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GETTING

TMOST
FROM THIS BOOK

We're tired of people saying that accounting is deadly boring. So we wrote this textbook to

show just how interesting it can be. Here are a few tips to help you get the most from this book
and this course.

Read the book. Seriously.

Get the point. Even though you‘re going to read all the assigned chapters (right?), you'll
want to know what's important and likely to be on your test. The learning objectives tell you.

Find them in the first exhibit in each chapter.

Consult the coach. each coach in Coach’s Corner will walk you through tough
problems and give you advice on improving your game.

Keep on track. the self-study quizzes gauge whether you've been thinking hard enough
as you read. There’s no point in blasting through the chapter just to finish. Cover the self-study quiz
answers with your thumb and give the questions a try.

Practice, practice, practice. we can't say it enough. You can't just read
about accounting, you have to do it. So be sure to do all the questions that you’ve been assigned. If
you’re assigned the Group A problems, you can do the Group B problems for extra practice and use
the coached problems when reviewing for tests and exams.

Get extra hEIp. The DVD and Online Learning Center are full of digital tools that will
help you pull it all together.

One last ti 2. Enjoy yourself. Do the crossword puzzles in the book while you wait for
class to start. Ask questions. Share the cartoons with friends who aren’t even taking this course.
Discover for yourself that accounting isn’t boring.
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THE CLOSER YOU LOOK,

Phillips, Libby & Libby'’s

If you could peel away the exterior of a
large company, what would you see? As
our cover illustrates, at first glance it
might seem just short of chaos—a hive of
hectic activity that seems to defy
comprehension. Look closer, however,
and order begins to emerge: people at
different levels of the organization are
working with one another. Business
activities occurring on the ground floor
are analyzed and their financial effects are
captured by accounting personnel on the
second floor, who report these results to
decision-makers on the top floor. Financial
accounting is the thread that unites these
various roles—on our cover and
throughout the business world.

Like a complex picture whose details can
be appreciated only through close
inspection, the subtle messages conveyed
by financial information become useful
after examination with a trained and
careful eye. Put another way, the closer
you look at financial accounting
data, the more you understand.
Fundamentals of Financial Accounting gives
students the ability to make sense of
business activities, to prepare and
interpret financial information in an
accurate and relevant way, and it does so
like no other book on the market.

Fundamentals of

FINANCIAL
ACCOUNTING

5 3
B ¢
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How does Fundamentals of Financial Account-

ing differ from the competition? It all boils

down to one quality:

Phillips/Libby/Libby is the most g
student-friendly financial book on the
market. The following pages are filled with
examples and highlights of Phillips” innova-

tive student-centered approach. Four of the

most compelling examples include:

Writing that students can read. What does it
mean to say that a book is “readable”? In the case of FFA,
it simply means the most enjoyable accounting textbook
your students have ever read. Through a mix of
conversational wording, humor, and everyday examples,
FFA achieves a relaxed style that maintains rigor while
never sacrificing student engagement. Open FFA to il
almost any page at random, read a few paragraphs and
see for yourself: Fundamentals of Financial Accounting offers
the most engaging read of any financial text.

| LOVE the authors’ writing style. | think more and more I
of our students either don't read, or have difficulty read-

ing, accounting textbooks. . . . | think [this book] will be

more readable to our students and they may even enjoy
reading it.

— Antoinette Clegg, Palm Beach Community College

Focus companies. In an approach pioneered by co-
authors Robert Libby and Patricia Libby, each chapter of
Fundamentals of Financial Accounting makes financial
accounting come alive by using a real world focus
company to teach fundamental accounting concepts.
Your students learn why accounting is important and how
businesses use accounting information to make decisions.
All of the companies featured in FFA are real companies
whose products and services are popular with

students, including Skechers (shoes), Activision (video
games), and Oakley (sunglasses). (See page VIl for more on
the focus companies.)

A fD-ROM made with stud‘en‘ts in mind.

Topic Tackler Plus takes advantage of the latest multimedia
technology to provide truly helpful audiovisual
reinforcement to your students. In particular, the Flash
tutorials combine animation with audio narration to make
reviewing each chapter’s key concepts a snap. (See page
XVI for more on Topic Tackler Plus.)

A framework you can USE. The USER framework
uses the cover illustration as a roadmap to each chapter,

~ delineating how accounting works at all levels of a

company. Students learn to Understand the business
decisions that managers make on the ground floor, Study
the accounting methods used on the second floor,
Evaluate the reported results from the viewpoint of
financial statement users on the top floor, and Reconsider
how the accounting methods affect the evaluation of
results, which indicate the quality of business decisions that
managers have made (uniting the whole building). This
framework ensures students will develop the ability to make

~ sense of business activities, be able to prepare financial

statements, and know how to interpret financial information
in an accurate and relevant way,

By taking the most thorough student-oriented
approach on the market, Fundamentals of
Financial Accounting shows students that the
more they look at financial accounting data, the
more they’ll understand of it. Read the following
pages for further proof that FFA combines
student-friendliness and academic rigor better
than any other financial book on the market.




KEEP YOUR CLASS

FOCUSE
ON THE REAL

The best way to learn to prepare and
use financial statements is to study
accounting in real business contexts.
This is the key idea behind FFA's
focus company approach, which is
introduced in the first chapter and
which integrates each chapter’s
material around a focus company, its
decisions, and its financial
statements.

The one thing that consistently amazes me and makes me VERY
happy is the choice of companies that the authors use to
demonstrate chapter concepts. The use of Cedar Fair . . . an
amusement park!!!! Everyone can relate to an amusement park and
see that the needs of this business (for LT assets) are completely
different from other businesses. Then there was Mattel, Supercuts,
etc. The companies grab the interest of the reader and make them
want to know more. As a “reader,” | was drawn into the discussion
because it interests me!!!

Cheryl Bartlett
Albuguerque TVI Community College

Reporting and
Interpreting
Long-Lived Tangible
and Intangible Asset

year, which equals 1,500 peanur butter sandwiches eaten before your higl

graduation.' That makes you an expert at knowing how much peanut butrer 1
on sandwiches. It also prepares you for learning how to report depreciation on lo
assets, Really. Reporting depreciation is a lot like spreading peanut butter on san
The amount of peanut butter to spread on each sandwich is just like the amow
preciation to spread over each accounting period. It depends on three factors
amount that vou begin with in the jar (or the cost you begin with in the a
(2) the amount you want to leave in the jar (or account), and (3) the number
wiches (or accounting periods) that you'll be spreading it over. Just like peanut
a sandwich, there'll be a little depreciation if it’s spread over many years or I
spread over fewer years.

For the rest of this chapter, we're going to focus on the amusement park bu
CEDAR FAIR. We're not leaving peanuts completely behind, because just as b
Disney’s mascot and Bugs Bunny gives character to Six Flags, Snoopy and th
Charlie Brown gang from the PEANUTS® comic strip are featured at Cedar F:
seven amusement parks and six waterparks throughout the United States, Ced:

I f you're an average American, you gobble about three pounds of peanut by

one of the biggest and best amusement park businesses in the world.? As of Dece:
2003, its rides, horels; and other long-lived assets accounted for over 96 percent
tal assets, so it’s the perfect setting for you to learn how these assets are reported
analyses you can conduct to determine how well they’re managed.

Retrieved May 3, 2004, from www.peanuthurter.com/funfacts.asp.

*Cedar Fair, L.P's Flagship Park, Cedar Point, again Vored Best Amusement Park in the World,” compa

release, August 26, 2003



page IX

We consulted extensively with students in choosing FFA’s focus
companies, taking care that our companies’ products and services
are used by students and so will appeal to their curiosity. We
further heighten student engagement by injecting our discussions
with issues and questions that actually matter in the real world.
How can a slight improvement in gross profit percentage translate
into over half a billion dollars of profit for Wal-Mart? What decisions
does Cedar Fair make when investing in and reporting its roller
coasters and other long-livea assets? How does Nautilus Group
monitor and manage its fluctuating cash flows during the pre- and
post-holiday seasons? These are but a few of the companies and
issues discussed over the course of this book.

A Warm Welcome in Every Chapter

i Students often feel they lack the real-world experience needed to understand accounting, a

LOOKING

e ~subject they believe has little impact on their daily lives. FFA's chapter openers provide

- entertaining analogies that illustrate how accounting principles can inform even the most
seemingly mundane things, from making peanut-butter sandwiches to catching a roommate
stealing snacks. There’s no better way to help students feel comfortable with accounting |
topics and to trigger an interest that invites them into the chapter. (To see how peanut-
butter sandwiches relate to depreciation, take a look at Chapter 9.) ‘

I think the authors have written some difficult ideas in simple terms
and that is good. [ like the choice of theme parks as the underlymg
business because | believe this will interest students

Gail Wright
Bryant College

| hope students wm enjoy leammg ‘bout accountmg for tangrble and intangxble
assets in the context of our amusement parks. After reading this chapter students
will truly understand the important business decisions that relate to tangible and
intangible assets, and how the results of these decrsions are reported to financial
statement users, ‘

Bruce A. /ackson A
~ Corporate Vice President and Chref Fmancm! Ofﬁcer

| Cedar Fair, LB

rseconds.




YOU SHOULD KNOW

il | 2 Declining-balance is a method You
’ | ¥ that allocates the cost of an
Coach s corner. ! asset over its useful life based shou Id

on a multiple of the straight-line

Virtually every student has i i PR Know.
been inspired by a great Look to the owl

coach at some point, and for wusd.om,
EFA feat t but knowledge—and a quick recap
e of an important text point.

two Coaches who appear

good ideas about how to
Ndl hve ress release is trustworthy. A

appear in the end-of- Points of i ,

Interest. own phony press release about
encouragement as they to take a little

grabbing topical diversions for

will help the students focus on important points. bogus investment opportunity
hand with amusing and unusual

throughout the text to
offer tips, advice, and
learn. FFA is unique in that
its in-text “coaches” own y POINT OF INTEREST
oA o
Chapter material aS We”, Emulex Corporation, which allegedly
defrauded investors of $241,814.
giving students additional It always helps
work to reinforce the material break now and then, and Points
they've learned of Interest provide attention-
students as they read. From the
| really like the Coach’s Corner in the text and at the o i !
end-of-chapter materials. They are well written and surprising origins of Nike to the
— Margaret Houston, Wright State University created by the SEC, Points of
~ Interest illuminate the topic at
facts that introduce a breath of
fresh air into students’ reading.




ETHICAL

Ethical Issue.
We've seen all too
plainly what can
happen when
accounting data are
distorted or used inappropriately, and
FFA makes sure your students start off

For an animated tour of how
transaction analysis and the
rules of debits and credits
apply to revenues and

tutarial on the DVD for use with this baok.

with a solid grounding in ethics.
Ethical Issues prompt your students to
think about tough ethical decisions in
each chapter and to practice making
these decisions themselves in end-of-
chapter cases.

B FAST FLASHBACK

A merchandiser is a

Fast ", S
Flashback.
Every student

knows the

goods it made itself

frustration of learning a new
concept or term only to forget it a

few chapters later, requiring
tedious backtracking through
previously read material to find
the original definition. FFA’s Fast
Flashbacks eliminate this hurdle:
when a topic from a previous
chapter is re-introduced, a Fast
Flashback provides a brief,
convenient refresher.

.4 expenses, check out the
Tackler

RS

Plus.
FFA’s Topic
Tackler Plus is loaded with digital study
tools that can make a real impact on
how well your students perform in the
course. All text content receiving
expanded treatment on the Student
CD is marked with this icon.

INSIDE
o LOOKING

9" Outside
Doacmem Looking In/
Inside
Looking Out.

Different people use

accounting information
in different ways: those within the
firm must choose when and how to
report events, while those outside it
rely on those reports to make their
own decisions. Instances of this dual
nature of accounting information are
highlighted in the Outside Looking
In/Inside Looking Out feature, using
an analogy from students’ own
experiences to highlight the personal
relevance of the chapter’s topics.




Fu‘r’xdamentdls of Financial Accounting is loaded with so many innovative pedagogical features,

you'd swear we shrmkwrapped a TA with the book. From quick review tools to head-scratching
ethical dilemmas, FFA's pedagcgy glves students every opportunity to reinforce and expand on
what they re learnmg

L02

COACHED PROBLEMS

CP1-1 Preparing an Income Statement and Balnm:o She
Assume that you are the president of Nucll At th
(December 31, 2006), the following fin: d«n\ for the com

s recewvable from customers
Inventones
Equipment own
Accounts payable to su
Notes payable

Expenses, including the cost of goods sold
(excluding ircome taxes)

Income tax expense

Contributed capital, 7,000 shares outstanding

No dividends were declared or pald during 2006

GROUP A PROBLEMS l‘ﬂl Available with McGraw-Hill's Homework Manager

PAT-1 Preparing an Income Statement and Balance Sheet

Problems With (and Without) the

Coach’s Help

Instructors tell us how important decision-making skills are for
students entering the accounting profession, and FFA recognizes
this through an innovative approach to problem-solving. Every

e o300 st tlowin Gl do o ch compony e e (YR just its outcome. This feature will save students
G600 the inefficient and frustrating experience of having
to work backwards from solutions to develop their
own (possibly erroneous) problem-solving rules. When students can solve the coached problems, they’ll be ready to
tackle the Group A or Group B problems, which echo the content without the advice offered by the Coached

Problems.

Cash
Accounts receivable from customers
Inventories

57,000

fallowrng tranmetions aré typical monthly n;-:mring activicies for your Supercuts Super
Salon: Indicate the mmount of reverue, i any, that should e reported in September’s income

Afeer e ome. check yorr amswers wih the sobations tn the marg.

“How'’s It
Going?”
Nothing helps like a
quiz for mastering
tricky subjects, so
FFA provides plenty
of these innovative
review boxes
throughout each

chapter. “How's It Going?” boxes pose a review question about the
recent material and provide the answer right there on the page,
printed sideways so that students don’t accidentally read it before
answering the question.

chapter includes three problem sets: Coached Problems, Group A,
and Group B problems. The Coached Problems go
beyond the traditional check figures to advise

students on the process of solving a problem rather

ETHICS AND CRITICAL THINKING CASES

LO1-L04  GADSS-4 Ethical Docision Making: A Resl-Life Example
, e o o et of Auried Froods In.—the maker of Dincan Hines®)
ETHICAL '

et e g el et s e
inthe week follwing this anooucemen
T

nd fourch quarter of 1998 and during the fin three quarcens of 199
Key financiul figures for these quirten ay inictally repormed and w later restated are shown below

2 abis nventigated and iled o legal chui alleging ¢
CEO Vi il i o i
rerme e sets of peeords—one
aditony, The SEC ..nmm..‘
(e e i ey by all Smet g - expecin

Ethics Cases

The last five years have seen controversies that
brought the ethics of the accounting
profession to the forefront of public debate.
Young people entering the business world,
whether as accountants or other business
maijors, simply must have a strong ethical
grounding, so FFA includes two ethics

cases in every chapter.



~page Xl F

T'ACHING ASSISTANT

INCLUD

Transaction Analysis Revisited

Now that you've been introduc chits, credit i 5, ¢ “BCCOUNTS, you
sactions.

| Dhoes o rraneaction exise?
. Euxaine it for sccounts affested.
. Classify each aceonnt affected.
. 1 dentity divection and umonnt:
51 Debie and credi th ascounss affected, i
. Ensure thesecuntion el blaneoy and debies = credis.
7. Summarize the mransacrion effecrs in Toaccounts

of debits, credits, journal entries, and T-accounts,

A Good Accountant DECIDES

The DECIDES decision model provides students the structure they need to
tackle challenging topics. This model helps students to decide on the ac-
counting effects of transactions by thinking through the following steps:

1.Does a transaction exist? Go to step 2 only if your answer is “yes.”

2.Examine it for the accounts affected. Put a name on what is given
and received.

3. Classify each account as asset (A), liability (L), or stockholders’
equity (SE).

4. Identify the direction and amount of the effects. By how much does
each asset, liability, and stockholders’ equity account increase or
decrease?

5. Ensure the basic accounting equation still balances and that
debits = credits.

6. Summarize the transaction effects in T-accounts.

The DECIDES model is introduced in Chapter 2, expanded in

help the students understand the process of
transaction analysis.

Patsy Lee
University of Texas at Arlington

Chapter 3, and reinforced throughout the remaining chapters.

DECIDE is an excellent learning tool which should

0 you know what m: mxgm worry about when

, then you're

king inventory decisions, The USER Fl"amework

w vuu can use the re-
' The USER framework uses the cover illustration as a

your ans
reading this chapter. In it decss these questions, which cover the speeific le\rnln;.

objectives shown in Exhibit 8.1,

LO1 Dascribe inventory management goals.
Budy Inventory costing and reporting decisions.

LO2 Describe the different types of inventory.
| LO3 Compute costs using four Inventory costing methods.

LO4  Explain why inventory is reported at the lowar of cost or market
Buaiuate inventory management practices.

LOS Compute and interpret the inventory turnaver ratio.
Reconsider how inventary raporting !Ilﬂbhnl affect analyses.

LDE Explain how accounting hod luations

“roadmap”to each chapter, delineating how accounting
functions work at all levels of the firm. Students learn to
Understand the business decisions that managers make
(ground floor), Study the accounting methods used
(second floor), Evaluate the reported results from the
viewpoint of financial statement users (top floor), and
Reconsider how the accounting methods affect the
evaluation of results, which indicate the quality of
managers’ decisions (the whole building).
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THE FINEST

END-OF-CHAPTER MATERIAL
TO BE FOUND.

FINANGIAL REFORTING AND ANALYSIS CASES Annua' Report Cases

G&DS5-1 Finding Financisl (nformation L01-404

o Bl et e s o o o B e 1 s oo e ®0e There’s no substitute for working on real-world data, so FFA

i - comes complete with an annual report for Landry’s Restaurants

bundled free with every new copy. The end-of-chapter cases

make extensive use of these data, showing students how to
draw information from an annual report and providing them

i with a valuable perspective on how financial accounting

0 information is used in decision making.

itaoras, has Landry's

december 31, 2001 were

Team Cases A T R
Every chapter also includes a team case that directs groups to search the ik e S e

Internet for companies to analyze, using the tools covered in that chapter. | e

Students not only learn useful research skills but gain valuable practice solving :

accounting problems in group settings. b O A o i o by vl Sy

What rype < busi
b What types of o
ar does 13 fiscul yeat end?
s choes Ut peesenit complete balance sheets! Income satetnenss’ Cash

10, by whom!

wr companies g th

. ”‘\ Il . N
I e il W‘ \|\ M L L0 el

G =

MINI-EXERCISES ‘i’ﬁ Avallable with McGraw Hiil's Homawork Manager
LO2-105  M10-1 Identifying Important Accounting Terms

Complete the following crosswond puzzle, wsing the elues provided o the righ

Crossword Puzzles
5 R b s s it Yet another example of what makes FFA so much fun for

T L students. Rather than memorize definitions through rote
stock as payment for the outstanding

o e sl learning, students practice learning the language of business in

typically evaluated using the currant

L~ a format that they’ll want to complete even if it's not assigned.

bond certificate

L T (If you don’t believe us, try it for yourself. Point out the

debt is paid before other

e crossword puzzles to students, but don’t assign them. We bet

likalihaod at which & contingant liability

T ceesietion fo Macicarsand you'll find they do them anyway!)

Socisl Security payroll taxes. ‘




The end-of-chapter material is traditionally where students go from reading to doing: answering review
questions, solving problems, and wrestling with issues that help them to assimilate the material and
apply it in a realistic context. While FFA doesn’t see reading as a passive process — our pedagogy does
more to maintain student interest and engagement than any competing book — the end-of-chapter
material offers a wealth of opportunities for students to connect to the material, and for you to enliven
your class with a variety of assignments and discussion questions.

SIMPLIEY WITH SPREADSHEETS

S52.1 Asatyring Transactions sl
Amern v receraly besinel » et i

Simplify with Spreadsheets
Why do the same calculations over and over again when you can enter
them once, and then just copy and paste? Every chapter includes at
least one spreadsheet problem that allows students to skip the tedium
of repetitious number-crunching and focus instead on “what if”
analyses and interpretations. And don’t worry if your students haven’t
had formal training with spreadsheets: each problem includes relaxed,
student-friendly advice on the steps needed to perform basic
spreadsheet calculations.

MULTIPLE CHOICE

eoently deposited a check from
ot tha s 1o . Wi of the following describes the

Multiple-Choice Questions
Students are likely to see these kinds of questions on tests and exams,
so give them some practice with these quick checks of basic concepts.

m 3
i i
il iy

PAS-2 Recording and Interpreting the Disposal of Long-Lived Assets
During 2006, Kosik Company dispesed of two different assevs, On Junuary 1, 2006, prior to their
disposal, the accounts reflected the following

Estimated Accumulsted
Assel Life (straight-fioa)

Peachtree® Designated Exercises and Problems
Students entering the accounting profession can never have too much .
practice working on Peachtree, so FFA’s end-of-chapter material includes e Rt o s o s sl
specially designated problems to be solved with the educational version of '
Peachtree Complete (see page XVIII). These problems are marked with an L e e i .
icon and make ideal homework assignments. R g e St o o A I b

Machine A s ! 5 years $17.800 (4 years)
Machine B .200 14 years 48,000 (12 years}

Norron Pharmaceuticals purchised m 2005 for a cash bump sum payment of
$650,000. Inecluded in th rchase price was "Coodwill, $75,000.”

The authors, as they have done throughout the
book, have done a very good job on all of the end
of chapter material.

Philip Fink
University of Toledo




FrA's STUDENT-CENTRIC
~ APPROACH

ONEpass

It can be a challenge remembering all the different passwords and access codes for the many online assets
available with Fundamentals of Financial Accounting. To make life easier for your students, McGraw-Hill is pleased
to introduce OnePass. With McGraw-Hill’s OnePass, just one code gets your students total access to McGraw-
Hill's Homework Manager, Topic Tackler Plus, NetTutor, and the online version of the textbook. Moreover, the
OnePass card fits in your students’ wallets for safekeeping.

is a Web-based supplement that duplicates problem structures directly from the end-
of-chapter material in your textbook, using algorithms to provide a limitless supply of
online self-graded practice for students, or assignments and tests with unique
versions of every problem. Say goodbye to cheating in your classroom; say hello to
the power and flexibility you've been waiting for in creating assignments.

The enhanced version of McGraw-Hill’s Homework Manager integrates all of FFA’s
online and multimedia assets to allow your students to brush up on a topic before
doing their homework. You now have the option to give your students pre-populated
hints and feedback. The test bank has been added to Homework Manager so you can
create online quizzes and exams and have them autograded and recorded in the
same gradebook as your homework assignments. Lastly, the enhanced version
provides you with the option of incorporating the complete online version of the
textbook, so your students can easily reference the chapter material as they do their homework assignment, even
when their textbook is far away. / : ‘

McGraw-Hill’s Homework Manager is also a useful grading tool. All assignments
can be delivered over the Web and are graded automatically, with the results
stored in your private grade book. Detailed results let you see at a glance how
each student does on an assignment or an individual problem—you can even
see how many tries it took them to solve it.

Students receive full access to McGraw-Hill’s Homework Manager when they
purchase OnePass, or you can have Homework Manager pass codes
shrinkwrapped with the textbook. Students can also purchase access to
Homework Manager directly from their class homepage.

Topic Tackler Plus, the FFA student CD-ROM,, is designed to accompany your students from the first day
of class to the last, with text-specific study aids and helpful additional content that can make a real difference on
overall student performance. It's one more reason why Fundamentals of Financial Accounting is the most student-
friendly book of its kind.




DOESN’'T STOP AT THE

TEXTBOOK.

Prandbea Animated Flash Tutorials
RS SRS The toughest and most important topics of each chapter are reviewed in animated,
com - audio-narrated tutorials powered by Flash technology. These tutorials take the main
- | & ;:;I ¥ points of the textbook and put them in motion, with step-by-step instructions that can
eliminate the need for holding midterm and end-of-term review sessions.
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Video Segments

Combining original location footage, interviews, eye-catching graphics, and spoken
narration, these vignettes explain how the concepts covered in each chapter make a
difference in the world of business.

Animated Crossword Puzzles
These puzzles provide countless variations on the highly popular format for learning
key terms.

Net Tutor

Many students work or have other commitments outside of class, making it
difficult for them to get help with their questions during regular hours. NetTutor is
a breakthrough program that connects your students with qualified tutors online,
so they can get help at their convenience. Students can communicate with tutors
through the Live Tutor Center, where students can view tutor-created
spreadsheets, T-accounts, and instant responses to their questions, or through the
Q&A Center, which allows students to submit questions anytime and receive
answers within 48 hours.

With OnePass, students receive unlimited access to NetTutor for the length
of the course.




