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balance sheet (continued)
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solutions to problems (income statement/
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bookkeeping cycle
computerized, 56
overview, 47
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problems, 133-134
solutions to problems, 133, 135-141
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calculators
recommendation for, 4
retirement, 271
using for interest calculations, 267
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capital, analyzing return on, 210-211
capital expenditures, 66
capital intensive, 129
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compared, 10-11
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cash flow
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problems, 49-50
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claims, 7
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problems, 86-87
solutions to problems, 86, 90-95
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compound interest. See also interest; simple
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overview, 266-267
problems, 267-268
solutions to problems, 267, 279-286
compounding, 262
conservative accounting methods, 177
contra account, 49
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in the internal profit report, 205
per unit, 206, 215-217
controller, 78
cooking the books, 19, 240, 292
cost accounting system, 232
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cost of goods sold expense
account, 49
methods of recording the, 181-187
problems, 182, 184
recording internally, 205
solutions to problems, 182, 194-199
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indirect, 246
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product, 231-232, 238-239, 241-245, 247
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debt
balance sheet and, 152-154
covenants, 152
problems, 154
solutions to problems, 155-157
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direct costing, 249
direct manufacturing costs, 242
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direct write-off method, of accounting for bad
debts expense, 83
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considerations of, 104
distributions from profit and, 23
of labor costs, 68
problems, 104-105
rules of, 153
solutions to problems, 104, 113-118
discount basis, of a loan, 264
distributions from profit, disclosure and, 23
distributors, 229
dividend income account, 49
double-declining balance method, of allocation,
189
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earnings management, 255. See also massaging
the numbers
earnings multiple method, as a business
valuation approach, 140
earnings statement. See income statement
economic exchanges, 53
effective, versus nominal interest rates, 262-263
end-of-year. See year-end
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entries
adjusting, 75-76
closing, 85
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accounting, 7
profit, 38
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problems, 154
solutions to problems, 155-157
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overview, 181
problems, 186
solutions to problems, 194-199
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expense, 185
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problems, 42-45
financial leverage gain/loss, 211
financial report, elements of a, 119
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accuracy of, 290
connections between, 290-291
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internal, 269
interpretation of, 293-294
overview, 13-18
purpose of, 289
revision of, 292-293
rules of, 289-290
financing activities, 17, 28. See also financing
transactions
categories of, 66
definition of, 122
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activities
problems, 67
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balance sheet and, 151

cost of, 62

definition of, 78

overview, 66

problems, 152

removing from service, 91

solutions to problems, 155-157
fixed operating expenses

in the internal profit report, 205

per unit, 207
follow-up transactions, 28

problems, 64-65

recording, 64

solutions to problems, 64, 68-73
footnotes, of a balance sheet, 152-153
Form 1120, U.S. Corporation Income Tax Return,

for business corporations, 48, 68

fungible product

definition of a, 181

methods of recording the cost of goods sold

expense for a, 181-187
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GAAP (Generally Accepted Accounting
Principles), 99, 177, 289-290

general journal, 56

Generally Accepted Accounting Principles
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Gilbert Welytok, Jill, Sarbanes-Oxley For
Dummies, 88

Goethe, 53

going concern assumption, 293
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idle capacity, calculation of, 245
impaired assets, 130
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dividend, 49
interest, 49

investment, 58

problems, 59-60

recording, 58

solutions to problems, 59, 68-73
sources of, 58

income statement
balance sheet and, 143-144
definition of, 27
disclosure in the, 103-104
external, 85
format of the, 102
multi-step format of the, 102
overview, 13
problems, 13-14, 103, 145-146, 148-150
solutions to problems, 13, 103, 113-118, 145,
148, 155-157
incremental profit. See marginal profit
indirect costs, allocating, 246
indirect manufacturing costs, 242
indirect method, using to report cash flow from
operating activities, 170
installments. See loan
intangible assets, 81
interest
compound, 266-267
nominal versus effective rates, 262-263
simple, 260-261
interest. See also compound interest; simple
interest
problems, 260-262, 263-266, 267-268
solutions to problems, 260-261, 263, 265, 267,
279-286
interest income, 49
interest rates, 266
internal controls
definition of, 299-300
instituting, 88
overview, 76
problems, 89
recordkeeping procedures and, 88
solutions to problems, 89-95
internal financial statements, 269
internal profit report (P&L), 204
investing, in a retirement account, 270-271
investing activities, 17, 28. See also investing
transactions
categories of, 66
definition of, 122
in the statement of cash flows, 168
investing transactions. See also investing
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problems, 67
recording, 66
solutions to problems, 67-73
investment income, 58
IRS (Internal Revenue Service)
Form 1120 U.S. Corporation Income Tax Return,
48, 68
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solutions to problems, 57, 68-73
net, definition of, 30
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nominal, versus effective interest rates, 262-263
liabilities nominal accounts, 50-51

current, 127 non-manufacturing costs, 229
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T normative operating ratio, versus actual

leverage, 8

types of, 30 : .
liberal accounting methods, 177 operating ratio, 146-148
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liquidation effect, 252 note payable, 31

overview, 181

problems, 188 o 0 [
solutions to problems, 194-199
using to determine the cost of goods sold operating
expense, 186-187 assets, 100
loan cycle, 127
discount basis of a, 264 leverage, 214
paying off a, 268-270 liabilities, 30
problems, 269-270 operating activities
solutions to problems, 269, 279-286 definition of, 122
long-term investments, classifying, 28 format of cash flow from, 170
long-term operating asset, cost of a, 62 in the statement of cash flows, 168
losses operating expenses, fixed
problems, 62-63 in the internal profit report, 205
recording, 61 per unit, 207
solutions to problems, 62, 68-73 operating expenses, variable, 205
operating leverage, 224
operating profit. See also profit
¢ M . definition of, 204

in the internal profit report, 205
methods of analyzing, 206-207
problems, 208-210

solutions to problems, 208, 220-227

management control reports, 298
manufacturers, 229
manufacturing costs

calculation for, 237

definition of, 229 operating ratio .

direct, 242 actual versus normative, 146-148
problems, 232-233, 236 definition of, 146-148

solutions to problems, 232, 248-257 organization, of this book, 2-3
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original journal entries, importance of, 56-57
overhead, 229-230
owners’ equity

definition of, 7, 110, 120

solutions to problems, 172-176

sources of, 120

manufacturing entries, 233-235

marginal analysis, 253

marginal profit, 207

massaging the numbers, 19, 240, 292. See also
earnings management
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P&L statement (internal profit report). See also
income statement
overview, 204
problems, 13-14
solutions to problems, 13, 21-25
pass-through entity, 179
period costs, versus product costs, 231-232
posting, to the accounts, 56
PP&E (property, plant, and equipment), 30, 66
prepaid expenses, 194
problems
accounting equation, 8-9
accounting fraud, 20
accounting methods, 179-180, 182, 184, 186,
188-193
adjusting entries, 76-77, 83-85
amortization, 81-82
asset valuation, 131-132
bad debts expense, 191-193
balance sheet, 145-146, 148-150
balance sheet building, 15-16, 121-122, 123-124
balance sheet growing, 126-130
business valuation, 133-134
cash- and accrual-basis accounting, 11-12
cash flow, 164-166, 170-171
chart of accounts, 49-50
closing the books, 86-87
compound interest, 267-268
cost of goods sold expense, 182, 184
credits, 54-55
debits, 54-55
debt, 154
depreciation, 79-80
depreciation methods, 189-190
disclosure, 104-105
equity, 154
expenses, 36-38, 62-63, 107-108
FIFO (first-in, first-out method), 186
financing transactions, 67
fixed assets, 152
follow-up transactions, 64-65
income, 59-60
income statement, 13-14, 145-146, 148-150
income statement format, 103
internal controls, 89
investing transactions, 67
journal entries, 57-58
LIFO (last-in, first-out method), 188
loan, 269-270
losses, 62-63
manufacturing costs, 232-233, 236
operating profit, 208-210

P&L statement, 13-14
product cost, 238-239, 241-245, 247
profit, 39-41, 100-101, 110-112
profit calculations, 161-162
profit factors, 218-219
profit improvement, 213-217
profit mapping, 205
real versus nominal accounts, 51-53
retirement account, 271
return on capital, 211-212
revenue, 59-60
ROI (return on investment), 272-278
sales, 34-35, 107-108
set-up transactions, 64-65
simple interest, 260-262, 263-266
statement of cash flows, 17-19
stockholders’equity, 163
transactions, 28-29, 31-33
year-end, 179-180
product costs
calculating, 237-246
calculation model for, 242
modifications to calculation of, 243
overview, 230-231
problems, 238-239, 241-245, 247
solutions to problems, 238, 241, 243, 245,
248-257
versus period costs, 231-232
production capacity, 237
products, unique versus fungible, 181
profit. See also operating profit; profit factors;
return on capital
analysis methods, 206-207
calculating from the balance sheet, 159-161
centers, 296
concepts of, 99-100
definition of, 100
effects of, 109-110
equation, 38
key factors that drive, 203-204
manipulation of, 292
mapping, 203-204
marginal, 207
measuring, 10
model, 299
problems (general), 39-41, 100-101
problems (profit calculations), 110-112,
161-162
problems (profit improvements), 213-217
problems (profit mapping), 205
solutions to problems (general), 39-45, 100, 110,
113-118, 172-176
solutions to problems (profit analyzing),
220-227
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213, 215, 217
solutions to problems (profit mapping), 205
ways to improve, 213-217
solutions to problems (profit calculations), 161
profit & loss statement. See income statement
profit behavior, solutions to problems, 220-227
profit factors. See also profit
problems, 218-219
solutions to problems, 218, 220-227
profit-making transactions, 27
profit performance. See profit
profit performance reports, designing for
managers, 297-298
property, plant, and equipment (PP&E), 30, 66
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ratio of debt to equity, 8
real accounts, 50-51
real versus nominal accounts
problems, 51-53
solutions to problems, 51, 68-73
receivables, uncollectible, 190
recording
amortization expense, 81
bad debts expense, 190-192
depreciation expense, 78-79
expenses/losses, 61
investing/financing transactions, 66
journal entries, 56-57
revenue/income, 58
set-up/follow-up transactions, 64
recordkeeping process, overview, 47
rental income, 49
report form, of a balance sheet, 160
responsibility accounting, 296
retailers, 229
retained earnings, 23, 69
retained earnings account, using to close
accounts, 85
retirement account
investing in a, 270-271
problems, 271
solutions to problems, 271, 279-286
retirement calculators, 271
return on capital. See also profit
analyzing, 210-211
problems, 211-212
solutions to problems, 211, 220-227
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return on investment (ROI)
measuring, 272-278
problems, 272-278
solutions to problems, 272-273, 274, 275, 276,
277-278, 279-286
revenue
problems, 59-60
recording, 58
solutions to problems, 59, 68-73
ROI (return on investment)
measuring, 272-278
problems, 272-278
solutions to problems, 272-273, 274, 275, 276,
277-278, 279-286
royalty income, 49
running balance, 54
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sales
problems, 34-35, 107-108
solutions to problems, 34, 42-45, 107, 113-118
types of, 33
sales returns and allowances account, 49
sales revenue
account, 49
definition of, 217
formula for, 100
in the internal profit report, 204
sales volume, 217
Sarbanes-Oxley For Dummies (Gilbert Welytok), 88
set-up transactions
overview, 28
problems, 64-65
recording, 64
solutions to problems, 64, 68-73
simple interest. See also compound interest;
interest
overview, 260-261
problems, 260-262, 263-266
solutions to problems, 260-261, 263, 265,
279-286
single-step format, of the income statement, 102
solutions to problems
accounting equation, 8
accounting fraud, 20
accounting methods, 194-199
adjusting entries, 76, 83, 90-95
amortization, 81, 90-95
asset valuation, 131, 135-141
bad debts expense, 191-192, 194-199
balance sheet, 15, 121, 135-141
balance sheet building, 123, 135-141
balance sheet growing, 126, 128, 129, 135-141
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solutions to problems (continued)

bookkeeping cycle, 68-73, 90-95

business valuation, 133, 135-141

cash- and accrual-basis accounting, 11

cash flow, 172-176

cash flow from profit, 164, 172-176

chart of accounts, 49, 68-73

closing the books, 86, 90-95

compound interest, 267, 279-286

cost of goods sold expense, 182, 194-199

credits, 54, 68-73

debits, 54, 68-73

debt, 155-157

depreciation, 79, 90-95

depreciation methods, 189, 194-199

disclosure, 104, 113-118

elements of business accounting, 21-25

equity, 155-157

expenses, 36, 42-45, 62, 68-73, 107, 113-118

FIFO (first-in, first-out method), 194-199

financial effects of transactions, 42-45

financing transactions, 67-73

fixed assets, 155-157

follow-up transactions, 64, 68-73

income, 59, 68-73

income statement, 13, 145, 148, 155-157

income statement format, 103, 113-118

interest, 279-286

internal controls, 89-95

investing transactions, 67-73

journal entries, 57, 68-73

LIFO (last-in, first-out method), 194-199

loan, 269, 279-286

losses, 62, 68-73

manufacturing cost accounting, 248-257

manufacturing costs, 232, 248-257

operating profit, 208, 220-227

owners’ equity, 172-176

P&L statement, 13

product cost, 238, 241, 243, 245, 248-257

profit, 100, 110, 113-118

profit behavior, 220-227

profit calculations, 161

profit factors, 218, 220-227

profit improvement, 213, 215, 217

profit mapping, 205

real versus nominal accounts, 51, 68-73

reporting financial condition on balance sheet,
135-141

retirement account, 271, 279-286

return on capital, 211, 220-227

revenue, 59, 68-73

ROI (return on investment), 272-273, 274, 275,
276, 277-278, 279-286

sales, 34, 42-45, 107, 113-118
set-up transactions, 64, 68-73
simple interest, 260-261, 263, 265, 279-286
statement of cash flows, 17
stockholders’ equity, 172-176
year-end, 179, 194-199
solvency, 128
specific identification method, using to record
cost of goods sold expense, 181
specific write-off method, using to record the bad
debts expense, 190
standard terminology, in an internal profit report,
204
statement of cash flows
definition of, 27
overview, 17-18, 159
problems, 17-19
solutions to problems, 17, 21-25
statement of changes in stockholders’ equity, 162
statement of financial condition. See balance
sheet
statement of financial position. See balance sheet
statement of operations. See income statement
stockholders’ equity
problems, 163
solutions to problems, 172-176
straight-line amortization, 81
straight-line depreciation method
of allocation, 189
definition of, 79
system of debits and credits, overview, 53
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T accounts, 54, 109
table look-up method, using for interest
calculations, 267
terminology, in an internal profit report, 204
The Fast Forward MBA In Finance (Tracy), 99
The Financial Accounting Standards Board
(FASB), 72
Tracy, John
Accounting For Dummies, 1, 2
Houw to Read a Financial Report, 1, 291
The Fast Forward MBA In Finance, 99
transactions
financing/investing, 66, 67-73
problems, 28-29, 31-33
set-up/follow-up, 28, 64-65, 68-73
solutions to problems, 28, 31, 42-45
two-sided, 53
types of, 27-28, 122, 168
transposition error, 90
two-sided transaction, 53
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uncollectible receivables, 190
unique product, 181
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value, of assets, 130-132

valuing
a business using the balance sheet, 133

a business using the earnings multiple method,

140

variable costing, 249
variable operating expenses, in the internal profit

report, 205

o[/ o

window dressing, 139
work-in-process inventory account, 234
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year-end
adjusting entries, 75-76
problems, 179-180
solutions to problems, 179, 194-199
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