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Introduction

The purpose of this book is to teach you the fundamentals of
keeping score in business. You will learn the basic workings of the
accounting system. When you are through, you will be able to read,
understand, discuss, and use a balance sheet, an income statement,
and other statements found in financial reports. You will know some-
thing about various tools for analyzing financial reports and invest-
ment opportunities. You will have a basic vocabulary of the important
terms used in accounting. You will be able to talk with more confi-
dence to accountants, auditors, financial analysts, budget directors,
controllers, treasurers, bankers, brokers, and lots of other people who
use accounting jargon.

This book will not make you an accountant. But it will help you
talk with accountants. This book will not teach you to keep the books
for a company. But it will help you understand the financial reports
produced by bookkeepers and accountants.

This is a book for non-accountants. It was written by a non-
accountant. This book aims to make you successful in business despite
your lack of formal accounting education or experience.

To get the most out of this book, you need three things. You need
to keep paper and pencil beside you as you read. You need a calcula-
tor (or a good head for computation). Any cheap, simple calculator
that can add, subtract, multiply, and divide will do. If you don’t have
one, I strongly recommend that you get one. Finally, you will need
some time to get the most out of this book.

This is not a long book. But it will repay close attention. Some of
the concepts are confusing. Some of the computations are a bit com-
plex. There is nothing here that a good high school student cannot
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understand and handle. But it will take time. The time you spend will
be repaid with a basic understanding of business accounting.

The title of this book is How to Keep Score in Business. In busi-
ness, the score is kept in dollars. The system of accounting provides
the rules for keeping score. Some people don’t understand keeping
score in football. They get mixed up about touchdowns, safeties, field
goals, and points after. And when there is talk of the number of sacks,
percentage completions, and yards per carry, they go blank.

A lot of people don’t understand keeping score in business. They
get mixed up about profits, assets, cash flow, and return on invest-
ment. Discounted cash flow, current ratio, and book value per share
leave them blank. This book fills in some of the blanks.

Knowing how to keep score in business is essential to moving up
in management. That’s why seminars on accounting and finance for
nonfinancial managers are among the most popular. That's why
courses on this topic are offered at hundreds of colleges and
continuing-education centers. That’s why hundreds of books have
been published on this topic.

However, most of the seminars, courses, and books suffer from
one major problem.

They are put together by accountants.

Most accountants know too much to explain the business score-
keeping system to the non-accountant.

I am not an accountant. I started my business career in sales.
Then I had a lot to do with product development. I was the president
of a large company. I became chairman of an even larger company.
Along the way I had to learn about financial accounting the hard way.
I have worked with accountants, auditors, bankers, treasurers, and
controllers. These experts often flimflammed me with accounting
lingo I didn’t understand. I was made to look like a fool because some-
body with an accounting degree exposed my ignorance. I've made
almost every dumb mistake that a manager with no financial or
accounting background can make.

But over many years in business I finally learned something about
the accounting system. Now I can keep score along with the best. I
don’t know everything. But I know enough to be a good manager who
can use financial information.
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If you study this book carefully, I'll give you many years of hard
knocks and dumb mistakes distilled into a relatively few pages. When
you're finished studying this book, you will be well on your way to
mastering an indispensable management skill. You will know the basic
system for keeping score in business. You will understand the major
elements of financial accounting.

Here is how the rest of the book is organized:

In the remainder of this chapter you will learn why this book is
about keeping score. You will see that accounting scores are not the
same as spendable dollars. This key concept will underlie much of the
rest of the book.

Chapter 2 is a glossary of key financial terms. Here you will find
definitions of the key words and phrases most often used by accoun-
tants. These are practical definitions that will help you develop the
essential vocabulary you need for communication. You will want to
refer to this glossary often—as you use the rest of the book and later,
when you deal with accountants and financial reports.

Chapter 3 introduces you to the balance sheet. This is a statement
of a company’s financial position at one point in time. It is a basic
financial report. In this chapter you will invest in the Acme Widget
Company.

Chapter 4 tells more about the balance sheet. It gives you insight
into what is shown and what is not shown. You will learn some useful
methods of analyzing balance sheet information. Some valuable infor-
mation never appears on any financial report. This will be discussed in
this chapter.

Chapter 5 completes the presentation on the balance sheet. When
you are finished with this chapter, you will have completed the most
difficult part of the book—difficult because it introduces you to many
new concepts and ideas. These will make it much easier for you to
handle the chapters that follow. Then you will be better able to han-
dle real-life experiences with financial reports.

We turn to the income statement in Chapter 6. This financial
report summarizes a company’s operations over a period of time. The
last line of the income statement is the famous “bottom line.” You will
learn what income statements show and what they hide. Various ways
of analyzing income statements are introduced. A brief section shows
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the reconciliation between the income statement and the balance
sheet—how they connect.

Chapter 7 discusses return on investment. Several methods of
computing return on investment are presented. Return on invest-
ment is an excellent way to evaluate company performance or analyze
possible investments or acquisitions. You will learn how to use this
tool.

The statement of changes in financial position is presented and
analyzed in Chapter 8. Using this statement will help you see how
funds flow into, through, and out of a company. It reveals some of the
things that are not too clear on the balance sheet or income
statement.

Chapter 9 teaches you one method of making a cash flow budget.
This is an especially valuable management tool. With it you can plan
ahead and avoid the embarrassment of running out of cash, even
when sales are good. (It can happen.)

Chapter 10 introduces a variety of other analysis ratios and tools.
Some are valuable to managers, others to lenders, and still others to
investors. I will caution you about the limitations of these ratios and
tools. No substitute has yet been devised for common sense.

What will you have learned when you finish this book? Chapter 11
is the summary chapter. It briefly recaps all the major ideas presented
in the preceding ten chapters.

This book has no pinup pictures. But it does have a lot of figures.
You will find many of them in the tables and illustrations and in the
Appendixes. Appendix A summarizes the most important details of
Acme Widget Company. Appendix B is a table of present values. You
will learn how to use this valuable analysis tool in Chapter 7. You will
want to use it frequently thereafter. The book ends with an index,
where you can quickly look up things as you work with financial
reports and accountants.

Have fun! Number crunching and massaging of figures can be an
enjoyable pastime, even if you have no formal training. This book
should give you enough information so that you can crunch and mas-
sage with anyone.
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The First Lesson: Scores Are Not Real
Dollars

Basically, accounting is simple. Lots of people are accountants
who aren’t as smart as you are. Of course, the Internal Revenue Ser-
vice, the Financial Accounting Standards Board, the Securities and
Exchange Commission, and other organizations have made a basically
simple system more complicated. To be a good manager you need to
know only the basics. Let’s begin with the most basic of basics—the
bottom line.

When people talk about the bottom line, they usually mean the
last line of an income statement, which is labeled “Net Profit After
Taxes” or “Net Income.” This is the amount of money a business has
to spend, right?

Wrong! Dead wrong.

The bottom line, net profit after taxes, is just a score. The business
may have many more actual dollars to spend than the bottom-line
figure shows. Or it may have a lot fewer dollars to spend. The bottom
line is a score. Don’t confuse the score with real money. For a long
time I did. This led to a lot of dumb mistakes.

Learn this lesson, and learn it well. The numbers you see on
financial reports are scores in the game of business. They usually do
not represent real, spendable dollars. In the remainder of this book
you will be shown why this is so. You will also see how to figure out
how many real spendable dollars a business has or is likely to have in
the future.

Let’s carry this further. You get a sales report. It shows the num-
ber of dollars of sales. Can the money from these sales be spent? No!
In most businesses, sales figures are scores. The actual money will be
unavailable until later, when the customers pay their bills.

You get a purchasing report. It shows how many dollars worth of
goods have been purchased and put into stock. Does that mean those
dollars are spent and gone? No! In most businesses this is a score. The
actual dollars are not paid to the suppliers of the goods until sometime
later.
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And so it goes with most financial reports. These reports show
scores. Scores are not the same thing as real, spendable dollars.

The Accrual Method

It is time to turn to a diabolical accounting invention—the accrual
method.

Individuals keep track of cash. In fact, the IRS directs individu-
als to keep track of their cash expenditures and cash revenues for tax
purposes. This means you don’t have any revenue until you have cash
in hand (or could have it). Just because someone owes you the money
doesn’t mean you have any revenue.

The same thing goes for your personal expenditures. If you want
to take a deduction for a medical expense on your tax return, you
actually have to pay the bill with a check or currency. Just because you
visited the doctor and he sent you a bill is not enough to get you a tax
deduction. Cash has to change hands.

None of this is true in business. In business, we use the accrual
method of accounting, not the cash method.

If you used the accrual method, you would record your revenue
whenever it was first owed to you, not when it was paid. You would
record your expenditure when you got the doctor’s bill, not when you
paid it.

The business world offers similar examples of the accrual method.
A sales transaction is recorded when the company makes up an invoice
for the sale. The dollars are recorded on the financial reports at that
time, even though the customer may actually pay days or weeks or
months later—or never.

The same thing happens in reverse when a company buys some-
thing. As soon as the company gets the invoice for the goods or ser-
vices it is buying, the cost is recorded in the company’s financial
records. The dollars involved in the purchase will show on financial
reports, even though the company may not pay those dollars for 30 or
300 days.



CHAPTER 1 ® INTRODUCTION 7

These are examples of the workings of the accrual system. Trans-
actions enter the financial records as soon as they take place, not
when the cash involved with the transaction changes hands. It is quite
possible for a company to report big profits and be broke—unable
to come up with enough cash to buy a cup of coffee. Conversely, a
company may show a loss on its financial reports even though it put
cash in the bank.

The accrual method of business accounting guarantees that finan-
cial reports show scores, not real, spendable dollars.

But Scores Are Important

Before we leave this topic, let me offer a word of caution. Don’t
think that scores are unimportant because they don’t represent real
dollars. Jobs are lost, promotions are won, raises are given, companies
bought and sold on the basis of financial scores. You want to have
good scores in business, even if they don’t reflect the true cash status.
Good scores produce winners in business just as good scores produce
winners in sports.

In the rest of this book, you will learn some ways to improve the
scores.



This page intentionally left blank



80/20 rule
defined, 10
inventory turnover and, 61, 148

A

accelerated depreciation, defined, 42
accountants, defined, 10
accounting, defined, 10
accounting periods, defined, 10
accounts, defined, 10
accounts payable
balance sheet, recording on, 37
as current liability, 73
defined, 10
worksheet, recording on, 39-40,
65-66
accounts receivable
average collection period, explained,
58-60
as current asset, 71
defined, 10
working capital, relationship with, 57
worksheet, recording on, 41, 65
accrual method of accounting, 139
cash method versus, 6-7
defined, 10-11
accrued expenses. See also salaries
as current liability, 73
defined, 11
acid test
calculating, 135
when to use, 150
Acme Widget Company example
balance sheets (first year)
constructing from trial balance,
45-46
preliminmy setup, 35-38

Index

trial balance, completed
example, 155-156
trial balance, preparing, 43-45
worksheets, completed example,
153-154
worksheets, preparing, 38-43
balance sheets (second year)
analyzing, 69-71
completed example, 162
constructing from trial balance,
68-69
format for, 64
summary explanation, 71-74
trial balance, completed
example, 159-161
trial balance, preparing, 68
worksheets, completed example,
157-158
worksheets, preparing, 65-68
cash flow budgets, 123-129, 166-167
cost of sales, 80-81
discounted cash flow or present
value method, 109-115, 164
income statements (first year)
preparing, 80-83
what to include/not include,
76-80
income statements (second year)
analyzing, 90-91
completed example, 163
complications in calculating
cost of sales, 91-94
preparing, 87-89
reconciliation of retained
earnings, §9-90
summary explanation, 94-97
statements of changes in financial
position, 119-121, 165

aging, defined, 11 -



172 INDEX

allowances B
in balance sheets, 51-52, 142

as current asset, 71 bad debts, defined, 12-13

balance sheets

amortization :
in balance sheets, 142 Acr'ne Widget Company example
defined, 11 (first year)
of goodwill, 51 constructing from trial balance,
analyzing 45-46

balance sheets, Acme Widget

Company example (second year),

69-71

financial reports, summary
explanation, 147-150

income statements, Acme Widget

Company example (second year),

90-91
appreciation, defined, 11
assets. See also balance sheets
cost versus value, 47-48, 142-143
current assets
current ratio, calculating, 135
explained, 55
types of, 71-72
in working capital, 55-58
defined, 11-12
going concern assumption,
explained, 52-53
hidden assets
Acme Widget Company
example, 69
in financial reports, 74

intangible assets, balance sheets and,

48-50, 143
noncurrent assets, types of, 72
placement in balance sheet, 71
principal assets on balance sheet,
140-141
reserves and allowances for, 51-52
ROAU (return on assets used),
calculating, 103-104, 149
auditors, defined, 12
audits, defined, 12
authorized but unissued stock,
defined, 29
average collection period

Acme Widget Company example, 70

calculating, 58-60, 73, 148

income statement, preparing, 80-83
preliminary setup, 35-38
trial balance, completed example,
155-156
trial balance, preparing, 43-45
worksheets, completed example,
153-154
worksheets, preparing, 38-43
Acme Widget Company example
(second year)
analyzing, 69-71
completed example, 162
constructing from trial balance,
68-69
format for, 64
summary explanation, 71-74
trial balance, completed
example, 159-161
trial balance, preparing, 68
worksheets, completed example,
157-158
worksheets, preparing, 65-68
cost versus value, 47-48
current versus noncurrent items, 55
defined, 13
examples of, 32-35
explained, 31, 46
going concern assumption,
explained, 52-53
goodwill in, 50-51
income statements, relationship
with, 75
intangible assets and, 48-50, 143
principal assets on, 140-141
principal items of capital, 141
principal liabilities on, 141
reserves and allowances in, 51-52
sections of, 71
summary explanation, 140-143

bankruptcy of growing companies,
56-57, 73, 143
bonds, defined, 13

defined, 12
averages, calculating, 60-61



book value, defined, 13
book value per share, value of, 150
bookkeepers, defined, 13
books, defined, 13
bottom line, defined, 5. See also
income statements; net profit after
taxes
breakeven point
calculating, 132-134
defined, 13, 150
budgets
cash flow budgets
completed example, 166-167
explained, 123-129, 147
defined, 14
businesses, defined, 14

C

calculating
average collection period, 58-60,
73, 148
averages, 60-61
breakeven point, 132-134
cost of sales, 83-86, 144
complications in, 91-94
current ratio, 135, 142
debt-equity ratio, 135-136
earnings per share, 136
gross profit, 82, 145
inventory turnover, 60-61, 73, 148
net worth, 143
operating profit, 82
p/e (price-earnings) ratio, 136-137
quick ratio, 135
ROI (return on investment)
cash-on-cash return, 105
discounted cash flow or present
value method, 106-115,
149-150, 164
payback method, 106
reasons for, 99-100
ROAU (return on assets used),
103-104, 149
ROE (return on equity),
101-102, 148
ROIC (return on invested
capital), 102-103, 148-149

INDEX 173

capital. See also balance sheets
categories of, 73
debt-equity ratio, calculating,
135-136
defined, 14
placement in balance sheet, 71
principal items of, 141
ROIC (return on invested capital),
calculating, 102-103, 148-149
working capital
defined, 30, 141-142
explained, 55-58, 73
as percentage of sales, 70
sources of, 119
in statements of changes in
financial position, 117-121,
146
uses of, 119
capitalization, defined, 14
cash
balance sheet, recording on, 36
as current asset, 71
defined, 14
profits and retained earnings,
relationship with, 41
profits versus, 80
quick ratio, calculating, 135
retained earnings, relationship
with, 71
worksheet, recording on, 39, 65-67
cash flow budgets
completed example, 166-167
explained, 123-129, 147
cash flow, defined, 14
cash method of accounting, accrual
method versus, 6-7
cash-on-cash return, when to use,
105, 149
Certified Public Accountant (CPA),
defined, 16
changes in financial position,
statements of
completed example, 165
explained, 117-121
summary explanation, 146
chart of accounts, defined, 14-15
collections, average collection period
Acme Widget Company example, 70
explained, 58-60



174 INDEX

common stock, defined, 29
companies, defined, 15
comparisons
time frames for, 90-91
types of, 147-148
contingent liabilities, defined, 15
corporations, defined, 15
cost
breakeven point, calculating,
132-134
value versus, 47-48, 142-143
Acme Widget Company example,
69-70
cost accounting, defined, 15, 81
cost of goods sold. See cost of sales
cost of sales
Acme Widget Company example,
80-81
calculating, 83-86, 144
complications in calculating, 91-94
defined, 16
in inventory turnover, 60
as variable cost, 133
CPA (Certified Public Accountant),
defined, 16
credits, defined, 16
current assets
current ratio, calculating, 135
defined, 12
explained, 55
types of, 71-72
in working capital, 55-58
current balance sheet items,
noncurrent items versus, 55
current liabilities
current ratio, calculating, 135, 142
defined, 22
explained, 55
quick ratio, calculating, 135
types of, 72-73
when to use, 150
in working capital, 55-58

D

debits, defined, 16

debt-equity ratio, calculating,
135-136

debts, defined, 16

deferred charges. See prepaid
expenses
deferred income, defined, 16-17
depreciation
in balance sheets, 142
cost of sales, relationship with, 93
defined, 17
of fixed assets, 70
as noncurrent asset, 72
profits, relationship with, 43
worksheet, recording on, 42-43, 67
depreciation expenses, 80-81
discounted cash flow
defined, 17
in ROI (return on investment)
calculations, 106-115, 149-150
Acme Widget Company example,
109-115, 164
present value tables, how to use,
107-109
reasons for using, 106
dividends, defined, 17
divisions, defined, 17
dollars
present value tables for, 169-170
scores versus, 5-6, 139
worth in five years, 107
double entry, defined, 18. See also
balance sheets

E

earnings, defined, 18
earnings per share
calculating, 136
defined, 18
p/e (price-earnings) ratio,
calculating, 136-137
value of, 150
ebitda, defined, 18
80/20 rule
defined, 10
inventory turnover and, 61, 148
equity
debt-equity ratio, calculating,
135-136
defined, 18
ROE (return on equity), calculating,
101-102, 148



estimates
in balance sheets, 142
for cash flow budgets, 123-129
usage of, 53, 74, 139-140
expectations, calculating p/e
(price-earnings) ratio, 137
expenditures
defined, 18
expenses versus, 42, 77, 145
expenses
defined, 18-19
depreciation expenses, 80-81
expenditures versus, 42, 77, 145
income statement, recording on,
77-79
nonoperating expenses in income
statements, 86-87, 145
operating expenses, 82, 145
prepaid expenses
balance sheet, recording on, 37
as current asset, 72
defined, 25
income statement, 1‘60(}1‘ding
on, 77
worksheet, recording on, 40,
43, 66-67
worksheet, recording on, 43

F

FASB (Financial Accounting
Standards Board), defined, 19
FIFO (first in, first out), defined, 19
financial reports. See also specific
types of financial reports
analyzing, summary explanation,
147-150
estimates, usage of, 53, 74, 139-140
purpose and perspective of,
53-54, 140
financing for working capital, 56
finished goods, recording on
worksheet, 40-41, 65-66
fiscal years, defined, 19
fixed assets
balance sheet, recording on, 37
defined, 12
depreciation of
Acme Widget Company
example, 70

INDEX 175

worksheet, recording on, 42-43
as noncurrent asset, 72
repayment of, worksheet, recording
on, 40
worksheet, recording on, 39, 67
fixed costs
breakeven point, calculating,
132-134
defined, 19-20
franchise taxes, defined, 29

G

G&A (general and administrative
expenses), defined, 20
GAAP (Generally Accepted
Accounting Principles), defined, 20
going concern assumption, explained,
52-53, 74
goodwill
in balance sheets, 50-51
defined, 20
as noncurrent asset, 72
gross profit
calculating, 82, 145
defined, 26
gross sales, defined, 28
growing companies, bankruptey of,
56-57, 73, 143

H

hidden assets. See also intangible
assets
Acme Widget Company example, 69
in financial reports, 74
hidden liabilities
Acme Widget Company example, 70
in financial reports, 74

I

income. See profits
income statements
Acme Widget Company example
(first year)
preparing, 80-83
what to include/not include,
76-80
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Acme Widget Company example
(second year)
analyzing, 90-91
completed example, 163
preparing, 87-89
reconciliation of retained
earnings, 89-90
summary explanation, 94-97
balance sheets, relationship with, 75
bottom line, defined, 5
cost of sales
calculating, 83-86
complications in calculating,
91-94 '
explained, 76-80
nonoperating income and expenses,
86-87
summary explanation, 144-146
time frame, 78
income taxes
defined, 20, 29, 145
worksheet, recording on, 43
inflation, defined, 20-21
intangible assets. See also hidden
assets
balance sheets and, 48-50, 143
defined, 12
as noncurrent asset, 72
worksheet, recording on, 67
interest
defined, 21
ROIC (return on invested capital),
calculating, 102-103, 148-149
inventory balance sheet,
recording on, 37
in calculating cost of sales, 83-86
cost versus value, 47-48, 70
as current asset, 71
defined, 21
working capital, relationship with, 57
worksheet, recording on, 40-41,
65-66
inventory obsolescence
defined, 21
estimating, 142
inventory shrinkage, defined, 21
inventory turnover
calculating, 60-61, 73, 148
defined, 21-22
increasing, 57

invested capital
defined, 22
ROIC (return on invested capital),
calculating, 102-103

J

journals
defined, 22
recording in, 38

L

leasehold improvements, defined, 22
ledgers
defined, 22
recording in, 38
liabilities. See also balance sheets
contingent liabilities, defined, 15
current liabilities
current ratio, calculating, 135
explained, 55
quick ratio, calculating, 135
types of, 72-73
in working capital, 55-58
defined, 22
hidden liabilities
Acme Widget Company
example, 70
in financial reports, 74
long-term liabilities
current portion of, 72
debt-equity ratio, calculating,
135-136
defined, 22
ROIC (return on invested
capital), calculating, 102-103,
148-149
worksheet, recording on, 67
noncurrent liabilities, types of, 73
placement in balance sheet, 71
principal liabilities on balance sheet,
141
LIFO (last in, first out), defined, 19
liquidity, defined, 22
loans. See notes payable
long term, defined, 23
long-term liabilities
current portion of, 72
debt-equity ratio, calculating,
135-136



defined, 22
ROIC (return on invested capital),
calculating, 102-103, 148-149
worksheet, recording on, 67
losses, defined, 23

M

marginal cost, defined, 23

marginal revenue, defined, 23

market share, defined, 23

marketable securities, as current
asset, 71

marketing, defined, 23

markets, defined, 23

measuring. See calculating

mortgages, defined, 24

N

net profit after taxes. See also income
statements
defined, 26, 145
earnings per share, calculating, 136
retained earnings, relationship
with, 82
ROE (return on equity), calculating,
101-102, 148
ROIC (return on invested capital),
calculating, 102-103, 148-149
net profit before taxes, defined, 26
net sales, defined, 28
net worth
Acme Widget Company example, 69
calculating, 143
as capital, 73
defined, 24
noncurrent assets, types of, 72
noncurrent balance sheet items,
current items versus, 55
noncurrent liabilities, types of, 73
nonoperating expenses in income
statements, 86-87, 145
nonoperating income in income
statements, 86-87, 145
notes payable
balance sheet, recording on, 36
as current liability, 72
repayment of, worksheet, recording
on, 40
worksheet, recording on, 39
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obsolescence, defined, 24
operating expenses, 82, 145
operating profit

calculating, 82

defined, 26

ROAU (return on assets used),

calculating, 103-104, 149
operating statements. See income
statements

opportunity cost, defined, 24
overhead, defined, 24-25

P

partnerships, defined, 25
payback method, explained, 106, 149
p/e (price-earnings) ratio
calculating, 136-137
defined, 26
value of, 150
perspective of financial reports,
53-54, 140
posting, defined, 25
preferred stock, defined, 28
prepaid expenses
balance sheet, recording on, 37
as current asset, 72
defined, 25
income statement, recording on, 77
worksheet, recording on, 40, 43,
66-67
present value
defined, 25-26
in ROI (return on investment)
calculations, 106-115, 149-150
Acme Widget Company example,
109-115, 164
present value tables, how to use,
107-109
reasons for using, 106
present value tables
completed, 169-170
how to use, 107-109
price per share, calculating p/e
(price-earnings) ratio, 136-137
price-earnings (p/e) ratio. See p/e
(price-earnings) ratio
productivity, defined, 26
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profit as a percentage of sales,
explained, 131-132, 150
profit-and-loss statements. See
income statements
profits
cash and retained earnings,
relationship with, 41
cash versus, 80
cost of sales, relationship with, 92-94
defined, 26
depreciation, relationship with, 43
to finance working capital, 56
sales, relationship with, 43
property taxes, defined, 29
purpose of financial reports,
53-54, 140

Q

quick ratio
calculating, 135
when to use, 150

R

raw materials
repayment of, recording on
worksheet, 40
worksheet, recording on, 40, 65-66
reconciliation of retained earnings,
89-90, 145
reductions in value, 142
rent payments. See prepaid expenses
repayments, recording on
worksheet, 40
reserves
in balance sheets, 51-52, 142
as current asset, 71-72
as variable cost, 133
worksheet, recording on, 67
retained earnings
as capital, 73
cash, Acme Widget Company
example, relationship with, 71
cash and profits, relationship
with, 41
defined, 27
net profit after taxes, relationship
with, 82

reconciliation of, 89-90, 145
reserves and allowances, relationship
with, 52
worksheet, recording on, 41, 65-67
return on assets used. See ROAU
(return on assets used)
return on equity. See ROE (return on
equity)
return on invested capital. See ROIC
(return on invested capital)
return on investment. See ROI
(return on investment)
returns, defined, 27
revenues, defined, 28
risks, defined, 28
ROAU (return on assets used)
calculating, 103-104, 149
defined, 27
ROE (return on equity)
calculating, 101-102, 148
defined, 27
ROI (return on investment)
calculating
cash-on-cash return, 105
discounted cash flow or present
value method, 106-115,
149-150, 164
payback method, 106
reasons for, 99-100
ROAU (return on assets used),
103-104, 149
ROE (return on equity),
101-102, 148
ROIC (return on invested
capital), 102-103, 148-149
defined, 27
summary explanati(m, 148-150
ROIC (return on invested capital)
calculating, 102-103, 148-149
defined, 27
rounding off, defined, 28

S

salaries
in cost of sales calculations, 92-93
as variable cost, 133
worksheet, recording on, 43, 66



sales
average collection period, explained,
58-60
breakeven point, calculating,
132-134
defined, 28, 144
estimating for cash flow budget, 124
income statement, recording on,
77-79
profit as a percentage of sales,
explained, 131-132, 150
profits, relationship with, 43
working capital as percentage of, 70
working capital, relationship with,
56-58
worksheet, recording on, 41, 65
sales taxes, defined, 29
scores
dollars versus, 5-6, 139
importance of, 7
short term, defined, 28
statements of changes in financial
position
completed example, 165
explained, 117-121
summary explanation, 146
statements of earnings. See income
statements
statements of retained earnings,
89-90, 145
stock or goods, defined, 29
stocks
analysis tools, value of, 150
balance sheet, recording on, 36
as capital, 73
defined, 28-29
earnings per share, calculating, 136
p/e (price-earnings) ratio,
calculating, 136-137
worksheet, recording on, 39
straight-line depreciation, defined, 42
subsidiaries, defined, 29
success, determining. See ROI
(return on investment)
sunk costs, defined, 29
surplus. See retained earnings
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T

taxes
cost of sales, relationship with, 92-94
defined, 29-30
worksheet, recording on, 43, 67
time frames
for comparisons, 90-91, 147
for income statements, 78
treasury stock, defined, 29
trial balances
Acme Widget Company example
(first year)
completed example, 155-156
constructing balance sheet,
45-46
preparing, 43-45
Acme Widget Company example
(second year)
completed example, 159-161
constructing balance sheet,
68-69
preparing, 68
defined, 30

\Y%

value
cost versus, 47-48, 69-70, 142-143
reductions in, 142
variable costs
breakeven point, calculating,
132-134
defined, 30

w

working capital
defined, 30, 141-142
explained, 55-58, 73
as percentage of sales, 70
sources of, 119
in statements of changes in financial
position, 117-121, 146
uses of, 119
worksheets
Acme Widget Company example
(first year)
completed example, 153-154
preparing, 38-43
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Acme Widget Company example
(second year)
completed example, 157-158
preparing, 65-68
write-down
cost versus value, 47-48
as current asset, 72
defined, 30
worksheet, recording on, 67
write-off
cost versus value, 47-48
as current asset, 72
defined, 30
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