PORTER & NORTON

Using Financial
Accounting Information
The Alternative to Debits & Credits

NINTH EDITION



Ethics and Accounting: A Decision-Making Model
IDENTIFICATION

1. Recognize an ethical dilemma.

Conflicting accounting rules.
¢ No GAAP to follow.
* Fraud or other questionable actions have occurred.

ANALYSIS
2. Analyze the key elements in the situation. 3. List alternatives and evaluate the impact on
e Who benefits? each of those affected.
¢ Who is harmed? ¢ Most useful and timely information for
¢ What are their rights and claims? decisions?
* What are the conflicting interests? * Most complete, relevant and a faithful
¢ What are the accountant’s responsibilities? representation for decision makers?

Most accurate information?
Is the information free from bias?
Most likely impact on those affected?

RESOLUTION
4. Select the best alternative.

¢ Which alternative is most relevant, most complete, most neutral, and most free from error?

Making Business Decisions

RATIO ANALYSIS MODEL

1. Formulate the Question.

Gather the Information from the Financial Statements.
Calculate the Ratio.

Compare the Ratio with Other Ratios.

A B

Interpret the Ratios.

BUSINESS DECISION MODEL

1. Formulate the Question.

Gather the Information from the Financial Statements and Other Sources.
Analyze the Information Gathered.

Make the Decision.

AN S S A

Monitor Your Decision.
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SUMMARY OF SELECTED FINANCIAL RATIOS

RATIO NAME FORMULA PAGE REFERENCE*
Liquidity Analysis
Working capital Current Assets — Current Liabilities 65, 658
Current ratio Current Assets 65, 74-75, 659
Current Liabilities
Acid-test ratio (quick ratio) Cash + Marketable Securiﬁes.‘.(':urrent Raceivables 660
Current Liabilities
Cash flow from operations to current liabilities ratic Vet Cash Provided by Operating Activities 660
Average Current Liablities
Accounts receivable turnover ratio Net Credit Sales - 328, 328330, 661
Average Accounts Receivable
Number of days’ sales in receivables Numbar of Day's in the Period 662
Accounts Receivable Turnover
Inventory turover ratio Cost of Goods Sold 243-245, 662
Average Inventory
Number of days’ salas in inventory Number of Days in the Period 663
Inventory Turnover
Cash-to-cash operating cycle Number of Days" Sales in Inventory 663
+ Number of Days’ Sales in Receivables
Solvency Analysis
Debt-to-equity ratio L1 491-493, 664
Total Stockholders” Equity
Times interest earmed ratio Net Income -+ Interest Expense -+ Income Tax Expense 491-493, 664
Interest Expense
Debt service coverage ratio Cash Flow from Operations boforg Interest and Tax Payments 665
Interast and Principal Payments
Cash flow from operations to capital Cash Flow from Ope.ratlonszo.tsz.ledends Paid 666
expenditures ratio Cash Paid for Acquisitions
Profitability Analysis
Gross profit ratio Bross Profi 26, 226-221, 657
Net Sales
Profit margin ratio Nt Income 75-71, 657
Net Sales
Retum on assets ratio Net Income + Interest Expense, Net of Tax 667
Average Total Assets
Return on sales ratio Net Income + Interest Expense, Net of Tax 667
Net Sales
Asset turnover ratio __ NetSales 386, 387389, 668
Average Total Assets
Return on common stockholders equity ratio Net Income.. Prefarred Dividends' 668
Average Common Stockholders’ Equity
i Net Income- Preferrad Dividends
E h 670
arvings per share Waighted Average Number of Common Shares Outstanding
Price/eamings ratio Current Market Price 670
Eamings per Share
Dividend payout ratio Common pmdends per Share 531, 671
Earnings per Share
. ) . Common Dividends per Share
|
fIvkd i i re6o Market Price per Share o
Cash flow adequacy Cash Flow from Operating Activities _ Capital Expenditures c7-689

"boldface = Ratio Analysis Model

Average Amount of Debt Maturing over Next Five Years
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Preface
*

Business Success Means Understanding
Accounting

A Framework for Success

Student success in accounting gocs beyond knowing how to complete procedures—it
mcans cnsuring that students have an understanding of what the numbers mean and
how they can use accounting information in the real world to make better business deci-
sions. Like lcarning anything, however, it’s important to provide students with modcls
to follow as they learn how to interpret real data to make good decisions.

In the previous cditions of Using Financial Accounting Information: The Alterna-
tive to Debits and Credits, Gary Porter and Curt Norton focused on making the material
more relevant and engaging to students. For this cdition, to make the text more
approachable and student-friendly, language has been streamlined and important points
have been called out. In addition, a hallmark of this text has always been the use of finan-
cial statements and other data for real-world companics, from chapter openers to end-of-
chapter material, giving students the opportunity to usc that data to apply what they’re
learning. The hallmark real-world company focus is continued and amplificd through its
application within key lcarning modcls.

This edition features three key models that provide students with a more structured
approach to understanding financial data and how it is used to make sound business
decisions. The Transaction Model helps students sce the cffects an economic event has
on the accounting cquation and financial statements, the Financial Decision Frame-
work focuscs on ratio analysis and business decisions, and the Ethical Decision Model
helps students employ cthical judgment when applying accounting principles. The first
two models are now available in CengageNOW to provide an accompanying multimedia
learning tool—more deeply engaging the students in utilizing these models.

Using Financial Accounting Information: The Alternative to Debits and Credits,
9th cdition will help your students learn and understand complex accounting rules and
will also give them a framework through which they can apply their knowledge to make
cffective business decisions.
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Transaction Model Each transaction in the text and the solutions manual is
notated using a two-part clement that focuses on the relationships between accounts,
their increases and decreases, and the resulting articulation of the financial statements.
This style provides instructors with maximum flexibility in teaching these key concepts.

@ “Identify and Analyze’ This clement shows how cach transaction affects the
income statement and the balance sheet, with key additional information in an active-
learning format. Students learn to Identify and Analyze:

The type of business activity—opcrating, investing, or financing.

The accounts affected by the transaction.

The financial statement(s) affected by the transaction—balance sheet, income
statement, or both.

@ Transaction-Effects Equation This clement shows how cach transaction
affects the accounting equation, the balance sheet, the income statement, and stockhold-
crs’ equity.

xii
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Preface

( ACTIVITY: Oparsting
"’:"::'V ACCOUNTS: Dupeuciution Expunas Incrmm
[©] Analyzs Accumulutud Dupraciution [ncwm
STATEMENT(S): Balance Sheet and Income Statement
{ Dalance Shast Incoma Statament
STOCKHOLDERS: 4o+ NET
ASSETS = UABILUTES + EQUITY | REVENUES -  EXPENSES = INCOME
Accurrulning Depeacistion
®* Dageaciation®  (2,100) 2,60 Dapacsa 2,000 B,1em)
*Tha Accerrubaond Dapmairion saaoent has narawad £ dhawn M A ornaes 10 1 auariin sbovs bacauma ks A 3000 A00une 4nd auias ool A 12
{

In the transaction-cffects equation format, there is a scparate column for expenscs
and an arrow that lcads from nect income to stockholders’ cquity. When an expensce
increases, it is shown as an increase in the Expense column. The effect on net income is
also shown, along with the effect on stockholders’ equity (via the arrow).

This form of notation has benefits for both students and instructors:

¢ Tt provides the clearest view of how transactions affect the balance sheet.

¢ Tts separation of balance sheet and income statement sides differentiates these
two cquations and clearly shows how the income statement clements are affected.

¢ Tts arrow format communicates the relationship between net income and stock-
holders’ cquity.

¢ This format explains the difficult concept of contra accounts.

Financial Decision Framework gives students a structured framework to
guide them through the Making Business Decisions fcature in sclected chapters. Stu-
dents will identify relevant financial information, analyze that information, and make bet-
ter business decisions based on what they uncover.

The two-part Financial Decision Framework includes a Ratio Analysis Model
(Part A) that guides students through formulating a question about a real company, and
then calculating, comparing, and interpreting ratios.

A. The Ratio Analysis Model
1. Formulate the Question

How liquid i Columbia Sportswear?
2. Gather the Inf tion from the F I Stat
The cutrent ratio liquidity. To caleulate 2 "% current ratio, it is essen-

tial to know its cusrent smcts and current liabilitics. Current assets are the moat Bqquid of
all wects, Current liabilities are the debes that will be puid the soonest.

Current wecta: From the balance sheet
Current liabilitiex: From the babince sheet
3. Calculate the Ratlo

Current Assets
Current Ratio = o Liabiliti

Columbla Sportswear
Puartial Balance Sheet (in thousands of dollars)
For the Year Ended December 31, 2011

Asxnuty
Totsd curmnt st $1,040 528
Liskslitiux ared Stockholdwes” Eguity
Totwl curwnt fubifting m
Curmmnt Retia ’ 39801

4. Compare the Ratio with Other Ratlos
Ration are of 00 we in 2 vacuum. Tt is necessary to compuree them with peior years and

with competiton.
CURRENT RATIO
Columbia Sportewear Under Armour
127811 12731710 123111 12/81/10
3wl 39401 378w1 378wl

5. Interpret the Ratlos

In generul, the higher the current rutio, the more liquid the company. Columbis Sports-
wear's ratio is virtually uncluaged from the end of 2010 to the end of 2011, Also, the
compuny’s current satio i very similue 1o that foe its competitor, Under Armour, Colum-
bia Sportwest’s current rtio of 3.93 at the end of 2011 indicates 1 relative high degree
of liquidity,

\/\/\/\w

RATIO ANALYSIS

Y
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Xiv Preface

Moving a step beyond ratios, the Financial Decision Framework then guides students
through the Business Decision Model (Part B), which leads them through asking a ques-
tion as a user of financial information, gathering and analyzing the necessary information,
making a decision, and then monitoring that decision. This framework, integrated
throughout the text, provides students with models for honing their analysis and decision-
making skills using real company information in a relevant, applicable context.

B. The Business Decision Model

1. Formulate the Question
If you were a banker, would you be willing to loan money to Columbia Sportswear?

2. Gather Information from the Financial Statements and Other Sources
This information will come from a variety of sources, not limited to but inchuding:

*  The balance sheet, which provides infi ion about liquidity, the income stare-
ment regarding profitabiliry, and the statement of cash flows on inflows and out-
flows of cash,

* The outlook for the sporrs apparel and industry (¢ d d, labor

issues, foreign competition, etc.).

* The outlook for the economy during the time the loan would be ourstanding. Is
inflation projected to increase or decrease during this time?

* Projections for interest rares for similar loans during the term of the loan.

*  Alternative uses for the bank's money.

3. Analyze the Information Gathered

* Compare Columbia Sportswear’s current ratio computed in A. above with Under
Armour’s as well as with industry averages.

* Look at trends over time in the current ratios,

*  Review projections for economic outlook and interest rates,

4. Make the Degision
Taking into account all of the various sources of information, decide either to

*  Loan money to Columbia Sportswear or
* Find an alternative use for the money

5. Monitor Your Decision

If you decide to make the loan, you will need to monitor the loan periodically. During
the tme the loan is outstanding, you will want to assess the company’s continuing
liquidiry as well as other factors you considered before making the loan.

\/\/\/\W

7z The models are extended into the end-of-chapter material so students not only learn
CENGAGENOW" these models for making financial decisions, but they also have a chance to apply them in
N practice. Additionally, the Ratio Analysis Model is available in CengageNOW, allowing
students to complete the assignments on their own time. In CengageNOW, student
submissions will be auto-graded and provide immediate feedback; so, students can learn

from their mistakes.

Compare the Ratio with other Ratios

Calculate the required ratlo using the total current aszets and total current lladilites procured above. If
required, round your answers to two decimal piaces.

The Coca-Cola Company for year ended 12/31/11:
* - Select your angwer -1y § - tol

« (subtraction)
The Coca-Cc + (3dditen) ded 12/31/20:
/ (division)
$ X (multiplication} s - tol

Calculate the above ratio for:
I required, round your Artwars ta two decimal places

PapsiCo for year ended 12/31/11

s « Select your ansier - - § - tol

PepsiCe for year ended 12/31/10
) - Selact your angwer - = § - tol

Ethical Decision Model (introduced in Chapter 1) follows the stepped method
FIHeAL Mook to reach cthical decisions through identification, analysis, and resolution. Ethical issucs
arc introduced within sclected chapters, and end-of-chapter cases ask students to apply
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Key Concept Highlights. Morc than cver before, the ninth edition highlights
key concepts in the text using color, boldface, bulleting, and other design clements to
help students zero in on key concepts they will need to know for homework and tests.

LO7 Detarmina which Capital versus Revenue Expenditures
W”‘:’:N’u " Accountants often muse decide whether certain di related w operating assers
maho:::ov&dn:‘ mouldbeueuednnnaddldonmd\emtof!hemmnmeqmuonenf:he
. MOSE ¢ [ g this i mpahmanmt.wddne
L mn o mp‘ml I Al or P din
Capital expenditure *  Acapital expenditure is a cost that Is added to the acquisition cost of an asset.
A cost that Improvas the assat * A revenue axpenditure is not treated as part of the cost of the asset, but as an
and Ia sdcad to the asset account on the i
Altwersatw taer: Itam troated as :
assot Thus, the company must decide whether to treat an lrem as an asser (bakance sheer)
and deprectate Its coat over Its life or to mear It as an expense (Income statement) of 2
Revenue expenditure single perlod.
A cost that kaeps an asset In ita o .
nomal operating condition and ia The capleal and s & marter of judgment.
raated as an AXpanae Generally, !heﬁ:llmnnggulddlnuahouldbefollownd
Nmmmmmmum *  When an expenditure dncrvases the life of the ast o dix productivisy, it should be
axponse af the parod treated as a capital expenditare and added to the asset account.
*  When an expenditure simply madniaing an aset in its normal operasing
condition, however, it should be treated a3 an expense.
The dalisy of the expendirure must akso be considered. Most ¢ \ hiich
:pdcydumdngmupmdlmthukumﬂuthmupedﬂednmmmunn:mnue
expendirare (an expense on the Income statement).

\//\/f-//\\.-_/\_ —

Examples Teach Key Concepts and Skills. Students refer to examples in
the text with the goal of solving the homework. Thus, Excrcises and Brief Excrcises at the
back of every chapter refer to the many numbered, step-by-step examples in cach chapter.
Numbered examples of key procedures, activitics, or processes will help students focus on
learning the important skills they will need for completing the homework.

Example 82 Caloulating Cost of Goods Sold

Tha amounta shown below ara takan from the Coat of Goods Soid saction of Dalsy'a Incoma statamant as shown in Exhibit 54

Deacription Itum Amount
Murcturcdan on hund to Bugnning imvwenory $15000
atart the period
Acquisiions of + Cant of goods purchused 5000 A 5000 wxcuss of
murchandam during the T ending inventory
pariatd cume buginning
i Y s
Poal af murchundus = Coat of goods wvailibiv for sln $ 78,000 that the camgeery
wvsluble for xadw during bought $3,000
the period marw than it xcld
(853,000 bought
Murchurciamn on hund st Ending inventary varaus $80 000
s of puicd [T | ack
Expuninn recognusd Coat of goods sakd S 80000

o the rcome staiemmnt

Notica that ending Invantary exceada baginning invantary by $2.000 That maana that the cost of goods purchased exceads coat of
poads 20id by that seme amount Indesd, a key palnt for stockhaldara, bankers, and othar usara i whether Inventory Ia bulkiing up.
that Is, whathar a compnny 1 nat seding &a much Invantary during tha pariod as It s buying A buldup may Indicata that the com-
pany’s p aab g leas or that pricea are bacoming uncompeatitive

W’M

NEW: Key Points Review in the end-of-chapter section highlights the key con-
cepts covered in the chapter.

KEY POINTS REVIEW

LO1  Explain the difference between external and internal events.
¢ Both of these different types of events affect an entity and are usually recorded in the
accounting system as a transaction.
¢ External events are interactions between an entity and its environment.
¢ Internal events are interactions entirely within an entity.

M_ T —
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the model in order to cvaluate the situation and learn how to make cthical decisions.
Cascs that ask students to use the Ethical Decision Model are noted with a special icon.

EXMIDIT 1-9 Cthice snd Accounting: A Decion-iating Model
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Hallmark Features to Help Students Learn

Accounting

Chapter openers focus on the importance of accounting and the value of the topics

covered in the chapter.
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SPOTLIGHT interviews with business leaders in 9 of the 13 chapters
show how actual managers, cxccutives, accounting profcssionals, and analysts use
accounting to get ahcad in their carcers. Spotlights profile real business professionals
and their techniques, skills, business insights, and decisions to show how vital accounting
is to their success.

SPOTLIGHT

Income Measurement, Acorual Accounting, and Ethics

In the coratraction industry, come wnd wecrnasl ing arw very impartunt
1o the succue of w compary Showing en sccunds socount teleece wnd cash foww
vmblhm nchatry

x creal wihwn wpplying for credit, thix vwry
Jumax H h in 1o conxtnuction compm-
nbAm , i made & carmee chunge st 34 to retum to sccounting snd
bwcoene u ClA

According to Jwenus, it b criticnl to ubince b in thix
mnmmum’d:u-hﬂ— [

many
rwiiwn bwfom Iwnd morwy He thart spplying for  loun ix bk u firxt duin You
hiweeow cow bmh-oud—ﬂ:\ iy

Ix
1'% how you fuwd your feenily 1 mukss sl the dfwmncs in the wodd

€€ Learn to communicate well. . . . Develop an
excellent style of writing. It will differentlate you
from your colleagues Immediately. . . . Know your
debits and credits cold, automatically, by heart,
Inside out, upside down, day or night.??

~~ - —— - ——
. T T ™ —— — — /‘—-._ e
~— e - s —

Additionally, Spotlight interview videos arc fcatured in CengageNOW’s Study
Tools for Using Financial Accounting Information and also on the student companion
web sitc.

LOOKING AHEAD features help prepare students for accounting
changes to come. Whether changes arc on the horizon for International Financial
Reporting Standards, for new and challenging financial statement formats, or duc to the
global cconomic crisis, students need to be aware of how the future of business is
affected. Looking Ahead featurces in sclected chapters are a preview of trends and
upcoming issucs that will affect business and accounting,.

Whether LIFO survives in the United States is not only a matter of convergence LOOKING
with international standards. Because the method allows companies with rising  AHEAD
inventory costs to report lower income, the White House and its supporters in

Congress see the repeal of LIFQ as one avenue for raising tax revenues and thus

cutting into the ever-increasing federal deficit. Naturally, companies currently using

the method are adamantly opposed to its elimination and are lobbying for its

continuation. In addition to the budgetary implications, those in Congress who

would like to see LIFO eliminated point to its prohibition under TFRS. This issue is a

prime example of how accounting choices affect much more than a company’s bottom

line and can sometimes be at the center of national policy debates. Stay tuned.

..--"‘\-.._\__/J_-K“‘--.-_..—-""-'_"‘---_____ N ,___ J

Terz bepenGety rages

NEW “FLAGSHIP"” COMPANIES: Financial Statements and Notes
from Under Armour, Inc., and Columbia Sportswear Company
bring the role of accounting and decision making in business into focus. Financial report
excerpts from these competing companies encourage students’ critical thinking and fi-
nancial decision making; skills.
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EXHIBIT 1-8 Under Armour's Income Statement

Nt incame
Net in »
Bunic $ m $ 18 $ am
Diuted $ s $ 1w 3
Waightad svarage common sh dn
Bunic 81,870 80,708
Diuted 82,808 81,282 50,850
Suw RCTomEsnying notus
Source: Undwe Armour Inc's Farm 10-K for the Facsd Year Endwd Dwcamber 31, 2011
A T —_— —
'\///\\"" _ ‘-—v—_ - -“‘\._____ //——

EXHIBIT 2-1 Comparstve Balance Shenta for Columbie Sportawes: Campary
Cobunbia Sparsowesr Camgany
Connisbadatiad Badarm Slaats
0 Beand|
ASSETS
Camant Assex:
Caen and cach agehalra PO -t )
Shanaae inveetraces. 24m i
Asseres e adie, i N 4 E ORI R
Iranizdion, na Now B E AT EE
Dwfnrad Inconma o (Nom 104 (=2 L
Proquid weacann ad ahar cmIe Maan _ Wga man
s oM

S

UPDATED: Real-World Financial Information. The text’s balance sheet
organization uscs well-known companies such as Under Armour, Inc., Columbia
Sportswear, Carnival Corporation & PLC, Nordstrom Inc., Gap Inc., Scars Holdings,
Apple, Nike, Starbucks, Coca-Cola, Southwest Airlines, Walgreen, and lululemon athle-
tica to help apply accounting to the real world. Every chapter features a single company,
complete with financial data and business strategy, along with assignments that ask stu-
dents to dig decper into the company’s financials to develop their analytical skills.

UPDATED: Hot Topics boxes in all chapters dive decper into the latest issucs and
challenges of the chapter-opening company.

HOT TOPICS
Keeping a Watchful Eye on Sales

—gq houd ba try tha meant
TR BT Mtwton ©© el mdex g anncuncamant  Samexior s for e fhemamsk pared

e 28, 1 be hard i imagine mmn,zou.nu-unuumm-m
m.‘ AT/ MGTWCE Of 8 CNGY el paricd 1n 2011 Th company Ao fracke s fo b
mom reveeus conachous than %l liee xiorea™ ax compamd 10 b dimcount “rack atooes

immz-— H—w

thay cal “xameion xéex, ™ mmwmu—n

H e rwinane, Jarusry 3, 2013; ey
-
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Alternative Terms. In the study of accounting, as in the world of business, terms
and terminology arc very important. The text presents Alternate Terms at the end of cach
chapter that illustrate variations in financial accounting terminology that students may
cncounter.

Personalized Study Plan. Students can master key concepts and prepare for
cxams with CengageNOW’s Personalized Study Plan—a diagnostic tool plus study
plan—preloaded with an Integrated cBook and other multimedia resources to make
learning more engaging. The Pre-Test can be used to determine what students alrcady
know. Bascd on the results of the Pre-Test, the personalized study plan will automati-
cally generate resources to help students focus on the arcas where they need the most
help. Finally, with the Post-Test, students can assess what they actually learned.

Assessment Tools

Homework Shows Cross-References to Key Examples beside the
Excrcisces and Brief Exercises to help students review the related example material before
completing the homework items.

Lo2+3 E Ise 5-21 In St for a Merchandl
EXAMPLE 52 Fill in the mising in the following income for Ca D Stare

_ Tae - . -

E Suluz rwowem $125 B0O
Luvas: Swbis ewtuma wnd wlowsncws 1]

Net sudwa $122 040
Cout of goods sckd:

Buginning imwentory $ 23400

Purtchime
Luvas: Purchucos discounts 1
Nt purchusns

Adet Trwruparation-n
Cout of goods purchuomd #1180

Cont of goods wvalebie for sk $104 880

Lus: Encling invmniary ]

Cout of goods sold K
Graks profit $ 33600
Opuiting wxpmnsus i
Incerm bufarm b $ 26300
Ineeimm tex wxpunse 10 300
Net incame S @

\/\/\/\W

Brief Exercises, ticd to a single lcarning outcome, allow students to confirm what
they have learned and develop the skills and confidence needed to cffectively work more
complex exercises and problems.

Sl P
Bclg=

L0S Brief Exercise 2-8 Multiple- versus Single-Step Income Statement
EXAMPLE 248, 27 A retuiler & cormidering whether to peepure 2 multiple- or single-step income statement, Provide
three Enex that appear on 2 multiple-step statement that do not appear on 1 single-step statement.

L06 Brief Exercise 2-8 Profit Margin

EXAMPLE 28 A company reported sales of $100,000; cont of goods sold of $60,000; sclling, general, snd
administrative cxpenscx of $15,000; and income tax expense of §10,000, Compute the com-
pany's profit mangin,

L07 Brief Exercise 2-7 Retained Earnings
EXAMPLE 240 A compuny started the year with retained curnings of §200,000, Dusing the yeur, it reported nee
income of 880,000 and paid dividends of $50,000. Compute the compuny’s ending retsined
carnings.

e T T —

Bricf Excrcise walk-through videos arc now available to assist students completing
their homework in CengageNOW. These videos, designed for the visual-learner, provide
step-by-step guidance on how to complete the exercise. Students can then translate this
knowledge back to the textbook examples to complete the cycle of learning.

Working-backward exercises generally give students a “result”—cither jour-
nal entrics, account balances, balance sheet or income statement presentations/amounts,
or ratios. With this information, they arc then asked to work backward to solve for the
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missing information in the cxercisc. This type of problem solving is a test of their
ability to think critically about key accounting concepts.

Exercise 4-9 Working Backward: Depreciation LOS

Polk Corp. purchased new store fixtures for $55,000 on January 31, 2012. Polk depreciates EXAMPLE 45
assets using the straight-line method and estimated a salvage value for the machine of $5,000.

On its December 31, 2014, balance sheet, Polk reported the following:

Property, plant, and equipment:
Store fixtures $65,000
Less: Accumulated depreciation 15,000 $40,000

Required

1. What s the yearly amount of depreciation expense for the store fixtures?
2. What is the estimated useful life in years for the store fixtures? Explain your answer.

\/\/"J/\/\/“--—-’/\//_—“

Blueprint Problems and Connections in CengageNOW arc assignable
teaching problems that require students to think through the problem solving process.

¢ Blucprint Problems cover primary learning objectives and help students understand
the fundamental accounting concepts and their associated building blocks—not just
memorizing formulas or journal entrics required for a single concept.

¢ Blucprint Conncctions build upon concepts covered and introduced within the
Blucprint Problems. These are scenario-based exercises that help students
strengthen their analytical skills.

¢ Both can be used in class as part of the lecture, as a group activity, as a homework
assignment, or for study and review.

¢ Both Blucprint Problems and Connections include feedback and explanations to
cnhance the learning expericnce.

CengageNOW, a powerful coursc management and online homework tool that
provides robust instructor control and customization to optimize the student learning
cxpericnce and meet desired outcomes, is available with the 9th cdition of Using
Financial Accounting Information. CengageNOW includes:

¢ Auto-graded Homework, test bank, Personalized Study Plan, cBook, and Grade-
book are all in onc resource.

¢ Additional Algorithmic questions have been added to the new edition.
Pre- and Post-Submission Feedback for additional guidance to help students
complete an exercise or problem.

¢ Smart Entry helps climinate common data entry errors and prevents students from
gucssing their way through homework.

¢ Learning Qutcomes Reporting provides the capability to analyze student work
from the gradebook. Each problem is tagged by topic, learning objective, level of
difficulty, Bloom’s Taxonomy, AICPA , ACBSP, and other business program
standards to allow greater guidance in developing assessments and cvaluating
student progress.

¢ Robust Study Tools include a vast array of quizzing, puzzles, tutorials, and chapter
vidcos.

¢ Control and Customization allows instructors to casily manage assignments and
diagnose student level of comprehension.

¢ Enhanced MindTap Reader eBook

CengageNOW Instant Access Code ISBN: 978-1-285-77926-3
CengageNOW Printed Access Card ISBN: 978-1-285-77928-7

7 :
CENGAGENOW"
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Chapter-by-Chapter Changes

Chapter 1

¢ Introduced onc of two new flagship companics, Under Armour, Inc., as the focus
company for Chapter 1.

¢ Revised Exhibits 1-1, 1-7, and 1-8 to reflect new flagship company, Under Armour,
Inc.

¢ Revised Hot Topics feature to describe sale of stock by the founder of Under
Armour, Inc.

¢ Updated end-of-chapter material: E1-9, E1-16, P1-8, P1-9, P1-8A, P1-9A, DC1-2,
and DC1-3.
Revised DC1-1 and DC1-2 to reflect new flagship company, Under Armour, Inc.
Revised DC1-3 to reflect new flagship companies, Under Armour, Inc., and
Columbia Sportswear Company.

¢ Revised DC1-6 to integrate the concept of ethics in accounting with the practice of
modcling cthical decision making,.

Chapter 2

¢ Introduced onc of two new flagship companics, Columbia Sportswear Company, as
the focus company for Chapter 2.

¢ Revised Exhibits 2-1, 2-2, and 2-3 to reflect new flagship company, Columbia
Sportswear Company.

¢ Revised the Hot Topics feature to highlight Columbia Sportswear Company’s divi-
dend decision.

¢ Replaced Ratio Decision Model for the Current Ratio with new two-part Busincss
Decision Model, consisting of Ratio Analysis and Business Decision portions.

¢ Replaced Ratio Decision Model for the Profit Margin with new two-part Business
Decision Model, consisting of Ratio Analysis and Busincss Decision portions.

¢ Updated Looking Ahcad feature for status of the FASB /TASB joint project on the
format and presentation of financial statements.
Revised P2-10 and P2-10A to integrate the new two-part Business Decision Model.
Revised DC2-1 to reflect new flagship companies, Under Armour, Inc., and Colum-
bia Sportswear Company.
Revised DC2-2 to reflect new flagship company, Columbia Sportswear Company.
Revised DC2-6 to integrate the concept of cthics in accounting with the practice of
modcling cthical decision making,.

Chapter 3

¢ Updated the chapter opener with the most current information available and
replaced the financial statements from Carnival Corporation as the focus company
for Chapter 3.

¢ Revised Hot Topics feature to highlight Holland America Line’s sclection on
world’s most cthical companics list.

¢ Revised DC3-1 to reflect new flagship companics, Under Armour, Inc., and Colum-
bia Sportswear Company.

¢ Revised DC3-2 to reflect new flagship company, Under Armour, Inc.

¢ Updated end-of-chapter material: DC3-3.
Revised DC3-7 to integrate the concept of ethics in accounting with the practice of
modcling cthical decision making,.

Chapter 4

¢ Updated the chapter opencer with the most current information available and replaced
the financial statements from Nordstrom as the focus company for Chapter 4.
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Updated the Hot Topics feature to highlight Nordstrom’s same store sales reporting,.
Updated end-of-chapter material: E4-31, DC4-2, and DC4-3.

¢ Revised DC4-1 to reflect new flagship companics, Under Armour, Inc., and Colum-
bia Sportswear Company.

¢ Revised DC4-6 to integrate the concept of ethics in accounting with the practice of
modecling cthical decision making,.

Chapter 5

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Gap as the focus company for Chapter 5.
Updated the Hot Topics feature on Gap’s international expansion.
Updated Example 5-15 for Winnebago Industrics® LIFO reserve.
Revised Exhibit 5-11, substituting a partial statement of cash flows for Under
Armour, Inc.

¢ Rcplaced Ratio Decision Model for the Gross Profit Ratio with new two-part Busi-
ness Decision Model, consisting of Ratio Analysis and Business Decision portions.

¢ Replaced Ratio Decision Model for the Inventory Turnover Ratio with new two-
part Business Decision Model, consisting of Ratio Analysis and Business Decision
portions.

¢ Revised P5-2, P5-5, P5-2A, and P5-5A to integrate the new two-part Business
Decision Model.

¢ Updated end-of-chapter material: E5-16, P5-8, P5-14, P5-8A, P5-14A, DC5-2,
and DC5-3.

¢ Revised DC5-1 to reflect new flagship companics, Under Armour, Inc., and Colum-
bia Sportswear Company.

¢ Revised DC5-9 to integrate the concept of ethics in accounting with the practice of
modecling cthical decision making,.

Chapter 6

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Scars Holdings as the focus company for
Chapter 6.

¢ Updated the Hot Topics feature to highlight Scars Holdings’ strategy to finance
opcrating cash neceds.
Updated Exhibits 6-1, 6-4, and 6-5 for new Scars Holdings’ statements and reports.
Revised DC6-1 to reflect new flagship companies, Under Armour, Inc., and
Columbia Sportswear Company.
Updated end-of-chapter material: DC6-2.
Revised DC6-4 to integrate the concept of cthics in accounting with the practice of
modecling cthical decision making,.

Chapter 7

¢ Updated the chapter opencr with the most current information available
and replaced the financial statements from Apple Inc. as the focus company for
Chapter 7.
Updated the Hot Topics feature on Apple’s quarterly report filed with the SEC.
Updated Looking Ahcad feature for status of possible changes in the statement of
cash flows under the joint FASB /TASB project.

¢ Rceplaced Ratio Decision Model for the Accounts Reccivable Turnover Ratio with
new two-part Business Decision Model, consisting of Ratio Analysis and Busincss
Decision portions.
Updated end-of-chapter material: E7-5 and DC7-2.
Revised P7-3 and P7-3A to integrate the new two-part Business Decision Model.
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Revised DC7-1, substituting amounts for 3M Company.
Revised DC7-3 to reflect new flagship companies, Under Armour, Inc., and Colum-
bia Sportswear Company.

¢ Revised DC7-5 to integrate the concept of ethics in accounting with the practice of
modcling cthical decision making,.

Chapter 8

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Nike as the focus company for Chapter 8.
Updated the Hot Topics feature to highlight Nike’s intangible branding,.
Replaced Ratio Decision Model with new two-part Business Decision Model, con-
sisting of Ratio Analysis and Business Decision portions.

¢ Updated end-of-chapter material DC8-1 features Columbia Sportswear Company
and DC8-2 reflects Under Armour, Inc., and Columbia Sportswear Company; uscs
Ratio Analysis Model and Business Decision Model; DC8-5 uses the Ethical Deci-
sion Model.

Chapter 9

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Starbucks as the focus company for
Chapter 9.
Updated the Hot Topics feature to highlight Starbucks’ liability for products.
Added sentences about calculating the balance of warranty liability.

¢ Updated end-of-chapter material P9-2, P9-3, P9-2A, P9-3A, DC9-2, DCY-3, and
DC9-4.

¢ Changed DC9-1 to Columbia Sportswear Company and Under Armour, Inc.

Chapter 10

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Coca-Cola and Pepsi as the focus companics
for Chapter 10.

¢ Rceplaced Ratio Decision Model with new two-part Business Decision Model, con-
sisting of Ratio Analysis and Business Decision portions.
Updated end-of-chapter material: P10-9, P10-9A, and DC10-3
DC10-1 features Columbia Sportswear Company and DC10-2 reflects Columbia
Sportswear Company and Under Armour, Inc. DC10-2 uses Ratio Analysis Modcl
and Business Decision Model. DC10-6 uscs the Ethical Decision Model.

Chapter 11

¢ Updated the chapter opencer with the most current information available and
replaced the financial statements from Southwest Airlines as the focus company for
Chapter 11.
Updated end-of-chapter material: P11-7, P11-7A, and DC11-3
DC11-1 features Columbia Sportswear Company and Under Armour, Inc., and
DC11-2 highlights Columbia Sportswear Company. DC11-5 uscs the Ethical
Decision Model.

Chapter 12

¢ Introduced Walgreen Company as the new focus company for Chapter 12.

¢ Revised Exhibit 12-1 to illustrate cash flow and net income differences.

¢ Revised the Hot Topics feature to illustrate Walgreen Company’s strategy for
returning cash to stockholders.
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¢ Updated Looking Ahcad feature for status of possible changes in the statement of
cash flows under a joint FASB /TASB project.

¢ Replaced Ratio Decision Model for the Cash Flow Adequacy Ratio with new two-
part Business Decision Model, consisting of Ratio Analysis and Business Decision
portions.
Updated end-of-chapter material: E12-4.
Revised DC12-1 to reflect new flagship companics, Under Armour, Inc., and
Columbia Sportswear Company.
Revised DC12-2 to integrate the new two-part Business Decision Model.
Revised DC12-3 to substitute Walgreen Company.
Revised DCI12-6 to integrate the concept of cthics in accounting with the practice
of modcling cthical decision making.

Chapter 13

Introduced lululemon athletica, inc., as the new focus company for Chapter 13.
Revised Exhibit 13-1, substituting financial information for lnlulemon athletica, inc.
¢ Revised the Hot Topics feature to highlight lululemon athletica, inc.’s quarterly dis-
closures.
¢ Updated Looking Ahcad feature for status of joint FASB /TASB project on the for-
mat and presentation of financial statements.
Revised Review Problem for new focus company.
Updated end-of-chapter material: E13-7.
Revised E13-5, E13-6, E13-8, and E13-11 for new companics.
Revised DC13-1 and DC13-2 to reflect new flagship company, Under Armour, Inc.
Revised DC13-3 to reflect new flagship companics, Under Armour, Inc., and
Columbia Sportswear Company.
Revised DC13-4 to reflect new flagship company, Columbia Sportswear Company.
Revised DC13-7 to integrate the concept of cthics in accounting with the practice
of modeling cthical decision making.

Additional Instructor and Student
Supplements

Instructor’'s Manual

The Instructor’s Manual, by Sandra Augustine (Hilbert College), contains detailed lec-
ture outlines, lecture topics, and suggestions for classroom activitics. The chapter activi-
ties in the Instructor’s Manual have been analyzed and assigned the same sct of
outcomes that arc used in the Solutions Manual and the Test Bank (available on the In-
structor Companion web site).

Solutions Manual
The Solutions Manual, by the text authors, consists of solutions to all the end-of-chapter
material keyed to learning outcomes and using the same Identify and Analyze and

Transaction-Effects Equation form of notation found in the text. (Available in print,
ISBN-13: 978-1-285-18327-5. Also available on the Instructor Companion web site.)

Test Bank

The Test Bank, by LuAnn Bean (Florida Institute of Technology), contains a compre-
hensive set of test items to mect cvery assessment need from brief exercises to problems
and decision cases. The Test Bank will now be offered in Cognero.
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Cengage Learning Testing Powered by Cognero is a flexible, online system that
allows instructors to:

¢ author, cdit, and manage test bank content from multiple Cengage Learning
solutions
crcate multiple test versions in an instant

¢ dcliver tests from your LMS, your classroom, or wherever you want

Excel® Templates

Sclected problems in cach chapter may be solved on a Microsoft Excel spreadshect to
incrcase awarcness of basic software applications. Just download the Excel spreadsheets
for homework items that are identificd by icons in the text. (Excel templates are available
on the Student Resources page of the product web site. Password-protected Instructor
solutions are available on the Instructor Companion web site.)

PowerPoint” Slides

Student PowerPoint Slides, a smaller version of the Instructor PowerPoint Lectures,
allow students to get ready for upcoming lectures, quizzes, homework, and cxams with
corc material needed for chapter study. (Student PowerPoint Slides arc available on the
Student Resources page of the product web site. More detailed, password-protected In-
structor PowerPoint Slides arc available on the Instructor Companion web site. )

Student Web Resources

Chapter-by-chapter quizzes, topical discussions, updates on TFRS integration, and more
arc available. These items help reinforce and shed light on text topics. Discover more by
logging into the text web site. Visit www.cengagebrain.com.

Copynight 2013 Cenags Liermmg All Rights Reserved Mty not be copiad, scamed, or duplicasd, in whale or s pert Dee o electromic rights, some third peety content may be supprecssd from the elSoak sndlor oChapier(x)
Editorisl review b dosmed that sevy supprecsed contint does not muteriully affict the overd| lering experience Cengaps Latring ressrvax the right tn remove sdditiomal contint at sevy tme if ssbssguent rightx restrictions requirs it



Acknowledgments

Preface

Among those who have scrved as reviewers for the ninth edition are the following, to

whom we arc gratcful for their insights:

Scott Ballantyne

Alvernia University

Amy Bournc

Oregon State University

Scott Boylan

Washington and Lee University
Amy Browning

Ivy Tech Community College

Edward J. Bysick
St. Bonaventure University

Allen Cherry
Loyola Marymount University

Patricia Dorris-Crenny
Villanova University

Gerald Doyle, CPA
Mountwest Community & Technical
College

Kenneth W. Gaines

East-West University

Carolyn Galantine

Pepperdine University

Andy Garcia

Bowling Green State University
Benjamin W. Johnson
University of Evansville
Tammy McWherter
Mid-Continent University

Jennifer Morton
Ivy Tech Community College

Albert Nagy

John Carroll University

Paul San Migucl

Western Michigan University

Geceta Shankar

University of Dayton

Gregory Sinclair, CPA

San Francisco State University

Jere Smith, MBA, PhD (ABD)

Avila University

Ahmad Sohrabian

California State Polytechnic University,
Pomona

Jason Stanficld

Puyrdue University

John Surdick

Xavier University

Steven Thoede

Texas State University, San Marcos

MaryBeth Tobin

Bridgewater State University

Mclanic Torborg

Globe University/Minnesota School of
Business

Dalc Walker

Harding University; Heifer International
Education Program

Roddrick West

Everest College, Dallas

Throughout the first cight cditions, many other individuals have contributed helpful

XXVii

suggestions that have resulted in many positive changes. Although they are not cited
here, we remain grateful for their assistance.

We also wish to thank scveral individuals whose help with supplements and verifica-
tion have aided us in the revision: Sandra Augustine, Hilbert College, TuAnn Bean,
Flovida Institute of Technology, and Jim Emig, Villanova University. We arc grateful to
Cenveo for their invaluable production assistance, as well as Rachel Morris. Finally, we
are grateful to the editorial, marketing, media, and production staffs at Cengage, primar-
ily Sharon Oblinger, Craig Avery, Tristann Jones, Julic Anderson, Natalic King, Jessica
Robbe, Stacy Shirley, and Tim Bailey for their extensive help with the ninth edition and
its supplements.

Finally, we would like to extend a special thanks to Craig Avery. He has been a guid-
ing light for us from the first cdition of this book and its success over the years is duc in
no small part to his cfforts on our behalf.

Gary A. Portey
Curtis L. Norton
September 2013

Copynight 2013 Cenags Liermmg All Rights Reserved Mty not be copiad, scamed, or duplicasd, in whale or s pert Dee o electromic rights, some third peety content may be supprecssd from the elSoak sndlor oChapier(x)
Editorisl review b dosmed that sevy supprecsed contint does not muteriully affict the overd| lering experience Cengaps Latring ressrvax the right tn remove sdditiomal contint at sevy tme if ssbssguent rightx restrictions requirs it








