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A

ABC inventory control, 438
Absence of employees,

compensated absences,
accounting for, 66, 67

Accelerated cost recovery
system
depreciation, 690
and investments, 305
rule for, 305
and straight line method,

306
Accelerated reply mail, 396
Acceleration of expenses, 695
Accounting areas foreign

currency accounting, 184
income tax allocation, 174
investments, 127, 137
leases, 137, 149
pension plans, 161
post-retirement benefits,

161, 164
Accounting changes, 105, 110

accounting principle,
change in, 105, 107

change in reporting entity,
108

prior period adjustments,
108, 110

revision of estimates, 107,
108

Accounting policies
definition of, 110, 111
disclosure of, 110, 111
realistic policies, 604

Accounting principle,
cumulative effect of a
change in accounting
principle, 105, 107

Accounting rate of return
pros and cons of, 295

Accounts payable
characteristics of
well-managed system, 442
management of, 442, 443
questions related to

vendors, 444
signs of problems, 443, 444
turnover ratio, 591

Accounts receivable accounts
receivable turnover ratio,
577

aging schedule, 577
assignment of, 39
assignment of Balance

sheet
accounts receivable
assignment of, 40

and good credit system, 412
average collection period

ratio, 577
balance sheet analysis of,

578, 579
credit and marginal

customers, 414, 420
credit services, use of, 410
discount for early payment,

413, 414
factoring of, 40, 41
float

invoicing float, 408
mail float, 408

investment in, 412, 420
management of, 408, 409
maximizing, methods of,

410, 412
standards, use of, 410
transactions resulting in

losses, 420
transfer with recourse, 41,

42
Accounts receivable financing,

457, 461
assignment arrangement,

457, 458
factoring arrangement, 457,

461
Accumulated benefit

obligation, definition of, 150
Acid-test ratio, 735
Activity-based costing, 197,

203, 207
comparison of product

costs, 206, 207
first stage procedures, 204
pool rate, 205
second stage procedure,

205, 206
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Actuarial assumptions,
definition of, 150

Actuarial cost method,
definition of, 150

Actuarial present value,
definition of, 150

Adjustable rate preferred
stock, 682, 683

Adjusted net book value,
716

Aging schedule, accounts
receivable, 577

Almanac of Business and
Industrial Financial Ratios,
699

Amortization, 691
Annuities

future value of, 288
present value of, 291

Arbitrage pricing model
(APM), 285
vs. CAPM, 283
economic forces, 284

Arms length transaction,
114

asset retirement obligations,
accounting for, 55

Asset valuation methods
adjusted net book value,

716
determining book value,

707
liquidation value, 717
replacement costs, 717
secured loan value, 717

Assets, 285
balance sheet analysis, 576,

585, 586
balance sheet recording, 38
quality of, 576, 585, 586
utilization of, 584

Assignment of accounts
receivable, 457, 458

Automobiles
insurance, 633

Average collection period
ratio, 577

B

Bad debts, 411, 412, 689, 690
Bad Debt Loss Reports, 411
tax deductions for, 689, 690

Balance of payments, 653, 654
characteristics of, 653, 654

Balance Sheet, 38, 91
accounts receivable

assignment of, 39
factoring of, 40, 41

transfer with recourse,
41, 42

asset retirement
obligations, 55

assets, recording of, 38
bonds

accounting for, 59, 64
issuance with warrants,

89, 90
bonds callable by creditor,

69
budgeted balance sheet, 263
compensated absences, 66,

67
damaged fixed assets, 53,

56
debt

early extinguishment of,
64, 65

short-term rolled into
long term, 68, 69

depreciation, 49
composite method, 49,

50
group method, 49, 50

dividends, 85, 87
environmental obligations,

68
exchanges of assets, 52
Exit or Disposal Activities,

70
fixed assets, 47, 49

footnote disclosures, 55
intangible assets, 56, 59
interest, deferral of, 50, 52
inventory

LIFO method, 44, 46
losses on purchase

commitments, 46, 47
lower of cost method,

42, 43
market value in excess

of cost, 46, 47
retail method, 43, 44
valuation problems, 46,

47
liabilities

long-term purchase
commitments,
footnote information,
69, 79

recognition of estimated
liabilities, 65, 66

reporting of, 59
long-term assets,

impairment, 53, 55
preferred stock, types and

provisions for, 79, 81
quasi-reorganization, 83, 84
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retained earnings,
appropriation of, 82

retired shared, handling of,
81, 82

special termination
benefits, 67, 68

stock options, 87
stock splits, 87, 88
stockbrokers’ equity, 79
treasury securities, 82, 83

Balance sheet accounting
fractional share warrants,

90
Balance sheet analysis

accounts receivable, 578,
579

asset quality, 576, 586
asset utilization, 584
cash account, 576, 577
for financing ability, 587,

588
fixed assets, 581, 582
intangibles, 583, 584
inventories, 578, 579
investment portfolio, 580,

581
liabilities, 586--588
liquidity, 589, 594
solvency of company, 594,

596
stockholders’ equity, 589

Bank loans, 449
Banker’s acceptances, 454, 677,

678
Banking

international, 407
workings of bank, 406

Bankruptcy, 754, 761
avoidance of, 599
Chapter 5, 754
dissolution of business, 755
financial statement,

example of, 752
financial statement,

example of full before
the Business failure
bankruptcy, 761

legal aspects, 754
prediction of, 596, 598, 726

degree of relative
liquidity model, 727,
735, 736

Lambda index, 727, 740,
741

usefulness of, 726, 727
Z-score model, 596, 598,

727
quasi-reorganization, 83, 87

ranking order of payments
in, 754

warning signs of, 598, 599
Bankruptcy Reform Act, 751
Basic Information Package,

contents of, 10
Benefit information date,

definition of, 150
Beta, 281

Beta risk, 281
compensation, 281
systematic risk, 281
uses of, 281

Beta, computation of, 609
Bid bond, insurance bond, 633
Bid price, determination, 233,

234
Board of Directors, role of, 5
Boiler explosion insurance,

632
Bond Guide, 668
Bond Record, 668
Bonds, 475, 477, 481, 483, 675

accounting for, 137
amortizing bond discounts,

61
amortizing bond discounts

payable, 62
balance sheet accounting,

59, 62
bonds callable by

creditor, 69
bonds converted to

stock, 62, 64
issuance with warrants,

89, 90
bond funds, investment

guidelines, 674, 675
calculations of yield bond

tables, 671
current yield, 669, 670
equivalent before-tax

yield, 672
realized yield, 671, 672
yield to call, 671
yield to maturity, 670

call provision, 481, 483, 665
collateral trust bonds, 476
compared to preferred

stock, 485, 682
convertible bonds, 476, 510,

511, 666
corporate, types of yield, 59
corporate, types of yield

Capitalization of
goodwill, 61

coupon rate, 665
debentures, 475, 666
deep discount bonds, 476
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Bonds, (contd.)
deferred interest bonds, 477
Eurobonds, 477
guaranteed bonds, 476
income bonds, 476
indenture, 475, 665
interest rate risk

interest rate elasticity,
673, 674

Macualay’s duration
coefficient, 672, 674

maturity date, 665
mortgage bonds, 476, 666
par value, 665
price, factors in, 475
pros and cons of, 664
selection criteria, 667, 669

call provision, 669
convertible feature, 669
maturity, 669
ratings, 669
tax status, 669
yield to maturity, 669

sinking fund, 665
subordinated debentures,

475
tax exempt bonds, 666, 694
types, 475, 477, 666, 667
U.S. government bonds,

666, 667
variable rate bonds, 477
yield, 665
zero coupon bonds, 667

Book income, vs. taxable
income, 165

Book value, 707
assets approach to, 707

Book value per share, 607
Book value weights, 520
Break-even sales

cash break-even point, 218,
220

computation of, 218
in cost-volume-profit

analysis, 218
Budget, 245, 263

budgeted balance sheet, 263
budgeted income

statement, 259
capital budgeting, 286
cash budget, 260
direct labor budget, 254
direct material budget, 251,

254
ending inventory budget,

257
factory overhead budget,

254
financial budget, 247

flexible budget, 318, 324
flowchart of, 247
operating budget, 247
production budget, 251
sales budget, 247
selling and administrative

expense budget, 257
steps in preparation of,

247
budget

using spreadsheet, 269
Business combination, tax

allocation, 172
Business failure

bankruptcy, 754
composition, 750
creditor control, 750, 751
extension, 750
integration, 751
reasons for, 749
reorganization, 751, 752
voluntary settlement, 749,

750
business interruption

insurance, disclosures, 122
Business law, laws related to

employer-employee
relationship,635, 636

C

Calculators, financial, 292
Call provision, bonds, 481,

483, 665
Callable preferred stock, 484
Capital asset pricing model,

518
Capital asset pricing model

(CAPM)
Beta, 281

Capital budgeting, 286
characteristics of, 286
income taxes, effect of, 305
limited funds for capital

spending, 305
time value of money, 292

Capital, cost of, 285
Capital gains, as income, 688
Capital lease method, leases,

138, 140
Capital spending, and limited

funds, 303
Capital structure

decisions, factors in, 529
management of analysis of

cash flows
coverage ratios, 526, 528
EBIT-EPS approach to,

523
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nature of, 473
weights, 520, 523

Capital structure, disclosures,
121

Capital structure
optimal, 523

Capitalization of earnings, 703
adjustment of net income,

700, 701
multiplier of earnings, 701,

703
and value of company, 703

Capitalization of goodwill, 59
Capitalization of interest, 50,

52
Cash

balance sheet analysis of,
576, 577

income statement analysis,
603

Cash basis, revenue
recognition, 24

Cash break-even point, in
cost-volume-profit analysis,
218, 219, 220

Cash budget, 260
Cash management

acceleration of cash
receipts, 396

computer models for, 402
delaying cash payments,

399, 402
and float time, 393
and line of credit

agreement, 392
minimum cash to hold,

factors in, 391, 393
optimal cash balance,

determination of, 402
Certificates of deposit, 677
Charitable contribution, tax

deductions for, 689, 690
Chicago Mercantile Exchange,

546
Coefficient of variation, 608

calculation of, 608
Coincident indicators, 645
Collateral trust bonds, 476
Collateralized loans, 450
Collaterized mortgage

obligations, 676, 677
Commercial financial loans,

455
Commercial paper, 455, 457,

678
Commercial property

insurance, 630
Common stock, 485, 489, 490

capital asset pricing model,
518

compared to preferred
stock, 485

pros and cons of issuance,
489, 490

timing of issuance, 486
Compensated absences,

accounting for, 66, 67
Compensatory plans, stock

options, 88
Completed contract method,

revenue recognition, 23
Composite Index of 11 Leading

Indicators, 643
contents of, 643, 645

Composition, business failure,
750

Comprehensive bond,
insurance bond, 633

Comprehensive income,
income statement, 19, 20

Computers
cash management

programs, 402
Consolidation

accounting for, 124, 126
and segmental reporting,

193
Consumer Confidence Index,

economic
performance measure, 647

Consumer Price Index,
economic performance
measure, 641

Contribution approach, 330
Contribution margin

in cost-volume-profit
analysis, 216, 218

definition of, 216
Contribution price, 231
Control reports

cost control, 622
customers, analysis of, 618
revenue, control of, 618
sales analysis, 618

Conversion price, convertible
securities, 510

Conversion ratio, convertible
securities, 507

Convertible bonds, 476, 511,
666

Convertible securities
compared to warrants, 514
conversion price, 510
conversion ratio, 507
convertible bond, 511
financing policy for, 511,

512
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Convertible securities (contd.)
pros and cons of issuance,

512, 513
value, calculation of, 511,

512
Cost centers, 313

functions of, 311
performance measure, 313
and variance analysis, 313

Cost control, 622
direct costs, 621
distribution costs, 621
indirect costs, 621
for manufacturing costs,

619, 620
semidirect costs, 621
telephone expenses, 622

Cost drivers
cost of measurement, 207
indirect measure and

degree of correlation,
207, 215

Cost management and
analysis
activity-based costing, 203,

207
characteristics of, 197, 198
compared to traditional

cost systems, 198
cost drivers, selection of,

207, 208
departmental rates, 200, 203
overhead costing, 198, 200
volume-related cost

drivers, 203
Cost method

cost method of accounting,
82, 83

investments, accounting
for, 125

subsidiaries, accounting
for, 125

Cost of capital, 290
component costs in, 515

cost of retained
earnings, 519

definition of, 515
importance of, 515
overall, calculation of, 519

Cost-of-living index, 641
cost-plus pricing, 210, 215
Cost recovery method,

revenue recognition, 25
Cost-volume-profit analysis

break-even sales, 218
cash break-even points,

218, 219 220
characteristics of, 216

contribution margin in,
216, 218

limiting assumptions, 226
margin of safety, 220
sales mix, effect of, 222, 225
target income volume,

determination of, 218
usefulness of, 216
what-if scenarios, 220, 222

Cost-volume-revenue
analysis, nonprofit
organizations, 225, 226

Costs, 313, 318
Country Risk Rating, 551
Coupon rate, bonds, 665
Coverage ratios

and capital structure
decisions, 526, 528

comparisons used with, 528
times interest earned, 526

Credit
and marginal customers,

414, 420
good credit system, 412
services, use of, 410

Credit indicators, of economic
performance, 643

Creditor control, business
failure, 750, 751

Cumulative preferred stock,
484

Current rate method, 542
Current ratio, 590, 735
Current yield, bonds, 669, 670
Customers, analysis of, 618

D

Damaged fixed assets,
accounting for, 53, 56

Debentures, 475
bonds, 666
subordinated debentures,

475
Debt

early extinguishment of, 64,
65

short-term rolled over to
long-term, 68, 69

Debt financing, 479
compared to equity

financing, 479
pros and cons of, 479
situations for, 479, 480

Debt restructuring, 111
accounting

for creditor, 113
for debtor, 111, 113

troubled, types of, 111
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Debt-service burden ratio,
coverage ratio, 526

Debt-service coverage ratio,
526

Decision-making
about investments, 663
about long-term

investment projects, 286
Decision-making short-term,

285
Deductions, types of tax

deductions, 688, 690
Deep discount bonds, 476
Deferral of income, and taxes,

693, 694
Deferred interest bonds, 477
Deferred tax asset, accounting

for, 165, 169, 171
Deferred tax liability,

accounting for, 165, 168, 169
Deferred taxes, income tax

allocation, accounting for,
166

Defined benefits plan, nature
of, 149

Defined contribution plans,
nature of, 149

Degree of relative liquidity
model
cautions about, 745
prediction of bankruptcy,

727, 735, 736
Denominate, definition of, 175
Departmental rates, 200, 203
Depreciation, 690, 691

accelerated cost recovery
approach, 690

accounting for, 49
composite method, 49, 50
definition of, 49
double declining balance,

49
group method, 49, 50
modified accelerated cost

recovery method, 690
sum-of-the-years’ digits

methods, 49
Detachable warrant, 504
development stage

companies, disclosures, 122
Direct costs, 621
Direct financing method,

leases, 141, 143
Direct labor budget, 254
Direct material budget, 251,

254
Direct method, statement of

cash flows, 95, 96
Disability insurance, 634

Discontinued operations
income statement, 21, 22
income statement analysis,

605
Discount rate, 290, 649

effect of lowering, 650
risk adjusted, 723, 724

Discounted cash flow analysis
example of, 722
process of, 719

Discounted payback period,
294

calculation of, 294
Discounts

early payment on accounts
payable, 449

early payment on accounts
receivable, 413, 414

Discretionary costs
analysis of, 601, 603
income statement analysis,

601, 603
Dissolution of business, 755
Distribution costs, control of,

621
Divestiture

determination of units for,
715, 716

reasons for, 715
situations for, 714
types of, 714, 715
valuation, 716
valuation of division, 717
with uncertainty, 725

risk adjusted discount
rate, 723, 724

sensitivity analysis, 724,
725

simulation, 724
Dividend Policy, 535

alternatives of, 534, 535
amount of payout for

dividends, 533
importance of, 530
types of, 531

compromise policy, 531
constant

dividend-payout
ratio, 531

residual-dividend
policy, 531

stable dividend per
share policy, 531

variables in, 533, 534
Dividends, 530

balance sheet accounting,
85, 87

dividend payout, 607
dividend yield, 607
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Dividends, (contd.)
liquidating dividend,

87, 88
scrip dividend, 86, 87

Dodge Index, 646
Dollar

and exchange rates, 654
future value, 287
strong and weak, 654

Dollar value method, LIFO,
44, 46

Double declining balance,
depreciation, 49

Dow Jones Industrial
Average, 643

Dun and Bradstreet, industry
data, 699

E

Earnings
capitalization of earnings,

703
income statement analysis,

604, 605
Earnings per share, 607

computation of, 33, 37
EBIT-EPS approach, to capital

structure
decisions, 523

Economic indicators, use of,
637

Economic performance
measures
balance of payments, 653,

654
coincident indicators, 645
Consumer Confidence Index,

647
Consumer Price Index, 641
Dodge Index, 646
dollar, strong and weak,

654
federal deficit, 653
Forbes Index, 646
GNP deflator, 641, 642
gross domestic product,

637
gross national product, 637,

640
Help-Wanted Index, 646
housing starts, 639
Index of Consumer

Sentiment, 647
Index of Leading Economic

Indicators, 647
index of leading indicators,

643, 645
industrial production

index, 637

inflation, 650, 651
interest rates, 648, 649
labor market conditions,

643
lagging indicators, 645
money and credit

indicators, 643
money supply, 648
Optimism Index, 647
personal income measure,

638, 639
product market measures,

643
Producer Price Index, 641
Purchasing Index, 646
recession, 652, 653
retail sales, 640
Supply Managements

Index, 646
unemployment rate, 639

economic value added (EVA),
365, 371

features, 369, 370
NOPAT, 365

Economist Group, 551
Economist Intelligence Unit, 551
Effective interest method,

amortizing bond discounts,
61, 62

Employee discrimination, 636
Employee Retirement Income

Security Act, 635
Ending inventory budget, 257
Enterprise risk management

(ERM), 271, 272
functions, 271

Entertainment, tax deductions
for, 688, 690

Environmental laws, 636
Environmental Obligations,

accounting for, 68
Environmental Protection

Agency, 636
environmental reporting,

footnote disclosures, 121
Equipment financing, 470
Equity method

investments, accounting
for, 131

subsidiaries, accounting
for, 126

Equity securities, 662
Equivalent before-tax yield,

bonds, 672
Eurobonds, 477, 556
Eurodollar CDs, 679
Eurodollar time deposits, 679
Excel, 292
Exception reports, 5
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Exchanges of assets,
accounting for, 52

Exchange rate
cross rates, 539
definition of, 175
direct and indirect quotes,

538
and dollar, 654
establishment of, 538, 539
forecasting of, 548
forward rate, 539
inflation, effect on, 178, 549
spot rate, 539

Exchange risk, control of, 541
Exercise price, warrants, 504
Eximbank, 552
Exit or Disposal Activities,

accounting for, 70
Expense recognition, 30, 37

advertising costs, 30
environmental costs, 30
restructuring charges, 30

Export Credit Guarantee
Department, 552

Export Development Council,
552

Extension, business failure,
750

Extraordinary items, income
statement, 20, 21

F

Factoring, accounts
receivable, 40, 41, 457, 461

Factory overhead budget, 254
Fair Labor Standards Act, 635
Fair market value of net

assets, 708
determination of, 708

Fannie Mae securities, 676
Federal deficit, 653

characteristics of, 653
Federal funds rate, 649
Federal Insurance

Contribution Act, 635
Federal Reserve Board, 647

monetary policy tools, 650
Financial budget, 247
Financial forecasting

budgets, 245, 263
percent-of-sales method,

243
projecting financial needs,

steps in, 243
Financial instruments,

footnote information, 120,
123

Financial leverage,
measurement of, 228

Financial statement analysis,
578

financial comparisons in,
573, 574

guidelines for, 574
horizontal analysis, 574
income statement analysis,

607
vertical analysis, 574

Financial Statements
balance sheet, 38

Financial statements
balance sheet, 91
contents of, 4
exception reports, 5
governmental reporting, 8
income statement, 19, 37
to New York Stock

Exchange, 8
planning reports, types of,

4, 5
prospective statements, 3, 4
quality improvement, 6
Sarbanes-Oxley Act, 9
special situations reported,

6
statement of cash flows, 92,

104
usefulness of, 5, 6

Financial Studies of Small
Businesses, 699

Financing, 285
and balance sheet analysis,

587, 588
international sources, 563
strategy, formulation of,

503
Fixed assets

accounting for, 47, 49
balance sheet analysis, 581,

582
footnote disclosures, 55
property/plant/equipment,

management of, 582,
583

Fixed income investments, 684
banker’s acceptances, 677,

678
certificates of deposit, 677
commercial paper, 678
Eurodollar CDs, 679
Eurodollar time deposits,

679
long-term vehicles, 664
Sallie Mac securities, 679
short-term vehicles, 664
Treasury bills, 678, 679
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Flexible budget, 313, 318
characteristics of, 318
compared to static budget,

318
Float

and cash management, 393
invoicing float, 408
mail float, 408

Floating lien, 461
Flotation costs, 518
Forbes Index, 646
Footnote disclosures

income tax allocation, 172,
173

pension plans, 151, 159
post retirement benefits,

164
segmental reporting, 192,

193
Footnote information

financial instruments, 120,
123

investments, 133
Foreign currency accounting,

184
forward exchange contract,

182
functional currency,

determination of, 176,
178

hedging to reduce risk, 183
statement of cash flows, 94
terms related to, 175, 176
transaction gains and

losses, 174, 175, 182
transactions, handling of,

180, 182
translation, 174, 178, 179

Foreign currency
and inflation, 178
options, hedging, 546, 547

Foreign entity, definition of,
175

Foreign exchange exposure,
types, 541

Foreign exchange market
characteristics of, 538
exchange rates, 538
foreign exchange risk,

control of, 548
foreign exchange risk,

neutralization, 544
foreign investment

decisions, 559
Foreign tax credit, 692
Form 8-K, 13
Form 10-K, 10, 13
Form 10-Q, 10, 13

Forward exchange contracts
accounting for, 182

hedging, 546
Fractional share warrants,

accounting for, 90
Franchise, revenue

recognition, 27, 29
Freddie Mac securities, 676
Functional currency

definition of, 176
determination of, 176, 178

Future value
of annuity, 288
calculation of, 287, 288
of dollar, 287

Futures contracts
change in market value of,

117
hedges, 117, 120
nature of, 117

G

Gain
on disposal of division, 21
in foreign currency

transactions, 174, 175,
182

from operations, 21
Generally accepted

accounting principles, 5, 12
Ginnie Mae securities, 667, 676
GNP deflator, economic

performance measure, 641,
642

Goodwill
accounting for, 56, 59
appraisal of, 584
footnote disclosures, 59

Government, financial
statements to, 7

Gross domestic product,
economic performance
measure, 637

Gross income, types of, 688
Gross national product,

economic performance
measure, 637, 640, 645

Gross profit analysis, 285
Growth rate

calculation of, 607
computation of, 607

Guaranteed bonds, 476

H

Half-year convention, 306
Hedging

accounting for, 119
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foreign currency options,
546, 547

forward exchange
contracts, 546

money market hedge, 544
nature of, 117, 119
risk reduction and foreign

currency, 183, 184
Help-Wanted Index, 646
Historical weights

book value weights, 520
market value weights, 521

Horizontal analysis, financial
statement analysis, 574

Housing starts, economic
performance measure, 637

I

Implicit price index, 641, 642
Income

deferral of, 693, 694
gross income, types of, 688
tax-exempt income, 694

Income bonds, 476, 666
Income statement, 19, 37

budgeted income
statement, 262

comprehensive income, 19,
20

discontinued operations,
21, 22

extraordinary items, 20, 21
format of, 19
nonrecurring items, 21
revenue recognition, 22, 30

Income statement analysis,
607
accounting policies, 604
discontinued operations,

605
discretionary costs, 601
earnings, certainty of, 604,

605
earnings supported by

cash, 603
factors in, 600, 601
growth rate, 607
profitability ratios, 605, 607
residual income, value of,

603
tax factors, 603

Income tax allocation, 174
accounting for

book income vs. taxable
income, 165

current year losses, 167
deferred tax asset, 169,

171

deferred tax liability,
168, 169

deferred taxes, 166
disclosuress, 172, 173
indefinite reversals, 174
intraperiod tax

allocation, 166
permanent differences,

166
purchase method, 172
tax rates, 171
temporary differences,

165, 174
Indefinite reversals, income

tax allocation, accounting
for, 174

Indenture, bonds, 475, 665
Index of Consumer Sentiment,

647
Index of Leading Economic

Indicators, 647, 652
Index of leading indicators,

643, 645
Indirect costs, 621
Indirect method, statement of

cash flows, 95, 96
Industrial production index,

economic performance
measure, 637

Industry characteristics, and
stability, 613

Industry norms, information
sources on, 699

Inflation, 650, 651
characteristics of, 650, 651
and foreign currency, 178,

549
Inflation, disclosures, 122
Instability index of earnings,

608, 609
Installment loans, 451
Installment method, revenue

recognition, 25
Insurance

automobile insurance, 633
boiler explosion insurance,

632
brokers, choosing, 628
commercial property

insurance, 630
disability insurance, 634
evaluation of risk areas, 626
insurance bonds, 633
interruption of business

operation insurance, 633
liability insurance for chief

financial officer, 635
life insurance, 634, 635
marine insurance, 633
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Insurance (contd.)
necessity of, 626
and producer liability, 628
records related to, 627, 628
reimbursement, calculation

of, 630, 632
umbrella policy, 632
workmen’s compensation,

634
Insurance bonds, types of, 633
Insurance company loan, 469
Intangible assets, accounting

for, 56, 59
Intangibles, balance sheet

analysis, 583, 584
Integrated Disclosure System,

SEC, 10
Integration, business failure,

751
Interest

capitalization of, 50, 52
deferral of, 50, 52
provision with note, 114
and short-loans, 452, 454

Interest rate parity theorem,
548

Interest rate risk
measurement of interest

rate elasticity, 673, 674
Macualay’s duration

coefficient, 672, 674
Interest rates, 648, 649

discount rate, 649, 650
federal funds rate, 649
prime rate, 648

Interim reporting
and change in principle,

187
financial statement

presentation, 188
information reported in,

185, 186
tax provision in, 186, 187

Intermediate-term financing
characteristics of, 467, 468
equipment financing, 470
insurance company loan,

469
leasing, 470, 472
pros and cons of, 469
restrictions related to, 468
revolving credit agreement,

469
Internal rate of return, 299

calculation of, 299
spreadsheet programs,

297
pros and cons of, 299

International cash
management, components
of, 407

International Monetary
Market, 546

Interruption of business
operation insurance, 633

Intraperiod tax allocation, 166
Inventory

ABC inventory control, 438
balance sheet analysis, 578,

579
balances, 422

affecting factors, 427
costs related to, 428, 429
LIFO method, 44, 46
losses on purchase

commitments, 46, 47
lower of cost method, 42, 43
management policies

and purchasing
department, 425

appraisal of inventory,
426, 427

control measures, 426
problems, signs of, 425
reduction of handling

costs, 427
types of, 422, 426

market value in excess of
cost, 46, 47

optimal stock size,
computation of, 437

recordkeeping for, 421, 422
reorder point, 434
retail method, 43, 44
safety stock, 432
valuation problems, 46, 47

Inventory financing, 461, 467
calculations in, 461
time for, 461
types of arrangements, 461

Investment centers
functions of, 311
performance measures

return on investment,
341

Investment risk, 277, 281
portfolio theory, 277, 281

efficient portfolio, 277
portfolio return, 277, 278
portfolio risk, 278, 281

Investments, 127, 137, 659, 684
accounting for

bonds, 135, 137
cost method, 125
equity method, 131
investment portfolio,

127, 131
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market value method,
126, 127

and accelerated cost
recovery system, 305

approaches to, 661, 662
balance sheet analysis, 580,

581
bonds, 675
debt/equity securities

footnote disclosures, 137
decisions related to, 286

of aggressive and
moderate cash
managers, 663

and residual income, 343
factors in, 663
issues in, 663

evaluation of
internal rate of return,

299
and limited budget, 303
methods, 292
and mutually exclusive

investments, 302
profitability index, 299

evaluation of
payback period
calculation of, 293

features of, 286, 287
fixed income investments,

664, 684
foreign, analysis of, 550
income taxes, effect of, 305
long-term security, 126
mortgage-backed

securities, 675, 677
securities, 662, 663
and taxes, 663
unit investment trusts, 675

Invoicing, 285
Invoicing float, 408
Issuance costs, 518

J

Joint costs, definition of, 237
Joint products, definition of,

237
Junk bonds, 667

characteristics of, 667
Just-in-time costing, 197

L

Labor market conditions,
economic performance
measures, 643

Labor variance, calculation of,
316

Lagging indicators, 645
Lambda index

cautions about, 745
prediction of bankruptcy,

727, 740, 741
Leases, 137, 149, 470, 472

accounting for
capital lease method,

138, 140
direct financing method,

141, 143
lessee, 137, 140
lessor, 141, 149
leveraged lease, 147, 149
operating method, 137,

138, 141
sales-leaseback, 146
sales-type method, 143
sublease, 146, 147

capitalized value of lease,
calculation of, 472

lease versus buy, 472
minimum lease payments,

138, 140, 141
pros and cons of, 470, 471

Letters of credit, 451
Leverage, 227, 229

definition of, 227
measurement of

financial leverage, 228
operating leverage, 227
total leverage, 229

operating leverage, 610
Leveraged lease, accounting

for, 147, 149
Liabilities, 285

balance sheet analysis, 586,
587

management of, 588
recognition of estimated

liabilities, 65, 66
reporting of, 59

Liability dividend, 86, 87
Liability insurance

for chief financial officer,
635

product liability, 628
Life insurance, 634, 635

premiums, tax deductions
for, 690

LIFO
inventory accounting, 44,

46
dollar value method, 44,

46
retail LIFO, 44, 46

Line of credit, 450
and cash management,

392
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Linear regression, for degree
of correlation, 208

Liquidating dividend, 87, 88
Liquidation value, of

business, 717
Liquidity

balance sheet analysis, 589,
594

ratios, 590, 594
risk and return trade-off,

594
Liquidity index, 593
Lockboxes

retail lockbox, 396
wholesale lockbox, 395

long-term assets, impairment,
53, 55

Long-term financing
and financial problems in

company, 480, 481
bonds, 475, 477, 481, 483
debt financing, 479
mortgages, 474
stock, issuance of, 473
variable notes, 483

Loss carrybacks, 167
Loss carryforwards, 167, 168
Losses

and accounts receivable,
420

bad debts, 411, 412, 689, 690
capital losses, taxation, 688
current year, and taxes, 691
in foreign currency

transactions, 174, 175,
182

from operations, 21
on purchase commitments,

46, 47
Lower of cost method,

inventory accounting, 42, 43

M

Macualay’s duration
coefficient, 672, 674

Mail float, 408
Make-or-buy decisions, 234,

237
managerial performance,

measurement of, 350, 371
managing constraints, 241
Manufacturing costs, control

of, 619, 620
Margin of safety, in

cost-volume-profit analysis,
220

Marginal weights, 523
Marine insurance, 633

market value method
investments, accounting

for, 126, 127
Market value weights, 521
Material variance, calculation

of, 313, 314, 318
Maturity date, bonds, 665
Mergers and acquisitions, 285
Miller-Orr model, for optimal

cash balance, 402
Modified accelerated cost

recovery method,
depreciation, 690

Monetary indicators
balance of payments, 653,

654
dollar, value of, 654, 661
federal deficit, 653
importance of, 647
inflation, 650, 651
interest rates, 648, 649
money supply, 648
recession, 652, 653

Money indicators, of
economic performance, 643

Money market funds
characteristics of, 679, 680
pros and cons of, 679

Money market hedge, 544
Money market preferred

stock, 683, 684
characteristics of, 683, 684

Money supply, 648
regulation of, 648

Money, time value, 285
Moody’s

bond ratings, 669
industry data, 699
stock ratings, 681

Mortgage bonds, 476, 666
Mortgage-backed securities,

675, 677
characteristics of, 675
collaterized mortgage

obligations, 676, 677
Fannie Mae securities, 676
Freddie Mac securities, 676
Ginnie Mae securities, 676

Mortgages, 474
types of, 475

Multinational commercial
banks, 407

Multinational corporations
foreign exchange market,

538, 541
goals of, 537
operating exposure, 548
transaction exposure, 543,

548
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types of foreign operations,
537, 538

unique features of, 536
Multiple discriminant

analysis, 726
Multiplier of earnings, 701,

703
Municipal bonds, 666

risks of, 666

N

Net present value
pros and cons of, 296

New York Stock Exchange,
listing application to, 8

Noncash activities, statement
of cash flows, 94

Noncompensatory plans,
stock options, 88

Nondetachable warrant, 504
Nonprofit organizations, and

cost-volume-revenue
analysis, 225, 226

Nonrecurring items, income
statement, 21

O

Occupational Safety and
Health Act, 635

Operating budget, 247
Operating leverage, 610

measurement of, 227
Operating method, leases, 137,

138, 141
Optimism Index, 647
Overhead

calculation as
fixed overhead variance,

324
variable overhead

variance, 318
Overhead costing, 198, 200

accuracy problems, 202, 203
departmental rates, 200, 203
for multiple-product, 199,

200
plant-wide overhead rate,

200
for single product, 198

Overseas Private Investment
Corporation, 552

P

Par value, bonds, 665
Participating preferred stock,

484

Participation certificates, 676
payable, 59
Payback period, 293

discounted payback
period, 294

pros and cons of method,
293

Pension plans, 149
accounting for

components of pension
expense, 151

deferred pension
assets/liabilities, 155

disclosures, 159
early retirement, 161
reduction in employee

services, 161
settlement, 160

defined benefits plan, 149
terms related to, 150

Percent-of-sales method, 243
computation in, 243, 245

Performance bond, insurance
bond, 633

Performance reports, profit
variance analysis, 340

Permanent difference, income
tax allocation, accounting
for, 166

Perpetuity, preferred stock,
682

Personal income measure,
economic performance
measure, 638, 639

Philadelphia Stock Exchange,
546

Planning reports, types of, 4, 5
Political risk

and stability, 614, 615
dealing with, 552
measurement of, 551, 552,

614, 615
Pool rate, activity-based

costing, 205
Portfolio theory, 277
Post retirement benefits, 161

accounting for
components of expense,

163
disclosures, 164
pronouncement, 161, 163

Pre-authorized debit, 396
Preferred stock, 484, 486, 680,

683
adjustable rate preferred

stock, 682, 683
callable preferred stock, 484
characteristics of, 484, 680,

681
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Preferred stock, (contd.)
compared to bond and

common stock, 485
compared to bond yields,

682
cumulative preferred stock,

484
expected return, calculation

of, 681
money market preferred

stock, 683, 684
participating preferred

stock, 484
pros and cons of, 681
pros and cons of issuance,

485
provisions for, 79, 81
ratings, 681
types of, 79, 81, 484

Prepayment of taxes, 692
Present value

calculation of, 290
of annuity, 291

Price variance, calculation of,
313

Price-earnings ratio, 607
to determine profitability,

717
pricing stock, 486

Prime rate, 648
Principle, change in, and

interim reporting, 187
Prior period adjustments,

accounting changes, 108, 110
Producer Price Index, economic

performance measure, 641
Product financing

arrangements, revenue
recognition, 26, 27

Product liability, and
insurance, 628

Product line, measures of, 611,
612

Product market measures,
economic performance
measures, 643

Production budget, 251
Production mix variance, 324
Production yield variance,

calculation of, 327
Productivity data, 651
Profit centers

contribution approach, 330
function of, 311
profit variance analysis, 340

Profit, planning and return on
investment, 354, 356

Profit variance analysis, 340

for multi-product firms,
334, 340

nature of, 332
performance reports, 340
sales mix, improvement of,

339, 340
for single product firms,

333, 334
standards in, 333

Profitability index, 299
advantages of, 299
calculation of, 299

Profitability methods
price-earnings ratios, 717
Sales or earnings multiples,

718
Profitability ratios, 605, 607
Profits

affecting factors, 332
budgeted vs. actual profits,

332
Projected benefit obligation,

definition of, 150
Pronouncement, post

retirement benefits,
accounting fors, 161

Purchase method, income tax
allocation, accounting for,
172

Purchase obligations, balance
sheet accounting, footnote
information, 69, 79

Purchase order with payment
voucher attached, 398

Purchasing department, and
inventory management, 425

Purchasing Index, 646
Purchasing power parity

theorem, 549

Q

Quantity variance, calculation
of, 313, 314

Quasi-reorganization,
accounting for, 83, 84

R

Rate of return
internal rate of return, 299

Ratings
bonds, 667, 669
preferred stock, 681

Ratios
accounts receivable, 578,

579
coverage ratios, 528
liquidity, 590, 594
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market value ratios, 607
profitability ratios, 605, 607
solvency analysis, 594, 596

Realization, revenue
recognition, 22

Realized yield, bonds, 671, 672
Recapitalization, 752, 753

exchange of obligations in,
753

Recession, 652, 653
characteristics of, 652, 653

Regression analysis, 726
Regulation S-B, Securities and

Exchange Commission, 13
Regulation S-K disclosures,

Securities and Exchange
Commission, 12

Regulation S-X disclosures,
Securities and Exchange
Commission, 12

related party, disclosures, 121
Reorder point; inventory, 434
Reorganization, 751, 752

involuntary, 751
quasi-reorganization,

83, 84
recapitalization, 752, 753
steps in, 752
valuation of business, 752
voluntary, 751

Repairs, balance sheet
accounting, 47, 49

Replacement costs, asset
valuation, 709, 717

Repurchase agreements, 677
Research and development

costs, 30, 32
Residual income

and investment decisions,
343

value of, 603
Responsibility accounting

advantages, 310
benefits of, 310
definition of, 310
requirements for, 310, 311
responsibility centers, 311

cost centers, 311, 313, 318
investment centers, 311
profit centers, 311

Retail lockbox, 396
Retail method

conventional retail, 44
inventory accounting, 43,

44
retail LIFO, 44, 46

Retail sales, economic
performance measure, 640

Retained earnings

balance sheet accounting,
82

cost of, 519
Retired shares, balance sheet

accounting, 81, 82
Return on equity

relationship to return on
investment, 356, 371

return on common equity,
606

Return on investment
and investment decisions,

343
benefits of, 342
calculation of, 350, 351
components of, DuPont

formula, 351, 353
optimal ROI, 353, 354
and profit planning, 354,

356
relationship to return on

equity, 356, 371
residual income, nature of,

342
Return on total assets, 606
return to stockholders,

measurement of, 350, 371
Revenue

control of, 618
Revenue recognition, 22, 30

cash basis, 24
completed contract

method, 23
completion of production,

22
cost recovery method, 25
during production, 23
earnings per share, 33, 37
franchise, 27, 29
installment method, 25
product financing

arrangements, 26, 27
realization, 22
return of merchandise, 25,

26
Revolving credit agreement,

451, 469
Risk

appraisal of, 613
industry characteristics

related to, 614
Risk adjusted discount rate,

723, 724
Risk management, 285

adverse event, 273
arbitrage pricing model

(APM), 285
Beta, 281
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Risk management, (contd.)
capital asset pricing model

(CAPM), 281
chief risk officer (CRO), 271
continuity planning, need

for, 272
diversification, 277, 281
enterprise risk

management (ERM),
271, 272

insuring against risk, 273
investment risk, reduction,

277, 281
purchase derivative

contracts, 273
risk exposure, reduction,

272, 273
risk program, 271
self-insure, 273
systematic risk, 281
transfer risk to third party,

273
unsystematic risk, 281

Robert Morris Associates,
industry data, 699

S

S corporation, taxation of, 695,
696

S Forms, Securities and
Exchange Commission, 11,
12

Sales, analysis of, 618
Sales budget, 247
Sales mix

and cost-volume-profit
analysis, 222, 225

definition of, 222
improvement of, 339, 340

Sales or earnings multiples
to determine profitability,

718
Sales-leaseback, accounting

for, 146
Sales-type method, leases, 143
Sallie Mae securities, 679
Sarbanes-Oxley Act, 9
Scarce resources, best use of,

240, 241
Scrip dividend, 86, 87
Seasonality, and interim

reporting, 188
Secured loan value

and divestiture, 717
Securities, 285

equity securities, 662
fixed income securities,

662, 663

Securities Act of 1933, 10
Securities Act of 1934, 10, 13
Securities and Exchange

Commission
electronic information, 13
annual filings, 13
Basic Information Package,

contents of, 10
filing and significant

events, 13
first time issuance of

securities, 10
interim filings, 13
management discussion in

analysis, 12
Regulation S-K disclosures,

12
Regulation S-X disclosures,

12
S Forms, 11, 12
trading subsequent

securities, 10
Segmental reporting

10% rule, 191, 192
75% rule, 191
and consolidation, 193
contribution approach, 330
disclosures, 192, 193
FASB Statement No. 131,

requirements of, 189
information reported in,

188, 190
reconciliation, 190
reportable segments, 190,

191
reporting requirements,

193, 194
Sell-or-process-further

decisions, 237, 238
Selling and administrative

expense budget, 257
Semidirect costs, 621
Sensitivity analysis, 724, 725

process of, 724
Serial bonds, 476
Settlement, pension

plans, 160
Short-term decisions

bid price, determination,
233, 234

contribution price, 231
keep or drop line decisions,

238, 240
make-or-buy decisions,

234, 237
related to special orders,

231
relevant cost, 230, 231
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scarce resources, best use
of, 240, 241

sell-or-process-further
decisions, 237, 238

steps, 230
theory of constraints

(TOC), 241
Short-term financing

accounts receivable
financing, 457, 461

assets used for, 467
bank loans, 449
banker’s acceptance, 454
benefits, 447
collateralized loans, 450
commercial financial loans,

455
commercial paper, 455, 457
early payment for cash

discounts, 449
installment loans, 451
interest, 452, 454
inventory financing, 461,

467
letters of credit, 451
line of credit, 450
revolving credit agreement,

451
selection factors, 448
sources of, 447, 448

features, 463
trade credit, 448, 449
unsecured loans, 450

Simulation, 724
and uncertainty of future

cash flows, 724
Sinking fund, bonds, 665
Solvency analysis, 594, 596

nature of solvency, 594
ratios, 594, 596

Special orders,
decision-making about,
231

Spot rate, definition of, 178
Spreadsheet

financial functions, 292
Stability analysis

financial measures, 612
measures

average pessimistic
earnings, 608

beta, 609
coefficient of variation,

608
instability index of

earnings, 608, 609
trend in average

reported earnings,
608

operating leverage, extent
of, 610

risk appraisal, 613
and political risk, 614, 615
and product line, 611, 612

Standard Poors
bond ratings, 669
industry data, 699
stock ratings, 681

Statement of cash flows, 92,
104

analysis of, 96, 104
financing activities, 99,

100
investment activities, 99
and managerial

plannings, 100, 104
noncash activities, 100
operating section, 98, 99

cash inflows and outflows,
93

direct method, 95, 96
financing section, items in,

93
foreign currency cash

flows, 94
indirect method, 95
investing section, items in,

93
items applying to more

than one section, 94
noncash activities, 94
operating section

analysis of, 98, 99
items in, 92, 93

Stock
issuance of, 473

common stock, 486, 489,
490

market price, estimation
of, 486, 489

preferred stock, 484, 486
stock rights, 490, 493

preferred stock, 680, 683
private placement, pros

and cons of, 473
Stock options

balance sheet accounting,
87

compensatory plans, 88
noncompensatory plans, 88

Stock rights, 490, 493
characteristics of, 490
number to acquire one

share of stock, 490, 492
value, calculation of,

492
Stock splits, balance sheet

accounting, 87, 88
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Stockholders’ equity
balance sheet accounting

for, 79
balance sheet analysis, 589

Straight line method
amortization of bond

discounts, 61, 62
and accelerated cost

recovery system, 306
half-year convention, 306

Sublease, accounting for, 146,
147

Subordinated debentures, 475
Subsidiary

accounting methods for,
125

consolidation statements,
124, 126

Sum-of-the-years’ digits
methods, depreciation, 49

Superfund Amendments and
Reauthorization Act, 636

Supply Managements Index,
646

Sustainable growth modeling,
386
growth management, 378

acquire cash cows, 377
improve operating

performance, 377
make growth the

variable factor, 377
relax financial restraints,

377
selective pruning, 377
sell new equity, 376
solutions for, 376

net profit margin, 373, 375
solving for other variables,

383
steady-state sustainable

growth model, 375
target debt/equity ratio,

373
total asset-to-sales ratio, 373
total assets-to-sales ratio,

374
under changing

assumptions, 378
analysis of data, 383

value of, 373
variables in, 374, 375

T

Tangible net worth, 707
target costing, 210, 215
target costing vs. cost-plus

pricing, 210, 215

Target income volume,
income taxes, impact of, 219

Target weights, 522
Tax credits, 692

foreign tax credit, 692
Tax-exempt bonds, 666, 694
Taxes

acceleration of expenses,
695

amortization, 691
and capital budgeting, 305
deductions, allowable, 688,

690
deferral of income, 693, 694
depreciation, 690, 691
gross income, types of, 688
and income statement

analysis, 603
and investments, 663
losses in current year, 691
prepayments, 692
and S corporation, 695, 696
tax credits, 692
tax formula for

corporations, 687
tax planning, 693
tax rates, 691, 692

federal corporate rates,
691

income tax allocation,
accounting for, 171

tax-exempt income, 694
Telephone expenses, cost

control, 622
Temporary difference, income

tax allocation, accounting
for, 165, 174

Termination of employees
and pension plans, 161
special termination

benefits, 67, 68
theory of constraints (TOC),

241
Time value of money, 292

future value
calculation of, 287, 288
of annuity, 288

mixed cash flow streams,
calculation of, 290

present value
of annuity, 291
calculation of, 290
measurement of, 229

Times interest earned,
coverage ratio, 526

Trade credit, 448, 449
Transaction exposure

and monetary balance, 544
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long versus short position,
543

multinational corporations,
548

Transfer pricing, 341, 349
cost-based price for, 345,

346
alternative schemes, 345
formula for, 348, 349
importance of, 341
market price for, 344
negotiated price for, 346,

348
price determination, 344,

345
Transfers, accounts receivable,

41, 42
Translation, foreign currency

accounting, 174, 178, 179
Transportation, tax

deductions for, 688
Treasury bills, 678, 679

90-day, and interest rates,
649

rate, 643
yield, calculation of, 678,

679
Treasury securities

balance sheet accounting
cost method, 82, 83
par value method, 82, 83

types of, 666, 667
Trend analysis, and coverage

ratios, 528
Trust receipt, 462
Trustee, bonds, 665

U

Umbrella policy, insurance,
632

Unemployment rate,
economic performance
measure, 639

Unit cost data, 652
Unit investment trusts, 675
Unsecured loans, 450
U.S. government bonds, 666,

667

V

Valuation of company, 699
approaches to, 699
capitalization of earnings,

703
fair market value of net

assets, 708
replacement value, 709
and reorganization, 752

Value Line, industry data, 699
Variable notes, 483
Variable rate bonds, 477
Variance analysis

and cost center, 311, 313
fixed overhead variance,

320, 324
labor variance, 316
material variance, 313, 318
price variance, 327
production mix variance,

324
production yield variance,

327
quantity variance, 313
variable overhead variance,

317
Vendors, information about,

444
Vertical analysis, financial

statement analysis, 574
Vested benefits, definition of,

150
Volume-related cost drivers,

203
failure of, 203, 204
nonvolume related

overhead costs, 203
and product diversity, 204

W

Warehouse receipt, 461
Warrants

bonds issued with, 507
characteristics of, 504, 506
compared to convertible

securities, 514
detachable warrant, 504
exercise price, 504
nondetachable warrant, 504
pros and cons of issuance,

510
value, calculation of, 505
value of, 505

Weighted average adjusted
earnings, 702

Weighted average net tangible
assets, 704

Weights, 520, 523
marginal weights, 523
target weights, 522

What-if scenarios, 563
and cost-volume-profit

analysis, 220, 222
Wholesale lockbox, 395
Wire transfers, 397
Workmen’s compensation,

634, 635
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Y

Yield
bonds, 665

bond tables, 672
current yield, 669, 670
equivalent before-tax

yield, 672
realized yield, 671, 672
yield to call, 671
yield to maturity, 670

Yield to call
bonds, 671

Yield to maturity, bonds, 670

Z

Z-score model
cautions about, 745
prediction of bankruptcy,

596, 598, 727, 728
Zero balance account, 399, 400
Zero coupon bonds, 477, 667

characteristics of, 667
Zeta analysis, 728




