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PREFACE

NEW TO THIS EDITION
Important changes in the 12th edition of Advanced Accounting include the following:

B The text has been rewritten to align with both the Financial Accounting Standards
Board Accounting Standards Codification and the Governmental Accounting
Standards Board Codification. References to original pronouncements have been
deleted, except where important in an historical context.

B The text now provides references to a listing of official pronouncements at the end
of all chapters. Text length is reduced and rendered much more readable for the
students.

B All chapters have been updated to include coverage of the latest international
reporting standards and issues, where appropriate. As U.S. and international
reporting standards move toward greater harmonization, the international coverage
continues to expand in the 12 edition.

B All chapters have been updated to reflect the most recent changes to the Financial
Accounting Standards Board Codification and Governmental Accounting Standards
Board Codification.

m Chapter 16 has been modified to clarify GAAP/non-GAAP issue with partner-
ship accounting in instances where addition of a new partner may constitute a
business combination.

B The governmental and not-for-profit chapters have been updated to include all
standards through GASB No. 70. These chapters have also been enhanced with illus-
trations of the financial statements from Golden, Colorado. Coverage now includes
the new financial statement elements (deferred inflows and outflows), as well as
the new pension standards. Chapter 20 includes an exhibit with t-accounts to help
students follow the governmental fund transactions and their financial statement
impact.

m Chapter 23 coverage of fiduciary accounting for estates and trusts has been revised
and updated to reflect current taxation of these entities as of December 31, 2013.
Assignment materials have been modified to enhance student learning.

This 12th edition of Advanced Accounting is designed for undergraduate and graduate students major-
ing in accounting. This edition includes 23 chapters designed for financial accounting courses beyond
the intermediate level. Although this text is primarily intended for accounting students, it is also useful
for accounting practitioners interested in preparation or analysis of consolidated financial statements,
accounting for derivative securities, and governmental and not-for-profit accounting and reporting.
This 12th edition has been thoroughly updated to reflect recent business developments, as well as
changes in accounting standards and regulatory requirements.

This comprehensive textbook addresses the practical financial reporting problems encountered in
consolidated financial statements, goodwill, other intangible assets, and derivative securities. The text
also includes coverage of foreign currency transactions and translations, partnerships, corporate lig-
uidations and reorganizations, governmental accounting and reporting, not-for-profit accounting, and
estates and trusts.

« HIREFEBMES, B R, — g



PREFACE

An important feature of the 12th edition is the continued student orientation, which has been
further enhanced with this edition. This 12th edition strives to maintain an interesting and readable
text for the students. The focus on the complete equity method is maintained to allow students to
focus on accounting concepts rather than bookkeeping techniques in learning the consolidation ma-
terials. This edition also maintains the reference text quality of prior editions through the use of elec-
tronic supplements to the consolidation chapters provided on the Web site that accompanies this text,
at www.pearsonglobaleditions.com/Beams. These electronic supplements have been decreased from
eight in the prior edition to three in the current edition. Deleted materials from the electronic supple-
ments have been integrated into the text chapters as appropriate. The presentation of consolidation
materials highlights working paper—only entries with shading and presents working papers on single
upright pages. All chapters include current excerpts from the popular business press and references to
familiar real-world companies, institutions, and events. This book uses examples from annual reports of
well-known companies and governmental and not-for-profit institutions to illustrate key concepts and
maintain student interest. Assignment materials include adapted items from past CPA examinations and
have been updated and expanded to maintain close alignment with coverage of the chapter concepts.
Assignments have been updated to include additional research cases and simulation-type problems.
This edition maintains identification of names of parent and subsidiary companies beginning with P
and S, allowing immediate identification. It also maintains parenthetical notation in journal entries to
clearly indicate the direction and types of accounts affected by the transactions. The 12th edition re-
tains the use of learning objectives throughout all chapters to allow students to better focus study time
on the most important concepts.

ORGANIZATION OF THIS BOOK

Chapters 1 through 11 cover business combinations, the equity, fair value and cost methods of
accounting for investments in common stock, and consolidated financial statements. This empha-
sizes the importance of business combinations and consolidations in advanced accounting courses
as well as in financial accounting and reporting practices.

Accounting and reporting standards for acquisitions are introduced in Chapter 1. Chapter 1 also
provides necessary background material on the form and economic impact of business combinations.
Chapter 2 introduces the complete equity method of accounting as a one-line consolidation, and this
approach is integrated throughout subsequent chapters on consolidations. This approach permits al-
ternate computations for such key concepts as consolidated net income and consolidated retained
earnings, and it helps instructors explain the objectives of consolidation procedures. The alternative
computational approaches also assist students by providing a check figure for their logic on these
key concepts. The one-line consolidation is maintained as the standard for a parent company in ac-
counting for investments in its subsidiaries. Chapter 3 introduces the preparation of consolidated fi-
nancial statements. Students learn how to record the fair values of the subsidiary’s identifiable net
assets and implied goodwill. Chapter 4 continues consolidations coverage, introducing working paper
techniques and procedures. The text emphasizes the three-section, vertical financial statement work-
ing paper approach throughout, but Chapter 4 also offers a trial balance approach in the appendix. The
standard employed throughout the consolidation chapters is working papers for a parent company that
uses the complete equity method of accounting for investments in subsidiaries.

Chapters 5 through 7 cover intercompany transactions in inventories, plant assets, and bonds. The
Appendix to Chapter 5 reviews SEC accounting requirements.

Chapter 8 discusses changes in the level of subsidiary ownership, and Chapter 9 introduces more
complex affiliation structures. Chapter 10 covers several consolidation-related topics: subsidiary pre-
ferred stock, consolidated earnings per share, and income taxation for consolidated business entities.
Chapter 11 is a theory chapter that discusses alternative consolidation theories, push-down account-
ing, leveraged buyouts, corporate joint ventures, and key concepts related to accounting and reporting
by variable interest entities. Chapters 9 through 11 cover specialized topics and have been written as
stand-alone materials. Coverage of these chapters is not necessary for assignment of subsequent text
chapters.

Business enterprises become more global in nature with each passing day. Survival of a mod-
ern business depends upon access to foreign markets, suppliers, and capital. Some of the unique
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challenges of international business and financial reporting are covered in Chapters 12 and 13. These
chapters cover accounting for derivatives and foreign currency transactions and translations. As in the
prior edition, Chapter 12 covers the concepts and common transactions for derivatives and foreign
currency, and Chapter 13 covers accounting for derivative and hedging activities. Coverage includes
import and export activities and forward or similar contracts used to hedge against potential exchange
losses. Chapter 14 focuses on preparation of consolidated financial statements for foreign subsidiaries.
This chapter includes translation and remeasurement of foreign-entity financial statements, one-line
consolidation of equity method investees, consolidation of foreign subsidiaries for financial reporting
purposes, and the combination of foreign branch operations.

Chapter 15 introduces topics of segment reporting under FASB ASC Topic 280, as well as interim
financial reporting issues. Partnership accounting and reporting are covered in Chapters 16 and 17.
Chapter 16 has been updated to include consideration of cases where a partnership change meets the
criteria for treatment as a business combination. Chapter 18 discusses accounting and reporting proce-
dures related to corporate liquidations and reorganizations.

Chapters 19 through 21 provide an introduction to governmental accounting, and Chapter 22 intro-
duces accounting for voluntary health and welfare organizations, hospitals, and colleges and universi-
ties. These chapters are completely updated through GASB Statement No. 70, and provide students
with a good grasp of key concepts and procedures related to not-for-profit accounting.

Finally, Chapter 23 provides coverage of fiduciary accounting and reporting for estates and trusts.

INSTRUCTORS’ RESOURCES

The supplements that accompany this text are available for instructors only to download at our
Instructor Resource Center, at www.pearsonglobaleditions.com/Beams. Resources include the
following:

E Solutions manual: Prepared by the authors, the solutions manual includes updated
answers to questions, and solutions to exercises and problems. Solutions to assign-
ment materials included in the electronic supplements are also included. Solutions
are provided in electronic format, making electronic classroom display easier for
instructors. All solutions have been accuracy-checked to maintain high-quality
work.

® Instructor’s manual: The instructor’s manual contains comprehensive outlines
of all chapters, class illustrations, descriptions for all exercises and problems
(including estimated times for completion), and brief outlines of new standards set
apart for easy review.

B Test bank: This file includes test questions in true/false, multiple-choice,
short-answer, and problem formats. Solutions to all test items are also included.

m PowerPoint presentation: A ready-to-use PowerPoint slideshow designed for
classroom presentation is available. Instructors can use it as-is or edit content to fit
particular classroom needs.

STUDENT RESOURCES

To access the student download Web site, visit www.pearsonglobaleditions.com/Beams. This Web
site includes the electronic supplements for certain chapters and problem templates.

ACKNOWLEDGMENTS

Many people have made valuable contributions to this 12th edition of Advanced Accounting, and
we are pleased to recognize their contributions. We are indebted to the many users of prior editions
for their helpful comments and constructive criticisms. We also acknowledge the help and encour-
agement that we received from students at Grand Valley State, Michigan State, and University
of Washington, who, often unknowingly, participated in class testing of various sections of the
manuscript.




iv PREFACE

We want to thank our faculty colleagues for the understanding and support that have made
12 editions of Advanced Accounting possible.

A special thank you to Carolyn Streuly for her many hours of hard work and continued dedication
to the project.

The following accuracy checkers and supplements authors whose contributions we appreciate—
Jeanne David, University Detroit Mercy; Darlene Ely, Carroll Community College, Linda Hajec,
Penn State-Erie, The Behrend College; Sheila Handy, East Stroudsburg University.

We would like to thank the members of the Pearson book team for their hard work and
dedication: Donna Battista, Vice President, Product Management; Heather McNally, Editorial
Project Manager; Meredith Gertz, Production Project Manager. Haylee Schwenk, Project Manager,

Lumina Datamatics, Inc.

Our thanks to the reviewers who helped to shape this 12th edition:

Marie Archambault, Marshall University
Ron R. Barniv, Kent State University

Nat Briscoe, Northwestern State University
Michael Brown, Tabor School of Business
Susan Cain, Southern Oregon University
Kerry Calnan, Elmus College

Eric Carlsen, Kean University

Gregory Cermignano, Widener University
Lawrence Clark, Clemson University
Penny Clayton, Drury University

Lynn Clements, Florida Southern College
David Dahlberg, The College of St. Catherine
Patricia Davis, Keystone College

David Doyon, Southern New Hampshire
University

John Dupuy, Southwestern College

Thomas Edmonds, Regis University

Charles Fazzi, Saint Vincent College

Roger Flint, Oklahoma Baptist University
Margaret Garnsey, Siena College

Sheri Geddes, Andrews University

Gary Gibson, Lindsey Wilson College

Bonnie Givens, Avila University

Steve Hall, University of Nebraska at Kearney

Matthew Henry, University of Arkansas at
Pine Bluff

Judith Harris, Nova Southeastern University
Joyce Hicks, Saint Mary’s College

Marianne James, California State University,
Los Angeles

Patricia Johnson, Canisius College

Stephen Kerr, Hendrix College

Thomas Largay, Thomas College

Stephani Mason, Hunter College

Mike Metzcar, Indiana Wesleyan University

Dianne R. Morrison, University of Wisconsin,
La Crosse

David O’Dell, McPherson College

Bruce Oliver, Rochester Institute of
Technology

Pamela Ondeck, University of Pittsburgh
at Greensburg

Anne Oppegard, Augustana College

Larry Ozzello, University of Wisconsin,
Eau Claire

Glenda Partridge, Spring Hill College
Thomas Purcell, Creighton University
Abe Qastin, Lakeland College

Donna Randolph, National American
University

Frederick Richardson, Virginia Tech
John Rossi, Moravian College

Angela Sandberg, Jacksonville State
University

Mary Jane Sauceda, University of Texas at
Brownville and Texas Southmost College

John Schatzel, Stonehill College
Michael Schoderbeck, Rutgers University

Joann Segovia, Minnesota State University,
Moorhead

Stanley Self, East Texas Baptist University
Ray Slager, Calvin College

Duane Smith, Brescia University

Keith Smith, George Washington University
Kimberly Smith, County College of Morris
Pam Smith, Northern Illinois University
Jeffrey Spear, Houghton College

Catherine Staples, Randolph-Macon College
Natalie Strouse, Notre Dame College

Zane Swanson, Emporia State University
Anthony Tanzola, Holy Family University

Christine Todd, Colorado State University,
Pueblo

Ron Twedt, Concordia College

Barbara Uliss, Metropolitan State College
of Denver

Joan Van Hise, Fairfield University



PREFACE Vv

Dan Weiss, Tel Aviv University, Faculty Joe Wilson, Muskingum College
of Management Alex Yen, Suffolk University

Stephen Wheeler, Eberhardt School of Sung Wook Yoon, California State University,
Business Northridge
Delt}ol.'ah Wti;ﬁams, West Virginia State Suzanne Alonso Wright, Penn State
niversi S
H. James Williams, Grand Valley State Ronald Zhao, Monmouth University
University

Pearson would like to thank and acknowledge the following people for their work on the Global
Edition:

Contributors: Reviewers:

Gunawan Wibisono, Gadjah Mada University Debarshi Bhattacharya, SR Fatehpur College
Dayana Mastura, Asia Pacific University of = Erkan Ilgun, International Burch University
Technology and Innovation Jeff Ng, The Chinese University of Hong Kong



15183

1
o
HIE
AT
B5E
FoT
HTE
EA
Ho%
108
H1E
F12E
138
H14E

158

LME B3 cocvemaeeeesi et bbb 1
K A B ——— 4 T 2D T 53R oo 25
DM B HRTE 2 BT wevrevsreememmresreesersessseescesesseessesesaseseeesessesieessesesesassaesieen 61
BIETAEIRT . FRIGERIE —vorrevsreseeereeresoetsesesecssscsssssenscssssasesssesesssees 97
SEPPIRBRE D) s R vessorsvonevnsovasresusisrsscss e v sxsnsssssisoesssmss s ssssnessissas oo 143
B ERAE S+ IR YT ooeveeeseereessesssasssssssssssssnssssssssssssssssssssssssssssenes 183
Tl B 500 T i3S 215
IS TRNERAE B B, JOATE A . o ons v o TR A3 SRR AT 243
N o M T il cvies esssovsmssnsisnssnsasassiions sissstomssn sessiesassssmssinsinas s snissss 273
FATMRLERE . AR LA FEFTIERD <o ovreeeemsresreenmsssnnesnianes 307
BT | TR EATILE e ssssssssssssessssssss s 357
HiE TESANT : B 5 TLAT S oreeerereeimssresessisssesasssscssssssnssnssasssens 397
B T S ETE B TFABIE oeeeeeeereememsesssenssesasesnssssee e 415
BT MBS wvesvivsovmessessnsesmssasios wseysosssssan s o oS P AR89 449
e D O ——— 483



CONTENTS

Preface i

CHAPTER 1
Business Combinations 1

Reasons for Business Combinations 2

Antitrust Considerations 3

Legal Form of Business Combinations 4
Accounting Concept of Business Combinations 5
Accounting for Combinations as Acquisitions 6
Disclosure Requirements 15

The Sarbanes-Oxley Act 15

CHAPTER 2
Stock Investments—Investor Accounting and Reporting 25

Accounting for Stock Investments 25

Equity Method—A One-Line Consolidation 28
Investment in a Step-by-Step Acquisition 36
Sale of an Equity Interest 37

Stock Purchases Directly from the Investee 37
Investee Corporation with Preferred Stock 38
Extraordinary Items and other Considerations 39
Disclosures for Equity Investees 39

Testing Goodwill for Impairment 41

CHAPTER 3
An Introduction to Consolidated Financial Statements 61

Business Combinations Consummated through Stock Acquisitions 61
Consolidated Balance Sheet at Date of Acquisition 65

Consolidated Balance Sheets after Acquisition 69

Assigning Excess to Identifiable Net Assets and Goodwill 71
Consolidated Income Statement 77

Push-Down Accounting 78

Preparing a Consolidated Balance Sheet Worksheet 79



ii  CONTENTS

CHAPTER 4
Consolidation Techniques and Procedures 97

Consolidation under the Equity Method 97
Locating Errors 104

Excess Assigned to Identifiable Net Assets 104
Consolidated Statement of Cash Flows 110
Preparing a Consolidation Worksheet 115

CHAPTER 5
Intercompany Profit Transactions—Inventories 143

Intercompany Inventory Transactions 144

Downstream and Upstream Sales 148

Unrealized Profits from Downstream Sales 151

Unrealized Profits from Upstream Sales 154

Consolidation Example —Intercompany Profits from Downstream Sales 156
Consolidation Example —Intercompany Profits from Upstream Sales 159

CHAPTER 6
Intercompany Profit Transactions—Plant Assets 183

Intercompany Profits on Nondepreciable Plant Assets 183

Intercompany Profits on Depreciable Plant Assets 188

Plant Assets Sold at Other than Fair Value 196

Consolidation Example—Upstream and Downstream Sales of Plant Assets 197
Inventory Purchased for Use as Operating Assets 200

CHAPTER 7
Intercompany Profit Transactions—Bonds 215

Intercompany Bond Transactions 215

Constructive Gains and Losses on Intercompany Bonds 216
Parent Bonds Purchased by Subsidiary 218

Subsidiary Bonds Purchased by Parent 224

CHAPTER 8
Consolidations—Changes in Ownership Interests 243

Acquisitions during an Accounting Period 243

Piecemeal Acquisitions 246

Sale of Ownership Interests 248

Changes in Ownership Interests from Subsidiary Stock Transactions 254
Stock Dividends and Stock Splits by a Subsidiary 257



CONTENTS

FTT]

CHAPTER 9
Indirect and Mutual Holdings 273

Affiliation Structures 273

Indirect Holdings— Father-Son-Grandson Structure 275
Indirect Holdings— Connecting Affiliates Structure 278
Mutual Holdings—Parent Stock Held by Subsidiary 282
Subsidiary Stock Mutually Held 291

CHAPTER 10
Subsidiary Preferred Stock, Consolidated Earnings per Share,
and Consolidated Income Taxation 307

Subsidiaries with Preferred Stock Outstanding 307

Parent and Consolidated Earnings Per Share 313

Subsidiary with Convertible Preferred Stock 316

Subsidiary with Options and Convertible Bonds 317

Income Taxes of Consolidated Entities 318

Income Tax Allocation 319

Separate-Company Tax Returns with Intercompany Gain 322

Effect of Consolidated and Separate-Company Tax Returns on
Consolidation Procedures 326

Business Combinations 333
Financial Statement Disclosures for Income Taxes 338

CHAPTER 11
Consolidation Theories, Push-Down Accounting, and Corporate Joint Ventures 357

Comparison of Consolidation Theories 358

lllustration— Consolidation Under Parent-Company and Entity Theories 360
Push-Down Accounting and Other Basis Considerations 369

Joint Ventures 375

Accounting for Variable Interest Entities 378

CHAPTER 12
Derivatives and Foreign Currency: Concepts and Common Transactions 397

Derivatives 397
Foreign Exchange Concepts and Definitions 402
Foreign Currency Transactions other than Forward Contracts 404

CHAPTER 13
Accounting for Derivatives and Hedging Activities 415

Accounting for Derivative Instruments and Hedging Activities 415

Accounting for Hedge Contracts: lllustrations of Cash Flow and
Fair-Value Hedge Accounting Using Interest Rate Swaps 425

Foreign Currency Derivatives and Hedging Activities 429



