
Index
• Symbols •
± sign, 132

• A •
abandoning product lines, 102
ABC (activity-based costing), 253
absorption accounting, 259
accelerated depreciation, 160, 168, 325
accelerated method, 363
accountability, 292
accountants, 16, 62
accounting. See also specifi c topics

about, 13–14
absorption, 259
accrual-basis, 94, 360
alternatives. See alternatives to 

accounting
broad sweep of, 17–18
careers, 29–32
changing methods, 102
compared with bookkeeping, 18–19, 58
defi ned, 359
panoramic view of, 59–60
roles of, 14–17
system management, 64–73
tips for managers, 339–348

accounting costs, 245
accounting equation, 25–27, 39, 74, 107, 

223, 359, 363
accounting fraud

about, 56, 105–106, 279
in auditor’s reports, 294
defi ned, 359
discovering, 297–298
restatement of, 357
reviewing controls, 346
using, 76–78

accounting information, gathering, 
16, 344–345

accounting manual, 64
accounting policies, 343
accounting software, 78–80
accounting standards, 50–56, 269–270
accounts, 66, 67, 124, 310
accounts payable

about, 178
on balance sheet, 123
defi ned, 360
examples of, 98–99
gathering information on, 326

accounts receivable
about, 120–121, 158–159
asset, 94–95
changes in, 137–138
defi ned, 360
gathering information on, 323–324

accrual-basis accounting, 94, 360
accrued expenses. See accrued expenses 

payable
accrued expenses payable

about, 161–162
on balance sheet, 123, 125
defi ned, 360
examples of, 98–99
gathering information on, 326–327

accrued liabilities. See accrued expenses 
payable

accumulated depreciation
about, 122
defi ned, 67, 360
fi xed assets less, 325–326

accumulated other comprehensive income, 
288, 371

acid-test (quick) ratio, 114, 313–314, 370
active investors, 5
active reader, being an, 144–145
activity-based costing (ABC), 253
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actual cost, 243, 245, 249
actual costs/actual output method, 258
adjusted trial balance, 63
adjusting entries, 71, 360
adverse opinion, 294
after the fact, 222
AICPA (American Institute of Certifi ed 

Public Accountants), 30
allocating indirect costs, 253, 254
allowances, 67, 332
alternatives to accounting

about, 151–152
calculating cost of goods sold expense, 

163–167
calculating inventory cost, 163–167
Differences column, 157–162
expenses, 169–171
fi nancial statements, 153–157
recording depreciation expense, 167–169
revenues, 169–171

American Institute of Professional 
Bookkeepers (website), 68

amortization expense, 124–125, 334, 360
applying for loans, 347
archival purposes, 286
arm’s-length bargaining, 77
asset impairment write-downs, 169–170
asset turnover ratio, 119, 361
assets

about, 120
accounts receivable, 94–95
current, 112, 113–114, 328, 363
fi nancial, 116
fi xed, 41, 97, 122–123, 142, 160–161, 168, 

325–326, 365
impaired, 282
intangible, 124–125
inventory, 95–96
investing in, 84
liquid, 313
prepaid expense, 96–97
quick, 313
shown on balance sheet, 25
turning over, 119
‘unrecorded,’ 129
valuing, 244

assumptions, 56

audit judgment failure, 298
audit report

about, 293
auditors, 296–297
components of, 294–296
defi ned, 361
fraud, 297–298
massaging the numbers, 296–297
trustworthiness of fi nancial reports, 

293–294
audit trails, 72
auditors, 296–297
average margin as a percent of sales 

revenue, 220
avoiding

budgeting, 230
information overload, 321

• B •
bad debt, 159, 282, 323, 360, 361
balance of accounts, 75–76, 111
balance sheet

about, 25–27, 33, 90, 107, 132
budgeted, 224
classifi ed, 112
compared with income statement, 107
coupling with income statement, 118–126
defi ned, 361
external, 111–112
information components, 38–42
internal, 111–112
preliminary read, 109–111
preparing, 265
presenting, 108–112
showing assets on, 25
valuing assets, 244

balance sheet accounts, 67
Banham, Russ (author)

Freed from the Budget, 229
before the fact, 222
Berkshire Hathaway, Inc., 273, 312, 347
Big Ideas for Small Businesses 

(Weltman), 227
big-bath strategy, 104
board of directors, 183
book entry, 181, 362
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375375 Index

book value, 129, 168, 310–311, 360, 361
book value per share, 310–311
bookkeeping

about, 57–58
compared with accounting, 18–19, 58
cycle of, 60–64
double-entry, 27, 74–76, 359, 364
panoramic view of, 59–60
system management, 64–73

books, 64
bottom line. See also net income

about, 27, 38, 44
defi ned, 368
on income statements, 86

brand, 31
break even, 247, 340, 361
budgeted balance sheet, 224
budgeted cash fl ow from operating 

activities, 236
budgeted costs, 245, 249
budgeted income statement 

(profi t report), 224
budgeted statement of cash fl ows, 224
budgeting

about, 221, 343–344
in action, 232–237
avoiding, 229–230
benefi ts of, 226–228
capital expenditures, 238
cash needs, 238
compared with government 

budgeting, 239
costs of, 228–229
reasons for, 222–226
relying on internal accounting reports, 

230–232
Buffett, Warren (businessman), 

273, 312, 347
burden rate, 256–257
business budgeting

about, 221, 343–344
in action, 232–237
avoiding, 229–230
benefi ts of, 226–228
capital expenditures, 238
cash needs, 238
compared with government 

budgeting, 239

costs of, 228–229
reasons for, 222–226
relying on internal accounting 

reports, 230–232
business cooperatives, 191
business entities, 179–180
business plans, writing, 227
businesses. See also specifi c types

fi nancing, 126–128
incorporating, 180–186

• C •
C corporations, 192–194
calculating

cost of goods sold expense, 163–167
gross margin, 36, 244
inventory cost, 163–167
net income, 36
product cost, 254–255
profi t performance, 58

capacity, 249
capital

cost of, 238, 245
debt sources of, 22, 91
equity sources of, 22
security, 176–179
sources of, 22, 91, 126–128

capital accounts, 310
capital budgeting analysis. See capital 

expenditures
capital expenditures, 116, 142, 361, 367
capital expenditures budget, 238
capital intensive, 110, 176
capital invested, 177, 329
capital stock, 288, 362
capital structure, 307
capital utilization test, 315
capitalized, 325
careers in accounting, 29–32
cash

distribution from profi t, 50
gathering information on, 322–323
quantity of, 47–48
sources of, 126–128
window dressing, 277–278, 294, 322, 

368, 372
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cash account, 124
cash basis, 133
cash collections, 20
cash dividends, 126
cash fl ow

budgeting for coming year, 236–237
compared with profi t, 341–342, 355–356
defi ned, 362
depreciation and, 98
divergence between net income and, 

136–141
from fi nancing activities, 333, 334
gathering information on, 333–336
from investing activities, 333, 334
“lagging behind” effect of, 138
negative, 143
operating, 335–336
from operating activities, 44, 133, 

146–147, 224, 236, 333, 334, 355, 
362, 366

positive, 143
from profi t, 45–46, 335–336
window dressing, 277–278, 294, 322, 

368, 372
Cash Flow For Dummies (Tracy and Tracy), 

42, 71, 112, 247
cash income, 309
cash needs, 238
cash out days, 322
cash payments/disbursements, 20
categorizing fi nancial information, 65–66
Caterpillar (website), 283
certifi ed management accountant 

(CMA), 68
certifi ed public accountant (CPA), 16, 

29–30, 68, 345, 362
CFO (chief fi nancial offi cer), 32
CFO magazine, 229
CGMA (Chartered Global Management 

Accountant), 30–31, 68
channel stuffi ng, 158
chart of accounts, 65–66, 73
Chartered Global Management Accountant 

(CGMA), 30–31, 68
chief fi nancial offi cer (CFO), 32

Class A stock shares, 182–183
Class B stock shares, 182–183
classifi ed balance sheets, 112
classifying costs, 253–254
clean opinion, 294, 295
closing the books, 64
cloud, 78–80
CMA (certifi ed management 

accountant), 68
collections, cash, 20
college degree, 68
common stock, 182, 308, 362
communication, between management, 227
company contact information, 275
compensatory effects, 280
completed contract method, 281
complex capital structure, 307
comprehensive income, 149, 362
condensed fi nancial statements, 

287, 301, 351
continuing education, 69
continuities, 104
contra accounts, 67
control, reasons for budgeting, 225–226
control benchmarks, 120
controller, 31–32, 68, 363
controls, reviewing, 19, 63, 69–71, 346
conventions, explained, 2–4
cooking the books

about, 56, 105–106, 279
in auditor’s reports, 294
defi ned, 359, 363
discovering, 297–298
restatement of, 357
reviewing controls, 346
using, 76–78

cooperatives, 191
corporate fi nance, 328
corporations

C, 192, 193–194
profi t in, 187
S, 192, 194–195

correcting
errors, 103
profi t misconceptions, 104–105
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377377 Index

cost accounting
about, 200, 213, 241–242
accounting compared with economic 

costs, 245
actual, budgeted, and standard costs, 249
actual costs/actual output method, 258
allocating indirect costs, 253, 254
costs. See costs
destination of costs, 242–243
direct compared with indirect costs, 

246–247
economic compared with accounting 

costs, 245
excessive production, 258–262
fi xed compared with variable costs, 

247–248
importance of costs, 243–244
indirect compared with direct costs, 

246–247
irrelevant compared with relevant costs, 

244, 248–249
product cost compared with period 

costs, 250
product cost of manufacturers, 250–257
relevant compared with irrelevant costs, 

244, 248–249
variable compared with fi xed costs, 

247–248
cost behavior basis, 203, 204–205
cost centers, 201, 238
cost of capital, 238, 245
cost of goods sold

about, 36, 87, 89, 121, 159–160, 340
calculating, 163–167
defi ned, 3
as primary expense of product 

companies, 95–96
in profi t template, 213

costing, 21
cost-plus, 243
costs

accounting, 245
actual, 243, 245, 249
budgeted, 245, 249
of budgeting, 228–229
classifying, 253–254
destination of, 242–243

direct, 246–247
economic, 245
fi xed, 247–248, 333, 340, 365, 372
fi xed manufacturing, 255–257, 259–260
full, 211, 242, 259
future, 248
imputed, 245
indirect, 242, 246–247, 253, 254
inventory, 163–167
markup on, 243
operating, 87–88, 96–97
opportunity, 245
product, 242, 250–257, 369
replacement, 245, 325
standard, 245, 249
sunk, 248–249
variable manufacturing, 255–257

cover letter, 274
CPA (certifi ed public accountant), 

16, 29–30, 68, 345, 362
credit, sales on, 94–95
credit card slip, 61
creditors, 25
credits and debits, 75, 363, 364
current assets, 112, 113–114, 328, 363
current liabilities, 112, 113–114, 328, 363
current ratio, 114, 313, 363
current replacement values, 129
customers, 22

• D •
de facto partnership, 196
debits and credits, 75, 363, 364
debt

about, 125
advantages of, 127
on balance sheet, 126
defi ned, 176
disadvantages of, 127
leveraging equity capital with, 178–179
problems with, 317

debt sources of capital, 22, 91
decision-making analysis

making reports useful for, 231
using profi t analysis template 

for, 215–216
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deferred maintenance, 282
defi cit, 178
depreciation

about, 63, 97, 122–123, 160–161
accelerated, 160, 168, 325
accumulated, 67, 122, 325–326, 360
cash fl ow and, 98
changes in, 139–140
defi ned, 363
as manufacturing cost, 254
recording, 167–169
straight-line, 160, 168, 363

depreciation add-back shortcut, 145–146
Differences column, 157–162
diluted earnings per share, 307, 316, 364
dilution effect, 185
dilution of share value, 185
direct costs, 246–247
direct labor, 251
direct materials, 251
direct method, 133–134
disbursements, cash, 20
disclosures

about, 53
in fi nancial reports, 273–276
reviewing, 267
suffi ciency of, 270–276

discontinuity, 102, 104
discounts, 332
discovering fraud, 297–298
discretionary expenses, 170, 333
discussing fi nancial statements, 347–348
disposable value, 244
dividend yield, 309, 364
dividends

about, 50
fi xed, 182

double-entry bookkeeping
about, 27
defi ned, 359, 364
using, 74–76

downsizing, 102
due diligence, 267

• E •
earnings

about, 27, 38, 44, 103, 126
after reaching break-even point, 340
calculating, 36
cash distribution of, 50
cash fl ow from, 45–46, 335–336
compared with cash fl ow, 341–342, 

355–356
from continuing operations before 

unusual gains and losses, 103
in corporations, 187
correcting misconceptions, 104–105
defi ned, 368, 370
divergence between cash fl ow and, 

136–141
ethics of, 49
fi nancial effects of making, 100–101
fi nding, 90–94
gathering information on, 329–333
improving, 233–236
on income statements, 86
increasing, 211–212
performance of, 47
puffi ng by excessive production, 258–262
reporting. See reporting profi t
as source of owners’ equity, 91

earnings before interest, tax, depreciation, 
and amortization (EBITDA), 146

earnings before interest and income tax 
(EBIT), 85, 128, 208, 232, 364

earnings from operation. See net income
earnings management. See massaging the 

numbers; profi t smoothing
earnings per share (EPS), 187, 306–308, 

353–354, 364, 370
earnings statement. See income statement
earthquake mentality, 354
EBIT (earnings before interest and income 

tax), 85, 128, 208, 232, 364
EBITDA (earnings before interest, tax, 

depreciation, and amortization), 146
economic costs, 245
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379379 Index

economic costs, compared with 
accounting, 245

economic value added (EVA), 245
embezzlement, 333
employee retirement benefi ts, 316, 350
employee-defi ned benefi ts pension 

plans, 170
employees, 22
end-of-period procedures, 62–63, 71–72
enforcing internal controls, 69–71
entities, business, 179–180
EPS (earnings per share), 187, 306–308, 

353–354, 364, 370
equity, 176
equity capital, leveraging with debt, 

178–179
equity sources of capital, 22
errors, correcting, 103
estimates, 56
ETF (exchange-traded fund), 299
ethics of profi t, 49
EVA (economic value added), 245
evaluating performance, 227, 352–353
events, unusual, 72–73
exactitude misconception, 104
excessive production, 258–262
exchange-traded fund (ETF), 299
exercise price, 170
expectations gap, 297
expenses

about, 161–162
amortization, 124–125, 334, 360
cash fl ow characteristics of, 334
discretionary, 170, 333
fi xed, 205, 206, 207, 224, 234
fi xed operating, 214–215, 217
interest, 125
management discretion in timing of, 282
operating, 123, 203–205, 207
predicting, 169–171
prepaid, 123, 138–139, 325
rent, 97
revenue-driven, 205, 214
sales, 332–333
selling, general, and administrative, 36, 

87–88, 89, 118–119

unpaid, 98–99
variable, 206–207, 224
variable operating, 214
volume-driven, 214

external balance sheet, 111–112
external fi nancial statements, 36, 292, 

320–321
external income statement, 36
external source of money, 143
extraordinary gains and losses, 

354–355, 364

• F •
faking fi nancials, 156
FASB (Financial Accounting Standards 

Board), 53, 54, 197, 270, 364, 371
favorable variances, 228
FIFO (fi rst-in, fi rst-out) method, 159, 

163–164, 324, 365
fi nancial accounting, 59
Financial Accounting Standards Board 

(FASB), 53, 54, 197, 270, 364, 371
fi nancial assets, 116
fi nancial condition

about, 107
balance sheet, 108–112, 118–126
coupling income statement and balance 

sheet, 118–126
debt, 128
gathering information on, 321–329
liquidity, 112–114
preparing multiyear statements, 115
solvency, 112–114
sources of cash and capital, 126–128
transactions, 115–118
values, 128–130

fi nancial distress, signs of, 356–357
fi nancial effects

of making profi t, 100–101
posting, 62
of transactions and operations, 61

fi nancial information, categorizing, 65–66
fi nancial leverage, 128, 365
fi nancial leverage gain, 314–315
fi nancial management, 328
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fi nancial reporting
function of, 18–19
standards, 50–56, 269–270
trustworthiness of, 48–49, 293–294

fi nancial reports/statements
about, 24–25, 33, 265–266, 291–292, 

319–320
accounting and fi nancial reporting 

standards, 50–56, 269–270
accounting equation, 25–27, 39, 74, 107, 

223, 363
alternatives to, 153–156
auditor’s report, 293–298, 361
balance sheet. See balance sheet
basic content, 34–45
cash fl ow information, 333–336
condensed, 287, 301, 351
defi ned, 14, 365
disclosures, 270–276
discussing, 347–348
external, 36, 292, 320–321
faking, 156
footnotes, 271–273, 316–317, 366
gathering fi nancial condition information, 

321–329
gathering profi t information, 329–333
income statement. See income statement
information overload, 285–287, 321
for Internet, 283
investment tips, 298–300
key information in, 46–50
limits of, 358
preparing, 347
proxy statement, 287, 301–302, 370
public compared with private, 283–285, 

300–301
purposes of, 268–269
with ratios, 302–316
reading, 349–358
rigidity of, 35
role of top management, 266–268
rules, 292
spinning the numbers, 276–282
spotting signifi cant differences, 156–157
statement of cash fl ows. See statement of 

cash fl ows
statement of changes in owners’ equity, 

45, 148–149, 266, 288–290, 362, 371

fi nancials. See fi nancial reports/statements
fi nancing, 126–128, 143
fi nancing activities

about, 22, 43, 143–144
cash fl ow from, 333, 334
cash fl ows of, 224
defi ned, 365
as transactions of businesses, 116

fi nancing businesses, 126–128
fi rst-in, fi rst-out (FIFO) method, 159, 

163–164, 324, 365
fi scal year, 115
fi xed assets

about, 41, 97, 122–123, 142, 160–161, 168
defi ned, 365
less accumulated depreciation, 325–326

fi xed costs
about, 340
changes in, 333
compared with variable costs, 247–248
defi ned, 365, 372
manufacturing, 255–257, 259–260

fi xed dividend, 182
fi xed expenses, 205–207, 214–215, 217, 

224, 234
fi xed manufacturing costs, 255–257, 

259–260
fi xed operating expenses, 214–215, 217
fi xed overhead, 251
footnotes, 271–273, 316–317, 366
‘for the most recent period,’ 42
forecasting, 227
Forensic Accounting For Dummies 

(Kass-Shraibman and 
Sampath), 279

frame of mind, 350
fraud

about, 56, 105–106, 279
in auditor’s reports, 294
defi ned, 359
discovering, 297–298
restatement of, 357
reviewing controls, 346
using, 76–78

free cash fl ow, 44, 133, 146–147, 224, 236, 
333, 334, 355, 362, 366

Freed from the Budget (Banham), 229
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381381 Index

front-loading methods, 168
full cost, 211, 242, 259
future costs, 248

• G •
GAAP (generally accepted accounting 

principles), 51, 197, 242, 292, 364, 366
gains, unusual, 101–104, 354–355
gathering accounting information, 344–345
general ledger, 66
general partners, 188
general purpose, 59
generally accepted accounting principles 

(GAAP), 51, 197, 242, 292, 364, 366
going concern, 56, 296
good faith, 55
goodwill, 366
government agencies, investigation by, 316
government budgeting, compared with 

business budgeting, 239
government entities, 22, 52
graphics, 274
gross earnings, 20
gross margin (profi t). See also profi t

about, 203, 208, 209
calculating, 36
defi ned, 3, 366
on income statement, 87
measuring, 244

gross margin ratio, 302–305, 352
gross wages, 20
guidelines, 55–56

• H •
harmonization, 54
highlights table, 274
hiring personnel, 68–69
historical summaries, 274
How To Read A Financial Report 

(Tracy), 14, 352

• I •
IASB (International Accounting Standards 

Board), 54, 367
icons, explained, 9

idle capacity, 257
IFRS (international fi nancing reporting 

standards), 197
illegal payments, 333
illegal practices, 76–78
impaired asset, 282
improving profi t, 233–236
imputed cost, 245
incentives, special, 333
income, 38
income smoothing, 55–56, 366, 372. See 

also massaging the numbers; profi t 
smoothing

income statement
about, 27, 33, 132, 329
asking questions about, 88–89
bottom line on, 86
budgeted, 224
compared with balance sheet, 107
coupling with balance sheet, 118–126
defi ned, 367
external, 36
information components, 36–38
preparing, 265
for product business, 84–85

income statement accounts, 67
income tax

expense, 125–126, 170
legal structure for, 192–197

income tax payable
about, 125–126, 161–162
examples of, 98–99
gathering information on, 327–328

incorporating businesses, 180–186
increasing

inventory, 257
production output, 260–261
profi t, 211–212

independent auditor’s report, 275
independent contractors, 22
indirect costs, 242, 246–247, 253, 254
indirect method, 134–136
information overload, 285–287, 321
Initial Public Offering (IPO), 284
insiders, 15
Institute of Certifi ed Public Accountants 

(AICPA), 30
insurance summary report, 326
intangible assets, 124–125
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integrity, 69
interest expense, 125
interest-bearing debt, 328
internal accounting controls. See internal 

controls
internal accounting reports, 230–232
internal balance sheet, 111–112
internal controls

about, 63
defi ned, 19, 367
enforcing, 69–71
reviewing, 346

internal profi t reporting
about, 202
profi t (P&L) reports, 202–203, 224

internal source of money, 143
internalization of accounting standards, 

53–54
International Accounting Standards Board 

(IASB), 54, 367
international fi nancing reporting standards 

(IFRS), 197
Internet, fi nancial reporting on, 283
inventory

about, 20–21, 40, 96, 121, 159–160
changes in, 138
gathering information on, 324
increasing, 257

inventory asset, 95–96
inventory cost, calculating, 163–167
inventory reports, 324
inventory shrinkage, 213
invested capital, 177, 329
investing activities

about, 142–143
cash fl ow from, 333, 334
cash fl ows of, 224
defi ned, 367
as transactions of businesses, 116

Investing For Dummies (Tyson), 16, 299
investing in assets, 84
investing tips, 298–299
investing transactions, 22, 43
investment centers, 201
investors, 5

involuntary bankruptcy, 112
IPO (Initial Public Offering), 284
irrelevant costs, 244, 248–249

• J •
journal, 61
Journal of Accountancy, 32
juggling the books, 55–56, 77, 279, 281, 

294, 296–297, 368. See also income 
smoothing

• K •
Kass-Shraibman, Frimette (author)

Forensic Accounting For Dummies, 279

• L •
“lagging behind” effect of cash fl ow, 138
last-in, fi rst-out (LIFO) method, 159, 163, 

164–167, 324, 365, 367
lawsuits

pending, 316
settling, 102

LCM (lower of cost or market) rule, 
159–160, 367

legal structure
about, 175
business cooperatives, 191
C corporations, 192–194
for income tax, 192–197
incorporating businesses, 180–186
limited liability companies, 187–190, 192, 

196–197
partnerships, 187–190, 192, 196–197
profi t in corporations, 187
public compared with private 

ownership, 197
roots of business entities, 179–180
S corporations, 192, 194–195
securing capital, 176–179
sole proprietorships, 190–191

leverage effect, caused by fi xed operating 
expenses, 217
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383383 Index

leveraging equity capital with debt, 
178–179

levers of profi t, 199
liabilities

about, 25, 41, 120
current, 112, 113–114, 328, 363
operating, 140–141, 369
spontaneous, 127
unlimited, 188, 191

LIFO (last-in, fi rst-out) method, 159, 163, 
164–167, 324, 365, 367

limited liability, 181
limited liability companies (LLCs), 187–190, 

192, 196–197
limited partners, 188
liquid assets, 313
liquid shares, 184
liquidated, 98
liquidation gain, 324
liquidity, 112–114
list sales price, 332
litigation, 316
LLCs (limited liability companies), 187–190, 

192, 196–197
loans, applying for, 347
long-term notes payable, 113
long-term operating assets. See property, 

plant, and equipment
loopholes, 276
losses, unusual, 101–104, 354–355
lower of cost or market (LCM) rule, 

159–160, 367

• M •
major accounting policies and 

methods, 271
management

communication between, 227
discretion in timing of revenue and 

expenses, 282
report on internal control over fi nancial 

reporting, 274
responsibility statement, 275
role of, 266–268

management accounting. See managerial 
accounting

management control, 225, 230–231
Management Discussion and Analysis 

(MD&A), 274, 305
management stock options, 170
managerial accounting

about, 59, 200
critical profi t questions, 209–212
decision-making analysis, 215–216
defi ned, 368
example of, 219–220
fi xed operating expenses, 214–215, 217
internal profi t reporting, 202–205, 224
inventory shrinkage, 213
margin. See margin
options for improving profi t, 218–219
organizational structure, 200–201
profi t analysis template, 205–208, 

212–216
profi t centers, 201–202
sales price changes, 217–218
shortcoming, 215

managers
about, 319–320
accounting tips for, 339–348
cash fl ow information, 333–336
confl icts between stockholders and, 186
external fi nancial statements for, 320–321
gathering fi nancial condition information, 

321–329
gathering profi t information, 329–333

managing
accounting and bookkeeping systems, 

64–73
operating cash fl ows, 335–336

manufacturers, product cost of, 250–257
manufacturing overhead costs, 368
margin, 204–205, 208–209, 249, 305, 

331–332, 352, 368
margin per unit, 208, 211, 224
marginal cost, 245
market cap, 307, 368
market value, 129, 184–185, 310–311
markup on cost, 243
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massaging the numbers, 55–56, 77, 279, 
281, 294, 296–297, 368. See also income 
smoothing

master budget, 226
MD&A (Management Discussion and 

Analysis), 274, 305
measuring

cost of goods sold expense, 163–167
gross margin, 36, 244
inventory cost, 163–167
net income, 36
product cost, 254–255
profi t performance, 58

merchandisers, 203
‘mining the data,’ 320
minus signs, on income statements, 86
mistakes, internal controls against, 70
modeling, reasons for budgeting, 223–224
money laundering, 77
multiyear statements, 115

• N •
national trade associations, 348
negative cash fl ow, 143
net earnings. See net income
net income

about, 27, 38, 44, 103, 126
after reaching break-even point, 340
calculating, 36
cash distribution of, 50
cash fl ow from, 45–46, 335–336
compared with cash fl ow, 341–342, 

355–356
from continuing operations before 

unusual gains and losses, 103
in corporations, 187
correcting misconceptions, 104–105
defi ned, 368, 370
divergence between cash fl ow and, 

136–141
ethics of, 49
fi nancial effects of making, 100–101
fi nding, 90–94
gathering information on, 329–333
improving, 233–236

on income statements, 86
increasing, 211–212
performance of, 47
puffi ng by excessive production, 258–262
reporting. See reporting profi t
as source of owners’ equity, 91

net income statement. See income 
statement

net loss, 27
net operating assets, 315
net operating earnings. See profi t
net profi t. See net income
net worth. See owners’ equity
non-accountants, 14
non-manager stakeholders, 292
note payable, 61
not-for-profi t entities, 52

• O •
object of expenditure basis, 203–204
on approval, 158
operating activities

about, 91
cash fl ow from, 133, 146–147, 224, 236, 

333, 334, 355, 362, 366
defi ned, 368
as transactions of businesses, 115–116

operating cash fl ows, 335–336
operating costs

on income statement, 87–88
prepaying, 96–97

operating cycle, 113
operating earnings. See EBIT (earnings 

before interest and income tax)
operating expenses

about, 123, 207
reporting, 203–205

operating leverage effect, 217
operating liabilities

changes in, 140–141
defi ned, 369

operating profi t. See EBIT (earnings before 
interest and income tax)

operating statement. See income statement
opportunities, 320
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opportunity cost, 245
ordinary, continuing sales, income, and 

expense operations, 102
organizational structure, 200–201
original entries, 61
Other Comprehensive Basis of Accounting, 

55, 197
‘other information,’ 271
outsiders, 15
outstanding shares, 307, 364
overhead, 251
owners, 25, 144
owners’ equity

about, 25, 26, 41
defi ned, 369
gathering information on, 329
sources of, 91, 126–127, 176–178

ownership interest, valuing, 348

• P •
participating preferred stock, 182
partnerships, 187–190, 192, 196–197
passive investors, 5
pass-through entities, 99, 192, 369
past due, 326
patronage dividends, 191
payments, cash, 20
payout ratio, 309
payroll, 20
PCAOB (Public Company Accounting 

Oversight Board), 70, 269, 370, 371
PCC (Private Company Council), 55, 88, 

197, 270
PCs (professional corporations), 190
P/E (price/earnings) ratio, 308–309, 369
performance, evaluating, 227, 352–353
period, 62
period costs, 250
Personal Finance For Dummies (Tyson), 16
personnel, hiring, 68–69
pilfer age losses, 333
P&L (profi t and loss) report, 38, 331–332, 

370. See also income statement
planning reasons for budgeting, 225
policies, accounting, 343

positive cash fl ow, 143
posting fi nancial effects, 62
post-retirement benefi ts, 170, 316
pounce ratio, 313–314
predatory pricing, 244
preferred stock, 148, 182, 369
prepaid expense asset, 96–97
prepaid expenses, 123, 138–139, 325
prepaying operating costs, 96–97
price/earnings (P/E) ratio, 308–309, 369
primary capital market, 298
private companies, 54–55, 184, 283–285, 

300–301
Private Company Council (PCC), 55, 88, 

197, 270
processing procedures, standardizing, 

66–67
procurement, 20–21
product company

balance sheet for, 38–39
income statement for, 36
reporting profi t for, 84–85

product cost
about, 242
calculating, 254–255
compared with period cost, 250
defi ned, 369
of manufacturers, 250–257

product lines, abandoning, 102
production, excessive, 258–262
production capacity, 255–257, 256
production output

increasing, 260–261
relationship with sales volume, 262

product-oriented business. See product 
company

products
new, 333
selling, 84, 95–96

professional corporations (PCs), 190
profi les, 275
profi t

about, 27, 38, 44, 103, 126
after reaching break-even point, 340
calculating, 36
cash distribution of, 50
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profi t (continued)

cash fl ow from, 45–46, 335–336
compared with cash fl ow, 341–342, 

355–356
from continuing operations before 

unusual gains and losses, 103
in corporations, 187
correcting misconceptions, 104–105
defi ned, 368, 370
divergence between cash fl ow and, 

136–141
ethics of, 49
fi nancial effects of making, 100–101
fi nding, 90–94
gathering information on, 329–333
improving, 233–236
on income statements, 86
increasing, 211–212
performance of, 47
puffi ng by excessive production, 258–262
reporting. See reporting profi t
as source of owners’ equity, 91

Profi t & Loss (P&L) report. See income 
statement

profi t analysis template
about, 205–206
cost of goods sold, 213
fi xed expenses, 206, 207
fi xed operating expenses, 214–215
margin, 208–209
operating earnings, 208
sales revenue, 212–213
sales volume, 212
using for decision-making analysis, 

215–216
variable expenses, 206–207
variable operating expenses, 214

profi t budget, 233–236
profi t centers, 201–202
profi t main page, 203
profi t management, 199. See also 

managerial accounting
profi t performance

about, 89
evaluating, 352–353
measuring, 58
quarterly summaries of, 275

profi t ratio, 306
profi t (P&L) reports, 202–203, 224
profi t smoothing, 278–282, 294
profi t-making activities, 100–101, 115–116
profi t-making transactions, 22, 43
profi t-sharing plans, 348
progressive tax rates, 193
promotional material, 274
property, plant, and equipment. See also 

fi xed assets
about, 21, 22, 40, 110, 142, 168
defi ned, 370
in Differences column, 160–161

property accounting, 21
proxy statement, 287, 301–302, 370
public companies, 54–55, 181, 184, 279, 

283–285, 300–301
Public Company Accounting Oversight 

Board (PCAOB), 70, 269, 370, 371
purchase invoice, 61

• Q •
qualifi ed opinion, 295
quality of earnings, 356, 370
quarterly summaries, 275
quick assets, 313
quick (acid-test) ratio, 114, 313–314, 370

• R •
rainmakers, 189
ratios

about, 302–304, 315–316
acid-test (quick) ratio, 114, 313–314, 370
asset turnover, 119, 361
book value, 310–311
book value per share, 310–311
current ratio, 114, 313, 363
dividend yield, 309
earnings per share (EPS), 306–308
fi nancial leverage gain, 314–315
gross margin ratio, 302–305, 352
market value, 310–311
price/earnings (P/E) ratio, 308–309, 369
profi t ratio, 306
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return on assets (ROA) ratio, 314–315, 371
return on equity (ROE) ratio, 312, 

330–331, 371
raw materials, 251, 254
reading fi nancial reports, 349–358
realistic forecasts, 222
rebates, 332
receivable, 40
recorded net worth. See owners’ equity
recording

adjusting entries, 71
depreciation expense, 167–169

recordkeeping. See bookkeeping
related parties, 77
relevant costs, 244, 248–249
Remember icon, 9
rent expense, 97
replacement cost, 245, 325
reporting

cash fl ows. See statement of cash fl ows
fi nancial condition. See fi nancial 

condition
operating expenses, 203–205
profi t, 83, 84–89
unusual gains and losses, 101–104

reports/statements, fi nancial
about, 24–25, 33, 265–266, 291–292, 

319–320
accounting and fi nancial reporting 

standards, 50–56, 269–270
accounting equation, 25–27, 39, 74, 107, 

223, 363
alternatives to, 153–156
auditor’s report, 293–298, 361
balance sheet. See balance sheet
basic content, 34–45
cash fl ow information, 333–336
condensed, 287, 301, 351
defi ned, 14, 365
disclosures, 270–276
discussing, 347–348
external, 36, 292, 320–321
faking, 156
footnotes, 271–273, 316–317, 366
gathering fi nancial condition information, 

321–329
gathering profi t information, 329–333

income statement. See income statement
information overload, 285–287, 321
for Internet, 283
investment tips, 298–300
key information in, 46–50
limits of, 358
preparing, 347
proxy statement, 287, 301–302, 370
public compared with private, 283–285, 

300–301
purposes of, 268–269
with ratios, 302–316
reading, 349–358
rigidity of, 35
role of top management, 266–268
rules, 292
spinning the numbers, 276–282
spotting signifi cant differences, 156–157
statement of cash fl ows. See statement of 

cash fl ows
statement of changes in owners’ equity, 

45, 148–149, 266, 288–290, 362, 371
responsibility accounting, 201
restatement of risks and fraud, 357
restructuring, 102
retailers, 203
retained earnings

about, 92, 178, 310, 329, 335
on balance sheet, 126
defi ned, 370
as source of owners’ equity, 91

retirement benefi ts, 316, 350
return on assets (ROA) ratio, 314–315, 371
return on equity (ROE), 312, 330–331, 371
return on investment (ROI), 371
revenue

management discretion in timing 
of, 282

predicting, 169–171
revenue-driven expenses, 205, 214
reviewing controls, 346
risks, restatement of, 357
ROA (return on assets) ratio, 314–315, 371
ROE (return on equity), 312, 330–331, 371
ROI (return on investment), 371
rounding, 35
rules, 55–56, 292
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• S •
S corporations, 192, 194–195
salaries, 61, 254
salary rosters, 61
sales

cash fl ow characteristics of, 334
on credit, 94–95

sales expenses, 332–333
sales mix, 233
sales price

changes in, 217–218
setting, 243, 341

sales returns, 332
sales revenue

about, 38, 120–121, 158–159
defi ned, 3
examples of, 332–333
on income statement, 87
in profi t template, 212–213

sales skimming, 76–78
sales volume, 206, 211, 212, 224, 262, 332
salvage value, 167, 168
Sampath, Vijay S. (author)

Forensic Accounting For Dummies, 279
Sarbanes-Oxley Act (2002), 70, 269
SEC (Securities and Exchange 

Commission), 53, 70, 85, 88, 115, 170, 
269, 283, 294, 301, 351, 364, 371

secondary capital market, 298
secretary, 32
securities, 298
Securities and Exchange Commission 

(SEC), 53, 70, 85, 88, 115, 170, 269, 
283, 294, 301, 351, 364, 371

security capital, 176–179
segment information, 274, 317
sellers, 22
selling, general, and administrative 

expenses, 36, 87–88, 89, 118–119
service company

balance sheet for, 39–40
income statement for, 37
reporting profi t for, 85–86

service-oriented business. See service 
company

setting sales prices, 243, 341
settling lawsuits, 102
share value, dilution of, 185
shareowners’ equity, 45
shares outstanding, 307
shortcoming, 215
short-term notes payable, 113
short-term solvency, 276, 313
shrinkage, 213
simple capital structure, 307
size, of businesses, 89
‘small business,’ 89
Small Business Financial Management Kit 

For Dummies (Tracy and Tracy), 130, 
156–157, 184, 310, 328, 334

software, accounting, 78–80
sole proprietorships, 190–191
solvency, 112–114, 356, 371
source document forms, standardizing, 

66–67
sources of assets, shown on balance 

sheet, 25–27
special incentives, 333
spinning the numbers, 276–282
spontaneous liabilities, 127
stakeholders, 292
standard costs, 245, 249
standardizing source document forms and 

processing procedures, 66–67
standards, 50–56, 269–270
statement of cash fl ows

about, 28, 33, 131–132, 147–148
being an active reader, 144–145
budgeted, 224
defi ned, 371
depreciation add-back shortcut, 145–146
direct method, 133–134
divergence between cash fl ow and net 

income, 136–141
fi nancing activities, 143–144
free cash fl ow, 146–147
indirect method, 134–136
information components, 42–44
investing activities, 142–143

statement of changes in owners’ equity, 45, 
148–149, 266, 288–290, 362, 371
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statement of earnings. See income 
statement

statement of fi nancial condition. See 
balance sheet; statement of cash fl ows

statement of fi nancial position. See balance 
sheet; statement of cash fl ows

statement of operating results. See income 
statement

statement of operations, 27
statement of stockholders’ equity, 131
statements/reports, fi nancial

about, 24–25, 33, 265–266, 291–292, 
319–320

accounting and fi nancial reporting 
standards, 50–56, 269–270

accounting equation, 25–27, 39, 74, 107, 
223, 363

alternatives to, 153–156
auditor’s report, 293–298, 361
balance sheet. See balance sheet
basic content, 34–45
cash fl ow information, 333–336
condensed, 287, 301, 351
defi ned, 14, 365
disclosures, 270–276
discussing, 347–348
external, 36, 292, 320–321
faking, 156
footnotes, 271–273, 316–317, 366
gathering fi nancial condition information, 

321–329
gathering profi t information, 329–333
income statement. See income statement
information overload, 285–287, 321
for Internet, 283
investment tips, 298–300
key information in, 46–50
limits of, 358
preparing, 347
proxy statement, 287, 301–302, 370
public compared with private, 283–285, 

300–301
purposes of, 268–269
with ratios, 302–316
reading, 349–358
rigidity of, 35

role of top management, 266–268
rules, 292
spinning the numbers, 276–282
spotting signifi cant differences, 156–157
statement of cash fl ows. See statement of 

cash fl ows
statement of changes in owners’ equity, 

45, 148–149, 266, 288–290, 362, 371
Statistical Abstract of the United States, 29
stereotypes, of accountants, 16
stock options, 316
stock share prices, 275
stock shares, 181–185
stock split, 185
stockholders, 181, 186
straight-line depreciation, 160, 168, 363
strike price, 170
stubs, 20
summary amounts, 24
sunk costs, 248–249
supplementary fi nancial schedules and 

tables, 271
suppliers, 22
sweat equity, 176

• T •
talent, 189
taxable-entity, C corporations, 192
Technical Stuff icon, 9
theft, internal controls against, 70
time, 189
time cards, 61
Tip icon, 9
total margin, 208
total sales revenue, 220
totals, 24
touching up, 267
tracking stocks, 308
Tracy, John A. (author)

Cash Flow For Dummies, 42, 71, 112, 247
How To Read A Financial Report, 14, 352
Small Business Financial Management Kit 

For Dummies, 130, 156–157, 184, 310, 
328, 334
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Tracy, Tage (author)
Cash Flow For Dummies, 42, 71, 112, 247
Small Business Financial Management Kit 

For Dummies, 130, 156–157, 184, 310, 
328, 334

trailing 12 months, 364
transactions

about, 21–24
on balance sheet, 115–118

transferability of shares, 180
transmittal letter, 274
treasure, 189
treasurer, 20, 32
treasury stock, 148, 288, 308
trend analysis, 115
trued up, 184
trustworthiness, of fi nancial reports, 

293–294
turning over assets, 119
turnover analysis, 324
Tyson, Eric (author)

Investing For Dummies, 16, 299
Personal Finance For Dummies, 16

• U •
unfavorable variances, 228
unions, 348
unlimited liability, 188, 191
unlimited life, 180
unpaid expenses, 98–99
unqualifi ed opinion, 294, 295
‘unrecorded’ assets, 129
unusual, extraordinary, and nonrecurring 

gains and losses, 102
upside potential, 183
U.S. standards, 51–53
users, of accounting information, 15

• V •
value investors, 311
values, on balance sheets, 128–130

valuing
assets, 244
ownership interest, 348

variable costs
compared with fi xed costs, 247–248
defi ned, 372

variable expenses, 206–207, 224
variable manufacturing costs, 255–257
variable operating expenses, 214
variances, 228
variations in discretionary expenses, 333
vendors, 22
vice president for fi nance, 32
volume-driven expenses, 214

• W •
wages, 254
wages and benefi t packages, 348
Warning! icon, 9
websites

American Institute of Professional 
Bookkeepers, 68

Berkshire Hathaway, Inc., 273
Caterpillar, 283
CFO magazine, 229
SEC (Securities and Exchange 

Commission), 170, 283, 301, 351
Yahoo! Finance, 184

Weltman, Barbara (author)
Big Ideas for Small Businesses, 227

wholesalers, 203
window dressing, 277–278, 294, 322, 

368, 372
writing off damaged and impaired 

assets, 102

• Y •
Yahoo! Finance (website), 184
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