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Following are the transactions of a new company called Pose-for-Pics. F

Aug. 1 Madison Harris, the owner, invested $6,500 cash and $33,500 of photography equipment in the '“ -
company
The company paid $2,100 cash for an insurance policy covering the next 24 months.
The company purchased office supplies for $880 cash

he company received §3.331 cash in photography fees camed
31 The company paid $676 cash for August utities

Equity Accounts The owner's chaim on a company’sasets s called equirs,or stk
equiny, or sharcho

ders

frs”equi, Exuity is the owners” residua iterest in the asets of  business
alter deducting lablitics. Equity is impacted by fout types

dends,revemes, und expenses. We show thisvislly in Exhi
quation, (Ax Chapler 1 explains, the sceounts for divide
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Propare general journal entres for the above transactions

Journal Entry Worksheet

Dividends When the company pays any cash e siiemmememe e
s e YT T e = = Madison Harris, the owner, invested $6,500 cash and $33,500 of

photography equipment in the company’ »

each Think a5 sortiog ol of your foumal
s by account e, Click on any of the individual smounts to eturr to the underbying fournal entry.

Date
A0l  Cash

Photography equipment
M. Harrs, Capital 40,000
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Learning Objective C4: Explain generally accepted accounting principles and define and apply several mmm=
accounting principles.

Principles of Accounting

We need to understand the principles,
‘assumptions, and constraints that are
included in GAAP to effectively use
accounting information

1duosuen opiu &

‘The principles include the following:

: s, |
also sometimes called the cost ||
principle, means that
accounting information i based
on actual cost (with a potential
for subsequent adjustmentsto ||
market), Cost is measured on a
cash or equakto-cash basis.

This means if cash is given for
aservice, its costis measured
as the amount of cash paid.ff
Something besides cash is
exchanged, costis measured
as the cash value of what s
given up or received.

+ Revenue (sales) s the amount
received from sellng products
and senvices. The revenue
recognition principle provides
guidance on when a company
must recognize revenue. To

-n

Constraints 1‘ Materiality Benefits > Cost

recognize means to record.
‘Three concepts are important
to revenue recognition. First.

g chapter 01: Accounting in Business 4 \

CONNECT FEATURES

Guided Examples

Guided Examples provide narrated and animated
step-by-step walkthroughs of algorithmic versions
of assigned exercises. This allows students to
identify, review, or reinforce the concepts and
activities covered in class. Guided Examples provide
immediate feedback and focus on the areas where
students need the most guidance.

(" Journal Entry Worksheet
Depreciation on the company’s equipment for 2012 is computed to be =
| s16,000. &l p

a. Depreciation expense—Equipment 16.000

|El H 16.000

Accounts payable
Accounts receivable |=\
Accumulated depreciation
—Equipment

Cash ¥

*Enter debits before credits

4

clear transaction record fransaction
\

Interactive Presentations

Interactive Presentations cover each chapter’s

core learning objectives with narrated, animated
presentations that pause frequently to check for
comprehension. Interactive Presentations harness

the full power of technology to appeal to all learning
styles. Interactive Presentations are a great way to
improve online or hybrid sections, but also extend the
learning opportunity for traditional classes, such as in
facilitating a “flipped classroom.”

Marx Supply uses a sales joumal, a purchases joumal, & J, acash
journal, and & general joumal. The fellowing transactions cceur in the month of April

Apr, 03 Purchased merchandise for $3,300 on credit from Seth, Inc., lerms 2/10, n/30.

Apr. 09 Issued check no. 210 to Kitt Corp. ta buy store supplies for 5528,

Apr, 12 Soid merchandise costing $578 on credit to C. Myrs for $871, terms n/ag.

Apr, 17 Issued check na. 211 for $1,500 1a pay off a note payabla 1o City Bank.

“Apr. 20 Purchased mer diss for $3,900 on credit from Lits. terms 2010, n/30. Purchases Journal
Apr. 28 Issued check no. 212 1o Lite to pay the amount due for the purchase of Apri 20, less the discount.
“Apr, 29 Paid salary of 52,250 to B. Dock by Issuing check no. 213,

Apr. 30 Issued check no. 214 to Seth, Inc., to pay the amaunt due for the purchase of April 3.

Journalize the April transactions that should be recorded in the cash disbursements joumnal assuming
the perpetual inventory system is used.

Store supplies n 528 528
Nates payable 1,500 1,500

it Corp.
City Bank

“Apr 9 210
A7 an

This is a purchase on account, and is recorded in
the purchases journal.

End-of-Chapter Material

McGraw-Hill Education redesigned the student
interface for our end-of-chapter assessment content.
The new interface provides improved answer
acceptance to reduce students’ frustration with
formatting issues (such as rounding) and, for select
questions, provides an expanded table that guides
students through the process of solving the problem.
Many questions have been redesigned to more fully
test students’ mastery of the content.




General Ledger

New to 5e are General Ledger problems that offer
students the ability to see how transactions post from
the general journal all the way through the financial
statements. General Ledger (GL) questions provide
auto-grading in the same intelligent design as our
end-of-chapter content. Critical thinking and analysis
components are added to each GL problem to ensure
understanding of the entire process.

f

Requirem. | General

Ganarsl
Journal Ledger Balance || Recai

Trial Schedule of | Scheduls of | Incoms Impact on
caivabl.. || Payables || Statement || Income

Adusted ¥

Jun 30
Jul 03 .
Jul 08 1,700

dul12 882
Jul 16

Jul 02 00
dul 12
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] | Ganersl
1 Ledas
[ view transaction list_|[ view general journal |
Journal Entry Worksheet
08006EE0BMMMC:HEMEM
The cost of the merchandise sold to Art Co. was $800. - |
Date Account Title Debit Credit
Jul 19 Cost of goods sold 800
H I 800
-
E mmon stock
700: Income summary =
*Enter debits before credits
done clear transaction
A

Excel Simulations

Assignable within Connect Accounting, Excel
Simulations allow students to practice their Excel
skills—such as basic formulas and formatting—within
the context of accounting. These questions feature
animated, narrated Help and Show Me tutorials (when
enabled). These simulations are auto-graded and
provide instant feedback to the student.
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—POWERFUL PERFORMANCE REPORTING ———

Connect generates comprehensive reports and graphs that provide instructors with an instant view of the
performance of individual students, a specific section, or multiple sections. Since all content is mapped to
learning objectives, Connect reporting is ideal for accreditation or other administrative documentation.
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Reports

Accounting Principles
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. How are my students doing? Q
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Connect Insight

The first and only analytics tool of its kind,
Connect Insight is a series of visual data displays
that are each framed by an intuitive question and
provide at-a-glance information regarding how an
instructor’s class is performing. Connect Insight is
available through Connect titles.
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Financial Accounting Fundamentals, 5e

Enhancements in technology have changed how we live
and learn. Working with learning resources across devices,
whether smartphones, tablets, or laptop computers,
empowers students to drive their own learning by putting
increasingly intelligent technology into their hands.

Whether the goal is to become an accountant, a business-
person, or simply an informed consumer of accounting
information, Financial Accounting Fundamentals (FAF) has
helped generations of students succeed. Its leading-edge
accounting content, paired with state-of-the-art technol-
ogy, supports student learning and elevates understanding
of key accounting principles.

FAF excels at engaging students with content that will help
them see the relevance of accounting. Its chapter-opening
vignettes showcase dynamic, successful entrepreneurial
individuals and companies and highlight the usefulness
of accounting to business owners. This edition’s featured
companies—Apple, Google, and Samsung—capture student
interest with their products, and their annual reports serve
as a pathway for learning financial statements. New in this
edition, Need-to-Know illustrations in each chapter demon-
strate how to apply key accounting procedures. They are
supported by guided video presentations.

FAF also delivers innovative technology to help student per-
formance. Connect Accounting provides students with a
media-rich eBook version of the textbook and offers instant
grading and feedback for assignments that are completed
online. Our system for completing exercise and problem
material takes accounting content to the next level, deliver-
ing assessment material in a more intuitive, less restrictive
format that adapts to the needs of today's students.

This technology features:
¢ a general journal interface that looks and feels more
like that found in practice.

¢ an auto-calculation feature that allows students to focus
on concepts rather than rote tasks.

¢ a smart (auto-fill) drop-down design.
The end result is content that better prepares students for
the real world.

Connect Accounting also includes digitally based, interactive,
adaptive learning tools that provide an opportunity to

engage students more effectively by offering varied
instructional methods and more personalized learning
paths that build on different learning styles, interests, and
abilities.

The revolutionary technology of the LearnSmart Advantage
Series—consisting of LearnSmart® and SmartBook®—is
available only from McGraw-Hill Education. These prod-
ucts are based on an intelligent learning system that uses a
series of adaptive questions to pinpoint each student’s
knowledge gaps and then provides an optimal learning
path. Students spend less time in areas they already know
and more time in areas they don't. The result: Students
study more efficiently, learn faster, and retain more knowl-
edge. Valuable reports provide insights into how students
are progressing through textbook content and informa-
tion useful for shaping in-class time or assessment.

Interactive Presentations teach each chapter’s core learn-
ing objectives in a rich, multimedia format, bringing the
content to life. Your students will come to class prepared
when you assign Interactive Presentations. Students can
also review the Interactive Presentations as they study.
Further, Guided Examples provide students with narrated,
animated, step-by-step walk-throughs of algorithmic ver-
sions of assigned exercises. Students appreciate the Guided
Examples, which help them learn accounting and complete
assignments outside of class.

A General Ledger (GL) application, new to 6e, offers stu-
dents the ability to see how transactions post from the
general journal all the way through the financial state-
ments. It uses the intuitive, less restrictive format used for
other homework, and it adds critical thinking components
to each GL question, to ensure understanding of the entire
process.

The first and only analytics tool of its kind, Connect
Insight® is a series of visual data displays—each framed by
an intuitive question—to provide at-a-glance information
about how your class is doing. Connect Insight provides a
quick analysis on five key dimensions, available at a
moment’s notice from a tablet device: How are my stu-
dents doing? How is my section doing? How is this student
doing? How are my assignments going? and How is this
assignment going?

“This is an excellent book that is well-written and contains excellent illustrations. It
has the best online supplements of any of the texts that | have reviewed. . . . This is an

excellent book that | would recommend to all of my colleagues.”
—KAREN CRISONINO, County College of Morris




JOHN J. WILD is a distinguished pro-

fessor of accounting at the University of
Wisconsin at Madison. He previously held
appointments at Michigan State University
and the University of Manchester in England.
He received his BBA, MS, and PhD from the
University of Wisconsin.

Professor Wild teaches accounting
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Professor Wild is an active member of the American Accounting
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these organizations, including the Outstanding Accounting Educator
Award, Wildman Award, National Program Advisory, Publications,
and Research Committees. Professor Wild is author of Fundamental
Accounting Principles, Financial and Managerial Accounting, and
College Accounting, each published by McGraw-Hill Education. His
research articles on accounting and analysis appear in The
Accounting Review; Journal of Accounting Research, Journal of
Accounting and Economics;, Contemporary Accounting Research;
Journal of Accounting, Auditing and Finance; Journal of Accounting
and Public Policy; and other journals. He is past associate editor of
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rial boards including The Accounting Review. Professor Wild is a recog-
nized expert in accounting and financial analysis, and is known for his
teaching innovations within an active learning classroom environment.

In his leisure time, Professor Wild enjoys hiking, sports, travel,
people, and spending time with family and friends.



Dear Colleagues and Friends,

As | roll out the new edition of Financial Accounting Fundamentals, | thank each
of you who provided suggestions to improve the textbook and its teaching
resources. This new edition reflects the advice and wisdom of many dedicated
reviewers, symposium and workshop participants, students, and instructors.
Throughout the revision process, | steered this textbook and its teaching tools in
the manner you directed. As you’ll find, the new edition offers a rich set of
features—especially digital features—to improve student learning and assist
instructor teaching and grading. | believe you and your students will like what you
find in this new edition.

Many talented educators and professionals have worked hard to create the mate-
rials for this product, and for their efforts, I'm grateful. | extend a special thank-
you to our contributing and technology supplement authors, who have
worked so diligently to support this product:

Contributing Author: Kathleen O’Donnell, Onondaga Community College
Accuracy Checkers: Dave Krug, Johnson County Community College; Mark
McCarthy, East Carolina University; Helen Roybark, Radford University; Barbara
Schnathorst; and Beth Woods

LearnSmart Author: April Mohr, Jefferson Community and Technical College, SW
Interactive Presentations: Jeannie Folk, College of DuPage

PowerPoint Presentations: Beth Kane, Northwestern University

Instructor Resource Manual: Patricia Walczak, Lansing Community College

Test Bank Contributors: Anna Boulware, St. Charles Community College, and
Brenda J. McVey, University of Mississippi

Digital Contributor, Connect Content, General Ledger Problems, and
Exercise PowerPoints: Kathleen O’Donnell, Onondaga Community College

In addition to the invaluable help from the colleagues listed above, | thank the entire
FAF, 5e, team at McGraw-Hill Education: Tim Vertovec, Steve Schuetz, Michelle
Nolte, Lindsey Schauer, Lori Koetters, Ann Torbert, Brad Parkins, Patricia Plumb,
Xin Lin, Kevin Moran, Debra Kubiak, Carol Bielski, Keri Johnson, DeAnna Dausener,
Sarah Evertson, Ben Pearsall, Brian Nacik, Ron Nelms, and Daryl Horrocks. | could
not have completed this new edition without your efforts.

John J. Wild
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McGraw-Hill CONNECT ACCOUNTING

McGraw-Hill Connect Accounting is a digital teaching and learning environment that gives students the means to bet-
ter connect with their coursework, with their instructors, and with the important concepts they will need to know for
success now and in the future. With Connect Accounting, instructors can easily deliver assignments, quizzes, and tests
online. Students can review course material and practice important skills.

McGraw-Hill Connect Accounting provides all of the following learning and teaching resources:

e SmartBook, powered by LearnSmart e Auto-graded Excel simulations
e Auto-graded online homework e Interactive Presentations
e General ledger problems e Guided Examples

In short, Connect Accounting offers students powerful tools and features that optimize their time and energy, enabling
them to focus on learning.

SmartBook, Powered by LearnSmart

o McGraw-Hill LearnSmart® is the market-leading adaptive study resource that is proven
BASMARTBOOK to strengthen memory recall, increase class retention, and boost grades. LearnSmart
allows students to study more efficiently because they are made aware of what they know and don’t know.

SmartBook®, which is powered by LearnSmart, is

the first and only adaptive reading experience de- [« - c s e e maes e =2015-05 RIS Do maebn=GOTTS B 5
signed to change the way students read and learn. | #SMARTBOOK R i i, coomm ormeten orbacons - wia S s iorets 0 v 8
It creates a personalized reading experience by | = Bl )| % |4 | A Fl———¥ = v |af=
highlighting the most impactful concepts a student —— —A

needs to learn at that moment in time. As a stu- | i eiciomesamens s meassons e

dent engages with SmartBook, the reading experi- .

ence continuously adapts by highlighting content e st

based on what the student knows and doesn’t S e e

know. This ensures that the focus is on the content -

he or she needs to learn, while simultaneously pro- =

moting long-term retention of material. e

Use SmartBook’s real-time reports to quickly iden-

tify the concepts that require more attention from

individual students—or the entire class. The end s

result? Students are more engaged with course ([T T > e
content, can better prioritize their time, and come san

to class ready to participate.
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[[Question =1 (oF12) [ ronr | 0 & | saveset submit assignment
1. oo pams
On October 1, Keisha King organized Real Answers, a new consulting firm; on October 3, the owner
contributed $84,000 cash. On October 31, the company’s records show the following items and amounts.
Cash $11,380  Cash withdrawals by owner $ 2,000
Accounts receivable 14,000  Consulting fees eamed 14,000
Office supplies 3,250  Rentexpense 3,550
- - Land 46,000  Salaries expense 7,000
Online Assignments Bt TR memm. 2
Owner investments 84,000
Connect Accounting helps students learn more efficiently by provid- b oo St Sheeth Al e
ing feedback and practice material when they need it, where they B REALANSHERS
need it. Connect grades homework automatically and gives immedi- As of October 31
ate feedback on any questions students may have missed. Our assign- e e “‘"‘"‘"‘]”s —
able, gradable end-of-chapter content includes a general journal o e 14000 QT -
application that looks and feels more like what you would find in a Sl S0
general ledger software package. Also, select questions have been it
redesigned to test students’ knowledge more fully. They now include i

tables for students to work through rather than requiring that all cal-
culations be done off-line. McGraw-Hill’s redesigned student interface pro- dun 0

Jul 03 125 24 875 Jul 19 1.200 1.200

vides a real-world feel to interactive assignments and end-of-chapter 05 1700 26575

assessment content. This robust accounting software allows for flexibility S i .
in learning styles and provides opportunities for courses to be delivered in |j

traditional, online, and blended settings. =

B D I

Jul 02 900 900 Jul 01 6.000 11.000
0

General Ledger Problems

New General Ledger problems for select questions enable students to see
how transactions post from the general journal all the way through the
financial statements. It provides a much-improved experience for stu-
dents working with accounting cycle questions. Students’ work in the general journal is automatically posted to the
ledger, navigation is much simpler, scrolling is no longer an issue, and students can easily link back to their original en-
tries simply by clicking the ledger if edits are needed. Many questions now have critical thinking components added, to
maximize students’ foundational knowledge of accounting concepts and principles.

Interactive Presentations

Interactive Presentations provide engaging narratives of all chapter learning ob-
jectives in an assignable interactive online format. They follow the structure of
the text and are organized to match the specific learning objectives within each
chapter. While the Interactive Presentations are not meant to replace the text-
book, they provide additional explanation and enhancement of material from the
text chapter, allowing students to learn, study, and
practice at their own pace, with instant feedback.

chapter 2 and Recording Transactons
Learning Objective A1: Analyze the impact of transactions on accounts and financial statements.

Receive Investment by Owner

1 Tdentity  The owner inve fsts $15,000 cash in the business.

pital

(15000 ) (= + 15,000

3.Record | Cash 15,000 =
E =y
arsac McGraw-Hill Connect _ x '\ [I] Chapter Brercises

Y [T Cresed by Camtasia st

C #§ | [ lectures:mhhe.com/connect/0078025583/guided.ex/chapterd/ex04-03/ex04-03

Guided Examples

The Guided Examples in Connect Accounting
provide a narrated, animated, step-by-step
walk-through of select exercises similar to those
assigned. These short presentations, which can
be turned on or off by instructors, provide rein-
forcement when students need it most.

The adusted tal balance forSalonia Marketng Co,alows. Compee e fout right-most colums f th (8l by frst
he post osing tralbaance.

9000
a0

G000
19000 @ 890

5060 (1 85000

@ o0
1) o500

The post-closing trial balance includes all balances
that will appear on the balance sheet.

1270222 @) |cc| i= W

Excel Simulations

Simulated Excel questions, assignable within Connect Accounting, allow students to
practice their Excel skills—such as basic formulas and formatting—within the context
of accounting. These questions feature animated, narrated Help and Show Me tuto-
rials (when enabled), as well as automatic feedback and grading for both students
and professors.

ix
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McGraw-Hill CONNECT ACCOUNTING Features :
Simple Assignment Management and
Smart Grading

With Connect Accounting, creating assignments is easier than ever, enabling in- [~ | Cowern | comes
structors to spend more time teaching and less time managing. Simple assignment o
management and smart grading allow you to:

. B lbray € Performance -

Assignment Results Shiow: [Assignment Result

Use the options below to view assignment scores

¢ Crapter2Quz @ Chapter3

e Create and deliver assignments easily with selectable end-of-chapter questions
and Test Bank items.

e Have assignments scored automatically, giving students immediate feedback on
their work and side-by-side comparisons with correct answers.

e Access and review each response, manually change grades, or leave comments
for students to review.

e Reinforce classroom concepts with practice assignments and instant quizzes
and exams.

Powerful Instructor and Student Reports

Connect Accounting keeps instructors informed about how each student, section,
and class is performing, allowing for more productive use of lecture and office
hours. The progress-tracking function enables you to:

e View scored work immediately and track individual or group performance
with assignment and grade reports.

e Access an instant view of student or class performance relative to learning
objectives.

e Collect data and generate reports required by many accreditation
organizations, such as AACSB and AICPA.

Connect Insight

The first and only analytics tool of its kind, McGraw-Hill Connect® Insight is a
series of visual data displays—each framed by an intuitive question—to pro-
vide at-a-glance information about how your class is doing.

Connect Insight provides a quick analysis on five key insights, available at a 0 °
moment’s notice from your tablet device:

@ How are my students doing?

e How are my students doing? e How are my assignments going?
e How is my section doing? e How is this assignment going?
e How is this student doing?

Student Distribution -ata giance | 50/50

Instructor Library

The Connect Accounting Instructor Library is a repository for additional resources to improve student engagement in and
out of class. You can select and use any asset that enhances your lecture. The Connect Accounting Instructor Library
includes:

e Presentation slides. e Test Bank.
e Animated PowerPoint exhibits and exercises. e |nstructor’s Resource Manual.
e Solutions Manual.

The Connect Accounting Instructor Library also allows you to upload your own files.

For more information about Connect Accounting, go to http://connect.mheducation.com,

or contact your local McGraw-Hill Higher Education representative.




Other Technology Offered by McGraw-Hill

Tegrity Campus: Lectures 24/7

Mc o Tegrity Campus is a service that makes class time available 24/7 by automatically capturing every
Graw . . .
Hill oeg rl tyc lecture. With a simple one-click start-and-stop process, you capture all computer screens and cor-

responding audio in a format that is easily searchable, frame by frame. Students can replay any
part of any recorded class with easy-to-use browser-based viewing on a PC, Mac, or mobile device.

Help turn your students’ study time into learning moments immediately supported by your lecture. With Tegrity Campus,
you also increase intent listening and class participation by easing students’ concerns about note-taking.

To learn more about Tegrity, watch a two-minute Flash demo at http://tegritycampus.mhhe.com.

McGraw-Hill Campus
Me McGraw-Hill Campus® is a new one-stop teaching and learning experience available to users of
iACampus

Education

any learning management system. This institutional service allows faculty and students to enjoy
single sign-on (SSO) access to all McGraw-Hill Higher Education materials, including the award-
winning McGraw-Hill Connect platform, from directly within the institution’s website. To learn more about McGraw-Hill
Campus, visit http://mhcampus.mhhe.com.

Custom Publishing through Create

McGraw-Hill Create™ is a self-service website that allows instructors to create custom course materials by drawing upon
McGraw-Hill's comprehensive, cross-disciplinary content. Instructors can add their own content quickly and easily and tap
into other rights-secured, third-party sources as well, then arrange the content in a way that makes the most sense for their
course.

Through Create, you can:

e Combine material from different sources and even upload your own content.

e Personalize your product with the course name and information.

e Choose the best format for your students—color print, black-and-white print, or eBook.
e Edit and update your course materials as often as you'd like.

Begin creating now at www.mcgrawhillcreate.com.

ALEKS: A Superior, Student-Friendly Accounting Experience A L E I(S B

Artificial intelligence: Fills knowledge gaps.

Cycle of learning and assessment: Increases learning momentum and engages students.
Customizable curriculum: Aligns with your course syllabi and textbooks.

Dynamic, automated reports: Monitors detailed student and class progress.

To learn more, visit www.aleks.com/highered/business.

CourseSmart

CourseSmart is a way for faculty to find and review eTextbooks. It's also a great option for
Cou rseSma r't students who are interested in accessing their course materials digitally and saving money.

Learn Smart. Choose Smart.

CourseSmart offers thousands of the most commonly adopted textbooks across hundreds of
courses from a wide variety of higher education publishers. With the CourseSmart eTextbook,
students can save up to 45 percent off the cost of a print book, reduce their impact on the environment, and access pow-
erful web tools for learning. CourseSmart is an online eTextbook, which means users access and view their textbook
online when connected to the Internet. Students can also print sections of the book for maximum portability.
CourseSmart eTextbooks are available in one standard online reader with full text search, notes and highlighting, and
e-mail tools for sharing notes between classmates. For more information on CourseSmart, go to www.coursesmart.com.

McGraw-Hill Customer Experience Group Contact Information

At McGraw-Hill, we understand that getting the most from new technology can be challenging. That’s why our services
don’t stop after you purchase our products. You can contact our Product Specialists 24 hours a day to get product train-
ing online. Or you can search the knowledge bank of Frequently Asked Questions on our support website. For customer
support, call 800-331-5094 or visit www.mhhe.com/support.
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Innovative Textbook Features ...

Using Accounting for Decisions D

Women Entrepreneurs SPANX has given more than $20 million to charity. The

Whether we prepare: analyze: or apply accounting informa_ Center for Women's Business Research reports that women-owned businesses, such as
tion, one skill remains essential: decision making. To help de- | SPNX(owner e Blakely in photol, are growing and that they

P . . . * Total approximately 11 million and employ nearly 20 million workers.
Velop gOOd deCISIO.n-ma klng hablts and to IIIUStrate the * Generate $2.5 trillion in annual sales and tend to embrace technology.
relevance Of aCCOuntlng, we use a pedagoglcal frameWOrk we * Are philanthropic—70% of owners volunteer at least once per month e
Ca” the DeCiSion Center Th.is framewor!( .encompassesla \(ari' * Are more likely funded by individual investors (73%) than venture firms (15%). ;’;r;;;mgsnylmsgss
ety of approaches and subject areas, giving students insight
into every aspect of business decision making; see the four
nearby examples for the different types of decision boxes, in- ,
cluding those that relate to fraud. Answers to Decision Maker | @ Decision Ethics B
and E‘th|cs boxes are at ‘the end of each chap‘te r. Payables Manager As a new accounts payable manager, you are being trained by the outgoing manager. She
explains that the system prepares checks for amounts net of favorable cash discounts, and the checks are dated
the last day of the discount period. She also tells you that checks are not mailed until five days later, adding that

“the company gets free use of cash for an extra five days, and our department looks better. When a supplier
complains, we blame the computer system and the mailroom.” Do you continue this payment policy? B [Answers

follow the chapter's Summary.]

Profit Margin and Current Ratio () () Decision Analysis - )

Profit Margin

A useful measure of a company’s operating results is the ratio of its net income to net sales. This ratio is
called profit margin, or return on sales, and is computed as in Exhibit 3.22.

Net income

EXHIBIT 3.22 ’
Profit margin =~ Profit Margin . Decisi Maker B

This ratio is interpreted as reflecting the percent of profit in each dollar of sales. To illustrate how we Ccmp—m ] Supplier A retailer requests to purchase supplies on credit from your company. You have no prior experience
compute and use profit margin, let’s look at the results of Limited Brands, Inc., in Exhibit 3.23 for its  describe its use in analyzing with this retailer. The retailer’s current ratio is 2.1, its acid-test ratio is 0.5, and inventory makes up most of its cur

fiscal years 2009 through 2013, company performance. rent assets. Do you extend credit? M [Answers follow the chapter’s Summary.]

“Author does a good job of relating material to real-life situations and putting

students in the decision-maker role.”
—MORGAN ROCKETT, Moberly Area Community College

Chapter Preview (Chapter Proview

Each chapter opens with a visual chapter MERCHANDISING | MERCHANDISING J| MERCHANDISING R AND
preview. Students can begin their reading ACTIVITIES PURCHASES SALES ANALYSIS
Wlth a Clear underStandlng Of What they c1 Beporting income and P1 Accounting for: P2 Accounting for: P3 Adjusting anq closing
will learn and When, allowing them to stay . inventory Purchase discounts Sales of merchandise b for merchandisers
. O ti | d . '4 Multiple-st d

more focused and organized along the way. inventory systom. Purchase returnsand  f§  Sales discounts single-step ncome

. . . . . Sal T d tat 1t
Learnlng Objectlve numbers hlghllght the Transportation costs alalo?:arr?c;;ns o statements

. A1 Acid-test analysis
|Ocat|0n Of related content. A2 Gross margin analysis

CAP Model

Learning Objectives The Conceptual/Analytical/Procedural (CAP)
CONCEPTUAL C4 Define debits and crediis and explain  PROCEDURAL Model allows courses to be specially designed
C1 Explain the steps in processing double-entry accounting P1 Record transactions in a journal and to meet the teach|ng needs of a diverse faculty
transactions and the role of source post entries to a ledger. . . . . . .
documents ANALYTICAL v This model identifies learning objectives, tex-
c2 A1 Analyze the impact of transactions on P2 Prepare and explain the use of a tral . . .
escrbe an aecount and s e accounts and financal staterents. balence. tual materials, assignments, and test items by C,
: y . P3 . . .
C3 Describe a ledger and a chart of A2 Compute the debt ratio and describe its E‘r]esli:er:sflﬂzl:\z:{lj;il:menls from Al or P: a IIOWI ng d Iffe rent |nStrUCtorS tO teaCh

use in analyzing financial condition.
accounts

from the same materials, yet easily customize
their courses toward a conceptual, analytical, or
procedural approach (or a combination thereof)
based on personal preferences.




(TR0 1-5  Prepare the (a) income statement, (b) statement of owner's equity, and (c) balance sheet, for Apple using

the following condensed data from its fiscal year ended September 28, 2013. (All $s are in millions.)
Financial Statements

Need-to-Know lllustrations

! v Pl st New in this edition are several Need-to-Know illustrations lo-
Comefsiessndodr operses e e L) cated at key junctures in each chapter. These illustrations pose

e e e s o e questions about the material just presented—content that

o o students “need to know” to successfully learn accounting.

Soluten Accompanying solutions walk students through key procedures

e and analysis necessary to be successful with homework and

T ——— T test materials. Need-to-Know illustrations are supplemented

s e e o7as with narrated, animated, step-by-step walk-through videos led

Selling and other expenses 14149

Global View

The Global View section explains interna-
tional accounting practices relating to the
material covered in that chapter. The aim
of this section is to describe accounting
practices and to identify the similarities and
differences in international accounting
practices versus those in the United States.
As we move toward global convergence in
accounting practices, and as we witness the
likely convergence of U.S. GAAP to IFRS,
the importance of student familiarity with
international accounting grows. This inno-
vative section helps us begin down that
path. This section is purposefully located at
the end of each chapter so that each in-
structor can decide what emphasis, if at all,

VOLKSWAGEN

by an instructor and available via Connect.

(%) GlosAL view

This section discusses similarities and differences between U.S. GAAP and IFRS in accounting and re-
porting for merchandise purchases and sales, and for the income statement.

Accounting for Merchandise Purchases and Sales Both U.S. GAAP and IFRS include
broad and similar guidance for the accounting of merchandise purchases and sales. Specifically, all of the
transactions presented and illustrated in this chapter are accounted for identically under the two systems.
The closing process for merchandisers also is identical for U.S. GAAP and IFRS. In the next chapter we
describe how inventory valuation can, in some cases, be different for the two systems.

I Sta Pr ion We explained that net income, profit, and earnings refer to
the same (bottom line) item. However, IFRS tends to use the term profit more than any other term, whereas
U.S. statements tend to use net income more than any other term. Both U.S. GAAP and IFRS income
statements begin with the net sales or net revenues (top line) item. For merchandisers and manufacturers,
this is followed by cost of goods sold. The presentation is similar for the remaining items with the follow-
ing differences.

U.S. GAAP offers little guidance about the presentation or order of expenses. IFRS requires separate
disclosures for financing costs (interest expense), income tax expense, and some other special items.
Both systems require separate disclosure of items when their size, nature, or frequency are important.
TFRS permits expenses to be presented by their function or their nature. U.S. GAAP provides no direc-
tion but the SEC requires presentation by function.

Neither U.S. GAAP nor IFRS define operating income, which results in latitude in reporting.

IFRS permits alternative income measures on the income statement; U.S. GAAP does not.

Volkswagen Group provides the following example of income statement reporting. We see the separate
disclosure of finance costs, taxes, and other items. We also see the unusual practice of using the minus

is to be assigned to it.

bility and A ing The founders of Proof Eyewear, as introduced in this chapter’s
opening feature, assert that “sustainability is a key test in every product decision . . . it has to have an
aspect of sustainability to it or we just won’t develop it.” This level of commitment to sustainability is
impressive. The founders also impose a “three-pillar foundation™ in everything they do, which is graphi-
cally portrayed below. Some of their recent activities include: (1) planting a tree for each pair of sun-
glasses sold on Earth Day, (2) financing a portion of sight-saving surgeries for each pair of frames
purchased, (3) using only wood from sustainably managed forests and rejecting endangered wood, and
(4) contributing to reforestation efforts.

Eco-Friendly Product

Won't harm mother nature

Three-Pillar
Foundation

Donation with
Each Sale

Toa cause linked to

Uniqueness
Unavaiiable
anywhere else

Sustainability and Accounting

New in this edition are brief sections that highlight
the importance of sustainability within the broader
context of global accounting (and accountability).
Companies increasingly address sustainability in
their public reporting and consider the sustainabil-
ity accounting standards (from the Sustainability
Accounting Standards Board) and the expectations
of our global society. These boxes, located near the
end of the Global View section, cover different as-
pects of sustainability, often within the context of
the chapter’s featured entrepreneurial company.

“| like the layout of the text and the readability. The illustrations and comics in the book make the
text seem less intimidating and boring for students. The PowerPoint slides are easy to understand and
use, the pictorials are great, and the text has great coverage of accounting material. The addition of

IFRS information and the updates to the opening stories are great. | like that the decision insights are

about businesses the students can relate to (i.e., Facebook, women start-up businesses, etc.)

n

—JEANNIE LIU, Chaffey College



Once a student has finished reading the chapter, how e e e e e P

ity to produce and market the new product, WSC needs to raise $800,000 of financing. On January 1,

well he or she retains the material can depend greatly 2015 e company i b ey v vy pre——
. . . a. WSC signed a $400,000, 10% installment note to be repaid with five equal annual installments to be
on the questions, exercises, and problems that rein- ,, e on ecember 31 oF 201 hough 2015
. R . . . S(? issued five-year bonds with a par value of $400,v000. The bonds have a 12% annual contract rate and
force /t. ThIS book Ieads the Way in ComprehenSI Ve, ac- mpaf::eresl on June 30 and December 31. The bonds’ annual market rate is 10% as of January 1, 2015.
eni

curate assignments.

. For the installment note, (a) compute the size of each annual payment, (b) prepare an amortization ta-
ble such as Exhibit 14.14, and (c) prepare the journal entry for the first payment.

. For the bonds, (a) compute their issue price; (b) prepare the January 1, 2015, journal entry to record
their issuance; (c) prepare an amortization table using the straight-line method: (d) prepare the June 30,

CO m p re h ens i ve N ee d -to - K now P ro b I ems p re- 2015, journal entry to record the first interest payment; and (e) prepare a journal entry to record retiring

the bonds at a $416,000 call price on January 1, 2017.

sent both a pro blem and a com P lete soluti on, a llowi ng stu- 38 Redo parts 2(c), 2(d), and 2(e) assuming the bonds are amortized using the effective interest method.
dents to review the entire problem-solving process and AN G SO _ _

X © For the installment note, divide the borrowed amount by the annity factor (from Table B.3) using the
ac h leve success. 10% rate and five payments to compute the amount of each payment. Prepare a table similar to Exhibit

14.14 and use the numbers in the table’s first line for the journal entry.

& Compute the bonds” issue price by using the market rate to find the present value of their cash flows
(use tables found in Appendix B). Then use this result to record the bonds’ issuance. Next, prepare an
amortization table like Exhibit 14.11 (and Exhibit 14B.2) and use it to get the numbers needed for the
journal entry. Also use the table to find the carrying value as of the date of the bonds’ retirement that
'you need for the journal entry.

SOLUTION

Chapter Summaries provide students with a review

organized by learning objectives. Chapter Summaries are a Part 1: Installment Noto
component of the CAP model (see page xii), which recaps B e oy -yt =D o

b. An amortization table for the long-term note payable follows.

each conceptual, analytical, and procedural objective.

Key Terms Key Terms are bolded in the text and repeated
Account Debit Posting at the end of the chapter. A complete glossary of
Account balance Debt ratio Posting reference (PR) column . . .

Balance column account Double-entry accounting Source documents key terms is available online throu 9 h Connect
Chart of accounts General journal T-account Accountin g.
Compound journal entry General ledger Trial balance
Credit Journal Unearned revenue
Creditors Journalizing
“C— Itiple Choice Q Answers at end of chapter Mu|t|p|e Ch0|ce Qu|z questions
1. A company forgot to record accrued and unpaid em- 4. On November I, 2015, Stockton Co. receives $3.600 cash quick|y test chapter know|edge before a
ployee wages of $350,000 at period-end. This oversight from Hans Co. for consulting services to be provided evenly .
would over the period November 1, 2015, to April 30, 2016—at student moves on to comp|ete Qu|ck
a. Understate net income by $350,000. which time Stockton credited $3,600 to Unearned . .
b. Overstate net income by $350,000. Consulting Fees. The adjusting entry on December 31, 2015 Stud ies, Exercises, a nd Problems.
c. Have no effect on net income. (Stockton’s year-end) would include a
d. Overstate assets by $350,000. a. Debit to Unearned Consulting Fees for $1,200.
e. Understate assets by $350,000. b. Debit to Unearned Consulting Fees for $2,400.
2. Prior to recording adjusting entries. the Supplies account ¢. Credit to Consulting Fees Earned for $2,400. -
has a $450 debit bal acomect | Quick Study assignments are
QUICK STUDY  Choose from the following st of terms/phrases to best complete the statements below. short exercises that often focus on
a. Fiscal year d. Accounting period 9. Natural business year . . .
as e b. Timeliness e. Annual financial satements . Time period assumption one learning objective. Most are
Periodic reporting c. Calendar year f. Interim financial statements i. Quarterly statements H . .
o & prosumes that n rgaizaton' activiie can be dividd n specfc imepeiods included in Connect Accounting.
;. Zmanclal re‘p(m.s covering a one-year pfjrmd are knownas Th ere are at |e ast 10-15 Q uic k
. consists of any 12 consecutive months.
4. A_____ consists of 12 consecutive months ending on December 31. Study assi g nments per ch a pter_
5. The value of information is often linked to its
= connect
Exercises are one of this book’'s ma ny Accounting is an information and measurement system that identifies, records, and communicates rele- EXERCISES
.. vant, reliable, and comparable information about an organization’s business activities. Classify the follow-
strengths and a competitive advantage. There ing activities as part of the identifying (1), recording (R). or icating (C) aspects of i Erercice 11
1. Analyzing and interpreting reports. 5. Preparing financial statements. Classifying activities
are at least 10-15 per chapter, and most are 2. Presenting financial information. ~ _____ 6. Seeing revenues generated from a service.  reflected in the
included in Connect Accountin g. 3. Keeping a log of service costs. 7. Observing employee tasks behind a product,  ccounting system
4. Measuring the costs of a product. 8. Registering cash sales of products sold. c
PROBLEM SET A Karla Tanner opens a w(
in its first month of op¢
Problem 2-1A April 1 Tanner inves
Preparing and posting 2 Tha_aasno:
journal entries; preparing Problem SetS A & B are proven pr0b|emS that can be
a trial balance acti i . . .
BTN g ensactions in September PROBLEM SETB | assigned as homework or for in-class projects. All problems
th office equipment valued at $15,000 . .
AP Problem 2-1B are coded according to the CAP model (see page xii), and Set
for office space. (Hint: Debit Prepaid ~ Preparing and posting is i i [
el oios ovaparing | Avis included in Connect Accounting.

s equipment and $2,400 in office sup- @ trial balance
C3 C4 Al P1 P2
sly received $3,280 cash.

Xiv



Beyond the Numbers exercises ask students to use
accounting figures and understand their meaning. Stu-
dents also learn how accounting applies to a variety of
business situations. These creative and fun exercises are all
new or updated and are divided into sections:

Taking It to the Net
Teamwork in Action
Hitting the Road
Entrepreneurial Decision
Global Decision

e Reporting in Action

e Comparative Analysis

e Ethics Challenge

e Communicating in
Practice

This serial problem began in Chapter 1 and continues through most of the book. If previous chapter seg-  SERIAL

ments were not completed, the serial problem can still begin at this point. It is helpful, but not necessary, PROBLEN

10 use the Working Papers that accompany the book. Business Solutions
SP3 After the success of Santa o Gness P1 P2 P3 P4 PS5
er the success of the company’s first two months, Santana Rey continues to operate Business
Solutions. (Transactions for the first two months are described in the Chapter 2 serial problem.) The
November 30, 2015, unadjusted trial balance of Business Solutions (reflecting its transactions for October
and November of 2015) follows.

No. Account Title Debit  Credit
101 [ ———— $38.264
106 Accounts receivable ............................ 12618

126 Computer suppli 2545
128 Prepaid iNSUrance ........ooioesiine 2220
131 Prepaid rent .. 3300
163 8000

164

Beyond the Numbers

REPORTING IN

BTN 3-1 Refer to Apple’s financial statements in Appendix A to answer the following.

ACTION 1. Identify and write down the revenue recognition principle as explained in the chapter.
Al P4 8 2. Review Apple’s footnotes (in Appendix A and/or from its 10-K on its website) to discover how it ap-
lies the revenue recognition principle and when it recognizes revenue. Report what you discover.
pl gnition principl 2 D ¥
APPLE 3. What is Apple’s profit margin for fiscal years ended September 28, 2013, and September 29, 2012.

»

For the fiscal year ended September 28, 2013, what amount is credited to Income Summary to sum-
marize its revenues earned?

]

. For the fiscal year ended September 28, 2013, what amount is debited to Income Summary to sum-
marize its expenses incurred?

)

For the fiscal year ended September 28, 2013, what is the balance of its Income Summary account
before it is closed?

Serial Problems use a continuous running case study
to illustrate chapter concepts in a familiar context. The Se-
rial Problem can be followed continuously from the first
chapter or picked up at any later point in the book; enough
information is provided to ensure students can get right to
work.

“The serial problems are excellent.... | like the continuation of the same problem to the next
chapters if applicable. | use the Quick Studies as practice problems. . .. Students have commented
that this really works for them if they work (these questions) before attempting the assigned

exercises and problems. | also like the discussion (questions) and make this an assignment. You

have done an outstanding job presenting accounting to our students.”
—JERRI TITTLE, Rose State College

General Ledger Problems New General Ledger problems enable
students to see how transactions post. Students can track an amount in any
financial statement all the way back to the original journal entry. Critical
thinking components then challenge students to analyze the business

activities in the problem.

Using transactions from the following assignments. prepare journal entries for each transaction and GENERAL
identify the financial statement impact of each entry. The financial statements are automatically gener-

ated based on the journal entries recorded.

GL 2-1 Transactions from the FastForward illustration in this chapter
GL 2-2 Based on Exercise 2-9

GL 2-3 Based on Exercise 2-12

GL 2-4 Based on Problem 2-1A

Requirem.. || Generl || Geners! Trial || Schedule of || Schedule of || _tncome Tmpact on
Seurnal Led. ealancs || Receiabl || Payables || Statement || Income
| view transaction list || _view general journal |

Journal Entry Worksheet

The cost of the merchandise sold to At Co. was $800. =
4 up

B ot Account Title Debit | Credit
Jul 19 Cost of goods sold 800
800
LEDGER
PROBLEM [ 120: Merchandise inventory B

307: Common stock

Available in Connect 700: Income summary

|accounTing

Using transactions from the following assignments, record journal entries, create financial statements,

and assess the impact of each transaction on financial statements.

The End of the Chapter Is Only the Beginning Our valuable and proven assignments aren’t just confined
to the book. From problems that require technological solutions to materials found exclusively online, this book’s end-of-
chapter material is fully integrated with its technology package.

- 3
|ACCOUNTING
e Quick Studies, Exercises, and

Problems available in Connect
are marked with an icon.

&

e Assignments that focus on global
accounting practices and companies
are often identified with an icon.

0

e Assignments that involve
decision analysis are
identified with an icon.
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This edition’s revisions are driven by feedback from instructors and students.

e Many new, revised, and updated assignments throughout, in- e Revised art program, visual infographics, and text layout.
cluding serial problem and entrepreneurial assignments. e Updated ratio/tool analysis, using data from well-known

e New Need-to-Know illustrations added to each chapter at

key junctures to reinforce key topics.

linked to the company featured in the chapter opener.
e New annual reports and comparison assignments: Apple,

Google, and Samsung.

firms.

e New General Ledger questions added to most chapters.
e New Sustainability section for each chapter, with examples e New material on International Financial Reporting Standards

(IFRS).

New and revised entrepreneurial examples and elements.

e New technology content integrated and referenced in the

e New streamlined opening layout for each chapter. book.
Chapter 1 Chapter 4
Apple NEW opener. Sseko Designs NEW opener.

Added titles to revenue and expense
entries in columnar layout of transaction
analysis.

Streamlined section on Dodd-Frank.
Bulleted presentation of accounting
principles and fraud triangle.
Deleted world map of IFRS coverage.
Updated salary information.

New discussion of FASB and IASB
convergence.

Updated return on assets for Dell.

Chapter 2

Akola Project NEW opener.

New layout showing financial statements
drawn from trial balance.

New preliminary coverage of classified
and unclassified balance sheets.
Changed selected numbers for
FastForward.

Revised Piaggio’s (IFRS) balance sheet.
Updated debt ratio section using
Skechers.

Chapter 3

International Princess Project
NEW opener.

Enhanced the innovative three-step
process for adjusting accounts.
Changed selected numbers for
FastForward.

New multicolor-coded five-step layout
for work sheet preparation and use.
Updated profit margin and current
ratio decision analysis section using
Limited Brands.

xvi

Enhanced exhibit on transportation costs
and FOB terms.

New T-accounts to highlight inventory
flow.

Enhanced two-step process for recording
merchandise sales.

Updated gross margin and quick ratios
section using JCPenney.

Chapter 5

Proof Eyewear NEW opener.
Streamlined inventory presentation.
Added several new T-accounts to
facilitate learning of inventory flow.
New explanatory notes added to exhibits
as learning aids.

Updated inventory ratios section using
Toys “R” Us.

Simplified presentation and exhibits for
periodic inventory methods.

Chapter 6

Dandelion Chocolate NEW opener.

New learning notes added to bank
reconciliation.

New chart for timing differences for bank
reconciliation.

Updated receivables analysis using
Hasbro and Mattel.

Chapter 7

Skai Blue Media NEW opener.
Enhanced three-step process for
estimating allowance for uncollectibles.
New T-accounts to enhance learning of
receivables.

Enhanced infographic on methods to
estimate bad debts.

New notes on pros/cons of allowance vs.
direct write-off.

Updated receivables analysis using Dell
and HP.

Chapter 8

New Glarus Brewing Co. NEW opener.
Rearranged presentation of plant assets.
New learning notes on book value and
depreciation.

Updated asset turnover analysis using
Boston Beer and Molson Coors.

New goodwill example using Facebook’s
purchase of WhatsApp.

Chapter 9

Uncharted Play NEW opener.

Updated payroll rates to 2014.

New explanation of Additional Medicare
Tax.

Updated FUTA rate.

Clarified bonus explanation and
computations.

Enhanced payroll reports and exhibits.

Chapter 10

Stone + Cloth NEW opener.

New learning notes for bond interest
computations.

New color highlighting for learning
amortization.

New T-accounts for bond amortization.
Updated debt-to-equity analysis using
Amazon.



Chapter 11

Alibaba Group NEW opener.

New dividend taxation information.
New learning notes for computations.
Updated PE and dividend yield ratios for
Amazon and Altria.

Chapter 12

LSTN NEW opener.

New infographics for operating, investing,
and financing activities.

New linkage of cash flow classifications
to balance sheet.

Simplified discussion of noncash
investing and financing.

New, simplified preparation steps for
statement of cash flows.

New, overall summary T-account for
preparing statement of cash flows.

New reconstruction entries to help
determine cash.

Updated cash flow analysis using Nike.
Several new Quick Studies and revised
Exercises and Problems.

Chapter 13

Motley Fool REVISED opener.

New companies—Apple, Google, and
Samsung—throughout the text and
exhibits.

New boxed discussion of the role of
financial statement analysis to fight and
prevent fraud.

Enhanced horizontal and vertical ratio
analysis using new companies and
industry data.

New analysis for segment data.

Appendix C

New three-step process for fair value
adjustment.

New learning note for investee vs. investor
securities.

New Google example for comprehensive
income.

Updated return analysis using Gap.

Appendix D

New LLC example using STARZ.
New T-accounts to enhance learning of
partnership capital.

Appendix E

Streamlined several sections.
Updated segment analysis using
Callaway Golf.

xvii



Instructor Resources

Connect is your all-in-one location for a
variety of instructor resources. You can
create custom presentations from your
own materials and access all of the fol-
lowing. Here’s what you’ll find there:

Instructor’s Resource Manual

Written by April Mohr, Jefferson
Community and Technical
College, SW.

This manual contains (for each
chapter) a Lecture Outline,

a chart linking all assignment
materials to learning objectives,
and additional visuals with
transparency masters.

Solutions Manual

Written by John J. Wild, University
of Wisconsin-Madison

Test Bank, Computerized Test Bank
Revised by James Racic, Lakeland
Community College

PowerPoint® Presentations
Prepared by Anna Boulware, St.
Charles Community College.

Presentations allow for revision of
lecture slide, and include a viewer,
allowing screens to be shown with
or without the software.

Student Supplements

Exercise PowerPoints

Prepared by Kathleen O’Donnell,
Onandaga Community College.

Exercise PowerPoints are animated
walk-throughs of end-of-chapter
exercises that you can edit and
customize for your classroom use.
These presentations are a powerful
tool for the smart classroom,
allowing you to spend more time
teaching and less time writing on
the board.

Working Papers

Available on demand through Create.
Written by John J. Wild.

Connect Accounting
with LearnSmart Access

Code Card
ISBN: 9780077633172
MHID: 0077633172

“This textbook does address many learning styles and at the same
time allows for many teaching styles ... our faculty have been very
pleased with the continued revisions and supplements. From paper

working papers ... to continually improved homework sites and
ebooks. I'm a "Wild" fan!”

xviii

—RITA HAYS, Southwestern Oklahoma State University




- Assurance of Learning Ready

T E s .l- Many educational institutions today are focused on the notion of assur-
ance of learning, an important element of some accreditation standards.
Financial Accounting Fundamentals is designed specifically to support
your assurance of learning initiatives with a simple, yet powerful solution. Each test bank ques-
tion for Financial Accounting Fundamentals maps to a specific chapter learning objective listed
in the text. You can use our test bank software, EZ Test Online, or Connect Accounting to easily
query for learning objectives that directly relate to the learning objectives for your course. You
can then use the EZ Test reporting features to aggregate student results in similar fashion,

making the collection and presentation of assurance of learning data simple and easy.

“Connect certainly offers so much for the students and at the same
time helps the professors. The professors can offer more learning

opportunities to the students without intensive time investment.”

—CONSTANCE HYLTON, George Mason University

AACSB Statement

[ [ [ A A( S B The McGraw-Hill Companies is a proud corporate member

INTERNATIONAL of AACSB International. Understanding the importance
and value of AACSB accreditation, Financial Accounting
Fundamentals recognizes the curricula guidelines detailed
in the AACSB standards for business accreditation by connecting selected questions in the test
bank to the general knowledge and skill guidelines in the AACSB standards. The statements
contained in Financial Accounting Fundamentals are provided only as a guide for the users
of this textbook. The AACSB leaves content coverage and assessment within the purview of
individual schools, the mission of the school, and the faculty. While Financial Accounting
Fundamentals and the teaching package make no claim of any specific AACSB qualification or
evaluation, we have within Financial Accounting Fundamentals labeled select questions accord-
ing to the general knowledge and skills areas.

Xix



John J. Wild and McGraw-Hill Education recognize the following instructors for their
valuable feedback and involvement in the development of Financial Accounting

Fundamentals, 5e. We are thankful for their suggestions, counsel, and encouragement.

Khaled Abdou, Penn State University—Berks

Anne Marie Anderson, Raritan Valley Community College
Elaine Anes, Heald College—Fresno

Jerome Apple, University of Akron

Jack Aschkenazi, American Intercontinental University
Sidney Askew, Borough of Manhattan Community College
Lawrence Awopetu, University of Arkansas—Pine Bluff
Jon Backman, Spartanburg Community College

Charles Baird, University of Wisconsin—Stout

Michael Barendse, Grossmont College

Richard Barnhart, Grand Rapids Community College
Beverly R. Beatty, Anne Arundel Community College
Anna Beavers, Laney College

Judy Benish, Fox Valley Technical College

Patricia Bentley, Keiser University

Teri Bernstein, Santa Monica College

Jaswinder Bhangal, Chabot College

Sandra Bitenc, University of Texas at Arlington

Susan Blizzard, San Antonio College

Marvin Blye, Wor-Wic Community College

Patrick Borja, Citrus College

Anna Boulware, St. Charles Community College

Gary Bower, Community College of Rhode Island—Flanagan
Leslee Brock, Southwest Mississippi Community College
Gregory Brookins, Santa Monica College

Regina Brown, Eastfield College

Tracy L. Bundy, University of Louisiana at Lafayette

Roy Carson, Anne Arundel Community College

Deborah Carter, Coahoma Community College

Roberto Castaneda, DeVry University Online

Martha Cavalaris, Miami Dade College

Amy Chataginer, Mississippi Gulf Coast Community College
Gerald Childs, Waukesha County Technical College
Colleen Chung, Miami Dade College—Kendall

Shifei Chung, Rowan University

Robert Churchman, Harding University

Marilyn Ciolino, Delgado Community College

Thomas Clement, University of North Dakota

Oyinka Coakley, Broward College

Susan Cockrell, Birmingham-Southern College

Lisa Cole, Johnson County Community College

Robbie R. Coleman, Northeast Mississippi Community College
Christie Comunale, Long Island University—C.W. Post Campus
Jackie Conrecode, Florida Gulf Coast University

Debora Constable, Georgia Perimeter College

Susan Cordes, Johnson County Community College

Anne Cordozo, Broward College

Cheryl Corke, Genesee Community College

James Cosby, John Tyler Community College

Ken Couvillion, Delta College

Loretta Darche, Southwest Florida College

Judy Daulton, Piedmont Technical College

Annette Davis, Glendale Community College

Dorothy Davis, University of Louisiana—Monroe

Walter DeAguero, Saddleback College

XX

Mike Deschamps, MiraCosta College

Pamela Donahue, Northern Essex Community College
Steve Doster, Shawnee State University

Larry Dragosavac, Edison Community College

Samuel Duah, Bowie State University

Robert Dunlevy, Montgomery County Community College
Jerrilyn Eisenhauer, Tulsa Community College—Southeast
Ronald Elders, Virginia College

Terry Elliott, Morehead State University

Patricia Feller, Nashville State Community College

Albert Fisher, College of Southern Nevada

Annette Fisher, Glendale Community College

Ron Fitzgerald, Santa Monica College

David Flannery, Bryant and Stratton College

Hollie Floberg, Tennessee Wesleyan College

Linda Flowers, Houston Community College

Jeannie Folk, College of DuPage

Rebecca Foote, Middle Tennessee State University

Paul Franklin, Kaplan University

Tim Garvey, Westwood College

Barbara Gershman, Northern Virginia Community College—
Woodbridge

Barbara Gershowitz, Nashville State Technical Community
College

Mike Glasscock, Amarillo College

Diane Glowacki, Tarrant County College

Ernesto Gonzalez, Florida National College

Lori Grady, Bucks County Community College

Gloria Grayless, Sam Houston State University

Ann Gregory, South Plains College

Rameshwar Gupta, Jackson State University

Amy Haas, Kingsborough Community College

Pat Halliday, Santa Monica College

Keith Hallmark, Calhoun Community College

Rebecca Hancock, El Paso Community College—Valley Verde
Mechelle Harris, Bossier Parish Community College
Tracey Hawkins, University of Cincinnati—-Clermont College
Thomas Hayes, University of Arkansas—Ft. Smith

Laurie Hays, Western Michigan University

Roger Hehman, University of Cincinnati—Clermont College
Cheri Hernandez, Des Moines Area Community College
Margaret Hicks, Howard University

Melanie Hicks, Liberty University

James Higgins, Holy Family University

Patricia Holmes, Des Moines Area Community College

Barbara Hopkins, Northern Virginia Community College-Manassas

Wade Hopkins, Heald College

Aileen Huang, Santa Monica College

Les Hubbard, Solano College

Deborah Hudson, Gaston College

James Hurst, National College

Constance Hylton, George Mason University
Christine Irujo, Westfield State University

Tamela Jarvais, Prince George’s Community College
Fred Jex, Macomb Community College



Gina M. Jones, Aims Community College

Jeff Jones, College of Southern Nevada

Rita Jones, Columbus State University

Odessa Jordan, Calhoun Community College

Dmitriy Kalyagin, Chabot College

Thomas Kam, Hawaii Pacific University

Naomi Karolinski, Monroe Community College

Shirly A. Kleiner, Johnson County Community College
Kenneth A. Koerber, Bucks County Community College
Jill Kolody, Anne Arundel Community College

Tamara Kowalczyk, Appalachian State University
Anita Kroll, University of Wisconsin-Madison

David Krug, Johnson County Community College
Christopher Kwak, DeAnza College

Tara Laken, Joliet Junior College

Jeanette Landin, Empire College

Beth Lasky, Delgado Community College

Neal Leviton, Santa Monica College

Danny Litt, University of California Los Angeles
James L. Lock, Northern Virginia Community College
Steve Ludwig, Northwest Missouri State University
Debra Luna, El Paso Community College

Amado Mabul, Heald College

Lori Major, Luzerne County Community College
Jennifer Malfitano, Delaware County Community College
Maria Mari, Miami Dade College—Kendall

Thomas S. Marsh, Northern Virginia Community College—Annandale
Karen Martinson, University of Wisconsin—Stout
Brenda Mattison, Tri-County Technical College

Stacie Mayes, Rose State College

Clarice McCoy, Brookhaven College

Tammy Metzke, Milwaukee Area Technical College
Jeanine Metzler, Northampton Community College
Theresa Michalow, Moraine Valley Community College
Julie Miller, Chippewa Valley Tech College

Tim Miller, El Camino College

John Minchin, California Southern University

Edna C. Mitchell, Polk State College

Jill Mitchell, Northern Virginia Community College
Lynn Moore, Aiken Technical College

Angela Mott, Northeast Mississippi Community College
Andrea Murowski, Brookdale Community College
Timothy Murphy, Diablo Valley College

Kenneth F. O’Brien, Farmingdale State College
Christopher O’Byrne, Cuyamaca College

Kathleen O’Donnell, Onondaga Community College
Ahmed Omar, Burlington County College

Robert A. Pacheco, Massasoit Community College
Margaret Parilo, Cosumnes River College

Glenn Pate, Palm Beach State College

Paige Paulsen, Salt Lake Community College

Carlton Perkins, Texas Southern University

Yvonne Phang, Borough of Manhattan Community College
Gary Pieroni, Diablo Valley College

Debbie Porter, Tidewater Community College, Virginia Beach
Kristen Quinn, Northern Essex Community College
James Racic, Lakeland Community College

David Ravetch, University of California Los Angeles
Ruthie Reynolds, Howard University

Cecile Roberti, Community College of Rhode Island
Morgan Rockett, Moberly Area Community College

Patrick Rogan, Cosumnes River College

Paul Rogers, Community College of Beaver County
Brian Routh, Washington State University—Vancouver
Helen Roybark, Radford University

Alphonse Ruggiero, Suffolk County Community College
Joan Ryan, Clackamas Community College

Martin Sabo, Community College of Denver

Arjan Sadhwani, South University

Gary K. Sanborn, Northwestern Michigan College
Kin Kin Sandhu, Heald College

Marcia Sandvold, Des Moines Area Community College
Gary Schader, Kean University

Barbara Schnathorst, The Write Solution, Inc.
Darlene Schnuck, Waukesha County Technical College
Elizabeth Serapin, Columbia Southern University
Geeta Shankhar, University of Dayton

Regina Shea, Community College of Baltimore County—Essex
James Shelton, Liberty University

Jay Siegel, Union County College

Gerald Singh, New York City College of Technology
Lois Slutsky, Broward College—South

Gerald Smith, University of Northern lowa

Kathleen Sobieralski, University of Maryland University College
Charles Spector, State University of New York at Oswego
Diane Stark, Phoenix College

Thomas Starks, Heald College

Carolyn L. Strauch, Crowder College

Latazia Stuart, Fortis University Online

Gene Sullivan, Liberty University

David Sulzen, Ferrum College

Dominique Svarc, William Rainey Harper College
Linda Sweeney, Sam Houston State University

Carl Swoboda, Southwest Tennessee Community College, Macon
Margaret Tanner, University of Arkansas—Ft. Smith
Ulysses Taylor, Fayetteville State University

Anthony Teng, Saddleback College

Paula Thomas, Middle Tennessee State University
Teresa Thompson, Chaffey Community College

Leslie Thysell, John Tyler Community College
Melanie Torborg, Globe University

Shafi Ullah, Broward College

Bob Urell, Irvine Valley College

Adam Vitalis, Georgia Tech

Patricia Walczak, Lansing Community College

Terri Walsh, Seminole State College—Oviedo

Shunda Ware, Atlanta Technical College

Janis Weber, University of Louisiana—Monroe

Dave Welch, Franklin University

Jean Wells-Jessup, Howard University

Christopher Widmer, Tidewater Community College
Andrew Williams, Edmonds Community College
Jonathan M. Wild, University of Wisconsin-Madison
Wanda Wong, Chabot College

John Woodward, Polk State College

Patricia Worsham, Norco College, Riverside
Community College

Gail E. Wright, Stevenson University

Lynnette Yerbury, Salt Lake Community College
Judy Zander, Grossmont College

Mary Zenner, College of Lake County

Jane Zlojutro, Northwestern Michigan College

xxi






O ~N O O & o N —

[d =)

10
I
12
13

Accounting in Business 2

Accounting for Business Transactions 52
Adjusting Accounts for Financial Statements 98
Accounting for Merchandising Operations 164
Inventories and Cost of Sales 212

Cash and Internal Controls 262

Accounting for Receivables 308

Accounting for Long-Term Assets 344
Accounting for Current Liabilities 388
Accounting for Long-Term Liabilities 434
Corporate Reporting and Analysis 480
Reporting Cash Flows 526

Analysis of Financial Statements 582

AppendixA Financial Statement Information A-1
Appendix B Time Value of Money B

AppendixC Investments and International Operations C
*AppEﬂdiX D Accounting for Partnerships
*Appendix E Accounting with Special Journals

*Appendixes D & E are available in McGraw-Hill Connect and as print copies from a McGraw-Hill representative.

xxiii



Preface v

1 Accounting in
Business 2

Importance of Accounting 4

Users of Accounting Information 4

Opportunities in Accounting 6
Fundamentals of Accounting 7

Ethics—A Key Concept 7

Fraud Triangle 8

Generally Accepted Accounting

Principles 8

International Standards 9

Conceptual Framework and Convergence 9

Sarbanes-Oxley (SOX) 12

Dodd-Frank 13

Transaction Analysis and the Accounting
Equation 14

Accounting Equation 14

Transaction Analysis 15

Summary of Transactions 19

Financial Statements 20

Income Statement 20
Statement of Owner’s Equity 20
Balance Sheet 22

Statement of Cash Flows 22

Global View 23

Decision Analysis—Return on Assets 24

Appendix 1A Return and Risk Analysis 28

Appendix 1B Business Activities and the Accounting
Equation 28

3 Adjusting Accounts

2 Accounting for Business
Transactions 52

Analyzing and Reporting Accounts 54

Source Documents 54

The Account and Its Analysis 55
Analyzing and Processing
Transactions 58

Ledger and Chart of Accounts 58

Debits and Credits 59
Double-Entry Accounting 59

xxiv

Journalizing and Posting Transactions 61
Analyzing Transactions—An Illustration 64
Accounting Equation Analysis 68

Trial Balance 70

Preparing a Trial Balance 70
Using a Trial Balance to Prepare Financial
Statements 72

Global View 74
Decision Analysis—Debt Ratio 75

for Financial
Statements 98

Timing and Reporting 100
The Accounting Period 100
Accrual Basis versus Cash Basis 100
Recognizing Revenues

and Expenses 101

Adjusting Accounts 102
Framework for Adjustments 102
Prepaid (Deferred) Expenses 103
Unearned (Deferred) Revenues 107
Accrued Expenses 109
Accrued Revenues 111

Links to Financial Statements 113
Adjusted Trial Balance 114

Closing Process 116
Temporary and Permanent Accounts 117
Recording Closing Entries 117
Post-Closing Trial Balance 118
Accounting Cycle 120

Classified Balance Sheet 121

Classification Structure 121
Classification Categories 122

Global View 124

Decision Analysis—Profit Margin and Current
Ratio 125

Appendix 3A—Alternative Accounting for
Prepayments 129

Appendix 3B—Work Sheet as a Tool 131

Appendix 3C—Reversing Entries 133



4 Accounting for
Merchandising
Operations 164

Merchandising Activities 166

Reporting Income for a Merchandiser 166
Reporting Inventory for a Merchandiser 166
Operating Cycle for a Merchandiser 167
Inventory Systems 167

Accounting for Merchandise Purchases 168
Purchase Discounts 169

Purchase Returns and Allowances 170
Transportation Costs and Ownership Transfer 171

Accounting for Merchandise Sales 173
Sales of Merchandise 173

Sales Discounts 174

Sales Returns and Allowances 174
Completing the Accounting Cycle 176

Adjusting Entries for Merchandisers 176

Preparing Financial Statements 177

Closing Entries for Merchandisers 177

Summary of Merchandising Entries 177

Financial Statement Formats 179

Multiple-Step Income Statement 179
Single-Step Income Statement 180
Classified Balance Sheet 180

Global View 182
Decision Analysis—Acid-Test and Gross
Margin Ratios 183
Appendix 4A Periodic Inventory System 188
Appendix 4B Work Sheet—Perpetual System 192

5 Inventories and Cost
of Sales 212

Inventory Basics 214

Determining Inventory Items 214
Determining Inventory Costs 214
Internal Controls and Taking

a Physical Count 215

Inventory Costing under a Perpetual
System 215

Inventory Cost Flow Assumptions 216
Inventory Costing Illustration 217
Specific Identification 217

First-In, First-Out 218

Last-In, First-Out 219

Weighted Average 220

Contents XXV

Financial Statement Effects of Costing
Methods 221
Consistency in Using Costing Methods 222
Valuing Inventory at LCM and the Effects of
Inventory Errors 224
Lower of Cost or Market 224
Financial Statement Effects of Inventory
Errors 227
Global View 228
Decision Analysis—Inventory Turnover and Days’
Sales in Inventory 229
Appendix SA Inventory Costing under a Periodic
System 235
Appendix 5B Inventory Estimation Methods 240

6 Cash and Internal
Controls 262

Internal Control 264
Purpose of Internal Control 264
Principles of Internal Control 264
Technology and Internal Control 266
Limitations of Internal Control 267
Control of Cash 268
Cash, Cash Equivalents, and Liquidity 269
Cash Management 269
Control of Cash Receipts 270
Control of Cash Disbursements 272

Banking Activities as Controls 277
Basic Bank Services 277

Bank Statement 278
Bank Reconciliation 280

Global View 284

Decision Analysis—Days’ Sales Uncollected 284
Appendix 6A—Documentation and Verification 287
Appendix 6B—Control of Purchase Discounts 289

7 Accounting for Receivables 308

Accounts Receivable 310

Recognizing Accounts Receivable 310

Valuing Accounts Receivable—Direct Write-Off
Method 314

Valuing Accounts Receivable—Allowance
Method 315



XXvi Contents

Estimating Bad Debts—Percent of Sales
Method 317
Estimating Bad Debts—Percent of Receivables
Method 318
Estimating Bad Debts—Aging of Receivables
Method 319
Notes Receivable 322
Computing Maturity and Interest 322
Recognizing Notes Receivable 323
Valuing and Settling Notes 323
Disposal of Receivables 325

Selling Receivables 325
Pledging Receivables 326

Global View 326
Decision Analysis—Accounts Receivable
Turnover 327

8Accounting for Long-Term
Assets 344

SECTION 1—PLANT ASSETS 346

Cost Determination 347
Machinery and Equipment 347
Buildings 347
Land Improvements 347
Land 347
Lump-Sum Purchase 348
Depreciation 348
Factors in Computing Depreciation 349
Depreciation Methods 349
FPartial-Year Depreciation 354
Change in Estimates for Depreciation 354
Reporting Depreciation 355
Additional Expenditures 356
Ordinary Repairs 357
Betterments and Extraordinary Repairs 357
Disposals of Plant Assets 358
Discarding Plant Assets 358
Selling Plant Assets 359
SECTION 2—NATURAL RESOURCES 361

Cost Determination and Depletion 361
Plant Assets Tied into Extracting 362

SECTION 3—INTANGIBLE ASSETS 362
Cost Determination and Amortization 363
Types of Intangibles 363

Global View 366
Decision Analysis—Total Asset Turnover 367
Appendix 8A Exchanging Plant Assets 370

gAccounting for Current

1[] Accounting for Long-Term

Liabilities 388

Characteristics of Liabilities 390
Defining Liabilities 390
Classifying Liabilities 390
Uncertainty in Liabilities 391

Known Liabilities 392

Accounts Payable 392

Sales Taxes Payable 392

Unearned Revenues 392

Short-Term Notes Payable 393

Payroll Liabilities 396

Multi-Period Known Liabilities 399
Estimated Liabilities 400

Health and Pension Benefits 400

Vacation Benefits 400

Bonus Plans 401

Warranty Liabilities 401

Multi-Period Estimated Liabilities 402

Contingent Liabilities 402
Accounting for Contingent Liabilities 402

Reasonably Possible Contingent Liabilities 402
Uncertainties That Are Not Contingencies 403

Global View 405

Decision Analysis—Times Interest Earned Ratio 405

Appendix 9A Payroll Reports, Records, and
Procedures 408

Appendix 9B Corporate Income Taxes 414

Liabilities 434

Basics of Bonds 436
Bond Financing 436
Bond Trading 437
Bond-Issuing Procedures 437
Bond Issuances 438
Issuing Bonds at Par 438
Bond Discount or Premium 438
Issuing Bonds at a Discount 439
Issuing Bonds at a Premium 442
Bond Pricing 445
Bond Retirement 446
Bond Retirement at Maturity 446
Bond Retirement before Maturity 446
Bond Retirement by Conversion 447



"

Long-Term Notes Payable 447

Installment Notes 447
Mortgage Notes and Bonds 449

Global View 451

Decision Analysis—Debt Features and the Debt-to-
Equity Ratio 451

Appendix 10A Present Values of Bonds and
Notes 455

Appendix 10B Effective Interest Amortization 457

Appendix 10C Issuing Bonds between Interest
Dates 459

Appendix 10D Leases and Pensions 461

Corporate Reporting
and Analysis 480

Corporate Form of Organization 482

Characteristics of Corporations 482
Corporate Organization and Management 483
Stockholders of Corporations 483
Basics of Capital Stock 484
Common Stock 486
Issuing Par Value Stock 486
Issuing No-Par Value Stock 487
Issuing Stated Value Stock 487
Issuing Stock for Noncash Assets 487

Dividends 489
Cash Dividends 489

Stock Dividends 490
Stock Splits 491
Preferred Stock 493
Issuance of Preferred Stock 493
Dividend Preference of Preferred Stock 494
Convertible Preferred Stock 495
Callable Preferred Stock 495
Reasons for Issuing Preferred Stock 495

Treasury Stock 497

Purchasing Treasury Stock 497
Reissuing Treasury Stock 498
Retiring Stock 499

Reporting of Equity 500
Statement of Retained Earnings 500
Statement of Stockholders’ Equity 501
Reporting Stock Options 501

Global View 501

Decision Analysis—Earnings per Share, Price-
Earnings Ratio, Dividend Yield, and Book Value
per Share 502

Contents

12 Reporting Cash Flows 526

Basics of Cash Flow Reporting 528
Purpose of the Statement of Cash Flows 528
Importance of Cash Flows 528
Measurement of Cash Flows 528
Classification of Cash Flows 529
Noncash Investing and Financing 530
Format of the Statement of Cash Flows 531
Preparing the Statement of Cash Flows 531

Cash Flows from Operating 533
Indirect and Direct Methods of Reporting 533
Applying the Indirect Method

of Reporting 535
Summary Adjustments for Operating
Activities—Indirect Method 538

Cash Flows from Investing 539
Three-Stage Process of Analysis 539
Analyzing Noncurrent Assets 539
Analyzing Additional Assets 540

Cash Flows from Financing 541
Three-Stage Process of Analysis 541
Analyzing Noncurrent Liabilities 541
Analyzing Equity 542
Proving Cash Balances 543

Overall Summary Using T-Accounts 544

Global View 546

Decision Analysis—Cash Flow Analysis 546

Appendix 12A Spreadsheet Preparation of the
Statement of Cash Flows 551

Appendix 12B Direct Method of Reporting Operating
Cash Flows 553

13 Analysis of Financial
Statements 582

Basics of Analysis 584
Purpose of Analysis 584
Building Blocks of Analysis 584
Information for Analysis 585
Standards for Comparisons 585
Tools of Analysis 586
Horizontal Analysis 586

Comparative Statements 586
Trend Analysis 589



Xxviii Contents

Vertical Analysis 591 Appendix A Financial Statement Information A-1
Common-Size Statements 591 Apple A-2
Common-Size Graphics 591 Google A-10
Ratio Analysis 594 Samsung A-14
Liquidity and Efficiency 595 Appendix B Time Value of Money B
Solvency 598 Appendix C  Investments and International

Profitability 600
Market Prospects 601
Summary of Ratios 602

Operations C
*Appendix D Accounting for Partnerships
) *Appendix E  Accounting with Special Journals
Global View 604

Decision Analysis—Analysis Reporting 605 Index IND-1
Appendix 13A Sustainable Income 608 Chart of Accounts CA

*Appendixes D & E are available in McGraw-Hill Connect and as print copies from a McGraw-Hill representative.



Financial Accounting
Fundamentals



l Accounting In
= DBusiness

Chapter Preview

IMPORTANCE OF FUNDAMENTALS TRANSACTION FINANCIAL
ACCOUNTING OF ACCOUNTING ANALYSIS STATEMENTS

C1 Purpose of C3 Ethics—key concept A1 Accounting P2 Income statement
accounting equation and its
components

Statement of
retained earnings

C4 Generally accepted
C2 Accounting accounting principles
information users P1 Transaction

analysis—illustrated Balance sheet

International
Opportunities in standards

. Statement of cash
accounting

Conceptual flows

framework A2 Financial analysis

Chapter Preview is organized by key topics and includes learning objectives
Learning Objectives are classified as conceptual, analytical, or procedural

L —

Learning Objectives

CONCEPTUAL ANALYTICAL PROCEDURAL

C1 Explain the purpose and importance of A1 Define and interpret the accounting P1 Analyze business transactions using
accounting. equation and each of its components. the accounting equation.

C2 Identify users and uses of, and A2 Compute and interpret return on P2 Identify and prepare basic financial
opportunities in, accounting. assets. statements and explain how they

interrelate.

C3 Explain why ethics are crucial to A3 Appendix 1A—Explain the relation

accounting. between return and risk.

C4 Explain generally accepted accounting
principles and define and apply several
accounting principles.

C5 Appendix 1B—Identify and describe the
three major activities of organizations.
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A Decision Feature launches each chapter showing the relevance of accounting for a real entrepreneur. An

Entrepreneurial Decision assignment returns to this feature with a mini-case

CUPERTINO, CA—"When | designed the Apple stuff’ says
Steve Wozniak (a.k.a. the Wizard of Woz), "I never thought in
my life | would have enough money to fly to Hawaii or make a
down payment on a house.” But some dreams do come true.
Woz, along with Steve Jobs and Ron Wayne, founded Apple on
April 1, 1976. Today, Apple (Apple.com) boasts a value of over
$500 billion and revenues of over $170 billion. Along the way,
the young entrepreneurs faced many
challenges, including accounting issues
such as how to properly read and inter
pret accounting data. The first challenge
was how to finance the new company, which they did by selling
some of their prized possessions, such as Woz's Hewlett-
Packard scientific calculator and Jobs's Volkswagen van. The
$1,300 they raised helped them purchase the electronic equip-
ment Woz used to build the first Apple computer.

In setting up their company, the two young entrepreneurs
also had to decide what type of entity to form—a partnership
or a corporation. They decided on a partnership, and Ron
Wayne “sat down at a typewriter and typed our partnership
contract right out of his head,” recalls Woz. “He did an etching
of Newton under the apple tree for the cover of our Apple |
manual [and] he wrote the manual.” The original partnership
agreement included Wayne as a third partner with 10% own-
ership. However, a few days later, Wayne had a change of
heart when he considered the unlimited liability of a partnership.

“Wherever smart people work,
doors are unlocked”
—Steve Wozniak

He pulled out, leaving Woz and Jobs holding 50 percent each.
Within nine months, Woz and Jobs identified some advan-
tages to the corporate form of business organization, and they
converted Apple to a corporation on January 3, 1977.

As their company grew, Woz and Jobs had to learn more
accounting, along with details of preparing and interpreting
financial statements. Important questions involving transac-
tion analysis and financial reporting arose,
and the owners took care to do things right.
“Everything we did,” asserts Woz, "we
were setting the tone for the world.” Still,
there were some doubters, including Woz's father who wor-
ried about his cash controls. “A person like him shouldn't have
that much money,” said his father after finding $250,000 worth
of uncashed checks lying around in Woz's Porsche.

Woz and Jobs tightened the accounting system and fo-
cused it on providing information for Apple’s business deci-
sions. Today, Woz believes that Apple is integral to the
language of technology, just as accounting is the language of
business. In retrospect, Woz says, “Every dream | have ever
had in life has come true ten times over” He adds: “In the
end, | hope there's a little note somewhere that says | de-
signed a good computer.”

Sources: Woz website, Woz.org, January 2015; iWoz: From Computer
Geek to Cult Icon, W.W. Norton & Co., 2006; Founders at Work, Apress,
2007; Apple website, September 2014



Chapter 1 Accounting in Business

IMPORTANCE OF ACCOUNTING

C1

Explain the purpose and
importance of accounting.

Real company names are

printed in bold magenta\

EXHIBIT 1.1

Accounting Activities

Point: Technology is only as
useful as the accounting data
available, and users’ decisions
are only as good as their under-
standing of accounting. The
best software and recordkeep-
ing cannot make up for lack of
accounting knowledge.

C2

|dentify users and uses
of, and opportunities in,
accounting.

Why is accounting so popular on campus? Why are there so many openings for accounting
jobs? Why is accounting so important to companies? Why do politicians and business leaders
focus on accounting regulations? The answer is that we live in an information age, where that
information, and its reliability, impacts us all.

Accounting is an information and measurement system that identifies, records, and communi-
cates relevant, reliable, and comparable information about an organization’s business activities.
Identifying business activities requires that we select relevant transactions and events. Examples are
the sale of iPhones by Apple and the receipt of ticket money by TicketMaster. Recording business
activities requires that we keep a chronological log of transactions and events measured in dollars.
Communicating business activities requires that we prepare accounting reports such as financial
statements, which we analyze and interpret. (The financial statements and notes of Apple are shown
in Appendix A near the end of this book. This appendix also shows the financial statements of
Google and Samsung.) Exhibit 1.1 summarizes accounting activities.

Identifying Recording Communicating

Select transactions and events

Input, measure, and log

Prepare, analyze, and interpret

Accounting is part of our everyday lives. Our most common contact with accounting is
through credit approvals, checking accounts, tax forms, and payroll. These experiences tend to
focus on the recordkeeping parts of accounting. Recordkeeping, or bookkeeping, is the record-
ing of transactions and events, either manually or electronically. This is just one part of account-
ing. Accounting also identifies and communicates information on transactions and events, and it
includes the crucial processes of analysis and interpretation.

Technology is a key part of modern business and plays a major role in accounting. Technol-
ogy reduces the time, effort, and cost of recordkeeping while improving clerical accuracy.
Some small organizations continue to perform various accounting tasks manually, but even
they are impacted by technology. As technology makes more information available, the de-
mand for accounting increases and so too the skills for applying that information. Consulting,
planning, and other financial services are now closely linked to accounting. These services
require sorting through data, interpreting their meaning, identifying key factors, and analyzing
their implications.

Users of Accounting Information

Accounting is called the language of business because all organizations set up an accounting
information system to communicate data to help people make better decisions. Exhibit 1.2
shows that accounting serves many users (this is a partial listing) who can be divided into two
groups: external users and internal users.

External Information Users External users of accounting information are not directly
involved in running the organization. They include shareholders (investors), lenders, directors,
customers, suppliers, regulators, lawyers, brokers, and the press. External users have limited
access to an organization’s information. Yet their business decisions depend on information that
is reliable, relevant, and comparable. Financial accounting is the area of accounting aimed at
serving external users by providing them with general-purpose financial statements. The term
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EXHIBIT 1.2
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general-purpose refers to the broad range of purposes for which external users rely on these
statements. Following is a partial list of external users and some decisions they make with
accounting information.

Lenders (creditors) loan money or other resources to an organization. Banks, savings and
loans, co-ops, and mortgage and finance companies are lenders. Lenders look for informa-
tion to help them assess whether an organization is likely to repay its loans with interest.
Shareholders (investors) are the owners of a corporation. They use accounting reports in
deciding whether to buy, hold, or sell stock.

Directors are typically elected to a board of directors to oversee their interests in an organiza-
tion. Since directors are responsible to shareholders, their information needs are similar.

External (independent) auditors examine financial statements to verify that they are prepared
according to generally accepted accounting principles.

Nonexecutive employees and labor unions use financial statements to judge the fairness of
wages, assess job prospects, and bargain for better wages.

Regulators often have legal authority over certain activities of organizations. For example,
the Internal Revenue Service (IRS) and other tax authorities require organizations to file ac-
counting reports in computing taxes. Other regulators include utility boards that use account-
ing information to set utility rates and securities regulators that require reports for companies
that sell their stock to the public.

Voters, legislators, and government officials use accounting information to monitor and eval-
uate government receipts and expenses.

Contributors to nonprofit organizations use accounting information to evaluate the use and
impact of their donations.

Suppliers use accounting information to judge the soundness of a customer before making
sales on credit.

Customers use financial reports to assess the staying power of potential suppliers.

Internal Information Users Internal users of accounting information are those directly
involved in managing and operating an organization such as the chief executive officer (CEO),
chief financial officer (CFO), chief audit executive (CAE), treasurer, and other executive and
managerial-level employees. They use the information to help improve the efficiency and effec-
tiveness of an organization. Managerial accounting is the area of accounting that serves the
decision-making needs of internal users. Internal reports are not subject to the same rules as ex-
ternal reports and instead are designed with the special needs of internal users in mind. Following
is a partial list of internal users and some decisions they make with accounting information.

Research and development managers need information about projected costs and revenues of
any proposed changes in products and services.

Purchasing managers need to know what, when, and how much to purchase.
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Human resource managers need information about employees’ payroll, benefits, perfor-
mance, and compensation.

Production managers depend on information to monitor costs and ensure quality.

Distribution managers need reports for timely, accurate, and efficient delivery of products
and services.

Marketing managers use reports about sales and costs to target consumers, set prices, and
monitor consumer needs, tastes, and price concerns.

Service managers require information on the costs and benefits of looking after products and
services.

Opportunities in Accounting

Accounting information is in all aspects of our lives. When we earn money, pay taxes, invest
savings, budget earnings, and plan for the future, we use accounting. Accounting has four broad
areas of opportunities: financial, managerial, taxation, and accounting-related. Exhibit 1.3 lists
selected opportunities in each area.

Opportunities in Accounting

Financial Managerial Taxation Accounting-related

* Preparation * General accounting  * Preparation e Lenders * FBI investigators
* Analysis  Cost accounting * Planning e Consultants  * Market researchers
* Auditing * Budgeting * Regulatory ¢ Analysts * Systems designers
* Regulatory e Internal auditing * Investigations * Traders * Merger services
e Consulting ¢ Consulting ¢ Consulting e Directors * Business valuation
* Planning * Controller * Enforcement e Underwriters ¢ Forensic accounting
e Criminal * Treasurer * Legal services * Planners * Litigation support

investigation o Strategy * Estate plans e Appraisers * Entrepreneurs

Exhibit 1.4 shows that the majority of opportunities are in private accounting, which are
employees working for businesses. Public accounting offers the next largest number of op-
portunities, which involve services such as audit-

ing and tax advice. Still other opportunities exist

in government and not-for-profit agencies, includ-

Government, ing business regulation and investigation of law
Private not-for-profit and . .
accounting education 19% violations. . . .
5g9, Accounting specialists are highly regarded and
° . . . .
Public their professional standing is often denoted by a
accounting certificate. Certified public accountants (CPAs)
23% must meet education and experience requirements,

pass an examination, and exhibit ethical character.

Many accounting specialists hold certificates in
addition to or instead of the CPA. Two of the most common are the certificate in management
accounting (CMA) and the certified internal auditor (CIA). Employers also look for specialists
with designations such as certified bookkeeper (CB), certified payroll professional (CPP), per-
sonal financial specialist (PFS), certified fraud examiner (CFE), and certified forensic accoun-
tant (CrFA).

Demand for accounting specialists is strong. Exhibit 1.5 reports average annual salaries for
several accounting positions. Salary variation depends on location, company size, professional
designation, experience, and other factors. For example, salaries for chief financial officers
(CFOs) range from under $100,000 to more than $1 million per year. Likewise, salaries for
bookkeepers range from under $30,000 to more than $80,000.



Chapter 1 Accounting in Business
Field Title (experience) 2014 Salary 2019 Estimate*
Public Accounting Partner............ ... ... ... $239,000 $264,000
Manager (6—8years) ................ 107,500 118,500
Senior 3—-5years)................ .. 84,000 92,500
Junior (0—2years) .................. 59,500 65,500
Private Accounting CFO . 282,000 311,500
Controller/Treasurer ............... 177,500 196,000
Manager (6—8years) ................ 95,500 105,500
Senior 3—-5years).................. 79,500 88,000
Junior (0—2years) .................. 57,000 63,000
Recordkeeping Full-charge bookkeeper ............. 59,500 65,500
Accounts manager.................. 57,000 63,000
Payroll manager .................... 58,500 64,500
Accounting clerk (0-2 years) ......... 38,500 42,500

* Estimates assume a 2% compounded annual increase over current levels (rounded to nearest $500).

EXHIBIT 1.5
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FUNDAMENTALS OF ACCOUNTING

Accounting is guided by principles, standards, concepts, and assumptions. This section de-
scribes several of these key fundamentals of accounting.

Ethics—A Key Concept

The goal of accounting is to provide useful information for decisions. For information to be use-
ful, it must be trusted. This demands ethics in accounting. Ethics are beliefs that distinguish
right from wrong. They are accepted standards of good and bad behavior.

Identifying the ethical path is sometimes difficult. The preferred path is a course of action
that avoids casting doubt on one’s decisions. For example, accounting users are less likely to
trust an auditor’s report if the auditor’s pay depends on the client’s success. To avoid such con-
cerns, ethics rules are often set. For example, auditors are banned from direct investment in their
client and cannot accept pay that depends on figures in the client’s reports. Exhibit 1.6 gives a
three-step process for making ethical decisions.

1. Identify ethical concerns 2. Analyze options 3. Make ethical decision

Consider all good and
bad consequences.

=

Choose best option after
weighing all consequences.

Use personal ethics to
recognize an ethical concern.

C3

Explain why ethics are
crucial to accounting.

Point: Sarbanes-Oxley Act
requires each issuer of securi-
ties to disclose whether it has
adopted a code of ethics for its
senior officers and the contents
of that code.

EXHIBIT 1.6

Guidelines for Ethical
Decision Making
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Accountants face many ethical choices as they prepare financial reports. These choices can
affect the price a buyer pays and the wages paid to workers. They can even affect the success
of products and services. Misleading information can lead to a wrongful closing of a division
that harms workers, customers, and suppliers. There is an old saying: Good ethics are good
business.

Fraud Triangle

The fraud triangle is a model created by a criminologist that asserts the following three factors
must exist for a person to commit fraud: opportunity, pressure, and rationalization.

Opportunity. A person must envision a way to commit fraud with a low perceived risk of get-
ting caught. Employers can directly reduce this risk. An example of some control on oppor-
tunity is a pre-employment background check.

Pressure, or incentive. A person must have some pressure to commit fraud. Examples are
unpaid bills and addictions.

Rationalization, or attitude. A person who rationalizes fails to see the criminal nature of the
fraud or justifies the action.

It is important to recognize that all three factors of the fraud triangle must usually exist for fraud
to occur. The absence of one or more factors suggests fraud is unlikely. The key to dealing with
fraud is to focus on prevention. It is less expensive and more effective to prevent fraud from
happening than it is to try to detect the crime. By the time the fraud is discovered, the money is
gone and chances are slim that it will be recovered. Additionally, it is costly and time-consuming
to investigate a fraud.

Both internal and external users rely on internal controls to reduce the likelihood of fraud.
Internal controls are procedures set up to protect company property and equipment, ensure
reliable accounting reports, promote efficiency, and encourage adherence to company
policies. Examples are good records, physical controls (locks, passwords, guards), and
independent reviews.

Decision

Cooking the Books Our economic and social welfare depends on reliable ac-
counting. Some individuals forgot that and are now paying their dues. They include
Tsuyoshi Kikukawa of Olympus, guilty of hiding $1.7 billion in losses; Bernard Madoff
of Madoff Investment Securities, convicted of falsifying securities records; Bernard
Ebbers of WorldCom, convicted of an $11 billion accounting scandal; Andrew
Fastow of Enron, guilty of hiding debt and inflating income; and Ramalinga Raju of
Satyam Computers, accused of overstating assets by $1.5 billion.

Comstock/Stockbyte/Getty Images

Generally Accepted Accounting Principles

Financial accounting is governed by concepts and rules known as generally accepted account-
ing principles (GAAP). We must understand these principles to best use accounting data.
GAAP aims to make information relevant, reliable, and comparable. Relevant information af-
fects decisions of users. Reliable information is trusted by users. Comparable information is
helpful in contrasting organizations.

In the United States, the Securities and Exchange Commission (SEC), a government
agency, has the legal authority to set GAAP. The SEC also oversees proper use of GAAP by
companies that raise money from the public through issuances of their stock and debt. Those
companies that issue their stock on U.S. exchanges include both U.S. SEC registrants (compa-
nies incorporated in the United States) and non-U.S. SEC registrants (companies incorporated
under non-U.S. laws). The SEC has largely delegated the task of setting U.S. GAAP to the
Financial Accounting Standards Board (FASB), which is a private-sector group that sets
both broad and specific principles.
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International Standards

In today’s global economy, there is increased demand by external users for comparability in ac-
counting reports. This demand often arises when companies wish to raise money from lenders
and investors in different countries. To that end, the International Accounting Standards Board
(IASB), an independent group (consisting of individuals from many countries), issues Interna-
tional Financial Reporting Standards (IFRS) that identify preferred accounting practices.

If standards are harmonized, one company can potentially use a single set of financial state-
ments in all financial markets. Differences between U.S. GAAP and IFRS are decreasing as the
FASB and TASB pursue a convergence process aimed to achieve a single set of accounting stan-
dards for global use. More than 115 countries now require or permit companies to prepare fi-
nancial reports following IFRS. Further, non-U.S. SEC registrants can use IFRS in financial
reports filed with the SEC (with no reconciliation to U.S. GAAP). This means there are two sets
of accepted accounting principles in the United States: (1) U.S. GAAP for U.S. SEC registrants
and (2) either IFRS or U.S. GAAP for non-U.S. SEC registrants.

The SEC is encouraging the FASB to change U.S. GAAP over a period of several years by
endorsing, and thereby incorporating, individual IFRS standards into U.S. GAAP. This endorse-
ment process would still allow the FASB to modify IFRS when necessary. The SEC would:

Maintain its statutory oversight of the FASB, including authority to prescribe accounting
principles and standards for U.S. issuers.

Contribute to oversight and governance of the IASB through its involvement on the IFRS
Foundation Monitoring Board.

The FASB would continue, but its role would be to provide input and support to the IASB in
crafting high-quality, global standards. The FASB is to develop a transition plan to effect these
changes over the next five years or so. For updates on this roadmap, we can check with the
AICPA (IFRS.com), FASB (FASB.org), and IASB (ifrs.org).

IFRS

Like the FASB, the IASB uses a conceptual framework to aid in revising or drafting new standards. However, un-
like the FASB, the IASB’s conceptual framework is used as a reference when specific guidance is lacking. The
IASB also requires that transactions be accounted for according to their substance (not only their legal form), and
that financial statements give a fair presentation, whereas the FASB narrows that scope to fair presentation in
accordance with U.S. GAAR

Conceptual Framework and Convergence

The FASB and TASB are attempting to converge and enhance the conceptual framework that
guides standard setting. The FASB framework consists broadly of the following:

Objectives—to provide information use-
ful to investors, creditors, and others.
Qualitative Characteristics—to require
information that is relevant, reliable, and
comparable.

Objectives
of financial accounting

Elements—to define items that financial
statements can contain.

Qualitative

characteristics Elements

Recognition and Measurement—to set
criteria that an item must meet for it to be
recognized as an element; and how to
measure that element.

Recognition and measurement

For updates on this joint FASB and IASB conceptual framework convergence we can check the
FASB.org or ifrs.org websites. We must remember that U.S. GAAP and IFRS are two similar,
but not identical, systems. However, their similarities greatly outweigh any differences. The
remainder of this section describes key principles and assumptions of accounting.





