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A WORD TO THE STUDENT

we set about revising FAP, we spoke to hundreds of educators throughout the country, listening
to their thoughts about what worked in previous editions and what they felt could be improved. The experi-
ence they brought to us was born of countless hours of teaching, of helping students just like you to master
what can be a challenging subject. They had a great deal to tell us and we listened.

.

after nearly two years of work, we present to you the
SIXTEENTH EDITION of FAP. Itis the result of a simple, guiding
principle: ; . Every change to this
edition, romthe ENTREPRENEURIAL FLAVOR tothe extensive use
of helpful , is designed to make the principles of accounting easier for you
to learn—and more fun too! You will encounter chapter-opening vignettes and “Did You Know” boxes
containing names like eBay, FUBU, Birdhouse, NetlLedger, Freeplay and Red Hat, Y OUNG
COMPANIES helping to shape the N [ " 1Y in which you will
soomnCOMPETE FOR WORK.Youl also notice a boxed feature entitled

“You Make the Call” that challenges you to apply your understanding to a real-world situation.

And we haven’t stopped with the text. A new, 2-volume CD-ROM called FAP Partner offers additional
help for the most challenging topics in the principles course while NetTutor gives you free, real-time
access to an accounting expert ready to help you with any questions you have.

There’s a great deal more to this edition of FA P as you'll discover when you read the following pages.
We hope you'll agree that Fundamental Accounting Principles by Larson,
Wild, and Chiappetta provides you with everything you need to master the principles

of accounting.

Sincerely,

The McGraw-Hill/lrwin FAP Team

A WORD 10 THE



TECHNOLOGY SOLUTIONS
TO MEET EVERY NEED

TODAY, neary college instructors use the | NTERNET

in their respective courses. Some are just getting started, while others are
the very latest advances in educatonal C O NTENT

DELIVERY and

That’s why we at McGraw-Hill/Irwin offer you a complete range of digital solutions.
Your students can use FAP’'s complete Online Learning Center (OLC), NetTutor,
and PowerWeb on their own or we can help you create your own course Web site
using McGraw-Hill’s PageOut. We can even help you achieve dot-com nirvana with
your entire principles course online.

TECHNOLOGY SOLUTIONS

In addition to Web-based assets, FAP boasts CDs for students and instructors
alike. Students in particular will be grateful for FAP Partner, the two-
volume CD-ROM that offers special assistance for the most demanding principles
of accounting topics. Instructors have access to nearly every crucial supplement,
from the Instructor’s Resource Manual to the PowerPoint slides, on both CD and
the Internet.

McGraw-Hill is a leader in bringing helpful technology into the classroom.
And with FAP, your class gets all the benefits of the digital age.

~

Concept 1-1

NetTutor’
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ONLINE LEARNING CENTER (OLC)

www.mhhe.com/FAP16e

More and more students are studying online. That's why we offeran Online Learning Center

(0LC) that follows FAP chapter by chapter. It doesn’t require any building or maintenance on your part.

It's ready to go the moment you and your students type in the address.

As your students study, they can refer to the OLC
Web site for such benefits as:

¢ |nternet-based activities

self-grading quizzes
* links to text references

¢ links to professional resources on the Web
and job opportunity information

e |learning objectives
» chapter overviews

A secured Instructor Resource Center stores your
essential course materials to save you prep time

\\ L\

ot MC 3 Onling Learning Center - MicrosoRt Tnternet

| Ble Bde iw Pavostes Tools Holp || Addeess [0 e mevew nore combummessimccartnptrsene/
o2 0B bariuId

|

CD-ROM |
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16th Edition

Find out about the
FAP Partner

before class. The Instructor’s Manual, Solutions, PowerPoint, and sample syllabi are now
just a couple of clicks away. You will also find useful packaging information and transition

notes.

The OLC Web site also serves as a doorway to other technology solutions like PageOut,
NetTutor and PowerWeb which are free to FA P adopters.
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TECHNOLOGY

COURSE MANAGEMENT

w McGraw-Hill’'s Course Management System

PageOut is the easiest way to create a Web site for your accounting course.

There’s no need for HTML coding, graphic design, or a thick how-to book.
Just fill in a series of boxes with plain English and click on one of our
professional designs. In no time, your course is online!

Should you need assistance in preparing your Web site, we can help you.

In addition to many pre-built course Web sites, we offer a team of product
specialists ready to help. Just send them your course materials, and after

a brief phone consultation, they will build your PageOut Web site from scratch.
(For information on how to do this, see “Superior Service” on the next page.)

PageOut is free when you adopt FAP! To learn more, please visit
http://www.pageout.net.

For the ambitious instructor, we offer FAP content for complete online courses. To make this
possible, we have joined forces with the most popular delivery platforms currently available.
These platforms are designed for instructors who want complete control over course content
and how it is presented to students. You can customize the FAP Online Learning Center
content and author your own course materials. It's entirely up to you.

Products like WebCT, Blackboard, eCollege, and TopClass (a product of WBT) all expand the
reach of your course. Online discussion and message boards will now complement your office
hours. Thanks to a sophisticated tracking system, you will know which students need more
attention — even if they don’t ask for help. That's because online testing scores are recorded
and automatically placed in your grade book, and if a student'is struggling with coursework,

a special alert message lets you know.

Remember, FAP's content is flexible enough to use with any platform currently available.
If your department or school is already using a platform, we can help. For information on
McGraw-Hill/lIrwin’s course management services, including Instructor Advantage and
Knowledge Gateway, see “Superior Service” on the next page.

avebCT B b Bb VBT

courses - campus « community
B lack b oar

www.blackboard.com




SUPERIOR SERVICE

No matter which online course solution you choose, you can count on the highest level
of service. That's what sets McGraw-Hill apart. Once you choose FAR our specialists offer
free training and answer any question you have through the life of your adoption.

Now you can put your course online without knowing a word of HTML, using either our
OLC content or your own content. '

If you want a custom site but don’t have time to build it yourself, we offer a team

of specialists ready to help. Just call 1-800-541-7145, and ask to speak with a
PageOut specialist. You will be asked to send in your course materials and then
participate in a brief telephone consultation. Once we have your information, we build
your Web site for you, from scratch.

and

Instructor Advantage is a special level of service McGraw-Hill offers in

conjunction with WebCT and Blackboard. A team of platform specialists is always available,

either by toll-free phone or e-mail, to ensure everything runs smoothly through the life of
your adoption. Instructor Advantage is available free to all McGraw-Hill customers.

Instructor Advantage Plus is available to qualifying McGraw-Hill adopters
(see your representative for details). IA Plus guarantees you a full day of on-site
training by a Blackboard or WebCT specialist, for yourself and up to nine colleagues.
Thereafter, you will enjoy the benefits of unlimited telephone and e-mail support
throughout the life of your adoption. 1A Plus users also have the opportunity to
access the McGraw-Hill Knowledge Gateway (see below).

Developed with the help of our partner Eduprise, the McGraw-Hill Knowledge
Gateway is an all-purpose service and resource center for instructors teaching online.

The First Level of Knowledge Gateway is available to all professors browsing

the McGraw-Hill Higher Education Website, and consists of an introduction to OLC content,
access to the first level of the Resource Library, technical support, and information on
Instructional Design Services available through Eduprise.

The Second Level is password-protected and provides access to the expanded Resource
Library, technical and pedagogical support for WebCT, Blackboard, and TopClass, the
online Instructional Design helpdesk and an online discussion forum for users.

The Knowledge Gateway provides a considerable advantage for teaching
online—and it’'s only available through McGraw-Hill.

To see how these platforms can assist your online course,
visitwww.mhhe.com/solutions.
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NetTutor allows students and tutors to communicate with each other in a variety of ways:

* The Live Tutor Center via NetTutor's WWWhiteboard enables a tutor to hold an interactive
online tutorial with several students whose questions are placed in a queue and answered

sequentially.

¢ The Q&A Center allows students to submit questions at any time and retrieve answers

within 24 hours.

* The Message Center* is where students will be able to send questions, messages,
and comments to other students and teachers.

¢ The Archive Center allows students to browse for answers to previously asked questions.

They can also search for questions pertinent to a particular topic.

If they encounter

an answer they do not understand, they can ask a follow-up question.

* The Management Center* will make it easy to create, update, and delete groups and
members as well as to customize the site to suit the needs of the group.

Students are issued 10 hours of free NetTutor time when they purchase a new copy of FAP.

Additional time may be purchased in 5-hour increments. Live tutor availability will vary
throughout the course of the term with a peak availability of around 60 hours a week.
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NetTutor v3. 2

&K "Archive " Onlli My
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Center  Center Manual Account

Live Classroom

Welcome to NetTutor, Sales MeGraw HillTrwin IF you are not Sales MeGraw-Hill Trwn, cick hore f

Tutonal Class Name
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NetTutor™ v3.2
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Introducing PowerWeb

Keeping your course current can be a job

in itself and now McGraw-Hill does that job

for you. PowerWeb extends the learning :

experience beyond the core textbook by offer- : ﬁ?ﬁw \
ing all of the latest news and developments e '

pertinent to your course, brought to you via
the Internet without all the clutter and dead 5 e *s
links of a typical online search.
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POWERWEB

PowerWeb offers current articles related to principles of accounting, weekly
updates with assessment tools, informative and timely world news culled by an
accounting principles expert, refereed Web links, and more.

In addition, PowerWeb provides a trove of helpful learning aids, including self-
grading quizzes and interactive glossaries and exercises. Students may also access
study tips, conduct online research, and learn about different career paths.

Visit the PowerWeb siteat http://www.dushkin.com/powerweb
and see firsthand what PowerWeb can mean to your course.




CONTENT

SOLID ACCOUNTING COVERAGE..

WE LISTENED!

I I

to a number of reviewers, we held focus groups in cities around the
countrytoleamwhat INSTRUCTORS LIKE YO U are thinking about in
the principles of accounting course and the materials you use to teach it. John Wild attended every
session to listen and ask questions. We got \NTAS FEEDBACK and

our authors have integrated that feedback into this new edition of the text. We think you'll like what you see.

lEXI

THROUGHOUT T

= o

m

Increased coverage of e-business, the Web, and entrepreneurship as related to accounting

is integrated throughout the text as appropriate. Following are some content revisions:

Chapter 1
JobDirect NEW opener
New, early introduction to financial statements

Revised motivation on the relevance of
accounting

Revised section on accounting and
related careers

New table on compensation in
accounting careers

Chapter 2

Simplified transaction analysis with accounting
equation

Early introduction to statement of cash flows
Revised Nintendo financials

Top 10 list of key entrepreneurial qualities

Chapter 3

Creative Assets NEW opener

Streamlined section on using T-Accounts
Shortened section on posting of transactions

New discussion of using entries to analyze
transactions

Chapter 4
CrossWorlds NEW opener

Revised presentation on accounting
adjustments

Streamlined discussion of the
adjusting process

Chapter 5
Red Hat NEW opener
Shortened section on closing entries

New Excel screen captures with acetates for
work sheet v

Streamlined section on account
numbering system

Chapter 6
Wooden Ships of Hoboken NEW opener

Simplified presentation of income
statement formats

Streamlined section on merchandising
cash flows

Chapter 7
FUBU NEW opener

Streamlined presentation of gross
profit method

Toys “R” Us Updated

Chapter 8
NetLedger NEW opener
More discussion on Web-based accounting

New simplified visuals for special journals
(using PeachTree screen captures)

Revised special journals using perpetual
inventory system

Streamlined coverage of special journals

New analysis of Harley-Davidson segments

Chapter 9
eBay NEW opener
New feature on cyber fraud

Shortened discussion of voucher system
of control

Chapter 10
Tarina Tarantino NEW opener

Streamlined discussion on full disclosure
principle

Dell and Apple Updated



Chapter 11

Papa John's NEW opener

Streamlined discussion of partial-year
depreciation

Shortened and simplified section on
“Revenue and Capital Expenditures”

Deleted section on exchange of dissimilar
assets

Coors and Anheuser-Busch Updated

Chapter 12

Sector 9 NEW opener

New section on employee bonus plans
Shortened section on “Income Tax Liabilities”
Best Buy Updated

Revised appendix on payroll records

Chapter 13
AItiTUNES NEW opener

Expanded discussion of limited liability
companies

New section on partnership return on equity

Boston Celtics revised feature

Chapter 14
World Wrestling Federation NEW opener

Deleted section on “Issuing Stock through
Subscriptions”

Streamlined section on participating and
nonparticipating preferred stock dividends

Deleted the Dividends Declared account to
streamline journal entries for cash (and stock)
dividends

Deleted the section on “Liquidating
Cash Dividends”

Shortened section on “Discontinued
Segments”

Simplified section on “Changes in
Accounting Principles”

Streamlined section on diluted earnings
per share

Shortened sections on book value per
share and dividend yield

Chapter 15
David Bowie Bonds NEW opener

Streamlined Appendix on “Present Values
of Bonds and Notes”

New Appendix 15B on “Leases and Pensions”

Chapter 16
Freeplay NEW opener

New illustrations on adjustments‘for unrealized
gains and losses on securities

Chapter 17
Interactive Sports NEW opener

Simplified preparation of the statement
of cash flows

Shortened section on “Analyzing Cash
Sources and Uses”

Chapter 18
Nike vs. Reebok Updated

Revised discussion on comparative analysis
(benchmarking)

Streamlined section on “Working Capital
and Current Ratio”

Chapter 19
American Paper Optics NEW opener
New section on “Lean Business Model”

Shortened discussion on manufacturing
management principles

Expanded discussion of service businesses

New presentation of manufacturing statement

Chapter 20
i-FRONTIER NEW opener
Moved manufacturing statement to Chapter 19

Simplified section on “Overapplied and
Underapplied Overhead”

Deleted section on “Multiple Overhead -
Allocation Rates”

New section on costing and pricing for
service businesses

Moved Appendix 20A on General Accounting
System to the Web

Chapter 21
INCA NEW opener

New footnote illustration of process costing
using weighted-average method

Deleted section on “Spoiled Units
of Production”

New section on “Hybrid Costing”

Chapter 22
Kate Spade NEW opener

Simplified discussion of “Activity-Based
Costing”

Streamlined sections on “Departmental
Accounting”

Chapter 23
Latham Entertainment NEW opener

Streamlined section on “Assumptions
of CVP Analysis”

Chapter 24
Birdhouse NEW opener
Deleted section on “Zero-Based Budgeting”

Streamlined section on the budgeted
balance sheet

New section on “Activity-Based Budgeting”

Chapter 25
Toes on the Noes NEW opener

New discussion of service applications

Chapter 26
Leading Edge Aviation Services NEW opener

New applications to service businesses

CONTENT

INNOVATIVE



INNOVATIVE PEDAGOGY

..SET IN A MODERN FRAMEWORK

An Entrepreneurial Icon calls out all
relevant material within the chap-
ters, whether an opening vignette,
box, or end-of-chapter assignment.

ENTREPRENEURIAL
CHAPTER-OPENERS

These opening vignettes focus
on young entrepreneurs and the
relevance of accounting in their
business decisions. We highlight
companies like eBay, FUBU, Red
Hat, NetLedger, JobDirect, Sector
9, Kate Spade, INCA, Birdhouse,
Freeplay, and WWF—names that
students will recognize from
magazines, newspapers, television,
and the Internet. The openers
discuss how accounting informa-
tion and an understanding of it
aided these start-ups in success-
fully launching and running their
operations. They serve as
excellent motivators—showing
the importance of accounting

in business.

ENTREPRENEURLAL FLANOR — NEW

Chapter 8 focused on accounting
information systems. We explained the
fundamental principles and
components of information systems,
the use of special journals and
subsidiary ledgers, and technology-
based systems. We also discussed the
analysis of segment data.

Cash and Internal

Control

=

“I hope to make it easier to conduct business with strangers over the Net."—Pierre Omidyar

This chapter extends our study of
accounting to the area of internal
control and accounting for cash. We
describe procedures that are good for
internal control. We also explain the
control of and accounting for cash.

A Look Ahead

Chapter 10 focuses on receivables and
short-term investments. These items
are the most liquid assets other than
cash. We explain how to account and
report for these assets.



ENTREPRENEURIAL
Chapter 8 Accounting Information Systems DECISION PROBLEM

BTN 8-8 Dakota Rice has operated a local gift shop for two years. Initially, she handled all as- A new Entrepreneurial Decision

pects of the store’s accounting manually. Over the past year, she has focused on upgradin

o a computerized system and has successfully i software to handle billing, purcha problem is included at the end
payroll. Dakota hopes this yea move from odic inventory system to a p g
thinking of investing in a bar code labeler and scanner system to help ventory of each chapter (in the “Beygnd
the Numbers” assignment
1. What are the cost-benefit considerations of a bar code system? ¥;
2. How would a bar code system work with the accounting information system to accomplish per- : section). These problems focus
petual inventory accounting? »
on small businesses and the
relevance of accounting in helping
solve business problems or guide
business strategy. No other text
offers such assignments specifical-
ly directed at small businesses.

Required

Learning Objectives

Define internal control and its

purpose.

Identify principles of internal o E N T R E P R E N E U R i A l_

control.

Define cash and cash B O X E S

equivalents and explain how to

report them.

Identify control features of A selected number of new Did

banking activities. You Know? and You Make The Call
boxes focus on entrepreneurial

Compute the days’ sales issues and decisions. The Did You

uncollected ratio and use it to

Flea Market in Cyberspace Shale sy Know? boxes provide current and

informative observations relevant

Procedural
SAN JOSE, CA—Who ever thought a flea market could be worth $12 P Apply interal control t cash to business start-ups. The You
E bilion? Paris-born entrepreneur Pierre Omidyar started his Net auction receipts. Make the Call boxes engage
service, eBay (a combination of the words electronic and Bay Area), five years s
e, 10 Tiejihie e ol tPa= Sl o e ive (WBsecory Ormidver P2 Apply the voucher system to students to apply accounting to

|
then 27, saw a need for a Web site where people could buy and sell all kinds gontrolicash disoursements:

decisions confronting entrepre-
of items such as computers, antiques, toys, and music. eBay is now the P 2 Explain and record petty cash

largest person-to-person auction site on the Web. It creates the marketplace, fund transactions. neurs. These boxes are especially
MbwasandsdlgsdotWOwnmm.eBaynevertoudlesﬂ\egoodsm P Apply the net method to control effective at engaging students
the money. Its earnings derive from commissions, between 1 and 5%, depend- =

G the i o purchase discounts.
ing on the item's value.

Omidyar calls eBay an experiment in e-commerce. But how does he per- )&, Prepare a bank reconciliation. S
suade strangers to trust one another enough to hand over merchandise or P5 start-up possibilities.
cash? “Most people are honest, trustworthy people,” says Omidyar. Still, he
set up basic controls to establish responsibilities of each party to a trade and
to monitor and record transactions. When complications still arose between
buyers and sellers, Omidyar had to install a better control system.

Omidyar’s response was fourfold. First, he devised a control system
whereby buyers and sellers rate their experiences with the ofher party. This Did You Know? ,
Feedback Forum is a public record of past eBay dealings of buyers and sell- N .
ers. Omidyar says, “It's become a kind of virtuous cycle that's encouraged Entrepreneurial Giving Many entrepreneurs donate 10% or more
~ good behavior.” Second, he brought in escrow services to assist traders in of their pretax income to charities. Consultants cite evidence that
making deals. Buyers can have their goods delivered to an escrow service be- socially conscious behavior brings tangible financial rewards. A recent
fore their money is sent to the seller. Likewise, sellers can require that a buyer survey found 76% of respondents saying they’d switch from their

send money to the escrow serwce before sending the goods Thnrd he gave current store to one with a good cause if price and quality are equal.
traders free it

# You Make the Call

Entrepreneur As a small retailer, you are considering allowing
Omidyar's cu customers to purchase merchandise using credit cards. Until now,
- $3 billion fror your store accepted only cash and checks. What form of analysis do

[Sources: Busi you use to make this decision?
Web Site, Dec:

interested in small business and

Answer—p. 421
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