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1099 form, 96
5S Analysis, 295

A
Absorption costing, 140
Account categories, 17–18
Accounting cycle, definition of, 7–8
Accounting period, definition of,

6–7
Accounting principles, 12–13
Accounts payable

closing, 189–190
controls, 247–249
definition of, 13

Accounts receivable
definition of, 13
journal entries, 310–313
payment transaction, 123–124

Accrual method of accounting, 9
Accruals

on balance sheet, 201
unpaid benefits, 180
unpaid wages, 70–71, 180, 183

Accumulated amortization,
definition of, 159

Accumulated depreciation
definition of, 158
to fixed assets ratio, 166–168
transaction, 162–163

Adjusted trial balance, 177–178
Allowance for bad debts, 179,

181–182

Amortization, definition of, 158
Annualized wage calculation, 77–78
Asset

accounts, 18–19
current, 194–195
derecognition, 164–165
gain or loss, 164
long-term, 195

Average inventory, 151–152

B
Bad debt journal entry, 312
Balance sheet

accounts, 18–20, 194
creation of, 198–199
definition of, 6, 193
format, 196–197

Bank reconciliation, 128–130,
299–300

Benefits
journal entry, 300
tax exemption criteria, 61–62

Billing
controls, 101, 255–257
procedure, 100

Biweekly payroll, 50–51
Bonus transaction, 68, 300
Bookkeeping

definition of, 3
interaction with CPA, 4
job description, 3–4
qualifications for, 4

329

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Chapter = E1BINDEX Date: Feb 2, 2011 Time: 1:55 pm

330 Index

Box storage procedure, 271
Budget

capital, 241–242
cost of goods sold, 228–229
direct labor, 228
facilities, 239–240
financing, 244
flex, 244–245
general and administrative,

235–236
marketing, 235
overhead, 228
production and inventory,

225–226
purchasing, 226–227
research, 240–241
revenue, 224–225
sales department, 234–235
staffing, 236–239

Budgeting
importance of, 221
system of, 221–224

C
Cafeteria plan, 56–57
Capital budget, 241–242
Capital expenditure, definition of,

156
Capitalization limit, 156–157
Cash

forecasting, 130–131
investment, 132–133
journal entries, 299–300
method of accounting, 8–9
negative, 200
receipt transaction, 34–35
petty, 92–94
sufficiency, 133

Cash flow statement, budgeted,
243–244

Cash management
controls, 122–123
procedure, 121–122

Certified public accountant (CPA)
definition of, 4
interaction with bookkeeper, 5

Chart of accounts
account categories, 17–18
definition of, 15
structure of, 21–28
updates to, 15–17

Check receipt controls, 260–262
Check run, processing of, 90–91
Closing the books

activities, 185–188
checklist, 185
improvements to, 188–190

COBRA, 58
Collection

activities, 116–118
agency, 118
controls, 102, 257–260
effectiveness index, 119–120
procedure, 100

Commission
calculation of, 54
journal entry, 300–301

Commodity spend report, 286
Compound interest, 169–170
Condensed income statement, 210
Conservatism principle, 12
Consistency principle, 12
Contractor, definition of, 43–44
Controls

accounts payable, 247–249
billing, 101, 255–257
cash management, 122–123
check receipt, 260–262
collection, 102, 257–260
credit, 100–101, 251–253
credit memo, 102
order entry, 251–253
payment, 81
payroll, 41–43, 262–264
perpetual inventory tracking,

253–255
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procurement card, 249–251
purchasing, 81
shipping, 251–253

Cost of goods sold
budget, 228–229
calculation of, 213
definition of, 135

Cost principle, 12
Cost reduction reports, 277–282
CPA. See Certified public accountant

(CPA)
Credit

controls, 100–101
granting procedure, 99,

102–103
overview of, 10–12

Credit card
payment dispute, 124

purchases, 80–81
sale transaction, 108–109
usage, 98

Credit controls, 251–253
Credit hold, 117
Credit memo

controls, 102
transaction, 115–116

Credit reports, 103–104
Current assets, 194–195
Current liabilities, 195–196, 300–303
Current ratio, 201–202
Customer statements, 110–111

D
Days’ sales outstanding, 118–119
Debit, 10–12
Debt

duration of, 171–172
to equity ratio, 203–204
transactions, 172

Deposit in transit, 127
Depreciation

definition of, 14, 158
double declining balance, 161

journal entry, 304–306
MACRS, 161
straight line, 159
sum of the years’ digits, 160
transaction, 162, 178

Direct deposit, 66
Direct labor budget, 228
Discontinued operations, 213–214
Dividend journal entries, 303–304
Document destruction procedure,

272
Document retention policy,

268–270
Double declining balance

depreciation, 161
Double-entry bookkeeping, 10–11
Dunning letter, 117

E
Early payment discount, 94–95,

113–114, 313
Earnings credit strategy, 132
Earnings per share, calculation of,

215
Economic entity principle, 12
Employee

definition of, 43–44
reduction analysis, 287–295
setup, 44

Equity accounts, 20
Expense coverage days, 134
Expense report processing, 83–84
Extraordinary items, 214

F
Facilities budget, 239–240
Federal income taxes

calculation of, 59–60
remittance of, 71–72

Federal unemployment tax,
61, 72

FIFO (First In, First Out) method,
142–144
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Filing systems, 267–268
Financial statement

budget, 243–244
worksheet, 184

Financing budget, 244
Finished goods inventory, definition

of, 14
First In, First Out (FIFO) method,

142–144
Fixed asset

to accumulated depreciation
ratio, 166–168

controls, 165
costs related to, 157–158
definition of, 155
impairment, 163
journal entries, 304–306
to repairs and maintenance ratio,

165–166
Flex budget, 244–245
Forms

1099, 96
notice of nonpayment, 95
W-2, 73–74
W-4, 45–48

Full disclosure principle, 12

G
General and administrative budget,

235–236
General ledger, definition of,

14, 29
Generally accepted accounting

principles (GAAP), 5
and absorption costing, 140
and cost of inventory, 147

Going concern principle, 12–13
Gross profit percentage,

217–218

H
Horizontal analysis, 216–217
Hourly rate plan, 51

I
IFRS (International Financial

Reporting Standards), 5
Impairment, 163
Income statement

accounts, 20–21
budgeted, 243–244
condensed, 210
creation of, 211–212
definition of, 6, 205
format of, 206–208
header, 206
line items to include in, 205–206
multistep, 209–210
periods to include in, 205
single-step, 209

Income taxes, calculation of,
59–60

Intangible asset, definition of,
155–156

Interest
compound, 169–170
separated from principal,

170–171
simple, 169

International Financial Reporting
Standards (IFRS), 5

Inventory
average, 151–152
budget, 225–226
definition of, 13–14, 135
journal entries, 306–308
obsolete, 148–150
record accuracy, 138–139
purchases, 80, 85
turnover, 152–153

Investment strategies, 132–133
Invoices

creation, 104–105
early issuance, 112
issuance frequency, 111–112
layout, 110
line item, 112–113
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numbering, 88–89
transaction, 105–106

J
Journal entry

accounts receivable, 123–124,
310–313

accrued wages, 180
allowance for bad debts, 179
bank reconciliation, 299–300
bonus, 68
cafeteria plan, 68–69
cash receipt, 34–35
credit card sale, 108–109
credit memo, 115–116
current liabilities, 300–303
customer invoice, 105–106
debt, 172
definition of, 32
depreciation, 162–163, 178
dividend, 303–304
fixed assets, 304–306
inventory, 85, 306–308
late payment fee, 85–86
lease, 309
long-term construction contracts,

309–310
manual payroll check, 69–70
obsolete inventory, 149–150
payment, 34
payroll, 67
petty cash, 92–93
prepaid expenses, 180
purchase, 33
sales discount, 109
sales receipt, 106
sales return, 109–110, 150
sales taxes, 107–108, 114–115
sale transaction, 32–33, 313–314

stock, 314–316
supplies purchase, 84
suspense account, 125–126
unpaid wages, 70–71, 183

L
Last In, First Out (LIFO) method,

147
Late payment fee, 85–86
Lease journal entries, 309
Liability

accounts, 19–20
current, 195–196
long-term, 196

Life insurance income, 54–55
LIFO (Last In, First Out) method,

147
Lockbox, 126–127
Long-term assets, 195
Long-term construction contracts,

309–310
Long-term liabilities, 196
Lower of cost or market, 147–148

M
Modified Accelerated Cost Recovery

System (MACRS)
depreciation, 161

Marketing budget, 235
Matching principle, 13
Materiality principle, 13
Medicare taxes, 60–61
Monetary unit principle, 13
Multistep income statement,

209–210

N
Negative cash, 200
Net credit sales, 217
Net income percentage, 218
Net pay, calculation of, 62
Nexus, 106–107
Nonpayment notification, 95
NSF check, 127

O
Obsolete inventory, 148–150
Order entry controls, 251–253
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Other comprehensive income, 215
Outsourcing of payroll, 74–75
Overhead budget, 228
Overnight repurchases strategy, 132
Overtime, calculation of, 53

P
Parts consolidation, 284
Payment

approvals, number of, 82–83
controls, 81
notification, 95
repetitive, 91–92
transaction, 34

Payroll
biweekly, 50–51
cards, 66–67
cash payments, 62–65
check payments, 65–66
close, 189
controls, 41–43, 262–264
cycles, number of, 50
direct deposit, 66
outsourcing, 74–75
process flow, 39–41
semimonthly, 50–51
transaction fees, 75–77
transactions, 67–71

Periodic inventory system, 136–137
Perpetual inventory system,

137–138, 253–255
Personal property taxes, 87–88
Petty cash processing, 92–94
Piece rate plan, 51–52
Policies

document retention, 268–270
storage area, 270–271

Post-closing trial balance, 183
Postmortem, bad debt, 102, 260
Prepaid expenses, 180
Principal, separated from interest,

170–171
Procedures

bank reconciliation, 128–130
billing, 100
box storage, 271
cash management, 121–122
collections, 100
credit, 99, 102–103
document destruction, 272

Procurement card controls, 249–250
Production budget, 225–226
Property taxes, 301
Purchase order compliance, 97
Purchase transaction, 33–34
Purchasing

budget, 226–227
controls over, 81
metrics, 97–98
process flow, 79–81
subledger, 30–31

Q
Quick ratio, 202–203

R
Raw materials inventory, definition

of, 14
Record keeping, 267–275
Remittance advice, 124–125
Remote deposit capture, 127
Repairs and maintenance to fixed

assets ratio, 165–166
Research budget, 240–241
Retail method, 139–140
Revenue

budget, 224–225
journal entries, 313–314

Revenue recognition principle, 13
Reversing accrual, 9
Royalties journal entry, 301

S
Sales

department budget, 234–235
discount transaction, 109
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receipt, 105, 106
return transaction, 109–110, 150
subledger, 30
tax remittance, 114–115
tax transactions, 107–108

Sale transaction, 32–33
Semimonthly payroll, 50–51
Separate investment strategy, 132
Shareholders’ equity, 196
Shipping controls, 251–253
Simple interest, 169
Single-step income statement, 209
Small claims court, 117–118
Social Security taxes, calculation of,

60
Spend analysis, 282, 285–287
Spend compliance, 284–285
Staffing budget, 236–239
Standard costing

overview of, 140–141
variances, 141–142

Statement of financial position, 193
Stock journal entries, 314–316
Storage area policy, 270–271
Straight line depreciation, 159
Subledger, definition of, 29–31
Sum of the years’ digits

depreciation, 160
Supplier

consolidation, 282–284
spend trend report, 287

Supplies purchase, 84
Suspense account, 125–126

T
Tax

calculating federal, 59–60
calendar, 273
exemptions, 61–62
income, calculation of, 59–60
Medicare, 60–61
personal property, 87–88
property, 301

record keeping, 272–275
remitting federal, 71–72
Social Security taxes,

calculation of, 60
use, 86–87

Timekeeping, 48–49
Time period principle, 13
Transaction, definition of, 7
Treasury stock journal entries,

315–316
Trial balance

adjusted, 177–178
adjustments, 178–80
balanced, 176
definition of, 14–15, 175–176
error detection, 177
post-closing, 183
unadjusted, 177–178

U
Unadjusted trial balance, 177–178
Unemployment tax, remittance of,

72
Use taxes, 86–87
Useful life, 156

V
Vacation accrual, 302
Variance analysis, 141–142
Vertical analysis, 215–216

W
W-2 Form, 73–74
W-4 Form, 45–48
Wage accrual, 70–71, 180, 183,

302
Warranty accrual, 302
Waste analysis, 296
Work-in-process inventory,

definition of, 14
Workweek, 49–50
Workforce reduction analysis,

287–295
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