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Accounting
defined, 1
users of, 2-3
regulations (see Generally Accepted
Accounting Principles)
Accounting changes. See Non-recurring
Items
Accounting entity assumption, 12-13
Accounts payable, 191
and the cash flow statement, 239-240
Accounts receivable, 153-156
and the cash flow stateme=u, 235-236
Accrual basis of accountit.g principle
cash accounting versus, 66-67
matching principle, 65
overview of, 18-20
revenue recognition, 61
long-term projects, 62
Accrued compensation, 192
Activity ratios
asset turnover, 263
days sales of inventory, 263
days sales outstanding, 263
inventory turnover, 263
receivables turnover, 263
Additional paid-in capital, 214-215

Amortization
defined, 92
depreciation versus, 93
exercise, 94-95
Anriual report,
form 10-K versus, 30
reading of, 35-54
certification of financial statements,
46-47
directors and officers, 52
exercise in, 53
financial highlights, 38
financial statements, 40-41
legal proceedings, 48-49
letter to stockholders, 36-37
management’s discussion and analysis,
38-39
notes to consolidated statements, 41-44
report of independent auditors, 49-51

report of management’s responsibili-ties,

43, 45
risk factors, 48
Assets, 153-189
defined, 131-133
summary, 186-187
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Balance sheet, 129-222
accounting equation, 137
defined, 129-130
exercise, 125-127
links to the income statement, 143-148
order of liquidity, 149-150
summary, 222

Basic accounting principles, 11-27
assumptions, 11-17
principles, 18-23
constraints, 24-26

Cash, 153
Cash equivalents, 153
Cash flow from financing activities, 251-254
defined, 251-252
exercise, 253-254
Cash flow from investing activities, 247-250
defined, 247-248
exercise, 249-250
Cash flow from operations, 228-246
defined, 228
exercise, 245-246
from income statement to, 229
summary, 244
Cash flow statement, 223-257
categories in, 226-227
defined, 223-225
links to the balance sheet, 255
summary, 256-257
COGS. See Cost of Goods Sold
Common stock, 214
Completed contract method, 62
Consistency constraint, 24
Conservatism constraint, 24
Cost of goods sold, 70-72
Coverage ratios
Debt to total assets, 264
Times interest earned, 264
Cash debt coverage ratio, 264

Debt
defined, 193
issuance of, 270-271
long-term, 194, 271
short-term, 193-194
current portion of long-term debt, 193
notes payable, 193-194
Deferred taxes
and the cash flow statement, 241-243
assets, 166-167
defined, 164-165
liabilities, 196-197
summary, 197
Depreciation
accelerated metrniod of, 86-91
double-deciining balance, 89-91
sum-oi-the-years’ digits, 86-88
sticigiit-line method versus, 92
accumulated, 169-170
ond the cash flow statement, 231-232
defined, 80
placement in financial statements, 82
straight-line method of, 83-85
Discontinued operations. See Non-recurring
Items
Dividends
common, 108
preferred, 108
Double-entry accounting, 138-142

Earnings before interest and taxes, 122
Earnings before interest, taxes, depreciation,
and amortization, 117-121
Earnings per share, 109-110
basic, 109
diluted, 109
EBIT. See Earnings Before Interest and Taxes
EBITDA. See Earnings Before Interest, Taxes,
Depreciation, and Amortization
Equity income in affiliates, 100-101



Index 277

Estimates and judgments constraint, 24
Extraordinary items. See Non-recurring
Items

FASB. See Financial Accounting Standards
Board
Financial Accounting Standards Board, 4-5
Financial ratio analysis, 259-265
Fixed assets. See Property, Plant, and
Equipment
Form 8-K, 31
Form 10-K, 30
annual report versus, 30
form 10-Q versus, 31
Form 10-Q, 30-31
form 10-K versus, 31
Form 14A, 31
Form 20-F, 31
Form S-1, 31
Full disclosure principle, 21

GAAP. See Generally Accepted Accounting
Principles

Generally Accepted Accounting Prinziples, 2-3
convergence with IFRS, 6

Going concern, 13

Goodwill
amortization of, 96
annual impairment tests of, 182-183
real-world case studies in, 184
representation on balance sheet, 182

Gross profit, 73-74

Historical cost principle, 18

IFRS. See International Financial Reporting
Standards
Income statement, 55-128
defined, 55
components of, 56
exercise, 125-127

Income tax expense, 99
Intangible assets
amortization of, 180-181
and goodwill, 184-185
categories of, 185
defined, 179-180
Interest expense, 97-98
Interest income, 99
International accounting regulations. See
International Financial Reporting
Standards
International Accounting Standards Board, 5
Inventories
and the cash flow statement, 236-238
COGS and, 157-160
defined, 157
valuation of, 161-163
writitig down, 164
Invesiments, 177-179
Consolidation method of accounting for, 179
Cost method of accounting for, 177-178
Equity method of accounting for, 177-178

Leases
capital, 194
operating, 194-195
treatment of, 272

Liabilities, 190-211
defined, 134, 190-191
summary, 209

Liquidity ratios
current cash debt coverage ratio, 261
current ratio, 260
quick (acid) test, 260

Marketable securities, 153
Materiality constraint, 24
Measurement assumption, 13-14
Minority interest

on the balance sheet, 205-208

on the income statement, 102-103
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Net income, 104

Non-recurring items
accounting changes, 114-115
defined, 110
discontinued operations, 112-113
extraordinary items, 113-114
summary of, 116-117
unusual or infrequent items, 110-112

Other assets, 186
Other current assets, 167

and the cash flow statement, 240-241
Other current liabilities, 192

and the cash flow statement, 241
Other non-operating income, 99

Pensions
defined, 198
defined benefit plan, 202-204
defined contribution plan, 198-201

Percentage of completion method, 62
Periodicity assumption, 14

PP&E. See Property, Plant, and Equipment

Preferred stock, 215
Profitability ratios
gross profit margin, 261
payout ratio, 262
price to earnings ratio, 262
profit margin, 261
return on assets, 262
return on equity, 262
Property, plant and equipment
capitalizing of, 175
defined, 168
depreciation and, 168-170
exercise, 171-174
impairment of, 175-176
reconciliation of, 170
retirement and disposal, 176-177

R&D. See Research and Development
Research and development, 77
Retained earnings, 144-145, 217-218
Revenues, 57-69

defined, 57-58

manipulation of, 67

recognition of (see accrual basis of

accounting principle)
unearned, 192

Securities and Exchange Commission, 3-4
Selling, general and administrative 75-76
SG&A. See Selling, General and
Administrative
Shareholders’ equity, 212-222
defined, 134, 212-213
exercise, z220-221

summiary, 219

Shares outstanding
defined, 104
exercise, 106-107
representation on the income statement,
104-105
weighted average basic, 104
weighted average diluted, 104
Stock options expense
advanced discussion of, 267-269
defined, 77
financial analysis implications of, 78-79

Treasury stock, 104, 216

Units of measure assumption. See
Measurement Assumption

Unusual or infrequent items. See Non-recur-
ring Items

Working capital, 233-241





