FUNDAMENTALS
OF FINANCIAL

“ACCOUNTING

Glenn A. Welsch

Daniel G. Short
both of the
College of Business Administration

The University of Texas at Austin

Fifth Edition v HOW,
1987 e v s 1

gl g ]
IRWIN Tyl D2IA03%
oo Tencnaieth
Homewood, Illinois 60430




CONTENTS

1 PERSPECTIVES—ACCOUNTING OBJECTIVES
AND COMMUNICATION 3

PART A—THE OBJECTIVES AND ENVIRONMENT OF
ACCOUNTING

Accounting Defined. Accounting Operates in 2 Complex Environment.
dem&mmmm The Use of

Pmduafhﬂtmntmg &wéwwmbyOrmnh Emnicymens ot the
Public Sector. Gupshvdvedm&mnﬂnghmz“?wpnd Ac-
counting Standards Board (FASB). American Institute of Certifind Pubix
Acrountants (AICPA). Secunities and Exchange Commission (SEC). American
Accounting Association (AAA). Financial Executives Institute (FEL. Sumomary of
Part A. Demonstration Case.

PART B—COMMUNICATION OF ACCOUNTING INFORMATION

Communication Concepts and Approaches. Overview of External Finan-
cial Statements: The Income Statement. The Balance Sheet. Statement of
Changes in Financial Position (SCFP). Demonstration Case.

2 THE FUNDAMENTAL ACCOUNTING MODEL
AND TRANSACTION ANALYSIS 51

The Fundamental Accounting Model. Nature of Transactions. The Funda-
mental Accounting Model Illustrated. The Account. Transaction Analysis:
Transaction Analysis and Recording. Demonstration Case. Some

Misconceptions.



PART ASAPRGUARIIING AND REPORTING CASH

Cash Defined. Internal Contech o Cash Bark Astamerts to egemting

zq:um4Manlw Bars Wt 1
Bank Reconciliation ustrated. Cask (vt and St Potty © son,

Compansating, Balarces Duta Processin, A Cash
PART BMEASURING AND REPORTING SHORT TERM
INVESTMENTS.

Short Term Investments Defined. Measurerment o Shont Term Teriest
meants: Short Term Insestonents Vilued ot Lower of Cost or Marke! (1014
Short-Term Investments Valued ot Lower of Cost or Market (LM Cortidicaies
of Deposit. Adjusting, Entries lon lvestment Raverie

PART CMEASURING AND REPORTING RECEIVABLES

Hecwivable Defined. Trade Recervabhes. Special acersabhes Notus Vocers
e Intevest Calewlations on Noves, Accounting for Notes Racervable [rfndl! of

@ Note Receivable # Note . Comstramts o Accomnting,
W , Supplement BA—Petty Cash. Suppie-
et Jerarnals

, PLANT,



e ——ee

10

11

Contents

Depreciation— - Depreciation and come Tax Which Depreciat

. U
h:‘edM Showld m‘&mm Effects on the Income Statement
a Bahnog Sheet: Effects of Depreciation on Cash Flow. Depreciation for
Interim Periods. Change in Depreciation Estimates.

PART B—REPAIRS AND MAINTENANCE, NA
AND INTANGIBLE ASSETS PO A

Remim,_Maimean\, and Additions: Ondinary Repairs and Maintenance,
E.\'frmmydatmry Repairs, Natural Resources. Intangible Operational Assets:
Amortization of Intangible Operational Assets. Deferred Charges. Disposal of
Operational Assets. Demonstration Case. Supplement 9A— Capitaliza-
tion of Interest as a Cost of Operational Assets. Supplement 91

Trading in Assets,

MEASURING AND REPORTING LIABILITIES 491

PART A—MEASURING, RECORDING, AND REPORTING
LIABILITIES

Liabilities Defined and Classified. Measuring Liabilities, Current Lia-
bilities: Accounts Payable, Accrued Expenses, Payroll Liabilities. Deferred
Revenues. Long-Term Liabilities: Notes Payable, Deferred Income Tax. Con-
tingent Liabilities, Controlling Expenditures with a Voucher System,

PART B—FUTURE VALUE AND PRESENT VALUE CONCEPTS

Concepts. Future and Present Values of a Single Amount: Future Value of
a Single Amount(f). Present Value of a Single Amount (p). Future and Pre
sent Values of an Annuity: Future Value of an Annuity (F). Present Value of
an Annuity (P). Demonstration Cases—Accounting Applications of Fu-
ture and Present Values, Summary of Chapter. Supplement 10A—
Payroll Accounting. Required Deductions. Optional Deductions. Accounting
for Employee Deductions. Accounting for Employer Payroll Taves. Supplement
10B—The Voucher System. Supplement 10C— Lease Liabilities

MEASURING AND REPORTING BONDS PAYABLE 559

PART A—FUNDAMENTALS OF MEASURING, RECORDING,
AND REPORTING BONDS PAYABLE

Characteristics of Bonds Payable: Special Characteristics of Bonds. Measur-
ing Bonds Payable and Interest Expense: Interest Rates on Bonds.
Accounting for Bonds lllustrated: Bonds Sold at Par. Bonds Sold at a Dis-
count. Bonds Sold at a Premium. Advantages of Issuing Bonds: Financial
Leverage INustrated, Disadvantages of Issuing Bonds,



17

stration Case. Supplement 15A—T-Account Analysis
SCFP, Cash Basis. e e e

USING AND INTERPRETING FINANCIAL
STATEMENTS 815

Financial Reports in the Decision-Making Process. Investors. Creditors.
Analysis of Financial Statements. Comparative Financial Statements.
Long-Term Summaries. Ratio and Percentage Analysis. Component Per-
centages. Some Widely Used Ratios. Tests of Profitability. Tests of
Liquidity. Tests of Solvency and Equity Position. Market Tests. Mis-
cellaneous Ratio. Interpreting Ratios. Impact of Accounting on Analysis.

FINANCIAL REPORTING AND CHANGING PRICES 853

PART A—REPORTING THE EFFECTS OF GENERAL PRICE LEVEL
(GPL) CHANGES

Using Price Level Index Numbers. Unit-of-Measure Assumption. Con-
cepts Underlying CD Restatement of Financial Statements. CD
Restatement—Illustrative Case: Step 1—Identify Monetary and Nonmone-
tary Items. Step 2—CD Restatement of HC Financial Statements. Step 3—
Computation of the Purchasing Power Gain or Loss on Net Monetary ltems.
Overview of CD Effects.

PART B—REPORTING CURRENT COST CHANGES

Definition Value in Financial Reporting. Concepts Underlying CC/CD Fi-
nlng:mtﬂl\n. CC/CD Financial Reporting—lllustrative Case: Step
1= Current Cost Data. Step 2—Determine Balance Sheet Changes.
Step 3—Determine Income Statement Changes. Step 4—Determine Real Hold-
ing Gain (Loss) on Nowmonetary ltems. Overview of CCCD Effects.
Reporting the Effects of Changing Prices.

SPECIAL SUPPLEMENT A—OVERVIEW OF

INCOME TAXES §%0

SPECIAL SUPPLEMENT B-—1985 FINANCIAL
~ STATEMENTS OF CHESEBROUGH-POND'S, INC. 93



