
ABB (activity-based budgeting), 251–252,
258, 259

ABC. See Activity-based costing
Abercrombie & Fitch, 371
ABM (activity-based management), 142, 323
Absorption costing, 175, 206–207

bonuses linked to income, 213, 214, 217, 221
converting variable costing reports to, 213,

220, 221
demonstration of, 218–220
implications for performance reporting. See

Performance reporting
income reporting under, 213–214, 221
income statement effects of, 208, 209, 210, 211,

214, 220
variable costing compared, 207, 208,

213–217, 221
cost control, 216
cost of goods sold, 209–212
price setting, 215–216
production planning, 208, 213–215
reporting issues, 217
treatment of fixed overhead costs. See Fixed

overhead costs
treatment of income. See Income
unit costs, 207, 208, 220, 221

Accelerated depreciation methods, 393, 399
Account analysis, 433, 449
Accounting information

in cost estimation, 173, 176, 187
for financial statement analysis, 477
in overhead cost allocation, 132
product cost information, 130
purpose of, 6
users of, 496

external users, 6, 424, 476
internal users, 5, 6, 424, 476

Accounting periods, B-2
Accounting principles, 500–501
Accounting rate of return, 393, 395–396,

401–402, 406
Accounting software, 429
Accounts payable, 433, 434
Accounts receivable, 432–433
Accounts receivable turnover ratio, 489, 495, 498
Accrual basis accounting, 431
Accumulated other comprehensive income 

(AOCI), 501
ACFE (Association of Certified Fraud Examiners), 9
Acid-test ratio, 488–489, 495, 498
Activity(ies), 135, 136–138, 147, 251
Activity-based budgeting (ABB), 251–252,

258, 259
Activity-based costing (ABC), 128–147, 343

application of, 136–141
assigning overhead costs to cost objects,

140–141
determining activity rate, 139–140

identification of activities and cost pools,
136–138

summary of, 141
tracing overhead costs to cost pools, 131,

138–139
assessment of, 142–143, 147
assigning overhead costs, 130–136

activity-based rates and costing method,
135–136

departmental overhead rate method,
133–135

plantwide overhead rate method, 130–132
cost drivers in, 343
cost flows under, 135, 136, 147
customer profitability analysis, 143–144
defined, 135
demonstration problem, 144–147
for entrepreneurs, 129
ethical issues, 343

Activity-based management (ABM), 142, 323
Activity cost drivers, 139
Activity cost pool, 135, 144
Activity level, 289–290
Activity overhead (pool) rate, 135
Activity rate

computation of, 139–140
“Acts of God,” 499
Additional business decision, 365–367

customer relationships and, 375
demonstration of, 373, 374
qualitative factors in, 372

Adidas, 13
Adjusting entries

for factory overhead, 55
Administrative expenses, 142, 366
Advertising expenses, 325, 327, 328, A-12
After-tax income, 179–180, 185
Airline industry, 216
Allocation base

in allocating indirect expenses, 327–328
in departmental overhead rate method, 133
in establishing standard costs, 289
for factory overhead, 55

Allocation rate formula, 56
Allowances

in standard setting, 284
All Tune and Lube, 290
American Eagle, 371
American Express, 425
Amortization method, 501
Analysis overview, 496
Analysis period, 479
Analyst services, 476
Anheuser Busch, 339
Annual average investment, 395
Annual report, A-1
Annual Statement Studies (Robert Morris

Associates), 487

Annuity, B-5
future value of ordinary annuity, B-6–B-7,

B-10, B-11
present value of

annuity of 1, 400
ordinary annuity, B-2, B-5, B-7, B-10, B-11

Annuity factor, 398n, B-11
AOCI (accumulated other comprehensive

income), 501
Apple Computer, 20

financial statements of, A-29–A-33
consolidated balance sheets, A-30
consolidated statements of cash flows, A-33
consolidated statements of operations, A-31
consolidated statements of shareholders’

equity, A-32
Asset(s)

analysis of transactions, 438
current. See Current assets
investing activities and, 426, 438
legal prohibition against use of, 499
loss on sale of, 452
noncurrent, 437–438
preparing statement of cash flows, 438, 452

Asset turnover rate, 488
Association of Certified Fraud Examiners (ACFE), 9
Assumptions

in analysis reports, 496
in CVP analysis, 171, 177–178, 187

Auditors, 6, 476
Auditor’s report, A-1
Automobile industry, 284
Average book value, 395
Average collection period, 490
Average values

comparison of, 479
Avoidable costs, 364
Avoidable expenses, 371

Balanced scorecard, 9, 323, 323, 332–333
Balance sheet(s)

budgeted balance sheet, 250, 250n, 251, 256
common-size, 483, 484, 498
comparative. See Comparative balance sheets
consolidated

examples of, A-4, A-20, A-25, A-30
cost flows to, 20
manufacturer’s balance sheet

different from merchandiser, 23, 26
finished goods inventory, 14
goods in process inventory, 14
raw materials inventory, 13–14

use in preparation of budgets, 243
Balance sheet accounts, 429–430
Baldrige Award (MBQNA), 8
Banking activities, 491
Bank of America, 425
Bankruptcy, 424, 425

IND

Index

Note: Page numbers followed by n indicate material in footnotes.
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Index IND-1

Bar-coding, 143
Base amount, 483
Base period, 479, 481
Batch level activities, 137
Batch level costs, 139
Bear market, 492
Behavior

classification of costs by, 10, 12, 21–22
Benchmarking, 290
Benchmarking budgets, 238–239
Benchmarks, 478
Best Buy, 336, 501

analysis of financial statements, 476, 478
common-size graphics, 485–486
comparative format, 478–481
ratio analysis, 487–495
trend analysis, 481–483
vertical analysis, 483–485

financial statements of, A-2–A-18
consolidated balance sheets, A-4
consolidated statements of cash flows, A-7
consolidated statements of changes in

shareholders’ equity, A-6
consolidated statements of earnings, A-5
selected financial data, A-3
selected notes to, A-8–A-18

Management’s Discussion and Analysis
(MD&A), 477

BestBuy.com, 477
Best case scenario, 280
BET (break-even time), 402–403
Blue chips, 477
Board of directors, 242, 476
Boeing, 48–49
Bonaminio, Jim, 423
Bonobos, 205
Bonobos.com, 205
Bonuses. See Manager bonuses
Book value of asset, 395–396
Bottom-line figure, 428
Bottom-up processes, 240
BP, 240
Break-even analysis, 217–218

use in CVP analysis, 174–178
break-even point computations, 175
contribution margin, 174
cost-volume-profit chart, 176, 185
making assumptions in, 171, 177–178, 187
multiproduct break-even point, 181–183, 187

Break-even chart (graph), 176
Break-even point, 175, 185, 187

fixed costs and, 181
multiproduct, 181–183, 187
revised

changes in estimates and, 171, 175, 178
as result of sensitivity analysis, 181

selling price and, 177, 178
Break-even sales dollars, 175
Break-even time (BET), 402–403, 406
Break-even volume (in units), 218, 221
Briggs & Stratton, 14
Brokers, 477
Budget(s), 238

benchmarking budgets, 238–239
capital expenditures budget, 242, 243, 247,

248, 259
cash budget, 243, 244, 246, 247, 248–249, 255
fixed budget, 279, 301
general and administrative expense budget, 243,

246–247, 255

goals in, 239
influences on, 242
information technology budgets, 392
manufacturing budgets, 244, 257–258, 259
master budgets. See Master budgets
for merchandise purchases, 243, 245–246, 254
monthly, 240, 241
nature of, 4–5
operating budgets. See Operating budgets
production budgets, 243, 244, 245, 247, 259
responsibility accounting budgets, 334
rolling budgets, 238, 240, 241
sales budget, 239, 243, 244, 254
selling expense budget, 243, 246, 254
written budgets, 239
See also Budgeting; Capital budgeting

Budget administration, 240–242, 258
budget committee, 240
reporting, 240, 241
timing, 240–241

Budgetary control, 278–279
Budgetary process (flexible budgets), 278–280

budgetary control and reporting, 278–279
budget reports for evaluation, 280
fixed budget performance report, 279

Budget calendar, 242
Budget committee, 240
Budgeted balance sheet, 250n, 250, 251, 256
Budgeted costs. See Standard cost(s)
Budgeted income statement, 250, 256
Budgeted performance, 238, 239
Budgeting, 236–259

activity-based, 251–252, 258, 259
budget administration, 240–242, 258

budget committee, 240
reporting, 240, 241
timing, 240–241

capital budgeting. See Capital budgeting
continuous budgeting, 238, 240–241
defined, 238
demonstration problem, 252–256
ethical issues, 239, 259
for manufacturers, 259

manufacturing budgets, 244, 257–258
operating budgets, 242
production budgets, 244, 245, 247

master budgets, 240–251
capital expenditures budget, 247, 248
components of, 240–243
financial budgets. See Financial budgets
operating budgets, 244–247

for merchandisers, 242, 244, 245–246
as process. See Budget process

Budget process
benchmarking budgets, 238–239
communication of, 239
human behavior and, 239
as management tool, 239
strategic budgeting, 238

Budget reports (flexible budgets), 278, 280–283
flexible budget performance report, 282,

283, 302
preparation of, 279, 280–282
purpose of, 280
as tool for evaluation, 280

Budget(s) Sales budget, 244
Building blocks of financial statement 

analysis, 477
Building expenses, 324–325
Bull market, 492

Business activities, 425–426, 453
Business consultants, 480
Business description, A-8
Business environment of managerial 

accounting, 7–9
implications of, 8–9
lean business model, 7–8, 26
lean practices, 8

Business segments, 499
discontinued segments, 499, 500
note regarding, A-18
reportable

graphical analysis of, 485
segment elimination decision, 371

Canion, Rod, 170
Capacity to pay fixed interest charges, 491
Capital: working capital, 487
Capital budgeting, 247, 392–402, 406

comparison of methods, 401–402
demonstration of methods, 403–405
ethical issues, 398, 406
not using time value of money, 392–396

accounting rate of return, 393, 395–396
break-even time and, 402–403
payback period, 393–395

techniques for entrepreneurs, 391
using time value of money, 396–402

internal rate of return, 396, 399–401, B-11
net present value, 393, 396, 397–399, 406

Capital expenditures budget, 242, 243, 247,
248, 259

Capital structure of company, 491
Cash, 425

cash flows. See Cash flow(s)
distributed to or received from owners, 426
e-cash, 430

Cash, Johnny, 277
Cash account

analyzing, 428–429
relation to noncash accounts, 429, 430

Cash and cash equivalents, A-8
Cash balances

proving, 428, 433, 441
Cash budget, 243, 244, 246, 247, 248–249, 255
Cash coverage of debt ratio, 442, 495n
Cash coverage of growth ratio, 442, 495n
Cash disbursements

budgeting for, 248–249
debited directly to expense account, 451n
operating cash payments, 428, 432, 448,

449–452, 451n
Cash dividends, 249, 426
Cash equivalents

cash flows. See Cash flow(s)
defined, 425
note regarding, A-8

Cash flow(s)
bankruptcy and, 424, 425
classification of, 425–426
delaying or accelerating, 426
domestic v. international, 440
even, 393–394, 400, B-11
from financing activities, 439–441, 453–454

analysis of changes in, 446
equity analysis, 440
noncurrent liabilities, 439
proving cash balances, 428, 433, 441
sources and uses of cash, 441–442
three-stage analysis of, 439
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IND-2 Index

Cash flow(s)—Cont.
free cash flows, 442, 495n
from investing activities, 453–454

analysis of changes in, 446
noncurrent asset analysis, 437–438
other asset transactions, 438
sources and uses of cash, 441–442
three-stage analysis of, 437–438

measurement of, 425
misclassification of, 426
net, 393, 394, 397, 402
not affected by stock dividends/stock splits, 440
from operating activities. See Operating cash flows
under plantwide overhead rate method, 131
predicting inflows and outflows, 392
sources and uses of cash, 441–442
uneven, 393, 394, 398, 400

Cash flow analysis, 393, 441–442
Cash flow on total assets ratio, 442, 453, 495n
Cash inflows, 425, 428–429
Cash outflows, 425, 428–429
Cash receipts, 429, 432, 448, 449
Cause–effect relation, 324, 343
CE (cycle efficiency), 21, 26
Certified Financial Manager (CFM), 9
Certified management accountant (CMA), 6, 9
CFM (Certified Financial Manager), 9
Change in accounting principle, 500–501
Changes in accounting estimates, 501
Chevrolet Corvette, 284
Circuit City

analysis of financial statements, 476, 478
graphical analysis, 482, 486
ratio analysis, 487–495

financial statements of, A-19–A-23
consolidated balance sheets, A-20
consolidated statements of cash flows, A-23
consolidated statements of operations, A-21
consolidated statements of stockholders’

equity and comprehensive income, A-22
Clapton, Eric, 277
Clock cards, 53, 54
CMA (Certified Management Accountant), 6, 9
CMA exams, 49
Cobb, Brian, 129
Coca-Cola Company, 86, 478
Commissions, 169, 246, 249, 366
Commitments, A-18
Common-size analysis. See Vertical analysis
Common-size financial statements, 483

balance sheets, 483, 484, 498
in vertical analysis, 480, 481, 483–485

balance sheets, 483, 484
income statements, 484–485

Common-size graphics, 485–486
Common stock, 440
Company performance, 482–483
Compaq Computer, 170
Comparative balance sheets

in horizontal analysis, 479–481, 497
as information source for preparing statement of

cash flows, 430, 432
analysis of equity, 440
demonstration problem, 443–445
investing activities, 437–438
notes payable transactions, 439

Comparative financial statements, 478–481
balance sheets, 479–481, 497
computation of dollar and percent changes,

479, 479n
income statements, 481, 497–498

Competitive markets, 130
Competitor benchmarks, 478
Component costs, 101
Composite unit, 182
Compounding periods, B-2
Comprehensive income, 501, A-16
Condemnation of property, 499
Consistency concept, 500
Consolidated financial statements

examples of
balance sheets, A-4, A-20, A-25, A-30
income statements, A-5, A-21, A-26, A-31
statements of cash flows, A-7, A-23,

A-28, A-33
statements of shareholders’ equity, A-6, A-22,

A-27, A-32
Contingencies, A-18
Continuing operations, 499
Continuous budgeting, 238, 240–241
Continuous improvement, 8, 240
Contracts, 7, 441, 454
Contribution format, 216, 217
Contribution margin, 175, 187, 209

in sales mix selection decision, 370
in transfer pricing, 340
weighted-average, 182–183

Contribution margin format, 281
Contribution margin income statement, 175, 209
Contribution margin per unit, 174, 180, 185, 218
Contribution margin ratio, 174, 175, 180, 185
Contribution margin reports, 209, 221
Control, 5, 238–239, 294
Controllability

classification of costs by, 11, 12
Controllable costs, 11, 216, 334n, 334, 343
Controllable variances, 291, 293, 295
“Convenience” financial statements, 484
Conversion costs, 16, 101
Convertible debentures, A-14
Cost(s)

of advertising, A-12
allocation of. See Cost allocation
analysis of. See Cost-volume-profit (CVP)

analysis
assigning and reconciling

by FIFO method, 106, 107–108, 109
by weighted average method, 96–99

avoidable costs, 364
batch level costs, 139
behavior of. See Cost behavior
budgeted costs. See Standard cost(s)
classifications of. See Cost classification
computing income from, 179
controllable, 11, 216, 334, 334n, 343
curvilinear costs, 170, 177
expenses contrasted, 334n
fixed. See Fixed cost(s)
joint costs, 341–342, 343
managerial cost concepts, 10–13
of material

standards for, 283
mixed costs, 169–170
opportunity cost. See Opportunity costs
predicted

in job order costing, 49
for service companies, 12–13
step-wise costs, 170
uncontrollable, 11, 216, 334
of using activity-based costing, 143
variable costs, 169, 182, 207

Cost accounting system, 48, 64

Cost allocation
by ABC method, 142
classification of costs by traceability, 10, 133
department managers’ salaries, 91
joint costs, 341–342
for performance evaluation, 337–339
process cost allocation, 92, 108, 109
transfer pricing, 339–341
variable costs allocated to products, 207

Cost-based transfer pricing, 340
Cost behavior, 187

identification of, 168–171
curvilinear costs, 170, 177
fixed costs, 168–169
mixed costs, 169–170
step-wise costs, 170
variable costs, 169, 182, 207

measurement of past behavior, 171–174, 187
comparison of methods, 173
high-low method, 171, 172–173
least-squares regression, 171, 173, 186
scatter diagrams, 171–172, 173

Cost centers, 323, 325
Cost classification, 10–12, 26

by behavior, 10, 12, 21–22
by controllability, 11, 12
ethical issues, 92, 110
by function, 11–12
identification of, 12, 13
materiality principal and, 14
by relevance, 11, 12
by traceability, 10, 11, 12, 26

Cost control, 216, 294, 341
Cost estimates, 181
Cost flows

under activity-based costing, 135, 136, 147
to balance sheet, 20
departmental overhead rate method, 133, 147
in job order costing

labor costs, 51, 53–54
materials costs, 51–53
overhead costs, 51, 54–56
summary of, 56–58

labor costs, 51, 54–56, 62, 64
direct labor, 88, 91, 110
indirect labor, 88, 91
in job order costing, 51, 53–54

materials costs, 51–53, 62, 64
direct materials, 88, 90, 110
indirect materials, 88, 90

overhead costs, 88, 91–92, 110
activity-based rates and costing method, 135,

136, 147
cost flows and documents, 51, 54–56, 62, 64
departmental overhead rate method, 133, 147
plantwide overhead rate method, 131

plantwide overhead rate method, 131, 147
for process operations, 88, 100
reporting, 17–18, 26

materials activity, 17
production activity, 17–18
sales activity, 18

Cost object(s), 10, 26, 131
activities as, 135, 138
assigning overhead costs to, 140–141
direct cost traced to, 89

Cost of capital, 397
Cost of goods manufactured, 15, 23, 24, 99
Cost of goods sold

budgeted, 254
constant relation with sales, 246
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Index IND-3

job order costing, 63
note regarding, A-12
shown in manufacturing statement, 19, 26
summary entries for, 100
transfers to, 88, 99–100, 110
under variable v. absorption costing, 209–212

Cost per equivalent unit of production, 93
changes to, 98
computing, 96, 105, 107
demonstration of, 103

Cost per unit of output, 169
Cost-plus basis, 49
Cost-plus contract, 7
Cost-plus methods of price setting, 372
Cost pools

activity cost pool, 135, 144
activity overhead (pool) rate, 135
identification of, 136–138
tracing overhead costs to, 131, 138–139

Costs accounted for, 97, 104, 108
Costs to account for, 97, 104, 108
Cost variances (CV), 284n, 284–288

computation of, 285–286
demonstration of, 300–301
labor cost variances, 302

demonstration of, 300
investigating causes of, 288, 302
rate and efficiency variance, 287–288

materials cost variances, 286–287, 300, 302
overhead cost variances. See Overhead cost

variance(s)
variance analysis, 285

Cost-volume-profit (CVP) analysis, 166–187, 217
applications of, 178–183

income computed from sales and costs, 179
margin of safety, 180
multiproduct break-even point, 181–183, 187
sales computed for target income, 179–180
sensitivity analysis, 181

break-even analysis used in, 174–178
break-even point computations, 175
contribution margin, 174
cost-volume-profit chart, 176, 185
making assumptions in, 171, 177–178, 187

defined, 168
degree of operating leverage, 184
demonstration problem, 184–185
identifying cost behavior, 168–171

curvilinear costs, 170
fixed costs, 168–169
mixed costs, 169–170
step-wise costs, 170
variable costs, 169

measuring past cost behavior, 171–174
comparison of methods, 173
high-low method, 171, 172–173
least-squares regression, 171, 173, 186
scatter diagrams. See Scatter diagrams

Cost-volume-profit (CVP) chart, 176, 185
CPA exams, 49
Creditors, 242, 476
Credit risk ratio, 495n
Crocs, 237
Crocs.com, 237
CT (cycle time), 20–21, 26, 92, 323
Cumulative discount factor, 398n, B-11
Cumulative total of net cash flows, 394
Current assets

adjustments for changes in, 432–435
accounts receivable, 432–433
merchandise inventory, 433–434

prepaid expenses, 433, 434
in preparing statement of cash flows, 432–435

composition of, 488
Current liabilities

adjustments for changes in, 432–435
accounts payable, 433, 434
income taxes payable, 433, 434–435
interest payable, 433, 434–435

Current ratio, 480, 487–488, 495, 498, 502
Curvilinear costs, 170, 177
Customer(s)

assessing profitability of, 143–144
balanced scorecard and, 9, 332, 333
operating cash receipts from, 429, 449
use of financial statement analysis, 476

Customer-interaction software, 94
Customer loyalty programs, A-11
Customer orientation, 7–8

flexibility and standardization, 101, 102
lean business model and, 101

Customer profitability analysis, 143–144
Customer relationships, 366, 375
Customer satisfaction, 323
Customer service, 94
Customized production. See Job order cost

accounting
Custom products, 131
CV. See Cost variances
CVP analysis. See Cost-volume-profit (CVP)

analysis
CVP chart. See Cost-volume-profit (CVP) chart
Cycle efficiency (CE), 21, 26
Cycle time (CT), 20–21, 26, 92, 323

Days’ cash expense coverage ratio, 495n
Days’ sales in inventory ratio, 490, 495
Days’ sales in receivables ratio, 489–490,

495, 498
Days’ sales uncollected ratio, 489–490,

495, 498
Debentures, A-14
Debt

fair value of, A-15
gain on retirement of, 433, 436, 452
issuing and repaying, 426
notes regarding, A-14, A-15

Debt ratio, 491, 495, 499
Debt-to-equity ratio, 491, 495, 499
Decentralized companies, 339–341
Decision making. See Managerial decisions
Decision rule for applying NPV, 397
Declaration of cash dividend, 440
Defect rates, 323
Degree of operating leverage (DOL), 184, 187
Demand-pull system, 8
Department(s) (subunits), 322
Departmental accounting

departmental evaluation, 322–323
expense allocation. See Departmental expense

allocation
motivation for departmentalization, 322, 343
reporting and analysis, 323

Departmental accounting system, 322, 343
Departmental contribution reports, 329n, 330, 343
Departmental contribution to overhead, 329n,

329–330, 340
Departmental evaluation, 322–323
Departmental expense allocation, 324–331

contribution to overhead, 329n, 329–330, 340
direct and indirect expenses, 326
direct expenses, 324, 343

indirect expenses, 324–325, 343
advertising expenses, 325, 327, 328
demonstration problem, 337, 338
depreciation expense, 325
rent and related expenses, 325, 327–328
service department expenses, 325
utilities expense, 325, 327, 328

investment center performance, 331–333
Departmental expense allocation spreadsheet,

326n, 326–329, 338
Departmental income statements, 326–330, 343

allocation of direct and indirect expenses, 326
demonstration of, 339
departmental expense allocation sheet, 326n,

326–329, 338
Departmentalization, 322, 343
Departmental overhead rate method

for overhead cost assignment, 130, 133–135, 147
advantages and disadvantages of, 134–135
application of, 133–134
cost flows under, 133, 147
demonstration of, 146–147
summary of, 141

Departmental spreadsheet analysis, 323
Department managers, 91, 98, 108
Depletion method, 501
Depreciation

accelerated methods, 393, 399
adjustments for, 435
change in method, 501
as direct cost, 89
effects on NPV analysis, 393, 399
as factory overhead item, 91
as fixed cost, 169
as product cost for manufacturers, 16
straight-line method, 395–396, 399

Depreciation expense, 247, 325, 452
Depreciation tax shield, 399
Differential costs of managerial decisions, 366
Direct costing. See Variable costing
Direct costs, 10, 11, 89, 334
Direct expenses, 324, 343
Direct labor, 16

computing cost per equivalent unit for, 96
in cost of goods manufactured, 24
flow of, 88, 91, 110

Direct labor budget, 258
Direct labor costs, 16, 18, 19, 132
Direct labor hours (DLH), 58, 65, 132, 133
Direct labor rate variance, 295
Direct materials, 13, 14, 16

computing cost per equivalent unit for, 96
computing EUP for, 96
in cost of goods manufactured, 24
flow of, 88, 90, 110
incremental costs and, 366
shown in manufacturing statement, 18

Direct materials budget, 257–258
Direct materials costs, 16
Direct method of reporting operating cash flows,

430, 453
demonstration of, 444, 445
financing activities, 439–441
format of operating activities section, 453
indirect method compared, 429, 430–431, 433
investing activities, 437–438
operating cash payments, 432, 449–452

for interest and income taxes, 428, 451–452
for merchandise, 449–450
for wages and operating expenses, 432,

450–451, 451n
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IND-4 Index

Direct method of reporting operating cash flows
—Cont.

operating cash receipts, 432, 449
from customers, 429, 449
other receipts, 449

summary of adjustments, 452
Disclosures, 427
Discontinued segments, 499, 500
Discount, B-2
Discount factors in applying NPV, 397
Discounting, 392
Discount rate, 400, 401, 406, B-2
Dividend(s)

in cash, 249, 426
stock dividends, 427, 440
stock splits, 440

Dividend yield ratio, 494, 495
Division managers, 341
DLH (direct labor hours), 58, 65, 132, 133
DOL (degree of operating leverage),

184, 187
Dollar changes

computation of, 479
Dollar sales

computation of, 179–180
Dukes, Kenny, B-2
Dun & Bradstreet, 476, 478, 487
Dunn, Andy, 205

Earnings per share (EPS), 500, A-15
Earnings quality, 442, 453, 495n
E-cash, 430
Economic value added (EVA), 332
Economies of scale, 484
EDGAR (Electronic Data Gathering, Analysis and

Retrieval) database, A-1
Efficiency, 322, 343, 477, 487
Efficiency variance(s), 287–288, 291
Electronic Data Gathering, Analysis and Retrieval

(EDGAR) database, A-1
Employee(s)

active involvement in budgeting, 239, 240
employer investment in training, 60
fraud committed by, 9, 54
morale of, 325
use of financial statement analysis, 476

Entrepreneurship
activity-based costing, 129
budgeting process, 237
capital budgeting techniques, 391
costing systems, 205
cost management, 85, 321
CVP analysis, 167
financial statement analysis, 475
job order cost accounting, 47
managerial accounting, 3, 277
managerial decisions, 363
statement of cash flows, 423

Environmental Protection Agency (EPA), 280
EPA (Environmental Protection Agency), 280
EPS (earnings per share), 500, A-15
Equity, 426, 493
Equity analysis, 440
Equity ratio, 491, 495
Equity securities

note regarding, A-13
Equivalent units of production (EUP), 88,

93–94, 110
demonstration of, 103
differences for materials, labor, and overhead,

93–94

FIFO method of process costing
computing cost per unit, 105, 107
computing EUP, 106–107, 108

goods in process, 93
shown in process cost summary, 108, 109
weighted average method

computing cost per unit, 96
computing EUP, 95–96

Estimated line of cost behavior, 172
Estimates, 187

changes in, 171, 175, 178
in job order costing, 55–56
yielded by CVP analysis, 177

Ethics, 9
activity-based costing, 343
added costs in process operations, 102, 110–111
assignment of overhead costs, 135, 147
in budgeting, 239, 259
capital budgeting, 398, 406
in job order costing, 56, 64
manager bonuses, 215, 217, 221
in managerial accounting, 7, 9, 26
“managing” the numbers, 180, 187
misclassification of cash flows, 426
process costing, 92, 110
spending budgeted amounts, 294, 302

EUP. See Equivalent units of production
EVA (economic value added), 332
Even cash flows, 393

computing IRR with, 400, B-11
computing payback period with, 393–394

Evidential matter, 496
EVP (executive vice president), 335
Excel® (Microsoft), 398, 405–406
Excess capacity, 340
Excess cash, 248
Executive summary, 496
Executive vice president (EVP), 335
Expected performance, 238, 239
Expense accounts, 451n
Expenses

costs contrasted, 334n
Expropriation of property, 499
External reporting, 217
External users of accounting information, 6,

424, 476
Extraordinary gains and losses, 499–500
Extraordinary items

“Acts of God” as, 499
classification of, 500, 502
sustainable income and, 499–500

ExxonMobil, 86

Facility level activities, 137
Facility level costs, 137, 137n, 139
Factory, 88
Factory overhead, 16, 55

in manufacturer’s income statement, 16
predetermined overhead rate for, 55, 56
See also Overhead

Factory overhead budget, 258
Factory overhead costs, 16, 50, 56

in cost of goods manufactured, 24
demonstration of, 25
in process cost accounting system, 88, 91–92
rent and utilities as, 91, 131
traceability of, 16

Factory overhead ledger, 53
Factory utilities, 91, 131
Fair value, A-15
FASB. See Financial Accounting Standards Board

Favorable variances, 279, 282, 284n
FDIC (Federal Deposit Insurance Corporation), 491
Federal Deposit Insurance Corporation (FDIC), 491
Federated Department Stores, 424
FedEx, 332
Feedback from control function, 5
FIFO method of process costing, 105–109, 110

assigning and reconciling costs, 106, 107–108, 109
computing cost per equivalent unit, 96,

105, 107
computing equivalent units of production, 106

beginning goods in process, 106–107
ending goods in process, 106, 107, 108
units started and completed, 106, 107

determining physical flow of units, 105–106
Financial Accounting Standards Board (FASB)

on reporting operating activities, 426
Financial budgets, 247–251

budgeted balance sheet, 250, 250n, 251, 256
budgeted income statement, 250
cash budget, 243, 244, 246, 247, 248–249
components of, 242
preparation of, 243

Financial calculators, 398, B-5
Financial condition of company, 482–483
Financial dimension of balanced scorecard, 9
Financial history and highlights, A-1, A-3
Financial information for decision making, 364
Financial leverage, 491
Financial reporting, 206, 477
Financial results, 332, 333
Financial statement(s)

in annual report, A-1
budgeted, 259

balance sheet, 250, 250n, 251, 256
income statement, 250, 256
statement of retained earnings, 256

comparative, 478–481
balance sheets, 479–481, 497
computation of dollar and percent changes,

479, 479n
income statements, 481

consolidated. See Consolidated financial
statements

examples of, A-1–A-33
Apple Computer, A-29–A-33
Best Buy, A-2–A-18
Circuit City, A-19–A-23
RadioShack, A-24–A-28

managerial accounting system and, 19, 20
notes to, 438, A-1, A-8–A-18

Financial statement analysis, 474–502
analysis reporting, 496
building blocks of, 477, 501
defined, 476
demonstration problem, 496–499
horizontal analysis, 478–483

comparative balance sheets, 479–481, 497
comparative income statements, 481
computation of dollar and percent changes,

479, 479n
trend analysis, 481–483

information for analysis, 477
purpose of, 476, 501
ratio analysis. See Ratio analysis
standards for comparison, 478, 501
sustainable income and. See Sustainable income
tools of, 478, 501–502
vertical analysis, 478, 483–486, 502

common-size graphics, 485–486
common-size statements, 480, 481, 483–485
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Index IND-5

Financial statement analysis reports, 496, 502
Financial statement formats

comparative format, 478–481
contribution format, 216, 217
statement of cash flows, 427, 453

Financial statement preparation, 98
Financing

obtaining, 332
Financing activities, 426, 453

cash flows from, 439–441, 453–454
analysis of changes in, 446
equity analysis, 440
noncurrent liabilities, 439
proving cash balances, 428, 433, 441
sources and uses of cash, 441–442
three-stage analysis of, 439

graphical analysis of, 486
monitoring, 480–481
preparing statement of cash flows, 426, 439

Finished goods, 24, 88, 96, 99
Finished goods inventory, 14, 15, 88, 99–100, 110
Finished Goods Inventory account, 50, 63
First-in, first-out method. See FIFO method of

process costing
First-stage assignment of overhead costs, 136–140
First Tennessee National Corporation, 141
Fiscal year, A-8
Fixed budget, 279, 301
Fixed budget performance report, 279
Fixed cost(s), 10, 13

capacity to pay fixed interest charges, 491
in computing multiproduct break-even point, 182
constant, 177
cost behavior, 168–169
estimating for high-low method, 172–173
overhead costs. See Fixed overhead costs
plotting for CVP chart, 176
relevant range for, 169, 170
variable costs distinguished, 280–281

Fixed overhead cost deferred in (ending)
inventory, 213

Fixed overhead cost recognized from (beginning)
inventory, 213

Fixed overhead costs, 19
behavior of, 216
treatment under variable v. absorption costing,

207, 208, 214–215
converting variable costing reports to

absorption costing, 213, 220
if units produced are less than units sold,

211, 212
if units produced exceed units sold, 210,

211, 221
Fixed overhead cost variance, 289, 290–292,

292–293
Flexibility, 101, 102
Flexibility of practice, 6
Flexible budget(s), 278–283, 301, 302

budgetary process, 278–280
budgetary control and reporting, 278–279
budget reports for evaluation, 280
fixed budget performance report, 279

budget reports, 278, 280–283
flexible budget performance report, 282,

283, 302
preparation of, 279, 280–282
purpose of, 280

defined, 280
flexible overhead budget, 289

Flexible budget performance report, 282, 283,
299, 302

Flexible overhead budget, 289
Flow of manufacturing activities and costs

reporting, 17–18, 26
materials activity, 17
production activity, 17–18
sales activity, 18

Focus of information in managerial accounting,
5, 6–7

Fool.com, 475
Ford Motor Company, 101–102, 181
Foreign currency translation, 483, 489, A-10
Formats

financial statement formats
comparative format, 478–481
contribution format, 216, 217
statement of cash flows, 427, 453

for flexible budget reports, 281
Form 10-K, A-1
Form 10-KSB, A-1
Fraud, 9, 26, 54
Free cash flows, 442, 495n
Full costing. See Absorption costing
Full disclosure principle, 427
Function

classification of costs by, 11–12
Future value(s)

calculations in adjusting for inflation, 399, B-10
concepts, B-1, B-7
of ordinary annuity, B-6–B-7, B-10, B-11
of single amount, B-3–B-4, B-7, B-10
See also Time value of money

Future value tables
future value of annuity of 1 table, B-6,

B-7, B-11
future value of 1 table, B-4, B-6, B-7, B-10

GAAP (generally accepted accounting principles),
6, 142, 213

Gains (losses)
from disposition of segments, 500
extraordinary gains and losses, 499–500
gain on retirement of debt, 433, 436, 452
infrequent, 499
loss on sale of assets, 452
nonoperating items, 435–436
reporting other expenses, gains, and losses, 452
unusual or infrequent, 499

Gap, Inc., 371, 436
Gardner, David, 475
Gardner, Tom, 475
Garza, Mary E., 425
General accounting system, 48
General and administrative expense budget,

243, 246–247, 255
General ledger, 428–429
Generally accepted accounting principles (GAAP),

6, 142, 213
General Motors, 8
General-purpose financial statements, 477
Gentilcore, Vince, 277
Geographic information, A-18
Gift cards, A-11
Gleason, Julie, 129
Gleason, Tom, 129
Global economy, 8
Global issues

balanced scorecard, 332
domestic v. international cash flows, 440
in transfer pricing, 339

Goals in budgets, 239
The Gold Standards, 8

Goods in process
assigning and reconciling costs, 96
FIFO method of process costing, 106

beginning goods in process, 106–107
ending goods in process, 106, 107, 108
units started and completed, 106, 107

Goods in process inventory, 14, 23–24, 294–295
Goods in Process Inventory account, 50, 50, 63, 64
Goodwill, A-9
Grades of material, 283
Graphical analysis, 187, 482, 486

balance scorecard reporting, 332, 333
break-even chart, 176
of break-even time, 403
common-size graphics, 485–486
in CVP analysis

cost behavior, 169
cost-volume-profit (CVP) chart, 176, 185
high-low method, 172
scatter diagrams. See Scatter diagrams
step-wise and curvilinear costs, 170

line graph, 482
organizational responsibility chart, 334
overhead variances, 291, 292
trend percent analysis, 482

Greenberg, Jared, 363
Gross profit

decline in, 484–485
Growth

balanced scorecard and, 9
Growth companies, 480
Guidelines (rules of thumb), 478

Harley-Davidson, 339, 436
Harris, Jim, 170
Health care industry, 87, 139, 294
Heinz, 86
Hendrix, Jimi, 277
Hershey, 86
Heterogeneity of products, 49
Hewlett-Packard, 323
Hierarchical levels of management, 11, 12
High-low method, 171, 172–173, 187
Historical costs

caution in use of, 367
The Hockey Company, 249
Honda, 8, 181
Hood River Juice Company, 85
Horizontal analysis, 478–483, 502

comparative financial statements, 478–481
balance sheets, 479–481, 497
computation of dollar and percent changes,

479, 479n
income statements, 481

trend analysis, 481–483
HRJCO.com, 85
Human behavior, 239
Hurdle rate, 332, 401, 406
Hybrid costing system, 101–102, 110

Ideal standard, 284
IFRS (International Financial Reporting Standards)

of IASB, 453
IMA (Institute of Management Accountants), 6, 9
Immaterial variances, 296
Impairment of asset value, A-9
Income

accumulated other comprehensive income, 501
comprehensive, 501, A-16
computed from sales and costs, 179–180, 185
effect of automation on, 181, 184
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Income—Cont.
favorable income variance, 282
investment center residual income, 331–332
manager bonuses linked to, 213, 214, 217, 221
net income. See Net income
reporting

under absorption costing, 213–214, 221
under GAAP, 213
under variable costing, 214, 215, 221

sustainable. See Sustainable income
target income, 179–180, 183, 185, 187
under variable v. absorption costing

demonstration of, 219–220
if units produced are less than units sold,

211, 212
if units produced equal units sold, 209
if units produced exceed units sold, 210,

211, 221
income reporting, 213–214, 215, 221
reporting issues, 212, 213

Income statement(s)
budgeted income statement, 250, 256
common-size, 484–485
comparative, 481, 497–498
consolidated

examples of, A-5, A-21, A-26, A-31
in contribution format, 216
contribution margin income statement, 175, 209
cost assignment and, 221

absorption costing, 208, 209, 210, 211,
214, 220

variable costing, 208, 209, 210, 211, 215, 220
cost flows to, 20
departmental contribution to overhead shown in,

329n, 330
effects of absorption costing, 208, 209, 210,

211, 214, 220
form and content of, 502
as information source for preparing statement of

cash flows, 430
manufacturer’s income statement, 15–17, 25

different from merchandiser’s statement, 23,
24, 26

direct labor, 16
direct materials, 16
factory overhead, 16
prime and conversion costs, 16
reporting performance in, 16, 17

variable costing income statement, 175
Income taxes

note regarding, A-10, A-17
operating cash payments for, 428, 451–452
payable, 249, 433, 434–435
prediction of expense, 246

Income variance, 282
Incremental costs, 366
Incremental overhead rate, 367
Incremental revenue, 365, 369
Index numbers, 481, 482
Index number trend analysis, 481–483
Indirect costs, 10, 11, 89, 92, 110
Indirect expenses, 324, 343
Indirect labor, 16, 88, 91, 131
Indirect labor costs, 16
Indirect materials, 13–14, 53, 88, 90
Indirect method of reporting operating cash

flows, 430, 431–436, 453
adjustments to net income, 431

analysis of changes, 446
for changes in current assets and liabilities,

432–435

for nonoperating items, 435–436
for operating items not providing or using

cash, 435
demonstration of, 444–445
direct method compared, 429, 430–431, 433
summary of adjustments, 429, 433, 436

Industry benchmarks, 478
Industry comparisons, 483
Industry Norms & K ey Business Ratios

(Dun & Bradstreet), 487
Inescapable expenses, 371
Inferences in analysis reports, 496
Inflation, 399, B-10
Informal communications about budgets, 239
Information storage, 6
Information technology budgets, 392
Infrequent gains and losses, 499
Innovation/learning

balanced scorecard for, 332, 333
Inspection time, 21
Institute of Management Accountants (IMA),

6, 9
Insurance expense, 327, 328–329
Intangible assets, A-9
Intercompany comparisons, 486
Interest

capacity to pay fixed interest charges, 491
future values. See Future value(s); Time value 

of money
present values. See Present value(s); Time value

of money
Interest expense, 246
Interest payable, 433, 434–435
Interest payments, 426, 428, 451–452, 491
Interest revenue, 426, A-16
Internal auditing, 6
Internal business processes, 9
Internal control(s), 142, 143, 147–148
Internal control systems, 9
Internal processes, 332, 333
Internal rate of return (IRR), 396, 398, 399–401,

406, B-11
compared with other methods, 401, 402
computing with Excel®, 405–406
demonstration of, 403, 405
with uneven cash flows, 400, B-11
use of, 401

Internal Revenue Service (IRS), 217
Internal users of accounting information, 5, 6,

424, 476
International Financial Reporting Standards (IFRS)

of IASB, 453
Intracompany benchmarks, 478
Inventory(ies), 23, 24, 26, 254, 488
Inventory turnover, 323
Inventory turnover ratio, 489, 495, 498
Investing activities, 426, 453

assets and, 426, 438
cash flows from, 453–454

analysis of changes in, 446
noncurrent asset analysis, 437–438
other asset transactions, 438
sources and uses of cash, 441–442
three-stage analysis of, 437–438

graphical analysis of, 486
monitoring, 480–481
noncash investing activities, 427, 438, 453
transactions affecting long-term assets, 426

Investment(s)
evaluating using return on total assets, 333, 343
note regarding, A-10, A-13

Investment center(s), 323
evaluating performance of, 331–333

with financial measures, 331–332
investment center return on total assets, 331
with nonfinancial measures, 332–333

Investment center residual income, 331–332
Investment center return on total assets, 331, 336
Investment turnover, 336
IRR. See Internal rate of return
IRS (Internal Revenue Service), 217

Jibbitz, 237
Jibbitz.com, 237
Jiffy Lube, 290
JIT (just-in-time) inventory systems, 245
JIT (just-in-time) manufacturing, 8, 89, 108,

111, 212
Job(s), 48, 49
Job cost sheets, 50, 51, 53, 64

factory overhead recorded, 55
labor costs, 54
materials requisitioned, 53
summary, 57

Job lot, 49
Job order cost accounting, 46–64

cost accounting system, 48
demonstration problem, 61–64
for entrepreneurs, 47
ethical issue with allocation rates, 56, 64
events in job costing, 49, 50, 62
job cost sheet, 50, 51
job order cost flows and reports, 51–59

labor cost flows and documents, 51, 53–54
materials cost flows and documents, 51–53
overhead cost flows and documents, 51, 54–56
summary of, 56–58

job order production, 48–49
overapplied overhead, 60
pricing for services, 60, 61, 64, 65
underapplied overhead, 57, 59

Job order cost accounting system, 50, 89, 101, 110
Job order operations, 87
Job order production, 48–49, 64
Joint costs, 341–342, 343
Joint relation between sales and expenses, 483, 502
Journal entries

in job order costing, 56, 58, 63
summary entries, 90

Julicher, Hank, 47
JungleJim.com, 423
Jungle Jim’s International Market, 423
Just-in-time (JIT) inventory systems, 245
Just-in-time (JIT) manufacturing, 8

process operations and, 89, 108, 111
variable v. absorption costing and, 212

Kellogg, 86
Kernel Season’s, 3
KernelSeasons.com, 3
Key factors in analysis reports, 496
Key performance indicators, 332, 333

Labor
cost flows and documents, 51, 54–56, 62, 64
direct labor

in cost of goods manufactured, 24
costs, 16, 18, 19, 132
direct labor budget, 258
direct labor hours (DLH), 58, 65, 132, 133
flow of, 88, 91, 110
labor rate variance, 295
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Index IND-7

indirect labor, 16
cost flows, 88, 91
overhead cost allocation, 131

materials and labor standards, 283–284
quantity and price variations in, 283–284

Labor contract negotiations, 441, 454
Labor costs

differences in equivalent units, 93–94
direct labor, 16, 96
flow of, 51, 54–56, 62, 64

direct labor, 88, 91, 110
indirect labor, 88, 91
in job order costing, 51, 53–54

in process cost accounting system, 88, 91
Labor cost variances, 302

demonstration of, 300
investigating causes of, 288, 302
rate and efficiency variance, 287–288

Labor hours, 291
Labor operations, 283
Labor rate variances, 287–288, 295
Labor unions, 441, 454, 476, 500
Land, 427
Lean business model, 7–8, 26, 101
Lean manufacturing, 8
Lean practices, 7–8, 212
Learning

balanced scorecard and, 9
Leases, A-9, A-16–A-17
Least-squares regression

measurement of past behavior, 171, 173, 186, 187
prepared using Excel®, 173, 186

Legal issues, 499
Lenders (creditors), 425
Lending, 488, 492, 502
Letter to shareholders, A-1
Liabilities

current, adjustments for changes in, 432–435
accounts payable, 433, 434
income taxes payable, 433, 434–435
interest payable, 433, 434–435

long-term
analysis of, 428, 432, 433, 439
cash flows from financing activities, 439
note regarding, A-10
ratio analysis, 491, 495, 499
transactions affecting, 426

secured liabilities, 491
Linear costs. See Variable cost(s)
Linear programming, 370
Line graph, 482
Link Wood Products, 323
Liquidity, 477, 487
Liquidity and efficiency ratios, 487–490, 495

accounts receivable turnover, 489, 495, 498
acid-test ratio, 488–489, 495, 498
days’ cash expense coverage ratio, 495n
days’ sales in inventory, 490, 495
days’ sales uncollected, 489–490, 495, 498
inventory turnover, 489, 495, 498
total asset turnover, 490, 492, 495, 499

List of directors and officers in annual 
report, A-1

L.L. Bean, 86
Loans

repayment of, 249
Long-lived assets, A-9
Long-range operating budgets, 242
Long-term assets, 426
Long-term investments

note regarding, A-13

Long-term liabilities
analysis of, 428, 432, 433, 439
cash flows from financing activities, 439
note regarding, A-10
ratio analysis, 491, 495, 499
transactions affecting, 426

Long-term planning, 4
Long-term strategic plans, 238
Lottery winners, B-1, B-5

Machine hours (MH), 92, 133
Macy’s, 424
Make or buy decision, 367, 372, 373–375
Malcolm Baldrige National Quality Award

(MBNQA), 8
Management

activity-based management, 142, 323
budgeting as tool of, 239
hierarchical levels of, 11, 12
influence on budgets, 242
levels of, 216

Management accounting. See Managerial
accounting

Management by exception, 294, 301
Management Discussion and Analysis (MD&A),

477, A-1
Management’s report on financial statements and

on internal controls, A-1
Manager(s)

department managers, 91, 98, 108
division managers, 341
evaluating performance of, 322–323
middle- and lower-level managers, 7
in service companies, 13
summaries of reports to top-level 

managers, 335
Manager bonuses

effect on sales forecasts, 244
as ethical issue, 215, 217, 221
linked to income, 213, 214, 217, 221
tied to return on investment, 336, 343

Managerial accounting, 2–26
allocation of costs. See Cost allocation
basics of, 4–10, 26

business environment and, 7–9
fraud and ethics, 9, 26
managerial decision making, 7
nature of, 5–7
purposes, 4–5

budgeting. See Budgeting; Capital budgeting;
Flexible budget(s)

cost-volume-profit analysis. See Cost-volume-
profit (CVP) analysis

cycle efficiency, 21, 26
cycle time, 20–21, 26
defined, 4
demonstration problems, 21–25

cost behavior and classification, 21–22
manufacturing statement, 24–25
reporting, 22–24

ethical issues in, 7, 26
job order cost accounting. See Job order cost

accounting
managerial cost concepts, 10–13

cost classifications, 10–12
identification of classifications, 12, 13
for service companies, 12–13

performance evaluation. See Performance
evaluation

process cost accounting. See Process cost
accounting

reporting manufacturing activities, 13–20, 26
demonstration problem, 22–24
flow of activities, 17–18
manufacturer’s balance sheet, 13–14, 23, 26
manufacturer’s income statement. See

Manufacturer’s income statement
manufacturing statement, 18–20

users of accounting information, 5, 6
Managerial decisions, 7, 375

about capital budgeting. See Capital budgeting
to accept special orders, 215–216
effects of distorted product costs on, 132, 134
qualitative decision factors, 372
relevant costs and, 364–365, 366, 369
role of managerial accounting in, 4
scenarios for, 365–372

additional business, 365–367, 372
demonstration problems, 373–375
make or buy, 367, 372
qualitative decision factors, 372
sales mix selection, 369–370
scrap or rework, 368
segment elimination, 371
sell or process, 369

steps in decision making, 364–365
uncertainty in, 143
use of CVP analysis in. See Cost-volume-profit

(CVP) analysis
Manufacturers, 15

budgeting, 259
manufacturing budgets, 244, 257–258
operating budgets, 242
production budgets, 244, 245, 247

depreciation as product cost for, 16
job order manufacturing. See Job order cost

accounting
Manufacturer’s balance sheet

different from merchandiser, 23, 26
finished goods inventory, 14
goods in process inventory, 14
raw materials inventory, 13–14

Manufacturer’s income statement, 15–17, 25
different from merchandiser’s statement, 23,

24, 26
direct labor, 16
direct materials, 16
factory overhead, 16
prime and conversion costs, 16
reporting performance in, 16, 17

Manufacturing activities, 138, 147
Manufacturing budgets, 244, 257–258, 259
Manufacturing margin, 210
Manufacturing statement, 18–20, 26

demonstration problem, 24–25
direct labor costs, 18, 19
direct materials computations, 18
job order costing, 64
product costs in, 11

Marginal costing. See Variable costing
Margin of safety

in CVP analysis, 180
Marketable securities. See Short-term investments
Market-based transfer price, 340
Market prices, 341
Market prospects, 477
Market prospects ratios, 495

dividend yield ratio, 494, 495
price-earnings ratio, 493–494, 495

Markup, 372
Martin, Christian F., 277
MartinGuitar.com, 277
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Martin Guitar Company, 277
Master budgets, 240–251, 258, 259

capital expenditures budget, 247, 248
components of, 240–243
financial budgets, 247–251

budgeted balance sheet, 250, 250n, 251, 256
budgeted income statement, 250, 256
cash budget, 243, 244, 246, 247, 248–249
components of, 242
preparation of, 243

operating budgets, 244–247
general and administrative expense budget,

243, 246–247
merchandise purchases budget, 243,

245–246, 254
sales budget, 244
selling expense budget, 246

Materiality of variances, 296
Materiality principal, 14
Materials activity

flow of, 17, 18
Materials and labor standards, 283–284
Materials consumption report, 90
Materials costs

cost flows and documents, 51–53, 62, 64
differences in equivalent units, 93–94
direct materials

computing cost per equivalent unit for, 96
flow of, 88, 90, 110
incremental costs, 366

flow of indirect materials, 88, 90
in process cost accounting system, 88, 90

Materials cost variances, 286–287, 300, 302
Materials ledger cards, 51, 52
Materials requisitions, 52, 53, 55, 56, 90
MBNQA. See Malcolm Baldrige National Quality

Award
McCartney, Paul, 277
MD&A (management discussion and analysis),

477, A-1
Median values, 479, 479n
Medium-term strategic plans, 238
Merchandise, 248–249, 449–450
Merchandise inventory(ies), 15, 433–434, A-8
Merchandise purchases budget, 245–246

demonstration of, 254
just-in-time inventory systems and, 245
preparation of, 243, 245–246
safety stock and, 245

Merchandisers
budgeting for, 244

merchandise purchases budget, 243,
245–246, 254

operating budgets, 242
financial statements of, 23, 24, 26
reconstruction analysis of purchases by, 449–450

Mergers and acquisitions, 243
MH (machine hours), 92, 133
Microsoft Excel®, 171, 186
Minimum cash balance

maintaining, 249
Minority interest, 493
Misclassification of cash flows, 426
Mixed costs, 10, 169–170, 281
Moes.com, 167
Moe’s Southwest Grill, 167
Monthly budgets, 240, 241
Moody’s, 476, 478
Most likely cost estimates, 181
The Motley Fool, 475

Motorola, 323
Move time, 21
Multiple departmental overhead rates, 136,

146–147
Multiproduct break-even point, 181–183, 187
Murto, Bill, 170

National Hockey League (NHL), 249
Negative values, 479
Negotiated transfer price, 341
Net cash flows

cumulative total of, 394
investments expected to produce, 393
net present value method, 397
present value of, 402

Net cash inflow, 425
Net cash outflow, 425
Net cost of goods manufactured, 19
Net income

adjustments to, 431
analysis of changes, 446
for changes in current assets and liabilities,

432–435
for nonoperating items, 435–436
for operating items not providing or using

cash, 435
computed using accrual accounting, 431
operating cash flows contrasted, 436

Net interest income, A-16
Net present value (NPV), 393, 396, 397–399, 406

compared with other methods, 401, 402
computing with Excel®, 405–406
decision rule for, 397
demonstration of, 403, 404, 405
inflation and, 399, B-10
negative, 399, 405
salvage value and accelerated depression,

393, 399
simplified computations, 398, 398n, B-11
with uneven cash flows, 398
use in capital investment decisions, 399

Net working capital, 487
New York Stock Exchange (NYSE), 493
NHL (National Hockey League), 249
Nike, 49, 442, 496
Nissan, 8, 341
No-free-lunch adage, 168
Noncash accounts, 429–430
Noncash charges, 431
Noncash credits, 431
Noncash expenses, 435
Noncash investing and financing activities, 427,

438, 453
Noncash revenues, 435
Non-controllable costs, 11
Noncurrent assets, 437–438
Noncurrent liabilities. See Long-term liabilities
Nonfinancial factors

in evaluating investment, 400
in make or buy decision, 367
in transfer pricing, 341

Nonfinancial information, 5, 364
Nonfinancial performance measures, 323
Nonlinear costs, 170
Nonoperating items, 435–436
Non-value-added time, 21
Notes

short-term, 489
Notes payable, 428, 432, 433, 439
Notes receivable, 426

Notes to financial statements
in annual report, A-1
examples of, A-8–A-18
noncash investing and financing, 438

NPV. See Net present value
NYSE (New York Stock Exchange), 493

1-800-GOT-JUNK, 391
1-800gotjunk.com, 391
100% quality inspection, 102, 110–111
On-time deliveries, 323
Operating activities, 425–426, 453
Operating budgets, 244–247, 259

components of, 242
general and administrative expense budget, 243,

246–247
merchandise purchases budget, 245–246
sales budget, 244
selling expense budget, 246

Operating cash flows, 430–436
net income contrasted, 436
payments, 432, 448, 449–452
receipts, 432, 448
reporting directly. See Direct method of

reporting operating cash flows
reporting indirectly. See Indirect method of

reporting operating cash flows
sources and uses of cash, 441–442
See also Statement of cash flows

Operating cash flow to sales ratio, 442
Operating cash payments

reporting, 432, 448, 449–452
for interest and income taxes, 428, 451–452
for merchandise, 449–450
other expenses, gains, and losses, 452
for wages and operating expenses, 432,

450–451, 451n
Operating cash receipts, 429, 432, 448, 449
Operating efficiency

components of, 492, 493
Operating expenses, 432, 450–451, 451n
Operating leverage, 184
Opportunity costs, 11, 12, 27, 365

of additional business decision, 367
of scrap or rework decision, 368
in transfer pricing, 340

Optimistic cost estimates, 181
Ordinary annuity

future value of, B-6–B-7, B-10, B-11
present value of, B-2, B-5, B-7, B-10, B-11

OregonIceCream.com, 129
Oregon Ice Cream Company, 129
Organizational responsibility chart, 334
Out-of-pocket costs, 11, 365
Output measures, 177
Outsourcing of payroll activities, 368
Overapplied overhead, 60, 64, 92
Overhead

actual v. allocated, 58
allocation of overhead costs. See Overhead

cost(s)
computing cost per equivalent unit for, 96
computing EUP for, 96
cost flows and documents, 51, 54–56, 62, 64
depreciation, rent, and utilities as, 91
differences in equivalent units, 93–94
flow of costs, 88, 91–92, 110
overapplied, 59, 92
in process cost accounting system, 88, 91–92
underapplied, 57, 59
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Index IND-9

Overhead cost(s), 11
allocation of, 50, 56

accounting information in, 132
actual overhead and, 58
advantages of activity-based costing in, 142
allocation base for factory overhead, 55
allocation rate formula, 56
allocation rates, 56, 64
for custom products, 131
factory overhead costs, 50, 56
indirect labor, 131
machine hours (MH) in, 133
traceability of costs in, 133
two-stage method, 325, 343
using direct labor hours, 58, 65, 132, 133

complexity of, 134–135, 136
computation of per-unit costs, 141
increase in, 132
incremental, 366, 367
shown in manufacturing statement, 19
tracing to cost pools, 131, 138–139

Overhead cost assignment, 130–136
activity-based rates and costing method,

135–136, 147
cost flows under, 135, 136, 147
differences from multiple departmental 

rates, 136
departmental overhead rate method, 130,

133–135, 147
advantages and disadvantages of, 134–135
application of, 133–134
cost flows under, 133, 147
demonstration of, 146–147
summary of, 141

plantwide overhead rate method, 130, 147
advantages and disadvantages of, 132
application of, 131–132
cash flows under, 131

Overhead cost control, 142
Overhead cost pool, 131, 144
Overhead cost variance(s), 290, 302

demonstration of, 300–301
fixed, 289, 290–292, 292–293
variable, 290–292

fixed overhead cost variances, 289, 292
overhead variance reports, 292–293

See also Variance(s)
Overhead cost variance analysis, 290–293

controllable overhead and volume variances,
290–292

overhead variance reports, 292–293
variable and fixed variances, 290
variable overhead cost variances, 292

Overhead standards and variances, 288–293
overhead cost variance analysis, 290–293

controllable overhead and volume variances,
290–292

overhead variance reports, 292–293
variable and fixed variances, 290
variable overhead cost variances, 292

setting standards, 288–290
Overhead variance reports, 292–293
Overpriced stocks, 494

Paging Network, 181
Participatory budgeting, 239, 240, 244
Past performance, 238, 239, 280
Payback period (PBP), 393–395, 406

compared with other methods, 401, 402
computing with even cash flows, 393–394

computing with uneven cash flows, 394
demonstration of, 403, 404
factors in using, 394–395

Payless, 13
Payout ratio, 495n
Payroll activities

outsourcing of, 368
Payroll costs, 88, 91
PBP. See Payback period
Pecking order, 11, 12
Penn Inc., 86, 332
pennracquet.com/factory.html, 86
Pepsi Bottling, 90
PepsiCo, 478
PE (price-earnings) ratio, 493–494, 495
Percent changes

computation of, 479, 479n
Performance evaluation, 323

budget reports used for, 280
cost allocation for

demonstration problem, 337–339
departmental evaluation, 322–323
investment center performance, 331–333

with financial measures, 331–332
investment center return on total assets, 331
with nonfinancial measures, 332–333

manager evaluation, 98, 108
See also Responsibility accounting

Performance reporting, 16, 17, 208–213
converting variable costing reports to absorption

costing, 213, 220
if units produced equal units sold, 209
if units produced exceed units sold, 208, 210,

211, 221
if units produced less than units sold, 211, 212
reports issued

fixed budget performance report, 279
in responsibility accounting, 334–335
for service companies, 294
variances identified in, 285

summary of, 212
Period costs, 11, 12, 16, 26
Periodic inventory system, 48
Perpetual inventory system, 48, 55–56
Personalized products, 49
Per unit costs, 215
Per-unit overhead costs, 132
Pessimistic cost estimates, 181
Petroleum refining, 86
Pfizer, 86
Physical basis of allocating joint costs, 341, 342
Physical flow reconciliation, 95, 103, 105–106
Planning, 4–5

long-term strategic plans, 238
use of CVP analysis in. See Cost-volume-profit

(CVP) analysis
Plant assets

loss on sale of, 433, 436, 452
plant asset age, 495n
purchase or disposal of, 247
reconstruction analysis of, 428, 432, 433,

437–438
total asset turnover ratio, 490, 492, 495, 499
useful life of, 495n

Plantwide overhead rate method, 130
advantages and disadvantages of, 132, 147
application of, 131–132
cash flows under, 131
demonstration of, 145–147
summary of, 141

Pledged assets, 491
Point-of-sale systems, 323
Practical standard, 284
Prairie Sticks Bat Company, 363
PrairieSticks.com, 363
Precision Lube, 290
Predetermined overhead rate, 55, 56, 288, 289
Predicted costs, 4
Prepaid expenses (deferrals), 433, 434
Present value(s)

of annuities
annuity of 1, 400
ordinary annuity, B-2, B-5, B-7, B-10, B-11

concepts, 396, B-1, B-7
of net cash flows, 402
of single amount, B-1–B-3, B-7, B-10
See also Time value of money

Present value factor, 400
Present value of 1 factors, 397
Present value tables, 397

present value of annuity of 1 table, B-5,
B-7, B-11

present value of 1 table, B-3, B-5, B-7, B-10
Price-earnings (PE) ratio, 493–494, 495
Price setting, 215–216, 372–373
Price variance, 282

computing, 285–286
materials variances, 286–287

Prime costs, 16
Prince Sports Inc., 339
Process(es), 86
Process cost accounting, 48, 84–110

demonstration problem, 102–105
equivalent units of production, 88, 93–94

differences for materials, labor, and overhead,
93–94

goods in process, 93
FIFO method, 105–109

assigning and reconciling costs, 106,
107–108, 109

computing cost per equivalent unit, 105, 107
computing equivalent units of production,

106–107, 108
determining physical flow of units, 105–106

hybrid costing system, 101–102
illustration of. See Process costing illustration
process cost accounting system, 89–93

direct and indirect costs, 89
factory overhead costs, 88, 91–92
labor costs, 88, 91
materials costs, 88, 90

process operations, 86–88
effect of lean business model on, 101
illustration of, 87–88, 100
job order operations compared, 87
organization of, 87

Process cost accounting system, 89
direct and indirect costs, 89
factory overhead costs, 88, 91–92
labor costs, 88, 91
materials costs, 88, 90

Process cost allocation, 92, 108, 109
Process costing illustration, 94–101, 110

assigning and reconciling costs, 96–99
cost of units completed and transferred, 97
cost of units for ending goods in process, 97
process cost summary, 95, 96, 97, 98–99,

108, 109, 110
computing cost per equivalent unit, 96
computing equivalent units of production, 95–96
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Process costing illustration—Cont.
determining physical flow of units, 95
summary of cost flows, 100
transfers to finished goods and cost of goods

sold, 88, 99–100, 110
Process cost summary, 95, 96, 97, 98–99, 110

equivalent units of production shown in, 108, 109
use in preparing financial statements, 98

Process improvement, 142
Process operations, 86–88, 110

effects of lean business model on, 101
illustration of, 87–88, 100
job order operations compared, 87
organization of, 87

Process time, 21
Procter & Gamble, 86, 323
Product(s), 134, 207
Product cost information, 130
Product costs, 11, 12, 18, 26, 130
Production activity

flow of, 17–18
Production budgets, 243, 244, 245, 247, 259
Production capacity, 370
Production costs, 209
Production departments, 87
Production margin, 210
Production planning, 208, 213–215
Production report, 95, 96, 97, 98–99
Production scheduling, 49
Production volume, 169
Product level activities, 137
Product level costs, 139
Product mix, 182–183
Product price

setting, 372–373
Profitability, 477, 492
Profitability index, 399
Profitability ratios, 492–493, 495

profit margin, 492, 495, 499
return on common stockholders’ equity, 493,

495, 499
return on total assets, 333, 343, 492–493, 495, 499

Profit centers, 323, 325, 329–330
Profit margin, 336
Profit margin ratio, 492, 495, 499
Progress reports, 278
Property and equipment, A-8–A-9
Property taxes, 169
Publicly-traded companies, 239
Public utilities, 476
Purchasing department, 284, 287

Qualitative decision factors, 372
Quality, 287
Quantity discounts, 297, 302
Quantity of input, 282
Quantity of material, 283
Quantity variance, 282

computing, 285–286
materials variances, 286–287

Quarterly budgets, 240, 241
Quick ratio. See Acid-test ratio

RadioShack
analysis of financial statements, 476

graphical analysis, 482, 486
ratio analysis, 487–495

financial statements of, A-24–A-28
consolidated balance sheets, A-25
consolidated statements of cash flows, A-28

consolidated statements of income, A-26
consolidated statements of stockholders’

equity and comprehensive income, A-27
Rate variance (labor), 287–288
Rath, Todd, 321
Rath, Tom, 321
Ratio(s), 486–487
Ratio analysis, 478, 486–495, 502

accounts receivable turnover ratio, 489, 495, 498
acid-test ratio, 488–489, 495, 498
cash coverage of debt ratio, 442, 495n
cash coverage of growth ratio, 442, 495n
cash flow on total assets ratio, 442, 453, 495n
contribution margin ratio, 174, 175, 180, 185
credit risk ratio, 495n
current ratio, 480, 487–488, 495, 498, 502
days’ cash expense coverage, 495n
days’ sales in inventory ratio, 490, 495
days’ sales in receivables, 489–490, 495, 498
days’ sales uncollected, 489–490, 495, 498
debt ratio, 491, 495, 499
debt-to-equity ratio, 491, 495, 499
dividend yield, 494, 495
earnings per share, 500, A-15
equity ratio, 491, 495
foreign currency translation and, 489
inventory ratios

days’ sales in inventory ratio, 490, 495
inventory turnover ratio, 489, 495, 498

liquidity and efficiency ratios, 487–490, 495
accounts receivable turnover, 489, 495, 498
acid-test ratio, 488–489, 495, 498
days’ cash expense coverage ratio, 495n
days’ sales in inventory, 490, 495
days’ sales uncollected, 489–490, 495, 498
inventory turnover, 489, 495, 498
total asset turnover, 490, 492, 495, 499

market prospects ratios, 495
dividend yield ratio, 494, 495
price-earnings ratio, 493–494, 495

operating cash flow to sales ratio, 442
price-earnings ratio, 493–494, 495
profitability ratios, 492–493, 495

profit margin, 492, 495, 499
return on common stockholders’ equity, 493,

495, 499
return on total assets, 333, 343, 492–493,

495, 499
profit margin ratio, 492, 495, 499
return on common stockholders’ equity ratio,

493, 495, 499
return on total assets ratio, 333, 343, 492–493,

495, 499
solvency ratios, 491–492, 495

debt ratio, 491, 495, 499
debt-to-equity ratio, 491, 495, 499
equity ratio, 491, 495
times interest earned ratio, 491–492, 495, 499

summary of ratios, 494, 495
times interest earned ratio, 491–492, 495, 499
total asset turnover ratio, 490, 492, 495, 499

Raw materials, 49
Raw materials inventory, 13–14
Raw Materials Inventory account, 90
“Reasonableness” criterion, 483, 502
Receivables

accounts receivable, 432–433, 499–500
notes receivable, 426
write-offs of, 499–500

Receiving reports, 51, 52

Reconstructed entries, 437–438, 439
Reconstruction analysis

in preparing statement of cash flows, 428,
432, 433

common stock transactions, 440
merchandise purchases, 449–450
notes payable transactions, 439
plant asset transactions, 428, 432, 433,

437–438
retained earnings transactions, 440

Recording transactions
in job order costing, 53, 55

Redhook Ale, 287
Regulatory agencies, 491
Relevance

classification of costs by, 11, 12
Relevant benefits, 365
Relevant costs, 364–365, 366, 369, 375
Relevant range for fixed costs, 169, 170
Relevant range of operations, 177
Rent expense

allocation of indirect expenses, 325, 327–328
as factory overhead item, 91
as product cost for manufacturers, 16

Reportable segments, 485
Report cards, 278
Reporting

FASB on, 426
financial reporting, 477
limited under variable costing, 217
manufacturing activities, 13–20, 26

demonstration problem, 22–24
flow of activities, 17–18
manufacturer’s balance sheet, 13–14, 23, 26
manufacturer’s income statement, 15–17
manufacturing statement, 18–20

for merchandising operations, 449–450
operating cash payments, 432, 448, 449–452

for interest and income taxes, 428, 451–452
for merchandise, 449–450
other expenses, gains, and losses, 452
for wages and operating expenses, 432,

450–451, 451n
operating cash receipts, 429, 432, 448, 449
performance reporting, 208–213

converting variable costing reports to
absorption costing, 213, 220

if units produced equal units sold, 209
if units produced exceed units sold, 208, 210,

211, 221
if units produced less than units sold, 211, 212
summary of, 212

quarterly or monthly budgets, 240, 241
reports issued

budget reports. See Budget reports
departmental contribution reports, 329n,

330, 343
financial statement analysis reports, 496, 502
in job order cost accounting. See Job order

cost accounting
overhead variance reports, 292–293
performance reports, 285
physical flow reconciliation, 95
summaries given to top-level managers, 335

2006 Report to the Nation (ACFE), 9
Residual income, 332
Resources, 142
Responsibility accounting, 333–336, 334n, 343

controllable v. direct costs, 334
responsibility accounting system, 334–335
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Index IND-11

Responsibility accounting budgets, 334
Responsibility accounting performance report,

334–335
Responsibility accounting system, 322
Responsibility centers, 335
Retirement of debt, 433, 436, 452
Retrospective application of change in accounting

principle, 501
Return on average investment, 393, 395–396
Return on common stockholders’ equity ratio, 493,

495, 499
Return on investment, 331, 336, 343
Return on total assets ratio, 333, 343, 492–493,

495, 499
Reuters.com/finance, 487
Revenue(s)

incremental revenue, 365, 369
interest revenue, 426, A-16
noncash revenues, 435

Revenue centers, 323
Revenue recognition, A-10–A-11
Revised break-even point, 171, 175, 178, 181
Risk, 392, 394–395, 396
Ritz-Carlton Hotel, 8
Robert Morris Associates, 487
RockBottomGolf.com, 321
Rolling budgets, 238, 240, 241
Ryan, David, 85

Safety
as performance measure, 323

Safety stock, 245
Salaries, 169, 246–247, 249, 324–325
Sale of plant assets

loss on, 433, 436, 452
Sales

computed for target income, 179–180
computing income from, 179
constant relation with cost of goods sold, 246
flow of sales activity, 18
free product with purchase, 168
graphing in CVP chart, 176
joint relation with expenses, 483, 502

Sales budget, 239, 243, 244, 254
Sales forecasts, 244
Sales incentives, A-11
Sales mix, 181, 370
Sales mix selection decision, 369–370
Sales price, 49
Sales price variance, 296–297, 301–302
Sales representatives, 169–170
Sales volume, 177, 281–282
Sales volume variance, 296–297, 302
Salvage value of asset, 393, 396, 399
Sarbanes-Oxley Act of 2002 (SOX), 9
Scatter diagrams, 171, 180, 187

changes in estimates, 178
created with Excel®, 171, 186
measurement of past behavior, 171–172, 173

Schedule of cost of goods manufactured. See
Manufacturing statement

Schedule of manufacturing activities. See
Manufacturing statement

Schmelzer, Rich, 237
Schmelzer, Sheri, 237
Scrap or rework decision, 368, 374, 375
Scudamore, Brian, 391
Sears, Roebuck & Co., 322
Seasonal businesses, 244, 259
SEC (Securities and Exchange Commission), A-1

Second-stage assignment of overhead costs,
140–141

Secured liabilities, 491
Securities and Exchange Commission (SEC), A-1
Segment elimination decision, 371
Segment information, A-18
Selling, general, and administrative expenses

(SG&A), A-12
Selling costs, 142
Selling departments, 323
Selling expense budget, 243, 246, 254
Selling expenses, 366
Selling price per unit, 177
Sell or process decision, 369
Sensitivity analysis, 181
Sequential processing, 87, 89
Service companies

activity-based costing in, 144–147
cost concepts for, 12–13
current ratio of, 488
executive education, 60
expenses of

as period costs, 12
job order cost accounting for, 48
process operations in, 86, 87
use of standard costs, 294
variable costing for, 216

Service departments
allocating expenses of, 325, 326n, 326–329
fixed costs, 169
use of standard costs for, 294

Services
make or buy decision, 368
pricing using job order costing, 60, 61, 64, 65

SG&A (selling, general, and administrative
expenses), A-12

Short selling, 494, 496
Short-term financial plans. See Budget(s)
Short-term investments

marketable equity securities, A-13
in securities, 426

Short-term loans, 248
Short-term notes, 489
Short-term planning, 4–5
Short-term strategic plans, 238
Single plantwide overhead rate method. See

Plantwide overhead rate method
Six Flags, 143–144
Ski resorts, 244
Software, 429
Solvency, 477
Solvency ratios, 491–492, 495

debt ratio, 491, 495, 499
debt-to-equity ratio, 491, 495, 499
equity ratio, 491, 495
times interest earned ratio, 491–492, 495, 499

Source documents, 50, 51
Sources of cash, 441–442
Sources of information for preparing statement of

cash flows, 430, 432–436, 449, 452
analysis of equity, 440
comparative balance sheets. See Comparative

balance sheets
financing activities, 426, 439
investing activities, 437–438
notes payable transactions, 428, 432, 433, 439
plant asset transactions, 428, 432, 433, 437–438
reconstruction analysis. See Reconstruction

analysis
Southwest Airlines, 12–13

Spaly, Brian, 205
Special orders, 215–216
Speedee Oil Change and Tune-Up, 290
Spending variance, 291
“Split-off point,” 341
Spreadsheet(s)

analyzing “what-if” strategies, 170
in computing NPV, 398
departmental expense allocation sheet, 326n,

326–329, 338
departmental spreadsheet analysis, 323
in financial statement analysis, 480
in finding present value of annuity, B-5
in preparing budgeted balance sheet, 250n
preparing statement of cash flows, 445–448, 454

analysis of changes, 446–448
indirect method spreadsheet, 432,

445–446, 447
use in CVP analysis, 170
use preparing least squares regression, 173, 186

Sprinturf, 47
Sprinturf.com, 47
Sprock, Martin, 167
Stair-step costs, 170
Standard cost(s), 283–296, 301

cost variances, 284n, 284–288
computation of, 285–286
materials and labor variances, 286–288
variance analysis, 285

extensions of, 294–296
for control, 294
for services, 294
standard cost accounting system, 286, 287,

294–296, 302
materials and labor standards

identifying, 283–284
setting, 284

overhead standards and variances, 288–293
overhead cost variance analysis, 290–293
setting standards, 288–290

Standard cost accounting system, 286, 287, 292,
294–296, 302

Standard cost card, 284
Standardization, 101, 102
Standard overhead cost rate, 289
StandardPoor.com, 477
Standard & Poor’s, 476, 477, 478
Standard & Poor’s Industry Surveys, 487
Standards for comparison (benchmarks), 478
Starbucks, 436
Start-up businesses, 428, 454
Statement of cash flows, 422–454

basics of, 453
classification of cash flows, 425–426
format of, 427, 453
importance of, 424–425
measuring cash flows, 425
noncash investing and financing, 427, 438, 453
purpose of, 424

cash flows from financing activities, 439–441
equity analysis, 440
noncurrent liabilities, 439
proving cash balances, 428, 433, 441
three-stage analysis of, 439

cash flows from investing activities
noncurrent asset analysis, 437–438
other asset transactions, 438
three-stage analysis of, 437

cash flows from operating activities. See
Operating cash flows
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Statement of cash flows—Cont.
consolidated

examples of, A-7, A-23, A-28, A-33
defined, 424
demonstration problem, 443–445
for entrepreneurs, 423
noncash investing and financing activities, 427,

438, 453
adjustments for noncash expenses, 435
analyzing noncash accounts, 429–430

preparation of, 428–430, 453
analyzing cash account, 428–429
analyzing noncash accounts, 429–430
proving cash balances, 428, 433, 441
T-accounts used in, 433, 449
using spreadsheet. See Spreadsheet(s)

sources of information for preparing, 430,
432–436, 449, 452

analysis of equity, 440
Comparative balance sheets. See Comparative

balance sheets
financing activities, 426, 439
investing activities, 437–438
notes payable transactions, 428, 432,

433, 439
plant asset transactions, 428, 432, 433,

437–438
reconstruction analysis. See Reconstruction

analysis
Statement of Ethical Professional Practice 

(of IMA), 9
Statement of retained earnings, 256
Statements of shareholders’ equity, A-6, A-22,

A-27, A-32
Static (fixed) budget, 279
Step-wise costs, 170
“Step-wise” expense allocation, 326
Stock, 493, 494
Stock dividends, 427, 440
Stockholders, 476
Stockholders’ equity, 493, 495, 499
Stock market, 492
Stock splits, 440
Straight-line depreciation, 395–396, 399
Strategic budgeting, 238
Subsequent events, 6
Subsidiary ledger, 50, 51
Subsidiary records, 50, 51
Subunits (departments), 322
Summaries, 335
Summary entries, 100, 104–105
Sunk costs, 11, 365, 368, 369
Suppliers, 51, 476
Sustainable income, 499–501

changes in accounting principles,
500–501

comprehensive income, 500–501
continuing operations, 499
discontinued segments, 499, 500
earnings per share, 500
extraordinary items, 499–500

T-accounts, 433, 449
Target cost, 49
Target income, 179–180, 183, 185, 187
Target numbers, 429
Tax rate, 179
Tax Reform Act of 1986, 217
Tax reporting, 217
Taylor, Brian, 3

Technology
automation, 86, 92, 181, 184
bar-coding, 143
information produced due to, 335

Telecom companies, 394
Temporary accounts, 54, 295–296
Temporary investments. See Short-term

investments
Theme parks, 400
Three-stage analysis, 437–438, 439
Ticker prices, 494
Ticker tape, 494
Time and motion studies, 283
Time dimension of managerial accounting, 6
Timeliness of information, 6
Time period, 240–241
Times interest earned ratio, 491–492,

495, 499
Time tickets, 53, 54, 55, 56
Time value of money, B-10, B-11, B–B-7

capital budgeting with, 392, 396–402
internal rate of return, 398, 399–401, B-11
net present value, 393, 396, 397–399, 406

capital budgeting without, 392–396
accounting rate of return, 393, 395–396
break-even time and, 402
payback period, 393–395

in evaluating alternative investments, 406
future value

of ordinary annuity, B-6–B-7, B-10, B-11
of single amount, B-3–B-4, B-7, B-10

present and future value concepts, B-1, B-7
present value

of ordinary annuity, B-2, B-5, B-7,
B-10, B-11

of single amount, B-1–B-3, B-7, B-10
Timing of budgets, 240–241
Tools of financial statement analysis, 478
Total asset turnover ratio, 490, 492, 495, 499
Total cost method, 372–373
Total costs

graphing, 176
Total overhead variance, 290
Total quality management (TQM), 8
Total variable costs, 177
Toyota Motor Corporation, 8, 181
TQM (total quality management), 8
Traceability of costs

classification by, 10, 11, 12, 26
factory overhead costs, 16
in overhead cost allocation, 133

Trade names, A-9
Trading securities

cash receipts and payments from, 425–426
Training and education, 60
Transaction analysis, 430

financing activities, 426, 439
investing activities, 426, 438
notes payable transactions, 428, 432, 433, 439
plant asset transactions, 428, 432, 433,

437–438
Transfer prices, 339

alternative prices, 339–340
market-based, 340
negotiated, 341

Transfer pricing system, 325, 339–341, 343
additional issues in, 341
alternative transfer prices, 339–340

Trek, 7
Trend analysis, 481–483

Trend percents, 481, 482
TSC (Toronto Sticks Company), 257
Two-stage cost allocation, 325, 343

Unavoidable expenses, 371
Uncontrollable costs, 11, 216, 334
Underapplied overhead, 57, 59, 64, 92
Uneven cash flows, 393

computing IRR with, 400
computing NPV with, 398
computing payback period with, 394

Unfavorable variances, 279
goods in process inventory, 294–295
in goods in process inventory, 294–295
long-term, 284n
preparation of flexible budgets and,

282, 302
Unit contribution margin, 174, 180, 185, 218
Unit costs

of goods transferred out of process, 93
under variable v. absorption costing, 207, 208,

220, 221
Unit level activities, 137
Unit level costs, 139
Unit sales, 180
Units of output, 282
Units of product, 257
Unusual gains and losses, 499
Users of accounting information, 424, 476,

496, 502
Utilities, 91
Utilities expense, 324, 325, 327, 328

Value
determinants of, 8–9

Value-added time, 21
Value basis of allocating joint costs,

341, 342
Value chain, 18
Value engineering, 49
Variable budgets. See Flexible budget(s)
Variable cost(s), 10

in computing multiproduct break-even 
point, 182

cost behavior, 169
cost per unit, 169, 172, 177, 215
fixed costs distinguished, 280–281
in sales mix selection decision, 370
special orders and, 215–216

Variable costing, 206, 207
absorption costing compared, 207, 208,

213–217, 221
cost control, 216
cost of goods sold, 209–212
price setting, 215–216
production planning, 208, 213–215
reporting issues, 217
treatment of fixed overhead costs. See Fixed

overhead costs
treatment of income. See Income
unit costs, 207, 208, 220, 221

computing unit cost, 207, 208
converting reports to absorption costing, 213,

220, 221
implications for performance reporting. See

Performance reporting
income reporting under, 214, 215, 221
limitation of reports using, 217

Variable costing income statement, 175
Variable overhead, 19
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Variable overhead cost variance, 290
computing, 290–292

fixed overhead cost variances, 289, 292
overhead variance reports, 292–293

Variance(s), 240, 241, 301
controllable, 291, 293, 295
efficiency variance(s), 287–288, 291
favorable, 279, 282, 284n
identified in performance reports, 285
labor rate variance, 287–288, 295
materiality of, 296
price variances, 282, 285–287
quality as factor in, 287
quantity variances, 282, 285–287
sales variances

price variance, 296–297, 301–302
volume variance, 296–297, 302

spending variance, 291
total overhead variance, 290
unfavorable, 279

flexible budgets and, 282, 302
in goods in process inventory, 294–295
long-term, 284n

volume variances, 291, 292, 295
See also Cost variances

Variance accounts, 295–296
Variance analysis, 282, 284n, 284–288

cost variance analysis, 285
cost variance computation, 285–286
overhead cost variance analysis. See Overhead

cost variance analysis
Vertical analysis, 478, 483–486, 502

common-size graphics, 485–486
common-size statements, 480, 481, 483–485

balance sheets, 483, 484
income statements, 484–485

Vice president (VP), 335
Volume variances, 291, 292, 295
Vouchers, 55
VP (vice president), 335

W. T. Grant Co., 425
Wages

allocation of indirect expenses, 324–325
reporting cash flows from, 432, 450–451, 451n
spending variances, 291

Wait time, 21
Wall Street, 493
The Wall Street Journal, 494
Walmart Stores, Inc., 323, 332, 423

Waste
elimination of, 8

Weighted-average contribution margin,
182–183

Weighted average method, 94–101, 96
“What-if” questions, 179
“What-if” situations, 280
“What-if” strategies, 170
Whittaker, Andrew “Jack,” B-5
Work centers, 87
Working capital, 487
Working paper. See Spreadsheet(s)
Work in process inventory, 14
Work sheet. See Spreadsheet(s)
Workstations, 87
Worst case scenario, 280
Write-downs of inventory, 499–500
Write-offs of receivables, 499–500
Written budgets, 239
www.SEC.gov, A-1

Xerox, 86

Zinger, Dan, 363
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