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Accelerated depreciation, 362–363
Acceptable quality level, 337
Account balances, analysis of, 448–450
Accounting changes:

correction of error, 120
estimate, 118–119
overview of, 114–115
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reporting entity, 119

Accounting disclosures:
adequacy of, 581
defined benefit plans, 180–181
fixed assets, 49
intangible assets, 53
segmental reporting, 130–132
stockholders’ equity, 89–90

Accounting estimates:
change in, 118–119
degree of certainty in, 243–244
overview of, 591–592

Accounting policies:
disclosure of, 122–123
income statement analysis and, 242–243

Accounting principles:
change in, 670–671
reports on application of, 587–589

Accounting rate of return (ARR), 353–354
Accounting Standards Codification (ASC):

ASC 810, 142
overview of, 113–114
requirements under 250-10-05, 114–115,

117
requirements under 280-10-05-2, 128

Accounts receivable:
confirmation of, 597
evaluation of, 223–224
overview of, 34–36

Accrual accounting, 202
Accumulated postretirement benefit

obligation, 184
Acquisition method, 144–145, 146

Activity-based costing, 331–334
Adverse opinions:

in audit reports, 460–461
in examination reports, 506–507
on internal control, 539–541
in internal control examination integrated

with financial audit, 532
Advertising costs, 23
After-tax outflows, 362
Agreed-upon procedures:

attest engagements, 517–518
prospective financial statements, 507–510
specific items and, 568–569

Allocated fixed costs, 325
American Institute of Certified Public

Accountants (AICPA):
clarity project, 656
Code of Professional Conduct, 703–708
Statement on Standards for Consulting

Services, 697–698
Statements on Quality Control Standards,

699
Amortization:

of bond discount or premium, 59–61
of defined benefit plan, 173, 176

Analysis. See also Balance sheet analysis;
Breakeven analysis; CVP analysis;
Evaluation; Financial statement
analysis; Income statement analysis;
Profit variance analysis; Regression
analysis

decision tree, 392–393
earned value, 418–421
gross profit, 281–288
horizontal, 221–222
incremental, 321–322
sales mix, 288, 318–320
statistical, 369–372
trend, 221, 378–380
variance, 258
vertical, 221–222
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Analytical procedures, 591
Annuities:

future value of, 347–348
present value of, 348–350, 351

Anticipatory hedge contracts, 137–138
Antidilutive securities, 29–30
Appeals of court decisions, 694
Appraisal costs, 337
Arithmetic mean, 370
ARR (accounting rate of return), 353–354
ASC. See Accounting Standards Codification
ASs (Auditing Standards), 573
Assessed risks, audit procedures performed

in response to, 637–640
Asset retirement obligations, 49
Assets. See also Fixed assets; Intangible

assets; Inventory
accounts receivable, 34–36
deferred tax asset, 186–187
evaluation of, 222–223
fair value option for, 73–77
financial, 54
insurance, 54–57
unrecorded, 231–232
valuation for, 33–34

Assignment of accounts receivable, 34
Assistants, supervision of, 635–636
Attest engagements:

agreed-upon procedures, 517–518
compliance, 555–557
consulting services and, 698, 704–705
examination, 512–514
Management’s Discussion and Analysis,

557
overview of, 511–512
review, 514–516
at service organizations, 546–555

Attest function, 425
Attribute sampling, 438
Attribution period, 183
Audit documentation:

completion date, 628
content of, 626–627
overview of, 625–626, 656–657
ownership of, 628–629
requirements for, 627–628
retention of, 657

Audit evidence, 630–631, 683–684
Auditing procedures. See also Internal

control; Internal control examination
integrated with financial audit

entity and environment, 426, 636–637

financial statements, 534–535
risk assessment, 425–426
substantive procedures, 442, 445–450

Auditing Standards (ASs), 573
Auditors:

experienced, 626
independence of, 594–595, 685–686
successor and predecessor, 602–603
unqualified opinions based on reports of

other, 543–544
Audit plans, development of, 446–448.

See also Planning audits
Audit reports:

adverse opinions, 460–461
disclaimers of opinion, 459–460, 541–542,

580
overview of, 451–453
qualified opinions, 455–459
unqualified opinions, 453–455

Audit risk, 632–634, 672
Available-for-sale securities, 77, 149

Backflush costing, 339–342
Balanced Scorecard, 295–296
Balance sheet analysis:

accounts receivable, 223–224
assets, 222–223
cash, 223
corporate solvency, 236–239
deferred charges, 230–231
fixed assets, 227–229
intangibles, 229–231
inventory, 224–226
investments, 226–227
liabilities, 232–234
liquidity evaluation, 234–236
unrecorded assets, 231–232

Balance sheets. See also Assets; Balance
sheet analysis; Liabilities

capital leases on, 159
defined benefit plan and, 182–183
fair value measurements, 71–73
fair value option, 73–77
foreign currency translation and,

193
operating method and, 161
stockholders’ equity, 77–90

Bankruptcy prediction, 249–251
Basis risk, 609
Bill-and-hold transactions, GAAP-IFRS

differences on, 211
Blanket policy, 55–56
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Bonds:
conversion to stock, 61–62
issued at discount, 58–60

Bonds payable:
computing price of, 61
discount or premium, 58–60
effective cost of, 57–58
recording, 60

Bonus method of accounting for
partnerships, 111

Book income, 245
Book value of bond method of conversion,

61–62
Book value per share, 249
Bottleneck operations, 327
Brainstorming and fraud, 616
Breakeven analysis:

contribution margin, 310–313
overview of, 309–310
sales mix analysis, 318–320
target income volume and margin of

safety, 313–317
Budget. See also Capital budgeting

computer-based, 302–307
earned value concept, 417–419
financial, 301
flexible, 276–278
forecasting project parameters, 420–421
operating, 300–301
overview of, 299–301
for project, preparation of, 416–417
static, 276–278

Budget Maestro software (Centage), 302,
305

Business combinations, 143–148, 495
Business incorporation, 110

Callable obligations, by creditor, 69
Capital budgeting:

accounting rate of return, 353–354
income tax factors and, 361–363
internal rate of return, 355–358
limited funds for capital spending, 360
net present value, 354–355, 358
overview of, 350–352
payback period, 352–353
profitability index, 358–360

Capitalized interest, 44–45
Capital leases, 157–158
Capital rationing, 360
Cash, evaluation of, 223
Cash basis of revenue recognition, 12–15

Cash collection, estimating using regression,
384–386

Cash discounts, 236
Cash equivalent, 91–92, 202
Cash flow from operations, 91, 95, 239–240
Cash flows statement. See Statement of cash

flows
Cells, manufacturing, 336
Change in principle in interim reports, 106
Chief operating decision maker, 128
Clients:

accepting or continuing relationship with,
701

confidentiality of relationship with, 603,
706

establishing understanding with, 601–602,
634–635

illegal acts by, 590–591
Code of Professional Conduct (AICPA),

703–708
Coefficient of determination, 380–382
Coefficient of variation, 389–390
Comfort letters, 598
Commissions, 707
Common fixed costs, 279
Common stock equivalents, 25, 30, 31
Communications:

compilation or review of financial
statements and, 469, 490, 498–499

concerning fraud, 618
internal control examinations and,

527–529, 666
of internal control related matters,

642–647
between predecessor and successor

accountants, 602–603
regarding misstatements, 633
with those charged with governance,

641–642
Company performance evaluation. See

Performance of company, evaluation of
Comparative statements, 559–564
Compensated absences, 67–68
Compensatory plan, 87
Compensatory stock option plans, 86–87
Compilation. See also Compilation of

financial statements
of comparative statements, 562–564
of pro forma financial information,

494–498
of prospective financial statements,

500–503

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: OTA/XYZ P2: ABC
JWBT649-IND JWBT649-Dauber March 10, 2012 14:44 Printer Name: Yet to Come

712 Index

Compilation of financial statements:
change to review, 487–488
communications and, 469, 490, 498–499
going-concern problem, 486
modification of standard reports,

467–469
other comprehensive basis of accounting,

466–467, 468
overview of, 463–465
prescribed forms, 488–489
reports issued, 465–466
restricted compilation reports, 470,

485–486
specified elements, accounts or items

only, 491–494
subsequent discovery of facts, 487
subsequent events, 486–487
written understandings and, 469–470

Completed contract method of revenue
recognition, 10

Compliance attestation, 555–557
Compliance audits, 648
Compliance management, 343
Compliance with contracts, 569–571
Comprehensive basis of accounting other

than GAAP, 564–565
Comprehensive income, 4–5
Computer-based budgeting, 302–307
Computer processing, effects of on audits,

586–587
Confidentiality of client information, 603,

706
Confirmation process, 595–597
Consistency modification to audit reports,

454–455
Consistency of financial statements,

evaluation of, 670–671
Consolidations, 139–143, 153–154
Constraints, theory of, 327
Construction contracts, GAAP-IFRS

differences on, 212
Consulting services, 697–698
Consumer loyalty programs, GAAP-IFRS

differences on, 212–213
Contingent fees, 706
Contingent liabilities, GAAP-IFRS

differences on, 207
Contractual agreements, compliance with,

569–571
Contribution approach, 278–279
Contribution margin, 310–313
Contribution price, 322

Contributions, recording of, 18
Control activities, 428
Control environment, 427
Control risk:

assessment of, 431–432, 437–438
definition of, 632
derivatives, hedging activities, securities,

and, 610
Conversion:

of bond to stock, 61–62
of debt to equity, 63–65
involuntary, 48–49

Convertible debt, 63–64
Convertible securities, 24, 27
Corporate Balanced Scorecard, 295–297
Corporate solvency, evaluation of,

236–239
Correlation coefficient, 380
Corridor method, 176
Cost approach to valuation, 72
Cost-based price, 297–298
Cost basis in statement of financial

condition, 109
Cost center performance:

fixed overhead variances, 264–267
labor variances, 261
materials variances, 259–261
measurement of, 258
mix and yield variances, 267–276
standard costing, 259
variable overhead variances, 261–263

Cost centers, 256
Cost drivers, 334, 335
Costing:

activity-based, 331–334
backflush, 339–342
standard, cost center performance, 259
target, 327–331

Cost method for treasury stock, 81
Cost performance index, 420–421
Cost-plus pricing, 328–331
Costs:

actual versus budgeted, 417
advertising, 23
appraisal, 337
differential, 321
discretionary, 240–242
earned value analysis, 418–421
environmental, 342–345
failure, 337, 344
fixed, 279, 309, 325
incremental, 321
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initial direct, 161, 163
inventory, 404
opportunity, 397–398
prevention, 337, 344
quality, 337
relevant, 321
research and development, 20–23
standard, 258–259
sunk, 321
variable and fixed, 309
whole-life, 328

Cost-to-cost method of revenue recognition,
10

Cost variances, 420
Cost-volume formula, 276
Cost-volume-profit analysis. See CVP

analysis
Court system for taxes, 692–694
Creditor and troubled debt restructuring,

126
Credit risk, 609
Critical path, 413–414, 416
Cumulative preferred stock, 78
Currency. See Foreign currency
Current files, 629
Curtailment in pension plan, 181–182
CVP analysis:

contribution margin, 310–313
overview of, 309–310
sales mix analysis, 318–320
target income volume and margin of

safety, 313–317
Cycles and assessment of control risk,

437–438

Debt:
extinguishment of, 62–65
refinancing short-term to long-term,

68–69
Debtor and troubled debt restructuring,

125–126
Decision making:

under certainty, 387–388
chief operating decision maker, 128
nonroutine decisions, 320–327
under uncertainty, 388–393

Decision matrix, 390–391
Decision Support System (DSS), 387
Decision tree analysis, 392–393
Deconsolidations, 141–142
Deferred charges, evaluation of, 230–231
Deferred tax asset/liability, 186

Deficiencies in internal control:
definition of, 664
examples of, 646
overview of, 642–645

Defined benefit plan:
accounting for, 172
asset or liability gains or losses, 176
corridor method, 176
curtailment in, 181–182
definition of, 170
disclosures, 180–181
in financial statement, 177–180
GAAP-IFRS differences on, 207–208
pension expense, 172–176
settlement in, 181
trustee reporting for, 182–183

Defined contribution plan, 170, 171–172
Depreciation:

accelerated, 362–363
of fixed assets, 42–44
GAAP-IFRS differences on, 205–206
MACRS rule, 363–367

Derivative products, 198–200, 609–612
Designated accounting standard setter, 654
Detachable stock warrants, 87
Details of account balances, 446
Detection risk, 632
Development and research, costs of, 20–23
Development-stage entities, 123–124
Differential costs, 321
Diluted earnings per share, 24, 26–29
Direct-financing method of accounting for

leases, 161–164
Direct fixed costs, 279, 325
Direct reconciliation method, statement of

cash flows, 94, 95
Disclaimers of opinion in audit reports,

459–460, 541–542, 580
Disclosures. See Accounting disclosures
Discontinued operations:

evaluation of, 245–246
GAAP-IFRS differences on, 213
overview of, 6–8

Discount, bonds issued at, 58–60
Discounted cash flow methods, 352
Discretionary costs, 240–242
Disposal:

of equipment, 367
of long-lived assets, 46–48

Disposal activities, 70–71
Dividend payout, 249
Dividends, 84–86, 151
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Dividend yield, 249
Documentation. See also Audit

documentation
containing audited financial statements,

648–650
of fraud, 618–619
of review of financial statements, 481

Dollar-value LIFO method of inventory
valuation, 40

DSS (Decision Support System), 387
DuPont formula, 289–290

Earned value analysis, 418–421
Earnings per share (EPS):

antidilutive securities and, 29–30
calculation of, 23–26
definition of, 248
diluted, 26–29
GAAP-IFRS differences on, 214
reporting requirements for, 30–31

Earnings stability, 246–247
Ecoefficiency, 343
Economic hedges, 196, 198
Economic order quantity (EOQ), 405–408
Economic value added, 244, 293–295
Effective interest method, 57, 58–59
Engagement letters, 601, 634–635
Engagement performance, 701
Engagement quality review, 671–672
Engagements. See also Attest engagements;

Examination engagements; Review
engagements

multilocation, 674
supervision of, 674–675

Entity and environment, 426, 636–637,
677

Entity-level controls, 524, 663
Environmental costs, 342–345
EOQ (economic order quantity), 405–408
EPS. See Earnings per share
Equation approach to calculating breakeven

point, 311–312
Equity method of accounting:

consolidations, 141
GAAP-IFRS differences on, 203
overview of, 152–156

Equity section of statement of financial
position, GAAP-IFRS differences on,
209–210

Error correction, 120
Estimate at completion, 421
Estimated liabilities, 65–66

Estimates, accounting:
change in, 118–119
degree of certainty in, 243–244
overview of, 591–592

Ethical issues, 700
Evaluation. See also Analysis; Performance

of company, evaluation of; Program
Evaluation and Review Technique

of accounts receivable, 223–224
of assets, 222–223
of audit results, 681–682
of cash, 223
of cash flow from operations, 239–240
of consistency of financial statements,

670–671
of deferred charges, 230–231
of discontinued operations, 230–231
of fixed assets, 227–229
of goodwill, 230
of intangible assets, 229–230
of inventory, 224–226
of investment projects, 350, 352
of investments, 226–227
of liabilities, 232–234
of liquidity, 234–236
of securities, 226–227
of specific elements, 567–569

Examination engagements. See also Internal
control examination integrated with
financial audit

attest, 512–514
personal financial statements, 557–559
prospective financial statements, 503–507
sample reports, 535–546

Excel (Microsoft), 302, 358, 376–378
Excess present value index, 358–360
Exchange price, 71
Exit activities, 70–71
Expected postretirement benefit obligation,

184
Expected value, 388–389, 391–392
Expense considerations, 23
Experienced auditors, 626
Explanatory material, 625
Extinguishment of debt, 62–65
Extraordinary items, 5–6

Factoring of accounts receivable, 34–35
Factory overhead variances, 267
Failure costs, 337, 344
Fair market value, 41–42, 45, 125
Fair value measurements, 71–73, 623–625
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Fair value method:
assets and liabilities, 73–77, 156
stock option plans, 87

Federal securities statutes, filings under, 582
Financial Accounting Standards Board

(FASB):
Accounting Standards Codification,

113–114
hierarchy of GAAP and, 113
Norwalk Agreement, 200

Financial assets, 54
Financial budget, 301
Financial statement analysis. See also

Balance sheet analysis; Income
statement analysis; Review of financial
statements

bankruptcy prediction, 249–251
horizontal and vertical analysis, 221–222
industry comparison, 220–221
liquidation value, 251–252
purpose of, 219–220
trend analysis, 221

Financial statements. See also Balance
sheets; Financial statement analysis;
Income statements; Personal financial
statements; Prospective financial
statements; Review of financial
statements

adequacy of disclosure in, 581
association with, 580
comparative, 559–564
compilation of, 463–470
condensed, 583–584
evaluation of consistency of, 670–671
OCBOA, 466–467, 468, 482
for overseas use, 589–590
review of, 470–480

Financing activities, 93, 95–96
Financing arrangements, 13–15
Fire loss, 56–57
Fixed assets:

asset retirement obligations, 49
capitalized interest, 44–45
depreciation, 42–44
disclosures for, 49
evaluation of, 227–229
GAAP-IFRS differences on, 203–205, 214
impairment or disposal of long-lived,

46–48
involuntary conversion, 48–49
nonmonetary transactions, 45–46
recording, 41–42

Fixed asset turnover ratio, 228–229
Fixed costs, 279, 309, 325
Fixed overhead variances, 264–267
Flexible budget, 276–278
Flowcharts, 431, 432, 433–434
Forecaster (Microsoft), 305–306
Forecasting project parameters, 420–421
Foreign countries, reports for use in,

589–590
Foreign currency:

accounting recognition for, 191
derivative products, 198–200
forward exchange contracts, 197–198
functional currency determination,

191–192
hedging, 198
terminology, 189–190
transactions, 194–197
translations, 189, 191, 192–194

Foreign currency cash flows, 94
Foreign operations, 245
Forward exchange contracts, 197–198
Fractional share warrants, 88–89
Franchise fees, 15–18
Fraud:

actions appropriate for, 618
brainstorming and, 616
communications concerning, 618
consideration of, 615
documentation requirements, 618–619
risk factors, 522–523, 619–623
risk of management override of internal

controls, 617
risk of material misstatement caused by,

616–617, 679
Functional currency, 190, 191–192
Funds flow, measures of, 234
Futures contracts, 135–138

GAAP. See Generally accepted accounting
principles

GAAP-IFRS differences:
income statement and, 210–215
overview of, 200–202
statement of financial position and,

202–210
Gain:

contingent, 49
foreign currency transaction, 194–196

Gain contingencies, 66
“Gambler’s ruin” prediction formula,

251–252
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General contingencies, 66
Generally accepted accounting principles

(GAAP). See also GAAP-IFRS
differences

departure from, 456–458
hierarchy of, 113
quality control standards and, 579

Generally Accepted Auditing Standards,
revisions to, 629–630

Geometric mean, 371–372
Goal programming, 398, 400–402
Going-concern problems, 486, 592–594
Goodness of fit in regression, 380–381
Goodwill:

evaluation of, 230
GAAP-IFRS differences on, 206–207
overview of, 51–52

Goodwill method of accounting for
partnerships, 112

Graphical approach:
to calculating breakeven point,

312–313
to linear programming, 396–397

Gross profit analysis, 281–288
Growth rate, 248

Hedges, 136, 196–197
Hedging:

auditing hedging activities, 609–613
foreign currency transactions, 198,

199–200
Held-to-maturity securities, 77, 148
Hierarchy list of fair value, 71, 72–73
High inflationary environment, 192
Horizontal analysis, 221–222
Host Budget software, 307–308
Human resources, 700

If-converted method of diluted EPS, 27
IFRS (International Financial Reporting

Standards), 200. See also GAAP-IFRS
differences

Illegal acts by clients, 590–591
Impairment losses, 612
Impairment of long-lived assets, 46–48,

213–214
Imputed interest, 133–135
Income:

in interim reports, 105–106
residual, 244, 291–293
taxable, 245

Income approach to valuation, 72

Income statement analysis:
accounting policies, 242–243
cash flow from operations, 239–240
degree of certainty in estimates,

243–244
discontinued operations, 245–246
discretionary costs, 240–242
foreign operations, 245
growth rate, 248
market value measures, 248–249
operating leverage, 247–248
profitability measures, 248
residual income, 244
stability of earnings, 246–247
taxable income, 245

Income statements. See also Income
statement analysis

advertising costs, 23
capital leases, 159
comprehensive income, 4–5
contributions, 18
discontinued operations, 6–8
earnings per share, 23–29
extraordinary items, 5–6
foreign currency translation and, 193
format, 4
GAAP-IFRS differences, 210–215
multiple deliverables, 18–19
nonrecurring items, 6
operating method and, 161
research and development costs, 20–23
restructuring charges, 23
revenue recognition, 8–17
software revenue recognition, 19–20

Income tax accounting:
capital budgeting and, 361–363
deferred tax liability and deferred tax

asset, 186–187
GAAP-IFRS differences on, 208–209
indefinite reversal, 188–189
intraperiod tax allocation, 185
loss carrybacks and carryforwards,

185
target income volume and, 315
tax rates, 187–188
temporary and permanent differences,

184–185
Income tax cash flows, changes in, 170
Incorporation of business, 110
Incremental analysis, 321–322
Incremental costs, 321
Indefinite reversals, 188–189
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Independence:
of auditor, 594–595, 685–686, 703–705
with respect to entities, 494, 498

Indirect reconciliation method, statement of
cash flows, 95

Inducement offer, 63
Industry comparison, 220–221
Inflation rates, 192
Information technology (IT) and internal

control, 429–430
Inherent risk, 632
Initial direct costs, 161, 163
Inquiries applicable to review

engagements, 473–479
Installment method of revenue recognition,

12
Insurance, 54–57
Insurance contracts, 200
Intangible assets:

accounting for, 50
definition of, 49
disclosures for, 53
evaluation of, 229–230
GAAP-IFRS differences on, 206–207
goodwill, 51–52
impairment, GAAP-IFRS differences on,

214
new product costs, organization costs,

leaseholds, 52
trademarks, trade names, franchises,

licenses, copyrights, 53
useful life, 50–51

Integrated audits. See Internal control
examination integrated with financial
audit

Intercompany eliminations, 139–140
Interest, imputed, 133–135
Interim reports:

change in principle and, 106
frequency of, 103
income and losses in, 105–106
preparation of, 103–104
prior-period adjustments, 106–107
SSARS compared to SAS requirements,

647–648
taxes in, 105

Internal audit function, 594–595
Internal control. See also Internal control

examination integrated with financial
audit; Tests of control

adverse opinions on, 539–541
communications related to, 642–647

control risk, 431
cycle approach, 437–438
deficiencies and material weaknesses in,

642–647, 664
detection risk and, 437
disclaimers of opinion on, 541–542
flowcharts, 431, 432, 433–434
information technology and, 429–430
over financial reporting, sample reports,

535–546
overview of, 426–432
risk of management override of, 617
at service organizations, 546–555
statistical methods and, 438–442
unqualified opinions on, 536–537,

543–544
Internal control examination integrated with

financial audit:
adverse opinions, 532
approach to, 663
communications, 527–529, 666
concluding, 526
entity-level controls, 524
modification of reports, 669–670
overview of, 520–521, 662
period-end financial reporting process,

524
planning, 521–522
reports, 529–533, 666–669
representations from management, 665
risk of fraud, 522–523
roll-forward procedures, 525–526
scaling, 522, 662
scope limitations, 533
SSAE 15 provisions, 518–519
subsequent events, 533–534
substantive procedures, 535–536
terminology, 519–520
tests of controls, 525, 534–535, 663–664
top-down approach, 523–524
written representations, 527

Internal rate of return (IRR), 355–358
Internal Revenue Code, 691
International Financial Reporting Standards

(IFRS), 200. See also GAAP-IFRS
differences

Intraperiod tax allocation, 185
Inventory:

evaluation of, 224–226
GAAP-IFRS differences on, 202–203
just-in-time, 334–337, 339, 340
losses on, 6
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Inventory (Continued )
planning and controlling, 404–410
valuation of, 36–38

Inventory buildup, 224–225
Inventory models, types of, 404–410
Investing activities, 92–93, 95–96
Investment centers, 256, 288–292
Investment decisions under ROI and RI,

292–293
Investments:

evaluation of, 226–227
GAAP-IFRS differences on, 203
MACRS rule and, 363–367
mutually exclusive, 359–360
securities, 148–152

Involuntary conversion, 48–49
IRR (internal rate of return), 355–358
IT (information technology) and internal

control, 429–430

Just-in-time (JIT), 334–337, 339, 340

Labor variances, 261
Lawyers, inquiries of, concerning litigation,

claims, and assessments, 576–578
Leadership responsibilities, 702
Learning curve, 402–404
Leasehold improvements, 230
Leases:

GAAP-IFRS differences on, 209
lessee, 157–160
lessor, 160–166
leveraged, 168–170
overview of, 156–157
sales-leaseback arrangements, 167
subleases, 167–168

Legal risk, 609
Letters. See also Representation letters

of audit inquiry, 576–578
comfort, 598
engagement, 601, 634–635

Leverage, operating, 247–248
Leveraged leases, 168–170
Liabilities:

bonds payable, 57–62
callable obligations by creditor, 69
compensated absences, 67–68
contingent, GAAP-IFRS differences on,

207
deferred tax liability, 186–187
estimated, 65–66
evaluation of, 232–234

exit or disposal activities, 70–71
extinguishment of debt, 62–65
fair value option for, 73–77
long-term purchase obligations, 70
refinancing of debt, 68–69
special termination benefits, 68
types of, 57
unrecorded, 233–234

Life-cycle costing, 327–331
LINDO (Linear Interactive and Discrete

Optimization) software, 398, 399
Linear programming:

overview of, 394
problem formulation, 394–395
scarce resources and, 327
shadow prices, 397–398
software for, 398, 399
solution methods, 395–397

Liquidation:
of investments in foreign entities,

193–194
of partnerships, 112

Liquidation value, 251–252
Liquidity, evaluation of, 234–236
Long-lived assets, impairment or disposal

of, 46–48, 213–214
Loss:

contingent, 49
foreign currency transaction, 194–196
impairment, 612
in interim reports, 105–106
partnerships and, 112

Loss carrybacks and carryforwards, 186
Loss contingencies, 65–66
Lotus 1-2-3, 384
Lower of cost or market value method of

inventory valuation, 36–37

MACRS rule, 363–367
Make-or-buy decisions, 323–324
Management representations. See

Representation letters
Management’s assertion, unqualified

opinions on, 537–539
Management’s Discussion and Analysis, 557
Managing constraints, 327
Manufacturing cells, 336
Margin of safety, 315
Market approach to valuation, 72
Market price, 297
Market risk, 609
Market value measures, 248–249
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Market value of bond method of
conversion, 61–62

Material inconsistencies, 649–650
Materiality, 633, 675–676
Material misstatements of fact, 650, 653,

671. See also Risk of material
misstatement

Materials variances, 259–261
Material weaknesses:

continued existence of, 657–661
definition and indicators of, 642, 664
written communication of, 528–529

Mean, 369–372
Measures of central tendency, 369–372
Mergers and acquisitions, 143–148
Method of least squares, 374–376
Microsoft:

Excel, 302, 358, 376–378
Forecaster, 305–306

Minimum lease payment, 158–159
Minority interest in subsidiaries, 140
Mix and yield variances, 267–276
Modified accelerated cost recovery system

(MACRS) rule, 363–367
Money, time value of, 346–350
Monitoring, 428, 701–702
Most advantageous market, 72
Multilocation engagements, 674
Multiple deliverables, 18–19
Multiple-element arrangements, GAAP-IFRS

differences on, 211
Multiproduct firms, 282–283, 332–334
Mutually exclusive investments, 359–360

Negative confirmation requests, 596
Negotiated price, 298–299
Net present value, 354–355, 358
Net worth, statement of changes in, 109–110
Noncompensatory stock option plans,

86–87
Noncontrolling interests, 142–143
Nonmonetary transactions, 45–46
Nonrecurring items, 6
Nonrecurring situations, 320–321
Nonroutine decisions, 320–327
Nonsampling risk, 582
Norwalk Agreement, 200
Notes, imputing interest on, 133–135

OCBOA (other comprehensive basis of
accounting) financial statements,
466–467, 468, 482

Off-balance-sheet assets, 231–232
Off-balance-sheet liabilities, 233–234
Oil- and gas-producing companies, 138
Omitted procedures, consideration of, 586
Operating activities, 93–94, 95–96
Operating budget, 300–301
Operating leases, 157
Operating leverage, 247–248
Operating method of accounting for leases,

160–162
Operations research, 386
Opportunity costs, 397–398
Other comprehensive basis of accounting

(OCBOA) financial statements,
466–467, 468, 482

Outsource decisions, 323–324
Overhead costing, 332–334

Participating preferred stock, 78
Partner rotation, 686
Partnerships, 110–112
Par value method for treasury stock, 81–82
Patents, valuation of, 230
Payback period, 352–353
PCAOB. See Public Company Accounting

Oversight Board
Pension plans. See also Defined benefit plan

accounting for, 178
corridor method, 176
curtailment in, 181–182
defined contribution, 170, 171–172
disclosures, 180–181
in financial statements, 177–180
overview of, 170–171
postretirement benefits compared to, 183
settlements in, 181
termination in, 182
trustee reporting for, 182–183

Percentage of completion method of
revenue recognition, 10

Performance of company, evaluation of.
See also Cost center performance

Balanced Scorecard, 295–296
budget, 276–278, 299–307
economic value added, 293–295
investment centers, 288–292
investment decisions, 292–293
pricing goods and services transferred,

296–297
profit centers and segmented reporting,

278–280
profit variance analysis, 281–288
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Performance of company, evaluation of
(Continued )

responsibility accounting, 255–257
transfer pricing schemes, 297–299

Permanent differences in income tax
accounting, 185

Permanent files, 629
Personal financial statements:

information in, 107–108
in personal financial plans, 557–559
preparation of, 108–109
uses of, 107

PERT. See Program Evaluation and Review
Technique

Planning audits:
materiality and, 675–676
overview of, 634–635, 673–674

Pooling of interests method, 145
Postretirement benefits, 183–184
Potentially dilutive securities, 23, 26
Predecessor auditors, 602–603
Preferred stock, 78–79
Premium, bonds issued at, 58–60
Prescribed forms, 488–489, 571
Present value, 348–350, 351. See also Net

present value
Presumptively mandatory requirement, 511,

625
Prevention costs, 337, 344
Price-earnings ratio, 249
Price of bond, determining, 61
Pricing:

cost-plus, 328–331
goods and services transferred, 296–297
transfer pricing schemes, 297–299
variable pricing model, 322

Principal market, 72
Prior-period adjustments:

in comparative statements, 561–562
in interim reports, 106–107
making, 121–122
types of, 121

Probable loss contingencies, 65–66
Production and revenue recognition, 9–12
Product lines, adding and dropping,

325–326
Professional requirements, definitions of,

625
Profit:

partnerships and, 112
recurring nature of, 246–247

Profitability accounting, 255–257

Profitability index, 358–360
Profitability measures, 248
Profit centers, 256, 278–280
Profit variance analysis:

managerial planning and decision
making, 287–288

multiproduct firms, 282–283
overview of, 281, 283–287
single-product firms, 282
types of standards in, 281

Profit-volume chart, 313
Pro forma financial information,

compilation of, 494–498
Program Evaluation and Review Technique

(PERT):
calculating, 412–413
critical path, 413–414, 416
probability of timely completion, 414–416
scheduling projects, 411–412

Property, plant, and equipment:
evaluation of, 227–229
GAAP-IFRS differences on, 203–205, 214

Prospective financial statements:
agreed-upon procedures, 507–510
compilation of, 500–503
elements of, 510–511
examination of, 503–507
overview of, 499–500

Public Company Accounting Oversight
Board (PCAOB):

audit reports and, 451, 452
consulting services and, 698
overview of, 686–687
Statements on Auditing Standards, 573

Purchase method, 145, 146, 147–148
Purchase obligations, long-term, 70

Qualified opinion audit reports, 455–459
Quality control:

elements of, 700–702
GAAP and, 579
system of, 699–700
Taguchi method of, 338–339

Quality costs, 337
Quality loss function, 338
Quantitative methods for accounting:

decision making under certainty, 387–388
decision making under uncertainty,

388–393
goal programming and multiple goals,

398, 400–402
inventory planning and control, 404–410

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: OTA/XYZ P2: ABC
JWBT649-IND JWBT649-Dauber March 10, 2012 14:44 Printer Name: Yet to Come

Index 721

learning curve, 402–404
linear programming and shadow prices,

394–398, 399
overview of, 386–387
Program Evaluation and Review

Technique, 411–416
Quantitative models, 386
Quantity discounts, 406–408
Quantity variances, 258
Quasi-reorganization, 82–83
Questionnaires, 431, 435–436

Random number table, 443–444
Range of values in prospective financial

statements, 502, 506
Rate of return on investment (ROI):

breaking down, 289–290
calculating, 289
effect of on bottom line, 290–291
investment decisions under, 292–293

Realization of revenue, 9
Reasonably possible loss, 66
Receivables, 6, 202
Refinancing debt, 68–69
Regression analysis:

method of least squares, 374–376
overview of, 374
with spreadsheet programs, 376–378
statistics, 380–386

Regulations, compliance with, 569–571
Related-party transactions, 585–586
Relevant costs, 321
Reliability of audit evidence, 631
Remote contingency, 66
Reorder point, 408–410
Repairs, ordinary and extraordinary, 42
Reporting entity, change in, 119
Reports. See also Audit reports; Interim

reports; Segmental reporting; Special
reports

internal control examinations integrated
with financial audits, 529–533, 666–669

restricted-use, 470, 485–486, 607–608
on review of financial statements,

481–483
on selected financial data, 583, 584–585
for use in foreign countries, 589–590

Representation letters:
for attest engagements, 512
evaluation of continued existence of

material weakness, 658–659
for integrated audits, 665

overview of, 603–607
for review engagements, 479–480

Research and development costs, 20–23
Residual income (RI):

economic value added compared to,
291–292, 293

in income statement analysis, 244
investment decisions under, 292–293

Resources, scarce, making best use of,
326–327

Responsibility accounting, 255–257
Responsibility centers, 256–257
Restricted-use reports, 470, 485–486,

607–608
Restructuring charges, 23
Retail LIFO method of inventory valuation,

38–39
Retail method of inventory valuation,

37–38
Retained earnings appropriation, 80
Retained earnings statement, 117
Retention of audit documentation, 657
Revaluations of depreciable assets,

GAAP-IFRS differences on, 205–206
Revenue considerations, 18
Revenue procedures, 692
Revenue recognition:

cash basis, 12–15
at completion of production, 9
franchise fees, 15–18
GAAP-IFRS differences on, 210–213
methods of, 8
during production, 9–12
realization, 9
software, 19–20

Revenue rulings, 692
Review engagements:

attest, 514–516
comparative statements, 562–564
inquiries applicable to, 473–479
subsequent events and, 486–487

Review of financial statements:
cautions for, 483–484
change to compilation, 487–488
communications and, 490, 498–499
documentation of, 481
going-concern problem, 486
illustrative inquiries, 473–479
modified reports on, 484–485
overview of, 470–471
reports on, 481–483
representation letters, 479–480
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Review of financial statements (Continued )
restricted review reports, 485–486
steps in, 471–473
subsequent discovery of facts, 487
subsequent events, 486–487

RI. See Residual income
Risk. See also Control risk; Risk assessment

procedures; Risk of material
misstatement

assessed, audit procedures performed in
response to, 637–640

audit, 632–634, 672
detection, 632
of fraud, 79, 522–523, 616–617,

619–623
inherent, 632
sampling and nonsampling, 582
types of, 609

Risk assessment procedures, 425–426,
427–428, 637–640

Risk of material misstatement:
caused by fraud, 616–617
definition of, 632
entity, environment, and, 636–637
identification and assessment of,

677–680
overview of, 674
responses to, 637–638, 680–681

ROI. See Rate of return on investment

Safety stock, 410
Sales:

of goods, GAAP-IFRS differences on,
210–211

of investments in foreign entities,
193–194

of securities, 150
transfers of receivables as, 35–36

Sales-leaseback arrangements, 167
Sales mix analysis, 288, 318–320
Sales returns, 225
Sales-type method of accounting for leases,

164–166
Sampling risk, 582
SAP BusinessObjects Budgeting software,

307
Sarbanes-Oxley Act of 2002, 685–687
SASs (Statements on Auditing Standards),

573
Scaling audits, 522, 662
Schedule performance index, 420
Schedule variances, 420

Scope limitations:
in audits, 455–456
in examinations, 507
in internal control examination integrated

with financial audit, 533
SEC (U.S. Securities and Exchange

Commission), 201
Securities. See also Stock

auditing investments in, 609–614
available-for-sale, 77, 149
control risk and, 610
convertible, 24, 27
evaluation of, 226–227
held-to-maturity, 77, 148
investments in, 148–152
potentially dilutive, 23, 26
valuation of, 611–612

Segmental reporting:
consolidation and, 131
criteria for, 128–129
disclosures, 130–132
overview of, 127–128
reportable segments, 129
requirements of ASC 280-10-05-2, 128
significant segments, 129
10 percent criterion, 130

Segmented reporting, 278–280
Selected financial data, reports on, 583,

584–585
Service organizations:

attest engagements, 546–547
modified opinions, 552–555
overview of, 546, 597–598
type 1 and type 2 reports, 548–552
written representations, 547–548

Settlement in pension plan, 181
Shadow prices, 397–398
Share-based payment, GAAP-IFRS

differences on, 213
Short-term, nonroutine decisions, 320–327
Short-term debt, refinancing, 68–69
Significant findings or issues, 656–657
Simplex method of linear programming,

396
Single-product firms, 282, 332
Software:

for budgeting, 305–307
for linear programming problem solving,

398, 399
Software revenue recognition, 19–20
Solvency, appraisal of, 236–239
Specialists, using work of, 599–600
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Special orders, 322–323
Special-purpose financial presentations,

564, 570–571
Special reports:

compliance with contracts or regulations,
569–571

elements of, 565–567
overview of, 564
prescribed forms, 571
specific elements, 567–569

Special termination benefits, 68
Specific elements, evaluation of, 567–569
Spreadsheet programs. See Excel
Standard costs, 258–259
Standard deviation, 372–373, 389
Standard error of coefficient, 383–384
Standard error of estimate, 382–383
Statement of cash flows:

cash equivalents, 91–92
fair value option and, 75
financing activities, 93
information needed for, 96–103
investing activities, 92–93
operating activities, 93–94
purpose of, 91
reconciliation of cash flows in, 94–96
structure of, 92
uses of, 96

Statement of changes in net worth,
109–110

Statement of financial condition, 108–109
Statement of financial position:

equity section of, GAAP-IFRS differences
on, 209–210

GAAP-IFRS differences, 202–210
Statements on Auditing Standards (SASs),

573
Statements on Standards for Accounting

Review Services, 647–648
Static budget, 276–278
Statistical methods:

mean, 369–372
sampling, 582
standard deviation, 372–373
for tests of control, 438–442

Stock:
common stock equivalents, 25, 30, 31
conversion of bond into, 61–62
preferred, 78–79
safety, 410
treasury, 80–82

Stock dividend, 151

Stockholders’ equity:
on balance sheet, 77–78
disclosures for, 89–90
dividends, 84–86
preferred stock, 78–79
quasi-reorganization, 82–83
retained earnings appropriation, 80
treasury stock, 80–82

Stock options, 86–87
Stock retirement, 79–80
Stock split, 86, 151
Stock warrants, 87–89
Straight-line method of depreciation,

364–367
Subject matter and attest engagements, 512
Subleases, 167–168
Subsequent discovery of facts:

compilation or review of financial
statements, 487

SAS 1, 574
Subsequent events:

compilation or review engagements and,
486–487

GAAP-IFRS differences on, 215
in internal control examination integrated

with financial audit, 533–534
SAS 1, 573–574

Subsidiaries, 139–141, 142–143
Substantive procedures:

for derivative instruments and other
investments, 610–614

in internal control examination integrated
with financial audit, 535–536

limiting audit procedures to, 638
purpose and types of, 442
uses of, 445–450

Substantive testing and sampling risk, 582
Successor auditors, 602–603
Sunk costs, 321
Supervision:

of assistants, 635–636
of audit engagements, 674–675

Supplementary information:
definition of, 650
explanatory paragraph, 653–654
procedures for, 651–652
reporting requirements for, 652–653
required, 654–655

Taguchi method of quality control, 338–339
Tangible property, 16
Target costing, 327–331
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Target income volume, 313–317
Taxable income, 245
Tax Court, 692–694
Taxes. See also Income tax accounting

in interim reports, 105
intraperiod tax allocation, 185
rates for, 187–188
shields for, 361–362

Tax law, 691–694
Technical advice memoranda, 692
Technical information releases, 692
Temporary differences in income tax

accounting, 184–185
Termination:

of leases, 163
of pension plans, 182

Termination benefits, 68, 182
Testing transactions, 445
Tests of control:

in examination with audit, 525, 534–535
in integrated audits, 663–664
overview of, 432, 434, 436–437
sampling risk and, 582
statistical methods and, 438–442

Theory of constraints, 327
Time-adjusted rate of return, 355–358
Time value of money, 346–350
Timing of audit procedures, 638–639
Top-down approach to examination of

internal control, 523–524
Total Quality Management (TQM), 336, 337
Trading securities, 148–149
Transactions:

bill-and-hold, 211
foreign currency, 194–197
hedging foreign currency, 198, 199–200
nonmonetary, 45–46
related-party, 585–586
testing, 445

Transfer prices, 297–299
Transfers:

of financial assets, 54
of receivables, 35

Translation adjustments, 193
Treasury Decisions, 692
Treasury Department regulations, 691–692
Treasury stock, 80–82
Treasury stock method of diluted EPS,

27–28
Trend analysis, 221, 378–380
Trial-and-error method for computing IRR,

356–358

Troubled debt restructuring, 124–127
Trustee reporting for defined benefit plans,

182–183
Trusts for payment of interest and principal,

65
T -statistic, 383–384
Turnover rate of inventory, 224–225

Uncertainties in audit reports, 458
Unconditional purchase obligations, 70
Unconditional requirement, 511, 625
Understandings with clients, 469–470,

601–602, 634–635
Underwriters, letters for, 598
Undetachable stock warrants, 88
Unqualified opinions:

in audit reports, 453–455
based on report of another auditor,

543–544
in combined report on internal control

and financial statements, 544–546
on internal control, 536–537
on management’s assertion, 537–539

Unrecorded assets, 231–232
Unrecorded liabilities, 233–234
Updating representation letters, 480
Up Your Cash Flow software, 302
U.S. Claims Court, 693
U.S. district courts, 693–694
U.S. Securities and Exchange Commission,

201
U.S. Supreme Court, 694

Valuation:
approaches to, 72
of assets, 33–34
of derivatives, hedging activities, and

securities, 611–612
of inventory, 36–39, 40
of patents, 230
of securities, 611–612

Value creation and economic value added,
295

Variable costs, 309
Variable overhead variances, 261–263
Variable pricing model, 322
Variance

analysis of, 258
cost, 420
fixed overhead, 264–267
labor, 261
materials, 259–261
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mix and yield, 267–276
quantity, 258
schedule, 420
variable overhead, 216–263

Vendors, considerations from and
reimbursement of, 18

Vertical analysis, 221–222

Warrants:
research and development arrangements

and, 23
stock, 87–89

Weighted-average common stock shares
outstanding, 24

Weighted mean, 370–371
Whole-life costs, 328
Withdrawals from partnerships, 112
Working capital, 234
Working papers. See Audit documentation

Yield variances, 267–276

Zero-defect approach, 337
Z-score, 249–250
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