Austin Community College

Accounting Department
Presents

Math for Accounting:

Basic Concepts
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Presenter
Presentation Notes
Let’s work with some examples of basic math concepts used in accounting.  



Actual Accounting Examples

Some of the concepts may be new you.

Don’t worry —
you will cover these in detail.

For now —
let’s focus on the math concepts.



Presenter
Presentation Notes
We will use actual accounting examples.  Some of the concepts may be new you.  Don’t worry – you will cover these in detail as the semester progresses.  For now, let’s focus on the math concepts that apply to these accounting examples.
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Presenter
Presentation Notes
Be sure to use a calculator as you view this module.  Work out the examples. 

You can print the narrative from the Accounting Toolbox web site before you view the remainder of this video.  This may make it easier to work with the examples.


Vertical Analysis

Course

Grading Element | Points

Exams

Homework

Attendance
Class Activities

Total



Presenter
Presentation Notes
Our first example focuses on a vertical analysis.   Here is information from a course syllabus.  

A vertical analysis provides the relationship of the points for each grading element the total points.  This allows the user to work with the relative weights of each element.


Percentages

L=

Grading Points %

Element

Exams 56.25%

12.50%

Homework

Attendance 6.25%

Class 25.00%

Activities
Total

450/800 X 100
100/800 X 100
50/800 X 100

200/800 X 100

56.25 +12.5 +6.25 +25 = 100

.


Presenter
Presentation Notes
The total (800 points) is always 100%.  Divide the exam points (450) by the total points (800).  This results in a  decimal (.5625).  Multiply that amount by 100 to convert it to a percentage.  Continuing with the math, divide the 100 homework points by the total of 800 and multiply by 100.  We make the same computation for attendance and for class activities.

Always make sure that the percentages for the elements total 100.  There may be a minor difference due to rounding.  If rounding is an issue, always determine how many decimal places should be used.  Rounding information should be available either in the problem or from your instructor.  


Horizontal Analysis

e |nflation Rate: 5%
e Current Salary: $40,000

 New Salary: $42,500



Presenter
Presentation Notes
A horizontal analysis focuses on the percent of change from one period to another.  The salary is changing from $40,000 to $42,500.  We need to determine if the increase in salary has kept up with the 5% inflation rate.


Horizontal Analysis

Ending Amount - Beginning Amount

Beginning Amount X 100

S42,500 - $40,000 $2,500
$40,000 ~$40,000

X100= 6.25%


Presenter
Presentation Notes
Start by subtracting the beginning amount from the ending amount to determine the amount of change.  Divide that amount of change by the beginning amount.  This results in a decimal.  Multiply by 100 to convert the decimal to a percentage.

The new salary is $42,500 and the current salary is $40,000.  Thus the amount of change is $2,500.  Divide that by the current salary of $40,000, multiply by 100 and the answer is a 6.25% increase in salary.




Presenter
Presentation Notes
This 6.25 % increase is more than the 5% inflation.  


Take Home Pay

Month ry Information:

Item Data
Gross Pay S4,000

Federal Income Tax
(FIT) 10 % of gross pay

Social Security 6.2 % of gross pay

Medicare 1.45 % of gross pay



Presenter
Presentation Notes
Here is monthly salary information.  We need to compute the take home pay.  


Take Home Pay

Amount

Gross Pay $4,000 S4,000

FIT 10 % of
gross pay (400) 4,000 X .10

Social 6.2 % of
Security 8rosspay  (248) | CltnCn

' 1.45 % of
Medicare ORI (1: I 4,000 X .0145

Net $3,294
4,000 — 400 — 248 — 58 = 3,294



Presenter
Presentation Notes
For each deduction, we will multiply the percentage by the gross pay of $4,000.  You can either use the percentage key on your calculator or convert the percentage into a decimal, as used here.

The take home pay is determined by subtracting the FIT, Social Security and Medicare from the gross pay.


Allocation

riends contribute to an investment:

Friend A— $100,000
Friend B— $200,000



Presenter
Presentation Notes
Let’s work with an allocation problem.  


Step 1

he percentage that each originally

AlS 100,000/300,000 X 100 =
33.33%

SRV 500 000/300,000 X 100 =

66.67%
$ 300,000 100 %

Rounding Issue



Presenter
Presentation Notes
The total initial investment was $300,000.  We now need to determine the percentage invested by each friend.  This also can be worked by using the fractions of 1/3 and 2/3.  We will round our answers to the nearest dollar.


Step 2

Allo e S500,000 based on the %:

% | Allocation of
$500,000

3333 $166,650 . i e
66.67

X BTV 500 000 X .6667
100 $ 500,000



Presenter
Presentation Notes
Multiply the $500,000 by the percentage for each friend.  This determines the amount to be paid to each.  Be sure that your amounts total the $500,000 (166,650 plus 333, 350 does equal 500,000).


Average

ance Sheet Amounts

Assets
(in thousands)

12/31/X1 12/31/X2

$ 1,360,000 $1,840,000

The actual amounts are

$1,360,000,000 and $1,840,000,000

Add 3 zeros



Presenter
Presentation Notes
Here is asset information for the beginning of the year 12/31/X1 and the end of the year 12/31/X2.  Notice the amounts are show in thousands.  This means that the last three zeros have been omitted.  This helps with the presentation of the large dollar amounts.


Average

Beginning Amount + Ending Amount

2

$1,360,000 + $1,840,000
2

= $1,600,000
(in thousands)


Presenter
Presentation Notes
We are simply adding the beginning and ending amounts together and then dividing by 2.


Summary



Presenter
Presentation Notes
Be sure to use the proper tools when working with math computations.  Always have a calculator handy.  If appropriate, use Excel.  Whether you use Excel or pencil and paper, take time to show your work and use proper labels.  This helps with finding errors, reviewing for exams and getting partial credit for your work.

Always review your answer to make sure it is reasonable.  

Practice is always important.

Seek help early.  Your instructor, tutors, classmates, friends and family are willing to help you.  
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