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Subject Index

A
ABC (activity-based costing), 11-18, 16-13, 17-7
Accelerated-depreciation method, 8-11, 8-13
Accounting

accrual-basis, 4-1–4-26, 18-3
budgeting and, 15-3
careers, 1-22
cash-basis, 4-5–4-6, 18-3
cost, 12-3–12-7
cycle, 3-8
defined, 1-4
managerial, 11-1–11-24
responsibility, 16-14–16-28

Accounting equation
balanced, 3-9
basic, 1-14, 2-3, 3-9–3-16
expanded, 3-10
hiring of new employees, 3-14
illustrated, 1-14, 3-9, 3-10
investment of cash by stockholders,  

3-10–3-11
note issued in exchange for cash, 3-11
payment of cash for employee salaries, 3-15
payment of dividend, 3-14
payment of rent, 3-13
purchase of equipment for cash, 3-11
purchase of insurance policy for cash, 

3-13–3-14
purchase of supplies on account, 3-14
receipt of cash in advance from customer, 

3-11–3-12
services performed for cash, 3-12
transaction analysis, 3-9–3-16

Accounting information system
accounting equation and, 3-9–3-16
accounting transactions, 3-9–3-16
business activity tracking, 1-9
defined, 3-8
feature story on, 3-1–3-2
financial reporting, 1-7–1-8, 3-2–3-7, 3-15
financial statement preparation from, 

3-16–3-20
internal controls and, 5-7
transaction analysis, 3-9–3-16

Accounting principle, changes in, 10-6–10-7
Accounting software systems, 1-6. See also 

Electronic data processing (EDP)  
systems

Accounting transactions
balance, 3-9
defined, 3-9
effect on basic accounting equation,  

3-16
identification process, 3-9
summary of, 3-16
transaction analysis, 3-9–3-16

Accounts payable, 1-10, 2-7, 3-14
Accounts receivable

aging, 7-20
allowance method, 7-18–7-20
cash (net) realizable value, 7-18–7-19
as current assets, 2-4

data analytics and management of, 7-21
defined, 1-10, 7-16
direct write-off method, 7-17
ethics and, 7-19
NSF check creating, 5-19, 5-24
percentage-of-receivables basis, 7-20
recognizing, 7-16
sales increasing, 6-10, 7-16
transaction analysis, 3-12
valuing, 7-16–7-21, 7-22

Accounts receivable turnover, 10-20–10-21
Accrual-basis accounting

adjustments (See Adjustments)
cash-basis accounting versus, 4-5–4-6, 18-3
defined, 4-5
exercise, 4-7
expense recognition principle, 4-3–4-6
feature story on, 4-1–4-2
financial statements, 4-6, 4-21–4-25
illustrated, 4-6
international standards, 4-5
reasons for, 4-2–4-3
revenue recognition principle, 4-3–4-6

Accruals. See also Deferrals
adjustments for, 4-6, 4-15–4-21
defined, 4-15
prior transactions and, 4-15

Accrued expenses
accounting for, 4-18
adjustments, 4-6, 4-16–4-19
defined, 4-16
summary, 4-20

Accrued interest, 4-17–4-18
Accrued revenues

accounting for, 4-16
adjustments, 4-6, 4-14–4-16
defined, 4-15
summary, 4-20

Accrued salaries, 4-18–4-19
Accumulated amortization, 8-19
Accumulated depreciation, 2-5–2-6, 4-11, 8-8
Accumulated Other Comprehensive Income, 

9-28
Accuracy, 4-5
Activity-based costing (ABC), 11-18, 16-13, 

17-7
Activity index, 13-3, 16-9–16-10, 17-7
Additions and improvements, 8-7
Adjusted cash balance, 5-23–5-24
Adjusted tabular summary, 4-21
Adjustments

for accruals, 4-6, 4-15–4-19, 4-20–4-21
for accrued expenses, 4-6, 4-16–4-19
for accrued interest, 4-17–4-18
for accrued revenues, 4-6, 4-14–4-16
for accrued salaries, 4-18–4-19
bank reconciliation, 5-23–5-25
cash flows and, 4-9
to cost of goods sold, 12-23
for deferrals, 4-6, 4-8–4-14
defined, 4-6
for depreciation, 4-10–4-12

ethics and, 4-16
exercises, 4-10, 4-14, 4-18, 4-20–4-21
financial statements and, 4-6–4-7, 4-9–4-11, 

4-13–4-15, 4-17–4-23
illustrated, 4-7–4-19
improper, 4-16
for insurance, 4-9–4-10
job order costing, 12-22
need for, 4-6, 4-10–4-11
for prepaid expenses, 4-6, 4-8–4-12, 4-14
summary of, 4-19–4-20
for supplies, 4-8–4-10
types of, 4-6–4-7
for unearned revenues, 4-6, 4-12–4-14

Administrative expenses, 1-10, 15-15–15-16
Aging schedule, 7-20
Aging the accounts receivable, 7-20
Allowance for Doubtful Accounts, 7-18–7-21
Allowance method

allowance estimation, 7-20
defined, 7-18
estimated uncollectibles, 7-18–7-19
write-off of uncollectible account, 7-19

Allowances
purchase, 6-7
sales, 6-10

Amortization
accumulated, 8-19
bond discount, 9-12–9-13
bond premium, 9-14
defined, 8-19
evaluation of, 8-20
intangible assets, 8-19–8-20

Annual rate of return method, 18-20–18-21
Annual report. See also Financial statements

auditor’s report, 1-21–1-22
defined, 1-20
elements of, 1-20–1-22
exercise, 1-22
management discussion and analysis, 1-20
notes to financial statements, 1-20–1-21

Applied manufacturing overhead
cost of goods manufactured schedule,  

12-22–12-24
exercise, 12-24
job order costing, 12-22–12-25
under- or over-, 12-22–12-24
year-end balance, 12-23–12-24

Arrears, dividends in, 9-26–9-27
Asset misappropriation, 5-16. See also Stealing
Assets

in balance sheet, 1-14, 2-3–2-5, 11-12–11-13
in basic accounting equation, 1-14, 2-3, 

3-9–3-10
claims to, 1-14
in classified balance sheet, 2-3–2-5
current, 2-4–2-5, 2-10, 7-3, 7-15, 7-23, 11-12
debt to assets ratio, 2-12–2-14, 10-22–10-23
defined, 1-9
depreciable, 8-8 (See also Depreciation)
fixed, 1-9, 2-5, 8-3 (See also Plant assets)
intangible, 2-5, 8-1, 8-18–8-23
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I-4  SUBJECT  IN DE X

long-lived (See Long-lived assets)
operating, 16-24–16-25, 16-26, 16-27
from operating activities, 1-9
plant (See Plant assets)
return on, 8-25–8-27, 10-25, 10-26
types, 8-45–8-46

Asset turnover, 8-26–8-27, 10-25, 10-26
Association of Certified Fraud Examiners, 5-11
Auditors, 1-21, 5-3, 5-9
Auditor’s report, 1-21–1-22
Authorized stock, 9-16
Available-for-sale securities, 10-5
Average collection period, 10-21
Average-cost method. See also Cost flow  

method
allocation of costs, 7-12–7-13
comparative effects of, 7-13
cost of ending inventory, 7-12
defined, 7-12
exercise, 7-13
periodic, 7-7
perpetual, 7-7
use of, percentage, 7-13
weighted-average unit cost, 7-12–7-13

B
Background checks, employee, 5-10
Bad Debt Expense, 7-17–7-20, 7-22–7-23. See 

also Uncollectible accounts
Balanced scorecard

defined, 11-19, 17-19
in managerial accounting, 11-19
performance evaluation with, 17-20–17-22
perspectives, 17-20–17-21
summary, 17-21

Balance sheet, 11-12–11-13. See also Financial 
statements

accumulated depreciation, 2-5, 8-8
adjustments and, 4-6–4-7, 4-9–4-11,  

4-13–4-15, 4-17–4-22
budgeted, 15-21–15-23
cash presentation, 5-26
classified, 2-3–2-13, 3-18, 15-21–15-22
cost flow method effects, 7-14
current assets, 2-4–2-5, 11-12
current liabilities, 2-7, 9-4–9-5
defined, 1-11, 1-14
evaluation of, 2-1
exercises, 1-15–1-16, 2-6–2-8
feature story on, 2-2
financial statement interrelationship,  

1-17–1-19, 3-16–3-18
heading of, 1-14
horizontal analysis of, 10-11
illustrated, 1-14–1-15, 2-3, 2-9, 3-17, 9-29, 

15-21–15-22
intangible assets, 2-5, 8-19, 8-23–8-24
liquidity and, 2-4, 2-9–2-11
long-term investments, 2-5
long-term liabilities, 2-7
managerial accounting, 11-12–11-13
manufacturing, 11-12–11-13
merchandising operations, 11-12–11-13
preparation of, 3-18, 4-21–4-23
property, plant, and equipment, 2-5,  

8-23–8-24
ratio analysis, 2-8–2-12, 10-18–10-19
solvency and, 2-12
standard classifications, 2-3

stockholders’ equity, 1-14, 2-2, 2-7, 9-28–9-29
transaction analysis, 3-10–3-12, 3-13–3-16
use of, 1-15
vertical analysis of, 10-12–10-13

Bank accounts
bank statements, 5-18–5-19
control features of, 5-17–5-25
electronic funds transfers, 5-14, 5-23
negative balances, 5-26
reconciling, 5-17, 5-20–5-25

Bank balance, 5-20
Bank charges expense, 5-24–5-25
Bank errors, 5-22
Bank reconciliation

adjustments, 5-23–5-25
bank charges expense, 5-24–5-25
bank errors, 5-22
book errors, 5-22, 5-24
collection of electronic funds transfer, 5-23
defined, 5-17
deposits in transit, 5-20
errors and, 5-20, 5-22, 5-24
exercise, 5-25
fraud and, 5-20
illustrated, 5-21–5-22
items per bank, 5-20–5-22
items per books, 5-22
need for, 5-20
outstanding checks, 5-21
procedure, 5-20–5-22
time lags and, 5-20

Bank statements, 5-18–5-19
Basic accounting equation

business transaction effect on, 3-16
defined, 1-14, 2-3
illustrated, 1-14, 3-9
transaction analysis, 3-9–3-16

Behavioral principles, 16-17
Benford’s Law, 10-14
Board of directors, 11-5
Bond certificates, 9-9
Bonding, 5-9
Bonds

accounting for, 9-9–9-15
carrying value, 9-11, 9-12–9-13, 9-14
common stock financing versus, 9-30–9-31
contractual interest rate, 9-9–9-11
defined, 4-12, 8-8, 9-9
discount, 9-10–9-13
face value, 9-9–9-10
green, 9-15
issuance exercise, 9-15
market interest rate, 9-10–9-11
maturity date, 9-9
premium, 9-10–9-11, 9-13–9-14
redeeming at maturity, 9-14
as sunk cost, 14-15
zero-coupon, 9-11

Bonds payable, 1-9, 2-7, 9-11
Book balance, 5-20
Book errors, 5-22, 5-24
Book value

bonds, 9-11–9-14
defined, 2-5, 4-12, 8-8
as sunk cost, 14-4–14-15

Break-even analysis
contribution margin ratio, 13-15, 13-18
contribution margin technique, 13-15,  

13-17–13-18

defined, 13-16
exercises, 13-20, 13-23
graphic presentation, 13-19–13-20
mathematical equation, 13-16–13-17

Break-even point
computing, 13-16–13-20
defined, 13-14, 13-16
in units, 13-17

Budgetary control
activities, 16-3
budget reports, 16-3–16-6, 16-8–16-9,  

16-12–16-13
defined, 16-3
exercises, 16-6, 16-14
feature story on, 16-1–16-2
flexible budgets, 16-7–16-14
illustrated, 16-3–16-4
reporting system, 16-4
responsibility accounting in, 16-14–16-28

Budgetary optimism, 15-9
Budgetary planning. See Budgeting
Budgetary slack, 15-5
Budget committee, 15-5
Budgeted balance sheet, 15-21–15-23
Budgeted income statement, 15-16–15-17
Budgeting

accounting and, 15-3
activity-based costing, 16-13
benefits of, 15-3
capital, 18-1–18-23
cash, 5-29–5-31, 15-18–15-21, 15-23
effective, essentials of, 15-4–15-7
ending inventory in, 15-10, 15-12
exercises, 15-8, 15-12–15-13, 15-17–15-8, 

15-23, 15-26
human behavior and, 15-5–15-6
lack of, 15-4
long-range planning and, 15-6–15-7
for merchandisers, 15-8, 15-23–15-24,  

15-26
for nonmanufacturing companies,  

15-23–15-26
for not-for-profit organizations, 15-25
organizational structure and, 15-4
participative, 15-5–15-6
price increases and, 15-12
process, 15-4–15-5
sales forecasting and, 15-5, 15-9
for service companies, 15-9, 15-24–15-25, 

16-10
Budget reports

defined, 16-3
exercises, 16-6
flexible, 16-9, 16-12–16-13
reporting system, 16-4
sales, 16-4–16-6
static, 16-4–16-6, 16-8

Budgets
based on research and analysis, 15-4
cash, 5-29–5-31, 15-18–15-21, 15-23
continuous, 15-4
defined, 15-3
departmentalized, 15-24
detail presented, 15-7
direct labor, 15-14–15-15, 15-24–15-25
direct materials, 15-10–15-12
emphasis of, 15-6
exercises, 15-8, 15-12–15-13, 15-17–15-18,  

15-23, 15-26, 16-6, 16-14
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financial, 15-7
flexible, 16-7–16-14, 16-18
length of period, 15-4, 15-6
line-item authorization, 15-25
long-range plans versus, 15-6–15-7
manufacturing overhead, 15-15, 16-7–16-13
master, 15-7, 16-4
merchandise purchases, 15-23–15-24, 15-26
not-for-profit, 15-25
operating, 15-7–15-18
in performance evaluation, 15-4
as predetermined cost, 17-4
production, 15-10
sales, 15-8–15-9, 16-4–16-6
selling and administrative expense,  

15-15–15-16
service company, 15-9, 15-24–15-25
shortfalls, 15-25
standards versus, 17-4
static, 16-4–16-8
unrealistic, 15-6

Budget variance, 16-4
Buildings, 8-5, 8-8
Business activities

activity index, 13-3, 16-9–16-10, 17-7
cost behavior analysis tied to, 13-3–13-7
exercise, 1-11
financing activities, 1-9
investing activities, 1-9
nonoperating activities, 6-14–6-15
operating activities, 1-10, 6-15
statement of cash flow reporting effects of, 

1-16–1-17
types of, 1-8–1-11

Business documents, 6-9
Business ethics. See Ethics
Business organization. See also Organizational 

structure
corporation, 1-3 (See also Corporations)
exercise, 1-4
forms of, 1-3–1-4
hybrid forms, 1-3
partnership, 1-3
sole proprietorship, 1-3

C
Canceled checks, 5-19
Capital

corporate, 9-18–9-19 (See also Stockholders’ 
equity)

cost of, 18-9
legal, 9-17
paid-in, 9-18–9-20, 9-28
working, 2-10

Capital budgeting
annual rate of return method, 18-20–18-21
cash flow information, 18-3–18-4
cash inflows, 18-3–18-4
cash outflows, 18-3–18-4
cash payback, 18-4–18-6
challenges and refinements, 18-12–18-16
corporate authorization process, 18-3
decisions, 18-38
decisions with multiple perspectives, 18-20
defined, 18-1, 18-3
feature story on, 18-2
illustrative data, 18-4
inputs, 18-3
intangible benefits, 18-12–18-13

internal rate of return method, 18-7,  
18-17–18-19

net present value method, 18-6–18-11,  
18-18

post-audit, 18-16
profitability index, 18-14–18-15, 18-16
risk analysis, 18-15
sensitivity analysis, 18-15
time value of money, 18-6

Capital expenditures, 8-4, 8-7
Capital stock, 2-7, 9-28. See also Common 

stock; Preferred stock
Careers, 1-22
Carrying value, 4-12, 9-11–9-14. See also  

Book value
Cash

as asset, 1-9, 2-4
balance, 5-23–5-25
balance sheet presentation of, 5-26
budgeting, 5-29–5-31, 15-18–15-21, 15-23
defined, 5-26
disbursements, 5-14–5-16, 5-30,  

15-18–15-21
equipment purchase for, 3-10–3-12
exchange rates, 5-28
exercise, 5-27
feature story on, 5-1–5-2
fraud and, 5-1, 5-12
idle, investment of, 5-29
insurance policy purchase for, 3-13–3-14
internal control applied to, 5-1, 5-12–5-17, 

5-26–5-31
issuing par value common stock for,  

9-19–9-20
managing and monitoring, 5-27–5-30, 15-20
note issued in exchange for, 3-11
over-the-counter receipts, 5-12–5-13
petty cash fund, 5-16
receipt controls, 5-12–5-14
receipt in advance, from customer,  

3-11–3-12
receipts, 5-12–5-14, 5-29, 15-18–15-19
reporting, 5-26–5-27
restricted, 5-26–5-27
salaries paid in, 3-15
services performed for, 3-12
stockholder investment of, 3-10–3-11
stock issuance in exchange for, 9-19–9-20
voucher system controls, 5-15–5-16

Cash-basis accounting, 4-5–4-6, 18-3
Cash budget

cash disbursements section, 5-30, 15-18
in cash management, 5-31, 15-20
cash receipts section, 5-30, 15-19
collections from customers, 15-19
defined, 5-29, 15-18
exercise, 5-31, 15-23
financing section, 5-30, 15-19
illustrated, 5-30, 15-18–15-21
payments for direct materials, 15-19–15-21
preparation of, 15-18

Cash discounts, 5-28, 6-7
Cash dividends, 9-24–9-27
Cash equivalent price, 8-4
Cash equivalents, 5-26
Cash flow. See also Statement of cash flows

adjustments and, 4-9
budgeting on basis of, 15-25
in capital budgeting, 18-3–18-4

discounted techniques, 18-6, 18-18 (See also 
Internal rate of return (IRR); Net present 
value (NPV) method)

equal annual, 18-7–18-8
free, 10-23–10-24
information, 18-3–18-4
net annual, 18-5, 18-11
transaction analysis, 3-10–3-15
unequal annual, 18-8–18-9

Cash inflows, 18-3–18-4
Cash management

cash budget and, 5-31, 15-21
illustrated, 5-28, 5-30
international sales and, 5-28
investment of idle cash, 5-29
low inventory levels, 5-28
monitoring liabilities payment, 5-28
operating cycle and, 5-27–5-28
principles of, 5-28–5-29
receivables collection, 5-28
summary of, 5-29
timing of major expenditures, 5-29

Cash outflows, 18-3–18-4
Cash payback, 18-4–18-6
Cash (net) realizable value, 7-18, 7-19
Cash register documents, 6-9
Casualty losses, 6-15
CEO (Chief executive officer), 11-6
Certified public accountants (CPAs), 1-22
CFO (Chief financial officer), 11-6
Change in accounting principle, 10-6–10-7
Channel stuffing, 10-8
Charter, 9-16
Check receipts, 5-14
Check register, 5-15
Checks. See also Bank accounts

canceled, 5-19
disbursements by, 5-15
NSF, 5-19, 5-24
outstanding, 5-21

Chief executive officer (CEO), 11-6
Chief financial officer (CFO), 11-6
Classified balance sheet. See also  

Balance sheet
assets section, 2-3–2-5
budgeted, 15-21–15-22
current assets, 2-4–2-5
current liabilities, 2-7
defined, 2-3
exercise, 2-6–2-8
illustrated, 2-3, 2-9, 15-21–15-22
intangible assets, 2-5
liabilities section, 2-3, 2-7
liquidity and, 2-3, 2-9–2-11
long-term investments, 2-5
long-term liabilities, 2-7
preparation of, 3-18
property, plant, and equipment, 2-5
ratio analysis, 2-9–2-13
solvency and, 2-12
stockholders’ equity, 2-2, 2-7

CM. See Contribution margin
Collaboration, 16-16
Collection agent, 9-5
Collusion, 5-11
Committee on Sponsoring Organizations 

(COSO), 5-4
Common costs, 16-22
Common-size analysis. See Vertical analysis

bindsubj.indd   5 30/08/22   6:43 PM



I-6  SUBJECT  IN DE X

Common stock. See also Preferred stock; Stock
accounting for, 9-19–9-20
bond financing versus, 9-30–9-31
defined, 1-9
earnings per share, 10-27
issuance of, 9-16, 9-19–9-20
par value, issuing for cash, 9-19–9-20
return on common stockholders’ equity, 

9-30–9-32, 10-24–10-25
stockholder rights to, 9-16–9-17
stockholders’ equity, 1-9, 1-14, 2-7, 3-10, 

9-19–9-20, 9-30–9-32, 10-24–10-25
Comparability, 3-4
Composition, current ratio and, 2-10
Comprehensive income

accumulated other, 9-28
defined, 6-17, 10-4
discontinued operations, 10-6
financial analysis, 10-4–10-6
format, 10-5–10-6
illustrated, 10-4–10-5

Comprehensive income statement, 6-17–6-18, 
10-5–10-6. See also Income statement

Confirmatory value, 3-4
Consigned goods, 7-5
Consistency, 3-4
Constraints, theory of, 11-18
Contra asset accounts, 4-11, 7-18, 8-19, 8-24, 

9-11, 9-22
Contractual interest rate, 9-9–9-11
Contribution margin (CM)

in break-even analysis, 13-15, 13-17–13-18
CVP income statement, 13-12–13-15
defined, 13-12
segment discontinuation decision and,  

14-17–14-18
in target net income, 13-20–13-21
total, 13-18
unit, 13-13–13-14, 13-17–13-18

Contribution margin ratio
in break-even analysis, 13-15, 13-18
CVP income statement, 13-14–13-15
defined, 13-15
formula, 13-15
required sales formula using, 13-21

Control accounts, 12-8–12-9, 12-17
Control devices, 15-3
Controllability of item, 16-17
Controllable costs, 16-15–16-16, 16-21–16-23
Controllable margin, 16-22–16-23, 16-26–16-27
Controllable revenue, 16-16
Controller, 11-6
Controlling, as management function,  

11-4–11-5
Controls, missing. See also Internal control

documentation procedures, 5-7, 8-7
establishment of responsibility, 5-5
human resource controls, 5-10, 9-8
independent internal verification, 5-9, 7-5, 

8-7, 9-8, 10-15
physical controls, 5-8
segregation of duties, 5-7

Copyrights, 2-5, 8-1, 8-20
Corporate capital, 9-18–9-19. See also 

Stockholders’ equity
Corporate social responsibility, 17-17. See also 

Socially responsible businesses
Corporations. See also Stock and Stockholder 

entries

charter, 9-16
classification, 9-15–9-16
defined, 9-15
dividends (See Dividends)
financing of, 1-3, 1-9, 9-16, 9-30–9-32
organizational structure, 1-3–1-4
privately held, 9-16
publicly held, 9-16
subchapter S, 1-3

Correct cash balance, 5-23
Corruption, 5-16
Cost accounting, 12-3
Cost accounting systems

accumulating manufacturing costs,  
12-6–12-7

defined, 12-3
job order cost flow, 12-5–12-6
job order cost system, 12-4
perpetual inventory system and, 12-3
process cost system, 12-3

Cost behavior analysis
activity index, 13-3
defined, 13-3
fixed costs, 13-4–13-6
mixed costs, 13-7–13-11
relevant range, 13-5–13-6
variable costs, 13-3–13-6

Cost centers, 16-19, 16-21–16-22. See also 
Responsibility centers

Cost constraint, 3-6–3-7
Cost flow method

assumptions, 7-7–7-13
average-cost method, 7-7, 7-12–7-14
comparative effects of, 7-13
exercises, 7-10–7-13
financial statement effects, 7-13–7-14
first-in, first-out (FIFO) method, 7-7–7-10, 

7-14
illustrated, 7-8
last-in, first-out (LIFO) method, 7-7,  

7-10–7-12, 7-14–7-15
tax effects of, 7-14–7-15

Cost of capital, 18-9
Cost of goods available for sale, 7-8–7-10, 

7-12–7-13
Cost of goods manufactured

defined, 11-15
exercise, 11-16
formula, 11-15
income statement, 11-13–11-14
schedule, 11-11, 11-15

Cost of goods sold
adjustments, 12-23
defined, 1-10, 6-3
as expense type, 1-10
flow of, in inventory system, 6-4
gross profit and, 6-14
inventory and, 6-4, 7-6–7-13
job order costing, 12-5–12-6, 12-17–12-18, 

12-23–12-24
sales increasing, 6-10
standard costs, 17-19
variances and, 17-19

Cost-plus contracts, 12-19
Cost principles, historical, 3-6, 8-3–8-4, 8-9
Costs

common, 16-22
controllable, 16-15–16-16, 16-21–16-23
copyright, 8-20

depreciable, 8-10
direct labor, 11-8, 12-11–12-12, 17-6–17-7
direct materials, 11-8, 12-9–12-10, 17-5–17-6
factory labor, 12-6–12-7, 12-11–12-12
fixed (See Fixed costs)
flow of, 6-3–6-4, 12-5–12-6, 12-18–12-19
franchise, 8-21
freight, 6-5–6-6, 7-4–7-5
indirect labor, 11-8, 12-12
inventoriable, 11-9
inventory, 7-6–7-7, 17-4, 17-19
joint, 14-12
manufacturing, 11-8–11-16 (See also Job 

order costing; Manufacturing overhead)
mixed, 13-7–13-11, 13-24–13-27
noncontrollable, 16-16, 16-22
non-recurring, 10-4
opportunity, 14-4, 14-9
patent, 8-20
period, 11-9
of plant assets, 8-3–8-7
predetermined, 12-13–12-16, 12-19,  

17-3–17-4, 17-7
product, 11-9
raw materials, 11-8, 12-6, 12-8–12-10, 17-5
relevant (See Relevant costs and revenues)
research and development, 8-22
standard, 7-8, 17-1–17-19, 17-21, 17-24–17-26
sunk, 14-4, 14-12, 14-15
total cost of work in process, 11-14
total manufacturing, 11-10–11-11, 11-14
traceable, 16-22
trademark, 8-20
variable (See Variable costs)
weighted-average unit, 7-12–7-13

Cost-volume-profit (CVP)
analysis, 13-11–13-16, 13-22–13-24
basic components, 13-11
break-even point and, 13-14, 13-16–13-20
contribution margin, 13-13–13-15,  

13-17–13-18, 13-21
cost behavior analysis, 13-3–13-11
defined, 13-11
exercises, 13-8, 13-11, 13-14–13-15, 13-20, 

13-23
feature story on, 13-1–13-2
graph, 13-19–13-21
income statement, 13-11–13-16, 17-19
margin of safety, 13-21–13-22
regression analysis, 13-10, 13-26–13-27
target net income, 13-20–13-22

CPAs (certified public accountants), 1-22
Credit sales, 6-11–6-12
Credit terms, 6-7
Cumulative dividends, 9-26–9-27
Current assets

in classified balance sheet, 2-4–2-5
composition of, 2-10
in current ratio, 2-10
defined, 2-4
illustrated, 2-3–2-4
inventory as, 2-4, 7-3, 7-23
managerial accounting, 11-13
receivables as, 2-4, 7-15
types of, 2-4
in working capital, 2-10

Current liabilities
accounting, 9-3–9-8
in classified balance sheet, 2-7
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in current ratio, 2-10
defined, 2-7, 2-10, 9-3, 10-20
exercise, 9-6
illustrated, 2-10
increasing, 2-10
as liquidity indicator, 2-10, 10-20
managing, 10-17
negative cash equivalents as, 5-26
types of, 2-7, 9-3–9-8
in working capital, 2-10

Current maturities of long-term debt, 2-7, 9-6
Current ratio

composition and, 2-10
defined, 2-10, 10-20
illustrated, 2-10
as liquidity indicator, 2-11, 10-20
managing, 10-17

Customer perspective, 17-20–17-21
Customers

budgeting cash collections from, 15-19
receipt of cash in advance from, 3-11–3-12

Cutoff rate, 18-10. See also Discount rate
CVP income statement. See also Cost-volume-

profit
comparative, 13-15
contribution margin, 13-13–13-15
contribution margin ratio, 13-14–13-15
defined, 13-11
exercise, 13-16
with net income and percent of sales data, 

13-14
with net income and per unit data, 13-14
unit contribution margin, 13-13–13-14
variances, 17-19
with zero net income, 13-14

D
Dashboards, 7-24
Data analytics

accounts receivable management and, 7-22
credit sales and, 6-11–6-12
defined, 1-6
financial analysis and, 10-18
internal control and, 5-10–5-11
inventory management and, 7-24

Data visualization, 5-51, 7-46–7-47
Days in inventory, 7-24, 10-22
Debt. See also Liabilities

equity versus, 9-30–9-32
feature story on, 9-1–9-2
financing, 1-9, 2-13
long-term (See Long-term liabilities)

Debt to assets ratio
defined, 2-12, 10-22–10-23
exercise, 2-13–2-14
illustrated, 2-12, 10-23
in meeting long-term obligations, 2-12

Debt to equity ratio, 2-12, 10-23
Decentralization, 16-15
Decision tools, 4-4, 17-13, 17-15

accounting equation, 3-9
aging schedule, 7-20
amortization of intangible assets, 8-20
asset turnover, 8-26
balance sheet, 1-14
break-even analysis, 13-16
cash budget, 5-29, 15-18
change in accounting principle, 10-6
contribution margin ratio, 13-15

cost of goods manufactured schedule, 11-15
current ratio, 2-10
debt to assets ratio, 2-12
discontinued operations, 10-3
exercises using, 1-22–1-23, 2-14, 3-20–3-21, 

4-23–4-25, 5-32–5-33, 6-20–6-21, 7-25, 
8-28, 9-32, 10-31–10-32, 11-22–11-23,  
12-24–12-25, 13-23–13-24, 14-19,  
15-26–15-27, 16-28–16-30, 17-23–7-24, 
18-22–18-23

financial statement and tax effects analysis, 
7-14

flexible budgets, 16-9
gross profit rate, 6-17
horizontal analysis, 10-10
income statement, 1-12
incremental analysis, 14-4
internal control principles, 5-5
internal rate of return, 18-17
inventory turnover, 7-24
job cost sheet, 12-8
labor price and labor quantity variances, 

17-13–17-16
manufacturing overhead account,  

12-24–12-25
master budget, 15-7
materials price and materials quantity 

variances, 17-10–17-13
net present value method, 18-7
payout ratio, 9-29
profitability index, 18-15
profit margin, 6-19
ratio analysis, 10-15
responsibility reports, 16-18
restricted cash reporting, 5-27
retained earnings statement, 1-13
return on assets, 8-25
return on common stockholders’ equity, 9-30
return on investment formula, 16-24
revenue and expense recognition principles, 

4-4
review and summary, 1-25–1-26, 2-15, 3-21, 

4-25–4-26, 5-34, 6-21, 7-28, 8-29, 9-34, 
10-33, 11-24, 12-26, 13-28–13-29, 14-21, 
15-28, 16-33, 17-27, 18-24

statement of cash flows, 1-16
total manufacturing overhead variance,  

17-16–17-17
unit contribution margin, 13-14
variances, 17-10
vertical analysis, 10-12

Declaration date, cash dividends, 9-25
Declining-balance method. See also 

Depreciation
accelerated-depreciation method, 8-11, 8-13
defined, 8-11
depreciation schedule, 8-12
double-declining-balance method, 8-12
method comparison, 8-13
use of, percentage, 8-9

Deferrals. See also Accruals
adjustments for, 4-6, 4-8–4-14
defined, 4-8
types of, 4-6 (See also Prepaid expenses; 

Unearned revenues)
Departmentalization, 15-24
Deposits in transit, 5-21
Depreciable assets, 8-8
Depreciable cost, 8-10

Depreciation
accelerated-depreciation method, 8-11,  

8-13
accumulated, 2-5, 4-11, 8-8
adjustment for, 4-10–4-12
business acquisition and, 8-8
cash flow and, 18-4
comparison of methods, 8-13
as cost allocation concept, 4-12, 8-8
cost and, 8-9
declining-balance method, 8-9, 8-11–8-13
defined, 2-5, 4-11, 8-8
disclosure in notes, 8-13–8-14
ethics and, 8-8
exercises, 8-11, 8-15
in financial statements, 2-5, 8-9, 8-13–8-14, 

8-23–8-24
illustrated, 4-12, 8-8–8-10, 8-12–8-14
impairments and, 8-15
income taxes and, 8-13
land and, 8-8
methods, 8-9–8-14
need for adjustment, 4-10–4-11
obsolescence and, 8-8
patterns of, 8-13
for plant assets, 8-8–8-16, 8-23–8-24
as prepaid expense, 4-10–4-12
reporting of expense, 8-9
revising, 8-14–8-15
salvage value, 8-9
statement presentation, 4-12
straight-line method, 8-9–8-11, 8-13
units-of-activity method, 8-9, 8-12–8-13
useful life and, 4-11, 8-8–8-10

Depreciation schedule
declining-balance, 8-12
straight-line, 8-10
units-of-activity, 8-12

Differential analysis. See Incremental  
analysis

Direct fixed costs, 16-22
Directing, as management function, 11-4
Direct labor

budget, 15-14–15-15, 15-24–15-25
defined, 11-8
job order costing, 12-11–12-12
managerial accounting, 11-8
standard costs, 17-6–17-7

Direct labor efficiency standard, 17-6
Direct labor price standard, 17-6
Direct labor quantity standard, 17-6
Direct labor rate standard, 17-6
Direct labor variances

calculating, 17-13–17-16
causes of, 17-15
exercise, 17-18
labor price, 17-13, 17-15
labor quantity, 17-13–17-15
matrix for, 17-15
summary of, 17-14
total labor, 17-9, 17-13

Direct materials
budget, 15-10–15-12
defined, 11-8
job order costing, 12-9–12-10
schedule of payments, 15-19–15-21
standard costs, 17-5–17-6

Direct materials price standard, 17-5
Direct materials quantity standard, 17-6
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Direct materials variances
analyzing and reporting, 17-8–17-10
calculating, 17-10–17-13
causes of, 17-12–17-13
exercise, 17-13
materials price, 17-10, 17-12, 17-18
materials quantity, 17-10–17-13
matrix for, 17-12
summary of, 17-11
total materials, 17-9–17-10

Direct write-off method, 7-17
Discontinued operations, 10-3–10-4, 10-6.  

See also Segment discontinuation 
decision

Discount, bond
amortizing, 9-12–9-13
computation of total cost of borrowing, 9-12
defined, 9-11
illustrated, 9-11
issuance at, 9-11–9-13
statement presentation, 9-12

Discounted cash flow techniques. See also 
Internal rate of return (IRR); Net present 
value (NPV) method

comparison of, 18-18
defined, 18-6

Discount period, 6-7
Discount rate

choosing, 18-9–18-10
defined, 18-7
NPV comparison, 18-9

Discounts
cash, 5-28, 6-7
purchase, 6-7–6-8
sales, 6-11

Dividend revenue, 6-15
Dividends

accounting for, 9-24–9-27
in arrears, 9-26–9-27
cash, 9-24–9-27
cumulative, 9-26–9-27
declaration date, 9-25
declared, 9-24, 9-25, 9-27
defined, 1-9, 9-24
payment date, 9-25
payment of, 3-14, 9-29–9-30, 10-28–10-29
preferences, 9-26–9-27
pro rata distribution, 9-24
record date, 9-25
recording, 9-25
record of, 9-29–9-30
reporting of, 9-24
retained earnings and, 1-13–1-14, 9-24
stockholder rights to, 9-1
stockholders’ equity and, 3-10, 9-25,  

9-29–9-30
Division, in responsibility accounting, 16-15
Documentation procedures, 5-7, 5-13, 5-15, 8-7
Documents

business, 6-9
cash register, 6-9
prenumbered, 5-7

Dollar-value LIFO, 7-8n1
Double-declining-balance method, 8-12

E
Earnings

quality of, 10-7–10-8
retained (See Retained earnings)

Earnings management, 4-23, 6-15, 8-15
Earnings performance, 9-30
Earnings per share (EPS), 10-27
Economic entity assumption, 3-5
Electronic banking, 5-17–5-18
Electronic data processing (EDP) systems, 3-8. 

See also Accounting software systems; 
Data analytics

Electronic funds transfers (EFTs), 5-14, 5-23
Employees

background checks of, 5-10
bonding, 5-9
direct versus indirect labor, 11-8 (See also 

Labor)
economic entity assumption on, 3-5
fraud by (See Fraud)
hiring of, 3-14
internal control for (See Internal control)
as internal users, 1-4–1-5
line positions, 11-6
robots versus, 13-10
rotating duties of, 5-10
safety, 18-13
salaries, 2-7, 3-15, 4-18–4-19, 9-7 (See also 

Wages payable)
staff positions, 11-6
stealing, 5-10, 5-16, 6-10
strikes, 6-15

Employee stock ownership plan (ESOP), 1-5
Enterprise resource planning (ERP) systems, 

11-18
Environmentally responsible businesses, 1-17, 

5-4, 8-24, 9-15, 13-5, 17-17, 18-15
EPS (earnings per share), 10-27
Equal annual cash flows, 18-7–18-8
Equipment, 14-14–14-16. See also Property, 

plant, and equipment
computation of cost, 8-5–8-6
defined, 8-5
depreciation, 4-12, 8-8
as plant asset, 8-5–8-6, 8-8
purchase for cash, 3-10–3-12
recording purchases of, 6-4–6-5
repair, retain, or replace decisions,  

14-14–14-16
Equity

debt to equity ratio, 2-12, 10-23
debt versus, 9-30–9-32
financing, 1-9
stockholders’ (See Stockholders’ equity)
trading on, 10-25

ERP (enterprise resource planning) systems, 
11-18

ESOP (employee stock ownership plan), 1-5
Ethics

adjustments and, 4-16
bad debt and, 7-22–7-23
business, 11-19
business acquisition and, 8-8
cash equivalents and, 5-26
code of standards, 11-19
depreciation and, 8-8
disclosure and, 6-15
earnings management and, 6-15
economic entity assumption and, 3-5
employee safety and, 18-13
in financial reporting, 1-7–1-8, 3-5, 5-26
fraud and, 5-16, 7-4
income statement corrections, 1-12–1-13

insight, 1-6, 5-16, 6-15, 7-4, 7-22, 18-13
inventory and, 7-4, 7-7
liquidity and, 2-10
in make-or-buy decision, 14-9
materials requisition slips and, 12-9
net income and, 7-7
petty cash fund and, 5-16
receivables and, 7-16
solving ethical dilemmas, 1-7
standards and, 11-19, 17-5
telecommunication companies, 11-17
treasury stock and, 9-23
unrealistic budgets and, 15-6

Exchange, of plant assets, 8-16
Exchange rates, 5-28
Exclusive rights, 2-5
Expenditures

annual recurring, 8-5
capital, 8-4, 8-7
improperly capitalized, 8-4
plant asset, 8-3–8-7
revenue, 8-4
timing of major, 5-29
during useful life, 8-6–8-7

Expense recognition principle
adjustments and, 4-6
defined, 4-4
GAAP and, 4-4
illustrated, 4-3–4-4
revenue recognition principle and, 4-3–4-4

Expense reports, 5-7, 16-16
Expenses. See also Prepaid expenses

accrued, 4-6, 4-16–4-19
administrative, 1-10, 15-15–15-16
bad debt, 7-17–7-20, 7-22–7-23
bank charges, 5-24–5-25
defined, 1-10
depreciation, 8-8
income tax, 1-10, 6-13, 6-16
interest, 1-10, 6-15
marketing, 1-10
as negative amounts, 3-13
operating, 6-3, 6-6, 6-14, 8-21
selling, 1-10
stockholders’ equity and, 3-10, 3-13
uncollectible accounts, 7-17–7-21, 7-22

External users, 1-5

F
Face value, bonds, 9-9–9-10
Factory labor costs, 12-6–12-7, 12-11–12-12
Factory overhead. See Manufacturing overhead
Fair value, 8-4, 8-8, 8-15
Fair value principles, 3-6
Faithful representation, 3-4, 3-6
FASB. See Financial Accounting Standards 

Board
Favorable variance, 17-9
FIFO. See First-in, first-out (FIFO) method
Financial Accounting Standards Board (FASB)

comprehensive income, 10-4n1
defined, 3-3, 5-53
financial reporting principles, 3-6
restricted cash requirements, 5-27

Financial analysis
alternative accounting methods and, 10-7
change in accounting principle, 10-6–10-7
comprehensive income, 10-4–10-6
data analytics and, 10-18
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discontinued operations, 10-3–10-4, 10-6
exercises, 10-8–10-9, 10-15, 10-29–10-30
feature story on, 10-2
fraud and, 10-14–10-15
horizontal analysis, 10-10–10-12, 10-15
improper recognition of revenue, 10-8
industry averages, 10-10, 10-16, 10-20
intercompany basis, 10-9, 10-14, 10-16, 10-20
intracompany basis, 10-9, 10-16, 10-20
investor insights, 10-7, 10-17–10-18
pro forma income, 10-7–10-8
quality of earnings and, 10-7–10-8
ratings, 10-18
ratio analysis, 2-8–2-14, 10-15–10-30
sustainable income and, 10-3–10-7
vertical analysis, 10-12–10-14

Financial budgets, 15-7
Financial information

cash flow, 18-3–18-4
comparability of, 3-4
complete, 3-4
confirmatory value of, 3-4
consistency of, 3-4
in decision-making process, 14-3
external users of, 1-5–1-6
faithful representation of, 3-4, 3-6
fiscal year, 3-5
free from error, 3-4
internal users of, 1-4–1-5
materiality of, 3-4
neutral, 3-4
predictive value of, 3-4
relevance of, 3-4, 3-6
timeliness, 3-4
understandability, 3-4
useful, 3-2–3-5
verifiability, 3-4

Financial perspective, 17-20–17-21
Financial pressure, in fraud triangle, 5-3
Financial reporting. See also Financial 

statements; Reports
assumptions in, 3-5
cash, 5-26–5-27
cost constraint, 3-6–3-7
dividends, 9-24
economic entity assumption, 3-5
ethics in, 1-7–1-8, 3-5, 5-26
exercises, 3-7, 5-27
fair value principles, 3-6
fraudulent, 3-15, 5-16
full disclosure principle, 3-6
going concern assumption, 3-5
historical cost principles, 8-3, 8-4, 8-9, 33-6
measurement principles, 3-6
monetary unit assumption, 3-5
periodicity assumption, 3-5
principles in, 3-6
qualities of useful information, 3-2–3-5
receivables, 7-16
revenue, accuracy of, 4-5
standard-setting environment, 3-3
variances from standard costs, 17-8–17-10, 

17-18–17-19, 17-21
Financial statements. See also Balance sheet; 

Income statement; Retained earnings 
statement; Statement of cash flows

accrual-basis accounting, 4-6, 4-21–4-25
adjustments and, 4-6–4-7, 4-9–4-11,  

4-13–4-15, 4-17–4-22

in annual reports, 1-20–1-22
cost flow method effects, 7-14
defined, 1-11
depreciation in, 2-5, 8-9, 8-13–8-14, 8-23–8-24
exercises, 1-19, 3-19–3-20, 4-23–4-25
feature story on, 1-1–1-2
final sums in, 1-18
fraudulent, 3-15, 5-16
for IFRS, 1-11
illustrated, 1-17
intangible assets in, 2-5, 8-19, 8-23–8-24
interrelationships of, 1-17–1-19, 3-16–3-18
introduction to, 1-1–1-23
inventory presentation, 7-23
managerial accounting, 11-12–11-16
manufacturing costs, 11-12–11-16
negative amounts in, 1-18
notes to, 1-20, 8-13–8-14, 8-24
preparation of, 3-16–3-20, 4-21–4-23
ratio analysis, 2-8–2-14
types of, 1-11–1-17

Financing, of corporations, 1-3 1-9, 9-16, 
9-30–9-32

Financing activities, 1-9
Financing section, of cash budget, 5-30, 15-19
Finished goods inventory, 7-3

defined, 7-3
job order costing, 12-5–12-6, 12-16–12-17, 

12-19
managerial accounting, 11-12

First-in, first-out (FIFO) method, 7-7–7-10, 
7-14. See also Cost flow method

Fiscal year, 3-5
FISH assumption, 7-10
Fixed assets, 1-9, 2-5, 8-3. See also Plant assets
Fixed costs, 14-17–14-18. See also Cost 

behavior analysis; Variable costs
behavior analysis, 13-3–13-6
budgeted, 15-15–15-16, 16-6, 16-11–16-12
CVP income statement, 13-11–13-16
defined, 13-4
direct, 16-22
high-low method computation, 13-8–13-11, 

13-24–13-27
importance of identifying, 13-10
in incremental analysis, 14-5, 14-17–14-18
indirect, 16-22
mixed costs including, 13-7–13-11,  

13-24–13-27
nonlinear behavior of, 13-5–13-6
regression analysis, 13-10, 13-26–13-27
in segment discontinuation decision,  

14-16–14-18
unit, 13-4

Flexible budget reports
defined, 16-12
illustrated, 16-9
overhead, 16-9, 16-13
sections, 16-12

Flexible budgets. See also Budgets
activity index, 16-9–16-10
case study, 16-10–16-12
defined, 16-7
developing, 16-9–16-10
development steps, 16-9–16-11
exercise, 16-14
flexible manufacturing and, 16-18
graphic presentation, 16-12
for monthly comparisons, 16-10–16-11

overhead, 16-11
reasons for using, 16-7–16-9

Flow of costs, 6-3–6-4, 12-5–12-6, 12-18–12-19
FOB destination, 6-5–6-6, 7-5
FOB shipping point, 6-5, 7-5
Forecasts, 16-13, 16-52–16-53
Franchises, 8-21
Fraud

anatomy of, 5-5, 5-7, 5-10, 6-10–6-11, 7-5, 8-7, 
9-8, 10-14–10-15

bank reconciliation and, 5-20
capital expenditures and, 8-7
cash and, 5-1, 5-12
defined, 5-3
examples of, 5-3
financial analysis and, 10-14–10-15
financial reporting, 3-15, 5-16
internal control and, 5-1, 5-3–5-12,  

6-10–6-11, 7-5, 8-7, 9-8, 10-14–10-15
inventory, 7-4–7-5
Madoff’s Ponzi scheme, 5-25
occupational, methods of, 5-16
Sarbanes-Oxley Act and, 5-3–5-4
size of business and, 5-11

Fraud triangle, 5-3
Free cash flow, 10-23–10-24
Freight costs

buyer incurring, 6-6
merchandising, 6-5–6-6
ownership of goods in transit and, 7-4–7-5
seller incurring, 6-6

Full disclosure principle, 3-6

G
Gain on sale of plant assets, 6-15, 8-16–8-17
Gamification, 16-27
Generally accepted accounting principles (GAAP)

cash-basis accounting and, 4-5
defined, 3-3
financial reporting principles, 3-6
financial statement requirement, 1-11
quality of earnings, 10-7–10-8
revenue and expense recognition, 4-4

Gift cards, 4-14
Going concern assumption, 3-5
Goods in transit, 7-4–7-5
Goodwill, 2-5, 8-21–8-22
Green bonds, 9-15
Gross margin, 6-14
Gross profit, 6-13–6-14
Gross profit rate

defined, 6-17, 10-27
exercise, 6-20
formula for computing, 6-18
illustrated, 6-18
by industry, 6-18
profit margin and, 6-18–6-19, 10-27

H
Hedges, 5-28
High-low method, 13-8–13-11, 13-24–13-27
Historical cost principles, 3-6, 8-3–8-4, 8-9
Horizontal analysis. See also Financial  

analysis
of balance sheets, 10-11
computation, 10-10
defined, 10-10
exercise, 10-15
of income statements, 10-11–10-12
of net sales, 10-11
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Human behavior, and budgeting, 15-5–15-6
Human element, of internal control, 5-11
Human resource controls, 5-9–5-10, 5-13, 5-15, 

6-11, 9-8
Hurdle rate, 18-10. See also Discount rate

I
IASB (International Accounting Standards 

Board), 3-3
Ideal standards, 17-4–17-5
IFRS. See International Financial Reporting 

Standards
IMA. See Institute of Management 

Accountants
Impairments, 8-15
Incentives, creating, 11-19
Income. See also Net income

comprehensive, 6-17–6-18, 9-28, 10-4–10-6
from discontinued operations, 10-3–10-4
from operations, 6-13
pro forma, 10-7–10-8
residual, 16-31–16-32
sustainable, 10-3–10-7

Income measurement process, 6-3
Income statement. See also Financial 

statements
adjustments and, 4-6–4-7, 4-9–4-11,  

4-13–4-15, 4-17–4-22
budgeted, 15-16–15-17
cash over and short, 5-13
comprehensive, 6-17–6-18, 10-5–10-6
cost flow methods effects, 7-14
cost of goods manufactured, 11-13–11-15
cost of goods purchased, 11-13
cost of goods sold, 11-13–11-14
cost-volume-profit, 13-11–13-16, 17-19
defined, 1-11
depreciation expense, 8-8
errors in, 1-12
exercises, 1-12–1-13, 6-18, 15-17–15-8
financial statement interrelationship,  

1-17–1-19, 3-16–3-18
heading of, 1-12, 3-18
horizontal analysis of, 10-11–10-12
illustrated, 1-12, 1-17, 3-17
merchandising operations, 6-13–6-17
multiple-step, 6-13–6-17, 15-17
net income, 1-12, 3-18, 6-13, 13-14
net loss, 1-12, 3-18
preparation of, 3-18, 4-21–4-23
presentation of variances, 17-19
ratio analysis, 10-19
transaction analysis, 3-10–3-16
use of, 1-12
vertical analysis of, 10-13–10-14

Income taxes
depreciation and, 8-13
expenses, 1-10, 6-13, 6-16

Income taxes payable, 1-10, 2-7
Incremental analysis

approach, 14-3–14-4
decision-making and, 14-3–14-6
defined, 14-4
eliminate unprofitable segment or product 

decisions, 14-15–14-18
exercises, 14-6–14-7, 14-10, 14-14, 14-16, 

14-19
feature story on, 14-1–14-2
how it works, 14-4–14-5

illustrated, 14-4, 14-7, 14-8–14-9,  
14-11–14-13, 14-15, 14-17–14-18

make-or-buy decisions with opportunity cost, 
14-8–14-10, 14-18

opportunity costs, 14-4, 14-9
qualitative factors, 14-5, 14-9
relevant costs and revenues, 14-4, 14-7–14-9, 

14-11–14-13, 14-15–14-18
repair, retain, or replace equipment 

decisions, 14-14–14-16
sell or process further decisions,  

14-11–14-14
special orders, 14-6–14-8
sunk costs, 14-4, 14-12, 14-14–14-16
time value of money and, 14-5
types of, 14-6

Indefinite life intangible assets, 8-19
Independent internal verification, 5-8–5-9, 

5-13–5-15, 7-5, 8-7, 9-8, 10-15
Indirect fixed costs, 16-22
Indirect labor, 11-8, 12-11
Indirect manufacturing costs. See 

Manufacturing overhead
Indirect materials, 11-8, 12-9
Industry-average comparisons, 2-9, 10-10, 

10-16, 10-20
Information. See Financial information
Institute of Management Accountants (IMA), 

11-46, 12-44
IMA Statement of Ethical Professional 

Practice, 11-19
Institutional Shareholder Services (ISS), 9-18, 

10-29
Insurance

adjustment for, 4-9–4-10
policy purchase for cash, 3-13–3-14
as prepaid expense, 3-13, 4-9–4-10

Intangible assets
accounting for, 8-19–8-20
amortization, 8-19–8-20
in classified balance sheet, 2-5
copyrights, 2-5, 8-1, 8-20
defined, 2-5, 8-18
exercise, 8-24
in financial statements, 2-5, 8-19, 8-23–8-24
franchises and licenses, 8-21
goodwill, 2-5, 8-21–8-22
illustrated, 8-19
indefinite life, 8-19
limited life, 8-19
patents, 2-5, 8-1, 8-19–8-20
presentation of, 8-23–8-24
research and development costs, 8-22
sources of, 8-19
trademarks (trade names), 2-5, 8-20
types of, 8-20–8-22

Intangible benefits, 18-12–18-13. See also 
Capital budgeting

Intercompany comparisons, 2-9, 10-9, 10-14, 
10-16, 10-20

Interest
accrued, 4-17–4-18
bonds payable, 9-10
expense, 1-10, 6-15
incurred during construction, 8-5
notes payable accruing, 9-4
paying, 6-8
revenue, 1-10, 6-15
times interest earned, 10-23

Interest coverage, 10-23. See also Times 
interest earned

Interest payable, 1-10, 2-7, 9-10
Interest rate

annual rate of return, 18-20–18-21
contractual, 9-9–9-11
internal rate of return, 18-7, 18-17–18-19
market, 9-10–9-11

Internal auditors, 5-9
Internal control. See also Controls, missing

applying to cash, 5-1, 5-12–5-17,  
5-26–5-31

bank account, 5-17–5-25
cash disbursements controls, 5-14–5-16
cash receipt controls, 5-12–5-14
cash reporting, 5-26–5-27
control activities, 5-5
control environment, 5-4
data analytics and, 5-10–5-11
defined, 5-4
documentation procedures, 5-7, 5-13, 5-15, 

8-7
establishment of responsibility, 5-5, 5-13, 

5-15
exercises, 5-11–5-12, 5-17
feature story on, 5-1–5-2
fraud and, 5-1, 5-3–5-12, 6-10–6-11, 7-5, 8-7, 

9-8, 10-14–10-15
human resource controls, 5-9–5-10, 5-13, 

5-15, 6-11, 9-8
independent internal verification, 5-8–5-9, 

5-13–5-15, 7-5, 8-7, 9-8, 10-15
information and communication, 5-5
limitations of, 5-11
monitoring, 5-5
physical controls, 5-8, 5-13, 5-15, 6-4, 6-11, 

7-3–7-4
principles, 5-5–5-10
requisition approvals, 12-9
risk assessment, 5-4
Sarbanes-Oxley Act requirements, 5-3–5-4, 

5-10
segregation of duties, 5-6–5-7, 5-9, 5-13–5-15

Internal process perspective, 17-21
Internal rate of return (IRR). See also Capital 

budgeting
comparison of discounted cash flows,  

18-18
decision criteria, 18-18
defined, 18-17
as discounted cash flow technique, 18-7
estimation of, 18-17
exercise, 18-19
formula for, 18-17
method, 18-17–18-19

Internal Revenue Service (IRS), 8-13
Internal users, 1-4–1-5
International Accounting Standards Board 

(IASB), 3-3
International Financial Reporting Standards 

(IFRS)
asset valuation, 8-4
capital disclosure on balance sheet, 9-29
capitalization of development costs, 8-22
defined, 3-3
financial statement requirement, 1-11

Intracompany comparisons, 2-9, 10-9, 10-16, 
10-20

Inventoriable costs, 11-9
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Inventory
analysis, 7-23–7-26
classifying, 7-3
consigned goods, 7-5
cost flow method, 7-7–7-15
costs, determining, 7-6
as current assets, 2-4, 7-3, 7-23
data analytics and management of, 7-24
days in, 7-24, 10-22
defined, 1-10
ending

in budgeting, 15-10, 15-12
cost of, 7-12

ethics and, 7-4, 7-5, 7-7
exercise, 7-26
feature story on, 7-1–7-2
finished goods, 7-3, 11-12, 12-5, 12-16–12-17, 

12-19
fraudulent or falsified, 7-4–7-5
freight costs, 6-5–6-6, 7-4–7-5
goods in transit, 7-4–7-5
just-in-time, 7-25–7-26, 11-17
levels, keeping low, 5-28
manufacturing, 7-3, 11-12–11-15
merchandising, 6-2–6-12, 7-3, 11-12
ownership, determining, 7-4–7-6
physical controls, 5-8, 6-4, 6-11, 7-3–7-4
presentation, 7-23
purchases, 6-2–6-9
quantities, determining, 7-3–7-5
raw materials, 12-6
returns and allowances, 6-7, 6-10
sales reducing, 6-4, 6-9–6-12
specific identification method, 7-6–7-7
standard costs, 7-8, 17-4, 17-19
turnover, 7-25–7-26, 10-21–10-22
work in process, 7-3, 11-14–11-15, 12-5, 12-8, 

12-12–12-15, 12-19
Inventory system

flow of costs, 6-3–6-4
periodic, 6-4, 7-3–7-4, 7-7–7-15
perpetual, 6-4–6-5, 6-9–6-12, 7-3, 7-7, 12-3

Inventory turnover, 7-25–7-26,  
10-21–10-22

Investing activities, 1-10
Investment centers, 16-21, 16-24–16-27
Investments

average, computation, 18-20
bonds (See Bonds)
capital budgeting, 18-1–18-23
of cash by stockholders, 3-10–3-11
as current assets, 2-4
hedges, 5-28
of idle cash, 5-29
as investing activity, 1-10
liquid, 5-29
long-term, 2-5
post-audit of, 18-16
return on (See Return on investment)
stock (See Stock)

Investor insights, 2-13, 4-5, 5-25, 6-4, 9-21, 
9-26, 10-7, 10-17–10-18

IRR. See Internal rate of return
IRS (Internal Revenue Service), 8-13

J
Job cost sheets, 12-8, 12-9–12-10, 12-11, 12-15, 

12-16, 12-17, 12-19
Job order costing

accumulating manufacturing costs,  
12-6–12-7, 12-18

adjustments, 12-23
advantages and disadvantages, 12-20–12-21
applied manufacturing overhead, 12-22–12-24
assigning manufacturing costs, 12-8–12-13, 

12-15–12-17, 12-19–12-21
cost accounting systems, 12-3–12-7
cost of goods manufactured schedule, 12-22
cost of goods sold, 12-5–12-6, 12-17, 12-19, 

12-23–12-24
defined, 12-4
exercises, 12-7, 12-13, 12-16, 12-21, 12-24
factory labor costs, 12-6–12-7, 12-11–12-12
feature story on, 12-1–12-2
finished goods inventory, 12-5, 12-16–12-17, 

12-19
illustrated, 12-4, 12-5
job cost sheets, 12-8, 12-9–12-11, 12-15–12-17,  

12-19
job order cost flow, 12-5–12-6, 12-18–12-19
job order cost system, 12-4
jobs completed and sold, 12-16–12-21
manufacturing overhead costs, 12-7, 12-9,  

12-11, 12-13–12-16, 12-19–12-24
predetermined overhead rates, 12-13–12-16, 

12-19
process cost system versus, 12-3–12-4
raw materials costs, 12-6, 12-8–12-10
for service companies, 12-19–12-20
work in process inventory, 12-5, 12-8,  

12-12–12-15, 12-19
Joint costs, 14-12
Joint products, 14-12
Just-in-time (JIT) inventory, 7-25–7-26, 11-17

L
Labor

direct (See Direct labor)
factory labor costs, 12-6–12-7, 12-11–12-12
indirect, 11-8, 12-11

Labor price variance, 17-13, 17-15
Labor quantity variance, 17-13–17-15, 17-15
Labor variances

calculating, 17-13–17-16
causes of, 17-15
exercise, 17-18
labor price, 17-13, 17-15
labor quantity, 17-13–17-15
matrix for, 17-15
summary of, 17-14
total labor, 17-10, 17-13

Land
computation of cost, 8-5
depreciation and, 8-8
improvements, 8-5, 8-8

Last-in, first-out (LIFO) method, 7-7, 7-10–7-12,  
7-14–7-15. See also Cost flow method

Lean manufacturing, 11-17
Learning and growth perspective, 17-21
Lease liabilities, 2-7
Legal capital, 9-17
Legal liabilities, 1-3
Leveraging, 10-25
Liabilities

in balance sheet, 1-14, 2-3, 2-7, 9-4–9-5
in basic accounting equation, 1-14, 2-3, 3-9–3-10
in classified balance sheet, 2-3, 2-7
current, 2-7, 2-10, 5-26, 9-3–9-8

in debt to assets ratio, 2-12
defined, 1-9
from expenses, 1-10
feature story on, 9-1–9-2
lease, 2-7
legal, 1-3
long-term, 2-7, 9-3, 9-9 (See also Bonds)
monitoring payment of, 5-28
pension, 2-7
unearned revenue as, 2-7, 4-12, 9-5–9-6

Licenses, 8-21
LIFO. See Last-in, first-out (LIFO) method
Limited liability companies (LLCs), 1-3
Limited life intangible assets, 8-19
Line positions, 11-6
Liquid investments, 5-29
Liquidity

current assets listed in order of, 2-4
current liabilities and, 9-3
current ratio and, 2-10, 10-20
defined, 2-4, 2-10
dividends and, 9-24
ethics and, 2-10
excessive, 2-11
inventory turnover and, 7-24, 10-21–10-22
working capital and, 2-10, 2-11

Liquidity ratios. See also Ratio analysis
accounts receivable turnover, 10-20–10-21
average collection period, 10-21
comprehensive example of, 10-20–10-22
current ratio, 2-10, 10-20
days in inventory, 10-22
defined, 2-10, 10-16, 10-20
exercise, 2-11
illustrated, 10-16
inventory turnover, 10-21–10-22
summary of, 10-16
working capital and, 2-10–2-11

LISH assumption, 7-9
LLCs (limited liability companies), 1-3
Long-lived assets

analysis of, 8-25–8-27
asset turnover, 8-26–8-27
depreciation, 8-8–8-16, 8-23–8-24
disposal, 8-16–8-18
expenditures, 8-3–8-7
feature story on, 8-1–8-2
intangible assets as (See Intangible assets)
plant assets as (See Plant assets)
presentation of, 8-23–8-24
profit margin, 8-26–8-27
return on, 8-25–8-27

Long-range planning, 15-6–15-7
Long-term debt. See Long-term liabilities
Long-term investments, 2-5
Long-term liabilities. See also Bonds

in classified balance sheet, 2-7
current maturities of, 2-7, 9-6
defined, 2-7, 9-3, 9-9

Long-term notes payable, 2-7. See also Bonds
Losses. See also Net loss

bad debt, 7-17–7-22
casualty, 6-15
comprehensive, 10-5
from discontinued operations, 10-3–10-4
from impairments, 8-15
margin of safety from, 13-21–13-22
from sale or abandonment, 6-15, 8-17
from strikes, 6-15
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M
MACRS (Modified Accelerated Cost Recovery 

System), 8-13
Madoff’s Ponzi scheme, 5-25
Make-or-buy decision

ethics in, 14-9
exercise, 14-10
incremental analysis, 14-8–14-10, 14-18
opportunity cost, 14-9
relevant costs in, 14-8–14-9

Management
budgeting by (See Budgetary control; 

Budgeting)
cash, 5-27–5-29, 5-31, 15-21
collaboration versus competition, 16-16
controlling function, 11-4–11-5
decision-making, 14-3–14-6
directing function, 11-4
earnings, 6-15, 8-15
fixed costs changed by, 13-6
functions, 11-4–11-5
incremental analysis, 14-1–14-20
insight, 11-6, 11-18, 13-10, 14-18, 15-12,  

16-16, 16-18, 16-27
as internal users, 1-4
organizational structure, 11-5–11-6, 15-4
planning function, 11-4, 15-3
responsibility accounting, 16-14–16-28
total quality, 11-17

Management by exception
controllability of the item, 16-17
defined, 16-16
materiality, 16-17
responsibility reporting system and, 16-19
variance reports facilitating, 17-19

Management discussion and analysis 
(MD&A), 1-20

Managerial accounting
balanced scorecard and, 11-19
balance sheet, 11-12–11-13
basics of, 11-3–11-7
business ethics, 11-19
corporate social responsibility, 11-20
cost concepts, 11-7–11-11
defined, 11-3
exercises, 11-7, 11-11, 11-16, 11-21
feature story on, 11-1–11-2
financial accounting versus, 11-3–11-4
financial statements, 11-12–11-16
illustrated, 11-9–11-11
income statement, 11-13–11-14
management functions and, 11-4–11-5
manufacturing costs, 11-8–11-16
organizational structure and, 11-5–11-6
product versus period costs, 11-9
service industries, 11-16–11-17
standard costs (See Standard costs)
trends in, 11-16–11-21
value chain focus, 11-17–11-18

Manufacturers
balance sheet, 11-12–11-13
financial statements, 11-12–11-16
inventory, 7-3, 11-12–11-15
sales budget, 15-8
value chain, 11-17–11-18

Manufacturing
costs, 11-8–11-16 (See also Job order costing; 

Manufacturing overhead)
defined, 11-8
flexible, 16-18

job order costing, 12-1–12-26
lean, 11-17
total costs, 11-10–11-11, 11-14

Manufacturing overhead
accumulating, 12-7
activity-based costing, 11-18, 16-13, 17-7
applied, 12-22–12-24
assigning, 12-15, 12-19–12-21
budget, 15-15, 16-7–16-13
costs allocated as, 11-8–11-9, 12-7
defined, 11-8
indirect labor as, 11-8, 12-11
indirect materials as, 11-8, 12-9
job order costing, 12-7, 12-9, 12-11,  

12-13–12-16, 12-19–12-24
overapplied, 12-22–12-24
predetermined rates, 12-13–12-16, 12-19,  

17-7
standard costs, 17-7
underapplied, 12-22–12-24
year-end balance, 12-23–12-24

Manufacturing overhead variances
calculating, 17-16–17-17
causes of, 17-17
exercise, 17-18
overhead controllable, 17-17, 17-24–17-25
overhead volume, 17-17, 17-25–17-26
standard hours allowed, 17-16, 17-23–17-25
total overhead, 17-16

Margin
contribution, 13-13–13-15, 13-17–13-18,  

13-21, 14-17–14-18
controllable, 16-22–16-23, 16-26–16-27
gross, 6-14
profit, 6-18–6-19, 8-26–8-27, 10-25–10-27

Margin of safety, 13-21–13-22
Margin of safety ratio, 13-21–13-22
Marketing expenses, 1-10
Marketing return on investment, 8-25
Market interest rate, 9-10–9-11
Master budget, 15-7, 16-4. See also Budgets
Materiality, 3-4, 16-17
Materials

direct (See Direct materials)
indirect, 11-8, 12-9

Materials price variance, 17-11–17-12, 17-18
Materials quantity variance, 17-11–17-13
Materials requisition slips, 12-9
Materials variances

analyzing and reporting, 17-8–17-10
calculating, 17-10–17-13
causes of, 17-12–17-13
exercise, 17-13
materials price, 17-11–17-12, 17-18
materials quantity, 17-11–17-13
matrix for, 17-12
total materials, 17-10–17-11

Maturity date, bonds, 9-9
MD&A (management discussion and analysis), 

1-20
Measurement principles, 3-6
Merchandise inventory, 6-2–6-12, 7-3, 11-12
Merchandise purchases budget, 15-23–15-24, 

15-26
Merchandising operations

balance sheet, 11-12–11-13
combined perpetual and period inventory 

system, 6-4
comprehensive income statement,  

6-17–6-18

cost of goods sold, 6-3, 6-14
data analytics and credit sales,  

6-11–6-12
exercises, 6-9, 6-12
feature story on, 6-1–6-2
flow of costs, 6-3–6-4
fraud in, 6-10–6-11
freight costs, 6-5–6-6
gross profit, 6-13–6-14
gross profit rate, 6-17–6-20
income measurement process, 6-3
income statements, 6-13–6-17
inventory, 6-2–6-12, 7-3, 11-12
multiple-step income statement,  

6-13–6-17
nonoperating activities, 6-14–6-15
operating expenses, 6-3, 6-6, 6-14
periodic inventory system, 6-4
perpetual inventory system, 6-4–6-5,  

6-9–6-12
profit margin, 6-18–6-19
purchase discounts, 6-7–6-8
purchase returns and allowances, 6-7
purchases, 6-2–6-9
purchases budgets, 15-23–15-24, 15-26
retailers, 6-3
sales budgets, 15-8
sales discounts, 6-11
sales returns and allowances, 6-10
sales revenue, 6-3, 6-9–6-12, 7-16
wholesalers, 6-3

Merchandising profit, 6-14, 6-18–6-19
Minimum rate of return, 16-31
Misappropriation of assets, 5-16. See also 

Stealing
Mixed costs

behavior analysis, 13-7–13-11
components classification, 13-8
defined, 13-7
exercises, 13-7, 13-11
high-low method in determination,  

13-8–13-11, 13-24–13-27
regression analysis, 13-10, 13-26–13-27
variable and fixed costs identification 

importance in, 13-10
Modified Accelerated Cost Recovery System 

(MACRS), 8-13
Monetary unit assumption, 3-5
Money, time value of, 14-5, 18-7
Monitoring

cash, 5-27–5-29
internal control, 5-5
liabilities payment, 5-28

Mortgages payable, 2-7
Motivation, personnel, 15-5, 16-17
Multiple-step income statement. See also 

Income statement
budgeted, 15-17
defined, 6-13
exercise, 6-16–6-17
gross profit, 6-13–6-14
illustrated, 6-13–6-14, 6-16
income from operations, 6-13
line item determination, 6-13
for merchandising operations, 6-13–6-17
net income, 6-13
nonoperating activities, 6-14–6-15
operating expenses, 6-14
sales, 6-13–6-14

Mutually exclusive projects, 18-14–18-15
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N
Negative amounts, 1-18, 3-13, 5-26
Net annual cash flow, 18-5, 18-11
Net income

cost flow method effects, 7-14
defined, 1-10, 6-13
ethics and, 7-7
income statement, 1-11, 3-18, 6-13, 13-14
target, 13-20–13-23

Net loss
defined, 1-10
income statement, 1-11, 3-18
segment discontinuation decision and, 14-17

Net present value (NPV)
comparison at different discount rates, 18-9
computation, equal annual cash flows, 18-8
computation, mutually exclusive projects, 

18-14
computation, unequal annual cash flows, 

18-8
decision criteria, 18-7
defined, 18-7
intangible benefits and, 18-12–18-13

Net present value (NPV) method
comparison of discounted cash flows, 18-18
comprehensive example, 18-10–18-11
decision criteria, 18-7
defined, 18-7
as discounted cash flow technique, 18-7
discount rate, 18-7, 18-9–18-10
equal annual cash flows, 18-7–18-8
exercise, 18-11
simplifying assumptions, 18-10
unequal annual cash flows, 18-8–18-9

Net sales, 6-14, 10-11
Noncontrollable costs, 16-16, 16-22
Nonfinancial information, in decision-making 

process, 14-3
Nonfinancial performance evaluation, 16-22, 

17-20–17-22
Nonoperating activities, 6-14–6-15
Non-recurring charges, 10-4
No-par value stock, 9-17
Normal capacity, 17-7, 17-25
Normal range, 13-6
Normal standards, 17-4–17-5
Notes, issued in exchange for cash, 3-11
Notes payable

defined, 9-3
illustrated, 9-4
as liability, 1-9, 2-7, 9-3–9-4
long-term, 2-7 (See also Bonds)

Notes receivable, 7-16
Notes to financial statements, 1-21, 8-13–8-14, 

8-24
Not-for-profit organizations

budgeting, 15-25
responsibility accounting, 16-15

NPV. See Net present value; Net present value 
method

NSF checks, 5-19, 5-22, 5-24

O
Obsolescence, 8-8
Open Standards Benchmarking Collaborative, 

17-5
Operating activities, 1-10, 6-15
Operating assets, ROI computation,  

16-24–16-27
Operating budgets, 15-7–15-18

Operating cycle, 2-4, 5-27–5-28
Operating expenses

franchise, 8-21
merchandising, 6-3, 6-6, 6-14
in multiple-step income statement, 6-14

Operations
decentralization of, 16-15
discontinued, 10-3–10-4, 10-6 (See also 

Segment discontinuation decision)
income from, 6-13
merchandising (See Merchandising 

operations)
Opportunity, in fraud triangle, 5-3
Opportunity costs, 14-4, 14-9
Ordinary repairs, 8-6–8-7
Organizational structure, 11-5–11-6, 15-4.  

See also Business organization
Outsourcing, 14-8
Outstanding checks, 5-21
Outstanding stock, 9-23
Overapplied overhead, 12-22–12-24
Overhead controllable variance, 17-17,  

17-24–17-25
Overhead, manufacturing. See Manufacturing 

overhead
Overhead static budget, 16-7
Overhead static budget report, 16-8
Overhead volume variance, 17-17, 17-25–17-26
Over-the-counter receipts, 5-12–5-13
Ownership, corporation, 9-15–9-16. See also 

Stockholder entries
Ownership of goods

consigned goods, 7-5
determining, 7-4–7-6
exercise, 7-6
goods in transit, 7-4–7-5

P
Paid-in capital

additional, 9-28
defined, 9-18
retained earnings versus, 9-18–9-19
stockholders’ equity, 9-18–9-20

Paper profits, 7-14
Participative budgeting, 15-5–15-6
Partnerships, 1-3
Par value stock, 9-17, 9-19–9-20
Patents, 2-5, 8-1, 8-19–8-20
Payment date, cash dividends, 9-25
Payout ratio, 9-29, 10-28–10-29
Payroll deductions, 9-6–9-8
Payroll taxes, 9-7–9-8
PCAOB (Public Company Accounting 

Oversight Board), 3-3, 5-3, 5-53
Pension, financial analysis, 10-7
Pension liabilities, 2-7
P-E (price-earnings) ratio, 10-27–10-28
Percentage-of-receivables basis, 7-20
Performance evaluation

balanced scorecard, 17-20–17-22
behavioral principles, 16-17
budgets, 15-4
collaboration versus competition, 16-16
comparative, 16-19–16-20
for cost centers, 16-19, 16-21–16-22
exercise, 16-27–16-28
gamification, 16-27
for investment centers, 16-21, 16-24–16-27
management by exception, 16-16–16-17, 

16-19, 17-19

nonfinancial versus financial, 16-22,  
17-20–17-22

principles, 16-16–16-18
for profit centers, 16-21–16-24
reporting principles, 16-18
residual income, 16-31–16-32
responsibility accounting and,  

16-14–16-28
return on investment, 16-30–16-31
standard costs, 17-3
static budgets and, 16-8

Performance obligations
revenue recognition principle, 4-3
unearned revenues and, 4-12

Period costs, 11-9
Periodic inventory system

combined with perpetual system, 6-4
cost flow method with, 7-7–7-15
cost of goods sold with, 6-4, 7-7–7-13
defined, 6-4
physical inventory controls, 6-4, 7-3–7-4

Periodicity assumption, 3-5, 4-3
Perpetual inventory system

assumed or standard cost, 7-8
combined with periodic system, 6-4
cost accounting systems and, 12-3
defined, 6-4
physical inventory controls and, 6-4, 7-3
recording purchases under, 6-4–6-5
recording sales under, 6-9–6-12

Petty cash fund, 5-16
Phantom profits, 7-14
Physical controls, 5-8, 5-13, 5-15, 6-4, 6-11, 

7-3–7-4
Planning

budgetary (See Budgeting)
for capital investments (See Capital 

budgeting)
defined, 15-3
long-range, 15-6–15-7
as management function, 11-4–11-5, 15-3

Plant assets. See also Property, plant, and 
equipment

additions and improvements, 8-7
analysis of, 8-25–8-27
asset turnover, 8-26–8-27
buildings, 8-5, 8-8
capital expenditures, 8-4, 8-7
cost determination, 8-3–8-7
defined, 8-1, 8-3
depreciation, 8-8–8-16, 8-23–8-24
disposal of, 8-16–8-18
equipment, 8-5–8-6, 8-8
exchange of, 8-16
exercises, 8-7, 8-18
expenditures, 8-3–8-7
expenditures during useful life, 8-6–8-7
gain on disposal, 6-15, 8-16–8-17
land, 8-4–8-5, 8-8
land improvements, 8-5, 8-8
loss on disposal, 6-15, 8-17
ordinary repairs, 8-6–8-7
as percentage of total assets, 8-3
presentation of, 8-23–8-24
profit margin, 8-26–8-27
retirement of, 8-16, 8-18
return on, 8-25–8-27
revenue expenditures, 8-4
sale of, 8-16–8-17

Point-of-sale (POS) systems, 5-2, 5-8, 5-12, 9-4
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Post-audit, 18-16
Practical range, 13-6
Predetermined costs

overhead rates, 12-13–12-16, 12-19, 17-7
standards as, 17-3–17-4, 17-7

Predictive value, 3-4
Preemptive rights, 9-17
Preferred stock, 9-20–9-21, 9-26–9-27. See also 

Common stock; Stock
Premium, bond

amortizing, 9-14
computation of total cost of borrowing, 

9-13–9-14
defined, 9-11
illustrated, 9-11
issuance at, 9-13–9-14
statement presentation, 9-13

Prenumbered documents, 5-7
Prepaid expenses

adjustments, 4-6, 4-8–4-12, 4-14
as current assets, 2-4
defined, 4-8
depreciation, 4-10–4-12
insurance, 3-13, 4-9–4-10
supplies, 4-8–4-10

Prepayments. See Prepaid expenses
Price-earnings (P-E) ratio, 10-27–10-28
Privately held corporations, 9-16
Process cost system, 12-3
Product costs, 11-9
Production budget, 15-10
Products, joint, 14-12
Profit. See also Cost-volume-profit

eliminating unprofitable segments or 
products, 14-15–14-18

gross, 6-13, 6-14 (See also Gross profit rate)
marketing ROI as indicator of, 8-25
merchandising, 6-13, 6-14, 6-18–6-19
paper or phantom, 7-14

Profitability, 12-42–12-43
Profitability index, 18-14–18-15, 18-16. See also 

Capital budgeting
Profitability ratios. See also Ratio analysis

asset turnover, 10-26
comprehensive example of,  

10-24–10-29
defined, 2-8, 10-17, 10-20
earnings per share, 10-27
gross profit rate, 10-27
illustrated, 10-16
leveraging, 10-25
payout ratio, 10-28–10-29
price-earnings ratio, 10-27–10-28
profit margin, 10-25–10-27
relationships among, 10-25
return on assets, 10-25–10-26
return on common stockholders’ equity, 

10-24–10-25
summary of, 10-17

Profit centers, 16-21–16-24. See also 
Responsibility centers

Profit margin
defined, 6-18, 10-26–10-27
exercise, 6-20
formula for computing, 6-19, 8-26
gross profit rate and, 6-18–6-19,  

10-27
illustrated, 6-19, 8-26–8-27, 10-26
by industry, 6-19

for plant assets, 8-26–8-27
profitability ratios, 10-25–10-27
relationship to other profitability measures, 

10-25–10-26
Pro forma income, 10-7–10-8
Property, plant, and equipment. See also 

Equipment; Plant assets
in balance sheet, 2-5, 8-23–8-24
defined, 1-9, 2-5
gain from sale of, 6-15
loss from sale or abandonment of, 6-15
presentation of, 8-23–8-24

Property taxes payable, 1-10
Public Company Accounting Oversight Board 

(PCAOB), 3-3, 5-3, 5-53
Publicly held corporations, 9-16
Purchase allowances, 6-7
Purchase discounts, 6-7–6-8
Purchase invoice, 6-5
Purchase returns, 6-7
Purchases, recording, 6-4–6-5
Purchasing activities, 5-6

Q
Qualitative factors, in decision-making, 14-5, 

14-9
Quality management, total, 11-17
Quality of earnings, 4-21–4-25, 10-7–10-8
Quantities

direct labor standard, 17-6
direct labor variances, 17-13–17-16
direct materials standard, 17-6
direct materials variances, 17-11, 17-13
inventory, determining, 7-3–7-5

R
Ratings, 10-18
Ratio analysis. See also Financial analysis

comparison types, 2-9, 10-16, 10-20
comprehensive example of, 10-18–10-29
defined, 2-8, 10-15
exercises, 2-11, 2-13, 2-14, 10-29–10-30
illustrated, 2-8, 10-15–10-16
liquidity ratios, 2-8–2-11, 10-16,  

10-20–10-22
payout ratios, 9-29, 10-28–10-29
price-earnings ratio, 10-27–10-28
profitability ratios, 2-8, 10-16–10-17, 10-20, 

10-24–10-29
solvency ratios, 2-8, 2-12–2-14, 10-16–10-17, 

10-20, 10-22–10-24
Rationalization, in fraud triangle, 5-3
Ratios

contribution margin, 13-14–13-15, 13-18, 
13-21

current, 2-10, 10-17, 10-20
debt to assets, 2-12–2-14, 10-22–10-23
debt to equity, 2-12, 10-23
defined, 2-8, 10-15
liquidity, 2-8–2-11, 10-16, 10-20–10-22
margin of safety, 13-21–13-22
payout, 9-29, 10-28–10-29
price-earnings, 10-27–10-28
profitability, 2-8, 10-16, 10-17, 10-20,  

10-24–10-29
solvency, 2-8, 2-12–2-14, 10-16–10-17, 10-20, 

10-22–10-24
Raw materials

cost of, 11-8, 12-6, 12-8–12-10, 17-5
defined, 7-3

inventory, 12-6
materials requisition slips, 12-9

Reasonable assurance, 5-11
Receipts

cash, 5-12–5-14, 5-29, 15-18–15-20
over-the-counter, 5-12–5-13

Receivables
accounts receivable (See Accounts 

receivable)
collection of, 5-28
as current assets, 2-4, 7-15
data analytics and management of, 7-22
defined, 7-15
ethics and, 7-16
notes receivable, 7-16
as percentage of assets, 7-15
recognizing, 7-16
reporting of, 7-15–7-23
trade receivables, 7-16
types of, 7-16
valuing, 7-17–7-22

Recognition of revenue, improper, 10-8
Reconciling the bank account

adjustments, 5-23–5-25
bank charges expense, 5-24–5-25
bank errors, 5-22
book errors, 5-22, 5-24
collection of electronic funds transfer,  

5-23
defined, 5-17
deposits in transit, 5-21
errors and, 5-20, 5-22, 5-24
exercise, 5-25
fraud and, 5-20
illustrated, 5-21–5-22
items per bank, 5-20–5-22
items per books, 5-22
need for, 5-20
outstanding checks, 5-21
procedure, 5-20–5-22
time lags and, 5-20

Record date, cash dividends, 9-25
Recordkeeping

accounting information system for (See 
Accounting information system)

dividends, 9-25
inventory, 6-4–6-5, 6-9–6-12
segregation from physical custody, 5-7

Regression analysis, 13-10, 13-26–13-27
Regulations, 17-3. See also Sarbanes-Oxley Act
Relevance, 3-4, 3-6
Relevant costs and revenues

in accepting special orders, 14-7
defined, 14-4
in eliminate segment or product decision, 

14-15–14-18
in incremental analysis, 14-4, 14-7–14-9,  

14-11–14-18
in make-or-buy decision, 14-8–14-9
in repairing, retaining, or replacing 

equipment, 14-14
in sell or process further decisions,  

14-11–14-13
Relevant range, 13-5–13-6
Rent, 3-13, 6-15
Repairs

equipment, incremental analysis of,  
14-14–14-16

ordinary, 8-6–8-7
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Replacement of equipment, 14-14–14-16
Reporting. See Financial reporting; 

Responsibility reporting system; 
Sustainability reporting

Reporting principles, 16-18
Reporting system, budgetary control, 16-4
Reports

annual, 1-20–1-22
auditor’s, 1-21
budget, 16-3–16-6, 16-8–16-9, 16-12–16-13
expense, 5-7, 16-16
responsibility, 16-18–16-19, 16-21–16-25
variance, 17-18–17-19, 17-22

Required rate of return, 18-7, 18-10, 18-20. See 
also Discount rate

Research and analysis, budgets based  
on, 15-4

Research and development costs, 8-22–8-23
Residual claims, 9-17
Residual income, 16-31–16-32
Responsibility, assignment of, 5-5, 5-12,  

5-15
Responsibility accounting

in budgetary control, 16-14–16-28
conditions for, 16-14–16-15
for controllable costs, 16-15–16-16,  

16-21–16-23
controllable versus noncontrollable costs, 

16-16
for cost centers, 16-19, 16-21–16-22
in decentralized companies, 16-15
defined, 16-14
illustrated, 16-15
for investment centers, 16-21, 16-24–16-27
levels of, 16-15
performance evaluation and, 16-14–16-28
for profit centers, 16-21–16-24
responsibility centers, 16-19, 16-21–16-27
responsibility reporting system, 16-18–16-20 

(See also Responsibility reports)
Responsibility centers

cost center, 16-19, 16-21–16-22
investment center, 16-21, 16-24–16-27
profit center, 16-21–16-24
types of, 16-19, 16-21

Responsibility reporting system
comparative evaluations, 16-19–16-20
defined, 16-18
illustrated, 16-19–16-20
management by exception and, 16-19

Responsibility reports
cost centers, 16-19, 16-21–16-22
exercise, 16-23–16-24
investment centers, 16-25
profit centers, 16-22–16-24

Restricted cash, 5-26–5-27
Retailers, 6-3. See also Merchandising 

operations
Retained earnings

defined, 1-13, 9-19
dividends and, 1-13, 9-24
paid-in capital versus, 9-18–9-19
stockholders’ equity, 1-14, 2-7, 3-10,  

9-18–9-19
Retained earnings statement. See also 

Financial statements
adjustments and, 4-21–4-23
defined, 1-11, 1-13
exercise, 1-14

financial statement interrelationship,  
1-17–1-18, 3-16–3-18

heading of, 1-13
illustrated, 1-13, 1-17, 3-17
preparation of, 3-18, 4-21–4-23
use of, 1-13

Retaining equipment, 14-14–14-16
Retirement, of plant assets, 8-16, 8-18
Return on assets

defined, 8-25
exercise, 8-27
illustrated, 8-25, 10-26
in plant asset analysis, 8-25–8-27
profitability ratios, 10-25–10-26
relationship to other profitability measures, 

10-25
Return on common stockholders’ equity 

(ROE), 9-30–9-32, 10-24–10-25
Return on investment (ROI)

balanced scorecard perspectives, 17-21
defined, 16-24
formula, 16-24, 16-30
improving, 16-26–16-27
increasing controllable margin and,  

16-26–16-27
marketing as profit indicator, 8-25
minimum rate of return, 16-31
performance evaluation, 16-30–16-31
reducing average operating assets and, 16-27
residual income and, 16-31–16-32

Returns
purchase, 6-7
sales, 6-10

Revenue
accrued, 4-6, 4-14–4-16, 4-20
controllable, 16-16
defined, 1-10
dividend, 6-15
improper recognition of, 10-8
interest, 1-10, 6-15
relevant (See Relevant costs and revenues)
rent, 6-15
reporting accuracy, 4-5
sales, 1-10, 6-3, 6-9–6-12, 7-16
service, 1-10, 12-20
stockholders’ equity and, 3-10
unearned, 2-7, 4-6, 4-12–4-14, 9-5–9-6

Revenue expenditures, 8-4
Revenue recognition principle

adjustments and, 4-6
defined, 4-3
expense recognition principle and, 4-3–4-4
five-step process, 4-3
GAAP and, 4-4
illustrated, 4-3–4-4

Revision, depreciation, 8-14–8-15
Risk assessment, 5-4
Risk-free investments, 5-29
Robotic process automation (RPA) software, 

5-25
ROE (return on common stockholders’ equity), 

9-30–9-32, 10-24–10-25
ROI. See Return on investment
Rotation of duties, 5-10

S
Safety, employee, 18-13
Salaries. See also Wages payable

accrued, 4-18–4-19

as current liabilities, 2-7, 9-7
payment of cash for, 3-15

Sales
activities, 5-6
credit, and data analytics, 6-11–6-12
forecasting, 15-5, 15-9
gain on, 6-15, 8-16–8-17
loss on, 6-15, 8-17
multiple-step income statement, 6-13–6-14
net, 6-14, 10-11
of plant assets, 8-16–8-17
recording in inventory system, 6-4,  

6-9–6-12
requirements for target net income, 13-21
segment discontinuation and, 14-18

Sales budget, 15-8–15-9
Sales budget reports, 16-4–16-6
Sales discounts, 6-11
Sales invoice, 6-9
Sales returns and allowances, 6-10
Sales revenue

accounts receivable and, 6-10, 7-16
defined, 1-10, 6-3
merchandising, 6-3, 6-9–6-12, 7-16
recording under perpetual inventory system, 

6-9–6-12
Sales taxes payable, 1-10, 9-4–9-5
Salvage value, 8-9
Sarbanes-Oxley Act (SOX), 1-7, 3-8, 5-3–5-4, 

5-10, 11-19
Securities, 1-9, 10-5. See also Bonds; Stock
Securities and Exchange Commission (SEC), 

3-3, 4-46, 10-8, 10-18
Segment, in responsibility accounting, 16-15
Segment discontinuation decision

exercise, 14-19
incremental analysis, 14-15–14-18
net loss and, 14-17
no reduction in fixed costs, 14-17
reduction in fixed costs, 14-18
related product line effects, 14-18

Segregation of duties, 5-6–5-7, 5-9,  
5-13–5-15

Selling and administrative expense budget, 
15-15–15-16

Selling expenses, 1-10, 15-15–15-16
Sell-or-process decision

defined, 14-11
exercise, 14-14
incremental analysis, 14-11–14-14
multiple-product case, 14-11–14-13
single-product case, 14-11–14-12

Sensitivity analysis, 18-15
Service companies

balanced scorecard, 17-22
budgeting principles, 15-9, 15-24–15-25, 

16-10
cost-plus contracts, 12-19
cost-volume-profit, 13-22
direct labor budget for, 15-24–15-25
ethics and, 11-17
incremental analysis, 14-5, 14-10
insight, 12-20, 13-18, 13-22, 14-5, 14-10, 15-9, 

15-25, 16-10, 17-22
job order costing for, 12-19–12-20
managerial accounting, 11-16–11-17
standard costs, 17-3

Service Contracts in Process, 12-19
Service revenue, 1-10, 12-20
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Services
performed for cash, 3-12
stock issuance in exchange for, 9-19

Shareholders’ equity. See Stockholders’ equity
Size of business, 5-11
Slush funds, 5-16
Socially responsible businesses, 1-17, 8-24, 

17-17
Sole proprietorship, 1-3
Solvency, 2-12, 9-32
Solvency ratios. See also Ratio analysis

comprehensive example of, 10-22–10-24
debt to assets ratio, 2-12–2-14, 10-22–10-23
debt to equity ratio, 2-12, 10-23
defined, 2-8, 2-12, 10-17, 10-20
exercises, 2-13–2-14
free cash flow, 10-23–10-24
illustrated, 10-16
summary of, 10-17
times interest earned, 10-23

SOX (Sarbanes-Oxley Act), 1-7, 3-8, 5-3–5-4, 
5-10, 11-19

Special orders, 14-6–14-8
Specific identification method, 7-6–7-7
Split-off point, 14-12
Staff positions, 11-6. See also Employees
Standard costs

advantages of, 17-3
case study, 17-5–17-7
defined, 17-3
direct labor, 17-6–17-7
direct labor variances, 17-9, 17-13–17-16, 

17-18
direct materials, 17-5–17-6
direct materials variances, 17-8–17-13, 17-18
exercise, 17-8
feature story on, 17-2
inventory, 7-8, 17-4, 17-19
manufacturing overhead, 17-7
manufacturing overhead variances,  

17-16–17-18, 17-24–17-26
overview, 17-1, 17-3–17-8
reporting variances from, 17-18–17-19, 17-22
setting, 17-4–17-8
total, 17-8
total per unit, 17-7

Standard hours allowed, 17-16, 17-24–17-25
Standards

benefits of, 17-3
budgets versus, 17-4
direct labor price or rate, 17-6
direct labor quantity, 17-6
direct materials price, 17-5
direct materials quantity, 17-6
ethics and, 11-19, 17-5
ideal versus normal, 17-4–17-5
as predetermined cost, 17-3–17-4, 17-7

Standard-setting environment, 3-3
Stated rate, 9-9
Stated value, 9-17
Statement of cash flows. See also Financial 

statements
defined, 1-11
financial statement interrelationship,  

1-17–1-19
heading of, 1-16
illustrated, 1-16–1-17
preparation of, 1-16
ratio analysis, 10-19
use of, 1-16

Statement of comprehensive income. See 
Comprehensive income statement

Statement presentation, 4-12, 7-23, 8-23–8-24, 
9-12–9-13

Static budget reports
defined, 16-4
examples of, 16-4–16-5
exercise, 16-6
overhead, 16-8
uses and limitations, 16-5–16-6

Static budgets
defined, 16-4
master budget and, 16-4
overhead, 16-7
performance evaluation and, 16-8

Stealing, 5-10, 5-16, 6-10
Stock

authorized, 9-16
capital, 2-7, 9-28 (See also Common stock; 

Preferred stock)
common (See Common stock)
employee ownership, 1-5
issuance of, 1-9, 9-16

in exchange for cash, 9-19–9-20
in exchange for services, 9-19
exercise, 9-21

no-par value, 9-17
outstanding, 9-23
par value, 9-17, 9-19–9-20
preferred, 9-20–9-21, 9-26–9-27
quotes, reading, 9-21
treasury, 9-21–9-23

Stock certificates, 9-16
Stockholder rights, 1-9, 9-16–9-17
Stockholders, investment of cash by, 3-10–3-11
Stockholders’ equity

in accounting equation, 1-14, 2-4, 3-9–3-10
adjustments, 4-9
analysis of, 9-28–9-29, 9-32
in balance sheet, 1-14, 2-3, 2-7, 9-28–9-29
in classified balance sheet, 2-3, 2-7
common stock, 1-9, 1-14, 2-7, 3-10,  

9-19–9-20, 9-30–9-32, 10-24–10-25
comprehensive income and, 10-4–10-6
debt to equity ratio, 2-12, 10-22–10-23
debt versus, decisions on, 9-30–9-32
defined, 1-14
dividends, 3-10, 9-25, 9-29–9-30
earnings performance, 9-30
earnings per share, 10-27
exercise, 9-32
expenses and, 3-10, 3-13
paid-in capital, 9-18–9-20
payout ratio, 9-29
presentation of, 9-28–9-29
retained earnings, 1-14, 2-7, 3-10, 9-18–9-19
return on common stockholders’ equity, 

9-30–9-32, 10-24–10-25
revenue and, 3-10

Straight-line method. See also Depreciation
defined, 8-10
depreciation schedule, 8-10
exercise, 8-11
formula for, 8-10
method comparison, 8-13
use of, percentage, 8-9

Strikes, losses from, 6-15
Subchapter S corporations, 1-3
Subsidiary ledgers, 12-8, 12-17
Sunk costs, 14-4, 14-12, 14-14–14-16

Supplies
adjustments for, 4-8–4-10
as asset, 1-9, 2-4
defined, 1-10
as prepaid expense, 4-8–4-10
purchase on account, 3-14
recording purchases of, 6-5

Sustainability reporting, 5-4, 8-24
Sustainable business practices, 11-20
Sustainable income, 10-3–10-7

T
Target net income

contribution margin technique, 13-21
defined, 13-20
exercise, 13-23
formula, 13-20–13-21
graphic presentation, 13-21
margin of safety and, 13-21–13-22
mathematical equation, 13-20–13-21
sales required for, 13-21

Taxes
business organization and, 1-3
cost flow method effects, 7-14–7-15
income, 1-10, 2-7, 6-13, 6-16, 8-13
payroll, 9-7–9-8
property, 1-10
sales, 1-10, 9-4–9-5

Theory of constraints, 11-18
Time lags, in bank reconciliation, 5-20
Timeliness, 3-4
Times interest earned, 10-23
Time tickets, 12-11–12-12
Time value of money, 14-5
Timing of major expenditures, 5-29
Total cost of work in progress, 11-14
Total labor variance, 17-10, 17-13
Total manufacturing costs, 11-10–11-11, 11-14
Total materials variance, 17-10, 17-11
Total overhead variance, 17-16
Total quality management (TQM), 11-17
Total standard cost per unit, 17-7
Total standard costs, 17-8
Traceable costs, 16-22
Trademarks (trade names), 2-5, 8-20
Trade receivables, 7-16
Trading on the equity, 10-25
Trading securities, 10-5
Transaction analysis

accounting equation for, 3-9–3-16
defined, 3-9
exercises, 3-13, 3-16
hiring of new employees, 3-14
illustrated, 3-10–3-12
investment of cash by stockholders,  

3-10–3-11
note issued in exchange for cash, 3-11
payment of cash for employee salaries, 3-15
payment of dividend, 3-14
payment of rent, 3-13
purchase of equipment for cash, 3-10–3-12
purchase of insurance policy for cash, 

3-13–3-14
purchase of supplies on account, 3-14
receipt of cash in advance from customer, 

3-11–3-12
services performed for cash, 3-12
summary of transactions, 3-16
tabular, 3-10–3-11, 3-16

Treasurer, 5-28, 11-6
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Treasury stock
accounting for, 9-21–9-23
defined, 9-21
ethics and, 9-23
exercise, 9-23
purchase of, 9-22–9-23

Trend analysis. See Horizontal analysis
True cash balance, 5-23

U
Uncollectible accounts

allowance method, 7-18–7-20
direct write-off method, 7-17
ethics and, 7-22
exercise, 7-22–7-23
recording write-offs of, 7-19

Uncollectible Accounts Expense, 7-17–7-21
Underapplied overhead, 12-22–12-24
Understandability, 3-4
Unearned revenues

accounting for, 9-5–9-6
adjustments, 4-6, 4-12–4-14
defined, 4-12
illustrated, 9-5–9-6
as liability, 2-7, 4-12, 9-5–9-6

Unequal annual cash flows, 18-8–18-9
Unfavorable variance, 17-9
Unit, standard costs per, 17-4, 17-7
Unit contribution margin, 13-13–13-14,  

13-17–13-18
Unit fixed costs, 13-4
Unit selling prices, 13-17
Units-of-activity method. See also Depreciation

defined, 8-12
depreciation schedule, 8-12
method comparison, 8-13
use of, percentage, 8-9

Unit variable costs, 13-3, 13-17, 16-8, 16-10
Unprofitable segments or products, 

eliminating. See Segment discontinuation 
decision

Useful information, 3-4–3-5
Useful life, 4-11, 8-6–8-10, 8-19–8-22
Users, types of, 1-4–1-5
U.S. Patent Office, 8-20

V
Valuation accounts, 9-13. See also Discount, 

bond; Premium, bond
Value chain, 11-17–11-18
Variable costs. See also Cost behavior analysis; 

Fixed costs
behavior analysis, 13-3–13-6
budgeted, 15-15–15-16, 16-6, 16-8–16-12
CVP income statement, 13-11–13-16
defined, 13-3
high-low method computation, 13-8–13-11, 

13-24–13-27
importance of identifying, 13-10
in incremental analysis, 14-5
mixed costs including, 13-7–13-11,  

13-24–13-27
nonlinear behavior of, 13-5–13-6
regression analysis, 13-10, 13-26–13-27
unit, 13-3, 13-17, 16-8, 16-10

Variances
analyzing, 17-8–17-10
budget, 16-4
components of total, 17-9, 17-11, 17-14
computation of total, 17-8–17-9
defined, 17-8
direct labor, 17-9, 17-13–17-16, 17-18
direct materials, 17-8–17-13, 17-18
exercises, 17-14, 17-18, 17-22
favorable, 17-9
income statement presentation of, 17-19
labor price, 17-14–17-15
labor quantity, 17-13–17-15
manufacturing overhead, 17-16–17-18,  

17-24–17-26
materials price, 17-11–17-12, 17-18
materials quantity, 17-11–17-13

overhead controllable, 17-17,  
17-24–17-25

overhead volume, 17-17, 17-25–17-26
reporting, 17-8–17-10, 17-18–17-19,  

17-22
significant, 17-19
total labor, 17-10, 17-14
total materials, 17-10–17-11
total overhead, 17-16
unfavorable, 17-9

Verifiability, 3-4
Verification, independent internal, 5-8–5-9, 

5-13, 5-15, 7-5, 8-7, 9-8, 10-15
Vertical analysis. See also Financial analysis

of balance sheets, 10-12–10-13
defined, 10-12
of income statements, 10-13–10-14
intercompany comparisons, 10-14

Volume. See Cost-volume-profit
Voucher register, 5-15
Vouchers, 5-15
Voucher system, 5-15–5-16

W
Wages payable, 1-10, 2-7, 4-18–4-19, 9-7. See 

also Salaries
Weighted-average unit cost, 7-12–7-13
Wholesalers, 6-3. See also Merchandising 

operations
Working capital, 2-10, 2-11
Work in process, 7-3
Work in process inventory

defined, 7-3
job order costing, 12-5, 12-8, 12-12–12-15, 

12-19
managerial accounting, 11-14–11-15

Z
Zero-based budgeting, 16-18
Zero-coupon bonds, 9-11
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