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1. Introduction to Accounting Rate of Return (ARR)

The accounting rate of return (ARR), also known as the average rate of return (ARR), is a
financial ratio used in capital budgeting to assess the profitability of a potential
investment. Unlike discounted cash flow methods like Net Present Value (NPV) and
Internal Rate of Return (IRR), ARR doesn't consider the time value of money. Instead, it
focuses on the average accounting profit generated by an investment relative to its
average investment cost. This makes it a relatively simple method to understand and
calculate, contributing to its popularity amongst non-finance professionals, despite its
limitations. This report provides a detailed 'accounting rate of return example' to illustrate
its application and inherent drawbacks.

2. Calculating the Accounting Rate of Return: A Step-by-
Step Example

Let's consider an 'accounting rate of return example' involving a company considering
investing in new machinery.

Investment Details:



Initial Investment: $100,000

Useful Life: 5 years

Salvage Value: $10,000

Annual Net Income (after depreciation): Year 1: $20,000; Year 2: $25,000; Year 3:
$22,000; Year 4: $18,000; Year 5: $15,000

Calculation:

1. Calculate Average Annual Net Income: Sum the annual net incomes ($20,000 +
$25,000 + $22,000 + $18,000 + $15,000 = $100,000) and divide by the number of
years (5). Average Annual Net Income = $20,000.

1. Calculate Average Investment: This is calculated as (Initial Investment + Salvage
Value) / 2. Average Investment = ($100,000 + $10,000) / 2 = $55,000. Note:
Different methods exist for calculating average investment, particularly when
considering uneven depreciation throughout the useful life.

1. Calculate the Accounting Rate of Return: Divide the Average Annual Net Income by
the Average Investment. ARR = $20,000 / $55,000 = 0.3636 or 36.36%.

Therefore, in this 'accounting rate of return example', the ARR is 36.36%. This means that
the investment is expected to generate an average annual return of 36.36% on the average
investment.

3. Interpreting the Accounting Rate of Return

The interpretation of the ARR depends on the company's minimum required rate of return
(hurdle rate). If the company's hurdle rate is, for example, 15%, then the investment would
be considered acceptable because the ARR (36.36%) exceeds the hurdle rate. However,
this decision is based solely on the accounting return and ignores the timing of cash flows.

4. Limitations of the Accounting Rate of Return

While the simplicity of the ARR is attractive, it suffers from significant limitations:
Ignores the Time Value of Money: This is the most significant drawback. A dollar received
today is worth more than a dollar received in the future due to its potential earning

capacity. The ARR fails to account for this crucial factor.

Relies on Accounting Data: Accounting data can be manipulated through different



depreciation methods, leading to variations in the calculated ARR. The choice of
accounting methods can significantly impact the ARR, affecting investment decisions.

Ignores the Project's Size: The ARR doesn't consider the scale of the investment. A small
project with a high ARR might be less valuable than a larger project with a lower ARR,
depending on the overall profitability.

Doesn't Consider Cash Flows Directly: ARR utilizes net income which may not reflect
actual cash flows. For example, high depreciation may inflate net income while reducing
cash flows available for other purposes.

5. Comparison with Other Capital Budgeting Techniques

The 'accounting rate of return example' highlights the limitations of the ARR compared to
more sophisticated methods such as NPV and IRR. NPV directly incorporates the time
value of money, offering a more accurate measure of an investment's profitability. IRR
determines the discount rate at which the NPV of an investment equals zero, providing a
useful benchmark for comparison across projects.

6. Conclusion

The accounting rate of return is a simple method for evaluating potential investments.
However, its failure to account for the time value of money and reliance on accounting
data severely limit its accuracy and reliability. While an 'accounting rate of return
example' can be useful for preliminary screening or for those unfamiliar with more
complex methods, it should not be the sole basis for making investment decisions. More
comprehensive techniques like NPV and IRR are crucial for a thorough and accurate
assessment of investment opportunities.

FAQs

1. What is the difference between ARR and IRR? ARR doesn't consider the time value of
money, while IRR does. IRR calculates the discount rate that makes the NPV of an
investment zero, providing a more accurate representation of profitability.

1. How does depreciation affect the ARR? The choice of depreciation method directly
impacts the calculated net income, and consequently the ARR. Different methods will
result in different ARRs for the same investment.

1. Can ARR be used for mutually exclusive projects? While ARR can be calculated for
mutually exclusive projects, it's not the ideal method for choosing between them due
to its inability to consider the time value of money and project size.



1. What is a reasonable ARR? A reasonable ARR depends on the company's hurdle rate
and the risk associated with the investment. Generally, a higher ARR is preferred,
but it must be considered in conjunction with other investment criteria.

1. What are the advantages of using ARR? ARR's main advantage is its simplicity and
ease of understanding. This makes it accessible to individuals without a strong
finance background.

1. What are the limitations of using ARR? The primary limitation is its disregard for the
time value of money. Additionally, it relies on accounting data, which can be subject
to manipulation.

1. How can I improve the accuracy of ARR calculations? Using a more realistic estimate
of the average investment and carefully considering the chosen depreciation method
can slightly improve the accuracy of ARR calculations.

1. When is it appropriate to use ARR? ARR can be useful for a quick, preliminary
assessment of investments, particularly when combined with other investment
criteria.

1. Can ARR be negative? Yes, if the average annual net income is negative, the
resulting ARR will be negative, indicating an unprofitable investment.
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the NPV method, including step-by-step calculations and examples.

1. Internal Rate of Return (IRR) Explained: A comprehensive guide to understanding
and calculating IRR, highlighting its advantages and disadvantages compared to



ARR.

. Payback Period Method: A Simple Investment Appraisal Technique: An exploration of
the payback period method, comparing its simplicity and limitations to ARR.

. Capital Budgeting Techniques: A Comparative Analysis: A comparative analysis of
various capital budgeting techniques, including ARR, NPV, IRR, and payback period.

. Depreciation Methods and Their Impact on Investment Decisions: An in-depth look at
different depreciation methods and how they affect the calculated ARR and other
financial metrics.
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investment appraisal, improving the decision-making process beyond simple ARR
calculations.

. Real-World Applications of Capital Budgeting Techniques: Provides examples of how
NPV, IRR, and ARR are applied in various business contexts.

. Avoiding Common Mistakes in Capital Budgeting: Identifies common errors in
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accounting rate of return example: Budgeting Basics and Beyond Jae K. Shim, Joel G.
Siegel, 2008-12-03 If the very thought of budgets pushes your sanity over the limit, then this
practical, easy-to-use guide is just what you need. Budgeting Basics and Beyond, Third Edition



equips you with an all-in-one resource guaranteed to make the budgeting process easier, less
stressful, and more effective. Written by Jae Shim and Joel Siegel, the new edition covers Balanced
Scorecard, budgeting for nonprofit organizations, business simulations for executive and
management training, and much more!

accounting rate of return example: Estimating the Economic Rate of Return From
Accounting Data (RLE Accounting) Richard Brief, 2013-11-26 Published between 1965 and 1985 the
papers in this collection address the problem of using accounting data to estimate the economic rate
of return. The search for a solution to this problem has been an important episode in the history of
accounting thought. The papers reprinted in this volume are the foundation of this intellectual effort.
Ten articles and six notes and comments are reprinted here. Seven of the papers were published in
UK journals and the rest in US publications. Bringing them together in one book will facilitate
research on this important subject.

accounting rate of return example: Not Just A Living Mark Henricks, 2003-07-03 As people
have come to yearn for more fulfilling and creative work, many are realizing their dreams by leaving
the corporate life behind and creating businesses around the things they love. In Not Just a Living,
Mark Henricks explores the genesis of this cultural and social phenomenon and offers a
comprehensive approach for assessing your own potential, taking the plunge, and building a
business that helps you fulfill both personal and professional aspirations. Combining the authority of
firsthand experience, colorful and engaging stories from the front lines, and a variety of diagnostic
and planning tools, Henricks shows you how to determine whether the entrepreneurial route is right
for you, recognize opportunities, overcome obstacles, plan your course, and launch and sustain your
business-whether it's a solo venture out of your garage or a multi-million-dollar enterprise.

accounting rate of return example: Capital Budgeting Don Dayananda, 2002-10-17 This book
explains the financial appraisal of capital budgeting projects.

accounting rate of return example: International Project Accounting A. D. F. Price, 1995

accounting rate of return example: Accounting: Business Reporting for Decision Making, 7th
Edition Jacqueline Birt, Keryn Chalmers, Suzanne Maloney, Albie Brooks, Judy Oliver, David Bond,
2020-01-21 The seventh edition of Birt's Accounting textbook is designed for the core accounting
unit in a business or commerce degree. Many students who plan to major in soft-side disciplines
such as marketing or human resource management need a clear and accessible text that emphasises
the relevance of accounting to business. The Accounting interactive e-text features a range of
instructional media content designed to provide students with an engaging learning experience. This
includes practitioner videos from Ernst & Young, animated work problems and questions with
immediate feedback. Birt’s unique resource can also form the basis of a blended learning solution
for lecturers.

accounting rate of return example: Principles of Accounting Volume 2 - Managerial
Accounting Mitchell Franklin, Patty Graybeal, Dixon Cooper, 2019-02-14 A less-expensive grayscale
paperback version is available. Search for ISBN 9781680922936. Principles of Accounting is
designed to meet the scope and sequence requirements of a two-semester accounting course that
covers the fundamentals of financial and managerial accounting. This book is specifically designed
to appeal to both accounting and non-accounting majors, exposing students to the core concepts of
accounting in familiar ways to build a strong foundation that can be applied across business fields.
Each chapter opens with a relatable real-life scenario for today's college student. Thoughtfully
designed examples are presented throughout each chapter, allowing students to build on emerging
accounting knowledge. Concepts are further reinforced through applicable connections to more
detailed business processes. Students are immersed in the why as well as the how aspects of
accounting in order to reinforce concepts and promote comprehension over rote memorization.

accounting rate of return example: Financial Management Dr. B. Sankaran, Dr. N.
Manicka Mahesh , Dr. N. Kannan, 2022-06-14 Buy E-Book of Financial Management Book For MBA
2nd Semester of Anna University, Chennai

accounting rate of return example: What Every Engineer Should Know about




Accounting and Finance Jae K. Shim, Norman Henteleff, 1994-10-20 Presents the fundamental
finance and accounting processes, methods, strategies and terminology necessary for engineers and
engineering managers to interpret financial data properly - examining topics such as cost and
break-even analysis, the time value of money, financial ratios and discounted cash flow techniques.
The information is designed to en

accounting rate of return example: The Continuing Debate Over Depreciation, Capital and
Income (RLE Accounting) Richard P. Brief, 2014-02-05 Beginning with first principles, then
discussing the origin and evolution of the debate over depreciation, capital and income, several
related topics are addressed in this volume originally published in 1993. These include the allocation
problem, interest rate approximations, issues concerning financial reporting and analysis and the
meaning and economic impact of ‘accounting error’. The underlying themes concern the importance
of history and the need for an appreciation of basic concepts and relationships in accounting

accounting rate of return example: Wiley CPA Exam Review 2008 O. Ray Whittington,
Patrick R. Delaney, 2007-12-04 Completely revised for the new computerized CPA Exam Published
annually, this comprehensive, four-volume study guide for the Certified Public Accountants (CPA)
Exam arms readers with detailed outlines and study guidelines, plus skill-building problems and
solutions that help them to identify, focus, and master the specific topics that need the most work.
Many of the practice questions are taken from previous exams, and care is taken to ensure that they
cover all the information candidates need to pass the CPA Exam. Broken down into four
volumes-Regulation, Auditing and Attestation, Financial Accounting and Reporting, and Business
Environment and Concepts-these top CPA Exam review study guides worldwide provide: More than
2,700 practice questions Complete information on the new simulation questions A unique modular
structure that divides content into self-contained study modules AICPA content requirements and
three times as many examples as other study guides

accounting rate of return example: Winning Business RICH GILDERSLEEVE, 1999 Today's
business environment is a competition, and business managers need the right game plan if they
want to win. Successful businesses do a lot of the same things well. They track inventories,
expenses, growth, break-even units, margins, employee turnover, compensation plans, return on
training, sales, earnings per employee, and a host of other statistics. But to win in business,
managers need to do more than track these benchmarks. They need to improve results. Winning
Business provides the benchmarks business managers should track. It shows managers how to
calculate each benchmark, AND presents ways to improve their results. In short, this book provides
a company with a blueprint for success. Each benchmark produces a value that managers can track
over time to monitor the impact on their operations. To help managers evaluate their performance, it
provides industry-wide benchmarks that list the results retailers, manufacturers, and even
publishers should target. Winning Business provides benchmarks for: Managerial accounting Sales
and marketing Employee benefits Financial performance Market indicators Inventory analysis Many
others Included FREE is a full, multimedia version of Winning Business. The CD-ROM includes
Winning Business MultiMedia in Adobe pdf (Portable Document Format) file format for Win
95/98/NT 3.51 or above, Mac System 7.5 or higher, UNIX, and other platforms. You'll get all 257 tips
from the book complete with their workable equations. BONUS for Windows 95, 98, NT 3.51 or
above users: Financial Analysis Calculator, Version 1.1.0. With this free program, you can enter your
company's financial statement information and watch as the program automatically performs all of
the ratio calculations for you. In an instant, you can have a vast array of critical performance
characteristics mapped out for you.

accounting rate of return example: Operations Research D S Hira, 1992 The author have
used numerical examples as the means for presentation of the underlying ideas of different
operations research techniques.Accordingly,a large number of comprehensive solved
examples,taken from a variety of fields,have been added in every chapter and they are followed by a
set of unsolved problems with answers(and hints wherever required)through which readers can test
their understanding of the subject matter.The book,in its present form,contains around



650,examples, 1,280 illustrative diagrams.

accounting rate of return example: FINANCIAL MANAGEMENT Dr. B. N. Gupta ‘Ravi’,
Subhash Gosavi, 2023-11-01 Buy Financial Management e-Book for Mba 2nd Semester in English
language specially designed for SPPU ( Savitribai Phule Pune University ,Maharashtra) By Thakur
publication.

accounting rate of return example: Fundamentals of Investment Appraisal Martina Rohrich,
2007 How to make sound investment decisions: Based on a continuing case study this
comprehensive analysis paces a sure way through the variety of investment appraisal methods. The
companion text ‘Grundlagen der Investitionsrechnung: Eine Darstellung anhand einer Fallstudie' is
available in German.

accounting rate of return example: Accounts Made Easy Robert Dransfield, Martin Coles,
2001 Written for advanced and undergraduate level students and managers within business, this
text focuses on key principles of accounts - avoiding unnecessary complexity and irrelevant topics.

accounting rate of return example: Estimating the Cost of Capital Implied by Market
Prices and Accounting Data Peter Easton, 2009 Estimating the Cost of Capital Implied by Market
Prices and Accounting Data focuses on estimating the expected rate of return implied by market
prices, summary accounting numbers, and forecasts of earnings and dividends. Estimates of the
expected rate of return, often used as proxies for the cost of capital, are obtained by inverting
accounting-based valuation models. The author describes accounting-based valuation models and
discusses how these models have been used, and how they may be used, to obtain estimates of the
cost of capital. The practical appeal of accounting-based valuation models is that they focus on the
two variables that are commonly at the heart of valuations carried out by equity analysts -- forecasts
of earnings and forecasts of earnings growth. The question at the core of this monograph is -- How
can these forecasts be used to obtain an estimate of the cost of capital? The author examines the
empirical validity of the estimates based on these forecasts and explores ways to improve these
estimates. In addition, this monograph details a method for isolating the effect of any factor of
interest (such as cross-listing, fraud, disclosure quality, taxes, analyst following, accounting
standards, etc.) on the cost of capital. If you are interested in understanding the academic literature
on accounting-based estimates of expected rate of return this monograph is for you. Estimating the
Cost of Capital Implied by Market Prices and Accounting Data provides a foundation for a deeper
comprehension of this literature and will give a jump start to those who have an interest in these
topics. The key ideas are introduced via examples based on actual forecasts, accounting information,
and market prices for listed firms, and the numerical examples are based on sound algebraic
relations.

accounting rate of return example: Accounting in a Nutshell Janet Walker, 2011-04-08
Designed primarily for middle and junior management who deal with financial information without
really understanding the content; students who are studying accounting as a non-specialist subject,
for example on a business studies or engineering course. The book serves as a basic reference to be
used throughout the course. It will also be particularly helpful in providing the basic grounding that
is required before moving on to the more technical and in-depth study of the subject that may be
required on some courses. Students who are embarking on a course of study to become a
professional accountant will also find this book of major benefit. In addition to revisions through out,
a new new chapter 'Making long-term investment decisions' covering capital investment decisions,
extends and rounds out the final part of the book: using Financial Information to Manage a Business.
The chapter deals with the investment appraisal process and covers the main investment appraisal
techniques from the point of view of a non-specialist: payback periods, accounting rate of return and
discounted cash flow methods are just some of the new topics covered. The focus will be on the level
of understanding that a non-specialist requires in the work place as such, in keeping with the rest of
the book, the chapter includes practical examples and exercises to enhance the reader's
understanding. Jargon free and easy to understand - no prior knowledge of the subject necessary
Focuses on the principles and use of accounting information Review questions to assess progress at




each stage and many fully worked exercises and examples

accounting rate of return example: Handbook of Cost and Management Accounting
Zahirul Hoque, 2005 This handbook is intended primarily for practitioners such as accountants,
auditors, financial analysts, business managers, and chief executives. The primary focus of this book
is on techniques and concepts of cost and management accounting for strategic business decisions.
In order to survive in the changing business environment, organizations should rethink their
strategic philosophy and the role of management accounting. Management accounting systems exist
to help managers make economic decisions. In preparing and assessing their strategic plans,
organizations need information on many areas of their business environment. Management
accounting is also in a process of change. While some businesses continue to use conventional
methods of costing, performance measurement and cost analysis, increasing numbers are adopting
activity based cost allocation system, strategic oriented investment decisions models, and multiple
performance measures such as the Balanced Scorecard. This handbook focuses on both conventional
and contemporary issues in cost and management accounting. It presents an intriguing combination
of 20 chapters, separated for presentation purpose into seven themes, dealing respectively with:
organizational planning and controls; costing for business decisions; pricing decisions; capital
budgeting decisions; performance measurement and benchmarking; contemporary management
accounting tools; and management accounting for the public sector. All chapters in this handbook
provide both retrospective and modern views and commentaries by knowledgeable scholars in the
field, who are able to offer unique insights on the changing role of cost and management accounting
in today's businesses.

accounting rate of return example: Accounting for Value Stephen Penman, 2010-12-30
Accounting for Value teaches investors and analysts how to handle accounting in evaluating equity
investments. The book's novel approach shows that valuation and accounting are much the same:
valuation is actually a matter of accounting for value. Laying aside many of the tools of modern
finance the cost-of-capital, the CAPM, and discounted cash flow analysis Stephen Penman returns to
the common-sense principles that have long guided fundamental investing: price is what you pay but
value is what you get; the risk in investing is the risk of paying too much; anchor on what you know
rather than speculation; and beware of paying too much for speculative growth. Penman puts these
ideas in touch with the quantification supplied by accounting, producing practical tools for the
intelligent investor. Accounting for value provides protection from paying too much for a stock and
clues the investor in to the likely return from buying growth. Strikingly, the analysis finesses the
need to calculate a cost-of-capital, which often frustrates the application of modern valuation
techniques. Accounting for value recasts value versus growth investing and explains such curiosities
as why earnings-to-price and book-to-price ratios predict stock returns. By the end of the book,
Penman has the intelligent investor thinking like an intelligent accountant, better equipped to
handle the bubbles and crashes of our time. For accounting regulators, Penman also prescribes a
formula for intelligent accounting reform, engaging with such controversial issues as fair value
accounting.

accounting rate of return example: Managerial Accounting for Business Decisions Ray
Proctor, 2009 Focussing squarely on the needs of today's business and non-specialist accounting
students, the aim of this book is to set management accounting into a contemporary real world
context, helping students to apply the theories they learn to management situations and to use clear
thinking to obtain the best financial outcome. Proctor will assist the reader in the core areas of
understanding the principles of management accounting, mastering the numerical aspects of the
subject, interpreting the results and understanding the contribution management accounting can
make to the management process. Frequently praised for the quality and clarity of writing, this book
combines appropriate depth of coverage with a manageable size and a clear and uncluttered layout.
It takes an explicitly managerial and practitioner perspective throughout and features really strong
application to the real business world.

accounting rate of return example: The Vest Pocket CFO Jae K. Shim, Joel G. Siegel,



2005-05-27 The perfect speedy reference for today's overburdened financial managers The Vest
Pocket CFO, Second Edition offers vital support for CFOs and financial executives who need to
simplify their day-to-day workloads. Written in any easy Q & A format and packed with checklists,
samples, and worked-out solutions to a wide variety of finance and accounting problems, it speeds
readers through such complex tasks as Sarbanes-Oxley compliance, internal control and financial
reporting, financial statement analysis, and much more. This small but powerful resource helps busy
financial managers: * Solve business problems with instant access to key techniques, tips, and
strategies * Analyze, evaluate, and solve financial issues in a hurry with handy ratios, procedures,
and rules of thumb * Use sample reports and guidelines to help complete complex tasks in a jiffy

accounting rate of return example: Handbook of Financial Analysis, Forecasting, and
Modeling Jae K. Shim, Joel G. Siegel, 2001-01-01 Accompanying CD-ROM ... includes spreadsheet
models with ready-to-use formulas ...

accounting rate of return example: CFO Fundamentals Jae K. Shim, Joel G. Siegel, Allison I.
Shim, 2012-03-06 The thorough reference that goes wherever you go The Complete CFO Reference
is the perfect up-to-date reference tool for today's busy CFO, controller, treasurer, and other finance
professionals. Written in an easy format and packed with checklists, samples, and worked-out
solutions for a wide variety of accounting and finance problems, readers can take this handy
reference wherever they go-on a business trip, visiting a client, conducting a conference call, or
attending a meeting. Covers all major developments in finance and accounting every CFO needs to
know about including IFRS, Web-based planning, and ranging from financial reporting and internal
control to financial decision making for shareholder value maximization Includes tables, forms,
checklists, questionnaires, practical tips, and sample reports Incorporates Accounting Standards
Codification (ASC) throughout the book, as well as coverage of International Financial Reporting
Standards (IFRS) and its impact on financial reporting, XBRL reporting, risk management and
disaster recovery, Web-based planning and budgeting, Web 2.0, cloud computing, and
environmental costing Simplifying day-to-day work in dozens of critical areas, The Complete CFO
Reference is the perfect up-to-date reference tool for today's busy chief financial officer (CFO),
controller, treasurer, financial director, budgeting director, and other financial professionals in
public practice and private industry.

accounting rate of return example: Quantitative Planning and Control Yuji Ijiri, Andrew B.
Whinston, 2014-06-28 Quantitative Planning and Control: Essays in Honor of William Wager Cooper
on the Occasion of His 65th Birthday features a collection of papers prepared by students and
associates of William Wager Cooper to honor him on the occasion of his sixty-fifth birthday. The book
centers on the theme of Quantitative Planning and Control, the theme to which much of Professor
Cooper's research effort has been devoted. The theme covers diverse fields of inquiry as reflected in
the articles in this book, which are organized in four parts: (1) mathematical programming and
decision models; (2) economic development and firm growth; (3) manpower planning and design;
and (4) accounting and control. At the core of all of the articles in this book lies a belief that
analytical approaches can help solve all managerial problems, a philosophy that is deeply rooted in
Professor Cooper's thinking. This book demonstrates how this fundamental view on management can
be reflected in dealing with problems in various fields of management. In particular, the book
focuses on three main areas of application of this view, economic development, manpower planning,
and accounting and control, along with the subject of developing tools that are necessary for solving
managerial problems analytically.

accounting rate of return example: Profits and Rates of Return T. P. Hill, Organisation for
Economic Co-operation and Development, 1979

accounting rate of return example: Financial Accounting Mr.S.Muthupandi, Dr.Meenakshi.N,
Dr.N.Aruna Kumari, Mr.Varun Kumar.T, Dr.A.Vennila, Mrs.A.Rameeza, 2024-09-21
Mr.S.Muthupandi, Assistant Professor, Department of Commerce, Ayya Nadar Janaki Ammal
College, Sivakasi, Virudhunagar, Tamil Nadu, India. Dr.Meenakshi.N, Assistant Professor,
Department of Commerce, Saveetha School of Law, Saveetha Institute of Medical and Technical



Sciences, Chennai, Tamil Nadu, India. Dr.N.Aruna Kumari, Assistant Professor, Department of
Management, VNR Vignana Jyothi Institute of Engineering and Technology, Hyderabad, Telangana,
India. Mr.Varun Kumar.T, Assistant Professor, Department of Commerce (SF), Fatima Mata National
College (Autonomous), Kollam, Kerala, India. Dr.A.Vennila, Assistant Professor, Department of
Commerce, Avinashilingam Institute for Home Science and Higher Education for Women,
Coimbatore, Tamil Nadu, India. Mrs.A.Rameeza, Assistant Professor, PG & Research Department of
Commerce, Jamal Mohamed College (Autonomous), Affiliated with Bharathidasan University,
Tiruchirappalli, Tamil Nadu, India.

accounting rate of return example: Profitability, Accounting Theory and Methodology
Geoffrey Whittington, 2007-06-11 An important scholar in the history of accounting, Geoffrey
Whittington's numerous articles cover a broad spectrum of the field and are both sharply insightful
and extremely significant. He has made important contributions to the topics of inflation accounting,
accounting theory and methodology and standard-setting, and he has conducted a number of
valuable empirical studies. This remarkable collection pulls together essays and articles and
encompasses his work on empirical studies based on company accounts, specification of empirical
models, price change accounting, taxation and regulation, and regulation of accounting and
auditing. Accompanied by a new introduction and conclusion, this significant volume will be
extremely useful for historians of accounting as well as accountancy practitioners and researchers.

accounting rate of return example: Cost Accounting for Health Care Organizations
Steven A. Finkler, David Marc Ward, 1999 This book provides a thorough coverage of the essentials
of cost accounting from a health care perspective. It covers all of the basic tools of cost accounting
common to all industries, and uses health care examples. Part I provides the reader with a solid
foundation in the essentials of cost accounting. The chapters in this section provide an introduction
to costing and cost definitions. Various approaches to product costing and cost allocation are
discussed. Breakeven analysis is also covered, as are techniques for making nonroutine decisions.
Part II presents a number of specific tools for improved planning and control. The chapters in this
section focus on forecasting and prediction of future costs, budgeting, flexible budgeting, variance
analysis, and management control. Part I1I addresses a number of additional cost accounting tools
that can be helpful in generating management information for decision making. Specifically, there
are chapters on cost accounting, productivity measurement, inventory, uncertainty, information
systems, and performance evaluation. The criticisms of cost accounting and a number of suggested
approaches for improvement are discussed in Part IV. The chapters in this part also examine
activity-based costing, total quality management, and the future of costing. Each chapter is followed
by one or more articles that apply some of the material discussed in the chapter. The last chapter
provides a summary of the book.

accounting rate of return example: Flashpoint CPA Review - Business Environment and
Concepts 2010 Daniel Twyman, 2010-03-19 Flashpoint's review book was written with one goal in
mind ' to prepare students for the CPA exam in the shortest amount of time possible. This book was
specifically designed to help pass the exam, not to explain every minor detail of the accounting
profession. Brief explanations and simple examples are used to teach the material quickly. Students
will not find page after page of boring FASB statements or in-depth analysis of complex accounting
procedures. Instead, they will find bold headings, plain English descriptions, and pointed examples
to help them quickly understand the material. Anyone looking for a simplified review will find that
this book is a quick and powerful way to prepare for the CPA exam. For more information, visit
http://www.flashpointcpareview.com

accounting rate of return example: Introduction to Corporate Finance Ale Frino, Amelia
Hill, Zhian Chen, 2015-05-20 The only Introductory Finance text with a ‘keep it simple’
decision-making approach and unique industry perspective. The continuing instability in global
financial markets highlights the critical importance of making informed decisions that maximise
corporate value while minimising risk. Introduction to Corporate Finance 5e takes a unique industry
approach that gives students a concise and complete overview of the financial decisions that



corporations make, and the actual tools and analysis they use to do so. This Australian text has been
developed for one semester, undergraduate and postgraduate introductory finance courses. It is
clear, concise and easy for students to follow, whilst still providing a rigorous and comprehensive
introduction to the fundamentals of the finance industry.

accounting rate of return example: Essentials of Corporate Financial Management Glen
Arnold, 2007 This text on corporate financial management covers topics such as project appraisal,
risk and project appraisal, equity capital, debt finance, value-based management, capital structure,
and dividend policy.

accounting rate of return example: Schaum's Outline of Cost Accounting, 3rd, Including 185
Solved Problems Ralph S. Polimeni, James A. Cashin, Sheila Handy, 1994-01-22 Confusing
Textbooks? Missed Lectures? Not Enough Time? Fortunately for you, there's Schaum's Outlines.
More than 40 million students have trusted Schaum's to help them succeed in the classroom and on
exams. Schaum's is the key to faster learning and higher grades in every subject. Each Outline
presents all the essential course information in an easy-to-follow, topic-by-topic format. You also get
hundreds of examples, solved problems, and practice exercises to test your skills. This Schaum's
Outline gives you Practice problems with full explanations that reinforce knowledge Coverage of the
most up-to-date developments in your course field In-depth review of practices and applications
Fully compatible with your classroom text, Schaum's highlights all the important facts you need to
know. Use Schaum's to shorten your study time-and get your best test scores! Schaum's
Outlines-Problem Solved.

accounting rate of return example: The Financial Times Handbook of Corporate
Finance Glen Arnold, 2013-08-27 The Financial Times Handbook of Corporate Finance is the
authoritative introduction to the principles and practices of corporate finance and the financial
markets. Whether you are an experienced manager or finance officer, or you're new to financial
decision making, this handbook identifies all those things that you really need to know: - An
explanation of value-based management - Mergers and the problem of merger failures - Investment
appraisal techniques - How to enhance shareholder value - How the finance and money markets
really work - Controlling foreign exchange rate losses - How to value a company The second edition
of this bestselling companion to finance has been thoroughly updated to ensure that your decisions
continue to be informed by sound business principles. New sections include corporate governance,
the impact of taxation on investment strategies, using excess return as a new value metric,
up-to-date statistics which reflect the latest returns on shares, bonds and merger activities and a
jargon-busting glossary to help you understand words, phrases and concepts. Corporate finance
touches every aspect of your business, from deciding which capital expenditure projects are worth
backing, through to the immediate and daily challenge of share holder value, raising finance or
managing risk. The Financial Times Handbook of Corporate Finance will help you and your business
back the right choices, make the right decisions and deliver improved financial performance. It
covers the following areas: - Evaluating your firm’s objectives - Assessment techniques for
investment - Traditional finance appraisal techniques - Investment decision-making in companies -
Shareholder value - Value through strategy - The cost of capital - Mergers: failures and success -
Merger processes - How to value companies - Pay outs to shareholders - Debt finance - Raising
equity capital - Managing risk - Options - Futures, forwards and swaps - Exchange rate risk

accounting rate of return example: Finance for the Nonfinancial Manager Herbert T.
Spiro, 1996-04-11 Finance for the Nonfinancial Manager, Fourth Edition. If you're a manager, odds
are you're playing a larger and moreimportant role in the financial matters of your company. As
today'smarketplace becomes increasingly competitive, it's essential thatall managers have a basic
understanding of the tools, objectives,and functions of finance if they are to stay ahead of
thecompetition. Covering the gamut of the numbers end of management,Finance for the
Nonfinancial Manager helps you develop a soundbasis for carrying out strategic financial planning
anddecision-making responsibilities. This comprehensive reference has served as an indispensable
guidefor executives, managers, and small business owners for almost twodecades. Now in its fourth



edition, this classic has been updatedto reflect the latest federal tax and regulatory legislation, andit
is filled with new charts, tables, and examples suitable for theneeds of today's manager. From basic
economic concepts toaccounting conventions, the broad range of topics examined inFinance for the
Nonfinancial Manager include: cash flow management,banking relationships, security markets,
credit policies, andcapital acquisition. You'll also find practical guidelines for suchimportant skills as
how to: * Interpret balance sheets. * Design budgets and P & Ls. * Apply break-even analyses. *
Decipher financial statements. Now more than ever, being a manager in the competitive
marketplacerequires a solid understanding of key aspects of finance. Thisrevised and expanded
edition of Finance for the NonfinancialManager shows you how to get a handle on the basic concepts
andprinciples you need to run and maintain a successful business.

accounting rate of return example: Cambridge International AS and A Level Accounting
Textbook Harold Randall, David Hopkins, 2012-07-05 Cambridge International AS and A Level
Accounting has been endorsed by University of Cambridge International Examinations. Cambridge
International AS and A Level Accounting offers a thorough coverage of the Cambridge AS and A
Level Accounting syllabus. It includes the latest changes of the syllabus, especially the introduction
of International Accounting Standards (IAS). The combination of easily understandable content and
practice questions makes this book an ideal resource to support teaching and learning for use both
during the course and as an aid to revision.

accounting rate of return example: Creating Shareholder Value Alfred Rappaport, 1986
Begins with dramatic proof of the shortcomings of accounting numbers as earnings per share, return
on investment, and return on equity, and explains to develop value-creating business strategies and
how to ...

accounting rate of return example: Costing Colin Drury, 2013-12-14

accounting rate of return example: Estimating the Economic Rate of Return From
Accounting Data (RLE Accounting) Richard P. Brief, 2013-11-26 Published between 1965 and 1985
the papers in this collection address the problem of using accounting data to estimate the economic
rate of return. The search for a solution to this problem has been an important episode in the history
of accounting thought. The papers reprinted in this volume are the foundation of this intellectual
effort. Ten articles and six notes and comments are reprinted here. Seven of the papers were
published in UK journals and the rest in US publications. Bringing them together in one book will
facilitate research on this important subject.

accounting rate of return example: Wiley CPA Exam Review 2010, Business
Environment and Concepts Patrick R. Delaney, O. Ray Whittington, 2009-12-02 Everything
Today's CPA Candidates Need to Pass the CPA Exam Published annually, this comprehensive
four-volume paperback reviews all four parts of the CPA exam. Many of the questions are taken
directly from previous CPA exams. With 3,800 multiple-choice questions, these study guides provide
all the information candidates need to master in order to pass the computerized Uniform CPA
Examination. Complete sample exam in business environment and concepts The most effective
system available to prepare for the CPA exam-proven for over thirty years Timely-up-to-the-minute
coverage for the computerized exam. Contains all current AICPA content requirements in auditing
and attestation Unique modular format-helps you zero in on areas that need work, organize your
study program, and concentrate your efforts Comprehensive questions-over 3,800 multiple-choice
questions and their solutions in the four volumes Covers the new simulation-style problems
Guidelines, pointers, and tips-show you how to build knowledge in a logical and reinforcing way
Wiley CPA Exam Review 2010 arms test-takers with detailed outlines, study guidelines, and
skill-building problems to help candidates identify, focus on, and master the specific topics that need
the most work.



Additional Resources
Universite of Groni . o . .

Abstract to assess the desirability of a project and to make decisions on the valuation of
firms. Financial statement users make regular use of the accounting rate of return (ARR)
rather than ...

Capital Budgeting Techniques - Shivaji College
Accounting rate of Return (ARR): ARR Method is based on Return on investment concept.
Payback Period is the length of time required to recover the initial investment made in a ...

/method9a.PDF - New York University

The main objective was either to study the relationship between the ARR and the internal
rate of return (IRR) or to use the ARR in the valuation process. In both cases, the basic
framework ...

Fi ial M - Shobhit Uni .
Accounting Rate of Return (ARR) is the average net income an asset is expected to
generate divided by its average capital cost, expressed as an annual percentage. * The
accounting rate ...

Accounting Rates of Return - JSTOR

In most of these studies, firm profitability is measured by an account- ing rate of return
(net income dividend by the book value of assets, hereafter, ARR) rather than an economic
rate of ...

Investment Decision Analysis - Case Western Reserve University

Average Accounting Return (AAR) It is the average project earnings (after taxes and
depreciation), divided by the average book value of the investment during its life.
Example: ...

Accounting Rate Of Return Calculation

Accounting Rate of Return Calculation: Maximizing Your Investment ROI Unlocking the
Secrets to Profitable Investments with ARR Imagine a bustling marketplace, teeming with
vendors ...

Accounting Rate Return Formula

Among the various capital budgeting techniques, the Accounting Rate of Return (ARR)
method stands out as a simple yet effective tool for assessing the profitability of a project.
This article ...

Chapter 9 Solutions - BlackhallPublishing

The accounting rate of return method calculates the estimated overall profit or loss on an
investment project and relates that profit to the amount of capital invested and to the
period for ...

ACCA F9 S16 Notes - OpenTuition

However, do be aware of two other approaches that are common in practice - Accounting
Rate of Return and Payback Period. 5.1. Accounting Rate of Return This approach is an
accounts ...



An Evaluation of the Accounting Rate of Return: Evidence for ...

d other stakeholders rely on them to assess the plans and performance of firms. The
accounting rate of return (ARR), based on accrual concepts and defined as net income
divided by book ...

Calculating Project R f R ]
The purpose of this note is to explain the calculation of the financial rate of return (FRR),
with a view, firstly to clarify the FRR concept and its determination, and secondly to apply
it within the ...

Accounting Rate Of Return Calculation

Economic and Accounting Rates of Return University of firms Financial statement users
make regular use of the accounting rate of return ARR rather than the economic rate of
return IRR to ...

The Role of the Accounting Rate of Return in Financial ...

Raef A. Lawson State University of New York at Albany SYNOPSIS AND INTRODUCTION:
The accounting rate of return (ARR) is "not only a central feature of any basic text on
financial ...

This chapter examines the four main methods of investment ...

vestment appraisal: accounting rate of return, pay ack, net present value and the internal
rate of return. For each of the methods we looked at the use of the methods within a
business ...

RATE OF RETURN: REGULATION - Information Technology ...

1 Rate base is the gross value of the company’s assets, minus accumulated depreciation.
Cost of capital is also called the allowed rate of return and is the interest that the company
pays on its ...

Chapter 06 Lecture Notes (ONLINE)
The modified rate of return method (or MIRR method) uses reasonable borrowing and
reinvestment rates in place of i* and it always produces a single, unique solution.

Accounting Rates of Return: Note - JSTOR

I have shown (1983, ch. 4) that within a rea-sonable set of debt-equity ratios and of equity
risk premiums, the pre-tax debt rate is within two percentage points of the true interest
rate on total ...

Accounting Rates of Return: Comment - JSTOR

Anthony shows that under certain cir- cumstances AD leads to correct accounting
measurement of annual income and rate of return while straight-line depreciation (SLD)
gives misleading ...

Calculating Average Rate of Return (ARR) - WJEC
Calculating Average Rate of Return (ARR) Method and Worked Example The ARR method
calculates the average annual percentage return an investment provides for a business. ...

University of Groni B : , : .

Abstract to assess the desirability of a project and to make decisions on the valuation of
firms. Financial statement users make regular use of the accounting rate of return (ARR)



rather than ...

Capital Budgeting Techniques - Shivaji College
Accounting rate of Return (ARR): ARR Method is based on Return on investment concept.
Payback Period is the length of time required to recover the initial investment made in a ...

/method9a.PDF - New York University

The main objective was either to study the relationship between the ARR and the internal
rate of return (IRR) or to use the ARR in the valuation process. In both cases, the basic
framework ...

Financial Management - Shobhit University

Accounting Rate of Return (ARR) is the average net income an asset is expected to
generate divided by its average capital cost, expressed as an annual percentage. * The
accounting rate ...

Accounting Rates of Return - JSTOR

In most of these studies, firm profitability is measured by an account- ing rate of return
(net income dividend by the book value of assets, hereafter, ARR) rather than an economic
rate of ...

I Decision Analvsis - C W R Uni .
Average Accounting Return (AAR) It is the average project earnings (after taxes and
depreciation), divided by the average book value of the investment during its life.
Example: ...

Accounting Rate Of Return Calculation

Accounting Rate of Return Calculation: Maximizing Your Investment ROI Unlocking the
Secrets to Profitable Investments with ARR Imagine a bustling marketplace, teeming with
vendors ...

Accounting Rate Return Formula

Among the various capital budgeting techniques, the Accounting Rate of Return (ARR)
method stands out as a simple yet effective tool for assessing the profitability of a project.
This article ...

Chapter 9 Solutions - BlackhallPublishing

The accounting rate of return method calculates the estimated overall profit or loss on an
investment project and relates that profit to the amount of capital invested and to the
period for ...

A\CCA F9 S16 N L Tuiti
However, do be aware of two other approaches that are common in practice - Accounting
Rate of Return and Payback Period. 5.1. Accounting Rate of Return This approach is an
accounts ...

An Evaluation of the Accounting Rate of Return: Evidence ...

d other stakeholders rely on them to assess the plans and performance of firms. The
accounting rate of return (ARR), based on accrual concepts and defined as net income
divided by book ...



Calculating Project Rates of Return - ecgnet.org

The purpose of this note is to explain the calculation of the financial rate of return (FRR),
with a view, firstly to clarify the FRR concept and its determination, and secondly to apply
it within the ...

\ ina R F R ~alculati
Economic and Accounting Rates of Return University of firms Financial statement users
make regular use of the accounting rate of return ARR rather than the economic rate of
return IRR to ...

The Role of the Accounting Rate of Return in Financial ...

Raef A. Lawson State University of New York at Albany SYNOPSIS AND INTRODUCTION:
The accounting rate of return (ARR) is "not only a central feature of any basic text on
financial ...

This cl nes the f 1 methods of i

vestment appraisal: accounting rate of return, pay ack, net present value and the internal
rate of return. For each of the methods we looked at the use of the methods within a
business ...

RATE OF RETURN: REGULATION - Information Technology ...

1 Rate base is the gross value of the company’s assets, minus accumulated depreciation.
Cost of capital is also called the allowed rate of return and is the interest that the company
pays on its ...

Chapter 06 Lecture Notes (ONLINE)
The modified rate of return method (or MIRR method) uses reasonable borrowing and
reinvestment rates in place of i* and it always produces a single, unique solution.

Accounting Rates of Return: Note - JSTOR

I have shown (1983, ch. 4) that within a rea-sonable set of debt-equity ratios and of equity
risk premiums, the pre-tax debt rate is within two percentage points of the true interest
rate on total ...

Anthony shows that under certain cir- cumstances AD leads to correct accounting
measurement of annual income and rate of return while straight-line depreciation (SLD)
gives misleading ...

Accounting Rate Of Return Example

Accounting Rate Of Return Example
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