Contents

Preface xiv

Chapter 1 Accounting:
The Key to Success 1

What is Accounting? 2
Power of Accounting 2
Focus of Accounting 3
Forms of Organization 4
Business Organizations 4
Non-Business Organizations 5
Mid-Chapter Demonstration Problem 7
Solution to Mid-Chapter Demonstration Problem 7
Users of Accounting Information 7
External Information Users 7
Internal Information Users 9
Ethics and Social Responsibility 11
Understanding Ethics 11
Social Responsibility 13
Accounting Opportunities 14
Financial Accounting 15
Managerial Accounting 15
Taxation 16
Professional Certification 16
Summary 16
Demonstration Problem 18
Solution to Demonstration Problem 18
Glossary 19
Questions 20
Quick Study 20
Exercises 21
Problems 23
Alternate Problems 23
Ethics Challenge 23
Focus on Financial Statements 24
Critical Thinking Mini Case 24

Chapter 2 Financial Statements
and Accounting Transactions 25

Communicating Through Financial Statements 26
Previewing Financial Statements 26
Generally Accepted Accounting Principles 31
Fundamental Principles of Accounting 31
The Accounting Equation 33
Transactions and the Accounting Equation 34
Transaction Analysis 34
Summary of Transactions 38
Mid-Chapter Demonstration Problem 40
Solution to Mid-Chapter Demonstration Problem 40
Financial Statements 42
Income Statement 42
Statement of Owner’s Equity 43
Balance Sheet 43
Summary 44
Demonstration Problem 46
Solution to Demonstration Problem 47
Glossary 49
Questions 50
Quick Study 50
Exercises 54
Problems 60
Alternate Problems 65
Analytical and Review Problems 70
Ethics Challenge 72
Focus on Financial Statements 72
Critical Thinking Mini Case 72

Chapter 3 Analyzing and

Recording Transactions 74

The Accounting Cycle 75
Accounts 75
The Account 76
Asset Accounts 76
Liability Accounts 77
Equity Accounts 77




X Contents

T-Account 78
Balance of an Account 79
Debits and Credits 79
Double-Entry Accounting 80
Chart of Accounts 82
Mid-Chapter Demonstration Problem 83

Solution to Mid-Chapter Demonstration Problem 83

Analyzing Transactions 83
Accounting Equation Analysis 87
Recording and Posting Transactions 88
The Journal Entry 89
Journalizing Transactions 89
Balance Column Ledger 90
Posting Journal Entries 91
Trial Balance 93
Preparing a Trial Balance 94
Using a Trial Balance 94
Searching for Errors 95
Formatting Conventions 96
Summary 96
Demonstration Problem 98
Solution to Demonstration Problem 100
Glossary 104
Questions 104
Quick Study 105
Exercises 108
Problems 115
Alternate Problems 120
Analytical and Review Problems 126
Ethics Challenge 127
Focus on Financial Statements 127
Critical Thinking Mini Case 128
Serial Problem 128

Chapter 4 Adjusting Accounts
for Financial Statements 130

Purpose of Adjusting 131
GAAP and the Adjusting Process 132
The Accounting Period 132
Recognizing Revenues and Expenses 133
Accrual Basis Compared to Cash Basis 133
Adjusting Accounts 134
Framework for Adjustments 134
Adjusting Prepaid Expenses 134
Adjusting for Amortization 136
Adjusting Unearned Revenues 138

Adjusting Accrued Expenses 140

Adjusting Accrued Revenues 142
Adjustments and Financial Statements 144
Mid-Chapter Demonstration Problem 145

Solution to Mid-Chapter Demonstration Problem 146

Adjusted Trial Balance 147
Preparing Financial Statements 147
Summary 150
Demonstration Problem 152
Solution to Demonstration Problem 153

Appendix 4A Correcting Errors 156

Appendix 4B Alternatives in Recording
Prepaids and Unearned Revenues 157

Glossary 160

Questions 160

Quick Study 161

Exercises 163

Problems 168

Alternate Problems 176
Analytical and Review Problem 186
Ethics Challenge 186

Focus on Financial Statements 187
Critical Thinking Mini Case 188
Serial Problem 188

Chapter 5 Completing the
Accounting Cycle and
Classifying Accounts 190

Work Sheet as a Tool 191
Benefits of a Work Sheet 191
Using a Work Sheet 191

Closing Process 196

Identify Accounts for Closing—Temporary and Permanent

Accounts 196

Recording and Posting Closing Entries 197

Preparing a Post-Closing Trial Balance 201
Completing the Accounting Cycle 202
Mid-Chapter Demonstration Problem 203

Solution to Mid-Chapter Demonstration Problem 204

Classified Balance Sheet 206
Classification Scheme 206
Classification Example 207
Classification Groups 208

Summary 210




Demonstration Problem 211
Solution to Demonstration Problem 212

Appendix 5A Reversing Entries 214

Appendix 5B Using the Information 216

Glossary 218

Questions 219

Quick Study 219

Exercises 223

Problems 231

Alternate Problems 240

Analytical and Review Problems 248
Ethics Challenge 249

Focus on Financial Statements 249
Critical Thinking Mini Case 250
Serial Problem 251

Chapter 6 Accounting for
Merchandising Activities 252

Merchandising Activities 253
Reporting Financial Performance 253
Reporting Financial Position 253
Operating Cycle 255
Inventory Systems 255

Accounting for Merchandise Transactions—Perpetual
Inventory System 257

Accounting for Merchandise Purchases—Perpetual
Inventory System 257

Purchase Returns and Allowances 258
Trade Discounts 259

Purchase Discounts 259

Managing Discounts 260

Transfer of Ownership 261
Transportation Costs 262

Recording Purchases Information 262

Accounting for Merchandise Sales—Perpetual Inventory
System 263

Sales Transactions 263
Sales Discounts 264
Sales Returns and Allowances 265
Mid-Chapter Demonstration Problem 267
Solution to Mid-Chapter Demonstration Problem 267

Additional Merchandising Issues—Perpetual Inventory
System 268

Adjusting Entries 268
Summary of Merchandising Cost Flows 269

Contents

Income Statement Formats—Perpetual Inventory
System 270

A Work Sheet for a Merchandising Company 270
Multiple-Step Income Statement 271

Single-Step Income Statement 273

Gross Profit Ratio 274

Closing Entries for a Merchandising Company—
Perpetual Inventory System 275

Summary 277
Demonstration Problem 279
Solution to Demonstration Problem 280

Appendix 6A Periodic and Perpetual
Inventory Systems Compared 282

Appendix 6B Sales Tax 295

Glossary 298

Questions 299

Quick Study 299

Exercises 304

Problems 313

Alternate Problems 321

Analytical and Review Problem 328
Ethics Challenge 329

Focus on Financial Statements 329
Critical Thinking Mini Case 331
Serial Problem 332

Chapter 7 Merchandise Inventory
and Cost of Sales 335

Inventory Items and Costs 336

Items in Merchandise Inventory 336

Costs of Merchandise Inventory 337

Physical Count of Merchandise Inventory 337
Assigning Costs to Inventory 338

Specific Identification 340

Moving Weighted Average 341

First-In, First-Out 342

Last-In, First-Out 342

Inventory Costing and Technology 343
Mid-Chapter Demonstration Problem 344

Solution to Mid-Chapter Demonstration Problem 346
Financial Reporting and Inventory 348

Financial Reporting 348

Lower of Cost or Market 350

Errors in Reporting Inventory 352
Estimating Inventory 355

Xi




xii Contents

Gross Profit Method 355
Retail Inventory Method 355
Summary 357
Demonstration Problem 359
Solution to Demonstration Problem 360

Appendix 7A Assigning Costs to Inventory
and Inventory Errors—Periodic System 361

Appendix 7B Using the Information 367

Glossary 369

Questions 370

Quick Study 370

Exercises 373

Problems 377

Alternate Problems 382

Analytical and Review Problem 388
Ethics Challenge 388

Focus on Financial Statements 389
Critical Thinking Mini Case 390

Chapter 8 Accounting Information
Systems 391

Information Systems 392
Management Information Systems 392
Accounting Information Systems 393
Accounting and Technology 394
Special Journals in Accounting 395

Basics of Special Journals—Perpetual Inventory
System 395

Subledgers 396
Mid-Chapter Demonstration Problem 398
Solution to Mid-Chapter Demonstration Problem 398
Sales Journal 398
Cash Receipts Journal 401
Purchases Journal 404
Cash Disbursements Journal 405
General Journal Transactions 407
Summary 408
Demonstration Problem 410
Solution to Demonstration Problem 411

Appendix 8A Special Journals Under a
Periodic System 415

Appendix 8B Special Journals and Sales
Taxes 418

Glossary 420

Questions 420

Quick Study 421

Exercises 423

Problems 429

Alternate Problems 436

Analytical and Review Problem—Perpetual 443
Ethics Challenge 443

Focus on Financial Statements 444

Critical Thinking Mini Case 445
Comprehensive Problem 8.1—Perpetual 445
Comprehensive Problem 8.2—Periodic 446

Chapter 9 Internal Control
and Cash 447

Internal Control 448
Purpose of Internal Control 448
Principles of Internal Control 448
Technology and Internal Control 450
Limitations of Internal Control 451
Cash 451
Cash Defined 452
Control of Cash 452
Control of Cash Receipts 452
Control of Cash Disbursements 453
Mid-Chapter Demonstration Problem 456
Solution to Mid-Chapter Demonstration Problem 457
Banking Activities as Controls 458
Basic Bank Services 458
Bank Statement 461
Bank Reconciliation 462
Summary 467
Demonstration Problem 469
Solution to Demonstration Problem 471

Appendix 9A Using the Information 472

Glossary 474

Questions 474

Quick Study 475

Exercises 476

Problems 481

Alternate Problems 490

Analytical and Review Problems 499
Ethics Challenge 500

Focus on Financial Statements 501
Critical Thinking Mini Case 502




Chapter 10 Receivables 503

Accounts Receivable 504
Recognizing Accounts Receivable 504
Valuing Accounts Receivable 507
Allowance Method 507
Recording Estimated Bad Debt Expense 508
Direct Write-off Method 515
Mid-Chapter Demonstration Problem 517
Solution to Mid-Chapter Demonstration Problem 517
Short-Term Notes Receivable 519
Calculations for Notes 520
Receipt of a Note 521
End-of-Period Interest Adjustment 521
Honouring a Note 522
Dishonouring a Note 522
Summary 523
Demonstration Problem 524
Solution to Demonstration Problem 525

Appendix 10A Converting Receivables
to Cash Before Maturity 527

Appendix 10B Using the Information 529

Glossary 532

Questions 533

Quick Study 533

Exercises 535

Problems 540

Alternate Problems 546

Analytical and Review Problems 552
Ethics Challenge 554

Focus on Financial Statements 555
Critical Thinking Mini Case 556

Chapter 11 Payroll Liabilities 557

Items Withheld from Employees’ Wages 558
Withholding Employees’ Income Tax 558
Canada (or Quebec) Pension Plan (CPP or QPP) 559

Contents xiii

Employment Insurance (EI) 560

Use of Withholding Tables 560

Other Payroll Deductions 562
The Payroll Register 562

Recording the Payroll 565

Paying the Employees 566

Employee’s Individual Earnings Record 566
Mid-Chapter Demonstration Problem 568

Solution to Mid-Chapter Demonstration Problem 568
Payroll Deductions Required of the Employer 569

Paying the Payroll Deductions 569

Accruing Payroll Deductions on Wages 570
Employee (Fringe) Benefit Costs 570

Workers’ Compensation 570

Employer Contributions to Employee Insurance
and Retirement Plans 571

Vacation Pay 572

Summary 573

Demonstration Problem 574
Solution to Demonstration Problem 575

Glossary 577

Questions 577

Quick Study 577

Exercises 579

Problems 582

Alternate Problems 584

Analytical and Review Problems 585

Ethics Challenge 586

Critical Thinking Mini Case 586

Appendix | Financial Statement
Information -1

Appendix Il Chart of Accounts |l-1
Credits CR-1
Index IND-1




Contents

Preface xii

Chapter 12 Capital Assets and
Goodwill 589

Capital Assets 590
Cost of Capital Assets 591

Subsequent Expenditures 592

Capital Asset Subledger 593

Low Cost Asset Purchases 593

Land 594

Land Improvements 594

Buildings 594

Leasehold Improvements 595

Machinery and Equipment 595

Lump-Sum Asset Purchase 595
Amortization 596

Reporting Amortization on Assets 597

Factors in Calculating Amortization 598

Amortization Methods 599

Partial-Year Amortization 605

Revising Amortization Rates 607
Mid-Chapter Demonstration Problem 609

Solution to Mid-Chapter Demonstration Problem 610
Disposals of Capital Assets 611

Discarding Capital Assets 612

Selling Capital Assets 613

Exchanging Capital Assets 613
Natural Resources 615

Acquisition Cost and Amortization 615

Capital Assets Used in Extracting Resources 616
Intangible Assets 616

Accounting for Intangible Capital Assets 616

Patents 617

Copyrights 617

Trademarks and Trade Names 618

Leaseholds 618

Accounting for Goodwill 618

Summary 619

Demonstration Problem 622
Solution to Demonstration Problem 623

Glossary 625

Questions 626

Quick Study 626

Exercises 629

Problems 635

Alternate Problems 642

Analytical and Review Problem 649

Ethics Challenge 649

Focus on Financial Statements 650

Critical Thinking Mini Case 651

Chapter 13 Current Liabilities 652

Characteristics of Liabilities 653

Defining Liabilities 653

Classifying Liabilities as Current or Long-Term 653

Current Liabilities 654

Long-Term Liabilities 654

Current Portion of Long-Term Debt 654

Balance Sheet Presentation of Current Liabilities 656
Known (Determinable) Liabilities 656

Trade Accounts Payable 657

Payroll Liabilities 657

Provincial Sales Tax (PST) and Federal Goods and
Services Tax (GST) Payable 658

Unearned Revenues 661
Mid-Chapter Demonstration Problem 662
Solution to Mid-Chapter Demonstration Problem 662
Short-Term Notes Payable 663
Estimated (or Uncertain) Liabilities 665
Warranty Liabilities 666
Income Tax Liabilities for Corporations 667
Contingent Liabilities 668
Summary 671
Demonstration Problem 672
Solution to Demonstration Problem 673




viii Contents

Appendix 13A Short-Term Notes Payable
Issued at a Discount 675

Glossary 677

Questions 677

Quick Study 678

Exercises 680

Problems 684

Alternate Problems 687

Ethics Challenge 689

Focus on Financial Statements 690
Critical Thinking Mini Case 691
Comprehensive Problem 692

Chapter 14 Partnerships 694

Partnership Form of Organization 695
Characteristics of General Partnerships 695
Limited Partnerships 697
Limited Liability Partnerships 697

Basic Partnership Accounting 698
Organizing a Partnership 698
Dividing Income or Loss 699
Partnership Financial Statements 704

Mid-Chapter Demonstration Problem 705

Solution to Mid-Chapter Demonstration Problem 706

Admission and Withdrawal of Partner 708
Admission of a Partner 708
Withdrawal of a Partner 711
Death of a Partner 712

Liquidation of a Partnership 712
No Capital Deficiency 713
Capital Deficiency 714

Summary 716

Demonstration Problem 717
Solution to Demonstration Problem 719

Glossary 720

Questions 720

Quick Study 721

Exercises 722

Problems 726

Alternate Problems 729

Analytical and Review Problems 732

Ethics Challenge 732

Focus on Financial Statements 733

Critical Thinking Mini Case 733

Chapter 15 Organization and
Operation of Corporations 734

Corporate Form of Organization 735
Characteristics of Corporations 735
Organizing a Corporation 737

Corporate Financial Statements 739
Income Statement 739
Statement of Retained Earnings 740
Balance Sheet 740

Issuing Shares 741
Accounting for Shares 742
Motivation for Preferred Shares 746

Mid-Chapter Demonstration Problem 747

Solution to Mid-Chapter Demonstration Problem 748

Dividends 749
Cash Dividends 749
Special Features of Preferred Shares 750
Dividend Preference 751
Other Features of Preferred Shares 753
Closing Entries for Corporations 754
Summary 756
Demonstration Problem 757
Solution to Demonstration Problem 758

Appendix 15A Book Value Per Share 760

Glossary 763

Questions 764

Quick Study 764

Exercises 768

Problems 774

Alternate Problems 780

Analytical and Review Problem 785
Ethics Challenge 786

Focus on Financial Statements 786
Critical Thinking Mini Case 787

Chapter 16 Corporate Reporting:
Income, Earnings Per Share, and
Retained Earnings 788

Additional Share Transactions 789
Share Dividends 789
Share Splits 792
Repurchase of Shares 793




Mid-Chapter Demonstration Problem 795
Solution to Mid-Chapter Demonstration Problem 796
Earnings Per Share (EPS) 797

Earnings Per Share When There Is No Change in
Common Shares Outstanding 798

Earnings Per Share When There Are Changes in
Common Shares Outstanding 798

Earnings Per Share and Extraordinary Items 801
Reporting Income Information 802
Extraordinary Items 804
Statement of Retained Earnings 805
Restricted Retained Earnings 805
Accounting Changes 806
Summary 807
Demonstration Problem 809
Solution to Demonstration Problem 810

Appendix 16A Treasury Shares 811

Glossary 814

Questions 814

Quick Study 815

Exercises 817

Problems 823

Alternate Problems 827

Analytical and Review Problem 831
Ethics Challenge 832

Focus on Financial Statements 832
Critical Thinking Mini Case 833

Chapter 17 Bonds and Long-Term
Notes Payable 834

Basics of Bonds 835
Advantages of Bonds 835
Disadvantages of Bonds 837
Types of Bonds 838
Bond Issuing Procedures 839
Bond Trading 839
Issuing Bonds at Par 840
Issuing Bonds Between Interest Dates 841
Bond Pricing 842
Present Value of a Discount Bond 842
Present Value of a Premium Bond 843
Issuing Bonds at a Discount 844
Amortizing a Bond Discount 845
Issuing Bonds at a Premium 849

Contents ix

Amortizing a Bond Premium 850
Summary of Bond Discount and Premium Behaviour 852
Accruing Bond Interest Expense 852
Bond Retirements 854
Bond Retirement at Maturity 854
Bond Retirement Before Maturity 855
Bond Retirement by Conversion to Shares 855
Mid-Chapter Demonstration Problem 856
Solution to Mid-Chapter Demonstration Problem 857
Long-Term Notes Payable 860
Interest-Bearing Notes 860
Installment Notes 861
Mortgage Notes 864
Lease Liabilities 865
Summary 865
Demonstration Problem 866
Solution to Demonstration Problem 867

Appendix 17A PV Tables 869

Appendix 17B Lease Liabilities 870

Glossary 873

Questions 874

Quick Study 874

Exercises 878

Problems 885

Alternate Problems 889

Ethics Challenge 892

Focus on Financial Statements 893
Critical Thinking Mini Case 894

Chapter 18 Accounting for
Debt and Share Investments 895

Purpose of Debt and Share Investments 896
Classification of Investments 896
Accounting for Trading Investments 898
Purchase of Equity Investments 898
Purchase of Debt Investments 898
Balance Sheet Presentation of Trading Investments 899
Sale of Trading Investments 900
Accounting for Held-to-Maturity Investments 901
Purchase of Held-to-Maturity Investments 901

Balance Sheet Presentation of Held-to-Maturity
Investments 902

Sale of Held-to-Maturity Investments 903




X Contents

Accounting for Available-for-Sale Investments 903
Mid-Chapter Demonstration Problem 904

Solution to Mid-Chapter Demonstration Problem 905
Accounting for Significant Influence Investments 907

Accounting for Controlled and Joint Venture
Investments 909

Summary 911
Demonstration Problem 912
Solution to Demonstration Problem 913

Appendix 18A Foreign Exchange
Transactions 915

Glossary 918

Questions 919

Quick Study 919

Exercises 921

Problems 926

Alternate Problems 929

Analytical and Review Problems 932
Ethics Challenge 933

Focus on Financial Statements 934
Critical Thinking Mini Case 935

Chapter 19 Reporting and
Analyzing Cash Flows 936

Basics of Cash Flow Reporting 937
Purpose of the Cash Flow Statement 937
Importance of Cash Flows 937
Measuring Cash Flows 938
Classifying Cash Flows 938
Non-Cash Investing and Financing Activities 940
Format of the Cash Flow Statement 940
Preparing the Cash Flow Statement 941
1. Calculate the Net Increase or Decrease in Cash 943

2. Calculate and Report Net Cash Inflows (Outflows)
from Operating Activities 943

Indirect Method of Reporting Operating Cash Flows 943
Mid-Chapter Demonstration Problem 949
Solution to Mid-Chapter Demonstration Problem 950
3. Cash Flows from Investing Activities 950
4. Cash Flows from Financing Activities 952
5. Proving Cash Balances 955
Summary 956
Demonstration Problem 957
Solution to Demonstration Problem 958

Appendix 19A Cash Flows from
Operating Activities—Direct Method 961

Glossary 971

Questions 971

Quick Study 972

Exercises 978

Problems 984

Alternate Problems 990

Analytical and Review Problems 996
Ethics Challenge 998

Focus on Financial Statements 999
Critical Thinking Mini Case 1000

Chapter 20 Analyzing Financial
Statements 1001

Basics of Analysis 1002
Purpose of Analysis 1002
Building Blocks of Analysis 1002
Information for Analysis 1003
Standards for Comparisons 1003
Tools of Analysis 1004
Horizontal Analysis 1004
Trend Analysis 1007
Vertical (or Common-Size) Analysis 1009
Common-Size Statements 1009
Common-Size Graphics 1011
Mid-Chapter Demonstration Problem 1012
Solution to Mid-Chapter Demonstration Problem 1013
Ratio Analysis 1015
Liquidity and Efficiency 1015
Solvency 1022
Profitability 1023
Market 1027
Summary of Ratios 1028
Summary 1030
Demonstration Problem 1031
Solution to Demonstration Problem 1033
Glossary 1034
Questions 1034
Quick Study 1035
Exercises 1039
Problems 1044
Alternate Problems 1047
Analytical and Review Problems 1050
Ethics Challenge 1052




Contents

Focus on Financial Statements 1053 Append|x ” Chart Of Accounts ”-1

Critical Thinking Mini Case 1054
Appendix | Financial Statement Credits CR-1
Information |-1 ndex IND-1




Contents

" Mid-Chapter Demonstration Problem 1075
Preface xii P
Solution to Mid-Chapter Demonstration Problem 1076
Reporting Manufacturing Activities 1077
Flow of Manufacturing Activities 1077

Chapter 21 Introduction to

Manage”al Accountmg 1 055 Balance Sheet of a Manufacturer 1078
Chapter Preview 1056 Income Statement of a Manufacturer 1080
Managerial Activity 1056 Manufacturing Statement 1084
What Is Managerial Accounting 1057 Summary 1086
Managerial versus Financial Accounting 1058 Demonstration Problem #1 1088
Decision Making Focus 1061 Solution to Demonstration Problem #1 1089
Increased Relevance of Managerial Accounting 1062 Demonstration Problem #2 1090
Total Quality Management 1062 Solution to Demonstration Problem #2 1091
Just-in-Time 1062 Glossary 1093
Theory of Constraints 1062 Questions 1094
Implications for Managerial Accounting 1063 Quick Study 1094
Managerial Accounting and Ethical Exercises 1096
Responsibility 1063 Problems 1100
Organization of Volume 3 1064 Alternate Problems 1104
Summary 1064 Analytical and Review Problems 1108
Glossary 1066 Critical Thinking Mini Case 1109
Questions 1066
Quick Study 1066 Chapter 23 Job Order
Exercises 1067 C t| n 1 1 1 O
Problems 1068 05 g
Alternate Problems 1069 Chapter Preview 1111
Critical Thinking Mini Case 1069 The Inventory System and Accounting for Costs 1111
General Accounting System 1111
Chapter 27 Manageria| Cost Accounting System 1111
A ccoun t| N g C once ptS 1 O 7 O JS;IS)tSILdelrlI\llllanufactunng and Cost Accounting
Chapter Preview 1071 Job Order Manufacturing 1112
Cost Concepts 1071 Job Order Cost Documents 1114
Classification by Behaviour 1071 Materials Cost Flows and Documents 1116
Classification by Traceability 1072 Labour Cost Flows and Documents 1118
Classification by Controllability 1072 Overhead Cost Flows and Documents 1119
Classification by Relevance 1072 Summary of Manufacturing Cost Flows 1121
Classification by Function 1073 Manufacturing Statement in Job Order Costing 1123

Identifying Cost Classification 1074 Computerized Job Order Costing 1124




viii Contents

Treatment of Overapplied and Underapplied
Overhead 1125

Closing the Overhead Account 1125
Job Order Costing in Service Organizations 1127

Summary 1128

Appendix 23A General Accounting
Systems for Manufacturing Activities 1130

Demonstration Problem 1134
Solution to Demonstration Problem 1135
Glossary 1138
Questions 1138
Quick Study 1139
Exercises 1140
Problems 1146
Alternate Problems 1153
Analytical and Review Problems 1159
Critical Thinking Mini Case 1161

Chapter 24 Process Costing 1162

Chapter Preview 1163
Process Manufacturing Operations 1163
Comparing Job Order and Process Operations 1163

Organization of Process Manufacturing
Operations 1164

GenX Company—An Illustration 1165
Process Costing 1167

Direct and Indirect Costs 1167

Accounting for Materials Costs 1168

Accounting for Labour Costs 1169

Accounting for Factory Overhead 1170

Computing and Using Equivalent Units of
Production 1172

Accounting for Goods in Process Inventories 1173

Computation of Equivalent Units for Materials
and for Labour and Overhead 1173

Accounting for GenX'’s Grinding Department 1174
Physical Flow of Units 1175
Equivalent Units of Production 1175
Cost per Equivalent Unit 1176
Cost Reconciliation 1177
Process Cost Summary 1178
Transferring Goods Between Departments 1180

Accounting for Second (Mixing) Department 1181
Equivalent Units of Production 1181
Process Cost Summary 1182

Mid-Chapter Demonstration Problem 1184
Solution to Mid-Chapter Demonstration Problem 1184

Transferring Costs to Finished Goods Inventory and
Cost of Goods Sold 1185

Summary of GenX's Manufacturing Cost
Flows 1186

Lean Business Model and Job Order/Process Cost
Accounting Systems 1187

Summary 1188

Appendix 24A Weighted-Average Method
of Process Costing 1190

Demonstration Problem 1193
Solution to Demonstration Problem 1194

Glossary 1196

Questions 1196

Quick Study 1197

Exercises 1198

Problems 1202

Alternate Problems 1205

Comprehensive Review Problem 1209

Analytical and Review Problems 1210

Critical Thinking Mini Case 1211

Chapter 25 Cost Allocation
and Segment Performance 1212

Chapter Preview 1213

Additional Methods of Overhead Cost
Allocation 1213

Two-Stage Cost Allocation 1213

Activity-Based Costing 1215

Cost-Benefits of an ABC System 1220
Joint Costs 1221
Mid-Chapter Demonstration Problem 1223

Solution to Mid-Chapter Demonstration Problem 1224
Segment Performance 1225

Segment Evaluation 1225

Managerial Accounting Systems for Segmented
Reporting 1226




Direct Expenses 1226
Indirect Expenses 1226
Allocation of Indirect Expenses 1227
A Word About Allocations 1229
Segmented Income Statements 1229
Departmental Contribution to Overhead 1234
Responsibility Accounting 1235
Controllable versus Direct Costs 1235
Identifying Controllable Costs 1235
Responsibility Accounting System 1235
Summary 1238
Demonstration Problem 1240
Solution to Demonstration Problem 1241
Glossary 1243
Questions 1243
Quick Study 1244
Exercises 1246
Problems 1250
Alternate Problems 1255
Analytical and Review Problems 1260
Critical Thinking Mini Case 1261

Chapter 26 Cost-Volume-Profit
Analysis 1262

Chapter Preview 1263

Cost-Volume-Profit Analysis and Cost
Behaviour 1263

Fixed Costs 1264

Variable Costs 1264

Mixed Costs 1265

Step-Wise Costs 1265

Curvilinear Costs 1266
Measuring Cost Behaviour 1267

Scatter Diagrams 1267

High-Low Method 1268

Least-Squares Regression 1269

Comparing Cost Estimation Methods 1270
Mid-Chapter Demonstration Problem 1271

Solution to Mid-Chapter Demonstration Problem 1272

The Sales-Cost-Profit Relationship 1273
Break-Even Analysis 1274
Computing Break-Even Point 1274

Contents

Assumptions Underlying Cost-Volume-Profit
Analysis 1275

Cost Behaviour 1275

Output Volume 1275

Working With Assumptions 1275
Applying Cost-Volume-Profit Analysis 1277

Sales Level Required to Achieve a Target Profit 1277

Computing the Margin of Safety 1278
Sensitivity Analysis 1278
Computing Multi-Product Break-Even Point 1279
Summary 1281
Demonstration Problem 1283
Solution to Demonstration Problem 1284
Glossary 1286
Questions 1286
Quick Study 1287
Exercises 1288
Problems 1292
Alternate Problems 1295
Analytical and Review Problems 1299
Critical Thinking Mini Case 1300

Chapter 27 Master Budgets
and Planning 1301

Chapter Preview 1302
Budgeting Process 1302
Role of Budgeting 1302
Basis for Evaluation 1303
Employee Motivation 1303
Budget Administration 1304
Budget Committee 1304
Budget Horizon 1305
Master Budget 1307
Master Budget Components 1307
Operating Budgets 1309
Capital Expenditures Budget 1313
Financial Budgets 1313
Zero-Based Budgeting 1319
Summary 1320

Appendix 27A Production and
Manufacturing Budgets 1322




X Contents

Demonstration Problem #1 1327
Solution to Demonstration Problem #1 1329
Demonstration Problem #2 1332
Solution to Demonstration Problem #2 1333
Glossary 1335
Questions 1335
Quick Study 1336
Exercises 1337
Problems 1340
Alternate Problems 1344
Analytical and Review Problems 1349
Critical Thinking Mini Case 1351

Chapter 28 Flexible Budgets
and Standard Costs 1352

Chapter Preview 1353
Section 1—Flexible Budgets 1353
Budgetary Process 1353
Budgetary Control and Reporting 1353
Fixed Budget Performance Report 1354
Flexible Budget Reports 1355
Purpose of Flexible Budgets 1355
Preparing Flexible Budgets 1355
Flexible Budget Performance Report 1357
Mid-Chapter Demonstration Problem 1358
Solution to Mid-Chapter Demonstration Problem 1359
Section 2—Standard Costs 1360
Materials and Labour Standards 1360
Identifying Standard Costs 1360
Setting Standard Costs 1361
Variances 1362
Cost Variance Analysis 1362
Computing Cost Variances 1363
Material and Labour Variances 1364
Overhead Standards and Variances 1366
Setting Overhead Standards 1366
Overhead Cost Variance Analysis 1368
Computing Overhead Cost Variances 1368
Extending Standard Costs 1372
Standard Costs for Control 1372
Summary 1373

Demonstration Problem 1375
Solution to Demonstration Problem 1376

Appendix 28A Standard Cost Accounting
System 1379

Glossary 1382

Questions 1382

Quick Study 1383

Exercises 1384

Problems 1387

Alternate Problems 1393

Analytical and Review Problems 1399
Critical Thinking Mini Case 1400

Chapter 29 Managerial Decision
Making 1401

Chapter Preview 1402
Decisions and Information 1402
Decision Making 1402
Relevant Costs 1402
Managerial Decision Tasks 1403
Additional Business 1403
Make or Buy 1405
Scrap or Rework Defects 1406
Sell or Process Further 1407
Selecting Sales Mix 1409
Eliminating a Segment 1410
Qualitative Decision Factors 1412
Long-Term Decision Making 1412
Summary 1413
Demonstration Problem 1414
Solution to Demonstration Problem 1416
Glossary 1418
Questions 1418
Quick Study 1418
Exercises 1419
Problems 1421
Alternate Problems 1425
Analytical and Review Problems 1428
Critical Thinking Mini Case 1430




Appendix | Chart of Accounts |-

Appendix Il Codes of Ethics and
Professional Conduct II-1

Contents xi

Supplement Chapter 29
Capital Budgeting

(available at www.mcgrawhill.ca/studentsuccess/FAP)

Credits CR-1
Index IND-1




