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asset deals, understanding, 287
asset investment liquidity traps, 68-70
asset sale, for voluntary business
terminations, 299
asset sale lease-back, raising capital
from, 73
asset turnover ratio, understanding, 156
assets
controlling sizes of, 327
determining solvency from, 60
liquidating, 306-308
liquidating to raise capital, 72
maintaining proper balance of to
capital, 71
off-balance sheet, as capital source, 75
ratio to sales, 156
regular appraisals of key, 98
valuing businesses with hidden, 284
Assignment for the Benefit of Creditors
(ABC), 303-304
audit trails, creating, 96
auditing, internal controls, 328
auditors, internal, preventing accounting
fraud, 85
audits
ordering periodic, of internal controls, 97
surprise, 96
available current working capital,
measuring liquidity with, 66

ol e

bad debt expense, calculating income tax
with, 183
balance sheet
accounts payable-operating expenses
connected to operating expenses,
228-229
accounts receivable connected to credit
sales revenue, 225-226
comparing P&L report with, 118-120
determining solvency from, 60
example, of, 50, 118
failure to recognize fraud or theft on, 104
fixed assets connected to depreciation
expense, 230-231

identifying problems with financial
condition using, 233-234
inventory connected to accounts
payable-inventory purchases, 226-227
inventory connected to cost of goods
sold, 226
items reported in, 51-52
maintaining proper balance of capital to
asset type, 71
notes payable connected to interest
expense, 232
operating expenses connected to accrued
expenses payable, 229-230
operating expenses connected to income
tax payable and accrued interest
payable, 232-233
overview, 49
prepaid expenses connected to operating
expenses, 227-228
for service business versus product
business, 248
understanding connection between
P&L report, 220-224
bankruptcy, filing options, 302-304
banks, providing capital, 207-208
benchmarks, importance of learning, 30
big base effect, understanding, 110-111
bills, problems with paying late, 237-242
BK, defined, 302
board of directors, value of, 278
bonded employees, 100-101
book income, versus taxable income,
145
book value of inventory, cost of goods
sold expense method affecting, 121
breakeven analysis, applying, 33-34
breakeven point
calculating profit yield from sales over,
252-253
comparing product business to service
business, 251-252
value of, 33
budgeting process
applying CART criteria to data for, 130
applying KISS criteria to, 131-132
applying SWOT analysis to, 132-133
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importance of planning to, 128
preparing for, 128-129
resources for, 135
using flash reports for, 133-134
budgets
alternate uses of, 145
internal versus external, 139-140
living, 140-143
preparing, 135-139
for profit and cash, 327
using as business management tool,
143-144
business acquisitions
process, 292-296
types of, 287-288
business associates
as capital source, 75
raising capital from, 205-206
business capitalization comparison,
215-216, 217-218
business entity, income tax for, 18
business insurance, business valuations
for, 276-277
business legal entities, choosing correct,
328
business legal structure
agreements for, 177
effect on taxes, 174
income tax filing requirements for,
180-182
limited liability company, 175
partnerships and sole proprietorships,
175-176
regular C corporation, 174-175
subchapter S corporation, 175
business legal structures, issues of raising
capital, 211-212
business liquidation comparison, 301
business management tools, budget as,
143-144
business planning, business valuations
for, 277
business plans
acquiring capital with, 204-205
budget role in, 145
excluding business termination, 297-298

overview, 202
sections of, 202-204
business sale
example, technology-based company, 290
process, 292-296
structuring, 288-291
business termination plan
elements of, 305-306
overview, 304-305
business terminations. See also exit
strategies
asset liquidation, 306-308
awareness of need for, 322
bankruptcy issues, 302-304
dealing with unrecorded obligations at,
310
employee, insurance, and tax issues,
311-313
equity preferences at, 310
involuntary, 299-302
legal notification requirements, 314
managing logistics of, 313-314
overview, 297-298
personal guarantees at, 309-310
set order of liabilities for, 308-309
voluntary, 298-299
business transactions, not recorded in
P&L report, 24
business valuations
common issues of, 280-281
importance of financial statements
to, 276
including long-term debt, 289
key to successful, 282-286
models of, 279-280
overview, 278-279
reasons for, 276-278
businesses, cash needed to start, 42

oo

calculated amounts, on P&L report, 17
capital
acquiring with business plans, 204-205
creative sources of, 210-211
debt as source of, 199-200
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capital (continued)
defined, 198
difficulty of raising, 197
equity as source of, 201-202
importance of securing, 318
issues of business legal structures
raising, 211-212
keys to raising, 213
maintaining proper balance to asset
type, 71
off-balance sheet sources of, 75-76
private sources of, 206-207
raising from asset liquidations, 72
raising from banks, leasing companies,
207-208
raising from lending sources, 73-74
raising from unsecured creditors, 74-75
raising public, 208-209
sources of, 198-199
stabilizing sources of, 328
understanding impact of, 212, 213-218
capitalization, of inventory asset accounts,
266
CART (Complete, Accurate, Reliable,
Timely) criteria
applying to budgeting data, 130
importance of practicing, 320
cash
reported in balance sheet, 51
understanding sources of, 42-43
cash balance, tracking profit performance
through, 16
cash basis of reporting, calculating income
tax with, 183
cash burn rate, measuring liquidity
with, 66
cash flow
budgeting, 327
calculating from profit, 52-53
classifying in statement of cash flows,
53-54
importance of in business valuations,
278-279
overview, 41
versus profit, 43-44
from profit, importance of, 56-57

reinvesting for capital, 210
reporting difference between expenses
and sales revenue, 46-49
reporting in P&L report, 45-46
reporting options for, 44-45
representing asset value, 308
understanding, 324-325
valuing businesses with negative, 281
cash flow differences, reporting, 46-49
cash flow from operating expenses,
defined, 41
Cash Flow Multiple method (business
valuation), overview, 280
cash flow stream, length of, valuing
businesses considering, 285
cash inflow, versus sales revenue, 20
cash outflow, versus expenses, 21
cash shortage, hiding, 224
CD
contents of, 332-334
system requirements for, 331
troubleshooting, 335
using, 332
certified public accountant (CPA)
relying on for financial statement
knowledge, 10
reviewing accounting system, 21
CFO (chief financial officer), managing
financial condition, 220
change agents, business managers as, 147
change, facing constant, 147-148
Chapter 7 bankruptcy filings, 303
Chapter 11 bankruptcy filings, 302-303
cheating, distorting P&L report with,
27-29
checks, importance of owners/managers
signing all, 98
chief accountant (Controller)
importance of staying up to date with
GAAP developments, 247
policing internal controls, 90-91
as profit and loss scorekeeper, 16
reporting difference between expenses
and sales revenue and cash flow, 47
understanding computer controls, 98
value of, 21
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chief financial officer (CFO), managing
financial condition, 220
closing, business sale, 296
collateral support, mistakenly
liquidating, 72
Committee of Sponsoring Organizations
of the Treadway Commission
(C0OS0O), 91
common equity, versus preferred equity
at termination, 310
communication
importance of, 319-320
raising capital with, 213
communication plan, business termination
plan, 305
compensation
cash flow from profit as, 42
determining reasonable amount, 27
compensatory effect, 329
competition, imitating price decreases, 162
Complete, Accurate, Reliable, Timely
(CART) criteria
applying to budgeting data, 130
importance of practicing, 320
compliance, importance of tax, 321
computer controls, Controller
understanding, 98
concentration risks, valuing businesses
considering, 285
consideration
forms of for business sale, 288
income tax issues for business sale, 289
contribution margin
understanding, 250-251
understanding in profit model, 151
contribution, profit centers bringing, 124
Controller
importance of staying up to date with
GAAP developments, 247
policing internal controls, 90-91
as profit and loss scorekeeper, 16
reporting difference between expenses
and sales revenue and cash flow, 47
understanding computer controls, 98
value of, 21
conventions, of financial statements, 11-13

cooking the books
manufacturers, 269-272
understanding, 85
COSO (Committee of Sponsoring
Organizations of the Treadway
Commission), 91
cost control
with increasing sales revenue, 105
overview, 106
as part of revenue/cost/profit analysis,
106-108
strategic changes, 168
cost of goods sold
analyzing changes in, 109-111
calculating markup with, 18
choosing expense method for, 120-121
comparing with inventory, 119
connected to inventory, 226
effect of misclassifying manufacturing
costs on, 268
listed on financial statements, 11-12
overview, 120
understanding cash flow differences
from, 48
as variable expense, 31-32
cost of idle production capacity, for
manufacturers, 265
cost reduction, ideas for, 125
costs. See also expenses; specific costs
of internal controls, 100-102
of public capital, 209
recognizing need for, 105-106
courting process, for business sale, 293
CPA (certified public accountant)
relying on for financial statement
knowledge, 10
reviewing accounting system, 21
credit cards, affecting list price, 149
credit sales revenue, accounts receivable
connected to, 225-226
creditors
bankruptcy filing rights of, 302-303
paying at business termination, 308-309
crook, thinking like to implement internal
controls, 93
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current assets, financing with current
debt, 71
current debt, financing current assets
with, 71
current ratio
measuring solvency with, 64
testing solvency with, 241-242
customer care, Wiley, 335
customers
as capital resource, 74
predicting demand response to increased
prices, 167
price sensitivity of affecting demand, 37
resenting internal controls, 101
responding to price decreases, 163
sensitivity to increased sales prices, 159

o) e

data
applying CART criteria to budgeting, 130
flash reports capturing critical, 134
gathering reliable for budgeting, 128-129
sharing preliminary for business sale,
293
days costs of goods sold outstanding in
inventory, measuring solvency with, 64
days sales outstanding in trade accounts
receivables, measuring solvency
with, 64
day-to-day working cash balance, size of,
224-225
debt
as capital source, 198, 207-208
inappropriate use of, liquidity trap from,
70-71
understanding options, 199-200
debt forgiveness, at business termination,
312
debt service coverage ratio, measuring
solvency with, 64
debt service, defined, 64
debt-to-equity ratio
measuring financial leverage, 76
measuring solvency with, 64

default provisions, for debt, 200
deferred compensation, calculating
income tax with, 183
demand, price sensitivity affecting, 37
depreciation expense
appreciating, 113-115
calculating income tax with, 183
defined, 113
fixed assets connected to, 230-231
reported in balance sheet, 52
understanding cash flow differences
from, 48
detection, as internal controls
objective, 83
deterrence, as internal controls
objective, 83
direct labor costs, manufacturers using,
261
directors and officers (D&O) insurance,
considerations for at business
termination, 311
disclosure, raising capital with, 213
discounts, affecting sales revenue, 150
dishonest practices, distorting P&L
report with, 27-29
distribution of earnings, taxation of, 178
diversification risks, valuing businesses
considering, 285
D&O (directors and officers) insurance,
considerations for at business
termination, 311
documentation
for asset liquidation, 308
preparing for business sale, 295
raising capital with, 213
dollar signs, used in financial
statements, 12
double taxation, for regular C corporation,
174-175
double underlines, used in financial
statements, 13
due diligence, practicing for business sale,
294-295
duties, separating employee, for internal
controls, 95
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earnings statement, P&L statement as, 16
EBIT (earnings before interest and income
tax)
calculating with fixed operating costs,
153
interest expense affecting, 117
listed on financial statements, 12
on P&L report, 19
EBITDA (earnings before interest, tax,
depreciation, and amortization)
importance of to business valuations, 279
issues using as valuation basis, 281
overview, 115
used in Cash Flow Multiple method, 280
EBITDAO (earnings before interest, tax,
depreciation, amortization, and other
expenses)
importance of to business valuations, 279
issues using as valuation basis, 281
employees
analyzing cost of, 111-112
bonded, 100-101
as capital resource, 75
considerations for at business
termination, 311-313
evaluating sales revenue needed per, 30
performing background checks on
new, 97
requiring vacations from high-risk
area, 99
separating duties for internal controls, 95
equipment
as asset investment liquidity trap, 69
reported in balance sheet, 51
equity
as capital source, 198-199, 201-202
as opposed to fair market value, 296
preferences at termination, 310
equity accounts, owners’, 240
errors
avoiding in accounting system, 83-84
minimizing, 21-22
signs of accounting system, 90

escheatment laws, 193
estate planning, business valuations for,
277
estimated useful lives of fixed assets, 114
estimates, recording revenue/expenses
with, 21
eventual replacement cost, of fixed assets,
114
excise taxes, understanding, 193
executive summary
business plan, 202-203
business termination plan, 305
exit strategies. See also business
terminations
importance of executing, 321-322
preparing for selling with, 275
private capital sources wanting, 207
raising capital with, 213
expense behavior, understanding, 249-250
expense padding, distorting P&L report
with, 28
expense savings, valuing businesses with,
283
expenses. See also costs; specific expenses
versus cash outflow, 21
choosing methods for recording, 22-23
evaluating profitability of marketing,
30-31
listed on financial statements, 11-12
operating, providing sales capacity,
29-30
passing along increased to sales prices,
167
reported in balance sheet, 51
reporting difference between cash flows
and sales revenue, 44, 46-49
sacrificing quality by decreasing, 169-170
understanding cash flow differences
from, 48
understanding/tracking behavior of,
31-33
external budgets, versus internal, 139-140
external financial reports, defined, 249
extraordinary gains/losses,
understanding, 23
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facilities expense
analyzing changes in, 115-116
overview, 107
failure rate, of new businesses, 10
fair market value, for asset liquidation,
307
family, friends, and close business
associates (FF&CBAs)
as capital source, 75
raising capital from, 205-206
FASB (Financial Accounting Standards
Board)
creating GAAP rules, 18
creating statement of cash flows
reporting, 54
federal income taxes
calculating taxable income, 182
calculating with permanent differences,
182
calculating with timing differences,
182-184
considerations for business sale, 289
effect of business legal structure on, 174
excluding from profit model, 154
filing annual returns, 180-182
for limited liability company, 175
as payroll taxes, 187
on P&L report, 18, 19
for regular C corporation, 174-175
reporting methods for, 178-179
reporting state, 179
returns/forms for, 178
for subchapter S corporation, 175
for subchapter S corporation versus
regular C corporation, 176
federal regulations
for cost of goods sold expense methods,
121
for reporting internal controls, 86-88
federal unemployment taxes, as payroll
taxes, 187
fees, local, for business operation, 196

FF&CBAs (family, friends, and close
business associates)
as capital source, 75
raising capital from, 205-206
fidelity insurance policies, bonding
employees with, 100-101
FIFO (first-in, first-out) accounting method,
121
final acquisition definitive agreement,
business sale, 296
Financial Accounting Standards Board
(FASB)
creating GAAP rules, 18
creating statement of cash flows
reporting, 54
financial condition
accounts payable-operating expenses
connected to operating expenses,
228-229
accounts receivable connected to credit
sales revenue, 225-226
day-to-day working cash balance, 224-225
defined, 220
fixed assets connected to depreciation
expense, 230-231
identifying problems with, 233-234
importance of managing, 220
inventory connected to accounts
payable-inventory purchases, 226-227
inventory connected to cost of goods
sold, 226
notes payable connected to interest
expense, 232
operating expenses connected to accrued
expenses payable, 229-230
operating expenses connected to income
tax payable and accrued interest
payable, 232-233
overage in ending inventory problem,
235-237
overage of accounts receivables problem,
234-235
prepaid expenses connected to operating
expenses, 227-228



problem with paying bills late, 237-242
value of understanding connection
between P&L report and balance
sheet, 220-224
financial history, importance of
understanding, to budgeting, 128
financial leverage, managing, 76-77
financial reporting fraud,
understanding/preventing, 84-85
financial reports, insisting on internal
control information with, 103-104
financial segment, business plan, 203
financial statements. See also balance
sheet; P&L (profit and loss) report;
statement of cash flows
conventions and styles of, 11-13
importance of to business valuation, 276
importance of understanding, 10
primary, 49-50
of service versus product businesses,
245-246
understanding connection between,
220-224
financing activities, in statement of cash
flows, 53-54
Finished Goods inventory account, for
production process, 260
first-in, first-out (FIFO) accounting
method, 121
fixed assets
as asset investment liquidity trap, 69-70
connected to depreciation expense,
230-231
connections with P&L report, 222-223
defined, 113
estimated useful lives of, 114
eventual replacement cost of, 114
reported in balance sheet, 51
fixed commitments, making up facilities
expense, 116
fixed expenses
driving profit, 324
improving profit by reducing, 35
for service business versus product
business, 249-252

understanding, 31
versus variable, 32
fixed manufacturing overhead costs
included in product costs, 263
understanding, 261
fixed operating costs
analyzing increases in, 168
with decreased sales volume, 157-158
with increased sales volume, 155-157
in profit model, 151-153
fixed prices, sales volume affecting, 39
flash reports, using in budgeting process,
133-134
forced liquidations, involuntary business
terminations, 300
forecasts
business termination plan, 305
preparing, 135-139
rolling, 142-143
formats, of financial statements, 11-13
franchise fees, affecting sales revenue, 150
fraud
with asset liquidation, 307
balance sheet/P&L report failure to
recognize, 104
internal controls uncovering, 102
learning from publicized cases of, 100
minimizing, 21-22
preventing against, 82-83
studies of business, 93-94
understanding psychology of, 102-103
frequency, of flash reports, 134
friends
as capital source, 75
raising capital from, 205-206
functions, of financial management, 9-10

oG o

GAAP (generally accepted accounting
principles)
accounting and disclosure standards, 86
assumption, on P&L report, 18
importance of staying up to date with, 247
statement of cash flow creation, 54

Index 345
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gains, extraordinary, 23
general partnerships, income taxes for,
175-176
gifts, creating capital with, 210
Gookin, Dan (PCs For Dummies), 331
gross margin (gross profit)
analyzing changes in, 109-111
calculating markup with, 18
effect of misclassifying manufacturing
costs on, 268
listed on financial statements, 12
on P&L report, 17
growth
liquidating assets supporting, 72
potential, valuing businesses considering,
285
sales volume, 154-157
growth rates, excessive, liquidity traps
from, 71-72

o H o

head taxes, understanding, 193
health/medical insurance, managing,
195-196
hidden assets, valuing businesses
with, 284
high-risk areas
identify for internal controls, 94-95
vacations required from, 99

o]e

idle production capacity, cost of, for
manufacturers, 265

illegal practices, distorting P&L report
with, 27-29

iMacs For Dummies (Pogue), 331

incentive tax credits, understanding, 193

income, calculating taxable, 182

income shifting, distorting P&L report
with, 28

income statement, P&L statement as, 16

income tax, excluding from profit model,
154

income tax payable, connected to
operating expenses, 232-233
income taxes. See federal income taxes;
state income taxes
incremental profit, breakeven analysis
focus on, 34
indirect operating expenses, assigning to
profit centers, 124
individual estate planning, business
valuations for, 277
industry standards, applying to business
valuations, 281
inefficiency, in production process,
268-269
information
applying CART criteria to budgeting, 130
flash reports capturing critical, 134
gathering reliable for budgeting, 128-129
sharing preliminary for business sale, 293
inspections, surprise, 96
insurance, considerations for at business
termination, 311-313
intangible assets
financing, 71
liquidating, 306
valuing businesses with, 284
intellectual property, valuing businesses
with, 284
interest expense
analyzing changes in, 117-118
notes payable connected to, 232
in profit model, 153
understanding cash flow differences
from, 49
interest rates, valuing businesses
considering, 284-285
internal accounting controls
defined, 84
minimizing errors/fraud with, 22
need for, 81
policing, 90-91
preventing errors with, 83-84
internal auditors, preventing accounting
fraud, 85
internal budgets, versus external, 139-140
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internal controls

communicating with other small business

managers about, 99

computer controls, 98

costs and limitations of, 100-102

creating audit trails for, 96

defined, 84

encouraging whistle blowing, 96

example of lack of, 92

federal regulations regarding, 86-87

focusing on studies of business fraud for,
93-94

identify high-risk areas, 94-95

importance of auditing, 328

insisting on information on with financial
reports, 103-104

learning from publicized fraud cases, 100

limiting access to accounting records, 97

need for, 81-82

ordering periodic audits of, 97

owner/managers as center of, 104

performing background checks on new
employees, 97

policing, 90-91

protecting against theft and fraud with,
82-83

regular appraisals of key assets, 98

reporting by private companies, 88

reporting by public companies, 86

resources on, 91

versus security and safety procedures,
88-89

separating employee duties for, 95

surprise audits and inspections, 96

taking time for implementing, 91-92

thinking like a crook to implement, 93

understanding legal aspects of, 95

using regardless of business size, 98-99

Internal Revenue Service (IRS)

on debt forgiveness, 312

depreciation guidelines, 114

focusing on pass-through entities tax
strategies, 189

guidelines for record retention, 96

interest in manufacturing overhead cost
classification, 266

internal sales-driven budget, 139
inventory
as asset investment liquidity trap, 69
comparing with cost of goods sold
expense, 119
connected to accounts payable-inventory
purchases, 226-227
connected to cost of goods sold, 226
including more information for on P&L
report, 24-25
manufacturers creating excess, 269-272
overage in ending, 235-237
reported in balance sheet, 51
tracking in accrual-basis accounting, 20
write downs of, 122-123
inventory asset, connections with P&L
report, 222-223
inventory shrinkage, dealing with, 122-123
inventory turnover ratio, 226
invested capital (owner’s equity), reported
in balance sheet, 52
investing activities, in statement of cash
flows, 53-54
investment bankers, raising private capital
from, 206-207
investment, liquidity of, valuing businesses
considering, 285
investors, bankruptcy rights of, 302
involuntary business terminations,
overview, 299-302
IRS (Internal Revenue Service)
on debt forgiveness, 312
depreciation guidelines, 114
focusing on pass-through entities tax
strategies, 189
guidelines for record retention, 96
interest in manufacturing overhead cost
classification, 266

o]o

job order systems, production systems as,
260
job sharing, as internal control, 99
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Keep It Simple Stupid (KISS) criteria
applying to budgeting process, 131-132
importance of practicing, 320

KPMG business fraud survey, 93-94

o/ o

last-in, first-out (LIFO) accounting method,
121
leasing companies, providing capital,
207-208
legal issues, understanding for internal
controls, 95
lending agreement covenants, for debt, 200
lending sources
providing capital, 207-208
providing liquidity, 73-74
letter of intent, creating for business sale,
294
liabilities
determining solvency from, 60
personal guarantees, 309-310
set order for business termination,
308-309
unrecorded obligations, 310
liability insurance, considerations for at
business termination, 312
licenses, local, for business operation, 196
life insurance, business valuations for, 277
lifestyle, watching employee, 99
LIFO (last-in, first-out) accounting method,
121
limitations, of internal controls, 100-102
limited liability company (LLC)
income taxes for, 175
issues of raising capital for, 211
limited partnerships, income taxes for,
175-176
liquidation
of assets, 306-308
forced versus orderly, 300
liquidity
from asset liquidations, 72
defined, 60

of investment, valuing businesses
considering, 285
from lending sources, 73-74
off-balance sheet sources providing,
75-76
with public capital, 209
versus solvency, 60-63
tools to measure, 65-67
from unsecured creditors, 74-75
liquidity availability analysis, measuring
liquidity with, 66
liquidity traps
asset investment, 68-70
excessive growth rates, 71-72
inappropriate use of debt, 70-71
overview, 67-68
list price, understanding, 149
living budgets, creating, 140-143
LLC (limited liability company)
income taxes for, 175
issues of raising capital for, 211
loan advance rates, raising free capital
from, 73
loans to officers, problems with, 239
long-term assets, financing with long-term
debt, 71
long-term debt
assuming with business sale, 289
financing long-term assets with, 71
long-term notes payable, connections with
P&L report, 222-223
losses
affecting cash flow, 44
extraordinary, 23
lost future business, valuing businesses
with, 284
lower of cost
of inventory, 122
selling inventory at, 235

ol o

Macs For Dummies (Pogue), 331
management
business valuations for, 277-278
importance of good, 318-319
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involving key in budgeting, 128
time, liquidating assets consuming, 72
management continuity
with business sale, 291
valuing businesses considering, 285
management discussion and analysis
(MDA), 144
management discussion of operating
results (MDOR), 144
management influence, equity, 201
managers/owners
as center of internal controls, 104
distributions of cash flow from profit
to, 42
personal financial strength of providing
liquidity, 75
signing all checks, 98
manufacturers
calculating product costs for, per unit,
263
dealing with inefficient production
process, 268-269
determining production costs for,
260-262
idle production capacity issues for, 265
increasing profit by increasing
production, 269-272
indirect manufacturing overhead costs
affecting product costs for, 264
product costs issues for, 259
three aspects of computing product costs
for, 263
manufacturer’s suggested retail price
(MSRP), as list price, 149
manufacturing costs
included in product costs, 263
of inefficient production process,
268-269
misclassifying, 266-268
manufacturing overhead costs,
manufacturers using, 261
margin
determining, 325-326
effect of decreased sales prices on,
160-162
effect of decreased sales volume on,
157-158

effect of increased sales prices on,
158-160
effect of increased sales volume on,
154-157
understanding in profit model, 151
margin per unit, driving profit, 323-324
marginal profit, breakeven analysis focus
on, 34
market and industry analysis, business
plan, 203
market, knowing for business sale, 292
market test, on ending inventory, 122
market value of real estate, appreciation of,
114
marketing expenses, evaluating
profitability of, 30-31
markup
improving profit by increasing, 35, 36-37
in P&L report, 18
massaging the numbers
avoiding, 329
understanding, 85
matching principle, 229-230
maturity, debt, 199
MDA (management discussion and
analysis), 144
MDOR (management discussion of
operating results), 144
measuring
liquidity, 65-67
liquidity versus solvency, 60-63
medical insurance, managing, 195-196
Medicare taxes, understanding, 185
membership agreements, 177
Microsoft Excel
for budgeting, 135
requirements for CD, 331
Microsoft, statement of internal controls,
86-87
Microsoft Windows ME Millennium Edition
For Dummies (Rathbone), 331
minimum working capital, retaining with
business sale, 288-289
money, time value of, knowing for business
valuations, 279
MSRP (manufacturer’s suggested retail
price), as list price, 149
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negative cash flow, valuing businesses
with, 281
negotiations, conducting for business sale,
295
net book value, as opposed to fair market
value, 296
net income (net earnings), on P&L
report, 20
net price, deriving unit margin from, 323
net sales price, calculated net sales
revenue from, 149
net sales revenue, in profit model, 149-150
net working capital, measuring solvency
with, 64
nexus
establishing, 174
tax compliance for, 321
notes payable
connected to interest expense, 232
reported in balance sheet, 52
numbers, rounding in financial statements,
12-13

o () o

occupancy expense, analyzing changes in,
115-116
operating activities, in statement of cash
flows, 53-54
operating expenses
analyzing increases in fixed, 168
analyzing increases in variable, 169
assigning to profit centers, 124
comparing with operating liabilities, 119
connected to accounts payable-operating
expenses, 228-229
connected to accrued expenses payable,
229-230
connected to income tax payable and
accrued interest payable, 232-233
connected to prepaid expenses, 227-228
fixed, in profit model, 151-153
fixed versus variable, 32

on P&L report, 18-19
providing sales capacity, 29-30
understanding cash flow differences
from, 48
variable, in profit model, 151
operating liabilities, comparing with
operating costs, 119
operating profit (operating earnings)
calculating with fixed operating costs, 153
effect of misclassifying manufacturing
costs on, 268
interest expense affecting, 117
listed on financial statements, 12
on P&L report, 19
operating statement, P&L statement as, 16
operational overview, business plan, 203
orderly liquidations, involuntary business
terminations, 300
overhead costs, fixed costs as, 152
overproduction, manufacturers increasing
profit by, 269-272
overview of various operating factors,
business termination plan, 305
owners
closing business doors, 299
equity accounts for, 240
income tax filing requirements for, 180
legal terminology for, 179
owner’s equity — invested capital,
reported in balance sheet, 52
owner’s equity — retained earnings,
reported in balance sheet, 52
owners/managers
as center of internal controls, 104
distributions of cash flow from profit
to, 42
personal financial strength of providing
liquidity, 75
signing all checks, 98

oo

packaging, for business valuation, 286
padding, expenses, distorting P&L report
with, 28



Index 35 ’

P&L (profit and loss) report

accounts payable-operating expenses
connected to operating expenses,
228-229

accounts receivable connected to credit
sales revenue, 225-226

common misunderstandings of, 20-21

comparing with balance sheet, 118-120

examples of, 11, 26, 33, 37-38, 107

example of small business, 17

failure to recognize fraud or theft
on, 104

fixed assets connected to depreciation
expense, 230-231

importance of understanding, 15

including inventory/purchase details on,
24-25

inventory connected to accounts
payable-inventory purchases, 226-227

inventory connected to cost of goods
sold, 226

limitations of, 32

notes payable connected to interest
expense, 232

operating expenses connected to accrued
expenses payable, 229-230

operating expenses connected to income
tax payable and accrued interest
payable, 232-233

prepaid expenses connected to operating
expenses, 227-228

presenting/evaluating, 25-29

reporting cash flow in, 44, 45-46

selecting accounting method for, 22-23

separating fixed and variable expenses
on, 32-33

for service business versus product
business, 246-247

as summary document, 23

transactions not recorded in, 24

understanding connection between
balance sheet, 220-224

understanding elements of, 16-20

parentheses, used in financial

statements, 12

partnerships
agreements for, 177
income taxes for, 175-176
issues of raising capital for, 211
pass-through entities
business as, 18
importance of tax compliance to, 321
partnerships and sole proprietorships as,
175-176
subchapter S corporation and limited
liability company as, 175
tax strategies for, 188-189
patience, raising capital with, 213
payroll checks, importance of
owners/managers signing all, 98
payroll taxes
for different wage earners, 186
importance of complying with, 321
importance of paying, 189
overview, 184-185
strategies for pass-through entities,
188-189
tips for, 189-190
types of federal, 185-187
types of state, 187
PCs For Dummies (Gookin), 331
periodic profit/loss, measuring, 16
permanent differences, calculating income
tax with, 182
permits, local, for business operation, 196
persistence, raising capital with, 213
personal guarantees
at business termination, 309-310
for debt, 200
physical inventory, taking, 122
planning, importance of, 317-318
plant, reported in balance sheet, 51
Pogue, David
iMacs For Dummies, 331
Macs For Dummies, 331
potential cost increases, valuing
businesses with, 283
predictions, recording revenue/expenses
with, 21
preference, equity, 201






























