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P REFACE 

I n c rea sed c o m pet i t i o n ,  i nf l at i o n ,  govern m e n t  regu l at i o n ,  t h e  s h o rtage o f  t r a i n ed 
pe rso n n e l -eve n t h e  c h a  I l e n ge s  of g ro wt h a n d  s u ccess - a l  I d e m a n d  t h e  s c a rc­
est  b u s i ness  reso u rce : m a n a ge m e nt t i me .  T h e  pr i m a ry b a s i s  fo r m a n y  b u s i n e ss 
d ec i s i o n s  t h at m a n a ge rs m u st m a ke i s  t h e  f i n a n c i a l  d ata ca pt u red , s u m m a r i zed , 
a n d  re po rted by t h e  a c co u nt i n g  p rocess .  T h e  c o m p u te r  revo l u t i o n  h a s  e n a b l ed 
b u s i n e sses to a utom ate m a n y  a c c o u n t i n g  act i v i t i e s .  T h i s  h a s  pe rm i tted " m a n­
a ge m e n t  b y  except i o n " : t h e  a b i l i ty to foc u s  t i m e  a n d  effo rt o n l y  o n  t h ose a re a s  
w h e re pe rfo rm a n ce d ev i ates f rom e x pected res u l t s .  

U nt i l rece nt l y , t h e  h i stor i c a l l y  h i gh costs o f  d ata p rocess i n g  a s s i sta n ce h ave 
p l aced s m a l l e r  b u s i nesses  at a severe c o m pet i t i ve d i sadvantage .  F o rt u n ate l y , 
te c h n o l o gi c a l  a d v a n c e s  have m a d e  a u t o m ated d ata p rocess i n g  both i n e x pe n ­
s i ve a n d  ea s i e r  t o  u se .  T h e se factors h ave c o n t r i b uted t o  t h e  ra p i d  growt h o f  
c o m pute r  u s e  i n  s m a l l b u s i n e sses a n d  profe ss i o n a l  o r ga n i zat i o n s .  

T h e  ATA R I® Perso n a l  Co m pute r Syste m  p ro v i d e s  pa rt i c u l a r l y  h i gh - l eve l  c a­
pab i l i ty  at a n  affo rd a b l e  p r i c e  fo r s m a l l  b u s i n e sses . T h e  ATA R I  ACCO U N ­
TA N T™ m od u l es red u c e  t h e  t i m e  to pe rfo rm exte n s i ve a c co u n t i n g  fu n ct i o n s  
from d a ys t o  h o u rs .  Y o u  c h oose t h e  m od u l e s  t h at best m eet yo u r  s pe c i f i c  
needs -t h e  G e n e r a l  Accou n t i n g  Syste m ,  Acco u n t s  Rece i v a b l e  S yste m ,  o r  I n ­
ventory C o n t ro l  System - a nd sta rt a t  o n c e  t o  o bta i n  t h e  f i n a n c i a l  i nf o r m at i o n  
yo u need fo r m a k i n g  s o u n d  b u s i n e s s  d e c i s i o n s .  S m a l l  b u s i n e s s  u se rs ofte n f i n d  i t  
ad v a ntageo u s  t o  sta rt w i t h  t h e  G e n e ra l  Acco u n t i n g  Syste m , add i n g  o t h e r  m o d ­
u l es  l ate r ,  a t  very l i tt l e  extra cost .  I n d eed , t h e  G e n e r a l  A c co u nt i n g  Syste m i s  a l l  
m a n y b u s i n e sses w i l l  need , beca u se i t  i n c l u d e s  everyt h i n g  f rom a ba l a n c e  s heet 
and prof i t  a n d  l oss  state m e n t s  to s u b s i d i a ry l ed ge rs fo r acco u nts  rec e i v a b l e ,  
accou nts  paya b l e ,  a nd payro l l .  

B y  u s i n g  t h e  ATA R I  ACCO U N TA N T ,  yo u r  f i r m  w i l l  ga i n  t h e  s u bsta nt i a l  be n ef i t s  
d e r i ved f ro m  t h e  c a p a b i l i t i e s  of yo u r  ATA R I  Perso n a l  C o m pute r Syste m .  T h i s  
g u i d e  h a s  been p rov i d ed t o  i n c rease yo u r  effect ive  u se of t h e  ATA R I  ACC O U N ­
TA N T ,  a n d  i n  pa rt i c u l a r  of t h e  ATA R I  G e n e r a l  Acco u n t i n g  Syste m ,  i n  m a k i n g  
d ec i s i o n s  re l ated t o  yo u r  b u s i n e s s .  
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INT RODUCTION 

T h i s  g u i d e  i s  prov i d ed as a n  a i d  to owners  a nd m a nagers  of b u s i nesses  that  w i l l  
be u s i n g  the  ATA R I  ACCO U NTANT™. T h e  p re m i se of t h e  g u i d e  i s  t h at i t s  
read ers  h a ve h a d  s u bsta n t i a l  p ra ct i c a l  b u s i n ess  expe r i e nce  b u t  l i tt l e  o r  n o  fo r­
m a l  t ra i n i n g i n  acco u n t i n g  or f i n a n c i a l  a n a l y s i s .  T h e  g u i d e  is n ot i n te n d ed to be 
a d u p l i ca t i o n  of the ATA R I  ACCO U N T A N T  u s e r ' s  m a n u a l s , b u t  a se pa rate 
refe re n c e  t h at d i sc u sses  ba s i c  a c co u nt i n g  a n d  f i n a n c i a l  a n a l ys i s  f u n ct i o n s .  

T h e  p r i m a ry object ive  o f  t h i s  g u i d e  i s  t o  h e l p t h e  u s e rs o f  t h e  ATA R I  ACCO U N­
TA N T  ( a n d  espec i a l l y  of t h e  G e n e r a l  Acco u n t i n g  Syste m )  to rea l i z e i n c reased 
be n efi ts from t h e  m a n age r i a l ,  as  we l l  a s  t h e  boo kkee p i n g ,  eff i c i e n c i es i n h e re n t  
i n  t h e  syste m .  

T h e  g u i d e  covers f i ve p r i n c i pa l  to p i c s :  

1 .  F i nancial Statements:  "The End Results ." A b r i ef l oo k  at t h e  m ea n i n g  of 
the i n co m e  state m e n t  a nd the b a l a n c e  s h eet .  

2.  Bas ics of Accou nt ing.  A d ef i n i t i o n  of acco u n t i n g  and a c co u n t i n g  te r m i n o l ­
ogy,  a n d  a n  ove r v i ew o f  t h e  accou n t i n g  p rocess a n d  cyc l e .  

3 .  Organ izi ng t h e  Accounting Function . A d i sc u s s i o n  of t h e  a c co u n t i n g  f u n c ­
t i o n  as  i t  re l ates to t h e  a c co u n t i n g  orga n i z a t i o n . 

4 .  Mon itoring You r  Company's Fi nancial  Health.  An i n trod uct i o n  to p l a n­
n i n g ,  b u d get i n g ,  c a s h  f l ow forecast i n g, a n d  key f i n a n c i a l  rat i o  a n a l y s i s .  

5. Other Techn ical Issues in Account ing.  A l i st of  seve ra l i ss u es t h a t  req u i re 
a n  e x p a n d ed knowl edge of a c c o u n t i n g  a n d ,  i n  some cases ,  p rofess i o n a l  
as s i sta n c e .  

Introduction ix 





I N CO M E  

STATEM E N T  

1 
FINANCIAL STATEMENTS: 

THE END RESULTS 

T h e  p r i n c i pa l  e n d  p rod u cts of the  acco u n t i n g  p rocess a re the  i n co m e  state m e n t  
a n d  the  ba l a n ce s h eet .  T h ese fo rma l f i n a n c i a l  state me nts p rese nt  t o  m a n age­
m e n t  and i nterested outs i d ers  ( s u c h  as ba n ks or i n vestors)  the p rof i t  or l oss  a n d  
f i n a n c i a l  pos i t i o n  o f  a b u s i ness  e n t i ty, w h e t h e r  i t  i s  a so l e  p rop r i etors h i p  ( o w n ­
ersh i p  b y  o n e  i n d i v i d u a l ), a p a rt n e rs h i p  ( o w n e rs h i p  b y  two o r  m o re i n d i v i d u a l s  
a s  p a rt n e rs ) ,  o r  a corporat i o n  (ow n e rs h i p  b y  o n e  o r  m o re i n d i v i d u a l s  a s  stock­
h o l d ers  i n c o rpo rated u n d e r  state l aw) . 

T h e  d ata i n corpo rated i n  t h ese i m porta n t  state m e n ts i s  based l a rge l y  o n  h i sto r i ­
ca l o r  p a s t  b u s i ness  t ra n s a ct i o n s .  T h e  va l u e of th ese state m e n ts, h owever, l i es 
p r i m a r i l y  i n  u s i n g t h e m  to m a ke i m proved b u s i ness  d e c i s i o n s  that  wil l i nf l u e n ce 
fut u re res u l ts .  U s i n g o l d, i n co r rect, p a rt i a l ,  o r  c o n fu s i n g  i nfo rmat i o n  c a n  be 
f rust rat i ng a n d  often m i s l ead i n g .  

T o  prov i d e  m a x i m u m  d ec i s i o n - m a k i n g  v a l ue, t h e refo re, th i s  i n fo r m at i o n  m u st 
be t i m e l y, a c c u rate, com p l ete, a nd u s a b l e. I n n ovat ive co m p u te r  syste m s  s u c h  
as the  ATA R I  ACCO U N TA N T  h ave l ed t o  d ra m at i c i m p rove m e n ts i n  t h e  t i m e l i ­
ness  a n d  u s a b i l i ty o f  accou n t i ng i n fo r m at i o n . Maj o r  object i ves o f  t h i s  g u i d e  a re 
to h e l p  you s u p p l y  com p l ete i n fo r m at i o n  to t h e  ATA R I  ACCO U N T A N T  a n d  to 
h e l p  you u n d e rsta n d  the o u t p u t  of you r n ew syste m .  

T h e  i n co m e  state m e n t  i s  co n s i d e red t h e  m o st i m po rta n t  f i n a n c i a l  re po rt be­
c a u se i t  is a measu rem e n t  of the p rod u c t i v i ty of f i n a n c i a l  a n d  h u m a n  res o u rces 
u n d e r  t h e  contro l  of  t h e  b u s i ness  e n t i t y .  T h e  i n come state m e n t  s u m m a r i zes  t h e  
o r ga n i zat i o n ' s  rev e n u es ea rned,  ex pe n ses i n c u r red, a nd n e t  p rof i t  ( o r  l o s s )  for  a 
g i v e n  pe r i od of t i m e, t h e  "acco u nt i n g  pe r iod . "  T h e  i n co m e  state m e n t  i s  a l so 
com m o n l y  refe r red to a s  t h e  " p rof i t  a n d  l oss state m e nt ( P & L ) "  o r  " state m e n t  of 
o pe rat i o n s . "  

Financial Statements: 
The End Results 1 



Financial Statements: 
2 The End Results 

T h e  i n co m e  state m e n t  p rese n ted b e l o w  i s  f ro m  the ATA R I  Sa m pl e  M aste r Data 
D i s kette, w h e re i t  is  ca l l ed the prof i t  and l oss  state m e n t .  
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N et p rof i t  ( l oss )  o r  net  i n co m e  i s  the  l ast I i n e  of t h e  state m e n t .  Com m o n l y  
refe r red to a s  t h e  " botto m l i ne, " net income re prese nts  the  d i ffe re nce betwee n 
reve n u es a n d  expenses .  As a sta nd a rd p ract i ce, reve n u es a re a l ways p rese n ted 
at  the top of t h e  state ment, and ex pe n ses  a re p re se nted i n  the  m i d d l e  of t h e  
state m e n t .  Revenues re present  t h e  p r i ce o r  v a l u e  o f  good s so l d  o r  se rv ices  
re n d e red to c u stom e rs ;  expenses re p rese nt  t h e  costs  assoc i ated o r  " m atched " 
w i t h  those good s o r  s e rv i ce s .  



B A LAN C E  

SH E ET 

T h e  acco u n t i n g  pe r i od a n d  the  matc h i n g c o n c e pt a re two i m po rtant  acco u n t i n g  
c o n ce pts. T h e  a ccounting period i s  t h e  pe r iod of t i m e  def i n ed by a f i r m  t o  s u m ­
m a r i ze i t s  b u s i ness  act i v i t i es i n  f i n a n c i a l  te rms . T h e  most  co m m o n  acco u nt­
i n g  pe r i od is  one yea r .  N o wadays ,  m ost b u s i nesses  prepa re m o n t h l y  or  q u a r­
te r l y  state m e nts  for  m a n agem e n t  pu r poses ,  bec a u se b u s i ness  a n d  c o m pet i t i v e  
facto rs m a ke c u r re n t  i nfo r m at i o n  m o re i m po rta n t  a n d  c o m p u te r  syste m s  m a ke 
pre pa rat i o n  of the  i nfo rmat i o n  e a s i e r .  

T h e  m a tching concept s i m p l y  m ea n s  t h e  m atc h i n g  o f  rev e n ues  e a r n ed d u r i n g  
the acco u nt i n g  pe r i od w i t h  the  ex pe n se s  i nc u r red t o  prov i d e  t h ose reve n u e s .  
Obv i o u s l y, t o  p rese nt  rev e n u es w i t h  e x pe n ses  t h at a re n ot a s soc i ated w i t h  p ro ­
d u c i n g  t h e  re l ated good s a n d  serv i ce s  i s  m i s l e ad i n g  to everyo n e  w h o  bases 
d ec i s i o n s  o n  t h e  i n c o m e  state m e n t .  

A l t h o u gh t h e  i n come state m e n t  g i ves  b u s i ness  res u l ts  fo r o n l y  o n e  b u s i n e ss 
e n t i ty ,  i t  c a n  be fu rt h e r  seg regated fo r t h a t  e n t i ty - b y  d e pa rt m e n t ,  p rod u ct ,  o r  
ot h e r  l i n e s  of re spon s i b i l i ty. T h i s  i m po rta n t  c a pa b i l i ty i s  prov i d ed i n  t h e  ATA R I  
G e n e ra l  Acco u n t i n g  Syste m  t o  pe r m i t  " re s po n s i b i l i ty re po rt i n g , "  so t h a t  t h e  
perfo r m a n c e  o f  i n d i v i d u a l  l i n e m a n agers o r  parts o f  t h e  o rga n i zat i o n  c a n  b e  
measu red m o re a c c u rate l y .  

T h e  ba l a n c e  s heet i s  t h e  seco n d  m aj o r  f i n a n c i a l  re po rt p rod u ced by t h e  ac­
co u nt i n g  p rocess .  I t  g i v e s  a " s n a ps h ot" of a f i r m ' s  f i n a n c i a l  assets ,  l i a b i l i t i e s ,  
a n d  o w n e r s '  eq u i ty at a s pe c i f i c  d a te .  I t  i s  a l so refe r red to a s  a state m e n t  o f  
po s i t i o n  o r  c o n d i t i o n .  T h e  exa m p l e  prese nted be l ow i s  fro m t h e  ATA R I  G e n e r a l  
Acco u n t i n g  System Sa m p l e  Maste r Data D i s kette . 

T h e  b a s i s of the  b a l a n ce s heet i s  fo u n d  i n  o n e  of t h e  fu n d a m e n ta l  con c e pts of 
acco u n t i n g-the acco u n t i n g  eq uat i o n ,  e x p ressed as fo l l ows : 

Assets = L iabi l i t ies + Owners'  Equ i ty 

A rev iew of t h e  sa m p l e  ba l an ce s h eet s h ows t h at the  tota l fo r a ssets of 
$ 1 3 3 , 8 7 7 . 2 4 does ,  i n  fact ,  eq u a l  l i a b i l i t i es of $8 7 ,5 6 3 . 2 2  p l u s  owners '  eq u i ty of 
$4 6, 3 1 4. 0 2 (cap i ta l  sto c k  $4 1 , 2 8 6 . 6 9 p l u s  reta i n ed ea rn i ngs  $5 , 0 2 7 . 3 3 ) .  

A ssets c a n  b e  def i n ed a s  eco n o m i c  o r  f i n a n c i a l  reso u rces th at h ave v a l u e  n ow 
a n d  i n  t h e  futu re .  Liabilities a re d e bts o r  o b l i gat i o n s  of t h e  b u s i n e s s  t h a t  w i l l  
req u i re fu tu re sat i sfact i o n  e i t h e r b y  t ra n sfe r of a s sets (fo r e xa m p l e ,  ca s h  pay­
ments  to v e nd o rs )  o r  by pe rfo rm a n ce of  se rv i ces . As ev i d e n t  f rom t h e  a c co u n t­
i n g  eq uat i o n ,  owners' equity can  t h e n  be def i ned a s  th e  n et d i ffe re n c e  of a n  
o r ga n i zat i o n ' s  a ssets a n d  l i a b i l i t i e s .  Mathemat i c a l l y , t h i s  re lat i o n s h i p  i s  shown 
be l ow as  a d i ffe re n t  fo rm of the  acco u n t i n g  e q u at i o n : 

Assets - Liabi l i t ies = Owners'  Equ ity 

In  add i t i o n  to the fu n d a m e nta l e l e m e n t s  of the b a l a nce  s heet,  an i m po rta n t  
d i ffe re n t i at i o n  i s  m ad e  betwee n c u r re n t  ( s h o rt-te r m )  a n d  n o n c u rrent  ( l o n g-te r m )  
a s sets a n d  l i a b i l i t i e s .  T h i s  d iffe re n t i at i o n  i s  i m po rt a n t  beca u se of t h e  c o n t i n u a l  
req u i re m e n t  that  a c o m pa n y  b e  a b l e  t o  m eet  its c urrent liabilities  p ri m a rily 
t h ro u gh use  of i t s  c u r re n t  a sset s .  
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As a ge n e r a l  r u l e , current a ssets a re t h o se reso u rces wh i c h  a re e i th e r  c a s h  o r  
c o n v e rt i b l e  t o  c a s h  w i t h i n  o n e  yea r .  Current liabilities are t h e  d e bts o r  o b l i ga­
t i o n s  t h a t  w i l l  n o r m a l l y  be sat i sf i ed by a s sets prope r l y c l a s s i f i ed a s  c u r re n t .  
As sets a n d  l i a b i l i t i e s  t h at d o  not  m eet t h e  c r i te r i a  fo r be i n g  c l a s s i f i ed a s  c u r rent  
a re c l a s s i f i ed a s  n o n c u r rent  o r  l o n g  te rm . T h e  as sets and l i a b i l i t i e s  c l a s s i f i ed a s  
c u r rent  are n o r m a l l y  s hown o n  t h e  b a l a n c e  s h eet w i t h  sepa rate s u btota l s, a s  
s h o w n  i n  t h e  e x a m p l e  a b o v e .  

Fo l l o w i n g  a re d ef i n i t i o n s  fo r se l ected b a l a n ce s h eet l i n e  i te m s  t h at w i l l  b e  
d i sc u ssed i n  t h e  fo l l o w i n g  sect i o n s .  

Accounts Payable .  
pro v i d ed . 

T h e  m o n i es owed to v e nd o rs fo r good s o r  serv i ces  



Accounts Rece ivable.  T h e  mon i e s  owed b y  c u sto m e rs w h o  have made p u r­
c h ases  o n  c red i t .  

F ixed Assets . Co m m o n l y  ca l l ed p ro p e rty ,  p l a n t ,  a n d  eq u i p m e n t .  T h ese a re 
a ssets t h at h ave ex pected u sefu l l i ves  greate r t h a n  o n e  yea r a n d  a re u sed i n  t h e  
operat i o n s  o f  t h e  b u s i n e s s .  

I nvento ry. I n  a reta i l /who l esa l e  b u s i ness ,  i n ve n to r i e s  are good s h e l d  fo r sa l e  
i n  t h e  o rd i n a ry c o u rse o f  act i v i t i e s .  I n  a m a n ufactu r i n g  f i r m ,  i nv e nto r i e s  a re t h e  
f i n i s h ed good s h e l d  fo r s a l e ,  t h e  good s c u rre n t l y  i n  t h e  p rocess  o f  m a n ufactu r i n g  
o r  a s se m b l y  (wo rk- i n - p rocess ) ,  a n d  raw mate r i a l s  o r  com po nent  p a rts  n ot yet 
p l a ced i n  t h e  prod u c t i o n  process .  

Notes Payable .  Th ese a re o b l i gat i o n s  of  the  b u s i ness  that  a re u s u a l l y  ev i ­
d e n ced b y  a w r i tten p ro m i se to pay a s pe c i f i ed a m o u n t  w i t h  i nte rest . T h e  o bi i ­
gat i o n  c a n  b e  fo r pe r i o d s  greate r t h a n  o n e  yea r ;  the  a m o u n t  d u e  afte r o n e  year  
wo u l d  be s h own a s  a l o n g-te rm l i a b i l i ty a n d  t h e  a m o u n t  due w i t h i n  o ne yea r a s  
a c u rrent  l i a b i l i ty .  

Prepaid Expenses/Assets. T h ese a re i te m s ,  s u c h  as  rent  a n d  i n s u ra n c e ,  w h i c h  
a re pa i d  a n d  reco rd ed i n  t h e  acco u nts  p r i o r  t o  u se o r  ex p i rat i o n . A t  t h e  e n d  o f  a n  
acco u n t i n g  per i od , t h e  u n e x p i red o r  u n used po rt i o n  re presents  a p re pa i d  ex­
pe n se a sset . (That  i s , i t  cont i n u es  to have futu re eco n o m i c be nef i t s.) 
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DE BITS 

A N D  C R EDI TS 

2 
BASICS OF 

ACCOUNTING 

A n y  b u s i ness  act1v1ty t hat re prese n t s  a n  eco n o m i c  excha n ge of va l u es  ex­
p ressed i n  m o n eta ry te r m s  i s  a financia l tra nsa ction. A c counting i s  t h e  m e t h od 
u sed to reco rd , c la s s i fy ,  a n d  s u m ma r i ze the  re s u l ts of f i na n c ia l  t ra n sact i o n s .  
Bookkeeping refe rs t o  t h e  a p p ro p r iate reco rd i n g  o f  t ra n sact i o n s .  

Acco u n t i n g  a l s o i n c l u d es t h e  d e s i g n  o f  rec o rd s ,  t h e  v e r i f i cat i o n  of f i na n c ia l  
i n fo rmat i o n  ( the  a u d i t  fu n c t i o n ) ,  i n c o m e  tax w o r k ,  a n d  the  a na l y s i s  a n d  
i n te r p retat i o n  o f  f i na n c ia l  data a n d  rep o rts as a n  i n p u t  t o  mak i n g  b u s i ness  
d ec i s i o n s .  T h e  acco u n t i ng process  i s  a systemat i c  method w h i c h ,  once u n der ­
stood , ca n be  c om m o n l y  a p p l i ed to a l l  types  of b u s i ness  e n t i t i e s .  Co n seq u e n t l y ,  
acco u n t i n g  h a s  ofte n bee n termed t h e  " l a n g uage o f  b u s i ness . "  

T h i s  sect i o n  o f  t h e  g u i d e  p r o v i d e s  a n  overv i ew o f  t h e  acco u n t i n g  p rocess  a n d  
e x p la i n s  h o w  t h e  ATA R I  ACCOUNTA N T  ca n ass i st y o u  i n  a u to mat i n g  la rge 
p o rt i o n s  of that p rocess . 

T h e  term a ccount i s  u sed to d e s c r i be a fo r m  of record w h i c h  ref l ects e i t h e r  ( 1 )  
i n c reases o r  dec reases to s pec i f i c  a s sets , l ia b i l i t i e s ,  o r  ow n e r s '  eq u i ty w h i c h are 
presented in  t h e  ba la n c e  s h eet,  o r  (2) reve n u es o r  expenses ,  w h i c h  a re p re­
sented i n  the i n co m e  state m e n t .  A debit rep rese n ts an i n c rease i n  an asset o r  a 
dec rease i n  l ia b i l i ty o r  owners '  eq u i ty .  A credit i s  a dec rease i n  a n  asset o r  a n  
i n c rease i n  l ia b i l i ty o r  ow n e rs '  e q u i ty .  

Acco u n ts ca n b e  s h ow n  g ra p h i ca l l y  i n  t h e  fo r m  o f  t h e  l ette r T, w h i c h  sy m bo l i z e s  
the  way that ma n ua l  rec o rd s  have b e e n  s t ructu red . T h e  t e r m s  d e b i t  a n d  c red i t  
a re u sed b y  accou nta nts a n d  book keepers m e re l y  t o  d es c r i be t h e  l eft s i d e  ( d e b i t) 
a n d  r i g h t  s i d e  ( c red i t) of the  " T  Acco u n t . " 

T Account 

Debit Credit 

T h e  sta n da rd meth od by w h i c h  i n c reases a nd d e c reases  a re rec o rded i n  a n y  
pa rt i c u la r  acco u n t  i s  c a l l ed " d o u b l e-ent ry . "  Do u b l e- e n t ry was a m aj o r  d e ve l ­
o p m e n t  i n  accou n t i n g  c o n cepts . T h i s  meth od req u i res  th at fo r every d e b i t  t h e re 
m u st be a n  e q ua l  c red i t ,  a n d  v i ce ve rsa . T h i s  c o n cept i s  s h ow n  g ra p h i ca l l y  i n  
F i g u re 1 .  
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Figure 1 The Accounting Equation 
(debits a nd credits in T a ccou nts) 
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CASH V E RS U S  

ACC R UA L  

B ASIS OF 

ACCO U N TIN G  

THE 

ACCO U N TIN G 
CYC L E  

Ow ners '  eq u i ty w a s  d ef i ned i n  Sect i o n  1 as  t h e  n et d i ffe re n c e  between a b u s i ­
ness  e n t i ty ' s assets a n d  i ts  l i a b i l i t i e s .  A n y  c h a n ge i n  t h at d i ffe re n c e  c a n  o n l y  be 
the res u l t  of an ad d i t i o n a l  i n vestm e n t  i n  the b u s i n ess  by the owner ( s )  or the n et 
p rofi t ( l oss)  of t h e  f i r m ' s  operat i o n s .  Reve n u e  a n d  expe n s e  a c c o u nts ,  w h i c h  
d ete r m i n e  p rof i t  o r  l os s ,  a re i n  fact e l e m e n ts o f  owners '  eq u i ty . I n  te r m s  of 
d e b i ts and c red i t s ,  reve n ues rep rese n t  i n c reases ( c red i ts)  a n d  expenses  rep re­
sent d e c reases ( d e b i ts )  to ow n e rs '  eq u i ty . 

T h u s ,  w h e never a tra n s a ct i o n  occ u rs ,  t h e  d o u b l e-ent ry method m a i n ta i n s  t h e  
eq u a l i ty of the  accou n t i n g  eq u a t i o n  ( Assets = L i a b i l i t i es + Ow n e rs '  E q u i ty ) , a l ­
t h o u g h  t h e  s u m  of t h e  c o m p o n e n ts o f  t h e  eq u a t i o n  may c h a n g e .  T h i s  p r i n c i p l e  
h a s  been i n c o rpo rated i n to t h e  d es i g n  o f  t h e  ATA R I  ACCO U N TA N T  i n  s u c h  a 
way that  a l l  e n t r i es p rod uce t h i s  equ a l i ty .  

A b u s i ness  m u st d ete rm i ne when a f i n a n c i a l  t ra n sact i o n  h a s  occ u r red (a n d  
s h o u l d  be recogn i z ed )  fo r accou n t i n g  p u r po se s .  T w o  b a s i c  m e t h od s ,  t h e  c a s h  
a n d  acc r u a l bases o f  acco u n t i n g, a re m ost c o m m o n l y  u sed tod a y .  U n d e r  t h e  
c a sh ba sis of  a c counting, a t ra n sact i o n  i s  rec o rded whe neve r c a s h  i s  rec e i ved o r  
pa i d  o ut (d i s b u rsed ) .  T h e  m atch i n g c o n c e pt ex p l a i ned e a r l i e r  i s  not  a c h i eved 
u n d e r  the  cash ba s i s  of acco u n t i n g . For exa m pl e ,  reve n ues  can be ea rned ( sa l e s  
m ad e  o n  c red i t )  o r  ex pe n se s  c a n  b e  i n c u rred ( m e rc h a n d i se p u rchased o n  cred i t )  
w i t h o u t  the t ra n sfe r o f  c a s h  befo re t h e  e n d  o f  t h e  acco u n t i n g  pe r i od . Und e r  t h e  
c a s h  bas i s  o f  a cco u n t i n g, t hese e v e n t s  wo u l d  be "d i s rega rd ed " u n t i l t h e  a c tu a l  
c a s h  t r a n sfe r ta kes p l a c e .  

T h e  accru a l  basis o f  a ccounting d oe s  n ot u se t h e  rece i pt o r  pa y m e n t  of c a s h  t o  
recogn i ze a n  acco u n t i n g  eve n t .  I t  i s  i m po rtant  to kn ow, h o wever ,  that  t h e  a c ­
c ru a l  ba s i s  u sed by m o st c o r po rate e nt i t i e s  co nfo r m s  w i t h  " G e n e ra l l y  A c c e pted 
Acco u n t i n g  P r i n c i p l es" (ofte n refe r red to as  G AA P )  bec a u se reve n u es a nd ex­
pe n se s  c a n  be m o re p ro pe r l y matc h ed b y  adj u s t i n g  e n t r i e s .  (Ad j u st i n g  e n t r i e s  
wh i c h  a re u sed t o  ref l ect u n rec o rd ed reve n u es a n d  e x pe n ses  a re d i sc u s sed m o re 
fu l l y  l ate r i n  th i s  sect i o n  a n d  i n  Sect i o n  5 . )  S u c h  m atc h i n g  g i v e s  bette r i nfo r m a ­
t i o n  a bo u t  t h e  f i n a n c i a l  statu s of a f i rm . H owever ,  fo r fed e ra l  o r  state i n c o m e  t a x  
p u r poses ,  e i t h e r  t h e  a c c ru a l  bas i s  o r  a fo r m  of t h e  c a s h  ba s i s  o f  acco u n t i n g  m ay 
be u sed , d e pe n d i n g  o n  t h e  o r ga n i z at i o n ' s  p r i n c i pa l  b u s i n e ss a ct i v i t i e s ,  o w n e r­
s h i p  st r u ctu re, and p refe re n c e .  To d e a l  w i t h  t h i s  tec h n i c a l  i ss u e  and i ts acco u n t­
i n g  ra m if i c at i o n s ,  yo u s h o u l d  c o n s u l t  yo u r  profe s s i o n a l  a c co u n t a n t  fo r a s s i s ­
ta n ce in  d ete rm i n i n g t h e  a p p ro p r i ate m e t h od fo r yo u r  f i r m .  

The acco u n t i n g  p rocess , a s  def i ned ea r l i e r ,  i s  a syste m a t i c  method fo r reco rd ­
i n g ,  c l ass i fy i n g ,  a n d  su m m a r i z i n g res u  Its  of f i n a n c i a l  t ra n sact i o n s .  T h e  p ro­
ced u res u sed to accom p l i s h  those tasks  a re often  refe r red to as  ste p s  in t h e  
acco u n t i n g  cyc l e .  T h e  steps a re perfo r med i n  seq u e n c e ,  a n d  some m a y  be 
repeated freq u e n t l y  i n  each  acco u n t i n g  per i od . 

F igu re 2 i l l u s t rates t h e  acco u n t i n g  cyc l e .  T h e  d i sc u s s i o n  t h at fo l l ows g i ves a 
step- by-step desc r i pt i o n  of t h e  acco u n t i ng p roced u res  a nd t h e  fo rms  u s ed . T h e  
Ge n e ra l  Acco u n t i ng Syste m  i n co rporates a proces s i n g  cycle whic h co rres p o n d s  
w i t h  the  acco u n t i n g  process ,  a s  s h ow n  l ate r .  

Bas ics of Accounting 9 
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Figure 2 The Accounting Cycle 

JOURNALS, OR BOOKS OF ORIGINAL ENTRY 

When a bus i ness acti v i ty res u l ts i n  a fi nanc ia l  tra nsacti o n ,  that transacti on m ust be 
recorded . Journal is the term g i ven to the form on w h i c h  fi nanc ia l  transact ions are 
recorded . Journa l s  a re com monly  ca l led the "books of or ig i n a l  entry," and entr ies 
a re recorded (or "j ou rna l i zed") i n  c h rono log ica l  order .  

A very sma l l  bus i ness may use  a s i ng le journa l  to  record a l l  i t s  tran sacti ons. Most 
bus i nesses, however, use spec i a l  j o u rna l s  for tra nsact ions that are of the same nature, 
to perm it  easy summar izat ion and ana lys i s .  For example ,  a l l payments made to 
vendors may be recorded in a cash d i sbursements j o u rna l .  The ATA RI  Genera l 
Account ing  System accom modates the use of several  spec i a l i zed j o u rna l s ,  as d i s­
cussed next. 

The spec i a l  j o u r n a l s  that  a re m ost com mo n l y  u sed can be assoc i ated w i t h  
t ra n s a ct i o n s  t h at a re freq u e n t l y  e n c o u n te red by a b u s i n ess: 

Transaction 

Payment of Cash 

Sa l e s  

Rece i pt o f  C a s h  

Pu rch ase o n  
C red i t  

Oth e r  

Journal 

Cash Disbu rsements 

S a l e s  

Cash  Recei pts 

Vo u c h e r  o r  Acco u n ts 
Paya b l e  

G e n e ra l Jo u r n a l  

ATARI  
General Accounting 

System Jou rnal 

Cash Disbursements 
Jo u r n a l  

I n v o i c e  Reg i ste r 

Cash  Rece i pts Jo u r n a l  

Merc h a n d i se Pu r c h ased 
Jo u rn a l  

G e n e r a l  J o u r n a l  



I n  add i t i o n  to these sta n d a rd j o u r n a l s ,  t h e  G e n e r a l  Acco u n t i n g  System feat u res  
a s p e c i a l i z ed cash  s a l es jo u rn a l  espec i a l l y  ad a pted fo r use  by f i r m s  that  u s e  c a s h  
reg i sters. E a c h  o rga n i z a t i o n  c a n  d eterm i ne w h i c h  jo u r n a l s  i t  req u i res  o n  t h e  
bas i s  o f  i ts n o r m a l  t ra n sact i o n s .  

A s  ment i o n ed ea r l i e r ,  every t ran sact i o n  m u st b e  recorded . B efo re m a k i n g  a n  
e n try i n  a j o u rn a l , y o u  m u st d eterm i n e t h e  a c co u n t o r  acco u n ts t o  b e  d e b i ted , 
t h e  acco u n t  or accou nts to be c red i ted , and t h e  respect i ve a m o u nts to d e b i t  o r  
c red i t .  T h e  tota l a m o u n ts e n tered fo r d e b i ts a n d  c red i t s  fo r each  t r a n s a ct i o n  
m u st b e  eq u a l  i n  o rd e r  t o  m a i nta i n  eq u a l i ty o f  t h e  a c co u n t i n g  eq u a t i o n  u n d e r  
t h e  d o u b l e-ent ry syste m .  

Fo l l owi n g  a re exam p l e s  of j o u rn a l s  f ro m  t h e  ATA R I  G e n e r a l  Acco u n t i n g  
Syste m .  

Cash Disbu rsements Journal . T h e  c a s h  d i s b u rs e m e n ts j o u rn a l  c o n ta i n s a l l  e n ­
t r i es fro m c a s h  pa i d .  T h e  tota l of  the  a m o u n ts p a i d  ( " Net Amt . " )  re p re s e n ts t h e  
c red i t  to cas h .  Fo r e a c h  t ra nsact i o n ,  t he " N et Am o u nt"  co l u m n  i n  t h e  ex a m p l e  
re presents  the  tota l c red i t  t o  o n e  acco u n t a n d  t h e  v a r i o u s  d e b i t s  i d e n t i f ied u n d e r  
"Acct . N o . "  a n d  " Deta i l . " T h i s  type o f  c a s h  d i s b u rs e m e n ts j o u r n a l  a l so se rves 
a s  a c o n t i n u a l  l i st of  checks  w r i tten (ofte n c a l l ed a c h e c k  reg i ster) ; the e n tr i es 
a re based u p o n  c h ec ks w r i tte n .  

THE ACTION SALES CO 

AS OF 
02/:�i3/B1 CASH DISBURSEMENTS 

DATE f'·AYEE 

02/01/8 1 NATIONAL SUPPLY 

02/0:l/Bl CONTINENTAL SUPPLY C 

02/02/81 NATIONAL BANK OF SUN 

02/02/8 1 ALL STATES OUTLETS, 

02/05/81 VOID 

02/06/81 ACE PLUMBING 

02/06/B:l PETTY CASH 

BATCH TDTAL 

CHECf( ACCT �IUE: 
NO. NO. ACCT 

136 2010 

1 37 2610 

6641 

Ll8 2610 

118 0 
6641 

139 1�520 

14 1 

J.'12 6601. 

1 ·43 6'.541 

6601 

6631 

6681 

ti7:L 1 

6721 

6661 

5011 

655 1 

2 

PAGE 2 

DETAIL NET AMT. 
=====:===:=== ======== 

1 78.38 

1:LZ.5Z 

28.57 

14 1 .09 

1,0711.69 

241.30-· 

24 1 .30 

1 1. �jQ 

10.20 

5.8 1 

1:3. 29 
6.22 

20. 00 

1�5. 00 

1:I.•50 

.50 

1,074.69 

35.00 

45.00 

94. 02 

2,356.8'5 

Bas ics of A ccounting 11 



1 2  Bas ics of A ccounting 

Sales J o u rn al . T h e  sa l e s  j o u rn a l  ( I n v o i ce Regi ste r) i s  c o m mo n l y  u sed to e nter  
a l l  sa l e s  m ad e  by the  f i rm .  T h e  sou rce of th ese e n t r i e s  i s  i nv o i ces prepared at t h e  
t i me o f  sa l e .  T h e  " N et A m t . "  co l u m n  i n  t h e  exa m p l e  represe nts  t h e  tota l d e b i t  t o  
o n e  acco u n t  a n d  t h e  v a r i o u s  c red i t s  i d e n t i f i ed u n d e r  "Acct .  N o . " a n d  " Deta i l . "  

C a s h  sa l e s  a re n o rm a l l y  e n te red i n  a c a s h  rece i pts j o u rn a l .  W i t h  the  ATA R I  
G e n e ra l  Acco u n t i n g  Syste m you c a n  u se e i t h e r  t h e  sa l e s  j o u rn a l  o r  ( i f  y o u  u se a 
c a s h  reg i ste r) t h e  c a s h  sa l e s  j o u rn a l .  

AS DF 
02/28/Bl 

THE ACTION SALES CO 

INVOICE REGISTER 

CUSTOMER INVOICE ACCT 

PAGE 3 

DATE NO. NAME NUMBER NO. DETAIL NET AMT. 

02/28/Bl. 

02/28/81 

'I CHRISMAN, WAYNE 

CASH 

BATCH TOTAL 

TOTAL CREDIT INVOICES 

TOTAL CASH INVOICES 

TOTAL 

629 '1011 

2030 

C.31 '1011 

2030 

45.<.?9 

2.76 

39.20 

1.85 

'18.75 

'11. 05 

". 03 -

19,87'1.11 

'11. 05 

19,9 15.16 

Cash Receipts Journal . T h e  cash  rece i pts j o u rn a l  i s  u sed to e nte r a l l  rec e i pts of 
c a s h .  L i ke t h e  j o u rn a l s  d i sc ussed a bove, t h e  cash  rece i pts j o u rn a l  i d e n t i f i es the  
a c co u n t  to be d e b i ted , t h e  acco u n t  to be c red i ted , a n d  t h e  re l ated d o l l a r  
a m o u n t s .  

T h e  s a m p l e be l ow f r o m  t h e  ATA R I  G e n e r a l  Acco u n t i n g  System was d e s i g ned to 
s h ow c a s h  co l l ect i o n s  from c u stomers  w h o  h ave p u rc h ased good s or serv i ces 
on c red i t .  

AS OF 

0�'./2B/B l 

DATE PAYOR 

THE ACTION SALES CO 

CASH RECEIPTS 

ACCT SU B 

NO. ACCT 

======== ==============�================== 

02/06/81 CHRISMAN, WAYNE 1 :l1 0 " 

02/06/81 DAHMS, BEN 111 0  8 

02/06/81 THE GAS CD 

BATCH TOTAL 

TOTAL 

PAGE 

DETAIL NET AMT. 
=========== ======== 

2 01. '18 

168.68 

571.83 

986.90 



Voucher or Accou nts Payable Journal . I n  t h e  a c c o u nts paya b l e  jou r n a l  ( m e r­
c h a n d i se p u rc h ased) ,  you record a l l  good s p u rc h ased o n  c red i t .  T h i s  jo u r n a l  i s  
ge n e ra l l y  u sed w h e n  t h e  e n t r i es a re c reated u s i n g  a sepa rate accou nts paya b l e  
(A/ P) syste m ;  t h i s  syste m a l l ows t h e  b u s i ness  t o  ref l ect a l i a b i l i ty fo r t h o s e  good s 
or serv i ces t h at were rece i ved b u t  h ave n ot been pa i d  fo r at the  e n d  of t h e  
accou n t i ng pe r i od . A merch a nd i se p u rc h ased jou rn a l  u s u a l l y  ref l ects t h e  p u r­
c h ase of merc h a n d i se (good s p u rc h ased w i t h  t h e  i nte n t  of resa l e) .  T h e  a c c o u nts 
paya b l e  jo u r n a l  h a s  been d es i g n ed in  t h e  G e n e r a l Acco u n t i n g  System to i n c o r­
po rate m a n y  of the  c a pa b i l i t i es of a sepa rate A/ P syste m .  

A s  l i a b i l i t i e s  fo r good s o r  se rv i ces a re i n c u r red , t h ey a re e n t e red i n  t h e  jo u r n a l ,  
a n d  t h e  a p p ro p r i ate acco u n t  t o  b e  deb ited i s  i n d i c ated . T h e  tota l o f  t h e  co r re­
spond i n g  c red i ts  wou l d  re prese n t  t h e  a m o u n t  of t h e  a c c o u n t s  paya b l e  l i a b i l i t y .  
T h i s  l i a b i l i ty i s  red u ced l ate r ,  w h e n  p a y m e n t s  a re m a d e , w i t h  t h e  l i a b i l i ty  ac­
count  ref l e cted as t h e  deb i t  i n  the  c a s h  d i s b u rsements  jo u rn a l .  

AS OF 
o;:/20/B l 

DATE:: 

02/01./B l 

02/0 J./B1 

02/01/B l 

o;?./O 1/B1 

02/0·J /B l 

o;:/1 O/B l 

THE ACTION SALES CO 

MERCHANDISE PURCHASED 

VENDOI� 

ND. NAME 

1. ACCESSORIES R US 

DUE! 0:3/2B/B1 

2 NAT:roNAL SUPPLY 

DUE! 03/2B/B1 

3 ACME CARTON CO 

DUE: Ocl/2B/B1 

1 SUPERIOR SUPPLY CO 

DUE! 03/2B/f:ll 

11. CITY STATIONERY SUPPLY 

DUE: 03/ZB/f:JJ 

l''.:ATCH TOTAi ... 

10 IMPERIAL PRODUCTS 

DUE! 0 3/1 0 /Bl 

E:ATCH TOTAL 

TOTAL. 

:r:NVDICE ACCT 

NUMBEI'( NO. 

61'1 :'; 0 :I. J 

61:'.'i :5 0 :ll. 

61.6 �5 0 11 

61.7 ::; 0 1 J 

6631 

621 �5011 

PAGE 

DETATL NET AMT. 

7, 7'11. ;:3 
101.;��:; 

a;�o. o o 

5 t 7B��. I.) 0 

167.30 

27,720.11 

2,.389.50 

2,3B<J,50 

General Jou rnal. T h e  g e n e ra l jou r n a l  i s  used fo r a l l  oth e r  t ra n s a ct i o n s  t h at d o  
n o t  fa l l  i n to o n e  o f  t h e  categ o r i es d i s c u s sed a bove . T h e  g e n e r a l  jo u rn a l  i s  a l so 
u s ed to enter  spec i a l  t ransact i o n s  req u i red fo r adjust i n g  a n d  c l os i n g t h e  va r i o u s  
accou nts o f  t h e  b u s i ness . ( Adjust i ng a n d  c l o s i n g  e n t r i es s uch as  tax p rov i s i o n s  
or  d e p rec i at i o n  a r e  d i s c u s sed l ater  i n  t h i s  g u i d e . )  

T h e  genera l  j o u r n a l  u s u a l l y  prov i d es  a date,  e n t ry n u m be r ,  accou n t  a n d  d e­
s c r i pt i o n ,  a n d  a m o u nts fo r d e b i ts a n d  c red i t s .  A very s m a l l  b u s i ness  may u s e  t h i s  
jo u r n a l  t o  record a l l  i ts t ransact i o n s  i f  t h e  vo l u m e  of  transactions or the need for 
easy s u m m a r izat i o n  i s  s m a l l .  

Bas ics of A c counting 1 3  



14 Basics of Accounting 

AS DF 

02/28/B:L 

DATE 

02/28/B:L 1'1 6561 RENT 

THE ACTION SALES CO 

GENERAL .JOURNAL 

DESCIUPTION DE Brr 

750.00 

PAGE 1 

CREDIT 

1170 PREPAID RENT 750.00 

TOTALS 

'1 , 03 1. B 'I 

GENERAL LEDGER 

As descr i bed a bove, the da i ly transacti ons of a bus i ness a re entered i n  or ig i n a l  books 
of entry ca l l ed j ourna l s .  A l though one journa l  can be u sed to record a l l  transact ions, 
spec i a l  journa l s  that rel ate to common transact ions  are genera l l y  used. The journa l s  
a re s u m m a r ized and the  i nformat ion i s  tra nsferred ( by a n  act iv i ty ca l led posting) to 
the genera l l edger .  

T h e  general ledger l i sts  the  ba l a n ces fo r a l l  the  ge n e r a l  acco u n t s, i n c l u d i n g  
a s sets, l i a b i l i t i e s, own e rs '  eq u i ty, reve n ues, a n d  e x pe n se s .  I n  a m a n u a l  syste m, 
the l ed ge r  can b e  a b i n d e r  conta i n i n g  l oose- l eaf  pages, each of wh i c h  i s  u sed fo r 
a pa rt i c u l a r  a c co u n t. I n  a com pute r i z ed system s u c h  a s  t h e  ATA R I  ACCOU N­
T A N T, the ge n e ra l  l ed ge r  is a pr i nted re po rt g i v i n g  the c o m pute r i z ed i nfo rma­
t i o n  sto red on yo u r  d i s kette. A n  exam p l e  i s  shown be l ow. 

AS OF 
02/28/81. 

ACCT 
ND ACCOUNT NAME 

:L 0 l.O CA!3H DN HAND 

MONTHLY c-s SUMMARY 

MONTHLY c-s SUMMARY 

10;�0 CASH ON DEPOSIT 

MONTHLY ('-C' , ,, SUMMAln 

CHECf(S FCm MONTH 

RECEH'TS FOR MONTH 

SAL.ES SUMMARY 

:L 030 NATIONAL. E:ANf( 

1110 ACCOUNTS RECEIVAE::LE 

CHRH>MAN, WAY NE 

DAHMS, E:EN 

RICHMAN ,  GEORGE 

MOl'rnIS, MARVIN 

wn.LJ:AMS, NANC Y 

MATERA, FRANI< 

DAV :IS, ED 

SALES SUMMARY 

THE ACTION SALES CD 

GENERAL. l .. .EDGER 

FDLIO 

BALANCE 

FDF�WAFW 

6B�'i, '16 

cc· "' 
cc· __ , 

6,'1'16.26 

cs 
CD 

CR 

IR 

;!. ,. 22�i. 34 

23 t 30 9. 2:� 

Cf� 02/0 6/81 
rn o;U06/81 

CR 02/06/Bl 

CR 02/06/Bl 
CR 02/06/81 
CR o;�/06/Bl. 

CR 02/06/Bl 

IR 

CUFrnENT 

MONTH 

1, 7'1:L. 26-· 

1,686.:"il 

38,767.28 

ZZ,629.0B-·· 
986.90 

'11. 0 '.:'i 

201.'18·-
74 .5'f-· 

10'1.85-

3'1. 20·-· 
1 B6, 6��-· 

l.7. '10·-· 

1�36.90-· 

19,87'1.11 

PAGE :I. 

E:ALANCE 

6:31.21 

23,612.'l:I. 

2,.225.34 

'12,'107.3'1 



6 5 7 1 U T I L I T I E S  

D E P T  O F  W A T E R  A N D  P O  

T H E  C A �3 C O  

T H E  G A S  e n  

6 �'i U :I. T E L E P H D N E  

B E L L  T E L E P H O N E  C D  

B E L L  T E L E P H D N E  C D  

6 5 9 :1. G A R B A G E  S E R V I C E  

V A L L E Y  D I S P O S A L  C O  

:1. , 6 2 3 . �'i / 

C D  �' :I. l. :J 
C D  I l :l. 'I 

C l'( 0 2 / 0 fi / f:l :I. 

:1. Mi . 7 9 

C D  'I� 1:l ;� 

C l (  o ;� / 0 6 / 0 :1. 

1 27 . 0 0  

C D  �' 1 l. �i 

6 6 0 1 R E P A I R S  A N D  M A I N T E N A N C E  3 4 7 . 5 3 

R E D I  R O O T E R  C D  I 1 2 4  

A C E  P L U M B I N G  C D  I 1 4 2  

P E T T Y  C A S H  C D  I 1 4 3  

6 7 7 :1. S E C U R I T Y  E X P E N S E  

N E I C H B O R H D O D  S E C U R I T  

6 7 fl l  D E P R E C I A T I O N  

,J E l 1 3  

,.J E '"' 1 6  

6 7 9 :1. M I S C E L L A N E O U S  E X P E N S E  

G \.J 

G ,J 

M O N T H L Y  C - S  S U M M A R Y  C S  

:I. O B .  0 0 

B 0 1 :1. O F F I C E  R E N T A L  :I. t 9 '\:l . '1 6 --

B O Z :I. D T H E R  I N C D M E  

M D N T H L Y  C - S  S U M M A R Y  

B 5 :1. 1 F E D E R A L  I N C O M E  T A X  

1 7 4 . O U -·· 

c s  

9 9 9 9  I N C D M E  T R A N S F E R  :l. 6 , 9 9 7 . B 6 
P E R I O D  N E T  P R O F I T  C D B l  O R  L O S S  C C R >  

T O T <i l.. S • 0 0 

:� 7 6 . Z "'l 

:l B 7 .  �:.:; z 

:l. 6 B . 6 B ···· 

:1. 2 5 .  B O  

�·� 7 . 5 () 
'l �'i .  0 0 

:I. 0 .  2 0  

��j .<f • 0 () 

l. t 0 () 0 .  0 0 

4 7 9 . �:5 6 

• 0 0 

9 B 0 . '? 0  

• 0 0 

l. '? 0 . �5 0 

'1 3 0 .  Z :3 

1 6 2 . 0 0  

::! , :3 9 7 . B O  

:I. t 9 '! :1. . '1 6 ···· 

:1. 7 -<f .  O B  .. ·· 

1f , �; �::i 0 . 0 0  

:l. 7 t <? 7 B . 7 6 

. o o 

The ge nera l l edger i s  updated when the tran sacti ons  a re posted from the var ious  
journ a l s .  The genera l ledger conta i ns the same i nformat ion as that in  the j o u rn a l s ,  but  
the transacti ons are summar ized by account .  For each accou nt, the com bi ned sum of 
a l l  debits and c red i ts is ca l c u l ated ; the res u l t  i s  the ba l a nce of that accou n t. Th i s  
post i n g  process c a n  be done whenever conven ient ,  a s  req u i red by the capacity 
l i m i tat ions  of the d i skette, and at the end of the accou nti ng per i od . 

A subsidiary ledger p rovides th i s  i nformation  by l i st i ng the components of a part icu­
l a r  account  ba l ance in  the genera l ledger. The genera l  l edger l i sts one ba l a nce for 
each acco unt .  For  example ,  the accou nts rece ivab le account,  i nd i cat i ng the amount  
of  money owed to  the  f i rm,  i s  shown as one tota l (ba l a n ce) i n  the  genera l l edger .  Fo r 
b i l l i ng or col lect ion  pu rposes , it may be he l pfu l to know the ba lance owed by each 
customer. 
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TRIAL BALANCE 

T h e  t r ia l  ba lance l i sts a l l accou nts i n  t h e  general  ledger a n d  shows the i r  respect ive 
ba l a n ces .  It i s  prepared at the end of each account ing  per i od and i s  used as the bas i s  
for prepa r i n g  fi nanc ia l  statements.  A s  a check, t h e  tr i a l  ba l a nce shou ld  aga i n prove 
the eq u a l i ty of the debi ts and c red its posted i n  the p rev ious  steps.  An example  from 
the ATA R I  Genera l Account i ng System i s  g iven be l ow. 

C U f\ f( E N T  

1 0 1  () 

1 0 2 0  

1 0 3 0  

U. J. 0 

1 : L  "1 0 
1 1  �i O  

1 1. 7 0  

1:L El 0 

A S S E T S  

T H E  A C T I O N  S A L E S  C O  

TFU A L  E• A L A N C E  

F E B R U A R Y  2� , 1 9 8 1  

C A S H  O N  H A N D  

C A S H  O N  D E P O S I T  

N A T I O N A L  B A N f( 

A C C O U N T S  R E C E I V A B L E  

E M P L O Y E E  A D V A N C E S  

I N V E N T O R Y  

P R E P A I D  R E N T  

P R E P A I D  I N S U R A N C E  

F I X E D  A S S E T S  

1 5 2 0  M A C H I N E R Y  A N D  E Q U I P M E N T  

1 5 5 0  A C C U M U L A T E D  D E P R E C I A T I O N  

O T H E R  A S S E T S  

1 f:! 0 0 D E P O S I T S  

1 El 1 0  F R A N C H I S E  F E E S  

C A P I T A L  

3 0 1 0  C A P I T A L  S T O C K  

3 0 5 0  R E T A I N E D  E A R N I N G S  

J: N C O M E  

'1 0 1J. S A L. E S  

C O S T  O F  S A L. E S  

5 0 1 1  C O S T  D F  S A L E S  

6 7 2 1  

6 7 3 1  

6 7 '1 1  

6 7 �i 1  

6 7 7 1. 

6 7 B 1  

6 7 9 :1. 

L I C E N S E S  A N D  F E E S  

M A C H . A N D  E Q U I P , R E N T A L S  

H O S P I T A L I Z A T I O N  I N S U R A N C E  

L O S S E S  O N  B A D  C H E C K S  

S E C U R I T Y  E X P E N S E  

D E P R E C I A T I O N  

M I S C E L L A N E O U S  E X P E N S E  

O T H E R  I N C O M E  

B O :L 1  O F F I C E  R E N T A L  

El 0 .. n O T H Ef (  I N C O M E  

B 0 3 1  I N V E N T O R Y  O V E R A G E  

O T H E R  E X P E N S E S  

B 5 1 1 F E D E R A L. I N C O M E  T A X  

0 5 3 1  I N V E N T O R Y  S H R I N K  

E! 5 '! 1  S A L. E S  D I S C O U N T  

9 9 9 9  I N C O M E  T R A N S F E R  

T O T A L. 

P A G E  

6 3 1 . 2 1  

2 3 , 6 1 �� . "t l. 

2 , �� 2 5 . :3 4  

'! 2 , '1 0 7 .  3 '1 

5 7 "+ . !:so 

2 0 , 2 :3 5 . 0 0  

1 , 7 5 0 . 0 0 

3 , '7 9 �.i . '! O  

2 6  t 7 �; .q . "J 9  

5 , 2 7 5 . 0 3 ··-

6 , 9 6 6 . 5 El 

1 0 , 0 0 0 . 0 0 

't 1 , 2 El 6 . 6 9 -

�j , 0 2 7 .  3 �J --

1 9 1 , 5 't :L . 1 9 ·-
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• 0 0 

• 0 0 

1 7 , '1 7 1 3 . 7 6  

• 0 0 



ADJUSTING ENTRIES 

As the term i m p l i es ,  adj u st i ng entr ies a re a way to make c h a nges to account  ba l ­
ances . Adj ust ing entr ies are usua l l y  req u i red t o  match reven ues a n d  expenses . For 
examp le ,  tra nsacti ons  i n i t iated in one account i ng per i od may a lso affect s u bseq uent 
per iod s .  An i ns u rance pol i cy ,  for i n stance, may be p u rc hased for a per i od greater 
than one year, and the prem i u m  may be pa id i n  fu l l  at the t i me of p u rchase .  

U n d e r  t h e  a c c r u a l  bas i s  of a c co u n t i n g ,  o n l y  a p ro rata s h a re of the p o l i cy i s  
expen sed , o r  d es i g n ated a s  a c u r rent  expe n s e .  T h e  p r o  rata ba l a n ce i s  c l a s s i f i ed 
as a p repa i d  a s set bec a u se i t  c o n t i n u es to h ave e c o n o m i c  va l u e to t h e  c o m p a n y  
i n  fut u re pe r i od s .  

U n d e r  t h e  c a s h  bas i s  o f  acco u n t i n g ,  t h e  a m o u n t  p a i d  fo r t h e  p o l i c y  m a y  h a ve 
bee n c h a rged ( d e b i ted)  to an expense  acco u nt .  I f  the i n i t i a l  t r a n s a ct i o n  ( t h e  
p o l i cy prem i u m  pay m e n t) was  o r i g i n a l l y  e x p e n sed u s i n g t h e  c a s h  d i s b u rse­
m e n ts j o u r n a l , a n  adjust i n g  e n try m u st be made to red u ce (c red i t )  the e x p e n s e  to 
the p ro rata a m o u n t  and i n c rease ( d e b i t) an a s set a c co u n t  ( p repa i d  i n s u ra n ce)  
fo r the u n exp i red p o rt i o n  of t h e  po l i cy .  

T h e refo re,  some adju st i n g  e n t r i e s  a r e  e n d -of- p e r i od adj u st m e n ts t o  s h i ft ac­
cou n t  ba l a nces from a c a s h  to a n  acc r u a l bas i s  of  accou n t i n g .  I t  i s  i m po rta n t  to  
e n s u re t h a t  t h e  reve n u e  and expense act i v i ty fo r t h e  pe r i od be p rope r l y " c u t  
off" ; a l l  t r a n s a ct i o n s  n e a r  t h e  e n d  o f  t h e  pe r i od m u st  b e  a n a l yzed t o  d ete r m i n e 
w h et h e r  they be l o n g  i n  t h e  p e r i od be i n g repo rted o r  i n  t h e  n ext per i od . (Oth e r  
c i rc u m stan ces - d e p rec i at i o n ,  for  i n sta n ce- req u i re adj u st i n g  e n t r i e s ;  s o m e  o f  
t h ese a re d i s c u ssed i n  Sect i o n  5 . ) Adj u s t i n g  e n t r i es a re posted to t h e  ge n e r a l  
j o u r n a l  a n d  ge n e r a l  l ed ge r .  A s e c o n d  t r i a l  ba l a n ce s h o u l d  t h e n  be prepa red t o  
e n s u re t h a t  d e b i ts  a nd c red i t s  a re eq u a l .  

FINANC IAL STATEM ENTS 

T h e  f i n a n c i a l  state m e n t s  ( i n c o m e  state m e n t  a n d  b a l a n ce s h eet)  a re p re pa red 
fro m  t h e  t r i a l  ba l a n c e  afte r a l l  adjust i n g  e n t r i e s  h ave been i n p u t .  T h e  state­
ments may be processed b y  the ATA R I  G e n e ra l  Acco u n t i n g  Syste m at  a n y  t i m e  
afte r a f i n a l  t r i a l  b a l a n c e  h a s  bee n m a d e .  T h i s  c a pa b i l i ty e n a b l es m a n a ge rs to 
h av e  c u r re n t  f i n a n c ia l state m e nt s  a s  n eeded . 

CLOSI NG T H E  BOOKS 

The i n come statement  s hows reve n u es earned and expenses i n c u r red for  a 
spec i f i ed per iod of t i m e .  The i n co m e  statement  i s  not i ntended to present a 
c u m u l at i ve h i story of a l l  reven u e  and expe nse t ransact ions  t h at h ave o c c u r red 
d u r i n g  the I i fe of a b u s i ness operat io n . Therefore, at the end of  each  acco u n t i n g  
yea r  a l l reve n u e  a n d  ex pe n se a cco u nt s  a re " c l osed " o r  s e t  to ze ro ba l a n c e .  

T o  pe rfo rm th i s  operat ion ,  a l l  reve n u e  and expense accou nts a r e  t ransferred to 
o ne s u m m a ry accou nt .  The res u l t i ng b a l a n ce in the s u m m ary acco u nt represents 
net prof it  or  loss ,  and a l l  reve n u e  and expe nse accou nts s how a z e ro b a l ance .  The 
b a l an ce i n  the  s u m m ary acco u nt i s  then t ransferred to owners'  eq u ity .  T h i s  
b a l ance tran sfer i s a p p ro p r i ate bec a u s e  a l l  reve n u e  a n d  ex pe nse accou nts d i­
rect l y re l a te to o w n e r s '  eq u i ty .  T h e  f i r m ' s  a c co u nts  a re t h e n  rea d y  to be used 
in  t h e  next acco u nt i n g  pe r i od ; t h e  a c c o u n t i n g  cyc l e  sta rts a ga i n .  
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To rev i ew b r i ef l y ,  t h e  acco u n t i n g  cyc le  i s  a seq u e n c e  of ste ps t h a t  i s  repeated 
fo r e a c h  a c co u nt i n g  pe r i od . Transact i o n s  a re recorded in o r i g i n a l  books of en try 
( j o u r n a l s) ,  s u m m a r i zed , a nd posted to the g e n e ra l l edger .  T h ey a re t h e n  re­
c a p ped i n  a t r i a l  b a l a n c e .  Adj u st i n g  e n t r i e s  a re t h e n  m a d e  a n d  t h e  t ra n s a ct i o n s  
a re refl ected i n  the f i n a n c i a l  state m e nts. Reve n u e  a n d  e x pe n se acco u nts 
( c a l led  tem po ra ry o r  n o m i n a l  acco u nts )  a re then c l o sed at  the end of t he yea r .  

The AT AR I  General  Account ing System, you r  computerized system,  can s ign if icant ly 
red uce the cler ical  tasks req u i red to go th rough the steps in the acco u nt i ng cyc le. 
F i g u re 3 shows the fu nct i ona l  re l at i onsh i p  between the ATA RI  Genera l Accou nti ng 
System and the account ing cyc le. 

D A I LY B U S I N E S S  

ACTIVITY 

F I N AN C I A L  

T R A N SA C T I O N S  

ADJUSTING 

A N D  CLOS I N G  

ENTRIES 

STEP 6 ----- --------

T R I A L  

C L O S E  REVE N U E  

-- - - - AND EXPENSE 

ACCOU NTS 

'--�B:_A:_L°"TAN_C.:_E�,.----� - ------------

BALANCE 

SHEET 

...----------- -------- -

Figure 3 Use of the A TARI Genera l Accounting 
System to Carry Out the Accounting Cyc le 
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O RG A N I Z I N G  

YO U R  

ACCO U N TS 

S i g n i f i c a n t  i n  t h e  accou n t i n g  p rocess are  t h e  d ef i n i t i o n  o f  a c c o u nts to be u sed 
a nd the  ass i g n m e n t  of n u m bers  fo r acco u n t  i d e n t i f i c at i o n  p u rpose s .  Acc o u n t  
n u m bers  m a k e  i t  poss i b l e  t o  code a n d  post t ra n s a ct i o n s  to t h e  a p p r o p r i ate 
accou nts i n  the ge n e r a l  l ed ge r ,  to a utom ate the d i st r i b u t i o n  of a c c o u nts fo r 
e n t ry p u rposes . They a l so perm i t  com m o n-gro u p  c l a s s i f i c at i o n  of a c co u n ts a n d  
s u m m a r i z a t i o n  o f  acco u n t  i nfo r m at i o n  to red uce t h e  l eve l  of  deta i l  i n  s u m m a ry 
repo rts s u c h  as f i n a n c i a l  state m e n ts .  Th i s  c od i n g of a c c o u nts i s  c r i t i c a l  i n  c o m ­
p u te r  sy ste m s  s u c h  as  t h e  ATA R I  G e n e r a l  Acco u n t i ng  System wh i c h  a u to­
m a t i ca l l y  post  a n d  s u m m a r i z e  a c co u n t i n g  i nfo r m at i o n  o n  t h e  b a s i s  of a c co u n t  
n u m be r s .  

Dete rm i n i ng t h e  spec i f i c  acco u n t  n u m bers  i s  p r i n c i pa l l y  a fu n ct i o n  of t h e  type 
of b u s i ness ,  i ts s i ze ,  the  natu re of i ts operat i o n s ,  and m a n ag e m e n t ' s  n eed fo r 
va r i o u s  ty pes of respo n s i b i  I i ty report i n g .  

T h e  sta n d a rd a r ra n ge m e n t  o f  acco u n ts i s  as  fo l l ow s :  assets ,  l i a b i l i t i es ,  o w n e r s '  
e q u i ty ,  reve n ues ,  a n d  expe n se s .  T h i s  o rd e r  fo l l ows the  fo r m  of t h e  f i n a n c i a l  
state m e n ts .  T h e  accou nts a l so fo l l ow t h at s a m e  o rd e r  i n  t h e  ge n e r a l  l ed ge r  a n d  
tr i a l  ba l a n c e .  

T h e  ATA R I  G e n e r a l  Acco u n t i ng  System h a s  p reass i g n ed acco u nt n u m be r  r a n ge s  
fo r t h e  m a j o r  g roups  of a c c o u nts that  a n y  b u s i ness  m i g h t  req u i re . T h ese ra n ges 
a re l i sted be l ow :  

Type o f  Account 

C u rre n t  Assets 
F i xed As sets 
Ot h e r  Assets 
C u r re n t  L i a b i l i t i es 
Long-Term L i a b i l i t i es 
C a p i t a l  ( Ow n e rs '  E q u i ty)  
I n co m e  
C o s t  of Sa l es 
E x p e n ses 
Oth e r  I n come 
Ot h e r  Expen ses 

Range of 
Account N um bers 

1 000 -
1 5 0 0  -
1 800 -
2000 -
2 60 0  -
3 0 0 0  -
4000 -
5 0 0 0  
6 0 0 0  
8 0 0 0  
8 5 00 

1 4 9 9  
1 7 9 9  
1 9 9 9  
2 5 9 9  
2 9 9 9  
3 9 9 9  
4 9 9 9  
5 9 9 9  
7 9 9 9  
8 4 9 9  
8 9 9 9  

To a ss i st yo u i n  u s i n g  t h e  ATA R I  G e n e ra l  Acco u n t i n g  Syste m ,  re p rese ntat ive  
c h a rts of acco u n ts fo r seve r a l  d i ffe re n t  i n d u st r i e s  a re prov i d ed in  A ppe n d i x  A .  
T h e  l i sts  a re n ot i n te n d ed to be a l l - i n c l u s i ve ,  a n d  t hey c o n ta i n  acco u n t s ,  s u c h  
a s  a c c o u nts  paya b l e  a n d  a c co u n ts rece i v a b l e ,  w h i c h  have n o  ro l e  i n  c a s h  
b as i s  a c co u n t i n g . These exa m pl e s ,  h oweve r,  c a n  h e l p  you t o  d ev e l o p  a c h a rt 
of a c co u n ts ta i l o red to yo u r  s pec i f i c req u i re m e nts .  

T h e  e m p h a s i s  of th i s  d i sc u s s i o n  i s  n ot t h e  acco u n t i n g  te rm i n o l ogy d ef i ned a n d  
u sed , b u t  rath e r  t h e  u n d e rsta n d i n g a n d  p roper  i m p l e mentat i o n  o f  t h e  c o n cepts 
p resented . In  t h e  d e s i g n  of the ATA R I  G e n e r a l  Acco u n t i n g  Syste m ,  th ese c o n ­
ce pts h ave b e e n  ad h e red t o  th ro u g h o u t ,  b u t  fo r c o n s i ste n cy a n d  s i m p l i c i ty ,  
c o m m o n  b u s i ness  te r m i n o l ogy h as been u sed w h e reve r poss i b l e .  T h e  rest  of  t h e  
i m p l eme ntat i o n  respo n s i b i l i ty i s  u p  to y o u . 
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3 
O RGAN IZ I N G  THE 

ACCO U NTI N G  F U N CT I O N  

S u c cessfu l use  of a co m p u te r  syste m ,  espe c i a l l y  a n  acco u n t i n g  syste m ,  d e p e n d s  
stro n g l y  o n  t h e  o rga n i z a t i o n  of peo p l e  wor k i n g  w i t h  i t .  T h e  orga n i z a t i o n  of a n  
a c c o u n t i n g  depar tment  i s  p r i n c i pa l l y  a fu n ct i o n  of t h e  c o m p a n y ' s  s i z e a n d  t h e  
n atu re o f  i ts b u s i ness  act i v i t i es. T h i s  sect i o n  o f  t h e  g u i d e  d i s c u sses  t h e  m a j o r  
fu n ct i o n a l  a reas of acc o u n t i n g  a n d  th e i r  re l at i o n s h i p  t o  a n  acco u n t i n g  o rga n i z a­
t i o n .  H e re,  a l so ,  we i nt rod uce the  c o n cept of i n te r n a l  c o n t ro l s .  

T h i s  d i s c u s s i o n  i s  spec i f i c a l l y  d i rected a t  s m a l l b u s i nesses . W e  h o pe y o u  w i l l  
f i nd th i s  sect i o n  u sefu l a s  a g u i d e  i n  deve l o p i n g  a n d  m o n i to r i n g  c u r re n t  
acc o u n t i ng act i v i ty ,  a n d  fo r p l a n n i n g t h e  futu re g rowt h of y o u r a c c o u n t i n g  
o rga n i z a t i o n . 

F i g u re 4 s h ows the  bas i c  fu n ct i o n a l  a s pects of s m a l l  b u s i n e s s  acco u n t i n g . I n  a 
very s m a l l b u s i n e s s ,  a l l t h e  fu n ct i o n s  m a y  be pe rfo r med by o n e  i n d i v i d u a l ,  t h e  
own e r .  As t h e  co m pa n y  grows,  s o m e  o f  t h e se fu n ct i o n s  m a y  be d e l egated t o  
ot h e r  i n d i v i d u a l s .  U l t i m ate l y ,  e a c h  fu n ct i o n  m ay b e  pe rfo rmed by grou ps of 
i n d i v i d u a l s. 

As th i s  evo l u t i o n  oc c u rs ,  the  ma nage m e n t  ( o r  re p o rt i ng)  s t ructu re a l s o  bec o m e s  
m o re h i e r a rc h i ca l - m o re of a pyra m i d .  Rega rd l ess  of h o w  l a rge t h e  acc o u n t i n g  
o rga n i z a t i o n  m a y  become,  h oweve r ,  i ts s t ructu re a n d  f u n c t i o n s  a re based o n  
t h e  d i v i s i o n s  s h own i n  F i g u re 4 a n d  d i s c u s sed i n  t h i s  sect i o n .  

1 
SALES/  

ACCOU NTS 
R E C E I VAB L E  

MANAG E M E N T  

1 
� 1 � 

1 
CASH 

D I S B U R S E M E N T  I COST 
ACCO U N TS ACCOU N T I N G  

PAYA B L E  

CASH 
PAY R O L L  RECE I PTS 

Figure 4 Small B usin e ss Accoun ting F u n c tion s 
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SA L E S/ 

ACCO U N TS 

REC E I VA B L E  

Yo u r  a c co u n t i n g  department  m u st c a r ry out  seve r a l  act i v i t i e s  i n  order  to " rec­
og n ize" ( that  i s ,  to accou n t  for )  the s a l e  of good s o r  serv i ces on c red i t  a n d  to 
e n s u re a n d  recog n ize the c o l l ect i o n  of cash  for those goo d s  or serv i ces pro­
v i d ed .  The l i st be l ow s u m m a r izes th ese i n te r re l ated a ct i v i t i e s :  

1 .  Rec o rd i n g t h e  s a l e  of good s o r  serv i ces  i n  the  a p p rop r i ate j o u r n a l  a n d  
l ed ge r  

2 .  Reco rd i n g t h e  re l ated state s a l es tax , i f  a ny ,  i n  t h e  a p p ro p r i ate j o u rn a l  a n d  
l ed ge r  

3 .  G i v i n g t h e  c u stomer  a n  i n vo i ce o r  state ment  s h ow i n g  t h e  a m o u n t  owed 

4 .  Ma i n ta i n i n g a s u bs i d i a ry l ed ge r  o f  a l l  c u sto mers  a n d  a m o u nts owed ( a n  
acco u nts rece i v a b l e  s u bs i d i a ry l ed ge r) 

5 .  Mo n i to r i n g  c u sto m e r  accou n ts regu l a r l y ,  to a i d  i n  t i m e l y  c o l l ect i o n  of 
a m o u nts owed . Two c o m m o n  methods of m o n i to r i n g a re :  ( 1 )  m a i n ta i n i ng a 
re po rt, by c u sto m e r, s h owi n g  a m o u nts  o wed a n d  l e n gt h  of t i m e  owed (a 
process c a l l ed " ag i n g  the  acc o u nts" ) ,  and (2)  m a i nta i n i n g  a re po rt wh i c h  
l i st s  c u sto m e rs a n d  a m o u nts  owed t h at a re past d u e  a c c o rd i n g  t o  the  te rms 
set by t h e  i n vo i ce o r  state m e n t .  M a n age m e n t  regu l a r l y  s h o u l d  rev i ew the 
m o n i to r i n g  re po rt s ,  s o  that  u n acce pta b l e  c red i t  r i sks  c a n  be put  o n  "c red i t  
h o l d , "  t h at i s ,  p ro h i b i ted at the  po i nt o f  sa l e  fro m m a k i n g  add i t i o n a l  p u r­
c h ases  o n  c red i t  u n t i l pa y m e n t  i s  made o r  a n  agree m e n t  fo r re pay ment  i s  
reac h ed.  

Y o u  c a n  see  from t h i s  l i st t h at co m p l ete a n d  accu rate co m m u n i cat i on  between 
the  sa l es and acco u n t i n g  f u n ct i o n s  i s  necessary fo r t h e  f i rst a ct i v i ty to be i n i ­
t i ated . T h e  a ct i v i ty beg i n s  w h e n  the  acco u nt i n g  o rga n izat i o n  rec e i ves 
d oc u m e n tat i o n  t h at a sa l es tra nsact i o n  h a s  taken p l a c e .  T h i s  d o c u m e ntat i o n  i s  
u s u a l l y  a s a l es i n vo i ce ,  w h i c h  g i ves t h e  d ate,  c u stomer  n a m e ,  q u a n t i ty a n d  
desc r i pt i o n  o f  goods o r  serv i ces ,  s a l es a m o u n t ,  a n d  oth e r  i nfo rmat i o n  rega rd i n g 
pay m e n t  te r m s  a n d  s h i pp i n g. The accou n t i ng d e p a rt m e n t  t h e n  reco rd s  t h e  s a l es 
tra n sact i o n  i n  a j o u r n a l . 

T h e  AT A R I  G e n e r a l  Accou n t i ng Syste m reco rd s th ese s a l es a nd ge n e rates a 
rep o rt c a l l ed a n  i n vo i ce reg i ste r .  W i th t h e  i n v o i c e  reg i ster ,  you c a n  a l so reco rd 
a n y  s a l e s  tax assoc i ated w i t h  the  t ra n s act i o n .  W h e n  t h e  data h a s  been e n tered 
o n  the i n vo i c e  reg i ste r ,  you r v i d eo sc ree n d i s p l ays the tota l d o l l a r a m o u n t  of the 
tra n s a ct i o n s  e n tered ( c a l l ed a batch tota l ) .  B efo re the  d ata is  e n tered , h owever ,  
you r accou n t i ng perso n n e l  s h o u l d  g ro u p  o r  batch  t h e  i n vo i ces a n d  c a l c u l ate t h e  
tota l v a l u e. T h e  batch tota l d i s p l ayed o n  the  sc ree n s h o u l d  agree w i t h  the tota l 
d o l l a r  a m o u n t  that  was  expected to be e n tered . 

T h i s  p roced u re h e l p s to e n s u re t h at n o  er ror ,  s u c h  as a m i ss i n g i n vo i ce o r  
t ra n s posed n u m be r ,  w a s  m a d e  i n  t ra n sfe r r i ng d ata from t h e  o r i g i n a l  sa l es i n ­
vo i c e  to t h e  d ata e n t ry d i s kette of t h e  ATA R I  G e n e ra l Accou n t i ng  Syste m . 

You c a n  a l so enter  c a s h  s a l es o n  the  i n vo i ce reg i s te r ,  b u t  the  ATA R I  G e n e r a l  
Acc o u n t i n g  Syste m g i ves you a spe c i a l  cash  s a l es j o u r n a l  for  use  w i t h  a c a s h  
reg i ster .  Th i s  p roced u re i s  d i sc u ssed m o re fu l l y  l ater i n  t h i s  sect i o n . 
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CAS H  

RECE I PTS 

Afte r you h ave rec o rd ed t h e  sa l es tra nsact i o n ,  you may n eed to b i l l  t h e  c u s­
to m e r .  E ve n  t h o u g h  m a n y  c u sto m e rs may pay fro m the o r i g i n a l  i n v o i c e  t h ey 
rece i ve at the  t i m e  of s a l e ,  i t  i s  c o m m o n  p ra c t i c e  to send c u sto m e rs a state m e n t  
at a l ate r t i  m e  ( u s u a l l y  at t h e  e n d  of t h e  m o n th ) ,  c o ve r i n g  a l  I t h e  c u sto m e r ' s  sa l es 
t ra n sact i o n s  for t h e  m o n t h . Wh e n  t h e  b i l l i ng p rocess has  been c o m p l eted , t h e  
a p p ro p r i ate pers o n s  ( o w n e r ,  m a n ager ,  bookkeeper ,  etc . )  m u st be a b l e  t o  
m o n i t o r  c u sto mer  accou nts to co l l ect t h e  c a s h  owed i n  a t i m e l y  fas h i o n . 

Yo u r  ATA R I  G e n e r a l  Acco u n t i n g  Syste m ,  th ro u g h  t h e  u se of t h e  i n vo i c e reg i s te r  
a n d  c a s h  rece i pts j o u r n a l ,  c reates a n  accou n ts rece i v a b l e  l ed ge r .  T h e  A c c o u nts 
Rece i v a b l e  Syste m  of the  ATA R I  ACCO U N TA N T ,  w h i c h  i n te rfa ces w i t h  t h e  
ATA R I  Ge nera l Acco u n t i n g  Syste m ,  h a s  expa n d ed c a pa b i l i t i es t h a t  p rov i d e  re­
p o rts s u c h  as  accou n ts rece i v a b l e  a g i n g ,  past d u e n o t i c e s ,  a n d  oth ers . At 
m o n t h - e n d , yo u r  ATA R I  G e n e r a l  Acco u n t i n g  System posts t h e  i n v o i c e  reg i ster  
to the  a p p r o p r i ate acco u n ts in  the  genera l  l ed ge r .  

T h e  p r i n c i pa l  c a s h  rece i pts a ct i v i t i es a r e :  

1 . Rece i pt of c a s h  over  t h e  c o u nte r fro m c a s h  s a l e s  o r  c h e c ks a s  pa y m e nt s  fo r 
sa l es o n  c red i t  

2 .  T i m e l y d e pos i t  i n to t h e  ba n k  of c a s h  rec e i ved 

3 .  Reco rd i n g of c a s h  rec e i ved i n  the  a p p rop r i ate j o u r n a l  a n d  l ed ge r  ( i n c l u d i n g 
the  accou nts rece i v a b l e  s u bs i d i a ry l ed g e r ,  i f  used)  

4 .  Matc h i n g the a m o u n t  rec o rd ed in  t h e  c o m p a n y  rec o rd s  wi th  that  shown by 
the  bank ( th i s  i s  ge n e ra l l y  done by rec o n c i l i n g  t h e  ge n e ra l  l ed ge r  cash  
ba l a n c e  to the  ba l a n c e  s h ow n  o n  t h e  ba n k  state m e n t )  

Yo u r  ATA R I  G e nera l Acco u nt i ng Syste m prov i d es a cash  rece i pts j o u r n a l a nd a 
cash  sa l es j o u r n a l .  You u se the  c a s h  rec e i pts j o u r n a l  fo r c o l l ect i o n s  o n  c red i t  
sa l es i n  conj u n ct i o n  w i t h t h e  i n vo i c e  reg i ste r .  A s  a p p ro p r i ate , c a s h  co l l ected o n  
c red i t  sa l es i s  e n te red i n to t h e  cash  rece i pts jou rn a l ,  u s i n g  t h e  d ata e n try d i sk­
ette . The system g i ves a batc h c o n t r o l  tota l ;  t h i s  n u m be r  s h o u l d  a g ree w i t h  a 
m a n u a l l y ca l c u l ated batch tota l s i m i l a r  to that  d i s c u s sed fo r t h e  i n vo i c e  reg i s te r .  

C a s h  c o l l ected over t h e  co u n ter as  c a s h  s a l e s  i s  n o r m a l l y  rec o r d ed o n  a c a s h  
reg i ste r ;  t h i s  prec a u t i o n  te n d s  t o  i m p rove c o n t r o l  over c a s h  rec e i pts at the  po i nt 
of sa l e .  A u sefu l featu re of t h e  ATA R I  G e n e ra l Acco u n t i n g  System i s  t h a t  i t  c a n  
p rod u c e  a cash  sa l es j o u rn a l . Th i s  j o u rn a l  g i ves y o u  a d a i l y  s u m m a ry o f  c a s h  
reg i ster  act i v i ty a n d  c a n  be c u sto m i zed to m at c h  the  keys of t h e  c a s h  reg i ster .  
Th i s  featu re i s  espec i a l l y  usefu l i f  you r c o m p a n y  h a s  a l a rge n u m be r  of  c a s h  
s a l e s  t ransact i o n s .  
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CASH 

DIS B U RS E M E N TS/ 

ACCO U N TS 

PAYA B L E  

T h i s  fu n c t i o n a l  a rea i n vo l ves t h e  prepa rat i o n  of d o c u m e nts for payment  a n d  
accou nts paya b l e  acco u n t i n g  ( i f  a n  a c c r u a l  bas i s  i s  be i n g u sed) , as  wel l as  
act u a l  pay m e n t  to vendors . T h ese i n te r re l ated fu nct i o n s  req u i re fo u r  act i v i t i es :  

1 .  Record i n g t h e  p u rchase  of good s o r  serv i ces i n  t h e  a p p rop r i ate j o u r n a l  or  
l e d ge r  

2 .  Prepa r i n g  a c h e c k  fo r payment  

3 .  Record i n g the  pay m e n t  i n  t h e  a p p r o p r i ate j o u rn a l  o r  l e d g e r  

4 .  Ma i n t a i n i n g a s u bs i d i a ry l ed ger  of a l l a m o u nts owed to vendors  ( a n  
acco u nts  paya b l e  l ed ger)  

As fo r a sa l es tra n s a ct i o n ,  yo u r  acco u n t i n g  g ro u p  m u st h ave d o c u mentat i o n  of 
the p u rch ase and rece i pt of good s ,  o r  of serv i ces performed . The d o c u m e n t  that  
i s  com m o n l y  used is  t h e  v e n d o r ' s  s a l es i n v o i c e .  In  esse n c e ,  w h at a b u s i ness  uses  
as  a sa l es d o c u m e n t  ( the  i n vo i ce) i s  a l so u sed by t h e  c u stomer  a s  a cash  d i s­
bu rse m e n t  o r  acco u n ts paya b l e  i n v o i c e .  

I f  yo u r  b u s i n e ss u ses  t h e  a c c ru a l  ba s i s  o f  accou n t i n g  i t  m u st s h ow, at the e n d  of 
e a c h  a c c o u n t i n g  pe r i od , i t s  l i a b i l i ty fo r u n pa i d  good s o r  serv i ce s .  To recogn i ze 
t h i s  l i a b i l i ty ,  yo u enter  t ra n sact i o n s  i n  a j o u rn a l  a s  a c red i t  to a cco u n ts paya b l e  
( t h e  d e b i t  i s  t o  t h e  a pp ro p r i ate a sset o r  e x pe n se acco u n t s ) .  T h e  bas i s  o f  t h e  e n t ry 
i s  t h e  a c co u nts  paya b l e  i n vo i c e w i t h  ev i d e n ce ( b y  a s i g n at u re o r  sepa rate 
d o c u m e n t) of the rec e i pt of good s o r  perfo r m a n c e  of se rv i ce s .  

Ca s h  d i s b u rsements  o r  payme nts a re u s u a l l y m a d e  b y  i ss u i n g a c h e c k  o n  a ba n k .  
Y o u  s h o u l d  a l ways o bta i n e v i d e n ce o f  pay m e n t  w h enever  you m a k e  a cash  
pay m e n t .  Pay m e n ts made by c h e c k  a re conf i rmed by the  ret u r n  of t h e  c a n ce l l ed 
c h e c k .  You s h o u l d  pe rform t h i s  matc h i n g ( o r  " b a n k  reco n c i l i a t i o n " )  p rocess 
every m o n t h . Of c o u rse,  you can m a ke pa y m e n ts i n  c a s h ,  but t h i s  is  not  the 
c o m m o n  or m ost p ra ct i c a l  method . 

W i t h  y o u r ATA R I  G e n e r a l  Acco u n t i n g  Syste m ,  you c a n  e n ter a l l  y o u r cash  
d i s b u rseme nts in  a c a s h  d i sb u rs e m e n ts j o u rn a l . As w i th  t h e  oth e r  j o u r n a l s ,  the 
system d i sp l ays batch cont ro l  tota l s  a n d  a l so prov ides  fo r d i rect post i n g  to the 
ge n e r a l  l ed ge r .  Pay m e n ts m a d e  in  t h e  fo rm of cash  m u st be e n te red i n to the  
g e n e r a l  j o u rn a l .  

F o r  acc o u n ts paya b l e  process i n g ,  the  ATA R I  G e n e ra l Acc o u nt i n g  System per­
m i ts  the  u se of a merc h a n d i se p u rch ased j o u r n a l .  You c a n  enter a l l  p u rc h ase 
t ra n sact i o n s  in  the j o u rn a l ;  the  s ystem can post a l l  e n t r i e s  to the  ge n e r a l  
l ed ge r .  I f  yo u u s e  th i s  j o u rn a l  tog et h e r  w i t h  the  c a s h  d i s b u rsements  j o u r ­
n a l ,  t h e  system c a n  prov i d e  a n  a cco u n ts paya b l e  l ed ge r .  T h i s  l ed ge r  i s  s i m ­
i l a r  to t h e  acco u n ts rece i v a b l e  l e d ge r  but  re prese nts  a m o u nts  owed to v e n d o rs .  

Yo u r  A T  A R I  G e n e r a l  Accou n t i ng  Syste m c a n  h a nd l e  s u c h  acco u n ts paya b l e  
p roces s i n g ,  b u t  a ca s h - bas i s  b u s i ness  wou l d  n ot req u i re t h i s  c a p a b i l i ty beca u s e  
a c co u nts  paya b l e  acco u n ts a re acc r u a l - b as i s  acco u nts  o n l y .  A cash-bas i s  a c ­
co u nt i n g  system wo u l d  u se o n l y  t h e  c a s h  d i s b u rsem ents  j o u rn a l .  
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PAY ROLL Pay ro l l accou n t i n g  is an i m po rta n t  pa rt of the tota l accou n t i n g  process  bec a u se 
i t  affects the  l ega l a n d  perso n a l  r i g h ts of a l l  e m p l oyees . Wh i l e t h e  foc u s  of th i s  
d i sc u s s i o n  i s  o n  payro l l acc o u n t i n g  a ct i v i t i e s ,  the  fo l l ow i n g l i st a l s o i n c l u d e s  
some person n e l - re l ated a ct i v i t i e s :  

1 .  Com p u t i n g  the  gross  pay e a r n ed by a n  e m p l oyee 

2 .  Co m p u t i ng the a m o u n t  o f  net  pay d u e t h e  e m p l oyee . Th i s  a m o u n t  i s  t h e  
d i ffe re nce between g ross pay a n d  a va r i ety of ded u ct i o n s ,  b o t h  vo l u n ta ry 
a n d  i n vo l u ntary ,  as fo l l ows : 

• Fed e ra l  i n come t a x -d e pe n d s  o n  t h e  a m o u n t  of ea rn i n gs a n d  exe m p­
t i o n s  c l a i med by t h e  e m pl oyee 

• Soc i a l  sec u r i ty co n t r i b u t i o n s  ( F I C A  tax ) - a fu n ct i o n  of the c u r re n t  l ega l 
rate a p p l ied  to earn i n gs u p  to a l eg a l  m a x i m u m  (exc l u d e s  s i c k  pay) 

• State o r  c i ty i n co m e  tax -d e pe n d s  o n  l o c a l  tax l a ws 

• Other-some ex a m pl es a re u n i o n  d u es,  i n s u ra n ce ,  and sa v i n gs b o n d  
pu rc h a se s 

3 .  G i v i n g the  e m p l oyee t h e  net pay d u e 

4 .  F u r n i s h i n g t o  t h e  a p p ro p r i ate gove r n m e n t  age n c i es a n d  oth e r  orga n i z at i o n s  
t h e i r respect i ve s h a res o f  t h e  m o n i es w i t h h e l d  fro m t h e  e m p l oyee' s 
paycheck 

5 .  Com p u t i n g  a n d  pay i n g  t h e  a m o u nts  req u i red by l aw fro m t h e  e m p l oyer  fo r 
F I C A tax a n d  fed era l u n e m p l oy m e n t  i n s u ra n ce 

6 .  Post i n g  a n d  m a i n ta i n i n g deta i l ed pay ro l l rec o rd s ,  b y  e m p l oyee 

7 .  Record i n g the pay ro l l  i n  t h e  a p p rop r i ate j o u rn a l  a n d  l edger  

8 .  Prepa r i n g  q u a rte r l y  fed e r a l  tax  ret u r n s  s h ow i n g ,  by e m p l oyee,  soc i a l  sec u ­
r i ty n u m be r ,  a m o u n t  e a r n ed , F I CA taxes , a n d  fed e ra l  i n c o m·e taxes . T h e  
pe ri od u sed i n  a c co u nt i n g  fo r pay ro l l t a x e s  i s  the  c a l e n d a r  yea r  ( e n d i n g  
Dece m be r  3 1 ) . 

9 .  Prov i d i ng a w i t h h o l d i n g state m e n t  ( W 2 )  t o  each  e m p l oyee at  t h e  e n d  o f  t h e  
c a l e n d a r  year  s h owi n g  g ross ea r n i n gs  a n d  t h e  re l ated fed e ra l  a n d  l o c a l  
taxes w i th h e l d  

E m p l oyees u s u a l l y  a re pa i d  o n  a s a l a ry ba s i s  o r  f o r  h o u rs worked . A n  h o u r l y  
e m p l oyee' s pay i s  c o m p u ted from a d oc u m e n t  ( u s u a l l y  a t i m e  c a r d )  t h at i n d i ­
cates h o u rs worked ( t i me i n  a n d  t i m e  o ut)  p e r  d ay d u r i n g  a p a y ro l l p e r i od . 
Sa l a r ied e m p l oyees m ay o r  may n ot be req u i red to keep a d a i l y  reco rd . 

A p e rs o n n e l  f i l e  n o r m a l l y i s  m a i n t a i ned fo r each  e m p l oyee,  c o n ta i n i n g s u c h  
i nfo r m a t i o n  a s  a ut h o r i zed h o u r l y  wage o r  s a l a ry ,  soc i a l  s e c u r i ty n u m be r ,  
e m p l oyee' s w i th h o l d i n g exe m pt i o n  cert i f i c ate ·(W4 ) fo r i n c o m e  t a x  p u rposes ,  
a n d  a u t h o r i z i n g fo r m s  for ot h e r  ded u c t i o n s .  
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COST 

ACCO U N T I N G  

You use  t h e  c a s h  d i s b u rs e m e n ts j o u r n a l  of you r ATA R I  G e n e r a l  Accou n t i n g  
System t o  e nter  payro l l t ra n sact i o n s  i n to t h e  syste m . Y o u  c a n  s e t  a d i ffere n t  
seq u e n ce of c h e c k  n u m bers  to d i st i n g u i s h  a pay ro l l t ran sact i o n  f r o m  a reg u l a r  
p u rch ase t ra n sact i o n ,  a n d  co n seq u e n t l y  t o  u s e  a sepa rate ba n k  pay rol l acco u n t .  
W i t h  t h i s  j o u r n a l , th e n ,  t h e  syste m  g i ves  you a u tom ated s u m m a r i z i n g  a nd post­
i ng to the g e n e r a l  l e d ge r .  I n  ad d i t i o n ,  the system p rov i d es ,  fo r each  e m p l oyee, a 
q u a rter l y ,  yea r-to-d ate,  a nd c a l e n d a r  yea r-end repo rt fo r i nfo r m a t i o n a  I pu r­
poses . 

Cost acco u nt i n g  i s  b a s i c a l l y  t h e  process of obta i n i n g, s u m m a r i z i n g, a n d  a n a l yz ­
i n g c o s t  d ata . H owever ,  t h i s  f u n c t i o n  i s  com m o n l y  a ssoc i ated w i t h  t h e  proce ­
d u res  fo r cost i n g  o r  m e a s u r i n g  the v a l u e  of t h e  i n ve n to r i e s  of a b u s i ness . I n  the  
fol l o w i n g  d i s c u ss i o n ,  we add re ss cost acco u nt i n g  fro m  the  l atte r perspec t i v e .  

T h e  c o s t  acco u nt i n g  fu n ct i o n  m u st p rov i d e  the  m e a n s  fo r :  

• Attac h i n g o r  as s i g n i n g  costs t o  i n ve n to r i es 

• Record i n g t h e  cost of i n v e n to r i es pu r c h a sed , m a n ufact u red , asse m b l e d ,  or  
so l d  

• M a n a g i n g  a n d  c o n t ro l l i n g t h e  cost of i n ve n to r i e s  a n d  promot i n g  p rod u ct i o n  
eff i c i e n cy 

I n ve nto r i e s  a re co m m o n l y  assoc i ated w i t h  a reta i l / w h o l e sa l e  b u s i ness  or a 
m a n ufactu r i n g  o rgan i z at i o n .  Reta i l / w h o l e sa l e  m e r c h a n d i se i n ve n to r i e s  a re 
good s h e l d  fo r s a l e  i n  t h e  o rd i n a ry c o u rse of b u s i n e s s .  I n  a m a n ufactu r i n g  f i rm,  
i n v e n to r i e s  a re f i n i shed good s he ld  fo r sa l e ,  good s c u r re n t l y i n  t h e  process of 
m a n u factu r i n g  or asse m b l y  ( c a l l ed work i n  p roce ss ) ,  and  raw mate r i a l s  not yet 
p l aced i n  t h e  p rod u ct i o n  p rocess . 

T h e  va l u at i o n  of i n vento r i e s  i s  a n  ext re m e l y  i m po rta n t  as pect of t h e  acco u n t i n g  
p rocess  b ec a u se i t  d i rect l y  affects bot h t h e  b a l a n ce s h eet a n d  t h e  i n come state­
m e n t .  T h i s  can be s h own i n  an e q u a t i o n  d e p i ct i n g  the d e r i v at i o n  of costs of 
good s s o l d  fo r a n o n m a n ufactu r i n g  b u s i n e s s :  

Begi n n ing I nventory + Pu rch ases - End ing Inventory = 
Cost of Goods Sold 

The con ce pt of t h i s  fo r m u l a  a p p l ies  to m a n ufactu r i n g  a s  we l l ,  b u t  the i n c rease 
i n  i n v e n to r i e s  ( p u r c h a se s  i n  the  e xa m pl e  a bove) d u r i n g  the  acco u n t i n g  pe r i od 
c a n  be a very  co m pl ex p rocess i n  te rms of the p rod u c t i o n  c yc l e  a n d  t h e  assoc i a ­
t i o n  of costs w i t h  that  c yc l e .  I f  a n  e r ro r occu rs i n  t h e  v a l u a t i o n  o f  i n vento r ies ,  i t  
not  on l y  affects  t h e  c u rrent  pe r i od b ut a l so h a s  a n  o ppos i te effect i n  t h e  s u c ­
ceed i n g  pe r i od . T h i s  i nv e rse effect occ u rs bec a u se c u r re n t  e n d i n g  i nv e n to r i e s  
re present  t h e  beg i n n i n g  i n v e n to r i e s  o f  the  n e x t  pe r i od i n  t h e  fo rm u l a .  

T h e  AT A R I  ACCO U N TA N T ,  w i t h  i t s  G e n e ra l  Acco u n t i n g  Syste m a nd i ts re l ated 
I n v e ntory C o n t ro l  S yste m ,  m a kes it poss i b l e  to t rack  a mercha n d i se or f i n i s h ed 
good s i n ve n to ry .  I n  fact,  t h e  ATA R I  I n ve ntory Cont ro l  System i s  a " pe r pet u a l  
i n ve n to ry" system wh i c h , w i t h  a p p ro p r i ate i n p ut  rega rd i n g i n c reases o r  d e ­
c re a ses  i n  q u a n t i t i es ,  p rov i d e s  c u r re n t  b a l a n ces fo r each i n ve nto ry i tem . T h e  
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G E N E RA L  

L E D G E R  

system c a n  a l so g i ve you t h e  costs assoc i ated w i t h  t hose ba l a n ce s ,  u nd e r  o n e  of 
t h ree cost m et h od s .  T h ese t h ree m e t h od s  a re b a sed o n  d i ffe re n t  a s s u m pt i o n s  
about  t h e  acco u n t i n g, n o t  t h e  p h ys i ca l ,  f l ow o f  i n ve ntory .  

F I RST-IN, FIRST-OUT (FIFO) 

Th i s  method assu mes  good s a re co n s u m ed o r  s o l d  i n  t h e  o rd e r  pu rc h a sed ; t h at 
i s , f i rst pu rc h a sed i s  f i rst u sed o r  s o l d .  

LAST-IN, F I RST-OUT (LIFO) 

T h i s  m et h od is the o p po s i te of F I FO ;  l a st good s pu rc h a sed a re the f i rst u sed o r  
so l d .  

AVERAGE COST 

I n  u s i n g  t h i s  meth od , no f low a s s u m pt i o n  i s  m a d e .  T h e  m et h od i s  used fo r 
pract i c a l  rea s o n s ;  that  i s ,  s pec i f i c  t r ac k i n g  of q u a n t i t i e s  a n d  a ssoc i ated u n i t  
costs i s  not  req u i red , beca u se a n  a v e ra ge w i l l  b e  u sed . 

T h e re a re n u m e r o u s  c o n s i d e ra t i o n s - fo r  i n sta n c e ,  i n c o m e  tax effects­
i n vo l ved i n  c h oos i n g a n  a p p ro p r i ate m e t h od of i n ve nto ry cost i n g .  T h ere a re 
a l so n u m e r o u s  tec h n i c a l  acco u n t i n g  i s s u e s  i n vo l ved i n  va l u i n g y o u r i n ve n to r i es 
p rope r l y .  I t  i s  s u ggested that  you c o n s u l t  a p rofess i o n a l  a c c o u n ta n t  to h e l p y o u  
dete rm i ne wh i c h  met h od i s  m o s t  a p p r o p r i ate fo r yo u r  b u s i n e s s .  

A s  t h e  t i t l e  i m p l i es ,  t h e  ge n e r a l  l edger  fu n ct i o n  i s  assoc i ated c h i ef l y  w i t h  i n p u t  
t o  ( j o u r n a l  e n t r i es )  a n d  o u t p u t  from t h e  g e n e ra l l ed g e r .  L i sted be l ow a re s o m e  
spec i f i c  a ct i v i t i es t h a t  c a n  be perfo r med : 

1 .  E n s u r i n g  that  a l l  j o u rn a l  e n t r i e s  req u i red h ave been prepa red a n d  posted to 
the ge n e ra l  led ge r  

2 . Deve l o p i n g  ba l a n ces fo r a l l acco u nts  i n  t h e  ge n e r a l  l ed ge r  

3 .  P re pa r i n g  a t r i a l  ba l a n ce f ro m  t h e  ge n e ra l  l ed ge r  a n d  see i n g  t h at tota l d e b i t s  
a n d  c red i t s  a re eq u a l  

4 .  P re pa r i n g  a l l  req u i red adj u st i n g  e n t r i e s  

5 .  Prepa r i ng  a n  adj u sted t r i a l  ba l a nce  

6 .  P re pa r i n g, o r  ass i st i n g  i n  p re pa r i n g, f i n a n c i a l state m e nt s  

E x c e p t  fo r t h e  rev iew fu n ct i o n s  to e n s u re t h a t  a l l j o u r n a l  e n t r i es ( i n c l u d i n g 
adj us t i n g  e n t r i es)  h ave been p rope r l y  p repa red , yo u r  ATA R I  G e n e ra l A c c o u n t­
i ng System h a s  a u to m ated m ost of t h e  act i v i t i es l i sted a bove .  B y  e l i m i n at i n g  a 
l a rge part  of the  c l e r i c a l  effo rt req u i red to s u m m a r i z e  a wee k ' s ,  m o n t h ' s ,  o r  
year' s tra nsact i o n s ,  you r system s h o u l d  g i ve y o u  a n d  yo u r  m a n agers ,  a c c o u n ­
ta nts ,  o r  bookkee pe rs add i t i o n a l  t i m e t o  accom pl i s h  s u c h  i m porta n t  tas k s  a s  f i ­
n a n c i a l  cond i t i o n  a n a l yse s .  (So m e  o f  t h e se act i v i t i e s a re d i sc u s sed i n  Sec t i o n  4 . )  
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CO N T RO L S  

T h e  c o n cept o f  i n te r n a l  c o n t ro l s  c a n  b e  d ef i ned as  a p l a n  or  system t h at a 
b u s i ness  adopts to :  

• S afeg u a rd i ts  resou rces 

• Mon i t o r  and contro l  the a c c u racy,  com p l ete ness ,  and re l i a b i l i ty of acco u n t­
i n g  d ata 

• Mo n i t o r  and p ro m ote a d h e rence  to m a n a ge m e n t  po l i c i e s  

• Ass i st i n  m a x i m i z i n g  o pe rat i n g  effi c i e n c i e s  

O n e  req u i rem e n t  for  a n  effect i v e  system o f  i n te rn a l  cont ro l s  i s  a n  a p p ro p r i ate 
seg regat i o n  of d ut i e s .  I d ea l l y , the co n c e pt req u i res t h at the p h ys i c a l  access to or 
c u stod y of yo u r  f i rm ' s  a ssets be ke pt se pa rate from the res po n s i b i l i ty  of reco rd ­
i n g  a n d  m a i n ta i n i n g t h e  acco u n t i n g  reco rd s (fo r i n sta n ce ,  the  p u rc h a s i n g  fu nc­
t ion  s h o u l d  be ke pt s e pa rate from t h e  acco u n ts paya b l e  a n d  c a s h  d i s b u rsements  
act i v i t i es ) . Segre gat i o n  of d u t i es i s  a perv a s i ve i s s u e  in  a l l  a reas of  acco u nt i n g  
a n d  s h o u l d  b e  ca refu l l y  co n s i d e red a s  yo u r  acco u n t i n g  o r ga n i zat i o n  e x pa n d s .  

Fo l l ow i n g i s  a p a rt i a l  l i st o f  poss i b l e  acco u n t i n g- re l ated i n te r n a l  c o n t ro l s .  Yo u r  
m a n agem e n t  s h o u l d  rev iew these a reas to d ete rm i n e wh at act i o n s  to ta ke,  g i v e n  
t h e  n atu re , s i ze ,  a n d  e nv i ro n m e n t  o f  yo u r  b u s i ness .  

• P h y s i c a l  sec u r i ty of  se n s i t i v e  d o c u ments  s u c h  a s  b l a n k  c h e c k s ,  payro l l re­
co rd s ,  and com pute r  d ata sto rage m ed i a  (fo r ex am p l e ,  d i s kettes or ta pe s) 

• P h ys i c a l sec u r i ty  of b u s i ness  assets s u c h  as petty c a s h  on h a nd a n d  i nven­
to r i e s  

• C reat i o n  o f  d u p l i c ate co p i e s  o f  i r re p l acea b l e  d o c u ments  s u c h  a s  l ega l d o c u ­
m e nts  a n d  com p ute r d i s kettes 

• M a i nte n a n ce of a c u rre n t  acco u n t i n g  m a n u a l  a n d  c h a rt of a c c o u n t s  

• U se of d a ted a n d  a p p roved d o c u ments  t o  s u ppo rt t r a n sact i o n s  reco rded i n  the  
a c co u n t i n g  reco rd s 

• C o n t ro l  over a n d  u se of p re n u m be red fo rms o r  d oc u ments  

• G ra n t i n g  of  c red i t  fo r new c u st o m e rs 

• U se of batch c o n t ro l s  fo r d ata e nte red i n to a n d  o u t p u t  rec e i ved from a com­
puter i zed system 

• P roced u res  to e n s u re t h at a l l  t ran sact i o n s  a re reco rd ed and refl ected in t h e  
a p pro p r i ate acco u n ts a n d  acco u n t i n g  pe r i od 

Th i s  ge n e r a l  l i st of i d ea s  i s  n ot s pec i f i c a l l y  re l ated to a n y  o n e  b u s i n e ss o r  type of 
b u s i n e s s .  Devel o p i n g  a n d  a c h i ev i n g  a pp ro p r i ate a n d  effect i v e  i ntern a l  cont ro l s  
fo r ea c h  a rea a re bas i c  respon s i b i l i t i e s  o f  m a n age m e n t .  T h e  p r i m a ry c r i te r i o n  i s  
m a n a ge m e n t ' s  asse s s m e n t  o f  t h e  cost asso c i ated w i t h  i m p l em e n t i n g  i n te rn a l  
c o n t ro l s  vers u s  t h e  b e n ef i ts ( red u ct i o n  of r i sks ) .  
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A m a j o r  o bject i ve of t h e  acco u n t i n g  p rocess  i s  to p rod uce f i n a n c i a l  state m e n ts .  
T h e  va l u e o f  these stateme nts i s  g reat l y  e n h a n ced i f  t h ey a re u sed i n  m a k i n g  t h e  
de c i s i o n s  that  w i l l  affect you r f i r m ' s  f u t u r e .  T h e  a rea of f i n a n ce o r  f i n a n c i a l  
a n a l y s i s  d ea l s  w i t h  t h e  use o f  f i n a n c i a l  d ata i n  d ec i s i o n - m a k i n g .  T h i s  sect i o n  of 
the  gu i de i nt rod u ces some con cepts of  f i n a n c i a l  a n a l y s i s  d i rect l y  re l ated to 
i m p rov i n g  you r use of the f i n a n c i a l  state m e n ts p rov i d ed by the ATA R I  G e n e ra l  
Acc o u nt i n g  Syste m .  

T o  b e  u sefu l ,  fi n a n c i a l  d ata m u st b e  a n a l yzed i n  c o n text .  T h e  most  i m po rta n t  
st rateg i c  c o n text o f  a b u s i ness  i s  i t s  l o ng- ra n ge p l a n .  T h i s  p l a n  s h o u l d  b e  a n  
a n a l y s i s  o f  a t  l east  two a n d  p roba b l y  n ot m o re t h a n  f i ve yea rs i n to t h e  fu t u re ,  
u n l ess  a c h a nge o f  owners h i p  i s  a n  i m po rta nt  c o n s i d e rat i o n  j u st  bey o n d  t h e  
f i ve-year  p e r i od . M a n y  m a j o r  events  t h a t  i n f l u e n c e  a c o m p a n y  a re o u ts i d e  t h e  
cont ro l  o f  i ts owners a n d  m a n ag e m e n t .  H oweve r,  i t  i s  essent i a l  t h at goa l s  be 
esta b l i s h ed and q u a n t i f i ed ,  but n ot j u st i n  m o n et a ry ter m s :  fo r i n sta n c e ,  i n c reas­
i n g sa l es 1 0  percent  per  yea r ,  not  j u st i n c rea s i n g s a l e s ;  h i r i n g two m o re s a l es­
men,  not  j u st i n c reas i n g sa les effo rt . 

I n  s h o rt,  t h e  l o n g- r a n ge p l a n  o ut l i n e s  w h e re t h e  b u s i ness  s h o u l d  be headed a n d  
states t h e  ag reed - u po n  a p p roach t o  rea c h  t h e  re l ated goa l s .  As t h e  p l a n  i s  
p u rs ued ,  e x pe r i e n ce m a y  be ga i n ed a n d /o r  the  e n v i ro n me n t  m a y  c h a n ge ,  re­
q u i r i n g that the  p l a n  be rev iewed and mod i f i ed . T h i s  m a n a ge m e n t  rev i ew 
s h o u l d  oc c u r  at l ea st every yea r, p refe ra b l y  i n  a sett i n g  w h e re d ay -to-d ay p ro b ­
l e m s ,  wh i l e n ot i gn o red , c a n  be p l a ced i n  pe rs pect i v e .  

Afte r you h a ve d eve l o ped yo u r  l o n g- ra n ge p l a n ,  you n eed to esta b l i s h a b u d get 
fo r the  p o rt i o n  of t h e  p l a n that  d i rect l y  re l ates to the f i rst  yea r .  T h e  b u dget 
e x p resses these s h o rt-te rm goa l s  in u n i ts and d o l l a r s ,  est i m ated by the i n d i v i d ­
u a l ( s )  respo n s i b l e  fo r a c h i ev i ng t h e  goa l s .  T h e  ge n e r a l  a p p roach  i s  t o  u s e  ex­
pe r i e n c e and t h e  c a u se- a n d -effect re l at i o n s h i p s between key fa ctors ,  s u c h  as  
s a l es and expe n s e s ,  a s  t h e  p r i m a ry bases fo r d e ve l o p i ng t h ese  n u m be rs .  

A n ot h e r  a p p roac h ,  " z e ro- based " b u d get i n g ,  reexa m i nes  a n d  q u es t i o n s  t h e  as­
s u m pt i o n s  o n  w h i c h  these re l at i on s h i p s a re based a n d ,  by fo r m u l at i n g  new 
a s s u m p t i o n s ,  i d e nt i f i e s  a l te r n a t i ve a p p ro a c h e s  and h e l p s  determ i n e n ew r e l a ­
t i o n s h i p s .  For  exa m p l e , g i v e n  a p roj ected 1 0- pe r c e n t  s a l e s  i n c rease ,  s h o u l d  
advert i s i n g  expense b e  i n c rea sed 1 0  perce n t  o r  i s  i t s  effect i ve n e s s  m ax i m i z ed at  
t h e  c u rrent  l e ve l ? Fo r t h e  s a m e  p roj ected sa les  i n c rease ,  s h o u l d  se l l i n g a n d  
re l ated expen ses be i n c reased 1 0  perc e n t ,  o r  wou l d  i t  b e  m o re p rod u c t i ve to 
c h a n ge the ro l e  of the o u t s i d e  s a l e s  peop l e  to foc u s  on  new c u sto m e rs a n d  to 
c reate an i nte r n a l  c u stomer  s e rv i ce fu n c t i o n  to take orders ? 
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Rega rd l e s s  of the  a p pro a c h  u sed , yo u s h o u l d  set a b u d get fo r reve n u es a n d  a l l 
m aj o r  e x pe n se cate go r i e s .  I d e n t i fy i n g  ways to beco m e  m o re effi c i e n t  and  effec­
t ive  s h o u l d  be a c o n t i n u o u s  effo rt . T h e  t ime fo r deve l o p i n g  b u d gets ,  h owever ,  
ofte n represe nts  a n  o p po rt u n i ty to fo rm a l l y  eva l u ate and  a n a l yze i d ea s  that  m ay 
h ave c o m e  u p  d u r i n g  t h e  ye a r, a n d  to d eve l o p  n e w  o n e s ,  i f  a p p ro p r i ate . Z e ro­
ba sed b u d get i n g  fo r m a l i zes  both the e x p l o rat i o n  of n e w  ways of p e rfo r m i n g  t h e  
s a m e  fu n ct i o n  a n d  t h e  con s i d e rat i o n  o f  d i ffe re n t  l eve l s  o f  effo rt to a c h ieve t h e  
s a m e  res u l t .  

Th i s  b u d get i n g  process u s u a l l y  i d e n t i f i e s  a few conf l ic t i n g  goa l s  o f  v a r i o u s  
d e pa rt m e nts  o r  fu n ct i o n s .  I t  a l so s u gge sts t rad e-offs t h at m u st be m a d e  to reco n ­
c i l e  c o n f l i ct s .  F o r  e xa m p l e ,  yo u r  s a l e s  m a y  be p roj ected t o  i n c rease 5 0  pe rce n t  
a n d  y e t  m a n ufactu r i n g  l a bo r c o s t s ,  w it h o u t  a n y  c h a n ge i n  p rod u c t i v ity,  may b e  
e st i m ated at l a st yea r ' s  l ev e l . Trade-offs m u st be ref l e cted i n  the  b u d get,  a n d  t h e  
b u d get s h o u l d  be i n te rn a l l y  con s i ste nt ,  represe n t i n g  a n  a ggress i v e  yet rea l i st i c 
goa l b a sed o n  p r i o r  e x pe r i e n ce .  

T h e  b u d get s h o u l d  a l ways  b e  c o m p a red w i t h  t h e  l o n g- ra n ge p l a n  fo r th i s  pe r i od .  
I f  i t  i s  co n s i ste nt  w i t h  t h e  p l a n ,  t h e  b u d get s h o u l d  be fo r m a l i zed (f i xed)  fo r t h e  
yea r .  A t  l east  o n e  fo rmat  of t h e  b u d get s h o u l d  prov i d e  p ro fo r m a  b a l a nce s h eets 
a n d  i n c o m e  state m e n ts based on the b u d get i n g  d ata fo r the s a m e  per i o d s  fo r 
w h i c h f i n a n c i a l  state m e n ts a re p repa red . 

For  c o m pa n i e s  i n  espec i a l l y  d y n a m i c  e n v i ro n m e n ts , i t  may be wo rth w h i l e  to 
deve l op 1 2 - m o nth ro l l i n g forecasts o r  b u d gets w h i c h  a re upd ated every q u a rter ,  
in  ad d i t i o n  to the f i xed a n n u a l  b u d gets . 

T h e  act i o n s  that  a re taken as d ef i ned i n  t h e  p l a n  a n d  b u d get res u l t i n  b u s i ness  
t r a n s a ct i o n s  w h i c h  a re recorded by t h e  accou n t i ng p rocess . T h e  accou n t i n g  
proce s s ,  i n  t u r n , p rod u ces the  f i n a n c i a l  state m e n t s .  T h e se reports o f  act u a l  
res u l ts c a n  t h e n  be compa red t o  t h e  b u d get(s) . T h i s  feed back p e r m i ts m a n age­
m e n t  to " m a n age by except i o n , "  t h at i s ,  to foc u s  i ts t i m e and effort on  s pec i f i c  
a reas  w h e re res u l t s  a re n o t  as  ex pected . T h e s e  a reas c a n  be sepa rated b y  type 
a n d  p r i o r i t i zed in t e r m s  of t h e i r  f i n a n c i a l  i m pa cts . 

W h e n  a n a l y s i s  i n d i cates that  a maj o r  c h a nge m u st be m a d e  to a n  i n tern a l  
a s s u m p t i o n ,  t h e  i nte rmed i ate p l a n  a n d  re l ated b u d gets m u st b e  m od i f i ed . A 
f u n d a m e n t a l  c h a nge i n  t h e  e n v i ro n m e n t ,  s u c h  as a com pet i to r  go i n g  out  of 
b u s i n e s s ,  m ay ca l l  fo r rev i s i o n  of t h e  st rateg i c  goa l s  or t h e  p l a n s  to a c h i eve 
t h e m .  T h e  contro l  p rocess  often perm i t s  the e a r l y  i d e n t i f i cat i o n  of s u c h  n eces­
s a ry m o d i f i c a t i o n s  o r  rev i s i o n s  w h i l e  t h e re is  s t i l l  t i me to p u r s u e  s u c cessfu l 
a l te r n at i v e s .  

I n  eva l uat i n g  t h e  f i n a n c i a l co n d i t i o n  a n d  perfo r m a n ce of a b u s i n e s s ,  i t  i s  i m por­
tant to d e ve l o p  "yardst i c k s . " F i n a n c i a l  rat ios wh i c h re l ate two p i eces of f i n a n ­
c i a l  d ata a re ofte n u sed a s  y a rd st i c ks .  Two types o f  a n a l ys i s  c a n  b e  d o n e  u s i ng  
f i n a n c i a l  rat i os . F i rst ,  a pro fo r m a  rat i o  based on b u d gets o r  a p resent  rat i o  
based o n  rece n t  res u l ts c a n  b e  co m p a red t o  h i sto r i c a l  rat ios  fo r t h e  enterp r i se .  
( Fo r  h i sto r i c a l  com p a r i s o n s ,  espec i a l l y  for seaso n a l  b u s i nesses ,  i t  i s  i m po rta n t  
t h a t  t h e  s a m e  rat i o s  be c o m p a red at the  s a m e  t i me o f  t h e  yea r . )  Seco n d ,  rat i os of 
o n e  b u s i ness  c a n  be c o m pa red to those of s i m i l ar b u s i nesses  or to i nd u st ry 
averages fo r t h e  s a m e  po i nt i n  t i m e .  



Rat i o  a n a l ys i s  c a n  be a n  i m po rta n t  tool  to a i d  i n  d e c i s i o n - m ak i n g. Dev i at i o n  of 
yo u r  f i r m ' s  rat i o s  from i n d u st ry sta n d a rd s  s h o u l d  not ,  h owever ,  be a c a u se fo r 
e i t h e r  u nj u st i f ied ce l e b rat i o n  o r  p a n i c .  A n a l ys i s  of the  d e v i a t i o n  by yo u r  m a n ­
age m e n t, a n d  u s e  of e x pe r i e n c e  a n d  j ud gm e n t  t o  i n te r pret t h e  res u l ts ,  a r e  c r i t i ­
c a l  com po n e n t s .  Rat i o s  betwee n a n y  two o r  m o re o perat i n g  o r  acco u n t i n g  
sta t i s t i c s ,  a l o n e  o r  i n  co m b i n at i o n ,  c o u l d  c o n c e i v a b l y  b e  c a l c u l ated . B ut t h e  
be nef i t  o f  d o i n g  so wo u l d  p ro b a b l y  n ot j u st i fy the  c o st a n d  confu s i o n .  

Seve ra l rat i os a re va l u a b l e  fo r spec i f i c i n d ust r i e s .  F o r  exa m p l e ,  s a l es pe r s q u a re 
foot i s  a n  i m po rta n t  measu re i n  reta i l i n g beca u s e  i t  m e a s u res t h e  p rod u ct i v i ty of 
a m aj o r  fa ctor to wh i c h  m ost e x p e n ses  a re re l ated . T h ere are severa l f i n a n c i a l  
rat i o s ,  h owever,  w h i c h are recog n i zed to b e  o f  v a l u e  i n  m a n y  i nd u s t r i es w h e n  
t h ey a re c a l c u l ated u s i n g  co n s i ste n t ,  sta n d a rd i zed acco u n t i n g  d ata . T h ese f i ­
n a n c i a l  rat ios  c a n  be d i v i d ed i nto fo u r  ty pes :  l i q u i d i ty ,  d e bt o r  l e ve rage,  
prof i ta b i l i ty  o r  ope rat i n g ,  and cove rage rat i o s .  A l l of  these rat i os are c o m p u ted 
from the i n come state m e n t  and ba l a n ce s h eet . 

Some of t h e  m o re m ea n i n gfu l rat i o s  fo r acc r u a l -bas i s  s m a l l  b u s i n e sses a re pre­
se nted be l ow .  E x a m p l e s  fo r each  h ave bee n c a l c u l ated u s i n g  d ata f ro m  the 
sam p l e  ba l a n ce s h eet a nd p rof i t-a n d - l oss  state m e n t  shown ea r l i e r . 

L I QUIDITY 

L i q u i d i ty i s  the ab i l i ty to convert assets i nto money i n  a spec i fi ed per iod of t i me,  with  
the certa i nty of  rea l i z i ng a spec if ied pr ice when convers ion  takes p l ace.  L i q u i d i ty 
rat ios are consequent ly  used to j udge a fi rm's  ab i l i ty to meet short-term obl i gat i ons .  

Current Ratio. Probab ly  the  most used l i q u id i ty rat io ,  cu rrent rat io  i s  c a l c u l ated by 
d i v i d i ng cu rrent assets by c u rrent l i abi l i t ies .  

Current Ratio = __ 
C
_
u
_
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_
re
_
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_

t
�
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�
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�
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�
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�
s __ 

Current Liabi l ities 

= $95 ,4 3 1 . 2 0  

$42 , 5 5 4 . 9 7  
= 2 . 2  

The Quick Ratio. An even more str i ngent test of short-term sol ve n cy i s  t h e  q u i c k,  o r  
aci d-test, rati o .  T h e  q u ick  rat io exc l udes i nventories from cu rrent assets because 
i n ventor ies may be hard to l i q u idate q u ick ly ,  even at a s u bstant ia l  d i scou nt .  The 
q u ick  rat i o  i s  cu rrent assets less i nventor ies l ess  p re p a i d  e x p e n s e  d i v i d ed by c u r­
re nt  I i a b i  I i t i e s .  

Quick Ratio = Current Assets - Inventories - Prepaid Expenses 
Current Liabi l i tes 

= $95,43 1 . 2 0  - $ 2 0 , 2 3 5.00 - ($1 , 750 .00 + $ 3 , 995.40)  
$42 ,554 . 9 7  

= 1 .6 

A rat i o  of less  t h a n  1 for  a b u s i ness  w i t h s u bsta n t i a l  c red i t  s a l es s h o u l d  be c a u s e  
fo r con c e r n ; i t  i s  a n  i n d i c at i o n  that  t h e  b u s i ness  n eeds i n c reased l o n g- term d e bt 
o r  eq u i ty c a p i ta l .  
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Days Receivables Outstand ing .  T h e  most c o m m o n  m e a s u re of t h e  l i q u i d ity of 
re ce i v a b l e s  i s  the ave rage c o l l ect i o n  pe r iod  rat i o .  T h i s  rat i o  i s  t h e  rece i v a b l es 
a m o u nt m u l t i p l i ed by t h e  n u m be r  of d ays i n  t h e  yea r d i v i d ed b y  a n n u a l c red i t  
sa l e s :  

Average Col lection 
Receivables x 365 

Period Ratio = _,,...,---=-���-�-���- = Number of Days 
% Credit Sales x Annual Sales 

= $42,407 .34 x 365 

95% x $1 91 ,541 . 1 9 

= 85 days 

T h i s  ca l c u l at i o n  a s s u m e s  that  95 percent  of sa l es a re on c red i t .  

T h i s  rat i o  m u st be a n a l yzed re l at i v e  to c red i t  te r m s  exte n d ed to c u sto m e r s . T h e  
rat i o  a b o v e  i nd i c ates a n  average co l l ect i o n  pe r i od o f  85  d a y s ,  wh i c h  may b e  
s u bsta n t i a l l y i n  excess  of granted c red i t  te r m s .  Th i s  wo u l d  i n d i cate a l a rge 
n u m b e r  or pe rce ntage of rece i v a b l e s  i s  past d u e .  T h e  pa st-d u e  rece i v a b l e s  m ay 
be i n c reas i n g l y  u n c o l l e ct i b l e ,  resu l t i n g  i n  b ad -d e bt l os s ,  a n d  at the  very l east  
can c a u se c a s h  f low p ro b l e m s  a n d  i n c rea sed i n te rest ex pe n se i f  m o n ey has to 
be bo r ro wed to m eet b u s i ness  d e m a n d s .  Th i s  s i t u a t i o n  s h o u l d  c a u se a rev i ew 
of a n  a g i n g  a n a l ys i s of t h e  rec e i v a b l e s  to i d e n t i fy the a m o u nt s  o u tsta n d i n g  by 
a ge .  Act i o n s  to take s ho u l d  i n c l u d e  a c u stomer-by-c u st o m e r  a n a l ys i s  a n d  
fo l l o w- u p, a n d  pe rh a ps a rev iew o f  c red i t  te r m s  o r  sta n d a rd s .  

Days Payables Outstand ing.  A n u m be r  ofte n o f  i n te rest  t o  c red ito rs a n d  
s u pp l i e rs i s  t h e  a g i n g  o f  acco u nts  paya b l e .  A rat i o  u sed to ref l ect  th i s  a g i n g  i s  
the  d ay s  paya b l es o u tsta n d i n g ;  th i s  i s  d i rect l y  a n a l ogo u s  to the  d a y s  rece i va b l es 
o utsta n d i n g .  T h i s  rat i o  i s  a c c o u n t s  paya b l e  t i mes  3 6 5  d i v ided by t h e  pu rch a se 
of m ate r i a l s  fo r o pe rat i o n s  fo r the  yea r :  

Days Payables 
Outstanding = 

Accounts Payable x 365 = N umber of Days 
Annual Pu rchases of 

Materi als for Operat ions 

= $30,331 .08 x 365 
$1 1 7,2 1 5.06 

= 94 days 

To s i m pl i fy fo r t h i s  exa m p l e ,  p u r c h a se s  a re a s s u med to be eq u a l  to cost of 
s a l e s  fo r t h e  yea r, w h i c h  kee ps i n ve n to ry at t h e  s a m e  l eve l  fo r t h e  begi n n i n g  
a n d  e n d i n g  o f  the  yea r .  

T h i s  rat i o  m u st a l so be a n a l yzed re l at i ve to c red i t  te rms  granted b y  c red ito rs . 
T h e  rat i o a bove i nd i cate s  a n  average pa y m e n t  pe r i od of 94 d a y s .  T h e  rat i o  
m a y  b e  s u bsta n ti a l l y  i n  excess  o f  c red i t  te r m s  gra nted a n d  m a y  re s u l t  i n  l o st 
d i sco u n t s  a n d  a t a r n i s hed c red i t  re putat i o n . I f  t h i s  rat i o  is s i g n i f i ca n t l y  l e s s  
t h a n  yo u r  average te r m s ,  pay ments  a re be i n g m a d e  ea r l y  a n d  c red i t  statu s i s  
proba b l y  e x c e l l e n t .  A n y  s i g n i f i c a n t  dev i at i o n  from c red i t  te rms  g ra n ted by 
c red i to rs s h o u l d  be rev i ewed by m a n age m e n t  to assess a n y  negat i v e  f i n a n c i a l  
i m pact .  



Lost d i sco u n ts  a re e s pe c i a l l y  o n e ro u s  g i v e n  the  i m pl i c i t  a n n u a l  i n te rest  rate 
re prese n ted by the te rm s .  For e xa m p l e ,  l o s i n g  the d i sco u n t  a s soc i a ted w i t h  
t e r m s  o f  2 pe rce n t  1 0 , n et 3 0  d ay s ,  i s  a n  i m p l i c i t a n n u a l  i n te rest  rate o f  a pprox­
i m ate l y  37 pe rc e n t .  Obv i o u s l y , l os i n g  d i sco u n ts i s  a n  ex pe n s ive  a l te r n a t i ve to 
b a n k  f i n a n c i n g .  

I nvento ry Tu rnover Rat io.  The i n ve n to ry tu rnover  rat i o  i n d i c ates h o w  effec ­
t i ve l y  m a n a gement  c o n t ro l s  the  i n ve stm e n t  i n  i nv e ntory .  Low i nv e nto ry tu r n ­
ove r re l at i ve t o  i nd u stry perfo r m a n c e  may res u l t  fro m ove rstoc k i n g  a n d  c a n  
c a u se h i gh e r  t h a n  ex pected obso l e s ce n c e  a n d  i n c rea sed i nte rest e x pe n se t o  
f i n a n ce the  i nve nto ry. T h e  i n ve n to ry tu rnove r rat i o  i s  ca l c u l ated by d i v i d i n g  t h e  
a n n u a l  o r  a n n u a l i z ed cost o f  s a l e s  by ave rage i nv e ntory .  

Cost of Goods Sold 
(annual ized) 

Inventory Turnover = --'-------- = No. of Turns 
Average Inventory 

for the Year 

= 
$ 1 1 7,2 1 5 .06  = 5.8 Times 

$20,2 3 5 .00 

I t  is a s s u med i n  the exam p l e  t h at the i n ve nto ry h a s  rem a i ned a p prox i m ate l y  
l eve l d u r i n g  t h e  yea r .  Oth e rwi se,  a co n s i ste nt  m e t h od fo r avera g i n g  t h e  i n v e n ­
t o r y ,  s u c h  a s  beg i n n i n g  p l u s  e n d i n g  i n ventory  d i v id ed by 2 ,  s h o u l d  be u s ed . 

DEBT 

Seve ra l  d e bt o r  l eve rage rat i o s  a re u sed by l e n d e rs i n  assess i n g  r i s k  a n d  m ak i n g  
l e n d i n g  d ec i s i o n s .  Debt-to-eq u i ty i s  t h e  p r i m a ry rat i o  u sed . T h e  d e bt-to-eq u i ty 
rat i o  m ea s u res  t h e  c a p i t a l  c o n t ri b uted by c red i to rs re l at i ve to t h a t  fro m o wn e rs ,  
w h i c h  i s  a s s u med t o  m ea s u re " co m m i tm e nt" a n d  r i s k  s h a red . U se o f  d e bt o r  
leverage i n  b u s i n e s s  h a s  i n c rea sed s u bsta n t i a l l y  i n  recent  yea rs ,  a n d  t h e  
"textbook" g u i d e l i n e s  fo r the  d e bt-to-eq u i ty rat i o  h a ve r i se n .  Actu a l  rat i o s  va ry 
w i d e l y  from c o m pa n y  to c o m pa n y  and from i n d ust ry  to i n d u st ry .  

Total Liabil ities 
Debt to Owners' Equity = -----�­

Owners' Equity 

PROFITA BILITY 

= $87,563.22 
$46,31 4.02 

= 1 .9 

P rof i ta b i l i ty  o r  o p e rat i n g  rat i o s  a re u sed to a s se s s  a b u s i ne s s  e n t i t y ' s  e ff i c i e n c y  
o f  o pe rat i o n .  
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G ross Prof i t  Marg i n .  T h e  gross p rof i t  m a rgi n mea s u re s  sa l e s  l es s  the  cost of 
p rod u c i n g  t h e  good s s o l d  as a percent  of s a l e s  a n d ,  c o n seq u e nt l y ,  d i rect l y  
i nd i c ates h o w  good s a re p r i ced i n  re l at i o n  t o  t h e  eff i c i e n c y  o f  p rov i d i n g  t he m .  
T h e  gross  m a rgi n i s  d ef i n ed as : 

Gross Profit Margin = Sales - Cos; �f Goods Sold 
x 1 00 

a es 

= $74,326.1 3  
x 1 00 

$1 91 ,541 . 1 9 

= 38.8% 

N ote: For ease of a n a l ys i s ,  the ATA R I  G e n e r a l  Acco u n t i n g  System e x p resses a l l  
i n come state m e n t  i te m s  a s  a pe rce ntage of sa l e s .  

N e t  Prof i t  Marg i n .  T h e  n et prof i t  m a rg i n c a l c u l ate s p rof i t  afte r t a x  as  a per­
centage of s a l e s .  The n et prof i t  ma rgi n i s  d efi n ed a s :  

Net Profit after Tax 
Net Profit Margin = x 1 00 

Sal es 

= $1 7,978.76 
x 1 00 

$1 91 ,541 . 1 9 

= 9 .4°/o 

T h i s  ca l c u l at i o n  ass u m e s  a S O - pe rcent  tax rate . 

Return on Owners' Equ i ty .  T h e  retu rn o n  owne rs' eq u i ty expresses p rof i t be­
fo re ta xes re l at i v e  to the c a p i ta l  i n vested by the  o w n e r s .  

Profi t before Taxes 
Return on Owners' Equity = 

x 1 00 
Owners' Eq u i ty 

= $20,4 1 3 . 2 2  + $2,  1 1 5 . 5 4  x 1 00 
$46, 3 1 4 .02  

= 48.6% 



T h i s  m ea s u re i s  com m o n l y  u sed by i nv esto rs to c o m pa re b u s i n e s s  res u l ts  w i t h  
a l te r n a t i ve i n vestm e n t  o p p o rtu n i t i e s .  

Return on Assets.  T h e  ret u r n  o n  a ssets e x p resses  p rof i t  befo re taxes  re l at i ve t o  
the  tota l a s sets o f  t h e  b u s i n e s s .  T h i s  rat i o  m e a s u res t h e  effect i v e n e s s  o f  m a n ­
age m e n t ' s  use  o f  a ssets u n d e r  i ts c o n t ro l . 

Profit before Taxes 
Return on Assets = x 1 00 

Total Assets 

COVERAGE 

= $22,5 28.76 
x 1 00 

$1 33,877.24 

= 1 6 . 8% 

Covera ge rat i o s  s u c h  a s  t h e  rat i o  of ea rn i n gs ( p rof i t )  befo re i nte rest a nd taxes 
( E B I T )  to i nte rest m ea s u re a f i rm ' s  a b i l i ty to se rv i ce  d e bt .  T h e  rat i o  of E B I T to 
i nterest i s  a m a j o r  cove ra ge rat i o  bec a u se a rat i o  s u bsta nt i a l l y a bove 1 te n d s to 
i nd i cate an o rgan i z at i o n ' s  a b i l i t y  to m eet i nterest payments  or ta ke on n e w  
d e bt. 

E B I T/ l nterest = 

= 

Prof i t  before Taxes -t- I n terest Expense 

I n terest Expense 

$ 2 0 ,4 1 3 . 2 2  + $2, 1 1 5 . 5 4  1" $ 2 , 5 6 2 . 0 3  

$ 2 , 5 6 2 . 0 3  

= 9.8 t i mes 

Note: The n et p rof i t  f ro m  the i n c o m e  statem e n t  i n c l u d e s  i n te rest e x pe n se 
wh i c h  m u st be a d d ed i n  ca l c u l at i n g  ea rn i n gs ( p rof i t )  befo re i nte rest .  

The o bj ec t i v e  of th i s  b r i ef i n t rod u c t i o n  to f i n a n c i a l  rat i o s  is  to s u ggest  t h at t h e  
i n c o m e  state m e n t  a n d  b a l a n c e  s heet c o n ta i n  d ata wh i ch c a n  p rov i d e  ad d i t i o n a l  
i n s i gh t  i n to t h e  pe rfo r m a n ce o f  t h e  b u s i n e s s .  B y  c a l c u l at i n g  t h e se rat i o s  a t  l ea st 
yea r l y  a n d  co m pa r i n g  t h e m  to p rev i o u s  res u l ts ,  t re n d s  m i gh t  a p pe a r  t h a t  wa r­
ra n t  fu rthe r  d eta i l ed a n a l y s i s .  As d i s c u s sed p rev i o u s l y ,  a l l  t h e se rat i o s  v a ry 
s i g n i f i c a n t l y  between b u s i nesses  a n d  fro m i n d u stry to i n d u stry . F i g u re 5 p resents 
t h e  rat ios  of o u r  ex a m p l e  a n d  t h e  rat i os  fo r oth e r  b u s i nesses , a l l  h e a l t h y ,  to 
d e m o n st rate th i s  po i n t .  Yo u r  t rad e assoc i a t i o n , a c c o u ntant ,  or b a n ke r  m ay be 
a b l e  to p rov i d e  i n d u st ry ave rages or s u ggest ot h e r  rat i o s  that a re re l ev a nt for 
eva l u a t i n g  yo u r  f i rm ' s  f i n a n c i a l po s i t i o n . 
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Reta i l G rocery F i rm 
D i sc rete M a n ufactur i n g  
Retai l De pa rtment Sto re 
Com p uter Com pany 

Act ion  Sa l es Co .  
Reta i l  G rocery F i rm 
D i sc rete M a n ufactu r i n g  
Retai I De pa rtment Store 
Com pute r Com pany 
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LIQU I D ITY 

Average 
Col lection Inventory 

Current Quick Period Turnover 
Ratio Ratio (Days) (Turns) 

2 . 2  1 . 6 85  5 . 8  
1 . 3 .4 1 . 2 1 5 .6  
1 . 5 1 . 2 4 5  1 2  . 7  
2 . 3 . 8  3 0  3 . 3  
1 . 8 1 .0 7 1 . 5  2 . 8 

PROF ITAB IL ITY OR OPERAT I N G  RATIOS 

G ross Net Return Return 
Profit Profit on on 

Margin Margin Equ ity Assets 

3 8 . 8% 9 .4 %  4 8 . 6% 1 6 . 8% 
2 2 . 8  1 . 1  29 . 2  1 0 .0 
3 3 . 1  3 .9 34 . 1  1 2 . 3  
34 . 1  1 . 3 1 2 .9  5 . 1  
40 .0 4 .2 34 .9  1 4 . 7  

Figure 5 Som e Typica l Ra tios 

DEBT 

Debt to 
Equity 

1 . 9 
2 .0 
1 . 5 
1 . 2 
1 . 6 

COVERAGE 

EBIT/ 
Interest 

9 . 8  T i m e s  
4 .0  
4 .9  
2 .6  
5 . 2  

T h e  m a n ag e m e n t  of c a s h  i s  o f  c r i t i c a l  i m po rtance ,  e s pec i a l l y  i n  t h e  s ma l l  b u s i ­
n e s s  e nv i ro n m e n t .  M a n a ge m e n t  i s  respo n s i b l e  fo r see i n g  that  t h e re i s  suff i c i e n t  
c a s h  to m eet  t h e  d ay-to-d a y  o b l i gat i o n s  o f  t h e  b u s i ness  a n d  fo r i n vest i n g  excess 
or  i d l e  cash u nt i l  i t  i s  req u i red fo r operat i n g  act i v i t i e s .  To avo i d  f i n a n c i a l  c r i se s ,  
i t  i s  i m po rta n t  to fo recast ,  m a n age,  a n d  c o n tro l  c a s h  recei pts a n d  c a s h  d i s ­
b u rse m e n t s ,  a n d ,  i f  n ecessa ry,  to cover  pe r i o d s  of n egat i v e  c a s h  f l o w  t h ro u gh 
bo r row i n g  o r  oth e r  mea n s .  

I n  pe r i o d s  o f  t i g h t  c a s h  f l ow, m a n ageme n t  m u st spend va l u a b l e  t i m e  d a i l y  o r  
h o u r l y  t o  m o n i t o r  t h e  com pa n y ' s  c a s h  pos i t i o n .  S o m et i m e s  these s i tu a t i o n s  a re 
u n av o i d a b l e ;  h oweve r,  p l a n n i n g  m a y  s i gn i f i c a n t l y  d e c rease t h e i r  f req u e n c y  
a n d  l e n gth . At  t h e  very b e s t ,  p l a n n i n g  can  avo i d  m a n y  o f  t h e  s u r pr i ses  t h at 
oth e rw i se m a y  occ u r . 

DEVE LOPING T H E  CAS H BUDGET 

Deve l o p i n g  a c a s h  b u d get i s  a n  effect i ve way to pl a n  fo r adeq u ate c a s h  and 
i d e nt i fy i d l e  c a s h  a va i l ab l e fo r i n te rn a l  u se s  o r  i n vestm e n t  pu r pose s .  T h e  c a s h  
b u d get i s  a p roj ect i o n  o r  fo recast o f  cash  t ra n s act i o n s  fo r a s pec i f i ed per i od . 
T h ese t r a n sact i o n s  re p rese n t  c a s h  rece i pts  and  d i sb u rsements  from n o r m a l  
o pe rat i n g  act i v i t i es s u c h  a s  rev e n ues  a n d  e x pe n se s ,  a s  we l l  a s  f r o m  f i n a n c i a l  
a ct i v i t i e s  s u c h  a s  l oa n s  o r  taxe s .  



T h e  l e n gt h  of t i m e  a nd f req u e n c y  of p re pa rat i o n  cove red by t h e  c a s h  b u d get 
s h o u l d  ref l ect yo u r  b u s i ness  e n v i ro n m e n t .  M a n y  b u s i nesses  pre pa re c a s h  
b u d gets u s i n g  t h e  s a m e  t i m e  i n te rva l s a n d  fo recast  pe r i od s  a s  t h e i r a n n u a l  
b u d gets . Others  f i n d  t h at severe f l u ct u at i o n s  i n  t h e i r c a s h  pos i t i o n  ove r s h o rt 
i n terva l s  req u i re them to prepa re s h o rte r te rm c a s h  b u d gets m o re freq u e nt l y , 
w i t h  i nd iv i d u a l  pe r i o d s  as s h ort as a wee k .  T h u s ,  ea c h  c o m pa n y ' s  c a s h  b u d get i s  
ba sed both o n  past e x pe r i e n ce a n d  o n  futu re p ro ject i o n s .  

F i gu re 6 i s  a sa m p l e  fo r m at fo r a c a s h  b ud get . W h e n  d eve l o p i n g  t h e se est i m ates 
(descr i bed i n  d eta i l  be l o w) you s h o u l d  c o n s i d e r  to wh at e xte nt  each  i te m  i s  
f i xed , a fu n ct i o n  of s a l es l eve l s ,  o r  d i sc ret i o n a ry .  T h i s  i nfo r m at i o n  i s  n e c e s sa ry 
to m a ke adj u stments  if negat i v e  c a s h  ba l a n c es a re fo reca sted w h i c h  c a n n ot be 
offset b y  l oa n s  o r  i nf u s i o n  of eq u i ty . 

B y  go i n g  th ro u gh t h e  c a s h  b u d get i n g  p rocess ,  m a n y  s m a l l b u s i n e sses h a ve been 
a b l e  to avo i d  o r  m i n i m i ze  cash  c r i se s .  S u c h  c r i se s  n ot o n l y  d i v e rt va l u a b l e  
m a n age m e n t  t i m e ,  b u t  t h ey a l s o  c a n  c r i pp l e t h e  f i n a n c i a l  f l ex i b i l i ty  o f  t h e  c o m ­
pa ny ,  a s  we l l  a s  l ower i t s  re putat i o n  i n  the  b u s i ness  com m u n i ty .  

CASH FORECASTING 

Fo reca st i n g  of ex pe cted c a s h  rece i pts a nd payments  i s  c r u c i a l  i n  deve l o p i n g  a 
c a s h  bud get . S u c h  fo rec a sts i nd i c ate ( 1 ) t h e  so u rce ,  a m o u n t, a n d  ex pected d ate 
of est i m ated rec e i pts ,  a n d  ( 2 )  the pu rpose,  a m o u n t ,  a n d  ex pec ted d a te of e st i ­
m ated d i s b u rse m e n t s .  

SALES FORECASTING 

T h e  sa l es fo recast i s  t h e  ba s i s  for  p l a n n i n g fu tu re o pe rat i o n s ,  w h i c h  i n  tu r n  a re 
ba s i c  to est i m a t i n g  c a s h  req u i re m e n t s .  I n  add i t i o n ,  sa l e s a re t h e  m a j o r  sou rce of  
c a s h  rece i pts . T h e  a n n u a l  b u d get i n g  p rocess s h o u l d  fo recast  sa l es l eve l s ;  th i s  
fo recast s h o u l d  ref l ect seaso n a l  effects . 

CASH REC EIPTS FORECAST! NG 

T h e  pr i m a ry sou rce of c a s h  fo r a b u s i ness  i s  t h e  sa l e  of i t s  goods o r  se rv i ce s .  
H oweve r,  s a l es m a d e  o n  c red i t  c a u se a t i m e  l a g  b etween s a l e s  a n d  t h e  co l l e c­
t ion  of  c as h .  A n a l y s i s of  the  rece i v a b l e s  a g i n g  c a n  h e l p d ete r m i n e  t h e  extent  of 
t h i s  l a g .  

Othe r s o u rce s o f  c a s h  rece i pts s h o u l d  a l so b e  i d e n t i f i ed . T h ese s o u rces i n c l ud e  
i nte rest i n co m e ,  mo ney from se l l i n g  c a p i ta l  a s sets ,  add i t i o n a l  i n vestme nts  b y  
owners ,  o r  l o a n s .  

CASH DISBURS EM ENTS FORECASTING 

C a s h  d i s b u rsem e n t s  a re l a rge l y  re l ated to t h e  f i rm ' s  e x pe n se s .  T h e  " c o st of 
good s so l d "  i s  u s u a l l y  a h i gh pe rce ntage of tota l e x pe n se s ,  w h i c h  a re d i rect l y 
re l ated to s a l e s  l eve l s  prev i o u s l y  fo reca sted . C a s h  d i s b u rse m e n t s  fo r m e r c h a n ­
d i se o r  m ate r i a l ,  wh i c h  c o m pr i se both cost o f  sa l e s  a nd i n ve nto ry,  precede sa l e s 
by some t i m e .  T h e  i n ve n to ry tu rn ove r rat i o  ( the  rat i o  betwee n i n ve ntory a n d  
sa l es )  h e l ps i n  est i mat i n g  t h i s  facto r, b u t  y o u  m a y  n eed to p re p a re a sepa rate 
deta i l ed b u d get of m e rc h a n d i se p u rc h a sed , if th i s  i s  not i n c l uded i n  t h e  a n n u a l  
b u d get .  
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Figure 6 Cash Forec a st 

P a y m e n t s  fo r sa l a ry a n d  wage e x pe n se obv i o u s l y  m u st be m ad e  a s  t hey a re 
i n c u r red . T h e  a n n u a l  b u d get n o r m a l l y  i n c l udes  est i m ates fo r t h e se expenses .  
Con tractu a l  e x pe n ses  such  a s  rent ,  l eases ,  d e bt se rv i ces ,  i n te rest ,  a n d  sa l a r i e s  
a re e a s i e r  t o  est i m ate a nd s h o u l d  be i n c l u d ed i n  t h e  c a s h  b u d get.  

-

O t h e r  c a s h  d i s b u rse m e nts  i n c l ud e  payments  for  taxes ,  d iv i d e n d s ,  own e r  d i st r i ­
b u t i o n s ,  o r  p u rc h a se o f  m a rketa b l e  sec u r i t i e s  o r  cert i f i cates o f  d e po s i t .  



STAT E M E N T  

O F  C H A N G E S 

I N  F I N A N C I A L  

POS I T I O N  

LEASES 

A DJ U ST I N G  

E N T R I E S  

5 
OT HER TEC HNICA L ISSUES 

IN ACCOUNTING 

Th i s  g u i d e g i ves you a n  e l e m e n ta ry overv i ew of accou n t i n g  a n d  f i n a n c i a l  
a n a l y s i s ,  a s  re l ated t o  t h e  c a pa b i l i t i es o f  you r ATA R I  ACCO U N TA N T .  T h e  
s u p p l e m e n ta ry i nfo r m at i o n  p rese n ted be l ow i s  a par t i a l  l i st i n g  a n d  b r i ef d ef i n i ­
t i o n  of add i t i o n a l  "tec h n i c a l "  a reas t h a t  you a n d / o r  you r acco u nta n t  m ay n eed 
to d i sc u s s .  

T h i s  th i rd m aj o r  f i n a n c i a l  state m e n t  req u i red u n d e r  G e n e ra l l y  A c c e pted Ac­
co u n t i n g  P r i  nc i  p ies  (GAAP)  s h ows t h e  f l o w  of  fu n d s  i nto t h e  b u s i n e s s  ( sou rces )  
and  how t h e  fu n d s  we re co n s u m ed ( u ses ) . I t  i s  d ef i ned in  te r m s  of  a l l  f i n a n c i a l  
resou rces .  T h e  c o n c e pt i n c l ud e s  wo rk i n g  c a p i ta l  ( c u r rent  a ssets l es s  c u r rent  
l i a b i l i t i e s ) and  a l l o t h e r  s i gn i f i c a n t  f i n a n c i a l  t ra n sact i o n s .  T h e  state m e n t  i s  pre­
se n ted a s  c h a n ges  between two acco u n t i n g  pe r i od s .  

Leases are agree ments t o  use l a n d ,  b u i l d i n g s ,  eq u i p m e n t ,  a n d  oth e r  i t e m s  i n  
ret u r n  for re n t a l  pay m e n ts . I f  a l ease ag ree m e n t  m eets ce rta i n  c r i te r i a  u n d e r  
G A A P ,  i t  m u st  b e  recog n i z ed a s  a c a p i ta l  l ease (treated a s  a f i xed asset) w i th a 
correspon d i n g l i a b i l i ty p l aced on t h e  ba l a n ce s h eet .  

Depreciation d esc r i bes the  a l l ocat i o n  of t h e  cost  of a f i xed asset over  t h e  p e r i od 
of t i me d u r i n g w h i c h i t  p rov ides  serv i ce to t h e  b u s i ness . Seve ra l meth o d s  c a n  be 
u sed to " d ep rec i ate" f i xed as sets - fo r  i n sta n ce ,  s t ra i g h t- l i n e ( p ro rata) d e p re­
c i at i o n  o r  acce l e rated (fa ste r i n  the i n i t i a l  yea rs )  d e p rec ia t i o n . The m e t h od you 
c h oose c a n  affect yo u r  f i n a n c i a l  state m e n t s  a nd yo u r  tax  pos i t i o n ;  i t  s h o u l d  
t h e refo re b e  e va l u ated ca refu l l y .  I n  fact ,  d i ffe re n t  d e prec i at i o n  m e t h od s c a n  be 
c h o se n  fo r tax a nd f i n a n c i a l  re po rt i n g  p u r pose s .  The c u m u l at i v e  a m o u n t  of 
d e prec i a t i o n  e x pe n sed to d ate is ref l e cted on t h e  ba l a n ce s h eet as a c red i t  
ba l a n c e  ( c o n t ra a sset acco u n t ) ,  wh i c h  i s  p rese nted a s  a n  offset to t h e  f i xed 
a s set tota l s  on the ba l a n ce s heet .  

Prepa id expe n s e  i s  a n  i t e m  pa i d  a n d  recorded i n  t h e  a c c o u nts  p r i o r  to i t s  u s e  o r  
ex p i ra t i o n . A t  t h e  e n d  o f  a n  acc o u n t i n g  pe r i od ,  a n  u n ex p i red o r  a n  u n u sed 
p o rt i o n  re m a i n s a n d  con t i n ues  to h ave futu re eco n o m i c  be n efi ts . An a d j u st m e n t  
i s  req u i red to refl ect that  re m a i n i n g port i o n  a s  a n  a s s e t .  Typ i c a l  p repa i d  e x p e n s e  
i te m s  a re i n s u ra n c e  a n d  re n t ,  w h i c h may b e  p re p a i d  fo r pe r i o d s  o f  o n e  y e a r  o r  
m o re .  

Bad debts a re accou nts rece i v a b l e  t h a t  a re ,  o r  m a y  p rove to b e ,  u n co l l ec t i b l e .  I f  
you  a re u s i ng  the  acc r u a l  bas i s  of  accou n t i n g ,  bad d e bts c a n  be est i m ated . A n  
acco u nt c a l l e d  " a l l owa nce fo r b a d  d e bt s "  i s  u sed a s  a c red i t  ba l a n ce ( c o n tra 
asset accou nt)  a s  an offset to a c c o u nts rece i v a b l e  on the ba l a n ce s h eet .  T h e  
d e b i t  i s  t o  b a d  d e bts expe n se ;  i t  i s  ref l ected i n  t h e  i n co m e  state m e n t .  
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Accruals rep rese nt  u n reco rded reve n ues or expe n ses at t h e  e n d  of an acco u n t­
i n g pe r i od . Adj u st i ng e n t r i es a re u sed to ref l ect those a m o u n ts u n der  the  
" m atc h i ng"  con cept d i scu ssed in  Sect i o n  1 .  F o r  exa m p l e , t h e  e n d  of  t h e  
a c c o u nt i n g  per i od m ay not  co i n c i d e  w i t h  t h e  day t h e  pay r o l l i s  pa i d . T o  t h e  
exte n t  that  sa l a r i es a n d  wages h ave b e e n  earned b u t  n ot p a i d ,  a n  e x p e n s e  and  
re l a ted l i a b i l i ty s h o u l d  be  ref l ected in  t h e  accou nts . I n  th i s  case ,  a n  accou n t  
c a l l ed " a c c r u ed sa l a r i es a n d  wages" i s  c red i ted ( refl ected o n  t h e  ba l a n ce s h eet) 
a n d the  co rrespo n d i n g a mo u n t i s  d e b i ted to ex penses  ( refl ected i n  the i n come 
state m e n t) . T h e  l i a b i l i ty i s  c o m m o n l y  refer red to as a n  a c c r u ed l i a b i l i ty .  

U n recorded reve n u e  i s  acco u n ted for s i m i l a r l y ,  b y  c red i t i n g  a n  a c c r u ed reve­
n u e acco u n t  ( refl ected i n  the i n come state m e nt) a n d  d e b i t i ng as a n  asset the  
rece i v a b l e  ( refl ected in  t h e  ba l a n ce s h eet) . 

N otes paya b l e  a re o b l i gat i o n s  of the  b u s i ness recorded i n  a n ote agree m e n t .  
T h ey u s u a l l y  req u i re the  payment  of i n terest .  I n te rest i s  a n  e x pe n se w h i c h 
represents  the cost of borrow i n g  over the t i me of the  debt .  I n te rest may req u i re 
a n  adj u st i n g  e ntry at pe r i od - e n d  to refl ect i n terest owed th at h a s  n ot yet been 
pa i d .  N otes paya b l e  can be s h o rt-te rm o r  l o n g-te r m ,  depend i n g o n  the t i me 
a l l owed fo r repa y m e n t .  

N otes a re ge n e ra l l y  s t ructu red i n  o n e  o f  two fo r m s .  I n  the  fi rst,  the stated 
a m o u n t  of the n ote ( face va l u e) is eq u a l  to the a m o u n t p ro v i d e d  to the bo rrowe r .  
I n  t h i s  c a s e ,  i n te rest i s  c o m p u ted o n  t h e  face v a l u e  o f  t h e  n ote a t  t h e  rate of 
i n te rest spec i f i ed i n  t h e  n ote . Pay me nts a re ref l e cted as  red u ct i o n s  to a c c r u ed 
i n terest a n d  n otes paya b l e .  

W h e n  t h e  face v a l u e  o f  t h e  n ote i s  greater t h a n  t h e  a m o u n t  o f  f u n d s  p rov ided to 
t h e  bo r rower  t h e  sec o n d  fo rm of a n ote i s  u sed . I n  t h i s  case,  t h e  futu re i n te rest 
h a s  been ref l ected as  pa rt of the v a l ue of the n ote.  To ref l ect  prope r l y  the I i a b i l  ity 
of the b u s i ness  e n t i ty ,  a c o n t ra l i a b i l i ty acco u nt ( a  d e b i t  accou nt) , c a l led  " d i s­
c o u n t  o n  n ote paya b l e  o r  d efe rred i n te rest ,"  i s  u sed as a n  offset to t h e  tota l face 
va l u e of t h e  n ote . (The face va l u e of the n ote is  n o rm a l l y  ref lected o n  the 
ba l a n c e  s h eet in  tota l . )  As i n te rest expense i s  i n c u rred ove r t i m e  at the  s pec i f i ed 
i nterest rate , t h e  d i sc o u n t  acco u n t  i s  red uced a n d  i n te rest expense  i s  d e b i ted . 
Pay m e n ts w h i c h  i n c l u d e  i nterest a re d e b i ted to the  n otes paya b l e  acco u n t  a n d  
a re c red i ted to cas h . 

Taxes o n  i n come a re m a n d ated by fed era l , state , or l oca l l aw .  Acco u n t i n g  fo r 
i n c o m e  taxes a n d  prepa r i ng  req u i red i n come tax ret u r n s  c a n  be extrem e l y  com­
p l ex ,  rega rd l ess of t h e  s ize of t h e  b u s i ness . T h e  tax l i a b i l i ty ( a m o u n t  due the 
gove r n m e n t) i s  a f u n c t i o n  of the  f i r m ' s  c u r rent  a n d  past  i n c o m e ,  owners h i p  
s t ructure ,  a n d  spec i f i c  opt i o n s  taken rega rd i n g ex pected fut u re events . 

A c o r porat i o n  i s  a n  e n t i ty sepa rate a n d  d i st i nct  from i ts  ow ners  (stoc k h o l d e rs )  
and i n c u rs i ts own taxes . So l e  p ro p r i etors h i p s  and p a rt n e rs h i p s  a re exten s i on s  of 
the owners ,  who m u st report t h e i r s h a re of the e n t i ty ' s  i n c o m e  o n  t h e i r tax 
ret u r n s  and pay the tax l i a b i l i ty .  



A n ot h e r  as pect of i n come taxes i s  t h at t h e  " i n co m e  before d ed u c t i n g  i n c o m e  
t a x e s "  repo rted i n  t h e  i n c o m e  state m e n t  m a y  d i ffe r f r o m  t h e  i n co m e  used t o  
c o m pute the  i n c o m e  ta x l i a b i l i t y .  T h i s  d i ffe re nce i s  d u e i n  pa rt to t h e  d ef i n i t i o n s  
a n d  opt i o n s  i n  def i n i n g  tax a b l e  i n c o m e ,  s u c h  a s  d i ffe re nt  m e t h od s o f  d e p rec i a ­
t i o n .  I t  i s  re co m m e n d ed t h at you co n s u l t  a p rofe s s i o n a l  a c co u n ta nt fo r a p p ro­
p r i ate tax acco u n t i n g  a n d  tax ret u r n  a s s i sta n c e .  
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A FTERWORD 

N o w  t hat yo u h ave st ud ied t h i s  gu i d e  a n d  t h e  m a n u a l  o r  m a n u a l s fo r yo u r  
ATA R I  ACCO U N TA N T  m od u l e s ,  yo u s h o u l d  u n d e rsta n d  c l ea r l y  w h at h a p pe n s ,  
a nd w h at res u l ts y o u  c a n  e x pect t o  obta i n ,  whe n yo u u se yo u r  s yste m .  I f  y o u  
n eed add i t i o n a l  i nf o r m at i o n  o n  spec i a l  p ro b l e m s  u n i q u e to yo u r  o p e r at i o n , 
you r own acco u n t a nt c a n  be of a s s i st a n c e .  H o weve r,  yo u s h o u l d  be a b l e  
t o  ca rry o u t  t h e  b u l k  o f  yo u r  n o r m a l  acco u n t i n g  f u n ct i o n s  s w i ft l y a n d  eff i ­
c i e n t l y w i t h  t h e  a i d  o f  yo u r  ATA R I  ACCO U N TA N T .  

A fterword 43 





APPEN DIX A 

C H A RTS OF ACCOUNTS 
FOR S ELECT E D BUSINESSES 

ATTOR N EYS : 
BAL ANC E SH EET ACCOU NTS 

ASSETS 

C u rrent  Assets 

1 0 1 0  Cash  - Regu l a r  Acco u n t  
1 02 0  C a s h  - T r u st Acco u n t  
1 03 0  C a s h  o n  H a n d  
1 0 5 0  Petty C a s h  
1 2 1 0  Acco u nts  Rece i v a b l e 
1 4 1 0  P re pa i d  E x pe n ses  

F i xed Assets 

1 52 0  Off ice  E q u i p m e n t  
1 5 3 0  Accu m u l ated De p rec i at i o n  

L I A B I L I T I ES 

C u r re n t  L i a b i l i t i e s  

2 0 3 0  

2 040 

2 0 5 0  

2 060 

2 0 7 0  

2 2 00 

2 3 00 

2 3 1 0 

2 3 2 0  

C l i e n t s' F u nd s  i n  T r u st 
Tax - F I CA Paya b l e  
T a x  - U n e m p l oy m e n t  Paya b l e  
T a x  - F ed e ra l  W i t h h o l d i n g  Paya b l e  
T a x  - State W i t h h o l d i n g  Paya b l e  
Acco u n t s  Paya b l e  
Accrued E x pe n ses  
State I n c o m e  Tax Paya b l e  
Fed era l  I n co me T a x  Paya b l e  

CAPITAL (OWN ERS'  EQU ITY) 

C o r po rate A c co u n t s  

3 0 1 0 C a p i ta l Stoc k 
3 0 2 0  Reta i n ed E a rn i n gs 

S o l e  P ro p r i etors h i p  o r  P a rt n e rs h i p Acco u n ts 

3 0 1 0 Ca p i ta l  
3 0 1 1 P a rt n e r  A 
3 0 1  2 P a rt n e r  B 

3 0 3 0  Drawi n g  
3 03 1 P a rt n e r  A 
3 0 3 2  P a rt n e r  B 
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ATTOR N EYS : 
I N COM E A N D  EXPE N S E  ACCOU NTS 

I N COM E 

40 1 0 Fees Co l l e cted 
4 0 2 0  Oth e r  I n co m e  

EXPE N S E  

60 1 0  Associ ates'  Sa l a r i e s  
6 0 2 0  Assoc i a tes '  F e e  P a rt i c i pa t i o n s  
6 0 3 0  C l e r i c a l  S a l a r i e s  a n d  Ex pe n se 
7000 Rent 
70 1 0  Te l e ph o n e  
702 0 Boo ks  a n d  Pu b l i cat i o n s  
7040 Stat i o n e ry and S u p p l i es 
7 0 5 0  Absorbed Costs 
7 1 00 Ot h e r  E x pe n se s  
7 2 00 P a rt n e rs '  Sa l a r i e s  
8980 S tate I n co m e  Tax E x pe n se 
8990 Fed e r a l  I n co m e  Tax  Ex pe n se 



CONSTRUCT I O N : 
BALANCE S H E ET ACCO U NTS 

ASSETS 

C u r re n t  Assets 

1 000 Cash - C h e c k i n g  Acco u n t  
1 0 1 0  C a s h  - T r u stee Accou nt 
1 02 0  Petty C a s h  
1 1 00 I n vest m e n t s  - B a n k  Ce rt i f i cates of Depos i t  
1 1 1  0 Stocks 

Rece i v  a b l e s  

1 2 1 0  Mo rtga ge s Rece i v a b l e 
1 2 2 0  Co ntracts Rece i v a b l e  
1 2 3 0  N otes Rece i v a b l e  
1 2 50 Acc rued I nte rest Rece i v a b l e  

I n ve n to r i e s  

1 3 1 0  

1 3 2 0  

1 3 2 1  

1 3 2 2  

1 3 2 3  

1 3 2 4  

1 3 2 5  

1 3 2 6  

1 3 2 7  

1 3 2 8  

1 3 2 9  

1 3 3 0  

1 34 0  

La n d  - I m p roved S u bd iv i s i o n s  o r  Lots 
Const ruct i o n  i n  P rogress  

S a l a r i e s  a n d  Wages D i rect 
S u bcon tract Labor  and Mate r i a l s  
I n d i rect F a c i l i t i e s  
D i rect M ate r i a l s  
I n d i rect Mate r i a l s  
Roads a n d  C u rbs 
L a n d scap i n g  
Othe r D i rect 
Oth e r  I n d i rect 

Mate r i a l  - U n u sed a nd U n as s i gned 
U n i m p roved L a n d  ( Raw Acreage o r  N o n s u bd i v id ed )  

P re pa i d  As sets 

1 4 1 0  P re pa i d  I n su ra n ce 
1 4 2 0  P r e pa i d  Taxes  
1 4 3 0  P re pa i d  I n te rest 

F i xed A ssets 

1 500 Land 
1 5 1 0  T r u c k s  a nd Autos  
1 5 2 0  Acc u m u l ated De prec ia t i o n  
1 5 3 0  Co n stru ct i o n  M a c h i n e ry 
1 54 0  Accu m u l ated D e p rec i a t i o n  
1 5 50 B u i l d i n gs 
1 5 60 Accu m u l ated De prec i a t i o n  
1 5 70 F u r n i t u re - M od e l  Dwe l l i n gs 
1 5 80 Accu m u l ated Deprec i a t i o n  
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1 5 90 Off i ce F u rn i t u re a n d  Eq u i p m e n t  
1 600 A c c u m u l ated Deprec ia t i o n  

Oth e r  A s sets 

1 8 1 0  U t i l i ty Depo s i ts 
1 82 0 E s c row D e po s i t s  
1 860 M u n i c i pa l  Tax L i e n s  a n d  Depos i t s  

L I A B I L I T I E S  

C u r re n t  L i a b i l i t i es 

2 000 

2 1 00 

2 2 00 

2 2 1 0  

2 2 2 0  

2 2 3 0  

2 2 4 0  

Payro l l 

2 3 40 

2 3 5 0 

2 3 60 

Acco u nts  Paya b l e  
N otes Paya b l e  ( B a n k  Loa n s ,  etc . )  
Co n st r u ct i o n  M o rtgages Paya b l e  - S h o rt-Te rm 
Loa n s  Paya b l e  - S h o rt-Te rm 
C o m m i ss i o n s  Paya b l e  ( H o uses  So l d )  
C u stomers '  D e po s i t s  
E s c row Depo s i t s  

Ded uct i o n s  

F I CA Paya b l e  
Fed e r a l  W i t h h o l d i n g  Tax 
State U n e m pl oyment  a n d  D i sa b i l i ty Tax Paya b l e  

Othe r  C u r re n t  L i a b i  I i t i e s  

2 3 70 

2 3 80 

2 3 90 

2 4 00 

2 4 1 0  

A c c r u ed Sa l a r i e s  a n d  Wages 
A c c rued Rea l  E state Taxes  
Acc rued I n te rest  Paya b l e  
State I n co m e  T a x  Paya b l e  
Fed e r a l  I n c o m e  T a x  Paya b l e  

Lo n g-Te rm L i a b i l i t i e s  

2 6 1 0 

2 62 0  

2 690 

C o n st r u ct i o n  M o rtgage s Paya b l e  - Lo n g-Te rm 
Loa n s  Paya b l e  - L o n g-Te rm 
Defe r red P rof i t  o n  I n sta l l m e n t  S a l e s  

CAPITAL ( OW N E RS' E Q U ITY) 

C o r po rate Acco u n ts 

3 0 1  O C a p i ta l  Sto c k  
3 02 0  Reta i n ed E a rn i n gs 



S o l e  P ro p r i eto rs h i p  o r  P a rt n e rs h i p  Acco u n ts  

3 0 1 0 

3 0 1 1 

3 0 1 2 

3 0 3 0  

3 03 1 

3 0 3 2  

C a p i t a l  
P a rt n e r  A 
P a rt n e r  B 

Draw i n g  
P a rtn e r  A 
P a rt n e r  B 
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CONSTRUCTION: 
I NCOME AND EXPENSE ACCOU NTS 

I NCOME 

4000 Sa les - Res ident i a l  
4 0 1 0 Sales - Extras 
402 0 Sa les - Land 
4030 I ncome on l n sta l l ment Sa les 
4040 I nte rest I n come 
4050 Renta l I n come 
4060 Com m i ss ions  Earned 
4090 D i sco unt on  P u rchases 

EXPENSE 

5000 

6 1 1 0  

6 1 2 0 

6 1 3 0 

6 1 40 

6 1 50 

6200 

62 1 0  

6220 

6230 

6240 

7000 

7 0 1 0 

7020 

7 1 00 

7 1 1 0  

7 1 2 0 

7 1 3 0  

7 1 40 

7 1 50 

7 1 60 

7 1 70 

7 1 80 

7 1 90 

7200 

7 3 00 

7 3 1 0  

7320 

7330 

7340 

73 50 

Cost of Con struct ion Sold 
Con structi on Mac h i nery 
Shop B u i l d i n gs 
Model  H omes Furn itu re 
Automotive Eq u i pment 
Off ice Furn i tu re a nd F ixtu res 
U n ion  Dues Pa i d  
U n ion Welfare Expense 
Eq u i pment Renta l s  
C u stomers' Com pla i nts 
I nte rest on Con stru cti on Loa ns and Mo rtgages 
Wages - Ad m i n i strative and P l an n i n g  
Wages - Est i m ati n g  a n d  C l e rica l  
Com m i ss ions  Pa id 
Offi ce Expense 
Postage 
I n terest on Other Mo rtgages and Loan s  
Stat ionery and Pr i nt i n g  
Advert i s i n g  
Off ice Rent 
H eat, L i ght, and Water 
Te l ephone 
U n iforms 
Mac h i nery Fuel and Su ppl ies 
Automot ive - Gas,  Oi l ,  and Mai ntena nce 
Repa i rs - Veh i c l es and Mach i nery 
Repa i rs - Other 
Rea l Estate Taxes 
Payrol l Taxes 
State F ranch i se Taxes 
I n su ra n ce ( F i re and Extended Coverage on Construct ion i n  

P rogress) 



7 3 60 

7 3 70 

7 3 80 

8980 

8990 

Casua l ty and L iab i l ity I n s u rance 
Wo rkers '  Com pe n sa t i o n  I n s u ra n ce 
U n col lect i b l e  Accou nts 
State I n come Tax Expense 
Federa l  I n come Tax Expense 
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DENTISTS: 
BALANCE SHEET ACCOU NTS 

ASSETS 

1 000 Cash C l ea ri n g  
1 0 1 0 Petty Cash 
1 1  00 Tax Sav i n gs Accounts 
1 200 Accounts Receivable 
1 2 1 0  Less Contra Acco u nt - U nearned I n come 
1 500 F i xed Assets 
1 5 1 0  A l l owan ces fo r Deprec i at ion 

LIABILIT I ES 

2000 Acco u nts Payab le  
2 0 1 0 Contracts Payab le  
2 0 2 0  N otes Payab le  
2030 State Taxes Paya b le  
2 040 Fed era l I n come Tax Payab le  

CAPITAL (OWNERS' EQU ITY) 

Co rporate Accou nts 

3 0 1 0 Capita l  Stock 
3 02 0  Reta i ned Earn i n gs 

So l e  P ropr ietors h i p  or Partners h i p  Accou nts 

3 0 1 0 Capita l  
3 0 1 1 Partner A 
3 0 1 2 Pa rtner B 

3030 

3 03 1 

3 03 2  

Drawi n g  
Partner A 
Partner B 



D E NT I STS:  
I NCOME AND EXPE N S E  ACCOU NTS 

I NCOME 

4000 Profess iona l  Charges 
401 O Other  I n come 

EXPE N SE 

6000 Taxes - Payro l I 
60 1 0  Taxes - Profess iona l  Prope rty 
6020 Rent o n  Profess i ona l  P rope rty 
603 0 Rent on Profess iona l  Prope rty - Other 
6040 Repa i rs 
6050 S a l a ries and Wages ( N et) 
6060 E m pl oyee Benefits 
60 70 I n s u rance - Profess iona l  
6080 I n s u ra n ce - B u s i ness 
6 1 00 Ret i rement P lan  - E m p l oyee Share 
6 1 1 0  I nterest P rofess i o n a l  I ndebted ness 
6 1 2 0  Automobi l e  - B u s i ness 
6 1 3 0  Drugs and Su ppl i es 
6 1 40 Labo ratory E x pense 
6 1 50 Lau n d ry Expense 
6 1 60 Mai ntenance 
6 1 70 Meet i n gs, Dues,  S u bscr i pt i o n s  
6 1 80 M i sce l l aneous Professi ona l  E x pe n se 
6 1  90 Off ice Expense 
6200 P rofess iona l  Promoti on 
62 1 0  Tel e phone Expense 
6220 An sweri n g  Se rv i ce E x pe n se 
62 3 0  Uti l i t ies Expense 
6240 P rofess i ona l  Fees Paid 
6 2 50 Deprec i at ion 
8980 State I ncome Tax E x pense 
8990 Federal  I n come Tax E x pe n se 
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D ISCRETE MAN U FACTU R I N G  COM PA N Y :  
B A L A N C E  S H EET ACCOU NTS 

ASSETS 

C u r re n t  Assets 

1 0 1 0  

1 0 1 1  

1 0 1 2  

1 0 1 3  

1 02 0  

1 03 0  

1 1 00 

1 1 1 0 

1 2 1 0  

1 2 2 0  

1 2 2 1  

1 2 2 2  

1 2 2 3  

1 2 24 

1 2 70 

1 2 80 

1 3 1 0  

1 3 1 1 

1 3 1 2  

1 3 2 0  

1 3 2 1  

1 3 2 2  

1 3 2 3  

1 3 2 9  

1 3 60 

1 3 70 

1 3 80 

1 3 90 

1 3 9 1  

1 3 92 

1 3 9 3  

1 3 94 

1 3 9 5  

1 4 00 

1 4 0 1  

1 4 02 

1 4 03 

1 4 05 

1 4 09 

G e n e ra l  B a n k  Acco u nts  - Cash  
Genera l  Acco u n t  B a n k  # 1  

G e n e r a l  Acco u n t  B a n k  # 2  

G e n e r a l  Acco u nt B a n k # 3  

P a y ro l l B a n k  Acco u nt s  - C a s h  
Petty C a s h  
S h o rt-Te rm I nvestments  
Oth e r  I n vestments  
Acco u n ts Rece i v a b l e  - T rade 
A c c o u nts  Rece i v a b l e  - Oth e r  

E m p l oyee Rece i v a b l es 
T rave l  Depo s i ts 
Acc rued I n te rest Rece i v a b l e  
Acco u n ts Rece i v a b l e  - Oth e r  

A l l ow a n c e  fo r D o u b tfu l Acco u nt s  
N ote s Rece i va b l e  - T rade a nd Ot h e r  
Stoc k ro o m I n ventory 

Pe r pet u a l  
Rece i v i n g 

Wo rk- i n - P rocess  I nv e n to ry 
S u bassem b l y  
F i n al Asse m b l y  
M i sce l l a n e o u s  
Con stru ct i o n  i n  P rogress 

D e m o n s t rat i o n  I n ve n tory 
C o n s i g n ed I n ve n tory  
O b s o l ete I n vento ry 
P rov i s i o n s  fo r I n ve n tory  V a l u at i o n  

P rov i s i o n  fo r Obso l ete I nv e nto ry 
D e m o n strat i o n  I n ventory Al l owan ce 
Prov i s i o n  fo r I n ventory S h r i n kage 
G e n e ra I I nventory Reserve 
Prov i s i o n fo r Cost o r  M a rket Adj u st m e n t  

P re p a i d  E x pe n se s  
P re pa i d  I n s u ra n c e  
P ro p e rty Taxes 
State F ra n c h i se Tax 
D e po s i t s  - S h o rt-Te rm 
M i sce l l a n e o u s  P re pa i d  E x pe n se s  



F i xed As sets 

1 5 1 0  Tool i n g  
1 5 2 0  De prec i at i o n  o n  Tool i n g  
1 5 3  0 Test E q u i pment  
1 5 40 D e p rec i a t i o n  o n  Test Eq u i p m e n t  
1 5 5 0  Lease h o l d  I m prove m e n ts 
1 5 60 A m o rt i zat i o n ,  Lease h o l d  I m provem e n t s  
1 5 70 M ac h i nery  a n d  Eq u i p m e n t  
1 5 80 D e p rec i a t i o n  o n  M ac h i n e r y  a n d  E q u i p m e n t  
1 5 90 Automot ive  Eq u i p m e n t  
1 600 De p rec i at i o n  o n  Automot ive E q u i p me n t  
1 6 1 0  Off i ce F u rn i t u re a nd E q u i p m e n t  
1 62 0  D e p rec i at i o n  o n  Off i ce F u rn i t u re a nd E q u i p m e n t  

Oth e r  A ssets 

1 9 1 0 Oth e r  As sets 

C U R R E N T  L I A B I L IT I ES 

2 1 00 

2 1 1 0  

2 1 2 0 

2 2 00 

2 2 0 1  

2 2 02 

2 3 1 0 

2 3 1 1  

2 3 1 2  

2 3 1 3  

2 3 3 0  

2 3 3 1  

2 3 3 2  

2 3 3 3  

2 3 5 0 

2 3 5 1  

2 3 5 2 

2 3 5 3 

2 3 54 

2 3 60 
2 3 6 1  

2 3 6 2 

2 3 63 

2 3 64 

2 3 6 5  

2 3 6 6 

2 3 6 7  

2 3 6 8 

N otes Paya b l e  
L i n e  o f  C red i t  
T e r m  Loa n - C u r re n t  P o rt i o n  
Acco u n t s  Paya b l e  

Acc o u n ts Paya b l e  - T rade 
Acco u nts  Paya b l e  - Oth e r  

A c c r u ed L i a b i l i t i e s  - Payro l l ,  Vacat i o n s ,  a n d  H o l i d ays 
Acc r u ed Payro l l 
Acc rued Vacat i o n s  
Acc rued H o l i d a y  Pay 

Accrued L i a b i l i t i e s  - Roya l t i e s  a n d  Co m m i s s i o n s  
Roya l t i e s  Paya b l e  
Com m i s s i o n s  - D ea l e rs 
Co m m i ss i o n s  - S a l es m e n  

A c c r u ed L i a b i l i t i e s  - State a n d  L oc a l  Taxes  
Perso n a l  P ro pe rty T a x  
Rea l P ro pe rty Tax 
S tate S a l es a n d  U se Tax 
M i sce l l a n e o u s  Taxes 

Accrued L i a b i l i t ies - Other 
C u sto m e r  Depos i t s  
Med i ca l  I n s u ra n ce 
A c c r u ed I nte rest 
Othe r I n su ra n ce 
Wo rkers '  Com pe n s at i o n  I n s u ra n c e  
A u d i t  F e e s  
Lega l Fees 
Ot h e r  P rofe s s i o n a l  Fees 
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24 1 0  

24 1 1 

24 1 2 

2 5 1 0 

2 600 

2 602 

2 60 3  

Est i mated L i a b i l ity for Fed era l a n d  
State I n come Taxes 

Fed era l I n come Tax L i ab i l ity 
State F ranc h i se Tax L i ab i l ity 

Est i mated L i a b i l ity fo r P rod u ct Warranty 

Long-Term L iab i  I i t ies 
Te rm Loa n 1 - Long-Term Porti on  
Term Loa n 2 - Lon g-Term Port ion 

CAPITAL (OWNERS' EQU ITY) 

Corporate Accou nts 

3 0 1 0 Capita l  Stoc k 
3020 Reta i ned Earn i n gs 

Sole Propr ietors h i p  or Pa rtners h i p Acco unts 

3 0 1 0 Capita l 
3 0 1 1 Pa rtner A 
3 0 1 2 Partner B 

3030 D rawi n g  
3 03 1 Partner A 
3 0 3 2  Partner B 



DISCRETE MANU FACT U R I NG COMPANY: 
I NCOME AND EXPENSE ACCOU NTS 

INCOME 

4000 Sa les 
401  0 System Sa les - C u stomer 
402 0 Part Sa les - Domest i c  
403 0 System Sa les - Expo rt 
404 0  Repa i r/ I nsta l l at ion  I n come 

EXPENSE 

5 0 1 0 

5020 

5 1 00 

5 1 1 0  

5 1 2 0 

5 1 3 0 

5 1 40 

5 1 50 

5 1 60 

5 1 90 

6000 

60 1 0  

6020 

603 0 

6040 

6050 

6060 

6070 

6 1 00 

6 1 1 0 
6 1 2 0  

6 1 30 

6 1 40 

6400 

Cost of Sa les 
Repa i r/ I n sta l l at ion  E x pense 

Other D i rect Cha rges 
Scra p  and Rewo rk Materi a l s ,  Labor 
Tool i n g  and Set- U p  Cost 
Inventory Prov i s i o n  
S h i ppi ng Depa rtment Expense 
Qua I i ty Contro l  
F re i ght and I n s u rance 
M i scel l aneous - Other Cost of Sa les 

Occu pancy 
Overhead Expe n se 
Overhead Appl i ed 
Ma rket i n g  and Serv i ce E x pense 
Serv ice Overhead Appl ied 
Ad m i n i strat ive Expe n se 
Research and Deve lopment Expense 
Research and Devel opment S pec i a l  Proj ects 

(Man ufactu r i n g  En gi neeri n g) 
Payro l l Taxes - E m p l oye r ' s  Po rt i o n  
Workers '  Com pe n sa t i o n  
G ro u p  I n s u ra n ce - Hospita l ,  Med i ca l ,  S u rg ica l  
E m pl oyee Benefits 
F r i n ge Benefits Appl i ed 

Com m i ss ion Expe n se - Outs ide Agents 

Other I n come 

8 1 1 0  G a i n o r  Loss on D i sposa l of F i xed Assets 
8 1 20 Di scou nts E arned 
8 1 30 I nterest I n come 
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Other Expenses 

85 1 0  Bad Debt Expense 
8 5 2 0  M i scel l aneous Other Expense 
8 5 3 0  I nterest Expense 

8980 Prov i s ion for State I n come Taxes 

8990 Prov is ion  for Federa l  I n come Taxes 



DRU GSTORES: 
BALANCE SHEET ACCOU NTS 

ASSETS 

Cu rrent Assets 

1 0 1 0  

1 02 0  

1 02 1  

1 02 2  

Rece ivab les 

Cash i n  B a n k  
C a s h  on H and 

Petty Cash F u nd 
Drawer  Cash-Regi sters 

1 2 20 Accou nts Recei vab le  
1 2 3 0  Est i mated U n co l l ecti b l e  Accou nts 
1 240 E m pl oyees 

I n ve n to r i e s  

1 3 1 O D r u gs ( P resc r i pt i o n  Depa rt m e n t )  
1 3 2 0  Pac kage Med i c i n e s  
1 3 3 0  F o u n ta i n S u pp l i e s  
1 3 4 0  T o b a c c o ,  Co nfect i o n e r y, a nd Pe r i od i c a l s  
1 3 50 To i l et r i e s  
1 3 60 L i q u o rs 
1 3 70 S u nd r i e s  
1 3 80 Operat i n g  S u p p l i e s  
1 3 90 P h a r m ac e ut i c a l  S u p p l i e s  

O t h e r  C u r rent  As sets 

1 4 1 0  P r e pa i d  I n s u ra n ce 

F i xed Assets 

1 6 1 0  Land 
1 62 0  B u i l d i n gs 
1 6 3 0  Accu m u l ated D e p rec i a t i o n  
1 64 0  Fo u n ta i n  F i xt u res a nd Eq u i p m e n t  
1 6 50 Accu m u l ated De prec i a t i o n  
1 660 Sto re F i xt u re s  a n d  E q u i p m e n t  
1 6 70 A c c u m u l ated Depre c i a t i o n  
1 680 Off i c e  F u rn i t u re 
1 6 90 Accu m u l ated De p rec i a t i o n  

I f  l ea sed p re m i ses  a re o cc u p i ed ,  s u b s t i t ute t h e  fo l l ow i n g  a c co u n ts : 

1 660 Lea se h o l d  I m prov e m e n t s  
1 6 70 Accu m u l ated A m o rt i z at i o n  

Other  Assets 

1 9 1 0  Depo s i ts ,  Rent ,  U t i l i t i e s ,  etc . 
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L I AB I L I T I ES 

C u rrent  L i a b i l i t i e s  

2 0 1 0 

2 02 0  

2 04 0  

2 0 5 0  

2 060 

2 1 1 0  

2 2 1 0  

2 2 1 1 

2 2 1 2  

2 2 1 3  

2 2 1 4 

2 2 1 5 

2 2 2 0  

2 2 2 1 

2 2 2 3  

2 2 5 0 

2 2 60 

2 2 70 

2 2 90 

2 3 00 

2 3 1 0  

2 3 2 0  

N ote s Paya b l e - B a n ks 
N otes Paya b l e  - Oth e r  
Co n t racts  Paya b l e  - S h o rt-Term 
Mo rtgage Paya b l e  - S h o rt-Term 
Acco u n t s  Paya b l e  
S a l es T a x  Paya b l e  
E m pl oyee Payro l l  Ded u ct i o n s  

Soc i a l  S ec u r i ty Taxes 
State D i s a b i  I i ty I n s u ra n ce 
I n co m e  Tax  W i t h h e l d  ( Fed e ra l )  
I n co m e  T a x  W i t h h e l d  ( State) 
I n come Tax W i t h h e l d  ( C i ty )  

E m p l o ye r  Payro l l Taxes  Paya b l e  
So c i a l  Sec u r i ty T a x e s  ( U n e m p l o ym e n t )  
State So c i a l  Sec u r i ty Taxes ( U nem ployme nt)  

Acc rued Payro l l 
Acc rued G e n e r a l  Taxes 
Acc rued I n te re st Paya b l e  
O t h e r  Acc rued L i a b i l i t i e s  
D u e  to Off i c e rs a nd D i rectors 
Fed e ra l I n co m e  Tax Paya b l e  
State I n come Tax Paya b l e  

Lo n g-Te r m  L i a b i l i t i e s  

2 4 1 0 Con tracts Paya b l e  - Lo n g-Term 
2 4 2 0  Mo rtga ge s Paya b l e  - Lon g-Te rm 

CAPITAL (OW N ERS'  EQU ITY) 

C o r po rate Acco u n t s  

3 0 1 0 C a p i t a l  Sto c k  
3 02 0  Reta i n ed E a rn i n gs 

So l e  P ro p r i etors h i p  o r  P a rt n e rs h i p  Acco u n t s  

3 0 1 0 C a p i ta l  
3 0 1 1 Pa rtn e r  A 
3 0 1 2 

3 03 0  

3 0 3 1 

3 0 3 2  

P a rt n e r  B 

D ra w i n g  
P a rt n e r  A 
P a rt n e r  B 



D R U G STO R E S :  
I N COME A N D  E X P E N S E  ACCOU NTS 

I NCOM E 

S a l e s  

4 1 1 0  Presc r i pt i o n s  
4 1 2 0 Pac kaged Med i c i n e s  
4 1 30 Fo u n ta i n  
4 1 40 Tobacco,  C o n fect i o n e ry,  a n d  Per i od i ca l s  
4 1 50 To i l et r i e s  
4 1 60 L i q u o r  
4 1 70 S u nd r i e s  
42 1 0  D i sco u n t s  A l l o wed 

EXPE N S E  

P u rc h a se s  

5 0 1 0 P resc r i pt i o n s  
5 0 2 0  Packaged Med i c i ne s  
5 0 3 0  Fo u n ta i n  
5040 Tobacco,  Co nfect i o n e ry ,  and Pe r i od i ca l s  
5 0 5 0  T o i l et r i e s  
5060 L i q u o r  
5 0 7 0  S u nd r i e s  
5080 F re i gh t  Pa i d  I n  
5090 Retu r n s  a nd A l l owa nces  

S a l a r i e s  a n d  Wages 

60 1 0  M a n age rs 
602 0  O w n e r ' s  S a l a ry 
603 0 P a rt n e r' s Sa l a ry 
6040 C l e r i c a l  and Off i c e  
6 0 5 0  S a l e s  
6060 P h a r m ac i sts  

S u pp l i e s  

6 1  0 0  Stat i o n e ry a n d  Off i c e  S u pp l i e s  
6 1 1 0  Operat i n g  S u pp l i es  
6 1 2 0  Fo u n ta i n  S u ppl i e s  
6 1 3 0  P h a r m a ce u t i c a l  S u pp l i e s  
6 1 4 0 Po stage 

U t i l i t i e s  and Serv i ce s  

62 1 0  H e at ,  L i g h t ,  a nd Wate r 
6 2 2 0  Te l e p h o n e  a nd T e l egra p h  
62 3 0  L a u n d ry 
6240 G a rbage 
6 2 5 0  Sec u r i ty 
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Taxes 

64 1 0  G e n e r a l  
64 3 0  Payro l l - Soc i a l  Sec u r i ty  
6440 Payro l l - U n e m p l o y m e n t  

I n s u ra n ce 

6 5 1 0 

6 5 2 0  

6 5 3 0  

6 5 4 0  

Deprec i a t i o n  

G e n e r a l  
Ret i re m e n t  P l a n  
Co m pe n sat i o n  
G ro u p I n s u ra n ce 

662 0 B u i l d i n gs 
6 6 3 0  F o u n ta i n  F i xt u re s  a n d  Eq u i pment  
6640 Store F i xtu res a n d  Eq u i pment  
6650 Off i ce F u rn i t u re a n d  F i xtu res 
6660 Lease h o l d  I m prove m e n t s  

Repa i r  a n d  M a i nte n a n ce 

6 7 2 0  B u i l d i n gs 
6 7 3 0  F o u n ta i n  F i xtu re s  a n d  Eq u i pment  
6 74 0  Store F i xtu res and Eq u i pment  
6 7 5 0  Off i c e  F u rn i t u re a n d  F i xtu res 

Rent  

6 8 1 0  B u i l d i n g  
6 8 2 0 Eq u i p m e n t  
6 8 3 0  Ot h e r  Leases 

Othe r O p e rat i n g  E x pe n ses  

7 1 1 0  Acco u n t i n g  a nd Lega l 
7 1 2 0 Ad v e rt i s i n g  
7 1 3 0  B a n k C h a rges 
7 1 40 B u s i n e ss Promot i o n  
7 1 5 0  Del i v e ry C h a rges 
7 1 60 D u e s  a n d  S u b s c r i pt i o n s  
7 1  70 I n ventory E x pe n se 
7 1 80 L i c e n ses  a nd Tags 
7 1 90 Te m po ra r y  Labor  

OTH E R  I NCOME 

8 0 1 0 

8020 

803 0 

80 5 0  

8080 

8090 

Cash D i sc o u nts Taken 
I nte rest E a rned 
G a i n  and Loss on S a l e  of F i xed As sets 
C h a rged - Off Acco u n t s  Col l ected 
C a s h  Over 
M i sc e l l a n e o u s  I nc o m e  



OT H E R  EXPE N S E  

89 1 0  C a s h  S h o rt 
892 0 C o n t r i b u t i o n s  
8 9 3 0  Losses o n  U n co l l ect i b l e  A c co u n t s  
8 9 4 0  L o s s e s  o n  B ad C h e c k s  
8 9 8 0  Fed e r a l  I n co m e  T a x  E x pe n se 
8990 State I n co m e  T a x  E x pe n se 
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DRY CLEANERS: 
BALANCE SH EET ACCOU NTS 

ASSETS 

Current Assets 

1 0 1 0  

1 0 1 1  

1 0 1 2  

1 02 0  

1 1 1 0 

1 2 1 0  

1 2 2 0  

1 2 3 0  

1 3 1 0  

1 4 1 0  

F i xed Assets 

Cash on  H and 
Petty Cash 
Cash U n deposi ted 

Cash i n  B a n k  
Stoc ks a n d  B o n d s  - I nvestments 
Acco unts Rece ivab le  - C u stomers 
Accou nts Receivab le - E m pl oyees 
N otes Rece ivab le  - S h o rt-Term 
I nventor ies - Su ppl ies 
P repaid E x pen ses 

1 5 1 0  F u r n i tu re and F i xtu res 
1 520 Accu m u l ated Deprec i at ion  
1 53 0  P l a nt M ac h i nery 
1 540 Accu m u l ated Deprec i at ion 
1 5 50 Autos and Trucks 
1 5 60 Acc u m u l ated Deprec i at ion  
1 5 70 B u i ld i n gs 
1 5 80 Accu m u l ated Deprec i at ion  
1 590 Other F i xed Assets 
1 600 Accu m u l ated Deprec i at ion 
1 700 Land 

Other  Assets 

1 81 0 Depos its 

LIAB I L IT I ES 

Cu rrent L i a b i l i t ies 

201 O Accounts Payab le  
2020 Mo rtgage Payab le  - Short-Term 
2030 E m ployees' I ncome Taxes 
2 040 State E m p l oyment Taxes 
2050 Soc i a l  Secu rity Taxes 
2060 State Sa les Taxes 
2 0 70 Other Paya b l es 
2080 State I ncome Tax 
2090 Federa l  I n come Tax 

Lon g-Term L i a b i  I i t ies 

2 6 1 0 Mortgage Paya b l e  - Long-Term 



CAPITAL (OWN ERS' EQU ITY) 

Corpo rate Accou nts 

3 0 1  O Capita l  Stock 
3 02 0  Retai ned Earn i n gs 

So l e  P ropr ietors h i p or Partners h i p  Accp unts 

3 0 1 0 Capita l 
3 0 1 1 Partner A 
3 0 1 2 Partner B 

3 03 0  Drawi n g  
3 03 1 Partner A 
3 03 2  Pa rtner B 
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D RY CLEAN E R S :  
I NCOME A N D  EXPE N S E  ACCOU NTS 

I NCOME 

4 1 1 0 C a l  I a nd De l i ve ry 
4 1 2 0  C o m m i ss i o n s  
42 1 0  Other  I n c o m e  

EXPE N S E  

6 1 1 0  

6 1 20 

6 1 30 

6 1 40 

6 1 50 

6 1 60 

6 1 70 

6 1 80 

6 1 90 

62 1 0  

6220 

6230 

6240 

6250 

6260 

62 70 

62 80 

7000 

70 1 0 

702 0 

703 0 

7 1 00 

7 1 1 0  

7 3 1 0  

7 3 2 0  

7 3 3 0  

7 3 4 0  

7 3 50 

7 3 60 

8 9 8 0  

8 9 9 0  

Ad vert i s i n g  
Auto a n d  T r u c k s  
B ad Debt 
C o m m i ss i o n s  
Donat i o n s  
D u es a nd S u bsc r i pt i o n s  
D e p rec i a t i o n  E x pe n ses  
I n s u ra n ce - G e n e ra l  
I n s u ra n ce - C o m pe n sat i o n  
I n s pect i o n s  - B o i l e r  
Lega l a n d  A u d i t i n g  
L i ce n se a n d  P e r m i t s  
Soc i a l  Sec u r i ty Taxes 
E m pl oy m e n t  Taxes 
Rea l  and Pers o n a l  Taxes 
S a l es Taxes  
Other  Taxes 
C l e r i c a l  Sa l a r i es 
P l a n t  Labo r 
D e l i ve r y m a n  S a l a ri e s 
Oth e r  Sa l a r i e s  
T e l e p h o n e  a nd T e l e g r a p h  
T rave l  
U t i l i t i e s  
I nte rest  
Off i ce S u pp l i e s  
Rent  
B a n k  C h a rges 
Repa i rs and M a i n te n a n c e  
State I n c o m e  T a x  E x pe n se 
Fed e ra l  I n co m e  Tax E x pe n se 



FARM I N G :  
BALANCE SHEET ACCOU NTS 

ASSETS 

C u r rent Assets 

1 0 1 0  

1 2 1 0  

1 2 2 0  

1 3 1 0  

1 3 1 1  

1 3 1 2  

1 3 1 3  

1 3 1 4  

1 3 1 5  

1 3 1 6  

1 3 1 7 

1 3 1 8  

1 3 20 

1 3 2 1  

1 3 2 2  

1 32 3  

1 3 24 

1 3 2 5  

1 3 2 6  

1 3 2 7  

1 3 2 8  

1 3 30 

1 3 3 1  

1 3 3 2  

1 3 3 3  

1 3 3 4  

1 3 3 5  

1 3 3 6  

1 3 3 7  

1 3 3 8  

1 340 

1 34 1  

1 34 2  

1 343 

1 344 

1 34 5  

1 3 50 

1 3 60 

Cash 
Accou n ts Rece ivable - Govern ment Payments 
Accou nts Rece ivable - Other  
C rops 

Corn 
Oats 
Soybean s  
Hay 
Fo rage 
Fru its 
Wood l ot 
Other 

L i vestoc k 
Beef Catt le 
Dai ry Catt le  
H ogs 
Sows 
Boa rs 
Shee p  
Lambs 
Other L ivestock 

Po u l t ry 
Ch i ckens 
Layers 
C h i cks 
Pu l l ets 
Hens  
Roosters 
B roi l e rs 
Other  Pou lt ry 

Prod u cts 
M i l k  
C ream 
Other  Da i ry Prod u cts 
Wool 
Other  L ivestoc k Products 

Ferti I i zers I n ventory 
Seed I nventory 
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F i xed Assets 

1 500 Land 
1 5 1 0  B u i l d i n gs and I m provements 
1 52 0  De prec i a t i o n ,  B u i l d i n gs ,  a n d  I m p rovements  
1 5 30 M a c h i n e ry a n d  Eq u i p m e n t  
1 540 D e p rec i a t i o n ,  M a c h i n e ry,  and Eq u i pment  

LIAB IL IT I ES 

C u r rent L i a b i l i t ies 

2 000 

2 0 1 0 

2 020 

2030 

2 03 1  

2 03 2  

2 03 3  

2 034 

2 03 5  

Accounts Paya b le  
Trad e N otes Payab le  
Payro l l Taxes Payab le  
Accrued Taxes 

Rea l Estate 
Person a l  Property 
L icense P l ates 
Federa l  I n come Tax 
State I n come Tax 

Long-Term L i a b i l i t ies 

2 600 Mo rtgages Payab le  

CAPITAL (OWNERS' EQU ITY) 

Corporate Accou nts 

3 0 1 0 Capita l  Stock 
3 02 0  Reta i ned Earn i n gs 

Sole Propr ieto rs h i p  o r  Partners h i p  Acco u nts 

3 0 1 0 Capita l  
3 0 1 1 P a rtner A 
3 0 1 2 Partner B 

3030 

3 03 1  

3 0 3 2  

Drawi n g  
P a rtner A 
Pa rtner B 



I NCOME 

Sa les  

4 0 1 0 

4 0 1 1 

4 0 1 2 

401 3 

4 0 1 4 

401 5 

402 0 

402 1 

4022 

402 3 

4024 

402 5 

4030 

4040 

FARM I N G :  
INCOME AN D EXPENSE ACCOU NTS 

Sa le  for Cash 
C rops Cash 
L ivestoc k Cash 
Pou l try Cash 
Farm Prod uct Cash 
Othe r  Cash Sales 

Sale on  C red i t  
Crops C red i t  
L ivestoc k Cred i t  
Pou l try C red it  
Farm Prod u cts C red i t  
Othe r  Cred i t  Sa les  

Cash Rents 
B reed i n g  Fees Rece ived 

Other  I n come 

8000 Patronage Refu nds  
80 1 0 Gasol i ne Tax Refu n d  
802 0 Other Govern ment Payments 

EXPENSE 

6000 

60 1 0  

6020 

603 0 

6040 

6050 

6060 

6070 

6080 

6 1 00 

6 1 0 1  

6 1 02 

6 1 03 

6 1 04 

6 1 1 0  

6200 

62 1 0  

6220 

8980 

8990 

Labor - O pe rato r 
Labo r - Land l o rd 
Labor - O pe rator' s Fami l y  
Labo r - Land l ord ' s  Fam i ly 
Labor - H i red Fu l l -T i me 
Labor - H i red Pa rt-T i me 
Mea l s  
Soc i a l  Sec u r i ty 
Other Labo r Expense 
Repa i rs 

Fence 
Mac h i nery 
Eq u i pment 
Other  

S u bscr i pt i o n s  and Dues  
Taxes - Rea l  Estate 
Taxes - Persona l  Pro pe rty 
Taxes - L i ce n se P l ates 
Taxes - Federa l  I ncome 
Taxes - State I n come 
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I NSURANCE COMPANY: 
BALANCE SH EET ACCOU NT 

ASSETS 

Current Assets 

Cash and B a n k  
1 0 1 0  Office Fund 
1 050 B a n k  
1 070 Trust Account 

Receivables 

1 2 2 0  Acco unts Rece ivable 
1 2  30 Al lowance for Bad Debts 
1 2 50 Notes Rece ivable 

Other  Cu r rent Assets 

1 4 1 0  Prepa i d  I n su ra nce 
1 490 Other Defe rred Charges 

F i xed Assets 

1 5 1 0  Land 
1 52 0  B u i ld i n gs 
1 5 3 0  Accu m u l ated Deprec iat ion - B u i l d i n gs 
1 63 0  Fu rn i tu re and F i xtu res 
1 640 Accu m u l ated De prec iat ion - F u r n i tu re and 

F i xt u res 
1 650 Motor Veh i c les 
1 660 Accu m u l ated Deprec iat ion - Motor Veh i c les 

I f  bus i ness occu pies l eased q u a rters, s ubst itute the fol lowi n g :  

1 52 0  Leasehold I m provements 
1 5 3 0  Accu m u l ated Amort izat ion 

Other Assets 

1 8 1 0  Depos its (Ut i l i ty,  etc . )  

LIABIL ITIES 

C u r rent L i a b i l i t ies 

2 0 1 0 

2 1 1 0  

2 2 1 0  

2 2 1 1 

2 2 1 3  

Notes Payab le  
Acco u nts Payable 
Em pl oyee Payro l l  Ded u ct ions  

Soci a l  Secu ri ty Taxes 
State D i sab i l ity I n s u rance 



2 2 1 4  

2 2 1 5  

2 2 1 6 

2 2 2 0  

2 2 2 1 

2 2 2 2  

2 2 2 3  

2 2 3 0  

2240 

I ncome Tax Withheld (Federa l )  
I n come T a x  With held (State) 
I n come Tax Withheld (Ci ty) 

Em pl oyer  Payrol I Taxes Payab le  
Soc i a l  Secu ri ty Taxes 
Fed era l  E m p l oyment Taxes 
State E m pl oyment Taxes 

State I n come Tax Payab le  
Federa l  I n come Tax Payab le  

Lon g-Te rm L iab i l i t ies 

2 5 1 0 Contracts Payab le  - Lon g-Term 
2 650 Mortgages Payab le  - Lon g-Te rm 

CAPITAL (OWNERS' EQU ITY) 

Corporate Accou nts 

3 0 1 0 Capita l  Stoc k 
3020 Reta i ned Earn i n gs 

Sol e  Propr ieto rs h i p  or Partners h i p  Accou nts 

3 0 1 0 Capita l  

3 0 1 1 Partner A 
3 0 1 2 Pa rtner B 

3020 D rawi n g  

3 02 1 Pa rtner  A 
3022 Partner  B 
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I N COM E 

4 0 1 0 

4 0 2 0  

4 03 0  

EXPE N S E  

60 1 0  

60 2 0  

60 3 0  

604 0 

60 5 0  

6060 

6070 

6080 

6090 

6 1 00 

6 1 1 0  

6 1 2 0  

6 1 3 0  

7000 

70 1 0 

702 0 

7 0 3 0  

7040 

7 0 5 0  

7060 

7070 

7080 

7 5 2 0  

I N S U RA N C E  COMPA N Y :  
I NCOM E A N D  E X P E N S E  ACCOU NTS 

I n s u ra n ce Co m m i ss i o n s  E a rned 
Rea l E state C o m m i ss i o n s  E a rned ( if A p p l i c a b l e )  
C o m m i ss i o n s  t o  B ro ke rs - D e b i t  (Offset) 

Sa l a r i e s  
Com m i ss i o n s  t o  S a l e s m e n  
S u pp l i e s  
Postage 
Automo b i l e  S u pp l i es 
U t i l i t i e s  
Te l e ph o n e  a n d  T e l eg ra p h 
G e n e ra l  Taxes  
P a y ro l l Taxes  
G e n e r a l  I n s u ra n ce 
Ret i rem e n t  I n s u ra n ce 
C o m pe n sat i o n  I n s u ra n ce 
G ro u p  I n s u ra n ce 
D e p rec i a t i o n  
Repa i rs a n d  M a i n te n a nce 
Adv e rt i s i n g  
Losses o n  U n co l l ect i b l e  Acco u n t s  
D u e s  a n d  S u b s c r i pt i o n s  
P rofe ss i o n a l  Se rv i ces  
Trave l  a n d  E n te rta i n m e n t  
R e n t  
U n c l a s s i f i ed 
I n te re st E x pe n se 

OTH E R  I NCOME 

802 0 I n te rest E a rned 
803 0 M i sce l l a n e o u s  G ai n s  

OTH E R  EXPE N S E  

8980 State I n co m e  Tax E x pe n se 
8990 Fede ra l I n co m e  T a x  E x pe n se 



L I Q U OR STORES :  
BALANCE S H E ET ACC OU NTS 

ASSETS 

C u r re n t  A s sets 

1 0 1 0  B a n k  
1 02 0  Chec k C a s h i n g  F u n d 
1 0 3 0  C a s h  Reg i ste r F u n d  
1 2 1  0 Acco u nts  Rece i v a b l e 
1 3 1  0 I n v e n to r i e s  
1 4 1 0  P re pa i d  I n s u ra n ce 
1 42 0  P r e pa i d  L i ce n se 

Eq u i p m e n t  

1 5 1 0  F u r n i tu re a n d  F i xt u re s  
1 5 2 0  Ac c u m u l ated De p rec i a t i o n  
1 5 3 0  Lease h o l d  I m p rov e m e n t  
1 54 0  A c c u m u l ated A m o rt i zat i o n  

O t h e r  Assets 

1 800 L i ce n se F r a n c h i se 

L I A B I L I T I ES 

C u r re n t  L i a b i l i t i e s  

2 1 1 0  Acco u n t s  Paya b l e  
2 1 2 0 Payro l l Taxes  
2 1 3 0 Acc rued Taxes  
2 2 1 O N otes Paya b l e  

2 3 1 0  State I n c o m e  Tax Paya b l e  
2 3 2 0  Fed e r a l  I n c o m e  T a x  Paya b l e  

CAPITAL (OW N E RS'  EQU ITY) 

C o r po rate A cco u n t s  

3 0 1  0 Ca p i ta l  Stoc k 
3 3 2 0  Reta i n ed E a rn i n gs 

S o l e  P ro p r i et o rs h i p  o r  P a rt n e rs h i p  Acco u n ts  

3 0 1 0 C a pi ta l  
3 0 1 1 P a rt n e r  A 
3 0 1 2 P a rt n e r  B 

3 0 3 0  Drawi n g  
3 0 3 1 P a rt n e r  A 
3 0 3  2 P a rt n e r  B 
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L I Q U O R  STORES:  
I NCOM E AND E X P E N S E  ACCOU NTS 

I NCOM E 

4000 S a l es 
4 1 00 I n co m e  fro m  Po st-Offs 

EXPENSE 

5000 Cost of Sa les 
6000 Deprec i at ion 
60 1 0 Dues 
602 0 Uti l i t ies 
603 0  I n s u ra n ce 
6040 I nterest 
6050 L i ce n ses 
72 1 0  Off ice Expense 
7230 Profess iona l  Serv i ces 
7250 Rent 
7290 Sa l a ri es - Off icers 
7300 Sa l a ries - Other 
74 50 Taxes - M i scel l aneous 
7 500 Taxes - Payrol l 
7 5 3 0  S u ppl ies 
7 540 Tel e phone 
8980 State I n come Tax Expense 
8990 Federa l  I n come Tax Expense 



PROCESS MANU FACTU R I N G  COMPANY: 
BALANCE SH EET ACCOU NTS 

ASSETS 

Current Assets 

1 0 1 0  

1 02 0  

1 03 0  

1 040 

1 0 70 

1 090 

1 1 1 0 

1 1 20 

1 1 2 1  

1 1 2 2 

1 1 2 3 

1 1 24 

1 1 2 5  

1 1 2 6  

1 1 2 7  

1 1 2 8 

1 1 2 9  

1 1 3 0 

1 1 40 

F i xed Assets 

Cash on H and 
Petty Cash 
Cash in Bank - General  
Cash in Bank - Payrol l 
Accou nts Rece ivable - Trade 
Accou nts Receivable - Offi ce rs 
I nventory - Raw Mate ri a l  
I nventory - I n  Process 

Labor and Payrol  I Taxes 
Mate ri a l s  
O pe rat i n g  S u ppl i es 
Repa i rs/Mai ntenance 
Deprec i at ion 
Fre i ght In  
Rent 
Ut i l i t ies 
Othe r 

I nventory - F i n i s hed Goods 
Pre pa i d  Expenses 

1 500 Land 
1 5 1 0  B u i l d i n gs 
1 520 Deprec i ati on ,  B u i l d i n gs 
1 53 0  Eq u i pment 
1 540 De prec iat ion ,  Eq u i pment 

Other  Assets 

1 870 Deposits Refu ndable  
1 880 Orga n i zati on E x pense 

LIAB I L IT IES 

Current L iab i l i t ies 

2 0 1 0 Acco u nts Payab le  
2020 Acc rued Sa l a r ies 
2030 State D i sab i l i ty I n s u rance 
2 040 F I CA and Withho ld i n g  Tax Payab le  
2050 Sa les Tax Payable  
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Lon g-Term L i a b i l i t ies 

2 6 3 0  Contracts Payab l e  - Lon g-Te rm 
2 650 Mo rtgages Payab le  - Lon g-Te rm 

CAPITAL (OWNERS' EQU ITY) 

Corporate Accou nts 

3 0 1 0 Capita l  Stoc k 
3 02 0  Reta i ned Earn i n gs 

Sole P ropr ietors h i p  or Pa rtners h i p  Acco unts 

3 0 1 0 Capita l  
3 0 1 1 Partner A 
3 0 1 2 Pa rtne r B 

3 03 0  Drawi n g  
3 03 1  Partner A 
3 03 2  Partner B 



PROCESS MAN U FACTU R I N G  COMPANY: 
I NCOME AND EXPENSE ACCOU NTS 

I NCOME 

Sa les 

4 1 00 Sales - Nontaxab le  
4 1 1 0 Disco unt  on Sa les - N o ntaxab le  
4 1 2 0  Sa les Returns  and Al l owa nces - Nontaxab le  
4200 Sales - Taxa ble 
42 1 0  Di sco u nt o n  Sa l es - Taxab le  
4220 Sa les  Returns  a nd Al lowa n ces - Taxab le  

EXPENSE 

Cost of  Sa les 

5 1 00 Mate r i a l  P u rc hases 

5 2:00 D i rect Labor 

51300 M a n u fact u r i n g  Overhead 

54 00 V a r i a n c e  A c c o u n t  

Ma rket i n g  

6 1 1 0  Advert i s i n g  
6 1 20 Com m i ss ions  
6 1 40 Auto Expense 
6 1 50 Del i ve ry Expe n se 
6 1 60 Dues and Su bscri pt ions  

General  and Ad m i n i strat ive 

7700 Officers'  Sa la ries 
7 7 1 0  Wages 
7 7 3 0  Payro l l  Taxes 
7740 Di rectors' Fees 
7750 Auto Expenses 
7760 De prec i at ion 
7 790 Uti l i t ies 
7800 I n s u ra n ce 
781 0 L i censes and Taxes - Other 
7820 Rea l Estate Tax - County 
7830 Rea l Estate Tax - C i ty 
7840 Lega l and Acco u nt i n g  
7850 Aud it i n g  Fees 
7860 Repa i rs and Mai ntenance 
7870 Rent 
7880 Phone 
7890 Offi ce Supp l i es 
7940 Orga n i zat ion Expense 
8980 Federa l  I n come Tax E x pe n se 
8990 State I n come Tax E x pense 
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RANCH ERS: 
BALANCE SHEET ACCOU NTS 

ASSETS 

Cu rrent Assets 

Cash and B a n k  
1 0 1 0  Cash on H and 
1 050 Bank 

Marketab le  Secu ri t ies 
1 1 1 0 Stocks 

Receivables 
1 22 0  

1 2 3 0  

1 2 60 

1 2 70 

I nventor ies 
1 3 1 0  

1 32 0  

1 3 3 0  

1 3 50 

1 3 60 

1 3 70 

1 3 80 

1 3 90 

1 400 

Accounts Rece ivable 
Cooperat ive Pool  or  Storage Accounts 
N otes Rece ivable 
E m pl oyee Advances 

Seed 
Fert i l i ze r  
Che m i ca l s  
G asol i ne and O i l  
Genera l  S u ppl i es 
Ranch P rod u cts 
Cost of G row i n g  C rops 
L ivestock 
Pool o r  Storage I tems (opti ona l ,  with # 1 2 3 0) 

Other  C u r rent Assets 

1 4 1 0  Prepa id  I n s u rance 
1 42 0  Prepa i d  Taxes 
1 490 Other Defe rred Cha rges 

Pro pe rty and E q u i pment 

1 6 1 0  Land 
1 620 B u i ld i n gs 
1 630 Acc u m u l ated Deprec i at ion 
1 640 I r r i gat ion P l ant a nd Eq u i pment 
1 650 Acc u m u l ated De prec i at ion 
1 660 Trees, V i nes,  and Stand of Peren n i a l  C rops 
1 6 70 Acc u m u l ated Deprec i at ion 
1 680 Mach i ne ry and Equ i pment 
1 690 Acc u m u l ated Deprec i at ion 
1 700 Trucks and T ractors 
1 7 1 0  Acc u m u l ated Deprec iat ion 



1 72 0  Automob i l es 
1 7 3 0  Ac c u m u l ated De prec i a t i o n  
1 74 0  S m a l l  Too l s  
1 7 5 0  A c c u m u l ated D e p re c i at i o n  
1 7 60 B reed i n g Stoc k 
1 7 70 Ac c u m u l a ted De p re c i a t i o n  

Oth e r  As sets 

1 900 Stoc k i n  Coope rat i v e  M a rket i n g  Assoc i a t i o n ,  
Wate r Co m pa n y ,  etc .  

1 92 0  Patro n a ge D i v i d e n d s  (Tax Pa i d )  

L I AB I L IT I E S  

C u rre n t  L i a b i l i t i e s  

2 0 1 0 

2 0 3 0  

2 04 0  

2 0 5 0  

2 0 60 

2 2 1 0 

2 2 1 1  

2 2 1 2  

2 2 1 3  

2 2 1 4  

2 2 1 5 

2 2 2 0  

2 2 2 1 

2 2 2 2  

2 2 2 3  

2 2 3 0  

2 2 4 0  

N otes Paya b l e  
C r o p  Loa n s  
C o n t ra cts  Paya b l e  
Mo rtgage Paya b l e  - S h o rt-Te r m  
Acco u n t s  Paya b l e  
E m p l o yee Payro l l Ded uct i o n s  

S oc i a l  Sec u r i ty Taxes (O l d  Age )  
State D i s a b i l i ty  I n s u ra n ce 
I n c o m e  T a x  W i t h h e l d  ( Fed e ra l )  
I n c o m e  Tax W i t h h e l d  ( State) 
I n co m e  Tax W i t h h e l d  ( C i ty )  

E m p l o y e r  Payro l l  T a x e s  Paya b l e  
S oc i a l  Sec u r i ty Taxes  (O l d  Age) 
Fed e ra l  So c i a l  Sec u r i t y  Taxes ( E m p l o y m e n t )  
State S oc i a l  Sec u r i ty  Taxes  ( E m p l oyment )  

State I n co me T a x  Paya b l e  
Fed e ra l  I n c o m e  T a x  Paya b l e  

Lo n g-Te rm L i a b i l i t i e s  

2 6 1 0 Co n t racts  Paya b l e  - L o n g-Te r m  
2 62 0  Mo rtgages Paya b l e  - Lo n g-Te r m  

CAPITAL (OWN ERS'  E Q U I TY) 

C o r po rate Acco u n t s  

3 0 1 0 C a pi ta l  Stoc k 
3 02 0  Reta i n ed E a rn i n gs 
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So l e  P ro p r i eto rs h i p  or P a rt n e rs h i p  Acco u n t s  

3 0 1 0 C a p i ta l  
3 0 1 1 P a rt n e r  A 
3 0 1 2 P a rt n e r  B 

3 0 3 0  D r aw i n g  
3 0 3 1 P a rt n e r  A 
3 0 3 2  P a rt n e r  B 



I NCOM E 

S a l e s  

4 3 1 0  

4 3 2 0  

4 3 3 0  

4 3 4 0  

4 3 5 0 

4 3 60 

4 3 70 

EXPE N S E  

Cost o f  Sa l e s  

RA N C H E RS :  
I N COM E A N D  E X P E N S E  ACC O U NTS 

A l fa l fa 
B a r l ey 
C o rn 
F r u i t  
Wh eat 
L i vestoc k 
Ca p i ta l  As set I t e m s  

5 1 1 0  A l fa l fa - Seed 
5 1 2 0 B a r l ey - Seed 
5 1 3 0 Co rn - Seed 
5 1 40 F r u i t  - Seed 
5 1 50 Wheat - Seed 

52 1 0  Labo r 
5 2 2 0  F e rt i l i z e r  
5 2 3 0  C h e m i c a l s  
5 240 I r r i gat i o n  
5 2 50 M a c h i n e r y  
5 2 60 T r u c k  a nd Tractor  
5 2 70 Work Sto c k  
5 2 80 B o a rd E x pe n se 
5290 U n c l as s i f i ed 

5 3 00 Labo r - L i vesto c k  
5 3 1 0  H ay - L ivesto c k  
5 3 2 0  G ra i n  - L i vestoc k 
5 3 3 0  Pastu ra ge - L iv e stoc k 
5 340 Stud a n d  Oth e r  Fees - L iv e sto c k  
5 3 50 Vete r i n a ry - L i ve stoc k 

Operat i n g  E x pe n se s  

60 1 0  I r r i gat i o n  E x pe n se 
602 0 Mach i n e ry E x pe n se 
6 0 3 0  T r u c k  a n d  Tractor  
6040 Work Stock 
60 5 0  Boa rd Ex pen se 
6060 M a i nte n a n c e  of F e n ces  and Road s 
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70 1 0 

7 0 2 0  

7 0 3 0  

7040 

7 0 5 0  

7 0 6 0  

7070 

7080 

7090 

7 1 00 

7 1 1 0  

7 1 2 0  

7 1 3 0  

7 1 4 0  

8 9 80 

8990 

S a l a r i e s  a n d  Wages 
A u t o mo b i l e  S u pp l i e s  
Oth e r  S u p p l i e s  
E l ec tr i c i ty  
Taxes  
G e n e ra l  I n s u ra n ce 
Ret i re m e n t  P l a n  I n s u ra n ce 
Com pe n sa t i o n  I n s u ra n ce 
G ro u p  I n s u ra n ce 
D e p rec i a t i o n  
R e p a i rs a n d  M a i nte n a n ce 
Do n at i o n s  
D u e s  a n d  S u bsc r i pt i o n s  
U n c l as s i f ied 
State I n c o m e  Tax E x pe n se 
Fed e r a l  I n co m e  T a x  E x pe n se 



R ETAI L G ROCE R Y  STO R E :  
B A L A N C E  S H E ET ACCOU N TS 

ASSETS 

C u r re n t  As sets 

1 0 1 0  B a n k  - C h ec k i n g  
1 02 0  Petty C a s h  o r  C h a n ge F u n d  
1 04 0  Ret u rned C h e c k s  
1 2 1 0  Acco u n t s  Rece i v a b l e  
1 3 1 0  I n ve n tory 
1 4 1 0  Prepa i d  E x pe n se 

F i xed Assets 

1 5 1 0  M ac h i n e r y  
1 5 2 0  A l l ow a n c e  fo r De p re c i at i o n  - M a c h i n e ry 

L IAB I L IT I ES 

C u rrent  L i a b i l i t i es 

2 0 1 0 Acco u n t s  Paya b l e  
2 1 1 0  M o rtgage Paya b l e  - S h o rt-Te r m  
2 2 1 0  Payro l l Paya b l e  
2 2 2 0  F I CA T a x  Paya b l e  
2 2 3 0  Fed e ra l  W i t h h o l d i n g  T a x  
2 2 4 0  State W i t h h o l d i n g  T a x  
2 2 5 0  State U n e m p l o y m e n t  Tax Paya b l e  
2 2 60 Fed e ra l  U n e m p l o y m e n t  Ta x Paya b l e  
2 2  7 0  State I n c o m e  T a x  Paya b l e  
2 2 80 Fed e ra l  I n c o m e  Tax Paya b l e  

Lon g-Term L i a b i l i t i e s  

2 6 60 Mo rtgage Paya b l e  

CAPITAL ( OW N ERS'  EQU ITY) 

C o r po rate Acco u n ts 

3 0 1 0 C a p i t a l  Sto c k  
3 0 2 0  Reta i n ed Ea rn i n gs 

S o l e  P ro p r i etors h i p  o r  P a rt n e rs h i p  Acco u n t s 

3 0 1 0 C a p i ta l  
3 0 1 1 P a rt n e r  A 
3 0 1  2 P a rt n e r  B 

3 03 0  Drawi n g  
3 0 3 1 Pa rt n e r  A 
3 0 3 2  P a rt n e r  B 
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RETA I L  G ROC ERY STOR E :  
I NCOM E A N D  E X P E N S E  ACCOU NTS 

I NCOME 

4000-4 990 I n c o m e  

EXPE N S E  

5000- 5 990 

6 1 2 0  

6 1 3 0  

6 1 40 

6 1 50 

6 1 60 

6 1 70 

6 1 80 

62 00 

6 2 5 0  

6 2 70 

62 90 

7400 

74 1 0  

74 2 0  

7440 

74 5 0  

7 5 00 

7 5 1 0 

8980 

8990 

P u rc h a se s  a n d  Cost of  S a l e s  
Payro l l 
Store S u pp l i e s  
Adve rt i s i n g  
E q u i p m e n t  Renta l  
Payro l l Taxes  
Taxes  a n d  L i ce n se s  
I n te rest  o n  I n d e bted ness  
Accou n t i n g  a nd Lega l Fees  
Trave l  a n d  E n te rta i n me n t  
Do n at i o n s  
T e l e p h o n e  
U t i l i t i e s  
Rent  
I n s u ra n ce 
M i sce l l a ne o u s  G e n e ra l  E x pe n se 
De prec i a t i o n ,  M ac h i n e ry 
G a s  a n d  O i l ,  B u s i ness  Veh i c l e s  
Re pa i rs ,  V e h i c l e s  
State I n c o m e  T a x  E x pe n se 
F ed e ra l  I n co me Tax E x pe n se 



W H O L ESALE D U RAB LES :  
BALA N C E  S H E ET ACCOU NTS 

ASSETS 

C u rrent  Assets 

1 0 1 0  

1 02 0  

1 02 1  

1 02 2  

1 02 3  

1 02 4  

1 2 1 0  

1 2 2 0  

1 2 3 0  

1 2 90 

1 3 1 0  

1 3 1 1  

1 3 1 2  

1 4 1 0 

F i xed Assets 

Petty C a s h  
C a s h  o n  Depos i t  

C a s h  - B a n k # 1  

C a s h  - B a n k  # 2  

C a s h  - B a n k  # 3  

S av i n gs D e po s i t  

Acco u n ts Rece i v a b l e  - Trade 
Acco u n t s  Rec e i v a b l e  - M i sce l l a ne o u s  
I n sta l l me n t  N otes Rece i v a b l e s  
A l l owance fo r B ad Debts 
I n ve n tory  

I n v e n tory - P rod u ct # 1  

I n ve n tory - P rod u c t  # 2  

P r e pa i d  E x pe n ses 

1 5 00 Land 
1 5 1 0  B u i l d i n gs 
1 52 0  A c c u m u l ated Deprec ia t i o n  
1 5 3 0  B u i l d i n g  - I m p rov e m e n t s  
1 54 0  A c c u m u l ated De p rec i a t i o n  
1 5 5 0  F u r n i t u re a n d  F i xt u res 
1 5 60 A c c u m u l ated Deprec i a t i o n  
1 5 7 0  M a c h i n e r y  a n d  E q u i p m e n t  
1 5 80 A c c u m u l ated Deprec i a t i o n  
1 5 90 A u t o mo b i l es 
1 600 Accu m u l ated D e p re c i at i o n  

Oth e r  Assets 

1 8 1 0  De pos i ts  
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L IAB I L I T I ES 

C u rrent L i a b i l i t i e s  

2 1 1 0  N ote s Paya b l e  - S h o rt-Term 
2 2 1 0  Acco u nts Paya b l e  
2 2 20 S a l e s  Tax Paya b l e  
2 2 3 0  Accrued Advert i s i n g  
2 240 Acc rued Lega l 
2 2 50 Accrued Pen s i on 
2 2 60 Accrued S a l e s m a n  Com m i ss i o n  
2 4 00 Fed e r a l  I n co m e  Tax Paya b l e  
2 4 1 0  State I n come Tax Paya b l e  
2 5 00 Acc rued Serv i ce 

Lon g-Term L i a b i l i t i e s  

2 6 1 0 N otes Paya b l e - Lon g-Term 

CAPITAL (OW N E R S' EQU ITY) 

Co rpo rate Acco u nts  

3 0 1 0 C a p i ta l  Stoc k 
3 02 0  Reta i ned E a rn i n gs 

S o l e  Propr i eto rs h i p  or Partners h i p  Acco u nts  

3 0 1  O C a p i ta l  
3 0 1 1 P a rt n e r  A 
3 0 1 2 P a rtner  B 

3 0 3 0  Drawi n g  
3 03 1 P a rt n e r  A 
3 0 3 2  P a rt n e r B 



W H O LESALE D U RAB LES:  
I NC OM E  AND EXPE N S E  ACCOU NTS 

I N COM E 

S al e s  

4 0 1 0 

4 0 1 1 

4 0 1 2 

4 1 1 0  

S a l e s  
S a l e s  P rod u c t  # 1  

S a l e s  P rod u c t  # 2  

Sa l e s  A l l ow a n ce 

Oth e r  In come 

80 1 0 D i v i d e n d  I n co me 
802 0 Inte rest I n c o m e  
803 0 Oth e r  In c o m e  

EXPE N S E  

C ost o f  S a l e s  

5 0 1 0  

5 0 1 1 

5 0 1 2 

5 700 

5 800 

G e n e ra l  

C o st of M e rc h a n d i se 
P rod u ct # 1  

P rod u c t  # 2  

F re i gh t  
Sa l e s  C o m m i ss i o n s  

60 1 0  Advert i s i n g  
6020 Advert i s i n g  - D i s p l a y s  
603 0 Vol u me I n c e n t i v e  P l a n  
6040 F l o o r i n g  E x pe n se 
6050 S e rv i ce In come 
6060 Wages - D e m o s .  
6070 F r i n ge B e n ef i t s  
6080 Travel  
6090 S u pp l i es 
6 1 00 Re pa i rs 
6 1 1 0 Rese rve 
6 1 2 0  M i sce l l a n e o u s  
62 00 Sa l a r i e s  
62 1 0  F r i n ges 
6220 T rave l - A i r  
6230 T ra v e l  - Others  
6240 A u t o mo b i l e s  
6250 I n -Store D e m o s .  
6260 M eet i n gs 
62 70 D e p rec i a t i o n  
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6280 Rent 
6290 U t i l i t i e s  
6300 T e l e p h o n e  
63 1 0  S u pp l i e s  
6320 P rofess i o n a l  Fees  
6330 E q u i p m e n t  Renta l  
6340 D ata P rocess i n g  
6400 I n s u ra n ce 
64 1 0  P ro p e rty Tax / L i c e n se 
6420 B ad Debts 
643 0  I n te re st E x pe n se 
6440 D u e s  a n d  S u bs c r i pt i o n s  
6450 Contr i b u t i o n s  
6460 J a n i to r  Serv i c e  
6470 Repa i � 
6480 M i sce l l a n e o u s  
7000 P rof i t  S h a r i n g  
8 9 80 Fed e r a l  I n co m e  T a x  
8 9 9 0  State I n c o m e  T a x  



ASSETS 

Cash 

WH OLESALE N O N D U RA B L ES 
( PA I N T  W H OLESALER) : 

BALANCE S H E ET ACCOU NTS 

1 01  O Petty Cash  
1 02 0  C a s h  - G e n e r a l  
1 03 0  Ma ste rCa rd/V I SA 

Acco u n t s  a nd N otes Rece i v a b l e  

1 2 1 0  Acco u nts  Rece i v a b l e  - Trade 
1 2 2 0  Acco u n t s  Rece i v ab l e  - Oth e r  
1 2 3 0  Acco u n ts  Rece i v a b l e  - E m p l oyee 
1 2 90 A l l owa nce fo r B ad Debt 

I n vento r i e s  

1 3 1 0  

1 3 2 0  

1 3 3 0  

1 3 4 0  

1 34 1  

1 3 4 2  

1 3 4 3  

M a n u factu red P rod u cts - Pa i nt 
S u n d r i e s  
Oth e r  Resa l e  
S u p p l i e s  

M a i n te n a nce S u pp l i e s  I nv e n to ry 
Off i c e  S u pp l i e s  I n ve n tory  
P a l l et I n ve n tory 

Prepa id  E x pe n se s  

1 4 1 0  P re pa i d  E q u i p m e n t  Renta l  
1 4 2 0  P re pa i d  Taxes  - Rea l P rope rty 
1 4 3 0  P re pa i d  Taxes  - Perso n a l  P ro pe rty 
1 440 P re pa i d  L i c e n se s  - Ve h i c l e  
1 4 5 0  P re pa i d  I n s u ra n ce - G e n e r a l  
1 4 90 Ot h e r  P re pa i d  E x pe n ses  

F i xed As sets 

1 52 0  M ac h i n e r y  a n d  Eq u i p m e n t  
1 5 3 0  A c c u m u l ated D e p rec i a t i o n  - M ac h i nery  a n d  

E q u i p m e n t  
1 54 0  F u rn i t u re and F i xtu re s  
1 5 5 0  Accu m u l ated De p rec i a t i o n  - F u rn i tu re a nd 

F i xt u res  
1 5 60 Automot i v e  E q u i p m e n t  
1 5 70 Accu m u l ated D e p rec i a t i o n  - A u to mo t i v e  E q u i p m e n t  
1 5 80 Lease h o l d  I m p rove m e n t s  
1 5 90 Accu m u l ated D e p rec i a t i o n  - Lease h o l d  

I m p rov e m e nts 
1 600 C o n st r u ct i o n  i n  P ro g ress  
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Oth e r  As sets 

1 8 1 0  De pos i t s  - Lon g-Term 
1 820 Lo n g-Te rm Rece i v a b l e s  

L I AB I L I T I E S  

N ote s a nd Acco u n t s  Paya b l e 

2 0 1  0 Acco u n t s  Paya b l e  - T rad e 
2 0 2 0  Acco u n t s  Paya b l e  - Oth e r  

Acc rued Payro l l F r i n ge L i a b i l i t i e s  

2 1 00 

2 1 0 1 

2 1 0 2 

2 1 0 3 

2 1 04 

2 1 0 5 

2 1 0 6 

2 1 0 7 

2 1 08 

2 1 09 

Acc rued Payro l l L i a b i l i t i e s  
Fed e ra l  W i t h h o l d i n g  T a x  
F I CA 
G ro u p  I n s u ra n c e  
Wo rkers '  Com pe n sat i o n  I n s u ra n c e  
State D i sa b i l i ty I n su ra n ce 
E m p l oye r Payro l l T a x  L i a b i l i ty  
State W i t h h o l d i n g  Tax  
U n i o n  Vacat i o n  Ded u ct i o n s  
U n i o n  We l fa re B e n ef i t s  

Acc r u ed L i ab i l i t i e s  

2 2 00 

2 2 0 1  

2202 

2203 

2204 

2 2 0 7  

2 2 0 8  

22 1 0  

2 2 2 0  

Ac c r u ed L i a b i l i t i e s  
Co u n ty T a x  
C i ty S a l e s  T a x  
State S a l es a n d  E xc i se T a x  
I n te rest 
Oth e r  Acc rued L i a b i l i t i e s  
A c c r u ed P rope rty Taxes 

State I n come Tax Paya b l e  
Fede ra l I n c o m e  T a x  Paya b l e  

CAPITAL (OW N E RS' EQU ITY) 

C o r po rate Acco u nts  

3 0 1 0 C a p i t a l  Stoc k 
3 0 2 0  Reta i n ed E a r n i n gs 

S o l e  P ro p r i etors h i p  o r  Par tners h i p  Acco u n t s  

3 0 1 0 C a p i ta l  
3 0 1 1 P a rt n e r  A 
3 0 1 2 Partner  B 

3 0 3 0  

3 0 3 1 

3 0 3 2  

Draw i n g  
P a rtn e r  A 
P a rt n e r  B 



I N COME 

S a l e s  

4 1 00 

4 1 2 0  

WHOLESALE N O N D U RA B L E S  
( PA I N T  WHOLESALER) : 

I N COM E A N D  EXPE N S E  ACCOU NTS 

S a l e s  - P a i n t  
S a l e s  - S u nd r i e s  

Oth e r  I n co m e  a n d  Ded u c t i o n s  

80 1 0 G a i n  on Sa l e  of Assets 
802 0 Oth e r  I n c o m e  
803 0 D i sc o u n ts E a rn ed 
804 0 D i sc o u n ts A l l owed 
8 1 00 I n te rest 

EXPE N S E  

Cost o f  S a l e s  

5000 

5 0 1 0  

5 1 00 

5 1 20 

6 000 

6 1 00 

62 00 

6 3 00 

63 1 0  

6 3 2 0  

6 3 3 0  

6 3 4 0  

6 3 5 0  

6 3 60 

6400 

64 1 0  

6420 

6500 

6 5 1 0  

6 5 2 0  

6 5 3 0  

6 54 0  

6 5 5 0 

6 5 60 

6600 

66 1 0  

P a i n t  
S u nd r i e s  
I n ve n to ry Ad j u st m e n t s  - Pa i n t 
I n v e n tory Ad j u stments  - S u n d r i e s  
Sa l a r i e s  a n d  Wages 
I n s u ra n ce 
Roya l ty 
Sa l e s  S a l a r i e s  E x pe n se 
Ad m i n i st rat i v e  S a l a r i e s  
C l e r i c a l  S a l a r i e s  E x pe n se 
Overt i m e  P rem i u m  E x pe n se 
Pa y ro l l Taxes E x pe n se 
Wo rke rs '  Co m pe n sa t i o n  E x pe n se 
G ro u p  I n s u ra n c e  E x pe n se 
Com m i ss i o n  a n d  B o n u s  E x pe n se 
A u to E x pe n se 
E m pl o yee E x pe n se - Ot h e r  
R e n t  - Fa c i l i t i e s  
Re n t  - Eq u i pm e n t  
Lea se h o l d  A m o rt i zat i o n  
D e p rec i a t i o n  - B u i l d i n g 
De p rec i a t i o n  - M a c h i n e r y  a n d  E q u i p m e n t  
D e p rec i a t i o n  - F u rn i t u re a nd Sto re F i xt u re s  
D e p rec i a t i o n  - A u tos a n d  T r u c k s  
T a x e s  - Rea l P roperty 
Taxes - Perso n a l  P ro p e rty 
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6 62 0  

6 6 3 0 

6640 

6 6 5 0  

6 6 70 

6 700 

6 7 1 0 

6 7 2 0  

6 7 3 0  

6 74 0  

6 7 5 0  

6 7 60 

6800 

6 9 1 0 

T r u c k  Lease a nd E x pe n se 
S u pp l i e s  and Serv ices  
U t i  I i t i e s  
M a i n te n a n ce a n d  Repa i r  
Te l e p hone 
Ad v e rt i s i n g  a nd S a l e s  A i d s  
B a d  Debt E x pe n se 
P rofe s s i o n a l  Fees 
F re i ght-O u t  E x pe n se ( F re i ght  C h a rges to be 

Passed to a C u stomer  On l y) 
G e n e r a l  I n s u ranee 
Research  a n d  Deve l o p m e n t  E x pe n se 
D i sc o u n t  Lost 
Mi see I l a n e o u s  E x pe n se 
I n te rest E x pe n se 

Other  E x pe n se s  

8500 Other  N o n o pe rat i n g  E x pe n se 
8 9 8 0  Fed e ra l  I n co m e  Tax E x pe n se 
8 9 9 0  State I n c o m e  Tax  E x pe n se 



AP P EN D I X  B 

G LOSSA RY 

Account.  A fo rm of re co rd t h at ref l ects e i t h e r  ( 1 ) i n c reases o r  dec reases  to 
s pec i f i c  assets,  l i a b i l i t i e s ,  or own e rs '  eq u i ty ,  w h i c h  a re p resente d  i n  the b a l a n ce 
s h eet o r  (2 ) reve n ue s  o r  e x pe n se s ,  wh i c h  a re p rese n ted i n  t h e  i n co m e  state m e n t .  

Accounts Payable.  T h e  m o n i e s  owed to v e nd o rs fo r good s or  se rv i ces  pro­
v i d ed .  

Accounts Payable  Ledger .  A reco rd re prese n t i n g  a m o u nts  o wed t o  s pec i f i c  
vend o rs .  

Accounts Receivable.  T h e  m o n i e s  o wed by ' cu sto m e rs w h o  h av e  m ad e  p u r ­
c h a ses  on c red i t .  

Accounts Receivable Led ge r .  A reco rd represe n t i n g  a m o u nts  o wed b y  s pec i f i c  
c u sto m e rs .  

Accruals .  Adj u stments  t h at ref lect  u n rec o rded reve n u es a n d  e x pe n se s  a t  t h e  
e n d  o f  a n  a c c o u n t i n g  pe r i od . 

As-Of-Date. The d ate on  w h i c h  f i n a n c i a l  i nfo r m at i o n  is  p rese n ted i n  a re po rt .  

Assets.  E c o n o m i c  o r  f i n a n c i a l  reso u rces that  h ave v a l u e  n o w  and in  the fut u re .  

Balance.  The d i ffe re n ce betwee n  t h e  s u m  of d e b i t  e n t r i e s  a nd t h e  s u m  of 
c red i t  e n t r i e s  i n  an acco u n t ,  on a c u m u l at i ve b a s i s .  

Bal ance Sheet. A re po rt s howi n g  t h e  c u m u l at i ve ba l a n ce s  o f  a l l assets ,  
l i a b i l i t i e s ,  a n d  owners '  equ i ty  at  a s pec i f i c  d ate . 

Cash Disbu rsements. C a s h  payments  to ve n d o rs ,  e m p l o yee s ,  a n d  ot h e r  
payee s .  

Cash Di sbu rsements ( Payees) J o u rn a l .  A reco rd o f  a l l  c a s h  d i s b u rse m e n t s .  

Cash F low Statement.  A state m e n t  i n  wh i c h  t h e  c a s h  rece i pts  a n d  c a s h  d i s ­
b u rse m e n t s  of a b u s i ness  e n t i ty a re p resented fo r a pe r i od of t i m e ( prese nt  or  
futu re p roj ect i o n ) .  

Cash Receipts.  C a s h  rec e i ved ove r t h e  c o u nter  fro m c a s h  sa l e s  o r  c he c k s  a s  
pay m e nt s  fo r sa l es o n  c red i t .  

Cash Receipts J o u rnal . A reco rd of a l l  rece i pts of c a s h  o r  c h e c k s .  

Cash Sales Jou rnal . A reco rd of c a s h  co l l ected ove r t h e  co u n te r . 
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Company Configu ratio n .  T h e  o w n e rs h i p stru ctu re , t h e  ty pe of b u s i ness ,  a n d  
t h e  resu l t i n g  c h a rt o f  acco u n t s  t h at i nteg rates t h e  j o u rn a l s  a n d  l ed ge rs t o  t h e  
ge n e r a l  l e d ge r  acco u n t s .  

Control l i ng Accou nt .  A n  acco u nt t h a t  i s  re p rese nted by v a r i o u s  s u bacco u n t s .  
F o r  ex a m p l e ,  Acco u n ts Rece i v a b l e  i s  the  c o n t ro l l i n g  acco u n t  fo r a l l  the c u s­
to m e r  acco u nts  t h at c o m p r i se the acco u nt tota l .  

C red it .  A dec rease i n  a n  a sset acco u n t  o r  a n  i n c rease i n  a l i a b i l i ty o r  own e rs '  
e q u i ty  a c c o u n t .  

C u r rent Asset . T h o s e  reso u rces wh i c h  a re e i t h e r  c a s h  o r  c o n v e rt i b l e  t o  c a s h  
w i t h i n  o n e  yea r .  

C u r rent L iabi l i ty . De bts o r  o b l i gat i o n s  t h a t  w i l l  n o r m a l l y  be sat i sf ied by a s ­
s e t s  c l a s s i f ied  a s  c u rrent ,  o r  t h at a re d u e fo r p a y m e n t  w i th i n  o n e  yea r .  

D e b i t .  A n  i n c rease i n  a n  a sset acco u nt o r  a d e c rease i n  a l i a b i l i ty o r  owners '  
e q u i ty a cco u n t .  

Deprec i at ion . T h e  a l l o c at i o n  o f  t h e  cost o f  a f i xed a s set ove r t h e  pe r i od of 
t i m e  d u r i n g wh i c h  it prov i d e s  serv i ce to the  b u s i n e s s .  

Dou ble-En try Accou n t i ng.  T h e  system fo r reco rd i n g  t ra n sact i o n s  u n d e r  t h e  
eq u a t i o n  As sets = L i a b i l i t i e s + Own e rs '  E q u i ty ,  w h e reby fo r e v e r y  d e b i t  t h e re 
m u st be a n  eq u a l  c red i t  reco rd ed i n  the a c c o u n t s ,  a n d  v i c e  v e rsa . 

F i n anc ia l  Statements.  State m e n t s  that  ref l e ct a s u m m a r i z at i o n  of f i n a n c i a l  
t r a n sact i o n s  rec o rded i n  t h e  acco u n t i n g  proces s .  T h e  b a s i c  state m e n t s  a re t h e  
b a l a n c e  s heet,  t h e  i n come state m e n t ,  a n d  t h e  state m e n t  o f  c h a n ge s  i n  f i n a n c i a l  
pos i t i o n . 

F iscal Year. T h e  twe l ve - m o n t h  pe r i od a b u s i ness  e n t i ty u ses  fo r f i n a n c i a l  a nd 
tax re po rt i n g  pu r po se s .  

F ixed Assets .  As sets t h at h ave ex pected u sefu l l i ves  greate r t h a n  o n e  yea r  a n d  
a re u sed i n  t h e  o pe rat i o n s  o f  the b u s i ness .  

General  Led ger .  T h e  reco rd w h i c h  c o n ta i n s  a l  I t h e  a c co u n t s  ( a ssets,  
l i a b i l i t i e s ,  o w n e rs '  eq u i ty ,  reve n u es ,  and e x pe n se s )  to wh i c h  t r a n sact i o n s  a re 
po sted i n d i v i d u a l l y  o r  i n  s u m m a ry fo r m .  

I ncome Statement.  T h e  s u m m a ry o f  reve n u es e a r n ed a n d  ex pe n se s  i n c u r red 
fo r an a c co u n t i n g  pe r i od ,  e n d i n g  w i t h  n et i n co m e  fo r that  pe r i od . 

I nventory.  I n  a reta i l / w h o l e sa l e  b u s i ness ,  i nv e n to r i e s  a re good s h e l d  fo r s a l e  
i n  t h e  o rd i n a ry c o u rse o f  act i v i t i es . I n  a m a n ufactu r i n g  f i r m ,  i n vento r i e s  a re t h e  
f i n i s hed good s h e l d  fo r s a l e, t h e  good s c u rre n t l y · i n  the  p rocess  o f  m a n ufactu r i n g  
o r  assem b l y  ( wo rk- i n - p rocess ) ,  a n d  raw m ate r i a l s  n ot yet p l ac ed i n  t h e  p rod u c ­
t i o n  p rocess . 

I nvoice.  A d o c u ment  s h o w i n g  t h e  deta i l s  of a sa l e  o r  p u rc h a se t ran sact i o n .  

I nvoice Register.  A rec o rd of a l l  s a l e s  t ran sact i o n s .  

Journal . T h e  d o c u m e n t  i n  wh i c h  f i n a n c i a l  t ra n sact i o n s  a re rec o rd ed . J o u rn a l s  
a re c o m m o n l y  c a l l ed " books  o f  o r i g i n a l  en try . " 



L iab i l i ty .  A d e qt o r  o b l i gat i o n  of a b u s i n e s s  t h at w i l l  req u i re futu re sat i sfact i o n  
e i t h e r  b y  t ra n sfe r o f  a s sets (fo r exa m pl e ,  c a s h  pay m e n t s  t o  ve n d o rs )  o r  b y  pe r­
fo r m a n c e  of s e rv i ce s .  

Long Term. Desc r i bes a s sets o r  l i a b i l i t i e s  t h a t  d o  not  m eet t h e  c r i te r i a  fo r 
be i n g  c l a s s i f i ed as c u r re n t .  

Merch and ise Pu rchased Jou rna l .  A reco rd o f  a l l  m e rc h a nd i se p u rc h a sed . 

Net I n come. E x cess  of reve n u es over  ex pe n ses fo r a n  acco u n t i n g  pe r i od . 

Notes Payable .  O b l i gat i o n s  of t h e  b u s i n e s s  t h a t  a re u s u a l l y  ev i d e n ced by a 
w r i tte n prom i se to pay a spec i f ied  a m o u nt w i t h  i nte rest .  T h e  o b l i gat i o n  c a n  b e  
fo r pe r i od s  g reate r t h a n o ne ye a r ;  t h e  a m o u nt d u e  afte r o n e  yea r  wo u l d  b e  
s h own a s  a l o n g-te rm l i a b i l i ty a n d  t h e  a m o u nt d u e  w i th i n  o n e  yea r a s  a c u r rent  
l i a b i l i ty .  

Owners' Eq u ity.  T h e  net d i ffe re n c e  betwee n a b u s i n e s s  e n t i ty ' s  a ssets a n d  
l i a b i l i t i e s .  I t  re prese nts  t h e  c u m u l at i ve res u l t  o f  i n vestm e n t  o r  w i t h d rawa l i n  
t h e  b u s i ness  by  t h e  owner ( s )  a n d  t h e  n e t  p rof i t  ( l oss )  o f  t h e  f i r m ' s  o p e rat i o n s .  

Payro l l  Ledge r .  A s u m m a ry,  b y  e m pl oyee, of a l l  pay ro l l act i v i ty .  

Posting  F unctions.  F u n ct i o n s  t h a t  s o rt a n d  rec o rd a l l  ent r ies  f rom t h e  v a r i o u s  
j o u rn a l s  t o  t h e  v a r i o u s  l ed ge r  acco u n ts .  

Prepaid Expenses/ Assets. T hese a re i te m s ,  s u c h  a s  re n t  a n d  i n s u ra n ce ,  w h i c h  
a re pa i d  a n d  reco rd ed i n  t h e  acco u n ts p r i o r  t o  u se o r  ex  p i  rat i o n .  A t  t h e  e n d  o f  a n  
acco u n t i n g  per i od , t h e  u n ex pi red o r  u n u sed port i o n  re p rese n t s  a p re pa i d  
e x pe n se / a sset .  (That  i s , i t  c o n t i n ue s  t o  h a ve futu re e co n o m i c  benef i t s . ) 

Skeleton General Led ger .  A s u bset of the  G e n e ra l  Led ge r c o n ta i n i n g  a p p ro­
p r i ate accou nts fo r the Accou n ts Rece i v a b l e  Syste m or a l l  accou nts  i n  the I n ve n ­
tory Contro l Syste m . 

Statement of Changes i n  F i n ancia l  Pos it ion.  As pe r A c c o u n t i n g  P r i  n c i  p i e s  
Boa rd ( A P B )  O p i n i o n  N o .  1 9 , a state m e n t  t h at s h ows t h e  f l o w  o f  f u n d s  i nto t h e  
b u s i n e s s  ( sou rce s)  a n d  h o w  t h e  f u n d s  we re c o n s u m ed ( u se s ) .  I t  i s  d ef i ned i n  
te r m s  of a l l f i n a n c i a l  res o u rces,  i n c l ud i n g  work i n g  c a p i ta l  a n d  a l l oth e r  s i gn i f i ­
c a n t  f i n a n c i a l  t ra n sact i o n s .  T h e  state m e n t  i s  prese n ted a s  c h a n ge s  between two 
acco u n t i n g  pe r i od s .  

Subs id iary Accounts.  Acco u nts  t h a t  c o n ta i n  d eta i l ed i nfo r m at i o n  of a r e l ated 
c o n t ro l  I i n g  acco u n t .  

Subs id iary Accou nts Ledger.  A reco rd of a l l s u b s i d i a ry a c c o u n t s  c o n ta i n ed 
w i t h i n  a part i c u l a r  c o n t ro l l i n g  acco u n t .  

T ransact ion . A n  eco n o m i c  ex c h a n ge of va l u e ex pressed i n  m o n etary  te rm s .  

Tr ia l  Balance.  A l i st i n g  o f  a c co u n t  b a l a n c e s ,  i n  t h e  G e n e r a l  Ledger ,  w h i c h  c a n  
b e  u sed as  a c h e c k  fo r eq u a l i ty o f  d e b i ts  a n d  c red i ts . 
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