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REACHING

GREAT HEIGHTS
BEGINS WITH A

OLID BASE

As our eyes are drawn upward to the skyline of great cities, it’s important

to remember that these impressive constructions are able to reach such

heights only because their foundations are strong. In much the same way,

being successful in the business world begins with fundamental courses like

financial accounting. It is only when students have a firm grasp of concepts

like the accounting cycle that they have a base on which to stand, a strong

foundation on which to grow.

In this edition, as before, the Williams team has revised the text with a keen

eye toward the principle of helping students establish the foundation they will

need for future success in business. However, through new coverage of Inter-

national Financial Reporting Standards and a revised globalization chapter, the

Williams book also introduces students to larger themes and evolving con-

cerns. This dual emphasis allows students to keep their eyes trained upward

even as they become solidly grounded in accounting fundamentals.




The Williams book continues to rest on a bedrock of four
key components:

Balanced Coverage. The I6th edition of Williams provides
the most balanced coverage of financial topics on the market. By
giving equal weight to financial topics, the authors emphasize the
need for a strong foundation in accounting.

“This is a well balanced text-
bool« that encompasses many
issues, yet provides them in a pre-
cise, readable, and orderly fashion
to students. The extent of the real-
world examples makes this edition

clearly a superior choice.”

Hossein Noorian,
Wentworth Institute

“Excellent bool! Explains diffi-

cult subjects in easy-to-understand

terms.”

Naser Kamleh, Wallace
Community College

Clear Accounting Cycle Presentation. In the first five
chapters of Financial Accounting, the authors present the Accounting
Cycle in a clear, graphically interesting four-step process. Central to
this presentation is the dedication of three successive chapters to
three key components of the cycle: recording entries (Chapter 3),
adjusting entries (Chapter 4), and closing entries (Chapter 5). The
Williams team places easy-to-read margin notes explaining each

Student Motivation. The Williams team has put together a
market-leading student package that will not only motivate your stu-
dents, but help you see greater retention rates in your accounting
courses. Vital pieces of technology supplement the core curriculum
covered in the book: McGraw-Hill Connect Accounting uses end-of-
chapter material pulled directly from the textbook to create static
and algorithmic questions that can be used for homework and prac-
tice tests; and the Online Learning Center provides supplemental
tools for both students and instructors.

equation used in particular journal entries.

“This textbook is current and very
interactive. It brings in excellent
“real-world” applications for the

students to use in applying the
concepts. It has excellent
student and instruc-
tor resources. Some of the

resources would be especially

valuable for instructors teaching
online.”

“The text is excellent. | wish the
texts had been this well written
when | was a student!”

Mark Anderson, Bob Jones University

Karen Mozingo, Pitt
Community College

Problem-Solving Skills. Financial Accounting challenges your
students to think about real-world situations and put themselves in
the role of the decision maker through Case in Point, Your Turn,
and Ethics, Fraud, & Corporate Governance boxes. Students refer-
ence the Home Depot Financial Statements—included in the text
as an appendix—to further hone problem-solving skills by evaluat-
ing real world financial data. The authors show a keen attention to
detail when creating high-quality end-of-chapter material, such as
the Critical Thinking Cases and Problems, ensuring that all home-
work is tied directly back to chapter learning objectives.
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How Does Williams Help Students
Step-by-Step Process for the Accounting Cycle

Financial Accounting was the FIRST text to illustrate Balance Sheet and Income Statement transactions
using the four-step process described below. This hallmark coverage has been further revised and

refined in the 16th edition.

The Williams team breaks down the Accounting Cycle into three full chapters to help students
absorb and understand this material: recording entries (Chapter 3), adjusting entries (Chapter 4),
and closing entries (Chapter 5). Transactions are demonstrated visually to help students conquer
recording transactions by showing the four steps in the process:

Analysis—shows which accounts
are recorded with an increase/
decrease.

Debit/Credit Rules—helps
students to remember whether
the account should be debited/
credited.

Journal Entry—shows the result
of the two previous steps.

° Ledger T-Accounts—shows
students what was recorded
and where.

The Williams team puts the
Accounting Equation

(A = L + OE) in the margin
by transaction illustrations to
show students the big picture!

Recording Balance Sheet Transactions: An lllustration

its balance sheet. The revenue and expense transactions that took place on January 31 will be
addressed later in the chapter.

Each transaction from January 20 through January 27 is analyzed first in terms of increases
in assets, liabilities, and own quity. Second, we follow the debit and credit rules for enter-
ing these increases and decr n specific accounts. Asset ledger accounts are shown on the
left side of the an: ili equity ledger accounts are shown on the right
side. For convenience in the following t s, both the debit and credit figures for the
transaction under discussion are shown in / ures relating to earlier transactions appear
in black.

Jan. 20 Michael McBryan and family invested $80,000 cash in exchange for capital stock.

ANALYSIS The asset Cash is increased by $80,000, and owners’ equity (Capital
Stock) is increased by the same amount.

DEBIT-CREDIT Increases in assets are recorded by debits; debit Cash $80,000.

FULES Increases in owners’ equity are recorded by credits; credit Capital Stock

$80,000.

JOURNAL

ENTRY Capital Stock . .

ENTRIES IN Cash Capital Stock

LEDGER
ACCOUNTS 1/20 80,000 1/20 80,000

Representing Overnight, McBryan negotiated with both the City of S:

and Metropolitan Transit Authority (MTA) to purchase an abandoned bu:
(The city owned the land, but the MTA ow: ing.) On January
Overnight Auto Service purchased the land from the city for $52,000 cash.

ANALYSIS The asset Land is increased $52,000, and the asset Cash is decreased
$52,000.

DEBIT-CREDIT Increases in assets are recorded by debits; debit Land $52,000.

LS Decreases in assets are recorded by credits; credit Cash $52,000.

JOURNAL
ENTRY

ENTRIES IN Land

LEDGER
ACCOUNTS 1/21 52,000 1/20 80,000 1/21 52,000

Owners invest cash in the
business
Ouners’
Assets = Liabilities + Equity
+$80,000 +$80,000

Purchase of an asset for
cash
Owners’
Assets = Liabiliies + Equity
+$52,000
~$52,000



Build a Strong Foundation?
Robust End-of-Chapter Material

Brief Exercises

LO3-1, L03-2, LO35,
LO3-9, LO3-10

BRIEF EXERCISE 3.1
The Accounting Cycle

Listed below in random order are the cight steps comprising a complete accounting cycle:

losing entries.

Prepare financial statements.

Post transaction data to the ledger.

. Describe way,

in the sequence in which they would normally be performed. (A detailed under-
fthese cight sieps is not required until Chapters 4 and 5.)
which the information produced through the accounting cy

company’s management and employ

LO3-3 through LO3-5

LO9-1 through LO9-3
PROBLEM 9.1B
Determining the Cost

of

COMPREHENSIVE PROBLEM

A COMPREHENSIVE ACCOUNTING CYCLE PROBLEM

On December 1, 20
Ex t Rentals. The new

Self-Test Questions

The answers to these questions appear on

incial

Face value.
Current value.

ASSIGNMENT MATERIAL

1. In broad general terms, what s the purpose of

2.

john and Patty Driver formed a corporation called Susquehanna

corporation was able to begin operations immediately by pur-

shows a balance of $12,890 at the same date. The only reconcil-

in the balance ing items are the follow

Discussion Questions

9. What is meant by the terms positive cash flows and negative
cash flows? How do they relate to revenues and exper

ful to persons other than professional accountants?

at are

revenues and expens:

the determination of an enterp:

income or net

articulate?

emonstration Problem

Account b
for retaine

d
assembled in the form of a balance sheet.

h at September 30, 2015, are shown below. The figure
rnings s not given, but it can be determined when all the available information is

Accounts Payable $14,000 $68,000

Critical Thinking Cases

LO7-1, LO7-6, LOT-7
CASE 7.1
Accounting Principles

LO7-I through LO7-6,

Affections manufactures c:

In cach of the situations described below, indicate the accounting principles or concepts, if
[ a d ex

dy and sells only to retailers. It is not a publicly owned company

Lo7-8 financial statements are not audited. But the company frequently must borrow money. Its

CASE 7.3

“Improving” the Balance

Sheet sluggi
ition w

lenting
the

that the company provide them with unaudited financial statements at the end of

In October, management met to di

mber 31 b et did not look

the company would have difficulty borrowing the money it would need to boost production

purpose of the meeting was to explore ons might improve its

December 31 balance sheet. Some of the ideas dis

LOI0-8
EXERCISE 10.15

Examining Home Depot’s
Capital Structure

To answer the following questions use the financial statements for Home Depot, Inc., in Appendix

A at the end of the textbook:

for the most recent year reported. Do these
current liabilities as they come due?

. Compute the company’s current ratio and

ive debt? Explain.
sh flow from operat-
s as they come due? Explain.

Problem Set A connect

i !
e, A | !
i | A
Connect Accounting Ethical Group
System Activities

Brief Exercises supplement the exercises
with shorter, single-concept exercises that test
the basic concepts of each chapter. These brief
exercises give instructors more flexibility in their
homework assignments.

An Alternate Problem Set provides
students with even more practice on impor-
tant concepts.

Six Comprehensive Problems, ranging from
two to five pages in length, present students with
real-world scenarios and challenge them to apply
what they’ve learned in the chapters leading up
to them.

Defined Key Terms and Self-Test Questions
review and reinforce chapter material.

Demonstration Problems and their solutions
allow students to test their knowledge of key
points in the chapters.

Critical Thinking Cases and Problems put
students’ analytical skills to the test by having
them think critically about key concepts from the
chapter and apply them to business decisions.
TWO sets of Problems and a full set of Exercises
in EACH chapter give Financial Accounting the
edge in homework materials.

Ethics Cases in each chapter challenge students
to explore the ethical impact of decisions
made in business.

The 2012 Home Depot Financial
Statements are included in Appendix A. Stu-
dents are referred to key aspects of the 10-K in
the text material and in end-of-chapter material
to illustrate actual business applications of chap-
ter concepts.

International

Internet

Writing



The Williams Pedagogy Helps

» High-profile companies frame each chapter discussion
through the use of dynamic CHAPTER OPENER

vignettes. Students learn to frame the chapter’s topic in

CHAPTER 2

a real-world scenario. . . .
Basic Financial Statements

AFTER STUDYING THIS CHAPTER,YOU SHOULD BE ABLE TO:

Y YOUR TURN boxes challenge students with ethically Learning Objectives

demanding situations. They must apply what they’ve TOR-1") Expleth neturs and geneal prposes of EnGe AN

learned in the text to situations faced by investors, cred- £02°2 J Explln cortain aocouming bt o el I L
affect the application of those principles.

itors, and managers in the real world. D023 Dermonsate How cerisi busioess raneaction affet e Sless f e

accounting equation: Assets = Liabilities + Owners’ Equity.

L02-4  Explain how the statement of financial position, often referred to as the balance
sheet, is an expansion of the basic accounting equation.

LO2-5  Explain how the income statement reports an enterprise’s financial performance
You as a Financial Advisor for a period of time in terms of the relationship of revenues and expenses.

LO2-6  Explain how the statement of cash flows presents the change in cash for a
period of time in terms of the company’s operating, investing, and financing

. . . . . . tivities.
Assume that you are the financial advisor for a recently retired investor. Your client i
wants to invest her savings in such a way as to receive a stable stream of cash flow 1027 | i o bl Il g (Clncsheet) Incoma
. R statement, and statement of cash flows relate to each other.
every year throughout her retirement. She has expressed concern to you regarding the
i~ . . LO2-8  Explain common forms of business ownership—sole proprietorship,
volatility of long-term bond prices when interest rates fluctuate. partnership, and corporation—and demonstrate how they differ in terms of their
If your client invests her savings in a variety of long-term bonds and holds these statements ofilnarClEEslich

bonds until maturity, will interest rate fluctuations affect her annual cash flow during L02-9  Discuss the importance of financial statements to a company and its investors

. 0 and creditors and why management may take steps to improve the appearance
her retirement years? of the company in its financial statements.

(See our comments on the Online Learning Center website.)

. ' Balance Sheet
Lots of eye appeal and in-depth coverage. —

. [PRRT) Cash $ 16,600 Revenues $2,200
StUdents WI" Iove it. Accounts Receivable 1,200
Property, Plant & Equip 100,000
James Specht, Concordia College §117.800 §f [<=—
Liabilities
Notes Payable $ 30,000 Expenses _1,400
- Accounts Payable 7,000 B

> EXHIBITS illustrate key e $ 80000

. Retained Earnings 800 Net Income  $ 800
concepts in the text. §117,800 —

Statement of Cash Flows

Operating Activities $ 800
Investing Activities (64,200)
Financing Activities 80,000
Change in Cash $ 16,600
Beginning Cash Balance 0
Ending Cash Balance $ 16,600
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Students Reach Great Heights

Intel was created in 1968 with a vision of providing semi-
conductor memory products. By 1971, the company
introduced the world’s first microprocessor. Today Intel
supplies the computing and communications industries
with chips, boards, and systems building blocks that
are the ingredients of computers and servers as well
as networking and communications products. These
industries use Intel's products to create advanced
computing and communications systems. Intel states
that its mission is to be the preeminent building block
supplier in the worldwide Internet economy.
Technology-based companies like Intel operate in
highly competitive markets and continuously intro-
duce new products. In a recent corporate information
communication on the company’s website, manage-

ment explains the importance of meeting the needs of

customers: “Our goal is to be the preeminent provider
of semiconductor chips and platforms for the world-
wide digital economy . . . We offer products at various
levels of integration, to allow our customers flexibility
in creating computing and communications systems.
The substantial majority of our revenue is from the sale
of microprocessors and chipsets.”

Modern-day historians agree that we have moved
from the industrial age to the information age. Compa-

nies like Intel, Microsoft, and Cisco Systems are major

players in this ion of business. ion-
age companies rely more heavily on intellectual capital,
research and development, and other intangibles that
were less important for companies whose focus was
heavy manufacturing or, even earlier in our history, pri-

marily agricultural. =

g Ethics, Fraud, & Corporate Governance

A major outgrowth from the business failures amid allega-
tions of fraudulent financial reporting discussed in the last
chapter was the passage of the Sarbanes-Oxley Act of 2002
This Act was signed into law by President George W. Bush
on July 30, 2002. The Sarbanes-Oxley Act (hereafter SOX or
the Act) is generally viewed as the most far-reaching piece of
securities legislation since the original Securities Acts were
passed in the 1930s.

One of the major requirements of this legislation is for
CEOs and CFOs to certify the accuracy of their company’s
financial statements. The CEOs and CFOs of all public com-
panies must certify on an annual and quarterly basis that
they (1) have reviewed their company’s financial statements,
(2) are not aware of any error or omission that would make
the financial statements misleading, and (3) believe that the
financial statements fairly present in all material respects the
company’s financial condition (balance sheet) and results of
operations (income statement). There is some evidence that
this certification requirement is affecting corporate behavior.
For example, a former CFO of HealthSouth (Weston Smith,
shown to the right) contacted federal authorities about the

© Gary Tramontina/Bloomberg via Getty Images
massive (alleged) accounting fraud at that company because
he was not willing to certify that HealthSouth’s financial
statements were materially accurate.

“Williams is a great text overall. It provides excellent
and accurate coverage of the accounting principles
curriculum. Students like it better than any
other text | have used. A few years ago | was in
a situation where | had to use a different text, since
| took over a class for another teacher at the last
minute. Students were getting the Williams text on
their own and | saw immediate improvement
in their understanding and grades across the
board.Williams comes through again and again,
where other texts fall hopelessly short.”

Malcolm E White, Columbia College

CASE IN POINT

How long does a building last? For pur-
poses of computing depreciation expense,
most companies estimate about 30 or
40 years. Yet the Empire State Building
was built in 1931, and it’s not likely to be
torn down anytime soon. As you might
guess, it often is difficult to estimate in
advance just how long depreciable assets
may remain in use.

=] | -
© Digital Vision/Alamy

A CASE IN POINT boxes link accounting concepts
in the chapter to their use in the real world.These
examples often present an international scenario to
expose students to accounting practices around

the world.

< ETHICS, FRAUD, & CORPORATE GOVER-
NANCE boxes discuss the accounting scandals of
recent years that have sparked such comprehensive legis-
lation as Sarbanes-Oxley. The inclusion of EFCG boxes in
each chapter offers instructors the opportunity to bring
complex accounting and ethical issues into

the classroom.




Leading Technology

Extends Learning

MCGRAW:-HILL CONNECT ACCOUNTING

Get Connect Accounting. Get Results.
McGraw-Hill Connect Accounting is a digital teach-

ing and learning environment that gives students the
means to better connect with their coursework, with
their instructors, and with the important concepts
that they will need to know for success now and in
the future. With Connect Accounting, instructors can
deliver assignments, quizzes, and tests easily online.
Students can practice important skills at their own
pace and on their own schedule.

Online Assignments

Connect Accounting helps students learn more
efficiently by providing feedback and practice mate-
rial when they need it, where they need it. Connect
Accounting grades homework automatically and gives
immediate feedback on any questions students may
have missed.

Intelligent Response Technology (IRT)

IRT is a redesigned student interface for our end-
of-chapter assessment content. The benefits include
improved answer acceptance to reduce students’
frustration with formatting issues (such as rounding);
and a general journal application that looks and feels
more like you would find in a general ledger software
package.

Student Library

The Connect Accounting Student Library gives students
access to additional resources such as recorded lec-
tures, online practice materials, an eBook, and more.

Mc ®
(1

Hill

Education

a. Prepare journal entries for the above transactions. (If no entry is required for a transaction/event,

select "No journal entry required” in the first account field.)

Journal Entry Worksheet

Record the purchase of office equipment on account; the amount due on

‘ June 15.
Date General Journal Debit Credit
May 15 Cash 12,400
Accounts payable 12,400
*Enter debits before credits
Prepare a balance sheet for the company.
KINER COMPANY
Balance Sheet
December 31, 2011
Assets Liabilities & Owners’ Equity
Liabilities
Accounts payable $ 36,300  Notes payable $ 20,700
Accounts receivable 56,700  Accounts payable 43.800
Bl

Total liabilities 5

Owners' equity:

m

Office eauinment

Total $ 93,000 Total $

64 500

64,500




Beyond the Classroom

MCGRAW-HILL CONNECT ACCOUNTING FEATURES

Connect Accounting offers a number of powerful tools and z
features to make managing assignments easier, so faculty
can spend more time teaching. Get Connected. |®21=
Simple Assignment Management and Smart Get Results. ~] A
Grading h i it g g i Mk TLIYTy “
With Connect Accounting, creating assignments is easier : i o T o
than ever, so instructors can spend more time teaching kil
and less time managing.
* Create and deliver assignments easily with selectable ¢ P

end-of-chapter questions and Test Bank items.

* Go paperless with the eBook and online submission
and grading of student assignments.

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

* Access and review each response; manually change grades or leave comments
for students to review.

* Reinforce classroom concepts with practice tests and instant quizzes.

Student Reporting
Connect Accounting keeps instructors informed about how
each student, section, and class is performing, allowing for

Bus 105 - Financial Accounting

more productive use of lecture and office hours. The pro- _— ——
gress-tracking function enables you to: A
* View scored work immediately and track individual or I I II I I IIII
group performance with assignment and grade reports. =] I " I “ I :

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

* Collect data and generate reports required by many
accreditation organizations, such as AACSB and

AICPA.

report types

m Fint 5u8 88 o o 06w Grvect S

Instructor Library
The Connect Accounting Instructor Library is a repository for additional resources
to improve student engagement in and out of class. You can select and use any
asset that enhances your lecture. The Connect Accounting Instructor Library includes
access to the eBook version of the text, slide presentations, Solutions Manual,
Instructor’s Manual, and Test Bank. The Connect Accounting Instructor Library also

allows you to upload your own files.

xiii



MCGRAW-HILL CONNECT PLUS
ACCOUNTING

i | Comect McGraw-Hill reinvents the

textbook learning experience

Financial Accounting

| bookcorionts B8] ISE-W. "

for the modern student with Connect Plus Account-
ing. A seamless integration of an eBook and Connect
Accounting, Connect Plus Accounting provides all of
the Connect Accounting features plus the following:

* An integrated eBook, allowing for anytime, anywhere
access to the textbook.
* Media-rich capabilities like highlighting and sharing

notes.
* Dynamic links between the problems or questions
you assign to your students and the location in the eBook where that concept is covered.
* A powerful search function to pinpoint key concepts for review.

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

For more information about Connect Plus Accounting, go to or contact your
local McGraw-Hill sales representative.

TEGRITY CAMPUS: LECTURES 24/7

Tegrity Campus is a service that makes class time available 24/7 by automatically capturing
oegrlty every lecture. With a simple one-click start-and-stop process, you capture all computer
e screens and corresponding audio in a format that is easily searchable, frame by frame. Stu-
dents can replay any part of any class with easy-to-use browser-based viewing on a PC, Mac, iPod, or other mobile
device.

Educators know that the more students can see, hear, and experience class resources, the better they learn.
In fact, studies prove it. Tegrity Campus’s unique search feature helps students efficiently find what they need,
when they need it, across an entire semester of class recordings. Help turn your students’ study time into learn-
ing moments immediately supported by your lecture. With Tegrity Campus, you also increase intent listening and
class participation by easing students’ concerns about note-taking. Tegrity Campus 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

Students like the flexibility that offers . . . They can complete their work
and catch up on lectures anytime and anywhere.

—Professor Lisa McKinney, M.T.A., CPA, University of Alabama
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MCGRAW-HILL CAMPUS

campus McGraw-Hill Campus™ is a new one-stop teaching 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 platform, directly from within the institution’s website. McGraw-Hill Campus provides faculty with instant
access to teaching materials (e.g., eTextbooks, Test Banks, PowerPoint slides, animations, and learning objects), allow-
ing them to browse, search, and use any ancillary content in our vast library. Students enjoy SSO access to a variety of
free products (e.g., quizzes, flash cards, and presentations) and subscription-based products (e.g., McGraw-Hill Con-
nect). With McGraw-Hill Campus, faculty and students will never need to create another account to access McGraw-

Hill products and services.

Custom Publishing through Create

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

Begin creating now at

COURSESMART

Learn Smart. Choose Smart.

Coursesmar

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 commonly adopted textbooks across hundreds of courses from a
wide variety of higher education publishers. It is the only place for faculty to review and compare the full text of a
textbook online, providing immediate access without the environmental impact of requesting a print exam copy.

With the CourseSmart eTextbook, students can save up to 45 percent off the cost of a print book, reduce their
impact on the environment, and access 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 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



INSTRUCTOR SUPPLEMENTS

A strong foundation needs support.

Financial Accounting authors Williams, Haka, Bettner, and Carcello know that every component
of the learning package must be integrated and supported by strong ancillaries. Instructors and
students have a wealth of material at their fingertips to help make the most of a challenging

course in accounting.

Online Learning Center (OLC)
www.mhhe.com/williamsfinanciall 6e

The Online Learning Center (OLC) that
accompanies Financial Accounting provides a wealth
of extra material for both instructors and students.
With content specific to each chapter of the book,
the Williams OLC doesn’t require any building or
maintenance on your part.

A secure Instructor Resource Center stores
your essential course materials to save you prep
time before class. The Instructor’s Manual,
Solutions Manual, PowerPoint presentations,
and Testbank are now just a couple of clicks away.

The OLC website also serves as a doorway to
McGraw-Hill’s other technology solutions.

Instructor’s Resource Manual
Available on the OLC

This manual provides for each chapter: (I) a chapter
summary detailing what has changed, new problems
that have been added, and author suggestions on how
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to incorporate new material; (2) brief topical outline;
(3) sample “l10-minute quizzes” designed to test the
basic concepts in each chapter; and (4) suggestions for
group, Internet, and other class exercises to supple-
ment the material in the book.

Solutions Manual
Available on the OLC

The Solutions Manual includes detailed solutions for
every question, exercise, problem, and case in the text.

Testbank
Available on the OLC

This comprehensive Testbank contains over 3,000
problems and true/false, multiple-choice, and essay
questions. Included in this edition are written expla-
nations to the solutions—making it easier than ever
for you to see where students have gone wrong in
their calculations.




Assurance of Learning Ready

Many educational institutions today are focused on
the notion of assurance of learning, an important
element of some accreditation standards. Financial
Accounting, 16e, is designed specifically to support
your assurance of learning initiatives with a simple,
yet powerful, solution.

Each testbank question for Financial Accounting, |6e,
maps to a specific chapter learning outcome/
objective listed in the text. You can use our test-
bank software, EZ Test, and EZ Test Online, or in
Connect Accounting to easily query for learning out-
comes/objectives that directly relate to the learning
objectives for your course. You can then use the
reporting features of EZ Test or in Connect Accounting
to aggregate student results similar fashion, making
the collection and presentation of assurance of
learning data simple and easy.
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Online Learning Center (OLC)
www.mhhe.com/williamsfinanciall 6e

AACSB Statement

McGraw-Hill Education is a proud corporate
member of AACSB International. Understanding the
importance and value of AACSB accreditation, Finan-
cial Accounting, 16e, recognizes the curricula guide-
lines detailed in AACSB standards for business
accreditation by connecting selected questions in the
text and testbank to six of the general knowledge
and skill guidelines found in the AACSB standards.

The statements contained in Financial Accounting, |6e,
are provided only as a guide for the users of this
text. The AACSB leaves content coverage and assess-
ment within the purview of individual schools, the
mission of the school, and the faculty.While Finan-
cial Accounting, 16e,and its teaching package make no
claim of any specific AACSB qualification or evalua-
tion, we have, within Financial Accounting, |16e, labeled
selected questions according to six of the general
knowledge and skills areas.

The OLC is full of resources for students, including: Online Quizzes and PowerPoint Presentations.
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What’s New about the | 6th Edition of

Financial Accounting?

The following list of revisions is a testament to the enthusiastic response of dozens of
reviewers who contributed their considerable expertise. In doing so they have helped make

the 16th edition of Financial Accounting the best book of its kind.

Chapter |:

* New chapter opener using Hewlett-Packard

» Updated Case in Point using Sony

* Briefly covered the new COSO framework
on internal control (Internal Control—
Integrated Framework: 2013)

* Briefly covered the SEC Report on incor-
porating IFRS into the financial reporting
system for U.S. public companies

* Briefly discussed the managerial role of the
chief accounting officer

* Extended the discussion of the importance
of accounting for non-accounting majors in
response to reviewer feedback

* Revised end-of-chapter material

Chapter 2:

* Updated chapter opener to include new
data for Intel

* Added an explanation about the order in
which assets are presented in the balance
sheet and then revised the EOC material
accordingly. This is a small but important
change and one triggered by user input

* Revised end-of-chapter material

Chapter 3:

» Updated chapter opener to include new
data for Kraft Foods Group, Inc.

» Updated in-chapter illustration to include
new data for Walmart

* Updated and streamlined Ethics, Fraud, &
Corporate Governance boxed feature

* Revised end-of-chapter material

Chapter 4:

* New chapter opener using Royal Caribbean
Cruises, LTD.

» Updated in-chapter illustration to include
new data for the New York Times

» Updated two Case in Point boxes

* Revised end-of-chapter material

Chapter 5:

» Updated chapter opener to include new
data for Best Buy
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* Incorporated a number of suggestions from
adopters, including:

o Providing a more detailed discussion of the
closing process

o Better articulating the relationship between
the income statement and balance sheet

o Introducing and briefly explaining a classified
balance sheet

* Revised end-of-chapter material

Chapter 6:

» Updated chapter opener to include new
data for Saks, Inc.

* Brief coverage of the SEC whistleblower
“bounty” program under the Dodd-Frank
Act in the EFCG case

* Revised end-of-chapter material

Chapter 7:

* New chapter opener using Apple, Inc.

* Wrote a new Ethics, Fraud, and Corporate
Governance case based on SEC AAER #2673

* Added a new learning objective covering
internal controls over accounts receivable
based on reviewer suggestion

* Wrote a new International Case in Point
based on IFRS No. 9

* Revised end-of-chapter material

Chapter 8:

* New chapter opener using Belk, Inc.
* Target illustration in text updated

* Revised end-of-chapter material including
updating and replacing real company data

» Comprehensive Problem 2 refreshed

Chapter 9:

» Updated chapter opener to include new
data for United Parcel Service

» Updated references to the financial state-
ments of all real companies

* Revised end-of-chapter material

Chapter 10:

* New chapter opener using Procter &
Gamble Company

« Significant revision within the chapter, both
text and end-of-chapter material,
to more reasonable (i.e., lower) interest
rates to better reflect our current and
projected economic climate

* Revised end-of-chapter material

Chapter |1:

* Updated chapter opener to include new
data for Target Corporation

» Updated all real company references

* Revised end-of-chapter material

Chapter |2:

* New chapter opener using
Colgate-Palmolive

* Briefly covered the new FASB standard on
the reporting of comprehensive income,
requiring either a combined statement
of Income and Comprehensive Income
or separate statements of Income and
Comprehensive Income

* Revised end-of-chapter material

Chapter |3:

* New chapter opener using Pepsi Co.

* Revised end-of-chapter material

Chapter 14:

* Updated chapter opener to include new
data for Johnson & Johnson

* Updated all real company references

* Revised end-of-chapter material

Chapter |5:
* Updated chapter opener on IASB
and IFRS

* Updated Exhibit 15-1 to include changes
of the number of multinational companies

» Updated Exhibits 15-4 through 15-7 for
international changes and exchange rates

* Replaced Ethics, Fraud, & Corrupt Gover-
nance for more recent Foreign Corrupt
Practices Act example

* Changed demonstration problem with
more current exchange rates

* Revised end-of-chapter material



We are grateful ...

We would like to acknowledge the following individuals for their help in developing some of the text’s
supplements: Barbara Muller; Arizona State University; LuAnn Bean, Florida Technical Institute; Helen Roybark,
Radford University; Teri Zuccaro, Clarke University; Teressa Farough; and the team at ANSR Source.

We appreciate the expert attention given to this project by the staff at McGraw-Hill Education, especially Tim
Vertovec, Managing Director; Steve Schuetz, Executive Brand Manager; Rebecca Mann, Development Editor; Julie
Hankins, Digital Development Editor; Michelle Nolte, Senior Marketing Manager; Kathleen Klehr, Senior Marketing
Manager;Angela Norris, Content Project Manager; Brian Nacik, Content Project Manager; Joanne Mennemeier,
Content Licensing Specialist; Srdjan Savanovic, Senior Designer; and Michael McCormick, Senior Buyer.

Sincerely,

Jan R.Williams, Susan F. Haka, Mark S. Bettner, and Joseph V. Carcello

Xix



Acknowledgments

Many of our colleagues reviewed Financial Accounting. Through their time and effort, we are
able to continually improve and update the book to meet the needs of students and professors.
We sincerely thank each of you for your valuable time and suggestions.

Editorial Review Board
Mark Anderson, Southern Polytechnic
State University

Cynthia Ash, Davenport University

Marjorie Ashton, Truckee Meadows
Community College

Elenito Ayuyao, Los Angeles City College
Walter Baggett, Manhattan College
Sharla Bailey, Southwest Baptist University
Jill Bale, Doane College

Scott Barhight, Northampton County Area
Community College

William Barze, St. Petersburg Junior
College

John Bayles, Oakton Community College
Janet Becker, University of Pittsburg
Rob Beebe, Morrisville State College

Kim Belden, Daytona Beach Community
College

Gerard Berardino, Community College of
Allegheny County

Teri Bernstein, Santa Monica College
Dan Biagi, Walla Walla Community College
Margaret Black, San Jacinto College North
Cynthia Bolt-Lee, The Citadel

Susan Borkowski, La Salle University

Sue Van Boven, Paradise Valley
Community College

Nancy Boyd, Middle Tennessee State
University

Benoit Boyer, Sacred Heart University

Sallie Branscom, Virginia Western
Community College

Russell Bresslauer, Chabot College

Nat R. Briscoe, Northwestern State
University

R. E. Bryson, University of Alabama
Bryan Burks, Harding University
Priscilla Burnaby, Bentley College
Sandra Byrd, Missouri State University

Loring Carlson, Western New England
College

Brenda Catchings, Augusta Technical
College

XX

James J. Chimenti, Jamestown
Community College

Steven L. Christian, Jackson
Community College

David Chu, College of the Holy Cross

Stanley Chu, Borough Manhattan
Community College

Carol Collinsworth, University of Texas at
Brownsville

Christie L. Comunale, Long Island
University

Jennie Conn, Louisiana State
University—Alexandria

Joan Cook, Milwaukee Area Technical
College

William Cravey, Jersey City State College
Chris Crosby, York Technical College

Christine M. Cross, James A. Rhodes
State College

Marcia Croteau, University of Maryland
Baltimore County

Ana M. Cruz, Miami-Dade Community
College

Brian Curtis, Raritan Valley Community
College

Steve Czarsty, Mary Washington College
Robert Daily, EI Camino College

Anthony Daly-Leonard, Delaware County
Community College

Judy Daulton, Piedmont Technical College
Amy David, Queens College

Larry Davis, Southwest Virginia County
College

Mary B. Davis, University of Maryland
Baltimore County

Scott Davis, High Point University
Vaun Day, Central Arizona College
Keren H. Deal, Auburn University

Laura Delaune, Louisiana State
University—Baton Rouge

Victoria Doby, Villa Julie College

Carlton Donchess, Bridgewater State
College

Jim Dougher, DeVry University

Steve Driver, Horry—Georgetown Tech

Pamela Druger, Augustana College
Anita Ellzey, Hartford Community College

Emmanuel Emenyonu, Sacred Heart
University

David Erlach, CUNY—Queens College

Paul Everson, Northern State University
Kel-Ann S. Eyler, Brenau University

Carla Feinson, Bethune—Cookman College

Calvin Fink, Daytona Beach Community
College

Brother Gerald Fitzgerald, LaSalle
University

Ralph Fritsch, Midwestern State University
Mark Fronke, Cerritos College
Mike Fuijita, Leeward Community College

John Gabelman, Columbus State
Community College

Mary Lou Gamma, East Tennessee State
University

Peter Gilbert, Thomas College

Tony Greig, Purdue University—West
Lafayette

Betty Habiger, New Mexico State
University at Grants

Penny Hanes, Mercyhurst College
Richard Hanna, Ferris State University

Stephen Hano, Rockland Community
College

Heidi Hansel, Kirkwood Community
College

MA| Charles V. Hardenbergh, Virginia
Military Institute

Sara Harris, Arapahoe Community College
Carolyn J. Hays, Mt. San Jacinto College

Lyle Hicks, Danville Area Community
College

Jeannelou Hodgens, Florence—Darlington
Technical College

Merrily Hoffman, San Jacinto College
Central

Michael Holland, Valdosta State University
Mary L. Hollars, Vincennes University

Patricia H. Holmes, Des Moines Areo
Community College



Michael Holt, Eastern Nazarene College

Evelyn Honaker, Walters State Community
College

Steven Hornik, University of Central Florida
Christine Irujo, Westfield State College
Gregory Iwaniuk, Lake Michigan College
Jeff Jackson, San Jacinto College Central
Dave Jensen, Bucknell University

Leo Jubb, Essex Community College

David Junnola, Eastern Michigan University
Jeffrey Kahn, Woodbury University

Naser Kamleh, Wallace Community College
Khondkar Karim, Monmouth University
James Kennedy, Texas A&M University

Jane Kingston, Piedmont Virginia
Community College

Carol Klinger, Queens College of CUNY

Ed Knudson, Linn Benton Community
College

Samuel Kohn, Empire State College

Charles Konkol, University of
Wisconsin—Milwaukee

Raymond Krasniewski, Ohio State
University

Tara Laken, Joliet Junior College

Rosemary Lanahan, Schenectady County
Community College

David Lardie, Tunxis Community College
Bill Lasher, Jamestown Community College

Dr. Martin Lecker, Rockland Community
College

Suk Jun Lee, Chapman University
Adena Lejune, Louisiana State University
Annette M. Leps, Goucher College

Eric Lewis, Union College

Ralph Lindeman, Kent State University
Philip Little, Western Carolina University

Susan Logorda, Lehigh Carbon Community
College

J.Thomas Love, Walters State Community
College

Don Lucy, Indian River Community College
Marie Main, Columbia College—Marysville

Linda L. Mallory, Central Virginia
Community College

Ken Mark, Kansas City Kansas
Community College

Dewey Martin, Husson College

Nicholas Marudas, Auburn University
Montgomery

Terri Meta, Seminole Community College

Josie Miller, Mercer Community College

Merrill Moore, Delaware Tech &
Community College

Michelle Moshier, University at Albany

Deborah Most, Dutchess Community
College

Haim Mozes, Fordham University
Karen Mozingo, Pitt Community College
Tom Nagle, Northland Pioneer College

Hossein Noorian, Wentworth Institute of
Technology

Frank Olive, Nicholas College

Bruce Oliver, Rochester Institute of
Technology

Rudy Ordonez, LA Mission College
Ginger Parker, Creighton University

Yvonne Phang, Borough of Manhattan
Community College

Timothy Prindle, Des Moines Area
Community College

Matthew B. Probst, vy Tech Community
College

Michael Prockton, Finger Lakes Community
College

Holly Ratwani, Bridgewater College

Chris Rawlings, Bob Jones University
Gary Reynolds, Ozard Technical College
Laura Rickett, Kent State University
Renee Rigoni, Monroe Community College

Earl Roberts, Delaware Tech & Community
College

Julie Rosenblatt, Delaware Tech &
Community College

Bob Rothenberg, SUNY-Oneonta
Victoria Rymer, University of Maryland

Benjamin L. Sadler, Miami—Dade
Community College

Francis A. Sakiey, Mercer County
Community College

Marcia Sandvold, Des Moines Area
Community College

Richard Sarkisian, Camden County College

Mary Jane Sauceda, University of
Texas at Brownsville

Linda Schain, Hofstra University

Lauran Schmid, University of Texas at
Brownsville

Mike Schoderbek, Rutgers University—New
Brunswick

Monica Seiler, Queensborough Community
College

Joseph W. Sejnoha, Mount Mary College

Randall Serrett, University of
Houston—Downtown

Rajewshwar D. Sharma, Livingstone College
Carlo Silvestini, Gwynedd—Mercy College

Kimberly D. Smith, County College of
Morris

Warren Smock, lvy Tech Community
College

James Specht, Concordia College—
Moorhead

Stan Stanley, Skagit Valley College
Jim Stanton, Mira Costa College
Robert Stilson, CUNY

Carolyn Strickler, Ohlone College
Barbara Sturdevant, SUNY

Gene Sullivan, Liberty University and
Central Virginia Community College

Mary Ann Swindlehurst, Carroll
Community College

Larry Tartaglino, Cabrillo College

Martin Taylor, University of Texas at
Arlington

Anne Tippett, Tarrant County College
South

Bruce Toews, Walla Walla College

Cynthia Tomes, Des Moines Area
Community College

Robin D.Turner, Rowan—Cabarrus
Community College

Don Van Gieson, Kapiolani Community
College

Marcia R.Veit, University of Central Florida

Shane Warrick, Southern Arkansas
University

Dr. Michael P.Watters, Henderson State
University

Malcolm White, Columbia College—
Marysville

Lisa Wilhite, CPA, Bevill State Community
College

Andy Williams, Edmonds Community
College

Harold Wilson, Middle Tennessee State
University

Steve Willits, Bucknell University
Michael Yampuler, University of Houston

Teri Yohn, Georgetown University



This page intentionally left blank



Brief Contents

I Accounting: Information for Decision Making .. ... ... ... ... . ... ... . ... .. 2
2 Basic Financial Statements .. ... ... 38
3 The Accounting Cycle: Capturing Economic Events . . ... ... ... .. ... ... . .. . . 86
4 The Accounting Cycle:Accruals and Deferrals . ... ... ... ... .. ... ... ... .. . . 140
5 The Accounting Cycle: Reporting Financial Results ... ... ... ... ... .. ... . 192
COMPREHENSIVE PROBLEM I: Susquehanna Equipment Rentals ... ... .. 243
Merchandising Activities ... ... ... ... 246
Financial Assets . . ... ... .. 288
Inventories and the Cost of Goods Sold . . .. ... ... ... ... .. .. ... ... . . .. 340
COMPREHENSIVE PROBLEM 2: Music-Is-Us,Inc. . ........ ... ... .. .. 383

9 Plant and Intangible Assets . .. .. ... 386
10 Liabilities . ... ... 430
Il Stockholders’ Equity: Paid-In Capital .. .. ... ... ... ... .. ... ... .. ... 484
COMPREHENSIVE PROBLEM 3: Springdale Retail,Inc. .. ... ... ... .. .. .. 521

12 Income and Changes in Retained Earnings . . ... ... ... ... ... ... . .. .. . ... 522
I3 Statementof Cash Flows . .. ... .. ... .. ... ... 564
14 Financial Statement Analysis .. .. ... ... ... 622
COMPREHENSIVE PROBLEM 4: Home Depot,Inc. ... ... ... .. .. .. .. 682

I5 Global Business and Accounting . .. .. ... ... 684
APPENDIX A: Home Depot 2012 Financial Statements . ... .. ........ ... .. .. . .. A
APPENDIX B: The Time Value of Money: Future Amounts and PresentValues . . . . . .. .. B
INDEX . . . . . . L |

xxiii




This page intentionally left blank



ACCOUNTING: INFORMATION
FOR DECISION MAKING

Accounting Information: A Means to an End

Accounting from a User’s Perspective
Types of Accounting Information
Accounting Systems
Determining Information Needs
The Cost of Producing Accounting Information
Basic Functions of an Accounting System
Who Designs and Installs Accounting Systems?
Components of Internal Control
Financial Accounting Information
External Users of Accounting Information
Objectives of External Financial Reporting
Characteristics of Externally Reported Information
Management Accounting Information
Users of Internal Accounting Information
Objectives of Management Accounting Information

Characteristics of Management
Accounting Information

Integrity of Accounting Information

Institutional Features

Professional Organizations

Competence, Judgment, and Ethical Behavior
Careers in Accounting

Public Accounting

Management Accounting

Governmental Accounting

Accounting Education

What about Bookkeeping?

Accounting as a Stepping-Stone

But What about Me? I’'m Not an Accounting Major
Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review

Assignment Material

2 BASIC FINANCIAL STATEMENTS

Introduction to Financial Statements

A Starting Point: Statement of Financial
Position

Assets

4
5
5
6
7
8
8
8
8
0

I
10
10
13
14
14
15

16
17
17
20
22
24
24
25
25
26
26
26
26
27
27
29
32

40

41
42

Liabilities

Owners’ Equity

The Accounting Equation

The Effects of Business Transactions: An lllustration

Effects of These Business Transactions on the
Accounting Equation

Income Statement
Statement of Cash Flows
Relationships among Financial Statements
Financial Analysis and Decision Making
Forms of Business Organization

Sole Proprietorships

Partnerships

Corporations

Reporting Ownership Equity in the Statement of
Financial Position

The Use of Financial Statements by
External Parties

The Need for Adequate Disclosure
Management’s Interest in Financial Statements
Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review
Assignment Material

3 THEACCOUNTING CYCLE:
CAPTURING ECONOMIC EVENTS

The Accounting Cycle
The Role of Accounting Records
The Ledger
The Use of Accounts
Debit and Credit Entries
Double-Entry Accounting—The Equality of
Debits and Credits
The Journal
Posting Journal Entries to the Ledger Accounts
(and How to “Read” a Journal Entry)
Recording Balance Sheet Transactions: An
Illustration
Ledger Accounts after Posting
What Is Net Income?
Retained Earnings
The Income Statement: A Preview

88
88
88
89
89

90
91

92

92
96
98
98
98



Revenue
Expenses
The Accrual Basis of Accounting

Debit and Credit Rules for Revenue and Expenses

Dividends

Recording Income Statement
Transactions: An lllustration

The Journal
February’s Ledger Balances
The Trial Balance

Uses and Limitations of the Trial Balance
Concluding Remarks

The Accounting Cycle in Perspective
Ethics, Fraud, & Corporate Governance
End-of-Chapter Review
Assignment Material

4 THEACCOUNTING CYCLE:
ACCRUALS AND DEFERRALS

Adjusting Entries
The Need for Adjusting Entries
Types of Adjusting Entries
Adjusting Entries and Timing Differences
Characteristics of Adjusting Entries
Year-End at Overnight Auto Service
Converting Assets to Expenses
The Concept of Depreciation
Converting Liabilities to Revenue
Accruing Unpaid Expenses
Accruing Uncollected Revenue
Accruing Income Taxes Expense: The Final
Adjusting Entry
Adjusting Entries and Accounting
Principles
The Concept of Materiality
Effects of the Adjusting Entries
Concluding Remarks
Ethics, Fraud, & Corporate Governance
End-of-Chapter Review

Assignment Material

5 THEACCOUNTING CYCLE:

REPORTING FINANCIAL RESULTS

Preparing Financial Statements
The Income Statement

XXvi

100
100
102
102
103

103
109
109
i
112
112
112
113
114
19

142
142
142
143
143
145
145
148
151
152
154

155

156
157
158
160
161
162
167

194
194

The Statement of Retained Earnings
The Balance Sheet

Relationships among the Financial
Statements

Drafting the Notes That Accompany Financial
Statements

What Types of Information Must Be Disclosed?
Closing the Temporary Accounts

Closing Entries for Revenue Accounts

Closing Entries for Expense Accounts

Closing the Income Summary Account

Closing the Dividends Account
Summary of the Closing Process

After-Closing Trial Balance

A Last Look at Overnight: Was 2015
a Good Year?

Financial Analysis and Decision Making

Preparing Financial Statements Covering
Different Periods of Time

Ethics, Fraud, & Corporate Governance
Concluding Remarks
Supplemental Topic: The Worksheet
Isn’t This Really a Spreadsheet?
How Is a Worksheet Used?
The Mechanics: How It's Done
What If; A Special Application of Worksheet
Software
End-of-Chapter Review

Assignment Material

COMPREHENSIVE PROBLEM |
Susquehanna Equipment Rentals

6 MERCHANDISING ACTIVITIES

Merchandising Companies

The Operating Cycle of a Merchandising Company

Income Statement of a Merchandising Company

Accounting System Requirements for
Merchandising Companies

Two Approaches Used in Accounting for
Merchandise Inventories

Perpetual Inventory Systems
Taking a Physical Inventory
Closing Entries in a Perpetual Inventory System
Periodic Inventory Systems
Operation of a Periodic Inventory System
Closing Process in a Periodic Inventory System

197
197

198

198
199
200
201
202
203
203
204
205

205
206

207
208
208
209
209
209
209

212
213
217

243

248
248
249

250

251
251
253
254
254
254
255



Comparison of Perpetual and Periodic
Inventory Systems

Selecting an Inventory System
Transactions Relating to Purchases

Credit Terms and Cash Discounts

Returns of Unsatisfactory Merchandise

Transportation Costs on Purchases
Transactions Relating to Sales

Sales Returns and Allowances

Sales Discounts

Delivery Expenses

Accounting for Sales Taxes
Modifying an Accounting System

Special Journals Provide Speed and Efficiency
Financial Analysis and Decision Making
Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review
Assignment Material

7 FINANCIAL ASSETS

How Much Cash Should a Business Have?
The Valuation of Financial Assets
Cash
Reporting Cash in the Balance Sheet
Cash Management
Internal Control over Cash
Bank Statements
Reconciling the Bank Statement
Short-Term Investments
Accounting for Marketable Securities
Purchase of Marketable Securities
Recognition of Investment Revenue
Sale of Investments

Adjusting Marketable Securities to Market Value

Accounts Receivable
Internal Control over Receivables
Uncollectible Accounts
The Allowance for Doubtful Accounts
Writing Off an Uncollectible Account Receivable
Monthly Estimates of Credit Losses

Recovery of an Account Receivable Previously
Written Off

Direct Write-Off Method
Factoring Accounts Receivable
Credit Card Sales

257
258
259
259
261
261
262
262
263
263
264
264
264
265
266
266
267
271

290
290
291
291
292
292
293
293
297
298
298
298
298
299
300
301
301
303
303
304

306
307
307
308

Notes Receivable and Interest Revenue
Nature of Interest
Accounting for Notes Receivable
Financial Analysis and Decision Making
Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review

Assignment Material

8 INVENTORIES AND THE COST
OF GOODS SOLD
Inventory Defined

The Flow of Inventory Costs
Which Unit Did We Sell?
Data for an lllustration
Specific Identification
Cost Flow Assumptions
Average-Cost Method
First-In, First-Out Method
Last-In, First-Out Method
Evaluation of the Methods

Do Inventory Methods Really Affect
Performance?

The Principle of Consistency
Just-in-Time (JIT) Inventory Systems
Taking a Physical Inventory
Recording Shrinkage Losses
LCM and Other Write-Downs of Inventory
The Year-End Cutoff of Transactions
Periodic Inventory Systems
International Financial Reporting Standards
Importance of an Accurate Valuation of Inventory

Techniques for Estimating the Cost of Goods
Sold and the Ending Inventory

The Gross Profit Method
The Retail Method

“Textbook” Inventory Systems Can Be
Modified . . . and They Often Are

Financial Analysis and Decision Making
Ethics, Fraud, & Corporate Governance
Concluding Remarks

End-of-Chapter Review

Assignment Material

COMPREHENSIVE PROBLEM 2
Music-Is-Us, Inc.

309
309
310

311

313

313

314

318

342
342
343
343
344
344
344
345
346
347

349
349
349
351
351
351
352
353
356
357

358
358
359

359
360
361
361
362
365

383
xxvii



9 PLANT AND INTANGIBLE ASSETS

Plant Assets as a “Stream of Future Services” 388
Major Categories of Plant Assets 388
Accountable Events in the Lives of Plant Assets 388
Acquisitions of Plant Assets 388
Determining Cost: An Example 389
Some Special Considerations 389
Capital Expenditures and Revenue Expenditures 390
Depreciation 391
Allocating the Cost of Plant and Equipment over the
Years of Use 391
Causes of Depreciation 392
Methods of Computing Depreciation 392
The Straight-Line Method 393
The Declining-Balance Method 395
Which Depreciation Methods Do Most
Businesses Use? 397
Financial Statement Disclosures 398
The Impairment of Plant Assets 399
Other Depreciation Methods 399
The Units-of-Output Method 399
MACRS 400
Sum-of-the-Years’ Digits 400
Decelerated Depreciation Methods 400
Depreciation Methods in Use: A Survey 400
Disposal of Plant and Equipment 400
Gains and Losses on the Disposal of Plant and
Equipment 401
Trading in Used Assets for New Ones 402
International Financial Reporting Standards 402
Intangible Assets 403
Characteristics 403
Operating Expenses versus Intangible Assets 403
Amortization 403
Goodwill 403
Patents 406
Trademarks and Trade Names 406
Franchises 406
Copyrights 407
Other Intangibles and Deferred Charges 407
Research and Development (R&D) Costs 407
Financial Analysis and Decision Making 407
Natural Resources 408
Accounting for Natural Resources 408
Depreciation, Amortization, and Depletion—
A Common Goal 409

xxviii

Plant Transactions and the Statement
of Cash Flows

Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review

Assignment Material

10 LIABILITIES

The Nature of Liabilities

Current Liabilities
Accounts Payable
Notes Payable
The Current Portion of Long-Term Debt
Accrued Liabilities
Payroll Liabilities
Unearned Revenue

Long-Term Liabilities
Maturing Obligations Intended to Be Refinanced
Installment Notes Payable
Bonds Payable
What Are Bonds?
Tax Advantage of Bond Financing
Accounting for Bonds Payable
Bonds Issued at a Discount or a Premium
Accounting for a Bond Discount: An lllustration
Accounting for a Bond Premium: An lllustration
Bond Discount and Premium in Perspective
The Concept of Present Value
Bond Prices after Issuance
Early Retirement of Bonds Payable

Estimated Liabilities, Loss Contingencies,
and Commitments

Estimated Liabilities
Loss Contingencies
Commitments

Evaluating the Safety of
Creditors’ Claims

Methods of Determining Creditworthiness
How Much Debt Should a Business Have?
Financial Analysis and Decision Making
Ethics, Fraud, & Corporate Governance

Special Types of Liabilities
Lease Payment Obligations

Operating Leases
Capital Leases

409
410
410
411
414

432
433
433
433
434
435
435
437
437
437
438
440
440
442
442
444
445
447
450
450
451
452

453
453
453
454

454
455
455

456

457

457
457
457
458



12

Liabilities for Pensions and Other
Postretirement Benefits

Deferred Income Taxes

Concluding Remarks
End-of-Chapter Review
Assignment Material

STOCKHOLDERS EQUITY:
PAID-IN CAPITAL

Corporations
Why Businesses Incorporate
Publicly Owned Corporations
Formation of a Corporation
Stockholder Records in a Corporation
Paid-In Capital of a Corporation
Authorization and Issuance of Capital Stock
Common Stock and Preferred Stock
Characteristics of Preferred Stock
Book Value per Share of Common Stock
Market Value
Market Price of Preferred Stock
Market Price of Common Stock
Book Value and Market Price
Stock Splits
Treasury Stock
Recording Purchases of Treasury Stock
Reissuance of Treasury Stock
Stock Buyback Programs

Financial Analysis and Decision Making

Ethics, Fraud, & Corporate Governance

Concluding Remarks
End-of-Chapter Review
Assignment Material

COMPREHENSIVE PROBLEM 3
Springdale Retail, Inc.

INCOME AND CHANGES IN
RETAINED EARNINGS

Reporting the Results of Operations
Developing Predictive Information
Reporting Irregular [tems: An lllustration
Continuing Operations
Discontinued Operations
Extraordinary ltems
Earnings per Share (EPS)

458
460
461
462
467

486
486
487

488
490

490
490
492
493
495

496
497
498
498
498

499
499
499
501
501
502
502
503
506

521

524
524
524
524
525
525
527

Financial Analysis and Decision Making
Other Transactions Affecting Retained
Earnings

Cash Dividends

Dividend Dates

Liquidating Dividends

Stock Dividends

Statement of Retained Earnings

Prior Period Adjustments

Comprehensive Income

Statement of Stockholders’ Equity

Stockholders’ Equity Section of the
Balance Sheet

Ethics, Fraud, & Corporate Governance
Concluding Remarks
End-of-Chapter Review

Assignment Material

13 STATEMENT OF CASH FLOWS

Statement of Cash Flows
Purposes of the Statement
Example of a Statement of Cash Flows
Classification of Cash Flows
Preparing a Statement of Cash Flows
Operating Activities
Investing Activities
Financing Activities
Cash and Cash Equivalents
Cash Flows from Operating Activities
Cash Payments for Merchandise and for Expenses
Cash Flows from Investing Activities
Cash Flows from Financing Activities

Relationship between the Statement of Cash
Flows and the Balance Sheet

Reporting Operating Cash Flows by the
Indirect Method

Reconciling Net Income with Net Cash Flows
The Indirect Method: A Summary

Indirect Method May Be Required in a
Supplementary Schedule

The Statement of Cash Flows: A Second Look
Financial Analysis and Decision Making
Managing Cash Flows

Budgeting: The Primary Cash Management Tool

What Priority Should Managers Give to
Increasing Net Cash Flows?

529

530
530
531
532
532
534
535
536
536

537
538
539
540
544

566
566
566
566
569
570
570
571
571
572
573
575
577

578

579
580
581

581
581
583

584
585

585

Xxix





