The Balance Sheet

2nd Edition

By Steven M. Bragg, CPA



Table of Contents

Chapter 1 — Overview of the Balance Sheet............cccceeennecciiiiiniannee. 1
Learning ODJECHVES ........oocuuiiiiiiiee et 1
INtFOAUCHION ... e 1
Overview of the Balance Sheet .............cuveiiiiiiiiii 1
The Order of LiQUIdity......ccooeiiiiiiiiiee e 5
The Common Size Balance Sheet..............cooooiiiiiiiiiiieeeeeee, 6
The Comparative Balance Sheet...........ccoooiiiiiiiiiiiiciie e, 7
How to Construct the Balance Sheet ... 9
OffSEHING e 10
Valuation ACCOUNES ......iiiiiieeee e 11
Balance Sheet DiSCIOSUIES...........coeeiiiiiiiiiiiceeee e 11
SUMMEAIY ittt e et e e e e e e et e e e e e e e e e nneneeeas 14
Review QUESLIONS .........ueiiiiieieeee e 15
REVIEW ANSWENS ..o e 16

Chapter 2 — Asset Line Items on the Balance Sheet........................ 17
Learning ObJECHVES ........ccueeeiiiieeeeeie e 17
[ oY oTe [U o1 o] o WSS 17
Presentation of Cash.............ooooiimiiiiiiiiiiic e, 17
Presentation of Marketable Securities .................iiieiiiiiiiinn. 18

Trading SeCUNTIES ... ...uueeiiieiiiee e 18

Held-to-Maturity Securities ..o, 19

Available-for-Sale Securities ...........cccooeiiiiiiiiiie e 19
Presentation of Prepaid EXpenses............cccccccvviiiiiiii 20
Presentation of Accounts Receivable ..................cooooiiiiiiiiiiiinnnn. 20
Presentation of INVeNtOry ..., 22
Presentation of Fixed ASSEtS.........ccoooeiiiiiiiiiiiiieiiiieeeee e, 22
Presentation of Other Assets..........ccooooiiiiiiiiii e, 23
Examples of Asset Presentation.............ccccceevveiiiiiii 23
SUMMEIY ittt e e e e e e e e e e e e e e e e e e e e e nneneeeas 26
Review QUESLIONS .........ueiiiiieieeee e 27
REVIEW ANSWENS ..o e 28

Chapter 3 — Liability Line Items on the Balance Sheet..................... 29
Learning ObJECHVES ........ccueieiiieee e 29
[ oY oTe [U o1 o] o WSS 29
Presentation of Accounts Payable...........ccccccooiiiie, 29
Presentation of Taxes Payable...........ccccccciiiiiiiiiiii e, 29
Presentation of Estimated Promotional Expenses............................. 30
Presentation of Deferred Revenue ..............cccoooeiiiiiiiiiiiiiiiiiiiiinn. 30
Presentation of Compensated Absences.............ccooooevvviceeeeeeeiinnnnnn. 30
Presentation of Retirement Benefit Information................................. 31
Presentation of Bank Overdrafts.............ccccceeeeiiiiiiiiicceee e 31
Presentation of Dividends Payable...........cccccooiiiiiiiiiiiniiiiiiieeee, 31

Presentation of Accrued EXPeNnSses...........cccovvvvvviiiiiiiiiiiiiiiiiieeeeee 31



Table of Contents

Presentation of Contingent Liabilities.............cooooiiiiiiii, 31
Presentation of Customer Deposits ..........ccccccvvvviiiiiieeiieeeee 32
Presentation of the Current Portion of Long-Term Debt.................... 32
Debt Presentation ... 32
Callable DEDL ........uuviiiiiiiiiiiiiiiiiiieeii e 32
Classification of Debt that Includes Covenants............ccccccoeeeneeee 33
Debt Issuance COStS........ccovvvvviiiiiiiiieeeeece e 33
Due on Demand LOanSs .........coouuuuiiieiiaieiiiiiii e 33
Increasing-Rate Debt ... 33
Revolving Debt Agreements..........ccooovviiii 33
Short-Term Obligations to be Refinanced..............cccvvvvivieiieiiinnns 33
Subjective Acceleration ClauSes .............uvvvvvveveiiieveeeeiiiiiiiiiinnnnnnns 34
Troubled Debt Restructurings by Debtors...........ccoooiiiiiiiiiiiiiceenn, 35
Presentation of Debt Terms..........ccccccvvvviiiiiiiieee 35
Examples of Liability Presentation...........cccccooiiiiiiee 35
SUMMEIY ittt e e e e e e e e e e e e e e e e e e e e e nneneeeas 37
ReView QUESHIONS .......coiiiiiiiee e 39
REVIEW ANSWELS ....coviiieiiie et eeea 40
Chapter 4 — Equity Line Items on the Balance Sheet....................... 41
Learning ObJECHVES ........ccuuiiiiiiee et 41
INEFOAUCHION ... 41
Presentation of Capital StocK ............cccoevviviiiiiiii 41
Presentation of Preferred StockK.............cccovvvvviiiiiiii 41
Presentation of Additional Paid-In Capital................cccceeeeeeeeenn. 42
Presentation of Common Stock Subscribed............cccccoiiiiiiiennnnnn. 42
Presentation of Stock Splits............eevvieiiiiiiiiiiiiieiiiiiiieieeeeeeeeeee 42
Presentation of Retained Earnings ...........ccccooiiiiiiieiiiiiiiiiiieeeee, 42
Presentation of Accumulated Other Comprehensive Income............. 42
Presentation of Non-Controlling Interests ...........ccccccoeiiiiiicn. 43
Presentation of Treasury StOCK .........cc.uueiiiiiiiiiiiiieeee, 44
Presentation of Appropriations ...........ccccccvvvviiiii 44
Presentation of Note Paid for EQUIity.........ccccooviiiiiiiiiiiiiiieee, 44
Examples of Equity Presentation.............ccccccoeviiiii 44
SUMMEIY ittt e e e e e e e e e e e e e e e e e e e e e nneneeeas 46
ReView QUESHIONS .......coiiiiiiiiee e 47
REVIEW ANSWETS ...t et e e e e e e e e e eeeeeennas 48
Chapter 5 — The Statement of Retained Earnings ..........ccccoccciueennnn. 49
Learning ObJECHVES ........ccueieiiieee e 49
INEFOAUCHION ... 49
Overview of the Statement of Retained Earnings..........c..cccooocieeeeen. 49
How to Prepare the Statement of Retained Earnings...............c........ 51
SUMMEAIY ittt e e e e e e e e et e e e e e e e e e nneneeeas 51
ReView QUESHIONS .......coiiiiiiiee e 52
REVIEW ANSWETS ...t et e e e e e e e e e eeeeeennas 53



Table of Contents

Chapter 6 — Balance Sheet Ratio Analysis ...........ccceecmmmnniiiiiiisnnnnns 55
Learning ObJECHVES ........coueieiiiiee e 55
(o)1 (oo [UTo3 {To] o [FH TR 55
CUMENt RAIO ... e 55
QUICK RALIO ... 56
Cash RAtO ... 57
Debt to EQUity RatiO .......coovviiiiiiiii 58
SUMMEAIY ittt e et e e e e e e et e e e e e e e e e nneneeeas 59
ReVIEW QUESTIONS .......ccieiee e 60
REVIEBW ANSWETS ... et e e e e e e e e 61

L€ oL 7 1 N 63

1 e = 65

iii





