ADVANCED COURSE
SECOND EDITION

E N € O E

ACCOUNTING

CONCEPTS/PROCEDURES/APPLICATIONS

Shipments
First & Second Quarter

Guerrieri/Haber/Hoyt/Turner



CONCEPTS/PROCEDURES/APPLICATIONS

Advanced Course

Second Edition

DONALD J. GUERRIERI

Norwin Senior High School

F. BARRY HABER

Fayetteville State University

WILLIAM B. HOYT

Wilton High School

ROBERT E. TURNER

McNeese State University

GLENCOE



Donald J. Guerrieri is an accounting instructor at Norwin Senior High
School, North Huntingdon, Pennsylvania. He has taught accounting at
both the secondary and college levels. He also has experience working
for a firm of certified public accountants. Dr. Guerrieri has written numer-
ous articles on the teaching of accounting for a variety of educational
journals. He is also a program speaker at business education seminars
and conferences.

F. Barry Haber is Professor of Accounting at Fayetteville State University,
Fayetteville, North Carolina. Dr. Haber is a certified public accountant
and is active in the American Institute of Certified Public Accountants,
where he has served on the AICPA Minority Doctoral Fellows Committee.
4ir“addition .to. teaching accounting principles, Dr. Haber has authored
"thr‘éét ather textbodks, as well as various articles and cases in accounting.

‘William' B. Hoyt is head of the Business Education Department at Wilton
High School, Wilton, Connecticut. In addition to teaching accounting, he
has been active in the development of microcomputer usage in business
education courses. In this endeavor, he has taken part in panel discus-
sions, given workshops, and written on the use of microcomputers in the
accounting instruction.

Robert E. Turner is the Vice President for Business Affairs at McNeese
State University, Lake Charles, Louisiana, Mr. Turner has taught account-
ing and other business subjects at the high school and college levels. Mr.
Turner has appeared on the programs of a number of business education
conferences. He is also a frequent speaker at educational seminars
around the country.

Copyright © 1993 by the Glencoe Division of Macmillan/McGraw-Hill Publishing Company.
Originaily copyrighted in 1988, 1985, by Houghton Mifflin. All rights reserved. Except as permit-
ted under the United States Copyright Act of 1976, no part of this publication may be repro-
duced or distributed in any form or by any means, or stored in a database or retrieval system,
without prior written permission of the publisher.

Send all inquiries to:

Glencoe Division, Macmillan/McGraw-Hill
936 Eastwind Drive
Westervile, OH 43081

ISBN: 0-02-800123-0
Printed in the United States of America
2345678910 VH 00 99 98 97 96 95 94 93



Preface

Preface

It has been said that “Accounting is the language of business.” It might
also be said that “The ability to apply accounting knowledge is critical to
success in business.” Mere knowledge of accounting terminology and
principles is not enough to be effective in the business world; one must
be able to apply that knowledge in planning, controlling, predicting, and
evaluating. Furthermore, to be successful in today’s competitive business
environment, one should be able to utilize fully the potential of the com-
puter in applying that knowledge.

Glencoe Accounting, Concepts/Procedures/Applications, Advanced
Course, Second Edition, not only reconfirms and reinforces basic princi-
ples, procedures, and terminology learned in first year accounting, it also
provides the opportunity to apply that knowledge in greater depth. This
depth of application, coupled with a widening horizon of computer expe-
rience, will more nearly ensure that students have the tools to make the
most of further study or to successfully enter the business world. It is a
comprehensive program that continues to emphasize sound methodolo-
gy, proven practices, and solid applications to help students succeed.

There are two basic reasons why students study a second year of
accounting at the high school level. First, many students study advanced
accounting because they plan to major in accounting in college and they
want to be better prepared for their college courses. Second, high school
graduates seeking employment immediately after high school will be
more qualified for entry-level accounting jobs if they have completed two
years of study in accounting.

Glencoe Accounting, Concepts/Procedures/Applications, Advanced
Course, Second Edition, is designed to be used by the college-bound stu-
dent as well as the vocational student. The textbook covers much of the
same material that students will study in the beginning college account-
ing course, but at a level suitable for high school students. The coverage
of practical accounting procedures—such as those for uncollectible
accounts and plant assets—will help prepare students for the various
tasks they will encounter on the job. The use of the computer will open
students’ eyes to its potential as a tool in accounting. Finally, the number
and variety of problems and reinforcement activities will help students

assimilate and apply the accounting principles and procedures in the
textbook.
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Course Objectives

Glencoe Accounting, Concepts/Procedures/Applications, Advanced
Course, Second Edition is designed to be used in the second year of a com-
plete two-year financial accounting course.

After studying this textbook and successfully completing activities in
the textbook and the related working papers, students will be able to:

1. Understand both the basic and advanced principles and procedures
that are applied to accounting records kept for profit-oriented busi-
nesses.

2. Use common techniques to analyze and interpret financial statements.

3. Describe the differences in accounting for the three types of business

organizations: sole proprietorships, partnerships, and corporations.

. Apply accounting procedures for not-for-profit organizations.

. Describe the accounting systems used by departmentalized, branch,

and manufacturing businesses.

6. Understand the information required for the planning and control of
business operations.

L2 -

Organization of the Textbook

Glencoe Accounting, Concepts/Procedures/Applications, Advanced
Course, Second Edition is organized in six units of twenty-five chapters.
The first unit of the textbook reviews the basic principles and procedures
that students learned in their first-year study of accounting. In Chapter 1,
students review the first five steps of the accounting cycle as they ana-
lyze, journalize, and post various business transactions. In Chapter 2, stu-
dents review the final five steps of the accounting cycle as they complete
the end-of-fiscal-period activities for a merchandising business organized
as a closely held corporation. This unit provides students with a solid
base from which to expand their accounting knowledge.

Unit 2 elaborates upon transactions and procedures introduced in the
first-year accounting course. The chapters within the unit are presented
in the same order as the related accounts would appear on the balance
sheet. In Chapter 3, students look at procedures that affect a corpora-
tion’s cash, marketable securities, and accounts receivable. Chapter 4
discusses notes receivable. Merchandise inventory costs and invest-
ments are the topic of Chapter 5. The depreciation and disposal of plant
assets, as well as a brief discussion of intangible assets, are covered in
Chapter 6. Chapter 7 presents current liabilities, particularly notes
payable. Long-term liabilities such as bonds are discussed in Chapter 8.
In Chapter 9, students move on to stockholders’ equity, specifically trans-
actions involving the issuance of stock. Dividends, treasury stock, and
the appropriation of retained earnings are covered in Chapter 10. Chap-
ter 11 pulls the topics discussed in the unit together as students com-
plete the end-of-period activities for a publicly held corporation.

Unit 3 introduces students to the uses of financial information for deci-
sion making. Chapter 12 presents several different methods and tech-
niques that can be used to analyze and interpret the information
presented in various financial statements. In Chapter 13, students learn
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how to prepare the fourth major financial statement prepared by busi-
nesses; the statement of cash flows.

The first two chapters of Unit 4 introduce students to the partnership
form of business organization. Students learn how to account for the for-
mation, dissolution, and liquidation of a partnership in Chapter 14 and
how to divide partnership earnings in Chapter 15. The last two chapters
in the unit focus on the accounting system used by not-for-profit organi-
zations. In Chapter 16, students learn about the budgeting process, a
major tool of a fund accounting system. Chapter 17 covers the financial
statements prepared by a not-for-profit organization.

Unit 5 covers special accounting systems. In the first two chapters of
the unit, students learn about the accounting systems and financial state-
ments prepared by departmentalized businesses and businesses with
branch operations. Chapter 20 presents the voucher system. The last two
chapters in the unit introduce manufacturing businesses and procedures
followed in a cost accounting system.

Unit 6 is an entirely new unit on managerial and cost accounting that
emphasizes those procedures used to make appropriate management
decisions.

Special Features

Glencoe Accounting, Concepts/Procedures/Applications, Advanced
Course, Second Edition uses full color to heighten student interest, empha-
size key features, and illustrate important procedures. It continues the
major features of the first-year textbook. These features are designed to
promote student interest, involvement, and success.

Accounting cycle approach. The textbook uses a traditional accounting
cycle approach to introduce students to new concepts and procedures.
This step-by-step development gives students the guidance they look for
and clearly demonstrates the continuity and interrelationships of the
accounting process.

Chapter objectives. Clearly defined and stated objectives are included at
the beginning of each chapter to help students know exactly what they
are expected to learn. The mastery of these objectives is evaluated
through end-of-chapter activities, applications, and examinations.

Vocabulary emphasis. The new accounting terms that are defined in each
chapter are listed on the first page of the chapter. This list, which can be
used to “preview” the meaning of each term, helps students achieve
greater understanding and retention of the material in the chapter. End-
of-chapter vocabulary reviews reinforce understanding of key terms.

Clear, conversational narrative. The textbook is written in a style that is
appropriate for high school students. Simple analogies make concepts
meaningful. Abundant, colorful illustrations and examples guide students
through the preparation of accounting records.

Emphasis on transaction analysis. A solid review of the rules of debit and
credit and the six-step method of analyzing transactions appears in the
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first unit of the textbook. Understanding the “why” of transaction analysis
ensures that the “how” comes naturally.

Frequent learning reinforcement. “Check Your Learning” reinforcement
activities follow major sections in every chapter to help students assume
the responsibility for their own learning. “Remember” notes summarize
key points and help cement important facts in students’ minds. “Account-
ing Tips” at appropriate intervals remind students of essential practices
and procedures. “Accounting Notes” inform students of interesting facts
about business and the practice of accounting.

Chapter summaries. The key points in each chapter are presented in a
numbered list format at the end of the narrative in each chapter.

Solid, end-ofchapter activities. Vocabulary reviews reinforce key account-
ing terms. Review questions help students expand their understanding of
accounting concepts. Short activities encourage students to improve
their skills in such important areas as decision making, communications,
analysis, math, and human relations. A variety of exercises and problems,
ranging from easy to challenging, gives students of all abilities the chance
to gain practical accounting experience and to enjoy success.

Comprehensive application activities. These five applications, at appropri-
ate points in the textbook, require students to integrate new knowledge
with learned procedures and to apply their cumulative skills.

Computer orientation. Information about computerized accounting sys-
tems is integrated into the narrative, providing computer awareness for
all students. Short vignettes, called “Focus on Computers,” introduce spe-
cific aspects of computer technology. A broad range of computer activi-
ties is available on optional software for end-of-chapter problems,
application activities, and simulations. While use of the computer is
encouraged, it is not required for successful completion of the course.

Career orientation. “Focus on Accounting Careers” vignettes provide stu-
dents with a look at interesting jobs in the accounting world.

Complete learning package. A complete package of student and teacher
materials is available for the advanced accounting course. This package
includes the textbook, teacher’s edition of the textbook, teacher’s manu-
al, transparencies, student working papers, teacher’s edition of the work-
ing papers, tests, a business simulation, and software.
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THE ACCOUNTING CYCLE

In this unit, you will review the basic principles and procedures you learned
during your first-year study of accounting. You will review the accounting
equation and the effects of business transactions on assets, liabilities, and
owner’s equity. You will analyze various types of transactions for Campers
Unlimited, a merchandising corporation. You will journalize the transactions
in special journals and post the amounts to the general and subsidiary
ledgers. You will then complete the end-of-period activities for the business.

By the time you finish studying the two chapters in this unit, you will have
reviewed the complete accounting cycle.
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CHAPTER

Reviewing the
First Five Steps of

the Accounting
Cycle

Accounting, you'll remember, is the
process of recording and reporting finan-
cial events, or transactions. Business
transactions are events that directly affect
the operation of a business. Whenever a
transaction occurs, the business’s finan-
cial position changes. The purpose of an
accounting system is to process the finan-
cial information and report it to interest-
ed users.

In this chapter, you will first review the
basic accounting equation and the rules
of debit and credit for the various types
of accounts. Then you will review the first
five steps of the accounting cycle, from
analyzing transactions to preparing a trial
balance.

LEARNING
OBJECTIVES

When you have completed this chapter,
you should be able to

1. Describe the effects of various busi-
ness transactions on the basic
accounting equation.

2. Record business transactions in spe-
cial journals and in the general journal.

3. Post business transactions to the gen-
eral and subsidiary ledger accounts.

4. Prove the accuracy of the subsidiary

ledgers.

Prepare a trial balance.

. Define the accounting terms presented

in this chapter.

yi“ﬂ'l'erms

assets ¢ liabilities » stockholders’ equity ¢
basic accounting equation ¢ account ¢
double-entry accounting ¢ debit ¢ credit »
fiscal period ¢ revenue ¢ cost of mer-
chandise » expenses * general ledger ¢
accounting cycle ¢ source document ¢
journal  sales journal ¢« cash receipts
journal ¢ purchases journal ¢ cash pay-
ments journal * general journal ¢ contra
account ¢ correcting entry ¢ posting
subsidiary ledger ¢ controlling account ¢
trial balance
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The Basic Accounting Equation

In your previous study of accounting, you learned that assets are
items of value owned or controlled by a business. Cash, accounts receiv-
able, supplies, equipment, buildings, and land are all examples of assets.
The financial claims (property rights) to those assets are referred to as
equity. In accounting, there are two types of equity. First, there are
liabilities, the creditors’ claims to the business’s assets. Liabilities are
the debts of the business. Second, there are the owner’s claims to the
assets. In a sole proprietorship, the owner’s claims are known as owner’s
equity. In this unit, you will study the accounting records of Campers
Unlimited, which is organized as a corporation. In a corporation, the own-
ers’ claims are known as stockholders’ equity.

In accounting, total assets are always equal to total equities. This rela-
tionship is set out in the basic accounting equation:

Assets = Liabilities + Stockholders’ Equity

Double-Entry Accounting

As a business begins operations and records business transactions, its
financial position changes. The business records these changes in the
asset, liability, and stockholders’ (or owner’s) equity accounts. An
account is a record of the increases and decreases in and the balance
for a specific item, such as supplies.

In the double-entry accounting system, every business transaction
affects the balance in at least two accounts. The increases and decreases
in accounts caused by business transactions are recorded as debits and
credits. A debit is an amount entered on the left side of an account. A
credit is an amount entered on the right side of an account. Each trans-
action has a debit part and a credit part, and the total debit part must
equal the total credit part. The basic accounting equation therefore
always remains in balance.

The rules of debit and credit for asset, liability, and stockholders’ equi-
ty accounts are as follows:

Assets = Liabilities + Stockholders’ Equity
Debit Credit Debit Credit Debit Credit
+ - - + - +
Increase Side Decrease Side Decrease Side Increase Side Decrease Side 1 Increase Side
Balance Side Balance Side Balance Side

R E M E M B E R

The left side of an account is the debit side. The right side of an
account is the credit side.

Asset, liability, and stockholders’ equity accounts are permanent
accounts. Their balances are carried forward from one accounting period

UNIT 1 The Accounting Cycle



See “ACCOUNTING
NOTES . . " below.

Revenue

Debit
- +
Decrease Side

Credit

Increase Side
Balance Side

to the next. A business also has temporary accounts. Temporary accounts
are used for one fiscal period, or the time covered by an accounting
report. At the end of the period, the balances of the temporary accounts
are transferred to the stockholders’ equity account Retained Earnings.

For a merchandising business, temporary accounts include revenue,
cost of merchandise, and expense accounts. Revenue is the income
earned from the sale of goods and services. The cost of merchandise
accounts record the actual cost to the business of the merchandise that
will be resold to customers. Expenses are the amounts paid for goods
and services used to operate the business. The rules of debit and credit
for the temporary accounts are as follows:

= Cost of Merchandise + Expenses
Debit ; Credit Debit Credit
+ .{ - + -
increase Side Decrease Side Increase Side Decrease Side
Balance Side | Balance Side

All of a business’s accounts, whether kept manually or electronically,
are referred to as the general ledger. A complete list of a business’s
accounts appears in the chart of accounts. A chart of accounts for
Campers Unlimited appears on page 2. Take a moment to look at it.
Notice that each account has a number and has been placed into one of
the six classifications.

The Steps in the Accounting Cycle

ACCOUNTING

The word fiscal refers to
financial matters. The fis-
cal period used by a busi-
ness will vary from one
company to another. One
business may choose a
six-month  fiscal period
while another may prefer a
twelve-month  period. A
twelve-month fiscal period
often does not coincide
with the calendar year.

CHAPTER 1

The accounting cycle refers to the activities a business completes
within a fiscal period to keep its accounting records in order. The
accounting cycle consists of ten steps:

. Collect source documents and verify the data on them.
. Analyze business transactions.

. Journalize business transactions.

. Post each entry to the ledger accounts.

. Prepare a trial balance.

Complete the work sheet.

. Prepare the financial statements.

. Journalize and post the adjusting entries.

Journalize and post the closing entries.

. Prepare a post-closing trial balance.

SLPNADU W N~
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In this chapter, you will review steps I through 5 of the accounting
cycle. Chapter 2 will cover steps 6 through 10. In these two chapters, you
will go through the complete accounting cycle for Campers Unlimited, a
merchandising business organized as a corporation. Let’s now look at the
first step.

Reviewing the First Five Steps of the Accounting Cycle 5



Collecting and Verifying Source Documents

As each business transaction occurs, the accounting clerk prepares a
paper as evidence that the transaction took place. This paper is called a
source document. Some common source documents are invoices,
receipts, memorandums, check stubs, and sales slips. The accounting
clerk begins the accounting cycle by collecting these source documents
and checking the accuracy of the information and calculations contained
on the documents.

Analyzing Business Transactions

After verifying a source document, the accounting clerk performs the
second step in the accounting cycle: analyzing the information on the
document to determine the debit and credit parts of the transaction.

To analyze a business transaction, you must determine the answers to
these six questions:

Which accounts are affected?

. What is the classification of each account?

Is each account increased or decreased?

. Which account is debited, and for what amount?
. Which account is credited, and for what amount?
What is the complete entry?

S UL W
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The debit and credit parts of each transaction must be equal.

Before reading further, do the following activity to check your under-
standing of the material you have just studied.

Check
Your Learning

Write your answers to the following questions on a sheet of notebook
paper.

1. In accounting, the two types of equity are and

2. Assets = Liabilities + Stockholders’ Equity is referred to as the
?

? ?

3. The ? is a complete listing of a business’s accounts.
4. Supplies is classified asa(n) 7 account.
5. The revenue account Sales normally hasa ___? __ balance.

Compare your answers to those in the answers section, which begins
on page 676. Reread the preceding part of the chapter to find the correct
answers to any questions you may have missed.

UNIT1 The Accounting Cycle




