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Subject Index

A
Accelerated-depreciation method, 9-12, 9-29
Accounts, 2-2–2-3, 2-25. See also specific types

chart of, 2-14
correct titles for, 2-10
defined, 2-25
three-column form of, 2-12

Accounting, 1-3–1-12. See also specific headings
accrual- vs. cash-basis, 3-3
activities of, 1-3–1-4
assumptions in, 1-9–1-12
building blocks of, 1-7–1-12
career opportunities in, 1-27–1-28
defined, 1-29
ethics in, 1-7–1-8
financial, 1-5
importance of, in business, 1-1–1-2
managerial, see Managerial accounting
measurement principles, 1-9
terminology, 1-29
users of accounting data, 1-4–1-5

Accounting cycle. See also specific steps in cycle
defined, 1-15
for merchandising companies, 5-16–5-19
reversing and correcting entries in, 4-20–4-23
under U.S. GAAP, 4-59–4-60

Accounting equation, 1-12–1-14
assets in, 1-12
equity in, 1-12
liabilities in, 1-13
in transaction analysis, 1-12–1-14

Accounting information systems (accounting 
systems), 1-15, 1-29

Accounting period, 4-13
Accounting principle, changes in, 15-22, 15-25
Accounting records, worksheets vs., 4-3
Accounting reports, 1-3. See also Financial 

statements
Accounting standards, see Standards
Accounts payable, 1-13, 1-18, 14-12

subsidiary ledgers, G-2, G-12, G-17
Accounts receivable, 8-2–8-14

aging, 8-10, 8-23
in cash receipts journal, G-9
defined, 8-23
disposing of, 8-12–8-14
net, 8-7
recognizing, 8-3–8-4
for statement of cash flows, 14-11
subsidiary ledgers, G-2, G-17
valuing, 8-5–8-12

Accounts receivable turnover:
calculating, 15-11–15-12
defined, 8-23, 15-25
formula, 15-18
in receivables analysis, 8-20–8-21

Accruals, 3-6
adjusting entries for, 3-14–3-22
defined, 3-14, 3-33
of interest receivable, 8-18

Accrual-basis accounting, 3-3, 3-33
Accrued expenses, 3-6, 3-16–3-19, 3-33

Accrued revenues, 3-6, 3-14–3-16, 3-33
Accumulated depreciation, 4-26
Accumulated other comprehensive  

income, 13-16
Accumulated other comprehensive  

loss, 13-19
Accumulated profit or loss, 12-61
Accuracy, in financial reporting, 2-24
Acid-test (quick) ratio, 15-10–15-11,  

15-18, 15-25
Additions and improvements, 9-6, 9-29
Adjustable interest rates, 11-14
Adjusted cash balance, 7-25
Adjusted trial balance, 3-22–3-26, 3-33,  

4-7, 5-26
Adjusting entries, 3-2–3-22, G-15

in accounting cycle, 5-16–5-17
for accruals, 3-14–3-22
in bank reconciliation, 7-25–7-26
for deferrals, 3-6–3-14, 3-26–3-29
defined, 3-33
IFRS and U.S. GAAP for, 3-58–3-59
for merchandise operations, 5-16–5-17
need for, 3-6
and profit, 3-1–3-2
relationships of, 3-19–3-22, 3-29
and reversing entries, 4-30, 4-31
in special journals, G-4
types of, 3-6–3-7
under U.S. GAAP, 3-58–3-59
on worksheets, 4-5–4-7, 4-12, 5-26, 5-31

Admission, of partners, F-15–F-18
Admission by investment, F-16–F-18, F-21
Admission by purchase of an interest, 

F-15–F-16, F-21
Advertising, 1-18–1-19, 5-14
Affiliated company, 13-10, 13-27
Africa, accounting aid in, 4-22
Agents of corporations, 12-3
Aggregated data, 1-3
Aging schedule, 8-10
Aging the accounts receivable, 8-10, 8-23
Allowances:

purchase, 5-9, 5-28, 5-35
sales, 5-13–5-14, 5-29, 5-35

Allowance for Doubtful Accounts, 8-9
Allowance method, 8-7–8-11, 8-23
Amortization, 9-21–9-24, 9-29

of bond discount, 11-10, 11-19–11-20,  
11-21–11-24

of bond premium, 11-13, 11-21–11-24
effective-interest method, 11-19–11-22,  

11-25
and held-for-collection securities, 13-12
straight-line, 11-22–11-24

Analysis:
financial statement, see Financial statement 

analysis
of information, 1-3
ratio, see Ratio analysis

Annual depreciation, prorating, 9-10
Annual interest rate, 8-16

Annuities:
defined E-5, E-18
future value of, E-5–E-7, E-18
present value of, E-10–E-11, E-16, E-18

Arm’s-length transactions, 8-3
Articles of co-partnership, F-5
Articles of incorporation, 12-6
Asia: 

Carrefour operations in, 5-1
dividends in, 14-2

Assets:
in accounting equation, 1-12, 1-13
and accrued revenues, 3-14, 3-15
on classified statement of financial position, 

4-24–4-27
current, 4-26–4-27, 4-32, 6-3, 14-10–14-12
defined, 1-29
depreciation of, 3-9–3-11, 9-7
in double-entry system, 2-4
fixed, 4-26, 9-3, 14-18
intangible, see Intangible assets
net, 4-59
non-cash, 14-10–14-12
non-current, 14-13–14-14
other, 4-25
plant, see Plant assets
and prepaid expenses, 3-8, 3-9, 3-27–3-28, 3-29
return on, 15-14, 15-18, 15-25
total, 9-3, 12-17, 12-20, 15-6

Asset misappropriation, 7-18
Asset turnover:

calculating, 15-13–15-14
defined, 9-29, 15-25
formula, 15-18
in plant asset analysis, 9-26

Associates (associate investments), 13-9,  
13-27, 13-43

Association, in partnerships, F-2
Auditing, 1-27, 1-29
Auditors, internal, 7-8–7-9, 7-29
Authorized shares, 12-8, 12-35
Auto loans, E-16
Average collection period, 8-21, 8-23, 15-12
Average-cost method, 6-8, 6-10–6-12, 6-22, 6-28

B
Background checks, 7-9
Bad debt expense, 8-6–8-8, 8-23. See also 

Uncollectible accounts
Balance sheets, A-2, B-3–B-4, C-3, D-3. See also 

Statements of financial position
Banks, 7-19, 7-20, 7-24
Bank accounts, 7-19–7-26

electronic funds transfer system, 7-21
making deposits, 7-19–7-20
reconciling, 7-23–7-26
statements, 7-21–7-22
writing checks, 7-20

Bank charge expense, 7-26
Bank reconciliations, 7-19, 7-23–7-26, 7-29, 8-4
Bank statements, 7-21–7-22, 7-29
Base period, 15-4
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I-2  SUBJECT  IN DE X

Basic accounting equation, 1-12, 1-29
Beginning inventory, errors in, 6-14
Best-efforts contracts, 12-9n.2
Bonds, 11-2–11-13

callable, 11-3, 11-25
convertible, 11-3, 11-25
debenture, 11-3, 11-25
defined, 11-25
discount/premium on, 11-8–11-9, 11-19–11-24
at face value, 11-7–11-8
financing with ordinary shares vs., 11-17
green, 11-3
issuing, see Bond issues
long-term, E-11–E-13
market price of, 11-5–11-6
mortgage, 11-3, 11-25
price quoting for, 11-4, 11-7
recording transactions with, 13-5
redeeming, 11-12–11-13
safety of, 13-6
secured, 11-3, 11-25
sinking fund, 11-3, 11-25
trading, 11-4–11-5
types of, 11-3
unsecured, 11-3, 11-25
zero-interest, 11-5

Bond amortization, 11-19–11-24
of discount, 11-10, 11-19–11-20, 11-22–11-24
effective-interest method, 11-19–11-22, 11-25
of premium, 11-13, 11-21–11-24
straight-line, 11-22–11-24

Bond certificates, 11-4, 11-25
Bond indentures, 11-3, 11-25
Bonding of employees, 7-9, 7-29
Bond interest expense, 11-19, 13-54
Bond interest paid, 11-9, 11-19
Bond issues:

for cash, 14-14, 14-25
at a discount, 11-8–11-9
at face value, 11-7–11-8
at a premium, 11-10–11-12
procedures for, 11-3–11-4

Bonds payable, 14-14, 14-25
Bonuses (bonus payments):

at admission of partners, F-16–F-18
as current liabilities, 10-7, 10-13

Books, reconciling items per, 7-24
Book errors, 7-24, 7-26
Bookkeeping, 1-4, 1-29
Book (carrying) value:

for bonds issued at discount, 11-9
for bonds redeemed before maturity,  

11-12
and cost of investments, 13-23–13-25
defined, 3-33
and depreciation, 9-7, 9-11
for equity in corporations, 12-33–12-34
for partnership assets, F-5–F-6, F-17
for prepaid expenses, 3-11

Book value per share, 12-33–12-34
Borrowing, cost of, 11-9
Buildings, 9-5–9-5, 14-14, 14-25
Business, importance of accounting in,  

1-1–1-2
Business component, discontinued,  

15-21–15-22
Business documents, 5-12
Business transactions, see Transactions
Buyer, freight costs incurred by, 5-8
By-laws of corporations, 12-6

C
Calendar years, 3-3, 3-33
Callable bonds, 11-3, 11-25
Canceled checks, 7-21
Capacity, 1-12
Capital:

and admission of partners, F-15, F-17, F-18
corporate, 12-4, 12-10–12-112
income ratio based on, F-8
legal, 12-10
for proprietorship, 1-10
share, see Share capital
and withdrawal of partners, F-19, F-20
working, 10-11, 10-13, 15-10

Capital deficiency, F-10, F-12–F-14, F-21
Capital expenditures, 9-6, 9-29
Careers in accounting, 1-11, 1-27–1-28
Carrying value, see Book value
Cash, 7-26. See also Net cash; Statements of 

cash flows
cash dividends and, 12-19
in cash receipts journal, G-9
defined, 7-29
and depreciation, 9-7
and fraud, 7-10–7-11
investments of, 2-15, 13-3–13-4
issuing ordinary shares for, 12-13–12-14
net change in, 14-14–14-15
in partnership liquidation, F-12
reporting, 7-27–7-28
restricted, 7-28
and short-term investments, 13-18–13-19
under U.S. GAAP, 7-49

Cash balance, 7-26, 12-28
Cash-basis accounting, 3-3, 3-33
Cash controls, 7-11–7-19

disbursements, 7-14–7-15
petty cash fund, 7-16–7-19
point-of-sale system for, 7-1–7-2
receipts, 7-11–7-14

Cash disbursements, 7-14–7-15
Cash disbursements journal, see Cash 

payments journals
Cash dividends, 2-6, 12-19–12-23, 12-35
Cash equivalents, 7-27–7-28, 7-29,  

7-49, 14-51
Cash flows. See also Statement of cash flows

ability to generate, 14-3
classification of, 14-3–14-5, 14-7
free, 14-2, 14-17–14-19, 14-29

“Cash Flow Statements” (IAS 7), 14-50
Cash management, 14-1–14-2
Cash over situations, 7-16
Cash payments, 14-22–14-24, F-12, F-21

journals, G-13–G-14, G-17
Cash purchases, 1-17
Cash realizable value, see Net realizable value
Cash receipts:

in direct method, 14-21–14-22
internal controls for, 7-11–7-14
recording for, 2-16, 2-19
transaction analysis for, 1-20

Cash receipts journals, G-7–G-10, G-17
Cash register documents, 5-12
Cash short situations, 7-17
Casualty losses, 5-21
Change in accounting principle,  

15-22, 15-25
Charter, corporate, 12-5, 12-35
Chart of accounts, 2-14, 2-25

Checks, 7-6, 7-14, 7-21–7-25, 7-29
Check receipts, 7-13
Check register, 7-15
China:

adoption of international standards, 1-9
allowances for doubtful accounts, 8-10
economic entity, 1-10
fraud, 7-3
taxing authority, 1-5

Claims, fictitious, 7-5
Class B shares, 12-27
Classified statements of financial position:

defined, 4-32
investments on, 13-20–13-22
for merchandise operations, 5-23–5-25
sections of, 4-23–4-28
under U.S. GAAP, 4-59–4-60

Closely held corporations, 12-3. See also 
Privately held corporations

Closing entries:
in accounting cycle, 5-17
defined, 4-32
for merchandise operations, 5-17,  

5-29–5-31
for partnerships, F-7
posting, 4-13–4-15
preparing, 4-13–4-15
in special journals, G-4, G-15

Closing the books, 4-13–4-19
post-closing trial balance, 4-17–4-19
posting closing entries, 4-15–4-16
preparing closing entries, 4-13–4-15

Collection agents, 10-4
Collection transactions, G-2
Collusion, 7-10
Commercial substance (exchanges), 9-26
Common-size analysis, see Vertical analysis
Communication, 1-3, 1-4, 7-3
Company(-ies):

internal control and size of, 7-10
limited liability, F-3–F-4, F-21
parent, 13-10, 13-27
statement of cash flows in evaluation of, 

14-17–14-19
subsidiary (affiliated), 13-10, 13-27

Comparability, 3-30, 3-33
Comparative analysis, 15-3. See also Financial 

statement analysis
Comparative statements of financial  

position, 14-7
Compensation, for non-owner managers, 12-4. 

See also Salaries; Wages
Completeness, 3-30
Complete statement of comprehensive income, 

15-23–15-24
Component depreciation, 9-13–9-14, 9-29
Compound entry, 2-25
Compounding periods, E-15
Compound interest, E-2–E-3, E-17
Compound interest tables, E-3–E-4
Comprehensive income:

accumulated other, 13-16
defined, 5-35, 15-25
other, 5-22, 5-59, 13-16
as sustainable income, 15-22–15-24

Comprehensive income statements:
consolidated, A-3–A-4, B-2, C-2, D-2
defined, 1-29, 5-35
for merchandise operations, 5-22
non-trading securities and, 13-15, 13-17
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Confirmatory value, 3-30
Consigned goods, 6-6, 6-28
Consistency, 3-30, 3-33

concept, 6-13, 6-28
Consolidated balance sheets, A-2, B-3–B-4, 

C-3, D-3
Consolidated financial statements:

of Apple Inc., D-1–D-5
defined, 13-10, 13-27
of Delfi Limited, C-1–C-5
of Nestlé SA, B-1–B-6
preparing, 13-22–13-26
of Taiwan Semiconductor Manufacturing 

Company, Ltd., A-2–A-8
Consolidated income statements, 13-26, B-1
Consolidated statements of cash flows, 

A-6–A-8, B-5, C-5, D-5
Consolidated statements of changes in equity, 

A-5, B-6, C-4
Consolidated statements of comprehensive 

income, A-3–A-4, B-2, C-2, D-2
Consolidated statements of financial position, 

13-22–13-26
Consolidated statements of operations, D-1
Consolidated statements of shareholders’ 

equity, D-4
Constant percentage rate (amortization), 11-19
Construction of buildings, 9-4
Contingent liabilities, 10-28, 11-41
Contra asset accounts, 3-10, 3-33
Contractual interest rate, 11-3, 11-8, 11-25
Contra equity account, 12-16
Contra revenue accounts, 5-14, 5-35
Control(s), 7-11

and bond financing, 11-17
internal, see Internal control
physical, 5-13, 7-7, 7-11, 7-15

Control accounts, G-2, G-17
Control activities, 7-3
Control environment, 7-3
Controllers, 12-4
Controlling interest, 13-10, 13-27
Convertible bonds, 11-3, 11-25
Co-ownership, in partnerships, F-3
Copyrights, 9-22, 9-29
Corporate capital, 12-4, 12-10–12-12
Corporations, 1-11, 12-1–12-34

book value, 12-33–12-34
characteristics of, 12-3–12-5
corporate capital, 12-10–12-12
defined, 1-29, 12-35
dividends, 12-19–12-25
equity analysis, 12-31–12-32
forming, 12-6
“going public” for, 12-2
multinational, 1-30
reasons for investing, 13-3–13-4
reporting equity from, 12-28–12-32
shareholder rights, 12-6–12-8
share issues, 12-9–12-10
share splits, 12-26
share transactions, 12-12–12-18
statement of changes in equity, 12-32
terminology, 12-30–12-35

Correct cash balance, 7-25
Correcting entries:

defined, 4-32
preparing, 4-20, 4-22–4-23
in special journals, G-4, G-15

Corruption, 7-18

Cost(s). See also specific types
in computation of depreciation, 9-8
of copyrights, 9-22
of franchises and licenses, 9-23
in non-cash transactions, 12-13–12-14
of patents, 9-22
of plant assets, 9-3–9-6

Cost constraints, 3-32, 3-33
Cost flows, 5-4–5-6
Cost flow assumptions and methods:

average-cost, 6-10-6-11, 6-22
consistent use of, 6-13–6-14
effects of, 6-11–6-13
first-in, first-out (FIFO), 6-8-6-10,  

6-21–6-22
in inventory costing, 6-8–6-11
last-in, first-out (LIFO), 6-25–6-27
in perpetual inventory systems, 6-21–6-22

Costing, inventory, see Inventory costing
Cost method, 12-15–12-16, 13-27
Cost of borrowing, 11-9
Cost of ending inventory, 6-10
Cost of goods available for sale, 6-8–6-10
Cost of goods sold:

in cash receipts journal, G-9
defined, 5-35
in LIFO method, 6-26
in merchandise operations, 5-3
under periodic system, 5-27, 6-8–6-10
under perpetual system, 5-11

Coupons, fraudulent, 2-9
Covenants, debt, 11-18
Coverage, interest, 15-17
Credits, 2-3–2-8, 2-22, 2-25
Credit balance, 2-3
Credit cards, 8-13–8-14, 10-1–10-1
Crediting accounts, 2-3
Creditors:

as external users, 1-5
liabilities for, 1-12
long-term, 15-3
partners vs., F-8
short-term, 15-2–15-3
and treasury shares, 12-16

Creditors’ subsidiary ledgers, G-2, G-17
Credit purchases, 1-17, 2-17, G-11, G-12
Credit risk, 13-6
Credit terms, 5-10
Cross-footing journals, G-9
Cumulative dividend, 12-22, 12-35
Currency signs, use of, 2-23
Current assets, 4-26–4-27, 4-32, 6-3,  

14-10–14-12
Current liabilities, 10-1–10-12

analysis of, 10-11
bond interest payable, 11-8
on classified statement of financial position, 

4-28
credit card debt, 10-1–10-2
current maturities of long-term debt, 10-8
defined, 4-32, 10-13
non-cash, 14-12
notes payable, 10-3–10-4
reporting, 10-9–10-10
salaries and wages, 10-6–10-7
sales taxes payable, 10-4–10-5
terminology, 10-13
unearned revenues, 10-6
under U.S. GAAP, 10-28
value-added taxes payable, 10-4

Current ratio:
calculating, 15-10
of current liabilities, 10-11
defined, 10-13, 15-25
formula, 15-18

Current value basis, 1-9
Customers:

cash receipts from, 14-21–14-22
as external users, 1-5

Customers’ subsidiary ledgers, G-2, G-17
Cybercrime, G-16, G-17
Cybersecurity, G-16–G-17

D
Data analytics, 1-5, 7-10
Days in inventory, 6-18, 6-28, 15-13
Death, partnership withdrawal at, F-20
Debenture bonds, 11-3, 11-25
Debits, 2-3–2-8, 2-25
Debit balance, 2-3
Debiting accounts, 2-3
Debt. See also Uncollectible accounts

bad debt expense, 8-6–8-8, 8-23
credit card, 10-1–10-2
in fiscal crisis, 11-1–11-2
long-term debt, 10-8
minimizing reporting of, 11-16

Debt covenants, 11-18
Debt financing, 11-17–11-18
Debt investments, 13-2–13-6, 13-12–13-13, 

13-27
Debt to assets ratio:

calculating, 15-17
defined, 11-25, 15-25
formula, 15-18
for non-current liabilities, 11-16

Declaration, of cash dividends, 12-20
Declaration date, 12-20, 12-35
Declining-balance depreciation,  

9-12, 9-29
Deductions, payroll, 10-6–10-7
Deferrals, 3-6–3-14, 3-26–3-29, 3-33
Deficit, 12-28, 12-35
Depletion (natural resources), 9-20, 9-29
Depletion cost per unit, 9-20
Deposits, bank, 7-19–7-20, 7-21, 7-24
Deposits in transit, 7-24, 7-29
Depreciable assets, 3-9–3-11, 9-8
Depreciable cost, 9-10, 9-29
Depreciation:

accelerated, 9-12, 9-29
accumulated, 4-26
adjusting entries for, 3-9–3-11
and amortization, 9-21
component, 9-13–9-14, 9-29
computing, 9-8
declining-balance method, 9-12, 9-29
defined, 3-33, 9-29
and income taxes, 9-14
of plant assets, 9-7–9-16
and revaluation of plant assets, 9-14–9-15
revising periodic estimates of, 9-15–9-16
for statement of cash flows, 14-10, 14-24
straight-line method, 9-9–9-10, 9-12, 9-29
total expense, 9-12
units-of-activity method, 9-11, 9-29

Depreciation rate, 9-12
Depreciation schedule, 9-10
Diminishing-balance method, 9-12n.1
Direct issues of shares, 12-9
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and share dividends, 12-24
total, 12-24, 12-32, 15-6
and trading of shares, 12-10
trading on the, 15-15, 15-26
and treasury shares, 12-16, 12-17
under U.S. GAAP, 12-61–12-62

Errors
in bank accounts, 7-24
in beginning inventory, 6-14
book, 7-24, 7-26
correcting entries for, 4-20, 4-22–4-23
and faithful representation, 3-30
inventory, 6-13–6-15
irregularities vs., 2-23
and trial balances, 2-23

Estimating:
depreciation, 9-15–9-16
inventories, 6-23–6-25
liabilities, 10-9–10-10
uncollectible accounts, 8-7, 8-9–8-11

Ethical issues:
adjusting entries, 3-16
allowance for doubtful accounts, 8-9
appearance of liquidity, 4-28
arm’s-length transactions, 8-3
bad debt in India, 8-19
bonuses, 10-7
cash equivalents, 7-27–7-28
change in accounting principle, 15-22
comparing cash from operations to net 

income, 14-3
depletion understatement, 9-20
and economic entity assumption, 1-11
errors in statements, 4-20
in financial reporting, 1-7–1-8
fraudulent store coupons, 2-9
grace period for finance charges, 8-13
income and inventory, 6-5
inventory fraud, 6-15
liquidation of non-cash assets, F-10
non-owner managers, 12-4
non-trading securities, 13-15
occupational fraud, 7-18
overstatement of value, 2-12
partnership agreements, F-5
petty cash control, 7-16
purchase price allocation, 9-8
reported debt, 11-16
revenue reporting, 3-4
specific identification method, 6-7–6-8
treasury shares purchase, 12-16

Ethics, 1-29
Europe:

Carrefour operations in, 5-1–5-2
dividend payments in, 12-21
dividends in, 14-2

Evaluation of companies, see Financial 
statement analysis

Exchange of plant assets, 9-26–9-28
Exclusive right of use, 4-25
Expanded accounting equation, 1-16, 1-29
Expenditures:

capital, 9-6, 9-29
for plant assets, 9-3–9-6
revenue, 9-6, 9-29

Expenses:
accrued, 3-6, 3-16–3-19, 3-33
bad debt, 8-6–8-8, 8-23
bank charge, 7-26

and debt vs. equity financing, 11-17
defined, 15-25

Earnings statement, see Income statement
Economic entities:

accounting equation for, 1-12
assumption, 1-9, 1-28, 1-29, 3-31, 3-33

Economic growth, 4-22
Economic life, 3-3
Effective-interest amortization, 11-19–11-22, 

11-25
Effective-interest rate, 11-19
Electronic funds transfers (EFTs), 7-13,  

7-25, 7-29
Electronics manufacturers, investments in, 

13-1–13-2
Electronic payments, reconciliation of, 7-24
Electronic receipts, 7-13
Electronic spreadsheets, see Worksheets
Eliminations, intercompany, 13-22, 13-23, 13-27
Emerging markets, 14-2
Employees:

bonding of, 7-9, 7-29
partners vs., F-8

Employee payroll deductions, 10-7, 10-13
Employee theft, 7-18
Employer payroll taxes, 10-7, 10-13
Ending inventory:

cost of, 6-10
errors in, 6-13–6-15
in LIFO method, 6-26

Environmental, social, and governance (ESG) 
reporting:

creating shared value, 4-25
and financial statements, 1-25
green bonds, 11-3
sustainability reporting, 7-4, 9-20–9-21

EPS, see Earnings per share
Equation analyses, 3-15
Equipment:

business decisions about, 9-1–9-2
cost of, 9-5–9-6
property, plant, and, 4-26, 4-32, 9-3,  

9-50–9-51
recording purchase of, 2-15
for statement of cash flows, 14-14, 14-25

Equity, D-4. See also Corporate capital; 
Shareholders’ equity; Statements of 
changes in equity

in accounting equation, 1-12
and accrued revenues, 3-15
analysis, for corporations, 12-31–12-32
and book value per share, 12-33–12-34
and cash dividends, 12-20
on classified statement of financial position, 

4-24, 4-27
contra account for, 12-16
from corporations, 12-11, 12-28–12-32
defined, 1-29, 4-27, 4-32
in double-entry system, 2-5–2-7
financing, 11-17–11-18
increases and decreases in, 1-13
method (share investments),  

13-9, 13-27
preference share, 12-33–12-34, 12-34
and prepaid expenses, 3-9
residual, 1-13
retained earnings, 1-13, 12-10
revenue, 1-16
share capital—ordinary, 1-13

Direct method (statement of cash flows),  
14-19–14-26

defined, 14-8, 14-29
investing and financing activities, 14-25–14-26
net change in cash, 14-26
operating activities, 14-21–14-24

Direct write-off method, 8-6–8-7, 8-23
Disbursements, 7-14–7-15
Disclosure, 4-1–4-2
Discontinued operations, 15-21–15-22, 15-25
Discount(s):

bond, 11-8–11-9, 11-19–11-20, 11-22–11-24, 
11-25

“Korean,” 1-9
and present value, E-7–E-9, E-11, E-13
purchase, 5-10, 5-29, 5-35
sales, 5-14–5-15, 5-29, 5-35, G-9

Discounting the future amount, E-7–E-8, E-17
Discount period, 5-10
Dishonored (defaulted) notes, 8-19, 8-23
Disposal:

of accounts receivable, 8-5–8-12, 8-12–8-14
of discontinued business component,  

15-21, 15-22
of notes receivable, 8-17–8-20
of plant assets, 9-16–9-19, 14-10, 14-24
of treasury shares, 12-16–12-18

Dissolution, partnership, F-2
Dividends, 2-25

ability to pay, 14-3
in arrears, 12-22
cash, 2-6, 12-19–12-23, 12-35
in cash management, 14-2
closing entries for, 4-13, 4-14
of corporations, 12-19–12-25
cumulative, 12-22, 12-35
defined, 1-29, 12-35
in double-entry system, 2-6
and free cash flow, 14-18
liquidating, 12-19, 12-35
as other income, 5-21
on preference vs. ordinary shares, 12-21–12-23
recording process for, 2-18
retained earnings from, 1-13
share, 12-24–12-25, 12-35, 13-9, 13-10
transaction analysis for, 1-20

Division of labor, see Segregation of  
duties

Documentation procedures:
in cash controls, 7-11, 7-15
fraud related to, 9-6
for internal control, 7-6-7-7

Double-declining-balance method, 9-12
Double-entry system, 2-4–2-7, 2-25
Double taxation, 12-5
Doubtful loans, 8-1–8-2
Dual disclosures, 15-21
Dual posting, G-15
Duties:

rotating, 7-9
segregation of, see Segregation of duties

E
Earnings. See also Retained earnings

gross, 10-7, 10-13
from investment income, 13-3
price-earnings ratio, 15-16, 15-18, 15-25

Earnings per share (EPS):
calculating, 15-15–15-16, 15-18
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net income, 9-6
occupational, 7-18
reimbursement requests, 7-7
sales commissions, 7-7
theft of merchandise, 5-13
use of fraudulent store coupons, 2-9
under U.S. GAAP, 7-49–7-50

Fraud triangle, 7-3, 7-29
Free cash flow, 14-2, 14-17–14-19, 14-29
Free on board (FOB), 5-8
Free on board destination, see FOB destination
Free on board shipping point, see FOB 

shipping point
Freight costs, 5-8–5-9, 5-28
Freight-in, 5-28
Full disclosure principle, 3-32, 3-33
Future value:

of an annuity, E-5–E-7, E-17
of a single amount, E-3–E-4, E-17

G
GAAP (generally accepted accounting 

principles), 1-29. See also U.S. GAAP 
Gains:

on disposal of business component, 15-21
on disposal of plant assets, 9-18
on exchange of plant assets, 9-26–9-28
as other income, 5-21
on realization, F-10
realized, 13-19–13-20
revaluation of plant assets with, 9-14
unrealized, 13-15, 13-19–13-20, 15-23

General journals, 2-9, 2-10, 2-25, G-4
adjusting entries in, 3-20
closing entries in, 4-15, 4-16
defined, 2-25
effects of special journals on, G-15–G-16
posting to ledger from, 2-13, 2-20
special vs., G-4

General ledgers, 2-11–2-13, 2-25
adjusting entries in, 3-20, 3-21
defined, 2-25
and post-closing trial balance, 4-17–4-19
posting to, 2-13, 2-21
standard form of account in, 2-12
and subsidiary ledgers, G-2–G-3, G-9

Generally accepted accounting principles 
(GAAP), 1-29, 1-48–1-50, 2-46–2-48.  
See also U.S. GAAP

General management, careers in, 1-11
General partners, F-21
Gift cards, 3-13
Global accounting issues:

amortization of goodwill, 9-24
fairness of LIFO method, 6-13
Korean discount, 1-9

Global financial crisis, 8-19
Going concern assumption, 3-31, 3-33, 9-8, 9-29
Goods in transit, ownership of, 6-5
Goodwill, 9-21–9-23, 9-29
Governmental accounting, 1-28
Grace period, 8-13
Green bonds, 11-3
Gross earnings, 10-7, 10-13
Gross margin, 5-19
Gross profit, 5-19–5-20, 5-35
Gross profit method, 6-22-6, 6-28
Gross profit rate, 5-20, 5-35
Guarantees, of dividends, 12-21

Financial statements, 1-2. See also individual 
statements

accuracy of, 2-24
and adjusted trial balance, 3-22–3-26, 4-8
consolidated, see Consolidated financial 

statements
current liabilities on, 10-9–10-10
depreciation on, 3-9
effect of cost flow methods on, 6-11–6-13
intangible assets on, 9-25–9-26
inventories on, 6-16–6-20
investments on, 13-18–13-19
for merchandise operations, 5-19–5-23
natural resources on, 9-25–9-26
non-current liabilities on, 11-16–11-17
notes to, 8-11, 12-29, 14-5
for partnerships, F-9
plant assets on, 9-25–9-26
presentation of revaluated assets on,  

9-14
receivables on, 8-20–8-22
time periods for, 3-3
totaling worksheet columns for, 4-9
trial balance for preparation of, 2-22
from worksheets, 4-11–4-12

Financial statement analysis, 15-1–15-26.  
See also Ratio analysis

horizontal, 15-3–15-6
Li Ka-shing’s method of, 15-1–15-2
need for comparative analysis, 15-3
ratio analysis, 15-3, 15-9–15-20
sustainable income, 15-20–15-24
terminology, 15-25–15-26
tools for, 15-3
under U.S. GAAP, 15-48–15-49
vertical, 15-3, 15-6–15-8

Financial statement fraud, 7-18
Financing activities:

cash flows from, 14-3, 14-4
defined, 14-29
direct method for, 14-25–14-26
indirect method for, 14-13–14-14

Finished goods, 6-3
inventory, 6-3, 6-28

First-in, first-out (FIFO) method, 6-8–6-10, 
6-12–6-13, 6-21–6-22, 6-28

Fiscal crisis, debt in, 11-1–11-2
Fiscal year, 3-3, 3-33
Fixed assets, 4-26, 9-3, 14-18. See also  

Plant assets; Property, plant, and 
equipment

Fixed interest rates, 11-14
Fixed ratio, for partnership income, F-8
FOB (free on board), 5-8
FOB destination, 5-8, 5-35, 6-5, 6-28
FOB shipping point, 5-8, 5-35, 6-5, 6-28
Footing across (term), G-9
Forensic accounting, 1-28, 1-29
For-profit corporations, 12-3
Franchises, 9-23, 9-29
Fraud, 7-2–7-3. See also Internal control

bank reconciliation, 8-4
cash as susceptible to, 7-11
defined, 7-29
fake expense reports, 7-8
fake invoices, 7-6
fictitious claims, 7-5
in hotel housekeeping, 7-9
inventory, 6-5, 6-15

bond interest, 11-19, 13-5
defined, 1-29
and dividends, 1-20
in double-entry system, 2-6–2-7
inaccurate reporting of, 3-5
interest, 5-21
misreporting of, 3-2
operating, 5-9, 5-20–5-21, 5-35, 9-23,  

14-23
other, 5-21
prepaid, 3-6–3-11, 3-27–3-28, 3-33, 14-11–14-12
recognizing, 3-3–3-5
retained earnings from, 1-13
total depreciation, 9-12
transaction analysis for, 1-19
uncollectible accounts, 8-5

Expense recognition principle, 3-5, 3-6,  
3-32, 3-33

Expense reports, fraudulent, 7-8
External transactions, 1-15
External users, 1-5
Extractable natural resources, see Natural 

resources
Extractive industries, 9-20

F
Face value (par value):

of bonds, 11-3, 11-7–11-8, 11-25, E-13
of notes, 8-17
and present value, E-13

Factors, 8-12–8-14, 8-23
Fair value:

of assets in partnerships, F-5–F-6
defined, 13-27
for equity securities, 13-12–13-14
and goodwill, 9-23
for plant assets, 9-8

Fair value principle, 1-9, 3-33
Faithful representation, 1-9, 1-29,  

3-30, 3-33
FASB, see Financial Accounting Standards 

Board
FIFO method, see First-in, first-out method
Finance, careers in, 1-11
Finance charges, 8-13
Financial accounting, 1-5, 1-29
Financial Accounting Standards Board 

(FASB), 1-29. See also Generally accepted 
accounting principles (GAAP)

defined, 1-29
definitional structure of, 2-47
on financial instrument accounting, 8-42, 

10-28, 11-41, 13-44
financial statement presentation project of, 

12-61, 14-51
financial statement structure project of, 5-59, 

15-49
framework for accounting standards of, 

3-58–3-59, 10-28, 11-41
revenue recognition project of, 3-59
standards development by, 1-48–1-49,  

7-49
Financial calculators, E-14–E-16
Financial markets, 1-49
Financial position statements, see Statements 

of financial position
Financial pressure, in fraud triangle, 7-3
Financial reporting, 1-50, 3-31–3-32
Financial Services Authority (Indonesia), 1-5
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components of, 7-3
defined, 7-29
and fraud, 6-6, 7-2–7-3
limitations of, 7-10
for net income, 9-6
over cash, 7-1–7-2, 7-11–7-19
principles of, 7-4–7-9
and reporting of cash, 7-27–7-28
terminology, 7-29
and theft of merchandise, 5-13

Internal transactions, 1-15
Internal users, 1-4–1-5
International Accounting Standards Board 

(IASB), 1-9, 4-1. See also International 
Financial Reporting Standards (IFRS)

comprehensive income requirements  
of, 15-22

defined, 1-29
on direct method, 14-8
on financial instrument accounting, 8-42, 

10-28, 11-41, 13-44
financial statement presentation project of, 

12-61, 14-51
financial statement structure project of,  

5-59, 15-49
framework for accounting standards of, 

3-58–3-59, 10-28, 11-41
key assumptions of, 3-31
for liabilities, 10-28
on LIFO, 6-11n.1, 6-25
objectives of, 4-2
revenue recognition project of, 3-59
standards development by, 1-48, 1-49
on useful financial information, 3-31

International Financial Reporting Standards 
(IFRS), 1-27

for accounting cycle, 4-59–4-60
and accrual-basis accounting, 3-3
for adjusting accounts, 3-58–3-59
adoption of, 4-22
benefits of using, 4-1–4-2
for cash flows, 14-4
for comprehensive income, 5-22
for current liabilities, 10-28
defined, 1-29
for depreciation, 9-12n.1, 9-14
and effective-interest method, 11-19
and equity, 12-61–12-62
for expenditures during useful life, 9-6
for extractive industries, 9-20
for financial statement analysis, 15-48–15-49
and fraud, 7-49–7-50
IAS 1 “Presentation of Financial Statements,” 

5-58
IAS 7 “Cash Flow Statements,” 14-51
IAS 18 “Revenue,” 3-59
for inventories, 6-50
for investments, 13-43
for liabilities, 11-40–11-41
and LIFO method, 6-11n.1, 6-25
for merchandise operations, 5-58–5-59
for plant, property, and equipment,
presentation formats allowed by,  

9-50–9-51
for receivables, 8-41–8-42
recording process for, 2-47–2-48
on reserves, 12-30, 12-61
for revenue/expense recognition, 3-5
for statement of cash flows, 14-50–14-51

Independent internal verification, 7-8–7-9
of bank reconciliations, 8-4
in cash controls, 7-11, 7-15
and inventory fraud, 6-5
of net income, 9-6

India:
adoption of international standards, 1-9
bad debt, 8-19
Carrefour in, 5-2
online sales, 5-23

Indian National Trade Union Congress, 1-5
Indirect issues of shares, 12-9
Indirect method (statement of cash flows), 

14-7–14-17
defined, 14-29
investing and financing activities,  

14-13–14-14
net change in cash, 14-14–14-15
operating activities, 14-9–14-13

Industry averages (norms), 15-3, 15-9
Information, for internal control, 7-3
Insurance, 2-17, 3-9
Intangible assets:

accounting for, 9-21–9-24
defined, 4-32, 9-29
and research and development costs, 9-24
statement presentation and analysis of, 4-25, 

9-25–9-26
Intended use of land, 9-3
Intent to convert (short-term investments), 

13-19
Intercompany comparisons, 15-3, 15-8, 15-9
Intercompany eliminations, 13-22, 13-23, 13-27
Intercompany transactions, 13-27
Interest (business):

admission by purchase of, F-15–F-16, F-21
controlling, 13-10, 13-27

Interest (financial), 3-16
accrued, 3-16–3-17
on bonds, 11-3, 11-9, 13-5
on buildings, 9-4
cash payments for, 14-24
compound, E-2–E-3, E-17
computing, 10-3
defined, E-1, E-17
on notes receivable, 8-16
in partnerships, F-8
simple, E-2, E-17

Interest coverage, 15-17. See also Cash 
controls; Fraud; Times interest earned

Interest expense, 5-21
Interest rates:

adjustable, 11-14
annual, 8-16
for bonds, 11-3, 11-8, 11-19
contractual, 11-3, 11-8, 11-25
effective, 11-19
fixed, 11-14
market, 11-5, 11-8, 11-25
for mortgages, 11-13
and time value of money, E-2

Interest receivable, 8-18
Interest revenue, as other income, 5-21
Interim periods, 3-3, 3-33
Internal auditors, 7-8–7-9, 7-29
Internal controls, 7-1–7-28, 7-10. See also Cash 

controls; Fraud
bank accounts for, 7-19-7-26
for bank reconciliations, 8-4

H
Hackers, computer, G-16
Held-for-collection and selling investments, 

13-12n.3
Held-for-collection securities, 13-15, 13-27
Hiring, recording process for, 2-18
Historical cost basis:

defined, 1-29, 3-33
financial reporting based on, 3-31
as IFRS measurement principle, 1-9
for plant assets, 9-3
with shares issued for non-cash assets,  

12-13–12-14
Honored notes, 8-19
Horizontal analysis, 15-3–15-6, 15-25
Human behavior, 7-10
Human resource controls, 5-13, 7-9, 7-11, 7-15

I
IASB, see International Accounting Standards 

Board
IAS 7 “Cash Flow Statements,” 14-50
Identification of economic events, 1-3, 1-4
IFRS, see International Financial Reporting 

Standards
IFRS 9, 13-12
Immediate liquidity, 15-11
Imprest system, 7-16
Improvements:

additions and, 9-6, 9-29
land, 9-4

Income, 6-5. See also Revenue(s)
comprehensive, see Comprehensive  

income
from discontinued operations, 15-21
investment, 13-3
net, see Net income
other, 5-21
statements of, see Income statements
sustainable, 15-20–15-24, 15-26

Income and loss ratio, F-6–F-9
Income ratio, F-6–F-9, F-19, F-21
Income statements:

from adjusted trial balance, 3-24
adjusting entries on, 3-12, 3-15, 3-19
complete statement of comprehensive 

income, 15-23–15-24
comprehensive, see Comprehensive income 

statements
consolidated, 13-26, B-1, C-1
defined, 1-29
effect of cost flow methods on, 6-12
and errors in inventory accounting,  

6-13–6-15
horizontal analysis of, 15-5–15-6
for merchandise operations, 5-19–5-23
operating activities on, 14-4
and statement of cash flows, 14-7, 14-20
transfer to worksheet, 5-26, 5-31–5-33
vertical analysis of, 15-7–15-8
from worksheet, 4-11

Income summary, 4-14, 4-15, 4-16, 4-32
Income taxes:

cash payments for, 14-24
for corporations, 12-5
and current liabilities, 10-7
and depreciation, 9-14

Income taxes payable, 14-12
Indefinite life, 9-21
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Ledgers, 2-11–2-13, 2-25. See also General 
ledgers; Subsidiary ledgers

for admission of partners, F-15, F-16
and intercompany eliminations, 13-23
for partnership liquidation, F-13, F-14
for withdrawal of partners, F-19

Legal capital, 12-10
Legal existence, of corporations, 12-3, 12-5
Legal life, patent, 9-22
Lessee, 11-15
Lessor, 11-15
Leverage, 15-15
Liabilities (financial):

in accounting equation, 1-12, 1-13
and accrued expenses, 3-15, 3-18–3-19
on bank statements, 7-21
on classified statement of financial position, 

4-24, 4-28–4-29
contingent, 10-28, 11-41
current, see Current liabilities
defined, 1-29
in double-entry system, 2-4
estimated, 10-9–10-10
non-current, see Non-current liabilities
in partnerships, F-3–F-4
on statement of financial position, 1-23
total, 15-6
and unearned revenues, 3-11–3-12, 3-29
under U.S. GAAP, 11-40–11-41

Licenses, 9-23, 9-29
Life:

of corporation, 12-4
economic, 3-3
indefinite, 9-21
limited, 9-21, F-2
of partnerships, F-2
of patents, 9-22
useful, see Useful life

LIFO, see Last-in, first-out
Li Ka-shing, 15-1–15-2
Limited liability, 1-11, 12-3–12-4, F-3

companies, F-3–F-4, F-21
partnerships, F-3, F-4, F-21

Limited life, 9-21, F-2
Limited partners, F-3, F-21
Limited partnerships, F-3, F-4, F-21
Liquidating dividends, 12-19, 12-35
Liquidation, partnership, F-10–F-14
Liquidity:

and current assets, 4-28, 4-29
and current liabilities, 10-11
defined, 4-32
immediate, 15-11
ratios, 15-9–15-13, 15-18, 15-25

Liquidity ratios. See also specific ratios
Loans:

auto, E-16
mortgage, 11-13, E-16
and receivables, 8-1–8-2, 8-19

Long-term bonds, E-11–E-13
Long-term creditor, 15-3
Long-term debt, 10-8
Long-term debt due within one year, 10-8
Long-term investments, 4-26, 4-32,  

13-19, 13-27
Long-term liabilities, see Non-current  

liabilities
Long-term notes, E-11–E-13
Long-term notes payable, 11-13–11-14

share investments, 13-7–13-18, 13-27
short-term, 13-19, 13-27
terminology, 13-27
under U.S. GAAP, 13-43–13-44
valuing, 13-12–13-19

Investment portfolio, 13-7, 13-27
Investors, 1-5, 1-13

and accounting practices of African 
companies, 4-22

accuracy in financial reporting for, 2-24
in Bernie Madoff’s Ponzi scheme, 7-26
current ratio for, 15-10
non-recurring charges for, 15-22
perpetual inventory systems to attract, 5-6
reading of share quotes by, 12-9
revenues and expenses for, 2-7
safety of bonds for, 13-6
share splits for, 12-27

Invoices, 5-7, 5-12, 5-36, 7-6
Involuntary withdrawal of partner, F-18
Iran, doubtful loans in, 8-2
Irregularities, 2-23

J
Japan:

adoption of international standards in, 1-8
dividends in, 14-2
supply disruptions due to natural disaster 

in, 6-4
tsunami of 2011 in, 6-2

JIT (just-in-time) inventory, 6-3, 6-28
Journals, 2-8–2-11, 2-25. See also General 

journals
cash payments, G-13–G-14, G-17
cash receipts, G-7–G-10, G-17
cross-footing of, G-9
posting to. see Posting
purchases, G-10–G-12, G-17
sales, G-4–G-7, G-17
simple and compound entries in, 2-10
special, G-4–G-17

Journalizing, 2-25
adjusted trial balances, 4-5
adjusting entries, 3-20, 4-12
bond transactions, 11-5, 11-7
closing entries, 4-13–4-15, 5-29
defined, 2-25
illustration of, 2-14–2-21
share splits, 12-26

Just-in-time (JIT) inventory, 6-3, 6-28

K
“Korean discount,” 1-9

L
Labor unions, 1-5
Land:

as plant asset, 9-3–9-4, 9-8
on statement of cash flows, 14-13, 14-25

Land improvements, 9-4
Large share dividend, 12-24
Last-in, first-out (LIFO):

applying, 6-25–6-27
fairness of, 6-13
IASB on, 6-11n.1
in U.S. GAAP and in IFRS, 6-51

LCNRV (lower-of-cost-or-net realizable value) 
method, 6-16–6-17, 6-28

Leases and leasing, 9-7, 11-5, 11-25

Internet access, 5-23
Interpretation of information, 1-3
Intracompany comparisons, 15-3, 15-9
Inventory(-ies), 6-2–6-27

beginning, 6-14
in cash receipts journal, G-9
classifying, 6-2–6-3
days in, 6-18, 15-13
determining quantities, 6-4–6-6
ending, 6-8–6-10, 6-13–6-15, 6-26
errors in accounting for, 6-14–6-16
estimating, 6-23–6-25
excessive levels of, 6-18
financial effects of inventory methods, 

6-7–6-14
in financial statements, 6-16–6-20
finished goods, 6-2–6-3, 6-28
and income, 6-5
just-in-time, 6-3, 6-28
merchandise, 6-3
periodic systems for, 5-5, 5-26–5-33, 6-8
perpetual systems for, see Perpetual inventory 

systems
physical, 5-5, 6-6
profitability and management of, 6-2
for statement of cash flows, 14-11
terminology, 6-28
under U.S. GAAP, 6-50–6-51

Inventory costing, 6-8–6-14
consistency concept in, 6-13
cost flow assumptions, 6-8–6-11
financial statement and tax effects of 

methods, 6-11–6-13
lower of cost or net realizable value,  

6-16–6-17
perpetual system, 6-21–6-22
specific identification method, 6-7–6-8

Inventory fraud, 6-5
Inventory turnover:

in analysis of inventory, 6-17–6-19
calculation, 15-12–15-13
defined, 6-28, 15-25
formula, 15-18

Investee, 13-7
Investing activities:

cash flows from, 14-3, 14-4
defined, 14-29
direct method for, 14-25–14-26
indirect method for, 14-13–14-14
non-cash, 14-5

Investment(s), 13-1–13-26
admission by, F-16–F-18, F-21
of assets in partnership, F-16–F-18
associate, 13-9, 13-27, 13-43
cash, 2-15
on classified statement of financial position, 

4-26
and consolidated financial statements,  

13-22–13-26
debt covenants, 11-18
debt investments, 13-2–13-6, 13-12–13-13, 

13-27
by electronics manufacturers, 13-1–13-2
on financial statements, 13-18–13-19
held-for-collection and selling, 13-12n.3
long-term, 4-26, 4-32, 13-19, 13-27
readily marketable, 13-18
reasons for making, 13-3–13-4
by shareholders, 1-17
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Non-trading securities, 13-13, 13-15–13-18, 
13-27, 15-23

No-par value shares, 12-10, 12-13, 12-35
Normal balances, 2-4–2-6, 2-8, 2-25
Notes payable, 1-11, 10-3–10-4, 10-13. See also 

Bonds
long-term, 11-13–11-14
mortgage, 11-13, 11-25

Notes receivable, 8-15–8-20
computing interest on, 8-16–8-17
defined, 8-3, 8-23
disposing of, 8-17–8-20
maturity date for, 8-16
recognizing, 8-17
valuing, 8-17

Notes to financial statements, 8-11, 8-12, 12-29, 
14-5

Not-for-profit corporations, 12-3
Not sufficient funds (NSF) checks, 7-26, 7-29

O
Obligation(s):

for cash dividends, 12-20
for dividends, 12-22
performance, 3-3, 3-11

Obsolescence, 9-8
Occupational fraud, 7-18
Oil reserves, 9-20
Online sales, 5-23
Operating activities:

cash flows from, 14-3, 14-4
defined, 14-29
direct method, 14-21–14-24
indirect method, 14-9–14-13

Operating cycles, 4-27, 4-32, 5-3–5-4
Operating expenses:

cash payments for, 14-23
defined, 5-36
of franchises, 9-23
freight costs as, 5-8
on merchandisers’ income statements, 

5-20–5-21
Operations, discontinued, 15-21–15-22, 15-25
Opportunity, in fraud triangle, 7-3
Ordinary repairs, 9-6, 9-29
Ordinary shares, 12-6, 12-12–12-14

authorization of, 12-9
dividends on, 12-21–12-23
financing with bonds vs., 11-17
no-par value, 12-13
par value, 12-12–12-13
for services or non-cash assets, 12-13–12-14

Ordinary shareholders:
equity for, 12-33–12-34
net income available to, 12-31
return on equity for, 12-31–12-32, 12-35,  

15-14–15-15, 15-18, 15-25
Organizations, applications of accounting in:

careers involving accounting, 1-11
controlling interest, 13-10
credit cards, 8-13
excessive levels of inventory, 6-18
excessive liquidity, 4-29
gift cards, 3-13
human resource controls, 7-9
incorrect/inappropriate recording of 

transactions, 2-10
just-in-time inventory, 6-4
leases, 9-6

Monitoring, for internal control, 7-3
Mortgages (mortgage loans), 11-13, E-16
Mortgage bonds, 11-3, 11-25
Mortgage notes payable, 11-13, 11-25
Moving-average method, 6-22, 6-28. See also 

Average-cost method
Multinational corporations, 1-49
Mutual agency, F-2

N
National credit card sales, 8-13–8-14
Natural disasters, 6-4
Natural resources, 9-20, 9-24, 9-29
Negotiable instruments, 7-20
Net assets, 4-59
Net cash from operating activities, 14-3, 14-5
Net change in cash, 14-14–14-15, 14-26
Net income, 1-22, 1-23

and adjusting entries, 3-9, 3-11, 3-15
and comprehensive income, 5-22
converting, from accrual to cash basis,  

14-8–14-13, 14-21–14-24
defined, 1-30
and errors in ending inventory, 6-15
and fraud, 9-6
net cash from operating activities vs.,  

14-3, 14-5
in partnerships, F-6–F-9
on worksheet, 4-9–4-10

Net income available to ordinary shareholders, 
12-31

Net losses, 1-24
defined, 1-30
in partnerships, F-6–F-9
in retained earnings, 12-28
on worksheet, 4-9–4-10

Net pay, 10-7, 10-13
Net realizable value:

defined, 6-28, 8-23
in estimated uncollectibles, 8-7
in LCNRV, 6-17
for notes receivable, 8-17

Net sales, 5-19, 5-20, 5-36, 15-4
Net 30 (term), 5-10
Neutrality, 3-30
Nigerian Stock Exchange, 4-22
No capital deficiency (partnership liquidation), 

F-10–F-12, F-21
Nominal accounts, 4-13, 4-32. See also 

Temporary accounts
Nominal shares, see Par value shares
Non-cash activities, 14-5
Non-cash assets, 14-10–14-12
Non-cash current liabilities, changes to, 14-12
Non-current assets, 14-13–14-14
Non-current liabilities, 11-1–11-24

accounting for, 11-13–11-15
bonds, 11-2–11-13
on classified statement of financial position, 

4-28
debt in fiscal crisis, 11-1–11-1
defined, 4-32, 10-2, 11-25
effective-interest amortization, 11-19–11-22
on financial statements, 11-16–11-17
in indirect method for statement of cash 

flows, 14-13–14-14
straight-line amortization, 11-22–11-24
terminology, 11-25

Non-recurring charges, 15-22

Losses:
accumulated, 12-61
accumulated other comprehensive, 13-19
casualty, 5-21
from discontinued operations, 15-21, 15-22
on disposal of plant assets, 9-18–9-19,  

14-10, 14-24
on exchange of plant assets, 9-27
income and loss ratio, F-6–F-9
net, see Net losses
as other expenses, 5-21
on realization, F-10
realized, 13-19–13-20
in retained earnings, 12-28
revaluation of plant assets with, 9-15
unrealized, 13-13, 13-19–13-20, 15-23

Lower of cost or net realizable value (LCNRV), 
6-16–6-17, 6-28

M
Madoff, Bernard “Bernie,” 7-26, 7-49
Maker (check), 7-20
Maker (promissory note), 8-13, 8-23
Management:

careers in, 1-11
consulting, 1-27, 1-30
of corporations, 12-4

Managerial accounting, 1-5, 1-28, 1-30
Manufacturing companies, classifying 

inventory in, 6-3
Marketable securities, 13-18
Marketing, 1-11
Market interest rate, 11-5, 11-8, 11-25
Market price:

of bonds, 11-5–11-6
book value vs., 12-33
and par value, 12-10
of shares, 12-9–12-10

Material bad debts, 8-7
Materiality, 3-30, 3-33
Materiality concept, 9-6, 9-29
Maturities, long-term debt, 10-8
Maturity date:

for bonds, 11-3, 11-12–11-13, 11-25
for notes receivable, 8-16

Maturity value, notes receivable, 8-18
Measurement bases, 3-31
Measurement principles, 1-9
Members, limited liability company, F-4
Merchandise, theft of, 5-13
Merchandise inventory, 6-3
Merchandise operations, 5-1–5-34

accounting cycle for, 5-16–5-19
classifying inventory in, 6-3
expansion by, 5-1–5-2
financial statements for, 5-19–5-23
flow of costs in, 5-4–5-6
operating cycles in, 5-3–5-4
periodic inventory system for, 5-26–5-33
recording purchases of merchandise, 5-7–5-11
recording sales of merchandise, 5-11–5-17
terminology, 5-36
under U.S. GAAP, 5-58–5-59
worksheets for, 5-25–5-26, 5-31–5-33

Merchandising profit, 5-20
Mergers and acquisitions, 1-49
Mineral deposits, 9-20
Minus signs (financial calculators), E-15
Monetary unit assumption, 1-9, 1-30, 3-31, 3-33
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Preemptive right, 12-7
Preference dividends, 12-21–12-23, 12-31, 

15-14
Preference shares, 12-14–12-15

book value per share with, 12-34
defined, 12-35
dividends on, 12-21–12-23

Preference share equity, 12-33–12-34
Premium(s):

bond, 11-8, 11-10–11-12, 11-21–11-24
and present value, E-13
share, 12-13, 12-24, 12-26, 12-28

Prenumbering documents, 7-6
Prepaid expenses (prepayments), 3-6–3-11

adjusting entries for, 3-6–3-14, 3-29
alternative treatment of, 3-27–3-28
defined, 3-33
for statement of cash flows, 14-11–14-12

Presentation by function, 5-21
Presentation by nature, 5-21
“Presentation of Financial Statements”  

(IAS 1), 5-58–5-59
Present value, E-7–E-15

of an annuity, E-9–E-11, E-15, E-17
defined, E-7, E-17
and discounting, E-11
of long-term notes and bonds, E-11–E-13
of a single amount, E-7–E-9

Price-earnings (P-E) ratio, 15-16, 15-18, 15-25
Principal:

for bonds, 11-5
defined, E-17
in interest calculation, E-1, E-2
of mortgage, 11-14

Private accounting, 1-28, 1-30. See also 
Managerial accounting

Privately held corporations, 12-3, 12-35
Production, inventory and, 6-3
Product warranties, 10-9–10-10
Profit(s). See also Revenue

accumulated, 12-61
and adjusting entries, 3-1–3-2
gross, 5-20, 5-36
merchandising, 5-20
retained, 12-61

Profitability, inventory management and, 6-2
Profitability ratios. See also specific ratios

classification of, 15-9
defined, 15-25
types of, 15-13–15-16, 15-18

Profit and loss (P&L) ratio, F-6–F-9
Profit and loss statements, see Income 

statements
Profit margin, 15-13, 15-18, 15-25
Profit-sharing plans, 10-7
Promissory notes, 8-13, 8-23. See also Notes 

receivable
Promocash, 5-1
Property, plant, and equipment, 4-25, 4-32, 9-3, 

9-50–9-51. See also Plant assets
Proportions, 15-9
Proprietorships, 1-10, 1-30
Pro rata basis, 12-19
Prorating annual depreciation, 9-10
Proving equality of ledgers, G-7, G-10, G-14
Provisions, 10-9–10-10, 10-13, 11-41
Prudence, 6-17, 6-28
Public accounting, 1-27, 1-30
Public companies, 12-2

to partnerships, F-13–F-14, F-18–F-21
periodic, E-5–E-6
from petty cash fund, 7-16–7-18
prepayments, see Prepaid expenses 

(prepayments)
recording, 2-16–2-17
transaction analysis for, 1-19–1-20

Payment date, 12-20, 12-35
Payout ratio, 15-16, 15-18, 15-25
Payroll deductions, 10-7
PCAOB (Public Company Accounting 

Oversight Board), 7-50
P-E ratio. see Price-earnings ratio
Percentages, 15-6–15-9
Percentage change, 15-6
Percentage-of-receivables basis 

(uncollectibles), 8-9, 8-23
Performance obligations, 3-3, 3-11
Periodic depreciation, 9-15–9-16
Periodic inventory systems, 5-5, 5-23–5-33, 6-8
Periodicity assumption, 3-3. See also Time 

period assumption
Periodic payments, E-5–E-6
Permanent accounts, 4-13, 4-17–4-18, 4-32
Perpetual inventory systems, 5-4–5-5, 6-8

cost flow methods in, 6-21–6-22
defined, 5-36
entries for periodic system vs., 5-29, 5-30
merchandising entries with, 5-18
recording purchases under, 5-7–5-11
recording sales under, 5-11–5-15
and sales journals, G-5

Personal assets, partners’, F-18–F-19
Petty cash fund, 7-16–7-19, 7-30
Physical controls, 5-13, 7-7, 7-11, 7-15
Physical custody, 7-6
Physical inventory, 5-5, 5-6, 6-6
Plant and equipment, 9-3
Plant assets, 4-26, 9-1–9-28

business decisions about equipment, 9-1–9-2
defined, 9-3
depreciation of, 9-7–9-16
disposal of, 9-16–9-19
exchange of, 9-26–9-28
expenditures for, 9-3–9-6
loss on disposal of, 14-10, 14-24
revaluation of, 9-14
statement presentation and analysis of, 

9-25–9-26
terminology, 9-29

P&L (profit and loss) ratio, F-6–F-9
Plus signs (financial calculators), E-15
Point-of-sale (POS) systems, 7-1–7-2
Ponzi schemes, 7-26
Post-closing trial balance, 4-17–4-19, 4-32
Posting, 2-13, 2-25

of adjusting entries, 3-20, 3-21, 4-12
in cash payments journal, G-13, G-14
in cash receipts journals, G-8, G-10
of closing entries, 4-13, 4-15–4-16, 5-31
of correcting entries, 4-22
defined, 2-25
in general journals, G-15
illustration of, 2-14–2-21
in perpetual inventory systems, G-4
in purchases journal, G-12
in sales journals, G-6–G-7
in subsidiary ledgers, G-3

Predictive value, 3-30

net income vs. net cash, 14-5
online sales in India, 5-23
profits and advertising costs, 5-14
share issuance at tech companies, 14-15
share repurchases, 12-18
year-end designations, 1-25

Organization costs, 12-6, 12-35
Other Accounts column (cash receipts 

journal), G-9, G-10
Other assets, reporting, 4-25
Other comprehensive income, 5-22, 5-59,  

13-16, 13-17
Other comprehensive loss, accumulated,  

13-19–13-20
Other expenses, 5-21
Other income, 5-21
Other receivables, 8-3, 8-23
Outstanding checks, 7-24, 7-25, 7-30
Outstanding shares, 12-16, 12-35
Over-the-counter cash receipts, 7-11–7-14
Owners:

and corporations, 12-2
in proprietorship, 1-10
retained, 1-11–1-12

Ownership:
of goods, 6-4–6-6
in partnerships, F-3
of share dividends, 12-24

Ownership rights, 12-4, 12-6–12-7

P
Parent company, 13-10, 13-27
Partners:

admission/withdrawal of, F-15–F-21
capital statement, F-9, F-21
creditors and employees vs., F-8
general, F-21
limited, F-3, F-21

Partnerships, 1-10, F-1–F-21
admission/withdrawal of partners from, 

F-15–F-20
advantages and disadvantages of, F-4–F-5
business organizations with characteristics 

of, F-3–F-4
characteristics of, F-2–F-3
defined, 1-30, F-2, F-21
financial statements for, F-9–F-10
forming, F-5–F-6
limited, F-3, F-4, F-21
limited liability, F-3, F-4, F-21
liquidation of, F-10–F-14
net income/loss in, F-6–F-10
regular, F-3, F-4
terminology, F-21

Partnership agreements, F-5, F-21
Partnership assets, payment from, F-19–F-21
Partnership dissolution, F-2, F-21
Partnership liquidation, F-10–F-14, F-21
Par value, see Face value
Par value (nominal) shares, 12-10, 12-12–12-13,  

12-35
Patents, 9-22, 9-29
Pay, net, 10-7, 10-13
Payee, 7-20, 8-13, 8-23
Payment(s):

bank reconciliation of, 7-24
bonus, see Bonuses (bonus payments)
cash, 14-22–14-24, F-12, F-21
electronic, 7-24
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Revenue(s), 1-11–1-12, 1-18
accrued, 3-6, 3-14–3-16, 3-33
in allowance method, 8-7
contra accounts for, 5-14, 5-35
defined, 1-30
in double-entry system, 2-6–2-7
interest, 5-21
misreporting of, 3-1–3-2
as other income, 5-21
recognizing, 3-3–3-5
sales, see Sales revenue (sales)
from share investments, 13-10
unearned, see Unearned revenues

“Revenue” (IAS 18), 3-59
Revenue expenditures, 9-6, 9-29
Revenue recognition principle, 3-3–3-5,  

3-32, 3-34
Reversing entries:

in accounting cycle, 4-20
correcting entries vs., 4-22
defined, 4-32
preparing, 4-30–4-31

Risk, 7-10
Risk analysis, 7-3
Rounding, E-15
Round tripping, 3-5

S
Safe cash payments schedule, see Schedule of 

cash payments
Salaries:

adjusting entries for, 3-17–3-19
as current liabilities, 10-6–10-7
in partnerships, F-8–F-9
recording payment of, 2-19
and wages payable, 1-11

Sales activities (sales):
of bonds, 13-5
online, 5-23
of plant assets, 9-18–9-19
of receivables, 8-11
segregation of purchasing and, 7-5
of shares, 13-9
in subsidiary ledgers, G-2
of treasury shares, 12-17

Sales commissions, 7-7
Sales discounts, 5-14–5-15, 5-29, 5-35, G-9
Sales invoices, 5-12, 5-35
Sales journals, G-4–G-7, G-17
Sales returns and allowances, 5-13–5-14,  

5-29, 5-35
Sales revenue (sales), 5-3, 5-19

in cash receipts journal, G-9
credit card, 8-13–8-14
defined, 5-35
income statement presentation of, 5-19
of merchandise, 5-11–5-15
net, 5-19, 5-20, 5-35, 15-4
rate of return on, 15-13
recording, 5-11–5-15, 5-29, 5-30

Sales taxes payable, 1-11, 10-4-10-5
Salvage value, 9-9. See also Residual value
Sarbanes-Oxley Act (SOX), 1-49, 3-59, 7-50
Schedule of cash payments, F-12, F-21
SEC, see U.S. Securities and Exchange 

Commission
Secured bonds, 11-3, 11-25
Securities:

categories of, 13-12–13-19

illustrated, 2-14–2-21
importance of organized, 2-1–2-2
journal in, 2-8–2-11, 2-20–2-21
ledger in, 2-11–2-12, 2-21
with periodic inventory system, 5-27
with perpetual inventory system, 5-7–5-17, 

5-29, 5-30
posting in, 2-13, 2-20, 2-21
for purchases of merchandise, 5-7–5-11, 

5-28–5-29
for sales of merchandise, 5-11–5-15, 5-29
for share investments, 13-7–13-8
steps in, 2-8–2-9
trial balance in, 2-22–2-24
under U.S. GAAP, 2-47–2-48
for write-off of uncollectible debt, 8-8

Recordkeeping, 7-6
Recovery of uncollectible accounts, 8-9
Redeeming bonds, 11-12–11-13
Regular partnerships, F-3, F-4
Regulations, government, 12-4–12-5
Regulatory agencies, 1-5
Reimbursement requests, fraud involving, 7-7
Related activities, 7-5–7-6
Relevance, 1-9, 1-30, 3-30, 3-33
Remittance advice, 7-20
Rent, 2-16, 5-21
Repairs, ordinary, 9-6, 9-29
Repurchase of shares, 12-18
Research and development (R&D) costs,  

9-24, 9-29
Reserves, 12-30, 12-61
Residual claims, 12-7
Residual equity, 1-11
Residual value, 9-8, 9-11, 9-12, 9-29
Responsibility, 7-4–7-5, 7-11, 7-15
Restricted cash, 7-28
Restructuring charges, 15-22
Retailers, 5-1–5-3
Retail inventory method, 6-24–6-25, 6-28
Retained earnings, 2-25

cash dividends and, 12-20
as corporate capital, 12-10–12-12
defined, 12-36
and equity, 12-28–12-32
IFRS on, 12-61
recording procedure for, 2-5–2-6
and share dividends, 12-24
and share splits, 12-26
on statement of cash flows, 14-14, 14-25

Retained earnings restrictions, 12-28–12-29, 
12-36

Retained earnings statements:
from adjusted trial balance, 3-24
defined, 1-30
in horizontal analysis, 15-6
preparation of, 1-22–1-24
and statement of changes in equity, 12-32
from worksheet, 4-11

Retained owners, equity for, 1-11
Retained profits, 12-61
Retirement of plant assets, 9-17–9-18
Returns, 5-9, 5-13–5-14, 5-36
Return on assets, 15-14, 15-18, 15-25
Return on ordinary shareholders’ equity:

calculating, 15-14–15-15
defined, 12-36, 15-25
in equity analysis, 12-31–12-32
formula, 15-18

Public Company Accounting Oversight Board 
(PCAOB), 7-50

Publicly held corporations, 12-3
Purchases:

of buildings, 9-4
cash, 1-17
credit, 1-17–1-18, 2-17, G-11, G-12
of merchandise, 5-7–5-11
of partner’s interest, F-15–F-16, F-21
recording, 2-15, 5-7–5-11, 5-28–5-29
transaction analysis for, 1-17–1-18
of treasury shares, 12-15–12-16

Purchase allowances, 5-9, 5-28, 5-36
Purchase discounts, 5-10, 5-29, 5-36
Purchase invoice, 5-7, 5-36
Purchase returns, 5-9, 5-28, 5-36
Purchases journals, G-10–G-12, G-17
Purchasing activities, segregation of, 7-5

Q
Quick ratio, 15-10–15-11, 15-18, 15-25

R
Rates, 15-9
Rate of return on sales, 15-13. See also Profit 

margin
Ratios, 15-9, 15-25
Ratio analysis, 15-3, 15-9–15-20

defined, 15-25
liquidity ratios, 15-9–15-13, 15-18
non-current liabilities, 11-16–11-17
profitability ratios, 15-9, 15-13–15-16
solvency ratios, 15-9, 15-16–15-18

Rationalization, in fraud triangle, 7-3
Raw materials, 6-3, 6-28
R&D (research and development) costs, 9-24, 

9-29
Readily marketable investments, 13-18
Real accounts, 4-13, 4-32. See also Permanent 

accounts
Real estate, 1-11
Real estate taxes payable, 1-11
Realization, in partnership liquidation, F-10
Realized gains and losses, 13-19–13-20
Reasonable assurance concept, 7-10
Receipts, see Cash receipts
Receivables, 8-1–8-22. See also Accounts 

receivable
defined, 8-23
on financial statements, 8-20–8-22
interest, 8-18
notes, 8-3, 8-15–8-20, 8-23
other, 8-3, 8-23
terminology, 8-23
trade, 8-3, 8-23
uncollectible, 8-1–8-2
under U.S. GAAP, 8-41–8-42

Reconciling bank accounts, 7-23–7-26
entries from, 7-25–7-26
illustration of, 7-24–7-25
procedure for, 7-23–7-24

Record date, 12-20, 12-35
Recording process, 2-1–2-25, 5-28–5-29

accounts in, 2-2–2-3
activities in, 1-4
for bond transactions, 13-5
chart of accounts, 2-14
debits and credits in, 2-3–2-8
for estimated uncollectibles, 8-7–8-8
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and errors in inventory accounting,  
6-15–6-16

horizontal analysis of, 15-4–15-5
investments on, 13-18–13-19
natural resources on, 9-20
net change in cash on, 14-14–14-15,  

14-26
non-current liabilities on, 11-16
for partnerships, F-9–F-10
recovery of bad debts on, 8-8
reporting cash on, 7-27
sustainable income on, 15-23
trading securities on, 13-14
transfer to worksheet, 5-26, 5-33
and treasury share transactions, 12-16
unpaid notes payable on, 11-14
vertical analysis of, 15-6–15-7
from worksheet, 4-11–4-12
write-off of bad debts on, 8-8

Statements of operations, see Income 
statements

Statements of operations, consolidated, D-1
Statements of shareholders’ equity, 

consolidated, D-4
Straight-line amortization, 11-22–11-24
Straight-line depreciation, 9-9–9-10, 9-13,  

9-29
Subsidiary (affiliated) company, 13-10,  

13-27
Subsidiary ledgers, G-1–G-3, G-2, G-17

accounts payable, G-2, G-12, G-17
accounts receivable, G-2, G-17
creditors’, G-2, G-18
customers’, G-2, G-18
defined, G-1, G-17
frequency of posting to, G-12
general vs., G-9
posting from cash receipts journal to, 

 G-10
Sums, present value of, E-14
Supplementary schedule to statement of cash 

flows, 14-5
Suppliers, cash payments to, 14-22–14-23
Supplies, 1-17–1-18, 3-8–3-9
Sustainability reporting, 7-4, 9-20–9-21
Sustainable income, 15-20–15-24, 15-26

T
Tabular summary, of transactions, 1-21, 2-3
T-accounts, 2-3, 2-25, 14-22, 14-26–14-28
Taxes and taxation:

as accounting area, 1-27
and bond financing, 11-17
for corporations, 12-5–12-6
defined, 1-30
and depreciation, 9-14
double taxation, 12-5–12-16
effect of cost flow methods on, 6-13
income, see Income taxes
real estate taxes payable, 1-14
sales taxes payable, 10-4–10-5
Social Security taxes, 10-7
value-added taxes, 10-4

Taxing authorities, 1-5
Tech company shares, 14-15
Temporary accounts, 4-13, 4-18–4-19,  

4-32
Theft, 5-13, 7-18
Three-column form of account, 2-12, 2-25

Sinking fund bonds, 11-3, 11-25
“Slush” funds, 7-16
Small share dividend, 12-24
Social Security (Social Welfare) taxes, 10-7, 

10-13
Solvency ratios, 15-9, 15-16–15-18, 15-25
SOX, see Sarbanes-Oxley Act
Special journals, G-4–G-17

cash payments journals, G-13–G-14
cash receipts journals, G-7–G-10
and cybersecurity, G-16–G-17
defined, G-17
purchases journals, G-10–G-12
sales journals, G-4–G-7

Specific identification method (inventory), 
6-7–6-8, 6-28

Standards, 1-9. See also specific standards
on accounting cycle, 4-59–4-60
for adjusting accounts, 3-58–3-59
for current liabilities, 10-28
on equity, 12-61–12-62
financial reporting, 1-49
for financial statement analysis, 15-48–15-49
for investments, 13-43–13-44
for liabilities, 11-40–11-41
for merchandise operations, 5-58–5-59
for plant, property, and equipment, 9-50–9-51
for receivables, 8-41–8-42
for recording process, 2-47–2-48
for statement of cash flows, 14-50–14-51

State Administration of Taxation (China), 1-5
Stated rate, for bonds, 11-3
Stated value, 12-10, 12-36
Statements of cash flows, 14-1–14-29

and cash management, 14-1–14-2
classification of cash flows, 14-3–14-5, 14-7
consolidated, A-6–A-8, B-5, C-5
defined, 1-30, 14-29
direct method for, 14-8, 14-19–14-26
evaluating companies with, 14-17–14-19
format of, 14-5–14-6
indirect method for, 14-7–14-17
preparation of, 1-25, 14-7–14-17, 14-19–14-26
relationships of other statements with, 1-23
significant non-cash activities, 14-5
T-account approach, 14-26–14-28
terminology, 14-29
usefulness of, 14-3
under U.S. GAAP, 14-50–14-51

Statements of changes in equity:
consolidated, A-5, B-6, C-4
for corporations, 12-32
defined, 12-36
statement of financial position vs., 12-30

Statements of comprehensive income, 15-21, 
15-23–15-24. See also Comprehensive 
income statements

Statements of financial position. See also 
Classified statements of financial position

accumulated other comprehensive income 
on, 13-16, 13-17

from adjusted trial balance, 3-25
adjusting entries on, 3-9, 3-12, 3-15, 3-19
comparative, 14-7
consolidated, 13-22–13-26
current liabilities on, 10-10–10-11
defined, 1-30
effect of cost flow methods on, 6-13
equity on, 12-30

held-for-collection, 13-13, 13-27
marketable, 13-18
non-trading, 13-13, 13-15–13-18, 13-27,  

15-23
trading, 13-13–13-15, 13-27, 15-23

Segregation of duties:
in cash controls, 7-11, 7-15
fraud related to, 8-4
for internal control, 7-5–7-6
and write-off of uncollectible debt, 8-8

Seller, freight costs for, 5-8–5-9
Services, 1-18, 1-19
Service companies, operating cycles for, 5-3
Service life, see Useful life
Shares, 12-8–12-18, 12-27. See also Earnings 

per share (EPS)
authorized, 12-8, 12-35
book value per, 12-33–12-34
issued for cash, 14-14, 14-25
issuing, 12-9–12-10
market price of, 12-9–12-10
no-par value, 12-10, 12-13, 12-36
ordinary, see Ordinary shares
outstanding, 12-16, 12-36
par value (nominal), 12-10, 12-12–12-13, 

12-36
preference, see Preference shares
of tech companies, 14-15
treasury, 12-15–12-18, 12-36

Share capital:
defined, 12-36
and retained earnings, 12-28–12-19
and share dividends, 12-24
and share splits, 12-26
for statement of cash flows, 14-14, 14-25

Share capital—ordinary:
as corporate capital, 12-10–12-12
debit/credit procedures for, 2-5
defined, 1-30
on statement of cash flows, 14-14, 14-25
as type of equity, 1-14

Share certificates, 12-6
Share dividends, 12-24–12-25, 12-36, 13-8, 

13-10
Shared value, creating, 4-25
Shareholders:

financial statement analysis for, 15-3
investment of cash by, 1-17
limited liability of, 12-3–12-4
net income available to, 12-31
ownership rights of, 12-6–12-7
perpetual inventory systems to attract, 5-6
share splits for, 12-26

Shareholders’ equity, D-4. See also Corporate 
capital

ordinary, 12-33, 15-14–15-15, 15-18, 15-25
return on, 12-31–12-32, 12-36, 15-14–15-15, 

15-18, 15-25
Shareholder rights, 12-6–12-7
Share investments, 13-7–13-18, 13-27
Share premium, 12-13, 12-24, 12-25, 12-28
Share quotes, reading, 12-9
Share splits, 12-26, 12-36
Short-term creditor, 15-2–15-3
Short-term investments, 13-18–13-19, 13-27
Short-term paper, 13-18n.4
Significant non-cash activities, 14-5
Simple entries, 2-10, 2-25
Simple interest, E-2, E-17
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for intangible assets, 9-21, 9-22
Users of accounting data, 1-4–1-5

V
Vacations, required, 7-9
Valuation:

of accounts receivable, 8-5–8-12
cost allocation vs., 9-7
of notes receivable, 8-17
of plant assets, 9-14

Value-added taxes (VAT), 10-4
Verifiability, 3-30, 3-34
Verification, see Independent internal 

verification
Vertical analysis, 15-3, 15-6–15-8, 15-26
Voluntary withdrawal of partner, F-18
Vouchers, 7-15, 7-30
Voucher register, 7-15
Voucher system, 7-14–7-15, 7-30

W
Wages, 3-17–3-19, 10-6–10-7
Warranties, product, 10-9
Wear and tear, 9-8
Weighted-average unit cost, 6-10, 6-28
Wholesalers, 5-3
Withdrawal by payment from partnership 

assets, F-19–F-21
Withdrawal by payment from partners’ 

personal assets, F-18–F-19, F-21
Working capital, 10-11, 10-13, 15-10
Working capital ratio, 15-10
Work in process, 6-3, 6-28
Worksheets, 4-3–4-12

consolidated statement of financial position 
from, 13-23–13-25

defined, 4-32
for merchandise operations, 5-25–5-26, 

5-31–5-33
preparing adjusting entries from, 4-12
preparing financial statements from,  

4-11–4-12
steps in preparing, 4-3–4-10

Write-off, of uncollectible account, 8-8

Y
Years, fiscal vs. calendar, 3-3

Z
Zero-interest bonds, 11-5

U
Uncertainty, with current liabilities,  

10-9–10-10
Uncollectible accounts, 8-5–8-12

allowance method, 8-7–8-11
direct write-off method, 8-6–8-7

Uncollectible accounts expense, 8-5
Uncollectible receivables, 8-1–8-2
Understandability, 3-30, 3-34
Underwriting, 12-9
Unearned revenues, 3-6

adjusting entries for, 3-11–3-13
alternative treatment of, 3-28–3-29
as current liabilities, 10-6
defined, 3-34

Unexpired cost, see Book value
Unit costs, weighted-average, 6-10, 6-28
United States, LIFO use in, 6-13, 6-51
U.S. GAAP:

on accounting cycle, 4-59–4-60
for adjusting accounts, 3-58–3-59
for current liabilities, 10-28
and equity, 12-61–12-62
on financial reporting, 1-48–1-49
for financial statement analysis, 15-48–15-49
and fraud, 7-49–7-50
for inventories, 6-50–6-51
for investments, 13-43–13-44
for liabilities, 11-40–11-41
for merchandise operations, 5-58–5-59
for plant, property, and equipment, 9-50–9-51
for receivables, 8-41–8-42
recording process for, 2-47–2-48
for statement of cash flows, 14-50–14-51

U.S. Securities and Exchange Commission 
(SEC), 4-59, 7-26, 14-49

Units-of-activity depletion, 9-20
Units-of-activity depreciation (units of 

production method), 9-11, 9-29
Unlimited liability, with partnerships, F-3, F-4
Unrealized gains and losses, 13-13, 13-19–13-20,  

15-23
Unsecured bonds, 11-3, 11-25
Unusual items, 15-24
Useful financial information, 3-30
Useful life:

defined, 3-34, 9-29
in depreciation computation, 9-8–9-9
depreciation over, 3-9
expenditures over, 9-6

Time, in interest calculation, E-2
Times interest earned, 11-16, 11-25, 15-17–15-18, 

15-26
Timeliness, 3-30, 3-34
Time periods, for discounting, E-11
Time period assumption, 3-3, 3-5, 3-31,  

3-34, 3-59
Time value of money, 11-5, 11-25, E-1–E-17

and financial calculators, E-14–E-16
future value concepts, E-3–E-7
and interest, E-1–E-3
present value concepts, E-7–E-15
terminology, E-17

Total assets, 9-3, 12-17, 12-20, 15-6
Total costs, of trading securities, 13-13
Total depreciation expense, 9-13
Total equity, 12-24, 12-25, 12-32, 15-6
Total fair value, 13-13
Total liabilities, 15-6
Trademarks, 9-22–9-23, 9-29
Trade names, 9-22–9-23, 9-29
Trade receivables, 8-3, 8-23. See also Accounts 

receivable; Notes Receivable
Trading on the equity, 15-15, 15-26
Trading securities, 13-13–13-15, 13-27,  

15-23
Transactions (business transactions):

analyzing, 1-14–1-20
arm’s-length, 8-3
collection, G-2
defined, 1-30
in double-entry system, 2-4–2-7
intercompany, 13-22, 13-27
purchasing, 5-7–5-11
sales, 5-11–5-15

Transaction analysis, 1-14–1-20, 2-14–2-19
Transparency, 4-1–4-2
Transposition error, 2-23
Treasurers, 12-4
Treasury shares, 12-15–12-18, 12-36
Trend analysis, see Horizontal analysis
Trial balances, 2-22–2-24, 2-25

adjusted, 3-22–3-26, 3-33, 4-7, 5-26
defined, 2-25
limitations of, 2-23
outdated information in, 3-6
post-closing, 4-17–4-19, 4-32
on worksheet, 4-4, 4-7, 5-26, 5-31

True cash balance, 7-25
Trustees (bonds), 11-4
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