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Accumulated other comprehensive income, 
4-12

and corridor amortization, 19-22–19-25
and pension expense, 19-24
pension expense in, 19-18
in stockholders’ equity, 14-7

Accumulated rights, 12-10
Accumulation process, 5-10
Acid-test ratio, 12-33–12-34, 23-36
Acquisition of, 9-2
Activity method, 10-5
Activity ratios, 4-33, 23-36
Actual return on plan assets, 19-11
Actuarial assumptions, 19-6
Actuarial present value, 19-7
Actuaries, 19-6
Additional paid-in capital, 4-12, 14-8
Additional return on convertible preferred 

stock, 15-6
Additions, 9-27
Adjunct account, 4-32, 13-14
Adjusted trial balance, 2-34–2-36
Adjusting entries, 2-23–2-36

for accruals, 2-29–2-34
adjusted trial balance, 2-34–2-36
for deferrals, 2-24–2-29
types of, 2-24

Adjustments
changes in accounting estimates as, 21-14
fair value, 16-9
for depreciation, 2-27
to net income, 22-26–22-28
prior period, 21-19, 21-25
reclassification, 16-30–16-32
year-end, 23-18

Adverse opinion, 23-25
Advertising costs, 11-29, 23-18
AICPA (American Institute of Certified Public 

Accountants), 1-8
Allocation

compensation expense, 15-13, 15-40
interperiod tax, 18-38
residual approach, 17-14
transaction price, 17-5–17-6

Allowance(s)
for doubtful accounts, 22-31
sales, 17-21–17-23
valuation, 18-12–18-14

Allowance, estimating, 6-17–6-19
Allowance method, 6-13–6-15
Allowances, 6-10–6-12
Alternative use test, 20-9
American Institute of Certified Public 

Accountants (AICPA), 1-8
Amortization

adjustment to net income for,  
22-26–22-27

of bond discount, 22-27
of bond premium, 22-27
corridor, 19-22–19-25
of direct financing lease, 20-49
of limited-life intangibles, 22-27

Accounting estimates, changes in, 21-14–21-17
Accounting information

segmented, 23-11
users’ need for, 23-4

Accounting information, qualitative 
characteristics of, 1-12

Accounting information system, 2-2–2-59
accounting cycle, 2-7
accounting equation, 2-5
adjusting entries, 2-23–2-36
analyze business transactions, 2-8–2-23
defined, 2-2
financial statements, 2-6
financial statements preparation, 2-37–2-45
merchandising company, 2-45–2-48
ownership structure, 2-6
principles of, 2-2

Accounting policies, 4-27–4-28, 23-5
defined, 23-5
for interim reports, 23-16
notes to financial statements on, 23-5–23-6

Accounting principles, 21-3–21-8
Accounting standards updates, 1-7–1-8
Accounts, doubtful, 22-30
Account sales (report), 17-28
Accounts payable, 12-3, 22-8
Accounts receivable, 6-13–6-20

net approach to, 22-30
and net cash flow from operating activities, 

22-11
aging schedule of, 6-17
allowance method, 6-13–6-15
defined, 6-6
direct write-off method, 6-13–6-14
valuation of, 6-13–6-20

Accounts receivable turnover, 4-34, 6-35,  
23-36

Accretion expense, 9-7
Accrual-based accounting, 18-2

and net cash flow from operating activities, 
22-7

Accrual-basis accounting, cash-basis 
accounting vs., 2-48–2-53

Accruals
accrued expenses, 2-31–2-34
accrued revenues, 2-30–2-31
adjusting entries, 2-29–2-34
for pension expense, 19-9

Accrued expenses, 2-24, 2-31–2-34
bad debts, 2-33–2-34
interest, 2-31–2-32
salaries, 2-32–2-33
wages, 2-32–2-33

Accrued revenues, 2-24, 2-30–2-31, 21-29
Accruing interest, 13-15–13-16
Accumulated benefit obligation, 19-6
Accumulated depreciation

and net cash flow from investing activities, 
22-12

and net cash flow from operating activities, 
22-12, 22-14–22-15

on statement of cash flows worksheet,  
22-37

401(k) plans, 19–3

A
Abnormal shortages, 8-29
Above cost sales, treasury stock, 14-20–14-21
Accelerated depreciation methods, 10-6
Access, to franchise rights, 17-54
Accounting

allowance method, 6-13–6-15
assumptions, 1-18–1-20
computerized, 2-2
as control and monitoring device, 23-3
direct write-off method, 6-13–6-14
double-entry, 2-4
importance of, 1-2–1-4
liquidation, 1-19–1-20
manual, 2-3–2-4
principles of, 1-20–1-25
tax, 18-3

Accounting, cash-basis vs. accrual-basis, 
2-48–2-53

Accounting changes, 21-39
background, 21-2–21-3
changes in accounting estimates,  

21-14–21-16
changes in accounting principle, 21-3–21-8
changes in reporting entity, 21-17
and comparability, 21-2
direct and indirect effects of, 21-10
IFRS on, 21-10
impracticability test for, 21-10–21-12
motivations for making, 21-24
non-qualifying changes, 21-12
summary of, 21-23–21-24
to/from equity method, 21-36–21-38

Accounting, changes and errors, 3-33–3-36
Accounting cycle

adjusted trial balance, 2-34–2-36
adjusting entries, 2-23–2-36
analyze business transactions, 2-8–2-23
chart of accounts, 2-12
closing entries, 2-38, 2-39
closing process, 2-38
defined, 2-7
financial statements preparation, 2-37–2-45
journalizing, 2-9–2-10, 2-18–2-20
ledger, 2-10–2-11
post-closing trial balance, 2-40–2-41
posting closing entries, 2-39–2-40
reversing entry, 2-41
summary, 2-41–2-45
trial balance, 2-20–2-23
worksheet, 2-56–2-59

Accounting equation, 2-5
Accounting errors

balance sheet, 21-26
counterbalancing, 21-26, 21-27
on financial statements, 21-33–21-34
fraud vs., 21-32–21-33, 23-30
income statement, 21-26
noncounterbalancing, 21-26
prevalence of disclosures about, summary of, 

21-23–21-24
types of, 21-18–21-19

Subject Index

bindsubj.indd   1 28/02/22   8:02 PM

CO
PYRIG

HTED
 M

ATERIA
L



I-2  Subject  In de x

Bonus plans, 23-39
Book value method

for convertible debt, 15-4
for convertible preferred stock, 15-5
for preferred stock, 14-15

Book value, of depreciable asset, 2-28
Book value per share, 4-34, 14-39, 14-39–14-40, 

14-42, 23-37
Borrowing, incremental rate, 20-9
Breakage, 12-16
Budget, fraudulent reporting related to, 23-29
Buildings

depreciation of, 22-44
and net cash flow from investing activities, 

22-12
and statement of cash flows worksheet, 22-44

Business combination, 5-2, 11-3
Business environment, complexity of, 23-3
Business organization, 14-2
Business transactions. see Transactions
Buybacks, 14-18–14-19

C
Callable preferred stock, 14-15
Call options, 16-37
Capital

contributed (paid-in), 14-7
from convertible debt, 15-3
earned, 14-7
volatility of, 16-11
working, 22-32–22-33

Capital allocation process, 1-3–1-4
Capital expenditure, 9-27
Capitalization

of contract costs, 17-37
of leases, 20-5

Capitalization period, 9-10
Capital maintenance approach, 3-3
Capital stock, 4-12, 14-6
Capital structure

and accounting method, 21-24
complex, 15-23
simple, 15-23

Capital surplus, 4-33
Carrybacks, 18-44
Carryforwards, 18-23–18-24, 18-37
Carrying amount

accounting for equity investments and, 16-19
change from equity method and, 21-36
investee losses in excess of, 16-21
in retrospective application, 21-3

Carrying value, 13-10
Cash, 4-5, 6-1–6-5

bank overdrafts, 6-3, 6-4
changes in, 22-6
defined, 6-1
investing and financing transactions with, 

22-2
reporting, 6-2–6-4
restricted, 6-2–6-3
share reacquisition to distribute, 14-17–14-18
for statement of cash flows, 22-6

Cash-balance plans, 19-36
Cash-based accounting approach, 18-3
Cash basis

and net cash flow from operating activities, 
22-7

for pension plans, 19-9
Cash basis accounting

reporting, 16-11
Available-for-sale securities, 16-3, 16-7–16-11
Average days to sell inventory, 8-32
Average tax rate, 18-20
Avoidable interest, 9-11

B
Bad debts, 2-33–2-34, 6-43, 21-30
Balance sheet, 4-1–4-15

accrual basis, 2-50
available-for-sale securities on, 16-11
cash basis, 2-49
classification, 4-3–4-13
comparative, 22-6
deferred tax assets on, 18-9, 18-12
deferred tax liabilities on, 18-7
earnings per share on, 15-42
elements, 4-3
errors on, 21–26
fair value hedge and, 16-40
format, 4-13–4-15
income taxes on, 18-30
of lessee, 20-39
of lessor, 20-39
limitations of, 4-2–4-3
merchandising company, 2-47–2-48
presentation, 3-20–3-21
reclassification adjustments on, 16-30
stockholders’/owner’s equity on, 14-36
usefulness of, 4-1–4-2
valuation allowance on, 18-13

Bank accounts, 6-37
Bank overdrafts, 6-3, 6-4
Bank reconciliation, 6-39
Banks, 16-3, 16-7
Bargain purchase, 11-22–11-23
Bargain purchase options, 20-6
Bargain renewal option, 20-7
Basic EPS, 15-28
Basket purchase, 8-14
Below cost sales, treasury stock, 14-20–14-21
Benefit obligations

accumulated, 19-6
pension, 19-6
postretirement, 19-6–19-7
projected, 19-7
vested, 19-6

Benefits/years of service actuarial method, 
19-10

Best-efforts underwriting, 13-3
Bifurcation, 16-44
“Big GAAP versus little GAAP” issue, 23-4
Bill-and-hold arrangements, 17-25
Billings account, 17-44
Bond discount, amortization of, 22-27
Bondholders, 23-35
Bond indenture, 13-2
Bond premium, amortization of, 22-27
Bonds

convertible, 15-3–15-4
loss on sale of, 16-10
stock warrants issued with, 15-7

Bonds payable, 13-2–13-16, 22-16
effective-interest method, 13-10–13-16
issuing bonds, 13-3
types of bonds, 13-3
valuation and accounting for, 13-4–13-10

Bonus agreements, 12-12–12-13
Bonus depreciation, 18-8

Amortization (Continued)
of postretirement benefit gains/losses,  

19-45–19-46
of prior service cost, 19-16–19-19
for property with guaranteed residual value, 

20-31
of sales-type lease, 20-18
of trademarks, 22-44

Amortization schedules
gain/loss, 19-46
lease, 20-14, 20-18, 20-24, 20-31

Amortized cost
for debt investments, 16-10, 16-26
defined, 16-3
and impairments, 16-26

Amount to capitalize, 9-11–9-12
Annualized approach, 23-18
Annual reports, 23-17
Annuity

deferred, 5-28–5-30
defined, 5-14
due, 5-14
future value of, 5-14–5-21
pension plans and, 19-36
present value, 5-21–5-27

Anticipated transaction, 16-43
Antidilution test, 15-33–15-34
Antidilutive securities, 15-28
APBO (accumulated postretirement benefit 

obligation), 19-42
Appropriated retained earnings, 3-19
Arbitrageurs, derivatives for, 16-36
Articles of incorporation, 14-4
Artistic-related intangible assets, 11-10
Assessments, 12-22–12-23
Asset gains and losses, 19-21
Asset-liability approach, 17-2
Asset-liability method, 18-36
Asset retirement costs and obligations,  

9-6–9-9
Asset reversion transactions, 19-37
Assets, 1–17, 4–3

in consignments, 17-28
and costs to fulfill contract,  

17-37–17-38
debt to assets ratio, 23-37
of operating segments, 23-12
return on, 4-34
segmented information about, 23-14
and unearned compensation, 15-17

Asset turnover, 4-34, 10-27, 23-36
Asset valuation issues, 9-24–9-26
Assumptions

accounting, 1-18–1-20
actuarial, 19-6
economic entity, 1-19
going concern, 1-19–1-20
monetary unit, 1-20
periodicity, 1-20

Assurance-type warranty, 12-23–12-24, 17-29
Attribution period, 19-41
Audit committees, 23-39
Auditors, 23-22
Auditor’s report, 23-22
Available-for-sale, 4-6
Available-for-sale investments

defined, 16-26
fair value option for, 16-24
impairment of value for, 16-26–16-27
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and accounting changes, 21-2
auditor’s evaluation of, 23-34
in ratio analysis, 23-38

Consolidated financial statements, 16-22
Consolidation, 16-21–16-22
Construction

long-term construction contracts,  
17-39–17-46

Construction in process account, 17-43
Consumers, derivatives for, 16-35
Contingencies

note disclosures on, 23-6
and uncertain tax position, 18-35

Contingent issue agreement, 15-33
Contingent liabilities, 12-19
Contingent liabilities, and no-par stock,  

14-9
Contingent shares, 15-33
Continuing franchise fees, 17-52
Contra account, 4-32
Contra asset account, 2-28
Contract, 17-7
Contract assets, 17-34
Contract liabilities, 17-35
Contract modifications, 17-36
Contract-related intangible assets,  

11-11–11-12
Contracts

costs to fulfill, 17-37–17-38
defined, 17-7
disclosure of, 17-38
forward, 16-34
futures, 16-42
identifying, 17-3–17-4, 17-7
long-term construction, 17-39–17-43
modifications, 17-36
option, 16-34–16-35
profitable, current period losses on, 17-48
unprofitable, 17-48

Contra items, 4-31–4-32
Contributed (paid-in) capital, 14-7
Contribution, 9-35
Contributory pension plans, 19-3
Control(s)

indicators of change in, 17-17
internal, 23-28
in leases, 20-45
in sale-leasebacks, 20-42

Controlling interest, 16-21
Control number, 15-46
Conventional retail inventory method,  

8-26
Conversion

induced, 15-5
at maturity, 15–4
recording convertible debts at, 15–4

Conversion rate, diluted EPS, 15–30
Convertible debts

accounting for, 15–4
defined, 15–3
extinguishment of, 15–5
investors and, 15–3
issuance of, 15–3–15–4

Convertible preferred stock, 14–14, 15–5–15–6, 
15–31

Convertible securities, 15–29–15–31
Copyright, 11–10
Corporate capital, 14–2–14–17
Corporate tax rates, 18–21

Combined sales test, 23-14
Commercial paper, 6-2
Commercial substance, 9-19–9-20
Commitments, note disclosures on, 23-6
Common costs, 23-14
Common-size analysis, 23-39–23-40
Common stock, 14-7

characteristics of, 14-7
defined, 14-7
issuance of, 14-8
as par value stock, 14-8

Common stock (common shares)
and capital structure, 15-3
and earnings per share, 15-23
and net cash flow from financing activities, 

22-16
net income and changes in, 22-27
on statement of cash flows worksheet, 22-44

Common stockholders, 15-24
Comparability, 1-15–1-16

accounting changes and, 21-2
in ratio analysis, 23-38
retrospective application and, 21-2

Comparative analysis, 23-38
Comparative balance sheets, 22-6
Comparative financial statements, error 

correction on, 21-2
Compensated absences, 12-10–12-12
Compensating balance, 6-3
Compensation

and service cost, 19-10
unearned, 15-16–15-17

Compensation expense, 15-13
Compensatory ESPP, 15-19
Completeness, 1-14
Complex capital structure, 15-23
Complexity, of business environment, 23-3
Complex transactions, fraudulent reporting, 

23-29
Component depreciation, 10-10
Components of pension expense, 19-9
Composite method, 10-8–10-10
Compound interest, 5-3–5-8
Comprehensive income, 1-17, 3-16–3-18

from pensions, 19-30
and remeasurements, 19-71
unrealized gains and losses and, 16-7

Computerized accounting systems, 2-2
Computer software costs, 11-29
Conceptual framework, 1-11–1-18

and asset-liability approach to revenue 
recognition, 17-2

defined, 1-11
elements, 1-17
enhancing qualities, 1-15–1-16
faithful representation, 1-14–1-15
objective of, 1-11
qualitative characteristics of accounting 

information, 1-12
relevance, 1-13–1-14

Conditional contribution, 9-35–9-36
Confirmatory value, 1-13
Conservatism, 1-15
Consideration payable, 12-25–12-26
Consigned goods, 7-9
Consignees, 17-27
Consignments, 17-27
Consignors, 17-27
Consistency, 1–16

vs. accrual-basis, 2-48–2-53
theoretical weaknesses, 2-53

Cash controls, 6-36–6-41
Cash debt coverage, 4-23, 4-34, 23-37
Cash disbursements, 22-20
Cash discounts, 6-8–6-10, 7-12–7-13
Cash dividend payable, 22-33
Cash dividends, 14-26–14-27

amount per share, 14-27
percentage of par value, 14-27

Cash equivalents, 6-2, 22-3
and cash flows from trading securities, 22-33

Cash flow. See also Net cash flows
from financing activities, 4-17
free, 4-16, 4-23–4-24
from investing activities, 4-17
from operating activities, 4-17
statement, see Statement of cash flows

Cash flow hedges, 16-42
Cash flow management, 22-10
Cash flow risk, 16-42
Cash flows

classification of, 22-3–22-4
evaluation of, 22-4
and fair value hedges, 16-40
future, 22-2
of hedged items, 16-46
for pension plan participants, 19-3

Cash flows, collectibility assessment, 6-42–6-43
Cash payments, 22-22
Cash, physical protection of, 6-38–6-39
Cash rebate, 12-25
Cash receipts, 22-19
CDs (certificates of deposit), 6-2
CECL model, 6-19
Certificates of deposit (CDs), 6-2
Change in accounting estimate, 21-14, 21-39
Change in accounting estimate effected by a 

change in accounting principle, 21-15, 
21-39

Change in reporting entity, 21-17, 21-40
Changes in accounting estimates, 21-14–21-17
Changes in accounting principle, 21-3–21-8, 

21-39
change in estimate effected by, 21-17
current change approach, 21-2
defined, 21-3
direct and indirect effects of, 21-10
impracticability test for, 21-10–21-12
for long-term contracts, 21-3
non-qualifying changes, 21-12
note disclosures on, 23-6
prospective change approach, 21-3
retrospective change approach, 21-2

Changes in cash, 22-6
Changes in reporting entity, 21-17
Charges, noncash, 22-44
Chart of accounts, 2-12
Choice of interest rate, 6-26
Claims, 12-22–12-23, 23-6
Class B shares, 14-8
Clean (unqualified) opinions, 23-24
Closing entries, 2-38, 2-39

merchandising company, 2-48
Closing process, 2-38
Codification Research System (CRS), 1-9
Collectibility, 17-8
Columnar format, statement of stockholders’ 

equity in, 14-37
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adjustment to net income for, 22–27
Deferred-payment contracts, 9–16–9–18
Deferred tax amount, 18–4
Deferred Tax Asset account, 18–12, 18–46
Deferred tax assets (DTAs), 18–9, 18–37

in asset-liability approach, 18–36
defined, 18–9
financial statement effects of, 18–12
temporary differences with, 18–4
valuation allowance for, 18–12–18–14

Deferred tax benefit
with deferred tax assets, 18–11
defined, 18–11
in interperiod tax allocation, 18–40
with loss carryforward, 18–46

Deferred tax consequences, 18–18, 18–37
Deferred taxes

financial statement presentation, 18–30–
18–37

future deductible amounts and,  
18–9–18–12

future taxable amounts and, 18–4–18–8
note disclosures on, 23–6
procedure for computing and reporting, 

18–37
Deferred tax expense, 18–6, 18–11

defined, 18–6, 18–37
in interperiod tax allocation, 18–40

Deferred tax liabilities, 18-7, 18-37
in asset-liability approach, 18–36
defined, 18–5
financial statement effects of, 18–7
future tax rate as basis for, 18–20
temporary differences with, 18–5

Defined benefit plan, 19–4
Defined contribution plans, 19–3
Delaware, 14–4–14–5
Denominator, if-converted method, 15–29
Depletion

acquisition cost, 10–21
continuing controversy, 10–23–10–25
cost allocation, 10–22–10–23
development costs, 10–21
estimating recoverable reserves, 10–23
exploration costs, 10–21
liquidating dividends, 10–23
restoration costs, 10–22

Depreciates, 10–2
Depreciation, 2-27

accumulated, 22–12, 22–14–22–15
adjustment to net income for, 22–26–22–27
bonus, 18–8
building, 20–44
and changes in accounting estimates, 21–15
failure to record, 21–29
of leased property, 20–45
of sale-leaseback property, 20–45
factors involved in, 10–3–10–4
issues with, 10–10–10–15
method of cost allocation, 10–2–10–15
methods of, 10–4–10–10

Depreciation expense, 22–12, 22–14
Depreciation/partial periods, 10–10–10–12
Derivatives (derivative financial  

instruments), 16–34
basic principles of accounting for,  

16–36–16–39
controversy over, 16–50
defined, 16–34–16–35

short-term investment, 4–5–4–6
Current cash debt coverage, 4–23, 4–34, 23-36
Current/estimated rate, 12–10–12–11
Current expected credit loss (CECL) model, 

6–19
Current liabilities

percentage-of-completion method, 17–44
Current liabilities/contingencies, 4–10–4–11

employee-related payables, 12–7–12–13
gain contingencies, 12–26–12–29
loss contingencies, 12–19–12–26
payable transactions, 12–3–12–6
presentation and decision analysis, 12–29
unearned revenues, 12–14–12–19

Current ratio, 4–34, 12–32, 23-36
Current receivables, 6–6
Current reporting of accounting principle 

change, 21–2
Current tax benefit, 18–46
Current tax expense (benefit), 18–6, 18–37
Customer-related intangible assets, 11–10
Customers

cash receipts from, 22–21
consideration paid/payable to, 17–13
contracts with, 17–38
identifying contracts with, 17–3–17–4
segmented information about, 23–14

D
Date of declaration, 14–26
Date of exercise (exercise date), 15–39
Date of payment, 14–26
Date of record, 14–26
Debit balance, 22–37
Debit, defined, 2–4
Debits, 22–38
Debt(s)

bad, 21–30
convertible, 15–3–15–5
current cash debt coverage, 23–36
equity and, 15–3

Debt financing, 14–13, 14–38
Debt securities, 4–6, 16–3

available-for-sale, 16–7–16–9
classification of, 16–3
defined, 16–3
fair value option for, 16–23–16–25
held-to-maturity, 16–3–16–7
IFRS on, 16–77–16–78
impairments for, 16–26–16–28
reporting summary, 16–33
short-term available-for-sale, 22–33
trading, 16–11–16–12, 22-33
transfers related to, 16–32

Debt to assets ratio, 13–33, 23–37
Decision analysis

stockholders’ equity, 14–38–14–40
Decision-usefulness, 1–2
Declining-balance method, 10–7
Decreasing-charge methods, 10–6–10–8
Deductible amounts, 18–4
Deductible temporary difference,  

18–15, 18–37
Deferrals

adjusting entries, 2–24–2–29
prepaid expenses, 2–24, 2–25–2–28
unearned revenues, 2–24, 2–28–2–29

Deferred annuities, 5–28–5–30
Deferred income taxes, 18–30–18–37

Corporations, 14–2–14–3
advantages of, 14–3
classification, 14–4
disadvantages of, 14–3
forming, 14–4–14–5
number of stockholders, 14–2
taxation, 14–2

Correcting entries, 21–21, 21–29
Corrections of errors, 3–35–3–36, 21-12

changes in accounting estimate,  
21–14–21–17

changes in accounting principle, 21–3–21–8
financial statement preparation after, 

21–33–21–34
summary of guidelines on, 21–23–21–24

Corridor approach to amortization, 19–22, 
19–45

Cost(s)
executory, 20–35
of full disclosure, 23–3
in percentage-of-completion method, 17–40
of stock issuance, 14–12

Cost approach, 9–18
Cost basis, with equity method, 21–36
Cost-benefit relationship. see Cost constraint
Cost constraint, 1–25
Cost depletion, 10–22
Cost flow assumption, 7–14–7–23

average-cost method, 7–16–7–17
first-in, first-out method, 7–17–7–18
last-in, first-out method, 7–18–7–19
specific identification method, 7–15

Cost flow, inventory, 7–3–7–6
Cost method, 8–27
Cost method, of treasury stock purchase, 

14–19
Cost of buildings, 9–5–9–6
Cost of goods sold

with unguaranteed residual value, 20–33
Cost-of-goods-sold method, 8–5
Cost of land, 9–2
Cost-recovery (zero-profit) method, 17–46
Costs subsequent to acquisition, 9–26–9–32

additions, 9–27
improvements and replacements,  

9–28–9–29
rearrangement and reinstallation, 9–29
repairs, 9–30

Cost-to-cost basis, 17-41
Cost-to-retail ratio, 8-24, 8–28
Counterbalancing errors, 21–26
Counterparty, 16–37
Covenants/restrictions, 13–31
Coverage ratios, 4–33, 23-36
Credit, defined, 2–4
Creditors, 1-3

note disclosures on claims by, 23–6
Credits, 22–44
Cross-reference, 4–31–4–32
CRS (Codification Research System), 1–9
Cryptocurrency, 4–10, 6–5
Cumulative compensation expense, 15–40
Cumulative effect, 21–3
Cumulative preferred stock, 14–14, 15–24
Current assets, 4–4–4–8, 17-44

cash, 4–5
inventories, 4–7
prepaid expense, 4–7
receivables, 4–6
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reported, 16–45
smooth, 21–24

Earnings before bad stuff (EBS), 3–31
Earnings management, 3–30
Earnings per share (EPS), 4–34, 15–23, 23–37

antidilutive securities and, 15–28
basic, 15–28
complex capital structure, 15–23
comprehensive example, 15–42–15–43
computation summary, 15–36–15–37
with contingent issue agreement, 15–33
for convertible securities, 15–29–15–30
defined, 15–23
diluted, 15–28–15–36
formula for, 23–37
IFRS on, 15–67
income statement presentation of, 15–23
interim reporting of, 23–18
presentation and disclosure of,  

15–34–15–36
for simple capital structure, 15–23
for stock options and warrants,  

15–31–15–32
EBS (earnings before bad stuff), 3–31
Economic crime, 23–30
Economic entity assumption, 1–19
Economic life, 20–26, 20–38
Effective-interest method, 6–23, 13–10, 16–5

for debt investments, 16–5
lessee accounting with, 20–22

Effective tax rate, 18–20, 23–18
Effective yield, 5–7
Efficient-market hypothesis, 23–38
Embedded derivatives, 16–44
Employee discounts, 8–29
Employee-related payables, 12–7–12–13
Employee Retirement Income Security Act 

(ERISA), 19–34
Employees, defined benefit plan for, 19–4
Employee stock-purchase plans (ESPPs), 

15–18–15–19
compensatory, 15–19

Enacted tax rate, 18–20
Enterprise resource planning (ERP) systems, 

2–3
Entry-level programs, 2–3
Environmental liabilities, 5–2
EPBO (expected postretirement benefit 

obligation), 19–42
Equipment, 9–4–9–5

and net cash flow from financing activities, 
22–15, 22–16

on statement of cash flows worksheet,  
22–43

Equity. See also Stockholders’ equity,  
1–17, 4–3

debt and, 15–2
return on, 14–38
trading on, 14–38

Equity awards, SARs as, 15–39
Equity financing, 14–2
Equityholders’ claims, 23–6
Equity method, 16–19

adjustment to net income for, 22–27
changing from, 21–36–21–37
changing to, 21–37–21–38
defined, 16–19
fair value option vs., 16–23–16–24
for holdings of 20% to 50%, 16–18–16–21

on interim reports, 23–16
of lease data, 20–39
of liquidating dividends, 14–29
of loss carryforwards, 18–34
in management’s reports, 23–26–23–28
of post-balance-sheet events, 23–8–23–9
quantity and quality of, 23–4
for related-party transactions, 23–7–23–8
reporting, 23–4
of restrictions on retained earnings, 

14–36–14–37
revenue recognition, 17–38
segmented, 23–11

Disclosure Framework project, FASB, 23–4
Disclosures, 5–2
Disclosure, techniques for, 4–31–4–33
Discontinued operation, 3–12–3–16

gain, 3–15
intraperiod tax allocation, 3–14
loss, 3–15–3–16

Discontinued operations
EPS presentation for, 15–35

Discount(s), 13–4
volume, 17–13

Discounting, 5–8, 5–10
Discount rate, 20–9
Discrete approach, 23–17
Disposition of receivables, 6–28–6–33
Distinct goods and services, 17–36
Distinct products and services, 17–9
Distributions to owners, 1–17
Dividend policy, 14–24–14–35

distributions and financial condition, 
14–25–14–26

stock dividends and splits, 14–29–14–34
types of dividends, 14–26–14–29

Dividend preferences, 14–40–14–41
Dividends

and actual return on plant assets, 19–11
cash, 14–26–14–27, 16–19
declaration of, 15–24
in excess of earnings, 21–36–21–37
liquidating, 14–29
pay, 22–2
preferred, 15–24
property, 14–28
stock, 14–29–14–30
types of, 14–26

Dividends in arrears, 14–14
Dividends in kind, 14–28
Documentation, 16–45
Documentation, hedging, 16–45
Dollar-value LIFO method, 7–27–7–30
Dollar-value LIFO retail method,  

8–34–8–35
Double-declining-balance method, 10–7
Double-entry accounting system, 2–4
Double-extension method, 7–30
Doubtful accounts, 22–30
Due process system, 1–7

E
Earned capital, 14–7
Earned surplus, 4–33
Earnings

and accounting method, 21–24
cash flow management, 22–10
dividends in excess of, 21–36–21–37
and liquidating dividends, 14–29

embedded, 16–44
for hedging, 16–40–16–44
reporting issues with, 16–44–16–46
for speculation, 16–37–16–39
summary of accounting, 16–45–16–46
traditional financial instruments vs., 16–39
users of, 16–35–16–36

Designated market value, 8–9
Designation, hedging, 16–45
Detachable stock warrants, 15–7
Development activities, 11–26
Differential disclosure, 23–4
Diluted earnings per share (diluted EPS), 

15–28–15–37, 15–43
antidilution and, 15–33–15–34
and basic EPS, 15–28
computations, 15–43–15–46
with contingent issue agreement, 15–33
for convertible securities, 15–29–15–30
defined, 15–2, 15–29
EPS computation, 15–36–15–37
IFRS on, 15–67
for options and warrants, 15–31–15–32
presentation and disclosure of, 15–34–15–36
reconciliation for, 15–35
relationship between basic EPS and diluted 

EPS., 15–28
stock appreciation rights, 15–39–15–41
stock compensation plans, 15–11–15–21
stock warrants, 15–7–15–10

Dilutive securities, 15–1–15–46
control number for, 15–46
convertible debt, 15–3–15–5
convertible preferred stock, 15–5–15–6
debt and equity in, 15–2
defined, 15–28

Direct effects of a change in accounting 
principle, 21–10, 21–40

Direct financing leases, 20–45–20–50
Direct method, 22–19

accounts receivable in, 22–31
cash payments in, 22–22–22–23
cash receipts from customers in, 22–21
defined, 22–19
example, 22–20
indirect method vs., 22–25
special reporting rules for, 22–24–22–25
summary, 22–23–22–24

Direct write-off method, 6–13–6–14
Disability insurance (OASDI), 12–7
Disclaimer of an opinion, 23–25
Disclosure(s)

about accounting changes, 21–3, 21–7
in auditor’s reports, 23–22–23–25
of change in estimated useful lives, 21–16
of change to LIFO, 21–11
of compensation plan, 15–20–15–21
and current reporting issue, 23–29–23–34
of deferred tax asset, 18–32
differential, 23–4
by diversified companies/conglomerates, 

23–10–23–15
of earnings per share, 15–34–15–35
fair value, 16–50
and financial statement analysis,  

23–34–23–35
full disclosure principle, 23–2–23–7
IFRS on, 23–61
of income tax expense, 18–33
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Faithful representation, 1–14
FASAC (Financial Accounting Standards 

Advisory Council), 1–6
Federal Unemployment Tax Act (FUTA),  

12–8
Feedback value, 23–35
Fees

franchise, 17–52
upfront, 17–31

FICA (the Federal Insurance Contribution 
Act), 12–7

FIFO (first-in, first-out) method, 7–17–7–18
Finance leases, 20–5, 20–12–20–22

classification tests for, 20–5–20–6, 20–12, 
20–15

comprehensive example, 20–46
defined, 20–5
disclosures related to, 20–39
lessee accounting for, 20–12–20–15
presentation of, 20–39
and sales-type leases, 20–15–20–20

Financial Accounting Foundation (FAF), 1–6
Financial Accounting Standards Advisory 

Council (FASAC), 1–6
Financial Accounting Standards Board (FASB)

accounting changes due to actions of, 21–24
Disclosure Framework project, 23–4
income taxes paid classification, 22–30
on leases, 20–5, 20–7, 20–16
on net cash flow from operating activities, 

22–19
on pension expense presentation, 19–30
on retrospective application, 21–3
revenue recognition, 17–2, 17–27
on service cost, 19–30
on stock options, 15–13

Financial Accounting Standards Board (FASB), 
1–6–1–8

codification, 1–8–1–10
due process system, 1–7

Financial assets, 16–2
Financial component approach, 6–30
Financial condition, 14–25–14–26
Financial flexibility, 4–3, 4–18, 4–23
Financial forecasts, 23–32–23–33
Financial fraud, 21–32–21–33
Financial income, 18–37
Financial instruments

fair value disclosures for, 16–50
traditional vs. derivative, 16–39

Financial projection, 23–32
Financial reporting, 1–3

accounting changes for improvement of, 
21–23

of change in accounting principle, 21–23
current issues in, 23–29–23–34
debt securities, 16–24
of deferred income taxes, 18–37
derivatives, 16–34–16–36
by diversified companies, 23–10–23–13
earnings from hedged items, 16–45
equity securities, 16–14–16–15
fraudulent, 23–29–23–31
increase in, 23–3
Internet, 23–31–23–32
investment-related issues in, 16–23–16–33
of reclassification adjustments,  

16–30–16–32
tax reporting vs., 18–2

Expense recognition principle, 12–25
and pension cost, 19–9

Expenses, 1–17, 3–3, 3–8
Expenses subject to year-end adjustment, 

23–18
Expiration, 15–14, 20–15
Expropriation, 12–20
Extended payment terms, 17–12
eXtensible Business Reporting Language 

(XBRL), 23–32
Extent of progress toward completion,  

17–40
External environment, motivation for

fraudulent reporting from, 23–39
External transactions, 2–8
Extinguishment of debt, 13–17–13–19

F
Face rate, 5–7
Face value

note issued at, 6–21–6–22
note not issued at, 6–22–6–26

FAF (Financial Accounting Foundation), 1–6
Failed sale, 20–43
Failed sale, sale-leaseback with, 20–43
Fair value

and actual return on plant assets, 19–11
available-for-sale debt securities at, 

16–7–16–11
bond, 15–9
debt investments at, 16–3
defined, 16–3
of hedged items, 16–40–16–42
hierarchy of, 16–51
Level 3 inputs for, 16–51
in lump-sum sales, 14–10
for noncash consideration, 17–12–17–13
note disclosures on, 23–6
par value as basis for, 14–8–14–9
of plan assets, 19–11
for property dividends, 14–28
for stock dividends, 14–30
for stock issued in noncash transactions, 

14–11, 14–43
of stock options, 15–13
trading debt securities at, 16–11–16–12
for transfers related to debt securities, 16–32

Fair Value Adjustment, 16–9
Fair value disclosures, 16–50
Fair value hedges, 16–40
Fair value method, 15–13, 16–16

change to, 21–36
defined, 16–16–16–17
equity method vs., 16–20–16–21
for holdings of less than 20%, 16–15–16–16
IFRS on, 16–77
stock-based compensation, 15–13

Fair value option
with available-for-sale debt securities,  

16–24
controversy over use of, 16–25
defined, 16–23–16–24
disclosures related to, 16–50
for equity method investments, 16–24

Fair value option, 13–28
Fair value principle, 1–21–1–22
Fair value test, 11–5
Faithful representation

neutrality and, 21–23

Equity securities, 4–6, 16–14
consolidation of, 16–18–16–21
defined, 16–14
equity method for, 16–18–16–21
fair value method for, 16–23–16–25
with holdings between 20% and 50%, 

16–18–16–21
with holdings of less than 20%,  

16–15–16–18
with holdings of more than 50%,  

16–21–16–23
IFRS on, 16–77–16–78
impairments for, 16–26–16–28
non-trading, 16–78
reporting summary, 16–33–16–34

ERISA (Employee Retirement Income Security 
Act), 19–34

Error analysis, 21–25–21–35
balance sheet errors, 21–26
comprehensive example, 21–30–21–31
counterbalancing errors, 21–27
and error correction, 21–18
and financial fraud, 21–32–21–33
IFRS on, 21–63
income statement errors, 21–26
noncounterbalancing errors, 21–29
preparing statements with error corrections, 

21–33–21–34
Error in previously issued financial statements, 

21–40
Errors, 23–30
ESPPs (employee stock-purchase plans), 

15–18–15–19
Estimated annual effective tax rate, 23–18
Estimates

changes in, 3–34–3–35, 21–14–21–17
of expected contributions, 19–32
and fraudulent reporting, 23–30
and ratio analysis, 23–37

Estimating inventory, gross profit method of, 
8–19–8–22

evaluation of, 8–22
gross profit percentage, 8–20–8–21

Ethics, in financial accounting, 1–30–1–31
Events

post-balance-sheet, 23–8–23–9
subsequent, 23–8–23–9

Exchange rate risk, 16–40
Exchanges (exchange transactions)

for noncash consideration, 16–16
Exchanges-gain situation, 9–21–9–24
Exchanges-loss situation, 9–20–9–21
Exchanges of nonmonetary assets, 9–19–9–24
Exchange transactions, 9–37
Executory costs, 20–35
Exercise date (date of exercise), 15–39
Exercise price, 16–37
Expectations gap, 1–29, 23-31
Expected benefit payments, 19–32
Expected cash flow, 5–31
Expected contributions, 19–32
Expected postretirement benefit obligation 

(EPBO), 19–42
Expected rate of return, 19–21
Expected return on plan assets, 19–21
Expected value, 17–10
Expenditures

with induced conversions, 15–5
Expenditures for land, 9–12
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Grant date, 15–13
Gross leases, 20–35
Gross method, 17–27
Gross method, purchase discounts, 7–12
Gross profit method, 8–19
Gross profits

in percentage-of-completion method, 17–43
Group method, 10–8–10–10
Growth potential, diversified companies,  

23–11
Guaranteed residual values, 20–8, 20–13, 

20–17, 20–30–20–33

H
Has commercial substance, 9–21–9–22
Healthcare benefits, 19–40–19–41
Hedging, 16–40
Held-to-maturity securities, 4–6, 16–3–16–7
Highly effective, 16–45
Historical cost, 9–2

and ratio analysis, 23–37
Historical cost principle, 1–20–1–21
Holding gain or loss, 16–12
Horizontal analysis, 23–40
Host securities, 16–44
Hybrid security, 16–44

I
IASB (International Accounting Standards 

Board), 1–8
If-converted method, 15–29
IFRS (International Financial Reporting 

Standards), 1–8
Illegal acts, 23–31
Impairment loss

measuring, 10–16–10–18
restoration of, 10–18

Impairments
for debt securities, 16–26–16–28
for equity securities, 16–28
fair value disclosures with, 16–53
for receivables, 16–26

Implicit interest rate, 6–22, 20–9
Impracticability test, 21–10–21–12
Impracticable, 21–10
Imprest system for petty cash, 6–37–6–38
Improvements and replacements,  

9–28–9–29
Imputation, 6–26, 13–24
Imputed interest rate, 13–24
Incentive plan, 15–39
Incentives, 20–35
Income

derivatives and, 16–37
equity investments and, 16–28
pretax financial, 18–2
taxable, 18–2–18–4

Income approach, 9–18
Income available to common stockholders, 

15–24
Income statement

content of, 3–3–3–11
defined, 3–2
limitations of, 3–3
multiple-step, 3–4–3–8
revenue recognition, 3–21–3–29
single-step, 3–8–3–11
special income, 3–11–3–18
stockholders’ equity, 3–19–3–21
usefulness of, 3–2

Full-cost concept, 10–23
Full disclosure principle, 23–2

and differential disclosure, 23–4
increase in reporting requirements related 

to, 23–3
for notes to financial statements, 23–5

Funded pension plan, 19–3
Funded status (overfunded or underfunded), 

19–7
Future cash flows, 22–2
Future deductible amounts, 18–9–18–12
Futures contract, 16–42
Future taxable amounts, 18–4–18–8
Future tax rates, 18–20
Future value

of annuity, 5–14–5–21
of annuity due, 5–17–5–19
of deferred annuity, 5–28
of ordinary annuity, 5–14–5–17

G
Gain(s)

adjustment to net income for,  
22–27–22–28

asset, 19–21–19–22, 19–25
corridor amortization of, 19–23–19–24
discontinued operations, 3–15
liability, 19–22
net, 19–46–19–47
in pension plans, 19–4
in postretirement benefits/expenses, 

19–20–19–28
realized, 22–27–22–28
on retirement of convertible debt, 15–4
triple smoothing of, 19–25
unexpected, 19–21–19–22, 19–25

Gain contingencies, 12–26–12–29
Gains trading, 16–11
General journal, 2–9
General ledger, 2–10–2–11
General ledger accounting systems, 2–2
Generally accepted accounting principles 

(GAAP), 1–4
on accounting changes, 21–23
on accounting errors, 21–18
“Big GAAP versus little GAAP” issue, 23–4
on cash flow classification, 22–5
and changes in accounting principle, 21–3
differential disclosure under, 23–4
on dilutive securities, 15–13, 15–67
disclosure requirements of, 23–61
on earnings per share, 15–67
on income taxes, 18–68
on leases, 20–78
on pension plans, 19–40
in political environment, 1–28
share-based compensation, 15–13
on statement of cash flows, 22–74
stockholders’ equity, 14–44, 14–64
tax reporting vs. reporting under, 18–10

General-purpose financial statements, 1–12
Going concern, 23–24
Going concern assumption, 1–19–1–20
Goods

consigned, 7–9
distinct, 17–36
in inventory, 7–8–7–11
in transit, 7–9

Government-sponsored pension plans, 19–5

challenges in, 1–27–1–31
issues, 1–29–1–30
objective of, 1–11

Financial statement analysis, 23–34–23–35
Financial statements, 1–3, 2–6

changes in accounting principle and,  
21–23

changes in reporting entity on, 21–17
comparative, 21–2
convenience, 23–37
Cost-Recovery Method, 17–47
deferred tax assets on, 18–12
deferred taxes on, 18–30
deferred tax liabilities on, 18–7
elements of, 3–3
with error corrections, 21–33–21–34
errors in, 21–2
income taxes in, 18–30
management’s responsibility for, 23–28
percentage-of-completion on, 17–44–17–46
in retrospective application, 21–2
single-period, 21–21
stock dividends/splits and, 14–34
elements, 1–17
for merchandising company, 2–45–2–48
preparation of, 1–4, 2–37–2–45

Financing (financing arrangements)
leasing in, 20–3
sale-leasebacks as, 20–43

Financing activities, 22–3
cash, 22–2
cash flows related to, 22–3
and cash flows related to unusual/infrequent 

items, 22–29–22–30
defined, 22–3
net cash flow from, 22–15
noncash, 22–34

Financing costs, 14–12
Finished goods inventory, 7–2
Firm underwriting, 13–3
First-in, first-out (FIFO) method, 7–17–7–18

retrospective accounting change to, 21–3
Five-step revenue recognition process, 

3–22–3–28, 17–6–17–21
allocating transaction prices, 17–14–17–17
determining transaction prices, 17–10–17–17
identifying contracts with customers, 

17–7–17–8
identifying separate performance obligations, 

17–8–17–10
performance obligations and, 17–8–17–10
recognizing revenue, 17–17–17–18
summary, 17–19

Fixed assets, 9–2
Fixed lease payments, 20–7
Fixed-rate mortgage, 13–27
Fixed rates, leases with, 20–3
Floating-rate/adjustable-rate mortgages,  

13–27
Form 10-Q, 23–16
Forward contract, 16–34
Franchise, 11–11, 17–51
Franchisees, 17–51
Franchisors, 17–51
Fraud, 21–32–21–33, 23–29, 23–30
Fraudulent financial reporting, 3–32, 23–29
Free cash flow, 4–16, 4–23–4–24
Free from error, 1–15
Freight costs, 8–28
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unique problems of, 23–17–23–18
Internal audit staff, 23–30
Internal controls, 23–28
Internal costs, 20–37
Internal environment, motivation for 

fraudulent reporting in, 23–29
Internally created goodwill, 11–18
Internal transactions, 2–8
International Accounting Standards Board 

(IASB), 1–8
International Financial Reporting Standards 

(IFRS)
on accounting changes, 21–63
on changes in accounting principle, 21–63
on debt investments, 16–77
on deferred tax assets, 18–68
on dilutive securities, 15–67
disclosure requirements of, 23–61
on error analysis, 21–63
on fair value option, 16–78
on held-for-collection debt investments, 

16–77
on income taxes, 18–68
on interim financial statements, 23–20
on leases, 20–78
on pension plans, 19–71
on statement of cash flows, 22–74
on stockholders’ equity, 14–64

Internet financial reporting, 23–31
Interperiod tax allocation, 18–38
Intraperiod tax allocation, 3–14
Intrinsic value, 16–37
Inventory, 4–7, 9–3

classification, 7–2–7–3
control, 7–6–7–8
cost flow, 7–3–7–6
cost flow assumption, 7–14–7–23
costs in, 7–11–7–13
defined, 7–2
ending inventory misstated, 7–32–7–33
errors, 7–32–7–35
goods in, 7–8–7–11
method selection, 7–20–7–21
purchases and inventory misstated, 

7–33–7–34
switching methods, 7–21–7–22
valuation methods, 7–19–7–20

Inventory(-ies)
and net cash flow from operating activities, 

22–14
note disclosures on, 23–6
on statement of cash flows worksheet,  

22–42
Inventory turnover, 4–34, 8–31, 23–36
Investees, 16–15
Investing activities, 22–3

cash, 22–2
cash flows related to, 22–3
and cash flows related to unusual/infrequent 

items, 22–29–22–30
defined, 22–3
net cash flow from, 22–15
noncash, 22–34

Investments, 9–3
in debt securities, 16–1–16–14
in derivative instruments, 16–34
in equity securities, 16–14–16–22
fair value option for, 16–23–16–25
financial reporting issues with, 16–23–16–34

additional adjustments for, 22–17
defined, 22–8
depreciation expense in, 23–12, 23–14
direct method vs., 22–19
inventory in, 22–14
loss on sale of equipment in, 22–15
prepaid expenses in, 22–14
special reporting rules for, 22–24

Induced conversion, 15–5
Information overload, 23–3
Infrequent items, adjustments for,  

22–29–22–30
Initial direct costs, 20–36
Initial franchise fees, 17–52
Initial operating losses, 11–28
Input measures, 17–18, 17–40
In-substance defeasance, 13–17
Insurance, 2–26
Intangible asset(s)

accounting for intangibles, 11–3–11–8
artistic-related, 11–10–11–11
characteristics of, 11–2
contract-related, 11–11–11–12
customer-related, 11–10
defined, 11–2
goodwill as, 11–17–11–25
issues, 11–2–11–8
limited-life, 22–27
marketing-related, 11–9–11–10
presentation of, 11–8–11–17
research and development costs for, 

11–25–11–31
technology-related, 11–12–11–14
types of, 11–8–11–17
valuation of, 11–2–11–3

Intangible assets, 4–9
Integral approach, 23–17
Intent-based measurement of securities, 16–25
Interest

compound, 5–3–5–8
simple, 5–3

Interest (financial)
and actual return on plant assets, 19–11
residual, 14–6
times interest earned, 23–37

Interest (in business)
controlling, 16–21

Interest-bearing notes, 6–20, 6–24–6–25, 
13–21–13–23

Interest costs during construction, 9–10–9–16
amount to capitalize, 9–11–9–12
capitalization period, 9–10
issues, 9–12–9–16
qualifying assets, 9–10

Interest expense
for leases, 20–14
on pension liability, 19–10

Interest on the liability (interest expense), 
19–10

Interest rate risk, 16–40
Interest rates, 9–12

implicit, 20–9
Interest rate swaps, 16–46
Interest revenue, 9–12–9–16
Interim period tax, 23–18
Interim reports, 23–16–23–20

defined, 23–16
IFRS no, 23–61
requirements for, 23–17

Income statements
comparative, 21–21
deferred tax assets on, 18–12
deferred tax liabilities on, 18–7
under direct method, 22–20
earnings per share on, 15–23
errors on, 21–26
fair value hedge and, 16–42
income taxes on, 18–8
income tax expense on, 18–8, 18–25, 18–33
merchandising company, 2–45–2–46
of lessees, 20–39
of lessors, 20–39
and net cash flow from operating activities, 

22–7
reclassification adjustments on, 16–32
segmented, 23–11
and statements of cash flows, 22–6

Income taxes, 18–2–18–37
cash payments for, 22–23
deferred, 18–4–18–12, 22–27
financial statement presentation, 18–30–

18–37
fundamentals of accounting for, 18–2–18–15
future deductible amounts and deferred 

taxes, 18–9–18–12
future taxable amounts and deferred taxes, 

18–4–18–8
IFRS on, 18–68
income statement presentation of, 18–32–

18–35
interim reporting on, 23–18
interperiod tax allocation, 18–38–18–41
net operating loss carrybacks and, 18–44–

18–46
with net operating losses, 18–23–18–30
permanent differences, 18–18
Tax Cuts and Jobs Act provisions, 18–3
tax rate considerations, 18–20–18–22
temporary differences, 18–15–18–17
valuation allowance for deferred tax assets, 

18–12–18–14
Income taxes paid, 22–30
Income taxes payable, 12–6

effects of temporary and permanent 
differences on, 18–19

income tax expense vs., 18–3–18–4
in interperiod tax allocation, 18–39

Income tax expense
deferred, 18–30, 18–37, 18–39, 18–42–18–43
with deferred tax assets, 18–11
with deferred tax liabilities, 18–6
defined, 18–6, 18–37
formula for, 18–33
on income statement, 18–41, 18–44
income taxes payable vs., 18–3–18–4
and revision of future tax rate, 18–21
total, 18–40, 18–44

Income Tax Refund Receivable, 18–45
Income tax withholding, 12–8
Incremental borrowing rate, 20–9
Incremental costs, 17–37
Incremental method, 14–11, 15–9
Indefinite-life intangibles, 11–6–11–8
Indirect effects of a change in accounting 

principle, 21–10, 21–40
Indirect method, 22–8

accounts payable in, 22–8
accounts receivable in, 22–8
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LIFO conformity rule, 7–20
LIFO method. see Last-in, first-out method
LIFO retail method, 8–32
Limited-life intangibles, 11–3–11–5, 22–27
Liquidating dividends, 14–29
Liquidation accounting, 1–19–1–20
Liquidity, 4–2, 4–18, 4–23

and dividend policy, 14–25
Liquidity ratios, 4–33, 23–36
Litigation, 12–22–12–23
Loan, 6–30–6–31
Long-term assets, 5–2
Long-term borrowings, 6–3
Long-term construction contracts,  

17–39–17–46
losses on, 17–48–17–50
percentage-of-completion method, 17–40–

17–44
retrospective application, 21–3
revenue recognition with, 17–39–17–40

Long-term contract losses, 17–48–17–50
Long-term debt, current maturities of, 12–30
Long-term investments, 4–8
Long-term leases, 20–9
Long-term liabilities, 4–11–4–12

account for, 13–2
bonds payable, 13–2–13–16
defined, 13–2
extinguishment of debt, 13–17–13–19
importance of, 13–2
long-term notes payable, 13–19–13–27
reporting and analyzing liabilities, 13–28–

13–34
troubled-debt restructuring, 13–34

Long-term notes payable, 13–19–13–27
mortgage notes payable, 13–25–13–27
notes issued at face value, 13–20
notes not issued at face value,  

13–20–13–23
special notes payable situations,  

13–23–13–25
Loss(es), 1–17, 3–3

adjustment to net income for, 22–27–22–28
asset, 19–21–19–22
corridor amortization of, 19–23–19–24
discontinued operations, 3–15–3–16
EPS with, 15–24
in fair value option, 16–24
holding, 16–10
immediate recognition of, 19–24
investee, 16–21
liability, 19–22
long-term contract, 17–48–17–50
net, 19–46–19–47, 22–33–22–34
net operating, 18–23–18–30
of operating segments, 23–12–23–13
in pension plans, 19–4
pension worksheet entries for, 19–13
in postretirement benefits/expenses, 

19–20–19–28
on profitable contracts, 17–48
realized, 22–27–22–28
on retirement of convertible debt, 15–4
on sale of bonds, 16–10
on sale of equipment, 22–15
segmented information about, 23–14
triple smoothing of, 19–25
unexpected, 19–21–19–22, 19–25
unprofitable contract, 17–48

Lease receivables, 20–16
Leases, 5–2, 20–2

accounting problems with, 20–29–20–41
adjustments for, 20–34–20–36
with bargain purchase options, 20–6, 

20–37–20–38
classification criteria for, 20–4–20–5
defined, 20–2
direct-financing, 20–16, 20–45–20–50
disclosures regarding, 20–39
FASB standards on, 20–5, 20–7, 20–16
finance, 20–5, 20–12–20–22
gross vs. net, 20–35
IFRS on, 20–78
leasing environment, 20–2–20–11
long-term, 20–9
note disclosures on, 23–6
operating, 20–22–20–29
presentation, 20–39–20–41
residual values and, 20–30–20–34
sale-leasebacks, 20–41–20–42
short-term, 20–38

Lease term, 20–3
Lease term test, 20–7
Leasing environment, 20–2–20–11
Ledger, 2–10–2–11
Legal issues, with reporting on financial 

forecasts/projections, 23–32
Legally restricted deposits, 6–3
Lessees, 20–2

advantages of leasing for, 20–3
bargain purchase option for, 20–9
defined, 20–2
finance leases for, 20–12–20–15
finance vs. operating leases for, 20–4
guaranteed residual values for,  

20–30–20–32
IFRS on accounting by, 20–78
operating leases for, 20–22–20–25
presentation and disclosure of lease by, 

20–39–20–41
residual value for, 20–30–20–32
sale-leasebacks for, 20–41–20–42
unguaranteed residual values for, 20–32–

20–33
Lessors

advantages of leasing for, 20–3–20–4
defined, 20–2
direct financing leases for, 20–45–20–50
initial direct costs for, 20–36–20–37
operating leases for, 20–26
presentation and disclosure of lease by, 

20–39–20–41
residual value for, 20–32–20–33
sale-leasebacks for, 20–41–20–42
sales-type leases for, 20–15–20–17
unguaranteed residual values for, 20–33–

20–34
Level 3 fair value measures, 16–36, 16–53
Liabilities, 1–17, 4–3, 4–10–4–12, 12–3

current, 4–10–4–11
long-term, 4–11–4–12
in consignments, 17–28
convertible bonds as, 15–5
fair value for, 16–23–16–24
interest on the, 19–10

Liability awards, SARs as, 15–39
Liability gains and losses, 19–22
Licenses/permits, 11–11

IFRS on, 16–77
impairment of value for, 16–26–16–28
net, 20–17
by owners, 1–17
in private technology companies
reclassification adjustments for,  

16–30–16–32
summary of reporting treatment, 16–33
trading, 16–3, 16–11–16–14
transfers related to debt securities, 16–32

Investors, 16–15
and convertible debts, 15–3
defined, 16–15
under equity vs. fair value method, 16–21
reacquisition of shares for, 14–18
and stock splits, `

Involuntary conversion, 9–33–9–34
I.O.U.s, 6–2
Issuance of stock, 9–18–9–19

J
Journal, 2–9–2–10
Journal entries

errors in, 21–27
for finance/sales-type leases,  

20–18–20–19
for operating leases, 20–5
for percentage-of-completion method,  

17–42
for property with guaranteed residual value, 

20–31
for property with unguaranteed residual 

value, 20–34
for recording income taxes, 18–40
for sale-leasebacks, 20–44

Journalizing, 2–9–2–10

L
Lacks commercial substance, 9–22–9–24
Land

and net cash flow from financing activities, 
22–15

on statement of cash flows worksheet,  
22–43

Land improvements, 9–3–9–4
Large stock dividend, 14–32
Last-in, first-out (LIFO) method, 7–18–7–19

change from, 21–24
comparison of, 7–31–7–32
disclosing change to, 21–11
issues with, 7–24–7–32
liquidation, 7–25–7–27
reserve, 7–24–7–25

Lease classification tests, 20–5
for direct financing leases, 20–47
for finance leases, 20–4, 20–6
and operating leases, 20–22–20–23
for sale-leasebacks, 20–44
for sales-type leases, 20–15–20–16

Lease expense schedule, 20–24
Lease payments

in direct financing leases, 20–47
in finance lease, 20–13
fixed, 20–7
in operating lease, 20–23
prepayments, 20–35
and present value test, 20–7
residual values and, 20–32
in sales-type lease, 20–17–20–19
variable, 20–8
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Nonqualified stock-option plans, 15–39
Nonrecognized subsequent events, 23–9
Nonrefundable upfront fees, 17–31
Nontrade receivables, 6–6
Non-trading equity securities, 16–78
No-par stock, 14–9
Normal shortages, 8–29
Note disclosures, 23–6–23–7

on income taxes, 18–31–18–32
on percentage-of-completion method,  

17–46
on reclassification adjustments, 16–32

Notes (financial), 5–2
on pension plans, 19–32–19–34
on postretirement benefits, 19–47
for property, goods, or services, 6–25–6–26

Notes payable, 12–3
short-term nontrade, 22–33

Notes receivable, 6–6, 6–20–6–27
recognition of, 6–21–6–26
valuation of, 6–26–6–27

Notes to financial statements, 1–24, 23–6
on accounting policies, 4–27–4–28, 

23–6–23–7
additional information in, 4–28–4–31
contingencies, 4–29
contractual situations, 4–28–4–29
defined, 23–6
fair values, 4–30
on pension plans, 19–32–19–34
restrictions on retained earnings in,  

14–36
Note versus bonds payable, 13–2
Notional amount, 16–37
Not-sufficient-funds (NSF) checks, 6–39
Numerator, if-converted method, 15–29

O
Objective of financial reporting

and statement of cash flows, 22–2
Obligating events, 9–7
Obligations

dilutive securities and, 15–2
with forward vs. option contracts, 16–34–

16–35
statement of cash flows and ability to meet, 

22–2
Obsolescence, 20–3
Off-balance-sheet financing, 13–29–13–31
Old age, 12–7
One statement approach, 3–16, 3–17
Operating activities, 22–3

cash flows related to, 22–4
defined, 22–3
net cash flow from, 22–2
net cash provided by, 22–9
net cash used by, 22–9

Operating cash receipt, 22–24
Operating expense, 2–52–2–53, 22–22
Operating leases, 20–5, 20–22–20–23

defined, 20–5
disclosures related to, 20–39
with initial direct costs, 20–37
lessee accounting for, 20–22–20–25
lessor accounting for, 20–26
presentation of, 20–39

Operating loss carryforward, 18–37
Operating profit (loss) test
Operating segments, 23–12–23–14

Net cash flow from operating activities
accounts payable and, 22–12
accounts receivable and, 22–11
cash payments and, 22–22–22–23
cash receipts and, 22–19
defined, 22–7
depreciation expense and, 22–12
direct method, 22–19–22–26
indirect method, 22–8–22–9, 22–11
inventory and, 22–14
loss on sale of equipment, 22–15
net income vs., 22–2, 22–8, 22–24
with net loss, 22–33
prepaid expenses and, 22–11

Net cash flows (generally)
from financing activities, 22–9
indirect method, 22–8–22–9
from investing activities, 22–9

Net cash provided by operating activities, 22–9
Net cash used by operating activities, 22–9
Net deferred tax expense, 18–40
Net funded status, pension plan, 19–7
Net gains, amortization of, 19–23–19–24
Net income

adjusted, 15–29
adjustments to, 22–17, 22–26–22–27
and available-for-sale securities, 16–7
and equity investments, 16–28
and income statement errors, 21–26
in indirect method, 22–25
net cash flow from operating activities vs., 

22–2, 22–8
from pensions, 19–29–19–30
reconciliation of net cash from operating 

activities and, 22–24
and trading securities, 16–11–16–14
and working capital, 22–32–22–33

Net investment, 20–17
Net leases, 20–35
Net liability, 17–7
Net losses, 22–33–22–34
Net method, purchase discounts, 7–12–7–13
Net operating loss carrybacks, 18–44–18–46
Net operating losses (NOLs), 18–23–18–30
Net periodic postretirement benefit cost, 19–42
Net realizable value (NRV), 8–2
Net settlements, 16–38
Neutrality, 1–14–1–15, 21–23
NOLs (net operating losses), 18–23–18–30
Nominal rate, 5–7
Nonadjusted subsequent events, 23–10
Noncash charges and credits, 22–44–22–45
Noncash consideration, 17–12–17–13
Noncash transactions

investing and financing, 22–2
significant, 22–34–22–35
stock issuance in, 14–11–14–12, 14–43

Non-consolidated subsidiary, 13–30
Noncontributory pension plan, 19–3
Noncounterbalancing errors, 21–26
Noncumulative preferred stock, 14–14, 14–40, 

14–41, 15–24
Noncurrent assets, 4–8–4–10

intangible assets, 4–9
long-term investments, 4–8
property, plant, and equipment, 4–9

Noncurrent receivables, 6–6
Nondetachable stock warrants, 15–7
Nonmonetary assets, 9–19

Loss carryback, 18–45
Loss carryforward, 18–24

carryback with, 18–45
defined, 18–24
disclosure of, 18–34
operating, 18–34
recognition of, 18–25
with valuation allowance, 18–26–18–27
without valuation allowance, 18–24–18–25

Loss contingencies, 12–19–12–26
Loss method, 8–5
Lower limit, 8–8
Lower-of-cost-or-market (LCM), 8–7–8–12

evaluation rules for, 8–11–8–12
methods of, 8–10–8–11
works to, 8–9–8–10

Lower-of-cost-or-net realizable value (LCNRV), 
8–2–8–7

adjusting cost to NRV, 8–5–8–7
illustration of, 8–3
methods of, 8–3–8–5
net realizable value, 8–2

Lump-sum purchases, 8-14, 9–18
Lump-sum sales, 14–10

M
Major repair, 9–30
Management (managers)

financial statement analysis by, 23–34
responsibility for financial statements of, 

23–28
Management approach, 23–12
Management’s discussion and analysis 

(MD&A), 23–26
Management’s reports, 23–26–23–28
Mandatorily redeemable preferred stock, 14–16
Manual accounting systems, 2–3–2–4
Marginal principle approach, 23–18
Markdown cancellations, 8–25
Markdowns, 8–25
Market approach, 9–18
Marketing-related intangible assets,  

11–9–11–10
Market rate, 13–4
Market-related asset value, 19–21
Market share, 23–29
Markup, 8–24
Markup cancellations, 8–25
Master valuation approach, 11–19
Materiality, 1–13

and amortized cost, 16–3
MD&A (management’s discussion and 

analysis), 23–26
Merchandise inventory, 7–2
Minimum amortization amount, 19–45
Modified Accelerated Cost Recovery System 

(MACRS), 10–29, 10–31
Modified cash basis, 2–50
Monetary unit assumption, 1–20
Money-market funds, 6–2n.1
Money, time value of. see Time value of money
More likely than not, 18–12
Most likely amount approach, 17–10
Moving-average method, 7–16
Multiple-step income statement, 3–4–3–8

N
Natural resources, 10–20
Net approach, 17–27
Net assets, 17–7
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calculating gains/losses in, 19–22
corridor amortization of changes in, 

19–22–19–23
defined, 19–13
expected return on, 19–21
fair value of, 19–11
reporting, 19–29
smoothing gains/losses in, 19–21

Plant assets, 9–2
Political environment, GAAP in, 1–28
Portfolios, of available-for-sale securities, 

16–9–16–10
Postage stamps on hand, 6–2
Post-balance-sheet events, 23–8–23–9
Post-closing trial balance, 2–40–2–41
Postdated checks, 6–2
Posting closing entries, 2–39–2–40
Postretirement benefits

accounting guidance on, 19–39–19–40
accounting provisions, 19–41
actuarial assumptions about, 19–48
adjustment to net income for, 22–27
amortization of net gain or loss in, 19–46
gains and losses in, 19–45
healthcare benefits vs. pensions,  

19–40–19–41
note disclosures on, 19–32–19–34
obligation for, 19–42
worksheet for, 19–43–19–45

Postretirement benefits, 5–2
Postretirement expense, 19–42
Predictive value, 1–13, 23–35
Preemptive privilege, 15–10
Preferred dividends, 15–24
Preferred stock dividends

accounting for, 14–13
callable, 14–15
convertible, 14–14–14–15, 15–5–15–6
cumulative, 14–14, 15–24
defined, 14–13
dividends on, 14–40–14–41
and earnings per share, 15–24
features of, 14–14
mandatorily redeemable, 14–16
noncumulative, 14–40–14–41, 15–24
participating, 14–14
as par value stock, 14–43
redeemable, 14–15
reporting, 14–14

Premiums, 12–25, 13–5
option, 16–37

Prepaid expense, 4–7
failure to record, 21–28
and net cash flow from operating activities, 

22–11, 22–14
on statement of cash flows worksheet,  

22–42
Prepaid expenses, 2–24, 2–25–2–28
Prepayments, 20–35
Presentation

available-for-sale debt securities, 16–11
benefit of loss carryforward, 18–26
and collectibility
comprehensive income, 16–28–16–32, 

16–48–16–49
contract assets and liabilities,  

17–34–17–35
contract modifications, 17–36–17–37
costs to fulfill contracts, 17–37–17–38

in net income, 19–29–19–30
Pension liability

interest on, 19–10
reporting, 19–29
smoothing gains/losses in, 19–22

Pension obligation, 19–6–19–7
Pension plans, 19–3

and actuaries, 19–6
components of pension expense,  

19–9–19–11
contributory, 19–3
defined, 19–3
defined benefit, 19–4–19–5
defined contribution, 19–3–19–4
fundamentals of accounting for,  

19–2–19–12
funded, 19–14–19–15
gains and losses in, 19–20–19–28
government-sponsored, 19–5
healthcare benefits vs., 19–40–19–41
IFRS on, 19–71
noncontributory, 19–3
note disclosures on., 23–6
overfunded status, 19–7–19–8
postretirement benefits vs., 19–39–19–43
prior service cost, 19–16–19–20
reporting, 19–29–19–37
underfunded status, 19–7–19–8
worksheet for accounting for,  

19–12–19–14
Pension Reform Act of 1974, 19–34–19–35
Pensions, 5–2
Pension worksheet, 19–13

plan gains and losses on, 19–26–19–28
prior service cost on, 19–18–19–19
using, 19–12–19–15

Percentage (common-size) analysis, 23–39–
23–40

Percentage approach, 15–40
Percentage-of-completion method, 17–40–

17–44
with cost-to-cost basis, 17–41–17–44
defined, 17–40
financial statement presentation, 17–44–

17–46
long-term contract losses under, 17–48
measuring progress toward completion, 

17–40–17–41
Percentage-of-completion method

accounting change to, 21–3
Performance-based vesting, 15–20
Performance obligations

allocating transaction price to, 17–5–17–6
with contract modifications, 17–36
defined, 17–8
identifying, 17–4–17–5
in long-term construction contracts, 17–39
multiple, 17–15
revenue recognition and, 17–6
warranties and, 17–30

Period costs, 23–17
Periodic inventory method, 7–16
Periodicity assumption, 1–20
Period vs. product costs, 7–11–7–12
Permanent accounts, 2–40
Permanent difference, 18–18
Perpetual inventory method, 7–16
Plan assets (pension)

actual return on, 19–10–19–11

Operations
in franchises, 17–51

Optional straight-line method, 10–31–10–32
Option contracts, 16–35
Option premium, 16–37
Ordinary annuity, 5–14–5–17
Ordinary repairs, 9–30
Ordinary stock dividends, 14–30
Organizational costs, 11–28
Originating temporary difference, 18–16
Other comprehensive income

available-for-sale securities and,  
16–7–16–11

and cash flow hedges, 16–42, 16–42–16–44
equity investments and, 16–28

Other Comprehensive Income (G/L) account, 
19–21

Other Comprehensive Income (PSC) account, 
19–19

Other postretirement benefit obligations 
(OPEBs), 19–41

Output measures, 17–18, 17–40
Outstanding stock, 14–20
Overfunded status, 19–7
Owner/manager, 1–3
Owners’ equity, 4–12–4–13

elements, 4–12
Ownership

in corporations, 14–2, 14–4
transfer of ownership test, 20–5–20–6

Ownership structure, 2–6

P
Paid-in Capital in Excess of Par—Common 

Stock, 14–8
Paid-in surplus, 4–33
Parent corporations, 16–21
Parenthetical explanations, 4–31
Parking transactions, 7–10
Participating preferred stock, 14–14
Par value

fair value based on, 14–8
for preferred stock, 14–13
and stock dividends, 14–30

Par (stated) value method of treasury stock 
purchase, 14–19

Par value stock, 14–8, 14–43
Passage-of-time condition, 15–33
Patent, 11–12
Payable transactions, 12–3–12–6
Payment(s)

cash, 22–22–22–23
expected benefit payments, 19–32
prepayments, 20–35
terms, 17–3

Payment provisions, 16–39
Payout ratio, 4–34, 14–39, 23–37
Payroll deductions, 12–7–12–10
PBGC (Pension Benefit Guaranty 

Corporation), 19–35
Pension asset/liability, 19–13
Pension Benefit Guaranty Corporation 

(PBGC), 19–35
Pension expense

components of, 19–9–19–11
in comprehensive income, 19–30–19–32
earnings from pension plans and changes in
expected return on plan assets in, 19–21, 

19–25
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issues, 6–28–6–36
lease, 20–16
noncurrent, 6–6
nontrade, 6–6
notes, 6–6
presentation of, 6–33–6–35
recognition of accounts, 6–7
sale of, 6–28
trade, 6–6
transaction price, 6–7–6–8
variable consideration, 6–8–6–13

Reclassification adjustments,  
16–30–16–32

Recognized subsequent event, 23–9
Reconciliation, 19–19

of bank balances, 6–39–6–41
earnings per share, 15–35
income, 18–19
plan asset, 19–19
segmented information about, 23–15
tax rate, 18–34

Reconciliation method, 22–8
Reconciling items, 22–38
Recording

accounting errors in, 21–33
of convertible bonds, 15–5

Recourse, 6–29
Recoverability test, 11–5, 11–16
Recoverable costs, 17–37
Redeemable preferred stock, 14–15
Refinancing criteria, 12–31
Refundable deposit, 12–17
Refunding, 13–18
Related-party transaction, 23–7, 23–41
Relative sales value, 8–14
Relevance, 1–13–1–14

of interim reporting, 23–16
of internet reporting, 23–32

Reliability, of information, 16–51
Remote, 12–19, 12–21
Repairs, 9–30
Report form, 4–13
Reporting

accounting errors in, 21–23
of changes in defined benefit obligation, 

19–29–19–37
on financial forecasts and projections,  

23–32
prospective, 21–14
tax, 18–3

Reporting and analyzing liabilities, 13–28–
13–34

fair value option, 13–28–13–29
presentation and decision analysis, 

13–29–13–34
Reporting cash, 6–2–6–4
Reporting entity, 21–17
Repurchase agreements, 17–23
Research activities, 11–26
Reserves, 4–33
Residual interest, 14–6
Residual value(s), 20–8

as advantage of leasing, 20–4
defined, 20–8
guaranteed, 20–8
lessee perspective on, 20–30–20–32
lessor perspective on, 20–32–20–33
unguaranteed, 20–8

Restatement, 21–19, 21–40

segmented information about, 23–14–23–15
Projected benefit obligation, 19–7
Projected unit credit method
Promissory note, 6–20
Pronouncements, types of, 1–7–1–8
Property dividends, 14–28
Property, plant, and equipment, 4–9, 9–2–9–9

acquisition of, 9–2
asset retirement costs and obligations, 

9–6–9–9
conditional contribution, 9–35–9–36
cost of buildings, 9–5–9–6
cost of land, 9–2
equipment, 9–4–9–5
exchange transactions, 9–37
involuntary conversion, 9–33–9–34
land improvements, 9–3–9–4
note disclosures on, 23–6
sale of plant assets, 9–32–9–33
unconditional contribution, 9–36–9–37

Proportional method, 14–10, 15–8–15–9
Prorates, 13–15
Prospective application of accounting change, 

21–3
Prospective contract modifications, 17–36
Prospectively, 21–3
Prudence. see Conservatism
Prudent cost, 9–24
Public Company Accounting Oversight Board 

(PCAOB), 1–29
Purchased goodwill, 11–18–11–20
Purchase discounts. see Cash discounts
Purchase discounts and allowances, 8–28
Purchase option test, 20–6
Purchase returns, 8–28
Purchases

and present value test, 20–9
Put options, 16–37

Q
Qualified opinion, 23–24
Qualified pension plans, 19–3
Qualifying assets, 9–10
Qualitative disclosures, lease, 20–39
Quality of earnings, 3–29–3–36

earnings management, 3–30
fraudulent financial reporting, 3–32
non-GAAP reporting, 3–30–3–31
response by profession, 3–32–3–33

Quantitative disclosures, lease, 20–39
Quantity discount. see Trade discounts
Quick (acid-test) ratio, 4–34, 23–36

R
Ratio analysis, 4–33–4–34,  

23–36–23–38
Raw materials inventory, 7–2
Reacquisition of shares, 14–17–14–19

treasury stock and, 14–17–14–19
Realized gains and losses, 22–27–22–28
Rearrangement/reinstallation costs, 9–29
Reasonably possible, 12–19, 12–21
Receipts, cash, 22–19
Receivables, 4–6, 6–6–6–13

average days to collect, 6–35–6–36
balance sheet presentation, 6–7
current, 6–6
decision analysis of, 6–35–6–36
disposition of, 6–28–6–33
impairment of value for, 16–26 

Presentation (Continued )
deferred tax assets, 18–12
deferred taxes, 18–41
deferred tax liability, 18–7
earnings per share, 15–34–15–35
finance leases, 20–39
income taxes, 18–8
operating leases, 20–39
percentage-of-completion method, 17–44–

17–46
revenue recognition, 17–34–17–38
sales-type leases, 20–39
stockholders’ equity, 14–36–14–37
valuation allowance, 18–13

Presentation and decision analysis, 8–31–8–37, 
12-29

analysis of current liabilities, 12–32–12–34
changing from conventional retail to LIFO, 

8–36–8–37
decision analysis of inventories, 8–31–8–32
dollar-value LIFO retail method, 8–34–8–35
LIFO retail method, 8–32
presentation of current liabilities, 12–29–

12–32
presentation of inventories, 8–31
stable prices, 8–32–8–34
subsequent adjustments under dollar-value 

LIFO retail, 8–35–8–36
Present value

actuarial, 19–7
of annuity, 5–21–5–27
of annuity due, 5–24–5–25
of deferred annuity, 5–30
of lease payments, 20–7–20–8
of ordinary annuity, 5–21–5–24
of pension benefits, 19–7
of property with bargain purchase option, 

20–37
Present value test, 20–7–20–8
Pretax financial income, 18–2
Price-earnings ratio, 4–34
Price index, selection, 7–30
Prices

exercise, 15–13, 16–37
market, 15–13
selling, 17–14
spot, 16–42
strike, 16–37

Principal-agent relationships, 17–26–17–27
Principles, of accounting

expense recognition, 1–23–1–24
full disclosure, 1–24–1–25
measurement, 1–20–1–22
revenue recognition, 1–22–1–23

Printed coupons, 12–25
Prior period adjustments, 21–19
Prior service cost (PSC), 19–16
Probable, 12–19, 12–21, 18–28
Producers, derivatives for, 16–35
Products, segmented information about, 23–15
Product vs. period costs, 7–11–7–12
Profitability, 23–11
Profitability ratios, 4–33, 23–36
Profitable contracts, losses on, 17–48
Profit margin on sales, 4–34, 10–27, 23–37
Profits

in direct financing leases, 20–46
operating profit (loss) test, 23–14
of operating segments, 23–12, 23–14
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residual value in, 20–17–20–18
Sales with returns, 7–10–7–11
Salvage value, 10–3
Sarbanes-Oxley Act, 1–28
SARs (stock-appreciation rights),  

15–39, 15–41
Seasonality, 23–18
SEC. see Securities and Exchange Commission 

(SEC)
Secret reserves, 14–12
Securities, 16–3

stock issued with other, 14–10
stock warrants issued with other, 15–7

Securities and Exchange Commission (SEC)
defined, 1–4
enforcement, 1–6
oversight, 1–5
public/private partnership, 1–5
on revenue recognition, 17–29

Securitization, 5–24, 6–33
Segmented disclosures, 23–12
Segmented financial information, 23–11
Segments, 23–11
Self-constructed asset, 9–6
Selling price

standalone, 17–14
Service cost

as component of pension expense, 19–10
defined, 19–10
in pension expense, 19–9
in postretirement expense, 19–43
prior, 19–16–19–20

Service period, 15–12, 15–13
Service requirements, stock option, 15–15
Service revenue, 2–51
Services

distinct, 17–9
Service sponsor-retailers, 17–51
Service-type warranty, 12–24–12–25, 17–29
Settlement

net, 16–38
Settlement rate, 19–10
SFAC (Statements of Financial Accounting 

Concepts), 1–8
Share-based equity awards, 15–39
Share-based liability awards, 15–40
Share-price appreciation, 15–39
Short-term available-for-sale debt

securities, 22–33
Short-term borrowings, 6–3
Short-term investment, 4–5–4–6
Short-term leases, 20–38
Short-term nontrade notes payable, 22–33
Sick pay, 12–11
Significant influence, 16–15, 16–19
Significant judgments, 17–38
Significant noncash transactions,  

22–34–22–35
Simple capital structure, 15–23
Simple interest, 5–3
Single lease (operating) expense, 20–25
Single-period example, 16–28–16–30
Single-period statements, 21–21
Single-step income statement, 3–8–3–11
Single sum

future value of, 5–8, 5–9–5–10
present value of, 5–8, 5–10–5–12

Single-sum problems, 5–8–5–14
Small (ordinary) stock dividends, 14–30

in principal-agent relationships,  
17–26–17–27

with repurchase agreements, 17–23–17–25
with sales returns and allowances, 17–21–

17–23
SEC enforcement actions related to, 17–29
standard, 17–2–17–3
summary, 17–32
with warranties, 17–29–17–31

Revenue recognition, 3–21–3–29
five-step model, 3–22–3–28
principle, 3–22

Revenue recognition principle, 12–25, 17–3
Revenue test, operating segment, 23–14
Revenue transactions, 17–2
Reversals

Deferred Tax Asset account after, 18–12
Deferred Tax Liability account after, 18–7
of temporary differences, 18–5

Reversing difference, 18–16
Reversing entry, 2–41, 2–54–2–56
Right(s)

stock, 15–10
stock-appreciation, 15–39

Right-of-use assets, 20–22–20–23
Risk

cash flow, 16–42
with defined benefit plans, 19–5
for diversified companies, 23–11
exchange rate, 16–40
interest rate, 16–40

Risk-free rate of return, 5–32
Risk management, 16–45
Robotic process automation (RPA) systems, 

2–3
ROE (return on equity), 14–38
Rule of thumb, 1–14

S
Safe harbor rule, 23–33
Salaries

in service cost, 19–10
Sale-leasebacks, 20–41–20–43
Sales

of available-for-sale debt securities, 16–10
of bonds, 16–10
combined sales test, 23–14
on consignment, 17–28
of equipment, 22–15
leasing to stimulate, 20–3
lump-sum, 14–10
of plant assets, 9–32–9–33
of receivables, 6–28, 6–32
with recourse, 6–28–6–30
without recourse, 6–28–6–29

Sales discounts, 8–29. see Cash discounts
Sales returns, 6–10–6–12
Sales returns and allowances, 8–29,  

17–21–17–23
Sales revenue, 20–33
Sales taxes payable, 12–5–12–6
Sales-type leases, 20–16

defined, 20–16
direct financing leases vs., 20–46
disclosures related to, 20–39
example, 20–17–20–18
with initial direct costs, 20–37
lessor accounting for, 20–45–20–46
presentation of, 20–39

Restricted cash, 6–2–6–3
compensating balance, 6–3

Restricted-stock awards, 15–16
Restricted-stock plans, 15–16

advantages of, 15–19
Restricted-stock units, 15–16–15–18,  

15–19–15–20
shift in use of, 15–19–15–20

Retail inventory method, 8–22–8–30
conventional method, 8–25–8–28
evaluation of, 8–30
retail-method concepts, 8–24–8–25
special items relating to, 8–28–8–29

Retained earnings, 4–12
and accounting principle change, 21–8
change in, on statement of cash flows 

worksheet, 22–35
defined, 14–7
disclosure of restrictions on,  

14–36–14–37
and dividends, 14–7, 14–25, 14–26
and net cash flow from financing activities, 

22–16
prior period adjustments to, 21–19
restrictions on, 22–35

Retained earnings statement, merchandising 
company, 2–46

Retirement
convertible debt, 15–4
treasury stock, 14–23

Retroactive benefits, 19–16
Retrospective application, 21–2, 21–40

defined, 21–2
impracticability test, 21–10–21–11
for long-term construction contracts, 21–3

Return (financial)
on common stockholders’ equity, 14–38–14–

39, 23–37
Return on assets (ROA), 10–28, 23–37
Return on common stockholders’ equity, 

14–38, 23–37
Return on equity (ROE), 14–38
Revenue(s), 1–17, 3–3, 3–8

accrued, 21–29
fraudulent reporting due to changes in, 

23–29
interest, 20–19
note disclosures on, 23–6
in percentage-of-completion method,  

17–39
sales, 20–33

Revenue constraint, transaction price, 17–11
Revenue expenditure, 9–27
Revenue from contracts with customers, 17–2
Revenue recognition

background on, 17–2
in bill-and-hold arrangements,  

17–25–17–26
with consignments, 17–27–17–28
disclosure requirements for, 17–38
five-step process, 17–3–17–19
for franchises, 17–51
fundamentals of, 17–2–17–6
issues with, 17–21–17–32
with long-term construction contracts, 

17–39–17–40
with nonrefundable upfront fees, 17–31–

17–32
presentation of, 17–34–17–38
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Subsequent events, 23–8
defined, 23–8
disclosure of, 23–10
IFRS on, 23–61
nonrecognized, 23–9
recognized, 23–9

Subsidiary, 16–21
Substitution approach, 9–28
Successful-efforts concept, 10–23
Sum-of-the-years’-digits method, 10–6–10–7
Supplementary information, 1–25
Suppliers, cash payments to, 22–22
Supplies inventory, 7–3
Supporting schedules, 4–32
Survivor, 12–7
Swap, 16–46

T
Taxable amount, 18–4
Taxable income

defined, 18–3, 18–37
in interperiod tax allocation, 18–39
possible sources of, 18–28

Taxable temporary difference, 18–15, 18–37
Tax accounting, 18–3
Tax allocation, interperiod, 18–39
Tax benefit

deferred, 18–11
formula for, 18–33
of leasing, 20–4
of loss carryback, 18–45

Tax credit carryforward, 18–37
Tax deductions, warranty, 18–9
Tax depreciation methods, 10–30
Tax effect (tax benefit), 18–45
Taxes

deferred, 23–6
and diluted EPS, 15–29
and loss carryback, 18–45

Taxes payable, 18–4
Taxes refundable, 18–4
Tax expenses

current, 18–6
deferred, 18–6

Tax lives, 10–29
Tax-planning strategies, 18–37
Tax rates

average, 18–20
corporate, 18–21
effective, 18–20, 23–18
enacted, 18–20
future, 18–20

Tax reporting, 18–3
Tax versus book depreciation, 10–32
Technology-related intangible assets, 

11–12–11–14
Temporary accounts, 2–40
Temporary difference

deductible, 18–15
and deferred tax assets, 18–9
and deferred tax liability, 18–5
defined, 18–4, 18–37
originating, 18–16
reversing, 18–16
taxable, 18–15
and tax rates, 18–20

Terminations
lease, 20–9
pension, 19–36–19–37

reacquisition of shares, 14–17–14–24. See 
Treasury stock

restricted, 15–16
stated value of, 14–9
treasury, 14–17–14–18
watered, 14–12

Stock-appreciation rights (SARs), 15–39, 15–41
Stock-based compensation plans, 5–2, 

15–11–15–21
defined, 15–12
disclosure of, 15–20
employee stock-purchase plans, 15–18–15–19
example, 15–14
movement to restricted-stock units, 

15–19–15–20
nonqualified, 15–39
restricted stock in, 15–16
shift in use of, 15–19–15–20
time-based versus performance vesting, 

15–20
Stock dividends

defined, 14–30
large, 14–32
preferred, 14–40
reacquisition of shares to reduce number of, 

14–29–14–30
small (ordinary), 14–30
stock splits vs., 14–33–14–34

Stockholders, 1–3, 23–35
common, 15–24
dilution with restricted stock for, 15–19

Stockholders’ (owners’) equity, 3–19–3–21, 
4–12–4–13, 14–1–14–44

analysis of, 14–38–14–40
balance sheet presentation,  

3–20–3–21
components of, 14–1, 14–6–14–7
corporate capital, 14–2–14–17
corporation characteristics, 14–2–14–4
defined, 1–2
IFRS on, 14–64
importance of, 1–2
issuance of stock, 14–8
with preferred stock, 14–13–14–16
presentation of, 14–36–14–37
reacquisition of shares, 14–17–14–23
return on, 14–38–14–39, 23–37
statement of, 3–20

Stock options
accounting for, 15–13–15–15
adjustment to net income for, 22–29
defined, 15–12
diluted EPS for, 15–31
disclosure of, 15–21
forfeiture, 15–15
valuation of, 15–21

Stock rights, 15–10, 15–47
Stock splits

defined, 14–32–14–33
investors and, 14–32
outstanding, 15–27
as significant noncash transactions, 22–35
stock dividends vs., 14–33

Stock warrants, 15–7–15–10
Straight-line amortization, 19–17
Straight-line method, 10–5–10–6, 13–7
Straight-line revenue recognition, 17–18
Strict cash basis, 2–49
Strike (exercise) price, 16–37

Smoothing
of pension liability gains/losses, 19–22
of plan asset gains/losses, 19–21

Social security taxes, 12–7–12–8
Solvency, 4–2, 4–18
Special income, 3–11–3–18

comprehensive income, 3–16–3–18
discontinued operation, 3–12–3–16

Special-purpose entity (SPE), 13–30
Specific-goods pooled LIFO approach, 

7–26–7–27
Specific identification method, 7–15
Speculation, 16–37–16–39
Speculators, derivatives for, 16–35
Spot price, 16–42
Stable prices, 8–32–8–34
Standalone selling price, 17–14
Standardized cost system, 8–13
Start-up costs, 11–28
Stated rate, 5–7, 13–4
Stated value, of stock, 14–9
Statement of cash flows, 4–16–4–26, 22–2

adjustments to net income for, 22–26–22–27
change in cash determination for, 22–7
and classification of cash flows, 22–3–22–4
content of, 4–17–4–18
example, 22–6–22–15
format of, 22–5
IFRS on, 22–74
information sources for, 22–17
and net approach to accounts receivable, 

22–30–22–31
net cash flow from investing and financing 

activities for, 22–9
net cash flow from operating activities for, 

22–7
with net losses, 22–33–22–34
and other working capital changes, 

22–32–22–33
preparation of, 4–18–4–21, 22–6–22–24
purpose of, 4–16–4–17
with significant noncash transactions, 

22–34–22–35
special problems in preparation of, 22–26–

22–36
usefulness of, 4–21–4–26, 22–2
worksheet for, 22–37–22–38

Statement of cash flows worksheet, 22–37–
22–38

Statement of financial position. see Balance 
sheet

Statement of stockholders’ equity, 14–37
Statements of changes in equity, 14–64
Statements of comprehensive income

reclassification adjustments on, 16–30
Statements of Financial Accounting Concepts 

(SFAC), 1–8
Statements of financial position

presentation of equity on, 14–36
Statements of stockholders’ equity

format, 14–37
Stock. See also Common stock (common 

shares); Preferred stock
capital, 14–6
classes, 14–10
issuance of, 14–8
no-par, 14–9
outstanding, 14–20
par value, 14–8
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purchase commitments, 8–15–8–19
valuation at net realizable value, 8–13
valuation using relative sales value, 

8–14–8–15
Valuation of property, plant/equipment, 

9–16–9–26
asset valuation issues, 9–24–9–26
deferred-payment contracts, 9–16–9–18
exchanges of nonmonetary assets,  

9–19–9–24
issuance of stock, 9–18–9–19
lump-sum purchases, 9–18

Value-based accounting, 5–2
Variable consideration, 6–8–6–13, 17–10

allowances, 6–10–6–12
cash discounts, 6–8–6–10
sales returns, 6–10–6–12
time value of money, 6–12
trade discounts, 6–8

Variable lease payments, 20–8
Variable-rate mortgages, 13–27
Verifiability, 1–16
Vertical analysis, 23–40
Vested benefit obligation, 19–6
Vested rights, 12–10
Vesting period, 15–12
Volume discount, 17–13

W
Wages

accrued, 21–27
Warranties, 17–29

assurance-type, 17–29
defined, 17–29
revenue recognition with, 17–29–17–31
service-type, 17–29
tax deduction for, 18–9

Warrants, 15–7
Warranty costs, 12–23–12–25
Watered stock, 14–12
Weighted-average accumulated expenditures, 

9–11
Weighted-average method, 7–16
weighted-average number of shares 

outstanding, 15–25
stock dividends and splits, 15–25

Working capital, 22–32–22–33
Working capital ratio, 12–32
Work in process inventory, 7–2
Worksheets (spreadsheet)

pension, 19–12–19–15
postretirement benefits, 19–43–19–44
statement of cash flows, 22–37–22–38

X
XBRL (eXtensible Business Reporting 

Language), 23–32

Y
Year-end adjustment, for expenses, 23–18
Years-of-service method, 19–16

Z
Zero-interest-bearing note, 6-20, 6–22, 

13–20–13–21
Zero-interest-bearing note payable, 12–4–12–5

Treasury stock, 4–12
Treasury stock (treasury shares), 14–17–14–19

purchase of, 14–19–14–20
sale of, 14–20–14–22

Treasury-stock method, 15–31
Trial balance, 2–20–2–23

adjusted trial balance, 2–34–2–36
post-closing, 2–40–2–41

Triple smoothing of gains and losses, 19–25
Troubled-debt restructuring, 13–34

gain for debtor, 13–39–13–40
granting of equity interest, 13–36
modification of terms, 13–36
no gain for debtor, 13–37–13–39
settlement of debt, 13–35
transfer of assets, 13–35–13–36

Trustees, for defined contribution plans, 19–4
Turnover

accounts receivable, 23–36
asset, 23–36
inventory, 23–36

Two statement approach, 3–16, 3–17–3–18

U
Unbilled contract price, 17–44
Uncertain tax positions, 18–35
Uncollectible accounts

allowance method, 6–13–6–15
direct write-off method, 6–13–6–14
recording write-off of, 6–15–6–16
recovery of, 6–16–6–17

Unconditional contribution, 9–36–9–37
Underfunded status, 19–7–19–8
Underlyings, 16–39
Understandability, 1–16
Unearned compensation, 15–17
Unearned revenues, 2–24, 2–28–2–29, 

12–14–12–19
customer advances, 12–17–12–19
gift cards, 12–15–12–16
ticket revenue, 12–14–12–15

Unemployment taxes, 12–8
Unexpected gains or losses, 19–21–19–22, 

19–25
Unguaranteed residual values, 20–9, 20–32–

20–34
Units-of-delivery method, 17–40
Unprofitable contract loss, 17–48
Unqualified opinions, 23–22, 23–24
Unrealized gains and losses, 22–28–22–29

and equity investments, 16–28
in fair value option, 16–24
and reclassification adjustments, 16–30
and trading investments, 16–12

Unusual items, net income adjustments, 
22–29–22–30

Unusual transactions, fraudulent reporting, 
22–29–22–30

Upfront fees, 17–31
Upper limit, 8–8
Usefulness of accounting information, 21–2

V
Valuation allowance, 18–12, 18–37
Valuation approaches, 8–13–8–19

Third-party guarantees, 20–46
Time-based vesting, 15–20
Timeliness, 1–16
Time period assumption. see Periodicity 

assumption
Times interest earned, 13–33, 23–37
Time value of money, 5–2–5–45, 16–38

compound interest, 5–3–5–8
deferred annuities, 5–28–5–30
defined, 5–2
Excel, 5–34–5–41
financial calculators, 5–41–5–44
future value of annuity, 5–14–5–21
importance of, 5–2
issues with, 5–27–5–34
long-term bond valuation, 5–30–5–31
present value measurement, 5–31–5–34
simple interest, 5–3
single-sum problems, 5–8–5–14
technology tools for, 5–34–5–45
transaction price and, 17–12
variable consideration issue, 6–12

Total income tax expense, 18–40, 18–44
Trade accounts payable, 12–3–12–4
Trade discounts, 6–8
Trademark, 11–9, 22–44
Trade name, 11–9
Trade notes payable, 12–3
Trade receivables, 6–6
Trading, 4–6
Trading on the equity, 14–38
Trading securities, 16–3, 16–11, 16–11–16–14
Transaction approach, 3–3
Transaction prices, 6–7–6–8, 17–10

allocating, 17–5–17–6
with consideration paid/payable to 

customers, 17–13–17–14
defined, 17–10
determining, 17–5
with noncash consideration, 17–12–17–13
and time value of money, 17–12
upfront fee considerations in, 17–31
variables in, 17–10

Transactions
anticipated, 16–43
asset reversion, 19–37
chart of accounts, 2–12
complex and unusual, 23–29
data on, for statement of cash flows, 22–42
defined, 2–8
external, 2–8
internal, 2–8
journalizing, 2–9–2–10, 2–18–2–20
ledger, 2–10–2–11
noncash, 14–11, 14–43, 22–34–22–35
recording process, 2–9, 2–12–2–18
related-party, 23–7
revenue, 17–5
trial balance, 2–20–2–23

Transfer of ownership test, 20–5–20–6
Transfers, 16–32
Transfers-in, 8–29
Travel advances, 6–2
Treasury bills, 6–2
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