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AAERs. See Accounting and Audit 
Enforcement Releases (AAERs)

ABC. See Activity-based costing (ABC)
ABC inventory control, 409
Accelerated cost recovery system. See 

Modifi ed Accelerated Cost Recovery 
System (MACRS)

Accelerated Reply Mail (ARM), 374
Acceleration of  expenses, 627–628
Accounting. See also Financial 

accounting
Accounting and Audit Enforcement 

Releases (AAERs)
Accounting changes:

accounting policies, disclosure of, 
113

accounting principle change, 107–
108

change in makeup of  entity, 110
note not providing for interest, 

116–118
policies, disclosure of, 113
prior-period adjustment, 

110–113
retained earnings statement, 108–109
revision of  estimate, 109–110
troubled debt restructuring (see Debt 

restructuring)
Accounting cost, 341
Accounting information system (AIS), 

351

Accounting rate of  return (ARR), 
282–283

Accounting Standards Codifi cation 
(ASC), 188–189

Accounts payable:
considerations for managing, 413
problems, symptoms of, 413
system for, 411–412
vendor policies and, 414

Accounts receivable:
assignment of, 46–47
balance sheet analysis, 524–525
credit reporting agencies and, 386
credit system and, 388
earnings maximization with, 387–

388
factoring of, 47–48
fi nancing, 425–429, 431
handling of, 385–386
investment in (see Investment in 

accounts receivable)
ratios, 700–701
receivables transferred with recourse, 

48–49
standards used in, 386

Accumulated benefi t obligation, 148
Accumulated postretirement benefi t 

obligation (APBO), 159
Acid-test (quick) ratio, 700
Acquisitions. See Mergers and 

acquisitions

Index
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732	 ◾  Index

Activity-based costing (ABC):
cost management and, 197
first-stage procedure, 205–206
product costs comparison, 207
second-stage procedure,  

206–207
Activity-based management (ABM):

basic premise of, 210–211
cost management and, 197
costs, causes for, 211
process value analysis and, 211
value-added vs. non–value-added 

activities, 211–212
value chain of  business functions, 

212–214
Actuarial assumptions, 148
Actuarial cost method, 148
Actuarial present value of  accumulated 

plan benefits, 148
Adjustable rate (floating-rate) preferreds 

(ARPs), 613–614
Adjustable rate preferred stock, 613–614
Adjusted net book value, 647
Adverse events. See Risk management
Advertising costs, income statement, 37
Age Discrimination in Employment Act 

(ADEA), 575
Aging schedule, accounts payable, 412, 

413
AI. See Artificial intelligence (AI)
AICPA. See American Institute of  

Certified Public Accountants 
(AICPA)

AIS. See Accounting information system 
(AIS)

Altman, Edward, 656
Altman’s Z-score. See Z-score model
American Institute of  Certified Public 

Accountants (AICPA), 267,  
359

American Productivity and Quality 
Center (APQC), 347–348

Amortization:
losses in current year, 624–625
tax credit, 625–626
tax prepayments, 625
tax rates and, 625

Analysis of  corporate cash flows, 485
Analysis of  statement of  cash flows:

comparative analysis, 100
financing section/activities, 102
investing activities, 101–102
managerial planning and,  

102–103
noncash activities, 102
operating section, evaluation of, 101

Annuities:
future value of, 276–278
present value of, 279–280

Antitrust laws, 575
APBO. See Accumulated postretirement 

benefit obligation (APBO)
APM. See Arbitrage pricing model (APM)
APQC. See American Productivity and 

Quality Center (APQC)
Arbitrage pricing model (APM), 272–

274
ARM. See Accelerated Reply Mail (ARM)
Arm’s-length transaction, 178
ARPs. See Adjustable rate (floating-rate) 

preferreds (ARPs)
ARR. See Accounting rate of  return 

(ARR)
Artificial intelligence (AI), 352–353
Asset(s). See also Fixed assets

balance sheet and, 45–46
buying, 54
identifiable, 10 percent criterion, 190
liquid, 663
nature of, 531
net, appraisal of, 639–640, 704
quality of, 523
self-constructed, 55
utilization of, 530–531
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Assignment of  accounts receivable, 426
Association of  Certified Fraud Examiners, 

267
Attribution period, postretirement 

benefits, 159
Auditor, internal controls and, 6. See also 

Sarbanes-Oxley Act of  2002 (SOX)
Automobile insurance, 573
Available-for-sale and held-to-maturity 

securities:
bond investments, 136–137
bonds issued with warrants, 92
debt or equity vs. debt only, 129, 138
dividends, accounting for,  

88–90
fractional shares, 92
IFRS treatment, 93–94
in investment portfolio, 128–129
preferred stock, types/provisions, 

83–84
quasi-reorganization, 86–87
retained earnings, restriction of, 85
retired shares, 84–85
stockholder’s equity, accounting for, 

82–83
stock options, 91
stock splits, 90
treasury stock, 85–86

Average collection period ratio

B&P. See Budgeting and planning (B&P) 
software

BA. See Banker’s acceptance (BA)
Bad debts:

provision for, 37
salesperson commissions and, 387
tax deductions for, 623

Balanced scorecard:
achieving balance in, 346–348
cost management and, 197–198
performance measures and, 345–346
for today and future, 331

Balance of  payments, 591
Balance of  trade, 591
Balance sheet:

accounts receivable (see Accounts 
receivable)

assets, 45–46
classification of  investments on, 616
compensated absences, 72–73
disclosure (see Disclosure, balance 

sheet)
environmental obligations, 74–75
exit or disposal activities, 75–76
fair value measurements (see Fair 

value measurements)
fair value option (see Fair value option)
fixed assets (see Fixed assets)
inventory (see Inventory)
liabilities (see Liabilities, balance sheet)
securities (see Available-for-sale and 

held-to-maturity securities)
statement of  cash flows (see Statement 

of  cash flows)
Balance sheet analysis:

accounts receivable and, 524–525
assets, nature of, 531
assets, quality of, 523
asset utilization, 530–531
cash account, 523–524
financing and, 533
fixed assets, 528–529
intangibles, appraisal of, 529–530
inventory analysis, 525–527
investment portfolio and, 527–528
liabilities, evaluation of, 531–533
liabilities, management/control, 

533–534
liquidity and, 535–538
property, plant, and equipment 

(PP&E), 529
solvency of  company, 536–540
stockholder’s equity, analysis of, 

534–535
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734	 ◾  Index

Balance statement, budgeted, 254, 256
Banker’s acceptance (BA), 423–424, 609
Banking relationships, 381, 382
Bank loans. See Loans
Bankruptcy. See also Forecasting financial 

distress
as business failure, 667
claims paid, order of, 671–672
discharge of  business, 672–677
legal aspects of, 671
liquidation due to, 671
prediction of, 540–541, 711–713

Bankruptcy Reform Act of  1978, 669, 
671

Basic Information Package (BIP), 16
Baumol, William, 378–380
BCP. See Business continuity planning 

(BCP)
Benefit information date, definition of, 

149
Best Products, Inc., 657, 659, 660, 661, 

662, 665
Beta (b):

equation for, 551
explained, 271–272
reading, 272

Bid price, determination, 236
BIP. See Basic Information Package
Black-Scholes-Merton option pricing 

model, 91
Board of  Directors, 9
Boiler explosion insurance, 572
Bond(s):

advantages/disadvantages, 600
callable, 445
converted to stock, 69–70
convertible, 43
discount, amortization of, 66
footnote disclosures, 138
funds, investing in, 608
generally, 600–601
held-to-maturity, 136–137

interest-rate risk, 606–607
investment portfolio and,  

127–132
issuance of, 68, 92, 441
market price and, 136–137
market value method, 127
vs. preferred/common stock,  

449
premium, amortization of, 66
refunding of, 445–447
selection of, 602–604
types of, 441–443, 601–602
valuation of, 680–683
yields, 593–594, 604–606, 681–683

Book income, vs. taxable income, 161
Book value:

asset approaches, 638
per share, 549–550, 694

Book-value weights, 479–480
BPO. See “Business processing 

outsourcing” (BPO)
Break-even analysis:

as CVP analysis branch, 219
underlying assumptions, 228

Break-even sales, 221
Budget(s). See also Capital budgeting

capital spending (see Capital spending)
cash, 254
definition of, 247–248
direct labor, 251–252
direct material, 250–251
e-budgeting, 259–260
ending inventory, 252–253
factory overhead, 252
financial, 248
flexible (see Flexible budget)
operating, 248
preparation steps, 248–249
production, 249–250
sales, 249
selling and administrative expense, 

253
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spreadsheet for plan, 257–259
static, 304–305
types of, 248

Budgeted balance statement, 254, 256
Budgeted income statement, 254, 255
Budgeting and planning (B&P) software, 

259
Budgeting software, 257
Business combination, tax allocation, 

168
Business continuity planning (BCP), 363
Businesses, economic indicators and, 

593
Business failure. See also Forecasting 

financial distress
avoidance of, 542–543
composition and, 668
creditor control and, 668
extension and, 668
integration and, 668–669
prediction of, 540–541
types of, 667
voluntary settlement, 667–668
warning signs, 542

Business functions, value chain and, 
212–214

Business interruption insurance, 123, 
573

Business law, 575–576
Business meals, tax deductions for, 622
Business processes:

definition of, 564
improvement upon, 564–565

“Business processing outsourcing” 
(BPO), 237

Business segments. See Segmental 
reporting

Business valuation, similar businesses, 
642–643

Callable bonds, 445, 446–447
Call provision, bonds, 601

Capital, cost of. See Cost(s) of  
capital

Capital asset pricing model (CAPM):
APM compared to, 272–274
beta and, 271–272
steps in, 477–478

Capital budgeting. See also Budget(s)
definition of, 275
income taxes and, 290–295
investment projects and,  

275–276
Capitalization of  cash flow, 636
Capitalization of  earnings:

for excess earnings, 635–636
multiplier of  earnings, 633–635
net income adjustment, 632–633
value and, 632

Capitalization of  goodwill. See Goodwill
Capitalization of  revenue, 640–641
Capital lease method, 138–140
Capital spending:

limited budget and, 286–287
mutually exclusive investments, 288

Capital structure:
analysis of  cash flows, 485
appraisal of, 704
coverage ratios, 485–487
decisions, factors influencing, 487
definition of, 439
disclosure, 122
EBIT-EPS approach to, 482–485

CAPM. See Capital asset pricing model 
(CAPM)

Carrying costs, 401
Case-Shiller index, 583
Cash:

adequacy, computing, 545–546
budget, 254, 255
and cash equivalents, 178
companies flush with, 616
days in, NPOs, 701–702
dollar, strong vs. weak, 591–592

bindex.indd   735 1/19/2012   10:21:41 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



736	 ◾  Index

Cash: (continued)
-investment policies, 616–617
liquidity management and,  

597–600
Cash break-even point, in cost-volume-

profit analysis, 222
Cash flow(s). See also Analysis of  

statement of  cash flows; Discounted 
cash flow (DCF); Statement of  cash 
flows

capitalization of, 636
classifications of  (see Classifications of  

cash flow)
corporate, analysis of, 485
definition of, 95
evaluation of, payables, 411
future, present value of, 637–638
mixed streams of, 279
net, 662–663
operating, 638
software, 378
treasurer’s function and, 6

Cash flow to total debt ratio, 702
Cash management:

acceleration of  cash receipts, 373–376
cash balances, 370–371
cash to hold, 371–372
float, time/amount of, 372–373
international, 382–383
models, 378–381
system, example of, 378

Catastrophe insurance, 573–574
CDs. See Certificates of  deposit (CDs)
Certificates of  deposit (CDs), 609, 610
Certified public accounting (CPA), 9
Change in composition, 109
Change in principle, interim reporting, 

187
Charitable contribution, tax deductions 

for, 623
Chattel mortgage, 436
Chief  executive officer (CEO), 7, 360–361

Chief  information officer (CIO), 361
Chief  risk officer (CRO), 261
CIO. See Chief  information officer (CIO)
Classifications of  cash flow:

cash flow definition, 95
cash inflows/outflow, major items, 

97
direct/indirect methods, 98–100
disclosures, noncash activities, 97
financing section, 96–97
foreign currency exposure, 98
investing section, 96
item applying to more than one 

section, 98
operating section and, 96

Cloud computing:
generally, 358
opportunities/risks of, 359–360
rewards of, 359

CM. See Contribution margin (CM)
CMOs. See Collateralized mortgage 

obligations (CMOs)
Coefficient of  variation (CV), 550
Coincident indicators, 584–585
Collateralized loans, 420
Collateralized mortgage obligations 

(CMOs), 608
Commercial finance loan, 424
Commercial paper, 424–425, 609
Commercial property insurance, 570
Commercial substance, 59
Committee of  Sponsoring Organizations 

of  the Treadway Commission 
(COSO), 262–263

Common stock. See also Beta (b); 
Earnings per share (EPS)

advantages/disadvantages,  
453–454

bonds converted to, 69–70
expected return, calculating,  

687–688
market price, estimating, 450–452
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multiple holding period, 685–686
P/E ratio, 450, 452
vs. preferred stock, bonds, 449
retirement of, 84–85
rights, valuation of, 455–456
rights to buy one share, 454–455
single holding period, 685
stock rights, 456
valuation of, 684–688
when to issue, 450

Comparative statements of  cash flows, 
100

Compensated absences, accounting for, 
72–73

Compensation—Stock Compensation: 
Overall, 91

Compensatory plans, stock options, 91
Composite depreciation method,  

56–57
Composition, business failure, 668
Comprehensive income, income 

statement, 27–28
Compromise policy, dividends, 490
Computer software. See Software
Computer technology. See Cloud 

computing; Information 
technology/IT systems; Mobile 
computing

Conditional sales contract, 436
Conference Board, 583, 584
Consolidation:

explained, 125–126
segmental reporting and, 192

Constant dividend-payout ratio, 490
Constraints, managing, 242–243
Construction contracts:

completed-contract method, 30, 31, 
32

construction in progress (CIP), 32
contributions, recording of, 37
cost-to-cost method, 31
franchisors: revenue recognition, 35

IFRS treatment, 32
percentage-of-completion method, 31
product financing arrangements, 

34–35
revenue recognition/cash receipt, 33
right to return merchandise, 33–34
vendor’s consideration to customer, 37
vendor’s reimbursable expenses, 37

Consumer confidence indices, economic, 
584, 585–586

Consumer Price Index, economic 
performance measure, 580

Contingent liabilities, 180
Continuity planning, 263, 363–364
Contract:

bid price, determining, 236
cancellation, 576
conditional sales, 436
derivative, 264

Contribution approach, 313–314
Contribution margin (CM):

definition of, 220
relevant costs and, 233

Contribution price, 234
Contributions, 37. See also Donations
Controller:

functions of, 6
internal matters and, 5

Control reports:
customer analysis, 559
generally, 557
revenue control, 557–558
sales analysis, 559

Control self-assessment process, 4–5
Conventional retail method, inventory 

accounting, 50–51
Conversion, definition of, 170
Conversion price, convertible securities, 

468
Conversion ratio, convertible securities, 

468
Convertible bonds, 43, 469, 470, 601
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738	 ◾  Index

Convertible securities:
conversion ratio, 468
definition of, 467
earnings per share and, 43
financing policy, 472–473
issuing of, advantages/disadvantages, 

471–472
value of, 469–471
warrants compared to, 473
when to issue, 468–469

Copyrights, 65
COQ. See Cost of  quality (COQ)
Corporate financial distress. See 

Forecasting financial distress
Corporate investments in securities:

bonds, terms/features of,  
600–609

cash and liquidity management, 
597–600

fixed-income investments, other, 
609–614

liquidity management strategy trends, 
616–618

money market preferred stock 
(MMPS), 614–615

private equity, 615
Corridor method, amortization and, 

152–153
COSO. See Committee of  Sponsoring 

Organizations of  the Treadway 
Commission (COSO)

Cost(s):
causation and, 211
of  debt, 476
of  equity capital, 477–478
indirect, 37, 209
inventory and, 400, 401
manufacturing (see Manufacturing 

costs)
of  measurement, 208
operating leverage and, 552
of  preferred stock, 476–477

relevant (see Relevant costs)
of  retained earnings, 478–479

Cost(s) of  capital:
definition of, 475
as discount rate, 278
individual. (see Individual cost(s) of  

capital)
overall, 479

Cost-based transfer price, 327
Cost center:

performance measurement (see 
variance analysis)

variance analysis and, 298
Cost control, 560–562
Cost drivers:

cost of  measurement, 208
indirect measures/degree of  

correlation, 208–210
in multiple-product situation, 200
volume-related, 204, 207

Cost management and analysis:
activity-based costing (see Activity-

based costing (ABC))
activity-based management (see 

Activity-based management)
generally, 197–198
overhead costing (see Overhead 

costing)
strategic (see Strategic cost 

management)
target costing (see Target costing/

pricing)
Cost of  quality (COQ), 563
Cost-plus pricing, 214–217
Cost systems, traditional, 199
Cost-volume-profit (CVP) analysis:

break-even point, 221
in business problem solving,  

219
cash break-even point, 222
“contribution margin,” 220
margin of  safety and, 223
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for nonprofit organizations,  
227–228

target income volume, determining, 
221

target income volume, income taxes 
and, 222

underlying assumptions, 228
Cost-volume-revenue (CVR) analysis, 

227–228
Coupon rate, bonds, 600, 680
Coverage ratios, 485–487
CPA. See Certified public accounting 

(CPA)
CPI. See Consumer Price Index, economic 

performance measure
Credit. See also Trade credit

granting of/terms, 386
international sources of, 511
policy (see Credit policy)
revolving, 421, 435
system, attributes of, 388

Credit market, economic performance 
indicators, 582

Creditor, debt restructuring, 116
Creditor control, business failure, 668
Credit policy:

liberalizing of, 393
for limited credit/no-credit customers, 

392
relaxation of/idle capacity and, 

390–392
sales campaign and, 393–394

Credit reporting agencies, 386
Crisis management, 263
CRM. See Customer Relationship 

Management (CRM)
CRO. See Chief  risk officer (CRO)
Cross rates, 498–499
Crowding-out effect, 591
Cumulative preferred stock, 84
Currency. See Cash; Foreign currency 

accounting

Currency risk, 507
Currency swap, definition of, 170
Current liability coverage ratio, 702
Current ratio, liquidity, 535–536, 

699–700
Current yield, bonds, 604
Customer analysis, 559
Customer Relationship Management 

(CRM), 356
CV. See Coefficient of  variation (CV)
CVP. See Cost-volume-profit (CVP) 

analysis
CVR. See Cost-volume-revenue (CVR) 

analysis

Damaged fixed assets, accounting  
for, 60

Databases, economic data/indicators, 
592

Days purchases unpaid ratio, 702
Debentures, 601
Debt. See also Bad debts

convertible, 93
cost of, 476
to equity inducement offer, 70
extinguishment of, 70–71
long-term (see Long-term debt)
short-term, reclassified, 74

Debt restructuring:
creditor, 116
debtor, 114–116
types of, 113–114

Decision support system (DSS):
EIS and, 350
expert systems and, 352
as type of  MIS, 351

Deductions. See Tax deductions, gross 
income and

Deferred tax asset, accounting for, 164, 
165–166

Deferred taxes, income tax allocation, 
162
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Deferred tax liability, accounting for, 
164–165

Deferring tax payments, 626
Defined benefits plan:

components of, 150
nature of, 148

Defined contribution plans:
accounting/disclosures for, 149
nature of, 148

Deflation, 589
Degree of  relative liquidity (DRL), 656, 

660–661, 662, 664
Denominate, definition of, 170
Departmental overhead rates, 202–203
Depository transfer checks (DTCs), 

374–375
Depreciation. See also Modified 

Accelerated Cost Recovery System 
(MACRS); Straight-line method

accounting for, 55–56
composite method, 56–57
defined, 55
factory overhead and, 252
group method, 56
tax deductible, 624

Derivatives contracts, 264
Detachable warrant, 92, 465
Development-stage companies, 

disclosures, 123
Differential cost approach. See Relevant 

costs
Direct financing method, leases, 141–

143
Direct material budget, 250–251
Direct method, statement of  cash flows, 

98–99
Direct quote, exchange rates, 497
Disability insurance, 574
Disaster recovery, continuity planning 

and, 363–364
Disclosure:

accounting policies, 113

balance sheet (see Disclosure, balance 
sheet)

business interruption insurance, 123
capital structure information, 122
for development-stage company, 123
environmental reporting, 122
hedge-type contracts, 120–121
inflation information, 123
related party, 122–123
segmental (see Segmental reporting)

Disclosure, balance sheet:
footnote disclosure, fixed assets, 62
goodwill/other intangible assets, 65
intangible assets, 62–65
recognized intangible assets, 65

Discontinued operations, 29–30, 548
Discounted cash flow (DCF):

analysis, illustration of, 649–651
generally, 649
methods, 280

Discounted payback period, 281–282
Discount rate:

cost of  capital and, 475
definition of, 278, 587
effects of  lowering, 588
risk-adjusted, 652

Discovery-driven planning, 290
Discretionary costs, income statement, 

544–545
Disposal activities. See Exit or disposal 

activities, accounting for
Dissolution of  business. See Business 

failure
Distressed or special situations, 615
Diversification:

how to diversify, 269–271
not fully realized, 617
portfolio return, computing, 268
portfolio risk, calculating,  

268–269
portfolio theory, 267–268
unsystematic risk and, 271
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Divestiture:
areas/units to sell, 646–647
asset valuation methods, 647–648
discounted cash flow analysis,  

649–651
generally, 645
market-based comparisons, 648
objectives/types of, 646
profitability methods, 648
reasons for, 646
with uncertainty, 651–653
valuation/appraisal of, 647

Divestiture net present value (DNPV), 
650–653

Dividend policy. See also Stock dividends
establishing, variables in, 491–492
how much to pay in dividends,  

490–491
stock repurchase and, 492–493
types of, 489–490

DNPV. See Divestiture net present value 
(DNPV)

Dollar, strong vs. weak, 591–592
Dollar value LIFO method:

IFRS treatment, 53
inventory stated at market value in 

excess of  cost, 54
inventory valuation problems, 54
losses on purchase commitment,  

54
procedures under, 53

Donations. See also Contributions
donor dependency, 708
of  fixed assets, 55
to nonprofit organizations, 698

Downtime, 10
DRL. See Degree of  relative liquidity 

(DRL)
DSS. See Decision support system (DSS)
DTCs. See Depository transfer checks 

(DTCs)
DuPont formula:

calculation of, 332–333
modified, 337–338

Duration coefficient (MD), 607
Duties, foreign country’s, 556

E. See Interest rate elasticity (E)
Early retirement, 158
Earnings. See also Retained earnings 

statement
accounts receivable and, 387–388
appraisal, tax factors, 546
certainty of, 547–548
stability measurements, 550–552
supported by cash, 545–546

Earnings per share (EPS):
computation of, income statement, 

40–43
EBIT-EPS approach, 482–485
GAAP/IFRS differences, 183
income statement and, 27

EBIT-EPS approach, to capital structure 
decisions, 482–485

E- budgeting, 259–260
Economic indicators:

bond yields and, 593–594
economic data and, 592
generally, 577
housing-related measures,  

582–583
for labor market conditions, 582
leading/coincident/lagging, indices of, 

583–585
major product markets, 582
monetary indicators (see Monetary 

indicators)
money/credit market, 582
other important, 585–586
for overall performance,  

577–582
and stocks/businesses, 593

Economic order quantity (EOQ), 402–
403
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Economic value added (EVA):
capital charge, 343
caveat, 345
compensation, 345
formula for, 341
improvement in, 344–345
key features of, 344
NOPAT and, 342–343
popularity of, 331, 340–342
RI better known as, 325
and value creation, 342

EDGAR. See Electronic Data Gathering, 
Analysis, and Retrieval System 
(EDGAR)

Effective interest method, amortizing 
bond discounts, 66

EFN. See External funds needed (EFN)
Electronic Data Gathering, Analysis, and 

Retrieval System (EDGAR), 18, 356
Electronic spreadsheet, budget plan, 

257–259
Electronic trading portals, 617–618
Employee Retirement Income Security 

Act (ERISA), 575
Employees:

personnel performance, 563
reports for, 11–12

Employee services reduction, pension 
plan, 158

Employment Cost Index, economic 
performance indicator,  
581–582

Ending inventory budget, 252–253
Enterprise Resource Planning (ERP):

MRP systems and, 354
selection criteria checklist,  

354–355
Enterprise risk management (ERM):

continuity planning, 263
explained, 261–262
oversight capabilities, 262–263

Entertainment, tax deductions for, 622

Environmental costs, income statement, 
38

Environmental laws, 576
Environmental obligations, balance 

sheet:
accounting for, 74
long-term debt, callable, 75
short-term debt, reclassified, 74
unconditional purchase obligations, 

75
Environmental Protection Agency (EPA), 

576
Environmental reporting, footnote 

disclosures, 122
EOQ. See Economic order quantity (EOQ)
EPA. See Environmental Protection 

Agency (EPA)
EPBO. See Expected postretirement benefit 

obligation (EPBO)
EPS. See Earnings per share (EPS)
Equity. See also Stockholders’ equity

GAAP/IFRS differences, 182
private, 615

Equity method:
explained, 132–135
GAAP/IFRS differences, 179
when to use, 132

Equity securities:
vs. issuing debt, 444
preferred stock (see Preferred stock)

Equivalent before-tax yield, bonds, 606
ERISA. See Employee Retirement Income 

Security Act (ERISA)
ERM. See Enterprise risk management 

(ERM)
ERP. See Enterprise Resource Planning 

(ERP)
ESS. See Executive support system (ESS)
Eurobond market, 509, 510–511
Eurocurrency market, 509, 510
Eurodollar time deposits, 610
EVA. See Economic value added (EVA)
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Excel, 259, 280
Exception reports, 9
Exchange rate, definition of, 170
Executive information system (EIS):

AI and expert systems, 352–353
for senior management,  

351–352
strategic plan and, 350

Executive support system (ESS), 351
Exercise price, warrants, 465
Exit or disposal activities, accounting for, 

75–76
Expected postretirement benefit 

obligation (EPBO), 159
Expense recognition, earnings per share, 

40–43
Expense recognition, income statement:

advertising costs, 37
environmental costs, 38
R&D costs, 38–40
restructuring charges, 38

Expenses, acceleration of, 627–628
Expert system, 349, 352–353
Extensible Business Reporting Language 

(XBRL):
major applications of, 357
purpose of, 356–357
reporting, 13

Extension, business failure, 668
External financing, definition  

of, 245
External funds needed (EFN), 247
Extraordinary items, income statement, 

28–29

Factoring, accounts receivable, 425–429
Factory overhead budget, 252
Fair Labor Standards Act (FLSA), 575
Fair market value of  net assets, 639–640
Fair value hierarchy:

explained, 76–77
levels of, 77–78

Fair value measurements:
disclosures, quantitative, 78
explained, 76
fair value hierarchy, 76–77, 77–78
principal market/most advantageous 

market, 77
risk and restrictions, 77
valuation approaches, 77

Fair value option:
balance sheet, 80
electing of, 79
eligible items for, 78
events, 79
instrument application, 79–80

Feasibility analysis, 9–10
Federal deficit, 590–591
Federal funds rate, 587
Federal Insurance Contribution Act 

(FICA), 575
Federal monetary policy, 588
FICA. See Federal Insurance Contribution 

Act (FICA)
Financial accounting:

consolidation, 125–126
deferred tax liabilities/assets,  

164–166
footnote disclosure, investments, 138
foreign currency (see Foreign currency 

accounting)
held-to-maturity securities,  

136–137
income tax allocation (see Income tax 

allocation)
international standards (see 

International Financial Reporting 
Standards (IFRS))

leases (see Leases)
pension plans (see Pension plans)
postretirement benefits (see 

Postretirement benefits)
stocks/bonds, equity method,  

132–135
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Financial accounting: (continued)
stocks/bonds, market value, 127–132
tax rates, 167–169

Financial assets, fair value option. See 
Fair value option

Financial budget, 248
Financial calculators, 280
Financial distress. See Forecasting 

financial distress
Financial forecasting:

explained, 245
percent-of-sales method, 245–247

Financial forecasts/projections, contents 
of, 8

Financial instruments, footnote 
information, 121–122

Financial leverage, measurement of, 
229–230

Financial position, statement of:
cash/cash equivalents, 178
contingent liabilities, 180
equity, 182
equity method investments, 179
income tax deferrals, 180–181
intangible assets/goodwill, 180
inventories, 179
investments, 179
lease accounting, 181
property, plant, and equipment 

(PP&E), 179–180
receivables, 178

Financial ratio calculations, 257
Financial statement(s):

reporting (see Balance sheet)
significant misstatement and, 19

Financial statement analysis. See also 
Balance sheet analysis; Income 
statement analysis

financial comparisons, 521–522
horizontal vs. vertical, 522–523
for nonprofit organizations (see NPO 

financial statement analysis)

tips for doing, 522
Financial statement presentation:

interim reporting, 187–188
pension plan, 153–156

Financial strategies, MNCs, 499
Financial structure, analysis of:

marketing effectiveness, 554
nature of  industry, 555
operating leverage measures, 552
product line measures, 553–554
risk, appraisal of, 555
stability measurements, 550–552

Financing. See also Leapfrog financing
activities, cash flow statement, 102
ease of  obtaining, 533
intermediate term (see Intermediate-

term financing)
long-term (see Long-term financing)
for MNCs, 509–511
short-term (see Short-term financing)

Fixed assets. See also Assets
accounting for, 54–55
balance sheet and, 528–529
damaged, 60
deferral of  interest, 57–58
depreciation, accounting for, 55–56
exchanges of  assets, 58–59
footnote disclosure, 60
group/composite depreciation 

methods, 56–57
impairment/disposal of  long-lived, 

60–61
impairment loss, footnote disclosure, 

61
retirement obligations, 61–62

Fixed income investments:
long-term vehicles, 600
short-term vehicles, 599–600

Fixed overhead variances, 306–308
Flexible budget:

fixed overhead variances, 306–308
generally, 304–306
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Floatation cost, 440
Floating lien, 429
Float time/amount of  float:

cash management and, 372–373
invoicing float, 385
mail float, 385

FLSA. See Fair Labor Standards Act 
(FLSA)

Footnote disclosures:
bonds, 138
exchanges of  assets, 60
extinguishment of  debt, 71
financial instruments,  

121–122
fixed assets, balance sheet, 62
impairment loss, 61
pension plans, 157
postretirement benefits, 160
tax rates, 168
unconditional purchase obligations, 

75
Forbes Index, 585
Forecasting financial distress. See also 

Business failure
applications, 657–666
Best Products, Inc., 657, 659, 660, 

661, 662, 664
degree of  relative liquidity, 657, 660–

661, 662
generally, 655
lambda index, 661, 662–665
Navistar International, 657, 658, 659
prediction models, 656
Z-score model, 656–657, 659–660

Foreign country’s tax rate and duties, 
556

Foreign currency accounting:
functional currency, determining, 

171–172
terminology, 170–171
translation, accomplishing/reporting, 

172

translation/functional currency 
(see Foreign currency statement 
translation)

translation/transaction gains/losses, 
169–170

Foreign currency cash flows, 98
Foreign currency statements, definition 

of, 170
Foreign currency statement translation:

Accounting Standards Update, 177
foreign currency transactions,  

173–175
forward exchange contracts, 176
generally, 172–173
hedging foreign currency exposure, 

176–177
steps in process, 173
transaction gains/losses, 175–176

Foreign currency transactions, definition 
of, 170

Foreign currency translation, definition 
of, 170

Foreign entity, definition of, 170
Foreign exchange exposure:

forecasting exchange rates, 505
long vs. short position, 501
monetary position, 501–502
operating exposure, 500
political risk and, 556
risk, identifying, 504–505
risk, neutralizing, 502–504
selection of, 499–500
transaction exposure, 500, 501
translation exposure, 500

Foreign exchange market:
cross rates, 498–499
foreign exchange risk, 499
generally, 496–497
spot and forward rates, 497–498

Foreign exchange rates, 556, 592
Foreign investments, analysis of,  

512–517
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Foreign investments, appraising:
analyzing, 507
political risk and, 507–508

Foreign operations. See also Multinational 
corporations (MNCs)

considerations in, 556
types of, 496

Forgone future cash flows, 649
Forms. See also S Forms, Securities and 

Exchange Commission
8-K, 18
10-K, 15, 18, 19
10-Q, 15, 18

Forward exchange contracts,  
176

Forward rate, definition of, 498
Fractional share warrants, accounting 

for, 92–93
Franchise:

amortization, balance sheet, 64–65
revenue recognition, 35–37

Fraud/fraud risk, 267
Functional currency, definition of, 170
Funds flow ratios, 535–538
Future costs, 37
Futures contracts:

engaging in, 119
footnote disclosure, financial 

instruments, 121–122
hedges/hedge-type contracts, 119–

120
hedge-type contracts, accounting for/

disclosure, 120–121

GAAP. See Generally accepted accounting 
principles (GAAP)

GAAS. See Generally accepted auditing 
standards (GAAS)

Gain, contingency, 72
Gambler’s ruin prediction formula,  

541
GDP. See Gross domestic product (GDP)

GDP Deflator, economic performance 
measure, 581

Generally accepted accounting principles 
(GAAP):

accounting policies, disclosure of, 113
for dollar-value LIFO, 53
error corrections, 111
exception reports and, 9
IFRS/GAAP differences, 178
impairment loss and, 61
SoRIE and, 94
SOX reporting and, 20

Generally accepted auditing standards 
(GAAS), 9

Global strategies, value chain and, 214
Goodwill:

accounting for, balance sheet, 62–65
appraisal of  account, 530
disclosures, balance sheet, 65

Gordon’s growth model, 477
Government. See also Sarbanes-Oxley Act 

(SOX); SEC regulations
regulatory bodies, 6
reporting to, 12

Gross domestic product (GDP):
economic performance measure, 578
productivity and, 589–590

Gross income:
tax deductions, allowable, 622–624
types of, 622

Gross profit analysis. See Profit variance 
analysis

Group depreciation method, 56
Growth rate, 339, 340, 549

Half-year convention, 292
Handheld device security/contingency 

planning, 362–363
Hedge/hedge-type contracts:

accounting for/disclosure, 120–121
foreign exchange risk and, 502–503
generally, 119–120
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Held-to-maturity securities,  
136–137. See also Bond(s)

Help-wanted index, economic 
performance measure,  
579–580

Historical weights:
book-value weights, 479–480
market-value weights, 480

HOI. See Housing Opportunity Index 
(HOI)

Holding periods, common stock, 685–
686

Horizontal analysis, financial statement 
analysis, 522, 523

Housing Opportunity Index (HOI), 
582–583

Housing-related economic indicators, 
582–583

Housing starts, economic performance 
measure, 579

HTML. See Hypertext Markup Language 
(HTML)

Human resources. See Employees
Hurdle rate, cost of  capital and, 475
Hypertext Markup Language (HTML), 13

I. See Instability index of  earnings (I)
IASB. See International Accounting 

Standards Board (IASB)
ICFR. See Internal control over financial 

reporting (ICFR)
Idle capacity, 390, 391
IFRS. See International Financial 

Reporting Standards (IFRS)
Illegal agreements, 575
Illiquidity. See Business failure
Income bonds, 601
Income statement:

budgeted, 254, 255
comprehensive income, 27–28
construction contracts (see 

Construction contracts)

discontinued operations, 29–30
earnings per share, 183
expense recognition (see Expense 

recognition, income statement)
extraordinary items, 28–29
format of, 27
IFRS/GAAP differences, 182–183
intangible impairment, 183
nonrecurring items, 29
revenue recognition, 30–31, 182–183
share-based payment, 183

Income statement analysis:
accounting policies, 547
discontinued operations, 548
discretionary costs, 544–545
earnings, certainty of, 547–548
earnings appraisal/tax factors, 546
earnings supported by cash, 545–546
generally, 543–544
growth rate computation, 549
profitability ratios, 548–549
residual income, 546

Income tax allocation:
book vs. taxable income, 161
current year losses, 163–164
deferred taxes, reporting, 162
intraperiod tax allocation, 162
permanent differences, 162
temporary differences, 161

Income tax(es):
capital budgeting and, 290–295
deferrals, 180–181
target income volume and, 222

Incremental analysis, 234
Incremental cost approach. See Relevant 

costs
Indefinite reversals, income tax 

allocation, 169
Indenture, bonds, 441, 600–601
Indirect costs, 37, 209
Indirect method, statement of  cash flows, 

99–100
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Indirect quote, exchange rates, 497
Individual cost(s) of  capital:

component costs, 475
cost of  debt, 476
cost of  equity capital, 477–478
cost of  preferred stock, 476–477
cost of  retained earnings,  

478–479
Industrial production index, economic 

performance measure, 578
Industry:

characteristics, risk and,  
555–556

comparison, financial analysis, 
521–522

nature of, 555
segments (see Segmental reporting)

Inflation:
definition of, 588
dollar value and, 591
information, disclosure of, 123
money policies and, 589

Information reports, 9
Information system (IS), 350
Information technology/IT systems. See 

also Software
CFO view/current survey,  

364–366
cloud computing, 358–360
controllers and, 5
disaster recovery/business continuity 

planning, 363–363
executive information systems,  

351–353
Extensible Business Reporting 

Language (XBRL), 356–357
handheld device security/contingency 

planning, 362–363
management information systems 

(MIS), 351
mobile computing, 360–363
network technologies, 349–350

strategic plan and, 350
value chain and (see Value chain 

management software)
Web 2.0, 357–358

Initial jobless claims, economic 
performance measure, 579–580

Insolvency, 667
Instability index of  earnings (I), 550–

551
Installment loans, 421
Institute for Supply Management Index, 

585
Institute of  Internal Auditors, 267
Institutional Brokers Estimate System 

(I/B/E/S), 694
Insurance:

bonds, 573
broker selection, 569
duties, 567–568
generally, 567
liability, 575
medical and catastrophe,  

573–574
records, 568–569
reimbursement, 570–572
risk exposure and, 263
types of, 123, 569–573
on vehicles, 573

Insurance company term loan, 435–436
Intangible impairment, 183
Intangibles, balance sheet:

accounting for, 62–65
appraisal of, 529–530
goodwill/other, 65
recognized, 65

Integrated Disclosure System, SEC, 16
Integration, business failure,  

668–669
Interest:

deferral of, fixed assets, 57–58
note not providing for, 116–118

Interest rate(s):
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dollar value and, 591–592
hedging, 423
list of  important, 587–588

Interest rate elasticity (E), 607
Interest rate parity theorem (IRPT), 

505–506
Interim reporting:

change in principle, 187
financial statement presentation, 

187–188
taxes in interim periods,  

186–187
what to include in, 185–186

Intermediate-term financing:
advantages/disadvantages, 435
bank loan decision, 433–434
equipment financing, 436
insurance company term loan,  

435–436
leasing vs., 436–438
restrictive provisions, 435
revolving credit agreement, 435
Internal control over financial 

reporting (ICFR), 19–20
Internal controls. See Controller
Internal financing, definition of, 245
Internal rate of  return (IRR):

cost of  capital and, 475
explained, 284
MNC capital budgeting and, 512, 515, 

516
spreadsheet programs, 284–285

International Accounting Standards 
Board (IASB), 182

International cash management,  
382–383

International Country Risk Guide, 508
International Financial Reporting 

Standards (IFRS):
construction contracts, 32
convertible debt and, 93
extraordinary items, 29

financial position (see Financial 
position, statement of)

GAAP/IFRS differences, 178–183
generally, 177
impairment loss, fixed assets, 61
income measurement/fair value, 178
LIFO cost flow assumption, 53
proposed presentation of  statements, 

178
provision related to contingency, 71
revenues and gains, 30
statement of  cash flows, 95, 97–98

Interruption of  business operation 
insurance, 123, 573

Intraperiod tax allocation, 162
Inventory:

ABC inventory control, 409
analysis, balance sheet, 525–527
costs associated with, 401
Dollar-value LIFO method, 53–54
economic order quantity (EOQ), 

402–403
for financing, 429–431
GAAP/IFRS differences, 179
IFRS treatment, 53
liquidity analysis of, 701
lower-of-cost-or-market value method, 

49–50
recording/control (see Inventory 

recording/control)
reorder point (see Reorder point (ROP))
retail method, 50–52
safety stock, 404–408
for service business, 409–410

Inventory recording/control:
costs, handling of, 400
inventory appraisal/evaluation, 

399–400
inventory balances, 396, 400–401
policies for, 396–398
problems, signs of, 398–399
purchasing department and, 398
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Inventory recording/control: (continued)
record keeping, 395–396
system for, 399

Investing:
activities, 101–102
equity method, 132–135
footnote disclosure, 138
market value method, 127–132

Investment(s):
allowable, expanding, 617
balance sheet and, 527–528
decision-making factors, 598–599
equity method, 179
GAAP/IFRS differences, 179
MACRS effect on, 292
mutually exclusive, 288
offshore, 617
portfolio of, 128–129, 527–528

Investment center(s):
performance of  (see Residual income 

(RI); Return on investment (ROI))
as responsibility center, 298

Investment evaluation techniques:
accounting rate of  return (ARR), 

282–283
discounted cash flow (DCF), 280
discounted payback period,  

281–282
internal rate of  return (IRR),  

284–285
net present value (NPV), 283–284
payback period, 280–281
profitability index, 285–286

Investment in accounts receivable:
credit to marginal customers, 390–

394
discount for early payment,  

389–390
generally, 388–389
losses, non-customer transactions, 

394
Investment projects:

Evaluating (see Investment evaluation 
techniques)

features of, 275–276
types of, 275

Investment timing option, 289
Invoicing float, 385
IRPT. See Interest rate parity theorem 

(IRPT)
IRR. See Internal rate of  return (IRR)
IT. See Information technology/IT 

systems

Joint products, definition of, 239
Junk bonds, 602
Just-in-time costing, 197

Knowledge system, 352

Labor market conditions, economic 
performance measures, 582

Labor variances, calculation of, 301–303
Lagging indicators, 585
Lambda index, 656, 661, 662–665
Land improvements, 55
Last-in, first-out (LIFO), 49, 179. See also 

Dollar-value LIFO method
Lattice-based option pricing models, 91
Law. See Business law
LBOs. See Leveraged buyouts (LBOs)
Leading indicators, 583–584
Leapfrog financing, 470
Leasehold improvements, 530
Leases:

accounting treatments, 181
capital, 138–140
direct financing method,  

141–143, 144
vs. financing, 436–438
leaseholds, amortization of, 65
lessee, 138–140
lessor, 140–141
leveraged, 146–147
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minimum lease payments (MLPs), 
139, 142

operating method, 138, 141
sales-leaseback, 145
sales-type method, 143, 144–145
sublease, 145–146

Legal analysis, 655
Legal fees, 65
Legal issues. See Business law
Letters of  credit, 420–421
Leverage:

financial, measurement of,  
229–230

operating, measurement of,  
228–229

total, determining, 230–231
Leveraged buyouts (LBOs), 615
Leveraged lease, accounting for, 146–

147
Liabilities, balance sheet:

accounting for liabilities, 65–66
bonds converted to stock, 69–70
bonds payable, 65–69
debt, extinguishment of, 70–71
debt to equity inducement offer, 70
estimated liabilities, 71–72
evaluation of, 531–533
fair value option (see Fair value option)
generally, 531–533
IFRS treatment, 71
management/control of, 533–534

Liabilities, contingent, 180
Liability dividend, 90
Liability insurance, 575
Life insurance, 574, 623–624
LIFO. See Last-in, first-out (LIFO)
Limited-life intangible asset, 62–63
Line of  credit, 420, 663
Liquidating dividend, 90
Liquidation value:

asset valuation, 647–648
of  business, 640, 670

Liquidity. See also Degree of  relative 
liquidity (DRL)

analysis, NPOs and (see Liquidity 
analysis)

of  company, 535
gauges of, 661, 666
management, cash and, 597–600
management trends, 616–618
ratios for appraisal of, 535–538

Liquidity analysis:
accounts receivable ratios,  

700–701
acid-test (quick) ratio, 700
asset utilization and, 703
in case study, 715–716
cash flow to total debt, 702
current liability coverage, 702
current ratio, 699–700
days in cash, 701–702
days purchases unpaid, 702
financial flexibility and, 702
fixed assets analysis, 703
inventory, 701
liabilities, analysis of, 703–704
pledges receivable turnover, 701
temporarily restricted assets, 700
working capital, 699

Liquidity index, 537
Loans. See also Intermediate-term 

financing
collateralized, 420
installment, 421
secured-loan value and, 640
trust receipt, 430
unsecured, 420–421

Lockboxes, 373, 375–376, 382
Long-term debt:

advantages/disadvantages,  
443–444

bonds, 441–443
callable, 75
vs. equity security issuance, 444
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Long-term debt: (continued)
financing problems and, 445
mortgages, 440–441
refunding of  bonds, 445–447
solvency and, 539
variable notes, 448
when to issue, 444–445

Long-term financing:
equity securities (see Equity securities)
generally, 439
publicly/privately placed,  

439–440
vs. short-term financing, 417,  

431–433
situations/examples, 457–464
strategy for, 456–457

Long-term investments. See Investment 
projects

Loss carrybacks, 163
Loss carryforwards, 163–164
Loss contingency, 71–72
Losses:

amortization and, 624–625
receivables, non-customer,  

394
Lower-of-cost-or-market value method, 

inventory accounting:
explained, 49–50
vs. retail method, 50–51

M2, 584, 587
Machine uptime index, 10
MACRS. See Modified Accelerated Cost 

Recovery System (MACRS)
Macualay’s duration coefficient,  

606–607
Mail float, 385
Make-or-buy (outsource) decision, 

237–239
Management information systems (MIS), 

351
Management reports. See Reports

Managerial planning, analysis of  
statement of  cash flows,  
102–106

Managing constraints, 242–243
Manufacturing costs:

control of, 560–561
minimization of, 561–562

Marginal weights, 480–482
Margin of  safety, in cost-volume-profit 

analysis, 223
Marine insurance, 572–573
Marketing, effectiveness/evaluation,  

554
Market value method, 127–132
Market value ratios, 549–550
Market-value weights, 480
Material variances, calculation of, 301
Maturity date, bonds, 600
MD. See Duration coefficient (MD)
MDA. See Multiple discriminant analysis 

(MDA)
Medical insurance, 573–574
Mergers and acquisitions:

capitalization of  revenue,  
640–641

combination of  methods,  
643–644

earnings per share and, 43
fair market value of  net assets,  

639–640
generally, 631
predictive models and, 655
price/earnings ratio, 641–642
restatement of  financial statements, 

110
sales of  stock, 643
similar businesses, 642–643
strategy for, 644
valuation (see Valuation, mergers and 

acquisitions)
Mezzanine capital, 615
Microsoft Excel, 259, 280
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Miller-Orr model, for optimal cash 
balance, 380–381

Minimum lease payments (MLPs), 139, 
142

MIS. See Management information 
systems (MIS)

Misrepresentation of  numbers, 7
MLPs. See Minimum lease payments 

(MLPs)
MMPS. See Money market preferred stock 

(MMPS)
MNCs. See Multinational corporations 

(MNCs)
Mobile computing:

for CEOs, 360–361
for CIOs, 361
definition of, 360
for users, 361–362

Modified Accelerated Cost Recovery 
System (MACRS), 292–295, 624

Modified DuPont formula, 337–338
Monetary balance, defined, 501
Monetary indicators:

balance of  payments and, 591–592
deflation and, 589
discount rate, effects of  lowering, 588
federal deficit and, 590–591
generally, 586
inflation and, 588–589
interest rates and, 587–588
money supply and, 586–587
productivity/unit labor costs, 589–

590
recession and, 590

Monetary policy, federal, 588
Money, time value of. See Time value of  

money
Money market, economic performance 

measures, 582
Money market funds, 610–611
Money market preferred stock (MMPS), 

614–615

Money policies, 589
Money supply, 586–587
Mortgage bonds, 601
Mortgages, 440–441
Multinational corporations (MNCs). See 

also Foreign operations
dollar value and, 591
financial management essentials, 

495–496
financial strategies, 499
financing, 509–511
foreign exchange exposure (see Foreign 

exchange exposure)
foreign exchange market (see Foreign 

exchange market)
foreign investments, analysis of, 

512–517
foreign investments, appraising (see 

Foreign investments, appraising)
interest rate parity, 505–506
purchasing power parity,  

506–507
Multiple discriminant analysis (MDA), 

655
Multiple-product overhead costing, 

200–201
Multiplier of  earnings, 633–635
Multiproduct firms, calculation of  

variances, 316–321

NAHB–Wells Fargo Housing Opportunity 
Index, 582–583

National Institute of  Standards and 
Technology (NIST), 362

Navistar International, 657, 658, 659
Negotiated transfer price, 327–328
Net operating profit after taxes (NOPAT):

adjustments, 342
computation of, 343
EVA and, 341

Net present value (NPV):
cost of  capital and, 475
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Net present value (NPV): (continued)
divestiture and, 650
method, 283–284
MNC capital budgeting and, 512, 515, 

516, 517
Net worth, tangible, 639
New York Stock Exchange (NYSE), 12
NIST. See National Institute of  Standards 

and Technology (NIST)
Noncash activities, statement of  cash 

flows, 97–98, 102
Noncompensatory plans, stock options, 

91
Nondetachable warrant, 465
Nonmonetary transactions, 58–59
Nonprofit organizations (NPOs):

CVP analysis for, 227–228
financial statements (see NPO financial 

statement analysis)
Nonrecurring items, income statement, 

29
Non–value-added activities, activity-

based management and, 212
NOPAT. See Net operating profit after 

taxes (NOPAT)
Note, not providing for interest, 116–118
NPO financial statement analysis:

activities (see Statement of  activities)
case study, 714–723
generally, 697–698, 699
liquidity analysis, 699–704
performance metrics (see NPO 

performance metrics)
predicting problems, 711–713
solvency/capital structure/net assets, 

appraisal of, 704
trend analysis, 698–699

NPO performance metrics:
audit reliability, 711
charity commitment, 707
contributions, analysis of, 709
donor dependency, 708

endowments, 710
fundraising ability, 709
fundraising efficiency, 707–708
generally, 707
grants, analysis of, 710–711
pledges, analysis of, 709
software for, 711

NPV. See Net present value (NPV)

Occupational Safety and Health Act 
(OSHA), 575

Operating budget, 248
Operating exposure, foreign currency 

accounting, 500
Operating leverage, measurement of, 

228–229
Operating method, leases, 138, 141
Operating profit or loss, 10 percent 

criterion, 190
Operational controls. See Controller
Opportunity cost, 341, 401
Optimism Index, 586
OSHA. See Occupational Safety and 

Health Act (OSHA)
Outsourcing, 237–239, 618
Overall cost of  capital, 479
Overhead costing:

departmental rates, 202–203
multiple-product situation,  

200–201
non–volume-related overhead costs, 

204
plantwide overhead rate,  

201–202, 203
problems with costing accuracy, 

203–204
product diversity and, 204–205
single-product situation,  

199–200

PAD. See Preauthorized debit
Participating preferred stock, 83
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Par value:
bonds, 600, 680
common stock, 84
stock splits, 90
treasury stock, 85–86

Payables. See Accounts payable
Payback period:

determining, 280–281
pros/cons of  method, 281

PBO. See Projected benefit obligation 
(PBO)

PCAOB. See Public Company Accounting 
Oversight Board (PCAOB)

P/D ratio. See Price/dividends ratio (P/D 
ratio)

Pension plans:
asset/liability gain or loss, 152, 153
corridor method, 152–153
defined benefits plan, 148, 150
defined contribution plans, 148, 149
early retirement, 158
employee services, reduction in, 158
employer’s obligation partially 

relieved, 157–158
FASB No. 158 and, 149, 154–155
financial statement presentation, 

153–156
footnote disclosures, 157
IFRS treatment, 154
pension expense, elements of, 150–

152
postretirement benefits excluding, 

157, 158–161
relationship, parties involved, 147–

148
terminology, 148–149
types of, 148

P/E ratio. See Price-earnings ratio (P/E 
ratio)

Percent-of-sales method, 245–247
Performance Measurement Association 

(PMA), 348

Performance measures. See also Balanced 
scorecard; NPO performance 
metrics

personnel performance, 563
productivity, 563
quality, 563
sales efforts, 563
space utilization, 564
types of, 562–563

Performance reports, profit variance 
analysis, 322

Permanent differences, income tax 
allocation, 162

Personal income measure, economic 
performance measure, 578

Personnel performance, 563
Philadelphia Stock Exchange
Planning. See also Budgeting and 

planning (B&P) software; 
Managerial planning

continuity, 263
discovery-driven, 290
reports, types of, 8

Plantwide overhead rate, 201–202, 203
Pledges receivable turnover, 701
Pledging of  accounts receivable,  

426
Plowback ratio, 339
PMA. See Performance Measurement 

Association (PMA)
Political risk:

foreign investments and, 507–508
methods for dealing with, 509
ratios for determination of, 556

Portfolio return, computing, 268
Portfolio risk, calculating, 268–269
Portfolio theory, 267–268
Postretirement benefits. See also Pension 

plans
accounting for, 159
expense, elements of, 159–160
footnote disclosures, 160
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Postretirement benefits (continued)
interim periods, 160–161
vs. pension benefits, 157,  

158–159
PP&E. See Property, plant, and equipment 

(PP&E)
PPI. See Producer Price Index (PPI)
PPPT. See Purchasing power parity 

theorem (PPPT)
Preauthorized debit (PAD), 374
Prediction models, 656
Preferred stock. See also Money market 

preferred stock (MMPS)
adjustable rate, 613–614
advantages/disadvantages, 449, 612
vs. bonds and common stock, 449
cost of, 476–477
earnings per share and, 43
expected return, calculating,  

613, 684
generally, 611–612
liquidation value of, 84
ratings, 612
types/provisions, 83–84
valuation of, 683–684
when to issue, 448–449

Present value, definition of, 278
Present value index, 285–286
Price/book ratio, 694
Price/dividends ratio (P/D ratio), 693
Price-earnings ratio (P/E ratio):

determinants of, 691
high vs. low, stock sales, 692
mergers and acquisitions,  

641–642
as profitability method, 648
stock valuation, 688–691

Price indices:
Consumer Price Index (CPI), 580
Employment Cost Index (ECI), 581–

582
GDP Deflator, 581

Producer Price Index (PPI),  
580–581

Price/sales ratio (P/S ratio), 693
Pricing power, defined, 335
Prime rate, 587
Principle, change in, and interim 

reporting, 187
Prior-period adjustments, accounting 

changes, 110–113
Private equity, 615
Process value analysis, activity-based 

management and, 211
Producer Price Index, economic 

performance measure, 580–581
Product demand elasticity, 553
Product diversity, overhead costing and, 

204–205
Product financing arrangements, 

revenue recognition, 34–35
Production budget, 249–250
Production mix variance, calculation of, 

308–311
Production yield variance, calculation of, 

311–312
Productivity, 563, 589–590
Product liability, and insurance,  

570
Product line:

keeping or dropping, 240–241
measures of, 553–554

Product market measures, economic 
performance measures, 582

Profit, planning and return on 
investment, 334–336

Profitability index, 285–286
Profitability ratios, 548–549
Profit center(s):

contribution approach, 313–314
profit variance analysis (see Profit 

variance analysis)
as responsibility center, 298

Profit planning, ROI for, 334–336
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Profit variance analysis. See also Variance 
analysis

generally, 315
for multiproduct firms, 316–321
performance reports, 322
sales mix, improving, 322
for single-product firms, 316
types of  standards in, 315

Projected benefit obligation (PBO), 149, 
152

Property, plant, and equipment (PP&E), 
179–180, 529

Property dividends, 88
Prospective financial statements, 

contents of, 7–8
P/S ratio. See Price/sales ratio (P/S ratio)
Publications, economic data/indicators, 

592
Public Company Accounting Oversight 

Board (PCAOB), 6, 12, 19, 20
Purchasing department, and inventory 

management, 398
Purchasing Index, 585
Purchasing power parity theorem 

(PPPT), 506–507

Quality. See Cost of  quality (COQ)
Quality assurance, reports and, 10
Quick ratio, liquidity, 536

R&D. See Research and development 
(R&D)

Rate of  return, deficient, 667
Ratios:

accounts receivable, 700–701
acid-test (quick), 700
conversion, convertible securities, 468
coverage, 485–487
liquidity analysis, 535–538, 699–700
P/E (see Price-earnings ratio (P/E 

ratio))
plowback, 339

price/book, 694
price/dividends ratio (P/D, 693
profitability, 548–549

Realization, revenue recognition, 30–31
Realization risk, 524, 529
Realized yield, bonds, 605
Real options, 289–290
Recapitalization, 670–671
Receivables, 178. See also Accounts 

receivable
Recession, 590
Reconciliation, segmental reporting and, 

189
Record keeping, inventory files and, 

395–396
Registration fees, 65
Regression analysis, 655
Regulation S-B, Securities and Exchange 

Commission, 18
Regulation S-K disclosures, Securities 

and Exchange Commission, 17–18
Regulation S-X disclosures, Securities 

and Exchange Commission, 15, 17
Related party, disclosures, 122–123
Relevant costs:

bid price, determining, 236
for a decision, 233
explained, 233
incremental analysis, 234
keeping/dropping product line, 

240–241
make-or-buy (outsource) decision, 

237–239
sell-or-process-further decision, 239
special orders and, 234–235

Reorder point (ROP):
calculation of, 403
inventory turnover and, 404
service level and, 406–407
stockouts, avoiding, 404–406

Reorganization:
bankruptcy and, 671–672
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758	 ◾  Index

Reorganization: (continued)
discharge of  business, 672–677
exchanging obligations, 671
petitions, types of, 669
recapitalization and, 670–671
valuation of  company, 670

Replacement costs, asset valuation, 647
Replacement value, asset valuation, 640
Reports. See also Balance sheet; Basic 

Information Package; Income 
statement

for employees, 11–12
exception, 9
financial forecasts/projections, 8
governmental reporting, 12
information, 9
interim (see Interim reporting)
for operational control/analysis, 9
other reporting, 14
planning, types of, 8
prospective financial statements, 7–8
quality assurance and, 10
Sarbanes-Oxley Act (SOX) and, 12–13
Segmental (see Segmental reporting)
to segment managers, 10
for special occurrences, 9–10
XBRL reporting, 13

Repos, 609
Repurchase agreements, stock, 492–493
Reputation. See Goodwill
Research and development (R&D), 

38–40, 180
Residual-dividend policy, 490
Residual income (RI):

benefits of, 324
calculation of, 324, 546
definition of, 546
and Economic Value Added, 325
investment decisions under,  

324–325
Responsibility accounting:

benefits of, 297

conditions for system, 297–298
cost centers/standard cost,  

298–304
definition of, 297
flexible budgets/performance reports, 

304–308
production mix variance,  

308–311
production yield variance,  

311–312
responsibility centers, 298, 299

Restructuring charges, income 
statement, 38

Retail LIFO, 51–52
Retail method, inventory accounting:

conventional retail, 50–51
retail LIFO, 51–52

Retail sales, economic performance 
measure, 580

Retained earnings statement,  
108–109. See also Earnings

Retirement, early, 158
Retirement obligations, fixed assets, 

61–62, 146–147
Return on common equity, 548
Return on equity (ROE):

ROI and, 337–338
stockholders and, 331

Return on investment (ROI):
breakdown of/DuPont formula, 

332–333
calculation of, 323, 331–332
factors influencing, 335
investment decisions under,  

324–325
optimal, 334
for profit planning, 334–336
ROE and, 337–338

Return on net assets (RONA), 345
Return on total assets, 548
Revenue:

10 percent criterion, 190
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capitalization of, 640–641
control of, 557–558

Revenue recognition:
GAAP/IFRS differences,  

182–183
income statement and, 30–31

Revolving credit agreement, 421, 435
RI. See Residual income (RI)
Risk. See also Beta (b)

appraisal of, 555
foreign exchange, 499, 502–505
industry characteristics and, 555–556
political, foreign investments, 507–

509
Risk-adjusted discount rate, 652
Risk-based control self-assessment 

program, 5
Risk control, 266
Risk management:

appraisal of  risk, 265
arbitrage pricing model (APM), 

272–274
beta, CAPM and, 271–272
diversification (see Diversification)
enterprise (see Enterprise risk 

management (ERM))
fraud/fraud risk guidance, 267
generally, 264–265
hedging foreign currency exposure, 

176–177
realization risk, 529
risk control and, 266
risk modeling software, 266
software, 265–266
three-step process, 263–264

Risk management information system 
(RMIS), 265

Risk modeling software, 266
RMIS. See Risk management information 

system (RMIS)
ROE. See Return on equity (ROE)
ROI. See Return on investment (ROI)

Role of  CFO:
controller, treasurer and, 5–7
functions of  CFO, 4–5
responsibilities, 3
stockholder wealth maximization and, 

3–4
RONA. See Return on net assets (RONA)

S&P/Case Shiller national home price 
index, 583

Safety stock:
optimal size of, 406–408
stockouts, avoiding, 404–406

Sales:
analysis of, 559
budget, 249
efforts, 563

Sales-leaseback, accounting for, 145
Sales mix:

analysis, 225–227
improvement in, 322

Sales or earnings multiples, 648
Sales-type method, leases, 144–145
Sallie Mae securities, 610
Sarbanes-Oxley Act of  2002 (SOX):

Auditing Standard No. 5, 23–24
404 requirements/reporting, 5, 19, 

20, 21
board audit committee requirement, 9
cash management and, 616
financials sign off  requirement, 7
historical reporting vs., 20
ICFR and, 19–20, 21, 22, 23
management report/responsibilities, 

20, 21–23
material weaknesses and, 23
reporting, features of, 12–13, 19–20
SEC’s disclosure rules and, 15

Scarce resources, best use of, 241–242
SCM. See Supply chain management 

(SCM)
S corporation, taxation of, 628
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760	 ◾  Index

Scrip dividend, 90
SD. See Standard deviation (SD)
SEC. See Securities and Exchange 

Commission (SEC) filings
SEC regulations. See also Securities and 

Exchange Commission (SEC) filings
Basic Information Package, contents 

of, 16
electronic data and, 18
Form 10-Q, interim basis, 18
Regulation S-B, 18
Regulation S-K, 17–18, 19
Regulation S-X, disclosures under, 17
securities, issuance of, 15
significant events and, 18
significant financial statement 

misstatement, 19
takeover regulation, 18, 19
unresolved matters, 19

Secured loan, asset valuation, 640,  
648

Securities. See also Available-for-sale and 
held-to-maturity securities

beta (b) and, 271–272
convertible (see Convertible securities)
corporate investments in (see 

Corporate investments in securities)
issuance of, SEC rules, 15
short-term fixed income, 609–610
trading of, SEC rules, 15
types of, 598
valuation of, 679

Securities Act of  1933, 15, 16
Securities Act of  1934, 15, 16, 18
Securities and Exchange Commission 

(SEC) filings:
10-K annual reports, 656
annual mandatory, 18
forms/S forms, 16–17, 632
generally, 5, 15
IFRS and, 177
Integrated Disclosure System, 16

SEC regulations for (see SEC 
regulations)

Segmental income statement, 314
Segmental reporting:

10 percent and 75 percent rules, 
190–191

ASC No. 280-10-05 (FAS No. 131) 
requirements, 188–189

consolidation and, 192
definition of, 313
disclosures, 191–192
information presented, 188
other reporting requirements, 192–

193
reconciliation, 189
segments to report on, 189–190

Segment managers, reports to, 10
Self-constructed assets, 55
Self-insuring, 263
Selling and administrative expense 

budget, 253
Sell-or-process-further decisions, 239
Sensitivity analysis:

divestiture and, 652
NPV profiles in, 517

Service businesses:
accrual or cash basis, 33
inventory management,  

409–410
Settlement, business failure,  

667–668
75 percent rule, 190–191
S Forms, Securities and Exchange 

Commission:
Form S-1, 16
Form S-2, 16
Form S-3, 16
Form S-4, 16
Form S-8, 16
Form S-18, 17

Share-based payment, 91, 183
Short-term financing:
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assets for, other, 431
banker’s acceptance, 423–424
bank loans, 419
collateralized loans, 420
commercial finance loan, 424
commercial paper, 424–425
early payment/cash discount, 419
factors influencing selection of,  

418
installment loans, 421
inventories used for, 429–431
letter of  credit, 420–421
line of  credit, 420
vs. long-term financing,  

431–433
long-term financing and, 417
real cost of  borrowing, 421–423
receivables used for, 425–429
revolving credit agreement, 421
sources of, 418
trade credit an, 418–419
unsecured loans, 420–421

Simulation, 653
Single-product firms, profit variances, 

316
Single-product overhead costing,  

199–200
Sinking fund, bonds, 601
Software. See also Cloud computing; 

Information technology/IT systems
budgeting, 257–259
budgeting and planning (B&P), 

259–260
cash flow, 378
for NPO analysis, 711
risk modeling, 266
value chain and (see Value chain 

management software)
Solvency analysis:

balance sheet analysis, 536–540
in case study, 716–717
NPOs and, 704

SoRIE. See Statement of  recognized 
income and expense (SoRIE)

SOX. See Sarbanes-Oxley Act (SOX)
Space utilization, 564
Special orders, relevant costs,  

234–235
Special termination benefit, 73
Split-off  point, definition of, 239
Spot rate, definition of, 498
Spreadsheet. See also Software

Excel, 259, 280
IRR calculations, 284

Stable dividend-per-share policy, 490
Standard & Poor’s, 551
Standard & Poor’s Stock Reports, 694
Standard costs, defined, 298, 300
Standard deviation (SD), 550
Statement of  activities:

in case study, 717–720
costs, 705–706
disclosures, 707
generally, 704–705
profitability, 706–707
revenue, 705

Statement of  cash flows, 91. See also Cash 
flow(s)

analysis of  (see Analysis of  statement 
of  cash flows)

classifications (see Classifications of  
cash flow)

disclosures, 80–81
eligible items at effective date, 82
IFRS treatment, 95, 97, 97–98

Statement of  recognized income and 
expense (SoRIE), 94

Stock(s). See also Common stock; 
Preferred stock

conversion of, 43
economic indicators and, 593
equity method, 132–135
footnote disclosures, 138
investment portfolio and, 127–132
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762	 ◾  Index

Stock(s) (continued)
market value method, 127
nonvoting, 127
repurchase of, 492–493
sales of, business value and, 643

Stock dividends, 42, 43, 89–90. See also 
Dividend policy

Stockholder(s). See also Return on equity 
(ROE)

reporting to, 17
wealth maximization, 3–4

Stockholders’ equity:
accounting for, 82–83
analysis of, 534–535

Stock options, accounting for/reporting, 
91

Stockouts, avoidance of, 404–406
Stock rights, 456
Stock splits:

earnings per share and, 42, 43
par value, 90
shares/cost basis, 132

Straight line method:
amortizing bond discounts, 66,  

67–68
half-year convention, 292

Strategic cost analysis, activity-based 
management and, 213–214

Strategic cost management:
principles of, 198–199
traditional cost systems and, 199

Strategic plan, IS and, 350
Student Loan Marketing Association 

(Sallie Mae) securities, 610
Sublease, accounting for, 145–146
Subsidiary:

consolidation and, 126, 192
offshore finance, 511

Superfund Amendments and 
Reauthorization Act, 576

Supply chain management (SCM), 356
Sustainable rate of  growth:

calculation of, 340
simple formula for, 339

Takeover regulation, 18, 19
Tangible net worth, 639
Target costing/pricing:

cost management and, 197
cost-plus pricing vs., 214–217

Target income volume, income taxes, 
impact of

Target weights, 480
Tax allocation, extensions of,  

168–169
Tax credits, amortization and,  

625–626
Tax deductions, gross income and, 

622–624
Taxes. See also Income tax allocation

depreciation and, 624
foreign country’s, 556
formula for corporations,  

621–622
gross income and, 622–624
income (see Income tax(es))
in interim periods, 186–187

Tax-exempt bonds, 601
Tax-exempt income, 627
Tax planning:

S corporation, filing as, 628
tax reduction and, 626

Tax rates:
amortization and, 624–626
business combination/purchase 

method, 168
change in, 167–168
footnote disclosures, 168
indefinite reversal, 169
tax allocation, extensions of, 168–169
when tax rates are different, 167

Tax Reform Act of  1986, 292
T-bills. See Treasury bills (T-bills)
Technical insolvency, 667
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Temporarily restricted assets, 700
Temporary differences, income tax 

allocation, 161
10 percent rule, 190–191, 192
Termination of  employees, special 

termination benefit, 73
Theory of  constraints (TOC), 242–243
Time-adjusted rate of  return, 284
Time value of  money:

annuity, future value of, 276–278
annuity, present value of,  

279–280
financial calculators/spreadsheet 

programs, 280
generally, 276
mixed streams of  cash flows, 279
present value, 278

Title VII of  the Civil Rights Act of  1964, 
575

TOC. See Theory of  constraints (TOC)
Total leverage, determining, 230–231
Trade credit, 418–419
Trademarks/trade names, 64
Transaction exposure, foreign currency 

accounting, 500, 501
Transfer pricing:

alternative schemes, 326
cost-based, 327
determining prices, 326
foreign exchange risk and, 504
general formula for, 328
importance of, 325–326
market price and, 326–327
negotiated price and, 327–328
situation/example, 329

Transfers, accounts receivable, 48–49
Translation, foreign currency 

accounting, 500
Treasurer, functions of, 6
Treasury bills (T-bills):

90-day, 587
yields on, calculation, 610

Treasury bonds, 10-year, 587–588
Treasury stock:

accounting for/reporting, 85–86
acquisition of, disadvantages, 493
purchase of, 492

Treasury stock method, 42
Trend analysis, 486, 522, 698–699
Troubled debt restructuring. See Debt 

restructuring
Trustee, bonds, 601
Trust receipt loan, 430

Umbrella policy, insurance, 572
Unconditional purchase obligations, 75
Unemployment rate, economic 

performance measure, 579–580
Unit investment trusts, 608–609
Unit labor costs, 589–590
Unsecured loans, 420–421
Unsystematic risk, 271
Uptime (machine usage), 10
U.S. government bonds, 601

Valuation, bonds and stocks:
bonds, 680–683
common stock, 684–688
generally, 679, 694–695
P/D ratio, 693
P/E ratio, 688–692
preferred stock, 683–684
price/book ratio, 694
P/S ratio, 693
securities, 679

Valuation, mergers and acquisitions:
capitalization of  cash flow, 636
capitalization of  earnings, 632–635
capitalization of  excess earnings, 

635–636
industry averages and, 632
operating cash flow, 638
present value of  future cash flows, 

637–638
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Valuation, mergers and acquisitions: 
(continued)

targeted company, 631–632
Valuation, reorganization and, 670
Value-added activities, activity-based 

management and, 211–212
Value chain:

activity categories/drivers, 212–213
global strategies, 214
software (see Value chain management 

software)
strategic cost analysis, 213–214

Value chain management software:
CRM systems, 356
ERP systems, 353–355
SCM systems, 356

Value Line’s Investment Survey, 694
Variable notes, 448
Variable overhead variances, 303–304
Variable pricing model, 234
Variance, defined, 298
Variance analysis. See also Profit variance 

analysis
cost centers and, 298
labor variances, 301–303
material variances, 301
model for, 300–301
variable overhead variances, 303–304

Vendors, information about, 414
Venture capital, 615
Vertical analysis, financial statement 

analysis, 522–523
Vested benefits, definition of, 149
Virtual private networks (VPNs), 358
VP Finance, 7
VPNs. See Virtual private networks (VPNs)

WACC. See Weighted-average cost of  
capital (WACC)

Warehouse receipt, 429–430
Warrants:

convertibles compared to, 473

formula for, 466–467
generally, 465–466
issuing of, advantages/disadvantages, 

467
Web 2.0, 357–358
Weighted-average cost of  capital (WACC), 

341, 345
Weights:

historical, 479–480
marginal, 480–482
target, 480

What-if  analysis, 223–224
Wilcox, J., 541
Wireless technology. See Mobile 

computing
Wire transfers, 374–375
Worker’s Compensation, 573–574, 575
Working capital:

calculation of, 536, 699
evaluating, 369–370

XBRL. See Extensible Business Reporting 
Language (XBRL)

Yield:
for bonds, 601, 604–606, 680, 

681–683
as discount rate, 68–69
to maturity, 66
simple, 66

Yield to call:
for bonds, 605
for preferred stock, 613

Yield to maturity (YTM), 604–605
YTM. See Yield to maturity (YTM)

ZBAs. See Zero-balance accounts (ZBAs)
Zero-balance accounts (ZBAs), 376
Zero coupon bonds, 602
Zeta analysis, 657
Z-score model, 540–541, 656–657, 

659–660, 664
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