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Would you like customized content available where you can add your syllabus to

a course management system—and you have a Web-assisted or online course?
Or would you prefer to add your own materials to the content offered by
Ingram{A}bright/Baldwin’s Financie;l Accounting: A Bridge to Decision Making for
your WebCT™ or Blackboard® course? Then WebTutor™ Advantage with Personal

Trainer® is the turnkey solution for you!

WebTutor Advantage with Personal Trainer

o

WebTutor Advantage with Personal Trainer on
Blackboard or WebCT provides learning
reinforcement tools for students. Content includes:

e E-Lectures .

e Problem Demonstrations’

e Video Clips

e Chapter Summaries and Overviews

e Tutorial Quizzes

e Quiz Bowl

e Discussion Topics

e Flashcards

e Crossword Puzzles

e Links to InfoTrac® and the Text’'s Web site
e Spanish Dictionary of Accounting Terminology
e Personal Trainer

Access certificates for WebTutor Advantage with Personal Trainer can be bundled with the textbook
or sold separately. : ‘ o

For more information, including a demo, visit http://webtutor.thomsonlearning.com.
To adopt the course in either WebCT or Blackboard, contact your sales representative
or sign-up at http://webtutor.thomsonlearning.com.
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I Instructors consistently cite reading the text and completing graded homework

] assignments as a key to student success in financial accounting. However, :
most instructors do not have the time to grade homework. Personal Trainer is an
Internet-based homework tutor designed for students taking a course in financial
accounting. With the inclusion

of annotated spreadsheets and
full-blown grade book functionality
for the Instructor, students can ‘
complete the homework assignments
and submit their answers electronically.

Chapter 1: introduction to Accounting and Business
Exercise 1 -2 is Correct!

; Instructors receive the graded home- i
| work, and students receive the timely i haa v i
~ feedback assistance they need to o
succeed in financial accounting. For | o

. more information, .including a demo, .

X

contact your sales representative. S

PXUEMEPAVith Persmtaintt

This hybrid CD-ROM and Internet-based product provides the same media rich .
content available from WebTutor Advantage with Personal Trainer but without

the platforms of WebCT or Blackboard. Using this non-platform specific

product, you can leverage technology to take your students to the outer limits

of mastering the introductory financial accounting course!

—~Xtral for Financial Accounting

r 4

This CD-ROM provides lecture replacement resources and access to games and
interactive quizzes so that students can test their understanding of the content of
the fifth edition. Free when bundled with a new text, students receive an access
code so that they can receive Xtra! reinforcement in financial accounting. - - .
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Period '0.01 0.02 ’ 0.11 0.12
1 0.99010 | 0.98039 )9 | 0.90090 | 0.89286
2 1.97040 | 1.94156 54 | 1.71252 | 1.69005
3 2.94099 | 2.88388 35 | 2.44371 | 2.40183
4 3.90197 | 3.80773 37 | 3.10245 | 3.03735
5 4.85343 | 4.71346 79 | 3.69590 | 3.60478
6 5.79548 | 5.60143 26 | 4.23054 | 4.11141
7 6.72819 | 6.47199 12 | 4.71220 | 4.56376
8 7.65168 | 7.32548 93 | 5.14612 | 4.96764
9 8.56602 | 8.16224 02 | 5.53705 | 5.32825
10 9.47130 | 8.98259 57 | 5.88923 | 5.65022
11 10.36763 | 9.78685 06 | 6.20652 | 5.93770
12 11.25508 | 10.57534 69 | 6.49236 | 6.19437
13 12.13374 | 11.34837 36 | 6.74987 | 6.42355
14 13.00370 | 12.10625 69 | 6.98187 | 6.62817
15 13.86505 | 12.8492¢ 08 | 7.19087 | 6.81086
16 14.71787 | 13.57771 71 | 7.37916 | 6.97399
17 15.56225 | 14.29187 55 | 7.54879 | 7.11963
18 16.39827 | 14.99202 41 | 7.70162 | 7.24967
19 17.22601 | 15.6784¢ 92 | 7.83929 | 7.36578
20 18.04555 | 16.35147 56 | 7.96333 | 7.46944
21 18.85698 | 17.01121 | 15.41502 | 14.02916 | 12.82115 | 11.76408 | 10.83553 | 10.01680 | Y.z9224 | 5.04569 | 8.07507 | 7.56200
22 19.66038 | 17.65805 | 15.93692 | 14.45112 | 13.16300 |.12.04158 | 11.06124 | 10.20074 | 9.44243 | 8.77154 | 8.17574 | 7.64465
23 20.45582 | 18.29220 | 16.44361 | 14.85684 | 13.48857 | 12.30338 | 11.27219 | 10.37106 | 9.58021 | 8.88322 | 8.26643 | 7.71843
24 21.24339 | 18.91393 | 16.93554 | 15.24696 | 13.79864 | 12.55036 | 11.46933 | 10.52876 | 9.70661 | 8.98474 | 8.34814 | 7.78432
25 22.02316 | 19.52346 | 17.41315 | 15.62208 | 14.09394 | 12.78336 | 11.65358 | 10.67478 | 9.82258 | 9.07704 | 8.42174 | 7.84314




STUDENT PREFACE

How to Do Well in this Course

We are going to let you in on some trade secrets instructors seldom tell students. That’s
why this section is labeled “For Students Only.” If instructors find out we have revealed
these secrets, we’ll probably get a lot of mail.

Getting good grades is not a matter of luck. That’s not the secret. Also, it is no se-
cret that doing assignments (on time), going to class (regularly), getting enough sleep
and exercise, eating properly, and studying throughout the semester (instead of just at
exam time) will improve your grades. But this is hard work. So, what you want is a way
to get good grades and not work so hard, right? Well, pay attention—the secret is to
work smarter! That’s not the same as being smarter, which is a matter of luck. Here’s
how you work smarter.

Step 1: Determine why this course is important for you. First, figure out why
you're taking this class. What are your goals for the class? Do you care about this course?
Do you have a strong motivation to learn about accounting? Perhaps being an accoun-
tant comes on your list of career options just below sweeping up at McDonalds. Maybe
your goal is to make lots of money. Or, maybe you’re just in college to have a good time
until you inherit the family fortune. In any case, this course is designed for you. One of
the surest ways to have a million dollars is to start with ten million and not know any-
thing about accounting and business management. If you don’t inherit wealth, you'’re
not likely to get it without speaking the language of business. Accounting is the language!
Maybe you just want to get a good job, but you’re pretty sure you don’t want to be an
accountant. Fine! This course isn’t going to make an accountant out of you. It will help
you understand some of the “mystical rituals” of accounting that non-accountants of-
ten find confusing. Whatever type of management position you have in any organiza-
tion, you can be pretty sure you’re going to have to work with accountants and with
accounting information. You should know they can have a major effect on your life.
Many organizations use accounting information to evaluate their employees for salary
and promotion decisions. You should understand how to interpret this information. You
may even learn accounting isn’t what you think. Whether you grow to love or hate ac-
counting, decide what you can get out of this course that will be useful to you.

Step 2: Find out what your instructors expect of you in this course. Next,
check out your instructor. If you’re lucky, your instructor is sensitive, warm, caring,
has a good sense of humor, is witty, loves teaching, and wants you to do well in the
course. If instead your instructor is more normal (and less perfect), remember, the in-
structor is still the instructor. And as the instructor, she has power over your life. So,
find out what she expects from you. What are her goals for the course? What does she
want you to know or be able to do once you complete the course? Perhaps she will tell
you (good sign), but if not, ask. You should say: “Professor Whatever-Your-Name-Is
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(it would be wise to use the right name), what’s the lowdown on the layout for this
course?” This is education jargon for “what are your goals for this course?” This may
catch her off guard, so give her a minute or two to think. You may even have to wait
until the next class meeting to get your answer. Make sure you and your instructor un-
derstand each other’s goals. Some accounting instructors expect all their students to be-
come accountants. If you have one of these, make it clear. Tell your instructor: “I don’t
plan to be no accountant!” (Make sure you add the ant, or you may get fast agreement.)
Find out what’s in this course for you.

Step 3: Find out how you will be graded. Now, find out how you will be graded.
How does the instructor test? Is he one of the picky types: “What is the third word on the
fifth line on page 2112” Or, does he go for the broader, thought questions: “Explain how
accounting was instrumental in negotiating the third treaty of Versailles in 1623.” Does he
go for multiple guess, or are short answers his cup of tea? Whatever the method, you need
to know what is expected of you and how these expectations translate into grades. Occa-
sionally, you'll find an instructor whose stated expectations don’t agree with how he tests
and grades. That’s why you need to find out about both expectations and grades. If they
don’t seem to be consistent, you’ll have to determine what the instructor really expects.

Step 4: Emphasize learning what’s important. Figure out what you need to do
to accomplish your goals and meet the instructor’s expectations. A major lesson you
should learn, if you haven’t already, is “what you take from a course (and almost any-
thing else) depends on what you bring to it.” Your attitude is important. If you decide
something is worth learning, you’ll probably find a way to learn it. Not because you’re
supposed to learn it, but because you want to. “Wanting to” is the biggest part of work-
ing smarter. Wanting to learn will go a long way toward helping you get a good grade.
Unfortunately, it may not be enough unless what you want to learn is also what your
instructor wants you to learn. Therefore, you need to make sure you and your instructor
are on the same wavelength. If you’re not, talk it over. Find out why the instructor has
a different outlook. You may change your opinion about what’s important. Determine
how to focus your efforts. Not everything in this book or course is equally important.
Focus on what’s most important to you and to your instructor.

Step 5: Communicate with your instructor. Try to remember your instructor
is a person. Even the authors of this book are people. We have wives, children, and pets.
Most instructors really want to see you do well, but we need your help. Instructors don’t
know everything. In particular, we can’t read your mind. You need to let your instructor
know if you're having problems understanding the material you’re expected to learn,
figuring out what the instructor expects of you, or figuring out how to prepare for tests
and other assignments. Talk with your instructor about problems you’re having with
the class. Remember, your instructor really is human.

This is your class. You paid for it. OK, maybe it was your parents, or somebody
else who put out cold, hard cash for you to take this course. Don’t let anybody keep
you from getting your money’s worth. Working smarter means determining what’s im-
portant and focusing your attention and efforts on these things. Then, don’t be dis-
tracted from your goals. If you run into problems, deal with them. If you don’t
understand something in class or in the book, ask questions. If you're afraid of asking
dumb questions in class, remember: looking dumb in class is better than looking dumb
on an exam. If you think you may be missing key points, talk with your instructor. If
you want to learn, you can.

That’s it. Give it try. We think you’ll find the course more enjoyable and the ex-
perience more rewarding. Of course, you might also try doing assignments, going to
class, getting enough sleep and exercise, eating properly, and studying throughout the
semester. They usually help, even though they are hard work.

Best wishes to you, not only in this course, but throughout life.

Rob Ingram
Tom Albright
Bruce Baldwin



SPREADSHEET

INTERNATIONAL

http://ingram.
swleaming.com

PREFACE

A side note. To aid you in the learning process, the following icons appear through-
out the text.

Your instructor may have chosen Personal Trainer® as a supporting product for your
course. If so, this icon identifies those exercises and problems in the text that can be
completed online using this product. Personal Trainer is an Internet-based homework
tutor designed specifically for students taking a financial course in accounting. With
the help of warm-ups and hints, as well as enhanced spreadsheets, you can complete
assigned or practice by completing unassigned homework online and submit your an-
swers to your instructor.

Excel activities are integrated throughout the text. In the Chapter F1 appendix you will
find “A Short Introduction to Excel” that will help you get started. Throughout the text,
specific assignments that you may choose to complete using spreadsheet software are
identified with this icon. Problems titled “Excel in Action,” which contain more assis-
tance with using this very helpful tool, create a continuing case that unfolds through-
out the book. In addition, in Chapters F8 and F9, you will find guidance in “Using
Excel” for time value of money problems.

Throughout the text, this icon appears where international financial accounting topics
are addressed. You can use this icon to alert you to information that involves the global
economy.

The Web site for this text contains many helpful learning aids. You will find quiz ques-
tions with feedback, PowerPoint® presentation slides for review of chapter coverage,
crossword puzzles to test your vocabulary knowledge, check figures to selected assign-
ments, learning objectives from the chapter to help you keep clear focus on the core
goals, and updates for the latest information about changes in GAAP and any new, im-
portant information related to the text. In addition, this icon lets you know there’s a
related Internet hotlink connected to the text’s Web site.

Xiii
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Enron, Andersen, WorldCom, Tyco, Kmart, FAO Schwarz, the roller-coaster changes
in the stock market, the changing interest rates—all these and other companies and
topics headline the news and grab our attention. How can investors, creditors, em-
ployees, customers, and other stakeholders understand what’s going on and how can
they minimize their exposure to risk?

Your students may or may not be aware of the concerns of large company investors
or creditors. However, they probably do understand there are risks in the business world
and that knowing more about the financial information of companies is helpful to con-
trolling those risks.

For many of your students, this course will be the only financial accounting course
they will have. Thus, it is essential that they take from the course the basic understand-
ing needed to make wise financial choices. Some of your students will choose account-
ing as their major area. For them, having a strong understanding of accounting and the
role of accountants in the global community will serve as a firm foundation upon which
they will build the more detailed skills cultivated in their higher-level courses. This fifth
edition of Financial Accounting: A Bridge to Decision Making, will serve as a carefully
crafted tool to assist you in teaching all of your students the language of business as they
move forward to be the business decision-makers of tomorrow.

Develop Understanding With Quality Content

NEW! Mom’s Cookie Company

The simple, yet realistic case of a small, start-up company unfolds throughout the text
and provides students with an easy-to-understand example of the purpose of account-
ing, its process, and its importance in decision making. As students move from chap-
ter to chapter, they learn how the owners of the company tackle basic business decisions
using accounting information and how their accounting system develops over time. At
the beginning of each chapter, following the opening question, new information about
Mom’s Cookie Company sets the stage for that chapter’s coverage.

What do we need to know to start a business?

In December of 2003, Maria and Stan were very excited about starting a company to
sell cookies made using their mother’s recipes. To honor their mother, they decided
to call the business Mom’s Cookie Company. Realizing they did not have much money
and had little business experience, the brother and sister made plans to start with a small
company. They hope the business will grow as more customers become aware of their prod-
ucts. Maria and Stan know that accountants provide advice to help managers of companies
better understand their businesses. Because they had never started a company before, they made
an appointment with Ellen Coleman, an accountant who had provided helpful business advice to
several of their friends.

From page F2
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NEW! Chapter-Opening Questions

“What do we need to know to start a business?” “How much will it cost to borrow
money?” These and other questions are asked by people in the business world every-
day. Each chapter begins with its own key question to tell students upfront the overall
focus of the chapter’s content.

How much will it cost to borrow money?

Maria and Stan have been successful in starting Mom’s Cookie Company. The com-
pany has been profitable and is growing as more customers demand its products.
Maria and Stan are now concerned about meeting the additional demand. They need to
expand their operations, and they are considering producing their own products rather than
purchasing them from other bakeries. Before they can expand, however, they must obtain
additional financing for their company. The time value of money is an important concept that
business owners need to understand before they borrow money.

From page F284.

Included with the scenario is “Food for Thought,” which asked students to think about
what they would do.

(\/‘\/\/——"\__\/\/\/\/\/——\,’\/\/

FOOD FOR THOUGHT

Suppose you were in Maria and Stan’s position. What would you want to know in order to start a
business? What goals would you have for the business, and how would you plan to reach those goals?
What resources would you need in your business, and how would you finance those resources? How
would you organize your company? Who would your customers be? How would you know whether you
are reaching your goals or not? These are issues Ellen poses to Maria and Stan.

s SR M e T L g

From page F2.

Each scenario concludes with a discussion among the owners (Maria and Stan) and the
company’s accountant (Ellen).

/\/\/\/\___\/\/\/\/\//\/\/\/

Ellen: Creating a successful business is not an easy task. You need a good product, and you need a plan to
produce and sell that product.

Maria: Stan and | think we have an excellent product. We don’t have a lot of money for equipment and other
resources, but we have identified a bakery that could produce our products using our recipes and
according to our specifications.

Stan: Also, we have spoken with several local grocery chains that have been impressed with samples and have
agreed to sell our products.

Ellen: Good. A primary goal of every successful business is to create value for customers. If you focus on
delivering a product that customers want at a price they are willing to pay, you are also likely to create
value for yourselves as owners of the company. You have to make sure you know what it will cost to run
your company and decide how you will obtain the money you need to get started.

T S R e g

From page F2.
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NEW! Thinking Beyond the Question :
The chapter-opening question is revisited in the end-of-chapter section. Students are
asked a challenge question that requires them to think beyond what has been presented

in the chapter.

What do we need to know to start a business?

The chapter introduction asked you to consider what you would need to know
in order to start a company. This chapter identified several important consider-
ations. How would your answer to this question differ if you were starting a ser-
vice business or a nonprofit service organization as opposed to a retail business?

From page F29.

NEW! Organization and Expansion of Topics

The first seven chapters of Financial Accounting: A Bridge to Decision Making, 5e, reflect
an extensive reorganization of the first six chapters in prior editions. Among other ef-
fects, the changes have created a more focused description of the accounting cycle, in-
cluding more coverage of adjustments and the accrual process. In addition, like-topics
have been clustered to increase clarity and continuity for students.

* Accounting and Organizations. Chapter F1 provides a conceptual foundation for

understanding the purpose of accounting in business organizations. The chapter
examines the need for information about business activities. Information is linked
to a description of business activities and the purpose of businesses. The need for
accurate and timely information leads to a brief introduction of the regulatory en-
vironment in which accounting and businesses operate. The chapter concludes with
a discussion of the importance of ethics for accounting,

Business Activities—The Source of Accounting Information. Chapter F2 links
business activities to accounting through the accounting equation. The equation
is used to develop a conceptual description of the accounting process for record-
ing business activities. Simple examples are used to introduce accounting for fi-
nancing, investing, and operating activities. The format used for this purpose
highlights the relationships between transactions and financial statements. The
chapter extends this description to a brief introduction to financial statements and
the analysis of financial statement information. Thus, the chapter explains the pur-
pose of accounting in terms of measuring and recording business activities, re-
porting information about those activities, and analyzing that information. The
book emphasizes the importance of accounting for decision making. Accordingly,
even procedural issues are linked to the decision focus. Accounting is not just about
preparing information. It is about the use of that information to understand orga-
nizations and make business decisions.

Measuring Revenues and Expenses. Chapter F3 extends the simple description of
accounting for business activities in Chapter F2 to include timing issues associated
with accrual accounting. The chapter explains accrual accounting concepts, the
importance of these concepts, and their relationship to the accounting cycle through
adjusting and closing transactions. Students are provided with a solid background
in transaction analysis developed within a conceptual model of business decision
making.
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/\/\/\/\/\/\/\/\/\/\/\/\/

Exhibit 1 Components of an Accounting Information System

Sales and
Customer
Relations

Reporting Earnings and Financial Position. Chapter F4 examines the income state-
ment, balance sheet, and statement of stockholders’ equity. Examples from both hy-
pothetical and real companies are used to introduce basic financial reporting
concepts and to provide a realistic description of variations that exist in practice.
Reporting Cash Flows. Chapter F5 considers the statement of cash flows. Both the
direct and indirect formats are included. Simple examples are used to describe the
indirect format and to re-emphasize the importance of accrual accounting con-
cepts. The chapter also examines the importance of the statement of cash flows for
evaluating business performance.

Full and Fair Reporting. Chapter F6 examines the broader context of financial re-
porting, including information in the annual report other than financial statements.
It examines the importance of disclosure, accounting regulation, auditing, and in-
ternal control. The fifth edition pulls this material into one primary location to un-
derscore the importance of accounting as a validative, as well as descriptive, process.
Computerized Accounting Systems. Chapter F7 examines accounting systems, in-
cluding the flow of data and processing in computerized systems. A goal of this
chapter is to help students see accounting as a dynamic, technological process. Stu-
dents sometimes get the impression that accounting is a clerical process without
much technological sophistication. Modern accounting systems require a basic un-
derstanding of computer networks and database management systems. The world
in which accountants work is not one of traditional journals and ledgers. It is one
in which computer systems are essential to processing and analyzing business in-
formation. The chapter includes an illustration of a simple accounting database
system. By working through this project, students learn how basic accounting func-
tions are automated and how computers facilitate the accounting process. The
Mom’s Cookie Company database files that tie to this project are provided on the
Student CD-ROM and on the text’s Web site (http://ingram.swlearning.com).

Purchasing
and Inventory
Management
Production
Human
Resources
General Ledger
Financial
Reporting
Asset Financial

Management Management

(Continued)
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All of the components in the system are linked so they share data with each other.
Some businesses use one software application that integrates all of these functions. Sys-
tems that integrate most of the business information functions as a basis for man-
agement decisions are referred to as enterprise resource planning (ERP) systems. Many
large companies have implemented these systems from ERP developers such as SAP®,
Peoplesoft®, and Oracle® Financials. Other companies may rely on software from dif]

From pages F256-F257.

REVISED! Presentation of Effect of Transactions on the Accounting Equation

The presentation of the effect of transactions on the accounting equation has been re-
designed to more clearly represent the impact. This supporting visual is partnered with
the related journal entries presentation so students see not only how the transaction
enters the accounting system but also how each entry affects the balance sheet. Through
this approach, students see how nominal accounts increase or decrease retained earn-
ings. We have consistently used this format, which matches the spreadsheet structure,
throughout the text to avoid confusion.

Effect on Accounting Equation

Date Accounts Debits |Credits A = Lt OE
CC + HE
Feb. 12| Accounts Receivable 600 +600
Sales Revenue 600 +600
Feb. 12| Cost of Goods Sold 400 —400
Merchandise Inventory 400 —400

/\/\/\/\—-—'\/\/\/\/\/\/\/\/
THE IMPORTANCE OF ETHICS

/\/\/\/\/\/\/\/\/\/\/\/\/\

OBJECTIVE 8
Explain why ethics are

important for business
and accounting.

/\/\/\/\/\/\/\/\/\/\/\/\/\

From page F84.

NEW! Early Introduction to Debits and Credits

A new appendix in Chapter F2 provides an early introduction to the basics of debits
and credits, T accounts, and journal entries. After covering this, students can easily
move into Chapter F3, where journal entries are used to illustrate accrual accounting.

ENHANCED! Coverage of Ethics
The emphasis on the importance of ethics begins in Chapter F1, is revisited in Chap-
ter F3, and is reinforced in Case in Point boxes and assignments.

Ethics are important in business organizations. Ethics involve living by the norms and
rules of society. In business, those norms and rules identify appropriate behavior for
managers, employees, investors, and other stakeholders. Keeping their investors and
other stakeholders fully informed about their business activities is an important ethi-
cal norm for managers. Managers who conceal their activities or who misrepresent those
activities make it difficult for stakeholders to assess how well a business is performing.
Overstating profits, for example, may result in investors allocating more resources to a
company than actual results would justify. This misallocation results in a loss of value
to society and often leads to financial harm for those who use this information.

From page F22.
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