principles.
departures

duplications

projections

quotations

After the Stock Market ......... of 1929, the American Institute of
Accountants introduced five broad principles of accounting which
have won fairly general acceptance.

Bubble

Bust

Crash

Plunge

It is relatively unimportant to investors what reporting method is
used by a company, so long as they are assured that it is followed
......... every year.

conclusively

consistently

constantly

cooperatively

In 1934, the U.S. Congress created the Securities and .........
Commission (SEC), giving it the authority to prescribe the methods
used in preparing financial statements.
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Earnings

Economic

Evaluation

Exchange

In 1938, Congress permitted companies to use a new ......... method,
lifo, for income tax purposes.

inclusive

introductory

inventory

investment

In 1939, the AIA recommended the phrasing, “present fairly in
conformity with generally accepted accounting principles” in the
standard form of the ......... report.

auditor's

financial

management

stockholders'

The P & L monograph of 1940 promulgated the "......... principle”,
which places primary emphasis on the correspondence of costs with
the revenues that they produce.

alignment
approximation
concord
matching
DIAGNOSTIC TEST # 15
......... is commonly found on the Cash Flow Statement as

‘Investment in Plant, Property and Equipment' or something
similar in the Investing subsection.

Capex

Flox

Invex

Opex
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While a Private Investment in Public ......... transaction is
marketed to a limited number of investors over a short period of
time, a traditional public transaction may require a broader
marketing process and, in the case of an add-on offering, the
filing of a registration statement with the SEC prior to pricing.
Companies

Corporations

Entity

Equity

There are two major types of limitations on debt: the first has to
do with how long debt problems can show up on your credit
reports, and the second is the ......... of limitations, which gives
creditors a certain time period — in most states, three to six
years — in which to sue you over a debt.

code

edict

statute

writ

A CGT asset is ......... asset at a time if, at that time: (a) you own
the asset and (i) you use it, or hold it ready for use, in the course
of carrying on a business; or (ii) it is used, or held ready for use,
in the course of carrying on a business by your affiliate, or by
another entity that is connected with you.

an active

an integral

an operating

a tangible

Interest dividends paid by a ......... bond fund may be taxable
under the federal alternative tax (AMT) system if the bonds held
by the fund are issued to cover the costs associated with certain
private activity projects, such as housing projects, hospitals,
airport expansion projects, or industrial parks.

metropolitan

municipal
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preferred

public

The distinction taken in courts of equity is between a title which
the court considers to be so clear that it will enforce its
acceptance by a purchaser, and one which the court will not go
so far as to declare a ......... title, but only that it is subject to so
much doubt that a purchaser ought not to be compelled to accept
it.

bad

dead

null

void

If you don't specify an exchange code after entering a stock or
index symbol, our database will match the symbol with its .........
exchange — usually the TSE in Canada or the NYSE or Nasdaq
in the United States.

inaugural

initial

primary

principal

The ......... takes the body of the butterfly — two options at the
middle strike — and splits it between two middle strikes rather
than just one; in this sense, it is basically a butterfly stretched
over four strike prices instead of three.

collar

condor

long butterfly

split spread

The insurer ofa ......... life annuity calculates its obligation only
until the last regular payment preceding the annuitant's death;
because the payments expire when you do, selecting this form of
annuity is, in a sense, a bet that you expect to live longer than the
average person.

limited
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(b) single

(c) standard

(d) terminal

10. The husband of televangelist Juanita Bynum denies treating her
cruelly and says they have not been continuously separated since
June, as her divorce petition alleges; in his ......... , Bishop
Thomas Weeks also asks for a divorce, but says he and Bynum
spent one night together in August that boosted his hopes for
reconciliation.

(a) counterclaim

(b) deposition

(c) rebuttal

(d) testimony

UNIT ONE.
ACCOUNTING SYSTEMS

A.BEFORE YOU READ

1. CONCEPT MAPPING:

a) Develop a "mind map" around the notion “ACCOUNTING” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:


http://www.studygs.net/mapping
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Look up unfamiliar words before reading and give their definition to
improve your background knowledge and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when
reading.

a) In what way are accounting systems necessary for my future
business activities?

b) What are the main components of an accounting system?

¢) What accounting system is the most efficient?

6. DEFINITION:

a) What is accounting?

b) What accounting systems do you know?

¢) What accounting systems have you mastered?

7. CHARACTERISTICS:

How would I describe accounting as the constituent of economics?

8. EXPERIENCE:

a) Who plans the family budget?

b) What economic department deals with accounting?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

1.1. Internal controls: Foreign auditors in China are being
squeezed on all sides

The big global accounting firms are not having an easy time of it
in China. They have been caught up in the accounting scandals that
have engulfed many Chinese firms that listed on America’s stock
exchanges: on May 9th, for example, America’s Securities and
Exchange Commission (SEC) took legal action against Deloitte’s
Shanghai arm in a case involving an unnamed Chinese client. The next
day Chinese officials unveiled details of a plan that will force foreign
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partners to hand control of the “Big Four” firms—Deloitte, Ernst &
Young, KPMG and PwC—to Chinese colleagues by the end of 2017.

At first blush, the SEC seems to be overreaching by pursuing
auditors based in China which are already regulated by local
authorities. And the localisation scheme appears to be yet another
example of the pitch being queered for foreign firms by an
overweening Chinese state. But the snap judgments are misleading.

The American regulatory mandate abroad arises because many
Chinese firms choose to list on America’s exchanges while still using
auditors based in China. One such example is Longtop, a Chinese
business-software firm that used Deloitte’s Shanghai arm to do its
books. The auditor resigned a year ago after it claimed to have
identified a number of “very serious defects” during its audit for the
financial year that ended in March 2011. But Deloitte’s Chinese
partners refuse to hand over the work papers arising from the Longtop
audits to the SEC on the ground that doing so would violate local law.
The Chinese invoke the need to defend both sovereignty and (more
dubiously) “state secrets”.

The snag is that under the Sarbanes-Oxley law, American
regulators are obliged to conduct periodic inspections of the auditors
of all firms listed on American exchanges. The Public Company
Accounting Oversight Board (PCAOB) is required to inspect all of the
relevant accounting firms based abroad by year-end, but China has
blocked access for years. James Doty, the agency’s boss, says China
may now be willing to let his inspectors tag along during Chinese
audits. In time, he hopes an accord can be reached on joint inspections.

The consequences could be dire if the Chinese continue to block
co-operation. Paul Gillis, a former accountant now teaching at Peking
University, points out that if the Chinese accountants are not audited
by the PCAOB, the agency may be forced to deregister them all. That
would force their clients listed in America eventually to face delisting
themselves for not having a registered auditor. Worse yet,
multinationals will not want their Chinese divisions audited by
deregistered firms.



41

That is not the only threat. The new localisation rules will force
the Big Four to hand over the reins to local partners soon. As long as
this is done in an orderly fashion, this need not be a bad thing. Mr Gillis
says local accountants are a bit inexperienced but insists they are as
good as those in other countries. James Lee of the ICAEW, a body
representing chartered accountants, adds that the new rules leave
enough wiggle-room for the old lags to stay on the payroll as well-paid
“principals” or consultants.

1.2. The Case for Global Accounting.
1.2.1. Make an English précis of the article.
1.2.2. Make a Ukrainian precis of the article.

For more than a decade, politicians and regulators around the
world have claimed to want a common set of high-quality accounting
standards that applied globally. The extent to which that rhetoric will
become reality may soon become apparent.

Last week, the American government reaffirmed its commitment
to common accounting rules, something that Timothy F. Geithner, the
Treasury secretary, has argued was necessary for common global
regulation of banks, among other things.

“China and the United States support the objective of a single set
of high-quality global accounting standards,” the two countries said in
a joint statement after a meeting in Beijing.

The Securities and Exchange Commission, the American
regulator responsible for deciding what accounting rules apply in the
United States, was represented in the American delegation in Beijing,
but has not stated what it will do.

The commission is expected to publish a report on the question
of adopting international accounting standards within the next several
weeks, but it is not clear if any action will follow. There has been some
speculation that the current S.E.C. chairwoman, Mary L. Schapiro, will
step down after the election and would be happy to leave that decision
to her successor.



42

The issue of American adoption of International Financial
Reporting Standards, known as I.F.R.S. to accountants, for years has
provoked intense debate and anger within the accounting world. Those
standards, written by the London-based International Accounting
Standards Board, are used by companies in many countries around the
world, including all the countries in the European Union.

Some Americans argue that accepting international standards
would reduce the quality of American financial statements. But some
in Europe say that the best hope for assuring that the international
standards are uniformly followed around the globe would be having
the S.E.C. involved in enforcing them.

Ideally, comparable accounting around the world would make
markets more efficient by letting investors compare companies from
different countries. But that would be true only if the standards were
of high quality and applied in a consistent manner.

The S.E.C. promised it would make a decision on adopting
I.F.R.S. by the end of last year, and then said that would be delayed a
few months. Sir David Tweedie, the former chairman of the
international board, said in an interview that many in Europe would be
angry if the United States did not soon agree to use the international
standards, although it would be acceptable for the Americans to set a
fixed date for adoption that was several years out.

“If the U.S. delays this indefinitely, or starts having lots of
exceptions, | think the global standards will be damaged,” he said.
“Other countries will do exactly the same thing.”

In one sense, it is clear that there will not be a single set of
standards around the globe. Already some countries have announced
exceptions and carve-outs to the rules for their companies. And the
United States is virtually certain not to abandon its own rules, known
as U.S. GAAP for “generally accepted accounting principles.”

1.3. Entrepreneurs Must Consider New Tax Matters.
1.3.1. Give a written translation of Paragraph I.
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Tepid economic growth has left many people out of work or
underemployed. While some wait for a better job, or any job at all, to
come along, others will try to create their own jobs from scratch by
starting a business.

What budding entrepreneurs may not realize is that there is a fair
chance of creating tax headaches for themselves, too. Going into
business is likely to mean more forms to fill out, tax authorities warn,
and more complexity because the paperwork often relates to obscure
nooks and crannies of federal and state tax codes.

“Tax and compliance issues are more complicated than ever
before,” said Warren Hudak, head of the accounting firm Hudak &
Company in New Cumberland, Pa. “Virtually every new employer has
difficulty getting used to withholding taxes and the sheer volume of
work that’s involved.”

Between what they must send in on behalf of their workers and
their own income, sales and payroll tax obligations, “employers could
be filing tax payments three, four, five times a month,” Mr. Hudak
said. “It makes it very hard for a small-business guy who understands
widgets to keep up with those things.”

Laura Zander recalls the bewilderment that she and her husband,
Doug, felt when they left their jobs as software engineers in San
Francisco during the dot-com bust and set up their “little, teeny yarn
shop” in Truckee, Calif., in 2001. The shop evolved into Jimmy Beans
Wool, which does about $6 million in annual sales, mostly online, from
the company’s new base in Reno, Nev.

“Things seemed overly complicated in the beginning,” she said.
“There was a learning curve.”

One “unfortunate tax event,” she said, provided an expensive
lesson. The couple mistakenly took a substantial write-off for the cost
of inventory one year early on, when it turned out that the deduction
was supposed to be taken gradually as the merchandise was sold.
Correcting the error greatly raised their stated income and therefore
their tax liability.
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“The tax bill ended up being significantly more than we thought,”
Ms. Zander said. “It totally smacked us in the face. It was something
nobody told us, and I swear we asked four or five accountants.”

The treatment of inventory is one of many fussy, quirky
procedures that tax authorities and legislatures require businesses to
follow. James Markham, a tax specialist at Ernst & Young who focuses
on issues that entrepreneurs face, refers to them as “the gotcha-type
things.”

The chances that they will trip up a business increase as activities
reach a certain level of complexity, such as when someone other than
a family member goes on the payroll or sales cross state lines, Mr.
Markham said. That is when accounting services become particularly
important. Not only do errors cost money, but preventing them can
carry a cost measured in wasted hours.

“You’re this entrepreneur,” he said, “and you’re saying, ‘What’s
the best use of my time — document my tax position in case I’'m
audited or sell my product?’ ”

Tax issues for online businesses that sell into many states and
abroad can be especially problematic, advisers caution. Some states,
short of cash, are trying to force companies to collect tax on sales made
to their residents, even when the companies are based elsewhere. Court
challenges leave the success of the tactic in question, but if the trend
catches on, companies could find it harder to comply with the various
sets of rules and tax rates.

C. AFTER YOU READ

a) What is the author trying to say?

b) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. The new localisation rules will force the Big Four to hand over the
reins to local partners soon.
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2. But that would be true only if the standards were of high quality and

applied in a consistent manner.

b) Paraphrase the following:

1. Innovations in financial markets increased access to credit for
households by making it very easy for individuals to tap the equity
in their homes to fund consumption expenditures.

2. Already some countries have announced exceptions and carve-
outs to the rules for their companies.

c) Relate the action to the past/present/future:

Tepid economic growth has left many people out of work or

underemployed.

d) Turn direct speech into indirect:

1. Mr. Hudak said. “It makes it very hard for a small-business guy
who understands widgets to keep up with those things.”

2. Ms. Zander said. “It totally smacked us in the face. It was
something nobody told us, and | swear we asked four or five
accountants.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the topic.

b) Add words you probably already understand to connect
relationships between what is known and unknown.

c) Supply the English equivalent to the Ukrainian phrases from the
list given below:

Olivia Kirtley is a nesuxonasuuii director for U.S. Bancorp and
Papa John’s International. She is also the chair of the audit committee of
both companies. She was the AICPA’s first conosyrouui from business
and industry. She offers the following tips for efficient and effective
operation of audit committees:

The pesiziuna xomicis should have both high expectations and
robust processes for receiving information relating to the period under
review on all critical areas, including significant issues, judgments, and
transactions. It should receive written materials in advance of the meeting,
setting forth all the important matters so that the meeting can focus on the
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most significant issues, whether these are o6zix doxooie, accounting for
HeopouHapHux onepayiii, Or other matters. It is up to ¢inancosoco
oupexmopa t0 be proactive in understanding the expectations of the audit
committee and in developing the komnzexm of materials to be provided
to committee members.

The audit committee and, particularly, its chair should develop a
good working relationship with the CFO, seeking frank discussions about
issues and sunpobysanns. This can be done by encouraging dialogue
when important issues arise, and not just at saearsnux 360pax. In addition,
the chair should have a premeeting call to review materials and discuss
matters that the committee should focus on during its meeting. The chair
can ask any questions not evident from the advance meeting materials that
may require additional review or work, allowing finance staff to prepare
for questions that are likely to arise at the meeting. This helps build a
ezaemni, trusting relationship.
nonexecutive
challenges
chairman
revenue recognition
unusual transactions
package
CFO
general meetings
9. collaborative
10. audit committee
d) Suggest the correct translation:

The business valuation (A) practice area is maturing (B), and rapid
growth is no longer the norm for the profession’s established firms.
Although demand (C) for valuation services is robust (D), it is harder
for firms entering the field to earn superior returns unless they have a
competitive advantage (E) such as some existing expertise (F) like
industry or technical experience or they acquire valuation talent with a
book of business. Flatter industry-wide (G) growth is not only the
result of generally weak economic conditions but also the evolution of

N~ wWNE
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the profession. Without a major innovation or external “shock,” such
as new government regulation, most CPAs (H) know from experience
that many industries in general eventually evolve (1) from times of high
growth to moderate growth. These conditions mean that firms need to
manage their practices smarter and work harder to maintain historical
profitability (J).

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

a) Relate new reading material to something you already know, to
your background or experiences.

b) Ask your friend for assistance in developing the main points of the
article.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover what
you bring to your reading, what your fellow students bring, as well
as shared experiences.

b) If you find they have new background information, ask for more
information from them.

. QUIZ#1

a. Define the following sentences “True” or “False”:

1. The Big Four comprises Deloitte, Ernst & Young, KMPG and
PwC.

2. The scandal arose because Chinese firms used China-based
auditors.

3. Longtop is an American business-software firm.
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American regulators are not obliged to conduct periodic
inspections of the auditors under the Sarbanes Oxley law.

China facilitates PCAOB activities.

For more than 10 years, politicians and regulators have demanded
a common set of accounting standards.

The commission will publish

Accounting standards written by the London-based International
Accounting Standards Board are used by companies mainly in the
EU.

Accepting international standards could diminish the quality of
American financial statements.

Tax authorities and legislatures require businesses to follow
treatment of inventory procedures.

b. Give the opposite:

reaffirm, common, current, reduce, consistent, abandon, complexity,
withhold, substantial, deduction,

c. Decode the following terms:

regulator, joint, meeting, adopt, speculation, enforce, acceptable,
underemployed, budding, widget.

d. Translate the following into English:

1.

VY 3araJibHOHAIIOHAIBHIA CHCTEMi OyXTaaTepchKOro OOJIKy
3a3HAYCHI €JIEMEHTH B3a€MOJIIOTH Ta 3a0e3MeYyl0Th BUKOHAHHS
Hel  (QyHKIIT  peryioBaHHS  OyXTaJTepChKOTO  OOMIKYy
MIIPUEMCTB Ta OpraHi3aIlii.

Icaye Garato Bu3Ha4YeHb OyXTaaTepChKOro OOMIKY SIK CHCTEMHU Ha
pIBHI MiANPUEMCTBA,  MPOTE CTPYKTypl IIi€l CUCTEMH HE
MPUIUICHO JOCTAaTHBOT yBaru.

Haii6inpine auckyciii B HAyKOBOMY CEpPEIOBHILI BUKIIUKAE MO
OyXxrantepchbKoro oOmiky Ha (iHAHCOBHII Ta yIPaBIIHCHKUI.
OnHI HayKOBILI PO3TJISAAAIOTh YHPABIIHCBKUN OOINIK SIK OKpeMy
00JIIKOBY CHCTEMY, 3HAUHO LIUPIITY 32 CUCTEMY OyXTalTepChbKOTO
oO0IiKYy.
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[HIIi HAyKOBIII BUCTYNAIOTh 32 LUTICHICTh OOIIKOBOT CUCTEMH Ta
PO3TIISA] YIIPABIIHCHKOTO 1 PIHAHCOBOTO OOJIIKY B MEXaX €IMHOL
CHCTEeMH OyXraiTepchKoro OOIiKY.

Cucrema OyxranTepchkoro OOJIKy — 1€ TEBHUH JIOTIYHUN
KOMIUIEKC, SIKMH C(OpMOBAaHMI Ha OCHOBI IUIaHY pPaxyHKIB
3aJaHoi  ONTHKH  (BHPOOHWYOI, JOXiAHOI, TNPHUOYTKOBOI,
BUTPATHOI).

O6nikoBa 1HGOpMaIliiiHa cHcTeMa BKIOYae B cebe BICIM
(YHKIIOHATbHUX  €JEMEHTIB, SKI [pUTaMaHHI 3arajibHIi
iHOpMaLlIHIA CUCTEMI: CIPUNHATTS, pEeCTpallisi, MOIIYK,
30epiranHs, 00poOKa, mepenaBaHHs, MPEACTABICHHS 1 MPUHHSATTS
pIIIEHb.

Hakonuuenss, y3aranpHeHHs 30epiranHs iHdopMallii € oJHUM 13
eTamiB (GopMyBaHHs iH(OpPMAaILi PO TOCTIOAAPCHKY MISIBHICTD
MIIITPUEMCTBA Y CUCTEM1 OyXTranTepCchKOTO OOJIKY.

BusiBnenHs, BUMIpIOBaHHSI Ta PeECTpallis rocrnoaapchkux (GpakTiB
1 € orepaTUBHUM OOJIIKOM, TOOTO MiZICHCTEMOIO OyXTaJITEPCHKOTO
00JTIKY.

Benennsi aHamiTHIHOTO OOJIKY 3/1IHCHIOETHCS MPOTATOM OOIKY
BCHOT'O TOCIOJAPCHKOIO IHKITY, 1 MOXYTh OyTH BUKOPHCTAHE 3
METOK CKJIaJIaHHS YIPAaBIIHCHKOI (BHYTPIITHBOTOCIIOIAPCHKOT)
3BITHOCTI.

e. Check the terms in the dictionaries. Learn and use in your

discussion.

accounting firm international tax liability
accounting rule accounting standards | tax payment
accounting standard | board tax rate
annual sales merchandise to delist
cost of inventory payroll to do one’s books
deduction stated income to withhold taxes
financial statements | stock exchange write-off
inspection tax authorities

tax bill

tax headache




f. Revise/learn and use in your discussion.

50

abandon
about
abroad
acceptable
access
accord
activity
add
adopt
adoption
adviser
agency
agree
already
although
anger
angry
announce
annual
another
apparent
appear
applied
apply
argue
arise
arising
arm
around
article
assure
audit

engineer
engulf
enough
entrepreneur
error
especially
even
event
eventually
ever
every
evolve
exactly
example
exception
exchange
expected
expensive
extent
face

fair
family
fashion
federal
few
filing

fill
financial
find
fixed
focus
follow

payment
payroll
peking
people
periodic
pitch
plan
point
politician
position
prevent
principle
problematic
procedure
product
promise
provide
provoke
public
publish
pursuing
quality
queer
question
quirky
raise
rate
reach
reaffirm
reality
realize
recall
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auditor
authority
bad

bank
base
based
because
become
been
before
beginning
behalf
beijing
between
bewilderment
big

bill

bit

block
blocked
blush
board
body
books
boss
both
budding
business
business-software
bust

but

can

carry
carve-out

force
forced
foreign
former
form

fussy

gaap
global
globally
globe

good
gotcha-type
government
gradually
greatly
ground
growth
guy

hand
happy

hard

head
headache
high-quality
hope
husband
ideally
identify
important
income
increase
indefinitely
inexperienced
insist

reduce
refer
refuse
register
regulate
regulation
regulator
regulatory
rein
relate
relevant
report
reporting
represent
require
resident
resign
responsible
rhetoric
rule
sales
same
scandal
scheme
scratch
secretary
secrets
seem
sell

send
sense
serious
services
set
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case

cash

catch
caught
caution
certain
chairman
chairwoman
challenge
chance
chartered
china
chinese
choose
claim

clear

client
co-operation
code
colleague
collect
come
commission
commitment
common
company
comparable
compare
complexity
compliance
complicated
comply
conduct
consequence

inspect
inspection
inspector
intense
internal
international
interview
into
investors
invoke
involve
involved
issue

job

joint
judgment
keep
known
law
learning
leave

left

legal
legislature
lesson

let

level
liability
likely

line

list

listed
local
localisation

several
sheer

shop

short

side
significantly
single
smack
small-business
snag

snap

o)

software
some
someone
something
sovereignty
specialist
speculation
squeeze
standard
start

state
statement
stay

step

still
substantial
success
successor
such
support
suppose
swear
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consider
consistent
consultant
continue
control
cost
could
country
couple
court
cranny
create
creating
Cross
cumberland
current
curve
damaged
date

day
debate
decade
decision
deduction
defect
defend
delayed
delegation
delisting
detail
different
difficulty
dire
division

london-based
long

lots

make
mandate
manner
many
market
mean
measure
meeting
member
million
misleading
mistakenly
money
month
multinational
must
necessary
need

new

next
nobody
nooks
now
number
objective
obligation
obliged
obscure
official
often

one

tactic

tag

teach
teeny
threat
totally
treasury
treatment
trend

trip

true

try

turn

two

under
underemployed
understand
uniformly
union
united
university
unnamed
unveiled
use

used
various
very
violate
virtually
volume
wait

want
warn
waste
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do online we
document only week
dot-com orderly well-paid
dubiously other widget
during out wiggle-room
early over will

easy overly willing
economic overreaching withhold
efficient overweening within
election own work
elsewhere paper worker
employer paperwork world
end particularly yarn
enforce partner year

J. FAMOUS ECONOMIST

Follow her example:
JOAN ROBINSON (1903-83)

Joan Robinson made major contributions in two areas of
economics. Early in her career, she focused the attention of economists
on market forms in between perfect competition and monopoly. Later
she was instrumental in defending and expanding the theories of
Keynes, and became one of the founders of Post-Keynesian
economics. Robinson was born Joan Maurice in Surrey, England, in
1903. Her family was upper middle class, and put a high premium on
education and independent thinking. Her father was a military general,
an author, and later in life, head of one of the colleges making up the
University of London. Her mother was the daughter of a Cambridge
University professor. Robinson attended St Paul’s, a leading school in
London for girls, where she studied history, then Girton College at
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Cambridge University, where she studied economics. She became
interested in economics in order to learn why poverty and
unemployment existed in the world, and because she thought
economics could help solve these problems.

With the exception of a few years spent in India with her husband,
Robinson spent the half century following her 1925 graduation
teaching and lecturing at Cambridge. However, because she was a
woman, she did not become a full-time member of Cambridge
University until 1948.

In the 1930s, Robinson was an active participant in the
““‘Cambridge Circus,’” a small group of economists helping Keynes to
develop his General Theory. She then helped defend Keynes from his
many critics, and worked on expanding and devloping his ideas along
several lines. In 1974 Robinson was made President of the American
Economic Association, becoming its first female President and one of
its few non-American Presidents. She is the first woman to have made
the list of finalists for the Nobel Prize in Economics.

As an undergraduate, Robinson studied Marshall’s Principles of
Economics, the standard textbook at the time. What she found especially
unsatisfactory was the conclusion of this work — that producers and
consumers jointly maximized their well-being. This conclusion seemed
incompatible with the actual British economy of the 1920s, which was
plagued with high unemployment and industries operating at low
capacity. Robinson was also dissatisfied with the fact that Marshall and
other economists focused on just two extreme types of industries — perfect
competition and monopoly. The real world, she thought, was somewhere
in between these two extremes. The Economics of Imperfect Competition
(Robinson 1933) analyzed these real-world industries that fall part way
between a highly competitive industry with many small firms and an
industry made up of only one firm.

To explain decision-making by the firm, Robinson used the
concept of marginal revenue, the additional revenue a firm gets when
it produces and sells one more thing. For competitive firms, marginal
revenue would always equal price, since firms can always sell more
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goods without having to run a sale or lower the price they charge. But
under imperfect competition firms faced downward-sloping marginal
revenue curves. To sell more, goods had to be put on sale. But when
firms run sales, consumers pay less than they would have otherwise
paid, and the firm loses this revenue. Taking into account both the
lower price and the greater sales, firms might cut prices in an attempt
to sell more goods, but this does not mean that they will actually get
any more revenue. Conversely, firms might receive more revenue if
they increased their prices and sold fewer goods. By showing how
raising prices and producing less could yield more revenue for the
large firm, Robinson was able to explain why imperfect competition
was characterized by insufficient production and underutilized
resources. Imperfect competition could thus explain the high rates of
unemployment prevailing in Britain during the 1920s and during the
Great Depression of the 1930s.

UNIT TWO.
FINANCIAL STATEMENTS

A. BEFORE YOU READ

1. CONCEPT MAPPING:

a) Develop a "mind map" around the notion “FINANCIAL
STATEMENTS” to comprehend the relationship between the new
concepts and the concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.
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4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your
background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when
reading.

6. DEFINITION:

a) What is financial statement?

b) Where do financial statements fit?

c) What group of activities does the internal auditor undetake?

7. CHARACTERISTICS:

How would I describe preparation of financial statements?

8. EXPERIENCE:

a) What experience have I had with financial statements?

b) What can | imagine about working as an auditor?

B. READING
a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.
b) Pay attention to specific plans of paragraph or text organization.
c) Define the phrases in italics:

2.1. Financial reports.

Lord Justice Thomas had heard enough. One of Britain’s most
senior judges had sat through two hours of excuses from the country’s
leading fraud-busting agency about mistakes in a case involving a pair
of London’s most flamboyant property entrepreneurs, the Tchenguiz

brothers.

Key documents had disappeared, financial reports had been
overlooked and senior investigators who best knew the case had quit,
the Serious Fraud Office’s barristers said as they pleaded last month
for an extension to prepare a legal challenge in one of its most high-

profile cases.
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58

Begrudgingly, Lord Justice Thomas approved the extension into
May, tossing in this rebuke: “There is only one explanation for this:
sheer incompetence.” He gave the SFO until April 29 to explain its
side of the story to the court.

His pronouncement was the latest embarrassment for a two-and-
a-half year probe started in the wake of the 2008 global credit crisis.
An effort to unravel the rot in Iceland’s bloated banking system led to
suspicions about Vincent and Robert Tchenguiz, symbols of a frothy
easy-money decade in Britain. But the investigation has come under
pressure — in part because the SFO, meant to enforce rigour in business
practices, misread its own files.

In this case, the Tchenguizes allege a level of incompetence that
crystallises wider concerns about the SFO’s abilities to keep up with
both the fast pace of modern finance and the sophisticated fraud that
flourishes alongside it.

An investigation into the Tchenguizes was never going to be a
quiet affair. They had amassed multibillion-pound fortunes through a
string of business deals spanning property, hotels, supermarkets and
pubs. Their love of fast living and lavish parties, whether in their
Chelsea mansions or cruising along the Coéte d’Azur, made them
tabloid supernovas.

Their stars had dimmed by the end of 2008. They were left with
losses running into hundreds of millions of pounds as stock markets
around the world went into free fall. But it was their relationship
with Kaupthing , an Icelandic bank at the centre of that country’s
financial crisis, that soon attracted regulators. Robert, 52, had sat on
the board of Kaupthing’s largest shareholder, Icelandic financial
services group Exista, and the brothers had borrowed hundreds of
millions of pounds from the bank shortly before it collapsed in October
2008.

Kaupthing’s demise, which helped push Iceland to the brink of
bankruptcy, drained millions from UK retail depositors. The SFO,
working with authorities in Reykjavik, launched an investigation in
2009. This was just the kind of flagship case that Richard Alderman,
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then the agency’s media-savvy director, believed it was important to
pursue to show the agency would crack down on potential wrongdoers,
no matter how wealthy or well connected.

The probe, centred on the processes that allowed large loans to be
made by Kaupthing in the run-up to its failure, resulted in the brothers
grabbing headlines for all the wrong reasons.

2.2. Distortions in Baffling Financial Statements.
2.2.1. Make an English précis of the article.
2.2.2. Make a Ukrainian précis of the article.

This has been a bad year for banks. With sovereign debt no longer
trusted and widespread fears of a new recession in Europe, share prices
of banks have fallen sharply.

But in some cases, the financial statements look ever so much
rosier. JPMorgan Chase reported net income of $15.3 billion during
the first three quarters of this year, 22 percent higher than in the period
a year earlier and a record for the first nine months of any year.

There are explanations for that — and JPMorgan Chase deserves
praise for calling attention to reasons to think the numbers are
misleading. But at base the problem is a simple one: Accounting for
financial institutions is a mess. And it is getting worse.

Under the rules, banks have a choice of three ways to report the
value of identical securities. Even if two banks are using the same
valuation method for the same security, they can come up with
different values, and it is very difficult for an investor to get any feel
at all for just how optimistic, or pessimistic, a bank’s estimates might
be.

This year’s strange financial reports are being caused, in large
part, by an accounting rule that has the counterintuitive result of
increasing reported profits — and revenues — just because people are
losing faith in the ability of the bank to meet its obligations. I’ll get
into the details later.
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The banks hate that rule now, but a few years ago they pushed for
it. They did not foresee there would be a day when banks’ own
creditworthiness would be called into question.

Sometimes the worst thing that can happen is that you get what
you ask for.

And it is not just the earnings numbers that can be misleading.
Bank leverage can be obscured by allowing totally unrelated positions
to offset each other, so that rather than showing the bank has placed
two bets, the financial statements seem to indicate there is no bet at all.

Revenue figures can also be all but meaningless. Did a bank’s
revenues soar? If so, that could mean what it would mean in a normal
company — that it is doing more business, and possibly gaining market
share on its rivals. But it could mean nothing of the kind. It could
reflect the good news that the bank is making money from trading, or
the bad news that investors are growing worried that the bank may
collapse.

Baffling financial statements can have negative effects well
beyond confusing investors. Regulators can also be perplexed. A few
months ago the European bank stress tests concluded that Dexia, a
French-Belgian bank, was among the best capitalized in Europe. A few
weeks later, it essentially failed.

Perhaps the most perverse effect seen this year, however, came at
Goldman Sachs, which has not had good numbers to report. In the
name of preventing unreasonable swings in earnings figures, it has
essentially placed bets that its rivals’ credit standing will not
deteriorate. The result would be to make Goldman more vulnerable if
there were another financial crisis because it would have to pay out
substantial sums if other firms collapsed.

2.3. Panel Clears Accounting Firms in Olympus Fraud.
2.3.1. Give a written translation of Paragraph I.

An unofficial panel of experts cleared the global accounting
groups KPMG and Ernst & Young of any responsibility for a $1.7
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billion accounting fraud at the Olympus Corporation on Tuesday,
though the role of the firms remained under official review.

The scandal, one of corporate Japan’s worst, had raised questions
over the role of the two audit firms, which signed off on company
accounts before the 13-year fraud finally surfaced in October.

But the panel of lawyers set up by Olympus to look at the role of
auditors said in a report on Tuesday that internal auditors were to
blame, saying five of them, former and current, were responsible for
8.4 billion yen ($109 million) in damages.

The panel effectively found the fraud, identified by a separate
investigation as having being hatched by two former top executives in
the 1990s to conceal losses, had been too well covered up for the
external audit firms to have uncovered it.

“The masterminds of this case were hiding the illegal acts by
artfully manipulating experts’ opinions,” the report said.

Neither KPMG’s Japanese unit, KPMG AZSA, which was the
firm’s external auditor until 2009, nor Olympus’ current auditor, Ernst
& Young ShinNihon, was found to have violated its legal duties, the
panel said.

Ernst & Young and KPMG, however, still face possible sanctions
by the country’s accounting industry body and financial regulator,
which have undertaken investigations into the matter.

Olympus is expected to bring a damages lawsuit against the five
as early as Tuesday, the Nikkei business daily reported.

The company is already suing its president and 18 other
executives, past and present, for up to 3.6 billion yen in compensation
for the accounting scam, which has halved Olympus’ share price and
put it under pressure to raise capital.

New lawsuits against internal auditors would only add to what is
already an extraordinary chapter in Japanese corporate governance,
with Olympus being mostly run and internally audited by people it is
suing for mismanagement or a failure of duty.
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Olympus said last week that all board members subject to the
lawsuit would quit at an emergency shareholders meeting to be held in
March or April.

A decision, however, to clear the auditing firms could bolster
Olympus’ chances of staying listed on the Tokyo Stock Exchange, a
critical prerequisite for its campaign to remain an independent
company with access to equity capital.

Suing Ernst & Young ShinNihon would most likely leave it
without an auditor and make it hard to meet bourse requirements.

But Japan’s Financial Services Agency is still looking into the
auditors’ roles. The exchange has yet to conclude whether Olympus
should remain listed.

Olympus has admitted that it used improper accounting tricks to
conceal immense investment losses under a scheme that began in the
1990s, when Japanese stock markets had fallen heavily and the yen
strengthened markedly.

The scandal came to light after Olympus fired its British chief
executive, Michael Woodford, in October, prompting him to publicly
blow the whistle on the firm’s dubious bookkeeping.

C. AFTER YOU READ

c) What is the author trying to say?

d) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

e) Make it negative:

1. Under the rules, banks have a choice of three ways to report the
value of identical securities.

2. Baffling financial statements can have negative effects well beyond
confusing investors.

f) Paraphrase the following:
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The result would be to make Goldman more vulnerable if there were

another financial crisis because it would have to pay out substantial

sums if other firms collapsed.

g) Relate the action to the past/present/future:

But the panel of lawyers set up by Olympus to look at the role of

auditors said in a report on Tuesday that internal auditors were to

blame, saying five of them, former and current, were responsible for

8.4 billion yen ($109 million) in damages.

h) Turn direct speech into indirect:

1. “The masterminds of this case were hiding the illegal acts by
artfully manipulating experts’ opinions,” the report said.

2. Begrudgingly, Lord Justice Thomas approved the extension into
May, tossing in this rebuke: “There is only one explanation for this:
sheer incompetence.”

E. VOCABULARY ARRANGEMENT
Arrange a semantic field of the words relating to the topic.
. Add words you probably already understand to connect
relationships between what is known and the unknown.
c. Supply the English equivalent to the Ukrainian from the list given
below:

“In a post-M&A dispute, valuation analysis is not a traditional
USPAP (Uniform Standards of Professional Appraisal Practice)
oyinka but more akin to a oyinkxa 36umxis. The CPA will need to have
cneyianwni 3nanns 1o understand how to recalculate the xynisenvna
yina, but it is much simpler than what is done under SSVS1 (Statement
on Standards for Valuation Services no. 1),” says Kennedy. The
valuation aspects are very straightforward and almost fundamental,
except for the issue of whether the buyer is ynosnosasrcenuii a multiple
of the misstatement.

“CPAs typically misunderstand that much of what we do is
damage analysis and not pure valuation,” explains Litvak. “In order to
do the damage analysis in a post-M&A cynepeuka, you have to have a

oo
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valuation background. But on the valuation issues, you do not
necessarily have to nepeoyinrwsamu the company—you have to value
the alleged misstatement and determine if the damages are
cnissionowenns yinu ma sixkocmi Or to be calculated at the multiple. So
you’re doing your damage analysis based on the misstatement. This is
a common mistake, and performing a nosuy valuation instead of a
damage analysis does not provide the best insight and information for
the trier of fact. The way to prove the comiskosi damages is to value
the misstatements, using both accounting and valuation analysis.
benefit-of-the-bargain

damage analysis

dispute

dollar for dollar

entitled to

expertise

full-scale

purchase price

9. revalue

10. valuation

d) Suggest the correct translation:

Sole owners with CPA staff who opt to turn to a trusted (A)
employee or employees to take over the practice will be driven by
several factors. The first issue will be familiarity with the clients and
the staff. In many cases trusted employees have already serviced the
clients, and there is some familiarity and, hopefully, confidence as
well. Furthermore, they are accustomed to the priorities (B) and
preferences (C) of the firm owner so that the possibility of service
change and disruption is minimized. The surprise factor is much more
contained, and the concern about unknowns is dramatically reduced.
In the event of a temporary or permanent disability or leave for
personal/family reasons, a turnover (D) to an appropriate (E) staff
professional can be a practical and expedient (F) choice.

In a small multipartner (G) firm, when a partner can no longer
continue due to death or permanent disability, the option of turning to

NG~ wWNE
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a trusted employee cuts both ways. The concern about lack of previous
experience is mitigated by the continuing involvement of the other
owners. The continuing owners may not want the stress of training and
monitoring the new potential owner so there may be push-back (H)
from the other owners on any type of internal program. As a result,
turning to another firm may be the solution (I) if the original firm’s
continuing owners don’t have the capacity (J) and/or interest in dealing
with the trusted employee in this manner.

F. INFORMATION FILE:
Share new information with your fellow students.

G. ADVANCE ORGANIZERS:

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS:

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring, as
well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

. QUIZ #2

a. Define the following sentences “True” or “False”:

Their stars had dimmed by the end of 2009.

Exista financial services group is based in Ireland.

The pursuit was conducted to show the agency would bulldoze

potential wrongdoers.

4. With sovereign debt no longer trusted and widespread fears of a
new recession in Europe, share prices of banks have plummeted
sharply.

wrh e
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It was JPMorgan Chase deserves who called attention to reasons
to think the numbers are misleading.

They did not predict there would be a day when banks’ own
creditworthiness would be called into question.

Baffling financial statements can have negative effects well
beyond confusing creditors.

Goldman Sachs’ financial statements show that the bank has not
performed well.

The accounting scam caused Olympus’ share price drop
significantly.

10. The scandal emerged after Olympus fired its British CEO.

b. Give the opposite:

widespread, report, foresee, soar, to fail, to deteriorate, vulnerable,
unreasonable, former, immense.

c. Decode the following terms:

sovereign, praise, ability, to offset, to gain, baffling, swing, substantial,
panel, to conceal.

d. Translate the following into English:

1.

2.

OcHoBHuMH (hopmamu (piHAHCOBOT 3BITHOCTI € OaJlaHC 1 3BIT MPO
(hiHaHCOBI pe3yIbTaTH.

30ip HEOOXIAHMX JaHUX JUIS iX OI[IHIOBAHHS TMPOBAIUTHCS 3
BUKOPHUCTAHHSM TaKHX ayIUTOPCHKUX MPOLEAYp, 5K MepeBipka,
CIIOCTEPE)KCHHS, IHCIIEKTYBaHHS, 3alUTH 1 MIATBEPKEHHS, a
TaKOXX aHAJITHYHI IPOTEAYPH.

BcranoBneHHs 10CTOBIpHOCTI (PIHAHCOBOT 3BITHOCT1 IPYHTY€ETHCS
Ha IMATBEPDKCHHI TOTEPEIHbO 3JIHCHEHOI OINHKKA PO
JOCTOBIPHICTH Bi10OpaKeHHS y  CHCTeMl  paxyHKIiB
OyXraiatrepchbKoro oOuiKy Ta 3BITHOCTI iH(opmarlii mpo aKTUBH,
3000B’s13aHHS, BJIACHUH KaIliTan, a TakoX IPO JOXOJH, BUTPATH
1 piHAHCOBI pe3yAbTATH TOCHOAAPIOIOYOI0 CYO €KTA.

Pesynpratn aynuty (iHAHCOBOI 3BITHOCTI MOXYTh OyTH
odopMIIeHI Y BUTJISA1 3aTalIbHOTO ayJUTOPCHKOTO BUCHOBKY PO
JOCTOBIPHICTh (pIHAHCOBOI 3BITHOCTI (Y MeXax 3aralbHOTO

ayJuTy).
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AynuTop BiAmoBigae 3a CKIaAaHHS (IHAHCOBOI 3BITHOCTI Ta
BHCJIOBJIIOE CBOIO JYMKYy TIpO Hei, BIANMOBiNANBHICTH 3a
MIATOTOBKY 1 HajaHHS ()iHAHCOBOI 3BITHOCTI HECE KEPIBHUIITBO
MiAIPUEMCTBA-KITIEHTA.

Aymutr  (inaHCOBOi 3BITHOCTI HE 3BUIBHSE KEpPIBHHIITBO
MIAMPUEMCTBA  BiJ  BIINOBIAANBHOCTI 32  HEJAOCTOBIpHE
B110Opa)XKeHHs TaHUX Y HIM.

bananc — 103BoJisie OTpUMAaTH HAOUHY 1 HEYNIEPEKEHY YABY PO
MaiiHOBe 1 ()IHAHCOBE CTAHOBMIIE MIANPUEMCTBA B T'POLIOBIH
OIlIHI[I HA BU3HAYEHY JIaTy.

3BIT mpo (iHAHCOBI pe3yiabTaTH - Hadae 1HGOpPMAII0 PO
aKTUBHICTh Ta PE3ylbTaT-TUBHICTh JISUTBHOCTI MIANPUEMCTBA 32
MEeBHUN MPOMDKOK 4Yacy Ta € OCHOBOK, Ha TMiACTaBi SKOT
OyIyIOTHCS MPOTHO3M MallOYTHROT AISUTBHOCTI M1ATIPHEMCTB.

3BIT PO PyX TPOIIOBUX KOIITIB - HAJAE MOXKJIHMBICTH OI[IHUTH
3aTHICTD MMAMPUEMCTBA T€HEPYBATH MailOyTHI TPOIIOBI TOTOKH,
POOHUTH BUCHOBKH III0JI0 CITPOMOYHOCTI MiITPUEMCTBA TOTaIaTH
CBO1 3000B’s13aHHSI.

[TinTBEepHKEHHS AOCTOBIPHOCTI (DiIHAHCOBOT 3BITHOCT1 ayIUTOPOM
Mae HaJ3BUYaiiHE 3HA4YeHHS [UId NPUUHATTS OyAb-SKUMHU
KOPUCTYBauaMH OOIPYHTOBaHMX €(QEKTUBHUX YIPaBIIHCHKUX
pileHb, sKi TOBWHHI NpUHAMATHCA Ha MiACTaBl JOCTOBIPHO
HaJIaHO1 00JIIKOBO-aHATITHYHOT iH(OopMaIii.

e. Check the terms in the dictionaries. Learn and use in your

discussion.

accounting fraud equity capital net income

accounting scam external audit reported profits

bourse financial regulator | to report good

creditworthiness identical securities | numbers

dubious bookkeeping internal auditor to sign off on
accounts
valuation

f. Revise/learn and use in your discussion.
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ability
about
access
act

add
admit
affair
after
against
agency
all
allege
allow
along
alongside
already
also
amass
among
another
any
approve
artfully
article
ask
attention
attract
audit
authorities
bad
baffling
bank
banking
bankruptcy

figure
file
finally
finance
fired
firm
first
flagship
flamboyant
flourish
foresee
former
fortune
fraud
fraud-busting
free
frothy
gain

get

give
global
good
governance
grab
group
grow
halve
happen
hard
hatch
hate
have
headline
hear

perverse
pessimistic
place

plead
position
possible
possibly
potential
pound
practice
praise
prepare
prerequisite
present
president
pressure
prevent
price

probe
problem
process
profit
prompt
pronouncement
property
publicly
pub

pursue
push

put

quarter
question
quiet

quit
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barrister
base
believe
best

bet
beyond
billion
blame
bloat
blow
board
body
bolster
bookkeeping
borrow
both
bourse
bring
brink
business
call
calling
campaign
can
capital
capitalize
case
begrudgingly
cause
centre
centred
challenge
chance
chief

heavily
held

hide
high-profile
high

hotel

hour

how
however
hundred
identical
identify
illegal
immense
important
improper
incompetence
increase
independent
indicate
industry
institution
internal
internally
into
investigation
investigator
investment
investor
involve
judge

just

justice
keep

raise
raised
rather
reason
rebuke
recession
record
reflect
regulator
relationship
remain
remained
report
requirements
responsibility
responsible
result
retail
review
rigour
rival

role

rosy

rot

rule

run

run-up
running
same
sanction
saying
scam
scandal
scheme
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choice
clear
cleared
collapse
collapsed
come
company
compensation
conceal
concern
conclude
concluded
confusing
connected
corporate
corporation
could
counterintuitive
country
court
covered
crack
Crisis
critical
cruising
crystallise
current
daily
damage
day

deal

debt
decade
decision

Kind

large

last

late

launch
lavish
lawsuit
lawyer
leading
leave

legal

level

light

likely

list

listed
living

loan

long

look

lose

losses
make
making
manipulate
mansion
markedly
market
mastermind
matter
may

mean
meaningless
media-savvy

security
seem
senior
separate
serious
services
set

share
shareholder
sharply
sheer
shortly
should
show

side

sign
simple
soar

some
sometimes
soon
sophisticated
sovereign
spanning
stand

star

start
statement
staying
still

stock
story
strange
strengthen
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demise
depositor
deserve
detail
deteriorate
different
difficult
director
disappear
distortion
document
down
drained
dubious
during
duty

each

early
earnings
easy-money
effect
effectively
effort
embarrassment
emergency
end
enforce
enough
entrepreneur
equity
essentially
estimate
ever
exchange

meet
meeting
member
mess
method
might
million
misleading
mismanagement
misread
mistake
modern
money
month
mostly
much
multibillion-pound
name
negative
neither
net

never
new

nNews

nine
normal
nothing
now
number
obligation
obscure
office
official
offset

stress
string
subject
substantial
sum
supermarket
supernova
surface
suspicion
swing
symbol
system
tabloid
test

thing
think

toss
totally
trading
trick

trust
two-and-a-half
uncovered
undertake
unit
unofficial
unravel
unreasonable
unrelated
until

used
valuation
value
violate
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excuse only vulnerable
executive opinion wake
expected optimistic way
expert overlook wealthy
explain own week
explanation pace well
extension pair whistle
external panel wide
extraordinary part widespread
face party without
failure past working
faith pay world

fall people worry

fast percent wrong

fear perhaps wrongdoer
feel period year

few perplexed

J. FAMOUS ECONOMIST

Follow his example:

MILTON FRIEDMAN (1912-2006)

The two main themes in the work of Friedman are that money
matters and that freedom matters. Money matters because only
changes in the money supply can affect economic activity. Money also
matters because inflation results from too much money in the
economy. Freedom matters because economies run better when
governments do not attempt to control prices, exchange rates or entry
into professions. And freedom is also important as an end in itself.
Friedman was born in Brooklyn, New York, in 1912 to poor
immigrants from the Austro-Hungarian Empire. Shortly after he was
born, his parents moved to Rahway, New Jersey, which is where
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Friedman grew up. At Rahway High School, Friedman developed a
love for mathematics and planned to be an insurance actuary. But while
attending Rutgers College (then a small private school, now a large
State University in New Jersey), he developed an interest in
economics, and decided to major in both economics and mathematics.

After receiving his bachelor’s degree in 1933, Friedman went to
the University of Chicago to pursue graduate work in economics.
However, a generous fellowship led him to transfer to Columbia
University the following year. When Friedman completed all his
course work at Columbia, he returned to the University of Chicago,
where he worked as a research assistant to Henry Schultz. He then
went to work in Washington, first providing consumption statistics as
part of Roosevelt’s New Deal administration and then working for the
National Bureau of Economic Research. At the National Bureau,
Friedman teamed up with Simon Kuznets to study the market for

independent professionals such as lawyers, doctors, and
accountants. This study eventually became his PhD dissertation from
Columbia, and then a book (Friedman 1946). One finding of this work
—that physicians earn high salaries because the medical profession was
able to impose high entry barriers and reduce the supply of doctors —
was regarded as highly controversial and delayed publication of
Friedman’s book for many years.

After teaching briefly at the University of Wisconsin and then
University of Minnesota, Friedman returned to the University of
Chicago in 1946, where, with George Stigler, he developed the
Chicago School of Economics (Reder 1980). Regular Newsweek
columns from 1966 to 1984 (some of which are collected in Friedman
1975), a best-selling economics book (Friedman 1962a), and a ten-part
TV series (Friedman 1980), helped make ‘‘Milton Friedman’’a
household name.

In 1967 Friedman became President of the American Economic
Association, and in 1976 he received the Nobel Prize for Economics.
The award committee singled out three aspects of Friedman’s work for
special mention — his study of the consumption function, his arguments
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about the problems with employing stabilization policy, and his
contributions to monetary theory and history. Friedman retired from
Chicago in 1977 to become a senior scholar at the Hoover Institute in
California. Among economists, Friedman is best known for his crusade
against the Keynesian revolution. This involved arguing against the
use of stabilization policies to control either inflation or
unemployment. For a number of reasons, Friedman held that fiscal
policy would not work and active monetary policy would worsen the
business cycle and lead to greater inflation. Friedman’s work on the
consumption function, the role of money in the economy, and the
natural rate of unemployment, all had the effect of countering the
interventionist vision of Keynes and his followers. It also supported
his own vision of an economy that functions best without outside
interference by economic policy-makers.

UNIT THREE.

INCOME STATEMENT

A. BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “INCOME” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.


http://www.studygs.net/mapping
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4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What is income statement?

b) What are the functions of the income statement?

c) What data does the income statement consolidate?

7. CHARACTERISTICS:

a) What sections does the income statement comprise?

b) Does the income statement for sole proprietorship include the
same revenues and expenses as the one for corporation?

c) What is the scope of an accountant’s activities?

8. EXPERIENCE:

a) What experience have | had with income statement?

b) What can | imagine about the corporation’s purpose of using the
income statement?

¢) What is the income statement’s significance for any new business?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

3.1. Erste: income statement

Just when it seemed that the perilous waters of central and east
European banking were becoming a little safer,along comes a
hurricane from Austria’s Erste Bank in the form of a €939m write-

down on Romania and Hungary and the forecast of a €800m loss for
2011.


http://blogs.ft.com/beyond-brics/2011/10/07/investing-in-central-and-eastern-europe/
http://blogs.ft.com/beyond-brics/2011/10/07/investing-in-central-and-eastern-europe/
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The annnouncement initially wiped 18 per cent off Erste’s shares,
though they later recovered to trade ‘just’ 12 per cent down. The bank
won’t pay a dividend for the year and won’t be repaying an Austrian
government capital injection any time soon. Sobering news for the
whole sector.

Putting the best possible gloss on its shocking statement, Erste, the
second largest bank in CEE, opened with the words, “Erste Group
takes extraordinary charges with limited impact on core capital;
substantially reduces euro zone peripheral exposure.”

But nothing can disguise the seriousness of the measures the bank
is taking, even if some steps are less drastic than others.

The bank said:

Erste Group has cut its sovereign exposure to Greece, Portugal,
Spain, Ireland and Italy from EUR 1.9 billion at year-end 2010 to EUR
0.6 billion at 30 September 2011. 95% of this exposure is marked to
market as at 30 September 2011. At the same time the combined
sovereign exposure to Greece and Portugal declined to about EUR 10
million. In addition, Erste Group changes the presentation of its CDS
portfolio (protection sold) from amortised cost to market values,
leading to a one-off cumulative charge against shareholders’ equity of
EUR 280 million for the years prior to 2011. The impact on the 1-9
2011 income statement (profit and loss account) amounts to about EUR
180 million (post-tax).

Erste Group will write down its entire Hungary-related goodwill
in the amount of EUR 312 million pre-tax (EUR 312 million post-tax).
Furthermore, Erste Group will take charges for additional risk
provisions totalling EUR 450 million pre-tax (EUR 450 million post-
tax). This is due to unprecedented government intervention in the
Hungarian banking market, an increase in the target NPL coverage
ratio and a deterioration in asset quality.

Erste Group will partially write down its Romania-related
goodwill by EUR 700 million pre-tax (EUR 627 million post-tax) to
reflect the slower than expected economic recovery. This measure does
not impact regulatory capital or tangible equity. Following a


http://www.erstegroup.com/en/Investors/News/Investor-News/CID~0901481b80064e1f/main0render/CP
http://www.erstegroup.com/en/Investors/News/Investor-News/CID~0901481b80064e1f/main0render/CP
http://www.erstegroup.com/en/Investors/News/Investor-News/CID~0901481b80064e1f/main0render/CP
http://www.erstegroup.com/en/Investors/News/Investor-News/CID~0901481b80064e1f/main0render/CP
http://blogs.ft.com/beyond-brics/2011/10/05/hungary-the-cost-of-viktor-orban/
http://blogs.ft.com/beyond-brics/2011/10/05/hungary-the-cost-of-viktor-orban/
http://blogs.ft.com/beyond-brics/2011/09/15/romania-erste-in-e435m-consolidation/
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successful buyout of the SIF [privatisation fund] minority
shareholders — as announced on 14 September 2011 — the remaining
goodwill will be supported by a substantially larger share of BCR’s
cash flow.

There follows a mere €lom write-down on accounting changes.
Then more of the really gloomy stuff:

Based on the above, Erste Group is set to report a net loss of about
EUR 920-970 million in 1-9 2011. Adjusted for extraordinary charges
(excluding the banking taxes in Austria and Hungary) Erste Group
expects to post a net profit of about EUR 700 million in 1-9 2011. Due
to the continued strong underlying operating profitability, Erste
Group’s core tier 1 ratio (total risk) at year-end 2010 of 9.2% is
expected to be unchanged at year-end 2011.

In response to the significantly deteriorated outlook for the euro
zone economies and as a precautionary measure Erste Group will
postpone the early repayment of the state portion of the participation
capital (EUR 1.2 billion) by at least one year. The management board
of Erste Group will propose to the AGM not to pay a dividend for FY
2011 but to continue servicing participation capital.

Perhaps making a virtue out of a necessity, Erste says it has
“decided to address the issues of the day head on”. Well, yes. What
else should a bank board do?

3.2. Environmental impact: Green account stuck in the red.
3.2.1. Make an English précis of the article.
3.2.2. Make a Ukrainian précis of the article.

It is one thing to create a small enterprise whose specific mission
is to conserve natural resources. But for large companies, trying to
embed environmental sustainability into their existing operations
meets with different hurdles — particularly if they are in the business
of marketing cheap goods or meeting growing demand for energy.

Most leading companies have adopted sustainability strategies,
yet they still have to balance these strategies with the commercial


http://blogs.ft.com/beyond-brics/2011/09/15/romania-erste-in-e435m-consolidation/
http://blogs.ft.com/beyond-brics/2011/09/15/romania-erste-in-e435m-consolidation/
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pressures to increase output and sales which, in turn, intensifies their
impact on the planet.

Another part of the problem that companies face is that a financial
value for many of the natural resources on which their operations
depend has, so far, not been established.

Take water conservation. While water prices are rising in many
places, some argue that its true value needs to be set in order to create
genuine incentives for business to conserve water.

Some companies are starting to take internal steps to measure the
real value of what they use. PepsiCo’s ReCon water conservation tool
allows sophisticated measurements of the real cost of water in its
operations.

The tool tracks the water brought into a facility and shows where
it was used and how processes such as heating it or disposing of it
affect its cost, helping the company establish a stronger business case
for investments in water conservation.

Some companies are attempting to measure their entire
environmental footprint.

Puma Group, the sports lifestyle company that is part of PPR, a
French multinational holding company, now issues an environmental
profit and loss account.

In 2010, this showed a €145m ($182.9m) environmental impact,
of which the lion’s share — €83m — was accounted for by the raw
materials needed for its products, such as leather, cotton and rubber.

Companies in this year’s BITC CR Index and awards are also
working to link the value of natural resources more closely with the
success of their businesses.


http://markets.ft.com/tearsheets/performance.asp?s=us:PEP
http://markets.ft.com/tearsheets/performance.asp?s=fr:PP
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Moreover, the awards highlight companies that are driving
environmental sustainability, not just internally but across their sector,
while also encouraging customers, clients or suppliers to embrace
environmental best practices.

For Anglian Water, which supplies customers in the east of
England, this means not only looking inside the company but also to
its customers. The company — which has experienced water stress at
close hand in its East Anglian base — is addressing these challenges
though a programme it calls “Love Every Drop”, with several
initiatives that help consumers reduce their environmental impact.

For example, to reduce sewer and drain blockages, which are
responsible for a range of negative environmental effects, the company
launched a “Keep it Clear” social marketing campaign informing
customers on how to avoid them.

In Peterborough, this has led to the number of blockages falling
by some 80 per cent.

3.3. Companies try to reduce humanity’s footprint.
3.3.1. Give a written translation of Paragraph I.

The Worldwatch Institute, an environmental group, argues in a
recent report that, with the rate at which natural resources are
consumed more than doubling in the past 50 years and up to 2bn more
aspiring consumers, humanity is “outstripping its resource base at an
unprecedented global scale”.

It is a message many companies are taking seriously. The question
is whether their environmental strategies are sufficiently ambitious. Be
it water stewardship or carbon reduction, it is hard these days to find a
leading brand that does not proclaim a range of environmental goals.
With the concept of sustainable business well established, many
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companies claim to be working to minimise their impact on the planet
while developing more sustainable products and services.

Increasingly, such efforts are seen less as part of building a
reputation as a responsible business and more as part of risk
management strategies and the development of more robust supply
chains. This is borne out by a 2011 McKinsey survey in which the
share of executives citing operational efficiency and lowering costs as
their company’s top reasons for addressing sustainability had risen 14
percentage points since 2010 to 33 per cent — overtaking corporate
reputation, which was chosen by 32 per cent of respondents.

Sustainable business spending is set to increase rapidly.
According to Verdantix, an analyst firm that advises companies on
environmental and energy strategies, this growth will be 20 times
faster in the UK in 2012 than the country’s gross domestic product
growth, with the lion’s share of the spending going on strategic energy
management.

Some companies are even putting hard numbers on their
environmental footprint. Last year, Puma, the sportswear business
owned by French luxury group PPR, became one of the first
multinationals to publish estimates of the real cost of its carbon dioxide
emissions. Its “environmental profit-and-loss” account statement
measures and prices its use of ecosystem services and its ecological
footprint.

Sustainability can also be a catalyst for product improvements.
When SC Johnson, the US cleaning products manufacturer,
reformulated its Windex using its Greenlist — a rating system that
evaluates the health and environmental impact of its ingredients — it


http://markets.ft.com/tearsheets/performance.asp?s=fr:PP
http://www.ft.com/cms/s/0/c2bacb12-7fde-11e0-b018-00144feabdc0.html
http://www.ft.com/cms/s/0/c2bacb12-7fde-11e0-b018-00144feabdc0.html
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removed from it a large number of volatile organic compounds. At the
same time, it increased the product’s cleaning power by 30 per cent.

Private equity firms are waking up to the potential of finding these
kinds of efficiencies in the operations of the companies that they
acquire. When PwC polled senior corporate executives, 72 per cent of
the private equity community respondents said sustainability was a
priority or important to their firms — and 68 per cent of the respondents
from corporate organisations agreed.

Investors are also increasingly interested in the environmental
performance of the companies they put money into. On behalf of
institutional investors managing combined assets of more than $78tn,
the Carbon Disclosure Project receives reports on the greenhouse gas
emissions and climate change strategies of thousands of organisations
and has launched a similar project to understand the risks posed to
companies by global water stress and the opportunities presented by
water stewardship.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
article?

d) What do | know?

e) What did | learn?

D. LANGUAGE FOCUS

a) Make it negative:

1. Most leading companies have adopted sustainability strategies, yet
they still have to balance these strategies with the commercial
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pressures to increase output and sales which, in turn, intensifies
their impact on the planet.

2. Sustainability can also be a catalyst for product improvements.

b) Paraphrase the following:

1. Increasingly, such efforts are seen less as part of building a
reputation as a responsible business and more as part of risk
management strategies and the development of more robust supply
chains.

2. Private equity firms are waking up to the potential of finding these
kinds of efficiencies in the operations of the companies that they
acquire.

c) Relate the action to the past/present/future:

1. Sustainable business spending is set to increase rapidly.

2. Some companies are starting to take internal steps to measure the

real value of what they use.

d) Turn direct into indirect:

The bank said: Erste Group has cut its sovereign exposure to Greece,

Portugal, Spain, Ireland and Italy from EUR 1.9 billion at year-end
2010 to EUR 0.6 billion at 30 September 2011. 95% of this exposure
is marked to market as at 30 September 2011. At the same time the
combined sovereign exposure to Greece and Portugal declined to
about EUR 10 million.

E.VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

Ipaxmuxyroui 6yxeanmepu Who opt to turn to another firm to take
over their practice, whether temporarily or permanently, will typically
do so because there is more talent of the type required in the
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competitor’s firm than in their own practice. In this circumstance, a
greater sense of ¢inancosoi 6esnexu is achieved by turning to the
KOHKYpenma.

When evaluating a competitor for a practice continuation yzooa, it
is important to conduct ananiz ¢hinancoso-cocnodapcekoi disitbrocmi.
Focus on technical and professional cymicuicms; posyinku and
philosophies; capacity to handle the required work and supervise
personnel; areas of expertise and competency; employee turnover;
obopom knienmie; financial commitment; partner demographics; and
overall reputation. Conditions may change between the time the
practice continuation agreement is executed and the time it is actually
put into effect.

Measuring the key areas noted above might be very difficult for
the family or agents (anyone representing the former owner) of the
practitioner requiring sacanvny cymy pusuxy, nokpumy 002080pPOM
cmpaxysanns —especially when they are emotionally invested in the
conditions that merited the nocrunanns. Frequently, the agreement
will provide for an annual or semiannual confirmation of the
conditions and commitment so there is less risk when the agreement
needs to be activated.
agreement
billing rates
client turnover
compatibility
competitor
coverage
due diligence
financial security
9. practitioners
10. takeover
e. Suggest the correct translation:

Keeping the clients happy is the key to a successful practice.
Clients will need to deal with the absence of their trusted adviser (A)
in their own way. The fact that their trusted adviser selected a

ONoak~wWNE
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particular professional or professional organization to take over should
carry significant clout (B). The clients will, however, need to see for
themselves whether the fit (C) is right. The fit will be determined (D)
by many factors. Communication and organization of any transition
are crucial barometers.

Develop a business plan for both a temporary and a permanent
takeover in tandem with drafting (E) the agreement or before you draft
one. The plan will help all parties anticipate the kinks and properly
plan for the date of activation. As part of the plan, the notifications to
the clients and referral sources should be prearranged and agreed upon.
The worst time to craft (F) a notification and announcement is during
a crisis. The business plan should be reviewed at least annually (G) and
made a part of the periodic confirmation of the agreement noted above.
The practitioner must regularly share information so that, if a horrific
event triggers a PCA (H), the party who needs to step in has as much
information as possible, since it is likely the original owner of that firm
is not available for guidance.

Other items in the business plan should include, but not be limited
to: how the billings (1), collections (J), work processing and
governance issues will be addressed; how staff will be notified, paid
and retained; how bills will be covered; and how day-to-day operations
will be handled.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS
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a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

L.QUIZ #3

a. Define the following sentences “True” or “False’’:

1. The annnouncement initially wiped 19 per cent off Erste’s shares.

2. The bank won’t pay a dividend for the next year.

3. Erste Group will full write down its goodwill in Hungary and
partially in Romania.

4. Erste Group is expected to put off the early repayment of the state
portion of the participation capital.

5. Sustainability strategies have been adopted by most leading
companies.

6. Leather, cotton and rubber proved to be prevalent raw materials
needed for Puma’s production.

7. In Petersburgh, this has led to the number of blockages falling by
some 80 per cent.

8. Nearly each leading brand proclaims a range of environmental
goals.

9. Sustainable business spending is set to increase slowly.

10. Sustainability could catalyse product improvements.

b. Give the opposite:

to intensify, true, to encourage, experienced, responsible, blockage,

to aspire, to minimize, to agree.

c. Decode the following terms:

to conserve, to embed, impact, sustainability, genuine, sophisticated,

tool, footprint, challenge, to proclaim.

d. Translate the following into English:

1. CyO'ektu Majoro MiANPUEMHULTBA CEPEIHIO  KUIBKICTb
MPALiBHUKIB HABOJATh Yy PIYHOMY 3BiTi, SIKy BHM3HA4YalOTh Yy
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MOPSAIKY,  YCTAaHOBJIEHOMY  CHEIiaJbHO  YHOBHOB)XCHUM
HEHTPAIILHUM OpPraHOM BHKOHABYOI B Y Tally3i CTATUCTUKH.
[IpencraBHUIITBA IHO3EMHUX CY0'€KTIB TOCHOIAPCHKOT AISITBHOCTI
MOKA3HHUKH TPO CEPEIHIO KUTBKICTh MPAIiBHUKIB HE TIOJAI0Th.
[Toka3zHuku okpemMoro OalaHCy BKIIOYAIOTHCS 10 PIHAHCOBOTO
3BiTY Ccy0'€KTa Majoro MmiAMpPUEMHHIITBA.

Cy0'ekTn Mamoro miAOPUEMHULITBA MOXYTh CHUCTEMaTH3yBaTU
1HpOpMallito, IKa MICTUTBCS Yy PUIHATHX 10 00JIIKY HEPBUHHUX
JOKYMEHTaxX, B pericrpax OyxranTepcbkoro oOmiky 0e3
3aCTOCYBaHHS MOJIBITHOTO 3aITUCY.

Y crarri "He3aBepieHi KariTaabH1 HBecTUIIi"
BIIOOpa)KaeThCA  BapTICTh HE3aBEPIICHWX HA JaTy OanaHcy
KaliTaJlbHUX IHBECTHIII B HEOOOPOTHI aKTHUBH.

Jlo minmcymKy OallaHCy BKJTFOYAETHCS 3aJIMITKOBA BapTICTh, sIKa
BU3HAYAETBCS  SK PI3HUILS MDK TEPBICHOIO (IEPEOIIHEHOTO)
BapTICTIO BKa3aHUX HEOOOPOTHUX aKTHUBIB 1 CYMOIO iX 3HOCY Ha
naTy GanaHcy.

Jlo mincymky ©OanmaHCy BKIIIOYAEThCS — CIpaBeiMBa  abo
3QJIMIIIKOBA BapTICTh, SKa JOPIBHIOE PI3HUIII MDK TEPBICHOIO
(TIepeoIiHeHO0) BapTICTIO 1 CYMOIO HAKOTIMYEHOT aMOPTH3AITIi.

VY crarri "T'oroBa mpoxaykiis" BimoOpakaeTbes coOIBapTiCTh
BUpOOIB Ha CKJani, oOpoOka SKHUX 3aBepllcHa.

VY crarti "/lebiTopchka 3a00proBaHiCTh 3a TOBapH, poOOTH,
nocayru"  BiIOOpakaeTbcsi  3a0OpProBaHICTh  IOKYMIB — abo
3aMOBHHMKIB 3a pealli3oBaHi iM MPOAYKIIiI0, TOBapH, POOOTH abo
MOCIIYTH.

Komrtu, siki He MOKHa BUKOPHUCTATH JUIsl ONeEpalliil IpOTAroM
OJIHOTO POKY, TOYMHAIOYM 3 JaTH OanaHcy, abo MpOTArom
OTepaliifHOr0 IUKIY BHACIIOK OOMEXEeHb, BITOOPaKatOThCs Yy
CKJIaJll IHIIMX HEOOOPOTHHUX aKTHBIB.

e. Check the terms in the dictionaries. Learn and use in your
discussion.

| asset quality | goodwill | risk management
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buyout

cds portfolio

core tier 1 ratio
environmental profit
and loss account
extraordinary
charges

financial value

output
participation capital
private equity firm
privatisation fund
profit and loss
account

real value

risk provisions
sovereign exposure
target npl coverage
ratio

to manage assets
total risk
write-down

f. Revise/learn and use i

n your discussion.

according
account
acquire
across
addition
additional
address
adjusted
adopt
advise
affect
against
agree
investor
allow
also
ambitious
amount
analyst
annnouncement
announce
argue
aspire

attempt

finding
firm

first

flow
following
footprint
forecast
form

from

fund
furthermore
gas
genuine
give

global
gloomy
gloss

goal

goods
goodwill
government
greenhouse
gross

group

presentation
presented
pressure
price

prior
priority
private
problem
process
proclaim
product
programme
project
propose
provisions
publish
put
quality
question
range
rapidly
rate

rating
ratio
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avoid
award
balance
bank
banking
base
behalf
billion
blockage
board
brand
building
business
buyout
call
campaign
capital
carbon
case
cash
catalyst
cent
central
chain
challenge
change
charge
cheap
cite
claim
cleaning
clear
client
climate

grow
growth
hand

hard

head

health
heating
help
helping
highlight
holding
how
humanity
hurdle
hurricane
impact
important
improvement
incentive
income
increase
increased
increasingly
index
inform
ingredient
initially
initiative
injection
inside
institute
institutional
intensify
interested

raw
real

really
reason
receive
recent
recover
recovery
red

reduce
reduction
reflect
reformulate
regulatory
remaining
remove
repay
repayment
report
reputation
resource
respondent
response
responsible
rise

rising

risk
robust
rubber
safe

sales
same

say

scale




89

close
closely
combined
come
commercial
community
company
compound
concept
conservation
conserve
consumed
consumer
continue
continued
core
corporate
cost

cotton
country
coverage
create
cumulative
customer
cut

day

decline
demand
depend
deteriorate
deterioration
developing
development
different

internal
internally
intervention
investment
investor
issue

kind

large

late

launch
leading
least
leather
lifestyle
limited
link

lion

little

look

loss

lower
luxury
make
making
management
managing
manufacturer
many
mark
market
marketing
material
means
measure

second
sector
seem
senior
seriously
seriousness
services
servicing
set

several
sewer
shocking
should
show
significantly
similar
since

slow

small
sobering
social
sophisticated
sovereign
specific
spending
sports
sportswear
starting
state
statement
steps
stewardship
still
strategic
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dioxide
disguise
dispose
disclosure
dividend
domestic
doubling
down
drain
drastic
driving
drop

due

early
ecological
economic
economy
ecosystem
effect
efficiency
effort

else
embed
embrace
emission
encourage
energy
enterprise
entire
environmental
equity
establish
established
estimate

measurement
meeting
mere
message
million
minimise
minority
mission
money
more
multinational
natural
necessity
need
negative

net

news
nothing
now
number
operating
operational
opportunity
order
organic
organisation
outlook
output
overtaking
own

part
partially
participation
particularly

strategy
stress
strong
stuff
substantially
success
successful
such
sufficiently
supplier
supply
support
survey
sustainability
sustainable
system
take
taking
tangible
target

they

thing
though
thousand
time

tool

top

total

track

trade

true

try

trying

turn
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euro past unchanged
evaluate pay underlying
even percentage understand
every performance unprecedented
example perilous use
executive peripheral used
existing place using
expected planet value
expect point virtue
experienced poll volatile
exposure portfolio waking
exposure portion water
extraordinary pose wipe

face possible word
facility post work
falling postpone write

far potential write-down
fast power year
financial practices year-end
find precautionary zone

J. FAMOUS ECONOMIST

Follow his example:
PAUL SAMUELSON (1915-2009)

Paul Samuelson is a paradoxical figure. More than anyone else he
bears responsibility for the mathematical bent of economics in the late
twentieth century. Yet Samuelson made a name for himself, and a great
deal of money, by writing an immensely successful introductory
economics textbook. Yet again, Samuelson has written on virtually
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every area within economics. For someone so mathematical, such
breadth is both remarkable and unique.

Samuelson was born in 1915 in Gary, Indiana; but his parents soon
moved to Chicago, so Samuelson was educated in the Chicago public
school system. He then enrolled at the University of Chicago.
Intending to major in mathematics, Samuelson took a course in
economics and immediately recognized how mathematics could
revolutionize economics.

As a result of winning a Social Science Research Council
Fellowship, Samuelson had his graduate education paid for; yet there
was a price to be paid. According to the fellowship rules, he could not
continue at the University of Chicago. Samuelson chose to attend
Harvard, which awarded him a PhD in 1941. His doctoral dissertation
is regarded by most economists as providing the mathematical
foundations for contemporary economics. Samuelson liked Harvard,
and he wanted the school to offer him a full-time teaching position.
But Harvard decided not to keep him on. Determined to stay in
Cambridge, Samuelson accepted a position at the Massachusetts
Institute of Technology (MIT). He remained at MIT for his entire
professional career, becoming a full professor at the age of 32. In 1947
Samuelson received the first John Bates Clark Medal from the
American Economic Association, awarded annually to the most
promising economist under the age of 40. During 1951 he served as
President of the Econometric Society, and during 1961 he served as
President of the American Economic Association. In 1970 Samuelson
was awarded the Nobel Prize for Economics. In all his professional
work, Samuelson sought to provide mathematical underpinning for
economic ideas, believing that economic theory without formalization
was unsystematic and unclear. Unlike Marshall, who felt that
converting prose into mathematical equations was a waste of time,
Samuelson held the reverse to be true — converting mathematical
equations into prose was wasteful. Mathematical formalism for
Samuelson clarified the nature of models and arguments, and
established the validity of economic theories. Through the influence of
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Samuelson (1947b, 1987), economic instruction at the graduate level
has increasingly come to employ the tools and techniques of linear
algebra plus differential and integral calculus, and communication
among economists has become increasingly mathematical.

Yet Samuelson has not supported rigor for the sake of rigor, or
formalism for the sake of formalism. Rather, he has looked at
mathematics as a tool. Mathematics illuminates arguments and proves
economic theorems that can be empirically tested. Concern with the
relevance and testability of economic theories underlay the
methodological dispute between Samuelson and Milton Friedman in
the post-war years. Friedman (1953) had argued that the truth of
economic assumptions was unimportant; the only thing that mattered
was whether the predictions made by these assumptions were correct.
Samuelson (1963) responded that the factual inaccuracy of
assumptions could never be a virtue in science. He also showed that
the distinction between assumptions and predictions is never very
clear; what counts as an assumption and what counts as the
consequence of some assumption is quite arbitrary. The unrealistic
assumptions praised by Friedman could therefore be thought of as
unrealistic or false predictions derived from a different set of
assumptions. Finally, Samuelson pointed out that, according to the
principles of logic, true premises can only produce true conclusions,
but false premises could produce both, and what one wants in
economics is true conclusions.

UNIT FOUR.
ASSESSING PERFORMANCE

A. BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “PERFORMANCE” to
comprehend the relationship between the new concepts and the
concepts you know.


http://www.studygs.net/mapping
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2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What is financial perfomance?

b) How would I define performance accounting?

¢) What are the main performance indicators?

7. CHARACTERISTICS:

a) How would I describe the benefits performance accounting?

b) What are the stages of performance accounting?

8. EXPERIENCE:

a) What experience have | had dealing with performance accounting?

b) What can | imagine about working as financial analyst?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c¢) Define the phrases in italics:

4.1. Profit Strong, G.M. Names a New Chief



95

The automaker’s second-quarter profits — $1.3 billion on
worldwide revenue of $33.2 billion — exceeded expectations and
came as G.M. was putting the finishing touches on an initial public
stock offering.

The success of the stock sale will determine how much American
taxpayers will recoup from their 61 percent investment stake in G.M.,
which resulted from the government bailout of the company a year ago.
Under the current terms, the Treasury Department would be expected
to sell about a fifth of its shares, bringing the taxpayers’ stake in G.M.
below 50 percent, people briefed on the matter said Thursday.

As striking as G.M.’s financial performance was in the second
quarter, the company underscored its rapid pace of change when its
chief executive, Edward E. Whitacre Jr., said he would be leaving on
Sept. 1 — a clear indication of the federal government’s shrinking role
in overseeing the company. Federal officials said they had no
imvolvement in the G.M. board’s choice of one of its members, Daniel
F. Akerson, as Mr. Whitacre’s successor.

“I believe we’ve accomplished what we set out to do,” Mr.
Whitacre said. “We’re going to have a smooth, seamless transition
here.”

The reversal of fortune for G.M. since it emerged from its
government-sponsored bankruptcy last summer has been head-turning.
During last year’s second quarter, in the midst of the worst United
States auto market in 30 years, the company lost $12.9 billion on
global revenue of $23 billion.

But since it was cleansed of debt and health care and other costs
during its reorganization in Chapter 11, G.M. has been solidly
profitable now for six months — a positive factor in how investors
respond to its return as a public company.

In addition, the departure of Mr. Whitacre and the naming of a
successor settles a potentially distracting question about the
company’s long-term leadership as it courts investors.

Mr. Whitacre, a 68-year-old former AT&T chief, was recruited by
President Obama’s auto task force, initially as the hands-on chairman
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of the G.M. board, along with a majority of other directors. After three
months, the board fired the acting chief executive, Fritz Henderson,
and handed that job to Mr. Whitacre as well.

Mr. Whitacre had made no secret that he would return to
retirement in Texas as soon as G.M. stabilized its operations and was
on its way toward a stock sale. “It was obvious that I was not going to
be at G.M. for the long haul,” he said Thursday.

Mr. Whitacre was willing to keep the chief executive job through
the end of the year, but there was increasing sentiment on the G.M.
board that naming a longer-term successor would help the stock
offering’s reception by potential investors, according to a person
familiar with the board’s deliberations.

4.2. Tesco chief forgoes annual bonus.
4.2.1. Make an English précis of the article.
4.2.2. Make a Ukrainian précis of the article.

Philip Clarke, chief executive of Tesco, has forgone his annual
bonus after the retailer’s first profit warning in 20 years.

Tesco’s annual report shows that Mr Clarke gave up his bonus,
which would have been £372,000. However, he was still paid £1.16m.
Declining to take his bonus meant his pay halved from £2.26m in the
year to February 2011.

Mr Clarke said: “I decided at the beginning of the year that I would
decline my annual bonus for 2012. I wasn’t satisfied with the
performance in the UK and I won’t take the bonus.

“I’m confident that we’re tackling the right issues and building a
better Tesco for customers, colleagues, shareholders,” he added.

Other directors also saw their bonuses slashed. Laurie Mcliwee,
finance director, saw his short-term cash bonus fall from £765,000 in
the 2010-11 year to £115,000, and his short-term deferred shares cut
from £632,000 to £115,000.

Tesco said that executive directors would receive 13.54 per cent
of their maximum bonus. The retailer’s top 5,000 managers will also
see their annual bonus cut to 16.9 per cent of the maximum. The top
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managers received the maximum pay out last year. For a store
manager, this would mean an annual bonus cut from about £10,000 a
year to about £2,000. Tesco said it was still paying £110m in staff
bonuses.

The moves come amid increasing shareholder pressure over
executive pay. Mr Clarke’s move — following Tesco’s worst sales
performance for decades over the crucial Christmas and New Year
trading period — could put pressure on other senior executives to follow
suit.

One top 10 shareholder said of Mr Clarke’s decision: “Passing the
bonus is probably admirable given the circumstances.”

The UK’s number one retailer by sales also revealed in its annual
report that former chief executive Sir Terry Leahy would not receive
the second tranche of his share awards because the US business had
not met its targets.

He is eligible to receive 2.9m shares in four tranches from 2011 to
2014, worth about £9m at Tuesday’s share price.

However, the supermarket group said the targets related to Fresh
& Easy’s earnings before interest and tax, and return on capital
employed, had not been met.

“So no part of this award has vested to date. The next assessment
of performance will be in respect of 2012/13. It is currently considered
unlikely that any portion of these awards will vest,” the annual report
said.

Tim Mason, chief executive of Fresh & Easy, and deputy chief
executive, saw his total pay fall from £3.1m to £1.63m, which included
£559,000 of benefits.

4.3. Icap chief’s pay cut by 25%.
4.3.1. Give a written translation of Paragraph IlI.

Michael Spencer, founder and chief executive of ICAP, has had
his annual pay cut by more than a quarter as the FTSE 100 interdealer
broker responds to investor unrest about its executive pay levels.
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ICAP promised to review its pay policy after a third of
sharcholder votes at last year’s annual meeting went against its
remuneration report, which included a total award to Mr Spencer of
£7.6m.

The intervening months have brought a swell ofunhappiness about
executive pay, with large protest votes by investors in companies
includingAviva and Barclays.

ICAP’s annual report for the latest financial year, published on
Friday, awarded Mr Spencer a payout of £5.5m, with cash and share
bonuses supplementing his £360,000 basic salary.

It also laid out a new structure for calculating future bonus awards
following “a consultation programme with key shareholders on
ICAP’s approach to remuneration”.

The total bonus pool for executive directors was reduced from
£15.8m to £8.5m, despite ICAP meeting most of its internal targets in
the year to March.

The pool would have been in line with last year’s had the
remuneration committee awarded the maximum permitted under the
compensation structure.

The committee said it had taken into account “the overall financial
and trading performance of the group”, which reported falls in both
revenue and pre-tax profit of 3 per cent and 7 per cent respectively in
the period. It also cited the impact of payouts to Mark Yallop, who left
as chief operating officer last September.

Under ICAP’s new compensation structure, which will be
effective from the 2013 financial year, a third of the total bonus pool
will continue to be determined through a “qualitative” assessment of
performance by the remuneration committee.

However, the committee will no longer have discretion over the
remaining part, which will be decided according to a strict framework.

This does not allow for any “quantitative” bonus element if the
company’s pre-tax profit is less than £75m, while above this level the
executive directors will receive a percentage of earnings determined
by a fixed “profit curve”.
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“Unless there is a significant improvement in the financial
markets, these are very tough targets,” said a person close to the
company. Investors will vote on the new pay policy at ICAP’s AGM
onJuly 11.

A person close to the Association of British Insurers, which
represents institutional investors, welcomed the bonus cut.

“There have been quite a few recent cases where companies have
reduced bonuses, or where individual directors have waived them.
That’s something we’d encourage.”

However, analysts said the level of executive pay at ICAP was far
less relevant to the company’s valuation than other factors such as
regulatory threats and the weak performance of some recent
acquisitions.

“Cutting pay in a difficult year is definitely a positive because it
shows that management is concerned about growing profits going
forward,” said Richard Perrott, an analyst at Berenberg Bank.

“[But] longer term, more important is the overall compensation-
to-income ratio, not just the management pay.”

C. AFTER YOU READ
What is the author trying to explain?

D. LANGUAGE FOCUS

a) Make it negative:

1. The pool would have been in line with last year’s had the
remuneration committee awarded the maximum permitted under
the compensation structure.

2. A person close to the Association of British Insurers, which

represents institutional investors, welcomed the bonus cut.

3. After three months, the board fired the acting chief executive, Fritz
Henderson, and handed that job to Mr. Whitacre as well.

b) Paraphrase the following:

1. Philip Clarke, chief executive of Tesco, has forgone his annual
bonus after the retailer’s first profit warning in 20 years.
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2. However, the committee will no longer have discretion over the
remaining part, which will be decided according to a strict
framework.

3. Mr. Whitacre had made no secret that he would return to retirement
in Texas as soon as G.M. stabilized its operations and was on its
way toward a stock sale.

c) Relate the action to the past/present/future:

1. The moves come amid increasing shareholder pressure over
executive pay.

2. The intervening months have brought a swell ofunhappiness about
executive pay, with large protest votes by investors in companies

includingAviva and Barclays.
d) Turn direct into indirect:

1. Mr Clarke said: “I decided at the beginning of the year that I would
decline my annual bonus for 2012. I wasn’t satistied with the
performance in the UK and I won’t take the bonus.

2. “I’'m confident that we’re tackling the right issues and building a
better Tesco for customers, colleagues, shareholders,” he added.

E.VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

The new publication from Protiviti profiles eight international
companies that have taken a fresh look at the broader role the
snympiwnvozo ayoumy function plays in their business. One
nepesasicaroua theme runs through the profiles: Internal auditors are
gaining valuable exposure to other areas of the business, expanding the
reach of internal audit and building a stronger understanding of
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ynpaeninus puzuxom and effective enympiwmnii konmpons throughout
the organization.

At one featured company, Bristol-Myers Squibb, Senior Vice
President and euxonasuuii oupexmop 3 ayoumy Sandra Cartie has
transformed the internal audit department. Rebranded as Audit
Services, the department provides a rare opportunity for an individual
with two to five years of experience to join Bristol-Myers Squibb, learn
about ceimosi punxu and operations, and interact with the company's
kepienuxkamu suwjoeo paney. Audit Services provides a platform for
both personal and npogeciiinuii picm, including the opportunity to
build not only financial, strategic, operational, compliance, and IT
skills, but also verbal and written communication skills. After three
years in the department, the auditors' maturity and knowledge can set
them apart from their xozee. "This is a konxypenmna nepesaza, and it
positions our auditors to potentially move up faster and be recognized
on the company's key talent list,” Cartie said.

Chief Audit Executive
competitive advantage
global markets
internal audit

internal control

peers

prevalent

professional growth

9. risk management

10. top executives

d) Suggest the correct translation:

Leaders of market-dominating (A) CPA (B) firms report that the
Golden Age for the CPA profession, the period of high growth from
2002 through 2007, will not be repeated. Additional revenue (C)
sources must be sought for CPA firms to achieve profitable growth
(D). I have long believed that CPA firms are well positioned to be the
dominant providers of comprehensive wealth management services

N wWNE
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(E) in America because defeated Wall Street strategies and deflated (F)
insurance brands have made CPAs the only remaining advisor (G) your
best clients trust.

Now, research from IBISWorld, one of the largest publishers of
U.S. industry analyses, shows there's another reason to embrace
wealthcare (H): substantial revenue and profit growth over the next
four years. To illustrate, let's compare the potential growth prospects
for wealthcare services against the aggregate (I) growth of traditional
services offered by CPA firms.

"Wealthcare" encompasses both financial planning and wealth
management services. Financial planning clients are generally those
with no significant estates (J), while wealth management clients
require an exceptional level of care because of multigenerational asset
control matters, estate issues, complex taxation or closely held
business problems. In other words, financial planning clients are in the
process of building an estate and wealth management clients have
estates large enough to transcend their own lifetimes.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

I.QUIZ # 4
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a. Define the following sentences “True” or “False”:

1.

9.

10.

The success of the stock sale will determine how much
American taxpayers will compensate from their 61 percent
investment stake in G.M.

Federal officials were involved in the G. M. board’s choice of
one of its members.

During last year’s second quarter the company lost $12.9 billion
on gross revenue of $23 billion.

Mr. Whitacre had made no secret that he would return to
retirement in Arkansas.

Philip Clarke has given up his annual bonus after the
retailer’s first profit warning in 20 years.

Tesco cut an annual bonus from about £10,000 a year to about
£2,000 for its store managers.

Tesco is number one retail store in UK by sales.

ICAP’s annual report for the latest financial year awarded Mr
Skinner a payout of £5.5m.

The committee will no longer have power over the remaining
part.

Regulatory threats and the weak performance were far more
important than the level of executive pay at ICAP.

b. Give the opposite:

decline, to protest, award, effective, strict, relevant, recent, overall,
reversal, long-term.

c. Decode the following terms:

to forgo, slash, tranche, assessment, unrest, cut, head-turning, to
underscore, to shrink, to oversee.

d. Translate the following into English:

1.

2.

[TnanyBaHHS 1 KOHTPOJIb € HE TUIBKH BXIJIMBUMHU PETYIIOI0YUMH
YUHHUKAMHU.

Bonu ctBOpIOIOTH HEOOXiNHY iH(opMaLiiiHy 0a3y Juis OLIHKH
TSUTBHOCTI  OpraHiBaIlifHUX — MiAPO3AUTIB  MiANpUEMCTBA U
OKpEeMHUX IMpalliBHUKIB, Ha SKi OYyIyeTbcs MeXaHI3M IXHBOI
MOTHBALL.


http://www.ft.com/cms/s/0/1ff03ae2-3cef-11e1-ae07-00144feabdc0.html
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OmiHka HiSTBHOCTI — II€ JIOTIYHE TMPOJIOBXKEHHS KOHTPOJIBHUX
OTICpAITii.

UYepe3 Taky OIIHKY CTHMYIIO€THCS PpEakilis MpaliBHUKIB Ha
pe3yIbTaTH CBOET AISUTBHOCTI 1 MOXIIMBI BIIXWICHHS (DaKTHYHUX
MMOKa3HUKIB BiJ] YCTAHOBJICHHUX (IUIAHOBUX, HOPMATHUBHUX,
IpaHUYHUX) YK OakaHy JUHAMIKY OCTaHHIX.

OmiHKa JIISUIBHOCTI 3IIMCHIOCTHCS 3aBISIKH IIEBHIA CHCTEMI
MOKa3HUKIB, fKI HE MOXYTh OyTH OJHAaKOBUMHU Ul PI3HHUX
MIAPO3UTIB, 3BaXKa0UX Ha cielr(iky iXHbOTO (DYHKI[IOHYBaHHS,
ajie € JesiKi 3arajbHl BUMOTU 10 3MICTy 1 (POpMyBaHHS TaKuUX
noka3HUKiB. KopoTko po3risiHeMo 111 BUMOTH.

[Toka3HMKHN MiAPO3AUTIB MatOTh OyTH y3TrOJKEHI 3 TTOKa3HUKaMU
poOOTH MIANPUEMCTBA, YTBOPIOBAaTH 3 HHUMHU €JUHY CUCTEMY
MOKa3HUKIB 1 BOJIHOYAC ypaxoBYyBaTH cHenudiky IisUIbHOCTI
MIPO3AUTY.

HeoOximHicTh  B3a€MO3B'SI3KIB  MOKA3HHWKIB IO  BEPTHKAITI
BHUIUIMBAE 3 €THOCTI IUIEH AISUTBHOCTI MiAPO3AUTIB YCIX PIBHIB —
BHUIYCK MPOJIYKI(l 3TiJHO 3 YCTAaHOBJICHHMH IOTpeOaMu 3
MIHIMQJIBHUMHU BUTPATaMHU.

3MICTOBHA YB's3Ka TTOKA3HUKIB MO BEPTUKAIL HE 03HAYAE MPSMOTO
iXHBOTO IMepEeHECEeHHs Ha HIKY1 PIBHI B HE3MIHHOMY BHTJISIIL.
Takuii TOPsIIOK  y  MOOYIOBI  CHUCTEMH  ITUTAHOBO-OLIHHUX
MOKA3HUKIB MIIPO3UTIB, M0 1HOI TPAIJISETHCSA Ha MPAKTHII, HE
Mag€ CeHCYy.

[IponykTuBHICTH mTpali Ta IHIIUX pPecypciB Ha piBHI
MIANPUEMCTBA OOYHCIIOETHCS HAa OCHOBI OOCSTY TOBapHOL
MPOJIYKIIil y TPOLIOBOMY BHUpa3i, Ha PIBHI MiAPO3ILIIB II€ MOXKE
OyTH oOcsT MpOoAYKIii y TpaHCHEPTHUX I[IHAX, HOPMO-TOAUHAX,
HaTypaJIbHUX BUMIpPHHUKAX.

e. Check the terms in the dictionaries. Learn and use in your
discussion.

acquisitions compensation-to- remuneration report
annual bonus income ratio
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annual report earnings before return on capital
bailout interest and tax employed
bonus pool financial markets stock sale
compensation financial waive
structure performance worldwide revenues
payout
pre-tax profit

f. Revise/learn and use

in your discussion.

above
accomplished
according
account
acquisition
acting

add
addition
admirable
against
allow
along

also

amid
analyst
annual
approach
article
assessment
association
auto
automaker
award
awarded
bailout

far
federal
few
finance
financial
finishing
fire

first
fixed
follow
following
force
forgo
forgone
former
fortune
forward
founder
four
framework
future
give
global
government

profitable
programme
promise
protest
public
publish
put

quarter
question
quite

rapid

ratio
receive
recent
reception
recoup
recruit
reduce
regulatory
related
relevant
remaining
remuneration
reorganization
report
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bank
bankruptcy
basic
because
beginning
believe
below
benefit
billion
board
bonus
brief
bring
broker
building
business
calculate
capital
care

case

cash

cent
chairman
change
chief
choice
circumstance
cite
cleanse
clear
close
colleague
come
committee

government-
sponsored
group

grow

halve

hand
hands-on
haul

have
head-turning
health

help

impact
important
improvement
include
increase
indication
individual
initial
initially
institutional
insurers
interdealer
interest
internal
intervene
into
investor
involvement
issue

just

keep

key

represent
respect
respectively
respond
result
retailer
retirement
return
reveal
revenue
reversal
review
right

role
salary

sale
satisfy
seamless
second-quarter
secret

see

sell
senior
sentiment
set

settle
short-term
show
shrinking
significant
since
slash
smooth
solidly
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company
compensation
concern
confident
consider
consultation
continue
cost

could

court
crucial
current
currently
curve
customer
cut

date

debt

decade
decide
decision
decline
deferred
definitely
deliberation
department
departure
deputy
despite
determine
determined
difficult
director
discretion

lay

large

last
leadership
level

line

long
long-term
longer-term
majority
management
manager
market
matter
maximum
mean
meeting
member
midst
months
move
much
new

next
obvious
offering
officer
official
operating
operation
overall
oversee
pace

part

some
something
soon
stabilize
staff

stake

still

stock
store
strict
striking
strong
structure
success
successor
such

suit
summer
supermarket
supplement
swell
tackle
take
targets
task

term
threat
through
top

total
touch
tough
toward
trading
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distract pay tranche
do paying transition
during payout treasury
earnings people under
effective percent underscore
element percentage united
eligible performance unlikely
emerge period unrest
employed permit valuation
encourage person very
end policy vest
exceed pool vote
executive portion waive
expectation positive warning
expected potential way
factor potentially worldwide
fall pressure worth
familiar price

probably

profit

J. FAMOUS ECONOMIST

Follow his example:
FRANCO MODIGLIANI (1918-2003)

Franco Modigliani is best known for two innovations in
macroeconomics. To explain total consumer spending, he developed
the life-cycle theory of household savings and consumption. To
explain business behavior, Modigliani helped formulate the famous
Modigliani—Miller theorems. These theorems explain why corporate
decisions about obtaining funds for investment, and about repaying
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investors, should not affect the market value of a firm. Modigliani was
born in Rome, Italy, in 1918 to Jewish parents. His father was a doctor
and Modigliani, wanting to follow in his father’s footsteps, enrolled at
the University of Rome to study medicine. Realizing that he could not
stand the sight of blood, he decided to switch from the study of
medicine to the study of law. Finding the law curriculum relatively
easy, Modigliani earned extra money translating economic articles
from German into Italian. A national essay competition on price
control sparked his interest because he had previously translated
several articles on this subject. Modigliani entered the contest. Not only
did the essay win first prize; the judges were so impressed with his
essay that they told him he would make an excellent economist. After
receiving his law degree in 1939 Modigliani decided to leave lItaly,
primarily because of the conflict between his beliefs and those of the
Fascist government of Mussolini. After a short stay in France, he
arrived in the United States and enrolled in the social science PhD
program at the New School for Social Research. The New School was
a refuge for intellectuals fleeing the tyranny of Europe in the 1930s
and early 1940s, and became known as a sort of ‘“university in exile”’
(Rutkoff 1986). While at the New School, Modigliani came under the
influence of Jacob Marschak, who taught him macroeconomic theory
as well as the importance of formulating testable economic hypotheses.
Modigliani received his PhD in 1944 and then taught economics for
several years at the New School.

In 1949 Modigliani accepted a job at the University of Illinois, and
in 1952 he went to the Carnegie Institute of Technology. After several
visiting professorships in the late 1950s, Modigliani finally settled
down at MIT, where he taught from 1962 until his retirement. In 1976
Modigliani was elected President of the American Economic
Association, and in 1985 he was awarded the Nobel Prize for
Economics. The Nobel committee cited the life-cycle hypothesis and
the Modigliani—Miller theorems as his most significant contributions.

Modigliani formulated the life-cycle hypothesis with Richard
Brumberg while returning to Illinois following a conference on savings
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at the University of Minnesota. Brumberg, a graduate student of
Modigliani’s, died tragically of a brain tumor shortly after their famous
paper was published; thus Modigliani (1963, 1966) was forced to
develop and test the hypothesis on his own.

The key assumption of the life-cycle theory is that rational
individuals will try to keep their level of consumption fairly constant
from year to year. Personal income, of course, will vary due to
changing circumstances. In good economic times people will make
more money; in bad economic times and during retirement people will
earn much less. Even though income changes from year to year, people
want to keep their lifestyle from changing every year. This requires
that people gear their consumption to their expected lifetime income
(or the expected average income over their life). They will thus save
larger fractions of their income when they make relatively more money
and will save little in years when their income is relatively low. On this
view, the main purpose of savings is to accumulate money to spend
later in life (during retirement).

UNIT FIVE.
THE ADJUSTMENT PROCESS

A. BEFORE YOU READ

1. CONCEPT MAPPING:

Develop a "mind map" around the notion “BOOKKEEPING” to

comprehend the relationship between the new concepts and the

concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.


http://www.studygs.net/mapping
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3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your
background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when
reading.

6. DEFINITION:

a) What is adjustment in accounting?

b) Where does adjustment fit?

c) What is debt valuation?

7. CHARACTERISTICS:

a) How is adjustment important for accrual accounting?

b) What is year-end adjustment?

¢) Why are adjustments needed at the end of an accounting period ?
8. EXPERIENCE:

a) What experience have | had with accruals?

b) What can | imagine about working as a risk manager?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

5.1. Bank Accounting Adjustments.

All companies emphasize the positive and underplay the negative.
But banks may be taking this habit too far in their first-quarter earnings
releases, many of which came out this week.

Exhibit A is Bank of America’s first-quarter earnings release,
which came out on Thursday morning. At the top of the release are a
set of bullet points, the second of which says the following: “Results
Include Negative Valuation Adjustments of $4.8 Billion Pretax, or
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$0.28 Per Share, From the Narrowing of the Company’s Credit
Spreads.”

The bank put that in the second-most prominent spot on the page
for a reason. But first, what does it mean?

The short answer is that the bank took a $4.8 billion hit from an
accounting adjustment. The conceptual thinking behind the accounting
is hard to grasp, but it goes like this: If a bank’s own debt securities
are falling in price, it effectively means its liabilities — the amount it
owes — are worth less. Accounting rules say that’s positive for the
balance sheet, and the decline in liabilities can therefore show up as a
gain in the income statement. But in the first quarter, certain Bank of
America debt securities were worth more, which means those
liabilities increased in value, and that therefore produced a loss, of $4.8
billion, in earnings.

Not all of a bank’s debt gets adjusted in this way. And, yes, it
seems absurd that falling debt prices — a sign that investors think a bank
is less creditworthy — should lead to a gain in profit.

The unusual prominence of these adjustments in first-quarter
releases — Citigroup and Morgan Stanley did it, too — deserves
scrutiny. By giving the $4.8 billion hit top billing, Bank of America is
asking analysts and investors to effectively ignore that loss when
calculating core earnings.

Yes, the hits are bigger this quarter than in the past, so the desire
to flag them is understandable. But investors also deserve consistency.
Banks should also give big gains from this type of adjustment equal
prominence. And in the third quarter of last year, when Bank of
America recorded a $1.7 billion gain from this source, the boost didn’t
make into the headline bullet points.

Perhaps more serious is that the debt accounting adjustments may
not reflect what is going on in the real world — and may divert investors
from more meaningful measures of creditworthiness. The accounting
adjustments are partly based on the prices of credit default swaps,
derivatives contracts investors can buy to protect themselves against
the default of a company. The cost of buying default protection on
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Bank of America fell in the first quarter, something its chief financial
officer, Bruce R. Thompson, was highlighting in the release when he
said: “The narrowing of our credit spreads reflects the significant
progress we’ve made to strengthen the balance sheet.”

But banks don’t borrow money in the swaps market. And real debt
markets may not feel so good about Bank of America. The evidence
for that? In the bank’s first-quarter numbers, the cost of the bank’s
long-term debt jumped to 2.99 percent in the first quarter, from 2.8
percent in the fourth quarter. Mr. Thompson didn’t mention that in the
release.

5.2. Public Pensions Faulted for Bets on Rosy Returns.
5.2.1. Make an English précis of the article.
5.2.2. Make a Ukrainian précis of the article.

While Americans are typically earning less than 1 percent interest
on their savings accounts and watching their 401(k) balances yo-yo
along with the stock market, most public pension funds are still betting
they will earn annual returns of 7 to 8 percent over the long haul, a
practice that Mayor Michael R. Bloomberg recently called
“indefensible.”

Now public pension funds across the country are facing a painful
reckoning. Their projections look increasingly out of touch in today’s
low-interest environment, and pressure is mounting to be more
realistic. But lowering their investment assumptions, even slightly,
means turning for more cash to local taxpayers — who pay part of the
cost of public pensions through property and other taxes.

In New York, the city’s chief actuary, Robert North, has proposed
lowering the assumed rate of return for the city’s five pension funds to
7 percent from 8 percent, which would be one of the sharpest
reductions by a public pension fund in the United States. But that
change would mean finding an additional $1.9 billion for the pension
system every year, a huge amount for a city already depositing more
than a tenth of its budget — $7.3 billion a year — into the funds.
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But to many observers, even 7 percent is too high in today’s
market conditions.

“The actuary is supposedly going to lower the assumed
reinvestment rate from an absolutely hysterical, laughable 8 percent to
a totally indefensible 7 or 7.5 percent,” Mr. Bloomberg said during a
trip to Albany in late February. “IfI can give you one piece of financial
advice: If somebody offers you a guaranteed 7 percent on your money
for the rest of your life, you take it and just make sure the guy’s name
is not Madoft.”

Public retirement systems from Alaska to Maine are running into
the same dilemma as they struggle to lower their assumed rates of
return in light of very low interest rates and unpredictable stock prices.

They are facing opposition from public-sector unions, which fear
that increased pension costs to taxpayers will further feed the push to
cut retirement benefits for public workers. In New York, the
Legislature this year cut pensions for public workers who are hired in
the future, and around the country governors and mayors are citing
high pension costs as a reason for requiring workers to contribute
more, or work longer, to earn retirement benefits.

In addition to lowering the projected rate of return, Mr. North has
also recommended that the New York City trustees acknowledge that
city workers are living longer and reporting more disabilities —
changes that would cost the city an additional $2.8 billion in pension
contributions this year. Mr. North has called for the city to soften the
blow to the budget by pushing much of the increased pension cost into
the future, by spreading the increased liability out over 22 years.

Ailing pension systems have been among the factors that have
recently driven struggling cities into Chapter 9 bankruptcy. Such
bankruptcies are rare, but economists warn that more are likely in the
coming years. Faulty assumptions can mask problems, and municipal
pension funds are often so big that if they run into a crisis their home
cities cannot afford to bail them out.

The typical public pension plan assumes its investments will earn
average annual returns of 8 percent over the long term, according to



115

the Center for Retirement Research at Boston College. Actual
experience since 2000 has been much less, 5.7 percent over the last 10
years, according to the National Association of State Retirement
Administrators. (New York State announced last week that it had
earned 5.96 percent last year, compared with the 7.5 percent it had
projected.)

Worse, many economists say, is that states and cities have special
accounting rules that have been criticized for greatly understating
pension costs. Governments do not just use their investment
assumptions to project future asset growth. They also use them to
measure what they will owe retirees in the future in today’s dollars,
something companies have not been permitted to do since 1993.

As a result, companies now use an average interest rate of 4.8
percent to calculate their pension costs in today’s dollars, according to
Milliman, an actuarial firm.

5.3. Pension funds’ share.
5.3.1. Give a written translation of Paragraph II.

In New York City, the proposed 7 percent rate faces resistance
from union trustees who sit on the funds’ boards. The trustees have the
power to make the change; their decision must also be approved by the
State Legislature.

“The continued risk here is that even 7 is too high,” said Edmund
J. McMahon, a senior fellow at the Empire Center for New York State
Policy, a research group for fiscal issues. And Jeremy Gold, an actuary
and economist who has been an outspoken critic of public pension
disclosures, said, “If you’re using 7 percent in a 3 percent world, then
you’re still continuing to borrow from the pension fund.”

The city’s union leaders disagree. Harry Nespoli, the chairman of
the Municipal Labor Committee, the umbrella group for the city’s
public employee unions, said that lowering the rate to 7 percent was
unnecessary.

“They don’t have to turn around and lower it a whole point,” he
said.
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When asked if his union was more bullish on the markets than the
city’s actuary, Mr. Nespoli said, “All we can do is what the actuary is
doing. He’s guessing. We’re guessing.”

Vermont has lowered its rate by 2 percentage points, but for only
one year. The state recently adopted an unusual new approach calling
for a sharp initial reduction in its investment assumptions, followed by
gradual yearly increases. Vermont has also required public workers to
pay more into the pension system.

Union leaders see hidden agendas behind the rising calls for lower
pension assumptions. When Rhode Island’s state treasurer, Gina M.
Raimondo, persuaded her state’s pension board to lower its rate to 7.5
percent last year, from 8.25 percent, the president of a firemen’s union
accused her of “cooking the books.”

Lowering the rate to 7.5 percent meant Rhode Island’s taxpayers
would have to contribute an additional $300 million to the fund in the
first year, and more after that. Lawmakers were convinced that the
state could not afford that, and instead reduced public pension benefits,
including the yearly cost-of-living adjustments that retirees now
receive. State officials expect the unions to sue over the benefits cuts.

When the mayor of San Jose, Calif., Chuck Reed, warned that the
city’s reliance on 7.5 percent returns was too risky, three public
employees’ unions filed a complaint against him and the city with the
Securities and Exchange Commission. They told the regulators that
San Jose had not included such warnings in its bond prospectus, and
asked the regulators to look into whether the omission amounted to
securities fraud. A spokesman for the mayor said the complaint was
without merit.

In Sacramento this year, Alan Milligan, the actuary for the
California Public Employees’ Retirement System, or Calpers,
recommended that the trustees lower their assumption to 7.25 percent
from 7.75 percent. Last year, the trustees rejected Mr. Milligan’s
previous proposal, to lower the rate to 7.5 percent.
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This time, one trustee, Dan Dunmoyer, asked the actuary if he had
calculated the probability that the pension fund could even hit those
targets.

Yes, Mr. Milligan said: There was a 50-50 chance of getting 7.5
percent returns, on average, over the next two decades. The odds of
hitting a 7.25 percent target were a little better, he added, 54 to 46.

Mr. Dunmoyer, who represents the insurance industry on the
board, sounded shocked. “To me, as a fiduciary, you want to have more
than a 50 percent chance of success.”

If Calpers kept setting high targets and missing them, “the impact
on the counties won’t be bigger numbers,” he said. “It will be
bankruptcy.”

In the end, a majority decided it was worth the risk, and voted
against Mr. Dunmoyer, lowering the rate to 7.5 percent.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. The typical public pension plan assumes its investments will earn
average annual returns of 8 percent over the long term.

2. Public retirement systems from Alaska to Maine are running into
the same dilemma as they struggle to lower their assumed rates of
return in light of very low interest rates and unpredictable stock
prices.

3. Lowering the rate to 7.5 percent meant Rhode Island’s taxpayers
would have to contribute an additional $300 million to the fund in
the first year, and more after that.

b) Paraphrase the following:
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1. Worse, many economists say, is that states and cities have special
accounting rules that have been criticized for greatly understating
pension costs.

2. Union leaders see hidden agendas behind the rising calls for lower
pension assumptions.

3. Now public pension funds across the country are facing a painful
reckoning.

c) Relate the action to the past/present/future:

1. As a result, companies now use an average interest rate of 4.8
percent to calculate their pension costs in today’s dollars, according
to Milliman, an actuarial firm.

2. Faulty assumptions can mask problems, and municipal pension
funds are often so big that if they run into a crisis their home cities
cannot afford to bail them out.

d) Turn direct speech into indirect:

1. And Jeremy Gold, an actuary and economist who has been an
outspoken critic of public pension disclosures, said, “If you’re using
7 percent in a 3 percent world, then you’re still continuing to borrow
from the pension fund.”

2. Mr. Dunmoyer, who represents the insurance industry on the board,
sounded shocked. “To me, as a fiduciary, you want to have more
than a 50 percent chance of success.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to the
topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

According to IBISWorld classifications, "accounting services"
represent CPA firm revenues from 3arambHOi Oyxrantepii,
MOJIATKOBOTO KOHCYIIBTYBaHHSI, n00amKie Ha 00xio nionpuemcms and
auditing services. "Payroll and bookkeeping services" include those
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services generally provided by non-CPA firms, though when done by
CPA firms they are included under accounting services. The final
IBISWorld classification, nocayeu 3 nideomosku nooamkosux
oexnapayiu, represents most non-CPA providers of products like
TurboTax and standard tax preparation services provided by H&R
Block, Jackson Hewitt and independent non-CPA tax preparation
firms. I'll refer to the combined tax, accounting, auditing and other
services as TAAO.

IBISWorld analyzed the CPA and non-CPA providers of the broad
range of professional services and reports that TAAO services
represented an estimated $119.5 billion in 3aeansrozo doxooy for 2011
— $66.2 billion for accounting services, $8.7 billion for tax preparation
services, and $46.2 billion for ¢ono szapobimnoi nnamni and
bookkeeping services. That's down 2 percent from $121.4 billion in
revenues generated from TAAO services in 2006.

On an 3 nonpasxoro na ingaayiro basis, revenues from accounting
services were flat from 2006 through 2011 — generating $64.6 billion
in 2006 and $64.4 billion in 2011, respectively. This poor pesyremam
from an area in which the majority of CPA firm revenues are generated
is due to very steep cnaou in exonomiunii akmusHocmi.

1. corporate taxes
declines

economic activity
general accounting
inflation-adjusted
payroll

performance

tax consulting

9. tax preparation services
10. total revenues

d) Suggest the correct translation:

Looking forward, IBISWorld forecasts (A) real growth in TAAO
services for CPA and non-CPA service providers (B) will average (C)

N~ WN
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about 3 percent a year through 2016. This is an improvement over the
recent past, but a far cry from the dramatic growth the profession
experienced early in the last decade. Such historically low growth rate
projections (D) are common in mature industries, which are
characterized by fierce (E) price competition, slow aggregate (F)
growth and high concentration among a few participants.

In contrast to the slowing TAAO industry, the U.S. Bureau of
Economic Analysis reports the aggregate financial services industry
generated a staggering (G) $822 billion in revenues in 2011,
representing about 5 percent of the U.S. economy. The vast financial
services industry includes subsectors such as property and casualty
insurance (H), health insurance, commercial banking, institutional
portfolio management (1), custody and clearing services (J),
investment banking and other services in which most CPAs would
never compete.

Using IBISWorld's industry segmentation and analysis,
wealthcare revenues include all retail segments of the financial
services industry, including personal life insurance sales, retail
securities brokerage, personal financial planning, investment advice
and other personal and small business financial services. Retail
segments are those that serve the needs of American families and
businesses and exclude institutional class services like pension plan
portfolio management and investment banking.

With just under $205 billion in revenues for 2011, wealthcare
represents nearly one quarter of total financial services revenues,
according to IBISWorld data. This is 71 percent greater than those
revenues generated from TAAO services.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS
Relate new reading material to something you already know, to your
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background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS
a) Group discussions in and out of class will help you to discover

what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more

information from them.

. QUIZ#5
a. Define the following sentences “True” or “False’:

A

9.

10.

Adjustments are positive for balance sheet.

Falling debt prices lead to a gain in profit.

Debt accounting adjustments reflect the actual performance of the
company.

Americans typically earn less than 3 percent interest on their
savings accounts.

Lowering investment assumptions has to do with asking for more
cash from local taxpayers.

Public retirement systems from Alaska to Maryland are running
into the same dilemma.

Economists project that more bankruptcies are likely to happen in
the coming years.

An average interest rate of 5.8 percent is now used by companies
to calculate their pension costs in today’s dollars.

Vermont has also required business workers to pay more into the
pension system.

Mr. Milligan’s previous proposal to lower the rate to 7.5 percent
was rejected by the trustees last year.

b. Give the opposite:
painful, sharp, unpredictable, spread, to afford, permit, resitance, to
approve, to lower, initial.
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c. Decode the following terms:

to yo-yo, haul, to mount, assumption, retiree, approach, agenda, to
contribute, lawmaker, maker.

d. Translate the following into English:

1.

[Momunku mpu 3amOBHEHHI OONIKOBHX PETICTPiB BHHUKAIOTH 3
pPI3HUX TPUYHMH: BHACTINIOK BTOMH, HEAOAIOCTI IMpaIliBHUKA,
HECIPABHOCTI KAJIbKYJIATOpa a00 KOMII'FOTEPA.

Onnak y TekcTi Ta HMUGPOBUX JAHUX TMEPBUHHHUX TOKYMEHTIB,
OOJIIKOBUX pericTpiB 1 3BITIB MIJYUCTKH I HEoOyMOBIEHI
BUITPABIICHHSI HE JIOTTYCKAIOTHCS.

[lomunkn MOXyTh OyTM JIOKalbHI -» MEpeKpydyBaHHs
iH(opMaIri TITBKH B OJTHOMY OOJIIKOBOMY pericTpi (HampHKia,
HEMpPaBWIBHO MPOCTABJICHA JaTa), 1 TPAH3UTHI — SIKIIO MOMUJIKA
ABTOMAaTHUYHO MPOXOIUTH Yepe3 CKUIbKa 0OJIKOBUX PETICTPIB.
Haityacrime moMuiIKy TpamistioTbes B TEKCTI OIiepallii, To/1l BOHU
MPU3BOJATh 10 HEMPABUIBHOI KOPECIOHJIEHIIi paxyHKIB -
MIPOBOIKH.

3anucaBuin cymy B JIe0€T OJHOTO paxyHKa, Oyxranrep 3a0yBae
3amucaTH il B- KPEAWT IPYroro paxyHKa 1 HaBMaKu.

Jlany rpyny mOMMJIOK MO>KHA JIETKO TPOKOHTPOJIIOBATH IILISIXOM
MIPaBUJIBHOTO 3aCTOCYBAHHS METOTy MOABIMHOTO 3aIuUCYy.

JlJig moIyKy 4YMCIOBUX MOMUJIOK MipaxyiiTe Ha KaJlbKYJISATOPI
YyHuCiIa, a MOTIM MOBTOPITh TOW € MIAPAXyHOK, ajie 13 3HAKOM
MIHYC.

[ToMunkn B TIEPBUHHHUX JOKYMEHTax, OOJIKOBUX pericrpax i
3BiTaX, CTBOPEHHUX PYYHUM CIOCOOOM,  BHIIPABISIOTHCS
KOPEKTYPHUM CIIOCOOOM, TOOTO HENpPaBWJIBbHI TEKCT ab0 mudpH
3aKpECIOIOTHCS 1 HAJl 3aKPECICHUM HaJANUCYIOThCS MPaBHIIbHI
TeKCT abo 1udpHu.

BumnpasnenHss mnomMuwiku Mae OyTH 3YMOBJIEHO HAJIIHCOM
"BumnpasneHo" Ta miATBEpAXKEHO MiIMUCOM 0ci0, M0 MiAnUcanu
el TOKYMEHT, 13 3a3Ha4€HHIM JIaTH BUITPABIICHHSL.

[Topsinok BUMpaBiIeHHs MOMMUJIOK Y TOKYMEHTaX 1 pericrpax, 1o
CTBOPEHI MAaIIMHHUM CIIOCOOOM, BCTAHOBIIIOETHCS BKa3iBKaMH 3
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opraHizamii  OyXrajaTepcbkoro oOJKy 3
00YHCITIOBAIEHOT TEXHIKH.

10. Sxmo monxii micias gatu  OajaHCy CBigqUaTh TNPO  HAMIpH
MIAIPUEMCTBA TPUTTHHUTH TISUTBHICTE 00 PO HEMOXKIIUBICTH 11

MPOJOBXKEHHS, TO (piHAHCOBA 3BITHICTh CKIANAETbCA  0O€3

BUKOPUCTAHHAM

3aCTOCYBaHHS MTPUHIIUITY O0€31IepEpPBHOCTI AiSUTBHOCTI.
e. Check the terms in the dictionaries. Learn and use in your

discussion.

401(k) balance
annual return
asset growth
benefits cuts
bond prospectus
cost-of-living
adjustments
debt accounting
adjustments

debt markets
earnings release
gain

liabilities balance
sheet

loss in earnings
pension fund
public pension
disclosures

rate of return
reinvestment rate
retirement benefits
savings account
securities fraud

to cook the books

f. Revise/learn and use in your discussion.

absolutely
absurd
account
accuse
acknowledge
across

actual

added
addition
additional
adjusted
adjustment
administrator
adopt

advice

fraud
fund
further
future
gain
give
gold
good
government
governor
gradual

grasp
greatly

group
growth

protection
public
public-sector
push

put

quarter

rare

rate

real

realistic
reason
receive
recently
reckon
recommended
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afford
after
against
agenda
already
among
amount
analyst
announce
annual
answer
approach
approve
around
ask
association
assume
assumption
average
bail
balance
bank
bankruptcy
based
behind
benefit
betting
billing
billion
blow
board
bond
book
boost

guarantee
guess
gquy

habit
hard

haul

have
headline
high
highlight
hire

hit

huge
hysterical
ignore
impact
include
income
increase
increasingly
indefensible
industry
initial
instead
insurance
interest
investment
issue
labor

last

late
laughable
lawmaker
lead

recorded
reduced
reduction
reflect
regulator
reinvestment
reject
release
reliance
report
represent
required
research
resistance
rest
result
retiree
retirement
return
rising
risk

rule

run
running
same
saving
say
scrutiny
second
securities
see

seem
senior
serious
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borrow
budget
bullet
bullish
calculate
call

calling

cash

center
certain
chairman
chance
change
chief
commission
committee
company
compare
complaint
conceptual
condition
consistency
continued
contract
contribute
contribution
convince
core
cost-of-living
could
country
credit

crisis

critic

leader
liabilities
liability
life

light
living
local

long
long-term
look

loss
low-interest
majority
make
many
market
mask
may
mean
meaningful
measure
mention
merit
million
missing
money
morning
mount
much
municipal
name
narrow
national
negative

set

setting
share
sharp
sheet
shock
short
should
show

sign
significant
sit
slightly
soften
somebody
something
sound
source
special
spokesman
spot
spread
statement
state

still

stock
strengthen
struggle
struggling
success
such

sue
supposedly
sure
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criticize
cut

debt
decade
decide
decision
decline
default
deposit
derivative
deserve
desire
dilemma
disability
disagree
disclosure
divert

do

dollar
during
earn
economist
effectively
emphasize
empire
employee
end
environment
equal
even
every
evidence
exchange
expect

new
next

now
number
observer
odd

offer
officer
official
often
omission
opposition
outspoken
owe

own

page
painful
part
partly
past

pay
pension
percent
percentage
permit
persuade
piece

plan

point
perhaps
policy
positive
power
practice

swap
system
take
taking
target
term

then
think
thinking
third

this

those
three

time
today

top
totally
touch
treasurer
trip
trustee
turn

type
typical
typically
umbrella
underplay
understandable
understate
union
united
unnecessary
unpredictable
unusual
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experience president use

face pressure using
factor previous valuation
fall price value
faulty probability very

fear problem vote
feed produce want
feel profit warn
fellow progress warning
fiduciary project watching
file projected way
financial projection week
finding prominence worker
fireman prominent world
firm property worth
first-quarter proposal would
fiscal proposed year

flag prospectus yearly
follow protect

J. FAMOUS ECONOMIST

Follow his example:
JAMES M. BUCHANAN (1919-)

James Buchanan is an important figure in economics because of
his role in developing the field of public choice, which examines the
links between economics and politics. Buchanan has employed
economic analysis to study politicians and political decision-making.
At the same time he has stressed that understanding the political
process is important for the study of economics. Buchanan was born
into a poor rural family in the village of Gum, Tennessee, in 1919. His
grandfather was elected Governor of Tennessee in 1891 on the populist
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Farmers Alliance ticket. Buchanan (1992) credits his mother, a
voracious reader, with developing his academic abilities through home
instruction and by helping him with his homework assignments.
Buchanan planned to attend Vanderbilt University and become a
lawyer, but the Great Depression destroyed these dreams. Middle
Tennessee State Teacher’s College, in nearby Murfreesboro, was the
only school he could afford. Buchanan majored in mathematics,
English literature, and social science, and then went on to earn a
Master’s degree in Economics at the University of Tennessee in
Knoxville. Following a brief stint in the navy, Buchanan used the G.I.
Bill to enroll at the University of Chicago and pursue a PhD in
Economics.

In 1948 Buchanan received his PhD and began a teaching job at
the University of Tennessee. Since then he has held positions at a
number of US and European institutions, including UCLA, the
University of California at Santa Barbara, the London School of
Economics, and Cambridge University. But Buchanan has spent most
of his adult life teaching at three schools in Virginia. From 1958 to
1969 he taught at the University of Virginia and established the
Thomas Jefferson Center for Political Economy there. From 1969 to
1983, he taught at Virginia Polytechnic Institute and founded the
Center for the Study of Public Choice. Then Buchanan moved his
center to George Mason University, where it has remained ever since.
In 1986, he was awarded the Nobel Prize for Economics, primarily for
changing the way that economists study government and politicians.
Due to the work of Buchanan, economists now look at the world of
politicians and policy-making more skeptically and with greater
cynicism.

Many of his life experiences contributed to Buchanan’s anti-State
economics and his libertarian sentiments. Growing up in the rural
South made him feel like ‘‘a member of a defeated people’. Then there
were his officer training school experiences in New York. There was
also the general libertarian atmosphere at the University of Chicago.
Last, but certainly not least, Buchanan felt that in the US Presidential
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election of 1960 a rich man had purchased the presidency for his son.
Buchanan’s major contribution to economics is his role in developing
the area of public choice, a study of exchange in the political realm.
Public choice emerged out of the field of public finance, which studies
the relationship between governments and individuals. Just as
economists assume that economic man is rational and seeks to
maximize utility, the public choice school holds that politicians and
government bureaucrats should be viewed in the same light. Political
exchange, like economic exchange, will be made with the expectation
of gain.

UNIT SIX.
COST CONCEPTS

A.BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “COST” to comprehend
the relationship between the new concepts and the concepts you
know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:


http://www.studygs.net/mapping
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Write out a series of questions you expect to be answered when
reading.

6. DEFINITION:

a) What is inventory / cost / price?

b) What are key cost elements?

c) How are GAAP defined?

7. CHARACTERISTICS:

a) For whom is cost designated?

b) How are costs classified?

8. EXPERIENCE:

What experience have | had with cost accounting?

What can | imagine about working for a government agency?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

6.1. CFO round table: Managing uncertainty.

Business was about as good as it could get for A&A
Manufacturing in early 2008. The New Berlin, Wis., company was
busy cranking out custom-engineered protective covers, cable carriers,
and those roll-up doors you see on the sides of fire trucks. The
workforce couldn’t keep up with the orders.

“We were working at full capacity—an enormous amount of
hours—and we were trying to hire people,” recalled Lawrence Kean,
A&A’s secretary, treasurer, and CFO.

But that summer the global economy took a nosedive. Orders
slowed to atrickle. Suddenly A&A was staring at an inventory of metal
and plastic materials that it had ordered atop a bursting commodities
bubble.
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“We had to make some painful reductions in service and work our
way out of purchase orders,” Kean said.

Few companies were prepared for what became the worst
economic crisis since the Great Depression, but many have learned
from it. Some—including A&A—have grown stronger because of it.

The global economy remains cloaked in uncertainty. There has
been tepid economic improvement in the United States. A debt cloud
looms over Europe, growth is slowing in emerging economies such as
China, and new regulations and game-changing technology have been
introduced almost every step of the way. In between, there have been
disruptive political uprisings and natural disasters the world over. The
unpredictability is changing how companies manage risks and develop
growth strategies.

Managing through that ambiguity was the theme of a recent CFO
round table hosted by the JofA and moderated by Arleen Thomas,
CPA, CGMA, the AICPA senior vice president—Management
Accounting. She was joined by three other CPAs who hold the CGMA
designation: Carl Berquist, executive vice president and CFO of global
hotelier Marriott International; Brenda Morris, CFO of Love Culture,
a fast-growing young women’s clothing retailer; and Kean, whose
experiences in 2008 helped build the foundation for a stronger
company that is expanding globally.

Their insights were particularly timely. As companies navigate the
increasingly complex waters of the global marketplace, CFOs are
becoming a more influential part of the strategic-planning process.

“Over the last 10 years, I’ve seen the CEO start to use the CFO
more for strategic guidance,” said Morris, who has spent the past
decade as CFO of several companies. “There’s more dependence on
really understanding the financial and operational risks that impact the
business.

And most of the time, the CFO ... can provide really good input
and guidance.

“I also think most CFOs are just stepping up and being more
strategic in nature than maybe they used to be,” she continued. CEOs
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are increasingly seeing CFOs as a more important resource in
managing key initiatives and helping define the direction of the
business, Morris said. “That’s what I really love to work on.”

6.2. Japan’s Industrial Production, Economic Outlook.
6.2.1. Make an English précis of the article.
6.2.2. Make a Ukrainian précis of the article.

Japan posted a smaller-than-expected current-account surplus in
April, highlighting weak global demand that is depressing exports.

The excess in the widest measure of the nation’s trade was 333.8
billion yen ($4.2 billion), the Ministry of Finance said in Tokyo today.
The median estimate of 22 economists surveyed by Bloomberg News
was for a surplus of 440.8 billion yen. Gross domestic product in the
first quarter grew an annualized 4.7 percent, a separate report showed.

A 5.6 percent appreciation in the yen against the dollar since mid-
March, higher energy costs and falling exports have eroded the
nation’s trade position. The economy might have peaked in the first
quarter, with analysts surveyed by Bloomberg News predicting the
expansion will moderate this year as rebuilding projects to recover
from last year’s earthquake are expected to taper off.

“We can’t be optimistic going forward as things are getting worse
overseas day by day,” said Azusa Kato, an economist at BNP Paribas
SA in Tokyo. “Japan will probably maintain growth in the coming
quarters because of reconstruction demand but it’s not going to be as
fast as last quarter.”

European Crisis

Spain was downgraded by Fitch Ratings yesterday to within two
steps of junk, adding to the turmoil in Europe that has sent at least eight
of the 17 euro-area economies into recession and damped European
demand for foreign goods. The crisis is hurting Japanese exporters
such as Sony Corp. (6758), whose stock fell below 1,000 yen in Tokyo
trading this week for the first time since 1980.

“Economic activity in Japan’s major trading partners is the biggest
risk to Japan’s external balance,” Kiichi Murashima, chief economist
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at Citigroup Global Markets Japan Inc. in Tokyo, said before the
report.

A strong yen raises prices for exporters and reduces the value of
their repatriated income. Every one-yen appreciation versus the U.S.
currency leads to a 2.4 percent drop in operating profit at Nissan Motor
Co. (7201) and 3.3 percent at Toyota Motor Corp. (7203), according
to a Goldman Sachs Group Inc. (GS) (GS) report in April.

Toyota President Akio Toyoda, speaking June 4 as chairman of
the Japan Automobile Manufacturers Association, said the yen is a
“major concern.” Carlos Ghosn, Nissan’s chief executive officer, said
in April the currency is the unpredictable “1,000-pound gorilla” that
makes all Japanese automakers suffer.

Trade Slump

The trade portion of the nation’s current account was in deficit for
the first time since January, today’s report showed. The revised GDP
figure beat analysts’ forecasts after capital spending and private
consumption were better than the government initally estimated last
month.

All of the nation’s 50 reactors have been idled for maintenance or
safety checks following the March 2011 earthquake and tsunami that
caused the worst atomic accident since Chernobyl at Tokyo Electric
Power Co.’s Fukushima Dai-Ichi power station. To replace nuclear
power, Japan’s 10 regional power utilities imported record amounts of
liquefied natural gas in the fiscal year ended March, and doubled their
use of petroleum.

Kansai Electric Power Co. Inc. (9503) may get approval as early
as this week to start two idled reactors at its Ohi plant, the Nikkei
newspaper reported last week. Prime Minister Yoshihiko Noda said at
a news conference June 4 that reactors need to be restarted for
economic development.

Income Surplus

While the nation’s income surplus, the portion of the current
account that includes earnings from overseas investment, is preventing
any immediate swing to Japan becoming a deficit nation, Masaaki
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Kanno, chief economist at JPMorgan Securities Japan Co. in Tokyo,
forecasts that change may come in 2015. The BOJ’s Shirakawa
disagrees with “such views,” citing the size of the income surplus.

Japan’s net international investment position of 253 trillion yen
was more than 50 percent of nominal GDP as of 2011, suggesting that
“the Japanese current account surplus will continue for the time
being,” Shirakawa said at a conference in Tokyo last week.

6.3. GAO releases preliminary assessment of oil-spill cleanup
costs.
6.3.1. Give a written translation of Paragraph I.

The U.S. Government Accountability Office (GAO) released
a preliminary assessment of the federal financial risks, cost
reimbursement and notification policies, and procedures regarding the
cleanup of the Deepwater Horizon oil spill in the Gulf of Mexico. The
assessment included recommendations on steps the government can
take to increase efficiency in the process and increase how much can
be spent on the cleanup.

The BP oil spill occurred on April 20 when there was an explosion
onboard the Deepwater Horizon drilling unit in the Gulf of Mexico,
which did not end until the oil well was cemented shut 152 days later,
on Sept. 19. The spill caused billions of dollars of damage to the
environment as well as to the livelihood of many fishermen in the area
and others who had depended on the local tourism industry. In June,
BP established an irrevocable trust in which it will place $20 billion
by 2014, primarily for the purpose of paying claims made with regard
to the oil spill.

The GAO said that although the current estimates for the cost of
the cleanup suggests that it will be in the tens of billions of dollars,
there are some complications regarding the amount that the federal
government can spend on the process. The Qil Pollution Act of 1990,
enacted by Congress after the Exxon Valdez spill in 1989, authorizes
the use of the Oil Spill Liability Trust Fund, established to help pay for
spills using federal tax revenues for immediate response costs.


http://www.gao.gov/index.html
http://www.gao.gov/products/GAO-11-90R
https://www.nysscpa.org/glossary/term/635
https://www.nysscpa.org/glossary/term/410
https://www.nysscpa.org/glossary/term/613
https://www.nysscpa.org/glossary/term/553
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However, the fund has a $1 billion cap on the amount it can spend on
the cleanup of each oil spill. Because BP already reimbursed $518.4
million of the $581 million the fund had already spent on the cleanup
as of Oct. 12, the GAO advised amending the $1
billion expenditure cap to allow it to subtract whatever was reimbursed
from how much it should be allowed to spend under the cap.

In addition, the GAO found that the Coast Guard National
Pollution Funds Center’s policies and procedures for obtaining
reimbursement for the costs of the oil spill did not always reflect
current practices and were not sufficiently detailed to ensure they could
be followed consistently. For example, the procedures for identifying
and notifying responsible parties are dated 1996 when the Coast Guard
was part of the Department of Transportation; it is now part of the
Department of Homeland Security. The GAO recommended that the
current policies be updated to reflect the current organizational
structure and to update its policies as well to provide detailed guidance
and procedures for identifying and documenting all responsible party
notifications.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. The economy might have peaked in the first quarter, with analysts
surveyed by Bloomberg News predicting the expansion will
moderate this year as rebuilding projects to recover from last year’s
earthquake are expected to taper off.


https://www.nysscpa.org/glossary/term/286
https://www.nysscpa.org/glossary/term/571
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2. The revised GDP figure beat analysts’ forecasts after capital
spending and private consumption were better than the government
initally estimated last month.

b) Paraphrase the following:

1. The GAO recommended that the current policies be updated to
reflect the current organizational structure and to update its policies
as well to provide detailed guidance and procedures for identifying
and documenting all responsible party notifications.

2. . In June, BP established an irrevocable trust in which it will place
$20 billion by 2014, primarily for the purpose of paying claims
made with regard to the oil spill.

c) Relate the action to the past/present/future:

1. The trade portion of the nation’s current account was in deficit for
the first time since January, today’s report showed.

2. The unpredictability is changing how companies manage risks and
develop growth strategies.

d) Turn direct into indirect:

“We can’t be optimistic going forward as things are getting worse

overseas day by day,” said Azusa Kato, an economist at BNP Paribas

SA in Tokyo. “Japan will probably maintain growth in the coming

quarters because of reconstruction demand but it’s not going to be as

fast as last quarter.”

F. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

As with TAAO services, wealthcare industry revenues have
decreased more than 5 percent since 2006. The o6ean punxy and
recession led to declining oyinku insecmuyitinux nopmdpenie and
reduced family incomes. However, wealthcare industry revenues are


https://www.nysscpa.org/glossary/term/635
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estimated to grow more than 17 percent on an inflation-adjusted basis
to $240.9 billion by 2016, based on IBISWorld data.

Though both wealthcare and TAAO industries are rising from
exonomiuno2o cnady With slower memnamu pocmy than those in the
Golden Age, there are four reasons why wealthcare services should be
considered by CPA firms for higher growth than general industry
forecasts:

Wealthcare services generally carry higher meorcy konusanns yinu
and greater profitability than traditional TAAO services. This leads to
enterprise value multiples that are often two to three times higher than
those of TAAO services.

Lagging distrust of major financial institutions following the
financial collapse has caused many samoocnux families to seek
alternative sources of financial advice and planning services. The CPA
profession and its independent financial advisors are winning this
battle of perceived competence and trust at the expense of the
traditional ynpasninna akmusamu providers.

CPAs are poised to be America's retirement and wealth de-
accumulation experts. The risks and complexity found as clients
approach the retirement "red zone" (the five years before and five years
after the actual retirement date) grow beyond the moorciusocmi of their
bipacosozo maxnepa, micyesozo danxipa and life insurance agent.
These people tend to consolidate their advice needs to a single
financial advisor who can help them through retirement and estate
matters.
affluent
capabilities
community banker
economic slumps
growth rates
investment portfolio valuations
margins
market collapse
stockbroker

CoNo~WNE
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10. wealth management
d) Suggest the correct translation:

Account reconciliation (A) is an underappreciated (B) yet critical
control to help ensure an organization's financial integrity (C).
Weaknesses and inefficiencies in the reconciliation process often lead
to mistakes on the balance sheet and overall inaccuracies in the
financial close (D).

Since the enactment of Sarbanes Oxley (SOX) in 2002 and other
rules and regulations that have followed, ensuring the accuracy of
account reconciliations has become increasingly important. In the past,
if an external auditor found a material error (E) during review of a
company's financial statements, it could still be corrected by the
company with an adjusting (F) entry. In most cases, the controller (G)
wouldn't have to issue a restatement (H), nor would the auditor have
to report the error.

With the advent of SOX, the call for compliance (1) has risen to
another level. If the auditor finds a material error, the company may be
required to disclose a failure (J) of controls. And, if the auditor finds a
misstatement while reviewing the quarterly or annual SEC reports that
the company cannot prove it would have found on its own, then the
error is determined to be a material misstatement and a material
weakness that could also require disclosure.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS
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a) Group discussions in and out of class will help you to discover

what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more

information from them.

. QUIZ#6
a. Define the following sentences “True” or “False’:

wrh e

o ok

-
8.
9.
10.

The workforce couldn’t keep up with the reservations.

The global economy remains trapped in uncertainty.

Economists admit moderate economic improvement in the United
States.

CFOs are used more for strategic guidance by CEOs.

The crisis is damaging Japanese exporters such as Sony Corp.
Toyota President was worried about the national currency of
Japan.

Analysts argue that Japan could become a deficit nation by 2015.
The spill caused millions of dollars of damage to the environment.
Federal tax revenues are not used to cover spill damages.

GAO is not satisfied with the Coast Guard National Pollution
Funds Center’s policies.

b. Give the opposite:

separate, moderate, expansion, to increase, to depend, consistently,
update, detailed, growth, complex.

c. Decode the following terms:

to highlight, reconstruction, to downgrade, turmoil, maintenance,
preliminary, complication, amendment, obtainment, ambiguity.

d. Translate the following into English:

1.

YiTke po3MeKyBaHHS BUTPAT 3aJI€KHO Bijl IXHbOTO €KOHOMIYHOTO
NPU3HAYEHHS € BU3HAYaJIbHUM MOMEHTOM Yy TpaKTHUHIHA
TSUTBHOCTI MAMPUEMCTBA.

HarionanbHi cTtaHzapTé OyXrairepchbKoro oOJiKy BH3HAUYarOTh
BUTPATH SIK 3MEHIIEHHS €KOHOMIYHUX BHUIOJl Y BUIJIAI BUOYTTS
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aKkTUBIB abo 30uIbIIeHHS 3000B'I3aHb, SKI TPU3BOJIATH JIO
3MCHILICHHS BJIACHOTO KaIliTaly.

[loTouHi BUTpaTH MiANPHUEMCTBA -- - 1€ TPOIIOBE BiTOUTTS
BUTPATXKHMBOI Ta ypEUueBJICHOI mpari Ha 3AICHEHHS TMOTOYHOI
TOPrOBEIBbHO-BUPOOHUYOT AISUTBHOCT] MIAPHEMCTBA.

[1ix eKOHOMIYHUMHU BUTpPATaMU PO3YMIIOTh ,,3aTPATH BTPAYCHUX
MOXKJIUBOCTEN", TOOTO CyMy rpoluell siky MOXHa OTpUMaTu IpU
HalWOUIbII BUTIJHOMY 13 BCIX MOMIMBUX aJlbTEPHATUBHUX
BaplaHTIB BUKOPHUCTAHHS PECYPCIB.

HeoOxinHicTh BUAUIGHHS pI3HUX Kiacu@ikaiiid BUTpaT €
MEepeAyMOBOI0  YCHINIHOT OpTraHi3alii TUIaHyBaHHS, OOJIKY,
KOHTPOJIIO, aHaJi3y Ta €(peKTUBHOIO YIIPaBIIHHS BUTPAaTaMHU.
OO6'ekTHBHOIO MOTPEOOIO MIATNPUEMCTB € MOJOJIAHHSA KPHU30BHX
SBUILl y HalIOHAJbHIA EKOHOMIlI, BHUpIIEHHS MpobieM
dbopMyBaHHS MEXaHI3MIB,CIIPIMOBAHUX Ha  YAOCKOHAJICHHS
BHYTPIIIHHOTO CTaHy MIANPHUEMCTBA i HOBUX (OPM 1 METOIB
TOCTOJIAPIOBAHHS, BIANOBIMHUX  OpraHi3alliiHUX CTPYKTYD,
METO/IIB yNPaBJIiHHA BUTpPAaTaMH, PO3POOJICHHS HOBOi PUHKOBOI
MOBE/IIHKK, CIPsIMOBAHOT Ha CTa0LTI3aIlif0 BUTPAT Ta TOJAJIbIIE
€KOHOMIYHE 3pOCTaHHSI.

[TonsTTS «3aTpaTw» MOB’sI3aHE 3 YMHHUKAMM,IIO BIUIMBAIOTH Ha
pe3ynbTaTH BUPOOHUYOT TISUTBHOCTI TOro abo IHIIOro cy0’€KTa
rOCIO/IaPIOBAHHSA, a TOHATTA «BUTpAaTU»- 3 (IHAHCOBUMU
acreKTaMH JIaHOTO BUAY IisJIbHOCTI.

[Ipouiec BUpOOHMIITBA 3aBXKIM MOB’S3aHUIl 3 BUKOPHCTAHHAM
po6ouoi cuiau Ta 3aco0iB BUPOOHMIITBA, SIKI BTIUIFOIOTHCS B
MPOJYKTi, IO XapaKTEePU3YEThCS KOPUCHICTIO (CHOKHUBHOIO
BapTICTIO) Ta TPYAOMICTKICTIO, TOOTO 3aTpaueHOI0 IEBHOIO
KUTBKICTIO Tpali.

[Ipsimi BuTpatu 0Ge3nocepeHbO IMOB'A3aHI 3 BUTOTOBJIECHHSAM
MIEBHOTO PI3HOBUAY MPOAYKII 1 MOXKYTh OyTH oOuucieHi Ha ii
OJIMHULIIO MPSIMO.

Jlo mOCTIMHUX HaleXaTh BUTPATH Ha YTPUMAaHHS 1 eKCILTyaTallio
Oy/10B 1 criopy/l, Opraizaiito BUpOOHHUIITBA, YIPABIIHHS.
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e. Check the terms in the dictionaries. Learn and use in your

discussion.

appreciation

capital spending
cost reimbursement
current-account
surplus

earnings from
overseas investment
expenditure cap

external balance
federal tax revenues
fiscal year
immediate response
costs

income surplus
operating profit

operational risk
private
consumption
repatriated
income

to develop growth
strategies

to manage risk

f. Revise/learn and use i

n your discussion.

accident
account
accountability
activity
adding
addition
advised

all

allow
allowed
almost
already
although
always
ambiguity
amend
amount
analyst
annualize
appreciation

fisherman
follow
forecast
foreign
forward
foundation
full

fund
game-changing
gas

give

global
globally
gorilla
government
gross

group
growth
guard
guidance

primarily
prime
private
probably
procedure
process
product
production
profit
project
protective
provide
purchase
purpose
quarter
raise
rating
reactor
really
rebuild



https://www.nysscpa.org/glossary/term/286
https://www.nysscpa.org/glossary/term/613
https://www.nysscpa.org/glossary/term/553
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approval
area
assessment
association
atomic
atop
authorize
automaker
automobile
balance
beat
before
below
billion
bubble
build

burst
business
busy

but

cable

cap
capacity
capital
carrier
cause
cement
chairman
change
check
chief
claim
cleanup
cloak

have

help
highlight
hire

hold
homeland
horizon
host
hotelier
hour
identify
idle
immediate
impact
important
imported
improvement
include
income
increase
increasingly
industrial
industry
influential
initally
initiative
input
insight
international
introduce
inventory
investment
irrevocable
join

recall
recent
recession
recommendation
recommend
reconstruction
record
recover
reduce
reduction
reflect
regard
regarding
regional
regulation
reimburse
reimbursement
release
remain
repatriate
replace
report
resource
response
responsible
restart
retailer
revenue
revise

risk

roll-up
round
safety
secretary
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clothing
cloud

come
commodity
company
complex
complication
concern
conference
congress
consistently
consumption
continue
continued
cost

could

crank

Crisis
currency
current

custom-engineered

damage
damp

date

day

debt
decade
deficit
define
demand
department
dependence
depressing
depression

junk

just

keep

key

last

lead

learn
liability
liquefy
livelihood
local
loom
maintain
maintenance
major
manage
managing
manufacturer
many
marketplace
market
material
may
maybe
measure
median
metal
might
million
minister
ministry
moderate
month
nation

security
see
senior
separate
service
several
show
shut
side
since
size
slow
smaller-than-
expected
some
speaking
spend
spending
spill
staring
start
state
station
step

step
stock
strategic
strong
structure
subtract
such
suddenly
suffer
sufficiently
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designation
detailed
develop
development
direction
disagree
disaster
disruptive
document
dollar
domestic
door
double
downgraded
drill

drop

each

early
earnings
earthquake
economic
economist
economy
efficiency
emerging
enact

end

energy
enormous
ensure
environment
erode
established
estimate

national
natural
nature
navigate
need

net

new

News
newspaper
nominal
nosedive
notification
now
nuclear
obtain
occurr
office
officer
onboard
operating
operational
optimistic
order
organizational
outlook
overseas
painful
part
particularly
partner
party

past

pay
paying

summer
surplus
survey

swing

table

take

taper

tax
technology
tepid

through

time

timely

today
tourism

trade

trading
transportation
treasurer
trickle

trillion

truck

trust

tsunami
turmoil
uncertainty
understanding
unit
unpredictability
unpredictable
until

update
updated
uprising
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estimated peak use
euro-area people used
every percent utilities
excess petroleum value
executive place Versus
expansion plant vice
expected plastic view
expenditure political water
experience pollution way
explosion portion weak
exporter position week
external post well
falling power wide
fast practice women
fast-growing predict work
federal preliminary workforce
figure prepared work
finance president world
financial prevent year
fire price yen
fiscal yesterday

J. FAMOUS ECONOMIST

Follow his example:
DOUGLASS CECIL NORTH (1920-)

Douglass North has made contributions to three areas of
economics. He has brought statistical methods to the study of
economic history. He has examined and explained the role of
institutions in regulating human behavior. And he has attempted to
understand the historical forces that make economies rich or poor.
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These three lines of research are not quite as diverse as they might first
appear. North has explained economic growth in terms of adopting the
right institutions. He has also used statistical techniques to test his
institutional theories about the causes of economic growth. North was
born in Cambridge, Massachusetts, in 1920. His father, a manager for
the Metropolitan Life Insurance Company, was transferred frequently
while North was growing up. As a result, North went to school in
Connecticut, Ottawa, Lausanne, New York City, and on Long Island.
He attended college at the University of California in Berkeley because
his father had been transferred to San Francisco and North did not want
to be far from his family. At Berkeley, North triple majored in political
science, economics, and philosophy. He seriously considered going to
law school after graduation, but the start of World War 11 put this plan
on hold. Three years at sea gave North the opportunity to do a great
deal of reading and reflecting, and he decided to become an economist
rather than a lawyer. Returning to Berkeley after the war, North
received his PhD in 1952, writing a dissertation on the history of life
insurance in the United States. From the 1950s until 1983 North taught
at the University of Washington. He then became Professor of
Economics and History at Washington University in St. Louis. In
1993, North and Robert Fogel were made joint recipients of the Nobel
Prize for Economic Science.In announcing this award the Nobel Prize
committee cited the pioneering work of North and Fogel in the
development of cliometrics, which involves the application of
mathematical and statistical methods to the study of economic history.
Until the late twentieth century, economic history was primarily a
descriptive area within economics, one shunning statistical analysis.
Consequently, North and Fogel encountered great resistance when,
during the 1960s, they brought mathematical methods to this field. But
they continued to push their project and eventually succeeded in
revolutionizing the study of economy history. North and Fogel
required that all work in economic history yield testable or refutable
predictions, and that these predictions actually be tested against an
alternative, null hypothesis that some factor was not important. This
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was to be done by gathering relevant historical data and then analyzing
this data with the same statistical tools used by all other economists.

The new institutionalism of North straddles both traditional
economics and traditional institutional economics. Yet, it occupies an
uneasy place relative to both. The behavioral assumptions that North
employs are quite different from the assumptions made by most
economists. For North, individuals are socialized to behave according
to rules, and these institutional constraints are an important influence
on behavior. This view has made traditional economists uneasy with
his work. On the other hand, the work of North is highly quantitative
and formal. This had made traditional institutionalists skeptical of his
work.

UNIT SEVEN.

RECORDING TRANSACTIONS

A.BEFORE YOU READ

1. CONCEPT MAPPING:

Develop a "mind map" around the notion “TRANSACTION” to

comprehend the relationship between the new concepts and the

concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.


http://www.studygs.net/mapping
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5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What is transaction/ journal / ledger / depreciation / cash receipts?

b) Where does recordkeeping system fit?

¢) What is accounting cycle?

7. CHARACTERISTICS:

a) How would I describe journalizing process?

b) How does the bookkeeper transfer information from the journal to
the ledger?

¢) Which accounting concept or principle specifically states that we
should record transactions at amounts that can be verified?

8. EXPERIENCE:

a) What experience have I had recording transactions?

b) How do revenues and expenses enter into the determination of net
income or net loss?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings and
subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

7.1. Financial accounting standards.

The new Statements of Financial Accounting Standards—SFASs
141(R), Business Combinations, and 160, Noncontrolling Interests in
Consolidated Financial Statements—emerged in December 2007 from
the extensive redeliberation of two FASB exposure drafts (ED) issued
in June 2005. As the first major joint project between FASB and the
International Accounting Standards Board (IASB), the business
combinations project sought to demonstrate that the two standards-
setting bodies can work together. Given the extent of the changes,
evaluating the success of those endeavors may take time. In this case,
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International Financial Reporting Standard (IFRS) 3 (revised in 2007),
which is the IASB’s companion statement on business combinations,
reflects most of the changes in SFAS 141(R).

In a nutshell, the purchase method, now to be known as
theacquisition method, has been further modified such that, in many
mergers, it will no longer rely on historical costs. Combinations
involving either an acquisition of less than 100%, or control that is
achieved in steps, will see traditional cost-based purchase accounting
replaced by estimates of the acquired company’s fair value. The
estimated fair value of contingent consideration agreements becomes
part of the consideration that is recorded at the acquisition date, with
subsequent changes in its fair value reported in current earnings, not
as purchase-price adjustments. Additional contingent assets and
liabilities will likely be recognized, and acquired in-process research
and development (R&D) will no longer be expensed as if it was
internally developed R&D, but instead it will be capitalized and
initially subjected to periodic impairment testing.

The major changes incorporated in SFASs 141(R) and 160 can be
divided into six categories, which also include some lesser changes.
When appropriate, excerpts from respondent comments to the EDs are
provided below.

Broader Definition of a ‘Business’

SFAS 141(R)’s broader definition of a business brings mutual
entities within its scope for the first time, according to the definitions
in para. 3. This means that mutual entities can no longer use pooling-
of-interests accounting when they merge. This seemingly innocuous
change elicited a majority of negative responses arguing that
combinations of mutual entities are true mergers—not acquisitions—
with no consideration exchanged. One respondent to the ED noted:
“With no consideration in a transaction, it is not practical to determine
an accurate fair value of the acquired company to the acquirer. We are
concerned ... the results may be misleading ... primarily because they
do not reflect the combination’s true economics.”

Acquisitions Recorded at Full Fair Value
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“Full fair value,” now referred to as the measurement principle
(first described in para. 20), is the most controversial issue in the joint
FASB-IASB business combinations project. Any “partial” controlling
acquisition (less than 100%) will be reported not at the price paid, but
at the acquirer’s estimated full fair value for the company as a
whole.For example, an $8 billion acquisition of 80% of a company
could be reported at $9.5 billion if that is the entity’s estimated fair
value. Not only are all identifiable assets and liabilities consolidated at
their full fair values, SFAS 141(R) bases goodwill on the excess of the
total entity’s fair value over the fair value of the identifiable net assets
(para. 34). [FASB board member Leslie Seidman’s wide-ranging
dissent to SFASs 141(R) and 160 cites her objection to attributing
goodwill to the minority, or noncontrolling, interest.]

7.2. Revenue-Recognition Decisions: A Slippery Slope?
7.2.1. Make an English précis of the article.
7.2.2. Make a Ukrainian précis of the article.

Consider this scenario: Capitol Motors is in its first year of
operations and as of December 30 has total revenues of $5 million,
projected net income of $200,000, and total assets of $40 million
(Capitol’s year-end is December 31). On December 31, a customer and
Capitol Motors agree to terms on the purchase of a new automobile for
$25,000. Theonsider this scenario: Capitol Motors is in its first year of
operations and as of December 30 has total revenues of $5 million,
projected net income of $200,000, and total assets of $40 million
(Capitol’s year-end is December 31). On December 31, a customer and
Capitol Motors agree to terms on the purchase of a new automobile for
$25,000. The customer signs and completes all paperwork for the sale
but asks Capitol to hold the full-payment check until he can complete
financing with a local bank. Because the bank has already closed for
the day, it will be January 2 before the customer can release the check
to Capitol. The customer already has a $30,000 line of credit approved
by his bank. The Capitol Motors’ credit manager reviews the
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customer’s file and offers to finance the transaction through the
dealership’s financing company. The customer, however, wishes to
use a local bank and declines the financing offer. The customer and
Capitol agree to leave the automobile on the dealership lot overnight
so it can be properly serviced (e.g., washed, fluid levels checked).
Given these facts, should Capitol Motors record a sale as of December
31?

This case was presented to approximately 700 CPASs in continuing
education courses taught by the author. On each occasion, a majority
of CPAs indicated they would book the transaction as a December 31
sale. The two primary reasons given were the following:

All significant aspects of revenue-recognition requirements had
been met;

The sale is immaterial to total revenue, therefore recording the
transaction on December 31 would not be inappropriate.

The Revenue-Recognition Argument

Accountants have traditionally recognized revenues when realized
and earned. Matched against these revenues are expenses incurred in
generating the revenues. This is referred to as the
realization/earnings/matching approach. FASB, however, is working
on a revenue-recognition project that is expected to follow the
asset/liability approach, under which revenue is recognized and
measured based on the change in assets and liabilities. The intent here
is not to debate the two approaches, but for the case at hand one could
argue that revenues would be recognized regardless of the approach
used.

As stated above, most of the CPE session participants agreed that
the automobile dealership had “earned” the revenue because all
significant aspects of the sale had been met. Under the asset/liability
approach it is clear the dealership has increased an asset—at a
minimum as accounts receivable—and therefore should recognize the
revenue.

One might argue that because the servicing of the automobile is
insignificant to the purchase price, the earnings process is complete.
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Another possible situation deserves consideration, however: What if
the customer changes his mind and decides not to purchase the
automobile and never returns to the dealership? Can (or would) the
dealer force the customer to purchase the automobile? One must,
therefore, consider the possibility of a “right of return.”

7.3. Materiality: Whose Business Is 1t?
7.3.1. Give a written translation of Paragraph I.

It has long been established in the professional literature that
financial statements are the responsibility of management. That
responsibility includes establishing and maintaining accounting
systems that record, process, summarize, organize, and control the
myriad transactions that flow through businesses. Included in this
mandate is maintenance of the integrity of the accounting system that
summarizes the transactions into periodic financial statements.

The financial statements are supposed to be representations of
what has transpired in the business and of its financial condition as of
a certain date. The assignment of this responsibility to management is
also set forth in engagement letters, representation letters, and in the
auditor’s opinion for each audit engagement.

Auditors have a secondary responsibility for clients’ financial
statements: obtaining reasonable assurance as to their fairness, as
expressed in the auditor’s opinion. This is done after an examination
of records, review and test of transactions, and outside verification of
both balances and transactions. The audit also requires many estimates
and judgments. In this process, auditors are required to evaluate
evidence and to determine the materiality of information uncovered by
the audit. The process of assessing materiality is not precisely defined
in professional literature, although the responsibility for this judgment
is clearly the auditor’s.

What happens, however, when the responsibilities of management
and the auditor conflict or are confused?

A company’s management, having primary responsibility for the
financial statements, knows of the auditor’s responsibility to express
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his opinion and make materiality judgments. Suppose management
decides to “game” the system. What are the consequences?

After a 40-year auditing career, and having served as an expert
witness in several legal controversies (including engagements on
behalf of the SEC Enforcement Division), the author has seen the
consequences. The distortion of financial statements can be subtle or
substantial. The results can be damaging to those who must rely upon
financial statements that are flawed as a result of a system gone awry.

Materiality decisions involve the following issues:

Mechanical errors found during the course of an audit or review.
These are mispostings, or computational or similar errors.

Deliberate “mistakes” caused by management that produce
distortion in the financial statements.

Disagreements regarding an estimate (e.g., adequacy of bad-debt
reserves) or the application of GAAP (e.g., whether cash flow is
generated by operations or financing).

Management design of the extent and breadth of systems of
internal control.

Auditor scope determinations. These are affected by risk tolerance
and are often expressed as a materiality percentage.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. All significant aspects of revenue-recognition requirements had
been met.

2. Accountants have traditionally recognized revenues when realized
and earned.
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3. One must, therefore, consider the possibility of a “right of return.”

b) Paraphrase the following:

1. Included in this mandate is maintenance of the integrity of the
accounting system that summarizes the transactions into periodic
financial statements.

2. One might argue that because the servicing of the automobile is
insignificant to the purchase price, the earnings process is complete.

c) Relate the action to the past/present/future:

1. The customer signs and completes all paperwork for the sale but
asks Capitol to hold the full-payment check until he can complete
financing with a local bank.

2. This case was presented to approximately 700 CPAs in continuing
education courses taught by the author.

d) Turn direct into indirect:

The chief marketing officer admitted: “What if the customer changes

his mind and decides not to purchase the automobile and never returns

to the dealership? Can (or would) the dealer force the customer to
purchase the automobile?”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

In business, as in most endeavors, passion is a key ingredient to
success. Entrepreneurs who genuinely enjoy sales, operations, and
poboma 3 kaienmamu are much more likely to build npu6ymxosi firms
than individuals who are simply "going through the motions" of
business in the name of making money. But even the most enthusiastic
managers will enjoy much greater success if their passion is governed
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by sound dinancoBoro mucnumiiHO, which stems from an
understanding of their ¢ginancosoi 36imnocmi.

There's plenty of debate about the sionocny yinnicms of the three
main financial statements: 3sim npo ginancosi pesyremamu, 6aranc,
and zeim npo pyx epowosux xowmis. Certainly all are important, but
for small companies, the cash flow statement may be the most critical.
The cash flow statement is a marriage of the two other financial
statements: It combines ocrosny Oisnvnicms (Shown in the income
statement) with changes in balance sheet accounts to show how the
company's cold cash is "flowing."

The section of the cash flow statement labeled “cash flow from
operations™ is definitely the most important because it represents how
much cash a company is generating from its ocrosnux onepayiii. The
cash flow statement accounts for profits and losses as well as any
"working capital”.
balance sheet
cash flow statement
core operations
customer service
financial discipline
financial statements
income statement
operating activities
9. profitable
10. relative value
d) Suggest the correct translation:

On June 28, the U.S. Supreme Court ruled to uphold (A) much of
the Patient Protection and Affordable Care Act (PPACA), President
Obama’s historic overhaul (B) of the nation's health care system.

The ruling put in motion the most significant expansion of the
country's health care system in decades, including the most
controversial provision (C) at the heart of the act — the individual
mandate that will require U.S. citizens, beginning in 2014, to maintain

NG~ wWNE



156

minimum health care coverage (D) or pay a penalty, which the court
ruled as a tax.

The 5-4 decision was announced by Chief Justice John Roberts,
who surprised many by splitting ranks with his fellow conservatives to
uphold the law. The Court found the provision permitting the penalty
to be constitutional within Congress' power under the taxing clause
(E).

"Because the constitution permits such a tax, it is not our role to
forbid it or to pass upon its wisdom or fairness (F)," Roberts said
announcing the judgment.

Now, as the health care law goes forward, CPAs are examining
how the provisions encapsulated (G) in the law — particularly the
individual mandate requiring health insurance — will impact their
individual clients, and how they conduct business with those clients.

"Essentially, the health care law means the accountant who does
personal tax returns (H) has become the de facto first line of
implementation on the individual mandate,” said Marcus Newman,
vice president and registered health underwriter (I) at GCG Financial,
located in Bannockburn, Illinois. "The CPA will now have to ask
clients if they have health insurance. It's a question that has to be asked,
and if the answer is no, the enforcement (J) will then fall on the CPA
to calculate that fine.”

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS


http://gcgfinancial.net/
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a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

LQUIZ #7

a. Define the following sentences “True” or “False’’:

1. Business Combinations, and Noncontrolling  Interests in
Consolidated Financial Statements were elaborated to show the
cooperation between FASB and 1ASB.

2. Any “partial” controlling acquisition will be reported at the price
paid.

3. The projected net income of $200,000 and total assets of $40
million refer to Capital Motors company.

4. Capitol Motors is a fictitious company.

5. Itis appropriate to record sales transactions on December 31.

6. Traditionally revenues were recognized in accounting when
realized and earned.

7. Servicing an automobile does not affect the purchase price.

8. Financial statements are the responsibilities of management.

9. The audit requires estimates, not judgements.

10. The distortion of financial statements can be substantial.

b. Give the opposite:

complete, local, majority, appropriate, significant, subtle, substantial,

deliberate, adequacy, breadth.

c. Decode the following terms:

project, dealership, servicing, verification, evidence, judgement,

consequence, rely on, computational, tolerance.

d. Translate the following into English:

1. bByxrantepchkuii 006iiK ciyrye 0a3010 JaHMX B OCHOBHOMY IS
YIpaBJIIHCHKOT Ta (piHAaHCOBOI (OyXraiarepcbkoi) 3BIT-HOCTI, W
JIMIIC (l)parMeHTapHo — JIA HOHaTKOBOi, AKY CKJIaJar0Tb Ha
OCHOBI JJaHUX MOJATKOBOTO OOJIKY.
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Byxrantepchkuii 00K Ha MiAIPUEMCTBI BeAEThCAOE3MEPEPBHO 3
TIHSI peecTpallii miInprueMcTBa 0 HOro JKBimalii.

[MuTannsa opranizaiii OyXraaTepchbkoro 00Ky Ha HiAMPUEMCTBI
HaJeKaTh JO KOMIICTEHIlII HOro BJIACHWKA (BIACHHKIB)abo
YIIOBHOBAaXEHOTOOPrany(mocaoBoiocodn)  BiAMOBiAHO 10
3aKOHOJIABCTBA T4 YCTAHOBYMX JOKYMEHTIB.

BiamoBinaneHICTh 3a Oprasizaifio OyXrajJTepchKoro OOJiKyTa
3a0e3neyeHHs (ikcyBaHHA(DAKTIB3A1MICHEHHSIBCIXIOCIOAPChKUX
omeparliii y IepBUHHUX JOKYMEHTax, 30€peKeHHsI 00poOIeHUX
JOKYMEHTIB, PEricTpiB 1 3BITHOCTI HPOTATOM BCTAHOBJIEHOTO
TEPMIHY.

[TligmpueMCTBO  CaMOCTIMfHO BH3HAYa€ OOJIKOBY TOJITHKY
MIANPUEMCTBA Ta oOupae GopMy OyXraaTepchbKoro OOJIKY SIK
MEBHY CHCTEMY PETICTpIBOOIIKY,TOPSAAKYICTIOCO0Y peecTpartii Ta
y3arajibHeHHs 1HpopMaIlii.

KepiBHuk minmpuemcTBa 3000B's3aHUN  CTBOPUTH HEOOXiIHI
YMOBH JUIsl TIPABWJIBHOTO BEIEHHS OyXTraJITepChKOTO OOJIKY Ta
3a0e3neynTH HEYXHWJIbHE BUKOHAHHS BCIMa
MiapO3AUIaMu,CITy’)k0aMi  Ta TpaliBHUKAMH, TPUYETHUMHU [0
OyXTanTepchbKOTro 00JIIKY.

l'onoBuuit Oyxrantep abo ocoba, Ha AKYy MOKIAJACHO BEACHHSA
OyXTajTepchbKOro OOIKY MANPUEMCTBA 3a0€31euy€e TOTPUMaHHS
Ha MIANPUEMCTBI BCTAHOBJICHUX €IMHHUX METOJIOJIOTTYHUX 3acay
OyXrajnTepchbKOro OOJIKY, CKIaJaHHsS 1 MOJaHHsS y BCTaHOBJICHI
CTPOKH (hIHAHCOBOI 3BITHOCTI.

IlepBuHHI JOKYMEHTH TIOBMHHI OyTH CKIAJICHI HPOTITOM
3IACHEHHS] TOCHOJApChKOi omepailii, a Mpu HEMOXKJIUBOCTI -
0e3MmocepeTHbO MICII ii 3aKIHUCHHS.

Jlis KOHTpPOJIO Ta BHOPSAKYBaHHA OOpOOJNEHHA MJaHUX Ha
MiZCTaBi MEPBUHHUX JOKYMEHTIB MOXYTh OYTH CKJIa/IeH1 3BeJIeH1
00JIKOB1 JOKYMEHTH.

Perictpu GyxranTepcbkoro oOMiKy MOBHHHI MaTH Ha3BY, MePioJl
peecTparlii rocnoapchbKuX Omepailii, mpi3BHUINa 1 MiAMHCH abo
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IHII JaHi, MO Jal0Th 3MOTY iMEHTH(IKyBaTH OcCi0, sKi Opanu
y4acTh y iX CKJIaJJaHHI.
e. Check the terms in the dictionaries. Learn and use in your

discussion.

accounts receivable
auditor’s opinion
bad-debt reserves
book a transaction
cash flow

fair value

full fair value
line of credit
materiality
judgments
merger
projected net
income

purchase price
purchase-price
adjustments
revenue recognition
total assets

total revenues

f. Revise/learn and use in your discussion.

accurate
achieve
acquire
acquirer
acquisition
additional
adequacy
adjustment
affect

after
against
agree
agreement
all

already
application
approach
appropriate
approve
approximately

entity

error
established
establishing
estimate
estimated
evaluate
evidence
examination
example
excerpt
excess
exchange
expected
expensed
expenses
expert
exposure
express
expressed

negative
net
noncontrolling
noted
nutshell
objection
obtain
occasion
offer

only
operation
opinion
organize
outside
over
overnight
paperwork
participant
percentage
periodic
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argument
assess
assignment
assurance
attribute
author
automobile
awry
balance
bank
become
below
between
billion
board
book
both
breadth
bring
business
capitalize
career
case

cash
category
cause
certain
change
check
cite

clear
clearly
client
close

extensive
extent

fact

fair
fairness
file

finance
financial
financing
flaw

flow

fluid
follow
force
further
generate
generate
give
goodwill
hand
happen
historical
hold
however
identifiable
immaterial
impairment
in-process
inappropriate
include
income
incorporate
increased
incur

pooling-of-interests
possibility
possible
practical
precisely
presented
price
primarily
primary
principle
process
produce
professional
project
properly
provide
purchase
purchase-price
realization
realized
reasonable
recognize
redeliberation
refer

reflect
regarding
regardless
release

rely

replace
reported
reporting
representation
required
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combination
comment
companion
company
complete
computational
concern
condition
conflict
confuse
consequence
consider
consideration
consolidate
contingent
continuing
control
controversial
controversy
course
current
customer
damage

date

day

dealer
dealership
debate
decide
decisions
decline
define
definition
demonstrate

indicate
information
initially
innocuous
insignificant
instead
integrity
intent
interest
internal
internally
international
involve
issue

joint
judgment
leave

legal

letter

level
liabilities
likely

line
literature
local

long
maintain
maintenance
major
majority
make
management
manager
mandate

requirement
research
reserve
respondent
response
responsibility
result
revenue
review
risk

sale
scenario
scope
seemingly
servicing
session

set

several
significant
sign
similar
situation
statement
step
subject
subsequent
substantial
subtle
success
such
summarize
suppose
supposed
system
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describe many take
deserve match term

design materiality test
determination means testing
determine measure tolerance
develop measurement total
development member traditional
dissent merge traditionally
distortion merger transaction
divide method transpire
division million uncover
draft minimum use

earned minority value
education misleading verification
elicit misposting wide-ranging
endeavor modified witness
enforcement mutual year
engagement myriad year-end

J. FAMOUS ECONOMIST

Follow her example:
BARBARA R. BERGMANN (1927-)

Barbara Bergmann spent her career studying how labor markets
work. These studies examined the causes of unemployment and
poverty as well as the potential cures for these problems. They also
examined why women receive such low wages. Bergmann identified
discrimination in the labor market, mainly due to excluding women
from certain jobs, as a major cause of low wages for women and of
child poverty. To remedy these problems, she has advocated a strong
affirmative action program. Bergmann was born in New York City in
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1927 and grew up in the Bronx. Her father left the family while
Bergmann was still a child, instilling in her a strong belief that women
“‘should have their own money.”” But when she received her BA in
mathematics and economics from Cornell in 1948, she could not find
a job and so could not be financially independent. Bergmann has said
that she felt the problem was the job ads, which seemed to want only
men for professional positions. At the suggestion of her mother, she
enrolled at Teacher’s College, Columbia University.One year later she
accepted a job offer from the Bureau of Labor Statistics. Encouraged
by the economists at the Bureau to pursue graduate study, Bergmann
went to Harvard, and received her PhD in economics in 1959.

In the early 1960s, Bergmann spent two years as a Senior Staff
Economist on the Council of Economic Advisors, and three years at
the Brookings Institution, a prestigious Washington think tank. From
1965 to 1988 she taught at the University of Maryland, before being
hired by the American University in Washington, D.C., where she
taught until her retirement. In the early 1970s she helped found the
Eastern Economic Association (EEA), and in 1974 she became its first
President.

Bergmann has made two main contributions to economics. First,
she has argued that discrimination is a pervasive characteristic of labor
markets. Second, she has argued against the traditional economic
methodology of drawing conclusions from a set of unrealistic
assumptions. Instead she has argued that economists need to go out
into the real world and find out how economies actually work.

Bergmann has yet to receive the highest accolades and awards
possible for an economist. She has not been made President of the
American Economic Association and she has yet to make the list of
Nobel Prize finalists. Part of this neglect certainly stems from the fact
that she is a woman. Another likely factor is a feminist orientation that
makes male economists rather uncomfortable. None the less,
Bergmann has helped set the agenda for feminist economics, and her
work has forced traditional labor economists to sit up and take notice.
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UNIT EIGHT.

ACCRUAL ACCOUNTING

A.BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “ACCRUAL” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What is adjustment / unearned revenue /classified balance sheet?

b) How would I define single- and multistep income statement?

c) What are explicit / implicit transactions?

7. CHARACTERISTICS:

a) How would I describe accrual of unrecorded expenses?

b) What do current assets and current liabilities look like?

¢) For which purpose do investors use working capital ratio?

8. EXPERIENCE:

a) What experience have | had with accruals?
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b) What can | imagine about managing working capital?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

8.1. Maximizing the tax deduction for income in respect of a
decedent.

To determine whether an item of income is IRD, one must first
ascertain whether the income has been included on the decedent’s
individual income tax return. If it has not been subjected to income
tax, one must determine how it would have been taxed to the decedent;
a decedent’s income reported by the beneficiary retains the same
character it would have had in the hands of the decedent [IRC section
691(a)(3); Treasury Regulations section 1.691(a)-3]. The other
consideration is the accounting method used by the decedent. In
general, beneficiaries of cash-basis decedents must claim all IRD
when actually received unless the income was constructively received
on the decedent’s date of death. On the other hand, the beneficiaries of
an accrual-basis decedent must claim only qualified death benefits and
deferred compensation owed to the decedent as IRD; other income,
such as interest and wages accrued on decedent’s date of death, would
be reported on an accrual basis on the decedent’s final Form 1040.

Specific examples of compensation owed to a beneficiary because
of a decedent’s death and treatment are as follows:

Wages and salaries. Salary or wages earned by a cash-basis
decedent but unpaid as of his date of death constitute IRD. Bonuses for
services rendered payable to a cash-basis decedent upon death are
considered IRD if there was “substantial certainty” the bonus would
have been awarded, unless paid directly to the recipient and thus
considered a gift [O’Daniel’s Estate v. Comm., 37 AFTR 1249
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(1948)]. Fringe benefits are considered IRD unless they would not
have been included in the decedent’s gross income, such as payments
for permanent loss or disfigurement. Postdeath payments to a third
party are classified as IRD even though the decedent was not entitled
to them [Estate of DiMarco v. Comm., 87 T.C. 653 (1986)].

Self-employment income. Outstanding income owed to a self-
employed decedent (accounts receivable) is considered IRD but is not
subject to self-employment tax.

Interest. IRD includes interest accrued but not paid to a cash-basis
decedent.

Accrual-basis decedents do not consider accrued but unpaid
interest as IRD, but instead claim the revenue on their final 1040.

Dividends. Decedents must be entitled to the dividend at death for
the dividend to be considered IRD. A decedent would be entitled if the
record date of the dividend precedes the decedent’s date of death. If
the record date is after the date of death, dividends are considered
ordinary income to the decedent’s beneficiary.

Rents and royalties. Rents accrued on a day-to-day basis since the
last rental payment that remain unpaid on a cash basis at the decedent’s
date of death represent IRD. Unpaid royalties attributable to predeath
time periods qualify for IRD treatment (Revenue Ruling 60-227, 1960-
1CB262).

Example. Barney, a cash-basis taxpayer, died on June 30. Upon
his death, Barney had accrued but not yet received $150 in interest on
bonds and $500 from a rental house. Barney’s beneficiary will include
$650 in IRD in his gross income when the interest and rent are
received.

Sales proceeds. To be considered IRD, sales proceeds must meet
the following requirements [Reg. IRC section 1.691(a)-2(b)]:

The decedent entered into the contract for sale of the property at
hand;

The property must have been in a deliverable state upon the
decedent’s death (executor has only a passive or administrative role in
the sale);
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No material contingencies would have disrupted the sale; and

The decedent would have constructively or actually received the
sale proceeds if he had lived (the sale could have been considered a
receivable).

8.2. The True Federal Debt.
8.2.1. Make an English précis of the article.
8.2.2. Make a Ukrainian précis of the article.

Bruce Bartlett held senior policy roles in the Reagan and George
H.W. Bush administrations and served on the staffs of Representatives
Jack Kemp and Ron Paul. He is the author of the coming book “The
Benefit and the Burden: Tax Reform — Why We Need It and What It
Will Take.”

In our personal lives, we all understand that debts may take
different forms. They aren’t limited only to credit cards or loans taken
out from banks; they consist of various promises and financial
obligations as well.

These might include commitments to pay for a daughter’s
wedding or a child’s graduate school education, to provide the down
payment on a sibling’s house or to care for aged parents. While these
debts may not show up on anyone’s formal balance sheet, families are
well aware of them, and failure to live up to them can be very costly
indeed.

So, too, with the federal government. The national debt, which is
the object of almost obsessive attention these days, is like a bank loan.
It is an important part of national indebtedness, but only a small part.
The vast bulk of the true debt is in the form of commitments to pay
future benefits to retired federal employees, veterans, and Social
Security and Medicare beneficiaries.

These commitments are generally invisible because the federal
government operates on a cash basis. The federal budget is concerned
only with income and outgo between two points in time — from Oct.
1 to Sept. 30, the fiscal year. Promises to pay benefits in the future
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generally show up in the budget only when those benefits are actually
paid.

For many years, it was almost impossible even to find a list of the
federal government’s financial commitments.

In 1949, the Hoover Commission recommended that the
government move toward accrual accounting, which corporations are
required to use, and book the full cost of programs on an annual basis.
It wasn’t until 1966 that Congress required the Treasury Department
to publish the data.

But it was available only as an obscure mimeographed document,
difficult to obtain, called the Statement of Liabilities and Other
Financial Commitments of the United States Government, known only
to budget experts.

In 1977, the General Accounting Office and the Treasury
published the first consolidated financial statement of the United States
government. It was limited in scope, and insufficient data existed to
calculate many of the government’s assets and liabilities, but it was an
important start to providing a complete picture of federal indebtedness.

The successor to the consolidated financial statement is now
called the Financial Report of the United States Government. The
edition for the 2011 fiscal year was published on Dec. 23 by the
Treasury’s Financial Management Service to no fanfare.

The Obama administration, like previous administrations, had
little interest in telling the American people that their debt problem
was vastly worse than they thought. It buried the report on a day when
most reporters were preparing for the holidays and unlikely to pore
through a 254-page document filled with long columns of numbers
punctuated with footnotes and accounting jargon.

8.3. Regulators are considering forcing companies to change their
auditors.
8.3.1. Give a written translation of Paragraph I.

It was the year of the first X-ray, the first fatal car accident and the
premiere of “La Bohéme”. And 1896 was also the year that Barclays,
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a British bank, chose an ancestor of PwC as its auditor, a relationship
unbroken to this day. Fidelity is the norm in auditing. GE, Procter &
Gamble and Dow Chemical have also clocked up centuries with their
auditors. The average tenure for an auditor of a British FTSE 100
company is 48 years. Two-thirds of Germany’s DAX 30 have had their
auditors for over 20 years.

Auditors say it helps to know their clients’ business intimately.
But companies that ran into trouble in the financial crisis—Lehman
Brothers, AIG and GM, for example—were with their auditors for
decades without obvious benefit to investors. And regulators are
increasingly worried that chumminess with clients erodes auditors’
independence. In August James Doty, the head of America’s Public
Company Accounting Oversight Board, floated an old idea, forcing
firms to rotate audit firms after a set (and as yet undefined) period.
Michel Barnier, the European Union’s commissioner for the internal
market, also raised mandatory rotation in a “green paper” last year and
it is likely to feature in formal proposals this November.

The Big Four accounting firms—PwC, Deloitte, Ernst & Young
and KPMG—say forced rotation will erode audit quality. There is
some evidence for this. Audit problems can be gauged by factors like
the size of the discretionary accruals that firms are allowed to make
and the frequency with which accounts are restated. According to Billy
Soo of Boston College, such red flags tend to pop up at the beginning
of auditors’ tenures, when accountants are too green to spot potential
problems, and again well into the relationship—after about 14 years,
he and colleagues calculate. But he says that the problems at the
beginning are two to three times more common, and is sceptical about
forced rotation.

Italy has had mandatory rotation since 1974; an auditor’s term
with a client is limited to nine years. A 2002 study found that 69% of
Italian bosses were happy enough with this arrangement. But that’s
like polling foxes on which chicken coops they prefer. One of the
authors, Mara Cameran of Bocconi University, found that mandatory
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rotation tends to worsen audit quality. Other experiments have been
too brief to produce firm conclusions.

Proposals abound for improving audit performance. Some are
modest—qreater use of explanatory paragraphs in audit reports, for
example. Some are more dramatic: having auditors appointed by
regulators, or stripping out audit firms from the multidisciplinary
monsters the Big Four have become. Mandatory rotation would
probably not do much harm; but it might well not do much good,
either.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

c) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. They aren’t limited only to credit cards or loans taken out from
banks; they consist of various promises and financial obligations as
well.

2. One of the authors, Mara Cameran of Bocconi University, found
that mandatory rotation tends to worsen audit quality.

b) Paraphrase the following:

1. The successor to the consolidated financial statement is now called
the Financial Report of the United States Government.

2. Audit problems can be gauged by factors like the size of the
discretionary accruals that firms are allowed to make and the
frequency with which accounts are restated.

3. The successor to the consolidated financial statement is now called
the Financial Report of the United States Government.

¢) Relate the action to the past/present/future:
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1. Inour personal lives, we all understand that debts may take different
forms.

2. Proposals abound for improving audit performance.

d) Turn direct speech into indirect:

The Big Four accounting firms—PwC, Deloitte, Ernst & Young and

KPMG—say: “Forced rotation will erode audit quality. There is some

evidence for this. Audit problems can be gauged by factors like the

size of the discretionary accruals that firms are allowed to make and

the frequency with which accounts are restated.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

With the ceiighu of many companies bulging with cash, an upsurge
in corporate ziumms i nocnunanns could easily be in the offing. And,
just in time, a new study provides a caution for axyionepis who find
themselves scratching their heads when, as frequently happens, an
acquirer's stock takes a hit upon announcement of a corporate merger.

At the same time, the new research provides a vivid reminder of
just how hazardous corporate acquisitions are for top management.

All too often, a quick siomosa from the market is only the
beginning of the acquiring company's mpyonowi, according to
research in the current issue of the American Accounting Association's
journal Accounting Review. The nouamkosuii xkaniman price drop
frequently proves to be anything but a temporary cnao and instead
becomes the precursor to manipulation of earnings by company
managers culminating in a financial nosmopna 3asea and dismissal of
the CEO.

In the study of some 2,300 firms that made corporate acquisitions,
three accounting professors from the University of Arizona's Eller
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School of Management find that firms in the lowest keapmuns in terms
of stock market response to the news were about 50 percent more likely
than other kxomnanii-noxynyi to misstate and then have to restate their
subsequent finances. This means that the firms failed to apply
accounting rules properly or even engaged in outright maxinayii.
acquirers

coffers

fraud

initial stock

mergers and acquisitions

rebuff

restatement

setback

. shareholders

10. woes

d) Suggest the correct translation:

To capture financial misreporting (A) related to negative market
reaction and not to something else, the study restricts itself to
misstatements started within a year of the mergers' conclusions,
although the misreporting typically lasts for several years before being
discovered and then restated. The professors allow for a one-quarter
buffer (B) period between the M&A date and the beginning of the
restatement measurement window to ensure that the acquirers'
management had time to comprehensively (C) evaluate (D) the
implications of the recent acquisition.

Overall, about 13 percent of the 2,300 companies in the sample
issued financial restatements in the post-M&A period. Among
companies in the lowest quartile in terms of market reaction, about 18
percent did so, compared to somewhat under 12 percent for the
remaining three-fourths of the sample (E). While the study's findings
are based on the first acquisition undertaken in the twelve-year period
covered by the study, the results are robust (F) enough to remain
unchanged even when the professors expand the scope of their analysis
to include multiple transactions per acquirer.
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Noting that "acquisitions are among the most significant corporate
resource-allocation (G) decisions that managers make over their
careers," the professors explain that, "unlike annual stock returns (H),
which can vary for many reasons that are not controllable (1) by a firm's
management, the announcement of an acquisition provides insight into
shareholders' reaction to a specific managerial decision. ... Managers
who face heightened career concerns from a negatively received M&A
transaction have strong incentives to report value creation in the
acquisition implementation (J) stage. . . . Overall, [our] findings
indicate that managers are more likely to issue misstated financial
statements following poorly received M&A events in an attempt to
improve post-M&A performance.”

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

Group discussions in and out of class will help you to discover what
you bring to your reading, what your fellow students bring, as well as
shared experiences.

If you find they have new background information, ask for more
information from them.

. QUIZ #8

a. Define the following sentences “True” or “False”:

1. Beneficiaries of cash-basis decendents must claim qualified death
benefits and deferred compensation.

Beneficiaries of accrual-basis decendants must claim all IRD.
Interest and wages are reported on an accrual basis.

wmn
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Post death third party payments are not classified as IRD.

Bruce Bartlet worked for three presidents.

Debts are usually limited to credit cards or loans taken out from
banks.

The author compares the national debts to a bank loan.

Promises to pay benefits in the future are shown in the budget
upon being paid.

Financial report of the US government succeeded the consolidated
financial statement of the US government.

10. AIG and GM were among bankrupt companies in the US.

b.

Give the opposite:

vast, invisible, obscure, limited, to restate, forced, brief, to improve,
modest, to include.

C.

Decode the following terms:

administration, obligation, commitment, edition, footnote, fidelity,
float, mandatory, rotation, appoint.

d.
1.

2.

Translate the following into English:

Hakonu4eHHs BENMMKUX 3amaciB CBIMYUTH TPO CHaA JUIOBOL
AKTUBHOCTI MIATPUEMCTBA.

Benuki moHaAmiuaHoBi 3amacu MPHU3BOIATH 10 3aMOPOXKYBAHHS
000POTHOTO KariTaiy, ymoBUIbHEHHS HOT0 000POTHOCTI.

. Kpim TOro, BUHHKAIOTh MpOOJEMH 3 IKBIIHICTIO, 3POCTAIOTh

CKJIQJICBK1 BUTPATH, 1110 HEFaTHBHO BIUIMBAE HA KIHIIEBI pe3yJIbTaTH
IISUTBHOCTI.

. Bognouac Hectaua BI/Ip06HI/I‘lI/IX 3amaciB  TaKoXX HEraTUBHO

BILUIMBA€E Ha ()iIHAHCOBUM CTaH IIIPUEMCTBA, OCKLILKH 3POCTAIOTh
IIHA 32 TEPMIHOBICTh IMOCTAYaHHsS, 3MEHIIYETHCS BHUPOOHHIITBO
MPOJYKIIT y 3B 3Ky 3 HOr0 IEpEepBHUM XapaKTEePOM, 3POCTAIOTh
I[IHK HA CUPOBUHHI PECYpCH, MO MPU3BOJUTH 1O 3MCHIICHHS
BEJIMYUHU TTPUOYTKY.

. 3aBaHHA (PIHAHCOBUX MEHEKEPIB MIANPHUEMCTBA MOJIATAE B TOMY,

mo0 3HAWTH ONTHMAJIbHE CITIBBITHOIICHHS MDK HaIAMIpHO
BEITUKMMHU 3amacamu, sIKi CIPOMOXKHI MPHUBECTU 10 (HiHAHCOBHUX
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TPYAHOIIIB, Ta HAAMIPHO MAaJUMH 3aracaMu, HeOC3MCUHUMU TSI
CTaOUTPHOTO BHPOOHUIITBA.

. Jlane 3aBmaHHS MOXKe OyTH BHpIIIEHE B yMOBaxX HajaroKeHOT
CHUCTEMH aHaIi3y i KOHTPOJIIO 3a CTAHOM 3aIlaciB Ha IiIPUEMCTBI.

. Ockinmpku BHpOOHHMYI 3amac 3aiiMaloTh HAHOUIBIIY YacTKy B
CTPYKTYpi  OOOpOTHHX  aKTHBIB, cTa0LIi3amiss  JiSJIbHOCTI
MIANPUEMCTBA 3HAYHOIO MIpOIO 3aJIeKUTh Bl 1X CTaHy,
e(heKTUBHOTO BUKOPUCTAHHS Ta ONTUMI3AIIi] iX 000POTY.

. CKOpOUY€HHsI TPHUBAJIOCTI BHUPOOHMYOrO ILMKIY MPHU3BEIO JIO
3MEHIIEHHS 3QJIMIIKIB HE3aBEPIICHOTO BUPOOHHUIITBA BHACIIIOK
MIPUCKOPEHHSI 00OPOTHOCTI KamiTany.

. EdexTuBHICTH ympaBiliHHS BUKOPUCTAHHSIM BHPOOHWYHMX 3amaciB
MOXHa OIlIHUTA 3a JOMOMOTOI0 CyYMH KOINTIB JI0JaTKOBO
BUBUIBHEHUX 3 000POTY Y JOJATKOBO 3a]ly4€HUX B 00OPOT IS
3a0e3neYeHHs] BUPOOHUUOT NISUTLHOCTI MiAPUEMCTBA.

10. OcHOBHMMM 3aBIaHHSMH aHATI3y ¥ KOHTPOJIO CTaHY 3aracis €:

3a0e3nmedyeHHss Ta MIATPUMAHHS JIKBIIHOCTI W  TOTOYHOT

MJIATOCIPOMOYKHOCTI ~ MIANPUEMCTBA Ta KOHTPOJIb  BUTpaT

BUPOOHUIITBA Yepe3 iX 3MEHIIIEHHS Ha CTBOPEHHS Ta 30epiraHHs

3amacis.

e. Check the terms in the dictionaries. Learn and use in your

discussion.

accrual basis
audit performance

discretionary
accruals

internal market
national debt

cash basis down payment qualified death
deferred gross income benefits
compensation interest on bonds

f. Revise/learn and use in your discussion.
accident fanfare precede
actually fatal prefer
administration feature premiere
administrative federal previous
again fidelity probably
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aged
allow
almost
ancestor
annual
anyone
appointed
arrangement
ascertain
asset
attributable
author
available
average
award
aware
balance
bank
basis
become
beginning
beneficiary
benefit
bond
bonus
boss
brief
budget
bulk
burden
bury
business
calculate
can

fill

final
financial
find

firm

first
fiscal
flag

float
footnote
forced
form
formal
frequency
fringe
future
gamble
gauge
general
generally
gift

good
government
graduate
green
gross
hand
happy
harm
head
holiday
house
important
impossible

problem
proceed
produce
program
promise
property
proposal
provide
public
publish
published
punctuate
qualify
quality
raise
receivable
received
recipient
recommended
record
reform
regulations
regulator
relationship
remain
render
rent

rental
report
reported
reporter
represent
representative
required
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card

care

cash

century
certainty
change
character
chemical
chicken
chumminess
claim
classified
client
clocked
colleague
college
column
commission
commissioner
commitment
common
compensation
complete
concerned
conclusion
congress
consider
consideration
consist
consolidated
constitute
constructively
contingency
contract

improve
include
income
increasingly
indebtedness
indeed
independence
individual
instead
insufficient
interest
internal
intimately
investor
invisible
item

jargon
know

last
liabilities
like

likely
limited

list

little

live

loan

loss

make
management
mandatory
market
material
maximize

requirement
respect
restate
retain
retired
return
revenue
role
rotate
rotation
royalty
ruling
salary
sale
same
sceptical
school
scope
section
security
self-employed
self-employment
senior
serve
service
services
set

sheet
show
sibling
size
small
social
spot
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corporation
cost

costly
credit
Crisis

date
daughter
day-to-day
decade
decedent
deduction
deferred
deliverable
department
determine
different
difficult
directly
discretionary
disfigurement
disrupted
dividend
document
dramatic
earned
edition
education
employee
enter
entitled
erode
estate

even
evidence

may
meet
method

mimeograph

modest
monster
move
much

multidisciplinary

national
need
number
object
obligation
obscure
obsessive
obtain
obvious
operate
ordinary
other
outgo
outstanding
over
oversight
parents
part
party
passive
pay
payable
payment
people

performance

staff

start

state
statement
stripping
study
subject
subjected
successor
such

take

tend
tenure
term

time
toward
treasury
treatment
trouble
true
two-thirds
unbroken
undefined
understand
union
united
university
unpaid
use

used
various
vast
vastly
very
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example period veteran
exist permanent wages
experiment personal wedding
expert picture well
explanatory point X-ray
factor policy year
failure polling yet
family potential

J. FAMOUS ECONOMIST

Follow his example:
GARY BECKER (1930-)

Gary Becker is among the most original economists of the late
twentieth century. His unique approach involves taking the economic
assumption of rationality and applying it to a large number of social
problems not normally studied by economists. This approach has led
to many new areas of specialization within economics — the economics
of crime and punishment, the economics of addiction, the economics
of the family, human capital theory, and the economics of
discrimination.

Becker was born in Pottsville, a small coal mining town in eastern
Pennsylvania, in 1930 and grew up in Brooklyn, New York. His father
was a small-business owner. Neither of his parents had more than an
eighth-grade education. His father left school early to make money,
and his mother did not continue her education because *‘girls were not
expected to get much education”’.

After graduating from high school he went to Princeton
University, where he received a BA in economics. Becker majored in
economics because he was attracted to the mathematical rigor of the
subject. However, he was dissatisfied with his economic education at
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Princeton because ‘it didn’t deal with important social problems’’.
Nevertheless, he decided to pursue graduate work in economics at the
University of Chicago. There, Milton Friedman renewed Becker’s
excitement about economics and how economic analysis could help
understand real-world problems. Becker received an MA in 1953 and
a PhD from the University of Chicago in 1955.

His doctoral dissertation on the economics of discrimination was
supervised by Friedman and was cited by the Nobel Prize Committee
as an especially important contribution to economics. Becker taught at
the University of Chicago from 1954 to 1957, and then accepted a
teaching position at Columbia University. Largely in response to the
1968 student riots, Becker left Columbia and returned to the University
of Chicago in 1970. In 1983 the Sociology Department offered him a
joint appointment, which he accepted. Since 1985 Becker has written
a regular economics column in Business Week, explaining economic
analysis and ideas to the general public. In 1992 he was awarded the
Nobel Prize for Economic Science.

Becker has made two key contributions to economics. First, he has
taken the assumptions economists make about human rationality and
applied them to all forms of behavior, including matters that do not
involve market transactions between individuals.

Becker analyzes marriage decisions and family relationships in a
manner analogous to the traditional theory of the business firm.
Individuals spend time searching for the spouse who will provide them
with the maximum amount of utility, just as firms search for the best
possible employee. Longer searches lead to better information about
whether any possible spouse would be the most desirable one.
Consequently, this theory predicts that those marrying young would be
more likely to get divorced, a prediction that receives considerable
support from data on marital stability. Also, just like a firm attempting
to maximize profits, a family can maximize utility through
specialization; thus the husband typically specializes in market
production and the wife typically specializes in household production.
One consequence of such specialization is that women receive lower
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market wages. According to Becker, this is not due to discrimination,
but rather is the result of decisions made within the household about
which jobs will be performed by different family members.

Becker has expanded the range of economic analysis by looking
at all individual choice as a form of rational decision-making. He has
thus pioneered the study of discrimination, crime, education, and
marriage by economists. Every time that he has ventured outside the
traditional boundaries of economics he turns up unique and interesting
results with clear and testable predictions. More important, his
approach has opened up new avenues of research and new ways of
viewing non-market human activities. For these reasons Becker
remains the most creative economist of the late twentieth and early
twenty-first centuries, as well as one of the most influential.

UNIT NINE.
STATEMENT OF CASH FLOWS

BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “CASH FLOW” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.


http://www.studygs.net/mapping
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4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What are accounts payable / accounts receivable?

b) Where do increases / decreases in cash fit?

c) What is reconciliation statement?

7. CHARACTERISTICS:

a) How would I classify activities affecting cash?

b) What do noncash investing and financing activities look like?

c) What are purposes of the cash flow statement?

8. EXPERIENCE:

a) What experience have | had with using direct and indirect methods
in accounting?

b) What can | imagine about preparing a cash flow statement for a
corporation?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

9.1. The Cash Flow Statement: Problems with the Current Rules.

In recent years, the statement of cash flows has received
increasing attention from readers of financial statements. The cash
flow statement gives vital information about a company’s
performance, as well as its major activities during the year; however,
some of the rules for preparation make the cash flow statement less
useful than it should be.



183

The weaknesses with the cash flow statement can be divided into
five sections:

1) differences between commercial and industrial companies
versus financial institutions; 2) problems with operating activities; 3)
problems with investing activities; 4) problems with financing
activities; and 5) the role of free cash flow. The authors offer potential
solutions to these problems that could improve the cash flow
statement.

Financial Institutions Versus Commercial and Industrial
Companies

In the case of financial institutions, the identification of the core
operating activities is important, because they differ markedly from
nonfinancial companies in this respect. Consider commercial banking
institutions, where the core operations can be divided between on—
balance sheet activities and off-balance sheet activities. The off—
balance sheet activities consist primarily of fee-based activities for
services rendered that do not create an asset or a liability. These create
no problem for the cash flow presentation because they appear on the
income statement and flow directly through the operating section of
the cash flow statement.

The major problems are created by activities that have significant
impact on the balance sheet. They are: 1) managing the accounts of
depositors, which appears on the balance sheet as liabilities; 2) lending
money to customers, which appears on the balance sheet as assets; and
3) trading in securities, which appears on the balance sheet as assets.

If these are a bank’s core operations, one would expect them to be
in the operating activities section of the cash flow statement. Instead,
customer deposits are listed as financing activities, while loans to
customers and securities activities appear in the investing activities
section. As a result, the figure for “cash provided by operations” is
meaningless. In other words, the breakdown of cash flows into
operating, investing, and financing activities—as presently constituted
for financial institutions—is not useful to readers of the financial
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statements. A totally new form of presentation is needed to provide
useful cash flow information.

It is somewhat ironic that FASB, in Statement of Financial
Accounting Standards (SFAS) 102, Statement of Cash Flows—
Exemption of Certain Enterprises and Classification of Cash Flows
from Certain Securities—an amendment of FASB Statement No. 95—
decided to use the fact that financial institutions’ securities trading is
an operating activity as the basis for requiring that commercial and
industrial companies treat securities similarly. This is unfortunate for
users of financial statements, because it makes it easy for a company
to manipulate cash from operations by moving funds between trading
securities and cash equivalents, which are treated as part of cash rather
than as investments.

9.2. Examining Preferences in Cash Flow Statement Format.
9.2.1. Make an English précis of the article.
9.2.2. Make a Ukrainian précis of the article.

Research has shown that a relationship exists between the
presentation of financial information and users’ decisions. A study
conducted by Stock and Watson (1984) concluded that judgment can
be influenced by the accounting report format used. Hard and VVanecek
(1991) concluded that different formats are appropriate depending on
the user’s task.

Cash flow information is integral to investment and credit
decisions. With SFAS 95, FASB has provided better access to cash
flow information. While earnings information is extremely important,
balance sheet and cash flow items have value to financial analysts as
well. A survey of investors revealed that investors’ appreciation for the
value of the cash flow information has increased significantly and is
useful in the assessment of investment decisions (Epstein and Pava,
1992).

Since the issuance of SFAS 95, the debate has continued over the
virtues of the direct versus the indirect format. Advocates for the direct
format claim it better fulfills clients’ information needs because of the
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breakdown of major classes of cash inflows and outflows (Collins,
1990). In addition, the format is simpler to understand and provides
performance evaluation via the expected and actual cash flows
(Bohannon and Edwards, 1993). Those in favor of the indirect method
point out that one of the major reasons cited in SFAS 95 for requiring
a statement of cash flows is to assist the users in determining the
reasons for the difference between net income and associated cash
receipts and payments to provide a basis for evaluating the quality of
income (Carslaw and Mills, 1991).

Survey of User Preferences

Exhibit 2 presents a cross-tabulation of the survey results. In the
manager category, 82% of CEOs, CFOs, and managers preferred the
indirect method, compared with 70.3% of investors and analysts.

Overall, 78.9% of users prefer the indirect method. Although
investors reported a preference for the indirect method, they showed a
greater preference for the direct method than managers (29.7% versus
18%).

Findings

Exhibit 3 cross-tabulates the format by different respondents’
perspectives. Exhibit 3 indicates the percent of respondents who agree
or disagree under different reasons. An analysis of the five possible
reasons for the preferred format is summarized as follows:

Familiarity with the format was more important to those preferring
the indirect method. This may be because the indirect format more
closely resembles the statement of change in financial position
previously required. Managers considered familiarity slightly more
important than did investors (85.7% versus 80.8%). For those
preferring the direct method, however, investors placed more
importance on familiarity than did managers (50% versus 39%).

Regarding the ability to see the difference between net income and
cash from operations, 82.7% of managers ranked this factor as
important, compared with only 72% of investors. Investors preferring
the direct method also placed importance on seeing the difference
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between net income and cash from operations. This information would
appear in the supplemental reconciliation of net income and net cash.

The main difference between the indirect and direct methods is
that cash paid can be determined using the direct method. It is no
surprise that, for those preferring the direct method, this feature was
considered very important (95.6% for managers and 100% for
investors). For respondents preferring the indirect method, seeing cash
paid was not important (30.8%).

Whether the indirect or direct method is preferred, one might
expect consistency to be somewhat important. Respondents that
preferred the direct method, however, did not put much emphasis on
consistency (52.2% and 50%). Perhaps the need to see items such as
cash paid is considered more important than the need for consistency.

Regardless of the method preferred, investors seemed to place
more importance than did managers on change in accounts receivable
and payable (92.3% versus 78.8% for indirect and 60.0% versus 38.1%
for direct).

Respondents in different business sectors emphasized different
factors. Of the four items that most likely reflect a preference for the
indirect method, familiarity is, on average, more important (84%) than
consistency (82.2%), seeing change in accounts receivable and
payable (80.8%), and understanding the difference between net
income and cash from operations (80.6%).

9.3. Reporting of Operating Activities.
9.3.1. Give a written translation of Paragraph I.

Although the accounting profession talks about the importance of
comparability of financial information, the fact that interest paid is
treated as an operating activity while dividends paid is treated as a
financing activity makes it difficult, if not impossible, to compare the
performance of companies that make different financing choices.
Analysts have resorted to their own measures to make such
comparisons. One of the most common is earnings before interest,
taxes, depreciation, and amortization (EBITDA); however, other
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means to compare exist, with no commonly agreed upon measure for
all to use. Up to now, the accounting profession has simply ignored the
issue. The only analytical measure that has been dealt with by the
accounting profession is earnings per share, because this must be
presented on the income statement.

A second problem affecting the operating activities involves the
financing of receivables. Years ago, receivables were financed through
borrowing, with receivables pledged as collateral. The monies
received were treated as a financing activity, which was appropriate.
In recent years, however, increasing concern on keeping debt off the
balance sheet has led companies to replace the above treatment with
sales of receivables, with and without recourse. Economically, these
activities still represent a form of financing. The accounting rules,
however, allow these transactions to be treated as operating activities
instead of financing activities. This makes these transactions doubly
attractive to companies: They keep the borrowing off the balance sheet
and inflate cash provided by operations. Economically, the pledge of
accounts receivable is the same as the sale of accounts receivable, but
they are treated differently in the cash flow statement. This treatment
is inconsistent.

Another problem that causes distortions in operating cash flows
stems from the treatment of dividends received as an operating activity
rather than as an investing activity. When a company has significant
investments in affiliated companies, it has the ability to manipulate its
own “cash provided by operations” by increasing the dividends it
receives from such companies. This simple technique has been used
by many companies to inflate operating cash flows. Furthermore,
dividend income comes from investments. If the former is shown in
the section of operating activities, and the latter placed in investing
activities, the financial statement reader will not be able to visualize
the whole picture of investment strategy.

Another inconsistency involves “capital leases.” It is true that, on
day one, a lease is a noncash transaction. However, the payment for
the lease principal and interest in later days is undoubtedly a cash flow
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event in a single transaction. And yet, the payment for the principal is
treated as a financing activity in one section, while the payment for the
interest is shown as an operating activity in another. One transaction is
broken into two parts; it has lost its wholeness. It would be more
informative if both were brought together as one transaction under
financing activities.

Another potentially serious distortion to operating cash flows
comes from the rule that requires taxes to be treated as an operating
activity, even when the gain being taxed is included in investing
activities. For example, consider a company that has low operating
profit but has a large gain from the sale of investments. The bulk of the
pretax income is from this gain, and therefore the bulk of the income
tax expense is related to this gain. On the statement of cash flows,
however, the gain is removed from operating activities and included
under investing activities instead, as part of the proceeds from the sale
of the investments. But the income tax expense on that gain remains in
the operating activities sections, generating substantial negative cash
from operations. This clearly is misleading, and violates the matching
rules required on the income statement.

Another serious distortion involves deferred employee
compensation. Many companies pay deferred compensation in the
form of stock options that are off the balance sheet when issued. When
the company later redeems the options by paying cash, the move is
treated as a financing activity—as though it were a capital allocation,
when in reality this payment is not any different from wages. As such,
it should be treated as an operating activity.

Finally, as mentioned earlier, SFAS 102 requires cash flows from
trading securities to be treated as an operating activity, rather than an
investing activity, allowing companies to easily shift cash flows
between years by switching securities between “trading securities” and
“cash equivalents.”

C. AFTER YOU READ
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a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

c) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. Familiarity with the format was more important to those preferring
the indirect method.

2. This may be because the indirect format more closely resembles the
statement of change in financial position previously required.

b) Paraphrase the following:

1. Regardless of the method preferred, investors seemed to place more
importance than did managers on change in accounts receivable and
payable (92.3% versus 78.8% for indirect and 60.0% versus 38.1%
for direct).

2. On the statement of cash flows, however, the gain is removed from
operating activities and included under investing activities instead,
as part of the proceeds from the sale of the investments.

c) Relate the action to the past/present/future:

1. Many companies pay deferred compensation in the form of stock
options that are off the balance sheet when issued.

2. And yet, the payment for the principal is treated as a financing
activity in one section, while the payment for the interest is shown
as an operating activity in another.

d) Turn direct into indirect:

Researchers maintain: “A relationship exists between the presentation

of financial information and users’ decisions. The judgment can be

influenced by the accounting report format used. Different formats are
appropriate depending on the user’s task.Cash flow information is
integral to investment and credit decisions. With SFAS 95, FASB has
provided better access to cash flow information. While earnings
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information is extremely important, balance sheet and cash flow items
have value to financial analysts as well.”

E. VOCABULARY ARRANGEMENT

a. Arrange a semantic field of the words relating to the learning
topic.

b. Add words you probably already understand to connect
relationships between what is known and the unknown.

c. Supply the English equivalent to the Ukrainian from the list given
below:

With the changing technological landscape, what must
accountants do to stay xouxypenmnocnpomoscnumu in the future, and
how will technology change the future role of the accountant?

Increase Value-Add Services to Retain Clients — Compliance
work is getting more and more standardized and streamlined due to
technological npoepecy. If you can shift time and resources from these
Kynieni-npooascy Services, focus more on becoming an ueszaminnui
advisor. Here are some pekomenmaiii on how to become a naoitinum
business advisor to clients. It is no light commitment and might require
a mooexni shift by some, but balancing compliance work and helping
clients make strategic decisions to protect and grow their business is
the role of the accountant for the ouixysaromy matibymuvomy.

Craig Weeks, a consultant to accounting firms, shares what he has
seen in the industry and what role he thinks accountants should play,
“One suraux the accounting field faces today is coming to grips with
the incredible amount of financial detail their clients are both receiving
and generating. The new frontier for accounting/tax related
information services is filtering, 36ip, scmanosenennss npiopumemis,
and then presenting the most vital data in a format that is readily usable
by the management team.”

1. competitive

2. advances


http://www.sageworksinc.com/datareleases.aspx?article=35
http://www.sageworksinc.com/datareleases.aspx?article=35
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commoditized
indispensible

tips

paradigm
foreseeable future
challenge

9. assembling

10. trusted
d. Suggest the correct translation:

Differentiate Your Firm — It is normal now for the buying
process to begin online with a search engine (A). What makes your
firm different from the firms listed ahead of you in search results or
from the firms down the street? Do something to stand out when
speaking with prospects (B), and prospects will spread the word. For
the initial (C) meeting, familiarize yourself with their industry
beforehand, provide something more to take home than your marketing
brochure (D) (maybe a one page document with a few areas of focus
and strengths (E)), and follow-up with a handwritten thank you note.

Many firms, like WithumSmith+Brown in Red Bank, NJ, have
embraced the opportunity to utilize (F) technology to differentiate their
overall services to current clients. Justin O’Horo, Senior Manager at
WS+B, calls it his duty: “Our responsibilities as CPAs command that
we are our clients' most trusted business advisors (G), and with the
abundance of technology solutions (H) available it is critical that we
use the right applications (1) to help us maintain that status... [We
are] relying on a multitude of additional platforms for the dual
purposes of adding efficiency and effectiveness to our required
procedures while simultaneously providing value-added (J) service to
our clients."

N O~ W

F. INFORMATION FILE
Share new information with your fellow students.
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G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

I.QUIZ #9

a. Define the following sentences “True” or “False”:

1. The readers can learn about financial performance of a company
from the cash flow statement.

2. Tne on-balance sheet activities are fee-based.

3. Lending money to customers appears on the balance sheet as
assets.

4. Dividing cahs flow into operating, investing and financial

activities is beneficial for the users of financial statements.

Accounting report formats can influence judgement.

It is the direct format that is simpler to understand.

About 79% of users prefer the indirect method.

The difference between net income and cash from operations is

more important for investors than managers.

9. Cash paid can be determined using both direct and indirect
methods.

10. Stock options are off balance sheet when issued.

b. Give the opposite:

influence, appropriate, integral, siginificantly, major, indirect,

supplemental, to determine, impossible, to ignore.

c. Decode the following terms:

©~N o
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presentation, to conduct, virtue, to fulfil, cross-tabulation, preference,
familiarity, rank, feature, respondent.
d. Translate the following into English:

1.

3BIT PO pyX TPOIIOBHX KOMITIB — 1€ 3BIT, SIKUH BimoOpakae
HAJIXO/DKEHHS 1 BHJATOK IPOIIOBMX KOINTIBY pPE3yJbTaTi
JISUTBHOCTI MIINPUEMCTBA Y 3BITHOMY TiepioIi (Micsiib, KBapTal,
piK).

Pyx komriB Bi1oOpaxaeTbes B 3BIT1 IPO PyX IPOLIOBUX KOIITIB B
pO3pi3i TPHOX BHJIB MISJBHOCTI MIAMPUEMCTBA: OIEPaIifHO],
IHBECTHUIIIMHOT Ta (PiHAHCOBOI.

3BIT M[pO  pyX TpOIIOBUX  KOIITIB  HAJa€ JOJATKOBY
1H(bOpMaIlio I KOPUCTYBadiB (hiHAHCOBOI 3BITHOCTI MO0 3MiH,
110 CTaJUCh Yy OasaHCi MiANPUEMCTBA, a TaKOX BITJHOCHO TOTO,
HACKUIbKU CYTTEBUMHU € CTaTTl IOXO/IIB Ta BUTPAT.

3BIT Mpo pyX TPOMIOBUX KOMITIB, y TOETHAHHI 3 IHIIUMH
(iHaHCOBMMU 3BiTaMH, HaJga€ 3MOTY OIIHUTH 3/aTHICTh
MIIITPUEMCTBA T€HEPYBATH MaOyTHI MO3UTHUBHI I'POIIOBI TOTOKH
Ta 3pOOMTH BHUCHOBKH IIOJO CIPOMOXKHOCTI TMIANMPUEMCTBA
ToTaIraTi cBoi 3000B’sI3aHHS Ta CIUIAYyBaTH JAUBIACH/IH.
Indopmarist mpo 3MiHKM B TPOIIOBHUX KOIITaX — Ie iH(GopMaIris mpo
JDKepesa HaJXOJDKEHb TPOMIOBUX KOUITIB TMPOTIATOM 3BITHOTO
nepioy Ta HaMpsIMU iX BUKOPUCTAHHSL.

Bcim mianmpuemcTBaM HEOOXiTHO MaTH B HAsSBHOCTI TPOIIOBI
KOLITH JUIsl OIUIATH PAaxXyHKIB 3a MOCIYTH, BUIUIATH 3apOOITHOI
IJIATH TpaIiBHUKAM, IPUAOAHHS MaTepialbHUX IIHHOCTEH TOIIIO.
['poroBi KomITH HAa paxyHKy B OaHKYy Ta B Kacl MMPUEMCTBA —
11¢ HaWOLTBIII JIIKBITHUN aKTUB IiAMPUEMCTBA.

EKBiBaJlcHTH TpONIOBHX KOINTIB — 1€  KOPOTKOCTPOKOBI
BHCOKOJTIKBiH1 ()iHAHCOB1 IHBECTHII1], 5IK1 BLIbHO KOHBEPTYIOTHCS
y TMEeBHI CYMHM TpOIIOBUX KOIUTIB 1 $KI XapaKTepU3YKOTbCS
HE3HAYHUM PU3HKOM 3MIHHU X BapTOCTI.

BHyTpilmHi 3MiHK y CKJIa/i TPOIIOBHUX KOIITIB BiIOYyBalOThCS Ha
MIANPUEMCTBI K HACTIOK YMpPAaBIiHHS I'POLIOBMMHU KOIITAMH 1


http://uk.wikipedia.org/wiki/%D0%97%D0%B2%D1%96%D1%82
http://uk.wikipedia.org/wiki/%D0%93%D1%80%D0%BE%D1%88%D0%BE%D0%B2%D1%96_%D0%BA%D0%BE%D1%88%D1%82%D0%B8
http://uk.wikipedia.org/wiki/%D0%9F%D1%96%D0%B4%D0%BF%D1%80%D0%B8%D1%94%D0%BC%D1%81%D1%82%D0%B2%D0%BE
http://uk.wikipedia.org/wiki/%D0%97%D0%B2%D1%96%D1%82%D0%BD%D0%B8%D0%B9_%D0%BF%D0%B5%D1%80%D1%96%D0%BE%D0%B4
http://uk.wikipedia.org/wiki/%D0%9C%D1%96%D1%81%D1%8F%D1%86%D1%8C_(%D0%BA%D0%B0%D0%BB%D0%B5%D0%BD%D0%B4%D0%B0%D1%80%D0%BD%D0%B8%D0%B9)
http://uk.wikipedia.org/wiki/%D0%9A%D0%B2%D0%B0%D1%80%D1%82%D0%B0%D0%BB_(%D1%87%D0%B0%D1%81%D1%82%D0%B8%D0%BD%D0%B0_%D1%80%D0%BE%D0%BA%D1%83)
http://uk.wikipedia.org/wiki/%D0%A0%D1%96%D0%BA
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HE € YacTUHOI OmepaliifHoi, IHBecTUUiiiHOI Ta ¢iHaHCOBOT

JUSIBHOCTI.

10. BennumHa mpuOyTKy MmiAmpueMcTBa, 0OpaxoBaHa 3a METOIOM
HAapaxyBaHHS, PO3MVISNAEThCA SIK HAWKpallUi MOKAa3HUK, IO
BHUMIPIOE PE3YJIbTaTUBHICTh AISTIBHOCTI MIIPUEMCTBA.

e. Check the terms in the dictionaries. Learn and use in your

discussion.

accounts receivable
amortization
capital allocation
capital lease

cash equivalents
cash payments
cash provided by
operations

cash receipts
collateral
commercial banking
institution

customer deposits
deferred employee
compensation
depreciation
dividends

earnings before
interest

earnings per share
gain taxed

income tax expense

inflows and outflows
interest paid
operating cash
pretax income
receivables
reconciliation

sale of investments
statement of cash
flows

stock options
trading securities

f. Revise/learn and use in your discussion.

ability
able
access
account
activity
actual
addition
advocate
affect
affiliated
ago
agree
agreed

expect
expected
expense
extremely
fact
factor
familiarity
favor
feature
fee-based
figure
financed
financial

pledged
point
position
possible
potential
potentially
prefer
preference
preferred
preparation
presentation
presented
presently
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all
allocation
allow
amendment
amortization
analysis
analyst
analytical
appear
appreciation
appropriate
assessment
asset

assist
associated
attention
attractive
author
average
balance
banking
basis
borrowing
both
breakdown
bulk
business
capital

case

cash
category
cause
certain
change

financing
flow

follow
familiarity
form
format
former

free

from

fulfill

fund
furthermore
gain
generate
give

hard
however
identification
ignored
impact
importance
important
impossible
improve
include
income
inconsistency
inconsistent
increased
increasing
indicate
indirect
industrial
inflate

previously
primarily
principal
problem
proceeds
profession
profit
provide
put
quality
ranked
reader
reality
reason
receipt
receivable
received
recent
reconciliation
recourse
redeem
reflect
related
relationship
remain
remove
render
replace
report
reported
reporting
represent
required
resemble
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choice

cite

claim

class
classification
clearly

client
closely
collateral
come
commercial
common
commonly
company
compare
compared
comparison
compensation
concern
conclude
conduct
consider
consist
consistency
constitute
continued
core

create
created
credit
cross-tabulate
cross-tabulation
current
customer

inflow
influence
information
informative
instead
institution
integral
interest
involve
ironic
issuance
issue
item
judgment
keep
keeping
large
latter
lease
lending
liability
likely
listed

loan

main
major
make
manager
managing
manipulate
many
markedly
match
may

resort
respect
respondent
result
reveal
role

rule

sale

sales
same
section
sector
security
see
serious
services
share
sheet

shift
should
significant
significantly
similarly
simple
simply
single
slightly
solution
some
somewhat
standard
statement
stem

still
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day

deal
debate
debt
decision
deferred
depend
depositor
determine
differ
difference
different
differently
difficult
direct
directly
disagree
distortion
divided
dividend
doubly
during
earnings
easily
easy
economically
emphasis
emphasized
employee
enterprise
equivalent
evaluate
evaluation
even

meaningless
means
measure
mention
method
misleading
money
move
moving
much

need
needed
negative
net

new
noncash
nonfinancial
now

off

offer
operating
operation
option
outflows
own

part

pay
payable
paying
payment
percent
performance
perhaps
perspective

stock
strategy
study
substantial
such
summarize
supplemental
surprise
survey
switch
technique
totally
trade
transaction
treat
treated
treatment
true

under
understand
understanding
undoubtedly
unfortunate
use

useful

user

value
Versus

via

violate
virtue
visualize
vital

wages
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event picture weakness
examine place well
example place wholeness
exist pledge year

J. FAMOUS ECONOMIST

Follow his example:

LEON WALRAS (1834-1910)

Leron Walras is known primarily for developing general
equilibrium analysis. He took a very abstract and theoretical problem
about how all markets in an economy are related, applied sophisticated
mathematics to the problem, and arrived at a solution. His solution
showed that all the markets in the economy could simultaneously
achieve equilibrium.

Walras was born in Evreux, France (around 90 kilometers west of
Paris) in 1834. His father, a teacher and an economist, stressed that
mathematics would come to be used increasingly in the social sciences.
Walras revered his father and wanted to live up to the high expectations
that his father set for him. So, after graduating from high school,
Walras applied to the prestigious E 1 cole Polytechnique. Ironically, he
was turned down because he lacked the necessary background in
mathematics and twice failed the entrance examination. As a result,
Walras wound up at the E r cole des Mines studying engineering rather
than social science. Not really interested in engineering, he spent his
time reading literature, philosophy, art, history, and the social sciences.
Eventually he dropped out of school. Walras then started writing
novels, but he was not successful at this endeavor either.

In 1858, during an evening walk, his father suggested that making
the social sciences akin to the natural sciences was one of the major
jobs remaining to be accomplished in the nineteenth century. Walras
promised his father he would give up writing novels and devote his life
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to developing a scientific economics. Inspired by his reading of
Cournot, as well as by his father, he decided to make this scientific
economics a mathematical economics.

Progress towards this end, however, was slow and hard. Walras
wrote articles for economics journals, but all he had to show for his
efforts was a pile of rejection letters. None the less, Walras learned
more mathematics and he continued to praise the virtues of making
economics more quantitative. During the 1860s, while working on his
mathematical economics, Walras supported himself as a newspaper
columnist and as an administrator for a railway company. Finally, his
efforts began to pay off. In 1870 he received a teaching position with
the law faculty of the Lausanne Academy. Walras was not happy
teaching at Lausanne. Neither his few students nor his law faculty
colleagues were especially interested in mathematical economics.
However, Walras persevered and continued to write. He sent his
articles, free of charge, to others, financing this work with the
inheritance he received following the death of his mother. These
articles helped Walras achieve international recognition and numerous
awards for his contribution to economic science. Towards the end of
his life he was made an honorary member of the American Economic
Association. Walras made several important contributions to
economics. Along with Jevons and Menger, he was one of several
independent discoverers of the notion of marginal utility. He was one
of the first and strongest advocates of methodological individualism,
the belief that all explanations of economic phenomena should be
based upon individual acts of choice. But Walras is best known for
constructing a general equilibrium economic model, which views the
economic system as a set of interrelated mathematical equations.
Walras then explained how to solve this set of equations for all prices
and quantities. The notion that different sectors of an economy are
related to each other has a long history in economics; the idea goes
back at least as far as Cantillon and Quesnay. Walras added two
important things to this vision — a mathematical representation of how
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all markets were interrelated, and an argument that economies would
move towards equilibrium in all markets.

Walras forced economists to focus on the interrelationships
among different markets. He formalized the notion of general
equilibrium, and showed economists how it was possible to study an
interrelated economy as a set of mathematical equations. He raised the
important issues of convergence to equilibrium and the stability of
economic equilibrium, and he attempted to explain how economies
could reach general equilibrium. For these achievements, Walras must
certainly be regarded among the half dozen most important figures in
the history of economics.

UNIT TEN.
INVENTORY/COST OF GOODS SOLD

A. BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “INVENTORY” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.


http://www.studygs.net/mapping
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5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading.

6. DEFINITION:

a) What is inventory valuation / gross profit?

b) What is the objective of lower-of-cost-market method?

c) What are the basic concepts of inventory accounting?

7. CHARACTERISTICS:

a) How would I describe the effects of inventory errors on financial
statements?

b) What does perpetual inventory system look like?

c) What are the steps of calculating the cost of the merchandise
acquired?

8. EXPERIENCE:

a) What experience have I had with evaluating inventory turnover?

b) What can | imagine about determining inventory costs for a
manufacturing company?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

1.1. The end of artificial scarcity.

Without something like a war — or an extra-terrestrial pursuit —
the system can only be rebalanced by a boom in credit supply and/or
artificial scarcity enforced by manufacturers themselves. Only the
most profitable survive, whilst those that are inefficient shut down —
leading to a temporary shortage of goods.

Refining in the US today is an excellent example of this
phenomenon. Faced with the prospect of diminishing margins — as
more and more cheap US crude became available — it made sense for
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the least efficient refineries to shut down to restore scarcity in the end
product market (especially in the most profitable and important
markets which set prices). This has now been achieved. Capacity is
insufficient to meet demand in specific bottle-necked areas, despite
barrels of crude inventory piling up all over the country.

Yet even these moves have not been enough to restore
equilibrium. The disparity between those markets which are being
made artificially scarce and those which can’t be managed is becoming
ever more evident.

What’s more, with shipping rates now negative, it’s become ever
easier to restore supply to those areas where supply is being restricted
artificially. The scarcity manipulators are finding it harder and harder
to convince the world there is a shortage of goods.

It’s worth pointing out that every industry has its own
manipulation technique in this regard:

Too many commodities = stockpile surplus in dark inventory.

Too many garments, clothes and retail goods = create fashion
to make old product seem outdated.

Too many pharmaceuticals = create patents to reward inventors.

Too much free music = create copyright laws to restrict free
access.

Too much free media = enforce paywalls and subscriptions.

Too much food = convince society to constrain itself by making
thin beautiful. Destroy food rather than give it away for free.

Too much free energy = stop subsidising it, let inventory go to
waste, bankrupt it.

Yet it is logical that eventually the dam will bust. All these goods
will flow onto the market for free. Once they do, only those offering
“quality” will be able to justify any charges at all. And even these will
gradually become deflated as the system becomes ever more efficient
at making quality product. And when that happens money itself will
die, because who needs to save for their old age, if over the time the
system is going to provide ever more “stuff” you need for free or
almost for free. Not convinced?
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We’d argue the signs that this is happening are already appearing.

In Greece, Peer2Peer networks have moved in to help the cash
constrained meet their daily needs via direct barter mechanisms.
Meanwhile, over in Spain some villages are working for free, as they
find that their direct living needs are provided for in other ways and
that the system is looking after them despite the debt crisis. A couple
of choice examples, we know. But there will be more.

On the extreme end, an entire sub-culture known as freeganism
has developed around the premise that society wastes too many goods,
and that if you outwit the system (legally) you can meet most of your
basic needs for free.

Platforms like freecycle, meanwhile, have even ensured that the
philosophy can be adhered to without the need to scourge through
society’s bins. All the while, society’s moral conscience gets
increasingly concerned about how much the system wastes day-to-day.

We’ll bring you our thoughts on what it means to work in a post-
scarcity environment in a follow-up post. We’ll also explain why
defaulting on debt might not even matter anymore — since your needs
will likely be met regardless.

10.2. Merger Lawsuits Yield High Costs and Questionable
Benefits.

10.2.1. Make an English précis of the article.

10.2.2. Make a Ukrainian précis of the article.

Del Monte Foods agreed in November 2010 to sell itself for $5
billion. Shareholders filed a lawsuit, which was settled in October 2011
for $89 million.

Robert M. Daines is the Pritzker Professor of Law and Business at
Stanford Law School. Olga Koumrian is a principal at Cornerstone
Research, a financial and economic consulting firm.

Shareholder objections to mergers have become commonplace,
requiring many companies to settle lawsuits for millions of dollars.
Last October, Del Monte Foods agreed to settle such litigation for $89
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million. This April, Delphi Financial Group agreed to a $49 million
settlement.

Litigation can be effective in protecting shareholder interests in
some deals, but questioning every deal seems to impose excessive
costs on the companies involved and their shareholders. Shareholder
plaintiffs now challenge virtually every large merger. According to a
study by Cornerstone Research and Robert M. Daines, companies that
were sold for more than $100 million in 2010 and 2011 reported more
than 1,500 lawsuits filed against them and the directors of the target
companies. At least 91 percent of these mergers were challenged. This
year, 175 lawsuits have been reported for 36 of the 40 deals announced
from January to April. The allegations in each case are similar—the
shareholders of the target company were paid too little and did not
receive enough information about the deal, and their boards did not
adopt a good sale process.

Merger litigation intensified in the recent recession. Though deal
activity slowed drastically in 2008 and 2009, more than 70 percent of
large mergers in 2008 and more than 90 percent in 2009 were litigated.
Merger activity recovered somewhat in 2010 and 2011, but plaintiff
lawyers’ strategy of challenging almost every deal persisted. The same
merger deal is subject to filings by many plaintiffs and in multiple
courts. In 2011, any given deal faced an average of six lawsuits.

In an effort to avoid the extra cost of parallel litigation in multiple
courts, some companies are changing their bylaws to mandate all
shareholder litigation be brought in a court of their choosing.

Still, boards face enormous pressure to complete the deal quickly,
and plaintiffs capitalize on this time pressure when they request the
courts to stop or delay the merger. More than 80 percent of lawsuits
challenging deals in 2010 and 2011 were settled—20 percent in the
first month and 60 percent before the deal was closed. Of the 36
companies announcing mergers in January to April 2012, 12 have
already settled litigation.

Most boards decide to settle for an amount covered by directors
insurance. This is a significant change from 1999 and 2000, when less
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than 30 percent of merger-related lawsuits settled and more than half
were dismissed by plaintiffs.

The cost of these suits is pretty clear. Companies typically agree
to pay plaintiffs’ lawyer fees (about $1.2 million on average in the last
two years) and must usually cover their own legal costs.

What is less clear is how shareholders are benefiting from
litigation. A decade ago, more than half of the settlements included
cash payments to shareholders of the companies being acquired, while
only a few—10 percent—required companies to make additional
disclosures before a shareholder vote. However, in the last two years,
these numbers have reversed: a modest 5 percent of settlements
produce more cash for shareholders, while more than 80 percent of
suits required only additional disclosures. In the last year, 162 such
suits have been settled, but only two deals were voted down by
shareholders after additional disclosures were made.

Not all cases settle for minimal amounts. The largest shareholder
settlement of the last two years was reached in October 2011 in the Del
Monte Foods buyout. The company and its merger advisory firm
agreed to pay $89 million to shareholders and $25 million to plaintiffs’
lawyers. Vice Chancellor J. Travis Laster of the Delaware Court of
Chancery rebuked the Del Monte board for not scrutinizing its
financial advisers for conflicts of interest.

The most recent large settlement, $49 million announced last
month by Delphi, related to a deal that the Delaware Chancery Court
criticized for permitting what it viewed as another conflict of interest—
a premium offered to Delphi’s founder and chief executive for the
share class he owned compared with the price to common
shareholders.

The issue of real, or perceived, conflicts of interest on the part of
executives or advisers arose in a small minority of deals. A broader
question is whether the rising cost of merger litigation requires legal
reform. Although boards have insurance and other means to defray the
cost of merger litigation, these costs are also ultimately borne by
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shareholders (who must pay for the insurance premiums). Broader
action may be needed to make a difference.

In 1995, Congress passed the Private Securities Litigation Reform
Act to limit frivolous lawsuits brought under the federal securities
laws. The act required plaintiffs to present some proof of fraud before
they could initiate a suit.

Similar federal reform may be needed to tame the recent upswing
in deal litigation. While litigation is sometimes necessary and valuable,
challenging every deal is unlikely to be in shareholder interests.

10.3. Impact on the Income Approach to Valuation.
10.3.1. Give a written translation of Paragraph I.

For many companies in the homebuilding industry, particularly
those holding significant amounts of real estate, the purchase of their
land holdings during different portions of the business cycle can make
assumptions about earnings very difficult. For example, holdings that
were purchased prior to the boom in real property prices and that are
now being sold can create the appearance of a very high earnings base.
That creates the illusion of a very high company value under the
earnings-capitalization model if adjustments are not made.

The earnings-capitalization model estimates the value of a
company by “capitalizing” the company’s base earnings. Base
earnings are generally calculated by taking an average of adjusted
accounting earnings. In this application, historical earnings are of
interest only to the extent that they are representative of expected
future earnings. Adjusted accounting earnings or normalized earnings
are used to predict the future benefits that will accrue to the owners of
the company. If historical earnings do not approximate future earnings,
then an adjustment is necessary to arrive at a satisfactory estimate of
future earnings.

A discounted cash flow method might also be used. Typically,
projections are made for a few years, then a terminal value is
calculated. However, the distortions resulting from the purchase of
land at different times in the business cycle and the timing of future
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increases in land values can lead to similar problems in forecasting and
in distinguishing holding gains. With proper adjustments, using these
two methods can give the valuator a corroboration of the estimated
value.

Comparing the recent past to the expected future of the residential
construction industry suggests that significant adjustments are
necessary. Separate adjustments are necessary for each of the
following:

Removal from the earnings base of the effect of realized holding
gains due to the dramatic increase in the value of real estate in the past
few years.

Recognition of deferred tax liabilities for unrealized holding gains
on assets held where their fair market value is in excess of their tax
basis.

Building in the potential of future price declines and consequent
holding losses until there is a market bottom.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. The company and its merger advisory firm agreed to pay $89
million to shareholders and $25 million to plaintiffs’ lawyers.

2. That creates the illusion of a very high company value under the
earnings-capitalization model if adjustments are not made.

b) Paraphrase the following:

1. Comparing the recent past to the expected future of the residential
construction industry suggests that significant adjustments are
necessary.



208

2. Base earnings are generally calculated by taking an average of
adjusted accounting earnings.

3. All the while, society’s moral conscience gets increasingly
concerned about how much the system wastes day-to-day.

c) Relate the action to the past/present/future:

1. For many companies in the homebuilding industry, particularly
those holding significant amounts of real estate, the purchase of
their land holdings during different portions of the business cycle
can make assumptions about earnings very difficult.

2. If historical earnings do not approximate future earnings, then an
adjustment is necessary to arrive at a satisfactory estimate of future
earnings.

d) Turn direct into indirect:

The Congressman stated: “The Private Securities Litigation Reform

Act The act required plaintiffs to present some proof of fraud before

they could initiate a suit.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to the
topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

First of all, do you have an ideal client profile of whom you
actually want to win as a new client? You need to know whom you are
going to target before you start contacting people. Otherwise, you can
end up winning the wrong type of new business client at the wrong
margin.

Compile a list to include e-mail addresses of all those you would
like to have as new clients. Most practitioners can readily zicmasisamu
such a target list from businesses they have quoted for before (what |
call “near misses”), good referral contacts and 6a3u danux which have
previously been bought in and edited for npooasc mosapis no
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meneghony purposes or similar. Look at local industrial estates and
oiznec napku and collate data on those firms you think you would like
to look after.

Decide what makes you special as an accountant and advisor. The
nponosuyis of ‘giving excellent service’ or being ‘proactive’ is now
past its mepminom npuoamnocmi. These terms are often bandied
around without being clearly defined, and nomenyiuni clients don’t
really know what they mean. What exactly do you mean by excellent
client service? It needs to be more than, “We get accounts filed on
time”. Surely this is neobxiono for any accountant to deliver as a basic
offering. Also, it should be a given that every accountant will be
proactive and give excellent service - why would a client seek out an
advisor who is merely cepeonii?

Businesses are in dire need of better management information and
meetings to discuss oirosa cmpameeis and planning. Vnpaeninus
epouwosumu nomoxamu is also key for many businesses in these times.
Make sure your service offering asks what they really need and how
you can help. No one is really interested in how well you can complete
a set of accounts or tax returns - once again this is a given.
business parks
business strategy
cashflow management
collate
databases
essential
offering
prospect
9. sell-by date
10. telemarketing
d) Suggest the correct translation:

When you meet a potential client, listen more and talk less.
Business owners will be more impressed by your interest in listening
to their issues and learning about their business. Accountants who

NG~ WNE
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drone on about how wonderful they are and tell clients what they think
they need can be a real turn off to many potential clients.

Have a clear and visible pricing strategy (A). Offer fixed fees (B);
this is now standard for the more successful firms, as is payment by
standing order (C) or direct debit (D). This approach is a winner for
both client and accountant and manages both parties’ cashflow.

Make sure your menu of services is up to date and written in
simple language so the prospective client can understand what you can
actually help with. Test the menu this on your team and make sure
everyone working for you also knows everything you do as a firm.

Look at your Web site. This is your brochure (E) to the outside
world. Is it up to date? Do you have a system of inviting people to
register on it so you can capture (F) their data and send them regular
updates (G) and free newsletters, etc.?

Telemarketing can be effective for those wanting to win new
clients at the smaller range of the spectrum. However, if you ideal
client profile is for larger clients than this then it may prove more cost
effective to have your own marketing campaign. Telemarketing is very
cost effective in the current market and it is worth considering as a
supplement (H) to your marketing plan (l) - particularly if you haven’t
tried it before and are looking to win a higher volume of clients a lower
fee level. A word of caution: Many clients who are attracted to the
cheap, “low balling” (J) accountant will have little loyalty. They need
little more than a basic compliance service and they change their
accountants frequently. Ask yourself if this is the type of business
model you want to build for your firm in the long term?

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.



211

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover what
you bring to your reading, what your fellow students bring, as well
as shared experiences.

b) If you find they have new background information, ask for more
information from them.

I. QUIZ # 10

a. Define the following sentences “True” or “False’:

1. Freeganism adherents argue that society wastes too many goods.

2. Litigation can only be effective partially because it imposes
excessive Ccosts.

3. Low pay is the main reason for allegations.

4. In 2010, any given deal faced six lawsuits on average.

5. There were 36 companies announcing mergers in the first quarter
of 2012.

6. Shareholders do not usually benefit from litigation.

7. Shareholder’s priority is to challenge every deal.

8. The earnings capitalization model estimates the value of a
company by capitalizing the company’s total earnings.

9. Terminal value is employed in the discounted cash flow method.

10. Adjustment is necessary if base earnings do not approximate
future earnings.

b. Give the opposite:

principal, commonplace, to impose, excessive, drastically, to persist,

to recover, enormous, to capitalize, to dismiss.

c. Decode the following terms:

lawsuit, litigation, settlement, plaintiff, allegation, filing, bylaw, court,

disclosure, to rebuke.

d. Translate the following into English:

1. OO6GopoTHI aKTUBU — II€ I'POILOBI KOUITH Ta iX €KBIBAJIEHTH, 1110 HE
oOMeXeHl y BUKOPUCTaHHI, a TaKOX IHIII aKTHUBH, MpPU3HAYEHI


http://uk.wikipedia.org/w/index.php?title=%D0%95%D0%BA%D0%B2%D1%96%D0%B2%D0%B0%D0%BB%D0%B5%D0%BD%D1%82%D0%B8_%D0%B3%D1%80%D0%BE%D1%88%D0%BE%D0%B2%D0%B8%D1%85_%D0%BA%D0%BE%D1%88%D1%82%D1%96%D0%B2&action=edit&redlink=1
http://uk.wikipedia.org/wiki/%D0%90%D0%BA%D1%82%D0%B8%D0%B2%D0%B8

10.
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UL peanizallii 4YM CHOXKUBAHHS MPOTATOM  OIEpPaLiifHOTO
UKy 94 TPOTATOM JBAHAISITHA MICALIB 3 JaTh 6aJIchy

st 31ificCHeHHsT TpoIlecy BHUPOOHUITBA MPOIYKIii cy0'ekTam
rocroJaploBaHHsl  HEoOXimHI  3acobu BI/IpO6HI/IIITBa SAKI
CKJIAJIA0ThCA 13 3aC00IB Mpalli Ta MPEIMETIB Mpalli.

3a xapakTepoM (YHKIIOHYBaHHS y BHPOOHHUYOMY IpOILECi Ta
croco01 mepeHeceHHs: BapTOCTI Ha CTBOPEHUH MPOAYKT 3aco0u
mpami HaOWparoTh E€KOHOMIYHOI (opMH B HEOOOpPOTHHX, a
MpeIMETH Mpalll - B 0OOPOTHUX aKTHBAX.

OOOpOTHI aKTHBHU - LI€ TaKl aKTUBHU Y GOpMI MPEAMETIB Mpalll, sKi
MOXYTb OyTH MEPETBOPEH1 Y IPOILIOBI KOLITH MPOTITOM OJHOTO
KaJICHITAPHOTO POKY 200 OJTHOTO BUPOOHUYOTO ITUKITY.

[Tocriiina  HasBHICTH  00OpoTHHUX  (OHAIB  3abe3neuye
Oe3rnepepBHUI MTPOIIeC BUPOOHUIITBA.

XapakTepHOI0 OCOOJIMBICTIO OOOPOTHUX AKTHBIB € iX TOBHE
BUKOPUCTaHHS B KOXKHOMY BHUPOOHMYOMY IIMKJI1 Ta IOBHE
TIepEHECEHHs CBO€ET BAPTOCTI HA TOTOBY MPOIAYKIIITO.

OcHOBHE NPU3HAYCHHS BUPOOHUYIMX 00OPOTHHUX (DOH/IIB TTOJIATAE
y 3abe3medyeHHl Oe3mepeOifHOrO Tpollecy BHPOOHUIITBA Yy
npeaMeTax mparli, GoHAIB 00iry - y 3abe3medeHH] TPOIIOBUMHU
KOIIITaMH TIPoIiecy 000pOTY Ha MiAMPHUEMCTBI.

BuxopuctanHs KOMEpLIHHOTO KpeauTy Halylo 3Ha4yHOTO
PO3BUTKY B TMEpiojl CTAaHOBJIICHHS PHHKOBOi EKOHOMIKH Ta
CTBOPEHHS Cy0'€KTIB TOCIIOAAPIOBAHHS PI3HUX (POPM BIACHOCTI.
Kpeautopcbka  3a00proBaHicTb - 1€  KOPOTKOCTPOKOBI
3000B's13aHHS MIAMPUEMCTB, SKi BUHHKAIOTh 32 PO3paxyHKaMH 3
OI0/KETOM, MOCTavaIb-HUKaMH 32 TOBApH (poOOTH, MOCITYTH), 32
HeBiNpaKTypOBaHUMHU TOCTaBKa-MH, 3a KOPOTKOCTPOKOBHUMH
KpeAUTaMH TOIIIO.

PamionanbHa cTpykTypa xepen (opMyBaHHA 000- -POTHHX
KOIITIB  (BJACHUX, TMO3MKOBUX 1 3allydeHMX) 3IIHCHIOE
MO3UTUBHUN BIUIUB Ha BUPOOHWYMH MpoOLEC Ta OpraHi3alio
(iHaHCOBOI AIAIBHOCTI HA MIAIPUEMCTBI.


http://uk.wikipedia.org/wiki/%D0%9E%D0%BF%D0%B5%D1%80%D0%B0%D1%86%D1%96%D0%B9%D0%BD%D0%B8%D0%B9_%D1%86%D0%B8%D0%BA%D0%BB
http://uk.wikipedia.org/wiki/%D0%9E%D0%BF%D0%B5%D1%80%D0%B0%D1%86%D1%96%D0%B9%D0%BD%D0%B8%D0%B9_%D1%86%D0%B8%D0%BA%D0%BB
http://uk.wikipedia.org/wiki/%D0%91%D0%B0%D0%BB%D0%B0%D0%BD%D1%81
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e. Check the terms in the dictionaries. Learn and use in your
discussion.

adjusted accounting
earnings
adjustment

base earnings
deferred tax
liabilities

fair market value

future earnings
high earnings base
historical earnings
market bottom

normalized earnings
tax basis

terminal value
unrealized holding
gains

f. Revise/learn and use in your discussion.

able efficient particularly
about effort pass

access end past
achieved energy patent
acquire enforce pay

act enforced payment
action enormous paywall
activity enough peer2peer
additional ensure perceived
adjust entire percent
adopt environment permit
adviser equilibrium persist
advisory estate pharmaceuticals
after estimate phenomenon
against estimated philosophy
age even pile

ago eventually plaintiff
agree ever point

all every portion
allegation evident post

almost example post-scarcity
already excellent potential
also excess predict
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although
amount
announced
appearance
application
approach
approximate
area

argue

arise
around
arrive
artificial
artificially
assets
assumption
available
average
avoid
bankrupt
barrel
barter

base
building
benefit
between
billion

bin

board
boom
bottle-necked
bottom
bring
broad

excessive
executive
expected
explain
extent
extra
extra-terrestrial
extreme
face

fair
fashion
federal
fee

filing
financial
find
finding
firm

flow
follow-up
following
food
forecast
founder
fraud

free
freecycle
freeganism
frivolous
gain
garments
generally
get

give

premise
premium
present
pressure
pretty
price
principal
private
problem
process
produce
product
profitable
projection
proof
proper
property
prospect
protect
provide
purchase
pursuit
quality
question
questionable
quickly
rate

real
realize
rebalanced
rebuke
receive
recent
recession




215

business
bust
buyout
bylaw
calculate
capacity
capitalize
case

cash
challenge
challenging
chancellor
chancery
change
changing
charge
cheap
chief
choice
choose
clear
closed
clothes
commodities
common
commonplace
company
compare
complete
concerned
conflict
congress
conscience
consequent

good
gradually
group

half
happening
hard
historical
holding
holdings
homebuilding
illusion
impact
important
impose
included
income
increase
increasingly
industry
inefficient
information
initiate
insufficient
insurance
intensify
interest
inventor
inventory
involve
justify
know

land

law
lawsuit

recover
refinery
reform
regard
regardless
related
report
representative
request
required
research
residential
restore
restrict
restricted
result
retail
reverse
reward
rising
sale

same
satisfactory
save
scarce
scarcity
scourge
scrutinize
securities
seem

sell

sense
separate
set
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constrain
constrained
construction
consulting
convince
convinced
copyright
cornerstone
corroboration
cost
country
couple
court

cover
covered
create
credit
Crisis
criticized
crude

cycle

daily

dam

dark
day-to-day
deal

debt
decade
decide
decline
default
deferred
deflated
defray

lawyer

lead

leading
legal

let
liabilities
limit

litigate
litigation
little

living
logical

loss

make
making
manage
mandate
manipulation
manipulator
manufacturer
many
margin
market
matter

may

mean
meanwhile
mechanism
media

meet
merger
merger-related
method
million

settle
settlement
share
shareholder
shortage
shut
significant
sign
similar
slow
small
society
specific
stockpile
stop
strategy
study
sub-culture
subject
subscription
subsidise
such
suggest
suit
similar
supply
surplus
survive
system
take

tame
target

tax
technique
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delay
demand
despite
destroy
developed
die
difference
different
difficult
diminishing
direct
director
disclosure
discount
dismiss
disparity
distinguishing
distortion
dramatic
drastically
due
during
each
earnings
economic
effect
effective

minimal
minority
model
modest
money
month
moral
much
multiple
music
necessary
need
negative
network
normalize
now
number
objection
offer
offering
once
outdated
outwit
own
owner
parallel
part

temporary
terminal
time
today
typically
ultimately
unrealized
upswing
used
usually
valuable
valuation
valuator
value
view
village
virtually
vote

war

waste
way

work
working
world
worth
year

J. FAMOUS ECONOMIST

Follow his example:

WILLIAM STANLEY JEVONS (1835-82)
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William Stanley Jevon is best known for developing a theory of
relative prices, or exchange values, based upon the notion of marginal
utility. In contrast to early nineteenth century classical economists,
who held that the costs of production determined relative prices,
Jevons argued that relative prices depend upon subjective assessments
by people of the satisfaction to be gained from purchasing different
goods. Jevons also made contributions to growth theory and business
cycle theory. Jevons was born into an upper middle class family in
Liverpool, England, in 1835. His father was an iron merchant and his
mother came from a prosperous family of bankers and lawyers. The
family wealth enabled Jevons to receive an excellent education. At first
he was tutored at home; then he attended private schools and
University College, London, where he studied metallurgy and
mathematics (with the world-famous Augustus DeMorgan). When the
British railway boom ended, the family iron business went bankrupt.
To help his family deal with their financial problems, Jevons
abandoned his studies in 1854. He then trained as an assayer and took
a job at the Sydney Mint in Australia.

A dispute over the funding of a railway line for New South Wales
initially sparked his interest in economics, and Jevons was soon
reading the great classical economists, especially Smith, Malthus, and
Mill. A powerful desire to make the world better, especially a wish to
help nations grow and prosper, prompted Jevons to continue his
education. Returning to England in 1859, and to University College in
1860, Jevons studied mathematics, political economy, philosophy, and
history. Although he was disappointed with his political economy
courses and felt that he got more from reading on his own than from
attending lectures, he continued with his studies and received both an
undergraduate and a master’s degree in political economy from
University College.

Jevons then accepted a position at Owens College in Manchester,
where he taught for the next thirteen years. In 1876, he left Owens
College to become Professor of Political Economy at University
College, London. This appointment had light teaching and few
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administrative duties, thus allowing Jevons the time to pursue his own
writing. But by 1880 Jevons again found it difficult to juggle both his
teaching duties and his writing ambitions, so he resigned from
University College in order to focus more on writing. Unfortunately,
by that time his health had deteriorated due to overwork, and two years
later he collapsed while swimming and drowned.

The first book that Jevons published, The Coal Question (1865),
was alarmist and Malthusian. It forecast a severe energy shortage for
England. Jevons began by estimating the existing supply of coal in
England. He then estimated the rate at which coal consumption was
increasing. Putting these two estimates together, Jevons found a
continually increasing demand for a depleting supply of coal reserves.
The consequences could only be sharply rising coal prices. Even
worse, at some point the dwindling supply of coal would stop
economic growth in England. Jevons was not optimistic that energy
substitutes for coal could be found. Nor did he think conservation
efforts could do anything but push back slightly the date at which
economic growth would come to an end. More surprisingly, Jevons
ignored two obvious policy solutions — a tax on coal and a prohibition
on British coal exports. Instead, he advocated repaying the national
debt so that, when the day of reckoning came, and the existing supply
of resources was exhausted, there would be no other burdens on future
generations.

Despite his linkages to the future through worries about the
depletion of energy resources, and despite his linkages to the past as a
business cycle historian, the major contribution of Jevons to economics
remains his development of marginal utility theory and his use of this
theory to explain consumption and work decisions. In all his work,
Jevons was a pioneer, and the many advances due to Jevons make him
one of the three or four most important nineteenth century economists.
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UNIT ELEVEN.

LONG-LIVED ASSETS

A. BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “ASSET” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What is asset / liability / expense / expenditure?

b) What are the main types of long-lived assets?

¢) How would I define fair market value of an asset?

7. CHARACTERISTICS:

a) How would I describe the depreciation methods used in
accounting?

b) What does the effect of depreciation on cash flow look like?

¢) What is the difference between financial statement depreciation
from income tax depreciation?


http://www.studygs.net/mapping
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8. EXPERIENCE:

a. What experience have | had with measuring the acquisition cost of
tangible assets?

b. What can | imagine about a job at KMPG?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

11.1. Systems failure: how to regulate the financial system as a
whole.

Banks mimic other banks. They expose themselves to similar risks
by making the same sorts of loans. Each bank’s appetite for lending
rises and falls in sync. What is safe for one institution becomes
dangerous if they all do the same, which is often how financial trouble
starts. The scope for nasty spillovers is increased by direct linkages.
Banks lend to each other as well as to customers, so one firm’s failure
can quickly cause others to fall over, too.

Because of these connections, rules to ensure the soundness of
each bank are not enough to keep the banking system safe. Hence the
calls for “macroprudential” regulation to prevent failures of the
financial system as a whole. Although there is wide agreement that
macroprudential policy is needed to limit systemic risk, there has been
very little detail about how it might work. Two new reports help fill
this gap. One is a discussion paper from the Bank of England, which
sketches out the elements of a macroprudential regime and identifies
what needs to be decided before it is put into practice*. The other
paper, by the Warwick Commission, a group of academics and experts
on finance from around the world, advocates specific reforms**.

The first step is to decide an objective for macroprudential policy.
A broad aim is to keep the financial system working well at all times.
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The bank’s report suggests a more precise goal: to limit the chance of
bank failure to its “social optimum”. Tempering the boom-bust credit
cycle and taking some air out of asset-price bubbles may be necessary
to meet these aims, but both reports agree that should not be the main
purpose of regulation. Making finance safer is ambitious enough.

Policymakers then have to decide on how they might achieve their
goal. The financial system is too willing to provide credit in good times
and too shy to do so in bad times. In upswings banks are keen to extend
loans because write-offs seem unlikely. The willingness of other banks
to do the same only reinforces the trend. Borrowers seem less likely to
default because with lots of credit around, the value of their assets is
rising. As the boom gathers pace, even banks that are wary of making
fresh loans carry on for fear of ceding ground to rivals. When recession
hits, each bank becomes fearful of making loans partly because other
banks are also reluctant. Scarce credit hurts asset prices and leaves
borrowers prey to the cash-flow troubles of customers and suppliers.

Since the cycle is such an influence on banks, macroprudential
regulation should make it harder for all banks to lend so freely in
booms and easier for them to lend in recessions. It can do this by
tailoring capital requirements to the credit cycle. Whenever overall
credit growth looks too frothy, the macroprudential body could
increase the minimum capital buffer that supervisors make each bank
hold. Equity capital is relatively dear for banks, which benefit from an
implicit state guarantee on their debt finance as well as the tax breaks
on interest payments enjoyed by all firms. Forcing banks to hold more
capital when exuberance reigns would make it costlier for them to
supply credit. It would also provide society with an extra cushion
against bank failures.

Each report adds its own twist to this prescription. The Bank of
England thinks extra capital may be needed for certain sorts of credit.
If capital penalties are not targeted, it argues, banks may simply cut
back on routine loans to free up capital for more exotic lending. The
Warwick report says each bank’s capital should also vary with how
long-lived its assets are relative to its funding. Firms with big maturity



223

mismatches are more likely to cause systemic problems and should be
penalised. The ease of raising cash against assets and of rolling over
debt varies over the cycle, and capital rules need to reflect this.
Regulators should also find ways to match different risks with the
firms which can best bear them. Banks are the natural bearers of credit
risk since they know about evaluating borrowers. Pension funds are
less prone to sudden withdrawals of cash and are the best homes for
illiquid assets.

The Warwick group is keen that macroprudential policy should be
guided by rules. If credit, asset prices and GDP were all growing above
their long-run average rates, say, the regulator would be forced to step
in or explain why it is not doing so. Finance is a powerful lobby.
Without such a trigger for intervention, regulators may be swayed by
arguments that the next credit boom is somehow different and poses
few dangers. The bank frets about regulatory capture, too, but doubts
that any rule would be right for all circumstances. It favours other
approaches, such as frequent public scrutiny, to keep regulators honest.

11.2. Testing level for impairment of long-lived assets.
11.2.1. Make an English précis of the article.
11.2.2. Make a Ukrainian précis of the article.

Under IFRS, if an impairment indicator exists for a long-lived
asset, then the recoverable amount of the individual asset is compared
to its carrying amount. However, in many cases, the recoverable
amount of the individual asset cannot be estimated because the asset
does not generate cash inflows independently of other assets. In such
cases, the recoverable amount is estimated for a group of assets, or
“cash-generating unit” (CGU). A CGU is the smallest identifiable
group of assets that generates cash inflows that are largely independent
of the cash inflows from other assets or groups of assets. Assets that
do not generate independent cash flows, such as company headquarters
or central facilities (“corporate assets” in IAS 36), are allocated to
CGUs on a reasonable and consistent basis.
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Under US GAAP, if an impairment indicator exists, a long-lived
asset may be grouped with other assets and liabilities so that the
impairment test is performed at the lowest level for which identifiable
(net) cash flows are largely independent of the cash flows of other
assets and liabilities. A longlived asset (e.g., corporate headquarters)
that does not have identifiable cash flows that are largely independent
of the cash flows of other assets and liabilities and of other asset
groups is allocated to an asset group that includes all assets and
liabilities of the company.

In practice, there may not be a significant difference between the
levels at which impairment tests are performed for long-lived assets
under IFRS as compared to under US GAAP. This is because net cash
flows frequently are dependent on other assets (and are therefore tested
together under US GAAP), because the cash inflows depend on other
assets (which would make them a cash-generating unit, tested together
under IFRS). However, it is important to note that IFRS focuses only
on inflows, whereas US GAAP focuses on net cash flows. Thus, there
might be situations when assets are grouped together to test for
impairment under US GAAP, but must be disaggregated into distinct
cash-generating units under IFRS. In addition, the difference in how
corporate assets are treated under IFRS as compared to US GAAP will
be a change for many companies.

Under IFRS, a media and entertainment company may face
challenges in identifying its CGUs. While a company may separately
monitor cash inflows from individual radio stations, broadcast
licenses, book titles, magazine titles or music masters, the cash flows
might be dependent on other assets.

Example 1: Identifying a cash-generating unit

A publishing company may monitor the cash inflows from each
newspaper masthead separately, but if each of the newspapers contains
mostly advertisements that are bundled with other mastheads owned
by the publisher, such cash inflows may be interdependent. When
identifying the cash-generating unit for each masthead, it is helpful to
make the assessment in two steps:
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[1 Step 1 — Identify the smallest aggregation of assets for which
a stream of cash inflows can be identified — Management monitors
the cash inflows from each masthead; this means that each newspaper
might be a CGU.

[1 Step 2 — Assess whether the cash inflows generated are
independent of other cash inflows — The newspapers contain
advertisements that are “mostly” bundled with other mastheads
owned; this means that the cash inflows are not largely independent,
and therefore, the mastheads would form one CGU on a combined
basis.

11.3. Recoverable amount.
11.3.1. Give a written translation of Paragraph I.

To measure VIU, cash flow projections are based on the most
recent financial budgets or forecasts approved by management,
extrapolating the projections thereafter using a steady or declining
growth rate for subsequent years, unless an increasing rate can be
justified. However, if the budgets or forecasts extend beyond five
years, = there is a presumption in IFRS not to use the projections after
five years, unless a longer period can be justified. A longer cash flow
period can be justified if this represents the characteristics of the assets
more appropriately, and reliable forecasts can be made.

For example, if management prepares forecasts for seven years,
it is generally appropriate to only use the specific forecasts for the first
five years, and then an extrapolation (steady, declining, or, if justified,
increasing) thereafter. However, using more than five years of specific
forecasts might be justified if management can accurately project those
cash flows. This might be the case for a license, publishing right,
broadcast right or copyright for which management can reliably
forecast cash flows.

The cash outflows that management uses to determine fair value
under US GAAP (which reflect market participant assumptions) must
be adjusted to company-specific assumptions before such cash flows
can be used to determine VIU under IFRS.
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Consider the following examples:

(1 If the company would have lower costs than other market
participants due to synergies that would not be available to other
market participants, the cash outflows in the fair value calculation used
for US GAAP must be decreased to the company-specific amount for
the VIU calculation.

(1 If the company has higher costs than other market participants,
because the company would benefit from a reorganization to which
management has not yet committed, the amounts in the fair value
calculation used for US GAAP must be increased to the company-
specific amount for the VIU calculation. In addition, IFRS specifically
requires VIU to be estimated using pre-tax cash flows. Therefore, if
post-tax amounts were used in the cash flow forecasts used to
determine fair value under US GAAP, the amounts will need to be
adjusted to pretax amounts for the VIU calculation.

The discount rate would also have to be adjusted from that of a
market participant (which was used to determine fair value under US
GAAP) to a companyspecific rate for the VIU calculation. 1AS 36
requires the use of pre-tax discount rates when determining VIU. In
practice, post-tax costs of equity are generally used in the computation
of the discount rate.

Discounting post-tax cash flows at a post-tax discount rate should
give the same results as discounting pre-tax cash flows at a pre-tax
discount rate, when there are neither temporary differences nor
available tax losses at the measurement date.

In practice, using a post-tax discount rate, grossedup by a standard
rate of tax, is often a reasonable estimate of the pre-tax rate. When
determining value in use for a media or entertainment intangible asset
or CGU, the valuation expert considers trends in consumer demand,
for example, toward new media and individual entertainment.
Advertising revenues and trends continue to be an area of focus, as
advertising revenues shift between different types of media, and are
subject to the cyclical trends of the economy.
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C.AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

c) What is his point of view and his reason for writing the particular
work?

d) What do | know?

e) What do | want to learn?

f) What did I learn?

D. LANGUAGE FOCUS

a) Make it negative:

1. While a company may separately monitor cash inflows from
individual radio stations, broadcast licenses, book titles, magazine
titles or music masters, the cash flows might be dependent on other
assets.

2. The newspapers contain advertisements that are “mostly” bundled
with other mastheads owned.

3. The discount rate would also have to be adjusted from that of a
market participant (which was used to determine fair value under
US GAAP) to a companyspecific rate for the VIU calculation.

b) Paraphrase the following:

1. Equity capital is relatively dear for banks, which benefit from an
implicit state guarantee on their debt finance as well as the tax
breaks on interest payments enjoyed by all firms.

2. For example, if management prepares forecasts for seven years, it
is generally appropriate to only use the specific forecasts for the first
five years, and then an extrapolation (steady, declining, or, if
justified, increasing) thereafter.

c) Relate the action to the past/present/future:

1. IFRS specifically requires VIU to be estimated using pre-tax cash
flows.

2. This means that the cash inflows are not largely independent, and
therefore, the mastheads would form one CGU on a combined basis.

d) Turn direct speech into indirect:
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1. The Warwick report says: “Each bank’s capital should also vary
with how long-lived its assets are relative to its funding. Firms with
big maturity mismatches are more likely to cause systemic
problems and should be penalised.”

2. Analysts hold: “Banks are the natural bearers of credit risk since
they know about evaluating borrowers.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

Six percent of chief financial officers (CFOs) said they plan to hire
nocmiunux accounting and finance employees during the third quarter
of 2010, while 9 percent ouikyromes staff ckopouenns, according to
the Robert Half Financial Hiring Index. The majority of
onumysanux, 83 percent, do not expect to make changes to their
Kaoposoeo levels.

While the projected net 3 percent decrease is down slightly from
the second-quarter forecast, CFOs remain optimistic about the
nepcnexkmuseu for their businesses. Some 84 percent of respondents
said they are very or somewhat confident in their firms' growth
prospects for the next three months, the same figure reported the
previous quarter.

The Robert Half Financial Hiring Index is based on telephone
interviews with more than 1,400 CFOs across the United States. It was
conducted by an independent research firm and developed by Robert
Half International, a Menlo Park, CA-based kadposozo 3abesneuenns
services firm specializing in accounting and finance. Robert Half has
been tracking financial natimanns activity in the U.S. since 1992.


http://rhfa.mediaroom.com/FinancialHiringIndex
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"Though most CFOs are optimistic about future growth for their
companies, many remain cautious in their hiring outlook and are
keeping a close watch on economic merndenyii," said Max Messmer,
npesudenm and CEO of Robert Half International. "At the same time,
some firms are managing increased business activity by bringing in
temporary professionals or making strategic full-time hires."”
anticipate
chairman
full-time
hiring
outlook
personnel
reductions
respondents
9. staffing
10. trends
d) Suggest the correct translation:

The West South Central states (Arkansas, Louisiana, Oklahoma,
Texas) should experience the most active hiring in the third quarter,
survey (A) results indicate. Twelve percent of CFOs anticipate adding
full-time accounting and finance staff and 6 percent plan to decrease
(B) personnel levels, yielding a net 6 percent of companies planning to
hire in the next three months.

"Companies in the West South Central states report demand (C)
for accounting operations professionals who can help them ensure
timely (D) payment and collection of bills (E) as business activity
gains momentum,” Messmer said. "Manufacturing (F), health care,
and energy are among the sectors driving hiring activity within the
region."

Firms in the Mountain states (Arizona, Colorado, Idaho, Montana,
Nevada, New Mexico, Utah, Wyoming) and New England states
(Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island,
Vermont) also expect hiring activity above the national average. A

NGk wWNE



230

net 2 percent of executives in both of these sections of the country said
they plan to boost (G) staff levels in the coming quarter.

CFOs in the transportation industry are most optimistic about their
hiring plans for the third quarter, with a net 5 percent forecasting
personnel increases (H). Hiring among manufacturing firms also is
expected to outpace (I) the national average, with a net 3 percent of
executives in the sector (J) anticipating adding staff.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them

. QUIZ # 11

a. Define the following sentences “True” or “False”:

1. Banks’ activities are similar.

2. Macroprudential policy helps banks limit systemic risk.

3. Sound financial system is the major goal of macroprudential
policy.

4. Inupswings banks are reluctant to extend loans.

5. Economic cycle is one of major factors influencing banks.

6. Pension funds are best places for illiquid assets.

7. GAAP focuses on inflows and outflows.
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9.
10.
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Seven years period is more appropriate than 5 years period for
making a financial forecast.

Discount rate is computed using post-tax costs of equity.

Net cash flows do not depend on other assets.

b. Give the opposite:

Independently, reasonable, distinct, separately, to extend, reliable,
specific, inaccurate, temporary, available.

c. Decode the following terms:

to

generate, facility, headquarters, bundled, interdependent,

aggregation, masthead, to extrapolate, synergy, trend.

1.

c. Translate the following into English:

JIOBroCTpOKOBI KpPEIUTH 3alydaroThCsl MNIANPUEMCTBAMHU IS
(iHaHCYBaHHSI JIOBIOCTPOKOBUX AaKTHBIB, 30KpeMa OCHOBHMX
3aco0iB (iX mpuabaHHs, PEKOHCTPYKIlis, MOJEPHI3aIlis), HOBOTO
OyIIBHMIITBA, IHIIUX BHUIB HEOOOPOTHHUX AaKTHBIB, a TaKOX
OKpEeMHUX BHUIIB OOOpPOTHHUX AaKTUBIB, y SKHX KOIITH
3aMOpPOXKYIOTbCS Ha JOBTOCTPOKOBHI MEPio/I.

3emMis € MarepiaJbHHM aKTHBOM 1, OCKUIBKH TEpMIH i
BUKOPHUCTAHHS HE OOMEXEHU,- 1€ €IMHUN MaTepiabHUN aKTHB,
10 HE IMIUIArae aMOpTH3aIlii.

bynieni, cmopymu, ycrarkyBaHHs, odicHe  oOnaaHaHHS
IJIATal0Th aMOPTH3AIIIi.

VY (dinaHCOBIH 3BITHOCTI JOBrOCTPOKOBI MaTepiajibHI aKTHUBH
B1IOOpaKAIOTHCS K MarepiaibHI OCHOBHI ()OHIM ab0 OCHOBHI
BUPOOHUYI (hOHIH.

HemarepianbHi aKTUBHM BUKOPHCTOBYKOTHCS Y  JiSUIBHOCTI
MIPUEMCTBA, aJie HE MAarOTh (Gi3UYHOT MaTepianbHOI popMH i1 B
TOM K€ Yac He € MOTOYHUMH aKTHBaMH.

JIOBroCTpoKOBi aKTHBH BiIoOpa)karoTh B 00JIKY 3a iX MEepBICHOIO
BapTICTIO, sIKa MICTUTh Yy cO00l BCi BUTpaTH, MOB'I3aHI 3
npuaAGaHHSIM, JOCTaBKOIO 1 JOBEICHHSIM aKTHUBIB O poOOYOro
CTaHy.

VY mnepBicHY BapTicTh 3eMJIi BKIIIOYAIOTh: KYIIBEJIbHY BapTICTh;
KOMICIiiH1, CIIJIaueHi areHTaM 3 TOPriBili HEPYXOMICTIO, MOIATKU
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npu npuadaHHI, TOHOpAap aJBOKaTaM, BUTPATH Ha MIATOTOBKY
3emti 10 OyIiBHUIITBA.

[lepBicHa BapTicTh OONAagHAHHSA Ta YCTAaTKyBaHHS 3BHUYANHO
MICTUTh KYITIBEJIbHY BapTICTh 32 PaxXyHKOM-(aKTypO, BUTPATH
Ha BCTAHOBJICHHS 1 MOHTaX TOIIIO.

Y MDKHApOJHIN IMPaKTHIIl aKTHB BH3HAETLCSA B OallaHCI, SIKIIO
ICHY€ JOCTaTHS BIEBHEHICTb Y TOMY, 1[0 MalOyTHs BTUIEHA B
HBbOMY €KOHOMIYHA BUTO/Ia OyJIe o/iep>kaHa MiIIPUEMCTBOM.
3ropraHHs cTrareil akTHUBIB Ta 3000B'A3aHb € HEMPUITYCTUMUM,
KpiM BHNAKIB, TepeadavYeHuX BIAMOBIAHUMH TOJIOKESHHIMU
OyXxrantepcbKoro oOmikKy.

e. Check the terms in the dictionaries. Learn and use in your

discussion.
cash inflows growth rate post-tax amounts
cash-generating unit | impairment indicator | pre-tax cash flows
credit boom intangible asset pre-tax rate
credit risk long-lived assets recoverable amount

discount rate market participant tax breaks
equity capital maturity tax losses
fair value net cash flows withdrawal
financial budgets

f. Revise/learn and use in your discussion.
academic explain outflow
accurately expose overall
achieve extend own
addition extra owned
add extrapolate pace
adjusted extrapolation paper
advertisement exuberance participant
advertising face partly
advocate facility payment
after failure penalise
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against
aggregation
agree
agreement
aim

air

all

allocate
also
although
ambitious
amount
appetite
approach
appropriate
appropriately
approved
area

argue
argument
around
assess
assessment
assumption
available
average
back

bad

bank
banking
based

basis

bear
bearer

fair

fall
favour
fear
fearful
few

fill
finance
financial
find
firm
first
flow
focus
forced
forecast
form
free
freely
frequent
frequently
fresh
fret
from
frothy
funding
gap
gather
generally
generate
generated
give
goal
good

penalty
pension
perform
period
policy
pose
powerful
practice
precise
prepare
prescription
presumption
prevent
prey

price
problem
project
projection
prone
provide
public
publisher
publishing
purpose
put
quickly
radio
raising
rate
reasonable
recent
recession
recoverable
reflect
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because
become
benefit
best
between
beyond
big

body
book
boom
boom-bust
borrower
break
broad
broadcast
bubble
budget
buffer
bundle
calculation
call
capital
capture
carry
carrying
case

cash
cash-flow
cash-generating
cause
ceding
central
certain
challenge

ground
group
grouped
growing
growth
guarantee
guided

hard
headquarters
help
helpful
high

hit

hold

home
honest
however
hurts
identifiable
identified
identify
illiquid
impairment
implicit
important
include
increase
increased
increasing
independent
independently
indicator
individual
inflows

reforms
regime
regulate
regulation
regulator
regulatory
reign
reinforce
relative
relatively
reliable
reliably
reluctant
reorganization
report
represent
requirement
result
revenue
right

rise

rising

risk

rival
rolling
routine
rule

safe

same
scope
scrutiny
seem
separately
seven
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chance
change
characteristic
circumstance
combined
commission
committed
company
company-specific
compare
computation
connection
consider
consistent
consumer
contain
continue
copyright
corporate
costlier
credit
cushion
customer
cut

cycle
cyclical
dangerous
date

dear

debt

decide
decided
declining
decrease

influence
institution
intangible
interdependent
interest
intervention
justified
keen
keep
know
largely
leave
lend
lending
less

level
liabilities
license
likely
limit
linkage
little

loan
lobby
long-lived
long-run
look

loss

lot

low
macroprudential
made
magazine
main

shift
should
shy
significant
similar
simply
since
situation
sketch
small
society
somehow
sort
soundness
specific
specifically
spillover
standard
start

state
station
steady
step
stream
subject
subsequent
such
sudden
suggest
supervisor
supplier
supply
sway

sync
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default
demand
depend
dependent
detail
determine
difference
different
direct
disaggregated
discount
discounting
discussion
distinct
doubt

due

each

ease
economy
element
enjoy
enough
ensure
entertainment
equity
estimate
estimated
evaluate
even
example
exist
exotic
expert

make
management
many
market
master
masthead
match
maturity
may
means
measure
measurement
media
meet
might
mimic
minimum
mismatch
monitor
mostly
music
must
nasty
natural
necessary
need
needed
net

new
newspaper
note
objective
optimum

synergy
system
systemic
tailoring
taking
target

tax
tempering
temporary
test

treat

trend
trigger
trouble
twist

unit
upswing
use

used
valuation
value
vary

very

wary
wide

will
willing
willingness
withdrawal
without
work
working
world
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J. FAMOUS ECONOMIST

Follow his example:

CARL MENGER (1840-1921)

Carl Menger is regarded as the founding father of the Austrian
School of Economics. This is because he is responsible for developing
two pillars of Austrian economics. First, Menger helped to establish a
subjective theory of value. Second, he argued that economic
knowledge can come only from deducing the consequences of
assumptions that are known to be true. Menger was born in 1840 in
Neu-Sandec, Galicia (then part of Austria but now part of Poland).
Very little is known about his upbringing or his education. His father
was a lawyer, and Menger followed in his father’s footsteps by
studying law and political science, first at the University of Vienna and
then at the University of Prague. In 1867 he received a doctorate in law
from Kracow University. After graduating, Menger worked first as a
financial journalist for the leading Viennese newspaper and then in the
press office of the Austrian Prime Minister. It was during this time that
he worked on the Principles of Economics.

With his reputation growing due to the Principles, Menger was
appointed to a lectureship in the Law Faculty at the University of
Vienna in 1873. Three years later he was promoted to the position of
Professor Extraordinarius; but he soon resigned this position in order
to tutor Crown Prince Rudolph and travel with him throughout Europe.
In 1879, Menger accepted a teaching position in Vienna, and thereafter
led the life of an academic economist — devoting all his energy and
efforts to teaching and writing. Although he was made a member of
the upper chamber of the Austrian Parliament in 1900, Menger
preferred his work in economics to taking part in any political
deliberations or debates. Menger made two important contributions to
economics. One involved value theory and the other concerned
economic methodology. Menger was one of the first economists to
discover the marginal utility theory of value and the principle of
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diminishing marginal utility, and he was one of the earliest advocates
of a subjective theory of value. Menger was also involved in a heated
debate over the nature of economics and the proper way to do
economic analysis.

During the late nineteenth century, classical economics was held
in low esteem on the European continent. Especially dissatisfying was
the highly abstract and theoretical nature of British economics. Menger
sought to bring economics back to the real world. His starting point in
this endeavor was a recognition that goods have value because they
meet human needs. In contrast to the classical British economists,
Menger argued that value was determined by subjective factors (utility
or the beliefs of people about what gives them pleasure) rather than by
objective factors (the costs of production). For Menger, value did not
exist objectively within goods themselves. Rather, value arises
because people make judgments about the worth of particular goods.
Diamonds and gold are not valuable in and of themselves. They have
value only because human beings desire them and find them useful.
Value, for Menger, thus comes from the satisfaction of human needs.
Human needs create a demand for goods; they also become the driving
force for the development of institutions such as private property and
money that help them to meet their needs. Finally, human needs result
in economic exchange and help determine prices. Furthermore,
Menger argued that, since human needs were greater than the goods
available to satisfy these needs, people would choose rationally among
all alternative goods made available to them.

Major economists usually leave a legacy of ideas and theories that
come to be accepted by other economists and that form part of the
economic wisdom taught to future generations. A few make their mark
because they dared to step outside the mainstream and were able to
inspire a group of students or followers. Menger is the rare figure who
fits into both categories. His emphasis on the individual, and his
argument that we must explain the economic world as responses to
subjective individual assessments, make Menger a founder of the
Austrian School of Economics. But with his discovery of utility as a
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source of value and his discovery of the principle of diminishing
marginal utility, Menger also fits into the former category.

UNIT TWELVE.

ASSETS/FINANCIAL ANALYSIS

A. BEFORE YOU READ

1. CONCEPT MAPPING:
Develop a "mind map" around the notion “INVESTMENT” to
comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading.

6. DEFINITION:

a) What is a basket purchase?

b) Where do depreciable / residual / disposal / salvage / scrap value
fit?

¢) What is the essence of straight-line depreciation?

7. CHARACTERISTICS:


http://www.studygs.net/mapping
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a) How would I describe contrast between income tax and
shareholder reporting?

b) What does capital improvement look like?

¢) What is the impairment of asset?

8. EXPERIENCE:

a) What experience have I had with perfoming financial analysis?

b) What can | imagine about my job in the IRS?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

12.1. Rising demand for collateral spells a moneymaking
opportunity.

Collateral acts as the financial equivalent of WD-40, oiling the
cogs of global markets by providing lenders with some security in the
event of a default. Demand for it is rising. Regulators are pushing over-
the-counter derivatives towards central counterparties (CCPs), which
are usually pickier than banks about the quality of collateral they will
accept. Creditors are becoming warier about lending on an unsecured
basis when things are so uncertain. That creates a vicious circle: as
more borrowing is secured, fewer assets are available to other creditors
in the event of default.

A recent report by Morgan Stanley and Oliver Wyman suggested
the move to clear derivatives trades alone could generate demand for
$500 billion-$800 billion of extra collateral. But there is a finite supply
of safe assets, and that pool is dwindling as the creditworthiness of
certain governments becomes more questionable. Many pension
schemes, insurers and asset managers balk at the drag on returns
associated with holding lots of safe assets to post as collateral. The
only solution is to shake every last drop of WD-40 from the can.
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One technique is “collateral optimisation”, a way of ensuring that
safe assets are deployed as efficiently as possible. This means making
sure high-quality government bonds, say, are not needlessly tied up as
collateral for trades where lower-quality assets would be acceptable. It
also means clearing trades in a manner that lessens collateral
requirements—for example, by bunching transactions in a single CCP
so that offsetting trades result in a reduction in overall margin
requirements.

Big banks and asset managers will have to do a better job of
keeping track of margin requirements and the available stock of
eligible collateral they have. The spreadsheets and e-mails previously
used to monitor and communicate collateral requirements may be
ditched in favour of dedicated applications. Smaller outfits will seek
outside help. Investment banks are spending tens of millions of dollars
on building sophisticated systems for managing client collateral.
Banks and custodians will battle it out to provide a variety of collateral-
related services in future, with third-party vendors and even CCPs
themselves also vying for business.

At a price, some firms may be able to wash their hands of the
requirement to hold a portfolio of eligible assets altogether. “Collateral
transformation” directly addresses a firm’s shortage of safe collateral
by, in effect, swapping a riskier asset for one that can be posted as
margin. The service amounts to a repurchase, or “repo”, transaction:
an entity like an asset manager hands a bank a corporate or mortgage-
backed bond and the bank supplies government bonds or cash in return.
These assets can then be posted at a CCP on behalf of the asset
manager.

Banks may not have enough safe assets of their own to satisfy
widespread demand from asset managers, pension funds and the like,
so they may seek to broker deals with others. Strong demand for safe
assets could produce an attractive return for firms that have excess cash
to lend out, particularly if low interest rates persist.

Yet the use of collateral transformation on such a wide scale also
carries risks. Firms that lend out safe collateral will need to apply
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rigorous haircuts on the riskier collateral they accept to ensure they
have ample security if a counterparty implodes. Otherwise there is a
chance that lenders may find themselves on the hook for billions of
dollars of margin in the middle of a market meltdown. Even the search
for a safer form of borrowing entails dangers.

12.2. The prospects of big bank bail-outs are intensifying calls for
a central fund.

12.2.1. Make an English précis of the article.
12.2.2. Make a Ukrainian précis of the article.

Blink and you might miss it. Amid the headlines over Spain’s
deepening banking crisis, two smaller members of the euro area quietly
moved along with plans to recapitalise their own banking systems.
Portugal, which is already on life support, said it will inject €6.6 billion
($8.2 billion) into three of its largest banks. To its east, the Cypriot
government said it too may need European help to raise €1.8 billion to
recapitalise its second-largest bank.

The growing number of capital calls across banks on Europe’s
periphery is leading to a freeze in funding markets, as investors fret
that banks may be hiding big losses and as banks lose trust in one
another. “The interbank market is totally closed,” says the boss of one
large European bank, adding that he is keeping excess cash at the
European Central Bank (ECB) rather than lending it to other banks.

It is also causing jitters in government-bond markets as risk-averse
institutional investors such as pension funds and insurers worry that
governments in the periphery may be swamped by mounting losses in
their banking systems. Money is flooding into the safest option,
Germany, where the government borrowed five-year money at just
0.41% on June 6th. Despite these signs of panic, the ECB left rates on
hold at its June meeting.

The crisis is intensifying calls for the establishment of some sort
of banking union, with centralised powers and funding to regulate and
supervise banks as well as to recapitalise ailing ones and to insure retail
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deposits. On June 6th the European Commission took the first steps
towards this with a proposed framework for dealing with failing banks
that includes plans for sharing some of the costs of recapitalising cross-
border banks.

The crisis is most acute in Spain, mainly because the sums of
money involved are largest. On June 5th Cristébal Montoro, the budget
minister, said the country needed help from European institutions to
recapitalise its banks because the “door to markets” was closed to the
Spanish government. This was preventing it from issuing €19 billion
of bonds to recapitalise Bankia, a troubled agglomeration of local
savings banks that incurred huge losses on property loans. Two days
later the Spanish government sold €61 1m of ten-year bonds at 6.04%,
compared with 5.74% in April.

Were the capital hole in Spain limited to €19 billion the country
would probably have little trouble raising the money, although an idea
to bypass markets and hand bonds directly to the bailed-out bank
fizzled out. Yet many people now think this sum is just the tip of the
iceberg. Analysts at Credit Suisse reckon that Spanish banks may have
to set aside another €150 billion against losses, mainly on loans to
property developers. To remain solvent after such losses the Spanish
banking system may have to raise €50 billion-70 billion, or 4.5-6.5%
of Spanish GDP, analysts reckon.

That figure looks relatively manageable when set against Ireland’s
recapitalisation of its banks, which has so far amounted to almost half
of its GDP. Yet the call for government cash in Spain comes at a time
when the country is already struggling to retain the confidence of bond
investors amid growing capital flight. Almost €100 billion, about one-
tenth of GDP, was pulled out of the country’s banks and bond markets
in the first quarter.

Losses are also mounting elsewhere in Europe’s banking system.
Portugal, which won praise on June 4th from the European Union and
the International Monetary Fund for its austerity programme, is
injecting capital into its banks to fill a shortfall identified in stress tests
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conducted last year by the European Banking Authority. Cyprus too
needs to inject money into its banks before July.

Yet as quickly as banks are filling their existing capital holes, new
ones seem to be appearing. Analysts at Nomura note that non-
performing loans are rising in several European countries, including
Italy and Germany. They reckon that a severe recession in Europe
could cost the region’s 90 biggest banks €420 billion in losses and
consume about a third of their capital, with big shortfalls in Britain,
France and Germany in addition to those already emerging in Spain
(see chart).

A deep recession is not inevitable, and banks would probably be
able to generate some of that capital from profits or asset sales. The
real worry is that local regulators will allow banks to hide losses rather
than force them to set aside provisions and perhaps ask for capital from
their governments. That would further undermine investors’
confidence and could accelerate capital flight from weak banks and
weak economies.

Signs that this is happening are already apparent. Confidence in
the Bank of Spain has been badly dented by the revelation of large
losses at Bankia just weeks after senior bank supervisors trotted around
financial capitals to assure investors that Spanish banks were well
capitalised. This loss of confidence is also infecting healthy banks and
has prompted the bosses of several Spanish banks to call for capital
injections into the country’s weaker ones.

It also reinforces calls for strengthening bank oversight. The
commission’s proposals for dealing with failing banks are a small step
in this direction. Under its scheme, big cross-border banks would have
to draw up resolution plans and issue debt that could be “bailed in” or
converted into shares to recapitalise them if they fail. It also proposes
the creation of national funds worth at least 1% of bank deposits that
could help to deal with failing banks. In a step towards greater
integration of banking oversight, it said these funds might be used to
help banks in other European countries.
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These proposals are unlikely to go down well with investors in
bank bonds, who are at greater risk of loss, nor with governments with
well-regulated banks, which would be in danger of paying for the
losses of poorly regulated ones. Yet strengthened oversight and the
ability to recapitalise banks quickly with combined euro-zone
resources are essential to break the vicious spiral linking failing banks
and overindebted governments.

12.3. Using Business Analytics Software.
12.3.1. Give a written translation of Paragraph II.

Traditional CAATTs have largely been the realm of data-
extraction software that allows an auditor to efficiently manages large
sets of data and effectively stratify it for testing. These CAATTSs are
primarily used in performing substantive tests, performing tests of
details, and responding to specific risks. Business analytics software,
however, can play a significant role in the audit engagement when it is
used to assist the auditor in performing the preliminary analytical
reviews in the risk-assessment process. Comprehensive analytics can
provide one of the best sources of audit evidence to support an
auditor’s risk assessment. Ultimately, the result of the risk-assessment
process will drive the overall audit approach, so effective risk-
assessment procedures are the foundation for a high-quality financial
statement audit. Effective analytics will not only help identify audit
areas that present higher risks, they can also be the basis for assessing
certain audit assertions as lower risk.

The availability of business analytics software tools has grown
over the past several years. ProfitCents, iLumen, and ProSystem fx
Profit Driver are examples of business analytics software tools. The
features, pricing, and support for these different applications can vary
widely. “Tools for Financial Analysis: Boost Your Consulting Practice
to a Higher Level,” by James Estes, Richard S. Savich and Maya
Ivanova, in the November 2007 Journal of Accountancy, included a
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survey of business analytics tools and is a good starting point for
potential buyers.

Comprehensive  analytics  typically include developing
expectations from multiple sources to help identify unusual or
unexpected relationships. These expectations may include period-on-
period variance analysis, regression analysis, ratio analysis, industry
comparisons, as well as budget-to-actual and other predictive tests. A
good analytics software tool should make it easy for an auditor to
develop these expectations by automating the calculations and
comparisons so that the auditor can focus on evaluating the
relationships. These analytics are used for identifying both inherent
and control risks in the engagement. For example, if a company’s
actual sales are significantly greater than the calculated trend and its
gross margin percentage exceeds the typical industry range, then an
auditor would likely identify these as flags for an inherent revenue-
recognition risk, such as a bill-and-hold scheme, and as a risk of
ineffective internal controls over cutoff procedures.

Most of the analytical review techniques that auditors can apply
during the planning stage are simple when compared to the more-
complex procedures performed when using data extraction and
analysis software. With data-extraction software, the objective of the
analysis is to parse volumes of data to identify records that meet
specific criteria, such as stratification of accounts-receivable aging
balances, and transactions meeting certain authorization thresholds.
When applying CAATTSs to preliminary analytics, however, we are
looking for relationships that can be expressed as a simple ratio or a
quantifiable trend. These relationships, although expressed in simple
terms, can still be quite complex, depending upon how pervasive the
relationship is within the financial statements or in relation to other key
metrics.

Following are examples of the types of preliminary analytical
review procedures that auditors can apply using business analytics
software:
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A comparison on a common-size basis of a company’s asset mix
to that of its industry peers to identify heightened risks, such as
inventory obsolescence and uncollectible accounts.

A comparison of common-size financial statements from one
period to the next and from one company to industry peers, in order to
identify trends in the debt-to-equity structure that may indicate an
eroding capital base or a heightened risk of insolvency.

A period-on-period trend analysis applied to various expense lines
to identify patterns, such as special events held on a biannual basis or
surges in sales at the quarter- or year-end.

A regression analysis to project the current-year expected values
for financial account balances, based on historical trends that can be
compared to the actual balances.

The last point above merits further discussion, because a
regression analysis can be a powerful tool in understanding what
factors drive a business. The goal of this type of procedure is to
perform a one-year forecast on the financial statements using a sales
growth—driven model. This allows the financial statements to be
prepared pro forma based on actual sales growth trends. Sales growth
tends to be one of the most pervasive drivers in most companies’
financial statements, so this approach can highlight various
relationships that may not be present in the financial statements but
should be. This is similar in some respects to the concept of a “virtual”
year-end close. The projection is used to estimate what the balances
would be under the trend assumptions, and creates a baseline for
making comparisons and judgments of the business’s actual
performance.

Business analytics software provides a tool that can automate the
type of procedure described above. It is initially used to develop an
auditor’s expectations. Software can greatly enhance this process by
removing much of the subjectivity and bias that can be introduced
when performing a financial analysis. It can also take the complexity
out of the statistical calculations used in performing a trend analysis.
Auditors can save time on engagements by using software to automate
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the calculation of historical trends, using statistical methods such as
regression analysis. Historical trend analysis provides an objective
baseline for identifying which financial statement line items warrant
further investigation. Analytic software can then be used to supplement
the trend analysis with comparisons to industry data from online
databases to further support the preliminary analytical review. Finally,
budget expectations or other calculated predictive tests, such as interest
expense from an amortization schedule, can be factored in and
compared to the trend analysis and industry data. All of these analytics
can be brought together in one worksheet (see the Exhibit), providing
an auditor with a comprehensive analysis, resulting in a higher level of
confidence when relying on preliminary analytical review to support
the risk assessment.

C. AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

Yet many people now think this sum is just the tip of the iceberg.

Losses are also mounting elsewhere in Europe’s banking system.

Comprehensive analytics typically include developing expectations

from multiple sources to help identify unusual or unexpected

relationships.

4. Business analytics software provides a tool that can automate the
type of procedure described above. It is initially used to develop an
auditor’s expectations.

b) Paraphrase the following:

1. These proposals are unlikely to go down well with investors in bank
bonds, who are at greater risk of loss, nor with governments with

wrh e
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well-regulated banks, which would be in danger of paying for the
losses of poorly regulated ones.

2. The goal of this type of procedure is to perform a one-year forecast
on the financial statements using a sales growth—driven model.

c) Relate the action to the past/present/future:

1. A deep recession is not inevitable, and banks would probably be
able to generate some of that capital from profits or asset sales.

2. Money is flooding into the safest option, Germany, where the
government borrowed five-year money at just 0.41% on June 6th.

d) Turn direct into indirect:

1. Analysts at Credit Suisse reckon: “Spanish banks may have to set
aside another €150 billion against losses, mainly on loans to
property developers. To remain solvent after such losses the
Spanish banking system may have to raise €50 billion-70 billion, or
4.5-6.5% of Spanish GDP.”

2. “The interbank market is totally closed,” says the boss of one large
European bank, adding that he is keeping excess cash at the
European Central Bank (ECB) rather than lending it to other banks.

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

The Securities and Exchange Commission has announced that it
will sponsor a sycmpiu 3a kpyeaum cmonom in July to discuss nepesacu
or challenges in potentially incorporating International Financial
Reporting Standards (IFRS) into the financial reporting system for
U.S. issuers.

The July 7 event will feature three panels representing investors,
smaller nyoaiuni mosapucmea, and regulators. The panel discussions
will focus on topics such as investor understanding of IFRS and the
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enaue on smaller public companies and on the regulatory environment
of incorporating IFRS.

“We must carefully consider and o6mipkosysamu whether
incorporating IFRS into our financial reporting system is in the best
interest of U.S. investors and markets,” said SEC Chief Accountant
James Kroeker. “This roundtable will provide an excellent opportunity
for investors, preparers, and regulators to provide the SEC staff with
valuable information that will help the Commission in its
besnepepsnum consideration of incorporating IFRS.”

The roundtable will be held in the auditorium at the SEC’s
headquarters at 100 F Street, N.E., Washington, D.C. A final nopsoox
oennuui including a list of participants and conosyrouux na 36opax will
be published closer to the event date. The roundtable will be open to
the public with seating on a nopsoxy npubymms, and will be available
via webcast on the SEC website.

The SEC staff welcomes feedback on the topics to address at the
roundtable and suggestions for potential roundtable participants.
Tooanns ooxymenmis to the Commission may be made either on paper
or electronically; please use only one method.
agenda
benefits
deliberate
first-come, first-served basis
impact
moderators
ongoing
public companies
9. roundtable
10. submissions
d) Suggest the correct translation:

JPMorgan Chase has announced that it will end its popular debit
card (A) rewards program for existing customers on July 19. Wells
Fargo, SunTrust, and PNC have announced that they will either end
their rewards programs or close them to new customers. Large banks

NG~ WNE
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are reacting to a ruling (B) proposed by the Federal Reserve (C) in
December to lower the interchange fees (D) that banks charge (E)
merchants (F) to $.12, from approximately $.44, for an average single
debit card transaction.

The Fed has indicated that it will issue a final ruling on the debit
card swipe fee (G) on July 21. The ruling was mandated (H) by an
amendment (1) to the Dodd-Frank Bill sponsored by Senator Richard
Durbin (D-IL). Banks are expected to decrease their revenues by
billions of dollars if the interchange fee decrease goes into effect and
are using the opportunity to cut rewards (J) programs as one way of
softening the blow.

Bank of America, Citi, and TD have yet to announce their plans
regarding the rewards programs, but they are expected to follow the
lead of the other big banks. Financial institutions with less than $10
billion in assets are exempt from a limit on debit card swipe fees.
Although bills pending in Congress with bipartisan support will
postpone the Fed’s ruling for one or two years, Wells Fargo has said
its decision is final.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.
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l. QUIZ # 12

a

1.
2.
3

4.
5.
6.
7.

8.

9.

. Define the following sentences “True” or “False”:

Collateral optimization means assets are used efficiently.
Government bonds are high quality securities.

Big banks now prefer dedicated applications to spreadsheets and
emails to monitor collateral requirements.

Commercial banks spend millions of dollars on managing client
collateral.

Mortgage backed bonds can be posted on a CCP.

Using collateral information is not risky.

Freeze in funding markets is caused by the growing number of
capital.

Germany is the safest option for money.

Spain underwent the most acute crisis.

10. Analysts predict a recession in Europe.

b. Give the opposite:

periphery, to intensify, growing, confidence, severe, accelerate,
comprehensive, high-quality, support, multiple.

c. Decode the following terms:

life support, to freeze, jitters, bypass, to reckon, austerity, to stratify,
application, period-on-period, budget-to-actual.

d. Translate the following into English:

1.

Mertoro ¢iHAHCOBOTO aHaN3y MIANPHEMCTBA € OI[IHKAa HOTO
(hiHaHCOBOTO CTaHY 3 YpaxyBaHHIM JUHAMIKHU 3MiH, SIKI CKJIQJIACS
B pe3yabTaTi TOCHOJAPChKOi MIAIBHOCTI MiAIPUEMCTBA 3a
JeKiIbKa OCTaHHIX POKiB, BU3HAUYCHHS YMHHHKIB, SIKi BILTUHYIIH
Ha IIi 3MIHH 1 IPOTHO3yBaHHA MallOyTHHOTO (hIHAHCOBOTO CTaHY
MITPUEMCTBA.

PesynbTaT MpOBENCHOTO aHAi3y BHKOPUCTOBYIOTHCS IS
MIATOTOBKM  pPEKOMEHJAIId II0J0 TMOJANbIIOl  TiSIBHOCTI
MIAMPUEMCTBA, HOTO PECTPYKTYpH3AIlii TOIIO.

diHaHCcOBUI aHANI3 MIAMPUEMCTBA CKIAIA€ThCS 3 €TAIlIB aHATI3Y
JIKBITHOCTI, aHaizy II0BO1 aKTHUBHOCTI, aHaizy
IUTATOCTIPOMOSKHOCTI M aHaITi3y peHTa0eIbHOCTI.


http://arenta-group.com/ua/finansova_ocinka.html
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@diHaHCOBMI CTaH MIANPUEMCTBA — L€ CYKYIHICTh MOKAa3HHKIB,
AKi BimOOpa)XaroTh HASBHICTh, PO3MIIIEHHS 1 BUKOPUCTAHHS
pecypciB  TIAMPUEMCTBA, peaTbHI 1 TMOTCHIIMHI (IHAHCOBI
MO>KJIMBOCTI MIANPHUEMCTBA.

@dinaHCOBHI aHAII3 AISIIBHOCTI MIANMPUEMCTBA - 1€ KOMIUIEKCHE
BHUBUYCHHS (PIHAHCOBOTO CTaHy MIIIPUEMCTBA 3 METOIO OIIIHKH
JNOCATHYTUX (IHAHCOBMX pE3yJbTaTiB, SKUM TNPOBOJIUTHCS 3a
JOTIOMOTO0  METOAIB  (PIHAHCOBOTO  aHalI3y 3a JaHUMH
OyxrantepchbKoi (piHaHCOBOT) 3BITHOCTI NIANPUEMCTBA.
3anoBuTbHMM (IHAHCOBHM CTaH - 1€ CTIMKa JIKBIAHICTB,
IJIaTOCIIPOMOSKHICTH 1 (piHAHCOBA CTIMKICTh MIIMPUEMCTBA, HOTO
3a0e3MeyYeHICTh BIAaCHUMHU OOOPOTHHMHU KOIITaMHU 1 €pEeKTHUBHE
BUKOPHUCTAHHSI pECYpPCiB MiMPHUEMCTBA.

HezanoBuibHuii ¢biHaHCOBUI CTaH XapaKTePHU3Y€EThCS
Hee(eKTUBHUM PpO3MIIICHHSIM pecypciB 1 Hee(eKTUBHUM iX
BUKOPHUCTAHHSM, HE3a/I0BUTLHOIO TJIaTOCITPOMOIKHICTIO

MIITPUEMCTBA, HAABHICTIO MTPOCTPOYCHOT 3a00pTOBAHOCTI TIepes
OIO/DKETOM, TO 3apoOITHIN TIaTHI HEAOCTaTHHOIO (HIHAHCOBOIO
CTIMKICTIO y 3B’SI3KYy 3 HECTIPUATIUBUMH TEHJICHITISIMH PO3BUTKY
BUPOOHHMIITBA 1 30yTY IPOAYKIIIi MiATPHUEMCTBA.

®diHaHCOBUN  aHAI3 € YaCTHHOI  3arajlbHOTO  aHaJli3y
roCHoJapchbKol  MISUTBHOCTI, IO  CKJIaJa€ThCs 3 JBOX
B3a€EMO3AJICKHUX PO3/UTIB: (PIHAHCOBOTO aHAII3y 1 BUPOOHUYO-
YIPABIIIHCHKOTO aHATi3y.

JlJi NOTeHLIHHUX apTHEPIB y>Ke MPUBAOIUBUM € TOH (PaKT, 110
KOMIIaHis TPOBOAWTH IMOJITUKY BIIKPUTOCTI: MYyONiKye CBOi
(hiHaHCOB1 ¥ aHAMITHYHI 3BITH B 3aco0ax MacoBoi iH(opmaiii,
rOTOBA HAJIATH JIaH1 PO PE3yJbTATH 1 TIAHK POOOTH.

[lepeBara JOBrOCTPOKOBHX [DKEpEN Y CTPYKTYpi MO3UKOBHX
3ac00iB € MO3UTUBHUM (DAKTOM, IO XapaKTEpHU3y€e MOIMIIECHHS
CTPYKTypu OanaHCy 1 3MEHILIEHHS PU3MUKY yTpaTH (hiHaHCOBOT
CTIMKOCTI.
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e. Check the terms in the dictionaries. Learn and use in your

discussion.
actual balance financial statement repurchase
actual sales audit transaction
asset manager funding market revenue- recognition
bill-and-hold government bonds risk
scheme institutional risk-assessment
bond investor investors process
capital injection investment bank risky asset

collateral margin requirements | safe assets
debt-to-equity non-performing loan | savings bank
structure overindebted solvent
default government third-party vendor
derivatives pension fund to recapitalize
property loan uncollectible
accounts
f. Revise/learn and use in your discussion.
ability factor practice
able fail praise
accelerate failing predictive
accept far preliminary
acceptable favour prepare
across feature present
act few prevent
actual figure previously
acute fill price
add filling pricing
addition finally primarily
address financial pro
after find probably
against finite procedure
agglomeration firm process
aging first produce
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ail

all

allow
almost
alone
along
already
also
although
altogether
amid
amount
ample
analysis
analyst
analytical
analytics
another
apparent
appear
applications
apply
approach
area
around
aside

ask
assertion
assess
assessment
asset
assist
associated
assumption

five-year
fizzle

flag

flight
flooding
focus
force
forecast
form
foundation
framework
freeze

fret

fund
funding
further
future
give

global

go

goal

good
government
government-bond
greatly
gross
growing
growth
growth—driven
haircut
half

hand
happen
headline

profit
programme
project
projection
prompt
property
proposal
proposed
prospect
provide
providing
provision
pull

push
quality
quantifiable
quarter
questionable
quickly
quietly
quite

raise

raising
range

rate

rather

ratio

real

realm
recapitalisation
recapitalise
recapitalising
recent
recession
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assure
attractive
audit
auditor
austerity
authority
authorization
automate
automating
availability
available
badly
bail-out
bailed-out
balance
bank
banking
bank

base

based
baseline
basis

battle
because
become
best
biannual
bias

big
bill-and-hold
billion
bond

boost
borrowed

healthy
heighten
help

hide
high-quality
highlight
historical
hold
holding
hole
hook
how
however
huge
iceberg
idea
identified
identify
implode
include
included
incurred
indicate
industry
ineffective
inevitable
infect
inherent
initially
inject
injecting
institutional
insure
insurer

reckon
recognition
record
reduction
region
regression
regulate
regulator
reinforce
relation
relationship
relatively
rely
remain
removing
report
repurchase
requirement
resolution
resource
respect
respond
result
retail
retain
revelation
revenue
review
rigorous
rising

risk

risk-assessment

risk-averse
role
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borrowing
boss

both

break
broker
budget
budget-to-actual
building
bunch
business
buyer
bypass
calculate
calculation
call
capitalised
carrier
cash
cause
central
centralised
certain
chance
chart
circle
clear
clearing
client
close

cog
collateral
collateral-related
combined
come

integration
intensify
interbank
interest
internal
international
introduce
inventory
investigation
investment
investor
involve
issue
issuing
item
jitters

job
journal
judgment
just

keep

key

large
largely
last

late
leading
least

left

lend
lender
lending
lessen
level

safe
sales
satisfy
save
savings
say
scale
schedule
scheme
search
second-largest
secured
security
seek
seem
senior
service
set
several
severe
shake
share
sharing
shortage
shortfall
significant
significantly
sign
similar
simple
single
small
software
solution
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commission
common-size
communicate
company
compared
comparison
complex
complexity
comprehensive
concept
conducted
confidence
consulting
consume
control
converted
corporate
cost
counterparty
country
create
creation
credit
creditor
creditworthiness
Crisis

criteria
cross-border
current-year
custodian
cutoff

danger

data
data-extraction

life

likely
limited
line
linking
little

loan

local

look

lose

loss
losses

lot

low
lower-quality
mainly
make
making
manageable
manager
managing
manner
many
margin
market
means
meet
meeting
meltdown
member
merit
method
metrics
middle

solvent
some
sophisticated
sort

source
special
specific
spell
spending
spiral
spreadsheet
stage

start
statement
statistical
step

still

stock
stratification
stratify
strengthened
strengthening
stress

strong
structure
struggle
subjectivity
substantive
such
suggest

sum
supervise
supervisor
supplement
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database
day

deal
dealing
debt
dedicated
deep
deepening
default
demand
dent
depend
deploy
deposit
derivative
describe
despite
detail
develop
developers
different
direction
directly
discussion
ditch
dollar
drag
draw
drive
driver
drop
during
dwindling
e-mail

might
million
minister
miss

mix

model
monetary
money
moneymaking
monitor
mounting
move
multiple
national
need
needed
needlessly
new

next
non-performing
note

now
number
objective
obsolescence
offset

oiling
online

only
opportunity
optimisation
option
order

other

supply
support
sure
surge
survey
swamp
swapping
system
take
technique
technique
ten-year
tend

term

test

thing
think
third-party
thresholds
tied

time

tip
together
tool
totally
towards
track
trade
transaction
transformation
trend

trot
trouble
trust
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east

easy
economy
effect
effective
effectively
efficiently
eligible
elsewhere
emerging
engagement
enhance
enough
ensure
entail
entity
equivalent
erode
essential
establishment
estimate
euro
euro-zone
evaluate
event
every
evidence
example
exceed
excess
exhibit
existing
expectation
expected

otherwise
outfit
outside
over
overall
overindebted
oversight
own

panic

parse
particularly
past

pattern

pay

peer
pension
people
percentage
perform
performance
perhaps
period
period-on-period
periphery
persist
pervasive
picky
planning
plan

play

point

pool

poorly
portfolio

type
typical
typically
uncertain
uncollectible
undermine
understanding
unexpected
union
unlikely
unsecured
unusual
use

used
usually
value
variance
variety
various
vary
vendor
vicious
volume
warrant
wash

way

weak

week

well
well-regulated
wide
widely
widespread
worksheet
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expense possible worry
expressed post worth
extra potential year
extraction powerful year-end

J. FAMOUS ECONOMIST

Follow his example:

FRANCIS YSIDRO EDGEWORTH (1845-1926)

Francis Edgeworth studied how economies could achieve the best
or optimal distribution of resources. His main contribution was to
apply advanced mathematical techniques in an attempt to answer this
question. In this endeavor, Edgeworth developed many modern tools
of microeconomic analysis — utility functions, indifference curves,
contract curves, and the Edgeworth box.

Edgeworth was born in Edgeworthstown, Ireland, in 1845 into a
famous and wealthy family. His grandfather was the educationist,
Richard Lovell Edgeworth, and his aunt was the novelist Maria
Edgeworth. Edgeworth received an excellent classical and humanistic
education at the hands of private tutors. At the age of seventeen, he
entered Trinity College, Dublin, to study languages. Then, in 1867,
Edgeworth went to Oxford University to study the humanities. He
obtained an MA degree in 1877 and also published his first book, a
work on ethics that attempted to bring other moral theories under the
rubric of utilitarianism. Edgeworth then began to study commercial
law and mathematics.

In the late 1870s Edgeworth lectured at Bedford College in
London. His neighbor, William Stanley Jevons, interested Edgeworth
in mathematics and statistics, and how they could be applied to
economics. Edgeworth quickly saw that mathematics could aid
economic reasoning and could check the arguments made in ordinary
English. He then began publishing articles and books that employed
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mathematical techniques to demonstrate economic principles. These
publications eventually earned him a teaching position at King’s
College, London, and then a highly prized chair — Drummond
Professor of Political Economy at All Souls College, Oxford.

In 1891, Edgeworth became the first editor of the Economic
Journal. Over the next thirty-five years, he molded and developed the
journal, making it into one of the most distinguished and important
economic journals in the world. During this time period he served
either as editor or joint editor (with Keynes). In all his work,
Edgeworth looked to the differential calculus as a ‘‘master key’’ that
would unlock all the wisdom of economics. Starting with clear
definitions and mathematically precise axioms, and proceeding with
rigorous demonstrations of his conclusions, Edgeworth hoped to put
economics on the same footing as mathematics and the hard sciences.
Only then, he felt, could questions of economic policy be adequately
addressed and solved. Edgeworth also felt mathematics was
esthetically more elegant than mere prose, was more precise than
prose, and was therefore philosophically superior to the verbal
arguments of Adam Smith and the other classical economists.
Ironically, his poor prose and his convoluted mathematics make
Edgeworth difficult to read, even for those economists who have
specialized trained in mathematical economics. Edgeworth was
primarily interested in the issues of exchange and distribution; in
particular, he studied how the benefits of trade or exchange are
distributed between individuals and between countries.

UNIT THIRTEEN.

MANAGERIAL ACCOUNTING

A. BEFORE YOU READ
1. CONCEPT MAPPING:
Develop a "mind map" around the notion “MANAGER” to


http://www.studygs.net/mapping
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comprehend the relationship between the new concepts and the
concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What are direct / indirect costs?

b) What is value chain?

¢) What is manufacturing overhead?

7. CHARACTERISTICS:

a) How would I describe goals of managerial accounting?

b) What do service / merchandising / manufacturing companies look
like?

c) What costs are relevant/irrelevant for decision making?

8. EXPERIENCE:

a) What experience have | had with managerial accounting?

b) What can | imagine about my working in a manufacturing
company?

B. READING
a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.
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b) Pay attention to specific plans of paragraph or text organization.
c) Define the phrases in italics:

13.1. Managerial accounting basics.

A major purpose of managerial accounting is to support the
achievement of goals. Hence, determining an organization’s strategic
position goal has implications for the operation of an organization’s
managerial accounting system. Careful budgeting and cost control
with frequent and detailed performance reports are critical with a goal
of cost leadership. When the product is difficult to distinguish from
that of competitors, price is the primary basis of competition. Under
these circumstances, everyone in the organization should continuously
apply managerial accounting concepts to achieve and maintain cost
leadership. The managerial accounting system should constantly
compare actual costs with budgeted costs and signal the existence of
significant differences.

Frequent and detailed comparisons of actual and budgeted costs
are less important when a differentiation strategy is followed. This is
especially true when products have short life cycles or production is
highly automated. In these situations, most costs are determined before
production begins and there is little opportunity to undertake cost
reduction activities thereafter. With short product lives or automated
manufacturing, exceptional care must go into the initial design of a
product or service and the determination of how it will be produced or
delivered. Here, detailed cost information assists in design and
scheduling decisions.

When a differentiation strategy is followed, it often pays to work
closely with customers to find ways to enhance the perceived value of
a product or service. This leads to an analysis of costs from the
customer’s viewpoint. The customer may not want a costly feature.
Alternatively, the customer may be willing to pay more for an
additional feature that will reduce subsequent operating costs. In
designing its 777 aircraft, Boeing invited potential customers to set up
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offices in Boeing plants and to work with Boeing employees designing
the aircraft. Many design changes were made to reduce customer costs.
United Airlines, for example, convinced Boeing to move the location
of the 777’s fuel tanks to reduce servicing costs.

Competition and Its Key Dimensions

The move away from isolated national economic systems toward
an interdependent global economic system has become increasingly
pronounced. International treaties, such as the North American Free

Trade Agreement and the General Agreement on Tariffs and
Trade, merely recognize an already existing and inevitable condition
made possible by advances in telecommunications (to move data),
computers (to process data into information), and transportation (to
move products and people).

The labels of origins on goods (Japan, Germany, Canada, Taiwan,
China, and so forth) only scratch the surface of existing global
relationships. Behind labels designating a product’s final assembly
point are components from all over the world.

The move toward a global economy has heightened competition
and reduced selling prices to such an extent that there is little or no
room for error in managing costs or pricing products. Moreover,
customers are not just looking for the best price. Well-informed buyers
routinely search the world for the product or service that best fits their
needs on the three interrelated dimensions of price/cost, quality, and
service; hence, these are the three key dimensions of competition.

To customers, price/cost includes not only the initial purchase
price but also subsequent operating and maintenance costs. To
compete on the basis of price, the seller must carefully manage costs.
Otherwise, reduced prices might squeeze product margins to such an
extent that a sale becomes unprofitable.

Hence, price competition implies cost competition. Quality refers
to the degree to which products or services meet the customer’s needs.
Service includes things such as timely delivery, helpfulness of sales
personnel, and subsequent support. The Business Insight box below
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takes a look at how Federal Express and United Parcel Service
compete on the basis of quality, service, and price.

Managers of successful companies know they compete in a global
market with instant communications. Because the competition is
hungry and always striving to gain a competitive advantage, world-
class companies must continuously struggle to improve performance
on these three interrelated dimensions: price/cost, quality, and service.
Throughout this text, we examine how firms successfully compete on
these three dimensions.

13.2. Managerial accounting — basic cost concepts.
13.2.1. Make an English précis of the article.
13.2.2. Make a Ukrainian précis of the article.

An accounting system measures costs which are later used for a
number of purposes such as: (i) profit determination, (ii) performance
evaluation, (iii) inventory valuation and (iv) cost control. It is,
therefore, very essential to understand what cost means and how it is
calculated.

What is a cost? It is something of value given up in exchange for
something else. It is price paid to acquire some goods or services. It
includes money, materials, labor and time. But the term “cost” conveys
multiple meanings and there are different costs for different purposes.
This hub aims to provide an understanding of the cost terms and
concepts that are used in literature of managerial accounting.

Difference Costs for different Purposes

Cost can be classified in terms of the functions it performs such as
manufacturing costs, selling & administration costs and financial
costs. Some costs can be directly and conveniently identified to a
particular product such as direct material and direct labor. Others are
indirect costs or shared costs or common costs.

Similarly, some costs increase or decreases in line with the volume
of production but some remain fixed even if the plant is closed down.
Some costs result in physical goods while others are just a service.
Finally, management policy plays a great role in cost classification.
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Depreciation is fixed by default but not if based on units produced or
sum-of-digit method or even written-down-value basis. If a company
enters into a long contract with an advertising firm, the advertisement
cost becomes fixed.

Classification by functions

Most common basis for classification is functional. What is this
cost for? So cost is segregated into Manufacturing Costs and non-
manufacturing costs (Selling, Administration and Financial expenses.)
The manufacturing costs are further categorized into direct material,
direct labor and overheads. This is convenient and simple way of
classification.

In the annual accounts published for creditors, stockholders and
others, functional format is used to facilitate inter-company
comparison. Besides, the company’s law also requires disclosure of
cost items in a certain manner. As a result, all annual reports look alike.

Identifiability or traceability criteria

Some costs can be traced directly and conveniently to a particular
product. Often, these are result of a formula whereby one can estimate
direct cost for a given product. All other costs are called indirect costs
or shared cost or common cost.

In a garment factory, direct raw material and direct labor are direct
costs. Some other items such as button and stitching yarn can also be
traced to a particular product but it would be inconvenient besides
being insignificant. So button, stitching yarn, electricity, depreciation
would be indirect costs. While direct costs can be allocated straight to
a product or a batch of products, some methodology is evolved for
allocation of indirect costs such as machine hours, direct labor hours
or raw material quantity etc.

Cost Behavior Criteria

What would be our cost next year if our production is doubled? It
may remain the same or be exactly double or in between. All depends
on cost behavior which refers to how a cost would respond or react to
changes in production. If cost is fixed in nature as in a university,
doubling the number of students would slightly increase the total cost
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since same teachers, same rooms, same laboratories may
accommodate the additional students. But if the major cost item is the
direct materials as in edible oil, doubling production would nearly
double the cost. In other cases, like electric power plant, operating
costs would go up while fixed cost would remain the same.

FIXED COST:

A cost which is not related to production is called fixed costs. In
other words, it is a cost that remains unchanged even with variations
in output.

VARIABLE COST

Any cost which varies exactly in proportion to the change in
activity (production or sale) would be term as variable cost. This is
sometime called engineering cost or a formula cost and can be
calculated in advance.

MIXED COSTS or SEMI-VARIABLE COSTS

In ordinary life we observe that even if we do not use the telephone
for a month, the bill would still be there representing fixed charges like
line rent. The amount of telephone bill would vary according the calls
made plus fixed charges. Likewise, there are step fixed and step
variable costs.

Inventoriability criteria

On way of classification is whether a particular cost would
become a part of a product which is physical in nature and can be
stored if not sold. So some costs can be categorized as product cost or
manufacturing cost which includes direct material, direct labor and
factory overheads. Other costs such as selling & admn costs are not
added in the cost of manufacture. Such costs are termed as period costs.

Supposing a company manufactured 1000 chairs in one year of
which only 200 were sold and rest were lying in the store. What value
should be assigned to these remaining 800 chairs? For this purpose,
units cost of manufacture would be worked out and stock at hand
valued accordingly. If suppose, the same company had incurred
Rs.100,000 by way of advertisements, this would not be added to
finished goods stock but charged to P&L Account of the same year.



269

BOARD OF DIRECTORS MEETING FOR FINALIZING
POLICY MATTERS.

INFLUENCE OF POLICY ON COST

A company may award a contract to an advertising company for
year round advertisement of the company's product for a fixed amount.
Another company may earmark 5% of the sales as selling expenses. In
first case, the advertisement cost would be considered as fixed, in
second case as variable.

Other Costs

There are a lot many other terms used for a certain type of cost as
given below:

DISCRETIONARY COSTS

Such a cost arises because of a decision of the management to
incur a certain amount for some purpose like amount to be spend on
R&D or donation to charitable institutions etc.

COMMITTED COSTS

A cost which must be paid and is unavoidable like property taxes
on building, depreciation and rental.

It is important to note a difference between discretionary costs and
committed costs. While discretionary costs can be changed with ease,
it is not that easy to change committed costs as (i) there may be
limitation or restrictions under the legal agreements with some
outsiders as in our-sourcing, and (ii) long term implication have to be
considered by any change and its approval sought at board of directors'
level.

ENGINEERED COSTS

This is ascertained after task analysis whereby any product is
dismantled and its cost worked out part by part. This shows what the
actual cost is now and not what it was in the past.

SUNK COST; A cost that has incurred in the past and cannot be
now changed.

OPPORTUNITY COSTS: Benefit foregone when alternative is
selected over another.
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DIFFERENTIAL COSTS: Cost and revenues that differ among
alternatives.

MARGINAL COSTS: Cost of producing an additional unit.

RELEVANT COSTS: A cost relevant to a particular decision.

13.3. International Management Accounting Concepts.
13.3.1. Give a written translation of Paragraph I.
International Management Accounting Concepts

The right type of management can instill a common value
throughout an organization. By structuring systems correctly and
providing sufficient training and development to employees,
management can successfully implement a value throughout the
organization. International management accounting is a process that
tries to identify, measure, analyze, interpret and communicate
information to achieve organizational goals.

International Management Accounting

International management accounting is a matching technique that
attempts to control and report the financial assets of the organization.
The process involves analyzing, planning, implementing and
controlling programs designed to provide a financial reporting
mechanism to managers within the organization so that these managers
can make decisions. International management accounting covers the
maintenance of accounts, developing financial statements, financial
performance analysis and the management of cash flow for the
organization.

Role of Management Accounting in Business Environment

A primary goal of international management accounting is to get
information to the right managers within the organization. These
managers can then set goals for the organization, evaluate the progress
towards achieving these goals and take corrective or preventative
measures necessary to meet the goals. A company generally performs
better when the company makes decisions based on its accounting,
such as how to keep merchandise inventories, how much to borrow or
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what to purchase. This improved performance results from a better
understanding of the financial health of the international organization.

International Climate

Many businesses operating today have an international
connection. It is imperative for these companies to have a standardized
management accounting system implemented within the basic
operation of the organization. This allows the organization to have one
common language applied to decisions and the management of
performance. By implementing international management accounting
with a specific decision support system, managers within the
organization have specific context in which to make managerial
decisions for the organization.

Goal

The rapid integration of the world economy drives international
management accounting. By applying international standards, this type
of accounting management allows the organization to adequately
evaluate management performance results. Additionally, international
management accounting offers organizations more information about
currently available trends within an organization's industry. This
provides the organization with new types of data analysis and
integration with other organizations from different countries.

C.AFTER YOU READ

a) Depending upon the content area, a discussion of the author of the
particular work can be helpful to the understanding of it.

b) What is the author trying to say?

¢) What is his point of view and his reason for writing the particular
work?

D. LANGUAGE FOCUS

a) Make it negative:

1. Some costs can be directly and conveniently identified to a
particular product such as direct material and direct labor.

2. Finally, management policy plays a great role in cost classification.
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b) Paraphrase the following:

1. If cost is fixed in nature as in a university, doubling the number of
students would slightly increase the total cost since same teachers,
same rooms, same laboratories may accommodate the additional
students.

2. This improved performance results from a better understanding of
the financial health of the international organization.

c) Relate the action to the past/present/future:

1. The process involves analyzing, planning, implementing and
controlling programs designed to provide a financial reporting
mechanism to managers within the organization so that these
managers can make decisions.

2. A company generally performs better when the company makes
decisions based on its accounting, such as how to keep merchandise
inventories, how much to borrow or what to purchase.

d) Turn direct into indirect:

The manager acknowledges: “The move toward a global economy has

heightened competition and reduced selling prices to such an extent

that there is little or no room for error in managing costs or pricing
products. Moreover, customers are not just looking for the best price.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian phrases from the
list given below:

In Maine, Department of Health and Human Services
Commissioner Mary Mayhew said the nepeniamu from MaineCare,
the state's Medicaid program, started in September, 2010, when the
department switched to a new 3eeprens processing system, according
to WCSHG in Portland.
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Beginning in mid-March, the DHHS began adjusting payments to
hospitals to account for the mistake, the Bangor Daily News reported.
MaineCare payments to service providers began rising steadily in
February, by nearly $10 million each week. Mayhew indicated that
analysts are trying to determine the cause of this increase, but if the
trend continues, MaineCare will nepesepuumu its piunuii 6100xcem by
the end of the ¢inarncosozo poxy by $30 million. Last week, Maine
Governor Paul LePage submitted a $64.9 million odooamkosuii
bro0xcem 10 pay state paxynxu and deal with the budget problems in
the DHHS.

Maine Governor Paul LePage issued a statement calling the
problems disturbing but not surprising. "We inherited a big mess, but
we are going to get it fixed and find piwenns that work for consumers,
nocmavanvruxis, and the nramnuxie nooamxie," he said.

On the Bangor Daily News web site, 97 readers voiced opinions
and often frustration in the comment section of the article on this issue.
One reader posted a long comment that included: "...the accounting
systems are such a mess!!!"

1. annual budget
bills
claims
fiscal year
overpayments
providers
solutions
supplemental budget

9. surpass

10. taxpayers
d) Suggest the correct translation:

Mobile computing (A) is one of the hottest trends in the consumer
sector (B) today. Driven largely by video, web-browsing (C), gaming,
and other just-for-fun applications, it has quickly moved from gadget
(D) status to a must-have (E) for consumers.

N A~WN
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With that must-have status has come an increasing acceptance (F)
of mobile devices as business tools (G) — even in the sometimes
change-averse (H) tax and accounting profession. Tax and accounting
firms now have access to an expanding number of mobile devices and
applications that can help them conduct daily business from outside
the office. Forward-thinking (1) firms are already connecting to their
colleagues and clients with mobile devices, their staff are bringing
them into the office, and it's only a matter of time before mobile
connectivity is as indispensable as the telephone.

This rise is especially evident in the services area, where
traditional services are becoming a commodity (J) and Generation X
and Y customers expect anytime, anywhere service. In this
environment, the portability and anytime-anywhere access of mobile
computing can be a firm differentiator — and a key tool for attracting
both new clients and prospective new hires.

Over the last 18 months, it has become clear that mobile
computing is here to stay.

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

. QUIZ # 13
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a. Define the following sentences “True” or “False”:

1.
2.

ok w

6
7.
8.
9
1

0.

Managerial accounting is responsible for goals’ achievement.
The focus of managerial acconting is significant differences
between budgeted costs and actual costs.

Most costs are determined after production ends.

Usually, customers are looking for the best price.

To compete on the basis of price, the seller must carefully
distribute costs.

Cost competition determines price competition.

Managers play a great role in cost classification.

Overheads belong to the manufacturing costs.

Depreciation is associated with direct costs.

Decision making based on company’s own accounting helps it
perform better.

b. Give the opposite:

essential, conveniently, simple, disclosure, slightly, unchanged, to
vary, legal, primary, rapid.

c. Decode the following terms:

to convey, volume, default, segregated, to facilitate, traceability, to
incur, donation, to ascertain, to implement.

d. Translate the following into English:

1.

VY (inaHCOBI OyxranTepii CTBOPIOEThCSA I1H(MOpMAIL MPO
MMOTOYHI BHUTpPAaTH B TIOCIIEMEHTHOMY pO3pi3i W  J0XOIH
opraHizamii, mNpo cTaH Je0ITOPCbKOT W  KPEAUTOPCHKOT
3a00pProBaHOCTI, PO Po3MipHu (PiHAHCOBUX IHBECTHUIIN 1 JOXOAH
BiJl HUX, CTaH Jikepen (piHaHCYyBaHHS TOMIO.

OnHe 3 OCHOBHUX 3aBJlaHb YIPaBIIHCHKOI Oyxrantepii —
BIpOTiAHICTh 00NIKY (pIHAHCOBHX PpE3YNIbTaTiB  JISUIBHOCTI
MIANPUEMCTBA, HOT0 MalfHOBOTO 1 (hiIHAHCOBOTO CTaHY.
KopucryBauamu iHpopMmarllii npy 1bOMy € B OCHOBHOMY 30BHIIIH1
CTOCOBHO MIJNPUEMCTBA KOPUCTYBaui: Jep)KaBHI I0JATKOBI
opranu, 0ipxi, 6aHKH, (IHAHCOBI IHCTUTYTH, MOCTAYaIbHUKU i
MOKYIIIi, TOTEHIIIHHI IHBECTOPH.
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@dinaHcoBa 3BITHICTB HE € KOMEpIIHHOIO
MIANPHEMCTBA, BOHA BIIKPHTA 0 MyOTiKaii.

v cucrtemi YIIPaBIIHCHKOTO 00Ky 000B’513KOBO
BHOKPEMIIFOIOTBCSL  Taki  00’e€kth  OONIKy, SK ,JICHTPHU
BIJIIOBIAATLHOCTI”.

VYrpaBiiHHS BUTpaTaMH BiOYBA€ThCS 4epe3 MISUIBHICTD JIFONIEH,
SIK1 TIOBUHHI BIJMOBIAATH 3a MOIUIHHICTh BUHUKHEHHS! TIEBHOTO
BUJy BUTpAT.

LenTp BIANOBIAAIBHOCTI — 1€ CTPYKTYpHUH  €JIEMEHT
MIANPUEMCTBA, Y MEXax SKOro MEHEDKEp BIINOBITANbHUN 3a
JOTIUTBHICTh TOHECEHUX BUTPAT.

OO0’exT ympaBIIHCHKOTO OOJIKY CTAHOBIATH pPeE3ybTaTH, SIKi
MOXYTh TaKOK O0JIIKOBYBATHUCS 3a MICUSIMU BUHUKHEHHSI BUTpAT
13a HOCISIMH BUTpAT.

VY mporeci 3icTaBieHHS BUTPAT 1 Pe3yJbTaTiB PI3HUX 00 €KTIB
00JIIKYy BHUABISIETHCS €(PEKTUBHICTh BUPOOHHYO-TOCIOAAPCHKOT
IISUTBHOCTI.

AIMiHICTpaIlis MTAMPUEMCTBA CaMOCTIHHO BCTAHOBIIIOE CKIIA],
CTPOKHU ¥ MEPIOAUYHICTh MMOJIaHHS BHYTPINIHBOI 3BITHOCTI, IO €
TaKOX OJTHAM 3 00’ €KTIB YIIPABIIHCHKOTO OOIKY.

TAa€EMHUIICIO

e. Check the terms in the dictionaries. Learn and use in your

discussion.
advertisement cost | fixed charges overheads
batch of products indirect costs performance
committed costs inventory valuation | evaluation

cost control

cost leadership
depreciation
discretionary costs
financial assets
financial costs
financial reporting
mechanism

life cycle of a
product

managerial
accounting system
manufacturing costs
manufacturing costs
non-manufacturing
costs

operating costs

performance report
profit determination
property taxes
selling &
administration costs
shared costs

step fixed costs
step variable costs
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f. Revise/learn and use in your discussion.

accommodate
accordingly
achieve
achievement
acquire
activity
actual

add
additional
additionally
adequately
administration
advance
advantage
advertisement
advertising
after
agreement
aim

aircraft
airline

alike
allocated
allocation
allows
already

also
alternative
alternatively
always
among

especially
essential
estimate
evaluate
evaluation
even
everyone
evolve
exactly
examine
example
exceptional
exchange
existence
existing
expenses
express
extent
facilitate
factory
feature
federal
final
finalize
finally
financial
find
finish
firm

fit

fixed

operation
opportunity
ordinary
organization
origin
output
outsider
over
overheads
parcel

part
particular
past

pay

people
perceived
performance
period
personnel
physical
planning
plant

play

plus

point
policy
position
possible
potential
power
preventative
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amount
analysis
analyze
annual
another
applied
apply
approval
arise
ascertained
assembly
asset
assigned
assist
attempt
automated
available
award
away
based
basic
basics
basis
batch
become
begin
behavior
behind
below
benefit
besides
best
between
bill

flow
follow
foregone
format
formula
forth

free
frequent
fuel
functional
further
gain
garment
general
generally
get

give
global

go

goal
good
great
hand
health
heighten
helpfulness
hence
here
highly
hour

hub
hungry
international
identify

price
pricing
primary
process
produced
producing
product
production
profit
program
progress
pronounce
property
proportion
provide
published
purchase
purpose
quality
quantity
rapid

raw

react
recognize
reduce
reduced
reduction
refer
related
relationship
relevant
remain
rent

rental
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board
borrow

box
budgeted
budgeting
building
business

but

button

buyer
calculated
call

care

careful
carefully
case

cash
categorized
certain

chair

change
changed
charge
charitable
circumstance
classification
classified
closed
closely
committed
common
communicate
communication
company

Imperative
implement
implemented
implication
imply
important
improve
improved
include
inconvenient
increase
increasingly
incur
incurred
indirect
industry
inevitable
information
initial
insight
insignificant
instant

instill
institution
integration
inter-company
interdependent
international
interpret
interrelated
inventory
invite
involve
isolate

report
reporting
represent
require
respond
rest
restriction
result
revenue
right

role
room
round
routinely
sale
same
schedule
scratch
search
second
segregated
selected
seller
selling
services
servicing
set

share
short
should
show
signal
significant
simple
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compare
comparison
compete
competition
competitive
competitor
component
computer
concept
condition
connection
consider
constantly
context
continuously
contract
control
convenient
conveniently
convey
convinced
corrective
correctly
cost

cover
creditor
critical
currently
customer
cycle

data
decrease
default
degree

item

keep

key

know
label

labor
laboratory
language
law
leadership
legal

level
engineer
life
likewise
limitation
line
literature
live
location
long

look
machine
make
maintain
maintenance
major
make
manage
management
managerial
manager
managing
manner

situation
slightly
specific
spend
squeeze
standardized
statement
step

still
stitching
stock
stockholder
store

stored
straight
strategic
strategy
strive
structure
struggle
subsequent
successful
successfully
sufficient
sum-of-digit
support
suppose
surface
system
take

tank

tariff

task

tax




281

deliver
delivery
depend
design
designate
designed
detailed
determination
determined
develop
development
differ
difference
different
differentiation
difficult
dimension
direct
directly
director
disclosure
discretionary
dismantled
distinguish
donation
double
doubled
doubling
down

drive
earmark
ease

easy
economic

manufacture
manufactured
manufacturing
many

margin
market
match
material

may

meaning
means
measure
mechanism
meet

meeting
merchandise
merely
method
methodology
might

money
month

more
moreover
move

much
multiple
national
nature
necessary
need

new

next
non-manufacturing

technique

telecommunication

telephone
term

time

timely
today

total
traceability
trace

trade
training
transportation
treaty

trend

true

type
unavoidable
unchanged
under
understand
understanding
undertake
unit

united
university
unprofitable
use

used
valuation
value
valued
variable
variation




282

economy north vary

edible note very

electric now viewpoint
electricity number volume

else observe want
employee offer way
engineering offices well-informed
enhance often world-class
enter oil yarn

error operating year

J. FAMOUS ECONOMIST

Follow his example:

KNUT WICKSELL (1851-1926)

Throughout his life Knut Wicksell was a highly controversial
figure. On principle he refused to marry the woman with whom he
chose to live and raise a family. In 1909 he served two months in jail
for a speech that mocked the story of the Immaculate Conception. And
he championed the rights of women, birth control, and universal voting
long before these ideas gained acceptance in Sweden.

The economics of Wicksell was likewise controversial. An early
advocate of the marginal productivity theory of distribution, Wicksell,
in contradistinction to other proponents of this theory, drew policy
conclusions from the theory that required greater government
intervention in economic life. And in contrast to virtually all his
contemporaries, Wicksell held that inflation or unemployment would
continue indefinitely unless appropriate economic policies were
employed.

Wicksell was born in Stockholm, Sweden, in 1851 to middle class
parents. Because his mother died when he was very young Wicksell
was raised by an uncle and aunt. He received a good high school
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education, showing talent in mathematics and natural sciences. In
1869, Wicksell enrolled at Uppsala University with the goal of
becoming a Doctor of Philosophy and Professor of Mathematics. But
his academic career turned out to be long and varied. He developed
interests in poetry, feminism, and politics, and he published a
collection of twenty-five poems in 1878. Then in the 1880s he became
an ardent neo-Malthusian, and traveled throughout Sweden lecturing
about the dangers of overpopulation and the need to control popu-
lation growth through celibacy and birth control. As a result of these
diversions, it was not until 1885 that Wicksell received a graduate
degree in mathematics.

However, his interests continued their metamorphosis, moving
from mathematics to economics and social reform. With an inheritance
he received after the death of his father, Wicksell went to London in
order to read the classics of economics at the British Museum. He
returned to Sweden with a desire to teach and write about economics.
But, at the time, economics was taught by the law faculty in Swedish
universities. So Wicksell had to study law and obtain a law degree
before he could receive an appointment teaching economics. In 1899,
at the age of 48, Wicksell passed his law examinations and became a
lecturer in political economy and law at Uppsala University. His
academic career, understandably, was very short; Wicksell retired in
1916 at the age of 65. Wicksell made substantive contributions in three
distinct areas of economics — marginal productivity theory, monetary
theory, and public finance.

Wicksell and British  economist Philip Wicksteed each
(independently) solved the adding-up or product exhaustion problem.
This involved describing when the marginal productivity theory could
explain the distribution of all the output produced by one firm. Wicksell
was an early proponent of the marginal productivity theory of distribution,
which held that an individual’s income depends upon their (marginal)
contribution to firm revenues. One question left unanswered about this
theory was whether the sum of all marginal productivities, and hence all
incomes, was equal to the value of the output produced by the firm.
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Wicksell demonstrated that whether this was true or not depended upon
returns to scale. This economic notion concerns how output increases
given a certain increase in inputs. To take a very simple example, consider
a farm devoted exclusively to growing corn. If we double the number of
acres used for growing corn and get exactly twice as much corn we have
constant returns to scale. If we double the number of acres used, but
output increases by less than 100 percent, we have decreasing returns to
scale. Finally, if we double our acreage and our output of corn more than
doubles we have increasing returns to scale.

Of major economists, Wicksell is one of the most underrated. One
likely reason for this is that Wicksell made contributions in so many
different and diverse areas. Another reason is that Wicksell did not
develop any key economic notions, nor did he contribute to the
mathematization of economic analysis. Finally, Wicksell himself must
share some of the blame. He was too controversial, and too readily
expressed great contempt for other economists and their theories.

UNIT FOURTEEN.

STOCKHOLDERS’ EQUITY

A. BEFORE YOU READ

1. CONCEPT MAPPING:

Develop a "mind map" around the notion “EQUITY” to comprehend

the relationship between the new concepts and the concepts you know.

2. BRAINSTORMING:

a) Examine the title of the selection (the key sentence) you are about
to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for further research.

3. SKIMMING THE TEXT:


http://www.studygs.net/mapping
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Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:

a) What are dividends / capital gains / charter?

b) Where does sale of stock fit?

c) What group of transactions does recognition of periodic net
income or loss belong to?

7. CHARACTERISTICS:

a) How would I determine the value of sharcholder’s equity reported
in the balance sheet?

b) What does invested capital look like?

c) What are its parts?

8. EXPERIENCE:

a) What experience have | had with valuating stockholder’s equity?

b) What can | imagine about my participation in the Public Company
Accounting Oversight Board?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

14.1. Social-media firms see champagne; others see
bubbles.

Initial public offerings (IPOs) of internet start-ups are like buses:

you wait ages for one to arrive, then several turn up at once. After years
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in the doldrums, the IPO market for technology firms has suddenly
sprung to life again in America.

LinkedIn, a social network for professionals, kicked things off last
month with a flotation on the New York Stock Exchange (NYSE) that
valued it at $8.8 billion—572 times its profits last year—at the end of
the first day of trading. Now a number of web outfits, including
Groupon, which offers online coupons, and Pandora Media, an
internet-radio firm, are queuing to join the party. Other start-ups could
soon add themselves to the crowd, notably Zynga, the creator of
addictive online games such as FarmVille, in which players grow
turnips and breed pigs.

Web companies from China, Russia and elsewhere are also
rushing to list on American exchanges. Shortly after LinkedIn’s
stunning debut, which saw its share price more than double, Yandex,
Russia’s largest search engine, floated its shares on the NYSE. Its price
soared by more than 50% on the first day of trading. These first-day
“pops”, as bankers call them, have stoked fears that a new internet
bubble is inflating and reignited a furious debate about how best to
value web start-ups.

Groupon’s potential price tag ($15 billion, by one estimate) is
already controversial. Labelled “the fastest-growing company ever” by
ardent fans, the firm has turned a simple concept into a money-spinner.
Customers sign up to receive offers from local firms. Groupon spices
up the process by, say, having some offers expire unless a certain
minimum number of people subscribe to them. This prompts people to
nag their friends to shop at the same boutique or eat at the same diner—
hence the “group” in Groupon.

The firm typically keeps roughly half of the money that customers
fork out, with the rest going to the businesses that actually supply the
goods and services. Last year its revenues were $713m. In the first
quarter of 2011 it took in a breathtaking $645m. Although Groupon is
less than three years old, it operates in 43 countries and has no fewer
than 83m subscribers.
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The snag is that the company is still bleeding red ink. It lost $390m
in 2010 and $103m in the first quarter of this year. Critics find this
alarming. Groupon retorts that it is simply spending heavily to scoop
up subscribers while the market it created is in its infancy. In its IPO
prospectus, it urges investors to focus on other measures, such as free
cashflow (operating cashflow minus capital expenditure), which was
positive last year, and the arcane-sounding “adjusted consolidated
segment operating income”, which excludes such things as cash spent
on online marketing.

“The path to success will have twists and turns, moments of
brilliance and other moments of sheer stupidity. Knowing that this will
at times be a bumpy ride, we thank you for considering joining us,”
writes Groupon’s boss, Andrew Mason, in a letter to potential
stockholders. Not everyone is reassured.

How should one value a money-losing firm in a new industry?
PwC, a consultancy, ranks web firms according to their “value per
user”. This is calculated by dividing a start-up’s estimated worth
(derived from venture-funding rounds, equity transactions on
secondary markets and so on) by the number of its users.

By this benchmark, Groupon scores well, just below Facebook
and Renren, a Chinese social network with a listing in America (see
chart). But such measures do not reflect the risks of Groupon’s model.
The company may boast 83m users, but only 16m have actually bought
a Groupon. Its success outside America has been patchy: just 9% of its
subscribers in London have ever bought anything from it.

Facebook enjoys a powerful network effect; Groupon, less so. It
must spend a fortune to keep signing up new subscribers. Hence its
keenness to steer investors towards a measure that excludes marketing
costs. Groupon’s growth has attracted big competitors such as
LivingSocial as well as a host of smaller start-ups. These rivals could
poach its users with cheaper deals. And they could offer retailers better
terms, too, in the process threatening Groupon’s fat margins.

All this shows why setting an offering price for shares in an IPO
is so tricky. “It’s more an art than a science,” says Paul Bard of
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Renaissance Capital, an IPO research firm in America. Investment
banks are supposed to be masters of that art. But some people, such as
Peter Thiel, a big early investor in Facebook and Linkedin, have
accused the banks involved in the LinkedIn transaction of drastically
underpricing the shares.

Bankers have sometimes been accused of underpricing deals so
that their investment clients can make a swift killing on a firm’s shares.
However in this case Mr Thiel’s gripe was that the banks failed to
appreciate LinkedIn’s tremendous potential. Perhaps it never occurred
to the bankers involved that people would pay so much for such a risky
stock.

Yet there is something to be said for erring on the side of caution
when setting initial offer prices. Elizabeth Demers, a professor at
INSEAD, a business school near Paris, points out that what companies
lose in terms of hard cash in the early days can often be made up for
in terms of the publicity they get when the news media applaud the
explosive rise in their share prices. They can also launch secondary
issues of other shares at the new price established by the IPO. Unless,
of course, this really is a bubble, and it bursts.

14.2. Monitoring regulation, complexity, and human capital.
14.2.1. Make an English précis of the article.
14.2.2. Make a Ukrainian précis of the article.
Complexity and competition in the public accounting profession
will rise as businesses demand more, better, faster, and cheaper.
Working in teams and harnessing data will become more critical.
Services in areas of assurance, audit, tax, and advisory work will
remain the core, while emerging international markets will open up
risk and opportunities and, operationally, demand a balance between
leveraging local talent and providing globally consistent services.
These were some of themes on the minds of leaders from eight
major accounting firms who gathered Wednesday for a panel
discussion at the AICPA’s spring Council meeting in Washington.
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Firm executives are bullish about the future of the profession and
public company auditing. They are seeing signs of optimism and a
willingness to invest and grow among their clients. And, while upbeat,
the panelists were outspoken about the level of scrutiny public
company auditors are under and its potential impact on the future of
the profession.

Ten years after the Sarbanes Oxley Act of 2002 imposed new
regulations on public company auditors, additional measures, such as
mandatory audit firm rotation, are being debated in the U.S. and
Europe.

“We’re going through a period of change,” said Bill Freda, vice
chairman and senior partner at Deloitte LLP, pointing to what he
described as an unprecedented level of stress in the public company
audit space.

But Freda and the other panelists are confident the pendulum will
swing back. Meanwhile, the firms are working to keep the discussion
focused on changes that would make an impact on audit quality and
protect investors and capital markets.

“If it enhances audit quality, we ought to be for it,” said John
Veihmeyer, chairman and CEO of KPMG LLP. He said he worries
some of the measures under discussion by the PCAOB and European
Commission would not improve audit quality and would have
unintended consequences, including a level of regulation and second-
guessing that would create barriers to attracting and retaining top talent
to accounting.

Variable optimism, global forces

The firm leaders, who have insight into the C-suite and board
room through the public and private companies they serve, said they
sense resilience and optimism. But Veihmeyer said the euro-zone
crisis, uncertainty in Washington in the run-up to the presidential
election, and the potential for a major eruption in the Middle East that
would disrupt trade are weighing on the minds of business leaders.

The financial sector is stronger, private equity and deal-making
are heating up, and companies appear to be ready to pull the trigger on
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technology investments, said Chuck Allen, CEO of Crowe Horwath
LLP.

But much of the global business outlook “depends on where you
sit,” said Steve Howe, managing partner, Ernst & Young. Howe is
seeing optimism in the U.S. His firm’s fastest growing market is Brazil
and he sees great potential in the BRIC countries. But he called Europe
a day-to-day concern. “It’s quite variable,” Howe said.

Consistent quality

As public accounting firms expand internationally, providing
consistent quality across different and often sprawling markets will be
a challenge, panelists said. One way Deloitte is meeting the challenge
is through Deloitte University, a staff education initiative designed to
cement a single global culture, Freda said.

Grant Thornton is focusing on continuous improvement to its
methodologies in audit and tax, said Lou Grabowsky, the firm’s chief
operating officer. Meanwhile the firm is tracking indicators of quality
and developing processes to benchmark its professionals and discover
roots of problems through data mining.

KPMG’s Veihmeyer said one of the biggest challenges facing
leaders in public accounting is making sure their teams have enough
time to serve complex clients.

Jean Hobby, a national assurance sector leader at PwC U.S., said
globalization will put an increased importance on one aspect of the
human capital equation: diversity.

“It’s now a necessity,” Hobby said. “Ten years from now it will
be an absolute requirement.” Some gains in diversity in the profession
will happen organically, she said, while others will need leadership to
encourage.

14.3. Accounting firm payments to owners flunk independent
investor test.

14.3.1. Give a written translation of Paragraph IV.

The recession and financial market turmoil will add to fiscal
pressures.
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The firm was founded in 1979 by three accountants. During the
tax years at issue—2001, 2002, and 2003—the three founders served
as the firm’s board of directors and sole officers. During those years,
the firm made payments to three related entities, which then passed
those payments on to the founders in proportion to their hours worked
for the firm.

The payments to the related entities reduced the firm’s taxable
income to zero or near zero. The firm initially characterized those
payments as consulting fees, but during the trial in Tax Court, claimed
they were compensation for the founders’ services. A corporation can
deduct a “reasonable allowance for salaries or other compensation”
(Sec. 162(a)(1)), but cannot deduct dividends.

The IRS disallowed the firm’s deductions for the “consulting
fees,” reclassifying them as dividends, and also imposed Sec. 6662
accuracy-related penalties on the firm. The Tax Court upheld the IRS’s
determinations.

On appeal, the Seventh Circuit, in an opinion authored by Judge
Richard Posner, applied the “independent investor test” to the facts of
the case. The Seventh Circuit characterized the premise of this test as
“an investor who is not an employee will not begrudge the owner-
employee his high salary if the equity return is satisfactory; the
investor will consider the salary reasonable compensation for the
owner-employee’s contribution to the company’s success” (slip op. at
4). However, in this case the payments reduced the firm’s income—
and thus its equity return to investors—to zero. Thus, the court held,
“the firm flunks the independent-investor test” (slip op. at 8).

The Seventh Circuit rejected the firm’s argument that the
consulting fees were really disguised salary. The court noted that the
firm did not otherwise treat them as labor expenses: It did not withhold
payroll taxes, report them on W-2s, or disclose them on the officer
compensation schedule of Form 1120, U.S. Corporation Income Tax
Return.

The court also rejected the firm’s argument that the payments
could not have been dividends because they were distributed in
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proportion to the number of hours each founder worked rather than
their ownership percentages. The court said this was irrelevant: “[I]f
the fees were paid out of corporate income ... the firm owed corporate
income tax on the net income hiding in those fees. A corporation
cannot avoid tax by using a cockeyed method of distributing profits to
its owners” (slip op. at 9-10).

The court affirmed the Tax Court’s decision that the payments
were taxable dividends and not deductible business expenses and that
the firm was liable for the accuracy-related penalty.

C. AFTER YOU READ
What is the author trying to say?

D. LANGUAGE FOCUS

a) Make it negative:

1. However, in this case the payments reduced the firm’s income—
and thus its equity return to investors—to zero.

2. The firm initially characterized those payments as consulting fees,
but during the trial in Tax Court, claimed they were compensation
for the founders’ services.

b) Paraphrase the following:

1. But some people, such as Peter Thiel, a big early investor in
Facebook and Linkedln, have accused the banks involved in the
LinkedIn transaction of drastically underpricing the shares.

2. The IRS disallowed the firm’s deductions for the “consulting fees,”
reclassifying them as dividends, and also imposed Sec. 6662
accuracy-related penalties on the firm.

3. The court affirmed the Tax Court’s decision that the payments were
taxable dividends and not deductible business expenses and that the
firm was liable for the accuracy-related penalty.

¢) Relate the action to the past/present/future:

1. Meanwhile the firm is tracking indicators of quality and developing
processes to benchmark its professionals and discover roots of
problems through data mining.
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2. Facebook enjoys a powerful network effect; Groupon, less so.

d) Turn direct into indirect:

1. “It’s now a necessity,” Hobby said. “Ten years from now it will be
an absolute requirement.” Some gains in diversity in the profession
will happen organically, she said, while others will need leadership
to encourage.

2. All this shows why setting an offering price for shares in an IPO is
so tricky. “It’s more an art than a science,” says Paul Bard of
Renaissance Capital, an IPO research firm in America. Investment
banks are supposed to be masters of that art.

3. . The court said this was irrelevant: “[I]f the fees were paid out of
corporate income ... the firm owed corporate income tax on the net
income hiding in those fees.

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to the
topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian phrases from the list
given below:

The objective of this IFRS is to deal with the information that an
opeanizyisn should disclose in its financial statements to enable users to
evaluate the nature and financial effects of the business activities and
the exonomiunux ymos in which the business operates.

A reportable segment is an onepauyitinuii ceemenm Or aggregations
of operating segments that meet specified criteria.

Operating segments are components of an entity about which
separate financial information is available that is evaluated regularly
by the xepisnuxom in deciding how to posnoodinsmu pecypcu and in
OYIHYI pe3yrbmamis.

IFRS 8 requires a opeanizayis, wo 3simye to disclose in their
financial statements a measure of operating segment profit or loss and
of segment assets. The IFRS also requires a yzeooocenns of total
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reportable segment revenues, total profit or loss, cymapnux axmusis,
liabilities and other amounts disclosed within the financial statements
for nioszeimnux segments to corresponding amounts in the entity’s
financial statements.

The IFRS also requires an entity to report information about the
revenues it derives from its products or services and disclose
information concerning the countries in which it earns revenues. In
addition, the IFRS requires descriptive information to be disclosed
concerning the way the operating segments were determined as well
as the products and services provided by the segments, the differences
between the measurements used in reporting segment information and
those used in the entity’s financial statements as well as changes in the
measurement of segment amounts from period to period.
allocate resources
assessing performance
chief operating decision maker
economic environment
entity
operating segment
reconciliation
reportable
9. reporting entity
10. total assets
d) Suggest the correct translation:

The banking world is buzzing (A) with the possibility that investor
balance sheets are about to be vastly reshaped. American rule makers
(B) in the accounting industry (C) are looking to change the way land
and investments are valued.

According to Generally Accepted Accounting Principles (GAAP),
such properties are currently held at historical cost (D), and
depreciated (E) yearly. Soon, investors may be required to hold them
instead at fair-value (F).

N R~WNE
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The Financial Accounting Standards Board (FASB) has
tentatively voted to expand fair-value accounting (G) to land and
buildings held for investment. No implementation date has been set at
this time, but a ruling is expected in 2011.

If fair value becomes the rule, it will mean that hundreds of
billions of dollars of commercial property will be accounted for in a
way that will completely shuffle the balance sheets of real estate
companies (H) —which is a change that will be reflected in net income.

The National Association of Real Estate Investment Trusts
(NAREIT), a trade association (), told Reuters that the companies
most affected will be real estate investment trusts (REITS), which own
approximately $500 billion of commercial property (J).

F. INFORMATION FILE
Share new information with your fellow students.

G. ADVANCE ORGANIZERS

a) Relate new reading material to something you already know, to
your background or experiences.

b) Ask your teacher for assistance in developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

. QUIZ # 14

a. Define the following sentences “True” or “False”:
1. Pandora offers online coupons.

2. Zynga creates online games.

3. Yandex IPO was very successful.
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&

LinkedIn is the fastest-growing company ever.

5. Consultancies rank web firms according to their “value per

customer”.

Some banks, according to investors, may underprice shares.

7. Publicity may compensate for hard cash in some companies.

8. Quality, process and people help firms benchmark its
professionals and discover problems.

9. Globalization is linked to diversity.

10. The firm made payments to four related entities.

b. Give the opposite:

public, global, additional, barrier, single, related, to deduct,

reasonable, disguised, liable.

c. Decode the following terms:

assurance, bullish, outspoken, resilience, to benchmark, consulting,

premise, payroll, percentage, penalty.

d. Translate the following into English:

1. Ton0BHOIO BIACTHBICTIO KaIliTay € T€, 10 BIH XapaKTePU3yEThCS
YUCTOIO MPOTYKTUBHICTIO.

2. YuCcTOo TPONYKTUBHICTIO TIPOEKTY KaIliTaJOBKIIAJIEHb € Taka
pUHKOBa HOpMa BIACOTKA, MPHU SKIM JaHWUW TMPOEKT MOBHUHEH
sIKpa3 OKYIMUTH BUTPA4YCHI HA HHOTO 3aCOOH.

3. B ymoBax, Kogu MHEPCIEKTUBH PO3BUTKY PUHKY € aOCOJIFOTHO
BU3HAYCHUMH, KOXKCH Cy6'€KT Hi,I[HpI/IGMHI/II_ITBa MOJKC OZICPIKATHU
OyIp-sKy CyMy TpoIlel y Mo3uKy abo Hajatu Oyab-sKy Cymy
IpoIIe B MO3UKY 3a ICHYIOUOI0 Ha PUHKY €IUHII KOHKYpPEHTHIN
CTaBL BIICOTKA.

4. KomruiekcHe OIiHIOBaHHS (DIHAHCOBOTO AaKTUBY Iependaudae
BU3HAUEHHSI MOro OCHOBHHX XapaKTCPUCTUK —J'IiKBiI[HOCTi,
PHU3UKOBOCTI, IOX1THOCTI TOIIIO.

5. Jloxin mnOo aKkTUBY BH3HAYA€ThCS OYIKYBAaHMMM TI'POILIOBHUMHU

INOTOKaMu II0 HbBOMY, TOOTO O‘{iKYBaHI/IMI/I BiI[COTKOBI/IMI/I,

,Z[I/IBiI[eH,Z[HI/IMI/I BUIUIATAMH, @ TAKOX CyMaMH, OTpUMAaHUMU Bi}.‘[

MOTAIIEHHS YW Mepenpojiaxxy (IHAHCOBOrO AaxkTHBY I1HIIUM

y4aCHUKaM pHUHKY.

o
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Po3pi3HSIOTH /1Ba OCHOBHHMX BHIHM J0XOJAy IO (HIHAHCOBOMY
aKTHBY: JIOX1J Bil BOJOIIHHS Ta AOXIiJ BiJ IEpEenpoaKy aKTUBY
Ha BTOPUHHOMY PHHKY.

OuikyBaHi TPOIIOBI MOTOKU MO (PIHAHCOBOMY aKTHBY MOXXYTb
Oyt Ourpmr a00 MEHII BH3HAYEHI SK 3a BEIMYMHOIO, TaK 1 3a
TEPMIHOM HA/IXOJKEHHSI.

BiamoBinHO, OIIHIOBaHHS OYIKYBaHMX TPOIIOBUX MOTOKIB TIO
aKTUBY TIOJISITA€ B OOYMCIIEHHI BH3HA4YEHUX a00 OIlIHIOBaHHI
HEBU3HAYEHUX T'POLIOBHX MMOTOKIB.

OTxe, OIIHIOETHCS HE TUIBKH BEJIMYMHA OYIKYBAHOTO IPOIIOBOTO
MOTOKY, a TAaK0X MMOBIPHICTb HOT0 HA/IXOKEHHS.

Sxmo ¢iHaHCOBHM akTUB € OOProBUM 3000B'A3aHHSIM, CTaBKa
JMCKOHTYBAHHS BU3HAYAETHCS HA OCHOBI ICHYIOUMX TPOIIEHTHUX
CTaBOK IO MPOIIEHTHUX 3000B'I3aHHAX 1 BioOpakae OUiKyBaHY
JOXITHICTh (PIHAHCOBOTO aKTHUBY.

e. Check the terms in the dictionaries. Learn and use in your
discussion.

accuracy-related
penalty

adjusted
consolidated
segment
allowance
assurance
consulting fees
corporate income

corporate income
tax

deductible business
expenses

equity transactions
marketing costs
operating income
payroll tax

public accounting
firm

public company
auditors
secondary markets
taxable dividends
taxable income
venture-funding
rounds

f. Revise/learn and use in your discussion.

absolute
accuracy-related
accused

across

act

actually

fee
financial
find
firm
first-day
fiscal

positive
potential
powerful
premise
presidential
pressures
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add
addictive
additional
advisory
affirm
age
alarming
allowance
anything
appeal
appear
applaud
applied
appreciate
arcane-sounding
ardent
area
argument
arrive

art

aspect
assurance
attract
attracting
author
avoid
back
balance
banker
barrier
begrudge
benchmark
big

billion

float
flotation
flunk
focus
focused
focusing
fork
fortune
found
founder
free
friend
furious
future
gain
game
gather
get

give
global
globalization
globally
goods
great
gripe
grow
growing
growth
half
happen
hard
harness
heating
heavily

price
private
problem
process
profession
professional
professor
profit
prompt
proportion
prospectus
protect
provide
public
publicity
pull

put
quality
quarter
queue
quite

rank
rather
ready
really
reasonable
reassure
receive
recession
reclassify
red
reduced
reflect
regulation
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bleeding
board
boast
boss
boutique
breathtaking
breed
brilliance
bubble
bullish
bumpy
burst

bus
business
calculate
call
capital
case
cash
cashflow
caution
cement
certain
chairman
challenge
champagne
change
characterize
chart
cheap
chief
claim
client
cockeyed

hide

high

host

hour

human
impact
importance
imposed
improve
improvement
include
income
increased
independent
indicator
industry
infancy
inflate
initial
initially
initiative
ink

insight
international
internationally
internet
internet-radio
invest
investment
investor
involve
irrelevant
issue

join

reignited
rejected
related
remain
report
requirement
research
resilience
rest
retailer
retain
retort
return
revenue
ride

rise

risk
risky
rival
room
root
rotation
roughly
round
run-up
rushing
salary
same
satisfactory
say
schedule
school
science
scoop
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commission
company
compensation
competition
competitor
complex
complexity
concept
concern
confident
consequence
consider
consistent
consolidated
consultancy
consulting
continuous
contribution
controversial
core
corporate
corporation
cost

council
country
coupon
course
court

create
creator
crisis
critical
critic

crowd

joining
judge
just
keenness
keep

kick
Killing
labor

last
launch
leader
leadership
letter
level
leverage
liable

life

like

list
listing
local

lose
major
make
making
managing
mandatory
margin
market
marketing
master
may
meanwhile
measure

score
scrutiny
search
second-guessing
secondary
sector
see
segment
senior
sense
serve
service
setting
several
share
sheer
shop
shortly
should
show
side

sign
signing
simple
simply
single

sit

snag

soar
social
social-media
sole

soon
space
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culture
customer
data

day
day-to-day
deal-making
debate
debut
decision
deduct
deductible
deduction
demand
describe
designed
determination
develop
different
diner
director
disallow
disclose
discover
discussion
disguised
disrupt
distributed
diversity
dividend
doldrums
double
drastically
each

early

media
meeting
method
methodology
middle
mind
minimum
mining
minus
model
moment
money
money-losing
money-spinner
monitoring
month

nag
national
near
necessity
need

net
network
new

nNews
notably
noted

now
number
occur
offer
offering
officer
often

spend
spending
spices
sprawl
spring
staff
start-up
steer

still

stock
stockholder
stoke
stress
strong
stunning
stupidity
subscribe
subscriber
success
such
suddenly
supply
suppose
sure

swift
swing

tag

talent
team
technology
term

test
threatening
time
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eat
education
effect
election
elsewhere
emerging
employee
encourage
end
engine
enhance
enjoy
enough
entity
equation
equity
erring
eruption
establish
estimate
estimated
euro-zone
ever
everyone
exchange
exclude
executive
expand
expenditure
expenses
expire
explosive
face

fact

old

online
only

open
operate
operating
operationally
opinion
opportunity
optimism
organically
otherwise
ought
outfit
outlook
outside
outspoken
owe
owner
ownership
panel
panelist
partner
party

pass
patchy
pay
payment
payroll
penalty
pendulum
people
percentage
perhaps

top

toward
tracking
trade
trading
transaction
treat
tremendous
trial

tricky
trigger
turmoil
turn

turnip
twist
typically
uncertainty
underpricing
unintended
university
unprecedented
upbeat
uphold
urges

user

using
value
valued
variable
venture-funding
wait

way

web
weighing
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fail period well

fan pig willingness
fastest-growing player withhold
fat poach work

fear point worth

J. FAMOUS ECONOMIST

Follow his example:

ARTHUR CECIL PIGOU (1877-1959)

A. C. Pigou is known as the father of modern welfare economics,
which studies how to make economies operate more efficiently as well
as the trade-offs between efficiency and equity. Pigou is also one of
the founders of modern public finance. This work developed the means
to analyze how taxes impact the economy and the justification for
government intervention in economic affairs.

Pigou was born in 1877 at Ryde, on the UK’s Isle of Wight. His
father was an officer in the British army; his mother came from a long
line of Irish government officials. Pigou studied first at Harrow, an
elite English private school, and then at King’s College, Cambridge.
He began studying history at Cambridge; but in his third year he came
under the influence of Alfred Marshall and Henry Sidgwick, who
convinced him to study political economy. Like Marshall, Pigou was
attracted to economics for its practical value. He sought to teach his
students that ‘‘the main purpose of learning economics was to be able
to see through the bogus economic arguments of the politicians’’.

When Marshall retired from Cambridge in 1908, Pigou succeeded
him in the Chair of Political Economy. From then until his retirement
in 1943, Pigou was the main expositor of Marshallian economics at
Cambridge.

World War | became a life-altering experience for Pigou. He
continued teaching at Cambridge, but also served in the Ambulance
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Corps close to the front line during vacations. Johnson (1960, p. 153)
reports that ““‘this experience was responsible for transforming the gay,
joke-loving, sociable, hospitable young bachelor of the Edwardian
period into [an] eccentric recluse.’” Besides being a recluse, Pigou was
also known as an extremely frugal human being, especially when it
came to clothing. He frequently wore tatty, stained clothing, and
showed up ‘‘at the Marshall Library one day in the fifties proudly
wearing a suit bought before the First World War’’.

The main economic contributions of Pigou fall into two broad
categories. First, his analysis of externalities provides the foundation
for modern public finance, environmental economics and welfare
economics. Second, Pigou was the first major opponent of the
macroeconomic revolution started by Keynes.

Pigou’s (1906, 1912) first works in economics were on industrial
relations and import duties. These studies led to an interest in how
government policy could increase national well-being. Pigou (1912)
raised this general question, and then spent most of his life trying to
answer it. In so doing, he invented a good deal of modern public
finance, especially the arguments and rationale for government
intervention in the economy.

More output would increase general welfare, since people desire
to have things, and the more things they have (in general) the better off
they are. Redistributive economic policies would likewise increase
general welfare. This conclusion followed from Pigou’s belief that the
satisfaction derived from money declines as one has more and more
money. Another few hundred dollars means little to Bill Gates, who is
fabulously wealthy, but to someone who is unemployed this extra
money may make the difference between life and death. Consequently,
the loss of welfare from taxing the rich must be less than the gain in
economic welfare from giving that money to the poor. Progressive
taxation and transfer programs to aid the poor could thus be justified
as improving the overall well-being of the nation.

Pigou spent most of his career within the shadows of two giant
Cambridge economists, Marshall and Keynes. For this reason, his
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contributions have seemed small by comparison. While not achieving
the stature of either Keynes or Marshall, the influence of Pigou remains
large. The way that economists analyze and justify government
intervention in economic affairs stems from Pigou. It is for this reason
that Pigou became the father of modern public finance and modern
welfare theory. It is also for this reason that the field of environmental
economics rests squarely upon his shoulders.

UNIT FIFTEEN.

BUDGETING

A. BEFORE YOU READ

1. CONCEPT MAPPING:

Develop a "mind map" around the notion “BUDGET” to comprehend

the relationship between the new concepts and the concepts you

know.

2. BRAINSTORMING:

a) Examine the title of the selection you are about to read.

b) List all the information that comes to mind about this title.

c) Use these pieces of information to recall and understand the
material.

d) Use this knowledge to reframe or reorder what you know, or to
note what you disagree with, for a further research.

3. SKIMMING THE TEXT:

Scan the text to comprehend the content structure.

4. VOCABULARY PREVIEWS:

Look up unfamiliar key words before reading to improve your

background and comprehension.

5. PRE-QUESTIONS:

Write out a series of questions you expect to be answered when

reading:

6. DEFINITION:


http://www.studygs.net/mapping
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a) What are overheads / budgeted balance sheet / cash budget?

b) Where does budgetary control fit?

c) Where does system of a standard costing belong to?

7. CHARACTERISTICS:

a) How would I describe differences between budgets and forecasts?

b) What do advantages of budgetary control system look like?

¢) What are the main variances for sale, materials and overheads?

8. EXPERIENCE:

a) What experience have | had with budgeting?

b) What can | imagine about my work within the Financial Reporting
Council ?

B. READING

a) Highlight signal words, main idea sentences, phrases, headings
and subtitles.

b) Pay attention to specific plans of paragraph or text organization.

c) Define the phrases in italics:

15.1. Introduction to budgeting.

A major element of financial data activity rests in the act of
budgeting. Budgeting is the process of allocating finite resources to
the prioritized needs of an organization. In most cases, for a
governmental entity, the budget represents the legal authority to spend
money. Adoption of a budget in the public sector implies that a set of
decisions has been made by the governing board and administrators
that culminates in matching a government's resources with the entity's
needs. As such, the budget is a product of the planning process.

The budget also provides an important tool for the control and
evaluation of sources and the uses of resources. Using the accounting
system to enact the will of the governing body, administrators are able
to execute and control activities that have been authorized by the
budget and to evaluate financial performance on the basis of
comparisons between budgeted and actual operations. Thus, the
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budget is implicitly linked to financial accountability and relates
directly to the financial reporting objectives established by the GASB.

The planning and control functions inherent to any organization,
including schools, underscore the importance of sound budgeting
practices for the following reasons:

The type, quantity, and quality of goods and services provided by
governments often are not subject to the market forces of supply and
demand. Thus, enacting and adhering to the budget establishes
restrictions in the absence of a competitive market.

These goods and services provided by governments are generally
considered critical to the public interest and welfare.

The scope and diversity of operations in an organization make
comprehensive financial planning essential for good decisionmaking.

The financial planning process is critical to the expression of
citizen preferences and is the avenue for reaching consensus among
citizens, members of the governing board, and staff on the future
direction of the governmental unit's operations.

The link between financial planning and budget preparation gives
the budget document a unique role in governmental organizations.
Budgets in the public arena are often considered the definitive policy
document because an adopted budget represents the financial plan used
by a government to achieve its goals and objectives. When a unit of
government legally adopts a financial plan, the budget has secured the
approval of the majority of the governing board and reflects public
choices about which goods and services the unit of government will or
will not provide, the prioritization of activities in which the unit of
government will be involved, the relative influence of various
participants and interest groups in the budget development process,
and the governmental unit's plan for acquiring and using its resources.

In an educational environment, budgeting is an invaluable tool for
both planning and evaluation. Budgeting provides a vehicle for
translating educational goals and programs into financial resource
plans-that is, developing an instructional plan to meet student
performance goals should be directly linked to determining budgetary
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allocations. The link between instructional goals and financial
planning is critical to effective budgeting and enhances the evaluation
of budgetary and educational accountability.

15.2. Objectives of budgeting.
15.2.1. Make an English précis of the article.
15.2.2. Make a Ukrainian précis of the article.

Objectives of Budgeting

Performance evaluation allows citizens and taxpayers to hold
policymakers and administrators in governmental organizations
accountable for their actions. Because accountability to citizens often
is stated explicitly in state laws and state constitutions, it is a
cornerstone of budgeting and financial reporting. GASB recognizes
the importance of accountability with the following objectives in
GASB Concepts Statement 1, Objectives of Financial Reporting,
paragraph 77.

Financial reporting should provide information to determine
whether current-year revenues were sufficient to pay for current-year
services.

Financial reporting should demonstrate whether resources were
obtained and used in accordance with the entity's legally adopted
budget. It should also demonstrate compliance with other finance-
related legal or contractual requirements.

Financial reporting should provide information to assist users in
assessing the service efforts, costs, and accomplishments of the
governmental entity.

Meeting these objectives requires budget preparation that is based
on several concepts recognizing accountability. Accountability is often
established by incorporating these objectives into legal mandates that
require state and local public sector budgets to be balanced so that
current revenues are sufficient to pay for current services; be prepared
in accordance with all applicable federal, state, and local laws; and
provide a basis for the evaluation of a government's service efforts,
costs, and accomplishments.
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Although some form of a balanced budget requirement is
generally necessary to ensure long-term fiscal health in any
organization, variations such as the use of fund balance reserves to pay
for current services may be appropriate over a short period. Generally,
however, all departures from this fundamental objective must be in
accordance with applicable state and local laws and policies.

Given the importance of demonstrating compliance with the
approved budget, the financial reporting system must control the use
of financial resources and ensure that budgetary appropriations and
allocations are not exceeded. To demonstrate compliance, accounting
systems are usually operated on the same basis of accounting used to
prepare the approved budget. Thus, the actual financial information
captured by the accounting system is in a form comparable to the
approved budget. Through budgetary integration, the financial
accounting system becomes the primary tool to prove financial
accountability.

Finally, the budget is evaluated for its effectiveness in attaining
the organization's stated goals and objectives. Evaluation typically
involves an examination of how funds were expended, the outcomes
that resulted from the expenditure of funds, and the degree to which
these outcomes achieved the stated objectives. This phase is
fundamental in developing the subsequent vyear's budgetary
allocations. In effect, budget preparation not only is an annual exercise
to determine the allocation of funds, but also is part of a continuous
cycle of planning and evaluation to achieve the stated goals and
objectives of the organization.

15.3. Inflation Surges in the Euro Zone.
15.3.1. Give a written translation of Paragraph 1.

Over the past 30 years, governmental entities in the United States
have used a variety of budget approaches and formats. The
development of more advanced budget philosophies reflects growth in
both the scope and the complexity of governmental operations and the
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simultaneous need for systems that are capable of translating the
variety of policy decisions into financial plans. For more information
on budgetary approaches, The National Advisory Council on State and
Local Budgeting provides additional guidelines. Various budgeting
models continue to be commonly used and fall predominantly into
categories of (1) line-item, or "traditional,” budgeting; (2) performance
budgeting; (3) program and planning ("programming™) budgeting
(PPB); (4) zero-based budgeting (ZBB); and (5) site-based budgeting.
In addition, many governments use a variety of hybridized versions to
address the specific needs of the organization. Although these
approaches are considered distinct in terms of the underlying
preparation process, actual formats of the prepared budgets may be
quite similar; for example, the format of a site-based budget may be
quite similar to the format of a line-item budget. Each of the five basic
approaches has relative advantages and limitations.

Line-Item Budgeting

Line-item budgeting is still the most widely used approach in
many organizations, including schools, because of its simplicity and
its control orientation. It is referred to as the "historical™ approach
because administrators and chief executives often base their
expenditure requests on historical expenditure and revenue data. One
important aspect of line-item budgeting is that it offers flexibility in
the amount of control established over the use of resources, depending
on the level of expenditure detail (e.g., fund, function, object)
incorporated into the document.

The line-item budget approach has several advantages that
account for its wide use. It offers simplicity and ease of preparation. It
is a familiar approach to those involved in the budget development
process. This method budgets by organizational unit and object and is
consistent with the lines of authority and responsibility in
organizational units. As a result, this approach enhances organizational
control and allows the accumulation of expenditure data at each
functional level. Finally, line-item budgeting allows the accumulation
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of expenditure data by organizational unit for use in trend or historical
analysis.

Although this approach offers substantial advantages, critics have
identified several shortcomings that may make it inappropriate for
certain organizational environments. The most severe criticism is that
it presents little useful information to decisionmakers on the functions
and activities of organizational units. Since this budget presents
proposed expenditure amounts only by category, the justifications for
such expenditures are not explicit and are often unintuitive. In addition,
it may invite micro-management by administrators and governing
boards as they attempt to manage operations with little or no
performance information. However, to overcome its limitations, the
line-item budget can be augmented with supplemental program and
performance information.

Performance Budgeting

A different focus is seen in performance budgeting models. In a
strict performance budgeting environment, budgeted expenditures are
based on a standard cost of inputs multiplied by the number of units of
an activity to be provided in that time period. The total budget for an
organization is the sum of all the standard unit costs multiplied by the
units expected to be provided. Although this strict approach may be
useful for certain types of operations, many organizations require a
more flexible performance approach. For example, expenditures may
be based simply on the activities or levels of service to be provided and
a comparison of budgeted and historical expenditure levels.

The performance approach is generally considered superior to the
line-item approach because it provides more useful information for
legislative consideration and for evaluation by administrators. Further,
performance budgeting includes narrative descriptions of each
program or activity-that is, it organizes the budget into quantitative
estimates of costs and accomplishments and focuses on measuring and
evaluating outcomes. Finally, the performance approach eases
legislative budget revisions because program activities and levels of
service may be budgeted on the basis of standard cost inputs.
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However, performance budgeting has limitations owing to the
lack of reliable standard cost information inherent in governmental
organizations. Further, the performance approach does not necessarily
evaluate the appropriateness of program activities in relation to
reaching an organization's goals or the quality of services or outputs
produced. Consequently, the performance approach has become most
useful for activities that are routine in nature and discretely measurable
(such as wvehicle maintenance and accounts payable processing)-
activities that make up only a relatively modest part of the total
educational enterprise. But in sum, performance budgeting may offer
considerable enhancement to the line-item budget when appropriately
applied.

Program and Planning (Programming) Budgeting (PPB)

Program budgeting refers to a variety of different budgeting
systems that base expenditures primarily on programs of work and
secondarily on objects. It is considered a transitional form between
traditional line-item and performance approaches, and it may be called
modified program budgeting. In contrast to other approaches, a full
program budget bases expenditures solely on programs of work
regardless of objects or organizational units. As these two variations
attest, program budgeting is flexible enough to be applied in a variety
of ways, depending on organizational needs and administrative
capabilities.

Program budgeting differs from approaches previously discussed
because it is much less control- and evaluation-oriented. Budget
requests and reports are summarized in terms of a few broad programs
rather than in the great detail of line-item expenditures or
organizational units. PPB systems place a great deal of emphasis on
identifying the fundamental objectives of a governmental entity and on
relating all program expenditures to these activities. This conceptual
framework includes the practices of explicitly projecting long-term
costs of programs and the evaluation of different program alternatives
that may be used to reach long-term goals and objectives. The focus
on long-range planning is the major advantage of this approach, and
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advocates believe that organizations are more likely to reach their
stated goals and objectives if this approach is used.

However, several limitations exist in the actual implementation of
this approach, including changes in long-term goals, lack of consensus
regarding the fundamental objectives of the organization, lack of
adequate program and cost data, and the difficulty of administering
programs that involve several organizational units. Yet despite its
limitations, program budgeting is often used as a planning device while
budget allocations continue to be made in terms of objects and
organizational units—a process that has been adopted in many schools
throughout the nation. As with performance budgeting, PPB
information may be used to supplement and support traditional budgets
in order to increase their informational value.

Zero-Based Budgeting

The basic tenet of zero-based budgeting (ZBB) is that program
activities and services must be justified annually during the budget
development process. The budget is prepared by dividing all of a
government's operations into decision units at relatively low levels of
the organization. Individual decision units are then aggregated into
decision packages on the basis of program activities, program goals,
organizational units, and so forth. Costs of goods or services are
attached to each decision package on the basis of the level of
production or service to be provided to produce defined outputs or
outcomes. Decision units are then ranked by their importance in
reaching organizational goals and objectives. Therefore, when the
proposed budget is presented, it contains a series of budget decisions
that are tied to the attainment of the entity's goals and objectives.

The central thrust of ZBB is the elimination of outdated efforts
and expenditures and the concentration of resources where they are
most effective. This is achieved through an annual review of all
program activities and expenditures, which results in improved
information for allocation decisions. However, proper development
requires a great deal of staff time, planning, and paperwork.
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Experience with the implementation of this approach indicates
that a comprehensive review of ZBB decision packages for some
program activities may be necessary only periodically. Additionally, a
minimum level of service for certain programs may be legislated
regardless of the results of the review process. As a result, ZBB has
had only modest application in schools, although the review of
program activities makes ZBB particularly useful when overall
spending must be reduced.

Site-Based Budgeting

Site-based budgeting is widely considered the most practical for
budgeting within the school district environment, by providing greater
control and reporting of school-level data. This budgetary approach
(which may be used in combination with any of the four discussed
above) emphasizes the decentralization of budgetary decisionmaking.
Site-based budgeting places local managers and other staff at the center
of the budget preparation process, making them responsible for both
the preparation and the maintenance of the budget.

Site-based budgeting is popular in many school settings. Within a
school system, site-based budgeting generally involves granting
increased budgetary authority to the school. Resources are allocated to
the site, with budget authority for programs and services granted to the
school's principal and staff. Campuses are normally allocated a certain
level of resources that they have the authority to allocate to educational
and support services. These budgetary allocations are meant to cover
those areas over which campus decisionmakers have control. For
example, schools that have authority over staffing decisions may be
allocated funds for staff costs using the site-based budgeting approach.
In contrast, school districts that make staffing decisions centrally may
not allocate funds to the individual school site for staff costs.

The main advantage of site-based budgeting is that those who best
understand the needs of a particular organization are empowered to
make resource allocation decisions. This decentralization of budgetary
authority may also increase local accountability. Another potential
advantage of site-based budgeting is the increased level of
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participation of the public and staff in budget development. Many site-
based budgeting systems create committees composed of staff and
community members to determine budgetary allocations. These
committees give members a voice from the inception of the budget
process, rather than merely when the budget is presented for public
review and approval.

Although site-based budgeting may provide substantial benefits,
it also has limitations. First, organizations with limited resources may
not be capable of granting a meaningful level of site-based budgetary
authority. Even if an organization does have discretionary resources, it
may be difficult to determine the areas of the budget for which local
decisionmakers should be held accountable. Finally, site-based
budgeting may be burdensome to some local managers, may increase
conflict between staff or departments, or may limit the organization's
ability to ensure quality and sufficiency in the services it provides.
These problems can be avoided somewhat through the careful design
of site-based budgeting guidelines and through training for new budget
stakeholders.

Outcome-Focused Budgeting

Consistent with the evaluation objective, government budgeting is
becoming increasingly outcome-focused. Fiscal austerity, coupled
with intense competition for governmental resources, has precipitated
an effort to ensure more effective use of resources at all levels of
government. Outcome-focused budgeting is the practice of linking the
allocation of resources to the production of outcomes. The objective is
to allocate government's resources to those service providers or
programs that use them most effectively.

Outcome-focused budgeting is closely linked to the planning
process in governments. For a government entity to focus on outcomes,
goals and objectives must be identified and tied to budget allocations
for the achievement of those objectives. This premise argues that
mission-driven (synonymous with outcome-focused) governments are
superior to those that are rule-driven because they are more efficient,
are more effective in producing desired results, are more innovative,
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are more flexible, and have higher employee morale (Osborne and
Gaebler 1993). In the context of increased governmental scrutiny of
governmental costs, including schools, this model may receive more
emphasis in the future.

C.

AFTER YOU READ

What is the author trying to say?

D.

LANGUAGE FOCUS

a) Make it negative:

1.

4.

Financial reporting should demonstrate whether resources were
obtained and used in accordance with the entity's legally adopted
budget.

. Meeting these objectives requires budget preparation that is based

on several concepts recognizing accountability.

. Since this budget presents proposed expenditure amounts only by

category, the justifications for such expenditures are not explicit
and are often unintuitive.

Program budgeting differs from approaches previously discussed
because it is much less control- and evaluation-oriented.

b) Paraphrase the following:

1.

This premise argues that mission-driven (synonymous with
outcome-focused) governments are superior to those that are rule-
driven because they are more efficient, are more effective in
producing desired results, are more innovative, are more flexible,
and have higher employee morale.

. Decision units are then ranked by their importance in reaching

organizational goals and objectives.
Relate the action to the past/present/future:

. Performance evaluation allows citizens and taxpayers to hold

policymakers and administrators in governmental organizations
accountable for their actions.

. Accountability is often established by incorporating these

objectives into legal mandates that require state and local public
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sector budgets to be balanced so that current revenues are sufficient
to pay for current services.

3. Line-item budgeting is still the most widely used approach in many
organizations, including schools, because of its simplicity and its
control orientation.

d) Turn direct into indirect:

Experts argue: “However, several limitations exist in the actual

implementation of this approach, including changes in long-term

goals, lack of consensus regarding the fundamental objectives of the
organization, lack of adequate program and cost data, and the difficulty
of administering programs that involve several organizational units.”

E. VOCABULARY ARRANGEMENT

a) Arrange a semantic field of the words relating to the learning to
the topic.

b) Add words you probably already understand to connect
relationships between what is known and the unknown.

c) Supply the English equivalent to the Ukrainian from the list given
below:

The worldwide economic crisis has put a saecarsny ysazy on
corporate risk, but a large percentage of companies around the globe
do not have strong risk raensoosux npomoxonie according to a
cninvroeo research report by the American Institute of Certified Public
Accountants and the Jliyensosanozo Institute of Management
Accountants.

The organizations undertook the study to examine the current
pozeumox Of ynpaeninus puzuxom nionpuemcmea — defined as the
strategic, financial, operational, and compliance protocols — in
organizations around the globe.

In a oocnioncenni of U.S. CPA executives, 84 percent of
respondents rated their companies’ risk oversight process as ranging
from very immature to moderately mature. Sixty-one percent of global
executives offered a similar assessment of their organizations’
enterprise risk management in a separate survey.
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“While the report reveals that companies are more cognizant of
risk, they are still falling significantly short in egeoenni risk
management processes,” said Carol Scott, AICPA vice president of
business, industry and government. “The financial crisis underscored
the potential wnacrioku for companies that have crabkui risk
oversight.”
chartered
consequences
enterprise risk management
instituting
joint
lax
maturity
oversight protocols
9. spotlight
10. survey
d) Suggest the correct translation:

The report, Enterprise risk oversight: a global analysis, is the first
in a series of global thought leadership research papers being
developed by the AICPA and CIMA.

Forty-five percent of the U.S. respondents said their companies
had no enterprise-wide (A) risk management process in place and no
plans for implementing one. This compares with 37 percent of the
global respondents who reported the same situation in their
organizations.

A majority (B) of both of U.S. (60 percent) and of global (75
percent) respondents said the volume (C) and complexity of risk are
greater than they were five years ago. However, less than half of both
groups (40 percent of U.S. and 47 percent of global respondents)
described their organization as being risk averse (D).

Charles Tilley, chief executive of CIMA, said, “The report
findings (E) clearly show that organizations need to start putting
processes in place to deal with the perceived increase in the complexity
(F) and volume of risk. As the events during the last few years show,

ONoGaRwWNE


http://www.aicpa.org/InterestAreas/BusinessIndustryAndGovernment/Resources/ERM/DownloadableDocuments/Enterprise%20Risk%20v3.pdf
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companies can’t take a head-in-the-sand approach (G) to risk
management or simply hope for the best.”

More U.S. organizations (65 percent) formally assign the
responsibility (H) for risk oversight to the audit committee (1) than do
global organizations (57 percent). Some of the difference is “likely
attributable” to differences in board governance structures (J) that exist
around the world, according to the report.

The report shows that the U.S. falls behind the rest of the world in
risk-management training. While two thirds (67 percent) of global
respondents said there was minimal or no training in this area, 78
percent of U.S. executives surveyed offered the same response.

F.INFORMATION FILE
Share new information with your fellow students.

G.ADVANCE ORGANIZERS

Relate new reading material to something you already know, to your
background or experiences. Ask your teacher for assistance in
developing these issues.

H. GROUP DISCUSSIONS

a) Group discussions in and out of class will help you to discover
what you bring to your reading, what your fellow students bring,
as well as shared experiences.

b) If you find they have new background information, ask for more
information from them.

I. QUIZ # 15

a. Define the following sentences “True” or “False”:

1. Act of budgeting is a key element of financial data activity.

2. Budget is a product of organizational process.

3. Financial planning is essential for budgeting.

4. There is no link between financial planning and budget
preparation.
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Performance evaluation is one of budgeting objectives.

Service efforts, costs and accomplishments can be provided by
financial reporting.

Accounting systems are usually operated not on the same basis.
Budget approaches and formats used by governmental entities in
the USA have been unified over the past 30 years.

Line-item approach is most prevalent in organizations.

Lack of reliable standard costs is one of limitations of performance
budgeting.

b. Give the opposite:

to assist, sufficient, balanced, same, complexity, distrust, advantage,
simplicity, flexibility, shortcomings.

c. Decode the following terms:

cornerstone, entity, contractual, accomplishments, objective,
applicable, attain, outcome, scope, guidelines.

d. Translate the following into English:

1.

Po3paxyHok OropKeTy miANPUEMCTBA - 1I€ OCHOBHHI TIPOLIEC MPH
MJIaHyBaHHI MalOyTHBOT JISTTBHOCTI 1 MPOTHO3YBAaHHI JOXOMIB 1
BHUTPAT KOMITaHIi.

Jlnst opranizamii epeKTHBHOI CUCTEMHU TUIaHYBAaHHS IISUTBHOCTI
CTPYKTYPHHUX TMIAPO3AUIIB MIANMPUEMCTBA HAa OCHOBI PO3POOKH
OIO/DKETIB, JOILLUILHO CTBOPIOBATH TaKy HACKPI3HY CHCTEMY
OIOJDKETIS, SIKa OXOIUTIOE BECH TPOIIOBHI 00OPOT MiIMTPHUEMCTBA.
Cyma OJKeTIB CTPYKTYPHUX MiAPO3AUIIB,  KPEIUTHOIO 1
IOIaTKOBOI'O OOJIKETIB CKJIaa€  3BEICHUN OIOKET
MIITPUEMCTBA.

JIOLIBHOIO € aKTUBHA y4acTh BCIX CTPYKTYPHUX MIAPO3IUIIB Y
MIArOTOBII Oi3HEC-TUIaHY 1 KOHCOJIIOBAHOTO OIOIKETY.

[Ipu cxmamanHi OMOKETIB CTPYKTYPHUX MIAPO3ILTIB 1 CIYyKO
MiAPUEMCTBA HEeoOXiTHO KepyBaTucs IIPUHLIAIIOM
nexomnosuilii. [lel mpuHIun nmonsarae B TiM, IO KOXKEH OIOKET
OLIBII HU3BKOTO PIBHA € JieTani3alieto O10/KeTIB OUTbII BUCOKOTO
piBHsA, TOOTO OO/DKETH LEXiB 1 BIAMLIIB BXOJIATh y 3BEACHUU
O0JDKET MIAMPUEMCTBA.
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OnTtuManbHUM BBAXKAIOTh TakKUil OIO/KET, Yy SKOMY PpO3ZILT
JIOXO0J1y TOPIBHIOE BHJIATKOBIN YaCTHHI.

[Tpu nedimuTi 3BeneHOr0 OOHKETY BUHUKAE HEOOXITHICTh HOTO
KOPUTYBaHHS 3a JOIMIOMOTOO 30UTBIIICHHS JOXO/IIB UM 3HWKCHHS
BUTpAT.

3 MeTor0 miABHIIEHHS €eKTHBHOCTI (PIHAHCOBOTO TUIAHYBAHHS
MOTPIOHO ~ BUKOPUCTOBYBATHM  IHCTPYMEHTH (D IHAHCOBOIO
KOHTPOJIHTY, $K CHCTeMHU I1H(pOpMalidiHOTO 3a0e3nedeHHs
KOOpJMHAIl BCIX MIJCHCTEM YIpaBIiHHSA, W0 Mepeadadae
BUKOPUCTaHHS METOJIB 1 mpoueayp 13 OOKeTyBaHHS,
CTpaTEeriyHOTO IUIAHYBaHHS, YIPaBIIHCHKOTO 00MIKY, pIHAHCOBOT
TIarHOCTHKH, IHBECTOP-PUICHITH3 ¥ yNpaBIiHHS PHU3UKAMU
BHYTPILTHBOTO KOHTPOJIIO.

OcHOBHUM 3aBIaHHSM (DIHAHCOBOTO TUIAHYBaHHS B CyYacHUX
YyMOBax TOCIOJAaplOBaHHSA € 30ajaHCyBaHHS  BHJIATKIB,
3a0e3nedYeHHs MepeayMOB PeHTa0eIbHOT POOOTH MIAMPUEMCTBA,
(dhinancoBoi CTIHKOCTI, MJIATOCIPOMOYKHOCTI,
KPEIUTOCITPOMOXKHOCTI Ta JIIKBIZHOCTI OOpProBUX 3000B’S3aHb
BIIPOJIOBXK IJIAHOBOTO MEPIOAY.

JloTpuMaHHS TPUHIUIIB (PIHAHCOBOTO IUIAHYBAaHHS A€ 3MOTY
MITPUEMCTBY JOCATTH (PiHAHCOBOT CTA0LILHOCTI Ta 32a0€3NEUUTH
BHCOKY KOHKYPEHTOCIIPOMOYKHICTh B PUHKOBOMY CEp€JOBHIIIL.

e. Check the terms in the dictionaries. Learn and use in your

discussion.
accountability budgeted fund balance
accounts payable expenditures reserves
allocation of funds cost of inputs governmental entity
budget preparation current-year historical
budgetary allocations | revenues expenditure
budgetary current-year long-term costs
appropriations services vehicle maintenance
discretionary
resources
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f. Revise/learn and use in your discussion.

ability
able
above
absence

accordance
accumulation
achieve
achieved
achievement
acquire

act

action
activity
actual
addition
additional
additionally
address
adequate
adhere
administer
administrative
administrator
adopted
adoption
advanced
advantage
advisory
advocate
aggregate

all

allocate

accomplishment

effect
effective
effectively
effectiveness
efficient
effort
element
elimination
emphasis
emphasize
employee
empower
enact
enacting
enhancement
ensure
enterprise
entity
environment
essential
established
estimate
evaluate
evaluated
evaluation
evaluation-oriented
examination
example
exceed
execute
executive
exercise
exist

outcome
outdated
output

over

overall
overcome
owing
package
paperwork
part
participant
participation
particular
particularly
past

pay

payable
performance
period
periodically
phase
philosophy
place

plan
planning
policy
policymaker
popular
potential
practical
practice
precipitate
predominantly
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allocated
allocating
allocation
allow

also
alternative
among
amount
analysis
annual
annually
another
applicable
application
applied
approach
appropriate
appropriately
appropriateness
appropriation
approval
approved
area

arena
argue
aspect
assess
assist
attached
attain
attainment
attempt
attest
augmented

expected
expended
expenditure
explicit
explicitly
expression
fall
familiar
federal
few

finally
finance-related
financial
finite
fiscal
flexibility
flexible
focus

force

form
format
forth
framework
full
function
functional
fund
fundamental
further
future
generally
give

goal

good

preference
premise
preparation
prepare
prepared
present
previously
primarily
primary
principal
prioritization
prioritized
problem
process
processing
produce
product
production
program
project
proper
proposed
prove
provide
provider
public
quality
quantitative
quantity
quite
ranked
rather
reach
reason
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austerity
authority
authorized
avenue
avoid
balance
balanced
base
based
basic
basis
believe
benefit
best
between
board
body
broad
budget
budgetary
budgeted
burdensome
called
campus
capability
capable
captured
careful
case
category
center
central
centrally
certain

goods
governing
government
governmental
granted
granting
great

group
growth
guideline
health
historical
hold
hybridize
identified
implementation
implicitly
imply
importance
important
improved
inappropriate
inception
include
incorporated
increase
increased
increasingly
indicate
individual
inflation
influence
information
informational

receive
recognize
reduced
refer
reflect
regarding
regardless
relate
relation
relative
relatively
reliable
reporting
represent
request
require
requirement
reserve
resource
responsibility
responsible
restriction
rest

result
resulted
revenue
review
revision
role

routine
rule-driven
same
school-level
scope
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change
chief
choice
citizen
closely
combination
committee
commonly
community
comparable
comparison
competition
competitive
complexity
compliance
composed

comprehensive

concentration
concept
conceptual
conflict
consensus
consequently
considerable
consideration
consider
consistent
constitution
contain
context
continue
continuous
contractual
contrast

inherent
innovative
input
instructional
integration
intense
interest
introduction
invaluable
invite
involve
involved
justification
justified
lack

law

legal
legally
legislated
legislative
less

level
likely
limit
limitation
line

link

linked
linking
little

local
long-range
long-term
low

scrutiny
secondarily
sector
secured
series
service

set

setting
several
severe
short
shortcomings
should
similar
simplicity
simply
simultaneous
site

solely
sound
source
specific
spend
spending
staff
staffing
stakeholder
standard
state
statement
still

strict
subject
subsequent
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control
cornerstone
cost

council
couple
cover

create
critical
criticism
critic
culminate
current
current-year
cycle

data

deal
decentralization
decision
decisionmaker
defined
definitive
degree
demand
demonstrate
department
departure
depend
description
design
desire
despite
detail
determine
development

main
maintenance
major
majority
make
making
manage
manager
mandate
many
market
match

may
meaningful
mean
measurable
measuring
meet
member
merely
method
micro-management
minimum
mission-driven
model
modest
modified
money
morale
multiplied
narrative
nation
national
nature

substantial
such
sufficiency
sufficient
sum
summarize
superior
supplement
supplemental
supply
support
surge
system
taxpayer
tenet

term
throughout
thrust

thus

tie

time

tool

total
traditional
training
transitional
trend

type
typically
underlying
underscore
understand
unintuitive
unique
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device necessarily unit
different necessary use
difficult need used
difficulty new useful
direction normally user
directly number usually
discretely object value
discretionary objective variation
discuss obtain variety
distinct offer various
district operate vehicle
diversity operation version
divide order voice
document organization way
each organizational welfare
ease organize wide
educational orientation widely

J. FAMOUS ECONOMIST

Follow his example:

JOSEPH SCHUMPETER (1883-1950) Professor of Economics at
the University of Chernivtsi

For Joseph Schumpeter economics was all about change. He
studied both short-run economic fluctuations and the long-run
tendencies of capitalism. In these studies he identified the phases and
causes of business cycles. He also examined the factors contributing to
the rise and decline of capitalism.

Schumpeter was born to middle class parents in Triesch, Moravia
(then part of the Austro-Hungarian Empire and now part of the Czech
Republic) in 1883. His father, who owned a textile factory, died when
he was very young. His mother soon remarried and moved to Vienna,
where Schumpeter attended high school with the aristocratic elite. He
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received an excellent education in the humanities, but inadequate
grounding in mathematics and science. As a law student at the
University of Vienna, Schumpeter took several courses in economics.
A seminar taught by BoEhm-Bawerk sparked his interest in the long-
term future of capitalism.

After receiving a doctorate of law in 1906, Schumpeter went to
Cairo to practice law and to manage the finances of an Egyptian
princess. In 1909 he accepted a teaching job at the University of
Czernowitz (then in the Austrian Empire, but now in Ukraine), and two
years later was appointed to a chair in political economy at the
University of Graz.

Schumpeter then became interested in politics. In 1918 he became
a member of the German Socialization Commission, which argued for
socializing German industry in order to make it more efficient. In
1919, he became Finance Minister of Austria. His political career,
however, was both short and unsuccessful. He proposed an unpopular
tax on capital to control inflation. A flippant remark about the Austrian
dollar (‘‘a crown remains a crown’’) in the face of rampant inflation
was viewed as insensitive to the plight of most Austrians.

And there was much criticism of his plans to nationalize Austrian
firms. Unable to succeed in the real world, Schumpeter decided to
return to academic life. In 1925, he accepted an appointment as
Professor of Economics at the University of Bonn. Seven years later
he accepted a position at Harvard, where he remained until his death
in 1950. In 1949, Schumpeter served as President of the American
Economic Association, thus becoming the first non-American to be so
honored.

For Schumpeter, all capitalist economies had two prominent
characteristics — they were unstable, and they experienced rapid
growth. Schumpeter sought to analyze and understand these features
of capitalism. Schumpeter (1939) was one of the first economists to
study business cycles, the regular fluctuations that economies
experience. He identified three different cycles occurring
simultaneously. First, there were short-run fluctuations of three to four
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years, which Schumpeter called ‘‘Kitchin Cycles,’” after economist
Joseph Kitchin who first discovered them. These cycles were due to
changes in business inventories. For one to two years, businesses
would expand their inventories in order to keep ahead of rising sales.
But when the growth of sales slowed, inventories would begin to pile
up in warehouses. As a result, businesses would cut back production
for a year or so in order to reduce their inventory backlog. When
inventories finally returned to more desirable levels, and sales picked
up, businesses would again seek to expand their inventories.

A second cycle was associated with changes in business
investment in new plant and equipment. These cycles lasted eight to
eleven years, and Schumpeter called them ‘‘Juglar Cycles,”’ after
Clement Juglar who first discovered them. Usually when people speak
of ‘‘the business cycle,”” they refer to these economic fluctuations.
Expansions lasting four to five years, Schumpeter thought, were due
to the desire of businesses to expand and modernize their capital
equipment. But after most businesses have expanded and modernized,
they have little need for new investment. Consequently, spending on
plant and equipment is cut back during the next four or five years. Over
this period, capital equipment becomes worn out and outdated, thus
setting the stage for another investment boom of four to five years.

Finally, Schumpeter thought that capitalism undermines the
family. Capitalism is all about satisfying individual wants, while the
family requires sublimating one’s desires and compromising.

If everyone just focuses on satisfying their own wants, it is hard
to see how long-term relationships can last. One such relationship, the
family, is important for capitalism because it is a main reason for
saving. Families save so that, if anything happens to the main
breadwinner, other family members will be provided for. By
undermining the motivation to save, capitalism destroys its own
foundation — the capital needed for future growth.

Long-term economic growth has always been a central economic
concern. Adam Smith and most classical economists saw capitalism as
the best way to achieve rapid growth. By the late nineteenth century,
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however, economists came to focus more on the question of economic
efficiency, and they lost interest in the issue of growth. The main
contribution of Schumpeter has been to redirect the attention of
economists to the issue of long-term economic growth. In so doing, he
stressed the importance of non-economic factors like innovation and
the entrepreneur for a healthy, thriving, and growing capitalism.
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LIST OF ABBREVIATIONS
AGM - annual general meeting
AICPA - American Institute of Certified Public Accountants
BCR — Banca Comerciala Romana

BITC CR index — Business in the Community’s Corporate
Responsibility index is the UK's leading voluntary benchmark of
corporate responsibility.

CAATT — Computer-Assisted Audit Tools and Techniques
CCPs — central counterparties

CDS - credit default swap

CEE - Central and Eastern Europe

CEO - chief executive officer

CFO - chief financial officer

CGMA — Chartered Global Management Accountant
CGU - cash-generating unit

CIMA — Chartered Institute of Management Accountants
CPA — Certified Public Accountant

CPE — continuing professional education

DHHS — Department of Health and Human Services



332
EBITDA — earnings before interest, taxes, depreciation, and
amortization
ECB — European Central Bank
ED — exposure drafts
EUR —euro
FASB — Financial Accounting Standards Board

FTSE — Financial Times and the London Stock Exchange (UK stock
index)

FY — fiscal year

GAAP — Generally Accepted Accounting Principles

GAO — Government Accountability Office

GASB - Governmental Accounting Standards Board

GDP — gross domestic product

GM — General Motors (an automobile manufacturing company)
IASB - International Accounting Standards Board

ICAEW - Institute of Chartered Accountants in England and Wales
IFRS — International Financial Reporting Standards

IPO — initial public offering

IRC — Internal Revenue Code
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IRD — income in respect of a decedent
IT — Information Technology
LLP — limited liability partnership

NAREIT — The National Association of Real Estate Investment
Trusts

NPL — non-performing loan

NYSE — New York Stock Exchange

PCAOB - The Public Company Accounting Oversight Board
PPACA — Patient Protection and Affordable Care Act
PPB — program and planning budgeting

R&D - research and development

REIT — real estate investment trust

SEC — Securities and Exchange Commission

SFAS — Statement of Financial Accounting Standards
SFAS - Statements of Financial Accounting Standards
SFO — Serious Fraud Office

SIF — Specialized Investment Fund SOX — Sarbanes Oxley Act (a
United States federal law that set new or enhanced standards for all
U.S. public company boards, management and public accounting
firms)
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SSVS1 — Statement on Standards for Valuation Services no. 1
TAAO — Texas Association of Assessing Officers
USPAP — Uniform Standards of Professional Appraisal Practice

ZBB — zero-based budgeting
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