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The seventh edition of Intermediate Accounting discusses in depth the traditional (in-
termediate) financial accounting topics as well as the recent developments in account-
ing valuation and reporting practices promulgated by the leading professional
accounting organizations and applied by practitioners in industry and public account-
ing. Explanations and discussions of financial accounting theory are supported and
illustrated by examples taken directly from practice and authoritative pronounce-
ments.

Continuing to keep pace with the complexities of professional accounting pron-
ouncements and the modern business enterprise, we have added new topics, deleted
some obsolete material, clarified some of the existing coverage, added numerous il-
lustrations, and updated material where necessary. To provide the instructor with
greater flexibility in choosing topics to cover or omit, we have continued the use of
judiciously selected appendices. The appendices are concerned primarily with complex
subjects, lesser used methods, or specialized topics.

Benefiting from the comments and recommendations of adopters of our sixth edi-
tion, we have made significant revisions. Explanations where necessary have been
expanded, complicated discussions and illustrations have been simplified, realism has
been integrated to heighten interest and relevancy, and new topics and coverage have
been added to maintain currency. We have even deleted some sixth edition coverage
and condensed the coverage of other topics.

We have attempted to balance our coverage so that the conceptual discussion and
procedural presentation are mutually reinforcing. The study of concepts develops an
understanding of procedures, and the performance of procedures enriches an under-
standing of the concepts. Accountants must act as well as think; therefore, we have
given equal emphasis to 0w and to why.

We believe that individuals can account for events and phenomena best if they
fully understand the nature of the phenomena and comprehend the economic conse-
quences of the events. An appreciation for the behavioral and economic consequences
of accounting and reporting alternatives is equally important. To this end, we have
provided coverage that develops perspective as well as an understanding of the busi-
ness transactions and other events for which enterprises account and report.

m REVISIONS AND NEW FEATURES ®

The most significant revision to the seventh edition is the complete rewriting of Chap-
ter 20 on accounting for income taxes. This revision conforms to the profession’s most
recent and long-awaited pronouncement on accounting and reporting requirements
related to interperiod income tax allocation. Also, eleven pages of new material cov-
ering the accounting and reporting requirements for postretirement benefits other than
pensions (FASB Statement No. 106) have been added to Chapter 21.

Numerous new features have been added to the seventh edition:

A four-color presentation with a larger-type size and a more open design make the
book easier to read and more user friendly.

Vil
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2. A description of each case, exercise, and problem is provided for the first time.

3. Financial reporting problems have been developed and are placed as the last item of
the homework-assignment material. Most of these financial reporting problems require
reference to and analysis and interpretation of Georgia-Pacific Corporation’s financial
;taAt)ements and accompanying notes (see the specimen financial statements, Appendix

4. Ethics material in the form of text discussion and assignment material (questions, cases,
and exercises) has been added to sensitize students to the ethical considerations, situa-
tions, and dilemmas encountered by practicing accountants.

5. Interviews of eight prominent accounting and business personalities on relevant ac-
counting topics is a unique new feature. The interviews are integrated throughout the
book as follows:

Preceding Chapter 1
Arthur R. Wyatt, “International Accounting and Standard Setting”’
Between Chapters 5 and 6
Dennis R. Beresford, “‘Standard Setting”
Between Chapters 9 and 10
Ted Clarke, “Financial Accounting: A Preparer’s Viewpoint”’

Between Chapters 12 and 13
Robert Sack, “Ethics”

Between Chapters 16 and 17

James C. Treadway, “Ethics: A Regulator’s Viewpoint”
Between Chapters 19 and 20
Clark H. Johnson, “Financial Accounting: A CFO’s Viewpoint”’
Between Chapters 23 and 24
Patricia McConnell, “Financial Accounting: A Financial Statement User’s Viewpoint”’
Between Chapters 25 and 26
James F. Fitzgerald, “Careers in Accounting’’

Because these interviews contain considerable accounting content and are relevant to an
accountant’s professional development, they can serve as a basis for classroom discus-
sions.

6. Learning objectives are presented in the side margins throughout the book as aides to
students.

7. Four-color graphics and flow charts have been added throughout the chapters to en-
hance clarity and comprehension.

8. Icons (images or symbols), set in the margins of end-of-chapter assignment materials,
have been specifically designed to identify (a) the exercises and problems that are con-
tained in the Lotus Problems supplement—blue icon— and (b) the questions, cases, ex-
ercises, and problems that contain ethical issues or dilemmas—red icons.

Throughout the text we have attempted to improve the pedagogy and simplify
complex presentations. Examples are: the addition of all new four-color graphics to
enhance the time diagrams and illustrations in Chapter 6; clarification and expansion
of the capitalization of interest approach in Chapter 10; updating and expansion of
(1) the MACRS tax depreciation approach and (2) the impairment in asset value dis-
cussion in Chapter 11; in Chapter 13 the presentation on property tax accruals has
been simplified and the coverage on guarantees and warranties has been revised to
conform to FASB Technical Bulletin No. 90-1; the updated coverage in Chapters 15 and
16 on dividend availability and policy resulting from more states adopting recent
versions of the Model Business Corporation Act; revision of the quasi-reorganization
coverage to conform to the SEC’s new reclassification rules; and clarification of the
computation of weighted average shares outstanding and calculations of earnings per
share in Chapter 17. The recent practices of “trade loading” and “channel stuffing”
relative to revenue recognition abuses are discussed in Chapter 19. Coverage about
financial instruments with off-balance-sheet risk and concentrations of risk (FASB
Statement No. 105) has been integrated into relevant chapters.
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The sequence of chapters has remained the same, except that Chapter 27 of the
sixth edition has been deleted. “Accounting for Changing Prices,” the topic of that
deleted chapter has been condensed into an appendix to Chapter 26 because the dis-
closure of current cost and constant dollar information (inflation accounting) is no
longer mandatory or widely practiced.

B COLOR DESIGN =

The color design not only enlivens the textbook’s appearance, but, through planned
and consistent usage, eases learning. Note that financial statements are presented in
blue toned color with a beige header. Trial balances, work sheets, and larger schedules
and exhibits are presented in beige with blue headings. Most small illustrations, dem-
onstrations, and excerpts from notes accompanying financial statements are beige col-
ored /blue trim boxes. Significant amounts and descriptions within either blue or beige
colored boxes are highlighted in solid blue color. Learning objectives appear in the
side margin in red, while blue computer icons and red ethics icons appear next to the
problem material. Major headings are black print and are centered while secondary
headings are red. Numbers and descriptions of homework assignment material are
colored blue. All pages containing assignment material have a blue/beige border
while the five interest and annuity tables in Chapter 6 have a black and red border
to ease locating and identifying. All summaries of fundamental concepts at the end
of each chapter are presented in gray screen. The names of real world companies as
part of illustrations are red. The color design is summarized as follows:

Red—Learning objectives, ethics icons, real-world company names, secondary headings,
and accents.

Blue—Financial statements, homework assignment numbers and descriptions, highlighted
amounts and descriptions in boxed illustrations, and computer icons.

Beige—Exhibits, schedules, trial balances, work sheets, illustrations, and lists of definitions.
Gray—Fundamental concepts (a summary at the end of each chapter).

® QUESTIONS, CASES, EXERCISES, AND PROBLEMS ®

At the end of each chapter we have provided a comprehensive set of review and
homework material consisting of questions, short cases, exercises, and problems. For
this edition all exercises and problems have been revised, and the end-of-chapter ma-
terial has been supplemented with over 200 new items, all of which have been either
class tested or double checked for accuracy and clarity.

The questions are designed for review, self-testing, and classroom discussion pur-
poses as well as homework assignments. The cases generally require essay as opposed
to quantitative solutions; they are intended to confront the student with situations
calling for conceptual analysis and the exercise of judgment in identifying problems
and evaluating alternatives. Typically, an exercise covers a specific topic and requires
less time and effort to solve than cases and problems. The problems are designed to
develop a professional level of achievement and are more challenging and time con-
suming to solve than the exercises.

Probably no more than one-fourth of the total case, exercise, and problem material
must be used to cover the subject matter adequately; consequently, problem assign-
ments may be varied from year to year.
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B SUPPLEMENTARY MATERIALS =

Accompanying this textbook is an improved and expanded package of student learn-
ing aids and instructor teaching aids.

STUDENT LEARNING AIDS

The Student Study Guide contains an enhanced chapter review section with new
demonstration problems, additional multiple-choice questions and exercises, ex-
panded synopsis sections that tie in concepts from other chapters, and a more thor-
ough review of text material in a self-study section.

A Self-Study Problems/Solution Book, new to this edition, contains exercises and
problems for each chapter with annotated step-by-step solutions, with coaching and
tips on how to study and how to analyze, setup, and solve accounting problems and
exam questions.

The Rockford Corporation Manual Practice Set has been revised and slightly
shortened and simplified, with check figures provided for both sets of solutions.

The Rockford Corporation Computerized Practice Set demonstrates the benefits
of an automated accounting system—similar to general ledger software, but easier to
implement.

Ruled Working Papers I and II in two volumes now contains ruled papers for
both exercises (new to this edition) and problems.

The Lotus 1-2-3 Problems booklet contains a complete range in difficulty level of
intermediate accounting problems (from data entry to developing spreadsheets). Each
chapter has basic, intermediate, and advanced tutorials along with three exercises or
problems cross referenced to and identified in the text.

The Multi-State Trucking—Lotus Based Practice Set requires the student to pro-
duce interim financial statements by using computer spreadsheets and aids in making
the transition from financial to intermediate.

The Checklist of Key Figures is a comprehensive list of key figures for students
to use to verify their problem solutions.

INSTRUCTOR TEACHING AIDS

The Solutions Manuals I and II contain assignment classification tables, descriptions,
difficulty levels, times, and purposes for every assignment by chapter, along with
complete solutions, derivations, and helpful notes to instructors.

The Instructor’s Manual contains enhanced lecture outlines with teaching tips,
cross references to text material, chapter reviews, more demonstration problems and
in-class illustrations, an updated annotated bibliography, and tips on how to integrate
ethics into financial accounting.

The Examination Book and Test Bank has been greatly expanded with more
multiple-choice questions, more exercises, and a new bank of problems. The deriva-
tions of all multiple-choice questions are also now provided.

A Microtest computerized test bank is available for IBM-PC and Macintosh mi-
crocomputers.

Videos, new to this edition, on selected topics provide real-world background as
well as technical coverage in fifteen to thirty minute segments.

The Tutorial and Presentation Software, new to this edition, provides graphical
animation and explanations useful to instructors as a classroom aid or to students in
the lab.

Transparencies of solutions to exercises and problems are provided in two vol-
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umes in an organizer box with chapter separators; the large-size 12-point type pro-

vides a clear, dark, readable image.

B ACKNOWLEDGMENTS =

We thank the many users of our sixth edition who contributed to this revision through
their comments and instructive criticism. Special thanks are extended to the primary
reviewers of and contributors to our seventh edition manuscript:

Primary Textbook Reviewers

John Borke
University of Wisconsin—Platteville

Madeleine J. Carlin

University of Pittsburgh

State University of New York at Buffalo
Jiin-Feng Chen

University of Wisconsin—Madison
Henry H. Davis

Eastern Illinois University

Larry R. Falcetto

Emporia State University

Nicholas A. Genovese, Jr.

Tulane University

Mohamed E. Ghobashy

Indiana University of Pennsylvania
John M. Hassell

University of Texas—Arlington

Wayne M. Higley
Buena Vista College

Marilyn F. Hunt

University of Central Florida
Claire Latham

Georgia Institute of Technology
Herschel M. Mann

Texas Tech University

Lucretia Mann

Mercy College

R. David Ramsey

Southeastern Louisiana University

Bruce W. Stuart
Concordia College

Iris Stuart

Concordia College
Stanley E. Warner, Jr.
Old Dominion University

Stuart Weiss
Stuart Weiss Business Writing Inc.

Primary Supplement Reviewers

Diane L. Adcox
University of North Florida

Richard E. Arvey

Seattle University

Clarence G. Avery, (Emeritus)
Northern Illinois University

Linda J. Benz
Jefferson Community College

Lyn Cravens
University of Kansas
Sharon Grove

College of Lake County
Constance Hall

East Central University
Rebecca B. Herring
College of Charleston

Ronald L. Lazzaro
Castleton State College

Kenneth M. Macur
University of Wisconsin—Whitewater

Daphne Main

University of Maryland
Lucille M. Montoridan
Southwest Texas State University
Janet S. Omundson
University of Texas—El Paso
Mary Anne M. Prater
Clemson University

Eugene Rozanski

Illinois State University

John E. Smigla

Robert Morris College
Dennis C. Wolff, Jr.
Northern Illinois University

Robert Zenith
Southern University



X1

PREFACE

From the field of corporate and public accounting we owe thanks to the following
practitioners for their technical advice or for consenting to interviews:

Practicing Accountants

Dennis R. Beresford
Financial Accounting Standards Board
(Formerly with Ernst & Young)

Sueh-Lin Cheng
KPMG Peat Marwick

Ted Clarke
Nike Inc.

Clark H. Johnson
Johnson & Johnson

Patricia McConnell

Bear, Stearns & Co.

Robert Sack

University of Virginia

(Formerly of Deloitte & Touche and the

Nancy J. Emerson
Arthur Andersen & Co.

James F. Fitzgerald
Right Associates

Rebecca Hoger
Coopers & Lyband

SEC)

John E. Stewart
Arthur Andersen & Co.

James C. Treadway
Paine Webber Group Inc.

Arthur R. Wyatt
Arthur Andersen & Co.

Other colleagues in academe who have provided helpful criticisms and made val-
uable suggestions as members of a focus group or adopters of the previous edition or
reviewers of selected topics include:

John B. K. Aheto
Pace University

Thomas L. Barton
University of North
Florida

Angela H. Bell
Jacksonville State
University

Alison Drews Bryan
Clemson University

Lewis E. Bryan
Clemson University

Ann Bynoe
Lehman College

Eric Carlsen
Kean College

Patrick R. Delaney
Northern Illinois
University

Hussein Emin

New Jersey Institute of
Technology

Dean S. Eiteman

Indiana University of
Pennsylvania

Anne Fosbre

Pace University

Thomas J. Frecka

University of Notre Dame

Arun Guruswami

Georgia Institute of
Technology

Geoffrey Harlick

St. Francis College

Lynne Hendrix

Hope College

Carol A. Hilton

Ohio University

Mary Lee Hodge

University of Texas—
Arlington

Carol Inberg

California State University
at Hayward

Joy S. Irwin

Louisiana State University

Harold W. Joseph

Clayton State College

Sara Y. Kenny

University of Utah

J. Edward Ketz
Penn State University

Floyd W. Kirby
Jacksonville State
University

Murugappa Krishnan
Purdue University

Barry Kuchinsky
Mercy College

Denise La Greca
Mercy College

James M. Lahey
Northern Illinois
University

Kenneth P. Larson
Adelphi University

Willard J. Lawrence
University of Maryland

John N. McKenna
Pace University
Claudel B. McKenzie
University of North
Carolina at Ashville

Curtis L. Norton
Northern Illinois
University



ACKNOWLEDGMENTS

Emeka Ofobike William Salowe Ara G. Volkan
University of Akron Rutgers University West Georgia College
Lynn M. Paluska . Wanda Wallace
Nassau Community Jonthem B, Sttt College of V\?iiliam and
College Fairleigh Dickinson M &
University ary

Deborah D. Payne

Roosevelt University Frank F. Weinberg

George Teloian Golden Gate Universit
Ralph L. Peck New Hampshire College Y
Utah State University Mary Yates
Harold S. Peckron Lynn R. Thomas Central Missouri State
Fontbonne College Kansas State University University

We also sincerely appreciate the voluntary participation of the more than 150
instructors and professors who responded to the Wiley survey on intermediate ac-
counting.

Marilyn F. Hunt of the University of Central Florida provided valued technical and
consultative assistance in the writing and proofing of our coverage of deferred income
taxes.

We appreciate the exemplary support and professional commitment given us by
our supplements compositor and production manager, Donna R. Kieso, our word
processor operator, Mary Ann Benson, and by the marketing, production, and editorial
staffs of John Wiley & Sons, including Karen Allman, Karen Hawkins, Terry Ann
O’Shea, Romayne Ponleithner, and Katharine Rubin, and the management and staff
of Techna Type Inc., especially our production manager, Chuck Gembe. We especially
thank our production supervisor, Nancy Prinz, for her exemplary commitment to this
edition. We wish to express our thanks to Lucille Sutton who provided us with invaluable
editorial service and friendship for over eight years on these editions.

We appreciate the cooperation of the American Institute of Certified Public Ac-
countants and the Financial Accounting Standards Board in permitting us to quote
from their pronouncements. We thank Georgia-Pacific Corporation for permitting us
to use its 1990 Annual Report for our specimen financial statements. We also acknowl-
edge permission from the American Institute of Certified Public Accountants, the In-
stitute of Management Accounting, and the Institute of Internal Auditors to adapt and
use material from the Uniform CPA Examinations, the CMA Examinations, and the
CIA Examinations, respectively.

If this book helps teachers instill in their students an appreciation for the chal-
lenges, worth, and limitations of accounting, if it encourages students to evaluate
critically and understand financial accounting theory and practice, and if it prepares
students for advanced study, professional examinations, and the successful and ethical
pursuit of their careers in accounting or business, then we will have attained our
objective.

Suggestions and comments from users of this book will be appreciated.

DeKalb, Illinois Donald E. Kieso
Madison, Wisconsin Jerry J. Weygandt
January, 1992

X1l



PERSPECTIVES ON

INTERNATIONAL ACCOUNTING
AND STANDARD SETTING

A VISIT WITH ARTHUR WYATT

Arthur R. Wyatt has spent his
entire career focusing on the
principles of accounting—both
in academia and in CPA prac-
tice. He received his Ph.D. from
the University of Illinois in 1953
and taught there until 1966—
when he joined Arthur Ander-
sen & Co. He was soon made a
partner and became head of the
firm’s accounting principles area.
In the mid-1980s he left Arthur
Andersen for a few years to be-
come a member of the FASB.
Currently, Mr. Wyatt is chair-
man of the International Ac-
counting Standards Committee
and president of the American
Accounting Association.

You don’t go by “Doctor?”

We discussed it when I initially
went to work for Arthur Andersen,
and I told them that doctor was pri-
marily an academic designation.
Since I was going to be in the prac-
tice world, I decided that I didn’t
want to go through the interminable
explanations. I was recently in
Switzerland and met with some
clients there—and nearly everyone
in their financial area had the title
of doctor and used it. That’s just a
difference in the society.

How did you happen to focus on
international accounting?

Arthur Andersen & Co. has a “one
firm”’ concept, and I'm responsi-

XXVI

ble—in Chicago—for establishing ac-
counting policies that must be
followed around the world. In addi-
tion, I'm chairman of the Interna-
tional Accounting Standards
Committee, which represents 80
countries. I strive to understand bet-
ter why people in other countries do
things the way they do.

What’s a big area of disagreement?

In Germany and Switzerland, it is
common practice to establish hidden
reserves. We have never accepted
that as a firm. Of course, that has
slowed our growth in those coun-
tries.

Why is international accounting a
more topical subject today?

It reflects the changes in the world
capital markets—which are directly

related to changes in technology and
communications. A company based
in Peoria can raise capital around
the world if it finds it difficult to
raise capital in the United States.
That would have been unheard of
not long ago.

Does the United States have the best
standards in the world?

Well, we have the most detailed dis-
closure standards and the most pre-
cise accounting standards. I
wouldn’t necessarily equate those
two things to being the best. My
colleagues in other countries say “If
your standards were so good, how
did the savings and loan fiasco arise
in the United States?”” There hasn’t
been anything like that in any other
country.

The savings and loan crisis can be
blamed on our accounting methods?

Very definitely. Our accounting per-
mitted savings and loans to con-
tinue to show assets at amounts
based on their historical cost when
the real value was substantially
lower.

In some respects, our accounting is
not as conservative as some other
countries, then.

Very much less conservative than
Germany'’s or Japan’s. They permit
and even encourage the setting
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