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Corporate Controller’s Handbook
of Financial Management

by Jae K. Shim, Joel G. Siegel, and Nick Dauber

Highlights

The Corporate Controller’s Handbook of Financial Management is a comprehen-
sive source of practical solutions, strategies, techniques, procedures, and formulas
covering all key aspects of accounting and financial management. Its examples,
checklists, step-by-step instructions, and other practical working tools simplify
complex financial management issues and give CFOs, corporate financial man-
agers, and controllers quick answers to day-to-day questions. In addition, the hand-
book includes references to the relevant topics of the FASB Accounting Standards
Codification™.

The handbook covers important new developments in government rules, account-
ing procedures, taxation, and information technology. The practical, hands-on
guidance helps diagnose a firm’s financial health, boost financial results, avoid
unpleasant surprises, cut costs, and make financial decisions with confidence.

2009-2010 Edition

This edition of the Corporate Controller’s Handbook of Financial Management
includes the following:

* Coverage of the latest statements and interpretations from the Financial
Accounting Standards Board (FASB) and the Issues from the FASB’s Emerging
Issues Task Force (EITF), such as:

—FASB Statement No. 163, Accounting for Financial Guarantee Insurance
Contracts—an Interpretation of FASB Statement No. 60

—FASB Statement No. 162, The Hierarchy of Generally Accepted Accounting
Principles

—FASB Statement No. 161, Disclosures about Derivative Instruments and
Hedging Activities—an Amendment of FASB Statement No. 133



—FASB Statement No. 160, Noncontrolling Interests in Consolidated Finan-
cial Statements

—FSP FASB Statement No. 157-3, Determining the Fair Value of a Financial
Asset When the Market for That Asset Is Not Active

—EITF Issue No. 08-5, Issuer’s Accounting for Liabilities Measured at Fair
Value with a Third-Party Credit Enhancement

—EITF Issue No. 08-3, Accounting by Lessees for Maintenance Deposits

—EITF Issue No. 08-2, Lessor Revenue Recognition for Maintenance Services

—EITF Issue No. 08-1, Revenue Recognition for a Single Unit of Accounting

—EITF Issue No. 07-5, Determining Whether an Instrument (or Embedded
Feature) Is Indexed to an Entity’s Own Stock

—FSP EITF Issue No. 03-6-1, Determining Whether Instruments Granted in
Share-Based Payment Transactions Are Participating Securities

¢ New information on the interactive data electronic application (IDEA) system,
which will replace the electronic data gathering, analysis, and retrieval
(EDGAR) system (Chapter 2).

e Updated information on various accounting software packages (Chapter 7).

¢ Updated tax information and new sample filled-in tax forms (Chapters 52 and 53).

* New information on the features and benefits of the cash budget and cash variance
analysis, including an example of a monthly cash budget schedule (Chapter 59).

» Updated information on the Z-Score model, one of three bankruptcy models
(Chapter 60).

CCH Learning Center

CCH’s goal is to provide you with the clearest, most concise, and up-to-date
accounting and auditing information to help further your professional development,
as well as a convenient method to help you satisfy your continuing professional
education requirements. The CCH Learning Center* offers a complete line of

*CCH is registered with the National Association of State Boards of Accountancy (NASBA) as a
sponsor of continuing professional education on the National Registry of CPE Sponsors. State
boards of accountancy have final authority on the acceptance of individual courses for CPE
credit. Complaints regarding registered sponsors may be addressed to the National Registry of
CPE Sponsors, 150 Fourth Avenue North, Nashville, TN 37219-2417. Telephone: 615-880-4200.

*CCH is registered with the National Association of State Boards of Accountancy as a
Quality Assurance Service (QAS) sponsor of continuing professional education. Participating
state boards of accountancy have final authority on the acceptance of individual courses for
CPE credit. Complaints regarding QAS program sponsors may be addressed to NASBA, 150
Fourth Avenue North, Suite 700, Nashville, TN 37219-2417. Telephone: 615-880-4200.



self-study courses covering complex and constantly evolving accounting and
auditing issues. We are continually adding new courses to the library to help
you stay current on all the latest developments. The CCH Learning Center courses
are available 24 hours a day, seven days a week. You’ll get immediate exam results
and certification. To view our complete accounting and auditing course catalog,
go to: http://cch.learningcenter.com.

Accounting Research Manager™

Accounting Research Manager is the most comprehensive, up-to-date, and
objective online database of financial reporting literature. It includes all authori-
tative and proposed accounting, auditing, and SEC literature, plus independent,
expert-written interpretive guidance.

Our Weekly Summary e-mail newsletter highlights the key developments of the
week, giving you the assurance that you have the most current information. It pro-
vides links to new FASB, AICPA, SEC, PCAOB, EITF, and IASB authoritative and
proposal-stage literature, plus insightful guidance from financial reporting experts.

Our outstanding team of content experts take pride in updating the system on a daily
basis, so you stay as current as possible. You’ll learn of newly released literature
and deliberations of current financial reporting projects as soon they occur! Plus,
you benefit from their easy-to-understand technical translations.

With Accounting Research Manager, you maximize the efficiency of your
research time while enhancing your results. Learn more about our content, our
experts, and how you can request a FREE trial by visiting us at http://www.
accountingresearchmanager.com.
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In Chapter 11, “Financial Statement Reporting: The Statement of Cash Flows,”
Example 1 of Appendix C from FASB Statement No. 95, Statement of Cash
Flows, is used with permission. Copyright by Financial Accounting Standards
Board, 401 Merritt 7, P.O. Box 5116, Norwalk, Connecticut, 06856-5116, USA.
Reprinted with permission. Copies of the complete document are available from

the FASB.

In Chapter 47, “Deciding on Long-Term Financing,” the CFA examination
question on Tektronix is used with permission. It is taken from an examination
of the Institute of Chartered Financial Analysts.

In Chapter 20, “Cost Allocation,” the Justa Corporation example is used with
permission. Materials from the Certificate in Management Accounting
Examinations, Copyright 1989 by the Institute of Certified Management
Accountants (ICMA), are reprinted and/or adopted with permission.

In Chapter 29, “The Internal Audit Function and Internal Control,” forms from
section 4400 of the AAM—Illustrative Internal Control Forms—Medium to
Large Business—are used with permission. Copyright 1997 through 2004 by
American Institute of Certified Public Accountants, Inc. Reprinted with
permission.



To Chung Shim, dedicated wife; Roberta M. Siegel, loving wife and colleague; and
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WHAT THIs Book WiLL
Do ror You

Corporate Controller’s Handbook of Financial Management is directed toward
chief financial officers, corporate financial managers, controllers, treasurers,
chief accountants and staff accountants, internal auditors, management accoun-
tants, and consultants. A practical reference for all areas of corporate financial
management and accounting, this handbook applies to organizations of any size.
It is a comprehensive, authoritative working guide that pinpoints what to look for,
what to watch out for, what to do, how to do it, and how to apply it in performing
the financial management and controllership functions.

The handbook is geared to the contemporary financial officer, who must follow
some traditional elements common to controllership and financial management
but must be cognizant of the changing financial markets and technology of today.
These factors make some of the traditional techniques of financial management
obsolete—new strategies and techniques are necessary in order to do an effective
job that ensures financial survival. This is a true handbook—a wealth of infor-
mation, along with the tools that make it work for the professional. The handbook
focuses on the responsibilities of corporate financial managers and controllers who
must meet present-day challenges in the business world. The corporate financial
manager must help to maintain and even improve the company’s competitive
position. The handbook enlightens the corporate financial manager and control-
ler by presenting the most current information, offering important directives,
explaining technical procedures, and looking at emerging trends.

Corporate Controller’s Handbook of Financial Management will help you diagnose
and evaluate accounting, financial, and operating situations faced daily. The
controller is more than just the chief accountant. He or she must be able to provide
upper management with financial information, evaluation, and advice.

Any topic of importance can be found in this book. It covers all aspects of the
controller’s and financial manager’s jobs, including accounting and financial
reporting activities, managerial analysis and planning, tax planning, implemen-
tation of corporate policies, and treasury functions. The book includes “key”
areas, such as management reports, asset management, budgeting and variance
analysis, accounting principles, sources of financing, capital structure analysis,
measurement of divisional and departmental performance, financial analysis,
break-even analysis, forensic accounting, internal auditing, avoiding financial
problems, analysis and control of costs, mergers and acquisitions, management
accounting, cost management strategies, financial models and quantitative appli-
cations, computer applications, risk management, optimizing returns, investments,



x  What This Book Will Do for You

insurance protection, economic effects, business valuation, divestiture, failure and
reorganization, and international finance.

[llustrations and step-by-step instructions are provided on what to watch out for
and how to do it. This enables you to see how the techniques and procedures are
applied. “Real life” examples are given of the analytical points made so you may
handle everyday problems. Checklists and summaries are also provided. The book
is filled with facts, explanations, commentaries, sample documents and letters,
agreements, reports, flowcharts, analysis, figures, and practices. Tables, statistical
data, charts, exhibits, and diagrams are provided as needed. You will find financial
measures, ratios, formulas, and rules-of-thumb to help you analyze and evaluate
any business-related situation. Sophisticated, up-to-date analytical techniques
and managerial tools are presented.

Corporate Controller’s Handbook of Financial Management provides detailed anal-
ysis of recurring problems as well as unusual situations that may crop up. It gives
vital suggestions throughout. The latest developments, such as new tax laws, are
also included. This reference book provides all the information you need to perform
the financial management and controllership functions effectively and efficiently!

Guidelines are presented for evaluating proposals, whether they be short- or
long-term, for profit potential and risk-return comparison. Tips for preparing
necessary reports are also provided.

You will be able to move quickly to take advantage of favorable situations or
avoid unfavorable ones. Here is the guide that will help you make smart decisions
in all areas of corporate financial management and controllership. It will be your
daily problem-solver for financial and accounting situations. The practical ben-
efits of this guidebook are unlimited in that it:

e Shows you how to measure and appraise risk.

e Lists “red flags” for potential problem areas.

» Recommends proven ways to correct financial sickness and inefficiency.

e Shows you how to evaluate business proposals, operations, and activities.
 Offers tested techniques for analyzing the financial structure of the business.

e Provides interpretation of variances indicating inefficiencies in the
organization.

* Gives you the tools for spotting financially strong or weak business segments.

Important questions facing the controller will be answered, such as:

¢ What type of reports may be prepared to enhance the decision-making
process!

e How do I conform to the new pension laws?

e What should be done to achieve maximum benefit from the new income tax
accounting rules?
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» What should be known about recent laws and governmental regulations?

* How can inventory be managed to lower costs and better utilize production
facilities?
¢ What factors should be considered when preparing financial forecasts?

e How can productivity and performance best be measured?

Part I (Chapters 1-3) looks at the responsibilities of the controller, including
the types of reports that must be prepared. The use of computers to incorporate the
latest technology in performing controllership functions is also discussed. SEC
filings are presented. z

Part I (Chapters 4-8) discusses the use of computers to incorporate the latest
technology in performing controllership functions. Spreadsheet programs, data-
base software, accounting packages, LANs, W AN, database management systems,
the client/server environment, and XBRL wireless technology are discussed. The
AICPA’s new financial reporting language, XBRL, is explained. Also explained
is the use of computers in financial decision making, specifically budgeting and
planning software, accounting software, and forecasting and statistical software.

Part III (Chapters 9-14) covers generally accepted accounting principles. The
financial reporting requirements that must be known to the controller include
such important topics as leases, pensions, and accounting for income taxes.

Part [V (Chapters 15-28) focuses on managerial accounting and cost manage-
ment issues. The chapters cover what the controller should know about cost
accounting, including costing systems, joint costs, cost allocation, activity-
based costing and just-in-time, capital budgeting, contribution margin, budgeting,
variance analysis, life-cycle costs and target costing, environmental costing,
quality costs, break-even analysis, and segmental performance. In addition, the
corporate balanced scorecard is discussed.

Part V (Chapters 29-31) deals with internal auditing and controls. This part
covers the audit techniques involved in auditing assets, liabilities, equity, revenue,
and expenses. The characteristics of sound internal control are also indicated.

Part VI (Chapters 32-39) is directed toward financial analysis areas, including
risk/reward relationships and financial statement analysis for internal evaluation.
Ways to analyze and control revenue and costs are addressed. Insurance and legal
concerns are examined. Finally, economic factors are taken into account.

Part VII (Chapters 40—42) addresses the proper management of assets including
cash, marketable securities, accounts receivable, and inventory.

Part VIII (Chapters 43 and 44) informs the controller what should be known
about investments in securities to earn a satisfactory return while controlling risk.

Part IX (Chapters 45-51) covers how to obtain adequate financing for the
business to meet its goals and requirements. Short-term, intermediate-term, and
long-term financing instruments are explained and illustrated and the circum-
stances in which each are appropriate are given. There is also a discussion of
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warrants and convertibles. Cost of capital determination and dividend policy are
examined. For those involved in international finance this section will be of
interest.

Part X (Chapters 52 and 53) covers tax preparation and planning. There is a
discussion of key tax topics, such as tax saving alternatives, payroll taxes, tax
aspects of business combinations and leveraged buyouts, and tax effects of stock
option and incentive plans.

Part XI (Chapters 54—61) provides what must be considered in the planning,
financing, and accounting for mergers and acquisitions. Acquisition criteria
and objectives to be accomplished are presented. The reasons for and ways
of divesting business segments are addressed. Failure and reorganization are
discussed. Consideration is given to shareholder value analysis and forecasting
corporate financial distress. An in-depth discussion of corporate valuations is
also presented.

The content of Corporate Controller’s Handbook of Financial Management is
clear, concise, and to the peint. It is a valuable reference tool containing
“how-tos” in controllership. The uses of this handbook are as varied as the topics
presented. Keep it handy for easy, quick reference, and daily use.

PRACTICE ALERT: The Financial Accounting Standards Board has been
working on a project to codify (by topic) U.S. GAAP. On January 15, 2008,
the FASB released the FASB Accounting Standards Codification™ (Codi-
fication) for verification by constituents. The Codification is organized into
approximately 90 accounting topics. It is not intended to change existing
U.S. GAAP, but rather integrates existing accounting standards by multi-
ple standard-setters within the current GAAP hierarchy. On July 1, 2009,
the Codification is expected to become the single official source of author-
itative, nongovernmental U.S. GAAP, superseding existing FASB, AICPA,
EITF, and related literature. Going forward, U.S. GAAP will no longer
be issued in the form of an “accounting standard,” but rather as an update
to the applicable “topic” or “subtopic” within the Codification. As such,
accounting guidance will be classified as either “authoritative” or “non-
authoritative” based on its inclusion or exclusion from the Codification.

The Codification content is arranged within (a) Topics, (b) Subtopics,
(c) Sections, and (d) Subsections, as follows:

* Topics. Topics represent a collection of related guidance and reside
in four main areas: (1) presentation (e.g., income statement, balance
sheet); (2) financial statement accounts (e.g., assets, liabilities, equity);
(3) broad transactions (e.g., business combinations, derivatives); and (4)
industries (e.g., airlines, real estate).

* Subtopics. Subtopics represent subsets of a “Topic” and are generally
distinguished by type or by scope. For example, “Operating Leases”
and “Capital Leases” are two Subtopics of the “Leases” Topic.
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* Sections. Sections represent the nature of the content in a “Subtopic”’
(e.g., recognition, measurement, disclosure).

* Subsections. Sections are further broken down into subsections, para-
graphs, and subparagraphs.

The following is the structure of the classification system: XXX-YY-ZZ-PP,

where:
XXX = Topic
YY = Subtopic
ZZ = Section
PP = Paragraph

Certain chapters of the handbook include references to the Codification as
of December 31, 2008, using this classification system and are preceded
by the acronym “ASC.” In certain instances, references to the Codification
are not included because they may not exist (e.g., recently released
accounting standards, standards that will be superseded by December
31, 2008).

Jae K. Shim, Ph.D.
Joel G. Siegel, Ph.D., CPA
Nick Dauber, MS, CPA
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PART 1

INTRODUCTION



