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Edmonds/Edmonds/McNair/Olds: Fundamental Financial Accounting Concepts, 9e, offers a seamless
content and technology solution to improve student engagement and comprehension, automation of
assignments and grading, and easy reporting to ensure that learning objectives are being met.

Connect® Plus Accounting provides a wide array of tools and content to improve instructor productivity and
student performance. In fact, the aggregated results of 34 Connect Plus adoptions showed an 11% improvement
in pass rates, a 16% improvement in retention, two times as many students receiving an A, and a 77% reduction

in instructor grading time.
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Base: Seven control/test groups from six institutions.

Data compiled from independent research studies at higher education institutions.
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LearnSmart®

LearnSmart, the most widely used adaptive learning
resource, is proven to improve grades. By focusing
each student on the most important information they
need to learn, LearnSmart personalizes the learning

experience so they can study as efficiently as possible.

LEARNSMART ADVANTAGE

Connect Plus reduces time spent on administrative tasks...

Reviewing Homework Giving Tests or Quizzes Grading
60 minutes 15 rnlnutes 60 minutes 0 m|nutes 60 minutes 12 minutes
without wit without without with
Connect Plus Connect Plus Connect Plus Cormect Plus Connect Plus Connect Plus

...allowing for more time to focus on concept application
and other learning.

Time spent giving Time spent
Timelepent tests or quizzes 0% reviewing
giving tests or /homework
quizzes
Time spent 40%
on concept
application Time spent
and/or active on concept
learning Time spent 90% application
reviewing and/or active
homework learning
Without Connect Plus With Connect Plus

SmartBook®

SmartBook—an extension of LearnSmart—is an
adaptive eBook that helps students focus their study
time more effectively. As students read, SmartBook
assesses comprehension and dynamically highlights
where they need to study more.

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.
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Chapter 3. The Double-Entry Accounting System
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fee14¢  DEBIT/ICREDIT TERMINOLOGY

Fundamental Financial
Accounting Concepts.

Edmonds, 9e Lo1 |
Describe business events using debitfcredit terminology:
An account form known as a T-aeeount is a good statting point for leaming double-entry recording
procedures. A T-account looks like the letter T drawn on a piece of paper. The account title is written
acrass the top of the horizontal bar of the T. The lef sids of the vertical bar is the debit side, and the right
side is the gredit side. An account has been debited when an amount is written o the left side and
credited when an amount is written on the right side. Accountants often abbreviate the term debit as dr”
and credit as “cr” For any given account, the difierence between the total debit and credit amounts is the
account balanee.
The rules for using debits and credits to record transactions in T-accounts are as follows
Rssets = Liabilities + Equity
Debit Credit Debit Credit Debit Credit
¥ ) = 7 2 2

CONNECT PLUS FEATURES

Lecture Videos

Edmonds’ Connect Plus Accounting Lecture Videos,
new to this edition, teach each chapter’s core learning
objectives and concepts through an engaging,
hands-on presentation, bringing the text content to
life. The videos have been developed by the author
team and have the touch and feel of a live lecture, as
opposed to a canned presentation. Paired with self
assessment questions, students can learn at their own
pace. Harnessing the full power of technology to truly
engage and appeal to all learning styles, the lecture
videos are ideal in all class formats—online, face-to-
face, flipped, and hybrid.

ﬁha following information was taken from the accounts of Healthy Eats, a delicatessen, at December 31, \
2014. The accounts are listed in alphabetical order, and each has a normal balance.

Accounts payable $1,200
Accounts receivable 800
Advertising expense 400
Cash 820
Common stock 400
Cost of goods sold 1,200
Interest expense 140
Merchandise inventory 900
Prepaid rent 80
Retained eamings 1,000
Sales revenue 2.000
Salaries expense 260
Rent expense 220
Loss on sale of land 50
Required

Prepare an income statement for the year using the single-step and multi-step approach. (Loss amounts
should be indicated by minus sign.)

Sales revenue ] 2,000
Expenses

Advertising expense

\_ Costofgoodssold | J

eBook

Connect Plus includes a media-rich eBook that
allows you to share your notes with your students.
Your students can insert and review their own notes,
highlight the text, search for specific information, and
interact with media resources. Using an eBook with
Connect Plus gives your students a complete digital
solution that allows them to access their materials
from any computer.



Accounting Principles 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 or Connect Plus titles.

Library @ Performance -

@ How is my section doing? Q

EASY TO USE

Learning Management System Integration

McGraw-Hill Campus is a one-stop teaching and learning experience available to use
with any learning management system. McGraw-Hill Campus provides single sign-
on to faculty and students for all McGraw-Hill material and technology from within
the school website. McGraw-Hill Campus also allows instructors instant access to all
supplements and teaching materials for all McGraw-Hill products.

Blackboard users also benefit from McGraw-Hill's industry-leading integration,
providing single sign-on to access all Connect Plus assignments and automatic
feeding of assignment results to the Blackboard grade book.

The Best of
Both Worlds

Do More

POWERFUL REPORTING

Connect Plus 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 Plus reporting is ideal for accreditation or other administrative documentation.

Q@ 2 B 2 H

At a Glance Assignment Student Item Analysis Category At-Risk LearnSmart
Insights Results & Performance Reports Analysi Stud. Reports
Statistics Reports Reports Reports

Reports
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This book is dedicated to our students, whose questions have so frequently
caused us to reevaluate our method of presentation that they have,

in fact, become major contributors to the development of this text.



NOTE FROM THE AUTHORS

®
@ connect ¢

ACCOUNTING

LECTURE VIDEOS: A SEA CHANGE IN
INSTRUCTIONAL METHODOLOGY

We are excited to announce the availability of instructional videos that explain
the content associated with every learning objective introduced throughout the
text. These videos have been developed by a member of the author team and
are available when assigned through McGraw-Hill Connect Plus Accounting.
They have the touch and feel of a live lecture as opposed to a canned PowerPoint
presentation. The benefits are enormous. Videos allow students to pause for con-
templation and note-taking. They permit students to repeat difficult concepts or
fast-forward through content they have mastered. In other words, videos enable
self-paced learning. No longer is the lecture too fast for some and too slow for
others. Now the lecture satisfies the needs of each individual student.

Many accounting educators have taught in professional exam prep courses
that make extensive use of video lectures. Now you can bring that prep course
learning approach into your everyday classroom. You can use the videos we pro-
vide to transform the traditional classroom from a passive listening exercise into
an active learning experience. Here are some examples of how you can use
instructional videos to improve the classroom environment.

e Flip courses

Instructional videos enable instructors to flip the traditional teaching model.
Specifically, instead of providing a lecture in class and then assigning homework,
flip courses deliver the lecture at home and use the classroom as a place for stu-
dents to work problems and ask questions. The teacher’s function moves from
lecturer to coach and tutor. Without a requirement to deliver a lecture, the in-
structor is free to tutor students in small groups or individually. Instruction be-
comes more focused and individualized. Indeed, when coupled with Connect®
technology, instructors can obtain real-time feedback that allows them to iden-
tify and approach specific students who are having difficulty without disturbing
those students who are able to digest the material independently.

e Competency-based learning courses

Video instruction enables the implementation of a competency-based grading
system. Since learning is self-paced, grades can be assigned on the basis of how
deep students go into the content as opposed to an averaging approach. For ex-
ample, content could be divided into modules. Grades could be assigned based on
the number of modules completed successfully. Weaker students could repeat
lower-level modules, while stronger students move on to more advanced topics.
When you are no longer forced to move students through your class in a lock-step
fashion, the potential for improving the learning environment is virtually limitless.

There are many different competency-based models that can be applied to
introductory accounting. At this point, our objective is to introduce the general
possibilities for improving learning. If you are interested in developing a specific
competency-based approach for your classroom, you can speak directly with a
member of the author team who has used videos in a variety of settings (contact
information is provided on the following page). Standardized lesson plans that
can be adapted for use in your individual classroom are available upon request.

Fundamental Financial Accounting Concepts



e Mass section courses

Many schools deliver live lectures to mass section classes. Students then break
into small groups that are led by teaching assistants or adjunct faculty. While this
approach is cost-effective, it frequently results in dissatisfaction. Students often
find it difficult to see and hear in large lecture halls. Also, the lecture must be set
at an average pace which by its nature is too fast for many students and too slow
for others. Prerecorded video lectures resolve these issues. They enable stu-
dents to study the lecture before class. They can then bring questions about the
lecture to the breakout sessions. Since videos eliminate the need for mass lec-
tures, there is more time for students to meet in small groups where they are
able to receive more individualized attention.

* Distance learning courses

One of the fastest-growing markets in higher education today is Internet-based
courses. Many students struggle with these courses. Generally, they would prefer
to learn from a lecture but due to timing or location are unable to attend class.
Prerecorded video lectures solve this problem by allowing students to access lec-
tures on demand. Until now, the only way to provide video coverage was for the
instructor to make personal recordings. Anyone who has tried this knows it is a
time-consuming activity. We offer a standardized turnkey course that is composed
of prerecorded instructional videos, self-assessment quizzes, and instructor-generated
evaluative exams. The instructor simply selects the learning objectives to be covered.
There is no simpler way to develop a distance learning course.

e Supplement your traditional lecture-based course

You do not have to change the way you teach your class to reap many of the
benefits available from video instruction. Students who have to miss class or who
have trouble comprehending certain concepts can benefit from watching video
lectures. Also, many students who attend class will be able to build confidence
by watching videos that reinforce the concepts presented in class. Since the vid-
eos are tied directly to the learning objectives, you can develop a specific plan
for students who are struggling with specific topics. Alternatively, you may offer
video instruction to enable advanced students to cover additional topics.

These are only a few opportunities made possible by video lectures. If you
would like to discuss these or other possible applications, please contact Chris
Edmonds at cedmonds@gmail.com.

Edmonds/Edmonds/McNair/Olds
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WHAT WE DID TO MAKE IT BETTER

viii

As discussed in the “Note from the Authors” this text has been revised to in-
clude video lectures that provide coverage of all of the learning objectives
included in the text. These videos have been developed by a member of the
author team and have the touch and feel of a live lecture as opposed to a
canned PowerPoint presentation. The videos provide unparalleled opportuni-
ties for instructional innovation including the development of flip courses,
distance learning courses, and competency-based teaching. The videos can
also be used in traditional courses to help students who need additional in-
struction. For example, students who are unable to keep up in class or who
have to miss class now have a video lecture that can be used to catch up. The
videos can be assigned to individual students or to the class as a whole
through McGraw-Hill Connect Plus. The instructor has complete control over
student access to video content and the accompanying self-assessment
quizzes.

Specific chapter changes:

Chapter 1 An Introduction to Accounting

e Added video lectures and self-assessment quizzes for each learning objective.

¢ Organized coverage of the statement of cash flows into a separate learning
objective.

¢ Revised coverage of the closing process. Developed a modular approach that
allows you to skip coverage of the subject or to place greater emphasis on the
topic depending on your preference.

¢ Revised the Curious Accountant feature using new high-profile companies and
products.

e Updated Focus on International Issues textbox with new high-profile
companies.

¢ New Reality Bytes content.

e Updated real-world financial statements in The Financial Analyst content.

e Updated exercises, problems, and cases.

Chapter 2 Accounting for Accruals and Deferrals

¢ Added video lectures and self-assessment quizzes for each learning objective.

¢ Revised learning objectives and content to more equally distribute material
between Sections 1 and 2.

e Revised content to highlight the relationship between the initial transaction
and the associated adjusting entries for supplies, prepaid items, and unearned
revenues. The revised content also eliminated redundancies and improved
clarity.

¢ Revised the Curious Accountant feature using new high-profile companies and
products.

e New Reality Bytes content.

¢ Reorganized exercises and problems to match the sequence of learning objec-
tives as presented in the chapter.

e Updated exercises, problems, and cases.

Fundamental Financial Accounting Concepts



Chapter 3 The Double-Entry Accounting System

¢ Added video lectures and self-assessment quizzes for each learning objective.

¢ Revised the Curious Accountant feature using new high-profile companies and
products.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

e Updated exercises, problems, and cases.

Chapter 4 Accounting for Merchandising Businesses

e Added video lectures and self-assessment quizzes for each learning objective.

e Combined the learning objective associated with gains and losses with the
learning objective related to the multistep income statement. Also, combined
the learning objective associated with inventory shrinkage with the learning
objective related to transportation cost, cash discounts, and purchase returns
and allowances. Related content was moved to appropriate parts of the
chapter.

* New Reality Bytes content.

e Updated real-world financial statements associated with The Curious
Accountant content.

* Reorganized exercises and problems to match the sequence of learning objec-
tives as presented in the chapter.

¢ Updated exercises, problems, and cases.

Chapter 5 Accounting for Inventories

e Added video lectures and self-assessment quizzes for each learning objective.

¢ Revised the Curious Accountant feature using new high-profile companies and
products.

e Updated Focus on International Issues content.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

e Updated exercises, problems, and cases.

Chapter 6 Internal Control and Accounting for Cash

¢ Added video lectures and self-assessment quizzes for each learning objective.
e New Curious Accountant content.

¢ New Reality Bytes content.

e Updated exercises, problems, and cases.

Chapter 7 Accounting for Receivables

e Added video lectures and self-assessment quizzes for each learning objective.

e Updated Curious Accountant content.

e Combined the learning objective associated with the introduction of the al-
lowance method with the learning objective related to estimating uncollect-
ible accounts expense using the percent of revenue method. Related content
was rewritten.

Edmonds/Edmonds/McNair/Olds



* Created a separate learning objective for aging of accounts receivable.

e New Reality Bytes content.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

e Updated exercises, problems, and cases.

Chapter 8 Accounting for Long-Term Operational Assets

e Added video lectures and self-assessment quizzes for each learning objective.

e New Curious Accountant content.

e Created separate learning objectives for straight-line, double-declining-
balance, and units-of-production depreciation methods. Also, created separate
learning objectives for identifying and determining the cost of intangible as-
sets versus recognizing amortization expense.

¢ Created a separate learning objective for aging of accounts receivable.

e Updated Reality Bytes content.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

e Updated exercises, problems, and cases.

Chapter 9 Accounting for Current Liabilities and Payroll

¢ Added video lectures and self-assessment quizzes for each learning objective.

e Updated Curious Accountant content.

e Updated Reality Bytes content.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

¢ Updated exercises, problems, and cases.

Chapter 10 Accounting for Long-Term Debt

e Added video lectures and self-assessment quizzes for each learning objective.

¢ Created separate learning objectives for the treatment of bond discounts and
premiums under both the straight-line and the effective interest rate methods
of amortization.

e New Curious Accountant content.

e Updated Reality Bytes content.

e Updated industry ratios and other real-world data in The Financial Analyst
content.

¢ Updated exercises, problems, and cases.

Chapter 11 Proprietorships, Partnerships, and Corporations

e Added video lectures and self-assessment quizzes for each learning objective.

¢ Created separate learning objectives for the treatment of bond discounts and
premiums under both the straight-line and the effective interest rate methods
of amortization.

¢ Revised the Curious Accountant feature using new high-profile companies and
products.

e New Reality Bytes content.

e Updated Focus on International Issues content.

e Updated real-world data in The Financial Analyst content.

e Updated exercises, problems, and cases.

Fundamental Financial Accounting Concepts



Chapter 12 Statement of Cash Flows

¢ Added video lectures and self-assessment quizzes for each learning objective.
e New Curious Accountant content.

e New Reality Bytes content.

e Updated real-world data in The Financial Analyst content.

¢ Updated exercises, problems, and cases.

Chapter 13 Financial Statement Analysis (Available online in the Connect
Library)

¢ Added video lectures and self-assessment quizzes for each learning objective.
¢ Revised learning objectives.
e New Curious Accountant content.

¢ Reorganized exercises and problems to match the sequence of learning objec-
tives as presented in the chapter.

e Updated exercises, problems, and cases.

Edmonds/Edmonds/McNair/Olds
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HOW DOES THE BOOK

REAL-WORLD EXAMPLES

The text provides a variety of real-world examples of financial
accounting as an essential part of the management process.
There are descriptions of accounting practices from real organi-
zations such as Coca-Cola, Enron, General Motors, and Amazon.
com. These companies are highlighted in blue in the text.

The Curious Accoun

Jason recently purchased a new Ford automobile from a
dealer near his home. When he told his friend Ryan that
he was able to purchase the car for $1,000 less than the
sticker price, Ryan told Jason he had gotten a lousy deal.
“Everybody knows there is a huge markup on cars,”
Ryan said. “You could have gotten a much lower price if
you'd shopped around.”

Jason responded, “If there is such a big profit margin
on cars, why did so many of the car manufacturers get into financial trouble?” Ryan told him that he was confus-
ing the maker of the car with the dealer. Ryan argued that although the manufacturers may not have high profit
margins, the dealers do, and told him again that he had paid too much

Exhibit 4.1 presents the income statements for AutoNation, Inc.. and Ford Motor Company. Based on
these statements, do you thi
a dealership operated by A|

THE CURIOUS ACCOUNTANT

company? Also, how m Answers to The Curious Accountant As data from the income statement for
page 236.) AutoNation show, automobile dealers . .
L A o not have big markups on the cars they sell. The new vehicles the company sold for $9,949.6 million in 2013 cost the EaCh Cha pter opens Wlth a Short vig nette. These
L — company $9,333.2 to purchase, resulting in a gross margin of $616.4, or 6.2 percent. In other words, if you bought an . .
“average” car from AutoNation for $20,000, the company’s gross profit on it was only $1,240 ($20,000 x .062), mean- p ose a q u eStI o n a bo Ut a re a I _Wo rl d a cco u ntl n g

ing it paid Ford $18,760 ($20,000 — $1,240). Furthermore, the company still had other expenses to pay besides its cost issue re I atEd to .t h e to p i c of th e ch a pte r. Th e

of goods sold. In 2013, only 2.1 percent of each dollar of AutoNation's sales was net profit ($374.9 + $17,517.6).

Remember, the amount shown for sales on AutoNation's income statement is based on what customers actually paid for a n SWE r to 't h e q u es‘ti o n a p pea rs i n a se pa ra‘te

the cars the company sold, not the “sticker price.” . .

Meanwhile, if Ford sold the car to AutoNation for $18,760, it eared a 10.1 percent gross margin on the sale, or $1,895 Slde ba ra feW pages fu rth er into the Cha pte r.
[$14,135 + $139,369 = 10.1%; (§139,369 — $125,234 = $14,135)] [$18,760 X .101 = $1,895]. Like AutoNation, Ford
still had other expenses to pay for besides the cost of goods sold. In 2013, Ford earned 4.9 percent of net profit on each

FoCUS ON INTERNATIONAL 155UES FOCUS ON INTERNATIONAL ISSUES

HOW DOES IFRS DIFFER FROM U.S. GAAP?

Chapter 1 discussed the progression toward a single global GARP n the
form of International Financial Reporting Standards (IFRS). That discus-

These boxed inserts expose students to IFRS and other inter-
national issues in accounting.

justhor
U.S. GAAP difers from IFRS,

First,
some differences are relatively minor. Consider the case of bank over-
drafs. Under FRS, some bank overdrafts are ncluded as a cash nflow and
reported on the statement of cash flows. U, GARP does not permit tis.
Conversely, some differences relate o very significant issues. Both IFRS
and GAAP use historcal costas thei primary metod for reporting inor-

stances. However, IFRS permits more exceptions to historical ost than
(GAAP does. Some of these differences will e discussed n later chapters.

Same of the differences affect how financial statements are pre-
sented in annual reports. IFRS requires companies to report alfiancial
statements for he current year and the prior year—two years of com-
parative data. Rules of the Securities and Exchange Commission require
U.S. companies {o report two years of balance sheets, the current and
pror year,
ments of Target Corporation in Apgr]
companies can show additonal year

THE FINANCIAL ANALYST

eed Bamplesofsuchitemsrelate | [ oo oo oo

o s e e o e R . . R,
o s st e gt Financial statement analysis is highlighted
There are many more ules that are 4 Corporate governance is the set of relationships between the board of directors, management, share- . . .
has a reasonable understanding of holders, auditors, and other stakeholders that determine how a company is operated. Clearly, financial
hear k| e e o et s e in each chapter under this heading.
the s mational, corporate governance.
——W

/ CHECK YOURSELF 3.1

What are the three sources of assets? Which accounts are debited and credited when a business

aouies an sy These short question/answer features occur at the end

s sk sk icomt b bt s e esur o . i g 13 of each main topic and ask students to stop and think
zg;:z::.y eamns revenue on account, the Receivables account is debited and the Revenue account is abOut the material jUSt Covered. The answer fol IOWS to

provide immediate feedback before students go on to a
new topic.

|  REALITY BYTES REALITY BYTES

Do all accounting systems require using debits and
credits? The answer is a definite no. Many small busi-
nesses use a single-entry system. A checkbook con-
stitutes a sufficient accounting system for many
business owners. Deposits represent revenues, and
payments constitute expenses. Many excellent auto-
mated accounting systems do not require data entry
through a debit/credit recording scheme. QuickBooks
is a good example of this type of system. Data are
entered into the QuickBooks software program
through a user-friendly computer interface that does
not require knowledge of debit/credit terminology.
Even so, the QuickBooks program produces traditional
financial reports such as an income statement, bal-
ance sheet, and statement of cash flows. How is this
possible? Before you become too ingrained in the
debit/credit system, recall that throughout the first two chapters of this text, we illustrated accounting records without using debits and cred-
its. Financial reports can be produced in many ways without using a double-entry system. Having recognized this point, we also note that the
vast majority of medium- to large-size companies use the double-entry system. Indeed, debit/credit terminology is a part of common culture.
Most people have an understanding of what is happening when a business tells them that their account is being debited or credited. It is
important for you to embrace the double-entry system as well as other financial reporting systems
A

R A

This feature expands on the topics by showing how
companies use the concepts discussed in the chapter to
make real-world business decisions.
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MOTIVATE STUDENTS?

ANNUAL REPORTS '

The 2013 annual report for Target Corporation is shown in
Appendix B.

APPENDIX B

Business Application Problems related to the annual re- PORTION OF THE FORM 10-K FOR TARGET
port are included at the end of each chapter. CORPORATION
. . . . “This appendix contains a portion of the Form 10-K for the Target Corporation that
A financial statement analysis project for the annual re- e kot
of its complete Form 10-K for the company’s fiscal year ended February 1, 2014.
ort is Iocated in A endix D AISO a eneral urpose annual Thn‘mg_huupl llils text thisis mfen:_d toas 5.: cynmpany'syzm_z fiscal year "~
p p p I g p p This document is included for illustrative purposes, and it is intended to be used for

educational purposes only. It should not be used for making investment decisions. Target

repo rt p roj ect is included fo r instructors to assi gn fo r any Corporations complete Form 10-K may be obtained from the SEC's EDGAR websitc,

using the procedures explained in Appendix A. The Form 10-K may also be found on
Target’s website under “Investor Relations.” From this page, click on the “SEC Filings”

company. tab and scroll to locate the appropriate 10-K report.

UNITED STATES.

Wastington, D.C. 20548

FORM 10-K

e s yor s Py . 2014
£ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACTOF 1934

CHAPTER FOCUS COMPANY

Each chapter introduces important managerial

Name and Type of Company Used as Main Chapter Example

. . . . Cor Used
accounting topics within the context of a real- oermie NGRS oy
istic company. Students see the impact of man- A oductonto Rt CampSies [ Remsiag
. . .. Accounting
agerial accounting decisions on the company ’
2. Accounting for Cato Consultants Provides training services

as they work through the chapter. When the Acoat srd

Focus Company is presented in the chapter, its

logo is shown so the students see its applica- v
. ) 4. Accounting for June’s Plant Shop B Sells gardening supplies

tion to the text topics. Bomenas™® Junes

5. Accounting for The Mountain Bike — Sells bicycles
Inventories Gompany Cuutiid

6. Internal Control Green Shades Resorts, m Rents resort facilities
and Accounting Inc. -
for Cash

7. Accounting for Allen’s Tutoring Aan' Provides tutoring
Receivables Services A”en S enices

3. The Double-Entry  Collins Brokerage
Accounting System  Services, Inc.

Investment consuting firm

TUTORING SERVICES

8. Accounting for Dryden Enterprises % Van rental company
Operational Assets

9. Accounting for Hertera Supply Company Supply company
Current Liabilities #. ey
and Payroll |

10. Accounting for Mason Company m@" Leases land

Long-Term Debt

11. Proprietorships, Nelson Incorporated — Software development
Partnerships, and N company
Corporations

12. Statement of New South
Cash Flows Corporation

Retail gift shop

A LOOK BACK/A LOOK FORWARD '

Students need a roadmap to make sense of where the _ _ — _ ,
R . " "o Merchandising companes earn profits by seling inventory at prices that are higher than
Ch a pter tOpICS flt |nt0 the WhOIe plCtU re. A LOOk B aCk the cost paid for the goods. Merchandising companies include retail companies (compa-

nics that sell goods to the final consumer) and wholesale companies (companics that sell
to other merchandising companics). The products sold by merchandising companies

reviews the chapter materials and a Look Forward in- ar caled imentory:. The cost (0 puschase imventory (o eceive it and 1 eady i fo
troduces students to what is to come.

A Look Back |

~~ A Look Forward

To this point, the text has explained the basic accounting cycl for service and merchan-
dising businesses. Future chapters more closely address specific accounting issucs. For
example, in Chapter 5 you will learn how to deal with inventory items that are pur-
chased at differing prices. Other chapters will discuss a variety of specific practices that
are widely used by real-world companies.

e e
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HOW ARE CHAPTER CONCEPTS

Xiv

Regardless of the instructional approach, there is no shortcut
to learning accounting. Students must practice to master ba-
sic accounting concepts. The text includes a prodigious supply
of practice materials and exercises and problems.

° SELF-STUDY REVIEW PROBLEM

A step-by-step audio-narrated series of slides is available in the Connect library. @

Academy Sales Company (ASC) started the 2016 accounting period with the balances given in the
financial statements model shown below. During 2016 ASC experienced the following business events.

1.
2

o m -
feEEE

=

Purchased $16.000 of merchandise inventory on account, terms 2/10, n/30.
The goods that were purchased in Event 1 were delivered FOB shipping point. Freight costs
of $600 were paid in cash by the responsible party.

. Returned $500 of goods purchased in Event 1.

Recorded the cash discount on the goods purchased in Event 1.

Paid the balance due on the account payable within the discount period.
Recognized $21,000 of cash revenue from the sale of merchandise.
Recognized $15,000 of cost of goods sold.

. The merchandise in Event 5a was sold to customers FOB destination. Freight costs of $950

were paid in cash by the responsible party.

. Paid cash of $4,000 for selling and administrative expenses.
. Sold the land for $5,600 cash.

PROBLEMS—SERIES A

i | All applicable Problems in Series A are available with McGraw-Hill’s
|accountine conpnect Plus Accounting.
Problem 7-17A A4 ing for lectible two cycles using the percent LO 7-1
of revenue allowance method

The following transactions apply to Jova Company for 2016, the first year of operation: CHECK FIGURES
1. Issued $10,000 of common stock for cash. CJEndig Soouns Beceubley
2. Recognized $210,000 of servi 4 ¢ e

. Recognize 000 of service revenue earned on account. 4. NetIncome, 2017: $113.400
3. Collected $162,000 from accounts receivable.
4. Paid $125,000 cash for operating expenses.
5. Adjusted the accounts to recognize uncollectible accounts expense. Jova uses the allowance

method of accounting for uncollectible accounts and estimates that uncollectible accounts
expense will be 1 percent of sales on account.

The following transactions apply to Jova for 2017:

T R NI

. Recognized $320,000 of service revenue on account.

. Collected $335,000 from accounts receivable.

. Determined that $2,150 of the accounts receivable were uncollectible and wrote them off.

. Collected $800 of an account that had previously been written off.

. Paid $205.000 cash for operating expenses.

. Adjusted the accounts to recognize uncollectible accounts expense for 2017. Jova estimates

uncollectible accounts expense will be 0.5 percent of sales on account.

Required
Complete the following requirements for 2016 and 2017. Complete all requirements for 2016
prior to beginning the requirements for 2017.

a.
b.

Identify the type of each transaction (asset source, asset use, asset exchange, or claims exchange).
Show the effect of each transaction on the elements of the financial statements, using a hori-
zontal statements model like the one shown here. Use + for increase, — for decrease, and NA

“The self-study problems and supplements on the
web are very useful for students.”

BARRY BUCHOFF,
TOWSON UNIVERSITY

“Exercises and problems are great and provide a
variety as well as multiple examples for students to
practice.”

PATRICIA BANCROFT,
BRIDGEWATER STATE UNIVERSITY

SELF-STUDY REVIEW
PROBLEM

These example problems include a detailed,
worked-out solution and provide support
for students before they work problems on
their own. These review problems are in-
cluded in an animated audio presentation
in the Connect Library.

EXERCISE SERIES A & B
AND PROBLEM SERIES
A&B

There are two sets of problems and exer-
cises, Series A and B. Instructors can assign
one set for homework and another set for
classwork.

¢ Check Figures

The figures provide key answers for selected
problems.

e Excel

Many problems can be solved using the
Excel™ templates available in the Connect
Library. A logo appears in the margins next
to these problem:s.

Fundamental Financial Accounting Concepts



REINFORCED?

ANALYZE, THINK,
COMMUNICATE (ATC)

Each chapter includes an innovative section en-
titled Analyze, Think, Communicate (ATC). This
section offers Business Applications Cases, Group
Assignments, Real-World Cases, Writing Assign-
ments, Ethical Dilemma Problems, Research
Assignments, and Spreadsheet Assignments.

We use logos to help students identify the
type of question being asked.

eXcel e Excel

@ e Real World ,

Company

@Q ¢ Research

COMPREHENSIVE PROBLEM

Beginning in Chapter 1, a comprehensive problem
builds in each successive chapter, with the ending
account balances in one chapter becoming the
beginning account balances in the next chapter.

MASTERING EXCEL AND
USING EXCEL

The Excel applications are used to make students
comfortable with this analytical tool and to
show its use in accounting.

e Group Work

e Ethics

e Writing

“Lots of good exercises and problems at the end
of each chapter with A and B choices.”

CAROL SHAVER,
LOUISIANA TECH UNIVERSITY

“I love the spreadsheet assignments and the
comprehensive problems at the end of each
chapter. | love the check figures that are
available on some of the problems.”

JANE GARVIN,
IVY TECH COMMUNITY COLLEGE

Edmonds/Edmonds/McNair/Olds

ANALYZE, THINK, COMMUNICATE

Br

ATC 2-1 i ications Case  Unde dii I-

Required
Use the Target Corporation annual report in Appendix B to answer the following questions:

Id annual reports

a. Which accounts on Target’s balance sheet are accrual type accounts?

b.  Which accounts on Target’s balance sheet are deferral type accounts?

c. Compare Target’s net income to its cash provided by operating activities for the fiscal-year
ended February 1, 2014 (2013). Which is larger?

d. First, compare Target’s 2012 net income to its 2013 net income. Next, compare Target’s 2012
cash provided by operating activities to its 2013 cash provided by operating activities. Which
changed the most from 2012 to 2013, net income or cash provided by operating activities?

ATC2-2 Group

Verizon Communications, Inc., is one of the world’s largest providers of communication services.
The following information, taken from the company’s annual reports, is available for the years
2013, 2012, and 2011:

Missing i

ing those cell addresses to the respective cell in the Cash column. Notice that the
formula in cell O6 (statement of cash flows) is set equal to cell B6 (cash on the bal-
ance sheet). Once the formula is completed for cell O6, it can be easily copied to cells
07 through O11.)
c. Using formulas, sum each of the quantitative columns to arrive at the end-of-month amounts
reported on the financial statements.

Spreadsheet Tips

(1) Center the heading Balance Sheet across columns by entering the entire heading in cell
BI. Position the cursor on B1 until a fat cross appears. Click and drag the cursor across
BI through G1. Click on the Merge and Center icon (it is highlighted in the screen in
the toolbar).

() Enter arithmetic signs as headings by placing an apostrophe in front of the sign. For
example, to enter the equal sign in cell D4, enter ‘=.
(3) Copy cells by positioning the cursor in the bottom right corner of the cell to copy from

(such as cell O6) until a thin cross appears. Click and drag the cursor down through the
desired locations to copy to (through cell O11).
(4) To enter the dollar sign, choose Format, Cells, and Currency.

COMPREHENSIVE PROBLEM

The following information is available for Pacilio Security Services Inc. for 2011, its first year of
operations. Pacilio provides security services for local sporting events.
The following summary transactions occurred during 2011:

. Acquired $6,000 from the issue of common stock.
. Borrowed $5,000 from the Small Business Government Agency. The loan is interest free.

N

. Rows and columns can be inserted by positioning the mouse on the immediate row or col-
umn after the desired position. Click on the right mouse button. With the /eft mouse button,
choose Insert and then either Entire Column or Entire Row. Use the same method to delete
columns or rows.

Enter the sequential numbering of the adjusting entries as labels rather than values by posi-
tioning an apostrophe in front of each entry. The first adjusting entry should be labeled “(1).

»

ATC 3-10 Spreadsheet Assignment  Mastery of Excel

At the end of the accounting period, Adams Company’s general ledger contained the following
adjusted balances:

Xv



HOW CAN TECHNOLOGY HELP

connect ¢ MCGRAW-HILL CONNECT PLUS ACCOUNTING

|AccOUNTING McGraw-Hill Connect Plus Accounting is a digital teaching and learning environ-
ment that gives students the means to better connect with their coursework,
their instructors, and the important concepts that they will need to know for suc-
cess now and in the future. With Connect Plus Accounting, instructors can deliver
assignments, quizzes, and tests easily online. Students can review course material
and practice important skills. Connect Plus Accounting provides the following
features:

Mc
Graw
Hill
Educ:

Problem 6-25 Acceunting for depreciation over multiple accouniing cycles: Straight-line depreciation LO 6-3, 6-4 L] S ma I’tB OOk a nd Lea rn S mart.

Zhao Company began operations when it acquired $40.000 cash from the issue of common stock on H
January 1, 2014 The cash acquired was immediately used to purchase equipment for $40,000 that had a ® AUto-g raded onllne Homework'
54,000 salvage val d ected useful life of four years. Th ui it used to produce th H H H 5
fn\lowmgs‘?evenue sutrz:n: (az\is"s:;i; all rex_'u:nue tran:acu;;s Tr:fm c?a:hl}, R‘:‘t?:e I:vej;?\.nnlsng Dfoﬂ?e' ﬁ&hci'ea: ° An IntegratEd medla-rICh EBOOkl aIIOWIng for any-
the equipment was sold for $4.500 cash. Zhao uses straight-fine depreciation. time anywhere access to the textbook
y .
2014 2015 2016 2017 2018 ° ic i -
T —— I?ynamlc I|nk.s between the problems or ques
tions you assign to your students and the loca-
Required tion in the eBook where that concept is covered.
Prepare an income statements for each of the five years. (Loss amounts should be indicated with a . . .
bt ) o A powerful search function to pinpoint and con-

nect key concepts to review.

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

3,500 10,000 10,500 8,500 For more information about Connect Plus
Accounting, go to www.connect.mheducation.
com, or contact your local McGraw-Hill Higher
Education representative.

Reavenue 5 9.500 5 10,000 § 10500 § 8.500

Depreciation
expense
Met income (loss)

4 » 1l

e SmartBook, powered by LearnSmart

|S M /_\ R T B D D K LearnSmart® is the market-leading adaptive study resource that is
proven 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 designed to change the way students read and learn. It creates a
personalized reading experience by highlighting the most impactful concepts a stu-

dent needs to learn at that moment in time. As a student engages with SmartBook,
the reading experience continuously adapts by high-

Mc
Graw
Hill
Educ.

e T ————— e T
TS~ 4|4 ) P — lighting content based on what the student knows

EEEE DALITERICHRI SYATEN)_ and doesn’t know. This ensures that the focus is on
s e e the content he or she needs to learn, while simulta-
neously promoting long-term retention of material.
Use SmartBook’s real-time reports to quickly
Gl identify the concepts that require more attention
. from individual students—or the entire class. The
> b= end result? Students are more engaged with course
T content, can better prioritize their time, and come
. i to class ready to participate.

Wh using , purchases
inventory on account, the balance In the: (Select all that apply.)

Check ol that apply
Cost of Goods Sold account increases.

Gross margin decreases.

Cash account decreases.

Accounts Payable account increases. 1

Inventory account increases. | R s
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IMPROVE STUDENT SUCCESS?

e Online assignments

Connect Plus Accounting helps students learn more efficiently by providing feed-
back and practice material when they need it, where they need it. Connect Plus
grades homework automatically and gives immediate feedback on any questions
students may have missed. Our assignable, gradable end-of-chapter content includes
a general journal application that looks and feels like what you would find in a gen-
eral ledger software package. Also, select questions have been redesigned to test
students’ knowledge more fully. They now include tables for students to work
through rather than requiring that all calculations be done offline.

e |Lecture videos

One or more lecture videos are available for every learning objective introduced
throughout the text. The videos have been developed by a member of the au-
thor team and have the touch and feel of a live lecture. The videos are accompa-
nied by a set of self-assessment quizzes. Students can watch the videos and then
test themselves to determine if they understand the material presented in the
video. Students can repeat the process, switching back and forth between the
video and self-assessment quizzes, until they are satisfied that they understand
the material.

e Student Resource Library

The Connect Plus Accounting Student Resources give students access to addi-
tional resources such as recorded lectures, online practice materials, an eBook,
and more.

Edmonds/Edmonds/McNair/Olds

“The Lecture Videos are
outstanding for online
courses and as a tutorial for
face-to-face presentation.”

PHILIP LITTLE, COASTAL
CAROLINA UNIVERSITY
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1. Compute a predetermined overhead rate

2 Prepars schedules of cost of goods manufactured and eost of goads sold
3 Compute underapplied or overappliad overhead cost fo close the balance in Manufacturing Overhead to the appropriate accounts

EEHS-2-: Cost of Goods Manufactured and Cost of Gonds Sold - Excel 2 @ - &8 %
HOME | INSERT  PAGELAVOUT  FORMULAS  DATA  REVIEW  VIEW signin[CY
Alﬂ- * Calibii 1 = % B |
Pidte - s 1B Alignment Number Condiions] Formstas Cell | Cells  Editing
- % * Formatting - Table- Styles % ¥

Clipboard = Font Styles -

E24 | \ x N | =evms v
A 5 c o 3 F (] H i =

2 [The allocation base for overhead is direct labor hours [

3 u

4 |Datafor the year just ended:

5 |Estimated total manufacturing overhead cost $ 275,000

& |Estimated total direct labor hours 25,000

7 |Actual total dirsct labor hours I 77,760

: = -

2 |Actual costs for the year:

10| Purchase of raw materials (all direct) $375,000

11| Direct labor cost $535,300

12| Manufacturing overhead costs $302,750

13

14 |Inventories: Beginning Ending

15| Raw materials (all direct) $ 15000 $ 11375

15 | Work in process S 27,875 5 22,350

17| Finished goods S 34,600 s 36,450

18

19 |Use the data to answer the following.

20

21 1. Compute applied overhead and determine the amount of ied or overapp!

22| Actual manufacturing overhead cost

23| Predetermined overhead rate 511.00

2a| Actwal direct labor hours :el!

25| Manufacturing averhead applied I 1 =

« » | Costs [ ]

Attemptls)  3/3

Xviii

B M -—t— 1%
Hint || Show Me

e Excel simulations

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

professors.

MCGRAW-HILL CONNECT PLUS
ACCOUNTING FEATURES

Connect Plus Accounting offers powerful tools, re-
sources, and features to make managing assignments
easier, so faculty can spend more time teaching.

Simple Assignment Management and Smart
Grading With Connect Plus Accounting, students can
engage with their coursework anytime, anywhere, mak-
ing the learning process more accessible and efficient.

Create and deliver assignments easily with selectable end-of-chapter questions

and test bank items.

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

Access and review each response; manually change grades or leave comments
for students to review.
Reinforce classroom concepts with practice assignments, instant quizzes, and

exams.

Fundamental Accounting

edit assignment /

set policies / review & assign

Chapter 3 Assignment “ @

edit

Fundamental Managerial Accounting Concepts (Edmonds, Edmonds, Tsay, Olds, 7e) > Chapter 03: Analysis of

add questions

Cost, Volume, and Pricing to Increase Profitability > Chapter D3 Problems - Static

filter resuits

- question type
[ selectall
[] Worksheet

filter results +

= Gradable
[] selectall
[7] automatic
filter results »
+ AACSB
+ ACPA
+ Bloom's

organize assignment

15, | 150.00
questions  } points
assigned H
view | = list | W individually
select a different question source

or create a question

s socior. | ([N

results 8

questions question type

Problem 3-17A Determining the break-even point and preparing a contribution

margin income statement LO 31 Werkshinel

Problem 3-184 Analyzing change in sales prics using the confribution marginratio oo L

L0 31,32

Problem 3-19A Effect of converting variable to fixed costs LO 3-2 Waorkshest

Prablem 3-20A Determining the break-even point and preparing a break-even

graph LO 31, 3-3 Worksheet

Problem 3-21A Margin of safety and operating leverage LO 3-4 Worksheet
lara & 0ok An v

‘ijg.\em 3-22A Analyzing sales price and fixed cost using the equation method LO Warksheet
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e Powerful Instructor and Student Reports
Connect Plus Accounting keeps instructors informed about how each student,
section, and class is performing, allowing for more productive use of lecture and
office hours. The reports tab enables you to:

¢ 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.

¢ Collect data and generate reports required by many accreditation organiza-
tions, such as AACSB and AICPA.

home library reports

reports

section performance ki

80.83%" overal secton averagedor 115 assignment{s)

5
L6
2 &0
0 I
q
¢ 3

sssignments
*As of \GNARZ0T0 429 PM COT
report types

AsSignment rasults
See student scores (n high, medium and low ranges.

student performance
Tk fEviEw: a1 INAMOUA! stadent's pensimance

assignment statistics
Mean, highest, lowest scores on each assignment

item analysis
How your studients scored on each assignment itsm

categery analysis
Performance Dased on Kem calenory CAtena you choose

e Connect Insight

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 @ How is my section doing? ()
regarding how your class is doing.

Connect Insight™ provides an at-a-glance
analysis on five key insights, available at a mo-
ment’s notice from your tablet device.

Accounting Principles

e How are my students doing?

e How is my section doing?

e How is this student doing?

e How are my assignments doing?
e How is this assignment going?

Student Distribution - at 2 glance | 50 /50 Students VTR0
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e Instructor Library

The Connect Plus Accounting Instructor Library is your 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 Plus Accounting Instructor
Library includes access to:

¢ Solutions Manual

e Instructor’s Manual

e Test Bank

e Instructor PowerPoint® slides
e Media-rich eBook

Fundamental Accounting

B Library @& Performance ~ « My courses

library

ebook
assignments
my files

my lectures 7

instructor =3
resources

Build a better course with these resources

ebook bank lectures
access and search é create an assignment /J record and view

your textbook from our question banks = ===~  your lectures
Want to see all ihe assignments that you've created in this course? View my assignments

pre-made assignment collections

Explore our collections of pre-made assignments. Use them as is or edit them to create your own custom
assignments

pre-built assignments

These assignments have been created from the end of chapter
questions in your textbook. Use them as-is or edit them to create
your own custom assignments.

TEGRITY CAMPUS: LECTURES 24/7

N Tegrity Campus, is a service that makes class time avail-

oeg rltx able 24/7 by automatically capturing every lecture.

With a simple one-click start-and-stop process, you cap-

ture all computer screens and corresponding audio in a format that is easily

searchable, frame by frame. Students can replay any part of any class with easy-to-
use browser-based viewing on a PC, Mac, or other mobile device.

Help turn your students’ study time into learning moments immediately sup-
ported by your lecture. With Tegrity Campus, you also increase intent listening
and class participation by easing students’ concerns about note-taking. Lecture
Capture will make it more likely you will see students’ faces, not the tops of their
heads. To learn more about Tegrity, watch a 2-minute Flash demo at http://
tegritycampus.mhhe.com.
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e McGraw-Hill Campus

e McGraw-Hill Campus™ is a new one-stop teaching
E.’.?"f cam p us and learning experience available to users of 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 Plus platform, from directly within the institution’s website.
To learn more about MH Campus, visit http://mhcampus.mhhe.com.

e Custom Publishing through Create

s - McGraw-Hill Create™ is a new, self-service
raw Cr% e website that allows instructors to create cus-
ALl tom 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. Instructors can even personalize their book with the
course name and information and choose the best format for their students—

color print, black-and-white print, or an eBook.
Through Create, instructors can

¢ Select and arrange the content in a way that makes the most sense for their
course.

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

® Choose the best format for their students—print or eBook.

¢ Edit and update their course materials as often as they like.

Begin creating now at www.mcgrawhillcreate.com.

e 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 prod-
ucts. 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. One of our Technical Support Analysts will be able to assist
you in a timely fashion.
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Assurance of Learning Ready

Many educational institutions today are focused on
the notion of assurance of learning, an important
element of many accreditation standards.
Fundamental Financial Accounting Concepts 9e is
designed specifically to support your assurance of
learning initiatives with a simple, yet powerful,
solution.

Each chapter in the book begins with a list of
numbered learning objectives, which appear
throughout the chapter as well as in the end-of-
chapter assignments. Every Test Bank question for
Fundamental Financial Accounting Concepts maps
to a specific chapter learning objective in the text-
book. Each Test Bank question also identifies topic
area, level of difficulty, Bloom’s Taxonomy level,
and AICPA and AACSB skill area. You can use our
Test Bank software, EZ Test Online, or Connect Plus
Accounting to easily search for learning objectives
that directly relate to the learning objectives for
your course. You can then use the reporting fea-
tures of EZ Test to aggregate student results in simi-
lar fashion, making the collection and presentation
of Assurance of Learning data simple and easy.

AACSB Statement

McGraw-Hill/lrwin is a proud corporate member of
AACSB International. Understanding the impor-
tance and value of AACSB accreditation,
Fundamental Financial Accounting Concepts 9e rec-
ognizes the curricula guidelines detailed in the
AACSB standards for business accreditation by con-
necting selected questions in the text and the Test
Bank to the general knowledge and skill guidelines
in the revised AACSB standards.

The statements contained in Fundamental
Financial Accounting Concepts 9e 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 Fundamental
Financial Accounting Concepts 9e and the teaching
package make no claim of any specific AACSB qual-
ification or evaluation, we have, within the text
and test bank, labeled selected questions according
to the eight general knowledge and skill areas.

McGraw-Hill’s Connect Plus Accounting
g C()mect® @ Connect Plus Account-
o ing offers a number of
|accounTING powerful tools and
features to make managing your classroom easier.
Connect Plus Accounting with Edmonds 9e offers
enhanced features and technology to help both
you and your students make the most of your time

inside and outside the classroom. See page 000 for
more details.

EZ Test Online

This test bank in Word format contains multiple-
choice questions, essay questions, and short prob-
lems. Each test item is coded for level of difficulty,
learning objective, AACSB and AICPA skill area, and
Bloom's Taxonomy level.

McGraw-Hill's EZ Test Online is a flexible and
easy-to-use electronic testing program that allows
instructors to create tests from book-specific items.
EZ Test Online accommodates a wide range of
question types and allows instructors to add their
own questions. Multiple versions of the test can be
created and any test can be exported for use with
course management systems such as BlackBoard/
WebCT. EZ Test Online gives instructors a place to
easily administer exams and quizzes online. The
program is available for Windows and Macintosh
environments.
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McGraw-Hill Connect Plus Accounting

o McGraw-Hill Connect

. Conne(:t Plus Accounting helps

|ACCOUNTING  prepare you for your

future by enabling faster learning, more efficient

studying, and higher retention of knowledge.

Connect Plus Accounting includes access to a

searchable, integrated online version of the text,
and much more.

CourseSmart
Learn Smart. Choose Smart.

CourseSmart is a way
for faculty to find and
review eTextbooks. It's
also a great option for
students who are interested in accessing their
course materials digitally and saving money.
CourseSmart offers thousands of the most com-
monly adopted textbooks across hundreds of
courses from a wide variety of higher education
publishers. With the CourseSmart eTextbook, stu-
dents can save up to 45 percent off the cost of a
print book, reduce their impact on the environ-
ment, and access powerful 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
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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.

Study Guide

ISBN-10: 1259296784 ISBN-13: 9781259296789
This proactive guide incorporates many of the
accounting skills essential to student success. Each
chapter contains a review and explanation of the
chapter’s learning objectives, as well as multiple-
choice problems and short exercises. Unique to this
Study Guide is a series of articulation problems that
require students to indicate how accounting events
affect the elements of financial statements. Now
available through McGraw-Hill Create.

Working Papers

ISBN-10: 1259296792 ISBN-13: 9781259296796
This study aid contains forms that help students orga-
nize their solutions to homework exercises and prob-
lems. Now available through McGraw-Hill Create.

eXcel

Excel Templates

These templates allow students to develop spread-
sheet skills to solve selected assignments identified
by an icon in the end-of-chapter material.



ACKNOWLEDGMENTS

Our grateful appreciation is extended to those who reviewed
previous editions:

Special thanks to the talented people who prepared the supplements. These take a great
deal of time and effort to write and we appreciate their efforts. Molly Brown of James
Madison University prepared the Test Bank, Instructor’s Manual, and PowerPoints. Jack
Terry developed the Excel Templates. llene Leopold Persoff of Long Island University accu-
racy checked the Test Bank, Instructor’s Manual, and PowerPoints. We also thank our text
accuracy checkers llene Leopold Persoff of Long Island University—Post Campus and Kris-
tine Palmer of Longwood University. A special thanks to Linda Bell of Park University for her

XXiv

contribution to the Financial Statement Analysis material that appears in Appendix D.

We extend our sincere appreciation to Tim Vertovec, James Heine, Diane Nowaczyk,
Pat Fredrickson, Danielle Andries, Kathleen Klehr, and Carol Bielski. We deeply appreci-
ate the long hours that you committed to the formation of a high-quality text.

¢ Thomas P. Edmonds ¢ Christopher T. Edmonds ¢ Frances M. McNair ¢ Philip R. Olds

We would like to express our appreciation to the people who have provided assistance
in the development of this textbook.

We express our sincere thanks to the following individuals who provided extensive
reviews for the current and previous editions:

Reviewers

Stacey Adams, Antelope Valley
College

Charles Richard Aldridge, Western
Kentucky University

Mary Allen, Boise State University

Sheila Ammons, Austin Community
College

Susan Anderson, Appalachian
State University

Marie Archambault, Marshall
University

Kashi Balachandran, Stern School,
New York University

Patricia Bancroft, Bridgewater
State University

Debra Barbeau, Southern Illinois

Ira Bates, Florida A&M University

Jim Bates, Mountain Empire
Community College

Deborah Beard, Southeast Missouri
State University

Judy Beebe, Western Oregon
University

Linda Bell, William Jewell College
Judy Benish, Fox Valley Tech

Debbie Benson, Kennesaw State
University

J. Lawrence Bergin, Winona State
University

Wilbur Berry, Jacksonville State
University

Eddy Birrer, Gonzaga University

Arthur Boyett, Francis Marion
University

Cassie Bradley, Troy State University

Rodger Brannan, University of
Minnesota, Duluth

Roscoe Eugene Bryson, University of
Alabama in Huntsville

Connie Buchanan, Southwest Texas
Junior College

Barry Buchoff, Towson University

Georgia Buckles, Manchester
Community College

Radie Bunn, Southwest Missouri
State University

Jackie Burke, Hofstra University
Gregory Bushong, Wright State

University-Carbondale Nancy Bledsoe, Millsaps College University

Charles Baril, James Madison Amy Bourne, Oregon State Sandra Byrd, Missouri State
University University University

Beryl Barkman, University of Cendy Boyd, Northeast Judith Cadle, Tarleton State
Massachusetts-Dartmouth Louisiana State University

Cheryl Bartlett, Albuquerque TVI
Community College

Lindsey Boyer, Central Piedmont
Community College

James Cahsell, Miami University
Scott Cairns, Shippensburg College

Fundamental Financial Accounting Concepts



Mark Camma, Atlantic Cape
Community College

Elizabeth Cannata, Johnson &
Wales University

Eric Carlsen, Kean University

Frederic J. Carlson, LeTourneau
University

Joan Carroll, SUNY-College at Oswego

Valrie Chambers, Texas A&M
University, Corpus Christi

Bruce Chase, Radford University

Alan Cherry, Loyola Marymount
University

Bea Chiang, College of New Jersey

Ginger Clark, University of
Cincinnati

Paul Clikeman, University of Richmond

Ronald Colley, State University of
West Georgia

Cheryl Corke, Genesse Community
College

Samantha Cox, Wake Technical
Community College

William Cress, University of
Wisconsin-La Cross

Kathy Crusto-Way, Tarrant County
College Southeast

Sue Cullers, Tarleton State
University

Jill D'Aquila, lona College

Wagih Dafashy, College of
William & Mary

Laura DelLaune, Louisiana State
University

Guenther Dermanelian, Johnson &
Wales University

Robert Derstine, Villanova University

Walter Doehring, Genesee
Community College

George Dow, Valencia Community
College

Lola Dudley, Eastern Illinois University

Melanie Earls, Mississippi State
University

Catherine Eason, Queens University
of Charlotte

Alan Eastman, Indiana University of
Pennsylvania

M. J. Edwards, Adirondack
Community College

Edmonds/Edmonds/McNair/Olds

Susan Eldridge, University of
Nebraska, Omaha

Terry Elliott, Morehead State
University

Tom English, Boise State University

Denise English, Boise State
University

Ruth Epps, Virginia Commonwealth
University

Caroline Falconetti, Nassau
Community College

John Farlin, Ohio Dominican
University

Philip Fink, University of Toledo

David Fordham, James Madison
University

Lou Fowler, Missouri Western State
College

Ken Fowler, San Jose State University

Peter Frischmann, Idaho State
University

Ralph Fritzsch, Midwestern State
University

Mark Fronke, Cerritos College
Ross Fuerman, Suffolk University

Mary Anne Gaffney, Temple
University

David Ganz, University of
Missouri-Saint Louis

Michael Garner, Salisbury State
University

Jane Garvin, lvy Tech Community
College

William T. Geary, College of William
and Mary

Lucille Genduso, Nova Southeastern
University

Frank Gersich, Gustavus Adolphus
College

Daniel Gibbons, Waubonsee
Community College

Claudia Gilbertson, North Hennepin
Community College

Frank Giove, Niagara University

Lorraine Glasscock, University of
North Alabama

Diane Glowacki, Tarrant County
College

John Gould, Western Carolina
University

Joseph Guardino, Kingsborough
Community College

Jeffry Haber, lona College

Abo-El-Yazeed Habib, Minnesota
State University, Mankato

Larry Hagler, East Carolina
University

Penny Hanes, Virginia Tech
University

Deborah Hanks, Cardinal Stritch
University

Leon Hanouille, Syracuse University

Coby Harmon, University of
California, Santa Barbara

Judith Harris, Nova Southeastern
University

Phillip Harsha, Southwest Missouri
State University

Charles Hart, Copiah-Lincoln
Community College

Paul Haugen, Wisconsin Indianhead
Technical College

Thomas Hayes, University of
Louisiana, Monroe

Inez Heal, Youngstown State
University

Kenneth Hiltebeitel, Villanova

Nitham Hindi, Shippensburg
College

Jan Holmes, Louisiana State University

Bambi Hora, University of Central
Oklahoma

M. A. Houston, Wright State
University

Susan Hughes, Butler University

Kurt Hull, California State
University, Los Angeles

Karen Hull, Kansas Wesleyan
University

Richard Hulme, California
State Polytechnic
University-Pomona

Gary Todd Jackson, Northeastern
State University

Sharon Jackson, Samford University

Agatha Jeffers, Montclair State
University

Scott Jerris, San Francisco State
University

Pamela Jones, Mississippi State
University



XXVi

David Juriga, Saint Louis
Community College

Shelley Stall Kane, Wake Technical
Community College

Khondkar Karim, Monmouth
University

Cindi Khanlarian, University of
North Carolina Greensboro

Bonita Kramer, Montana State
University

Nathan Kranowski, Radford
University

Leah Kratz, Eastern Mennonite
University

Joan Lacher, Nassau Community
College

Steven LaFave, Augsburg College

Helen LaFrancois, University of
Massachusetts-Dartmouth

Ellen Landgraf, Loyola University,
Chicago

Robert Landry, Massasoit
Community College

Joseph Larkin, Saint Joseph’s
University

Laurie Larson, Valencia Community
College

William Lathen, Boise State
University

Doug Laufer, Metropolitan State
College of Denver

Daniel Law, Gonzaga University

David Law, Youngstown State
University

Marilynn Leathart, John Carroll
University

Patsy Lee, University of Texas,
Arlington

June Li, University of Minnesota,
Duluth

William Link, University of
Missouri-Saint Louis

Philip Little, Coastal Carolina
University

Larry Logan, University of
Massachusetts-Dartmouth

Patricia Lopez, Valencia Community
College

Angelo Luciano, Columbia
College—Chicago

James Lukawitz, University of
Memphis

Catherine Lumbattis,
Southern Illinois
University-Carbondale

Nancy Lynch, West Virginia
University

Mary MacAusland, Reading Area
Community College

Mostafa Maksy, Northeastern
lllinois University

Mary Manktelow, James Madison
University

Joseph Marcheggiani, Butler
University

Herb Martin, Hope College

Elizabeth Matz, University of
Pittsburgh, Bradford

Alan Mayer-Sommer, Georgetown
University

Lynn Mazzola, Nassau Community
College

Ruth Ann McEwen, Suffolk University

Dwight Mcintyre, Clemson
University

Dawn McKinley, William Rainey
Harper College

Shaen McMurtrie, Northern
Oklahoma College

Nancy Meade, Radford University

Trini Melcher, California State
University, San Marcos

Sara Melendy, Gonzaga University

Pam Meyer, University of Louisiana,
Lafayette

R. L. C. Miller, California State
University, Fullerton

Elizabeth Minbiole, Northwood
University

Susan Minke, Indiana University-
Purdue University, Ft. Wayne

George Minmier, University of
Memphis

Cheryl Mitchem, Virginia State
University

Patrick Montgomery, University of
Wisconsin, Platteville

Lu Montondon, Southwest Texas
State University

Gerald Motl, Xavier University

Elizabeth Mulig, Columbus State
University

Steve Muller, Valencia Community
College

Steven Muller, Valencia Community
College

Carol Murphy, Quinsigamond
Community College

Irvin Nelson, Utah State University

Bruce Neumann, University of
Colorado, Denver

Christine Noel, Colorado State
University—Pueblo

Tim Nygaard, Madisonville
Community College

Ron O’Brien, Fayetteville Technical
Community College

Brian O’'Doherty, East Carolina
University

Bruce Oliver, Rochester Institute of
Technology

Joseph Onyeocha, South Carolina
State University

Ashton Oravetz, Tyler Junior
College

Stephen Owusu-Ansah, University
of Texas, Pan American

Lawrence Ozzello, University of
Wisconsin-Eau Claire

Eileen Peacock, Oakland University

Kathy Perdue, DeVry Institute of
Technology at Decatur

Viola Persia, SUNY Stony Brook
Jack Peterson, Utah State University

Thomas Phillips, Jr., Louisiana Tech
University

Cynthia Phipps, Lake Land College

Ronald Pierno, Florida State
University

Cathy Pitts, Highline Community
College

Atul Rai, Wichita State University
Mary Raven, Mount Mary College
Thomas Rearick, Indiana University

Craig Reeder, Florida A&M
University

Jane Reimers, Florida State
University

Ann Rich, Quinnipiac University
Laura Rickett, Kent State University

Michael Riordan, James Madison
University

Patricia Robinson, Johnson and
Wales University

Luther Ross, Central Piedmont
Community College

Pamela Rouse, Butler University

Ann Rowell, Central Piedmont
Community College

Ken Ruby, Idaho State University
Nadine Russell

P. N. Saksena, Indiana University,
South Bend

Nancy Schneider, Lynchburg College

Henry Schulman, Grossmont
College

Fundamental Financial Accounting Concepts



Jeffrey Schwartz, Montgomery
College

Joanne Segovia, Minnesota State
University, Moorhead

Cindy Seipel, New Mexico State
University

Suzanne Sevalstad, University of
Nevada-Las Vegas

Kim Shaughnessy, James Madison
University

Carol Shaver, Louisiana Tech
University

John Shaver, Louisiana Tech
University

Lewis Shaw, Suffolk University

Mary Sheil, Kennesaw State
University

Eileen Shifflett, James Madison
University

Nathan Slavin, Hofstra University

Talitha Smith, Auburn University

Jill Smith, Idaho State University

Sondra Smith, University of West
Georgia

Nancy Snow, University of Toledo

Paul E. Solomon

Mary Soroko, St. Cloud State
University

Linda Specht, Trinity University

John Sperry, Virginia
Commonwealth University

Barbara Squires, Corning
Community College

Vic Stanton, University of California
Berkeley

Paul Steinbart, Saint Louis
University-Saint Louis

Scott Steinkamp, College of Lake
County

Focus Group Participants

Mark Anderson, University of Texas
at Dallas

Brenda Benson, Blinn College

Anna Marie Boulware, St. Charles
Community College

Norris Dorsey, California State
University, Northridge

Caroline Falconetti, Nassau
Community College

Judith Harris, Nova Southeastern
University

Carol Hutchinson, AB Tech
Douglas Larson, Salem State College

Edmonds/Edmonds/McNair/Olds

Tim Stephens, DeVry Institute of
Technology at Addison

Mary Stevens, University of
Texas-El Paso

Sue Stickland, University of
Texas, Arlington
Leonard Stokes, Siena College

Ronald Strittmater, North Hennepin
Community College

Gloria Stuart, Georgia Southern
University

Janice Swanson, Southern Oregon
University

James Swayze, University of
Nevada, Las Vegas

Ellen Sweatt, Georgia Perimeter
College

Jan Sweeney, Baruch College
CUNY

Rasoul Taghizadeh, Lexington
Community College
Bill Talbot, Montgomery College

Maurice Tassin, Louisiana Tech
University

Kerri Tassin, Missouri State
University

Steve Teeter, Utah Valley State
College

Kim Temme, Maryville University

Peter Theuri, Northern Kentucky
University

James Thompson, Oklahoma City
University

Ada Till, Prairie View A&M
University

Karen Turner, University of
Northern Colorado

Suneel Udpa, St. Mary’s College of
California

Joseph Lupino, St. Mary’s College
of California

Al Nagy, John Carroll University

Ron Pierno, Florida State
University

Linda Poulson, Elon University
Atul Rai, Wichita State University

Gayle Richardson, Bakersfield
College

Dwight Riley, Richland College

Megan Schaupp, West Virginia
University—Morgantown

Rex Schildhouse, Miramar College

Donna Ulmer, St. Louis Community
College, Meramec

Denise Dickins Veitch, Florida
Atlantic University

George Violette, University of
Southern Maine

Beth Vogel, Mount Mary College

Sharon Walters, Morehead State
University

Andrea Weickgenannt, Northern
Kentucky University

J. D. Weinhold, Concordia College

Judith Welch, University of Central
Florida

T. Sterling Wetzel, Oklahoma State
University, Stillwater

Thomas Whalen, Suffolk
University

Thomas Whitacre, University of
South Carolina

Jennifer Wilbanks, State Fair
Community College

Macil C. Wilkie, Jr., Grambling State
University

Marvin Williams, University of
Houston

Stephen Willits, Bucknell
University

Marie Winks, Lynchburg College

Kenneth Winter, University of
Wisconsin-La Cross

Alan Winters, Clemson University

Gail Wright, Bryant University

Marjorie Yuschak, Rutgers
University

Judith Zander, Grossmont College

Haiwen Zhang, University of
Minnesota

Ping Zhon, Baruch College

Virginia Smith, Saint Mary’s College
of California

Warren Smock, Ivy Tech Community
College

Kathy Sobieralski, University of
Maryland, University College

Rasoul Taghizadeh, Bluegrass
Community and Technical
College

LaVerne Thomas-Vertrees, St. Louis
Community College

Al Wallace, Owensboro
Community & Technical College



Chapter 1
Chapter 2
Chapter 3
Chapter 4
Chapter 5
Chapter 6
Chapter 7
Chapter 8
Chapter 9
Chapter 10
Chapter 11
Chapter 12
Chapter 13

BRIEF CONTENTS

An Introduction to Accounting 2

Accounting for Accruals and Deferrals 70

The Double-Entry Accounting System 146
Accounting for Merchandising Businesses 212
Accounting for Inventories 274

Internal Control and Accounting for Cash 318
Accounting for Receivables 364

Accounting for Long-Term Operational Assets 420
Accounting for Current Liabilities and Payroll 480
Accounting for Long-Term Debt 538
Proprietorships, Partnerships, and Corporations 596
Statement of Cash Flows 644

Financial Statement Analysis (Available online
in the Connect Library) 13-0

Appendix A Accessing the EDGAR Database
through the Internet 698

Appendix B Portion of the Form 10-K for Target
Corporation 699

Appendix C Summary of Financial Ratios 765

Appendix D Annual Report and Financial
Statement Analysis Projects 768

Appendix E  Accounting for Investment
Securities 776

Appendix F Time Value of Money 785
Glossary 793

Photo Credits 803

Index 804



Note from the Authors iv

Chapter 1 An Introduction to Accounting 2

SECTION 1: Collecting and Organizing
Information 3

Role of Accounting in Society 4

Using Free Markets to Set Resource
Priorities 4

Accounting Provides
Information 5

Types of Accounting
Information 6

Nonbusiness Resource
Usage 6

Careers in Accounting 6
Measurement Rules 8
Reporting Entities 8

Elements of Financial Statements 10

Using Accounts to Gather
Information 10

Accounting Equation 11

Recording Business Events under the
Accounting Equation 13
Asset Source Transactions 13
Asset Exchange Transactions 14

Another Asset Source
Transaction 14

Asset Use Transactions 15
Summary of Transactions 16

Interpreting Information Shown in the
Accounting Equation 17

The Left versus the Right Side of
the Accounting Equation 17

Cash and Retained Earnings 17

Business Liquidations Resulting
from Net Losses 18

Business Liquidations Resulting
from the Mismanagement of
Assets 19

Two Views of the Right Side of the
Accounting Equation 19

Recap: Types of Transactions 20

SECTION 2: Reporting
Information 21

Preparing Financial Statements 21

Income Statement and the
Matching Concept 21

Statement of Changes in
Stockholders’ Equity 23

Balance Sheet 23
Statement of Cash Flows 24
The Closing Process 25

The Horizontal Financial Statements
Model 28

The Financial Analyst 29
Real-World Financial Reports 29

Annual Report for Target
Corporation 30

Special Terms in Real-World
Reports 32

A Look Back 32

A Look Forward 32

Self-Study Review Problem 33
Key Terms 36

Questions 36

Multiple-Choice Questions 37
Section 1 Exercises—SeriesA 37
Section 2 Exercises—SeriesA 41

Sections 1 and 2
Problems—Series A 46

Section 1 Exercises—Series B 50
Section 2 Exercises—Series B 54

Sections 1 and 2
Problems—Series B 59

Analyze, Think, Communicate 62
Comprehensive Problem 68



SECTION 1: Accounting for Accruals 71

Accrual Accounting 72

Accounting for Accounts
Receivable 73

Other Events 74

Accounting for Accrued Salary
Expense (Year-End Adjusting
Entry) 74

Summary of Events and General
Ledger 76

Vertical Statements Model 76
Income Statement 76

Statement of Changes in
Stockholders’ Equity 76

The Closing Process 79

Steps in an Accounting Cycle 79
The Matching Concept 79

The Conservatism Principle 81

SECTION 2: Accounting for
Deferrals 81
Second Accounting Cycle 81

Accounting for Supplies
Purchase 82

Accounting for Prepaid
Items 83

Accounting for Receipt of
Unearned Revenue 85

Other 2017 Events 87

Summary of Events and General
Ledger 87

Vertical Statements Model 90

Closing for the 2017 Accounting
Period 91

Transaction Classification 93
Corporate Governance 94

The Financial Analyst 94
Importance of Ethics 94
Sarbanes-Oxley Act 94

Common Feartures of Criminal
and Ethical Misconduct 95

A Look Back 97

A Look Forward 98

Appendix 98

Self-Study Review Problem 102
Key Terms 104

Questions 104

Multiple-Choice Questions 105
Section 1 Exercises—SeriesA 105
Section 2 Exercises—SeriesA 109

Sections 1 and 2
Problems—Series A 117

Section 1 Exercises—Series B 122
Section 2 Exercises—Series B 126

Sections 1 and 2
Problems—Series B 135

Analyze, Think, Communicate 140
Comprehensive Problem 145

Chapter 3 The Double-Entry Accounting System 146

Chapter Opening 146
Debit/Credit Terminology 148

Recording Transactions in
T-Accounts 148

Asset Source Transactions 148

Asset Exchange Transactions 151
Asset Use Transactions 152

Claims Exchange Transactions 154

Adjusting the Accounts 155



Overview of Debit/Credit
Relationships 157

The General Journal 157
Trial Balance and Financial
Statements 161
Closing Entries 163
Post-Closing Trial Balance 164
The Financial Analyst 165

Assessing the Effective Use
of Assets 165

Assessing Debt Risk 166

Real-World Data 167
Scope of Coverage 168
ALook Back 168

A Look Forward 169
Appendix 169

Self-Study Review Problem 171
Key Terms 174

Questions 174
Multiple-Choice Questions 175
Exercises—SeriesA 175
Problems—SeriesA 183
Exercises—SeriesB 190
Problems—Series B 198
Analyze, Think, Communicate 205
Comprehensive Problem 211

Chapter 4 Accounting for Merchandising Businesses 212

Chapter Opening 212

Accounting for Inventory
Transactions 215

Allocating Inventory Cost between
Asset and Expense Accounts 216

Perpetual Inventory System 216
Effects of 2016 Events on Financial
Statements 216
Ledger Accounts and Financial
Statements 218

Transportation Cost, Purchase

Returns and Allowances, and

Cash Discounts Related to

Inventory Purchases 220
Effects of 2017 Events on Financial
Statements 220

Accounting for Purchase Returns
and Allowances 221

Purchase Discounts 222

The Cost of Financing
Inventory 223

Accounting for Transportation
Costs 223

Adjustment for Lost, Damaged, or
Stolen Inventory 226

Gains, Losses, and a Multistep Income
Statement 227

Events Affecting Sales 231

Accounting for Sales Returns and
Allowances 232

Accounting for Sales
Discounts 233

The Financial Analyst 234

Common Size Financial
Statements 234

Ratio Analysis 234
Real-World Data 236
A Look Back 237
A Look Forward 238
Appendix 238
Self-Study Review Problem 241
Key Terms 242
Questions 242
Multiple-Choice Questions 243



Exercises—SeriesA 243
Problems—Series A 252
Exercises—Series B 255

Problems—Series B 264
Analyze, Think, Communicate 267
Comprehensive Problem 272

Chapter 5 Accounting for Inventories 274

Chapter Opening 274

Inventory Cost Flow Methods 276
Specific Identification 276
First-In, First-Out (FIFO) 276
Last-In, First-Out (LIFO) 276
Weighted Average 276
Physical Flow 276

Effect of Cost Flow on Financial
Statements 277

Multiple Layers with Multiple
Quantities 278

Allocating Cost of Goods Available
for Sale 278

Effect of Cost Flow on Financial
Statements 280

Inventory Cost Flow When Sales
and Purchases Occur
Intermittently 282

Lower-of-Cost-or-Market Rule 284

Avoiding Fraud in Merchandising
Businesses 286

Estimating the Ending Inventory
Balance 287

The Financial Analyst 289

Average Number of Days to Sell
Inventory 290

Is It a Marketing or an Accounting
Decision? 290

Real-World Data 290

Effects of Cost Flow on Ratio
Analysis 291

A Look Back 291

A Look Forward 292

Self-Study Review Problem 292
Key Terms 293

Questions 293

Multiple-Choice Questions 294
Exercises—SeriesA 294
Problems—SeriesA 299
Exercises—Series B 303
Problems—Series B 308
Analyze, Think, Communicate 312
Comprehensive Problem 316

Chapter 6 Internal Control and Accounting for Cash 318

Chapter Opening 318

Key Features of Internal Control

Systems 320
Segregation of Duties 321
Quality of Employees 321
Bonded Employees 321
Required Absences 321

Procedures Manual 321

Authority and
Responsibility 322

Prenumbered Documents 322
Physical Control 322
Performance Evaluations 322
Limitations 322



Accounting for Cash 323
Controlling Cash 323
Checking Account Documents 325

Reconciling the Bank Account 327

Determining True Cash
Balance 327

Adjustments to the Bank
Balance 327

Adjustments to the Book
Balance 327

Correction of Errors 328
Certified Checks 328

Illustrating a Bank
Reconciliation 329

Updating GSRI’s Accounting
Records 330

Cash Short and Over 331
Using Petty Cash Funds 332

The Financial Analyst 334

Notes to the Financial
Statements 335

EXiiiy |

Management’s Discussion and
Analysis 335

Role of the Independent
Auditor 335

The Securities and Exchange
Commission 337

A Look Back 338

A Look Forward 339

Self-Study Review Problem 339
Key Terms 340

Questions 340

Multiple-Choice Questions 341
Exercises—SeriesA 341
Problems—SeriesA 345
Exercises—Series B 349
Problems—Series B 353
Analyze, Think, Communicate 358
Comprehensive Problem 362

Chapter 7 Accounting for Receivables 364

Chapter Opening 364

Estimating Uncollectible Accounts
Expense Using the Percent of Revenue
Method 366
Accounting Events Affecting the
2016 Period 366
Recording and Reporting
Uncollectible Accounts
Events in the Double-Entry
System 369
Financial Statements 369

Accounting Events Affecting the
2017 Period 370

Recording and Reporting
Uncollectible Accounts Events in
the Double-Entry System 373

Analysis of Financial
Statements 374

Estimating Uncollectible Accounts
Expense Using the Percent of
Receivables Method 374

Aging Accounts Receivable 375

Matching Revenues and Expenses
versus Asset Measurement 376

Recognizing Uncollectible Accounts
Expense Using the Direct Write-Off
Method 377

Accounting for Notes Receivable 378

Recording and Reporting
Transactions Related to Notes
Receivable 379

Financial Statements 382
Accounting for Credit Card Sales 383
The Financial Analyst 384

Costs of Credit Sales 384



Average Number of Days to Collect

Accounts Receivable 385
Real-World Data 385

A Look Back 388

A Look Forward 388

Self-Study Review Problem 389
Key Terms 390

Questions 390

Multiple-Choice Questions 391
Exercises—SeriesA 391
Problems—SeriesA 397
Exercises—Series B 403
Problems—Series B 409
Analyze, Think, Communicate 414
Comprehensive Problem 418

Chapter 8 Accounting for Long-Term Operational

Assets 420
Chapter Opening 420

Tangible versus Intangible Assets 422

Tangible Long-Term Assets 422

Intangible Assets 422
Determining the Cost of Long-Term
Assets 423

Basket Purchase Allocation 423
Methods of Recognizing Depreciation
Expense 424

Dryden Enterprises
lllustration 425

Straight-Line Depreciation 425
Financial Statements 427

Double-Declining-Balance
Depreciation 428

Units-of-Production
Depreciation 430

Accounting for the Disposal of

Long-Term Operational Assets 432

Comparing the Depreciation
Methods 432

Income Tax Considerations 433

Revision of Estimates 435
Revision of Life 435
Revision of Salvage 436

Continuing Expenditures for Plant
Assets 436
Costs That Are Expensed 436
Costs That Are Capitalized 436

Natural Resources 438

Intangible Assets 439
Trademarks 440
Patents 440
Copyrights 440
Franchises 441
Goodwill 441

Expense Recognition for
Intangible Assets 442

Balance Sheet
Presentation 443

The Financial Analyst 444

Effect of Judgment and
Estimation 444

A Look Back 446
A Look Forward 446

Self-Study Review
Problem 446

Key Terms 448

Questions 448

Multiple-Choice Questions 449
Exercises—Series A 449
Problems—Series A 455
Exercises—Series B 461
Problems—Series B 467
Analyze, Think, Communicate 472
Comprehensive Problem 478



Chapter 9 Accounting for Current Liabilities

and Payroll 480

Chapter Opening 480
Accounting for Notes Payable 482
Accounting for Sales Tax 484
Contingent Liabilities 485
Warranty Obligations 486

General Ledger T-Accounts and
Financial Statements 488

Accounting for Payroll 489
Identifying Employees 489
Employees’ Gross Earnings 490

Deductions from Employees’ Gross

Earnings 490
Federal Income Taxes 490

Federal Income Tax
Documents 491

Social Security and Medicare Taxes

(FICA) 492

Voluntary Withholdings
(Deductions) 493

Computing Employee Net Pay 494

Employer Payroll Taxes 495

Recording and Reporting Payroll
Taxes 495

Employee Fringe Benefits 496
The Financial Analyst 496

Current versus Noncurrent 496
Liquidity versus Solvency 499

A Look Back 500

A Look Forward 501

Appendix 501

Self-Study Review Problem 507
Key Terms 509

Questions 510

Multiple-Choice Questions 510
Exercises—SeriesA 510
Problems—SeriesA 517
Exercises—Series B 521
Problems—Series B 528
Analyze, Think, Communicate 532
Comprehensive Problem 536

Chapter 10 Accounting for Long-Term Debt 538

Chapter Opening 538
Installiment Notes Payable 540
Line of Credit 543

Bond Liabilities 544
Advantages of Issuing Bonds 544
Security of Bonds 545
Timing of Maturity 545
Special Features 546
Bond Ratings 547
Restrictive Covenants 547
Bonds Issued at Face Value 547

Journal Entries and Financial
Statement Effects 547

Financial Statements 549

Amortization Using the Straight-Line
Method 550
Bonds Issued at a Discount 550
Bonds Issued at a Premium 555
Bond Redemptions 556
Amortization Using the Effective
Interest Rate Method 557
Amortizing Bond Discounts 558
Amortizing Bond Premiums 559

The Financial Analyst 561

Financial Leverage and Tax
Advantage of Debt Financing 561

EBIT and Ratio Analysis 562
Times Interest Earned Ratio 563



A Look Back 564

A Look Forward 564

Self-Study Review Problem 564
Key Terms 565

Questions 565

Multiple-Choice Questions 566
Exercises—SeriesA 566

Problems—SeriesA 573
Exercises—Series B 577
Problems—Series B 583
Analyze, Think, Communicate 587
Comprehensive Problem 594

Chapter 11 Proprietorships, Partnerships, and
Corporations 596

Chapter Opening 596

Forms of Business Organizations 598
Regulation 598
Double Taxation 599
Limited Liability 600
Continuity 600
Transferability of Ownership 600
Management Structure 600
Ability to Raise Capital 600

Appearance of Capital Structure in
Financial Statements 601

Accounting for Capital Stock 602
Par Value 602
Stated Value 603
Other Valuation Terminology 603

Stock: Authorized, Issued, and
Outstanding 603

Classes of Stock 603

Accounting for Stock
Transactions 605

Financial Statement
Presentation 607

Treasury Stock 607
Dividends, Stock Splits, and
Appropriations of Retained
Earnings 610
Cash Dividend 610
Stock Dividend 611

Stock Split 612

Appropriation of Retained
Earnings 612

Financial Statement
Presentation 613

The Financial Analyst 614
Receiving Dividends 614
Increasing the Price of Stock 614
Price-Earnings Ratio 615

Exercising Control through Stock
Ownership 616

ALook Back 616

A Look Forward 617

Self-Study Review Problem 618
Key Terms 618

Questions 619

Multiple-Choice Questions 620
Exercises—SeriesA 620
Problems—Series A 624
Exercises—Series B 628
Problems—Series B 632
Analyze, Think, Communicate 636
Comprehensive Problem 641



twitterd

Follow your inte

s, indust

our friend:
|nstant updates from ¥ g aroun

celebrities, and what's happenin

CI—

g

Chapter 12 Statement of Cash Flows 644

Chapter Opening 644

An Overview of the Statement of

Cash Flows 646
Operating Activities 646
Investing Activities 647
Financing Activities 647

Noncash Investing and Financing
Activities 648

Reporting Format for the
Statement of Cash Flows 648
Preparing a Statement of Cash
Flows 649
Preparing the Operating Activities
Section of a Statement of Cash Flows
Using the Indirect Method 650

Indirect Method—Reconciliation
Approach 652

Indirect Method—Rule-Based
Approach 656
Preparing the Operating Activities
Section of a Statement of Cash Flows
Using the Direct Method 659
Preparing the Investing Activities
Section of a Statement of Cash
Flows 659

Reconciliation of Investment
Securities 660

Reconciliation of Store Fixtures 660
Reconciliation of Land 660

Preparing the Financing Activities
Section of a Statement of
Cash Flows 661

Reconciliation of Mortgage
Payable 662

Reconciliation of Bonds
Payable 662

Reconciliation of Common
Stock 663

Reconciliation of Retained
Earnings 663

Reconciliation of Treasury Stock 663

Preparing the Schedule of Noncash
Investing and Financing Activities 666

The Financial Analyst 666
Real-World Data 666

A Look Back 668

A Look Forward 669

Self-Study Review Problem 669
Key Terms 671

Questions 671

Multiple-Choice Questions 672
Exercises—SeriesA 672
Problems—SeriesA 677
Exercises—Series B 682
Problems—Series B 687
Analyze, Think, Communicate 692

Chapter 13 Financial Statement Analysis (Available online
in the Connect Library) 13-0

Chapter Opening 13-0
Factors in Communicating Useful
Information  13-2
The Users 13-2
The Types of Decisions 13-2
Information Analysis 13-2

Methods of Analysis 13-2
Horizontal Analysis 13-3
Vertical Analysis 13-5

Ratio Analysis 13-6

Objectives of Ratio Analysis 13-6



13-7

Measures of Debt-Paying Ability
Liquidity Ratios 13-7

13-10

Measures of Profitability 13-13

Measures of Managerial

Solvency Ratios

Effectiveness 13-13
Stock Market Ratios 13-15

Limitations of Financial Statement
Analysis 13-18
Different Industries 13-18
Changing Economic
Environment 13-19

Accounting Principles 13-19

Appendix A Accessing the EDGAR
Database through the Internet 698

Appendix B  Portion of the Form 10-K
for Target Corporation 699

Appendix C  Summary of Financial
Ratios 765

Appendix D  Annual Report and
Financial Statement Analysis
Projects 768

A Look Back 13-20

Self-Study Review Problem 13-21
Key Terms 13-23
Questions 13-23
Multiple-Choice Questions 13-23

Exercises—SeriesA 13-23
Problems—SeriesA 13-28
Exercises—Series B 13-34
Problems—Series B 13-39

Analyze, Think, Communicate 13-45

Appendix E  Accounting for
Investment Securities 776

Appendix F  Time Value of
Money 785

Glossary 793
Photo Credits 803
Index 804



Fundamental Financial

Concepts

iNg

Account




CHAPTER 1

An Introduction to Accounting

LEARNING OBJECTIVES

After you have mastered the material in this chapter, you will be able to:
SECTION 1: COLLECTING AND ORGANIZING INFORMATION

LO 1-1 Explain the role of accounting in society.
LO 1-2 Construct an accounting equation and show how business events affect the equation.
LO 1-3 Interpret information shown in an accounting equation.

LO 1-4 Classify business events as asset source, use, or exchange transactions.
SECTION 2: REPORTING INFORMATION

LO 1-5 Prepare an income statement, a statement of changes in stockholders’ equity, and a
balance sheet.

LO 1-6 Prepare a statement of cash flows.
LO 1-7 Explain the closing process.
LO 1-8 Record business events using a horizontal financial statements model.

= Video lectures and accompanying self-assessment quizzes are available for all learning objectives
—  through McGraw-Hill Connect® Plus Accounting.

The Curious Accountant

Who owns McDonald’s? Who owns the American Red Cross (ARC)? Many
people and organizations other than owners are interested in the operations of
McDonald’s and the ARC. These parties are called stakeholders. Among others,
they include lenders, employees, suppliers, customers, benefactors, research insti-
tutions, local governments, flood victims, lawyers, bankers, financial analysts, and
government agencies such as the Internal Revenue Service and the Securities and
Exchange Commission. Organizations communicate information to stakeholders through financial reports.

How do you think the financial reports of McDonald’s differ from those of the ARC? (Answer on page 11.)



COLLECTING AND ORGANIZING INFORMATION

Why should you study accounting? You should study accounting because it can help you succeed in business. Businesses use
accounting to keep score. Imagine trying to play football without knowing how many points a touchdown is worth. Like sports,
business is competitive. If you do not know how to keep score, you are not likely to succeed.

Accounting is an information system that reports on the economic activities and financial condition of a business or other
organization. Do not underestimate the importance of accounting information. If you had information that enabled you to predict
business success, you could become a very wealthy Wall Street investor. Communicating economic information is so important

that accounting is frequently called the /language of business.
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ROLE OF ACCOUNTING IN SOCIETY

How should society allocate its resources? Should we spend more to harvest food
or cure disease? Should we build computers or cars? Should we invest money in
IBM or General Motors? Accounting provides information that helps answer such
questions.

Using Free Markets to Set Resource Priorities

Suppose you want to start a business. You may have heard “you have to have money to
make money.” In fact, you will need more than just money to start and operate a busi-
ness. You will likely need such resources as equipment, land, materials, and employees.
If you do not have these resources, how can you get them? In the United States, you
compete for resources in open markets.

A market is a group of people or entities organized to exchange items of value. The
market for business resources involves three distinct participants: consumers, conver-
sion agents, and resource owners. Consumers use resources. Resources are frequently
not in a form consumers want. For example, nature provides trees but consumers want
furniture. Conversion agents (businesses) transform resources such as trees into desir-
able products such as furniture. Resource owners control the distribution of resources to
conversion agents. Thus resource owners provide resources (inputs) to conversion
agents who provide goods and services (outputs) to consumers.

For example, a home builder (conversion agent) transforms labor and materials
(inputs) into houses (output) that consumers use. The transformation adds value to the
inputs, creating outputs worth more than the sum of the inputs. For example, a house
that required $220,000 of materials and labor to
build could have a market value of $250,000.

Common terms for the added value created in
the transformation process include profit, in-
come, or earnings. Accountants measure the
added value as the difference between the cost of
a product or service and the selling price of that
product or service. The profit on the house de-
scribed above is $30,000, the difference between
its $220,000 cost and $250,000 market value.

Conversion agents who successfully and efficiently (at low cost) satisfy consumer
preferences are rewarded with high earnings. These earnings are shared with resource
owners, so conversion agents who exhibit high earnings potential are more likely to
compete successfully for resources.

Return to the original question. How can you get the resources you need to
start a business? You must go to open markets and convince resource owners that
you can produce profits. Exhibit 1.1 illustrates the market trilogy involved in
resource allocation.

The specific resources businesses commonly use to satisfy consumer demand are
financial resources, physical resources, and labor resources.

Financial Resources

Businesses (conversion agents) need financial resources (money) to get started and to
operate. Investors and creditors provide financial resources.

I Investors provide financial resources in exchange for ownership interests in busi-
nesses. Owners expect businesses to return to them a share of the business, includ-
ing a portion of earned income.

I Creditors lend financial resources to businesses. Instead of a share of the business,
creditors expect the businesses to repay borrowed resources plus a specified fee
called interest.
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EXHIBIT 1.1

Resource R . Conversion Good§ and Consumers
owners agents services
Provide Add value by Use resources
financial, transforming
physical, and basic resources
labor resources into goods and
to conversion services that
agents consumers
demand
LD Compensation Sl Profits Consumers
owners agents
Compensate Reward
resource owners conversion
with interest, agents with
shared profits, profits

high purchase
prices, and high
wages

Investors and creditors prefer to provide financial resources to businesses with high
earnings potential because such companies are better able to share profits and make
interest payments. Profitable businesses are also less likely to experience bankruptcy.

Physical Resources

In their most primitive form, physical resources are natural resources. Physical resources
often move through numerous stages of transformation. For example, standing timber
may be successively transformed into harvested logs, raw lumber, and finished furniture.
Owners of physical resources seek to sell those resources to businesses with high earn-
ings potential because profitable businesses are able to pay higher prices and make
repeat purchases.

Labor Resources

Labor resources include both intellectual and physical labor. Like other resource provid-
ers, workers prefer businesses that have high income potential because these businesses
are able to pay higher wages and offer continued employment.

Accounting Provides Information

How do providers of financial, physical, and labor resources identify conversion agents
(businesses) with high profit potential? Investors, creditors, and workers rely heavily on
accounting information to evaluate which businesses are worthy of receiving resources.
In addition, other people and organizations have an interest in accounting information
about businesses. The many users of accounting information are commonly called
stakeholders. Stakeholders include resource providers, financial analysts, brokers,
attorneys, government regulators, and news reporters.

The link between conversion agents (businesses) and those stakeholders who pro-
vide resources is direct: businesses pay resource providers. Resource providers use ac-
counting information to identify companies with high earnings potential because those
companies are more likely to return higher profits, make interest payments, repay debt,
pay higher prices, and provide stable, high-paying employment.
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The link between conversion agents and other stakeholders is indirect. Financial
analysts, brokers, and attorneys may use accounting information when advising their
clients. Government agencies may use accounting information to assess companies’
compliance with income tax laws and other regulations. Reporters may use accounting
information in news reports.

Types of Accounting Information

Stakeholders such as investors, creditors, lawyers, and financial analysts exist outside of
and separate from the businesses in which they are interested. The accounting informa-
tion these external users need is provided by financial accounting. In contrast, the ac-
counting information needed by internal users, stakeholders such as managers and
employees who work within a business, is provided by managerial accounting.

The information needs of external and internal users frequently overlap. For ex-
ample, external and internal users are both interested in the amount of income a busi-
ness earns. Managerial accounting information, however, is usually more detailed than
financial accounting reports. For example, investors are concerned about the overall
profitability of Wendy’s versus Burger King; whereas a Wendy’s regional manager is in-
terested in the profits of individual Wendy’s restaurants. In fact, a regional manager is
also interested in nonfinancial measures, such as the number of employees needed to
operate a restaurant, the times at which customer demand is high versus low, and
measures of cleanliness and customer satisfaction.

Nonbusiness Resource Usage

The U.S. economy is not purely market based. Factors other than profitability often
influence resource allocation priorities. For example, governments allocate resources for
national defense, to redistribute wealth, or to protect the environment. Foundations,
religious groups, the Peace Corps, and other benevolent organizations prioritize re-
source usage based on humanitarian concerns.

Organizations that are not motivated by profit are called not-for-profit entities (also
called nonprofit or nonbusiness organizations). Stakeholders interested in nonprofit or-
ganizations also need accounting information. Accounting systems measure the cost of
the goods and services not-for-profit organizations provide, the efficiency and effective-
ness of the organizations’ operations, and the ability of the organizations to continue to
provide goods and services. This information serves a host of stakeholders, including
taxpayers, contributors, lenders, suppliers, employees, managers, financial analysts, at-
torneys, and beneficiaries.

The focus of accounting, therefore, is to provide information that is useful to a vari-
ety of business and nonbusiness user groups for decision making. The different types of
accounting information and the stakeholders that commonly use the information are
summarized in Exhibit 1.2.

Careers in Accounting

An accounting career can take you to the top of the business world. In a recent Forbes
article Jeffery Sanders reveals that a significantly higher percentage of Fortune 500
CEOs advance from financial backgrounds than any other discipline. Sanders notes
that large companies prefer CEOs who understand the financial ramifications of busi-
ness decisions.

What do accountants do? Accountants identify, record, analyze, and communicate
information about the economic events that affect organizations. They may work in
either public accounting or private accounting.

Public Accounting

You are probably familiar with the acronym CPA. CPA stands for certified public
accountant. Public accountants provide services to various clients. They are usually
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paid a fee that varies depending on the service provided. Services typically offered
by public accountants include (1) audit services, (2) tax services, and (3) consulting
services.

B Audit services involve examining a company’s accounting records in order to issue
an opinion about whether the company’s financial statements conform to generally
accepted accounting principles. The auditor’s opinion adds credibility to the state-
ments, which are prepared by the company’s management.

B Tax services include both determining the amount of tax due and tax planning to
help companies minimize tax expense.

B Consulting services cover a wide range of activities that include everything from
installing sophisticated computerized accounting systems to providing personal
financial advice.

All public accountants are not certified. Each state government, as well as Washington,
DC, and four U.S. territories, establish certification requirements applicable in that
jurisdiction. Although the requirements vary from jurisdiction to jurisdiction, CPA
candidates normally must have a college education, pass a demanding technical
examination, and obtain work experience relevant to practicing public accounting.

Private Accounting

Accountants employed in the private sector usually work for a specific company or
nonprofit organization. Private sector accountants perform a wide variety of functions
for their employers. Their duties include classifying and recording transactions, billing
customers and collecting amounts due, ordering merchandise, paying suppliers, prepar-
ing and analyzing financial statements, developing budgets, measuring costs, assessing
performance, and making decisions.
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Private accountants may earn any of several professional certifications. For exam-
ple, the Institute of Management Accountants issues the Certified Management
Accounting (CM A) designation. The Institute of Internal Auditors issues the Certified
Internal Auditor (CIA) designation. These designations are widely recognized indicators
of technical competence and integrity on the part of individuals who hold them. All
professional accounting certifications call for meeting education requirements, passing
a technical examination, and obtaining relevant work experience.

Measurement Rules

Suppose a store sells an MP3 player in December to a customer who agrees to pay for
it in January. Should the business recognize (report) the sale as a December transaction
or as a January transaction? It really does not matter as long as the storeowner discloses
the rule the decision is based on and applies it consistently to other transactions.
Because businesses may use different reporting rules, however, clear communication
also requires full and fair disclosure of the accounting rules chosen.

Communicating business results would be
simpler if each type of business activity were re-
ported using only one measurement method.
World economies and financial reporting prac-
tices, however, have not evolved uniformly.
Even in highly sophisticated countries such as
the United States, companies exhibit significant
diversity in reporting methods. Providers of fi-
nancial reports assume that users are educated
about accounting practices.

The Financial Accounting Standards Board
(FASB)' is a privately funded organization with
the primary authority for establishing account-
ing standards in the United States. The mea-
surement rules established by the FASB are
called generally accepted accounting principles
(GAAP). Financial reports issued to the public
must follow GAAP. This textbook introduces
these principles so you will be able to under-
stand business activity reported by companies
in the United States.

Companies are not required to follow GAAP when preparing management account-
ing reports. Although there is considerable overlap between financial and managerial
accounting, managers are free to construct internal reports in whatever fashion best
suits the effective operation of their companies.

Reporting Entities

Think of accountants in the same way you would think of news reporters. A news re-
porter gathers and discloses information about some person, place, or thing. Likewise,
an accountant gathers and discloses financial information about specific people or busi-
nesses. The people or businesses accountants report on are called reporting entities.
When studying accounting you should think of yourself as the accountant. Your first
step is to identify the person or business on which you are reporting. This is not always
as easy as it may seem. To illustrate, consider the following scenario.

'The FASB consists of seven full-time members appointed by the supporting organization, the Financial
Accounting Foundation (FAF). The FAF membership is intended to represent the broad spectrum of individuals
and institutions that have an interest in accounting and financial reporting. FAF members include representatives
of the accounting profession, industry, financial institutions, the government, and the investing public.
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FOCUS ON INTERNATIONAL ISSUES

IS THERE GLOBAL GAAP?

As explained in this chapter, accounting is a measurement and communi-
cation discipline based on rules referred to as generally accepted account-

ing principles (GAAP). The rules described in this text are based on GAAP e
used in the United States, but what rules do the rest of the world use? Is SECURITIES
there a global GAAP, or does each country establish its own unique GAAP?

Until recently, each country developed its own unique GAAP. Global e
companies were required to prepare multiple sets of financial statements to §
satisfy each country’s GAAP. The use of multiple accounting standards EXCHANGE
across the globe made comparing company performance difficult and ex-

CcOMMISSION

pensive. To address the need for a common set of financial standards, the
International Accounting Standards Committee was formed in 1973. The
committee was reorganized as the International Accounting Standards
Board (IASB) in 2001. The IASB issues International Financial Reporting
Standards (IFRS), which are rapidly gaining support worldwide. In 2005,
companies in the countries who were members of the European Union were required to use the IFRS as established by the IASB, which is
headquartered in London. Today, over 100 countries require or permit companies to prepare their financial statements using IFRS.

As of 2014, most of the major economic countries have switched from their local GAAP to IFRS. One notable exception is the United
States, but even here, the Securities and Exchange Commission announced in 2008 that it was seriously considering adopting rules that
would allow our companies to use either GAAP or IFRS. Although not finalized when this book was being prepared, many accountants in the
United States believe this will occur. Additionally, there is an active process in place to reduce the differences between IFRS and U.S. GAAP.

There are many similarities between the IASB and the FASB. Both the FASB and the IASB are required to include members with a variety
of backgrounds, including auditors, users of financial information, academics, and so forth. Also, both groups primarily require that their
members work full-time for their respective boards; they cannot serve on the board while being compensated by another organization. (The
IASB does allow up to three of its members to be part-time.) Members of each board serve five-year terms and can be reappointed once.
The funds to support both boards, and the large organizations that support them, are obtained from a variety of sources, including selling
publications and private contributions. To help maintain independence of the board’s members, fund-raising is performed by separate sets
of trustees.

Despite their similarities, there are significant differences between the IASB and the FASB. One of these relates to size and geographic
diversity. The FASB has only seven members, all from the United States. The IASB has sixteen members, and these must include at least four
from Asia, four from Europe, four from North America, one from Africa, and one from South America.

Not only is the structure of the standards-setting boards different but the standards and principles they establish may also differ signifi-
cantly. In this chapter, you will learn that GAAP employs the historical cost concept. This means that the assets of most U.S. companies are
shown on the balance sheet at the amount for which they were purchased. For example, land that has a market value of millions of dollars may
be shown on Ford’s financial statements with a value of only a few hundred thousand dollars. This occurs because GAAP requires Ford to show
the land at its cost rather than its market value. In contrast, IFRS permits companies to show market values on their financial statements. This
means that the exact same assets may show radically different values if the statements are prepared under IFRS rather than GAAP.

Throughout this text, where appropriate, we will note the differences between U.S. GAAP and IFRS. However, by the time you graduate,
it is likely that among the major industrialized nations, there will be a global GAAP.

Jason Winston recently started a business. During the first few days of operation,
Mr. Winston transferred cash from his personal account into a business account for a
company he named Winston Enterprises. Mr. Winston’s brother, George, invested cash
in Winston Enterprises for which he received an ownership interest in the company.
Winston Enterprises borrowed cash from First Federal Bank. Winston Enterprises paid
cash to purchase a building from Commercial Properties, Inc. Winston Enterprises
earned cash revenues from its customers and paid its employees cash for salaries
expense.

How many reporting entities are described in this scenario? Assuming all of the
customers are counted as a single entity and all of the employees are counted as a single
entity, there are a total of seven entities named in the scenario. These entities include:
(1) Jason Winston, (2) Winston Enterprises, (3) George Winston, (4) First Federal





