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• Numerics •
100 percent fi nancing, 279
401(k) retirement deduction, 218

• A •
accountant, tax, 29, 260, 266. See also 

fi nancial accountant
accounting cycle

defi ned, 51
journals, 57–58
posting to ledgers, 58–59
preparing the trial balance, 59–63
transaction methodology, 56

accounting equation, 52
accounting method

accrual, 39, 58, 101, 102, 113
cash accounting, 113, 262–263
changes in, 297–299

accounting software, 58
accounting terms, 52–54
accounts. See also contra-accounts

balance sheet, 61
cash, 29, 85, 130–131
chart of, 52–53
equity, 55, 92–93
merchant, 130, 131
operating, 129, 130
operating, general, and administrative 

(G&A) expenses, 54
overview, 52–54
sweet accounts, 129, 131
temporary, 60–61

accounts payable (A/P). See also notes 
payable (N/P)

as current liability, 110
described, 87, 209
overview, 210–211
short-term debt, 29, 87

accounts receivable (A/R). See also 
notes receivable

described, 85, 129
discounting customer balances, 134–135

disposing of receivables, 143–144
gross and net cash discount methods, 135
overview, 133–134
recording and valuing, 133–136
turnover ratio, 340
uncollectible accounts, 135–137, 301

accrual accounting method
cash journals, 58
converting from accrual to cash, 113
costs versus expenses in, 102
described, 39, 101

accruals
adjusting entries, 60, 61–62
liabilities, 264
payroll-related, 217–219

acid test ratio, 338
active exchange markets, 47
advances and deposits, returning, 213–214
allowances and returns, 73, 316–317
American Institute of Certifi ed Public 

Accountants (AICPA), 15–16, 19, 20
amortization, 202–203, 287–288
annuities

annuity due, 121
deferred, 124–125
defi ned, 120
future value of, 121–122, 124–125
long-term bond valuation, 125–126
ordinary, 121
present value of, 122–124, 125

A/P (accounts payable). See accounts 
payable (A/P)

A/R (accounts receivable). See accounts 
receivable (A/R)

ASB (Auditing Standards Board), 15–16
asset-liability allocation method, 271–273
assets. See also salvage value of assets; 

specifi c types
acquisition cost versus current market 

value, 44
allowing the use of, 314
average total, calculating, 339
on balance sheet, 12, 29, 52, 85–86, 98
change in use of, 191
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assets (continued)

cross-referencing, 96
deferred tax asset, 267
defi ned, 43, 53
depletion, 194–196
depreciable base of, 185
depreciation, 331–332
environmental issues and asset 

retirements, 224–225
fi nancial, 44
historic cost of, 38
impairments, 190–193
long-term, 86
noninventory, sale of, 314
other assets, 86
premature disposal of, 191
quick, measuring, 338
replacement cost adjustments, 49
return on assets (ROA), 340
self-constructed, 170–172
turnover ratio, 339
useful life of, estimating, 185

attestation service, 16
audit, fi nancial statements, 15, 148
Auditing Standards Board (ASB), 15–16

• B •
bad-faith estimates, 307
balance sheet

accounting policies information, 94
accounts, 61
accumulated depreciation, 184
assets, 12, 29, 52, 85–86, 98
balancing (net assets equals equity), 31
cash, 144
classifi ed, 29, 30, 84, 98–99
comprehensive income, 80–81
contingent liabilities, disclosing, 93
contractual obligations affecting, 94–95
cross-referencing assets, 96
current assets, 85, 144
current liabilities, 87–88
date of, 31, 97
described, 11–12, 55, 84, 107
disclosure issues, 96–97
dividends, 247

equation, 52
equity, 12, 29, 52, 88–93, 99
fair value reporting, 95
income tax, 274–275
intangible assets, 203
liabilities, 12, 29, 52, 86–88, 99
noncurrent assets, 86
noncurrent liabilities, 88
notes receivable, 142–143
notes to fi nancial statements, 96–97
overview, 11–12, 29–30
PP&E (property, plant, and 

equipment), 172
repairs and maintenance expenses, 178–179
sample balance sheet, 30, 97–99
simple method balance sheet, 84
tangible assets, 177
tax deferrals, 274–275

bank reconciliation, preparing, 41
banks, leasing subsidiaries of, 278
bonds payable

as cash source, 105
convertible, 239
described, 88
discounted, 237–238
interest payments, 236
as investments, 116
long-term, 88, 125–126
overview, 234–235
par value (face value), 236
premium, 238–239
valuing, 125–126, 235–236

book income (fi nancial income), 260–263
book of fi nal entry, 58
book value of tangible assets, 177, 184
book value per share ratio, 342
brokered market, 47–48
brokers, 47, 283
buildings, 46, 169
business entity. See also corporations

defi ned, 10
economic, 36
fl ow-through, 89
partnership, 55, 89, 90–91
sole proprietorship, 55, 89–90, 242

buyback agreements, 148, 317–318
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• C •
capital

expenditures, 112
paid-in capital, 92, 242, 245
working capital, 94, 210
working capital loan, 87

capitalizing
expensing versus, 281
interest expense, 171
leases, 232, 281, 283–285
PP&E costs, 178, 179
reinstalling equipment, 180
tangible assets, 178, 179

captive leasing companies, 19
cash

accounts, 29, 85, 130–131
on balance sheet, 144
defi ned, 131
disbursement journals, 57
dividends, 106, 213, 248
equivalents, 129, 131–132
external users understanding, 102
investment income, 104
journals, 57, 58
to lenders, 104
operating, 104, 105
payments, 108
receipts, 104, 108
restricted, 132–133

cash accounting method, 113, 262–263
cash debt coverage ratio, 111
cash fl ow. See also statement of cash fl ows

advantages of leasing, 279
free cash fl ow, calculating, 112
management, 130–133
valuation, 150

cash-based business, 58
certifi ed public accountants (CPA), 9, 19–20
channel stuffi ng, 318–319
chart of accounts, 52–53
checking account, operating, 130
closing out the books, 60–61
code of conduct, 19, 20
codifi cation, 14, 17–18
COGS (cost of goods sold), 53–54, 72, 165
commercial paper, 132

commercial substance, 176
conceptual framework. See also 

fi nancial accounting
described, 23
for fi nancial statements, 26–35
objectives of, 25–26
pie chart, 24–25
principles of, 38–40

confi rmatory value, 27
conservatism (playing it safe), 40
consigned goods, 148
consistency of fi nancial information, 27
contingencies. See also long-term 

liabilities; loss contingencies
described, 219
gain contingencies, 209, 220
notes to fi nancial statements, 335

contingent liabilities, 93, 221, 264
contra-accounts

accumulated depreciation, 179, 184
cross-referencing, 97
described, 252, 317
discounts on notes receivable, 139–140
returns transactions, 317
revenue accounts, 73, 317
uncollectible accounts, 301

contract price, land purchase, 168
contract-related intangible assets, 200
contracts

completed-contract method, 321–322
disclosure requirements, 96
obligations, 94–95
overview, 319
percentage-of-completion method, 

314, 320–321
conversions, involuntary, 180, 181
copyrights, 199
corporate annual report, 330
corporate stock ownership, 245, 246
corporations

advantages of, 92
becoming, 242
described, 10
equity accounts for, 55, 91–93
multinational, 37
owner’s equity, 55, 91–93
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346 Intermediate Accounting For Dummies 

cost allocation. See depreciation
cost approach/adjusting replacement 

cost, 49
cost fl ow assumptions, 150
cost of goods sold (COGS), 53–54, 72, 165
cost-benefi ts, 39, 40–41
cost-recovery method, 324–325
costs. See also historic cost

of equipment, 170
escalating, 191
expenses versus, 102, 184–186
material versus immaterial, 199
natural resources, 195
PP&E (property, plant, and equipment), 

177–180
of self-constructed assets, 170–171, 172
verifi able, 38
warranties, 302–303

coverage, cash debt coverage ratio, 111
coverage, measuring, 337
CPA (certifi ed public accountants), 9, 19–20
credit risk, 46
credit sales, uncollectible, 135–137
creditors, 13–14
cross-references, 96–97
currency conversions, 37
current assets. See also cash

accounts receivable, 85
on balance sheet, 85, 144
described, 85, 129, 144
inventory, 85, 146
prepaid expenses, 85
understating, 156

current liabilities. See also accounts 
payable (A/P); income tax; payroll

advances and deposits, 213–214
on balance sheet, 87–88
described, 87, 210
dividends payable, 87, 210, 213
income tax payable, 216
long-term debt, current portion of, 213
long-term notes payable, current portion 

of, 88
notes payable (short-term), 87, 210, 212
sales tax, 215–216
unearned revenues, 88, 210, 214–215

current ratio, 94, 210, 338
current receivables, 133–134

customers
on account, 57
cash receipts from, 108
credit cards, 131
customer-related intangible assets, 199
discounting customer balances, 134–135
extending credit to, 135

• D •
de minimis amounts of cash, 132
de minimis costs (immaterial), 200
de minimis errors, 27
de minimis expenses, 131
dealer market, 47
debits and credits, 52–54, 56
debt. See also accounts payable (A/P)

allowance for bad debt, 265
assignment, formal transfer of, 144
callable, 233
debt-to-equity ratio, 342
disclosure requirements, 96
early extinguishment of, 233–234
interest expense as tax deduction, 239
nonrecourse, 324
notes to fi nancial statements, 335
overview, 209
paying off, 233–234
restructuring, 234
selling, 105
uncollectible, 265

deferral entries, adjusting, 60, 61–62
deferred annuities, 124–125
deferred costs, of estimates, 302
deferred tax assets and liabilities, 267, 270, 

272–276
depletion, natural resources, 194–196
deposit liabilities, 45
deposit method, 325
deposits, 213
depreciation

accumulated, 179, 184
assets, 77, 331–332
buildings, 169
declining-balance method, 186, 187–188
defi ned, 102, 184
effect on fi nancial statements, 184
estimating, 302
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exchanging assets, 176
group and composite methods, 186
impairment loss, 190–193
partial-year depreciation, 189
rate changes, accounting for, 189–190
special depreciation issues, 189–190
standards for, 187
straight-line method, 186, 187
sum-of-the-years’ digits method, 

186, 188–189
tax depreciation methods, 190, 264
units-of-production method, 186, 188

devaluation. See impairments
differences (book versus taxable income), 

263–267
direct labor costs, 149, 170
direct materials costs, 149, 170
disclosure. See also notes to 

fi nancial statements
contingent liabilities, 221, 264
full disclosure, 39–40
income tax, 275–276
lease contracts, 96
pension arrangements, 94
revenue, 326
techniques of, 96–97

discounts
bonds, 237–238
on customer balances, 134–135
gross and net cash discount methods, 135
notes payable (N/P), 229–230, 231
notes receivable, 139–140, 141
for obsolete inventory, 166
purchase discounts, 211
sales, 73, 134, 315
trade, 134

dividends
on balance sheet, 247
cash, 106, 213, 248
described, 79, 213
payable, 87, 210, 213
property, 248–249
retained earnings reduced by, 79
special dividend received deduction, 266
stock, 249–251

double-entry accounting system, 54
drop-shipping, 149
due care, 21–22

• E •
earning power of the business, 76
earnings per share (EPS), 70, 78–79, 253–255
economic entity, 36
electronic cash registers (ECRs), 164
Emerging Issues Task Force (EITF), 212
employees. See also payroll

benefi ts, explanatory notes, 334
healthcare premiums, 217
insurance premiums, 217
payroll-related accruals, 217–219
pensions, 94, 96
retirement deductions, 218
state and local withholding tax, 217

Enron debacle, 2001, 45
environmental issues and asset 

retirements, 224–225
EPS (earnings per share). See earnings per 

share (EPS)
equation, fundamental, 52
equipment, 169–170, 180
equity. See also stockholders’ equity

accounts, 55, 92–93
on balance sheet, 12, 29, 52, 88–93, 99
as cash source, 105
corporations, 55, 91–93
debt-to-equity ratio, 342
described, 88–89
earnings per share (EPS), 70, 78–79, 

253–255
partnership, 55, 90–91
return on equity (ROE) ratio, 341
securities of other entities, selling, 105
sole proprietorship, 55, 89–90, 242

errors
correcting, 308–311
counterbalancing, 308
fraud versus, 307
inadvertent, types of, 307–308
overview, 306–307

estimates
bad-faith, 307
changes in, 77, 295, 300–304
deferred costs, 302
obsolete inventory, 301–302
servicing warranties, 302–303
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estimates (continued)

tangible assets, 302
temporary differences in, 265
uncollectible accounts receivables, 301

ethics
accountant’s code of conduct, 19
achieving independence, 21
integrity, 19–20
maintaining objectivity, 20–21
overview, 18–19
taking due care, 21–22

exchange markets, active, 47
exchanging assets, PP&E, 175–177
exit price, security, 44–45
expenses

costs versus, 102, 184–186
estimates, temporary differences in, 265
on income statement, 11, 31, 70
incorrect recognition, 207
matching principle, 185

explanatory notes. See notes to 
fi nancial statements

extraordinary items, 74–75

• F •
face value (par value), 138, 228–229, 236
factoring, 144
facts, interpretation errors, 307
fair market value, 142, 186
fair value. See also valuation

balance sheet requirements, 95
cost approach/adjusting replacement 

cost, 49
described, 44–45
determining, 14, 46–47, 50
disclosure, 50
exchanging assets and, 176
income approach, 49
market approach, 38, 48–49
marketplace, 47–48
measuring, 46, 48–49
U.S. and international standard 

differences, 50
faithful representation, defi ned, 27
FASB (Financial Accounting 

Standards Board)
described, 2, 16, 23, 50
fair value disclosures, 45

fair value standards, 44, 50, 95
international accounting standards and, 18
lease accounting codifi cation, 282
method for preparing statement of cash 

fl ows, 102, 106
new approach to lease accounting, 280
new global accounting standard, 314
role of, 16, 23, 50

Federal Insurance Contributions Act 
(FICA), 217, 218

Federal Unemployment Tax Act (FUTA), 218
Federal withholding tax, 217
FIFO (fi rst in, fi rst out) method, 152–153
fi nancial accountant

attestation service, 16
code of conduct, 19
following the GAAP, 29
standards for, 9
tax-related work, 260

fi nancial accounting. See also conceptual 
framework; GAAP (generally accepted 
accounting principles)

codifi cation, 14, 17–18
constraints, 40–42
defi ned, 1
developing fi nancial standards, 12–13
ethical responsibilities, 18–22
full disclosure, 39–40
historic cost, 38
identifying reporting challenges, 14
international accounting standards, 18
matching, 39, 155, 185
overview, 10–14
revenue recognition, 38–39
standard-setting organizations, 15–16

Financial Accounting For Dummies 
(Wiley), 1

Financial Accounting Standards Board 
(FASB). See FASB (Financial 
Accounting Standards Board)

fi nancial assets, 44, 46
fi nancial fl exibility, 111
fi nancial income (book income), 260–263
fi nancial standards. See also 

conceptual framework
development of, 12–13
global accounting standard, 314
history of, 24
international accounting standards, 18
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purpose of, 9
standard-setting organizations, 15–16

fi nancial statements. See also notes 
to fi nancial statements; users; 
specifi c statements

assumptions about, 35–38
audit of, 15, 148
challenges of reporting, 14
characteristics, 26–28
consolidated, 305, 334
deferred taxes, 267
depreciation expense, 184
explanatory notes, 34
GAAP rules, 28
going-concern principle, 35–36
improper presentation, 307
interim statements, 160
kinds of, 54–55
leases presented in, 285–288, 292
materially correct, 13, 14, 27
measurement of accounting 

transactions, 33
monetary unit, 37
notes or supplementary information 

for, 39–40
overview, 10
periodicity, 37–38
preparing, 11–12
restatement, due to errors, 308–309
Statement of Changes in Retained 

Earnings, 55
fi nancing

availability, as going-concern, 36
buyback agreements as, 317
direct-fi nancing leases, 290–291
lower-cost, 280
off-balance-sheet, 280
100 percent fi nancing, 279
on statement of cash fl ows, 33, 103, 105–106

fi nes and penalties, 265
fi nished goods, 149
fi xed assets. See tangible assets
fl exibility, 111, 279
FOB (freight on board), 148
401(k) retirement deduction, 218
franchise agreements, 200
franchise sales transactions, 325–326
fraud, errors versus, 307
free cash fl ow, calculating, 112

freight on board (FOB), 148
fundamental accounting equation, 52
FUTA (Federal Unemployment Tax Act), 218

• G •
GAAP (generally accepted 

accounting principles)
accountants following, 29
allowing gross profi t method for interim 

statements, 160
balance sheet and income statement 

accounts criteria, 69
changes due to errors, 311
changes in accounting estimates, 304
changes in accounting principles, 297
changes in reporting entities, 306
changing from non-GAAP to GAAP, 307
codifi cation, 14, 17–18
described, 2, 11, 12–13, 14, 17
developing fi nancial standards, 12–13
disclosure requirements, 50, 96
exchanging assets guidelines, 176
fair value defi ned, 50
following industry practices, 41–42
gas and oil industry, 41
health care and, 41
interest method for bonds, 235–236
LIFO (last in, fi rst out) method and, 150
loading and channel stuffi ng, 318
netting assets and liabilities, 87

gain contingencies, 209, 220
gains

early extinguishment of debt, 233–234
exchanging assets and, 175–176
on income statement, 11, 31, 70
other revenues/gains, 72
unusual, 75–76

gas and oil industry, 41
general journal, 57
general ledger, 52, 58–59, 107
general partnership, 91
generally accepted accounting principles 

(GAAP). See GAAP (generally accepted 
accounting principles)

global accounting standard, 314
going-concerns

availability of fi nancing, 36
described, 24, 35–36
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going-concerns (continued)

expiring patents, 36
rapid technological change, 36

goods in transit, 148
goodwill

accounting for, 201–202
described, 197
testing for impairments, 191, 203, 204

guarantee of obligations, 93

• H •
healthcare premiums, employee, 217
held-for-sale, 73–74
historic cost

for assets and liabilities, 38
challenges of, 14
described, 38, 43–44
of land (real property), 168
used to value intangibles, 202

• I •
IASB. See International Accounting 

Standards Board (IASB)
IFRS. See International Financial Reporting 

Standards (IFRS)
impairment loss

depreciation, 190–193
intangible assets, 191, 204
recoverability of, 190, 192, 204
restoring, 193

impairments
described, 190
intangible assets, 191, 204
measuring, 192–193
notes receivable, 143
recognizing, 191
testing for, 202, 204

imprest account, 131
improvement costs, 168, 179–180
income. See also fi nancial income (book 

income); income tax
comprehensive, 80–81
defi ned, 53
fi nancial versus taxable, 260–263
nonpassive, 116
before taxes (pretax), 261

income statement
accounting principle, changes, 76
comprehensive income and, 80–81
condensed multiple-step format, 81–82
cost of goods sold (COGS), 53, 72
date for, 31
depreciation, 184
described, 11, 55, 107
discontinued operations, 73–74
earnings per share (EPS), 70, 78–79, 255
estimate changes, 77
expenses, 11, 31, 70
extraordinary items, 74–75
GAAP criteria for accounts, 69
gains, 11, 31, 70
general administrative expenses, 72
income tax, 73, 78, 273–274
intraperiod tax allocation, 273–274
irregular items, 73–77
limitations of, 68–69
losses, 11, 31, 70, 75–76
multiple-step format, 71–73, 81
net sales, 72
other expenses/losses, 73
other revenues/gains, 72
overview, 11, 31–32, 68
retained earnings, 79–80
revenue, 11, 31, 70
selling expenses, 72
single-step format, 70–71
special items, 77–81
unusual gains and losses, 75–76

income tax. See also taxes
on balance sheet, 274–275
depreciation methods, 190
differences (book versus taxable income), 

263–267
disclosure notes, 275–276
fi nancial versus taxable income, 260–263
on income statement, 73, 78, 273–274
interperiod tax allocation, 78, 270–273
net operating losses (NOLs) effect on, 

267–270
notes to fi nancial statements, 275–276
paying, 216
as short-term liability, 216

indefi nite life intangible assets, 202, 204
independence, achieving, 21
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indirect labor, 170
indirect materials, 170
industry practices, following, 41–42
infl ation or defl ation, 37
insurance premiums, employee, 217
intangible assets

amortization, 202–203
artistic-related, 199
on balance sheet, 203
contracts, 200
customer-related, 199
defi ned, 185
described, 49, 86, 197, 198
goodwill, 191, 197, 201–202, 203, 204
impairment loss, 191, 204
leasehold improvements, 201
limited life, 204
marketing, 198–199
notes to fi nancial statements, 333
patents, 200, 202
technology, 200–201
valuation, 202–203, 204

integrity, 19–20
interest

bonds, 235, 236, 266
as cash investment income, 104
compound, 117–118
on debt, as tax deduction, 239
effective interest method, 235
effective (market) rate, 138, 139
expense, capitalized, 171
future value of a single sum, 119
interest-bearing notes, 140–141
leases, 289
notes payable (N/P), 228–229
notes receivable, 138
overview, 116–117
as passive income, 115–116
present value of a single sum, 120
rates, setting, 117
simple interest, 117
single sums, calculating, 118–120
stated interest rate, 138, 141, 228
zero-interest-bearing notes, 138–140, 212

Internal Revenue Service, 190
International Accounting Standards 

Board (IASB)
depreciation standards, 187
described, 18

fair value standards of, 50
LIFO (last in, fi rst out) method and, 155
method for preparing statement of 

cash fl ows, 106
new approach to lease accounting, 280
new global accounting standard, 314

International Financial Reporting 
Standards (IFRS)

depreciation standards, 187
established by IASB, 50, 155
exchanging assets guidelines, 176
fair value measurements, 50
interest method for bonds, 235–236

interperiod tax allocation, 78, 270–273
intraperiod tax allocation, 78, 273–274
inventory

consigned goods, 148
controlling, 146–147
costs directly related to, 149
described, 85, 146
drop-shipping, 149
estimating, 159–166
FIFO (fi rst in, fi rst out) method, 152–153
fi nished goods, 149
fl oor, 157
goods in transit, 148
gross profi t method, 160
inventoried goods, recognizing, 147–149
just-in-time inventory method, 146
LIFO (last in, fi rst out) method, 

150, 154–157, 288, 299
lower of cost or market (LCM), using, 

157–159
market value, 157
markups and markdowns, 162–164
merchandise, 149, 160–164
net realizable value (NRV), 157–158, 

166, 193
notes to fi nancial statements, 332
obsolete, 165–166, 301–302
operational costs, 146
payments for, 104
perpetual and periodic, 164–165
physical, 150, 159, 160
raw materials, 149
record-keeping, 147
retail inventory method, 161–162
retailing, 160–161
sales, 148–149, 314
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inventory (continued)

specifi c identifi cation method, 151
stock level, 147
turnover ratio, 339
valuation, 157–166, 299, 332
wait time, 146
weighted average method, 151–152
work in process, 149

investing cash (statement of cash fl ows), 
33, 103, 104–105

investments, 116, 168, 191
investors, 13, 14, 247

• J •
journals, 57–58
junking an asset, 180, 181

• L •
land (real property), 168
language of accounting. See accounting terms
last in, fi rst out (LIFO) method, 150, 154–157, 

288, 299
leases

advantages of, 279–280, 289
amortization schedule, 287–288
bargain purchase, 284
benefi ts of, 279–280
broker’s fi nding fee, 283
capitalized, 232, 281, 283–285
collectability of payments, 290
contracts, disclosure requirements, 96
direct costs of acquiring, 281
direct-fi nancing leases, 290–291
fi nancial statement presentation, 

285–288, 292
interest income from, 289
leasehold improvements, 201
long-term leases, 88
operating, 282–283, 289–290
overview, 277–279
paying contingently, 281–282
present value, 284–285
purchasing versus, 281
recovering investment test, 284
residual value, 277, 289, 293
sales-type leases, 291–292, 293–294
service aspects, 281

tax incentives of, 289
testing economic life, 284
transferring ownership, 284

ledgers, 52, 58–59, 107
lenders, 102–103
lessee, 277, 278, 288–289
leverage, fi nancial, 239
liabilities. See also current liabilities; long-

term liabilities; loss contingencies
accrued, 264
on balance sheet, 12, 29, 52, 86–88, 99
contingent, 93, 221, 264
deferred tax liability, 267
defi ned, 43, 44, 53, 210
described, 86–87
gain contingencies and, 220
historic cost, 38
limited, 92
short-term, 215, 216

licenses and permits, 200
life insurance, 266
LIFO (last in, fi rst out) method, 150, 154–157, 

288, 299
limited liability partnership, 91
liquidity

of the company, 84
fi guring, 110–111
importance of, 337
ratios, 111, 338

litigation, 74–75, 93, 221
loading and channel stuffi ng, 318–319
loans receivable, 105
long-term assets. See also intangible 

assets; tangible assets
described, 104, 167
investments, 86, 104–105
overview, 197–198

long-term debt
capitalized leases, 232, 281, 283–285
current portion of, 213
overview, 227

long-term investments, 86
long-term liabilities. See also contingencies

bonds payable, 88, 125–126
deposits and advances, 214
long-term leases, 88
product warranties, 88, 222

loss carrybacks, 268–269
loss carryforwards, 269–270
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loss contingencies
defi ned, 209, 219
environmental issues and asset 

retirements, 219, 224–225
guarantees, 93, 219, 221–222
litigation, 93, 219, 221
recording, 221
warranties, 219, 222–224

losses
early extinguishment of debt, 233–234
on income statement, 11, 31, 70, 75–76
unusual, 75–76

• M •
MACRS (Modifi ed Asset Cost Recovery 

System), 190
manufacturing companies, 1, 2, 147, 149
market approach, fair value, 48–49
market downturn, 191
market interest rate, 229
market multiples, 48
market value, inventory, 157
marketing-related intangible assets, 198–199
marketplace (fair value accounting), 47–48
matching principle, 39, 155, 185
materiality, 27, 42
materially correct, 13, 14, 27
math mistakes, correcting, 307
matrix pricing, used for debt, 49
merchandise inventory, 149, 160–164
merchandisers, 147
merchandising companies, 1, 2, 147
merchant accounts, 130, 131
mistakes. See errors
Modifi ed Asset Cost Recovery System 

(MACRS), 190
monetary unit, 37
money market funds, 132
mortgages, 232
municipal bond interest, 266

• N •
natural resources, 194–196
net accounts receivable, calculating, 16
net assets, 31, 52, 201, 242
net book value, 177, 179
net cash discount method, 135

net of tax, 274
net operating losses (NOLs), 267–270
net razing cost, 169
net realizable value (NRV), 157–158, 166, 193
net sales, 72, 339
nonpassive income, 116
nonpublic entities, defi ned, 50
nonrecourse debt, 324
nontrade receivables, 134
notes payable

as cash source, 105
discounted, 229–230, 231
face, 228–229
long-term, 88
mortgages, 232
no-face, interest bearing, 230–231
no-face, zero-interest, 229–230
non-cash, 232
overview, 212, 228
short-term, 87, 210, 212
zero-interest-bearing notes, 212

notes receivable
described, 129
discounts, 139–140, 141
disposing of, 143–144
face value, issuing at, 138
impairment, 143
interest-bearing, 140–141
overview, 137–138
for property, goods, or services, 141–142
valuing on the balance sheet, 142–143
zero-interest-bearing, 138–140

notes to fi nancial statements. 
See also disclosure

balance sheet, 96–97
changes in accounting principles, 297
consolidating fi nancial statements, 334
depreciating assets, 331–332
disclosing subsequent events, 332–333
explaining intangible assets, 333
income tax disclosure note, 275–276
LIFO reserve amount, 156
long-term notes payable, current portion 

of, 88
overview, 39–40, 329–330
as part of corporate annual report, 330
related party transactions, 36
reporting debt, 335
restating a fi nancial statement, 309
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notes to fi nancial statements (continued)

revealing contingencies, 335
revenue disclosure, 326
showing basis for presentation, 330
signifi cant accounting policies, 331
spelling out employee benefi ts, 334
valuing inventory, 332

NRV (net realizable value), 157–158, 166, 193

• O •
objectivity, 20–21
obsolescence, working with, 279
obsolete inventory, disposing, 165–166
off-balance-sheet fi nancing, 280
100 percent fi nancing, 279
operating accounts, 130
operating activity cash (statement of cash 

fl ows), 33, 103–104
operating cash, 104, 105
operating cash account, 129
operating checking account, 130
operating, general, and administrative 

(G&A) expenses, 54
operating leases, 282–283, 289–290
operational costs, inventory, 146
operations, discontinued, 73–74
option-pricing models, for fair value, 49
organizations, standard-setting, 15–16
overhead costs, 149, 170–171
over-the-counter (OTC) markets, 47
owners’ equity. See also equity

corporations, 55, 91–93
overview, 53
partnership, 55, 90–91
sole proprietorship, 55, 89–90, 242

• P •
paid-in capital, 92, 242, 245
P&L (statement of profi t and loss). See 

income statement
par value (face value), 138, 228–229, 236
par value, of stock, 92, 174
parenthetical explanations (disclosure 

technique), 96
partnership, 55, 90–91
passive income, 116

patents
described, 200
expiring, as going-concern, 36
protection for, 202

payroll
accruals, 217–219
accruals, reversing at year-end, 61–62
checking account, 130
as current liability, 87
net payroll, 104
payments, 104

penalties and fi nes, 265
pensions, 94, 96
percentage-of-completion method, 

314, 320–321
period costs, 149
periodic cycle of fi nancial statement 

preparation, 37–38
periodic system for inventory, 165
periodicity, described, 37–38
period-specifi c effects, 309
perpetual inventory method, 164–165
petty cash account, 131
physical inventory, 150, 159, 160
playing it safe, 40
pledging, 144
point-of-sale/delivery revenue, 164, 315–319
posting, defi ned, 58
PP&E (property, plant, and equipment)

on balance sheet, 172
buildings, 46, 169
costs, 177–180
deferring a payment, 173–174
equipment, 169–170, 180
exchanging assets for, 175–177
furniture and fi xtures, 171
improving and replacing PP&E, 179–180
involuntary conversions, 180, 181
land (real property), 168
lump-sum purchase allocation, 175
recording sales, 181
reinstalling equipment, 180
repairs and maintenance, 178–179
self-constructed assets, 170–172
selling and disposing of, 105, 180–181
swapping stock for, 174
valuation, 172–177
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predictive value, described, 27
prepaid expenses, described, 85
present value

annuities, 122–124, 125
discounted, 49
leases, 284–285
of a single sum, 120, 229
using, 173

presentation
basis for, 330
correcting mistakes in, 307
leases, 285–288, 292
lessor, 292

principal marketplace, fi nding, 46
principals of accounting, changing. See 

also errors; fi nancial accounting
accounting principles, 297–300
estimates, 295, 300–304
from non-GAAP to GAAP, 307
overview, 76, 296
reporting entities, 305–306

principle-to-principal markets, 48
pro rata, 171
product costs, 149
product warranties, 88, 222
profi t margin on sales ratio, 341
profi tability ratios

profi t margin on sales ratio, 341
return on assets (ROA), 340
return on equity (ROE), 341

property distribution, 249
property dividends, 248–249
property, goods, or services, notes 

receivable for, 141–142
property, plant, and equipment. See PP&E 

(property, plant, and equipment)
publicly traded company, 71, 84
purchase commitments, 94
purchase discounts, 211

• Q •
quick assets, measuring, 338

• R •
ratios

accounts receivable turnover, 340
acid test ratio, 338

asset turnover, 339
book value per share, 342
current ratio, 338
debt-to-equity, 342
inventory turnover, 339
liquidity, 111
overview, 337
profi t margin on sales, 341
return on assets (ROA), 340
return on equity (ROE), 341

real estate transactions, lump-sum price, 175
real property (land), 168
receivables. See accounts receivable (A/R)
recoverability of impairment loss, 

190, 192, 204
registered agent, 242
reporting entities, changes in, 305–306
research and development expenses, 

205–206
residual value, 277, 289, 293
restatement of fi nancial statements, 

308–309
retail inventory method, 161–162
retail store, 315
retailing inventory, 160–161
retained earnings

corporate stock ownership, 246
defi ned, 241
equity account, 92
on income statement, 79–80
restating, 310
restricted, 80
statement of changes in, 55
stock dividends, reduction, 250
stockholders’ equity, 242, 246–247

retrospective application, for accounting 
changes, 298, 305

return on assets (ROA) ratio, 340
return on equity (ROE) ratio, 341
returns and allowances, 73, 316–317
revenue

contracting methods, 319–322
disclosure, 326
earned and realizable, 313
earning, 214
franchise sales transactions, 325–326
on income statement, 11, 31, 70
matching principle, 185
matching to expenses, 155
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revenue (continued)

other revenues/gains, 72
point-of-sale/delivery, 164, 315–319
transactions, types of, 314
unearned, 88, 210, 214–215

revenue recognition
delaying, 322–325
described, 38–39
incorrect, 307
overview, 313–314

ROA (return on assets) ratio, 340
ROE (return on equity) ratio, 341
The Rule of 72, for investments, 116

• S •
sales

basis, 314
buyback agreements, 148, 317–318
cost-recovery method, 324–325
deposit method, 325
discounts, 73, 134, 315
high rate of return, 148
installment, 148, 314, 323–324
journals, 57
profi t margin on sales ratio, 341
recording, 181
recourse or nonrecourse, 144
returns and allowances, 73, 316–317
special sales agreements, 148
of tangible assets, 180–181
tax, paying, 215–216

Sales discount Forfeited account, 135
sales warranty approach, 223–224
sales-type leases, 291–292, 293–294
salvage value of assets

correcting mistakes in, 307
described, 77, 185
estimating, 302
natural resources, 195

Sarbanes-Oxley Act of 2002 (SOX), 45
savings and loans failures (1980s), 45
schedules, supporting, 97
securities, 105, 253
Securities and Exchange Commission 

(SEC), 15, 18
security deposits, 86
security, exit price, 44–45

selling
debt, 105
expenses, 72
PP&E (property, plant, and equipment), 

105, 180–181
securities of other entities, 105
treasury stock, 252

service provider business, 147, 314, 315
SFAC (Statements of Financial Accounting 

Concepts), 25
shares. See also earnings per share (EPS)

bonds converted into, 239
book value per share ratio, 342
disclosure of shares issued, 96
easy transferability of, 92

short-term contracts, 321
short-term debt

accounts payable (A/P), 29, 87
notes payable, 87, 210, 212
notes receivable, 137

short-term liabilities, 215, 216
short-term notes payable, 87, 210, 212
side agreement, 319
signifi cant accounting policies, notes, 331
single sum problems, calculating, 118–119
Social Security portion of payroll, 217
software, accounting, 58
sole proprietorship, 55, 89–90, 242
special items (income statement), 77–81
special sales agreements, 148
standards. See fi nancial standards
state and local withholding tax, 

employee, 217
State Unemployment Tax Act (SUTA), 218
statement of cash fl ows

accounts, 70
converting from accrual to cash 

accounting, 113
described, 12, 55
direct method, 107–109, 113–114
fi nancial fl exibility, analyzing, 111
fi nancial liquidity, fi guring, 110–111
fi nancing activities, 33, 103, 105–106
formatting, 103–106
free cash fl ow, showing, 112
indirect method, 109–110
investment activities, 33, 103, 104–105
methods for preparing, 106–110

32_9781118176825-bindex.indd   35632_9781118176825-bindex.indd   356 3/21/12   10:09 PM3/21/12   10:09 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



357357 Index

operating activities, 33, 103–104
overview, 33–35
sample statement, 34, 113–114
using, 102–103, 107, 110–113

statement of changes, 31, 55
statement of profi t and loss (P&L). See 

income statement
Statements of Financial Accounting 

Concepts (SFAC), 25
stock

book value per share ratio, 342
common stock, 243
corporate stock ownership, 245, 246
dividends, 249–251
as equity investments, 116
options, 49, 96
outstanding, 253
par value of, 92, 174
preferred, 243–245
retained earnings, calculating, 250
swapping for PP&E, 174
treasury stock, 106, 131, 233, 242, 251–253
warrants, 253

stockholders’ equity
cash dividends, 106, 213, 248
common stock, 243
overview, 243
paid-in capital, 242, 245
preferred stock, 243–245
property dividends, 248–249
reductions to, 247–253
retained earnings, 242, 246–247
statement of changes in, 31
stock dividends, 249–251
total common, 342
treasury stock, 242, 251–253

straight-line interest method, 236
subsequent events, disclosing, 332–333
subsidiaries

banks having, 278
captive leasing companies as, 278
changes in, 305
defi ned, 35, 278
fair value never used for, 45

Summary of Business and Accounting 
Policies, disclosing, 330

supporting schedules, disclosure 
technique, 97

SUTA (State Unemployment Tax Act), 218
sweet accounts, 129, 131

• T •
tangible assets. See also leases; PP&E 

(property, plant, and equipment)
on balance sheet, 177
book value of, 177, 184
capitalized, 178, 179
defi ned, 185
depreciating, 69, 77, 302
described, 86, 167
estimates, 302
exchanging assets, 175–177
natural resources, 194–195
net book value, 177, 179
overview, 183–184
residual value, 277, 289, 293
salvage value estimates, 302
selling and disposing of, 180–181
transactions, 39

tax accountants, 29, 260, 266
tax deferrals, 267, 272–275
tax loss carryforwards, 220
taxes. See also income tax

depreciation methods, 190, 264
leasing, advantages of, 280, 289
matching revenue to expenses, 155
tax credits, 265
taxable income, 155, 260–263

technological change, as going-concern, 36
technology-related intangible assets, 200
temporary accounts, resetting to zero, 

60–61
terminology. See accounting terms
theft of fi xed assets, 181
timeliness, 27
title company, 232
Tokyo Stock Exchange, 47
trade discount, 134
trade payables, 211
trade receivables, 134
trademark, 198–199
Treasury bills, 131
treasury bonds, U.S., 46, 232–233
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treasury stock
account, 93
buying, 251–253
described, 131, 233
reacquired, 106
selling and retiring, 252

trend analysis, benefi ts of, 341
trial balance

adjusting entries, 60
closing out the books, 60–61
described, 59, 107
errors, 59
post-closing, 60
preparing, 59–62
reasons for, 59
reversing entries, 61–62
worksheets, 62–63

• U •
uncollectible accounts receivables, 

135–137, 301
uncollectible credit sales, 135–137
uncollectible debt, 265
unearned revenue, 88, 210, 214–215
unusual gains and losses (income 

statement), 75–76
U.S. Treasury bonds, 46, 232–233
users. See also fi nancial statements

basic assumptions of, 35
described, 10, 13
external, 26, 102, 329
going-concerns/needs of, 13, 24, 35–36
internal, 26

• V •
valuation. See also fair value

account, 270, 271
approaches, 175
cost fl ow, 150
historic cost and, 14, 43–44, 202
“in exchange” method, 47
intangible assets, 202–203, 204
“in use” method, 46–47
inventory, 150–166, 299, 332
long-term bonds, 125–126
lump-sum purchase allocation, 175
modeling, 48–49
overview, 43–44
PP&E (property, plant, and equipment), 

172–177
research and development (R&D), 206
U.S. and international differences, 50

• W •
warrant, stock, 253
warranties

costs, 265, 302–303
loss contingencies, 219, 222–224
product, 88, 222

weighted average method, 151–152
wholesalers, 147
window dressing, 318
working capital, 94, 210
working capital loan, 87

• Z •
zero, resetting accounts to, 60–61
zero-interest-bearing notes, 138–140, 212
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