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\ REACHING

| GREAT HEIGHTS
BEGINS 1§ FH A

SOLID 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 and managerial account-
ing. It is only when students have a firm grasp of concepts like the
accounting cycle and managerial decision making 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. How-
ever, through new coverage of International Financial Reporting
Standards and a revised globalization chapter, the Williams book
also introduces students to larger themes and evolving concerns. This

dual emphasis allows students to keep their eyes trained upward even

| \ \‘\ / as they become solidly grounded in accounting fundamentals.
-

|V /




The Williams book continues to rest on a bedrock of four

key components: “This is a well balanced textbook
that encompasses many issues,
yet provides them in a precise,
readable, and orderly fashion to
students. The extent of the real-

Balanced Coverage. The 16th edition of Williams provides the
most balanced coverage of financial and managerial topics on the
market. By giving equal weight to financial and managerial topics,
the authors emphasize the need for a strong foundation in both aspects Hossein Noorian,

of accounting. Wentworth Institute

world examples makes this edi-
tion clearly a superior choice.”

Clear Accounting Cycle Presentation. in the first five
i chapters of Financial & Managerial Accounting, the authors present the
RECEIE LIS CEEEIUEIUIE  Accounting Cycle in a clear, graphically interesting four-step process.
subjects in easy-to-understand | Central to this presentation is the dedication of three successive
terms.” chapters to three key components of the cycle: recording entries
Naser Kamleh, Wallace , (Chapter 3), adjusting entries (Chapter 4), and closing entries (Chapter 5).
Community College The Williams team places easy-to-read margin notes explaining each
equation used in particular journal entries.

Student Motivation. The Williams team has put together a market-
leading student package that will not only motivate your students, but
help you see greater retention rates in your accounting courses. Vital
pieces of technology supplement the core curriculum covered in the
book: the Online Learning Center provides supplemental tools for both
students and instructors; and 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 practice tests.
The full Financial & Managerial Accounting package encourages students to
apply what they’re learning and improve their grades.

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

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

would be especially valuable for
instructors teaching online.”

Karen Mozingo, Pitt
Community College

Problem-Solving Skills. Financial & Managerial 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
reference the Home Depot Financial Statements—included in the text
Mark Anderson, Bob Jones University as an appendix—to further hone problem-solving skills by evaluating
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 homework is tied directly
back to chapter learning objectives.

“The text is excellent. | wish the
texts had been this well written

when | was a student!”

vii




How Does Williams Help Students

Financial & Managerial 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 show-

ing the four steps in the process:

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

e 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 owners’ eq d, we follow the debit and credit rules for enter-

d decreases in spe 4 ts are shown on the

n under discussion are shown in r=<. Figures relating to earlier transaction:
in black.

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

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

2 by debits; dabit Cash $80,000.

ENTRIES IN Capital Stock
LEDGER T R -
ACCOUNTS 1/20 80,000 ! 120 80,000

Jan. 21  Representing Overnight, McBryan negotiated with both the City of Santa Teresa
and Metropolitan Transit Authority (MTA) to purchase an abandoned age.
(The city owned the land, bul TA owned the building.) On Janua
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.

OEBIT-CREDIT | Increases n assets are recorded by debits; debit Land §52,000.

1720 80,000 1221 52,000




01 BRIEF
EXERCISE 3.1
w2 The Accounting

1 PROBLEM 21.18
g @ Special

w7 CASE 3.1
Revenue Recognition

PROBLEM 16.1A
An tion ©

Excel
Templates

midwestern United States. A newly

opened plant, the Bellingham plant, produces and sells one product. The plant is treate
responsibility accounting purposes, as a profit center. The unit stan
unit, with overhead applied based on direct fabor hours, are as foll

ACCOUNTING -

Connect Accounting Ethical
System

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 important
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 lead-
ing 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 stu-
dents’ 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 Exer-
cises in EACH chapter give Financial & Managerial
Accounting the edge in homework materials.

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

The 2009 Home Depot Financial Statements
are included in Appendix A. Students are
referred to key aspects of the 10-K in the text
material and in end-of-chapter material to illus-
trate actual business applications of chapter
concepts.

Group Writing Internet International
Activities

ix




The Williams Pedagogy Helps

Income and Changes

! . o in Retained Earnings
High-profile companies frame each chapter discussion

through the use of dynamic CHAPTER OPENER
vignettes. Students learn to frame the chapter’s topic

in a real-world scenario.

YO U R T U R N boxes Challenge students with etthauy 'AFTER sruyl;vms THIS CHAPTER, YOU SHOULD BE AHLE;:I‘O:

demanding situations. They must apply what they’ve T ————————
; are presented in the income statement.
learned in the text to situations faced by investors, i N st

b " 103 Distinguish between basic and diluted earnings per share.
creditors, and managers in the real world.

o4 Account for cash dividends and stock dividends, and explain the effects of these transactions on
a company's financial statements.

108  Describe and prepare a statement of retained eamnings.

Define prior period adjustments, and explain how they are presented in financial statements.

08
YOUR TURN You as a Team Leader L w7 Define comprehensive income, and explain how it differs from net income.

108 Describe and prepare a statement of stockholders' equity and the stockholders' equity
section of the balance sheet.

108 Illustrate steps management might take to improve the appearance of the company's net income,

Assume you are the leader of the Boards and More product creation team for the new soap
box design. At the initial meeting of the cross-organizational team, a serious reservation is
raised by the team members from the printing firm about the confidentiality and intellectual
printing firm. The reservations of the printing firm representatives are so serious that the
viability of the soap box design project is threatened. Wiiat should you do?

(See our comments on the Online Learning Center Web site.)

Exhibit 18-2 PRODUCTION PROCESS FOR METAL PRODUCTS, INC.

Cutting

Assembly Packaging
Department

Department 5 Department

“Lots of eye appeal and in-depth coverage.
Students will love it.”

James Specht, Concordia College

EXHIBITS illustrate key
x concepts in the text.



Students Reach Great Heights

“Williams is a great text overall. It provides excel-
PROCTER & GAMBLE COMPANY ‘ lent and accurate coverage of the accounting
principles curriculum. Students like it better than
any other text | have used. A few years ago | was
e e b ol Prons & Garitie o 5 in a situation where | had to use a different text,
example. Two bilion times a day, PAG products are sold around the word. b since | took over a class for another teacher at the

A company’s pattern of sales and net income are important factors in

L e e e g s ' last minute. Students were getting the Williams

brands, including Pampers, Tide, Ariel, Always, Whisper, Pantene, Bounty, ! | " . 4 A

ki Al s B i, S, e RO A text on their own and | saw immediate improve-

Dawn, and Olay. Ninety-eight thousand people work for P&G in amost 80 ment in their understanding and grades across

ST the board. Williams comes through again and
One of the attributes of financially successful companies like P&G is their !

consistent strength over time in terms of primery meastres of fivancial again, where other texts fall hopelessly short.”

performance, such as net sales and net earnings. Net sales, measuring

Malcolm E White, Columbia College

the value of merchandise sold less returns, increased from $74,832
million in 2007 to $81,748 million in 2008 and declined to $78,029 million
in 2009. This represents an approximate 9 percent increase in 2008 and
a modest 3 percent decline in 2009, for a combined increase for the two

years of approximately 6 percent. Net income, which starts with sales and SEIN P

is reduced by various expenses required to generate those sales, increased 3
Yo $10/640) rallor I 2057 10, $15.675. millon |n 2008 (&n approximate Successful companies sometimes experience reductions in cash. Often these reduc-
tions are intentional in order to more productively use the company’s cash in differ-
ent ihays. For example, in the year ending June 30, 2009, Microsoft Corporation
11 percent increase), or a combined increase for the two years of approxi- reported a decrease in cash in excess of $4 billion! Does
mately 28 percent. These figures represent impressive financial performance this mean that the company was experiencing extreme
in terms of the company’s ability to provide goods to its customers and ' financial difficulty? Not necessarily. That year, operations
: ‘provided over $19 billion. The overall decline was due to
approximately $7.5 billion being used in financing activi-
ties, primarily for paying cash dividends to stockholders
and purchasing treasury stock. In addition, the company

17 percent increase) and to $13,436 milion in 2009 (an approximate

to operate in a manner that results in a profit that benefits the company's

stockholders. =

© ImagineChina via AP Images

4 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 Governance

As discussed in Chapter 2, the Sarbanes-Oxley Act (SOX)
substantially increases the civil and criminal penalties
associated with securities fraud, including fraudulent
financial reporting. The increased penalties are intended
to reduce illegal behaviors. Even prior to SOX, the penal-
ties available to the government and the Securities and
Exchange Commission for prosecuting securities fraud were
substantial, For example, Andrew Fastow, Enron’s former
chief financial officer, and primary architect of Enron's
fraudulent actions, pled guilty to a number of fraud-related
criminal charges and has received a 10-year prison sentence,
Former chief executive officer of Enron, Jeffrey Skilling,
also was convicted of numerous criminal charges related to
his role at Enron,

Businesspeople are sometimes told by their superiors to
commit actions that are unethical and in some instances even
illegal. The clear message of management is “participate in
this behavior or find a job elsewhere.” Management pressure
and intimidation can make it difficult to resist demands to en-
gage in unethical hehavior. Employees sometimes believe that
they are insulated from responsibility and liability because :
“they were just following orders.” 1© AP Photo/David J. Phillp

As you encounter ethical dilemmas during your business . . . . .
L i s it it privecion bring complex accounting and ethical issues into the
are unethical, and certainly those that are illegal, may expose  and incarceration.

ETHICS, FRAUD & CORPORATE GOVERNANCE
boxes discuss the accounting scandals of recent years
that have sparked such comprehensive legislation

as Sarbanes-Oxley. The inclusion of EFCG boxes in
each chapter offers instructors the opportunity to

classroom. xi



Setting Standards

McGraw-Hill Connect Accounting

4
Graw|
Hill

|accounTinG

Less Managing. More Teaching. Greater Learning.

McGraw-Hill Connect Accounting is an online assignment and assessment solution that connects students with the tools and
resources needed to achieve success through faster learning, more efficient studying, and higher retention of knowledge.
McGraw-Hill Connect Accounting features

Connect Accounting offers a number of powerful tools and features to make managing assignments easier, so faculty can
spend more time teaching. With Connect Accounting, students can engage with their coursework anytime and anywhere,
making the learning process more accessible and efficient. Connect Accounting offers you the features described below.

Simple assignment management Necourting 101

With Connect Accounting, creating assignments is easier than

ever, so you can spend more time teaching and less time [, o

managing. Connect Accounting enables you to: aodighonints show s imis ¥ instrustor nfo 8

+ Create and deliver assignments easily with select end-of- | crapers PG Rachel
chapter questions and test bank items. = - o

- Go paperless with the eBook and online submission and | e .
grading of student assignments. i I pe iy

- Have assignments scored automatically, giving students P s i u‘:, .
immediate feedback on their work and side-by-side com- | ™™ ® il
parisons with correct answers. Boc. . <o x — poemben

Smart grading recorded lsctures

e —
When it comes to studying, time is precious. Connect Accounting 5 {
helps students learn more efficiently by providing feedback and -

practice material when they need it, where they need it. When

it comes to teaching, your time also is precious. The grading

function enables you to:

+ 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.

Instructor library

The Connect Accounting Instructor Library is your repository for additional resources to improve student engagement in and
out of class. You can select and use any asset that enhances your lecture. The Instructor Library also allows you to upload your
own files. Your students can access these files through the student library. The Connect Accounting Instructor Library includes
+ eBook

+  PowerPoint files
* Access to all instructor supplements



in Online Technology

Student library

The Connect Accounting Student Library is the place for students to access additional resources. The Student Library:
- Offers students quick access to lectures, practice materials, eBooks, and more.
- Provides instant practice material and study questions, easily accessible on the go.

Assessment and Reporting

Connect Accounting keeps instructors informed about how
each student, section, and class is performing, allowing
for more productive use of lecture and office hours. The
reporting function enables you to:

- View scored work immediately and track individual
or group performance with assignment and grade
reports.

+ 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.

McGraw-Hill Connect Plus Accounting

McGraw-Hill reinvents the textbook learning experience
for the modern student with Connect Plus Accounting. 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.

- Dynamic links between the problems or questions you
assign to your students and the location in the eBook
where that problem or question is covered.

+ A powerful search function to pinpoint and connect key
concepts in a snap.

In short, Connect Accounting offers you and your students
powerful tools and features that optimize your time
and energies, enabling you to focus on course content,
teaching, and student learning. Connect Accounting also
offers a wealth of content resources for both instructors
and students. This state-of-the-art, thoroughly tested
system supports you in preparing students for the world
that awaits.

For more information about Connect, go to www.
mcgrawhillconnect.com, or contact your local McGraw-
Hill sales representative.

report types

assignment results
See student scores in high. medium and low ranges
student performance

Quickly review an individual student's performance

assignment statistics
Mean highest lowest scores on each assignment

ftem analysis

How your students scored on each assignment item
category analysis

Performance based on item category Critenia you choose

Accounting 101

library

s i (=] @ TP

Financial and Managerial &) Chapter2: Basic Financial Statements

Accounting eBook " 3 2 g n
A Starting Point: Statement of Financial Position

%5_“

Al three financial statements contain important information. but each includes different information
For that reason., it is important o understand ail three financial statements and how hey relate 1o
€ach other. The way they reiate is sometimes referred to as articulation . a term we will say more
about later in this chapter

niroducton 1o Financ

A Starting Point: ...

A logical starting point for understanding financial statements is the statement of financial positio
nt also called the balance sheet. The purpose of this financial statement Is 1o demonstrate where the
company stands. in financial terms, at a specific point In time. As we will see fater in this chapter. the
other financial statements refate to the statement of financial position and show how mportant
aspects of a company's financial position change over ime.Beginning with the statement of financk
position aiso aliows us 10 understand certain basic accounting principles and terminologies that are
impontant for understanding ai inancial statements

Every business prepares a balance sheet at the end of ihe year and many companies prepare
one at the end of each month, week of even day. It consists of a listing of the assets. the liabilities
and the owners' equity of the business. The date is important. as the financial position of a busines
may change quickly. Exhiclt 2-1 shows the financial position of Vagabond Travel Agency at Decemt
31,2009

Exhibit 2-1

STATEMENT OF FINANCIAL POSITION

Assets

Casti 5250 Ubiltes
MNoles Racsivatie 10,000 Notes Payaole $ 41,000




Tegrity Campus: Lectures 24/7

%Oegrity campus

Tegrity Campus is a service that makes class time available 24/7 by automatically capturing every lecture in a searchable
format for students to review when they study and complete assignments. With a simple one-click start-and-stop process,
you capture all computer screens and corresponding audio. Students can replay any part of any class with easy-to-use
browser-based viewing on a PC or Mac.

Educators know that the more students can see, hear, and experience class resources, the better they learn. In fact, studies
prove it. With Tegrity Campus, students quickly recall key moments by using Tegrity Campus’s unique search feature. This
search helps students efficiently find what they need, when they need it, across an entire semester of class recordings.
Help turn all your students’ study time into learning moments immediately supported by your lecture.

To learn more about Tegrity watch a 2-minute Flash demo at http://tegritycampus.mhhe.com.

McGraw-Hill Higher Education and Blackboard
have teamed up. What does this mean for you?

1. Your life, simplified. Now you and your students can access McGraw-Hill's Connect™ and Create™ right from within
your Blackboard course—all with one single sign-on. Say goodbye to the days of logging in to multiple applications.

2. Deep integration of content and tools. Not only do you get single sign-on with Connect™ and Create™, you also
get deep integration of McGraw-Hill content and content engines right in Blackboard. Whether you’re choosing a book
for your course or building Connect™ assignments, all the tools you need are right where you want them—inside of
Blackboard.

3. Seamless Gradebooks. Are you tired of keeping multiple gradebooks and manually synchronizing grades into
Blackboard? We thought so. When a student completes an integrated Connect™ assignment, the grade for that
assignment automatically (and instantly) feeds your Blackboard grade center.

4. A solution for everyone. Whether your institution is already using Blackboard or you just want to try Blackboard on
your own, we have a solution for you. McGraw-Hill and Blackboard can now offer you easy access to industry leading
technology and content, whether your campus hosts it, or we do. Be sure to ask your local McGraw-Hill representative for
details.

Do More

xiv



ALEKS® Improve Student Learning Outcomes and Save Instructor
Time with ALEKS®

ALEKS is an assessment and learning program that provides
individualized instruction in accounting. Available online in

partnership with McGraw-Hill/Irwin, ALEKS interacts with ol
students much like a skilled human tutor, with the ability u‘é‘;“m{a'ﬁ‘?)m“ | e
to assess precisely a student’s knowledge and provide R Ly Ee p—

» Current Linbilities,
Payroll, Warranties, and
Discounted Notes (8 of 15)

instruction on the exact topics the student is most ready to
learn. By providing topics to meet individual students’ needs,

allowing students to move between explanation and practice,

Accounting Cycle
(30 of 30)

> Merchandising and Inventary
(13 of 26)

correcting and analyzing errors, and defining terms, ALEKS
helps students to master course content quickly and easily.

ALEKS also includes an Instructor Module with powerful,

assignment-driven features and extensive content flexibility. The complimentary Instructor Module provides a course
calendar, a customizable gradebook with automatically graded homework, textbook integration, and dynamic reports to
monitor student and class progress. ALEKS simplifies course management and allows instructors to spend less time with
administrative tasks and more time directing student learning.

To learn more about ALEKS, visit www.aleks.com/highered/business.

CourseSmart

Learn Smart. Choose Smart.
CourseSmart is a new 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. Itis 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, student can save up to 45 percent off the cost of a print book, reduce theirimpact 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 email tools for sharing notes between classmates.

http://www.coursesmart.com

McGraw-Hill Customer Care Contact Information

At McGraw-Hill, we understand that getting the most from new technology can be challenging. That’s why our services don’t
stop after you purchase our products. You can e-mail our Product Specialists 24 hours a day to get product-training online.
Or you can search our knowledge bank of Frequently Asked Questions on our support Web site. For Customer Support, call
800-331-5094, e-mail hmsupport@mcgraw-hill.com, or visit www.mhhe.com/support. One of our Technical Support
Analysts will be able to assist you in a timely fashion.
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Su P pleme NtS for Financial & Managerial Accounting

A strong foundation needs support.

Financial & Managerial 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.

Instructor’s CD-ROM

ISBN: 9780077328641

This all-in-one resource contains the
Instructor’s Resource Manual, Solu-
tions Manual, Testbank Word files,

Istructor’s Resource CD-ROM

Computerized TB, and PowerPoint® e

slides.

Online Learning Center (OLC)
www.mhhe.com/williams_basis16e

The Online Learning Center (OLC) that accompanies
Financial & Managerial Accounting provides a wealth of extra
material for both instructors and students. With content
specific to each chapter of the book, the Wiliams 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 Web site also serves as a doorway to
McGraw-Hill’s other technology solutions.

“A comprehensive accounting book that has more student and instructor resources than
any textbook | have seen thus far. It is well written and very organized by topic.”

Terri Meta, Seminole Community College

Instructor’s Resource Manual

Available on the Instructor’s CD and OLC

This manual provides for each chapter: (1) a chapter sum-
mary detailing what has changed, new problems that have
been added, and author suggestions on how to incorporate
new material; (2) brief topical outline; (3) sample “10-minute
quizzes” designed to test the basic concepts in each chap-
ter; and (4) suggestions for group, Internet, and other class
exercises to supplement the material in the book.

Solutions Manual

Available on the Instructor’s CD and OLC

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

Testbank

Available on the Instructor’s CD and OLC

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




