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This book is dedicated to our students, whose questions have so frequently  

caused us to reevaluate our method of presentation that they have,  

in fact, become major contributors to the development of this text.

Final PDF to printer



edm87496_fm_i-xxxvi.indd  iv� 12/19/23  05:31 PM

iv�

The changing business environment is calling for 
accounting education to be dynamic, responsive, and 
forward-thinking. By incorporating relevant content, 
embracing technological advancements, adopting 
innovative teaching approaches, and emphasizing 
critical thinking and ethical considerations, 
accounting educators can effectively prepare 
students for the evolving demands of the accounting 
profession. The specific impacts on this text are 
discussed next.

●	CAREER READINESS
Data Visualizations
While there is general agreement that introductory accounting students need expo-
sure to data analytics, agreement regarding the level and type of exposure is evolving. 
Do students need to know how to use the software or will the ability to interpret the 
output of the software be sufficient? We offer opportunities for you to expose your 
students to either or both options.

	■	 For those who prefer to focus their students on understanding outputs rather than 
learning software, we have included short exercises called Tableau Dashboard 
Activities (TDAs). We have created TDAs for each chapter in the text that require 
students to interpret the data displayed in the dashboard and answer questions 
that relate to concepts covered in each chapter. The TDAs are displayed directly 
within Connect and accompanied by auto-gradable questions that students must 
answer based on the visualizations. 

	■	 Each chapter contains TDAs focusing on analyzing real-world companies that are 
discussed in The Curious Accountant section. The TDAs start simple and build in 
complexity, allowing students to start analyzing real-world financials as early as 
Chapter 1. Also included in each chapter is a TDA that incorporates the content 
from the chapter into a data visualization. Each of these visualizations presents 
accounting information in a unique way, giving students insight into the useful-
ness of visualization in the accounting context.

NOTE FROM THE AUTHORS

Final PDF to printer



edm87496_fm_i-xxxvi.indd  v� 12/19/23  05:31 PM

� v

	■	 For those looking to give their students a deeper dive into data analytics, we 
offer an in-depth project, Applying Tableau, where students get hands-on 
operational experience with the software to answer a variety of business-type 
questions. The answers to Applying Tableau are auto-gradable in Connect, 
saving you valuable time. Applying Tableau includes a tutorial video that walks 
students through the Tableau software and demonstrates the basic skills stu-
dents need to get started using the software. A thorough description of this 
project is located in Appendix G at the end of the text.

Integrated Excel
We introduce students to Excel by incorporating a series of Integrated Excel problems 
tailored to the specific topics covered in each chapter. These problems are designed 
to help students gain proficiency in Excel’s basic functionality while familiarizing them 
with a range of Excel functions commonly employed in the accounting profession. For 
each Integrated Excel problem, a step-by-step tutorial video, featuring a similar yet 
distinct problem, can be found in Connect to further support students’ learning.

Critical Thinking Problems
Critical thinking problems are designed to give students an opportunity to work with 
real-world accounting information. These problems are often more in-depth than 

Tableau Software
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traditional exercises and problems, often requiring students to search through pub-
lished financial reports to answer a series of questions. The primary goal of this sec-
tion is to encourage students to think critically about accounting concepts involving 
real-world companies. Most requirements in this section are auto-gradable but more 
in-depth writing assignments are also available. 

●	HIGHLIGHTING CAREER PROFILES
Career profiles are now available in Chapters 1, 3, 5, 7, 9, and 11. Each profile outlines 
a unique career that is possible with an accounting degree and spotlights careers in 
private equity, corporate accounting, Big 4 accounting, teaching, and even being an 
entrepreneur! Students will learn about the career paths and job requirements of 
these top accountants including educational background, salary range, work/life bal-
ance, travel opportunities, and even get some advice! We strongly encourage teach-
ers to share these career experiences with their students to enhance their 
understanding of the diverse career opportunities available with an accounting 
degree.

●	FOCUSING ON FINANCIAL STATEMENT IMPACTS
Technology has changed accounting practice. Gone are the days where accountants 
used pens, paper, and calculators to maintain records and prepare statements. Indeed, 
most companies use computer software that simplifies data entry, record keeping, and 
statement preparation. Today’s accountants spend less time preparing financial infor-
mation and more time consulting and advising clients. To remain relevant, accounting 
education must move beyond the traditional preparer approach.

The first step in learning how to advise clients is to understand how business 
professionals incorporate accounting in the decision-making process. Business pro-
fessionals tend to think about bottom-line consequences. If I do this or that, how will 
it affect my company’s net income, total assets, cash flow, and so on. To promote 
bottom-line thinking, we take the student one step beyond the recording process. 
Specifically, we employ a financial statements model to show them how the journal 
entries affect financial statements. The model arranges the balance sheet, income 
statement, and statement of cash flows horizontally across a single line of text as 
shown next.

Balance Sheet Income Statement Statement of Cash Flows

Assets = Liab. + Stk. Equity Rev. − Exp. = Net Inc.

Typically, we show the statements model immediately after each journal entry.  
For example, the settlement of the liability for interest would be shown as follows.

Account Title Debit Credit

Interest payable 8,400

  Cash 8,400
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This approach provides a direct visual connection between journal entries and 
financial statements and enables students to see how each individual accounting 
event affects decision making. It shifts the focus from memorizing procedures to 
developing real-world thinking patterns. In today’s world, computers prepare state-
ments; humans evaluate consequences.

Most texts, including this one, still provide coverage of debits and credits, journal 
entries, trial balances, and statement preparation. It can be insightful to know what the 
computer is doing behind the scenes. Even so, accounting education must go beyond 
the procedure. An accountant who can prepare a journal entry but has no idea how 
that entry affects financial statements cannot provide the insight and counsel expected 
of today’s practicing accountant.

●	LESSONS LEARNED FROM THE PANDEMIC:  
THE IMPORTANCE OF VIDEO RESOURCES

In March 2020, the world was disrupted by a global pandemic. Businesses and educa-
tors alike had to quickly adapt to the changing environment. The resources within this 
text provide a pathway forward to meet future challenges faced by educators, giving 
them the ability to deliver courses in a variety of formats.

Perhaps the biggest challenge faced by educators during the pandemic was the 
need for video content. A survey conducted by Higher Education highlights the impor-
tance of video content even for courses that are not delivered online. In the survey, 79 
percent of students indicated that they want lecture video content going forward, irre-
spective of how the class is delivered.

Balance Sheet Income Statement Statement of Cash Flows

Assets = Liabilities + Stockholders’ Equity Revenue − Expenses = Net Income

(8,400) (8,400) NA NA NA NA (8,400)  OA

“The introductory financial 
accounting course needs 
a serious overhaul to 
convince prospective 
majors that accounting is 
an interesting area of 
study. Complete 
elimination of debits and 
credits may not be 
possible or effective; 
however, they should be 
de-emphasized,  
along with excessive 
procedural detail.”

– MARK DAWKINS – 
ISSUES IN ACCOUNTING 
EDUCATION – 2023
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This text includes the most comprehensive set of instructional videos on the 
market today. These instructional videos explain the content associated with every 
learning objective introduced throughout the text. Unlike many instructional videos 
included with other texts, our videos have been developed by a member of the 
author team. They have the touch and feel of a live lecture. This allows educators to 
deliver a similar level of quality in disseminating course content online as they would 
in a face-to-face environment. To ensure students are comprehending the material, 
every lecture video in the text includes an assessment quiz (static or algorithmic) 
with feedback.

Our video library has hundreds of videos including short Lecture Videos covering 
every learning objective in the text, Self-Study Review Videos for every chapter, and 
Guided Exercise Videos to assist students with end-of-chapter exercises. Videos allow 
students to pause for contemplation and note-taking. They permit students to repeat 
difficult concepts or fast-forward through content they have mastered. In other words, 
videos enable self-paced learning. A recent study found that the availability of pre-
class lecture videos significantly improved student final exam performance (Robert 
O’Harver, Advances in Accounting Education, 2020). Many accounting educators 
have taught in professional exam prep courses that make extensive use of video lec-
tures. Now you can bring that prep course learning approach to your everyday class-
room. For comparison purposes, the following is a description of the key features of 
the lecture videos included in this text:

	■	 Our videos have been developed by members of the author team. These vid-
eos have the feel of a live lecture. Delivering an effective lecture requires not only 
knowledge but also the proper tone, inflection, emphasis, attitude, and confi-
dence. Scripted videos presented by a professional orator cannot compete with 
the spontaneous delivery of an experienced teacher.

	■	 We have assessment quizzes that accompany each lecture video. After watch-
ing a video, a student is required to answer 5 to 10 multiple-choice questions. 
These questions are graded electronically, and students and instructors are able 
to obtain immediate feedback. Using this feedback, instructors can identify stu-
dent weaknesses and focus class time on subjects where students are experienc-
ing difficulty, thus more effectively helping students learn from their mistakes. The 
faster the feedback, the more effective the learning experience. Further, including 
assessment quiz scores as part of the course grade will motivate students to take 
video assignments seriously.

	■	 Our videos facilitate learning for students with disabilities. Consistent with the 
Americans with Disabilities Act, all our videos are closed-captioned. This provides 
a learning tool for students who are visually and hearing impaired. Students with 
hearing impairment can see and read the video content, and those with visual 
impairment can listen to the lecture. Also, international students, who are less 
proficient in the English language, find videos with closed captions to be useful.

	■	 We use analytics to assess and improve the quality of our videos. Based on this 
rationale, we have implemented a continuous quality improvement program for 
the videos that accompany our texts. Specifically, we analyze drop and finish rates 
to determine which videos are working and which ones are not. The report below 
shows that the video kept 96 percent of students tuned in at the halfway point 
and 85 percent of students completed the entire video. While there is always 
room for improvement, this video produced a high-quality result. We completed 
an extensive analysis of all videos and replaced select videos that had a finish rate 
of less than 80 percent. The results of this analysis led us to create new and/or 
improve our lecture video content.
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■ Comprehensive set of technological teaching tools
Technology has provided many teaching tools that improve the quality of education 
while reducing the tasks associated with course management. Some examples include 
algorithmic test banks and homework management systems. Video content is one 
component of a comprehensive set of technological teaching tools. Some of the other 
tools that accompany our text include:

	• Connect

	• SmartBook

• Test banks (via Connect or TestGen)

• Guided exercises

• Integrated Excel simulations

	• Data Analytics Problems

• Active Learning Worksheets

These tools can be used independently or in conjunction with one another. A detailed 
description of each tool is included in the following sections of the front matter.

We appreciate your interest in our text and welcome comments, questions, and 
suggestions.

Chris Edmonds: cedmonds@gmail.com

Mark Edmonds: medmonds@gmail.com

Jennifer Edmonds: jeedmonds@gmail.com

Tableau Software
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Christopher T. Edmonds
Christopher T. Edmonds, PhD, is a professor in the Department of Accounting and Finance at the 
UAB Collat School of Business, where he is the course coordinator for the face-to-face and online 
principles of accounting courses. Dr. Edmonds is renowned for his innovative approach to teaching 
and developing engaging introductory accounting courses, both online and in person. He has 
been invited to speak at conferences and universities on best teaching practices and has delivered 
over 50 professional teaching workshops. Dr. Edmonds has received numerous awards for his 
dedication to teaching, including the UAB President’s Outstanding Teaching Award, UAB Faculty 
Student Success Award, UAB Transformative Online Course Award, Collat School of Business 
Graduate Student Teaching Award, UAB Loudell Ellis Robinson Classroom Teaching Award, UAB 
Disability Support Recognition Award, and the Virginia Tech Favorite Faculty Award. He has also 
been nominated for the AAA/J Michael and Mary Anne Cook Award.

Dr. Edmonds has published four textbooks and has written numerous articles that have 
appeared in top-tier academic journals. He serves on several editorial boards and is highly 
respected in his field. Before entering academia, Dr. Edmonds worked as a software developer, 
creating solutions to put newspapers online. He obtained an MBA from UAB and a PhD in 
accounting from Virginia Polytechnic Institute and State University. Dr. Edmonds’s passion for 
helping students learn inspired him to create hundreds of short videos teaching the fundamental 
concepts of accounting, which led to the publication of the first interactive video textbook for 
introductory accounting. 

With his extensive experience in accounting education and his innovative teaching methods,  
Dr. Edmonds continues to inspire and empower students to achieve their academic and 
professional goals.

Mark A. Edmonds
Mark A. Edmonds, PhD, CPA, is an associate professor in the Department of Accounting and 
Finance at the University of Alabama at Birmingham (UAB). He has taught principles and advanced 
accounting classes in face-to-face, flipped, and online formats.

Dr. Edmonds is currently spearheading the effort within the Collat School of Business to 
integrate data analytics into the accounting curriculum. He has developed business analytics 
teaching tools at both the graduate and undergraduate level. Several contributions have been 
made to this text, revolving around the data analytics concepts Dr. Edmonds incorporates into his 
classes. He is the recipient of the Loudell Ellis Robinson excellence in teaching award.

Dr. Edmonds began his career providing assurance services for the internationally recognized 
accounting firm Ernst & Young. He utilizes this professional experience to bring a practical approach 
to the concepts covered in this text. At the conclusion of his professional service, he obtained his 
PhD from Southern Illinois University Carbondale. He serves as the education adviser on the board 
of the Institute of Internal Auditors Birmingham Chapter. Dr. Edmonds’s research focuses on 
alternative learning strategies in accounting. He frequently publishes in prominent journals such as 
Issues in Accounting Education and Journal of Accounting Education.

ABOUT THE AUTHORS

Mark A. Edmonds

Courtesy of Christopher 
T. Edmonds
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Jennifer E. Edmonds
Jennifer Echols Edmonds, PhD, is an associate professor at the University of Alabama at 
Birmingham (UAB) Collat School of Business. Her primary teaching areas are financial and 
managerial accounting. She has experience teaching in the undergraduate, MAC, and MBA 
programs.

Dr. Edmonds is passionate about increasing engagement and creating a community for all 
students. She has spoken at numerous conferences, such as the AAA Annual Meeting, AAA 
Conference on Teaching and Learning in Accounting, AAA Teaching, Learning & Curriculum 
section, Teachers of Accounting at Two-Year Colleges, and Annual Accounting Educators’ 
Symposium. She has received the UAB Loudell Ellis Robinson Classroom Teaching Award and 
Provost’s Transformative Online Course Award as well as teaching grants from Deloitte, UAB, and 
Virginia Tech. She created teaching resources for incorporating International Financial Reporting 
Standards into intermediate accounting. The teaching resources were published online at the 
American Accounting Association.

Also active in the research community, Dr. Edmonds serves on the editorial board for Advances 
in Accounting and Journal of International Accounting, Auditing, and Taxation. She has published 
articles in prominent journals such as Journal of Accounting and Public Policy, Advances in 
Accounting, Research in Accounting Regulation, and The CPA Journal.

Dr. Edmonds received a bachelor’s degree in accounting from Birmingham-Southern College 
and completed her master’s and PhD degrees in accounting at Virginia Polytechnic Institute and 
State University.

Courtesy of Jennifer 
Edmonds
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WHAT WE DID TO MAKE IT BETTER
Specific chapter changes:

Chapter 1 An Introduction to Accounting
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant 1 & 2 content focusing on Apple
	•	 Revised Reality Bytes feature focusing on Roblox
	•	 Updated Focus on International Issues text box that includes IFRS coverage
	•	 Updated Exhibit 1.1 to make concepts more clear to students
	•	 Updated Exhibit 1.2 to make the exhibit more appealing to students
	•	 Updated Exhibit 1.8 with new real-world data analyzing Tesla’s financials
	•	 New algorithmic self-study review problem with an author-created walkthrough 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Apple’s real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 2 Accounting for Accruals and Deferrals
	•	 Revised The Curious Accountant focusing on Airbnb
	•	 Revised Reality Bytes feature focuses on FTX scandal
	•	 New Learning Objective focuses on ESG reporting
	•	 New Lecture Video focuses on ESG reporting
	•	 New algorithmic self-study review problem with an author-created walkthrough 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Airbnb’s real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 3 The Double-Entry Accounting System
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant focusing on retailers
	•	 Updated Exhibit 3.10 with new real-world data
	•	 Updated Exhibit 3.12 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walkthrough 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Airbnb’s real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video
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Chapter 4 Accounting for Merchandising Businesses
	•	 Updated The Curious Accountant focusing on Ford and AutoNation
	•	 Updated Realty Bytes feature with new real-world data
	•	 Updated Exhibit 4.1 with new real-world data
	•	 Updated Exhibit 4.6 with new real-world data
	•	 Updated Exhibit 4.10 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Ford’s real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 5 Accounting for Inventories
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant section focusing on Albertsons
	•	 Updated Reality Bytes feature with new real-world data
	•	 Updated the Focus on International Issues feature
	•	 Updated Exhibit 5.1 with new real-world data
	•	 Updated Exhibit 5.6 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Ford’s real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 6 Internal Control and Accounting for Cash
	•	 Revised The Curious Accountant feature focusing on Luckin Coffee
	•	 Updated Exhibit 6.1 with new real-world data
	•	 Added Learning Objective 6-6: Identify the role of ethics in the accounting profes-

sion (moved from Chapter 2)
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Apple’s  real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video
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Chapter 7 Accounting for Receivables
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant focusing on General Dynamics
	•	 Updated Reality Bytes focusing on Harley-Davidson
	•	 Updated Exhibit 7.7 with new real-world data
	•	 Updated Exhibit 7.8 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Ford’s  real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 8 Accounting for Long-Term Operational Assets
	•	 Updated The Curious Accountant focusing on Freeport-McMoRan
	•	 Revised Reality Bytes focusing on Elon Musk’s purchase of Twitter
	•	 Updated Exhibit 8.2 with new real-world data
	•	 Updated Exhibit 8.8 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Freeport-McMoRan’s   

real-world financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 9 Accounting for Current Liabilities and Payroll
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant focusing on Boeing 
	•	 Updated Social Security and Medicare tax rates in LO 9-5
	•	 Updated Exhibit 9.6 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Airbnb’s  real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 10 Accounting for Long-Term Debt
	•	 Revised The Curious Accountant focusing on Twitter
	•	 Updated Reality Bytes focusing on the COVID-19 pandemic and debt covenants
	•	 Updated Exhibit 10.13 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
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	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 
Thinking Problems using real-world data that are auto-gradable in Connect

	•	 New Tableau Dashboard Activity focusing on analyzing Ford’s  real-world 
financials

	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 11 Proprietorships, Partnerships, and Corporations
	•	 New Career Profile section highlights a possible career path in accounting
	•	 Updated The Curious Accountant section
	•	 Updated two Reality Bytes features with new real-world data
	•	 Updated Focus on International Issues
	•	 Updated Exhibit 11.3 with new real-world data
	•	 Updated the new real-world data in The Financial Analyst
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Ford’s  real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 12 Statement of Cash Flows
	•	 Updated The Curious Accountant focusing on Peloton Interactive
	•	 Updated Reality Bytes focusing on Amazon
	•	 Updated Focus on International Issues
	•	 Revised Exhibit 12.4 with new real-world data
	•	 Revised Exhibit 12.6 with new real-world data
	•	 Revised Exhibit 12.16 with new real-world data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
	•	 New Tableau Dashboard Activity focusing on analyzing Airbnb’s  real-world 

financials
	•	 New Integrated Excel problems with an author-created walk-through video

Chapter 13 Financial Statement Analysis
	•	 Revised The Curious Accountant focusing on Alberstons
	•	 Updated all real-world ratio data
	•	 New algorithmic self-study review problem with an author-created walk-through 

video
	•	 New Brief Exercises for every learning objective
	•	 New Career Readiness section focuses on Excel, Data Analytics, and Critical 

Thinking Problems using real-world data that are auto-gradable in Connect
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HOW DOES THE BOOK 
●	REAL-WORLD EXAMPLES
The text provides a variety of real-world examples of financial 
accounting as an essential part of the management process. 
There are descriptions of accounting practices from real organiza-
tions such as Apple, Airbnb, Twitter, Peloton, Amazon, Ford, and 
many more. These companies are highlighted in blue in the text.
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they sell from companies called suppliers. The goods purchased for resale are called 

 merchandise inventory. Merchandising businesses include retail companies (companies that 

sell goods to the final consumer) and wholesale companies (companies that sell to other busi-

nesses). Amazon, Walmart, Target, and Costco are real-world merchandising businesses.

The Curious Accountant

Cindy recently purchased a new Ford automobile 
from a dealer near her home. When she told her 
friend, Tiffany, that she was able to purchase the car 
for $1,000 less than the sticker price, Tiffany told 
Cindy she had gotten a lousy deal. “Everybody knows 
there is a huge markup on cars,” Tiffany said. “You 
could have gotten a much lower price if you’d 
shopped around.”

Cindy responded, “If there is such a big profit 
margin on cars, why did so many of the car manufac-
turers get into financial trouble?” Tiffany told her that she was confusing the maker of the car with the 
dealer. Tiffany argued that although the manufacturers may not have high profit margins, the dealers do, 
and told her again that she had paid too much.

Exhibit 4.1 presents the income statements for AutoNation, Inc. and Ford Motor Company. Based on 
these statements, do you think either of these women is correct? For example, if you pay $20,000 for a 
vehicle from a dealership operated by AutoNation, the largest auto retailer in the United States, how much 
did the car cost the company? Also, how much did the car cost the Ford Motor Company to manufacture? 
(See Answers to The Curious Accountant.)

Jim West/Alamy Stock Photo
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 CHECK YOURSELF 4.3
The following sales data are from the records of two retail sales companies. All amounts are in 
thousands.

 Company A Company B

Sales $ 21,234 $ 43,465 
Cost of goods sold (14,864) (34,772) 
Gross margin $   6,370 $  8,693

One company is an upscale department store, and the other is a discount store. Which company is the 
upscale department store?

Answer The gross margin percentage for Company A is approximately 30 percent ($6,370 ÷ 
$21,234). The gross margin percentage for Company B is 20 percent ($8,693 ÷ $43,465). These 
percentages suggest that Company A is selling goods with a higher markup than Company B, which 
implies that Company A is the upscale department store.

Data from AutoNation and Ford show 
that the markups automakers charge 

greatly depend on market conditions. Supply shortages, caused by the COVID-19 pandemic, created pent-up demand for 
cars in 2021, allowing auto dealers and manufacturers to charge top dollar for their inventory.

Looking at the AutoNation income statement, the new vehicles the company sold for $12,081.7 million in 2021 cost the 
company $10,880.1 to purchase, resulting in a gross margin of $1,201.6, or 9.9 percent. In other words, if you bought an “aver-
age” car from AutoNation for $20,000, the company’s gross profit on it was $1,980 ($20,000 × .099), meaning it paid Ford 
$18,020 ($20,000 − $1,980). The company still had other expenses to pay besides its cost of goods sold. In 2021, 5.3 percent 
of each dollar of AutoNation’s sales was net profit ($1,373.0 ÷ $25,844.0). Remember, the amount shown for sales on AutoNa-
tion’s income statement is based on what customers actually paid for the cars the company sold, not the “sticker price.”

Meanwhile, if Ford sold the car to AutoNation for $18,020, it earned a 9.1 percent gross margin on the sale, or 
$1,640 [$11,499 ÷ $126,150 = 9.1%; ($126,150 − $114,651 = $11,499)] [$18,020 × .091 = $1,640]. Like AutoNation, 
Ford still had other expenses to pay besides the cost of goods sold. In 2021, Ford earned 13.2 percent of net profit on 
each dollar of sales ($17,937 ÷ $136,341).

These margins are abnormally high for the automotive industry and were the result of a limited supply of cars avail-
able in 2020. If we look at pre-pandemic data we see a different picture. In 2019, AutoNation reported a gross margin on 
new cars of 4.5 percent ($503.9 / $11,166.5) and a net profit margin of just 2.1% ($450 / 21,335.7). Ford reported a 
gross margin on new cars of 6.2 percent [$8,911 / $143,604; ($143,604 - $134,693 = $8,911)] and a net profit margin 
of just 0.03% ($47 / $155,900).

Most consumers significantly overestimate the profit margins of the companies from which they buy goods. Retail-
ers, especially, operate with small profit margins, so inventory management, discussed in Chapter 5, is very important to 
their success.

Answers to The Curious Accountant

●	THE CURIOUS ACCOUNTANT
Each chapter opens with a short vignette. These 
pose a question about a real-world accounting 
issue related to the topic of the chapter. The 
answer to the question appears in a separate 
sidebar a few pages further into the chapter. Prob-
lems analyzing the financials of some of these 
companies are available in Connect.
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+

Assets

Cash

 Debit Credit
 (3) 1,800

+

Liabilities

Unearned Revenue 

 Debit Credit
  1,800 (3)

Stockholders’ Equity= +

This entry has the following effects on the financial statements.

Balance Sheet Income Statement

Statement of  
Cash Flows

Assets = Liabilities + Stk. Equity Rev. − Exp. = Net Inc. 

Cash =
Unearned 
Revenue

1,800 = 1,800 + NA NA − NA = NA 1,800 OA

EVENT 4 During Year 2, Collins provided $15,760 of services on account.

Recognizing revenue earned on account increases both assets and stockholders’ equity. 
The increase in assets (Accounts Receivable) is recorded with a debit, and the increase in 
stockholders’ equity (Service Revenue) is recorded with a credit, as shown in the following 
T-accounts.

+

Assets

Accounts Receivable

 Debit Credit
 (4) 15,760

Liabilities

+

Stockholders’ Equity

Service Revenue

 Debit Credit
  15,760 (4)

= +

This entry has the following effects on the financial statements.

Balance Sheet Income Statement
Statement of  
Cash FlowsAssets = Liabilities + Stk. Equity Rev. − Exp. = Net Inc. 

Accts. Rec. = Ret. Earn.

15,760 = NA + 15,760 15,760 − NA = 15,760 NA

Summary of the Previous Asset Source Transactions
Events 1 through 4 are asset source transactions. In each case, an asset account and a corre-
sponding liability or stockholders’ equity account increased. The increase in the asset 
account was recorded with a debit and the increase in the liability or stockholders’ equity 
account was recorded with a credit. Any transaction that provides assets to a business is 
recorded similarly.

CHECK YOURSELF 3.1
What are the three sources of assets? Which accounts are debited and credited when a business 
acquires an asset?

Answer The three sources of assets are creditors, investors, and earnings. When a company acquires 
an asset, the asset account is debited and the source account is credited. For example, if a company 
earns revenue on account, the Receivables account is debited and the Revenue account is credited.

●	CHECK YOURSELF
These short question/answer features occur at the end of 
each main topic and ask students to stop and think about 
the material just covered. The answer follows to provide 
immediate feedback before students go on to a new topic.
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FOCUS ON INTERNATIONAL ISSUES
HOW DOES IFRS DIFFER FROM U.S. GAAP?
Chapter 1 discussed the progression toward a single global GAAP in the 
form of International Financial Reporting Standards (IFRS). That discus-
sion noted that the United States does not currently allow domestic 
 companies to use IFRS; they must follow GAAP. Let’s briefly consider just 
how U.S. GAAP differs from IFRS.

The differences can be summarized in a few broad categories. First, 
some differences are relatively minor. Consider the case of bank over-
drafts. Under IFRS, some bank overdrafts are included as a cash inflow 
and reported on the statement of cash flows. U.S. GAAP does not permit 
this. Conversely, some differences relate to very significant issues. Both 
IFRS and GAAP use historical cost as their primary method for reporting 
information on financial statements, but both allow exceptions in some 
circumstances. However, IFRS permits more exceptions to historical cost 
than GAAP does. Some of these differences will be discussed in later 
chapters.

Some of the differences affect how financial statements are 
 presented in annual reports. IFRS requires companies to report all finan-
cial statements for the current year and the prior year—two years of 
comparative data. Rules of the Securities and Exchange Commission 
require U.S. companies to report two years of balance sheets, the 
 current and prior year, and three years of all other statements. See the 
financial statements of Target Corporation in Appendix B as an  example. 
Of course, companies can show additional years if they wish.

As you would expect in the first course of accounting, some of the 
differences between IFRS and GAAP are simply too complex to be 
 covered. Examples of such items relate to business combinations (when 
one company buys another) and foreign currency translations (when a 
company has subsidiaries that operate outside the United States).

Do not be overwhelmed by the differences between IFRS and GAAP. 
In general, they have more similarities than differences for most routine 
transactions. A person who has a reasonable understanding of U.S. 
GAAP should be able to read financial statements prepared under IFRS without too much difficulty. If you are interested in more detailed, 
up-to-date information about IFRS versus GAAP, the large international accounting firms have websites that can help. Two examples are: 
www.iasplus.com, which is presented by the firm of Deloitte Touche Tohmatsu, and https://kpmg.com/xx/en/home/services/audit/international 
-financial-reporting-standards.html, which is presented by the firm of KPMG.

Corbis/Getty Images

Exhibit 3.12 shows that ExxonMobil’s return-on-equity ratio is 
about 1.9 times higher than its return-on-assets ratio (13.4 ver-
sus 7.0 percent). By comparison, Aflac’s return-on-equity ratio 
is almost five times higher than its return-on-assets ratio (13.0 
versus 2.8 percent). How did this happen? Compare their debt-
to-assets ratios. Aflac financed 78.9 percent of its assets with 
debt compared to Exxon’s 48.2 percent. Financial leverage is 
the biggest factor causing these results, but it is not the only 
factor that affects this ratio.

Because financial leverage offers the opportunity to 
increase return on equity, why doesn’t every company 
leverage itself to the maximum? There is a downside. When 
the economy turns down, companies may not be able to Comstock Images/Alamy Stock Photo

●	FOCUS ON INTERNATIONAL ISSUES
These boxed inserts expose students to IFRS and other interna-
tional issues in accounting.
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If management desires more detailed information about petty cash expenditures, the 
vouchers can be sorted into postage, $66; delivery charges, $78.40; taxi fares, $28; and 
 supper money, $43.60, in which case the journal entry to replenish the fund would be 
recorded as follows.

Account Title Debit Credit

Postage Expense 66.00  
Delivery Expense 78.40  
Taxi Fares Expense 28.00  
Employee Meal Expense 43.60  
 Cash   216.00

Once the vouchers are checked, the fund replenished, and the journal entry recorded, the 
vouchers should be indelibly marked Paid so they cannot be reused.

Sometimes cash shortages and overages are discovered when the money in the petty 
cash fund is physically counted. Suppose that a physical count discloses $212.30 in petty 
cash vouchers and only $87 in currency and coins. Assuming an imprest petty cash balance 
of $300, the journal entry necessary to replenish the fund is as follows.

Account Title Debit Credit

Miscellaneous Expense 212.30  
Cash Short and Over .70  
 Cash   213.00
  To replenish the petty cash fund    

If cash shortages or overages do not occur frequently and are of insignificant amounts, 
companies are likely to include them in miscellaneous expense or miscellaneous revenue.

 CHECK YOURSELF 6.3
Cornerstone Corporation established a $400 petty cash fund that was replenished when it contained 
$30 of currency and coins and $378 of receipts for miscellaneous expenses. Based on this information, 
determine the amount of cash short or over to be recognized. Explain how the shortage or overage 
would be reported in the financial statements. Also determine the amount of petty cash expenses that 
were recognized when the fund was replenished.

Answer The fund contained $408 of currency and receipts ($30 currency + $378 of receipts), 
resulting in a cash overage of $8 ($408 − $400). The overage would be reported as miscellaneous 
revenue on the income statement. The amount of petty cash expenses recognized would equal the 
amount of the expense receipts, which is $378.

The Financial Analyst
Companies communicate information to analysts and other users through a document called 
the annual report. These reports are usually printed in color on high-quality paper and con-
tain lots of photographs. However, in an effort to reduce cost, some companies issue their 
annual reports in black and white on low-grade paper or in electronic form. A company’s 
annual report contains much more than the financial statements. Annual reports often have 
40 or more pages. The financial statements require only four to six pages. What is printed on 
all those other pages? In general, the annual report of a large company has four major sec-
tions: (1) financial statements, (2) notes to the financial statements, (3) management’s 

Describe the auditor’s role 
in financial reporting.

LO 6-5

●	THE FINANCIAL ANALYST
Financial statement analysis with real-world 
examples is highlighted in each chapter 
under this heading.

©
C

or
bi

s/
Pu

nc
h 

St
oc

k 
R

F

●	CAREER PROFILES
Each profile outlines a unique career that is possible with an 
accounting degree and spotlights careers in private equity, corpo-
rate accounting, Big 4 accounting, teaching, and even being an 
entrepreneur! Students will learn about the career paths and job 
requirements of these top accountants, including educational 
background, salary range, work/life balance, travel opportunities, 
and even get some advice! 
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as the basis for entering transaction data into the accounting system. Other source docu-
ments include invoices, time cards, check registers, and deposit tickets.

Accountants further simplify record keeping by initially recording data from source 
documents into journals. Journals provide a chronological record of business transactions. 
Transactions are recorded in journals before they are entered into ledger accounts. Journals 
are therefore books of original entry. Companies may use different special journals to 
record specific types of recurring transactions. For example, a company may use one special 
journal to record sales on account, another to record purchases on account, a third to record 
cash receipts, and a fourth to record cash payments. Transactions that do not fall into any of 
these categories are recorded in the general journal. Although special journals are useful, 
companies can keep records without them by recording all transactions in the general jour-
nal. For simplicity, this text illustrates a general journal only.

Do all accounting systems require using debits and credits? The answer is a definite 
no. Many small businesses use a single-entry system. A checkbook constitutes a 
 sufficient accounting system for many business owners. Deposits represent  revenues, 
and payments constitute expenses. Many excellent automated accounting systems 
do not require data entry through a debit/credit recording scheme. QuickBooks is a 
good example of this type of system. Data are entered into the QuickBooks software 
program through a user-friendly computer interface that does not require knowledge 
of debit/credit terminology. Even so, the QuickBooks program produces traditional 
financial reports such as an income statement, balance sheet, and statement of cash 
flows. How is this possible? Before you become too ingrained in the debit/credit sys-
tem, recall that throughout the first two chapters of this text, we illustrated account-
ing records without using debits and credits. Financial reports can be produced in 
many ways without using a double-entry system. Having recognized this point, we 
also note that the vast majority of medium- to large-sized companies use the double-entry system. Indeed, debit/credit terminology is a part 
of common culture. Most people have an understanding of what is happening when a business tells them that their account is being debited 
or credited. It is important for you to embrace the double-entry system as well as other financial reporting systems.

REALITY BYTES

M4OS Photos/Alamy Stock Photo

At a minimum, the general journal shows the dates, the account titles, and the amounts 
of each transaction. The date is recorded in the first column, followed by the title of the 
account to be debited. The title of the account to be credited is indented and written on the 
line directly below the account to be debited. The dollar amount of the transaction is 
recorded in the Debit and Credit columns. Dollar signs are not used when recording journal 
entries. For example, providing services for $1,000 cash on August 1 would be recorded in 
general journal format as follows.

 Date Account Title Debit Credit

 Aug. 1 Cash 1,000
   Service Revenue  1,000

Exhibit 3.2 shows a summary of Collins’s Year 2 transactions and demonstrates how the 
transactions are recorded in general journal format. For easy reference, the journal column 
normally used for the transaction date contains the event numbers and the references for the 
adjusting entries. After transactions are initially recorded in a journal, the dollar amounts of 
each debit and credit are copied into the ledger accounts through a process called posting.

Most companies today use computer technology to record transactions and prepare 
financial statements. Computers can record and post data pertaining to vast numbers of 
transactions with incredible speed and unparalleled accuracy. Both manual and 

●	REALITY BYTES
This feature expands on the topics by showing how compa-
nies use the concepts discussed in the chapter to make 
real-world business decisions.

●	ANNUAL REPORTS
Excerpts from the 2022 annual report for     
Target Corporation are shown in Appendix B.

Business Application Problems related to the annual report 
are included at the end of each chapter.

A financial statement analysis project for the annual report is 
located in Appendix D. Also, a general-purpose annual report 
project is included for instructors to assign for any company.

Robert K. Chin/ 
Alamy Stock Photo
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PORTION OF THE FORM 10-K FOR TARGET CORPORATION
PORTION OF THE FORM 10-K FOR TARGET CORPORATION

This appendix contains a small portion of the Form 10-K for Target Corporation that was filed with the Securities and 
Exchange Commission on March 8, 2023. This material relates to the company’s fiscal year ended January 28, 2023. 
Throughout the text, this is referred to as the company’s 2022 fiscal year. The material in this appendix is included for  
illustrative purposes, and it is intended to be used for educational purposes only.

For the CT problem in each chapter, you will need the complete version of Target’s Form 10-K, which can be found online 
at http://investors.target.com. Once on the “SEC filings” page, under “filter by form type” drop-down window, select 
“Annual filings,” and then select the “10-K” that has a filing date of “March 8, 2023.” Several versions of this 10-K are 
available, but the PDF format works best for the purposes of this text. The authors suggest you download and save this file 
so that you do not need to look it up each time you need it. The Form 10-K may be also obtained from the SEC’s EDGAR 
website, using the procedures explained in Appendix A.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Management on the Consolidated Financial Statements

Management is responsible for the consistency, integrity, and presentation of the information in the Annual Report.  
The consolidated financial statements and other information presented in this Annual Report have been prepared in  
accordance with accounting principles generally accepted in the United States and include necessary judgments and  
estimates by management.

To fulfill our responsibility, we maintain comprehensive systems of internal control designed to provide reasonable assur-
ance that assets are safeguarded and transactions are executed in accordance with established procedures. The concept of 
reasonable assurance is based upon recognition that the cost of the controls should not exceed the benefit derived.  
We believe our systems of internal control provide this reasonable assurance.

The Board of Directors exercised its oversight role with respect to the Corporation’s systems of internal control primarily 
through its Audit & Risk Committee, which is comprised of independent directors. The Committee oversees the Corpora-
tion’s systems of internal control, accounting practices, financial reporting and audits to assess whether their quality,  
integrity, and objectivity are sufficient to protect shareholders’ investments.

In addition, our consolidated financial statements have been audited by Ernst & Young LLP, independent registered public 
accounting firm, whose report also appears on this page.

Brian C. Cornell
Chair of the Board and Chief Executive Officer

March 8, 2023

Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of Target Corporation

APPENDIX B
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END OF CHAPTER STUDY GUIDE

A Look Back<<
This chapter introduced merchandising companies. Merchandising companies earn profits 
by selling inventory at prices that are higher than the cost paid for the goods. Merchandising 
companies include retail companies (companies that sell goods to the final consumer) and 
wholesale companies (companies that sell to other merchandising companies).

Study Guide/Most Important Takeaways

 1. The products sold by merchandising companies are called inventory. The costs to pur-
chase inventory, to receive it, and to ready it for sale are called product costs, which are 
first accumulated in an inventory account (balance sheet asset account) and then recog-
nized as cost of goods sold (income statement expense account) in the period in which 
goods are sold. (See LO 4-1)

 2. Purchases and sales of inventory can be recorded continually as goods are bought and 
sold (perpetual system) or at the end of the accounting period (periodic system). All 
chapter examples use the perpetual system. The periodic system is discussed in the 
chapter Appendix.

 3. Accounting for inventory includes the treatment of cash discounts, transportation costs, 
returns and allowances, and shrinkage.

 A. The cost of inventory is the list price less any purchase returns and allowances (see 
LO 4-2) and purchase discounts (see LO 4-3), plus transportation-in costs.

 B. The cost of freight paid to acquire inventory (transportation-in) is considered a 
product cost. The cost of freight paid to deliver inventory to customers (transporta-
tion-out) is a selling expense. (See LO 4-4)

 C. Theoretically, the cost of lost, damaged, or stolen inventory (shrinkage) is an operating 
expense. However, because these costs are usually immaterial in amount, they are typi-
cally included as part of cost of goods sold on the income statement. (See LO 4-5)

 4. Some companies use a multistep income statement, which reports product costs sepa-
rately from selling and administrative costs. Cost of goods sold is subtracted from sales 
revenue to determine gross margin. Selling and administrative expenses are subtracted 
from gross margin to determine income from operations. Other companies report 
income using a single-step format, in which the cost of goods sold is listed along with 
selling and administrative items in a single expense category that is subtracted in total 
from revenue to determine income from operations. (See LO 4-6)

 5. Sales returns and allowances and sales discounts are subtracted from sales revenue to 
determine the amount of net sales reported on the income statement. (See LO 4-7)

 6. Managers of merchandising businesses operate in a highly competitive environment. They 
must manage company operations carefully to remain profitable. Common size financial 
statements (statements presented on a percentage basis) and ratio analysis are useful 
 monitoring tools. Common size financial statements permit ready comparisons among 
 different-size companies. Although a $1 million increase in sales may be good for a small 
company and bad for a large company, a 10 percent increase can apply to any size com-
pany. The two most common ratios used by merchandising companies are the gross 
 margin percentage (gross margin ÷ net sales) and the net income percentage (net income 
÷ net sales). Interpreting these ratios requires an understanding of industry characteristics. 
For example, a discount store such as Walmart would be expected to have a much lower 
gross margin percentage than an upscale store such as Neiman Marcus. (See LO 4-8)

 7. Managers should be aware of the financing cost of carrying inventory. By investing 
funds in inventory, a firm loses the opportunity to invest them in interest-bearing assets. 
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The cost of financing inventory is an opportunity cost. To minimize financing costs, a 
company should minimize the amount of inventory it carries, the length of time it holds 
the inventory, and the time it requires to collect accounts receivable after the inventory 
is sold. (See LO 4-8)

To this point, the text has explained the basic accounting cycle for service and merchandis-
ing businesses. Future chapters more closely address specific accounting issues. For exam-
ple, in Chapter 5 you will learn how to deal with inventory items that are purchased at 
differing prices. Other chapters will discuss a variety of specific practices widely used by 
real-world companies.

A Look Forward >>

Academy Sales Company (ASC) started the Year 2 accounting period with the balances given in the 
financial statements model shown as follows. During Year 2, ASC experienced the following 
 business events:

 1.  Purchased $16,000 of merchandise inventory on account, terms 2/10, n/30.
 2.   The goods that were purchased in Event 1 were delivered FOB shipping point. Freight costs of 

$600 were paid in cash by the responsible party.
 3.  Returned $500 of goods purchased in Event 1.
 4a.  Recorded the cash discount on the goods purchased in Event 1.
 4b.  Paid the balance due on the account payable within the discount period.
 5a.  Recognized $21,000 of cash revenue from the sale of merchandise.
 5b.  Recognized $15,000 of cost of goods sold.
 6.   The merchandise in Event 5a was sold to customers FOB destination. Freight costs of $950 

were paid in cash by the responsible party.
 7.  Paid cash of $4,000 for selling and administrative expenses.
 8.  Sold the land for $5,600 cash.

Required

 a. Record the preceding transactions in a financial statements model like the following one.

A walk-through video and assignable algorithmic versions of this problem are available in 
Connect.

SELF-STUDY REVIEW PROBLEM

 b. Prepare a schedule of cost of goods sold. (See the Appendix.)
 c. Prepare a multistep income statement. Include common size percentages on the income statement.
 d. ASC’s gross margin percentage in Year 1 was 22 percent. Based on the common size data in the 

income statement, did ASC raise or lower its prices in Year 2?
 e. Assuming a 10 percent rate of growth, what is the amount of net income expected for Year 3?

Balance Sheet
Income Statement

Statement of 
Cash Flows

Assets = Liabilities + Stockholders’ Equity

Event Cash + Inventory + Land =
Accts.  
Pay. +

Com. 
Stk. +

Ret. 
Earn.

Rev./
Gain − Exp. =

Net  
Inc.

Bal. 25,000 + 3,000 + 5,000 = 0 + 18,000 + 15,000 NA − NA = NA NA

●	END OF CHAPTER STUDY GUIDE
Each chapter includes a study guide to make it easier for 
students to identify the most important points in a chapter. 
The study guide is broken into two sections: A Look Back 
and A Look Forward. A Look Back provides a summary of 
the content covered in each chapter presented in bulleted 
form.  A Look Forward  provides students a road map for 
what to expect from future chapters. Both of these 
resources combine to assist students in understanding how 
the content covered in each chapter fits into the big 
picture.

●	CAREER READINESS
Each chapter includes an innovative section titled Career 
Readiness. This section offers Tableau Dashboard Activities 
(TDA), Integrated Excel problems, Business Applications 
Cases, Real-World Cases, Writing Assignments, Ethical 
Dilemmas, and Research Assignments.
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The following events occurred in Year 2. Assume that Simmons Hardware uses the periodic inventory 
system.

  1. Purchased land for $16,000 cash.
  2. Purchased merchandise on account for $46,000, terms 2/10, n/30.
  3. The merchandise purchased by Simmons was shipped FOB shipping point for $460 cash.
  4. Returned $4,000 of defective merchandise purchased in Event 2.
  5. Sold merchandise for $54,000 cash.
  6. Sold merchandise on account for $100,000, terms 1/20, n/30.
  7. Paid cash within the discount period on accounts payable due on merchandise purchased in Event 2.
  8. Paid $2,400 cash for selling expenses.
  9. Collected $70,000 of accounts receivable within the discount period.
 10. Collected $24,000 of accounts receivable but not within the discount period.
 11. Paid $6,400 of other operating expenses.
 12.  Performed a physical count indicating that $60,000 of inventory was on hand at the end of the 

accounting period.

Required

 a. Record these transactions in a general journal.
 b. Post the transactions to ledger T-accounts.
 c. Prepare a schedule of cost of goods sold, income statement, statement of changes in stockholders’ 

equity, balance sheet, and statement of cash flows for Year 2.

Account Title Debit Credit

Cash $ 28,000 
Accounts receivable   18,000 
Merchandise inventory   120,000 
Accounts payable  $ 10,000
Common stock   140,000
Retained earnings           16,000
 Totals $166,000 $166,000

CAREER READINESS

Data Analytics

We introduce students to data analytics through a series of Tableau Dashboard Activities (TDA). 
These activities require students to think critically when interpreting accounting data and are available 
in Connect.

TDA 4.1—Using bar charts to exhibit common size metrics and showing how pie charts can be 
used to visualize expenses.

TDA 4.2—Analyze a simplified version of Ford’s real-world financial statements through a visu-
alization that emphasizes inventory and a multistep income statement.

Excel Resources

We introduce students to Excel by incorporating a series of Integrated Excel problems tailored to the 
specific topics covered in each chapter. These problems are designed to help students gain profi-
ciency in Excel’s basic functionality while familiarizing them with a range of Excel functions 
 commonly employed in the accounting profession. For each Integrated Excel problem, a step-by-step 
tutorial video, featuring a similar yet distinct problem, can be found in Connect to further support 
students’ learning.

AIE 4.1—Preparing a multistep income statement.
AIE 4.2—Preparing a common size income statement.
Note: Select exercises and Excel sims are also available with Integrated Excel in Connect.

“Strong chapter introduction for students  
who may understand what a cash flow  

statement is and for those who may not.”

PAUL GOODCHILD,  
UNIVERSITY OF CENTRAL MISSOURI
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HOW ARE CHAPTER CONCEPTS 
Regardless of the instructional approach, there is no shortcut to 
learning accounting. Students must practice to master basic 
accounting concepts. The text and Connect include a prodigious 
supply of practice materials and exercises and problems.

In Edmonds, Fundamental Financial Accounting Concepts, we 
use the following icons to help students identify the type of 
question being asked:

●	SELF-STUDY REVIEW 
PROBLEM

This section offers a problem and solution of 
major chapter concepts. An author-created 
video walking students through this problem 
and solution is available in Connect. Connect 
also has algorithmic versions of this problem 
that you can assign to your students.

●	EXERCISE SERIES A & B AND 
PROBLEM SERIES A & B

There are two sets of problems and exercises: 
Series A and B. Instructors can assign one set 
for homework and another set for classwork.

• Check Figures
The figures provide key answers for selected 
problems.

• In-Class Worksheets for Set B Exercises 
and Problems
To facilitate students that only purchase  
Connect (i.e., eBook only), in-class worksheets 
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All applicable Problems in Series A are available in Connect.

Problem 4-23A Identifying freight costs

Required
For each of the following events, determine the amount of freight paid by The Box Company. Also indicate 
whether the freight cost would be classified as a product or period (selling and administrative) cost.

 a. Purchased merchandise with freight costs of $650. The merchandise was shipped FOB  shipping point.
 b. Shipped merchandise to customers, freight terms FOB shipping point. The freight costs were $310.
 c. Purchased inventory with freight costs of $1,500. The goods were shipped FOB destination.
 d. Sold merchandise to a customer. Freight costs were $520. The goods were shipped FOB destination.

Problem 4-24A Identifying product and period costs

Required
Indicate whether each of the following costs is a product cost or a period (selling and administrative) cost:

 a. Goods purchased for resale.
 b. Salaries of salespersons.
 c. Advertising costs.
 d. Transportation-out.
 e. Interest on a note payable.
 f. Salary of the company president.
 g. Transportation-in.
 h. Insurance on the office building.
 i. Office supplies.
 j. Costs incurred to improve the quality of goods available for sale.

Problem 4-25A Basic transactions for three accounting cycles: perpetual system

Blooming Flower Company was started in Year 1 when it acquired $60,000 cash from the issue of 
common stock. The following data summarize the company’s first three years’ operating activities. 
Assume that all transactions were cash transactions.

LO 4-4

LO 4-1

LO 4-1, 4-6

PROBLEMS—SERIES A

 Year 1 Year 2 Year 3

Purchases of inventory $50,000 $60,000 $ 85,000 
Sales 68,000 85,000 130,000
Cost of goods sold 34,000 43,000 71,000
Selling and administrative expenses 29,000 35,000 42,000

Required
Prepare an income statement (use multistep format) and balance sheet for each fiscal year. (Hint: Record 
the transaction data for each accounting period in T-accounts before preparing the statements for that year.)

Problem 4-26A Comprehensive cycle problem: perpetual system

At the beginning of Year 2, the Redd Company had the following balances in its accounts.

LO 4-1, 4-2, 4-3, 4-4, 4-5, 
4-6, 4-7

Cash $  6,900
Inventory 15,000
Land 7,000
Common stock 15,000
Retained earnings 13,900
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The cost of financing inventory is an opportunity cost. To minimize financing costs, a 
company should minimize the amount of inventory it carries, the length of time it holds 
the inventory, and the time it requires to collect accounts receivable after the inventory 
is sold. (See LO 4-8)

To this point, the text has explained the basic accounting cycle for service and merchandis-
ing businesses. Future chapters more closely address specific accounting issues. For exam-
ple, in Chapter 5 you will learn how to deal with inventory items that are purchased at 
differing prices. Other chapters will discuss a variety of specific practices widely used by 
real-world companies.

A Look Forward >>

Academy Sales Company (ASC) started the Year 2 accounting period with the balances given in the 
financial statements model shown as follows. During Year 2, ASC experienced the following 
 business events:

 1.  Purchased $16,000 of merchandise inventory on account, terms 2/10, n/30.
 2.   The goods that were purchased in Event 1 were delivered FOB shipping point. Freight costs of 

$600 were paid in cash by the responsible party.
 3.  Returned $500 of goods purchased in Event 1.
 4a.  Recorded the cash discount on the goods purchased in Event 1.
 4b.  Paid the balance due on the account payable within the discount period.
 5a.  Recognized $21,000 of cash revenue from the sale of merchandise.
 5b.  Recognized $15,000 of cost of goods sold.
 6.   The merchandise in Event 5a was sold to customers FOB destination. Freight costs of $950 

were paid in cash by the responsible party.
 7.  Paid cash of $4,000 for selling and administrative expenses.
 8.  Sold the land for $5,600 cash.

Required

 a. Record the preceding transactions in a financial statements model like the following one.

A walk-through video and assignable algorithmic versions of this problem are available in 
Connect.

SELF-STUDY REVIEW PROBLEM

 b. Prepare a schedule of cost of goods sold. (See the Appendix.)
 c. Prepare a multistep income statement. Include common size percentages on the income statement.
 d. ASC’s gross margin percentage in Year 1 was 22 percent. Based on the common size data in the 

income statement, did ASC raise or lower its prices in Year 2?
 e. Assuming a 10 percent rate of growth, what is the amount of net income expected for Year 3?

Balance Sheet
Income Statement

Statement of 
Cash Flows

Assets = Liabilities + Stockholders’ Equity

Event Cash + Inventory + Land =
Accts.  
Pay. +

Com. 
Stk. +

Ret. 
Earn.

Rev./
Gain − Exp. =

Net  
Inc.

Bal. 25,000 + 3,000 + 5,000 = 0 + 18,000 + 15,000 NA − NA = NA NA

• Writing assignments

• Group exercises

• Ethics cases

  • Internet assignments

  • �Real company examples

 

Robert K. Chin/ 
Alamy Stock Photo
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●	COMPREHENSIVE 
PROBLEM

Beginning in Chapter 1, a comprehensive 
problem builds in each successive chapter, 
with the ending account balances in one 
chapter becoming the beginning account bal-
ances in the next chapter.
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In Year 4, Pacilio Security Services decided to expand its business to sell security systems and 
offer 24-hour alarm monitoring services. It plans to phase out its current service of providing security 
personnel at various events. The following summary transactions occurred during Year 4:

  1. Paid the salaries payable from Year 3.
  2. Acquired an additional $42,000 cash from the issue of common stock.
  3. Rented a larger building on May 1; paid $6,000 for 12 months’ rent in advance.
  4. Paid $800 cash for supplies to be used over the next several months by the business.
  5.  Purchased alarm systems for resale at a cost of $12,000. The alarm systems were purchased on 

account with the terms 2/10, n/30.
  6. Returned alarm systems that had a cost of $240.
  7.  Installed alarm systems during the year for a total sales amount of $20,000. The cost of these 

systems amounted to $9,440. Sales of $15,000 were on account, while $5,000 were cash sales.
  8. Paid the installers and other employees a total of $9,500 in salaries.
  9. Sold $36,000 of monitoring services for the year. The services are billed to the customers each month.
 10.  Paid cash on accounts payable. The payment was made before the discount period expired. At the 

time of purchase, the inventory had a cost of $8,000.
 11.  Paid cash to settle additional accounts payable. The payment was made after the discount period 

expired. At the time of purchase, the inventory had a cost of $2,780.
 12. Collected $43,000 of accounts receivable during the year.
 13.  Performed $12,000 of security services for area events; $9,000 was on account and $3,000 was 

for cash.
 14. Paid advertising cost of $1,620 for the year.
 15. Paid $1,100 for utilities expense for the year.
 16. Paid a dividend of $12,000 to the shareholders.

Adjustment Information
 17. Supplies of $150 were on hand at the end of the year.
 18. Recognized the expired rent for the year.

Required

 a. What was Coke’s gross margin percentage for the most current year?
 b. What was Coke’s gross margin percentage for the previous year? Has it changed significantly 

(Yes or No)?
 c. What was Coke’s return-on-sales percentage for the most current year?
 d. What percentage of Coke’s total net operating revenues for the most current year were from opera-

tions in the United States? Hint: You will need to obtain information from the Notes to the 
 Consolidated Financial Statements.

 e. Should you compare Coke’s gross margin with that of Microsoft? If Microsoft has a higher/lower 
margin, does that mean Microsoft is a better managed company (Yes or No)?

The trial balance of Pacilio Security Services, Inc. as of January 1, Year 4, had the following normal 
balances.

COMPREHENSIVE PROBLEM

Cash $12,500
Accounts receivable 3,500
Supplies 120
Prepaid rent 1,000
Land 4,000
Unearned revenue 900
Salaries payable 1,000
Common stock 8,000
Retained earnings 11,220

●	MASTERING EXCEL AND 
USING EXCEL

We introduce students to Excel by incorporat-
ing a series of Integrated Excel problems tai-
lored to the specific topics covered in each 
chapter. These problems are designed to help 
students gain proficiency in Excel’s basic func-
tionality while familiarizing them with a range 
of Excel functions commonly employed in the 
accounting profession. For each Integrated 
Excel problem, a step-by-step tutorial video, 
featuring a similar yet distinct problem, can be 
found in Connect to further support students’ 
learning.

We use icons to help students identify the 
type of question being asked.

REINFORCED?
are available for all series B exercises and 
problems. These Word documents include 
each exercise and problem followed by a work-
sheet to assist students in organizing the solu-
tion. The B series in-class worksheets are 
available in Connect under Instructor 
Resources.
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Study anytime, anywhere
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the free ReadAnywhere® app so they can 
access their online eBook, SmartBook® 2.0, 
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convenient, even when they’re offline. And 
since the app automatically syncs with their 
Connect account, all of their work is available 
every time they open it. Find out more at 
mheducation.com/readanywhere 

Every learner is unique
In Connect, instructors can assign an adaptive  
reading experience with SmartBook® 2.0. Rooted in 
advanced learning science principles, SmartBook® 
2.0 delivers each student a personalized experience, 
focusing students on their learning gaps, ensuring  
that the time they spend studying is time well spent. 
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Effective tools for efficient studying
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Education for all
McGraw Hill works directly with Accessibility Services departments and faculty to meet the learning 
needs of all students. Please contact your Accessibility Services Office, and ask them to email 
accessibility@mheducation.com, or visit mheducation.com/about/accessibility for more information.

Updated and relevant content
Our new Evergreen delivery model provides the most current 
and relevant content for your course, hassle-free. Content, 
tools, and technology updates are delivered directly to your 
existing McGraw Hill Connect® course. Engage students and 
freshen up assignments with up-to-date coverage of select 
topics and assessments, all without having to switch editions 
or build a new course.

Solutions for  
your challenges
A product isn’t a solution. Real solutions 
are affordable, reliable, and come with 
training and ongoing support when 
you need it and how you want it. Visit 
supportateverystep.com for videos and 
resources both you and your students 
can use throughout the term.

Affordable solutions, 
added value 
Make technology work for you with LMS 
integration for single sign-on access, 
mobile access to the digital textbook, 
and reports to quickly show you how 
each of your students is doing. And with 
our Inclusive Access program, you can 
provide all these tools at the lowest 
available market price to your students. 
Ask your McGraw Hill representative for 
more information.
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HOW CAN TECHNOLOGY HELP 
• Online Assignments
Connect helps students learn more efficiently by providing feedback and practice material when they need it, where 
they need it. Connect grades homework automatically and gives immediate feedback on any questions students may 
have missed. Our assignable, gradable end-of-chapter content includes a general journal application that looks and 
feels like what you would find in a general ledger software package. Also, select questions have been redesigned to 
test students’ knowledge more fully. They now include tables for students to work through rather than requiring that all 
calculations be done offline.

• Remote Proctoring and Browser-Locking Capabilities
New remote proctoring and browser-locking capabilities, hosted by Proctorio within 
Connect, provide control of the assessment environment by enabling security 

options and verifying the identity of the student.
Seamlessly integrated within Connect, these services allow instructors to control the assessment experience by 

verifying identification, restricting browser activity, and monitoring student actions.
Instant and detailed reporting gives instructors an at-a-glance view of potential academic integrity concerns, 

thereby avoiding personal bias and supporting evidence-based claims.

• NEW! Tableau Dashboard Activities
Tableau Dashboard Activities allow students to explore live Tableau dashboards directly integrated into Connect, and 
include auto-graded questions focused on both calculations and analysis. Students can check their understanding and 
apply what they are learning within the framework of analytics and critical thinking.

• Lecture Videos
Lecture videos are available for every learning objective introduced throughout the text. The videos have been devel-
oped by a member of the author team and have the touch and feel of a live lecture. The videos are accompanied by a 
set of self-assessment quizzes. Students can watch the videos and then test themselves to determine if they under-
stand the material presented in the video. Students can repeat the process, switching back and forth between the 
video and self-assessment quizzes, until they are satisfied that they understand the material.

• Integrated Excel
We introduce students to Excel by incorporating a series of Integrated Excel problems tailored to the specific topics 
covered in each chapter. These problems are designed to help students gain proficiency in Excel’s basic functionality 
while familiarizing them with a range of Excel functions commonly employed in the accounting profession. For each 
Integrated Excel problem, a step-by-step tutorial video, featuring a similar yet distinct problem, can be found in Connect 
to further support students’ learning.

• Guided Examples
The Guided Examples in Connect provide a video-based, step-by-step walk-through of select exercises similar to those 
assigned. These short videos can be made available to students as hints by instructors and provide reinforcement 
when students need it most.

• Instructor Library
The Connect Instructor Library is your repository for additional resources to improve student engagement in and out of 
class. You can select and use any asset that enhances your lecture. The Connect Instructor Library includes access to:

	•	 Solutions Manual
	•	 Instructor’s Manual
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IMPROVE STUDENT SUCCESS?
	•	 Instructor PowerPoint® Slides
	•	 Media-rich eBook

• ReadAnywhere® App
Read or study when it’s convenient with McGraw Hill’s free ReadAnywhere® app. Available for iOS and Android smart-
phones or tablets, give users access to McGraw Hill tools including the eBook and SmartBook® or Adaptive Learning 
Assignments in McGraw Hill Connect®. Students can take notes, highlight, and complete assignments offline—all their 
work will sync when connected to Wi-Fi. Students log in with their Connect username and password to start learning—
anytime, anywhere! 

• Polling
Every learner has unique needs. Uncover where and when you’re needed with the new Polling tool in McGraw Hill 
Connect®! Polling allows you to discover where students are in real time. Engage students and help them create 
connections with your course content while gaining valuable insight during lectures. Leverage polling data to deliver 
personalized instruction when and where it is needed most. 

• McGraw Hill GO
McGraw Hill GO is an easy-to-use, quick-to-set-up eBook+ that lives within the LMS. GO equips instructors and students 
with essential course materials: trusted, assignable content and auto-graded chapter questions that sync directly into 
the LMS. GO makes it easier to keep up with progress and direct attention where it matters. 

• Evergreen
Content and technology are ever-changing, and it is important that you can keep your course up to date with the latest 
information and assessments. That’s why we want to deliver the most current and relevant content for your course, 
hassle-free. 

Edmonds, Fundamental Financial Accounting Concepts, is moving to an Evergreen delivery model, which means 
it has content, tools, and technology that is updated and relevant, with updates delivered directly to your existing 
McGraw Hill Connect® course. Engage students and freshen up assignments with up-to-date coverage of select topics 
and assessments, all without having to switch editions or build a new course. 

• Your Book, Your Way
McGraw Hill’s Content Collections Powered by Create® is a self-service website that enables instruc-
tors to create custom course materials—print and eBooks—by drawing upon McGraw Hill’s compre-

hensive, cross-disciplinary content. Choose what you want from our high-quality textbooks, digital products, articles, 
cases, and more. Combine it with your own content quickly and easily, and tap into other rights-secured, third-party con-
tent such as cases, articles, readings, cartoons, and labs. Content can be arranged in a way that makes the most sense 
for your course, and you can select your own cover and include the course name and school information as well. Choose 
the best format for your course: color print, black-and-white print, or eBook. The eBook can be included in your Connect 
course and is available on the free ReadAnywhere® app for smartphone or tablet access as well. When you are finished 
customizing, you will receive a free digital copy to review in just minutes! Visit McGraw Hill Create®—www.mcgrawhillcre-
ate.com—today and begin building!

• McGraw Hill Customer Experience Group Contact Information
At McGraw Hill, we understand that getting the most from new technology can be challenging. That’s why our services 
don’t stop after you purchase our products. You can contact our Product Specialists 24 hours a day to get product train-
ing online. Or you can search the knowledge bank of Frequently Asked Questions on our support website. For 
Customer Support, call 800-331-5094, or visit www.mhhe.com/support. One of our Technical Support Analysts will be 
able to assist you in a timely fashion.
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SUPPLEMENTS FOR INSTRUCTORS

Assurance of Learning Ready
Many educational institutions today are focused on the 
notion of assurance of learning, an important element of 
many accreditation standards. Fundamental Financial 
Accounting Concepts is designed specifically to support 
your assurance of learning initiatives with a simple, yet 
powerful, solution.

Each chapter in the book begins with a list of num-
bered learning objectives, which appear throughout the 
chapter, as well as in the end-of-chapter assignments. 
Every Test Bank question for Fundamental Financial 
Accounting Concepts maps to a specific chapter learning 
objective in the textbook. Each Test Bank question also 
identifies topic area, level of difficulty, Bloom’s Taxonomy 
level, and AICPA and AACSB skill area. You can use our 
Test Bank software, EZ Test Online, or Connect Plus 
Accounting to easily search for learning objectives that 
directly relate to the learning objectives for your course. 
You can then use the reporting features of EZ Test to 
aggregate student results in a similar fashion, making the 
collection and presentation of Assurance of Learning 
data simple and easy.

AACSB Statement
McGraw Hill Education is a proud corporate member of 
AACSB International. Understanding the importance and 
value of AACSB accreditation, Fundamental Financial 
Accounting Concepts recognizes the curricula guide-
lines detailed in the AACSB standards for business 
accreditation by connecting selected questions in the 
text and the Test Bank to the general knowledge and 
skill guidelines in the revised AACSB standards.

The statements contained in Fundamental Financial 
Accounting Concepts are provided only as a guide for 
the users of this textbook. The AACSB leaves content 
coverage and assessment within the purview of individ-
ual schools, the mission of the school, and the faculty. 

While Fundamental Financial Accounting Concepts and 
the teaching package make no claim of any specific 
AACSB qualification or evaluation, we have, within the 
text and Test Bank, labeled selected questions according 
to the eight general knowledge and skill areas.

McGraw Hill’s Connect
® Connect offers a number of power-

ful tools and features to make 
managing your classroom easier. Connect with Edmonds 
offers enhanced features and technology to help both 
you and your students make the most of your time inside 
and outside the classroom.

Test Builder in Connect
Available within McGraw Hill Connect®, Test Builder is a 
cloud-based tool that enables instructors to format tests 
that can be printed, administered within a Learning Man-
agement System, or exported as a Word document. Test 
Builder offers a modern, streamlined interface for easy 
content configuration that matches course needs, with-
out requiring a download. 

Test Builder allows you to:

	•	 access all Test Bank content from a particular title.
	•	 easily pinpoint the most relevant content through 

robust filtering options.
	•	 manipulate the order of questions or scramble ques-

tions and/or answers.
	•	 pin questions to a specific location within a test.
	•	 determine your preferred treatment of algorithmic 

questions.
	•	 choose the layout and spacing.
	•	 add instructions and configure default settings.

Test Builder provides a secure interface for better pro-
tection of content and allows for just-in-time updates to 
flow directly into assessments.
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