
Accelerated-depreciation method, 395
Account, 76
Accounting:

building blocks of, 7–14
component activities, 2–3
defined, 2
equation, 11
history, 5–6

Accounting cycle, summary of, 156–158
Accounts payable (creditors’) subsidiary ledger, 176
Accounts receivable (customers’) subsidiary ledger, 176
Accounts receivables:

defined, 353
disposing of, 361–363
recognizing, 353–354
valuing, 354–361

Accrual-basis accounting, 113
Accrued expenses:

adjusting for, 124–127
defined, 116

Accrued revenues:
adjusting for, 123–124
defined, 116

Additions and improvements, 397
Adjusted trial balance, 130
Adjusting entries:

basis of, 115–116
types, 116–128

Administrative expenses, 230
Aging of accounts receivable, 359
Allowance method, 355–360 
American Hotel and Lodging Association (AH&LA), 57
Amortization, 403
Application solutions providers, 100
Articles of co-partnership, 417
Assets, 11, 78
Auditing, 28
Authorized stock, 428
Average cost method, 315

Bad debts expense, 354
Balance sheet:

classified, 47–48, 161–166, 233
defined, 23
illustrated, 165–166

Bank reconciliation, 337–341
Bank service charge, 337
Bank statement, 336
Banks, 334–344

bank deposits, 334
bank reconciliation, 337–341
check writing, 334–335
credit memorandum, 337
debit memorandum, 337
statements, 336–337

Beverage cost: calculations, 310
Bonus, 278
Bookkeeping, 6
Book value, 120, 388
Bylaws, 426

Calendar year, 113
Capital expenditures, 397
Cash, 329
Cash-basis accounting, 113
Cash dividend, 440
Cash (net) realizable value, 355
Cash payments journal, 188–190
Cash receipts journal, 182–186
Charter, 426
Chart of accounts, 88
Check, 334
City ledger, 365
Closing entries, 150–154
Club Managers Association of America (CMAA), 63
Common stock, 79
Comparability of accounting information, 38

Compound entry, 84
Conceptual framework of accounting, 36–47
Conservatism constraint in accounting, 46
Consistency of accounting information, 39
Consolidated income statement, 231 
Constraints on the accounting process, 40–41
Contra asset account, 121
Contra revenue account, 210
Control account, 177
Controller, 58
Copyright, 404
Corporate capital, 426
Corporation:

accounting for common stocks issues, 431–433
characteristics, 423
defined, 422
formation of, 426
issuance of stocks, 428–429
market value of stocks, 429
ownership rights, 427–428
S-corporation, 425

Correcting entries, 158–160
Cost of goods available for sale, 307
Cost of goods purchased, 307
Cost of goods sold, 200, 307
Cost principle, 9, 44–45
Credit memorandum, 208
Credit policies, 364–365
Credit terms, 207
Cross-footing, 185
Cumulative dividend, 439
Current assets, 161–162
Current liabilities, 163–164

Debit memorandum, 205
Debits and credits, recording, 77–81
Declaration date, 441
Declining-balance method, 392–394
Deposits in transit, 338
Depreciable cost, 390
Depreciation, 119

adjusting for, 119–121
comparison of methods, 394–395
declining balance, 392–394
factors in computing, 389
MACRS, 395
methods, 390–395
straight-line, 390–391
sum-of-years’-digits, 394
units-of activity, 391–392

Direct method: statement of cash flow:
defined, 252
process, 251–262

Direct write-off method, 354–355
Dishonored note, 369
Dividend, 12, 79, 440–445

defined, 440
cash dividends, 440–443
stock dividend, 443–445 

Dollar signs: use of, 99
Double-entry system, 77

Earnings per share (EPS), 50
Economic entity assumption, 9
Electronic data processing, 99–100
Electronic funds transfer (EFT), 333
Employee earnings record, 282
Employee’s Withholding Allowance Certificate (Form W-4),

280
Ethics: as fundamental business concept, 8
Executive committee, 58
Expenses, 12, 80

Factor: defined, 361
Fair Labor Standards Act (FLSA), 277–278
Federal unemployment tax, 289
FICA taxes, 288

Financial Accounting Standards Board, 8, 36
Financial accounting, 36
Financial statement:

analysis of, 50–54
elements of, 39–40

Financing activities, 234
First-in, first-out (FIFO) method, 313
Fiscal year, 113
FOB destination, 206, 303
FOB shipping point, 206, 303
Food cost, calculations, 309–310
Footing, 185
Franchise (license), 404
Fringe benefits, 288
Full disclosure principle, 44

General journal, 83
General ledger, 85
Generally acccepted accounting principles: 8–10, 36
General manager, 57
General partner, 416
Going concern assumption, 41
Goods in transit, 302–303
Goodwill, 405
Gross earnings, 278
Gross profit, 200
Gross receipts method, 286–287

Hospitality Financial and Technology Professionals 
(HFTP), 56

Hours worked method, 287

Income from operations, 228–229
Income ratio:

defined, 418
calculations, 419–421

Income statement, 21
classified, 48–50

Income summary, 151
Indirect method: statement of cash flow:

defined, 241
process, 240–251

Intangible assets, 163, 402
Interim periods, 113
Internal auditors, 327
Internal control:

cash, 328–333
defined, 322
limitations, 327–328
principles, 323–327

International Accounting Standards Committee 
(IASC), 55

Inventoriable costs, 311
Inventory costing:

average cost, 315–316
balance sheet effects, 318
errors in, 319–321
first-in, first-out, 313–314
income statement effects, 317
last-in, first-out, 315–316
specific identification, 312
tax effect, 318,

Inventory systems, 202–203
Inventory turnover, 321
Investing activities, 234

Journal, 83–85
Journalizing, 83–85

Last-in, first-out (LIFO) method, 314
Ledger, 85–89
Legal capital, 430
Liabilities, 11, 78
Licenses, 404
Limited partnership, 416
Liquidating dividend, 440
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Liquidity ratios:
defined, 51
current ratio, 51
working capital, 52

Liquidity, 164
Long-term assets:

buildings, 387
defined, 384
determining the cost of, 385
depreciation, 388–397
disposal of, 397–401
equipment, 387–388
exchange of, 300–401
expenditures during useful life, 397
land, 386
land improvements, 387
retirement of, 398
sale of, 398–399

Long-term investments, 162
Long-term liabilities (debt), 164

current maturities of, 375

Maker, 365
Managerial accounting, 6
Managerial consulting, 28
Matching principle, 42, 114
Materiality constraint in accounting, 46
Merchandising operations:

accounting cycle, 211–213
adjusting entries, 211–212
closing entries, 212
operating cycles, 201–202
recording of purchases, 203–208
recording of sales, 208–211
work sheet, 213–215

Modified Accelerated Cost Recovery System (MACRS), 395
Monetary unit assumption, 9
Multiple-step income statement:

defined, 226
preparation, 226–231

National Restaurant Association (NRA), 63
Net pay, 281
Net purchases, 307
Net sales, 227
No-par value stock, 430
Notes payable, 371
Notes receivable, 365–369

computing interest, 367
defined, 354
determining the maturity date, 366–367
dishonoring, 369
disposing, 368
recognizing, 368
sale of, 369
valuing, 368

NSF check, 337

Operating activities, 234
Operating cycle, 161, 201–202
Operating expenses, 200
Ordinary repairs, 397
Organization costs, 426
Other expenses and losses, 228
Other receivables, 353
Other revenues and gains, 228
Outstanding checks, 338
Outstanding stock, 436

Paid-in capital, 12
Partners’ capital statement, 421
Partnership:

advantages and disadvantages, 416–417

agreement, 417
association of individuals, 415
co-ownership of property, 416
defined, 415
division of income or loss, 418–421
formation, 417–418
limited life, 416
mutual agency, 415
unlimited liability, 416

Par value stock, 430
Patent, 403
Payee, 365
Payment date, 422
Payroll:

defined, 274
determination, 278–282
filing and remitting payroll taxes, 290
internal controls, 274–275
payment, 276–277
preparation, 276
recording, 282–285
statement of earnings, 284

Payroll deduction: 
defined, 279 
types, 279–281

Payroll register, 282
Percentage of receivables basis, 358
Percentage of sales basis, 358
Periodic inventory system, 203, 304–311
Permanent (real) accounts, 150–154
Perpetual inventory system, 202
Post-closing trial balance, 155–156
Posting, 87–88
Preferred stock, 438

dividends of, 439
Prepaid expenses, 116

adjusting for, 116–121
alternate treatment, 133–134

Prior period adjustment, 449
Private (managerial) accounting, 28
Privately held corporation, 421
Profitability ratios, 52–54

profit margin percentage, 52
return on assets, 53

Promissory note, 365
Property, plant, and equipment, 162–163
Proprietorship, see Sole proprietorship
Public accounting, 28
Publicly held corporation, 421
Purchase allowance, 205
Purchase discount, 206
Purchase invoice, 204
Purchase return, 205
Purchases journal, 187–188

Record date, 441
Recording process, 89–97
Relevance of accounting information, 38
Reliability of accounting information, 39
Retained earnings, 12, 79

adjustments, 449
deficit, 448
defined, 447
restrictions, 448–449
statement, 449–450

Retained earnings restrictions, 448–449
Retained earnings statement, 21, 449–450
Revenue expenditures, 397
Revenue recognition principle, 42, 114
Revenues, 12, 80

Salaries, 274
Sales discount, 210

Sales invoice, 208
Sales journal, 180–182, 190–191
Sales returns and allowances, 208
Sales revenue (sales), 208
Salvage value, 389
Securities and Exchange Commission, 4, 28, 36
Segregation of duties, 324
Selling expenses, 229
Simple entry, 84
Single-step income statement, 230
Sole proprietorship, 10, 414
Solvency ratios, 54

debt to total asset ratio, 54
Special journal, 179
Specific identification method, 312
Stated value, 430
State unemployment taxes, 289
Statement of cash flows, 23

classification, 234–235
format, 236–237
purpose, 233–234
significant noncash activities, 235–236
usefulness, 237

Statement of earnings: payroll, 284
Stock dividend, 443–444

entries for, 444–445
effect of, 445

Stock split, 445–446
Stockholder’s equity, 11, 53, 78–80, 164–165
Stockholder’ equity account, 444
Straight-line method, 390–391
Subsidiary ledger, 176–179
Sum-of-years’-digits method, 394

T-account, 76
Taxation, 28
Tax Equity and Fiscal Responsibility Act (TEFRA), 285
Taxes payable: 

payroll, 373 
sales, 372

Temporary (nominal) accounts, 150–154
Three-column form of account, 86
Time period assumption, 41, 113
Tip reporting, 285
Tipped employees, 285
Trade receivables, 353
Trademark (trade name), 404
Transactions: analysis of, 15–20
Transfers in and out, 308–309
Treasury stock: 

accounting for, 433–43
defined, 434
disposal of, 436
purchase of, 435–436

Trial balance, 97–98:
limitations, 98
locating errors, 98–99

Unearned revenues, 116, 374–375
adjusting for, 121–122
alternate treatment, 134–135

Uniform System of Accounts for Restaurants, 56
Uniform System of Accounts for the Lodging Industry, 56
Uniform System of Financial Reporting for Clubs, 56
Units-of-activity method, 391–392
Useful life, 119, 389

Voucher, 333
Voucher system, 332–333

Wages, 274
Wage and Tax Statement (W-2), 290
Working capital, 52
Work sheet, 144–150
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