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Accounting, 18e...

THE STUDENT-APPROVED PACKAGE

FOR LEARNING ACCOUNTING

MORE THAN 10 MILLION
STUDENTS LEARNED
THEIR FOUNDATION IN
BUSINESS RIGHT HERE.

Accounting, 18e, is the time-tested leader for
teaching accounting in an interesting and
understandable way. This renowned learning
system continues to be the preferred teaching
tool on campuses coast to coast. Through
generations of users, Accounting has focused
on the most current and relevant topics and
applications ... providing you with the
accounting you need to know as you enter

the business world.

WIAKES ACCOUNTING
RELEVANT FOR BOTH
ACCOUNTING AND NON-
ACCOUNTING MAJORS.

Accounting, 18e, is a flexible learning system,
presenting accounting in a manner appropriate
for every major, every profession, every
student. Less theory and more reality makes
the material interesting and applicable not just
to accounting majors, but to all students.
Numerous examples of accounting “at work”
in real companies add to the appeal of this

popular learning package.

| 1 ) IN ITS SEVENTH DECADE OF PUTTING STUDENTS FIRST.
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Vart 3 Partnceships

| W USING ACCOUNTING TO UNDERSTAND BUSINESS

The cight langest partnerships in the United States, as ranked by revenues, are listod
below. Six of these partnerships are accounting firms.

Largest Partucrsiups o the United States

Nawx Business Revenues Number of
(SU00 030 employees
Goldman, Sachs, & Co Securities brokerage, 12,450 7.000
investment banking
KPMG Peat Marwick Accounting 6,375 76,000
Arthur And & Ce Accounting 6017 68078
Ermst & Young Accounting 5,900 63,558
Coopers & Lybrand Accounting 5,602 67.064
Deloitte & louche Accounting 5,000 56,000
Price Waterhouse Accounting 3,887 49,000
McKinsey & Ce Management consulting 1,230 5,560

S Lo Decemiser . 1993 pp. 170-200

This reporting is done on information returns. The partners nwst, m tum, report
thair share of partnership imcone on therr personal fax retums

A partnership is created by a contract It s not nocessary that the contract be in
wrting, nor even that its terms be speaifically expressed . However, good business
practice requires that the contract be in writing and that it clearly expresses the in-
tentions of the partners. The contract is known as the partaeeship agceement or ar-
ticles of partnership. It should include statements reganding such matters as
amounts to be mvested, limits on withdrawals, distnbutions of income and losses,
and admission and withdrawal of partners

ADVANTAGES AND DISADVANTAGES OF PARTNERSHIPS
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LEARN TO USE ACCOUNTING TO

UNDERSTAND AND SUCCEED IN BUSINESS.

IN ITS SEVENTH DECADE OF PUTTING STUDENTS FIRST.

ECCOUNTING, 18E, 1S FULL OF FEATURES TO HELP YOU UNDERSTAND HOW

ACCOUNTING FUNCTIONS IN TODAY’S BUSINESS WORLD. FROM COVER TO COVER,
YOU’'LL FIND VALUABLE INFORMATION NO MATTER WHAT CAREER PATH YOU

CHOOSE. TAKE A LOOK AT SOME OF THE MANY RELEVANT AND INTERESTING

TOPICS THAT LIE AHEAD.
NEW!

“Using Accounting To

*» Understand Business”
-/

Y

)

,:;:4 Accounting, 18e, puts accounting into real-
T
\

Wy
Wl

world context. Each chapter includes one
or more informative examples that clearly
connect accounting to the business environment

and show how, as a future business person, you

will use accounting information. See pgs. 14, 91,

v

135, 388, 544, 679.

Real World Examples

BMW, JCPenney Co., General Electric,

Coca-Cola, and numerous other business
examples demonstrate how accounting
is used in organizations and how it affects busi-
nesses worldwide. Integrated throughout the
chapters and in the end-of-chapter cases and
problems, these examples add concrete meaning

to concepts and principles. See pgs. 9, 15, 44,

111, 144, 264, 365, 538.
v
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REALIZED CURRENCY EXCHANGE GAINS AND LOSSES

When a US. company recaives foreign currency, the amount must be converted t
its equivalent in US. dollars for necording in the accounts. When payment is to b
made in a foreign currency, USS. dollars must be exchanged for the forvign currenc
for payment. To illustrate, assume that a US company purchases merchandis
from a British company that requires payment in British pounds. In this case, U
dollars ($) must be exchanged for Brtish pounds (£) to pay for the merchandise
This exchange of one currency for another nvolves using an exchange rate. Th
te s the rate at which onc unit of currency (the dollar, for example) ca

be converted mio another currency (the British pound, for example)

To continue the example, assume that the US. company had purchased mer
chandise for £1,000 from a British company on June 1, when the exchange rate wa
$1.40 per British pound . Thus, $1,400 must be exchanged for £1,000 to make th
purchase " The U'S. company records the transaction in dollars, as follows

June 1 Merchandise Inventory L4
Cash 1,400
Payment of Invoice No. 1725 trom
WA Sterling Co, £1,000, exchange
rate, $1.40 per British pound

Some forcign compamies like
BMW huce begunt to buid the exchange rate may change between the date of purchase and the date of pay
amimufacturing plants s t ment of the account payable i the foragn curmency In practice, exchange rate
US b, 1 part, avoud currency

Instead of a cash purchase, the purchase may be made on account In this case

vary daily
exchunge cans and lisses

1o allustrate, assume that the proceding purchase was made on account Th
entry to record it is as tollows

June 1 Merchandise Inventory

1,400
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“You And Accounting”

Found at the beginning of each chapter, these
short “stories” relate your personal experience
to the chapter’s topic, making the material
more enjoyable to read and easier to grasp. See

pgs. 8, 42, 89, 124, 282, 572, 743. P
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PUT ACCOUNTING INTO PRACTICE

IN ITS SEVENTH DECADE OF PUTTING STUDENTS FIRST.

EVEN MORE EXERCISES AND ACTIVITIES HELP YOU APPLY WHAT YOU'VE LEARNED

FROM ACCOUNTING, 18E.

NEW! Cases
Cases in every chapter are designed to help you
use accounting to make business decisions and
develop your critical thinking.
B Ethics cases stimulate discussion
on ethical dilemmas in business. See

pgs. 86, 202, 343.

B NEW! Financial analysis cases based on
the annual report of Hershey Foods
Corporation help you develop analytical

skills. See pgs. 87, 311, 534.

B NEW! Managerial analysis cases require
you to use analytical tools in a decision-

making setting. See pgs. 772, 859, 894.

NEW! Continuing Problem in Chs. 1-4
Here’s a great opportunity to practice what

you're

gy

] LA LA
b As you

learning.

study each step of the accounting cycle, you
can follow a single company, Music A La Mode,
from its transactions to the effect of those
transactions on its financial statements.

See pgs. 38, 85, 120, 157.

Chapter9 Inventones

CASE 9-1

Hanley Co.
Determining quantities i inventory

Hanley Co. is expeniencing a decrease
% % i sales and operating income for the
fiscal year ending December 31, 1997
Jill Rizzoli, controller of Hanley Co.,

has suggested that all orders received before the end of the

tiscal year be shipped by midnight, December 31, 1997, eve
i the shipping department must work overtime. Since Hay
ley Co. ships all merchandise FOB shipping point, it wou
record all such shipments as sales for the year ending Decen
ber 31, 1997, thereby offsetting some of the decrcases in sale
and operating income

= Discuss whether Jill Rizzoli is behaving in
cthical manner

CASE 9-2

Walgreen Co.
Fifo vs. lifo

3 The following footnote was taken from the 1994 -
nanctal statements of Walgreen Co.
Tnventories are valued oia . last-nr, first out (LIFO)

cost .. basis. At August 31, 1994 and 1993, meento
v $393,568,000 wind $388 464,000 ne
spectively, of ey had been valwed on a lower of first-m, first-ont
(FIFO) cost or market basis

rivs wonld fuce been gneate

Additional data arc as follows

Earnings betore income taxes, 1994 S 458,421,00
Total lifo inventories, August 31, 1994 1,263,400,

Based on the preceding data, determine (a) what the total i
ventories at August 31, 1994,

method, and (b) what the ca

the year ended August 31, 1994, would have been it fifo T
been used instead of lito.

CASE 9-3
Oakey Wholesale Co.

Lifo and mventory flow

The following is an excorpt from a conversation between Leo
shouse manager for Oakey Wholesale Co., and
its accountant, Megan Goodman. Oakey Wholesale operates
a large regional warchouse that supplies grocery stores
in smaller communities with produce and other grocery
products.

Leo: Megan, can you explain what's going on here with these
monthly statements?

Megan: Sure, Leo. How can | help you?

Leo: I don't understand this last-in, hirst-out inventory proce-
dure. It just doesn’t make sense

Megan: Well, what it means s that we assume that the la
goods we receive are the first ones sold. So the invento
Is made up of the items we purchased first

Leo: Yos, but that's my problem. It doesn’t work that way! V
always distribute the oldest produce first. Some of th
producc is perishable! We can’tkeep any of it very long
Wil spol

Megan: Leo, you don’t understand. We only assime that tl
products we distribute are the last ones received, V
don’tactually have to distribute the goods in this way.

Lea: L always thought that accounting was supposed to sho
what really happened. It all sounds hike “make believe”
me! Why not report what really happens?

& = Respond o Leo's concerns

CASE 9-4

Hershey Foods Corporation
Frnancial analysis

P A merchandising  business  should
keep enough nventory on hand to
meet the neds of its customers. At the

N

same time, however, oo much inven-
tory reduces solvency by tying up funds, and it increases ex-
penses such as storage expense. Morcover, excess mventory
increases the nsk of losses due to prices dechmmg or the in-
ventory becoming obsolete

——

As with many types of financial analyses, it is possible
detenmine more than one measure W express the relationsh
between the cost of merchandise sold (cost of sales) and 1
ventory. Two such measures are the iventory turnover at
the number of days’ sales ininventory The invento,
turnover is computed as follows

Cost of merchandise sold
Average inventory

y tumover =

The average imventory can be determined by dividing tl
sum of the inventories at the beginning and end of the yo
by2

Communication Items A

£ommunication items at the

end of chapters help you

develop essential communication skills, key to

your business success. See pgs. 112, 121, 341.
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Comprehensive Problems
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inci ral chapters
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prepare for and pass your midterm and fina
See pgs. 44, 93, 212.
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exams.

manually or use the available Solutions
“What Do You Think?” Exercises

Software. See pgs. 158, 244, 419.
Found in the end-of-chapter material,

i ses beyond
these exercises require analyses bey

The Basics
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‘11 find this handy review o
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Summary of Contents and
Changes

The most significant changes made in the 18th Edition
of Accounting were reducing the number of chapters
from 28 to 26. This reduction was accomplished by
condensing three corporate equity chapters into two,
and integrating much of the financial statement analy-
sis material into cases at the end of the financial chap-
ters. Below you’ll find a chapter-by-chapter account of
the changes made in the 18th Edition of Accounting.
You'll see how Warren/Fess/Reeve have streamlined
coverage and expanded other areas for a greater un-
derstanding of accounting principles. You'll also find a
continued adherence to AECC recommendations that
help your students excel in their learning and help you
emphasize important aspects in your classroom. Who
ever said change isn’t good?

Chapter 1

Introduction to Accounting Concepts and

Practice s

Financial and managerial accounting are emphasized
in the discussion of specialized accounting fields. The
format of the statement of owner’s equity was revised
to show a beginning balance of zero for a start-up busi-
ness.

Xiv

Chapter 2
Analyzing Transactions 42

Chapter 3

The Matching Concept and the Adjusting Process s9

A new exhibit was added to illustrate the difference
between deferrals and accruals.

Chapter 4
Completing the Accounting Cycle 124

Chapter 5

Accounting Systems, Internal Control, and Special

Journals 162

The section on internal control framework was revised
to follow the recommendations of the Committee of
Sponsoring Organizations (COSO) of the Treadway
Commission. The special journals section of this chap-
ter was recast in the context of a service business,
rather than a merchandising business. By presenting
simple revenue, purchases, cash payments, and cash
receipts journals, the emphasis on special journals is
reduced. A new exhibit illustrating a computerized ac-
counts receivable system was added.



Chapter 6

Accounting for Merchandising Businesses 205
Merchandising is covered in one chapter, rather than
two. Purchases are discussed prior to sales. The per-
petual inventory system is emphasized, which simpli-
fies the recording of purchases and sales transactions.
Purchases are recorded at their net amount. The work
sheet and closing entries are covered in a chapter ap-
pendix. The periodic inventory system is covered in an
end-of-text appendix.

Chapter 7

Cash 250

The discussion of internal controls for cash was
moved to the beginning of the chapter. The voucher
register and the check register are no longer illus-
trated.

Chapter 8

Receivables and Temporary Investments 282

The discussion of accounts receivable and uncollectible
receivables was moved to the beginning of the chapter.
The discussion of temporary investments was updated
to reflect FASB 115.

Chapter 9

Inventories 313

The discussion of inventory costing under a perpetual
system is presented prior to the discussion of inven-
tory costing under a periodic system.

Chapter 10

Plant Assets and Intangible Assets 346

A new exhibit summarizing the costs of acquiring
plant assets was added. The sum-of-the-years-digits
method of depreciation is covered in a chapter
appendix.

Chapter 11

Payroll, Notes Payable, and Other Current

Liabilities 3s6

The illustration of income-sharing bonuses was elimi-
nated. Form 941 is now a transparency master in the In-
structor’s Resource package. The pension discussion
was revised to present pensions as either defined con-
tribution plans or defined benefit plans.

Chapter 12
Concepts and Principles 426
Sections on international accounting standards and

the role of auditing of financial statements were
added.

Chapter 13
Partnership Formation, Income Division, and
Liquidation 4s6

Chapter 14

Corporations: Organization and Equity Rights 498

A section on forming a corporation, including the discus-
sion of organization costs, was added at the beginning of
the chapter. The discussion of stock subscriptions was
eliminated. The discussions of stock splits, cash divi-
dends, stock dividends, appropriations of retained earn-
ings, and reporting retained earnings were moved from
former Chapter 16. The discussion of the statement of
stockholders’ equity was moved from former Chapter 18.

Chapter 15

Corporate Earnings, International Transactions,

and Investments in Stocks 537

The discussions of corporate income taxes, unusual
items that affect the income statement and retained
earnings statement, and earnings per share were
moved from former Chapter 16. The discussion of eq-
uity per share was retained from former Chapter 15.
The coverage of consolidated financial statements was
significantly reduced.

Chapter 16

Bonds Payable and Investments in Bonds 572
Amortization of premium and discount by the interest
method was moved to a chapter appendix. The cover-
age of bond sinking funds was significantly reduced.

Chapter 17
Statement of Cash Flows 605

Chapter 18

Managerial Accounting Concepts and Principles 662

The discussion of the characteristics of managerial ac-
counting reports was integrated into the chapter. The
section on cost terminology was eliminated and the
terms defined as they are introduced in subsequent
chapters. A hypothetical printing company is used in
this chapter to introduce managerial accounting. The
income statement illustration was revised to reflect a
perpetual inventory system. The appendix on tradi-
tional versus JIT systems was incorporated into new
Chapter 20. A new end-of-text appendix on periodic
inventory systems for manufacturing businesses was
added.

Chapter 19

Job Order Cost Systems 699

The hypothetical printing company introduced in
Chapter 18 is used to illustrate a job order costing sys-
tem. A section on selecting an activity base for allocating
factory overhead was added. A section on using job
order costing in decision making was added. The ap-
pendix on activity-based costing at the end of former
Chapter 23 was condensed and moved to the end of
new Chapter 19.

XV



Chapter 20

Process Cost Systems 743

A new exhibit comparing job order and process cost
systems was added. A new exhibit illustrating the
physical flows for a process manufacturer was added.
The discussion of equivalent units was revised to em-
phasize a step-by-step calculation. The cost of produc-
tion report format was revised. A section on using the
cost of production report for decision making was
added. The coverage of joint products and by-products
was eliminated. The illustration of the average cost
method was eliminated.

Chapter 21
Cost Behavior and Cost-Volume-Profit Analysis 776

Chapter 22

Budgeting s20

The discussion of standard costs was moved to new
Chapter 23. A section on human behavior and budget-
ing was added. The terms “static budget” and “flexible
budget” are introduced prior to the discussion of the
master budget. The illustration of the cash budget was
expanded.

Chapter 23

Performance Evaluation Using Variances from

Standard Costs se2

This is a new chapter on standard costs that expands
on the discussion in former Chapter 25. A new section

XVi

on nonfinancial performance measures was added at
the end of the chapter.

Chapter 24

Performance Evaluation for Decentralized

Operations so7

The discussion of responsibility accounting for profit
centers was revised to focus on operating income, ser-
vice department charges, and controllable operating
income. The discussion of investment centers was re-
vised to use terminology consistent with that of profit
centers.

Chapter 25

Differential Analysis and Product Pricing 934

The discussion of the economic theory of product pric-
ing was eliminated. A new section on profitability and
pricing under production bottlenecks was added.

Chapter 26
Capital Investment Analysis 967

A brief discussion of present value concepts was
added.



