
A
AAA (American Accounting Association), 11–12, 19
Accelerated depreciation method, 506
Account form, 148
Accounting, 4d; accrual, 50–51; cash basis, 50–51;

changes and errors. See restatements; demand for, 3;
estimates, change in, 200–202; financial, 6–7; mana-
gerial, 6–7; periods, 47, 47f; policies, 141–142; stan-
dards. See principles; standards; survey of trends, 3

Accounting cycle: accrued: expenses, 78–79; income
taxes, 79, 79n; interest, 78–79; revenues, 79; salaries,
78; adjusted trial balance, 82, 82d, 82f; allowances,
86–87; bad debt expense, 80–81; control accounts,
93; deferred revenue, 77–78, 77d; depreciation
expense, 80; discounts, 86–87; error detection,
74–76; estimated items, 80; general journal, 70d, 71;
general ledger, 73d, 75f; journal entries, 71d; journal-
izing, 71d; major steps: adjusting entries, preparing,
76–81, 77f; closing entries, preparing, 84–86, 85f;
financial statements, preparing, 81–84; general jour-
nal, recording in, 70–73; ledger, posting to, 73–76;
net sales, 87; periodic inventory system, 71n, 87–88;
perpetual inventory system, 71; posting, 73–74d; pre-
paid expenses, 76; purchases allowance, 87; pur-
chases discount, 87; returns, 86–87, 87n; reversing
entries, 90–91d, 91–92; sales allowances, 86–87; sales
returns, 86–87; slide errors, 74–75; special journals,
71d, 93–94, 93d; subsidiary ledgers, 74n, 92–93, 93d,
93f; transactional analysis, 72–73f; transposition
errors, 74–75; trial balances, 74–76, 74d; worksheets,
88–90, 89f

Accounting equation, 66–67, 68f

Accounting information. See also useful information:
capital, obtaining, 4–5; capital markets, 4–5, 4f;
external users, 5–6d, 6n; financial accounting, 6–7d,
7f; guiding principles. See generally accepted
accounting principles (GAAP); principles; internal
users, 5–6d; managerial accounting, 6–7d, 7f; pri-
mary markets, 4f, 5d; reporting, 6n. See also financial
reporting; secondary markets, 4–5d, 4f; uses of, 4–5

Accounting Interpretations, 9f, 17–18
Accounting Principles Board (APB), 10
Accounting Research Bulletins (ARBs). See ARBs

(Accounting Research Bulletins).
Accounting Research Study No. 10, 569–570

Accounting systems: accounts, 67d; balances, 69d; chart
of, 67; contra, 69; credits, 68; debits, 68; double-entry
system, 68, 68f; numbering, 67; permanent, 68–69;
physical forms, 68; T-accounts, 68; temporary, 68–69;
accrual-basis: converting from cash-basis, 95–97, 96f;
principles, 50–51; transactional approach, 171–172;
assets, 66d; cash-basis, 95–97; components of, 66–70;
computer software for, 94–95; contributed capital,
67d; dividends, 67d; events, 67d; expenses, 67d; liabil-
ities, 66d; major steps, 66–67; residual equity theory
model, 66–67; retained earnings, 67d; revenues, 67d;
source documents, 67d; stockholders’ equity, 66d;
transactions, 67d

Accounting Trends and Techniques, 9f, 18
Accounts, 67d; balances, 69; chart of, 67; contra, 69;

credits, 68; debits, 68; double-entry system, 68, 68f;
numbering, 67; payable, computer software for, 94;
permanent, 68–69; physical forms, 68; receivable,
310d. See also receivables; asset valuation, 323;
assigning, 325–326; cash (sales) discount, 313–314;
computer software for, 94; credit policy, 312–313;
disclosure of financing agreements, 328; factoring,
326–327; financing agreements, 323–328; generat-
ing cash from, 322–328; gross discount method,
313–314; as loan collateral, 324–328; net discount
method, 313–314; net realizable value, 322–323;
pledging, 324; selling, 326–327; T-accounts, 68; tem-
porary, 68–69

Accounts receivable conversion (ARC), 304–305
Accrual of loss contingencies, 613–614
Accrual-basis accounting: converting from cash-basis,

95–97, 96f; principles, 50–51; transactional
approach, 171–172

Accrued: expenses, 78–79; income taxes, 79, 79n; inter-
est, 78–79; liabilities, current liabilities, 595–598;
post retirement benefit cost, 1037; revenues, 79;
salaries, 78

Accumulated: benefit obligation, 999d; other comprehen-
sive income, 139–140; postretirement benefit obliga-
tion (APBO), 1035; rights, current liabilities, 596

Acid-test ratio, 271
Activity depreciation methods, 509–510
Activity ratios, 272–273
Actual return on plan assets, 999d

Actuarial funding method, 999d

Actuarial present value, 999d

Note: The letter n following a page number indicates a footnote; the letter f, an exhibit; the letter d, a definition.

Index
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Additional paid-in capital, 138, 770–771
Additions to property, plant, and equipment, 476
Adjusted trial balance, 82, 82d, 82f

Adjusting entries, preparing, 76–81, 77f

Administrative expenses, 184–185
Advances, current liabilities, 595
Advancing costs and expenses. See accrual-basis

accounting.
Adverse opinions, 249
Advertising costs, current liabilities, 610–611
Aflac, 704–705
Aggregation, segment reports, 251
Aging accounts receivable, 318–320, 318d

AICPA (American Institute of Certified Public
Accountants). See American Institute of Certified
Public Accountants (AICPA).

AICPA Statement of Position: No. 81-1, 895; No. 97.2,
917; No. 98-1, 561; No. 98-5, 466, 562

AIG (American International Group’s), 1199
Alcoa, 800
All-inclusive concept, 181–183
Allowance for doubtful accounts, 316
Allowance method, 316, 366n, 420
Allowances, 86–87
Alternative income captions, 189
Alternative minimum tax, 976–977
America Online (AOL), 611
American Accounting Association (AAA), 11–12, 19
American Institute of Certified Public Accountants

(AICPA): history of, 17–18; history of GAAP, 8; pub-
lications, 17–18; survey of accounting trends, 3

American International Group (AIG), 1199
Amortization, 504d; bonds: acquired between interest

dates, 718, 718n; discounts, 645–653, 715–717; effec-
tive interest, 648–651, 648n; premiums, 645–653,
715–717; straight-line, 645–647, 646n; debt securi-
ties, 714n; intangible assets, 552–553, 553n, 558f;
loss, debt securities, 714n; unrecognized prior service
costs, 1046–1047

Analysis. See financial analysis.
Anheuser-Busch, 514
Annual report (10-K form), 16, 145–146, 262d

Annual reports, 7, 69d

Annuities, M10d; future value: annuities due, M13–14;
ordinary annuities, M10–13; present value: annuities,
M14; annuities due, M18–21; deferred annuities due,
M21–24; ordinary annuities, M14–18

APB (Accounting Principles Board), 10
APB Opinions, 10d. See also standards; No. 4, 32; No. 8,

998; No. 9, 195, 970; No. 10, 656, 909, 914; No. 11,

949; No. 12, 481, 513, 658, 855; No. 14, 656, 658,
795–796; No. 16, 181; No. 18, 729, 732n; No. 19,
210; No. 21, 312, 329, 645, 649, 651, 661–662, 664,
714–715; No. 22, 141; No. 25, 781; No. 26, 655; No.
28, 257, 387, 421; No. 29, 465–466, 844; No. 30,
181, 196, 655, 970; principles of accounting, 10;
Securities and Exchange Commission (SEC), 17

APB Statement No. 4, 906
Apple Computer, Inc., 332
Appraisal systems, 518
ARBs (Accounting Research Bulletins): history of, 10;

No. 43, 10, 424; No. 45, 895, 904; No. 47, 997–998
ARC (accounts receivable conversion), 304–305
Articles of incorporation, 767
Assets, 52d, 66d, 122d; in the accounting equation, 66;

cost, depreciation, 504; current, 128–129, 128d;
fixed, 133d; intangible, 134d; liquid, 132d; other,
134; retirement obligations, 479; return on total,
270; separable, 132d; valuation, 123–127, 124f; valu-
ation, accounts receivable, 323

Assigning: accounts receivable, 325–326; notes receiv-
able, 330–331

Assumptions, 46f. See also cost flow assumptions; prin-
ciples; accounting period, 47, 47f; changes in value
over time, 48; continuity, 46–47; economic entities,
45; fiscal year, 47; going concern, 46–47; monetary
unit, 48; period of time, 47

Audit committee reports, 249–251
Auditing, 8, 308n

Auditor’s reports, 248–249f; adverse opinions, 249; def-
inition paragraph, 247; description, 246; disclaimer
of opinion, 249; inherent limitations paragraph,
247; introductory paragraph, 246–247; opinion
paragraph, 247–248; opinions expressed, 246; quali-
fied opinions, 249; scope paragraph, 247

Authorized capital stock, 769
Available-for-sale securities, 707d; debt securities,

708–714, 709n, 724; equity securities, 708–714,
709n, 723

Average cost, 370–371, 370d, 378–379
Average cost flow assumption, 431
Average life expectancy, 996

B
Bad debts. See also impairments, loans; uncollectible

accounts.: estimating, 316, 317.  See also uncollectible
accounts, valuation; expense, 80–81; failure to accrue,
1221–1222; short-term interest-bearing notes, 329

Baker Hughes, 615–617
Balance sheets, 52d, 69d, 84f, 130f. See also financial

statements; reporting; reports; statements; assets,
52d, 122d; current, 128–129, 128d; fixed, 133d;
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homogeneous classes, 136–137; intangible, 134d;
liquid, 132d; other, 134; reporting, 136–137; separa-
ble, 132d; valuation, 123–127, 124f; capital, 120d;
capital maintenance, 120–121, 120d; cash, 129; cash
and cash equivalents section, 307; contributed capi-
tal, 137; current cost, 123d; current liabilities,
129–131; current market value, 123d–124; defined
benefit pension plans, 1028–1029; elements, types
of, 52–53, 121–123; fair value, 125d; financial capi-
tal, 121d; financial flexibility, 120; in financial report-
ing, 7; financial statements, 973–974, 973n; fixed
assets, 133d; historical cost, 123d; income tax,
973–974, 973n; inventories, 129; liabilities, 52d,
122d; current, 129–131, 129d; homogeneous classes,
136–137; long-term, 134–135, 134d; other, 136;
reporting, 136–137; valuation, 123–127, 124f; limi-
tations, 126–127; liquid assets, 132d; liquidity, 120d;
net realizable value, 124d; operating capability, 120d;
operating cycle, 128d, 128f; pension plans, defined
benefit, 1028–1029; physical capital, 121d; preparing,
84; present value, 125d; purpose of, 119–121; receiv-
ables, 129; recognition, 121; reporting classifications:
accumulated other comprehensive income, 139–140;
additional paid-in capital, 138; capital stock, 138;
contributed capital, 137; current assets, 128–129,
128d; deferred charges, 134; intangible assets, 134d;
long-term investments, 132–133, 132d; miscella-
neous items, 140; other assets, 134; property, plant,
and equipment (PP&E), 133–134, 133d; retained
earnings, 139d; sample, 127–128; stockholders’
equity, 137d; working capital, 131–132, 131d; restate-
ments, 1216–1218; retained earnings, 139; separable
assets, 132d; stockholders’ equity, 123d, 803; tempo-
rary investments in marketable securities, 129; treas-
ury stock, 803

Balances, 69d; adjusted trial balance, 82, 82d, 82f; trial
balances, 74–76, 74d

Balancing bank accounts. See reconciling bank accounts.
Bank overdrafts, as cash, 306
Bankers Trust, 740
Bargain purchase option, 1069d, 1080–1081
Bargain renewal option, 1069d

Barings Bank, 740
Benefits versus costs, 43–44
Benefits/years-of-service approach, 1005
Betterments to property, plant, and equipment, 476–477
“Bill and hold” sales, 363–364
Black & Decker Corporation, 142
Boeing, 995
Bonds, 640d, 642n. See also notes; accruing interest,

652–653; acquired between interest dates, amortiza-
tion, 718, 718n; amortization, 645–653; book value,
644; book value conversion, 659; carrying value, 644;
characteristics of, 641, 642f; contract rate, 640; con-
vertible, 657–660, 737–738; debt replacement, 654;

debt retirement, 654; with detachable stock warrants,
656–657; discount, 135, 643; discounts and premi-
ums, amortization, 715–717; effective interest amor-
tization, 648–651, 648n; effective rate, 641–642;
equity characteristics, 656–660; face rate, 640; face
value, 640; induced conversions, 660; issue costs,
651–652; issued between interest payment dates,
644–645; less than face value, 135; market rate, 642;
market value conversion, 659; maturity date, 640;
more than face value, 135; nominal rate, 640; par
value, 640; payable, 640–643; payable, cash flow,
1148–1149; premium, 135, 643; recalling the issue,
654; recording issuance of, 643–645; retiring,
654–656; sale before maturity, 719–720; selling
prices, 641–643; serial: bonds outstanding method,
683–686; early redemption, 686; effective interest
method, 683–686; interest expense, 683–686;
issuance expense, 683–686; stated rate, 640; straight-
line amortization, 645–647, 646n; yield, 641–642;
zero-coupon, 653

Bonds outstanding method, 683–686
Bonus obligations, current liabilities, 602–605, 603n

Book value bond conversion, 659
Book value of bonds, 644
Book value per common share, 274–275
Brinker International, 1199
Bristol-Myers Squibb, 884
Buildings: acquisition, 462–463; changes and cash flow,

1148; leasing. See leasing, real estate.
Business reporting model, 54
Buy decisions, 5

C
Callable preferred stock, 797–798
Campbell Soup Company, 133
CAP (Committee on Accounting Procedure), 10
Capital, 120d; additional paid-in, 138; balance sheets,

120d; contributed, 137; financial, 121d; obtaining, 4–5;
physical, 121d; primary markets, 4f, 5; private place-
ments, 5; public offerings, 5; secondary markets, 4–5, 4f

Capital leases, 1068d; accounting and reporting,
1074–1075, 1075–1080, 1076f; examples, 1075–1080

Capital maintenance, 120d; in balance sheets, 120–121;
and income, 170–171; income concept, 170–171

Capital markets, 4–5, 4f

Capital stock, 138, 769
Capital structure, 638, 768–771
Capitalized interest, revenue recognition, 904
Capitalizing versus expensing, 458–459. See also prop-

erty, plant, and equipment (PP&E).
Carrybacks or carryforwards. See operating loss carry-

backs or carryforwards.
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Carrying value of bonds, 644
CASB (Cost Accounting Standards Board), 18
Cash, 306d. See also receivables; from accounts receiv-

able, 322–328; auditing, 308n; balance sheets, 129;
bank overdrafts, 306; bank reconciliation, 334–337;
certificates of deposit (CDs), 306; coins and currency,
306; compensating balances, 309; current assets as,
306–307; discount, 313–314; dividends, 842–844;
electronic funds transfer (EFT), 309; equivalent
items, 307; excluded items, 306; funds on deposit,
306; included items, 306; internal controls,
333–337; managing, 307–308; negotiable checks,
306; petty cash, 333; planning systems, 308; postage
stamps, 306; postdated checks, 306; receipts, assess-
ing future, 35–36; travel advances, 306

Cash basis accounting, 50–51
Cash flows. See statement of cash flows.
Cash flow hedges, 745–746
Cash flow ratios, 275–276
Cash-basis accounting, 95–97
Ceiling, inventory valuation, 414–415
CenterPoint Energy, Inc., 198
Certificates of deposit (CDs), 306
Certified Public Accountant (CPA), 42d

CFA Institute (CFAI), 11–12, 20
Check Clearing for the 21st Century Act, 305
Checks: as cash, 306; electronic, 304–305
Chief Accountant, 261
CISCO, 765
CKE Restaurants, 1199
Cliff vesting, 785–786
Closing entries, preparing, 84–86, 85f

Coca-Cola Company, 128, 142, 145, 148, 768
Code of Professional Conduct (CPC), 22f, 22n; descrip-

tion, 22–23; due care, 22f; integrity, 22f; objectivity
and independence, 22f; public interest, 22f; responsi-
bilities, 22f; scope and nature of services, 22f

“Codification of Financial Reporting Policies,” 17n

Coins, as cash, 306
Colgate-Palmolive Company, 856–858
Combined accounts, 148
Committee on Accounting Procedure (CAP), 10
Common stocks, 138d; initial public sale, restatement,

1211; stockholders’ equity, 772–779
Common-size statements, 265
Company profitability ratios, 269
Comparability, 43, 56, 256
Compensated absences, current liabilities, 595–598
Compensating balances, 309

Compensatory share option plans, 780d; cash flow,
1158–1159; cliff vesting, 785–786; conceptual evalu-
ation, 792; disclosure, 790–791; exercise price, 780;
fair value, 781, 783; fixed share option plan,
785–786; history of, 780–790; income tax issues,
975–976; intrinsic value method, 781; option price,
780; option pricing model, 783–784; overview,
780–790; performance-based share option plan,
786–787; political controversy, 782; recognition of
compensation expense, 784–785; share appreciation
rights (SARs), 788–790

Completed-contract method, 894d, 896–897, 898–901
Completion of production, revenue recognition, 892
Composite depreciation method, 516–518
Compound interest, M2–3
Compound-interest depreciation method, 515n

Comprehensive income, 139d, 172d, 207n. See also
income; components of, 207; conceptual evaluation,
209; reporting alternatives, 207–209; reporting objec-
tives, 36–37

Compromise, 14
Computer software costs, 559–560
ConAgra Foods, 391, 425
Conflict resolution, 14
Conservatism, 51
Consignment sales, revenue recognition, 923–924
Consignment transfers, 363
Consistency, 43
Consistency standards, 10
Consolidation reporting method, 707
Contingencies: gain: disclosure, 143–144, 615,

615–617; international differences, 617; loss: accrual
of loss, 613–614; disclosure, 143–144, 614–615,
615–617; executory contracts, 615; international dif-
ferences, 617; lawsuits, 614; loss, accounting for,
612–613; overview, 611–613; probable, 612; reason-
ably possible, 612; remote, 612

Continuing franchise fees, revenue recognition, 919, 921
Continuing operations. See also discontinued opera-

tions.: income from: administrative expenses,
184–185; alternative income captions, 189; classify-
ing expenses, 184–185; cost of goods available for
sale, 183–184; cost of goods sold, 183–184; general
expenses, 184–185; gross margin on sales, 187–188;
gross profit, 187–188; interperiod tax allocation,
186; intraperiod tax allocation, 186; multi-step for-
mats, 187–188; operating expenses, 184–185; oper-
ating income, 187–188; other items, 185–186; sales
revenue (net), 183; selling expenses, 184–185;
single-step formats, 187–188; tax expenses, 186–187;
variable expenses, 184–185

Continuity assumption, 46–47
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Contra accounts, 69
Contract rate of bonds, 640
Contractual current liabilities: accrued liabilities,

595–598; advances, 595; compensated absences,
595–598; currently maturing long-term debt, 594;
dividends payable, 594–595; holidays, 595–598;
interest-bearing notes, 592–593, 592n; noninterest-
bearing notes, 592–594; notes payable, 592–594,
593n; refundable deposits, 595; sick pay, 595–598;
trade accounts payable, 591–592; vacations, 595–598

Contributed capital, 67d. See also stockholders’ equity;
stocks; on the balance sheet, 137; stockholders’
equity, 771, 799–800

Contributory pension plans, 996d

Control accounts, 93
Convertible bonds, 657–660
Convertible preferred stock, 794–796
Convertible securities, earnings per share, 834–835
Copyrights, 559
Core earnings, 175–176
Corning, 524
Corporations, 137d; additional paid-in capital,

770–771; articles of incorporation, 767; authorized
capital stock, 769; capital stock, 769; capital struc-
ture, 768–771; domestic, 767; foreign, 767; forming,
767–768; issued capital stock, 769; legal capital, 770;
limits of liability, 767; no-par stock, 770; outstanding
capital stock, 769; par value stock, 770; private, 767;
public, 767; stock certificates, 768; stock transfer
journal, 768; stockholders’ ledger, 768; stockholders’
rights, 769; subscribed capital stock, 769; treasury
stock, 769; types of, 767

Cost Accounting Standards, 18
Cost Accounting Standards Board (CASB), 18
Cost depletion, 529
Cost flow, 361f

Cost flow assumptions, 367d, 367f; allowance method,
366n; alternatives: average cost, 378–379; earnings
(income) management, 377–378; holding gain,
374–375; income measurement, 374–375; income
tax effects, 375–376; inventory profit, 375; inventory
valuation, 378; LIFO conformity rule, 375–376; LIFO
liquidation profit, 376–377; liquidation of LIFO lay-
ers, 376–377; selecting, 379–380; average cost, 370d,
371; comparison of, 373–374; cost of beginning
inventory, 367; cost of goods available for sale, 367;
inventory valuation, 429–433; moving average cost,
371; physical flow, 367; specific identification,
367–369; weighted average cost, 370–371

Cost method, treasury stock, 801–803, 802n

Cost-recovery method, 177
Costs, 364d; advancing. See accrual-basis accounting;

asset, depreciation, 504; average, 370–371, 370d,

378–379; of beginning inventory, 367; versus bene-
fits, 43–44; continuing operations, 183–184; current,
balance sheets, 123d; deferring, 50; depletion, 529;
depreciable, 506; determining: gross price method,
365–367; net price method, 365–367; period costs,
365; product costs, 50, 365; purchases discounts,
365–367; trade discounts, 367; financing, 175–176;
fixed overhead, 474–475; goods available for sale,
183–184, 367; goods sold, 183–184; historical, 48n;
balance sheets, 123d; description, 48–49; property,
plant, and equipment (PP&E), 460–461; moving
average, 371; period, 50, 365–366; product, 50, 365;
recognition. See recognition, expenses; weighted
average, 370–371

Coupon obligations, current liabilities, 609–611
CPA (Certified Public Accountant), 42d

CPC (Code of Professional Conduct). See Code of
Professional Conduct (CPC).

Creative and critical thinking, 24d, 24f; description,
23–25; partially structured problems, 25; problem-
solving process, 24; structured problems, 24; unstruc-
tured problems, 24–25

Credit balance, 710
Credit card sales, exclusive agreements, 327
Credit policy, 312–313
Credits, 68
Critical thinking. See creative and critical thinking.
Cumulative preferred stock, 793–794
Currency, as cash, 306
Current asset changes, cash flow, 1144–1147
Current assets, 128d; balance sheet, 128–129; as cash,

306–307; receivables, 310
Current cost, balance sheets, 123d

Current liabilities. See liabilities, current.
Current market value, balance sheets, 123d–124
Current ratio, 271
Current Text (General Standards and Industry Standards), 12
Currently maturing long-term debt, 594
Curtailments of pension plans, 1031–1032

D
Darden Restaurants, 1199, 1215–1216
Days in operating cycle, 273
Dealer’s profit/loss on leases, 1069d

Debit balance, 710–711
Debits, 68
Debt: current liabilities, 617–618; long-term: currently

maturing, 594; liability issues, 594; maturing, cash
flow from operations (CFO), 276; replacement, 654;
retirement, 654; short-term: ability to refinance, 618;
financing agreements, 618; intent to refinance,
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617–618; liability issues, 617–618; refinancing,
617–618; repayment and replacement, 618; uncol-
lectible. See bad debts.

Debt securities, 707d. See also investments; amortized
loss, 714n; available-for-sale, 708–714, 709n, 724;
bond discounts and premiums, amortization,
715–717; bonds, sale before maturity, 719–720;
bonds acquired between interest dates, amortization,
718, 718n; credit balance, 710; debit balance,
710–711; dividend revenue, recording, 709–710; held
to maturity, 714–720, 714n, 724; initial cost, record-
ing, 709; interest revenue, recording, 709–710; real-
ized gains and losses on sales, 712–714, 713n;
reclassification adjustment, 714; trading securities,
708, 723; unrealized holding gains and losses,
710–712, 710n, 711n, 712n

Debt/equity ratio, 145, 273–274, 274n

Decision making, 5f. See also ethics; buy decisions, 5;
financial accounting, 6–7d; financial reporting and,
35; hold decisions, 5; managerial accounting, 6–7d;
sell decisions, 5

Decision usefulness, 41
Declining balance depreciation method, 507–509
Declining charge depreciation method, 506
Deere and Company, 666
Deferred: charges, 134; costs and expenses, 50; pay-

ments, PP&E acquisition, 464; revenues, 77–78, 77d,
598; tax: assets, 946d, 951–952; benefit, 946d; conse-
quences, 946d; expense, 946d; liability, 946d,
950–951

Defined benefit pension plans, 996d; balance sheet,
1028–1029; expected return on plan assets, 1046;
expense, 1026–1027, 1048; interest on projected ben-
efit obligation, 1044–1046; liability, 1048; pension
liabilities, 1027–1028; present value calculations,
1042–1048; prior service costs: overview, 1027;
unrecognized, amortizing, 1046–1047; projected
benefit obligation, 1047–1048; service costs: adjust-
ments, 1047–1048; example, 1043–1044, 1044n

Defined contribution pension plans, 996d, 1029–1030
Definition paragraph, 247
Delaying. See deferred.
Depletion, 504d, 528d. See also depreciation; cost deple-

tion, 529; determining, 528; examples, 528–529;
percentage depletion, 529; recording, 528; statutory
depletion, 529

Depreciable cost, 506
Depreciation, 504d, 514f. See also depletion; activity

methods, 509–510; asset cost, 504; base for, 506;
changes and corrections, 528; cost allocation meth-
ods: accelerated, 506; appraisal systems, 518; compos-
ite depreciation, 516–518; compound-interest, 515n;
declining balance, 507–509; declining charge, 506;
depreciable cost, 506; depreciation base, 506; group

depreciation, 515–516; inventory systems, 518;
rational, 505; sinking-fund, 515n; straight-line,
506–507, 506d; sum of the year’s digits, 507; system-
atic, 505; time-based, 506–509, 506d; disclosure,
513–515, 521–522; effects of 9/11, 525n; ethical
dilemma, 523; evaluation of methods, 511–513, 512f;
factors involved in, 504–506; fixed-percentage-of-
declining-balance method, 509n; impairment of non-
current assets, 520–524, 520n; impairment test, 521,
522; inadequacy, 505; income taxes, 524–527; inter-
national differences, 515, 524; MACRS principles,
525–527; measurement of loss, 521, 522–523; obso-
lescence, 505; partial periods, 518–520; property,
plant, and equipment (PP&E), 520–524; recording,
510–511; recording the loss, 521; residual value, 505;
salvage value, 505; service life, 504–505

Depreciation expense, 80
Derivative financial instruments, 142
Derivatives, 739–740
Development stage companies, 475–476
Differences between income statements and tax returns,

944f; causes of, 944–945; permanent differences,
945d, 946–947, 947f; temporary differences, 945d,
947–948, 947n, 948f

Diluted earnings per share, 831–837, 833n, 835n

Direct financing leases, 1083d, 1086–1093, 1093n

Direct (periodic) recording method, 419
Direct reporting method: cash flow: diagram of,

1163–1166, 1164f; direct reporting method,
1162–1166; inflows, 1162–1163; major adjustments,
1164f; outflows, 1163; visual inspection, 1166–1168;
worksheets, 1169–1173, 1170f–1171

Direct response advertising, current liabilities, 610–611
DirecTV, 502–503
Disaggregation, 252, 255–256
Disclaimer of opinion, 249
Disclosure: cash flow, 1159–1160; contingencies,

614–615, 615–617; current liabilities, 620–621;
depreciation, 513–515, 521–522; earnings per
share, 837–840; financing agreements, 328; 
held-to-maturity debt securities, 724; importance of,
245; income tax, 974–975, 978–980; intangible
assets, 567; interim reports, 260–261, 260n; issues:
common stock market prices and dividends, 146;
comparative financial statements, 145; debt ratio,
145; derivative financial instruments, 142; fair value,
142; intangible assets, 567; loss/gain contingencies,
143–144; management discussion and analysis
(MD&A), 146; related party transactions, 144–145;
risk of financial instruments, 142; SEC integrated
disclosures, 145–146; selected financial data, 146;
subsequent events, 144; summary of accounting
policies, 141–142; summary of disclosures, 214–215;
of leases: lessee, 1082–1083, 1083f; lessor, 1096,
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1096f; statement of cash flows, 1097–1098; long-
term inventory obligations, 423–424; pension plans:
accounting examples, 1018–1019; defined benefit
plans, 1005–1006; by funding agencies, 1030–1031;
statement of cash flows, 1029; property, plant, and
equipment (PP&E), 481–483; receivables, 331–332;
revenue recognition, 905–909; segment reports,
requirements, 253–254, 254n, 255–256

Discontinued operations. See also continuing operations:
interim reports, 259; results from, 189n; disclosures,
195; held-for-sale components, 194; income,
187–189, 193; losses, 189–191, 193–195; purpose of,
189–193; sales in later period, 194–195; sales in
same period, 193–194; selling components, 189–193

Discount bonds, 135, 643
Discounted notes receivable, 330–331
Discounting, M2d

Discounts, 86–87
Discussion Memorandum, 13
Disposal of property, plant, and equipment,

478–479, 479n

Distributions to owners, 54d

Dividends, 67d. See also retained earnings; accounting
systems, 67; cash, 842–844; cash flow, 1149; disclo-
sure issues, 146; ethical dilemma, 847; fractional
shares, 850; GAAP, 848–850; large, 848–850; liqui-
dating, 850; net, retained earnings, 204; nonrecipro-
cal, nonmonetary transfer to owners, 844–846;
opportunity cost, 848; ordinary stock, 846; overview,
841–842; participating preferred stocks, 843–844;
payable, current liabilities, 594–595; preferred divi-
dends coverage ratio, 274; preferred stock preference,
793; property, 844–846; ratio analysis, 851; revenue,
recording, 709–710; scrip, 846; small, 848–850; spe-
cial stock, 846; and splits, 736–737; stock, 846–848;
yield, 269, 274

Division of Corporation Finance, 261
Dollar-value LIFO, 382f. See also LIFO (last-in, last-out);

cost index, 383d; cost index, determining, 383–385;
description, 381–382; double-extension method,
385; example, 382–383; inventory, valuation,
437–439; inventory pools, 385–387; link-chain
method, 385

Domestic stocks, 767
Donated treasury stock, 804
Double-entry system, 68, 68f

Double-extension method, 385
Doubtful accounts. See bad debts.
Due care, 22f

E
Earned revenues, 177–178
Earning process, 49–50, 177–178

Earnings. See also income; revenue.: management,
377–378; per share, 199–200, 259–260, 268

Earnings per share, 827n; calculating, 827–829, 828n;
components, 829–830; contingent issuances, 837; con-
version ratios, 837; convertible securities, 834–835;
diluted, 831–837, 833n, 835n; disclosures, 837–840;
international differences, 840; overview, 826–827;
potential common shares, 831; price/earnings ratio,
826; share options, 834–835; stock warrants, 834–835;
treasury stock method, 832–834, 833n

Economic control, 363–364
Economic entities assumption, 45
Economic resource information, 36
EDGAR (Electronic Data Gathering Analysis and

Retrieval System), 17
Effective interest method, 683–686
Effective rate, bonds, 641–642
Efficient market hypothesis, 244–245
Efforts-expended method, 896
Electronic funds transfer (EFT), 309
Emerging Issues Task Force (EITF), 18
Emerson Radio Corp, 978–980
Employee Retirement Security Act of 1974 (ERISA), 1031
Englehard, 615–617
Enron, 64
Entities, 45
EPBO (expected postretirement benefit obligation), 1035
Equipment. See property, plant, and equipment (PP&E).
Equity, 52d. See also stockholders’ equity.
Equity accounting method, 729–736, 730n

Equity characteristics of bonds, 656–660
Equity reporting method, 707
Equity securities, 707d. See also investments; available-

for-sale, 708–714, 709n, 723; credit balance, 710;
debit balance, 710–711; dividend revenue, recording,
709–710; initial cost, recording, 709; interest revenue,
recording, 709–710; realized gains and losses on
sales, 712–714, 713n; reclassification adjustment,
714; trading securities, 708; unrealized holding gains
and losses, 710–712, 710n, 711n, 712n, 728

ERISA (Employee Retirement Security Act of 1974), 1031
Error correction: restatements: analysis, 1216–1218; bal-

ance sheet errors, 1216–1218; corrective measures,
1218–1222; ethical dilemma, 1218; failure to accrue
bad debts, 1221–1222; failure to accrue revenue,
1220; income statement errors, 1216–1218; interna-
tional differences, 1223; inventory errors, 1221; omis-
sion of prepaid expenses, 1220–1221; overview, 1214

Error detection: inventory valuation, 439–441; trial bal-
ances, 74–76

Errors in accounting, adjusting. See restatements.
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Estimated current liabilities: advertising costs, 610–611;
coupon obligations, 609–611; direct response adver-
tising, 610–611; expense warranty accrual method,
606–607; modified cash basis method, 608–609;
premium obligations, 609–611; property taxes,
605–606; sales warranty accrual method, 607–608;
warranty obligations, 606–609

Estimated economic life of property, 1069d

Estimated items, 80
Estimates, restatements, 1200d, 1207–1208
Estimating value of goodwill, 568
Ethical dilemmas, 22d; accounting for property, plant,

and equipment, 49; cash flow, 1134; current liabili-
ties, 603; depreciation, 523; dividends, 847; intangi-
ble assets, 561; interperiod tax allocation, 959;
inventory, valuation, 423; inventory manipulation,
379; investments, 728; leases, 1071; liabilities, cur-
rent, 603; lower of cost or market rule, 423; notes
(securities) payable, 667; pension plans, 1030; prop-
erty, plant, and equipment acquisition, 469; restate-
ments, 1218; revenue recognition, 901; revising
estimates, 126; segment reports, 254; stockholders’
equity, 775; valuation of uncollectible accounts, 317

Ethics, 22f, 22n, 23n. See also assumptions; decision
making; generally accepted accounting principles
(GAAP); principles; standards; Code of Professional
Conduct (CPC), 22–23, 22f, 22n; development
process, 23; due care, 22f; integrity, 22f; introduction,
21–22; justice model, 23; moral reasoning, 23;
objectivity and independence, 22f; public interest,
22f; responsibilities, 22f; rights model, 23; scope and
nature of services, 22f; stakeholders, 23; utilitarian
model, 23

Events, 67d

Exchange gains, 392–393
Exchange losses, 392, 393–434
Exchange rates, cash flow, 1159
Executory contracts, contingencies, 615
Executory costs, leases, 1069d

Exercise price, 780
Expected cash flows, M25
Expected postretirement benefit obligation (EPBO), 1035
Expected return on plan assets, 999d, 1000, 1000n

Expense warranty accrual method, 606–607
Expenses, 53d, 67d; in the accounting equation, 67;

accrued, 78–79; administrative, 184–185; adminis-
trative, continuing operations, 184–185; advancing.
See accrual-basis accounting; bad debts, 80–81; clas-
sifying, 184–185; continuing operations: administra-
tive, 184–185; classifying, 184–185; general,
184–185; operating, 184–185; selling, 184–185; tax,
186–187; variable, 184–185; corporate interest, 255;
deferring, 50; delaying, 50; depreciation, 80; general,

184–185; income statements, 178–179, 178d;
interim reports, 257–258; operating, 184–185; pre-
paid, 76; recognition. See recognition, expenses; sell-
ing, 184–185; tax, 186–187; variable, 184–185

Expensing versus capitalizing, 458–459. See also
property, plant, and equipment (PP&E).

Exposure Draft, 13
EXtensible Business Reporting Language (XBRL),

242d, 262
External users, 5–6d, 6n

Extraordinary items: criteria, 196–197, 196n; interim
reports, 259; reporting procedures, 197–199

Exxon, 375

F
Face rate of bonds, 640
Face value of bonds, 640
Factoring accounts receivable, 326–327
Factory supplies, 360
Fair value, 707d; acquisitions at less than, 734; balance

sheets, 125d; disclosure issues, 142; hedges, 740–744;
investments, 727; liabilities, 727–728; property,
leases, 1069d; share option plans, 781, 783–784

Fairness standards, 10
FARS (FASB Financial Accounting Research System), 8
FASAC (Financial Accounting Standards Advisory

Board), 11–12
FASB (Financial Accounting Standards Board). See

Financial Accounting Standards Board (FASB).
FASB Exposure Draft No. 213-B, 618, 675
FASB Financial Accounting Research System (FARS), 8
FASB Interpretations: No. 8, 618; No. 18, 257; No. 45, 675
FASB Statements of Concepts, 12d, 12n; conceptual frame-

work, 32–33; No. 1, 33, 37, 37n; No. 2, 33, 40, 40n;
No. 5, 33, 37n, 118; No. 6, 33, 140, 176, 774, 950;
No. 7, 33, M25

FASB Statements of Standards, 12d, 12n; No. 2, 551, 556,
560; No. 4, 14; No. 5, 315, 612, 615, 855, 1033; No.
6, 421–422, 617–618; No. 7, 476; No. 13, 1066, 1068,
1082, 1096, 1106, 1107n; No. 14, 255; No. 15, 676,
680, 683; No. 16, 1212; No. 19, 17, 484; No. 34, 365,
462, 470–471, 472, 473; No. 35, 998, 1030; No. 43,
595–596, 598n, 1033; No. 45, 919; No. 47, 598; No.
48, 311; No. 49, 424, 598; No. 57, 144–145; No. 66,
921; No. 67, 462; No. 69, 484; No. 78, 619; No. 84,
660; No. 86, 560; No. 87, 998–1000, 1003, 1013n;
No. 88, 998, 1031–1032; No. 91, 1092–1093; No. 95,
13–14, 210, 212, 973, 1126, 1135–1136, 1152–1153,
1162, 1163n, 1165–1166; No. 96, 949; No. 102, 1157;
No. 106, 1034, 1041–1042; No. 107, 142, 331; No.
109, 945, 948n, 949–950, 963, 964, 973–974; No.
112, 1033; No. 114, 672n, 674n, 680, 683; No. 115,
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17, 672n, 706, 710, 723, 726–729, 736–737, 845,
1156–1157; No. 116, 804; No. 118, 672n; No. 121,
520n, 523; No. 123, 781–782, 785n, 786n; No. 123R,
779, 782, 784–785, 788, 792; No. 128, 826; No. 130,
209, 970; No. 131, 252, 255, 257; No. 132, 998,
1005; No. 132R, 1005, 1037; No. 133, 142, 331,
740–741, 745; No. 140, 323, 330, 654; No. 141, 196,
564, 566; No. 142, 551; No. 143, 479; No. 144, 189,
191, 194, 195, 478, 520, 521, 523, 553; No. 145, 14;
No. 146, 191; No. 151, 365; No. 153, 468; No. 154,
205, 321–322, 528, 970, 1200–1201, 1204,
1207–1208, 1209–1210, 1210–1211, 1214

FASB Technical Bulletin 85-6, 803
Feedback value, 42
FEI (Financial Executives International), 11–12, 20
FICA: current liabilities, 600–602, 601f; history, 996
FIFO (first-in, first-out), 369d; description, 369–370;

income measurement, 374–375; inventory valuation,
378, 430–431, 431n; versus LIFO, 373–374; selecting,
379–380; valuation adjustment, 387–388

Financial accounting, 6–7d, 7f

Financial Accounting Foundation, 11, 11n

Financial Accounting Standards Advisory Board
(FASAC), 11–12

Financial Accounting Standards Board (FASB): American
Accounting Association (AAA), 11–12; American
Institute of Certified Public Accountants (AICPA),
11–12; CFA Institute, 11–12; compromise, 14; concep-
tual framework, 32–34, 32n, 33f, 33n, 34f, 34n; con-
flict resolution, 14; Current Text (General Standards and
Industry Standards), 12; Discussion Memorandum, 13;
Emerging Issues Task Force (EITF), 18; Exposure Draft,
13; Financial Accounting Foundation, 11, 11n;
Financial Accounting Standards Advisory Board
(FASAC), 11–12; Financial Executives International,
11–12; “Financial Performance Reporting...” project,
169, 176; Government Finance Officers Association,
11–12; Guide for Implementation, 12; history of GAAP,
8; Institute of Management Accountants, 11–12; versus
International Accounting Standards Committee
(IASC), 19–20; Interpretations, 12; Invitation to
Comment, 13; National Association of State Auditors,
11–12; objectives-oriented standards, 16, 16n; online
resources, 12; operating procedures, 13–14, 13f; oper-
ations, 12n; Original Pronouncements, 12; parent organ-
ization, 11; position papers, 13; principles-based
standards, 31; pronouncements, 12; related organiza-
tions, 11–12; rules-based standards, 16; SEC forms,
16–17; and the Securities and Exchange Commission
(SEC), 16–17; Securities Industry Association, 11–12;
sociopolitical environment, 14–16, 15n, 16n; Staff
Positions, 12; Statements of Financial Accounting
Concepts, 12d, 12n; Statements of Financial Accounting
Standards, 12d, 12n; structure, 11f; Technical Bulletins,
12; time to develop procedures, 13; web site, 12

Financial analysis: acid-test ratio, 271; activity ratios,
272–273; book value per common share, 274–275;
cash flow from operations (CFO) to, 276d; maturing
debt, 276; net income, 275; sales, 275; cash flow ratios,
275–276; common-size statements, 265; company
profitability ratios, 269; comparisons between compa-
nies, 264–265; comparisons over time, 264–265; cur-
rent company condition, 264; current ratio, 271; days
in operating cycle, 273; debt ratio, 273–274;
debt/equity ratio, 274n; dividend yield, 269; earnings
per share ratio, 268; horizontal analysis, 265, 266f;
intercompany comparisons, 264; interest coverage
ratio, 274; intracompany comparisons, 264; inventory
turnover ratio, 272; liquidity ratios, 270–271; payables
turnover ratio, 273; percentage analysis, 264–265; pre-
ferred dividends coverage ratio, 274; price/earnings
ratio, 268–269; profit margin, 269–270; quick assets,
271; quick ratio, 271; ratio analysis, 265–268; receiv-
ables turnover ratio, 272–273; return on stockholders’
equity, 270; return on total assets, 270; stability ratios,
273–275; stockholder profitability ratios, 268–269;
times interest earned ratio, 274; vertical analysis, 265,
267f; working capital ratio, 271

The Financial Analysts Journal, 20
Financial capital, balance sheets, 121d

Financial estimates: restatements: versus change in
accounting principle, 1209–1210; prospective adjust-
ment, 1213; retrospective adjustment method, 1212

Financial Executives International (FEI), 11–12, 20
Financial flexibility, 39d; balance sheets, 120; cash flow,

1126; liabilities, 590d; reporting guidelines, 176
Financial institutions, cash flow, 1156–1157
Financial instruments, 142, 739–740
Financial reporting. See also financial statements; report-

ing; reports; statements.: annual reports, 7; auditing,
8; business reporting model, 54; financial statements,
types of, 7–8; liabilities, 136–137; major activities,
57f; notes, 8; objectives of, 34n, 35f; assessing future
cash receipts, 35–36; cash flow information, 36, 37;
comprehensive income information, 36–37; decision
making, 35; economic resource information, 36;
stewardship information, 37; understanding financial
information, 37–38; public availability, 6n; reporting
classifications: accumulated other comprehensive
income, 139–140; additional paid-in capital, 138;
capital stock, 138; contributed capital, 137; current
assets, 128–129, 128d; deferred charges, 134; intangi-
ble assets, 134d; long-term investments, 132–133,
132d; miscellaneous items, 140; other assets, 134;
property, plant, and equipment (PP&E), 133–134,
133d; retained earnings, 139d; sample, 127–128;
stockholders’ equity, 137d; working capital, 131–132,
131d; statement of comprehensive income, 7n;
techniques: account form, 148; combined accounts,
148; notes, 149; parenthetical notations, 149; report
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form, 148; right of offset, 148, 148n; rounding, 148;
statement format (balance sheets), 148; supporting
schedules, 149; useful information characteristics:
benefits versus costs, 43–44; comparability, 43; consis-
tency, 43; decision usefulness, 41; feedback value, 42;
hierarchical constraints, 43–45; hierarchy of, 40, 41f;
materiality, 44–45, 44n; neutrality, 43; objectivity, 42;
predictive value, 42; relevance, 41–43; reliability, 42;
representational faithfulness, 42–43; timeliness, 42;
understandability, 40; verifiability, 42; useful infor-
mation types, 38f; financial flexibility, 39d; liquidity,
39; operating capability, 39–40, 39n; return on invest-
ment, 38; risk, 38; users of: assessing future cash
receipts, 35–36; cash flow information, 36, 37; com-
prehensive income information, 36–37; decision
making, 35; economic resource information, 36;
objectives, 34; stewardship information, 37; under-
standing financial information, 37–38

Financial Reporting Releases, 17
Financial restatements. See restatements.
Financial statements, 51n, 52f, 118n. See also financial

reporting; reports; specific statements; accounting period,
69d; annual report, 69d; assets, 52d; characteristics of,
56; comparability, 56; comparative, disclosure issues,
145; current liabilities, 620–621; disclosure issues:
common stock market prices and dividends, 146; com-
parative financial statements, 145; debt ratio, 145;
derivative financial instruments, 142; fair value, 142;
loss/gain contingencies, 143–144; management discus-
sion and analysis (MD&A), 146; related party transac-
tions, 144–145; risk of financial instruments, 142; SEC
integrated disclosures, 145–146; selected financial
data, 146; subsequent events, 144; summary of
accounting policies, 141–142; disclosures, 974–975;
distributions to owners, 54d; effects of restatements,
1224; equity, 52d; error correction. See restatements;
expenses, 53d; financing cash flows, 53d; gains, 53d;
IASB framework, 56; income statement, 53d; interrela-
tionships, 118–119, 119f; investing cash flows, 53d;
investments by owners, 54d; losses, 53d; materiality,
56; objectives of, 56; operating cash flows, 53d; prepar-
ing, 81–84; recommended content, 118; relevance, 56;
reliability, 56; revenues, 53d; statement of cash flows,
53d, 974; statement of changes in stockholders’ equity,
54d; types of, 7–8; understandability, 56

Financing activities, cash flow: cash flow statement,
1141–1142; overview, 1127–1128; partial, 1154–1156;
worksheet entries, 1147

Financing agreements, accounts receivable, 323–328
Financing cash flows, 53d, 1130, 1132–1133
Financing costs, 175–176
Finished goods inventory, 361
First-in, first-out (FIFO). See FIFO (first-in, first-out).
Fiscal year, 47
Fixed assets, 133

Fixed manufacturing overhead, 360
Fixed overhead costs, 474–475
Fixed share option, 785–786, 786n

Fixed-percentage-of-declining-balance depreciation
method, 509n

Floor, inventory valuation, 414–415
FOB (free-on-board) shipping, 363–364
Ford Motor Credit Company, 323
Foreign currency transactions, 392–394
Foreign exchange rates, 392f

Foreign stocks, 767
Form 8-K (significant events report), 16
Form 10-K (annual report), 16, 145–146, 262d

Form 10-Q (quarterly operations report), 16, 262d

Forms, SEC. See Securities and Exchange Commission
(SEC), forms.

Fractional shares, 850
Franchises, 559, 919–921
Full-cost method, 483–484
Funded pension plans, 996d

Funds, investments, 738–739
FUTA., current liabilities, 600–602, 601f

Future deductible amount, 946d

Future taxable amount, 946d

Future value: annuities due, M13–14; converting to
present, M2; ordinary annuities, M10–13; single
sum, compound interest, M3–7, M7n

G
GAAP (generally accepted accounting principles). See

generally accepted accounting principles (GAAP).
Gains, 53d; contingencies, disclosure issues, 143–144;

Income statements, 179–180, 179d

Gas and oil properties, 483–484
GASB (Government Accounting Standards Board), 20
General Electric, 375
General Electric Capital Services (GECS), 323
General expenses, 184–185
General journal, 70–73, 70d

General ledger, 73d, 75f. See also journal; ledgers; com-
puter software for, 95; posting to, 73–76

General Mills, 358–359, 389–391, 620–621
General Motors, 139–140, 209, 375, 639
General Motors Acceptance Corporation (GMAC), 323
Generally accepted accounting principles (GAAP), 8d. See

also assumptions; ethics; principles; standards; author-
itative sources, 8–9, 9f; complexity, 30–32; develop-
ment timeline, 10f; hierarchy of source categories, 8–9,
8n, 9f; history of, 8–9; policy-making bodies, 8–9; and
the Securities and Exchange Commission (SEC), 8
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GMAC (General Motors Acceptance Corporation), 323
Going concern assumption, 46–47
Goodwill, 563–566
Goodwill, investments, 732n

Government Accounting Standards Board (GASB), 20
Government Finance Officers Association, 11–12
Gross discount method, 313–314
Gross margin on sales, 187–188
Gross price method, 365–367
Gross profit, 187–188
Gross profit method of inventory valuation, 426–427
Group depreciation method, 515–516
Guaranteed residual value, 1069d; accounting and

reporting by lessor, 1096; capitalization issues,
1081–1082; and renewal, 1107

Guide for Implementation, 12

H
HealthSouth, 64
Hedges, 740d; cash flow, 745–746; fair value, 740–744
Held-to-maturity debt securities, 707d, 707n; disclosure,

724; investments, 714–720, 714n

Hershey Foods Corp., 942
Hewlett Packard, 168–169, 390–391
Hierarchical constraints, 43–45
Hierarchy of useful information, 40, 41f

Historical cost, 48n; balance sheets, 123d; description,
48–49; property, plant, and equipment (PP&E),
460–461

Hold decisions, 5
Holding gain, 374–375
Holidays, current liabilities, 595–598
Honeywell, 138
Horizontal analysis, 265, 266f

I
IASB (International Accounting Standards Board), 19–20
IASB International Financial Reporting Standards, 9
IASC (International Accounting Standards

Committee). See International Accounting Standards
Committee (IASC).

IBM Company, 668–669, 839, 1041
Identifiable intangible assets, 557
IMA (Institute of Management Accountants), 11–12, 20
Impairment test, 521, 522
Impairments: goodwill, 564–565; investments,

722–723, 735; loans: accounting by creditor,
680–682; accounting by debtor, 676–680; concep-
tual evaluation, 683; equity or asset exchange,

679–680, 682; modification of terms, 677–679,
679–680, 681–682; notes receivable, 671–674, 672n,
673n; troubled debt restructuring, 676; property,
plant, and equipment, 520–524, 520n

Implicit interest rate, 1069d

Improvements to property, plant, and equipment,
476–477

Inadequacy, 505
Inception of the lease, 1069d

Income. See also earnings; revenue.: accumulated other
comprehensive income, 139–140; capital mainte-
nance, 170–171; comprehensive, 139d, 172d, 207n;
components of, 207; conceptual evaluation, 209;
reporting alternatives, 207–209; reporting objectives,
36–37; from continuing operations: administrative
expenses, 184–185; alternative income captions, 189;
classifying expenses, 184–185; cost of goods available
for sale, 183–184; cost of goods sold, 183–184; gen-
eral expenses, 184–185; gross margin on sales,
187–188; gross profit, 187–188; interperiod tax allo-
cation, 186; intraperiod tax allocation, 186; multi-
step formats, 187–188; operating expenses, 184–185;
operating income, 187–188; other items, 185–186;
sales revenue (net), 183; selling expenses, 184–185;
single-step formats, 187–188; tax expenses, 186–187;
variable expenses, 184–185; core earnings, 175–176;
earning process, 177–178; financing costs, 175–176;
measuring, 171–172, 374–375; net, cash flow from
operations (CFO), 275; noncash resources, converting
to cash. See realization; non-core earnings, 175–176;
nonrecurring items, 175, 181; reporting guidelines:
financial flexibility, 176; general, 174; operating capa-
bility, 176d; return on investment, 175d; risk, 175d;
specific, 174–175; user groups, 175–176; rights, con-
verting to cash. See realization; on self-construction,
475; transactional approach, 171–172.  See also
accrual-basis accounting.

Income statement, 53d, 83f. See also financial statements;
change in accounting estimate, 200–202; content: all-
inclusive concept, 181–183; condensed statements,
183; current operating performance concept,
181–183; major components, 181; earnings per share,
199–200; elements of: expenses, 178–179, 178d;
gains, 179–180, 179d; losses, 179–180, 179d; rev-
enues, 176–178, 176d, 176n; extraordinary items: cri-
teria, 196–197, 196n; reporting procedures, 197–199;
in financial reporting, 7; income from continuing
operations: administrative expenses, 184–185; alter-
native income captions, 189; classifying expenses,
184–185; cost of goods available for sale, 183–184;
cost of goods sold, 183–184; general expenses,
184–185; gross margin on sales, 187–188; gross
profit, 187–188; interperiod tax allocation, 186;
intraperiod tax allocation, 186; multi-step formats,
187–188; operating expenses, 184–185; operating
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income, 187–188; other items, 185–186; sales rev-
enue (net), 183; selling expenses, 184–185; single-
step formats, 187–188; tax expenses, 186–187;
variable expenses, 184–185; international differences,
203; limitations, 202; multiple-step, 182f; preparing,
82–83; purpose of, 69, 175; realization of revenue,
177–178; recognition of revenue, 176–178; recording
and reporting items. See recognition; results from dis-
continued operations, 189n; disclosures, 195; held-
for-sale components, 194; income, 187–189, 193;
losses, 189–191, 193–195; purpose of, 189–193; sales
in later period, 194–195; sales in same period,
193–194; selling components, 189–193; summary of
financial information, 202

Income statement errors, restatements, 1216–1218
Income taxes: accrued, 79, 79n; alternative minimum

tax, 976–977; benefits, 946d; compensatory share
option plans, 975–976; continuing operations
expenses, 186–187; deferred tax assets, 946d,
951–952; deferred tax benefit, 946d; deferred tax
consequences, 946d; deferred tax expense, 946d;
deferred tax liability, 946d, 950–951; depreciation,
524–527; differences between income statements
and tax returns, 944f; causes of, 944–945; permanent
differences, 945d, 946–947, 947f; temporary differ-
ences, 945d, 947–948, 947n, 948f; disclosures,
974–975, 978–980; effects of inventory cost flow
assumptions, 375–376; expenses, 946d; financial
statements: balance sheets, 973–974, 973n; disclo-
sures, 974–975; statement of cash flows, 974; future
deductible amount, 946d; future taxable amount,
946d; income tax benefit, 946d; income tax expense,
946d; income tax obligation, 946d; income tax
refund, 946d; interim reports, 258–259; Internal
Revenue Service (IRS), 18–19; international differ-
ences, 977; interperiod tax allocation, 186d, 949f;
accounting principles, 949–950, 949n; current,
recording and reporting, 953–961, 955n; deferred,
recording and reporting, 953–961, 955n; ethical
dilemma, 959; permanent differences, 945d,
946–947, 947f, 959–961; temporary differences,
945d, 947–948, 947n, 948f, 959–961, 967–970;
intraperiod tax allocation, 186d, 945d, 970–973,
970n, 972n; obligations, 946d; operating loss carry-
backs or carryforwards, 945d, 962–967, 962n,
967–970; paid, cash flow, 1152–1153, 1153n;
payable, current liabilities, 602; rate changes, 975;
refund, 946d; tax credits, 945d, 976–977; tax law
changes, 975; taxable income, 946d; valuation
allowance, 946d

Independence principle, 10
Indirect materials, 360
Indirect (periodic) recording method, 420
Induced bond conversions, 660

Industry Accounting Guides, 9f, 17
Industry Audit Guides, 9f, 17
Inflows, 1131
Information. See accounting information; useful

information.
Inherent limitations paragraph, 247
Initial direct costs of leases, 1069d

Initial franchise fees, revenue recognition, 919–921
Installment method of revenue recognition, 177
Institute of Management Accountants (IMA), 11–12, 20
Intangible assets, 134d; amortization, 552–553, 553n,

558f; classifying, 550–551, 551f; cost of, 550–553;
development, 554d; disclosure, 567–568; ethical
dilemma, 561; finite life, 552–553; identifiable,
550d; copyrights, 559; deferred charges, 562; fran-
chises, 559; internally developed, 551, 557, 568–569;
leasehold improvements, 562; leases, 562; organiza-
tion costs, 562; patents, 557–558; purchased, 551,
568–569; software, internal use, 561–562; software
costs, 559–560; trademarks and tradenames, 562;
impairment, 553, 558f; inconsistencies, 568–570;
indefinite life, 553, 569; no alternative future uses,
555; research, 554d; research and development costs,
554–557, 555f; unidentifiable, 550d; estimating
value of goodwill, 566; human resources, 563n;
impairment of goodwill, 564–565; internally devel-
oped, 552; internally developed goodwill, 563, 569;
negative goodwill, 565–566; purchased, 551; pur-
chased goodwill, 563–564, 569–570

Integrity, 22f. See also ethics.
Intel Corporation, 724–725
Intercompany comparisons, 264
Interest. See also time value of money.: accrued, 78–79;

compound, M2–3; during construction, 470–473;
coverage ratio, 274; paid, cash flow, 1152–1153,
1153n; simple, M2–3

Interest-bearing notes, current liabilities, 592–593, 592n

Interest-rate swaps, 740
Intergraph Corp., 549
Interim reports, 257d; description, 257; disclosure,

260–261, 260n; discontinued operations, 259; earnings
per share, 259–260; expenses, 257–258; extraordinary
items, 259; income taxes, 258–259; international
differences, 263; inventory valuation, 421; preparing,
260–261; restatement, 1211–1212; revenues, 257

Internal Revenue Service (IRS), 18–19. See also
income taxes.

Internal users, 5–6d

Internal-use software, 561
International Accounting Standards Board (IASB), 19–20
International Accounting Standards Committee

(IASC), 19
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International differences: accounting, 147; cash flow,
1161; contingencies, 617; depreciation, 515, 524;
earnings per share, 840; gain/loss contingencies, 617;
income statement, 203; income taxes, 977; interim
reports, 263; inventory, valuation, 423; investments,
729, 735; leases, 1000; LIFO (last-in, last-out), 388;
long-term liabilities, 674; lower of cost or market rule,
423; notes receivable, 674; pension plans, 1032; prop-
erty, plant, and equipment (PP&E), 466, 474; restate-
ments, 1223; segment reports, 263; self-construction,
474; stockholders’ equity, 857

Interperiod tax allocation, 186d, 949f; accounting prin-
ciples, 949–950, 949n; current, recording and report-
ing, 953–961, 955n; deferred, recording and
reporting, 953–961, 955n; ethical dilemma, 959; per-
manent differences, 945d, 946–947, 947f, 959–961;
temporary differences, 945d, 947–948, 947n, 948f,
959–961, 967–970

Interpretations of the FASB, 12
Interrelationships, 118–119, 119f

Intracompany comparisons, 264
Intraperiod tax allocation, 186d, 945d, 970–973,

970n, 972n

Intrinsic value, share option plans, 781
Introductory paragraph, 246–247
Inventory, 360d; alternative systems, 362–363; balance

sheets, 129; “bill and hold” sales, 363–364; classifi-
cations of, 360–362; computer software for, 94–95;
consignment transfers, 363; cost, 364d; cost flow,
361f; cost flow assumptions, 367d, 367f. See also
FIFO (first-in, first-out); LIFO (last-in, last-out);
allowance method, 366n; average cost, 370–371,
370d; comparison of, 373–374; cost of beginning
inventory, 367; cost of goods available for sale, 367;
moving average cost, 371; physical flow, 367; specific
identification, 367–369; weighted average cost,
370–371; cost flow assumptions, alternatives: average
cost, 378–379; earnings (income) management,
377–378; holding gain, 374–375; income measure-
ment, 374–375; income tax effects, 375–376; inven-
tory profit, 375; inventory valuation, 378; LIFO
conformity rule, 375–376; LIFO liquidation profit,
376–377; liquidation of LIFO layers, 376–377; mix-
ing LIFO and FIFO, 375–376; selecting, 379–380;
costs, determining: gross price method, 365–367; net
price method, 365–367; period costs, 365; product
costs, 50, 365; purchases discounts, 365–367; trade
discounts, 366–367; depreciation method, 518; dis-
closures, 389–391, 389f; economic control, 363–364;
exchange gains, 392–393; exchange losses, 392,
393–434; factory supplies, 360; finished goods, 361;
fixed manufacturing overhead, 360; FOB (free-on-
board) shipping, 363–364; foreign currency transac-
tions, 392–394; foreign exchange rates, 392f;
importance of, 360; indirect materials, 360; legal

title, transferring, 363–364; manufacturing supplies,
360; merchandise, 360; parts, 360; periodic systems,
362d; description, 362–363; FIFO (first-in, first-out)
method, 369–370; income measurement, 375; LIFO
(last-in, last-out) method, 372–373; versus perpetual,
363; specific identification, 367–369; weighted aver-
age cost method, 370–371; perpetual systems, 362d;
FIFO (first-in, first-out) method, 369–370; LIFO
(last-in, last-out) method, 372–373; versus periodic,
363; specific identification, 367–369; weighted aver-
age cost method, 370–371; pools, 385–387; profit,
374–375; quantities, determining, 363–364; raw
materials, 360; reporting in financial statements, 361;
of service companies, 362; transfer from seller to
buyer, 363–364, 364f; turnover ratio, 272; variable
manufacturing overhead, 360; work in process, 360

Inventory, valuation, 378; disclosure of long-term obli-
gations, 423–424; dollar-value LIFO method,
437–439; errors, effects of, 439–441; FIFO (first-in,
first-out), 378; gross profit method, 426–427; LIFO
(last-in, last-out), 378; lower of cost or market rule,
414d; allowance recording method, 420; applying,
414–416; ceiling, 414–415; criticism of, 416, 422;
direct (periodic) recording method, 419; ethical
dilemma, 423; examples, 416–417; floor, 414–415;
implementing, 418; indirect (periodic) recording
method, 420; interim financial statements, 421;
international differences, 423; loss recognition,
421–423; lower constraint, 414–415; perpetual
recording method, 420; recording reduction,
419–421; reporting, 420–421; revenue recognition,
422; upper constraint, 414–415; product financing
arrangements, 423–424; purchase obligations,
423–424; retail inventory method, 428d; additional
costs, 433–434; additional markup, 429d; applying,
429–433; average cost flow assumptions, 431; com-
parison of methods, 434; cost flow assumptions,
429–433; examples, 428, 435–436; FIFO cost flow
assumptions, 430–431, 431n; LIFO cost flow assump-
tions, 431–432; lower of cost or market rule, 433;
markdown, 429d; markdown cancellation, 429d;
markup, 429d; markup cancellation, 429d; net mark-
down, 429d; net markup, 429d; retail adjustments,
433–434; underlying assumptions, 434–436; sum-
mary of issues, 442; valuation above cost, 424–425

Inventory errors, restatement, 1221
Investing activities, cash flow: cash flow statement, 1141;

long-term, 1154–1156, 1155n; overview, 1127; tem-
porary, 1154–1156, 1155n; worksheet entries, 1147

Investing cash flows, 53d, 1130, 1132–1133, 1154–1156
Investments, 708f; available-for-sale securities, 706;

categories, 706–707; classification, 706–708, 706n, 729;
conceptual evaluation, 726–729; consolidation report-
ing method, 707; convertible bonds, 737–738; debt
securities, 707d; amortized loss, 714n; available-for-sale,
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708–714, 709n, 724; bond discounts and premiums,
amortization, 715–717; bonds, sale before maturity,
719–720; bonds acquired between interest dates, amor-
tization, 718, 718n; credit balance, 710; debit balance,
710–711; dividend revenue, recording, 709–710; held to
maturity, 714–720, 714n, 724; initial cost, recording,
709; interest revenue, recording, 709–710; realized
gains and losses on sales, 712–714, 713n; reclassifica-
tion adjustment, 714; trading securities, 708, 723;
unrealized holding gains and losses, 710–712, 710n,
711n, 712n; derivatives, 739–740; disclosures, 723–726;
equity accounting method, 729–736, 730n; equity
reporting method, 707; equity securities, 707d;
available-for-sale, 708–714, 709n, 723; credit balance,
710; debit balance, 710–711; dividend revenue, record-
ing, 709–710; initial cost, recording, 709; interest
revenue, recording, 709–710; realized gains and losses
on sales, 712–714, 713n; reclassification adjustment,
714; trading securities, 708; unrealized holding gains
and losses, 710–712, 710n, 711n, 712n, 728; ethical
dilemma, 728; fair value, 707d; acquisitions at less
than, 734; hedges, 740–744; investments, 727;
liabilities, 727–728; financial instruments, 739–740;
in funds, 738–739; goodwill, 732n; hedges, 740d; cash
flow, 745–746; fair value, 740–744; held-to-maturity
debt securities, 707, 707n; impairments, 722–723, 735;
interest-rate swaps, 740; international differences, 729,
735; management intent, 729; nonmarketable
securities, 736; notional amounts, 740; by owners, 54d;
plant expansion funds, 738–739; sinking funds,
738–739; statement of cash flows, 739; stock dividends
and splits, 736–737; stock redemption funds,
738–739; stock warrants, 737, 737n; surrender value
of life insurance, 738; trading securities, 706d, 708;
transfers, 720–722, 722n; valuation, 706–708, 706n

Invitation to Comment, 13
IRS (Internal Revenue Service), 18–19. See also

income taxes.
Issue Papers, 9, 18

J
J.C. Penney Company, 826
Johnson & Johnson, 129, 132, 148, 481–482, 567–568
Johnson Controls, 905
Journal entries, 71d

Journalizing, 71d

Journals. See also ledgers.: general, 70–73, 70d, 71;
special, 71d, 93–94, 93d

Justice model of ethics, 23

K
Kellogg Company, 1160–1161
Kimberly-Clark, 135–136
Kohl’s Corporation, 826

L
Land: acquisition, 462; changes, cash flow, 1148, 1148n;

leasing. See leasing, real estate.
Last-in, last-out (LIFO). See dollar-value LIFO; LIFO

(last-in, last-out).
Lawsuits, contingencies, 614
Lease receivables, 1069d

Lease terms, 1069d

Leased equipment changes, cash flow, 1148
Leasehold improvements, 463
Leasing: change of lease type, 1107; changes in provisions,

1106–1108; guaranteed residual value, 1069d; account-
ing and reporting by lessor, 1096; capitalization issues,
1081–1082; and renewal, 1107; renewals, 1107–1108;
unguaranteed residual value, 1069d; accounting and
reporting by lessor, 1096; estimated, 1107

Leasing, personal property: accounting and reporting by
lessee: capital leases, 1074–1075, 1075–1080, 1076f;
conceptual evaluation, 1098; operating leases,
1073–1074; summary of, 1096–1097, 1097f; account-
ing and reporting by lessor: conceptual evaluation,
1098; direct financing leases, 1083d, 1086–1093,
1093n; guaranteed residual value, 1096; leveraged
leases, 1083d; operating leases, 1083d, 1084–1085;
sales-type leases, 1083d, 1093–1096; summary of,
1096–1097, 1097f; unguaranteed residual value,
1096; advantages of, 1066–1068; bargain purchase
option, 1069d, 1080–1081; bargain renewal option,
1069d; capital leases, 1068d; accounting and report-
ing, 1074–1075, 1075–1080, 1076f; examples,
1075–1080; classification, 1068–1072, 1070f, 1072;
dealer’s profit/loss, 1069d; direct financing leases,
1083d; disclosure: lessee, 1082–1083, 1083f; lessor,
1096, 1096f; statement of cash flows, 1097–1098;
estimated economic life of property, 1069d; ethical
dilemma, 1071; executory costs, 1069d; fair value of
property, 1069d; guaranteed residual value, 1069d,
1081–1082, 1096; implicit interest rate, 1069d; incep-
tion of the lease, 1069d; initial direct costs, 1069d;
international differences, 1000; lease receivable,
1069d; lease term, 1069d; lessee’s incremental
borrowing rate, 1069d; leveraged leases, 1083d;
manufacturer’s profit/loss, 1069d; minimum lease
payments, 1069d; operating leases, 1068d, 1073–1074;
sales-type leases, 1083d; unguaranteed residual value,
1069d, 1096; unreimbursible cost, 1069d

Leasing, real estate, 1101f; land and buildings: bargain
purchase option, 1100–1103; transfer of title,
1100–1103; land only, 1100; leveraged leases,
1105–1106; plus equipment, 1103; sale-leaseback
issues, 1103–1108, 1103n

Ledgers. See also journals: general, 73d, 75f; computer
software for, 95; posting to, 73–76; subsidiary, 74n,
92–93, 93d, 93f

Legal capital, 770
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Legal liabilities, 588d

Leveraged leases, 1083d; accounting and reporting by
lessor, 1083; real estate, 1105–1106

Liabilities, 52d, 66d, 122d; in the accounting equation,
66; callable by creditors, 619; characteristics of, 588;
deferred revenues, 598; financial flexibility, 590d;
financial reporting, 136–137; gain contingencies:
disclosure, 615, 615–617; international differences,
617; legal, 588d; liquidity, 589d; long-term,
134–135, 134d; loss contingencies, 612d; accrual of
loss, 613–614; disclosure, 614–615, 615–617; execu-
tory contracts, 615; international differences, 617;
lawsuits, 614; loss, accounting for, 612–613;
overview, 611–613; probable, 612; reasonably possi-
ble, 612; remote, 612; noncancelable obligations,
598; nonlegal, 588d; obligations, 588d; operating
cycle/year, 1589; other, 136; overview, 588–589;
probable, 588d; product financing, 598; unearned
items, 598; valuation, 123–127, 124f

Liabilities, current, 129d, 589d; accumulated rights, 596;
on balance sheets, 129–131; changes, and cash flow,
1147; classification, 590, 591f; contractual amounts:
accrued liabilities, 595–598; advances, 595; compen-
sated absences, 595–598; currently maturing long-
term debt, 594; dividends payable, 594–595;
holidays, 595–598; interest-bearing notes, 592–593,
592n; noninterest-bearing notes, 592–594; notes
payable, 592–594, 593n; refundable deposits, 595;
sick pay, 595–598; trade accounts payable, 591–592;
vacations, 595–598; disclosure, 620–621; estimated
mounts: advertising costs, 610–611; coupon obliga-
tions, 609–611; direct response advertising, 610–611;
expense warranty accrual method, 606–607; modi-
fied cash basis method, 608–609; premium obliga-
tions, 609–611; property taxes, 605–606; sales
warranty accrual method, 607–608; warranty obliga-
tions, 606–609; ethical dilemma, 603; in financial
statements, 620–621; operations dependent: bonus
obligations, 602–605, 603n; FICA, 600–602, 601f;
FUTA, 600–602, 601f; income taxes payable, 602;
payroll deductions, 600–602, 601f; payroll taxes,
600–602, 601f; sales tax, 599–600; social security
taxes, 600–602, 601f; unemployment insurance
taxes, 600–602, 601f; use tax, 599–600; short-term
debt to be refinanced, 617–618; valuation, 591;
vested rights, 596

Liabilities, long-term: bonds, 640d, 642n; accruing
interest, 652–653; amortization, 645–653; book
value, 644; book value conversion, 659; carrying
value, 644; characteristics of, 641, 642f; contract rate,
640; convertible, 657–660; debt replacement, 654;
debt retirement, 654; with detachable stock warrants,
656–657; discount, 643; effective interest amortiza-
tion, 648–651, 648n; effective rate, 641–642; equity
characteristics, 656–660; face rate, 640; face value,
640; induced conversions, 660; issue costs, 651–652;
issued between interest payment dates, 644–645;

market rate, 642; market value conversion, 659;
maturity date, 640; nominal rate, 640; par value,
640; payable, 640–643; premium, 643; recalling the
issue, 654; recording issuance of, 643–645; retiring,
654–656; selling prices, 641–643; stated rate, 640;
straight-line amortization, 645–647, 646n; yield,
641–642; zero-coupon, 653; bonds, serial: bonds
outstanding method, 683–686; early redemption,
686; effective interest method, 683–686; interest
expense, 683–686; issuance expense, 683–686;
impairment of loan: accounting by creditor,
680–682; accounting by debtor, 676–680; concep-
tual evaluation, 683; equity or asset exchange,
679–680, 682; modification of terms, 677–679,
679–680, 681–682; notes receivable, 671–674, 672n,
673n; troubled debt restructuring, 676; notes
payable, 661–666, 662n; notes receivable: bad debts,
671–674, 672n, 673n; disclosure, 667–670, 670n;
future developments, 675–676; guarantees, 675;
impairment of loan, 671–674, 672n, 673n; interna-
tional differences, 674; loan fees, 671; multiple com-
ponent instruments, 675; reasons for, 640

Life insurance, surrender value, 738
LIFO (last-in, last-out), 371d. See also dollar-value LIFO;

changing to or from, 388; conformity rule, 375–376;
description, 371–373; disadvantages of, 380; versus
FIFO, 373–374; income measurement, 374–375;
interim statements, 387; international differences,
388; inventory disclosures, 389–391, 389f; inventory
valuation, 378, 431–432; layers, liquidating,
376–377; liquidation profit, 376–377; selecting,
379–380; valuation adjustment, 387–388

Limits of liability, 767
Link-chain method, 385
Liquid assets, 132d

Liquidating dividends, 850
Liquidation of LIFO layers, 376–377
Liquidity, 39d, 120d, 306d; cash flow, 1126; liabili-

ties, 589d; problems, 590; ratio analysis, 590;
ratios, 270–271

Litigation settlement, restatement, 1212
Long-term: construction contracts, revenue recognition:

capitalized interest, 904; completed-contract
method, 894d, 896–897, 898–901; disclosure,
905–909; efforts-expended method, 896; long-term
service contracts, 906; losses, 901–904; offsetting
amounts, 904; operating cycle, 904; overhead costs,
904; percentage-of-completion method, 894d,
895–896, 897–901, 898n; proportional performance
method, 906–908, 907n; reporting, 905–909; invest-
ments, 132–133, 132d; liabilities, 134–135, 134d;
service contracts, revenue recognition, 906

Losses, 53d; contingencies, disclosure issues, 143–144;
depreciation, measurement of, 521; Income state-
ments, 179–180, 179d; measurement of, 522–523;
recognition, 421–423; revenue recognition, 901–904
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Lower of cost or market rule, 414d; allowance recording
method, 420; applying, 414–416; ceiling, 414–415;
criticism of, 416, 422; direct (periodic) recording
method, 419; ethical dilemma, 423; examples,
416–417; floor, 414–415; implementing, 418; indi-
rect (periodic) recording method, 420; interim finan-
cial statements, 421; international differences, 423;
loss recognition, 421–423; lower constraint,
414–415; perpetual recording method, 420; record-
ing reduction, 419–421; reporting, 420–421; retail
inventory method, 433; revenue recognition, 422;
upper constraint, 414–415

Lowe’s Companies, Inc., 201
Lump-sum purchase, 463–464

M
MACRS principles, 525–527
Major components, 181
Management approach, 253, 256
Management discussion and analysis (MD&A), 146
Management intent in investments, 729
Management’s reports, 249–251
Managerial accounting, 6–7d, 7f

Managing cash, 307–308
Manufacturer’s profit/loss, leases, 1069d

Manufacturing supplies, 360
Marathon Oil, 389–391
Mariah Carey, 615
Markdown, inventory valuation, 429d

Markdown cancellation, 429d

Market efficiency, 244–245
Market rate of bonds, 642
Market value bond conversion, 659
Markup, inventory valuation, 429d

Markup cancellation, 429d

Matching, 50–51, 50n

Materiality, 44–45, 44n, 56
Maturing debt, 276
Maturity date of bonds, 640
Maytag, 639
McDonald’s, 559
MD&A (management discussion and analysis), 146
Measuring income, 171–172
Merchandise inventory, 360
Merck & Co., Inc., 548, 854
Microsoft, 483, 639, 824
Midas Muffler, 559
Modified cash basis method, 608–609
Monetary unit assumption, 48
Moral reasoning, 23. See also ethics.

Morals. See ethics.
Moving average cost, 371
Multi-employer pension plans, 1032
Multiple-step income statements, 182f

Multi-step formats, 187–188

N
NASA, 64
National Association of Colleges and Employers, 3
National Association of State Auditors, 11–12
Negative cash flow, 1124–1126
Negative goodwill, 196, 565
Negotiable checks, as cash, 306
Net: credit sales method, 316–317; discount method,

313–314; income, cash flow from operations (CFO),
275; markdown, 429d; markup, 429d; price method,
365–367; realizable value: accounts receivable,
322–323; balance sheets, 124d; sales, 87

Net change in cash and reconciliation, 1130
Neutrality, 43
9/11, effects on depreciation, 525n

Nominal accounts. See temporary accounts.
Nominal rate of bonds, 640
Noncancelable obligations, 598
Non-cash items, cash flow, 1130–1131, 1144
Noncontributory pension plans, 996d

Non-core earnings, 175–176
Noncurrent assets, 310
Noninterest-bearing notes, current liabilities, 592–594
Nonlegal liabilities, 588d

Nonmarketable securities, 736
Nonmonetary asset exchanges, 466–469
Nonmonetary exchange, 776–777
Nonreciprocal, nonmonetary transfer to owners, 844–846
Nonreciprocal transfers, 465
Nonrecurring items, 175, 181
Nontrade receivables, 310d

No-par stocks, 138, 770
Norfolk Southern, 481–482
Normal revenue recognition, 311
Nortel Networks Corp., 884
Notes (annotations), 8, 149
Notes (securities). See also bonds.: current liabilities,

592n; payable: current liabilities, 592–594, 593n;
disclosure of liabilities, 665–666; ethical dilemma,
667; exchanged for cash, rights, privileges, 663–664;
exchanged for property, goods, services, 664–665;
issued for cash, 662–663, 662n; long-term liabilities,
661–666, 662n
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Notes (securities), receivable, 310d, 328d; assigning,
330–331; discounted, 330–331; impairment of loan:
accounting by creditor, 680–682; accounting by
debtor, 676–680; conceptual evaluation, 683; equity
or asset exchange, 679–680, 682; modification of
terms, 677–679, 679–680, 681–682; notes receiv-
able, 671–674, 672n, 673n; troubled debt restructur-
ing, 676; long-term liabilities: bad debts, 671–674,
672n, 673n; disclosure, 667–670, 670n; future
developments, 675–676; guarantees, 675; interna-
tional differences, 674; loan fees, 671; multiple com-
ponent instruments, 675; ratio analysis, 666;
short-term interest-bearing, 328–329; short-term
non-interest-bearing, 329

Notional amounts, 740
Numbering accounts, 67

O
Objectives-oriented standards, 16, 16n

Objectivity, 42
Objectivity and independence, 22f

Obsolescence, 505
Office of the Chief Accountant, 261
Offsetting amounts, 904
Oil and gas properties, 483–484
OPEB (other postemployment benefits). See other

postemployment benefits (OPEB).
Operating activities, cash flow, 1127d; cash flow state-

ment, 1140–1141, 1140n; conceptual overview, 1127;
diagram of, 1163–1166, 1164f; direct reporting
method, 1135–1136, 1162–1166; indirect reporting
method, 1136–1137; inflows, 1162–1163; major
adjustments, 1137–1138, 1138f, 1164f; outflows, 1163

Operating capability, 39n; balance sheets, 120d; descrip-
tion, 39–40; reporting guidelines, 176d

Operating cash flows, 53d, 1129, 1132–1133
Operating cycle, 128d, 128f, 904
Operating expenses, 184–185
Operating income, 187–188
Operating leases, 1068d; accounting and reporting by

lessee, 1073–1074; accounting and reporting by les-
sor, 1083d, 1084–1085

Operating loss carrybacks or carryforwards, 945d,
962–967, 962n, 967–970

Operating segments, segment reports, 252–255,
253d, 253n

Operations-dependent current liabilities: bonus obliga-
tions, 602–605, 603n; FICA, 600–602, 601f; FUTA,
600–602, 601f; income taxes payable, 602; payroll
deductions, 600–602, 601f; payroll taxes, 600–602,
601f; sales tax, 599–600; social security taxes,
600–602, 601f; unemployment insurance taxes,
600–602, 601f; use tax, 599–600

Opinion paragraph, 247–248
Opinions of auditor. See auditor’s reports.
Opinions of the Accounting Principles Board, 10
Opportunity cost, 848
Option pricing model, 783–784
Orange County, California, 740
Ordinary stock dividends, 846
Organization costs, 562
Organizations, standard-setting. See standard-setting

bodies.
Original Pronouncements, 12
Other postemployment benefits (OPEB). See also pen-

sion plans.: accounting for: attribution period,
1039–1040, 1040f; example, 1037–1038; funding dif-
ferences, 1039; impact of FASB Statements of Standards
No. 106, 1041–1042; interaction with deferred
income taxes, 1040; minimum liability, 1041; princi-
ples of, 1035; relevance, 1039; reliability, 1039;
accrued post retirement benefit cost, 1037; accumu-
lated postretirement benefit obligation (APBO),
1035; assets, 1037; expected postretirement benefit
obligation (EPBO), 1035; expenses, 1035–1036; lia-
bilities, 1037; versus pensions, 1034–1035, 1037; post
employment benefits, 1033; post retirement benefits,
1033–1034

Outflows, 1132
Overhead costs, revenue recognition, 904

P
Paid-in capital, 771
Par value: bonds, 640; method, 804–805; stocks, 138, 770
Parenthetical notations, 149
Partially structured problems, 25
Participating preferred stocks, 794, 843–844
Partnerships, 137d

Parts inventory, 360
Patents, 557–558
Payables turnover ratio, 273
Payroll, computer software for, 95
Payroll deductions, current liabilities, 600–602, 601f

Payroll taxes, current liabilities, 600–602, 601f

PCAOB (Public Company Accounting Oversight
Board), 20

Pension benefit formula, 999d

Pension Benefit Guaranty Corporation (PBGC),
994, 1031

Pension plans. See also other postemployment benefits
(OPEB): accounting examples: additional liability,
1016–1018; disclosures, 1018–1019; expense equal to
funding, 1007–1008; expense greater than funding,
1008–1009; expense less than funding, 1009–1011;

I17Index



gains or losses, 1014–1016; unrecognized prior serv-
ice costs, 1011–1014, 1013n; worksheet, 1019–1024;
accumulated benefit obligation, 999d; actual return
on plan assets, 999d; actuarial funding method,
999d; actuarial present value, 999d; assets,
1003–1004; assumptions, 999d; average life
expectancy, 996; benefits/years-of-service approach,
1005; characteristics of, 996–997; contributory, 996d;
curtailments, 1031–1032; deferred cost, 1004; defined
contribution, 996d, 1029–1030; disclosures: account-
ing examples, 1018–1019; defined benefit plans,
1005–1006; by funding agencies, 1030–1031; state-
ment of cash flows, 1029; discount rate, 999d;
Employee Retirement Security Act of 1974 (ERISA),
1031; ethical dilemma, 1030; expected return on plan
assets, 999d, 1000, 1000n; funded, 996d; gain or loss,
999d, 1002, 1002n; history of, 997–998; interest cost,
1000; international differences, 1032; legislation,
996, 1031; liabilities, 1003–1004; measurement
methods, 1005; multi-employer plans, 1032; non-
contributory, 996d; pension benefit formula, 999d;
Pension Benefit Guaranty Corporation (PBGC),
1031; pension expense, 999–1003, 999n, 1002n;
Pension Reform Act of 1974, 1031; prepaid/accrued
cost, 1003; prior service cost, 999d, 1001, 1011–1014;
projected benefit obligation, 999d; service cost, 999d,
1000; settlements, 1031–1032; summary of issues,
1024–1026; termination, 1032; unfunded, 996d;
unfunded accumulated benefit obligation,
1003–1004; vested benefit obligation, 999d; vested
benefits, 1029

Pension plans, defined benefit, 996d; balance sheet,
1028–1029; expected return on plan assets, 1046;
expense, 1026–1027, 1048; interest on projected ben-
efit obligation, 1044–1046; liability, 1048; pension
liabilities, 1027–1028; present value calculations,
1042–1048; prior service costs: overview, 1027;
unrecognized, amortizing, 1046–1047; projected
benefit obligation, 1047–1048; service costs, 1044n;
adjustments, 1047–1048; example, 1043–1044

Pension Reform Act of 1974, 1031
Percentage analysis, 264–265
Percentage depletion, 529
Percentage of outstanding accounts receivable, 317–318
Percentage of sales method, 316–317
Percentage-of-completion method, 50d, 177d, 898n;

versus completed-contract method, 897–901; deter-
mining percentage completed, 895–896; long-term
construction contracts, 894d

Performance-based share option, 786–788
Period costs, 50, 365
Periodic inventory systems, 71n, 362d; description,

362–363; FIFO (first-in, first-out) method, 369–370;
income measurement, 375; LIFO (last-in, last-out)
method, 372–373; versus perpetual, 363; preparing

financial statements, 87–88; specific identification,
367–369; weighted average cost method, 370–371

Period-of-time assumption, 47
Permanent accounts, 68–69
Perpetual inventory system, 71
Perpetual inventory systems, 362d; FIFO (first-in, first-out)

method, 369–370; LIFO (last-in, last-out) method,
372–373; versus periodic, 363; specific identification,
367–369; weighted average cost method, 370–371

Perpetual recording method, 420
Personal property, leasing. See leasing, personal property.
Petty cash, 333
Pfizer, Inc., 190–191
Physical capital, 121d

Physical flow, 367
Pinnacle Entertainment Inc., 143–144
Plant. See property, plant, and equipment (PP&E).
Plant expansion funds, 738–739
Pledging accounts receivable, 324
Position papers, 13
Post employment benefits, 1033
Post retirement benefits, 1033–1034
Postage stamps, as cash, 306
Postdated checks, as cash, 306
Postemployment benefits. See other postemployment

benefits (OPEB); pension plans.
Posting, 73–74d

Potential common shares, 831
PP&E (property, plant, and equipment). See property,

plant, and equipment (PP&E).
Practice Bulletins, 9f, 17
Predictive value, 42
Preferred dividends coverage ratio, 274
Preferred stock, 138d, 793d; callable, 797–798; changes,

and cash flow, 1149; convertible, 794–796; cumula-
tive, 793–794; participating, 794; preference as to
dividends, 793; preference in liquidation, 798; recall-
ing, 797–798; redeemable, 798; retiring, 797–798;
rights, 796–797; with stock warrants, 796–797; vot-
ing rights, 799

Premium bonds, 135, 643
Premium obligations, current liabilities, 609–611
Prepaid assets. See prepaid expenses.
Prepaid expenses, 76, 1220–1221
Present value: annuities, M14; annuities due, M18–21;

balance sheets, 125d; converting from future, M2;
deferred annuities due, M21–24; ordinary annuities,
M14–18; role in financial reporting, M24–25; single
sum, M7–9

Price/earnings ratio, 268–269, 826
Primary markets, 4f, 5d
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Principles, 46f. See also assumptions; Code of
Professional Conduct (CPC); ethics; generally
accepted accounting principles (GAAP); standards;
accrual accounting, 50–51; APB Opinions, 10; cash
basis accounting, 50–51; conservatism, 51; historical
cost, 48n; balance sheets, 123d; description, 48–49;
property, plant, and equipment (PP&E), 460–461;
inconsistencies, 2-11; independence, 10; matching,
50–51, 50n; period costs, 50; products costs, 50; pru-
dence, 51; recognition of costs and expenses, 49d, 50n;
advancing (accruing), 50; deferring (delaying), 50;
earning process, 49–50; percentage-of-completion
method, 50; realization, 49; representation, 10;
response time, 10; restatements, 1200d; versus change
in estimate, 1209–1210; components, 1201; direct and
indirect results, 1210–1211; for future events, 1211; ini-
tial public sale of common stock, 1211; interim finan-
cial statements, 1211–1212; litigation settlement, 1212;
preferability of new principle, 1210; prospective
adjustment, 1213; retrospective adjustment method,
1201–1207, 1212; transition methods, 1211

Prior service cost, pension plans, 999d, 1001, 1011–1014
Private corporations, 767
Probable contingencies, 612
Probable liabilities, 588d

Problem-solving process, 24. See also creative and
critical thinking.

Procter & Gamble, 740
Product costs, 50, 365
Product financing, liabilities, 598
Product financing arrangements, 423–424
Professional associations, 20
Profit margin, 269–270
Projected benefit obligation, 999d

Pronouncements of the FASB, 12
Property, plant, and equipment (PP&E), 133d, 460d;

acquisition: buildings, 462–463; costs after, 476–478;
deferred payments, 464; determination of cost,
461–463; by donation, 465–466; ethical dilemma,
469; issuance of securities, 464–465; land, 462; lease-
hold improvements, 463; lump-sum purchase,
463–464; nonmonetary asset exchanges, 466–469;
nonreciprocal transfers, 465; additions, 476; asset
retirement obligations, 479; balance sheet, 133–134;
betterments, 476–477; characteristics of, 460–461;
depreciation, 520–524; disclosure, 481–482; disposal
of, 478–479, 479n; gas properties. See oil and gas
properties; historical cost, 460–461; improvements,
476–477; international differences, 466; oil and gas
properties, 483–484; property taxes, capitalizing, 462;
rearrangement, 476–477; renewals, 476–477; repairs
and maintenance, 477–478; replacements, 476–477;
return on assets, 483n; self-construction: develop-
ment stage companies, 475–476; fixed overhead

costs, 474–475; income on, 475; interest during con-
struction, 470–473; international differences, 474

Property dividends, 844–846
Property taxes: capitalizing, 462; current liabilities,

605–606
Proportional-performance method, 50, 177,

906–908, 907n

Proxy statements, 16
Prudence, 51
Public Company Accounting Oversight Board

(PCAOB), 20
Public corporations, 767
Public interest, 22f

Publications: See also APB Opinions. See also ARBs. See
also FASB Interpretations. See also FASB Statements of
Concepts. See also FASB Statements of Standards. See
also Statements of Financial Accounting Standards;
AICPA: Accounting Interpretations, 9f, 17–18;
Accounting Trends and techniques, 9f, 18; Industry
Accounting Guides, 9f, 17; Industry Audit Guides, 9f, 17;
Issue Papers, 9, 18; Practice Bulletins, 9f, 17; Statements
of Position, 9f, 17; Technical Practice Aids, 9; Cost
Accounting Standards, 18; Current Text (General
Standards and Industry Standards), 12; FASB Proposal
Statement of Concepts, 33–34; FASB Statements and
Interpretations, 17. See also FASB Statements of
Standards; The Financial Analysts Journal, 20; Guide for
Implementation, 12; IASB International Financial
Reporting Standards, 9; Interpretations, 12; Opinions of
the Accounting Principles Board, 10.  See also APB
Opinions; Original Pronouncements, 12; pronounce-
ments of the FASB, 12; SEC: “Codification of
Financial Reporting Policies,” 17n; Financial Reporting
Releases, 17; Staff Accounting Bulletins, 17; Staff
Positions, 12; Technical Bulletins, 12

Purchases: allowance, 87; discounts, 87, 365–367; obli-
gations, 423–424

Q
Qualified opinions, 249
Quarterly operations report (10-Q form), 16, 262d

Quarterly report. See Form 10-Q (quarterly
operations report).

Quick assets, 271
Quick ratio, 271

R
Ratio analysis: acid-test ratio, 271; activity ratios,

272–273; book value per common share, 274–275;
cash flow from operations (CFO) to, 276d; maturing
debt, 276; net income, 275; sales, 275; cash flow
ratios, 275–276; company profitability ratios, 269;
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current ratio, 271; days in operating cycle, 273; debt
ratio, 273–274; debt/equity ratio, 274n; dividend
yield, 269; dividends, 851; earnings per share ratio,
268; interest coverage ratio, 274; inventory turnover
ratio, 272; liquidity, 590; liquidity ratios, 270–271;
long-term liabilities, 666; payables turnover ratio,
273; preferred dividends coverage ratio, 274;
price/earnings ratio, 268–269; profit margin,
269–270; quick assets, 271; quick ratio, 271; receiv-
ables turnover ratio, 272–273; return on stockhold-
ers’ equity, 270; return on total assets, 270; stability
ratios, 273–275; stockholder profitability ratios,
268–269; stockholders’ equity, 806; times interest
earned ratio, 274; working capital ratio, 271

Raw materials inventory, 360
Real accounts. See permanent accounts.
Real estate, leasing. See leasing, real estate.
Real estate sales, revenue recognition, 921–922
Realization, 49
Realized revenues, 177–178
Rearrangement of property, plant, and equipment,

476–477
Reasonably possible contingencies, 612
Recalling a bond issue, 654
Recalling preferred stock, 797–798
Receivables, 310d. See also accounts receivable; cash;

uncollectible accounts; balance sheets, 129; current
assets, 310; disclosures, 331–332; noncurrent assets,
310; nontrade receivables, 310d; normal revenue
recognition, 311; notes receivable, 310d, 328d;
assigning, 330–331; discounted, 330–331; 
short-term interest-bearing, 328–329; short-term
non-interest-bearing, 329; revenue from credit sales,
311; revenue recognition, 311; right of return, 311;
sales allowances, 314–315; sales returns: defective
goods, 314–315; right of return, 311; trade receiv-
ables, 310–312, 310d; turnover ratio, 272–273;
valuation issues, 311–312

Recognition: balance sheets, 121; expenses, 49d, 50n;
advancing (accruing), 50; cause and effect, 178–179;
deferring (delaying), 50; earning process, 49–50;
immediate recognition, 179; percentage-of-completion
method, 50; principles of, 178–179; realization, 49;
systematic and rational allocation, 179; loss, 421–423;
normal revenue, 311

Reconciling bank accounts, 334–337
Redeemable preferred stock, 798
Refinancing short-term debt: ability to refinance, 618;

financing agreements, 618; intent to refinance,
617–618; liability issues, 617–618; repayment and
replacement, 618

Refundable deposits, current liabilities, 595
Registration statement (S-1), 16

Regulation S-X, 17
Related party transactions, 144–145
Relevance, 41–43, 56
Reliability, 42, 56
Remote contingencies, 612
Renewals: leases, 1107–1108; property, plant, and equip-

ment, 476–477
Repairs and maintenance on property, plant, and equip-

ment, 477–478
Replacements of property, plant, and equipment,

476–477
Report form, 148
Reportable segments, 253, 255
Reporting entity, restatements, 1200d, 1213–1214
Reports. See also financial reporting; financial statements;

reporting; reports; statements.: annual, 7, 69d; audit
committee, 249–251; auditor’s, 248–249f; adverse
opinions, 249; definition paragraph, 247; description,
246; disclaimer of opinion, 249; inherent limitations
paragraph, 247; introductory paragraph, 246–247;
opinion paragraph, 247–248; opinions expressed,
246; qualified opinions, 249; scope paragraph, 247;
classifications.  See also financial reporting; financial
statements; accumulated other comprehensive
income, 139–140; additional paid-in capital, 138;
capital stock, 138; contributed capital, 137; current
assets, 128–129, 128d; deferred charges, 134; intangi-
ble assets, 134d; long-term investments, 132–133,
132d; miscellaneous items, 140; other assets, 134;
property, plant, and equipment (PP&E), 133–134,
133d; retained earnings, 139d; sample, 127–128;
stockholders’ equity, 137d; working capital, 131–132,
131d; financial information. See financial reporting;
flexibility, cash flow, 1153–1154; format, cash flow,
1128; guidelines, cash flow, 1126–1131; income,
guidelines for: financial flexibility, 176; general, 174;
operating capability, 176d; return on investment,
175d; risk, 175d; specific, 174–175; user groups,
175–176; interim, 257d; description, 257d; disclo-
sure, 260–261, 260n; discontinued operations, 259;
earnings per share, 259–260; expenses, 257–258;
extraordinary items, 259; income taxes, 258–259;
international differences, 263; preparing, 260–261;
revenues, 257; inventory valuation, 420–421; man-
agement’s, 249–251; revenue recognition, 905–909;
SEC: 10-K form (annual report), 16, 145–146, 262d;
10-Q form (quarterly operations report), 16, 262d;
Chief Accountant, 261; description, 261; Division of
Corporation Finance, 261; Office of the Chief
Accountant, 261; XBRL supplemental information,
262; segment, 252n, 256f; aggregation, 251; compara-
bility issues, 256; corporate interest expense, 255;
corporate interest revenue, 255; disaggregation, 252,
255–256; disclosure requirements, 253–254, 254n,
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255–256; ethical dilemma, 254; international
differences, 263; management approach, 253, 256;
operating segments, 252–255, 253d, 253n; reportable
segments, 253, 255; transfer pricing, 256

Representation principle, 10
Representational faithfulness, 42–43
Research and development costs, 554
Residual equity theory model, 66–67
Residual value, 505
Response time principle, 10
Responsibilities, 22f

Restatements: corrective measures, 1218–1222; report-
ing methods, 1200–1201; stockholders’ equity, 852

Restatements, types of changes: accounting estimate,
1200d, 1207–1208; accounting principle, 1200d;
versus change in estimate, 1209–1210; components,
1201; direct and indirect results, 1210–1211; for future
events, 1211; initial public sale of common stock,
1211; interim financial statements, 1211–1212; litiga-
tion settlement, 1212; preferability of new principle,
1210; prospective adjustment, 1213; retrospective
adjustment method, 1201–1207, 1212; transition
methods, 1211; effects on financial statements, 1224;
error correction: analysis, 1216–1218; balance sheet
errors, 1216–1218; corrective measures, 1218–1222;
ethical dilemma, 1218; failure to accrue bad debts,
1221–1222; failure to accrue revenue, 1220; income
statement errors, 1216–1218; international differ-
ences, 1223; inventory errors, 1221; omission of pre-
paid expenses, 1220–1221; overview, 1214; estimates:
versus change in accounting principle, 1209–1210;
prospective adjustment, 1213; retrospective adjust-
ment method, 1212; reporting entity, 1200d,
1213–1214; retrospective adjustments, 1208–1209

Retail adjustments, 433–434
Retail inventory method, 428d; additional costs,

433–434; applying, 429–433; average cost flow
assumptions, 431; comparison of methods, 434; cost
flow assumptions, 429–433; examples, 428,
435–436; FIFO cost flow assumptions, 430–431,
431n; LIFO cost flow assumptions, 431–432; lower of
cost or market rule, 433; markdown, 429d; mark-
down cancellation, 429d; markup, 429d; markup,
additional, 429d; markup, cancellation, 429d; net
markdown, 429d; net markup, 429d; retail adjust-
ments, 433–434; underlying assumptions, 434–436

Retail land sales, revenue recognition, 922–923
Retained earnings, 67d, 139d. See also dividends; appro-

priations, 853; balance sheets, 139; content of, 841;
restrictions, 853; statements, 853–855; stockholders’
equity, 771, 841.  See also dividends.

Retained earnings statements. See statements, retained
earnings.

Retained fair values, 775–776
Retirement: bonds, 654–656, 1152; employee. See other

postemployment benefits (OPEB); pension plans;
preferred stock, 797–798; treasury stock, 804

Retrospective adjustments. See restatements.
Return on assets, 483n

Return on investment, 38, 175d

Return on stockholders’ equity, 270
Return on total assets, 270
Returns of purchased goods. See sales, returns.
Revenue, 53d, 67d. See also earnings; income; in the

accounting equation, 67; accrued, 79; from credit
sales, 311; deferred, 77–78, 77d; earned, 177–178;
failure to accrue, 1220; Income statements, 176–178,
176d, 176n; interim reports, 257; realized, 177–178

Revenue recognition, 176–177d, 178f; after the sale
period: cost recovery method, 914–915; installment
method, 909–914, 915; purpose of, 892; alternatives,
summary of, 892–894, 918f; completion of produc-
tion, 892; consignment sales, 923–924; continuing
franchise fees, 919, 921; cost-recovery method, 177;
delayed until future event: deposit method, 915–916;
purpose of, 893; description, 176–178; earned rev-
enues, 177–178; earning process, 177–178; ethical
dilemma, 901; franchises, 919–921; initial franchise
fees, 919–921; installment method, 177; inventory
valuation, 422; other than time of sale, 177–178;
percentage-of-completion method, 177;
proportional-performance method, 50, 177; real
estate sales, 921–922; realized revenues, 177–178;
receivables, 311; retail land sales, 922–923; right of
return, 311; in the sale period, 892; software revenue,
917–918; substantial performance, 919; at time of
sale, 177; timing, 177–178, 891–892

Revenue recognition, prior to the sale period: long-term
construction contracts: capitalized interest, 904;
completed-contract method, 894d, 896–897,
898–901; disclosure, 905–909; efforts-expended
method, 896; long-term service contracts, 906; losses,
901–904; offsetting amounts, 904; operating cycle,
904; overhead costs, 904; percentage-of-completion
method, 894d, 895–896, 897–901, 898n; proportional
performance method, 906–908, 907n; reporting,
905–909; purpose of, 892

Reversing entries, 90–91d, 91–92
Right of offset, 148, 148n

Right of return, 311
Rights model of ethics, 23
Risk, 38, 175d

Rounding, 148
Ruby Tuesday, 1199
Rules-based standards, 16
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S
S-1 (registration statement), 16
Salaries, accrued, 78
Sale of depreciable assets, cash flow, 1151–1152
Sale-leaseback issues, 1103–1108, 1103n

Sales: allowances, 86–87, 314–315; cash flow from
operations (CFO) to, 275; returns, 86–87, 87n;
defective goods, 314–315; right of return, 311;
revenue (net), 183

Sales tax, current liabilities, 599–600
Sales warranty accrual method, 607–608
Sales-type leases, 1083d, 1093–1096
Salvage value, 505
Sam’s Club, 327
Sarbanes-Oxley Act, 64–65
SARs (share appreciation rights), 788–790
Scope and nature of services, 22f

Scope paragraph, 247
Scrip dividends, 846
Secondary markets, 4–5d, 4f

Securities. See investments; specific securities.
Securities and Exchange Commission (SEC): APB

Opinions, 17; and the FASB, 16–17; FASB
Statements, 17; forms: 8-K (significant events report),
16; 10-K (annual report), 16, 145–146, 262d; 10-Q
(quarterly operations report), 16, 262d; Electronic
Data Gathering Analysis and Retrieval System
(EDGAR), 17; Financial Reporting Releases, 17; proxy
statements, 16; Regulation S-X, 17; required reports,
16–17; S-1 (registration statement), 16; Staff
Accounting Bulletins, 17; fraud detection, 17; history
of GAAP, 8; integrated disclosures, 145–146; reports:
10-K form (annual report), 16, 145–146, 262d; 10-Q
form (quarterly operations report), 16, 262d; Chief
Accountant, 261; description, 261; Division of
Corporation Finance, 261; Office of the Chief
Accountant, 261; XBRL supplemental information,
262; Statements and Interpretations, 17

Securities Industry Association, 11–12
Segment reports, 252n, 256f; aggregation, 251; compa-

rability issues, 256; corporate interest expense, 255;
corporate interest revenue, 255; disaggregation, 252,
255–256; disclosure requirements, 253–254, 254n,
255–256; ethical dilemma, 254; international differ-
ences, 263; management approach, 253, 256; operat-
ing segments, 252–255, 253d, 253n; reportable
segments, 253, 255; transfer pricing, 256

Selected financial data, 146
Self Accounting Bulletins, 17
Self-construction: development stage companies,

475–476; fixed overhead costs, 474–475; income on,
475; interest during construction, 470–473; interna-
tional differences, 474

Sell decisions, 5
Selling: accounts receivable, 326–327; expenses, 184–185
Separable assets, 132d

Serial bonds: bonds outstanding method, 683–686;
early redemption, 686; effective interest method,
683–686; interest expense, 683–686; issuance
expense, 683–686

Service cost, pension plans, 999d, 1000
Service life, 504–505
Settlements, pension plans, 1031–1032
Share appreciation rights (SARs), 788–790
Share options, 779d, 782n; cliff vesting, 785–786; com-

pensatory, 780–792; in diluted earnings per share,
831–837; disclosures, illustration, 790–791; earnings
per share, 834–835; exercise price, 780; fair value,
781, 783–784; fixed share option, 785–786, 786n;
history of, 780–782; intrinsic value, 781; option pric-
ing model, 783–784; performance-based share
option, 786–788; political controversy, 782; recogni-
tion of compensation expense, 784–790, 784n; SARs
(share appreciation rights), 788–790

Share purchase plans, 779–780, 779d

Short-term interest-bearing notes receivable, 328–329
Short-term non-interest-bearing notes receivable, 329
Sick pay, current liabilities, 595–598
Significant events report (8-K form), 16
Simple interest, M2–3
Single-step formats, 187–188
Sinking funds, 738–739
Sinking-fund depreciation method, 515n

Slide errors, 74–75
Social security. See FICA.
Sociopolitical environment, 14–16, 15n, 16n

Software revenue recognition, 917–918
Sole proprietorships, 137d

Source documents, 67d

Southwest Airlines, 1064–1065
Special journals, 71d, 93–94, 93d

Special stock dividends, 846
Specific identification, 367–369
Spreadsheets. See worksheets.
Spreadsheets (worksheets), 88d, 89f; cash flow: exam-

ple, 1146–1147; preparation, 1142–1151, 1143f,
1144n; overview, 88–90

Stability ratios, 273–275
Staff Accounting Bulletin No. 104, 917
Staff Positions, 12
Stakeholders, 23
Standards. See also APB Opinions; assumptions;

ethics; FASB Statements of Standards; Financial
Accounting Standards Board (FASB); generally
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accepted accounting principles (GAAP); principles.:
consistency, 10; development timeline, 10f; fairness, 10

Standard-setting bodies, 21f. See also Financial
Accounting Standards Board (FASB); Accounting
Principles Board (APB), 10.  See also APB Opinions;
American Accounting Associations (AAA), 19; CFA
Institute (CFAI), 20; Committee on Accounting
Procedure (CAP), 10; Cost Accounting Standards
Board (CASB), 18; Emerging Issues Task Force (EITF),
18; Financial Executives International (FEI), 20;
Government Accounting Standards Board (GASB),
20; Institute of Management Accountants (IMA), 20;
Internal Revenue Service (IRS), 18–19; International
Accounting Standards Board (IASB), 19–20;
International Accounting Standards Committee
(IASC), 19; professional associations, 20; Public
Company Accounting Oversight Board (PCAOB),
20; relationships between, 20–21; Wheat
Committee, 10–11

Stated value of stocks, 138
Statement of cash flows, 53d, 70d. See also cash flows;

bonds payable, changes, 1148–1149; buildings,
changes, 1148; cash and equivalents, 1128; cash divi-
dends, 1149; cash dividends declared, 1157–1159;
cash flows from financing activities, 211–212; cash
flows from investing activities, 211; classifications,
1132–1133; compensatory share option plans,
1158–1159; conceptual evaluation, 1126–1131; cur-
rent asset changes, 1144–1147; current liabilities
changes, 1147; decreases in liabilities, 1132; decreases
in non-cash assets, 1131; decreases in stockholders'
equity, 1132; direct method, 212–214; direct report-
ing method: diagram of, 1163–1166, 1164f; direct
reporting method, 1162–1166; inflows, 1162–1163;
major adjustments, 1164f; outflows, 1163; reporting
guidelines, 212–214; visual inspection, 1166–1168;
worksheets, 1169–1173, 1170f–1171; disclosure,
1159–1160; ethical dilemma, 1134; exchange rates,
1159; expected, M25; financial flexibility, 1126;
financial institutions, 1156–1157; financial reporting,
7; in financial reporting, 7; financing, 1130,
1132–1133; financing activities, 210–212; cash flow
statement, 1141–1142; overview, 1127–1128; partial,
1154–1156; reporting guidelines, 210–212; worksheet
entries, 1147; income tax, 974; income tax paid,
1153n; income taxes paid, 1152–1153; increases in
liabilities, 1131; increases in non-cash assets, 1132;
increases in stockholders' equity, 1131; inflows, 1131;
information, 36–37; interest paid, 1152–1153,
1153n; international differences, 1161; investing,
1130, 1132–1133, 1154–1156; investing activities,
210–212; cash flow statement, 1141; long-term,
1154–1156, 1155n; overview, 1127; reporting guide-
lines, 210–212; temporary, 1154–1156, 1155n; work-
sheet entries, 1147; land changes, 1148, 1148n; leased
equipment, changes, 1148; liquidity, 1126; major

sections, 211; negative, 1124–1126; net cash flows
from operating activities, 211; net change in cash and
reconciliation, 1130; non-cash items, 1130–1131,
1144; operating, 1129, 1132–1133; operating activi-
ties, 210–212, 1127d; cash flow statement,
1140–1141, 1140n; conceptual overview, 1127; dia-
gram of, 1163–1166, 1164f; direct reporting method,
1135–1136, 1162–1166; indirect reporting method,
1136–1137; inflows, 1162–1163; major adjustments,
1137–1138, 1138f, 1164f; outflows, 1163; reporting
guidelines, 210–212; from operations (CFO) to,
276d; maturing debt, 276; net income, 275; sales,
275; outflows, 1132; per share of stock, 1159; pre-
ferred stock changes, 1149; deferred tax changes,
1149; preparation: bonds payable, changes,
1148–1149; buildings, changes, 1148; cash dividends,
1149; cash flows from financing activities,
1141–1142; cash flows from investing activities, 1141;
cash flows from operating activities, 1140–1141,
1140n; current asset changes, 1144–1147; current lia-
bilities changes, 1147; financing activities, 1147;
investing activities, 1147; land changes, 1148, 1148n;
leased equipment, changes, 1148; non-cash expenses,
1144; preferred stock changes, 1149; deferred tax
changes, 1149; statement example, 1145, 1150; stock
dividends, 1149; visual inspection method,
1139–1142, 1139n, 1140n; worksheet example,
1146–1147; worksheet (spreadsheet) method,
1142–1151, 1143f, 1144n; purpose of, 210, 1126;
ratios, 275–276; red flags, 1124–1126; reporting flex-
ibility, 1153–1154; reporting format, 1128; reporting
guidelines, 210–212, 1126–1131.  See also statements,
cash flow; retirement of bonds, 1152; sale of depre-
ciable assets, 1151–1152; statements. See statements,
cash flow; stock dividends, 1149

Statements. See also financial reporting; financial state-
ments; reporting; reports.: changes in equity, 54d;
distributions to owners, 140d; in financial reporting,
7; in financial statements, 54; investments by owners,
140d; comprehensive income, 7n; earnings. See
income statement; financial position. See balance
sheets; income. See income statement; operations.
See income statement; retained earnings, 69d, 204d;
adjustments, 204–206; change in accounting princi-
ple, 205; combined statements, 206; error correction,
205–206; net dividends, 204; net income, 204;
preparing, 83, 83f

Statements and Interpretations, 17
Statements of Financial Accounting Concepts, 12d, 12n.

See also FASB Statements of Concepts.
Statements of Financial Accounting Standards, 12d, 12n.

See also FASB Statements of Standards.
Statements of Position, 9f, 17
Statutory depletion, 529
Stewardship information, 37
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Stock option plans. See compensatory share option plans.
Stock transfer journal, 768
Stockholder profitability ratios, 268–269
Stockholders’ equity, 66d, 137d, 771d. See also divi-

dends; stocks; in the accounting equation, 66; bal-
ance sheets, 123d, 137d; capital stock reacquisition.
See treasury stock; cash flow statements, 805; com-
bined sales of stock, 775–776; common stock,
772–779; components, 771; contributed capital, 771,
799–800; disproportionate stock splits, 778; distri-
butions to owners, 140d; earnings per share, 827n;
calculating, 827–829, 828n; components, 829–830;
contingent issuances, 837; conversion ratios, 837;
convertible securities, 834–835; diluted, 831–837,
833n, 835n; disclosures, 837–840; international dif-
ferences, 840; overview, 826–827; potential common
shares, 831; price/earnings ratio, 826; share options,
834–835; stock warrants, 834–835; treasury stock
method, 832–834, 833n; ethical dilemma, 775;
international differences, 857; investments by own-
ers, 140d; issuance of capital stock, 772–779; miscel-
laneous changes, 855; nonmonetary exchange,
776–777; paid-in capital, 771; preferred stock, 793d;
callable, 797–798; convertible, 794–796; cumulative,
793–794; participating, 794; preference as to divi-
dends, 793; preference in liquidation, 798; recalling,
797–798; redeemable, 798; retiring, 797–798; rights,
796–797; with stock warrants, 796–797; voting
rights, 799; proportionate stock splits, 777–778;
ratio analysis, 806; restatements, 852; retained earn-
ings.  See also dividends; appropriations, 853; content
of, 841; restrictions, 853; statements, 853–855;
retained fair values, 775–776; return on, 270; reverse
stock splits, 778; rights to current stockholders, 779;
share option plans, 779d, 782n; cliff vesting,
785–786; compensatory, 780–792; disclosures, illus-
tration, 790–791; exercise price, 780; fair value, 781,
783–784; fixed share option, 785–786, 786n; history
of, 780–782; intrinsic value, 781; option pricing
model, 783–784; performance-based share option,
786–788; political controversy, 782; recognition of
compensation expense, 784–790, 784n; SARs (share
appreciation rights), 788–790; share purchase plans,
779–780, 779d; statement of changes, 7, 54, 54d,
855–859. See also financial statements; stock splits,
777–778; stock subscriptions, 773–775; stock war-
rants, 779; treasury stock: acquisition at greater than
market value, 803; balance sheets, 803; cost method,
801–803, 802n; donated, 804; overview, 800–801;
par value method, 804–805; reasons for, 800–801;
retirement, 804

Stockholders’ ledger, 768
Stockholders’ rights, 769

Stocks, 138n, 146. See also stockholders’ equity; addi-
tional paid-in capital, 138–139; capital, 138–139;
certificates, 768; compensatory share option plans,
cash flow, 1158–1159; dividend revenue, recording,
709–710; dividends. See dividends; preferred stock
changes, cash flow, 1149; redemption funds,
738–739; splits, 736–737, 777–778; subscriptions,
773–775; warrants: detachable, 656–657; earnings
per share, 834–835; investment issues, 737, 737n;
preferred stock, 796–797; rights of current stock-
holders, 779

Straight-line depreciation method, 506–507, 506d

Structured problems, 24
Subscribed capital stock, 769
Subsequent events, 144
Subsidiary ledgers, 74n, 92–93, 93d, 93f. See also ledgers.
Substantial performance, 919
Successful-efforts method, 483–484
Summary of accounting policies, 141–142
Summary of financial information, 202
Sum-of-the-year’s-digits depreciation method, 507
Supporting schedules, 149

T
T-accounts, 68
Target Corp., 790–791
Taxable income, 946d

Taxes, income. See income taxes.
Technical Bulletins, 12
Technical Practice Aids, 9
Temporary accounts, 68–69
Temporary investments in marketable securities, 129
10-K form (annual report), 16, 145–146, 262d

10-Q form (quarterly operations report), 16, 262d

Termination of pension plans, 1032
Thomson Analytics, 391
Time of sale, 177
Time value of money, M2d. See also interest; annuities,

M10d; converting future values to present, M2; dis-
counting, M2d; expected cash flows, M25; future
value: annuities due, M13–14; converting to present,
M2; ordinary annuities, M10–13; single sum, com-
pound interest, M3–7, M7n; interest: compound,
M2–3; simple, M2–3; present value: annuities, M14;
annuities due, M18–21; converting from future, M2;
deferred annuities due, M21–24; ordinary annuities,
M14–18; role in financial reporting, M24–25; single
sum, M7–9

Time-based depreciation method, 506–509, 506d
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Timeliness, 42
Times interest earned ratio, 274
Timing, recognition of revenue, 177–178
Title, transferring, 363–364
Trade accounts payable, current liabilities, 591–592
Trade discounts, 366–367
Trade receivables, 310–312, 310d

Trademarks, 562
Tradenames, 562
Trading securities, 706d, 708, 723
Transactional analysis, 72–73f

Transactional approach, 171–172
Transactions, 67d

Transfer pricing, 256
Transfers of securities, 720–722, 722n

Transposition errors, 74–75
Travel advances, as cash, 306
Treasury Stock, 138–139
Treasury stock, 769d; acquisition at greater than market

value, 803; balance sheets, 803; cost method,
801–803, 802n; donated, 804; overview, 800–801;
par value method, 804–805; reasons for, 800–801;
retirement, 804

Treasury stock method, 832–834, 833n

Trial balances, 74–76, 74d

Troubled debt restructuring, 676. See also bad debts;
impairments, loans; uncollectible accounts.

U
UAL Corp., 994
Uncollectible accounts. See also bad debts; impairments,

loans; receivables.: collecting after writeoff, 321–322;
direct write-off method, 322; valuation, 316n; aging
accounts receivable, 318–320, 318d; allowance for
doubtful accounts, 316; allowance method, 316; esti-
mate of bad debt expense, 316, 317; ethical dilemma,
317; net credit sales method, 316–317; percentage of
outstanding accounts receivable, 317–318; percentage
of sales method, 316–317; writing off, 320–321

Understandability, 40, 56
Unearned items, liabilities, 598
Unearned revenue. See deferred, revenues.
Unemployment insurance taxes, current liabilities,

600–602, 601f

Unfunded accumulated benefit obligation, 1003–1004
Unfunded pension plans, 996d

Unguaranteed residual value, 1069d; accounting and
reporting by lessor, 1096; estimated, 1107

Unidentifiable intangibles, 550d; estimating value of
goodwill, 566; human resources, 563n; impairment
of goodwill, 564–565; internally developed, 552;
internally developed goodwill, 563, 569; negative
goodwill, 565–566; purchased, 551; purchased good-
will, 563–564, 569–570

UNIFI, 328
Union Carbide Corporation, 614
Universal, 615
Unreimbursible cost, 1069d

Unstructured problems, 24–25
U.S. Airways, 994
Use tax, current liabilities, 599–600
Useful information: characteristics: benefits versus costs,

43–44; comparability, 43; consistency, 43; decision
usefulness, 41; feedback value, 42; hierarchical con-
straints, 43–45; hierarchy of, 40, 41f; materiality,
44–45, 44n; neutrality, 43; objectivity, 42; predictive
value, 42; relevance, 41–43; reliability, 42; representa-
tional faithfulness, 42–43; timeliness, 42; under-
standability, 40; verifiability, 42; types, 38f; financial
flexibility, 39d; liquidity, 39; operating capability,
39–40, 39n; return on investment, 38; risk, 38

User groups, reporting guidelines, 175–176
Utilitarian model of ethics, 23

V
Vacations, current liabilities, 595–598
Valuation: adjustment: FIFO (first-in, first-out),

387–388; LIFO (last-in, last-out), 387–388; assets,
123–127, 124f; inventory. See inventory, valuation;
liabilities, 123–127, 124f; receivables, 311–312; secu-
rities, 706–708, 706n; uncollectible accounts, 316n;
aging accounts receivable, 318–320, 318d; allowance
for doubtful accounts, 316; allowance method, 316;
estimate of bad debt expense, 316, 317; ethical
dilemma, 317; net credit sales method, 316–317;
percentage of outstanding accounts receivable,
317–318; percentage of sales method, 316–317

Valuation allowance, 946d

Value, changes over time, 48
Variable expenses, 184–185
Variable manufacturing overhead, 360
Verifiability, 42
Vertical analysis, 265, 267f

Vested benefit obligation, 999d

Vested benefits, 1029
Vested rights, current liabilities, 596
Visual inspection method, 1139–1142, 1139n, 1140n

Voting rights, preferred stock, 799
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W
Wachovia Corporation, 250–251
Wal-Mart, 45, 47, 358, 436, 1084
Walt Disney Company, 116–117, 320
Warranty obligations, current liabilities, 606–609
Weighted average cost, 370–371
Wheat Committee, 10–11
Whirlpool, 615–617
Williams-Sonoma, Inc., 587
Work in process inventory, 360
Working capital, 131–132, 131d

Working capital ratio, 271
Worksheets (spreadsheets), 88d, 89f; cash flow: exam-

ple, 1146–1147; preparation, 1142–1151, 1143f,
1144n; overview, 88–90

WorldCom, 64, 458, 1199

X
XBRL (eXtensible Business Reporting Language),

242d, 262

Y
Yum! Brands, 1021–1024
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(Continued from inside front cover)

VII. FINANCIAL STATEMENTS

A. Balance Sheet:
1. Definition: Summarizes a company’s economic resources, economic obligations, and equity and

their relationships on a particular date.
2. Assets: Probable future economic benefits obtained or controlled as a result of past transactions

or events.
3. Liabilities: Probable future sacrifices of economic benefits arising from present obligations to

transfer assets or provide services in the future as a result of past transactions or events.
4. Equity: Residual interest of owners in assets after deducting liabilities.
5. Measurement Methods: Alternative valuation methods of assets (and liabilities) include:

(a) Historical Cost: Amount of cash (or equivalent) paid to acquire asset, (b) Current Cost:
Amount of cash (or equivalent) that would be paid currently to acquire same asset, (c) Current
Market Value: Amount of cash (or equivalent) that could be obtained currently by selling asset
in orderly liquidation, (d) Net Realizable Value: Amount of cash (or equivalent) into which asset
is expected to be converted in ordinary course of business, less direct conversion costs, and
(e) Present Value: Present value of future net cash flows expected from conversion of asset in
ordinary course of business.

B. Income Statement:
1. Definition: Summarizes the results of a company’s income-producing operations for an accounting

period.
2. Revenues: Inflows of assets or settlement of liabilities during a period from delivering or pro-

ducing goods, rendering services, or other activities involving ongoing major operations.
3. Expenses: Outflows of assets or incurrences of liabilities during a period from delivering or pro-

ducing goods, rendering services, or other activities involving ongoing major operations.
4. Gains (Losses): Increases (decreases) in equity from peripheral or incidental transactions and

from all other events and circumstances during a period except those resulting from revenues
(expenses) or investments by (distributions to) owners.

C. Statement of Cash Flows:
1. Definition: Summarizes a company’s cash inflows, cash outflows, and net change in cash from

its operating, investing, and financing activities during an accounting period, in a manner that
reconciles the beginning and ending cash balances.

2. Operating Cash Flows: Inflows and outflows of cash from acquiring, producing, selling, and
delivering goods for sale, as well as providing services. Reported under either indirect or direct
method.

3. Investing Cash Flows: Inflows and outflows of cash from acquiring and selling investments,
property, plant, and equipment, and intangibles, as well as from lending money and collecting
on loans.

4. Financing Cash Flows: Inflows and outflows of cash from obtaining resources from owners and
creditors, and providing a return on (and of) their investment, as well as repaying amounts
borrowed on long-term credit.

D. Supporting Statements, Schedules, and Notes: Supplement the primary financial statements. May
include: (1) statement of retained earnings, which primarily reconciles retained earnings for the net
income and the dividends of the accounting period, (2) statement of changes in stockholders’ equity,
which primarily itemizes the changes in the various components due to investments by and
distributions to stockholders, (3) schedule of investing and financing activities not affecting cash,
which summarizes the results of noncash investing and/or financing activities, and (4) notes
describing a company’s required disclosures.

E. Elements: Items comprising a financial statement.



VIII. COMPREHENSIVE INCOME

A. Definition: A company’s net income plus its other comprehensive income. 

B. Other Comprehensive Income: Includes: (1) unrealized increase (decrease) in market (fair) value of
investments in available-for-sale securities, (2) change in excess of additional pension liability over
unrecognized prior service cost, (3) certain gains (losses) on “derivative” financial statements, and
(4) translation adjustment from converting the financial statements of foreign operations into U.S.
dollars.

C. Reporting Alternatives: A company may report its comprehensive income: (1) on the face of its
income statement, (2) in a separate statement of comprehensive income, or (3) in its statement of
changes in stockholders’ equity. The chosen statement must be displayed as a major financial
statement.

IX. REVENUE RECOGNITION CRITERIA

A. Criteria: Revenue is recorded and reported when: (1) realization has taken place, and (2) earning
process is complete or nearly complete.

B. Realization: Process of converting noncash resources into cash or rights to cash. Includes (1) realized,
the actual exchange of noncash resources into cash or near cash, or (2) realizable, the situation
where noncash resources are readily convertible into known amounts of cash or claims to cash.

C. Earning Process: Process of acquisition, production and/or distribution, sales, and collection of cash.
Is complete or nearly complete when the company has accomplished what it must do to be entitled
to the benefits.

X. EXPENSE RECOGNITION CRITERIA

A. Matching: Allocation of expenses incurred (efforts) against revenues (benefits) earned during 
period.

B. Association of Cause and Effect: Costs recognized as expenses based on direct association with
revenues.

C. Systematic and Rational Allocation: Costs recognized as expenses based on systematic and rational
allocation.

D. Immediate Recognition: Costs recognized as expenses in current period because (1) there are no
discernible future benefits, or (2) it is not useful to allocate to future periods.

XI. REVENUE RECOGNITION ISSUES

A. Economic Substance: Economic substance of event takes precedence over legal form of transaction.
B. Risks and Benefits: Risks and benefits of ownership have been transferred to the buyer.
C. Collectibility: Collectibility of receivable is reasonably certain.

XII. ALTERNATIVE REVENUE RECOGNITION METHODS

A. Accrual Method: Revenues are recognized at time of sale and expenses are matched against revenues
in period of sale. Usual method of revenue and expense recognition. Primary alternatives are
percentage-of-completion, proportional performance, installment, and cost recovery methods.

B. Percentage-of-Completion Method: Construction revenues and expenses are recognized each period
during life of long-term construction contract in proportion to amount of contract completed during
period.

C. Proportional Performance Method: Revenues on long-term service contract are recognized based
on proportional performance of each service act. Service costs are categorized as (1) initial direct
costs, (2) direct costs, or (3) indirect costs, and are recognized as expenses accordingly.

D. Installment Method: Gross profit is deferred in period of sale. A portion of deferred gross profit
is recognized as gross profit each period based on the gross profit percentage and the cash 
collected.

E. Cost Recovery Method: Gross profit is deferred in period of sale. No gross profit is recognized
until cost of product has been recovered; after the cost recovery, gross profit is recognized equivalent
to cash receipts.


