




Paul Kimmel’s
Accounting Course Design

Paul Kimmel, co-author on several Wiley accounting titles, teaches at 
University of Wisconsin — Madison using Wiley’s online course in a 
fl ipped-classroom format.

Paul customizes his learning path 
to highlight and structure pre-
assignments, post-assignments 
and discussions, adaptive practice, 
exam practice, and quizzing.

The fl exible, linear learning 
path enables you to control what 
your students see, when they 
see it, and in what order. This 
makes it very clear for students to 
understand what they’re supposed 
to complete. This is especially vital 
for online classes. Having a clear 
path to learn reduces the risk of 
“losing” students, keeping them 
engaged and on track in your 
course.

Paul assigns post-assignment 
problems supported by 
Solution Walkthrough Videos.

Solution Walkthrough 
Videos provide students with 
24/7 just-in-time homework 
support and enable you to 
assign more diffi  cult homework 
questions. Longer, multi-
learning objective problems 
with video support help 
students consolidate their 
understanding.

Paul assigns Interactive 
Tutorials ahead of pre-lecture 
assignments so students 
come to class ready to actively 
participate. 

Interactive Tutorials provide 
students with a self-paced 
lecture walkthrough of the 
chapters. Broken into small 
chunks, students must respond 
to integrated questions correctly 
or exhaust attempts before 
moving on, enhancing the 
retention of information. Trying 
to solve a problem before 
being taught the solution 
is frustrating but improves 
retention.

Paul uses Adaptive Practice 
as a capstone activity at the 
end of each week to improve 
retention. 

Adaptive Practice is a 
powerful learning tool that 
provides feedback, showing 
the areas students need to 
work on. To improve learning, 
employ dynamic (adaptive) 
testing rather than static 
testing. Without feedback, 
students often overestimate 
their competence and 
don’t see a need to try to 
improve.

Guided Learning Information Retention Continuous Practice Just-in-Time Homework Help
EXAMPLE: EXAMPLE: EXAMPLE: EXAMPLE:
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Paul Kimmel’s

Trying to solve a problem before being taught the solution improves retention.

Based on Paul Kimmel’s course with two in-person lectures per week.

EXAMPLE WEEKLY SCHEDULE

SUNDAY Online Complete fi rst pre-assignment.
Due Monday before class.

Students do at least two exercises in class on 
blank sheet (i.e., conditions faced in a test).

Complete second pre-assignment.
Due Wednesday before class.

Students do at least two exercises in class on 
blank sheet.

Complete post-assignment. 
Due Friday night.

Complete adaptive practice assignment. 

Online

Online

Online

In Class

In Class

MONDAY

TUESDAY

WEDNESDAY

FRIDAY/SATURDAY

THURSDAY/FRIDAY

Testing (active retrieval) doesn’t just measure learning, it strengthens memory.

Spaced “testing” results in greater retention.

Providing feedback strengthens testing more than testing alone.

*Make It Stick; Brown, Roediger, and McDaniel, 2014.

Accounting Course Design

Course Design Suggestions from Make It Stick*

Considerations for a Flipped Classroom
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Account Title Classification Financial Statement Normal Balance

A
Accounts Payable Current Liability Balance Sheet Credit
Accounts Receivable Current Asset Balance Sheet Debit
Accumulated Depreciation—Buildings Plant Asset—Contra Balance Sheet Credit
Accumulated Depreciation—Equipment Plant Asset—Contra Balance Sheet Credit
Advertising Expense Operating Expense Income Statement Debit
Allowance for Doubtful Accounts Current Asset—Contra Balance Sheet Credit
Amortization Expense Operating Expense Income Statement Debit

B
Bad Debt Expense Operating Expense Income Statement Debit
Bonds Payable Long-Term Liability Balance Sheet Credit
Buildings Plant Asset Balance Sheet Debit

C
Cash Current Asset Balance Sheet Debit
Common Stock Stockholders’ Equity Balance Sheet Credit
Copyrights Intangible Asset Balance Sheet Debit
Cost of Goods Sold Cost of Goods Sold Income Statement Debit

D
Debt Investments Current Asset/Long-Term 

Investment
Balance Sheet Debit

Depreciation Expense Operating Expense Income Statement Debit
Discount on Bonds Payable Long-Term Liability—Contra Balance Sheet Debit
Dividend Revenue Other Income Income Statement Credit
Dividends Temporary account closed to 

Retained Earnings
Retained Earnings Statement Debit

Dividends Payable Current Liability Balance Sheet Credit

E
Equipment Plant Asset Balance Sheet Debit

F
Freight-Out Operating Expense Income Statement Debit

G
Gain on Disposal of Plant Assets Other Income Income Statement Credit
Goodwill Intangible Asset Balance Sheet Debit

I
Income Summary Temporary account closed  

to Retained Earnings
Not Applicable (1)

Income Tax Expense Income Tax Expense Income Statement Debit
Income Taxes Payable Current Liability Balance Sheet Credit
Insurance Expense Operating Expense Income Statement Debit
Interest Expense Other Expense Income Statement Debit
Interest Payable Current Liability Balance Sheet Credit
Interest Receivable Current Asset Balance Sheet Debit
Interest Revenue Other Income Income Statement Credit
Inventory Current Asset Balance Sheet (2) Debit

(continued) 

Account Classification and Presentation
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Account Title Classification Financial Statement Normal Balance

L
Land Plant Asset Balance Sheet Debit
Loss on Disposal of Plant Assets Other Expense Income Statement Debit

M
Maintenance and Repairs Expense Operating Expense Income Statement Debit
Mortgage Payable Long-Term Liability Balance Sheet Credit

N
Notes Payable Current Liability/  

Long-Term Liability
Balance Sheet Credit

O
Owner’s Capital Owner’s Equity Owner’s Equity and Balance Sheet Credit
Owner’s Drawings Temporary account closed  

to Owner’s Capital
Owner’s Equity Debit

P
Patents Intangible Asset Balance Sheet Debit
Paid-in Capital in Excess of Par— 
Common Stock

Stockholders’ Equity Balance Sheet Credit

Paid-in Capital in Excess of Par— 
Preferred Stock

Stockholders’ Equity Balance Sheet Credit

Preferred Stock Stockholders’ Equity Balance Sheet Credit
Premium on Bonds Payable Long-Term Liability—Adjunct Balance Sheet Credit
Prepaid Insurance Current Asset Balance Sheet Debit
Prepaid Rent Current Asset Balance Sheet Debit

R
Rent Expense Operating Expense Income Statement Debit
Retained Earnings Stockholders’ Equity Balance Sheet and Retained 

Earnings Statement
Credit 

S
Salaries and Wages Expense Operating Expense Income Statement Debit
Salaries and Wages Payable Current Liability Balance Sheet Credit
Sales Discounts Revenue—Contra Income Statement Debit
Sales Returns and Allowances Revenue—Contra Income Statement Debit
Sales Revenue Revenue Income Statement Credit
Selling Expenses Operating Expense Income Statement Debit
Service Revenue Revenue Income Statement Credit
Stock Investments Current Asset/Long-Term 

Investment
Balance Sheet Debit

Supplies Current Asset Balance Sheet Debit
Supplies Expense Operating Expense Income Statement Debit

T
Treasury Stock Stockholders’ Equity Balance Sheet Debit

U
Unearned Service Revenue Current Liability Balance Sheet Credit
Utilities Expense Operating Expense Income Statement Debit
(1) The normal balance for Income Summary will be credit when there is a net income, debit when there is a net loss. The Income Summary 
account does not appear on any financial statement.

(2) If a periodic system is used, Inventory also appears on the income statement in the calculation of cost of goods sold.

Account Classification and Presentation (continued)
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The following is a sample chart of accounts. It does not represent a comprehensive chart of all 
the accounts used in this text but rather those accounts that are commonly used. This sample 
chart of accounts is for a company that generates both service revenue as well as sales reve-
nue. It uses the perpetual approach to inventory. If a periodic system was used, the following 
temporary accounts would be needed to record inventory purchases: Purchases, Freight-In, 
Purchase Returns and Allowances, and Purchase Discounts.

Chart of Accounts

Assets Liabilities
Owner’s and 
Stockholders’ Equity Revenues Expenses

Cash

Accounts  
  Receivable

Allowance for  
  Doubtful  
  Accounts

Interest  
  Receivable

Inventory

Supplies

Prepaid Insurance

Prepaid Rent

Land

Equipment

Accumulated 
  Depreciation— 
  Equipment

Buildings

Accumulated 
  Depreciation— 
  Buildings

Copyrights

Goodwill

Patents

Notes Payable

Accounts Payable

Unearned Service 
  Revenue

Salaries and  
  Wages Payable

Unearned Rent  
  Revenue

Interest Payable

Dividends Payable

Income Taxes  
  Payable

Bonds Payable

Discount on Bonds 
  Payable

Premium on Bonds 
  Payable

Mortgage Payable

Owner’s Capital

Owner’s Drawings

Common Stock

Paid-in Capital in Excess 
  of Par—Common  
  Stock

Preferred Stock

Paid-in Capital in Excess 
  of Par—Preferred  
  Stock

Treasury Stock

Retained Earnings

Dividends

Income Summary

Service Revenue

Sales Revenue

Sales Discounts

Sales Returns and 
  Allowances 

Interest Revenue

Gain on Disposal  
  of Plant Assets

Administrative  
  Expenses

Amortization  
  Expense

Bad Debt Expense

Cost of Goods Sold

Depreciation  
  Expense

Freight-Out

Income Tax  
  Expense

Insurance Expense

Interest Expense

Loss on Disposal of  
  Plant Assets

Maintenance and  
  Repairs Expense

Rent Expense

Salaries and Wages 
  Expense

Selling Expenses

Supplies Expense

Utilities Expense
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From the Authors

Dear Student,

Why This Course? Remember your biology course in high school? Did you have one of 
those “invisible man” models (or maybe something more high-tech than that) that gave you 
the opportunity to look “inside” the human body? This accounting course offers something 
similar. To understand a business, you have to understand the financial insides of a business 
organization. An accounting course will help you understand the essential financial compo-
nents of businesses. Whether you are looking at a large multinational company like Apple or 
Starbucks or a single-owner software consulting business or coffee shop, knowing the fun-
damentals of accounting will help you understand what is happening. As 
an employee, a manager, an investor, a business owner, or a director of your 
own personal finances—any of which roles you will have at some point in 
your life—you will make better decisions for having taken this course.

Why This Text? Your instructor has chosen this text for you because of 
the authors’ trusted reputation. The authors have worked hard to provide 
instructional material that is engaging, timely, and accurate.

How to Succeed? We’ve asked many students and many instructors 
whether there is a secret for success in this course. The nearly unanimous 
answer turns out to be not much of a secret: “Do the homework.” This is one course where 
doing is learning. The more time you spend on the homework assignments—using the var-
ious tools that this text provides—the more likely you are to learn the essential concepts, 
techniques, and methods of accounting. 

Good luck in this course. We hope you enjoy the experience and that you put to good use 
throughout a lifetime of success the knowledge you obtain in this course. We are sure you 
will not be disappointed.

Jerry J. Weygandt
Paul D. Kimmel

Jill E. Mitchell

xi

“Whether you are looking at a large multina-
tional company like Apple or Starbucks or 
a single-owner software consulting business 
or coffee shop, knowing the fundamentals of 
accounting will help you understand what is 
happening.”
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xiii

New to This Edition: Data Analytics

The authors carefully considered how to thoughtfully and meaningfully integrate data 
analytics into the accounting course, and are pleased to provide the following data analytics 
resources.

Data Analytics in the Real World
Real-world examples that illustrate engaging situations in companies are provided throughout 
the text. 

Accounting Activities and Users 1-5

Users of accounting information can be divided broadly into two groups: internal users 
and external users.

Internal Users
Internal users of accounting information are the managers who plan, organize, and run 
a business. Internal users include marketing managers, production supervisors, finance 
directors, and company officers. In running a business, internal users must answer many 
important questions, as shown in Illustration 1.2.

Stock

On
StrikeOn

Strike

On
Strike

Snacks Beverages

Questions Asked by Internal Users

Is cash suf�cient to pay
dividends to

Microsoft stockholders?

Finance
Can General Motors afford 
to give its employees pay 

raises this year?

Human Resources
Which PepsiCo product line is 
the most pro�table? Should any

product lines be eliminated?

Management
What price should Apple charge
for an iPhone to maximize the 

company's net income?

Marketing

ILLUSTRATION 1.2 Questions that internal users ask

To answer these and other questions, internal users need detailed information on a 
timely basis.

• Managerial accounting provides internal reports to help users make decisions about 
their companies. 

• Examples are financial comparisons of operating alternatives, projections of income 
from new sales campaigns, and forecasts of cash needs for the next year.

External Users
External users are individuals and organizations outside a company who want financial 
information about the company. The two most common types of external users are investors 
and creditors. 

• Investors (owners) use accounting information to decide whether to buy, hold, or sell 
ownership shares of a company. 

Insight boxes provide examples of business situations from various perspectives—ethics, investor, 
 international, corporate social responsibility, and data analytics. Guideline answers to the critical 
thinking questions as well as questions are available near the end of the chapter.

Ronnie Overgoor/
UnSplash

Data Analytics Insight Netflix

Using Data Science to Create Art
Technology provides decision-makers and 
problem-solvers with access to a large vol-
ume of information called “big data.” And 
Netflix, the world’s leading subscription 
streaming entertainment service, is tap-

ping into this big data as part of its efforts to ramp up its original 
content production.

In a recent year, Netflix planned to spend $8 billion on con-
tent creation. Producing content involves a blend of creativity, 
technology, and business decisions, all of which result in costs. 
And by analyzing the large amounts of data from past productions, 

such as filming locations and production schedules, Netflix can 
more precisely estimate costs for future productions. Further, con-
sider that the production of a TV show or film involves hundreds 
of tasks. Here again, Netflix uses data science, in this case to visu-
alize where bottlenecks might occur or where opportunities might 
exist to increase the efficiency of the production process.

Source: Ritwik Kumar et. al., “Data Science and the Art of Producing 
Entertainment at Netflix,” The Netflix Tech Blog (March 26, 2018).

How can “big data” improve decision-making? (Answer is 
available near the end of the chapter.)

Data Analytics and Decision-Making
The text also provides numerous discussions and examples where accounting information is 
used to support business decisions using data analytics.

5-14 CHAPT ER 5  Accounting for Merchandising Operations

Sales Revenue Sales Returns and Allowances Sales Discounts
3,800 300 70

Net Sales
$3,430

May 14 Cash 3,430
Sales Discounts 70
 Accounts Receivable 3,500
   (To record collection within the 

discount period from Sauk Stereo)

+3,430
–70 Rev

–3,500

Cash Flows
+3,430

A OEL= +

Like Sales Returns and Allowances, Sales Discounts is a contra revenue account to 
Sales Revenue. Its normal balance is a debit. PW Audio Supply uses this account, instead of 
debiting Sales Revenue, to track the amount of cash discounts taken by customers. If Sauk 
Stereo does not take the discount, PW Audio Supply increases (debits) Cash for $3,500 and 
decreases (credits) Accounts Receivable for the same amount at the date of collection.

At the end of the accounting period, if the amount of potential discounts is material, the 
company should make an adjusting entry to estimate the discounts. This would not usually 
be the case for sales discounts but might be necessary for other types of discounts, such as 
volume discounts, which are addressed in more advanced accounting courses. 

The following T- accounts summarize the three sales- related transactions and show their 
combined effect on net sales for PW Audio Supply.

costs of returns, many retailers now encourage customers to 
return goods directly to stores. These retailers have benefited 
from the additional purchases that customers make once in the 
stores. 

Sources: Kris Hudson, “Costco Tightens Policy on Returning 
 Electronics,” Wall Street Journal (February 27, 2007), p. B4; Loretta 
Chao, “More Retailers Offering Free Shipping on Returns,’’ Wall Street 
Journal  (October 11, 2015); and Erica Phillips, “Retailers Offer Myriad 

Returns Options to Retain Customers; Traditional and Online Retail-
ers Are Expanding Returns Strategies, Aiming to Boost Convenience, 
Cut Costs,” Wall Street Journal Online (December 27, 2017).

If a company expects significant returns, what are the 
implications for revenue recognition? (Answer is available 
near the end of the chapter.)

Sales Discounts
As mentioned in our discussion of purchase transactions, the seller may offer the customer a cash 
discount— called by the seller a sales discount— for the prompt payment of the balance due. 

• Like a purchase discount, a sales discount is based on the invoice price less returns and 
allowances, if any. 

• The seller increases (debits) the Sales Discounts account for discounts that are taken. 

For example, PW Audio Supply makes the following entry to record the cash receipt on May 
14 from Sauk Stereo within the discount period.

Data Analytics and Credit Sales
Increased access to ever larger amounts of data about customers, suppliers, products, and vir-
tually every other aspect of a business has resulted in a greater reliance by companies on data 
analytics to support business decisions. Credit sales, sales returns and allowances, and sales 
discounts all provide rich opportunities for the use of data analytics.

• Effectively analyzing data regarding current, as well as potential, customers can help 
a company expand its sales base while minimizing the risk of unpaid receivables.

Recording Sales Under a Perpetual System 5-15

DO IT! 3  Sales Transactions
On September 5, Junot Diaz Company sells merchandise on account to De La Hoya Company.  
The selling price of the goods is $1,500, and the cost to Diaz Company was $800. On September 8, 
De La Hoya returns defective goods with an initial selling price of $200 and a fair value of $30. 
Record the transactions on the books of Junot Diaz Company.

ACTION PLAN

• Seller records both the 
sale and the cost of 
goods sold at the time 
of the sale.

• When goods are 
returned, the seller 
records the return 
in a contra account, 
Sales Returns and 
Allowances, and 
reduces Accounts 
Receivable.

• Any goods returned 
increase Inventory and 
reduce Cost of Goods 
Sold. Defective or 
damaged inventory is 
recorded at fair value 
(scrap value).

Solution
Sept. 5 Accounts Receivable 1,500

 Sales Revenue 1,500
  (To record credit sale)

5 Cost of Goods Sold 800
 Inventory 800
  (To record cost of goods sold)

8 Sales Returns and Allowances 200
 Accounts Receivable 200
  (To record credit granted for receipt of returned goods)

8 Inventory 30
 Cost of Goods Sold 30
  (To record fair value of goods returned)

Related exercise material: BE5.3, BE5.4, DO IT! 5.3, E5.3, E5.4, and E5.5.

• In recent years, companies such as Best Buy, REI, and Costco have all refined their cus-
tomer return policies, sometimes with unique rules for specific product types, as a result 
of data analytics applied to their data on product returns.

• To achieve the optimal cost- benefit balance on sales discounts, companies statistically 
analyze past discount practices to determine how large the discount should be, how long 
the payment period should be, and other factors.

Helen Sessions/Alamy Stock 
Photo
Helen Sessions/Alamy

People, Planet, and Profit Insight PepsiCo

Selling Green
Here is a question an executive of 
PepsiCo was asked: Should PepsiCo
market green? The executive indi-
cated that the company should, as 
he believes it’s the No. 1 thing con-
sumers all over the world care about. 
Here are some of his thoughts on 
this issue:

“Sun Chips are part of the food 
business I run. It’s a ‘healthy snack.’ 
We decided that Sun Chips, if it’s a 
healthy snack, should be made in 
facilities that have a net- zero foot-
print. In other words, I want off the 
electric grid everywhere we make 

Sun Chips. We did that. Sun Chips should be made in a facility that 
puts back more water than it uses. It does that. And we  partnered 

with our suppliers and came out with the world’s first compostable 
chip package.

Now, there was an issue with this package: It was louder than 
the New York subway, louder than jet engines taking off. What 
would a company that’s committed to green do: walk away or stay 
committed? If your people are passionate, they’re going to fix it 
for you as long as you stay committed. Six months later, the com-
postable bag has half the noise of our current package.

So the view today is: we should market green, we should be 
proud to do it . . . it has to be a 360-degree process, both internal 
and external. And if you do that, you can monetize environmental 
sustainability for the shareholders.”

Source: “Four Problems— and Solutions,” Wall Street Journal (March 
7, 2011), p. R2.

What is meant by “monetize environmental sustainability” 
for shareholders? (Answer is available near the end of the 
chapter.)
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xiv NEW TO THIS EDITION:  DATA ANALYTICS

Data Analytics in Action
Most chapters offer Data Analytics in Action problems, to offer students the opportunity to see 
how they might use data analytics to help solve realistic business problems. Excel templates 
for each of the Data Analytics in Action problems provide students a framework for solving 
the problem. Data Analytics in Excel videos provide students with step-by-step guidance in 
performing the Excel skills they will need to solve these problems.

Data Analytics in Action 6-49

Data Analytics in Action

Using Data Visualization to Analyze Changes over Time
DA6.1 Data visualization can be used to analyze company changes over time.

Example: Recall the Feature Story “Where Is That Spare Bulldozer Blade?” presented in the chapter.
Caterpillar continues to enhance its inventory management by improving its product sustainability in two 
ways. First, it is rebuilding used parts to like-new condition. Second, the company is remanufacturing usable 
inventory parts when customers trade-in or dispose of their used equipment. These actions not only reduce 
inventory costs but also enable Caterpillar to participate in the circular economy, where manufacturers take 
responsibility for their products at the end of the product lives. As noted in its 2019 sustainability report, 
Caterpillar has a goal of 20% growth in both rebuilding and remanufacturing from 2013 to 2020.

Has Caterpillar reached this goal? A line chart can help you visualize the company’s progress 
over time. What information can you obtain by examining the following chart? 

−15

−10

−5

0

5

10

15

20

25%

2016 2017 2018 2019

Pe
rc

en
ta

ge
 C

ha
ng

es

Caterpillar Remanufacturing and Rebuilding Changes

Goal 20% Remanufacturing % change from 2013 Rebuild % change from 2013

Source: https://reports.caterpillar.com/sr/esg-data-center/.

The chart indicates that while Caterpillar’s goal has remained at 20%, the remanufacturing 
and rebuilding businesses are growing. The biggest increase in the growth of rebuilding occurred 
from 2016 to 2017. There was a decline from 2018 to 2019 in these initiatives as Caterpillar may have 
reached a peak that is leveling off due to new production that is more sustainable. 

For this case, you will look more closely at specific Caterpillar data regarding its end-of-life re-
turned materials and the percentage usable for recycling. You will create and analyze a combination 
column and line chart to determine how Caterpillar can increase its gross profit as it relates to these 
end-of-life materials.
Go to WileyPLUS for complete case details and instructions.

Using Data Analytics to Compare Companies’ Profitability
DA6.2 Manufacturing construction equipment is a competitive business. For this case, you will use com-
pany data to calculate the gross profit ratio, as well as the percentages of cost of goods sold, other expenses, 
and net income as compared to revenue, for Caterpillar, Cummins, and CNH Industrial. You will then 
create and analyze a clustered column chart based on this data. Finally, you will compare the rebuilding 
and recycling efforts of the companies and what impact these initiatives might have on their profitability.
Go to WileyPLUS for complete case details and instructions.

Using Data Analytics to Compare Companies’ Inventory Turnover
DA6.3 Inventory turnover shows the number of times during the period a firm sells the entire dollar 
amount of its inventory. It is advantageous to turn over inventory more quickly to reduce the risk of 
obsolescence and spoilage. As such, companies often have a goal of increasing inventory turnover. For 
this case, you will use inventory turnover data for Costco, Walmart, Target, and Amazon to create 
and analyze scatter plots, as well as to calculate days’ sales in inventory, to determine which company is 
managing its inventory levels most effectively.
Go to WileyPLUS for complete case details and instructions.

Excel

Excel

Excel

Data Visualization Homework Assignments
PowerBI and Tableau visualizations accompanied by questions are available with most 
chapters. PowerBI and Tableau visualizations allow students to interpret visualizations and 
think critically about data.

Data Analytics Module
An accounting-specific data analytics module with interactive lessons, case studies, 
and videos is part of the Wiley online course. The module has been prepared using industry- 
validated content to help students develop the professional competencies needed for the 
changing workforce.
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xv

New to This Edition:  
Chapter-by-Chapter Changes

In addition to the following changes, business and markets 
news videos from Bloomberg that reference real-world news 
and decision-making related to accounting concepts are now 
provided for most chapters, with accompanying multiple- 
choice and discussion questions.

Chapter 1: Accounting in Action
• NEW introductory discussion of how financial statement us-

ers can employ data analytics to improve decision-making.
• NEW Data Analytics Insight box, on how Netflix uses 

data analytics to help estimate costs for future projects as 
well as identify both bottlenecks and opportunities in its 
production processes.

• NEW example and illustration of how to apply basic ac-
counting equation to determine owner’s equity.

• NEW Helpful Hints on meaning of “incurred,” additional 
discussion of revenues, and difference between accounts 
receivable and accounts payable.

• NEW discussion and illustration on financial statement 
preparation order/interrelationships.

Chapter 2: The Recording Process
• NEW illustration of the recording process, to increase stu-

dent understanding of the three steps.
• NEW Helpful Hints, such as reinforcing the difference 

between a trial balance and a general ledger, to increase 
student understanding.

Chapter 3: Adjusting the Accounts
• NEW illustration showing the timeline of financial state-

ment preparation.
• NEW discussion and illustration of the five-step revenue 

recognition process.
• NEW detailed explanations for why adjusting entries are 

necessary, including presenting the two rules of adjusting 
entries: (1) will include one income statement account 
and one balance sheet account and (2) will never affect 
the Cash account.

• Highlighted how each type of adjusting entry will affect 
the income statement and balance sheet.

• NEW illustration on enhancing qualities of accounting 
information, to improve student understanding.

Chapter 4: Completing the Accounting Cycle
• Updated discussion of worksheet to put its use more in 

context of the accounting cycle.

• Provided one overview worksheet for the accounting  
cycle steps for improved student understanding.

• Simplified illustration of the closing process for improved 
understanding.

• NEW Helpful Hint on the Income Summary account for 
improved understanding.

Chapter 5: Accounting for Merchandising Operations 
• MOVED discussion of comprehensive income statement 

to Chapter 18.
• NEW section, “Data Analytics and Credit Sales” on how 

companies use data analytics to improve business deci-
sion-making regarding their policies on credit sales, sales 
returns and allowances, and sales discounts.

• NEW Helpful Hint to ensure student understanding of 
the Inventory account

• NEW Comprehensive Accounting Cycle Review for the 
perpetual inventory method for additional practice op-
portunity.

Chapter 6: Inventories
• NEW separate DO IT!s at end of each cost flow method  

discussion, so students can immediately check their  
understanding of the FIFO, LIFO, and average-cost 
methods.

• NEW data analytics discussion in “Analysis” section.
• NEW illustration showing Walmart’s recent inventory 

disclosure, using retail inventory method.
• NEW Data Analytics in Action problems allow students 

to perform basic data analytics and data visualization.

Chapter 7: Accounting Information Systems
• NEW Feature Story, on how Soul to Sole Footwear

uses its computerized accounting system effectively.

Chapter 8: Fraud, Internal Control, and Cash
• NEW section on how data analytics helps improve inter-

nal controls.
• NEW illustration of an electronic check, with callouts for 

improved student understanding.
• NEW section on Electronic Banking, with more detailed 

discussion of EFTs and new discussion and illustration 
on electronic and mobile banking internal controls.

• NEW illustration on how banks account for customer 
transactions.
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xvi  NEW TO THIS EDITION:  CHAPTER-BY-CHA PT ER C HA N GES

• NEW discussion of robotic process automation (RPA) 
software and how companies can use it as part of their 
bank reconciliation process.

• NEW discussion of COSO initiative.
• NEW Data Analytics in Action problems allow students 

to perform basic data analytics and data visualization.

Chapter 9: Accounting for Receivables
• NEW Feature Story on how Nike has increased its sales 

through its credit policies.
• NEW section on data analytics and receivables management.

Chapter 10: Plant Assets, Natural Resources, and 
Intangible Assets

• NEW Feature Story on how equipment can determine fi-
nancial success in the airline industry.

• NEW discussion and International Note on use of histor-
ical cost principle and cash equivalent price in determin-
ing the cost of plant assets.

• Included more DO IT!s at end of subsections of depre-
ciation methods, so students can immediately test their 
understanding of how to calculate straight-line, declin-
ing-balance, and units-of-activity depreciation methods.

• NEW discussion and illustration on depreciation disclo-
sure in the notes to the financial statements.

• Expanded discussion of how companies must disclose in 
the financial statements significant changes in deprecia-
tion estimates.

• Moved “Sale of Plant Assets” section before “Retirement of 
Plant Assets” section for more logical organization of topics.

• Expanded discussion of description of intangible assets 
and how to account for them.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 11: Current Liabilities and Payroll Accounting
• Updated definition of current liabilities per FASB to in-

clude “from existing current assets or through the cre-
ation of other current liabilities.”

• Included most recent information regarding sales taxes 
payable on Internet sales.

• NEW illustration on accounting for contingent liabilities, 
for improved student understanding.

• NEW illustration on W-4 form for improved student un-
derstanding.

• Updated FICA tax information per most recent guidance.

Chapter 12: Accounting for Partnerships
• NEW Data Analytics in Action problems allow students 

to perform basic data analytics and data visualization.

Chapter 13: Corporations: Organization and Capital 
Stock Transactions

• NEW discussion on hybrid forms of business organization.
• NEW discussion on how investors monitor a company’s 

dividend practices.

• New discussion on how payment of stock dividend can be 
viewed as merely a publicity gesture.

• New People, Planet, and Profit Insight box on the upward 
trend of shareholder proposals on corporate responsibility.

• NEW Investor Insight box, on how companies that pay 
dividends can increase investor wealth.

Chapter 14: Corporations: Dividends, Retained 
Earnings, and Income Reporting

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 15: Long-Term Liabilities
• Updated Feature Story to discuss how debt has both 

helped and hurt General Motors and Ford.

Chapter 16: Investments
• Updated Feature Story to discuss emergence of new on-

line streaming services as well as recent acquisition of 
WarnerMedia by AT&T.

Chapter 17: Statement of Cash Flows
• Added more T-accounts and journal entries to increase 

understandability of preparing the statement of cash 
flows using the indirect method.

• Used 2018 Apple financial statements for example in 
how to analyze the statement of cash flows using free 
cash flow calculation, for increased student engagement.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 18: Financial Statement Analysis
• Improved discussion of comprehensive income/state-

ment of comprehensive income by consolidating within 
one section, for improved student understanding.

Chapter 19: Managerial Accounting
• NEW section on the value of data analytics in helping 

managers understand the relationship between CVP vari-
ables and business trends.

• NEW Data Analytics Insight box on how Disney uses its 
MagicBands as a source of data to analyze the behavior 
of its customers.

• Expanded discussion within “Manufacturing Costs” sec-
tion to ensure student understanding of raw materials 
versus direct materials as well as what is considered to 
be manufacturing overhead. Also updated Illustration 1.4  
(assignment of costs to cost categories) to include an ex-
planation for each cost classification, again to ensure stu-
dent understanding.

• Moved up discussion of balance sheet (before income 
statement) in “Manufacturing Costs in Financial State-
ments” section for more logical presentation of topics.

• Updated each “Managerial Accounting Today” section 
subtopic for the latest information on service industries, 
lean manufacturing, balanced scorecard, ethics, and so-
cial responsibility.
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Chapter 23: Incremental Analysis
• Highlighted the decision rules, as well as additional fac-

tors to consider, for incremental analysis decisions.

Chapter 24: Budgetary Planning
• NEW Data Analytics Insight box on how Dickey’s  

Barbecue Pit uses data analytics to improve restaurant 
sales performance.

• NEW Data Analytics in Action problem allows students 
to perform basic data analytics and data visualization.

Chapter 25:  Budgetary Control and Responsibility 
Accounting

• NEW Data Analytics Insight boxes on rolling forecasts 
and zero-based budgeting.

• Updated section on “Judgmental Factors in ROI” with 
“Alternative Measures of ROI Inputs” for more precise 
discussion and improved student understanding.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 26: Standard Costs and Balanced Scorecard
• NEW Data Analytics Insight box on how manufacturing  

companies are using technology such as 5G cellular to  
improve the amount and speed of data collection to im-
prove operations. 

• NEW highlighted applications of determining standard 
costs in “A Case Study” section, for improved student un-
derstanding.

• NEW Data Analytics in Action problem allows students 
to perform basic data analytics and data visualization.

Chapter 27: Planning for Capital Investments
• NEW Data Analytics Insight box on how Electronic 

Arts uses data from its current online video games to 
help it develop future products. 

• Improved illustration showing computation of cash pay-
back period by including detailed steps and computations.

• NEW Management Insight box on 5G and how it presents 
a risky investment to telecom companies.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 20: Job Order Costing
• NEW Data Analytics Insight box on how Autodesk uses 

data analytics to improve its software and profitability.
• More discussion on assigning raw materials costs and 

assigning factory labor costs, to improve student under-
standing.

• Updated time ticket discussion for more recent process 
involving scanning of employee identification codes.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.

Chapter 21: Process Costing
• Production cost report now has the “Cost Reconciliation 

Schedule” section to include costs to be accounted for, 
not just costs accounted for.

• Throughout, have carefully scrutinized discussion to  
ensure complete student understanding. For example, in 
the “Transfer to Next Department” section, have added 
explanation of what department transfers entail.

Chapter 22: Cost-Volume-Profit
• NEW discussion on CVP and the use of data analytics, 

using DHL Express as an example.
• NEW expanded highlighted equations, to show more  

detailed calculations for improved understanding.
• NEW expanded explanation of what CVP analysis is.
• NEW illustration and discussion on how a GAAP income 

statement differs from a CVP income statement.
• NEW discussion on the variable cost ratio.
• Updated Service Company Insight to feature more recent 

information on the business of music promotion (and  
using Drake as an example instead of the Rolling Stones) 
and computing the break-even point.

• Enhanced end-of-chapter assignments by offering stu-
dents more opportunities to prepare CVP income state-
ments, as well as a new problem on regression analysis.

• NEW Data Analytics in Action problems allow students 
to perform basic data analytics and data visualization.
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xviii

Proven Pedagogical Features

When you think of accounting, you probably don’t think of sports. So why do we have a 
photo of an athlete on our cover? It’s because this image represents active learning that’s 
best accomplished through full engagement, commitment, and practice. Through the inte-
grated learning experience with the text and online course materials, Accounting Principles, 
Fourteenth Edition, takes the same approach many coaches do, by helping students not only 
master key concepts first but understand why they’re important. In this way, students appre-
ciate the importance of accounting basics and develop a solid foundation of knowledge. This 
leads to better student retention and sets them up for success in future careers.

In this new edition, all content has been carefully reviewed and revised to ensure 
maximum student understanding. At the same time, the time-tested features that have 
proven to be of most help to students have been retained, such as the following.

Infographic Learning
Over half of the text is visual, providing students alternative ways of learning about account-
ing. In addition, a new interior design promotes accessibility.

Classified Balance Sheet 4-23

 Indefinite lived intangible assets    1,840
 Intangible assets, net   23,215
 Goodwill   88,293
 Total $111,508

 ILLUSTRATION 4.21 
(continued)

People, Planet, and Profit Insight

Regaining Goodwill
After falling to unforeseen lows 
amidst scandals, recalls, and eco-
nomic crises, the reputation of cor-
porate America is recovering in the 
eyes of the American public. Overall 
corporate reputation is experiencing 

rehabilitation as the American public gives high marks overall to 
corporate America, specific industries, and the largest number of 
individual companies in a dozen years. This is according to the 
findings of the 2011  Harris Interactive RQ Study, which measures 
the reputations of the 60 most visible companies in the United 
States.

The survey focuses on six reputational dimensions that influ-
ence reputation and consumer behavior. Four of these  dimensions, 
along with the five corporations that ranked highest within each, 
are as follows.

•  Social Responsibility: (1) Whole Foods Market, (2) Johnson 
& Johnson, (3) Google, (4) The Walt Disney Company, 
(5) Procter & Gamble Co.

• Emotional Appeal: (1) Johnson & Johnson, (2) Amazon.
com, (3) UPS, (4) General Mills, (5) Kraft Foods

• Financial Performance: (1) Google, (2) Berkshire Hathaway, 
(3) Apple, (4) Intel, (5) The Walt Disney Company

• Products and Services: (1) Intel Corporation, (2) 3M 
Com pany, (3) Johnson & Johnson, (4) Google, (5) Procter & 
Gamble Co.

Source: www.harrisinteractive.com.

Name two industries today that are probably rated low on 
the reputational characteristics of “being trusted” and “hav-
ing high ethical standards.” (Answer is available near the 
end of the chapter.)

PeopleImages/E+/Getty Images

Current Liabilities
In the liabilities and owner’s equity section of the balance sheet, the first grouping is current 
liabilities. 

• Current liabilities are obligations that the company is to pay within the coming year or 
its operating cycle, whichever is longer (see Ethics Note). 

• Common examples are accounts payable, salaries and wages payable, notes payable, 
interest payable, and income taxes payable. 

• Also included as current liabilities are current maturities of long-term  obligations—pay-
ments to be made within the next year on long-term obligations. 

In  Illustration 4.17, Franklin Company reported five different types of current liabilities, for a 
total of $16,050.

Illustration 4.22 shows the current liabilities section adapted from the balance sheet of 
Nike, Inc.

ETHICS NOTE

A company that has more 
current assets than current 
liabilities can increase 
the ratio of current assets 
to current liabilities by 
using cash to pay off some 
current liabilities. This 
gives the appearance of 
being more liquid. Do you 
think this move is ethical?

Nike, Inc.
Balance Sheet (partial)

(in millions)

Current liabilities
 Current portion of long-term debt $       6
 Notes payable 9
 Accounts payable 2,612
 Accrued liabilities 5,010
 Income taxes payable    229
  Total current liabilities $7,866

 ILLUSTRATION 4.22 
Current liabilities section

Real World

1-14 CHAPTER 1  Accounting in Action

Increases in Owner’s Equity
In a proprietorship, owner’s investments and revenues increase owner’s equity.

Investments by Owner Investments by owner are the assets the owner puts into the 
business. These investments increase owner’s equity. They are recorded in a category called 
owner’s capital.

Revenues Revenues are the increases in assets or decreases in liabilities resulting 
from the sale of goods or the performance of services in the normal course of business 
(see Helpful Hint). Revenues usually result in an increase in an asset. They may arise from 
different sources and are called different names depending on the nature of the business. Cam-
pus Pizza, for  instance, has two categories of sales revenues—pizza sales and beverage sales. 
Other titles for and sources of revenue common to many businesses are sales, fees, services, 
commissions, interest, dividends, royalties, and rent. 

Decreases in Owner’s Equity
In a proprietorship, owner’s drawings and expenses decrease owner’s equity.

Drawings An owner may withdraw cash or other assets for personal use. We use a separate 
classification called drawings to determine the total withdrawals for each accounting period. 
Drawings decrease owner’s equity. They are recorded in a category called owner’s drawings.

Expenses Expenses are the cost of assets consumed or services used in the process of 
generating revenue (see Helpful Hint). They are decreases in owner’s equity that result 
from operating the business. Like revenues, expenses take many forms and are titled dif-
ferently depending on the type of asset consumed or service used. For example, Campus Pizza 
recognizes the following expenses: cost of ingredients (meat, flour, cheese, tomato paste, 
mushrooms, etc.); cost of beverages; salaries and wages expense; utilities expense (electric, 
gas, and water expense); delivery expense (gasoline, repairs, licenses, etc.); supplies expense 
(napkins, detergents, aprons, etc.); rent expense; interest expense; and property tax expense.

Let’s summarize the increases and decreases to owner’s equity.

• Owner’s equity is increased by an owner’s investments and by revenues from business 
operations.

• Owner’s equity is decreased by an owner’s withdrawals of assets and by expenses. 

Illustration 1.7. expands the basic accounting equation by showing the items that comprise 
owner’s equity. This format is referred to as the expanded accounting equation.

HELPFUL HINT

The effect of revenues is 
positive—an increase in 
owner’s equity coupled 
with an increase in assets 
or a decrease in liabilities.

HELPFUL HINT

The effect of expenses is 
negative—a decrease in 
owner’s equity coupled 
with a decrease in assets or 
an increase in liabilities.

ILLUSTRATION 1.6
Determining owner’s equity

ILLUSTRATION 1.7 Expanded accounting equation

Basic Equation Assets = Liabilities + Owner’s Equity

Expanded Equation Assets = Liabilities + Owner’s 
Capital – Owner’s 

Drawings + Revenues – Expenses

Examples • Cash 
•  Accounts 

Receivable
• Supplies 
• Equipment

•  Accounts 
Payable

•  Owner’s 
Capital

•  Owner’s 
Drawings

•  Service 
Revenue

• Advertising Expense 
• Salaries and Wages Expense 
• Rent Expense
• Utilities Expense

Assets
Car

$15,000

=

=

Liabilities
Bank’s Claim

$10,000

+

+

Owner’s Equity
Your Claim

$5,000

Real-World Decision-Making
Real-world examples that illustrate interesting situations in companies and how accounting 
information is used are integrated throughout the text, such as in the opening Feature Story 
as well as the Insight boxes.
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Additional Guidance
Throughout the text, marginal notes, such as Helpful Hints, Alternative Terminology, and
Ethics Notes, are provided as additional guidance. In addition, more than 100 new Solution
Walkthrough Videos are now available in Wiley’s online course.

DO IT! Exercises
DO IT! Exercises in the body of the text prompt students to stop and review key concepts. They 
outline the Action Plan necessary to complete the exercise as well as show a detailed solution.

P ROV EN  PEDAG OG ICAL FEATU RES  x ix

  Adjusted Trial Balance and Financial Statements 3-23

Adjusted Trial Balance and Financial Statements

JOURNALIZE
PREPARE A 

POST-CLOSING 
TRIAL BALANCE

ANALYZE JOURNALIZE AND POST 
CLOSING ENTRIESPOST TRIAL 

BALANCE
ADJUSTING 

ENTRIES

Prepare
financial 

statements

Adjusted 
trial 

balance

After a company has journalized and posted all adjusting entries, it prepares another trial bal-
ance from the ledger accounts. This trial balance is called an adjusted trial balance. 

• The adjusted trial balance shows the balances of all accounts, including those adjusted, 
at the end of the accounting period. 

• The purpose of an adjusted trial balance is to prove the equality of the total debit bal-
ances and the total credit balances in the ledger after all adjustments. 

• The adjusted trial balance is the primary basis for the preparation of financial state-
ments because the accounts now contain all data needed for financial statements.

L EARNING O BJECTIVE 4
Describe the nature and purpose of an adjusted trial balance.

DO IT! 3 Adjusting Entries for Accruals
Micro Computer Services began operations on August 1, 2022. At the end of August 2022, manage-
ment prepares monthly financial statements. The following information relates to August.

 1. At August 31, the company owed its employees $800 in salaries and wages that will be paid 
on September 1.

 2. On August 1, the company borrowed $30,000 from a local bank on a 1-year note payable. The 
annual interest rate is 10%. Interest will be paid with the note at maturity.

 3. Revenue for services performed but unrecorded for August totaled $1,100.

Prepare the adjusting entries needed at August 31, 2022.

ACTION PLAN

• Make adjusting entries 
at the end of the period 
to recognize revenues 
for services performed 
and for expenses 
incurred.

• Don’t forget to make 
adjusting entries for 
accruals. Adjusting 
entries for accruals will 
increase both a balance 
sheet and an income 
statement account.Solution

1. Salaries and Wages Expense 800
 Salaries and Wages Payable 800
  (To record accrued salaries)

2. Interest Expense 250
 Interest Payable 250
   (To record accrued interest: 

$30,000 × 10% ×    1__
12   = $250)

3. Accounts Receivable 1,100
 Service Revenue 1,100
  (To record revenue for services performed)

Related exercise material: BE3.7, DO IT! 3.3, E3.5, E3.6, E3.7, E3.8, and E3.9.

4-16 CHAPTER 4  Completing the Accounting Cycle

 31 Income Summary ($98,000 − $80,000) 18,000
 Owner’s Capital 18,000
  (To close net income to capital)

 31 Owner’s Capital 15,000
 Owner’s Drawings 15,000
  (To close drawings to capital)

Related exercise material: BE4.4, BE4.5, BE4.6, DO IT! 4.2, E4.4, E4.7, E4.8, and E4.11.

L E AR NI NG OBJECTIVE 3
Explain the steps in the accounting cycle and how to prepare correcting entries.

Summary of the Accounting Cycle
Illustration 4.11 summarizes the steps in the accounting cycle. You can see that the cycle 
 begins with the analysis of business transactions and ends with the preparation of a post- 
closing trial balance. Companies perform the steps in the cycle in sequence and repeat them 
in each accounting period.

• Steps 1–3 may occur daily during the accounting period. 
• Companies perform Steps 4–7 on a periodic basis, such as monthly, quarterly, or annually.
• Steps 8 and 9—closing entries and a post-closing trial balance—usually take place only at 

the end of a company’s annual accounting period.

There are also two optional steps in the accounting cycle. As you have seen, companies may 
use a worksheet in preparing adjusting entries and financial statements. In addition, they may 
use reversing entries, as explained below.

Reversing Entries—An Optional Step
Some accountants prefer to reverse certain adjusting entries by making a reversing entry at 
the beginning of the next accounting period. 

• A reversing entry is the exact opposite of the adjusting entry made in the previous period. 
• Use of reversing entries is an optional bookkeeping procedure; it is not a required 

step in the accounting cycle.

We discuss reversing entries in an appendix at the end of the chapter.

Correcting Entries—An Avoidable Step
Unfortunately, errors may occur in the recording process. Companies should correct errors, 
as soon as they discover them, by journalizing and posting correcting entries. If the 
accounting records are free of errors, no correcting entries are needed.

You should recognize several differences between correcting entries and adjusting entries.

• Adjusting entries are an integral part of the accounting cycle. Correcting entries, on the 
other hand, are unnecessary if the records are error-free. 

The Accounting Cycle and Correcting Entries
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 ILLUSTRATION 4.12 
Comparison of entries Incorrect Entry (May 10) Correct Entry (May 10)

Cash 50 Cash 50
 Service Revenue 50  Accounts Receivable 50

• Companies journalize and post adjustments only at the end of an accounting period. 
In contrast, companies make correcting entries whenever they discover an error (see 
Ethics Note).

• Adjusting entries always affect at least one balance sheet account and one income state-
ment account. In contrast, correcting entries may involve any combination of accounts in 
need of correction. Correcting entries must be posted before closing entries. 

To determine the correcting entry, it is useful to compare the incorrect entry with the 
correct entry. Doing so helps identify the accounts and amounts that should—and should 
not—be corrected. After comparison, the accountant makes an entry to correct the accounts. 
The following two cases for Mercato Co. illustrate this approach.

Case 1
On May 10, Mercato Co. journalized and posted a $50 cash collection on account from a 
customer as a debit to Cash $50 and a credit to Service Revenue $50 (see Illustration 4.12). The 
company discovered the error on May 20, when the customer paid the remaining bal ance in full.

Comparison of the incorrect entry with the correct entry reveals that the debit to Cash $50 
is correct. However, the $50 credit to Service Revenue should have been credited to Accounts 
Receivable. As a result, both Service Revenue and Accounts Receivable are overstated in the 
ledger. Mercato makes the correcting entry shown in Illustration 4.13.

Correcting entry

May 20 Service Revenue 50
 Accounts Receivable 50
  (To correct entry of May 10)

−50 Rev
−50

Cash Flows
no effect

OE+

 ILLUSTRATION 4.13 
Correcting entry

A L=

Case 2
On May 18, Mercato purchased on account equipment costing $450. The transaction was jour-
nalized and posted as a debit to Equipment $45 and a credit to Accounts Payable $45 (see 
Illustration 4.14). The error was discovered on June 3, when Mercato received the monthly 
statement for May from the creditor.

 ILLUSTRATION 4.14 
Comparison of entries Incorrect Entry (May 18) Correct Entry (May 18)

Equipment 45 Equipment 450
 Accounts Payable 45  Accounts Payable 450

Comparison of the two entries shows that two accounts are incorrect. Equipment is 
understated $405, and Accounts Payable is understated $405. Mercato makes the correcting 
entry shown in Illustration 4.15.

Instead of preparing one correcting entry, it is possible to reverse the incorrect entry 
and then prepare the correct entry. This approach will result in more entries and postings 
than a correcting entry, but it will accomplish the desired result.

ETHICS NOTE

When companies find 
errors in previously 
released  income 
statements, they  restate 
those numbers. Perhaps 
because of the increased 
scrutiny caused by 
Sarbanes-Oxley, in a recent 
year companies filed a 
record 1,195 restatements.

Correcting entry

June 3 Equipment 405
 Accounts Payable 405
  (To correct entry of May 18)

OE+

 ILLUSTRATION 4.15 
Correcting entry

A L=
+405
 +405

Cash Flows
no effect
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xx  P ROVEN PEDAGOGICAL FEATURES

Review and Practice
Each chapter concludes with a Review and Practice section which includes a review of learn-
ing objectives, key terms glossary, practice multiple-choice questions with annotated solu-
tions, practice brief exercises with solutions, practice exercises with solutions, and a practice 
problem with a solution.

Glossary Review 5-33

sheet debit column. The information to prepare the owner’s equity statement is also found 
in these columns. That is, the Owner’s Capital account is $83,000. Owner’s Drawings are 
$15,000. Net income results when the total of the debit column exceeds the total of the credit 
column in the balance sheet columns. A net loss results when the total of the credits exceeds 
the total of the debit balances.

Review and Practice

Learning Objectives Review

1 Describe merchandising operations and inventory 
systems.

Because of inventory, a merchandising company has sales revenue, 
cost of goods sold, and gross profi t. To account for inventory, a mer-
chandising company must choose between a perpetual and a periodic 
inventory system.

2 Record purchases under a perpetual inventory system.

The company debits the Inventory account for all purchases of mer-
chandise and freight- in, and credits it for purchase discounts and pur-
chase returns and allowances.

3 Record sales under a perpetual inventory system.

When a merchandising company sells inventory, it debits Accounts 
Receivable (or Cash) and credits Sales Revenue for the selling price 
of the merchandise. At the same time, it debits Cost of Goods Sold 
and credits Inventory for the cost of the inventory items sold. Sales 
Returns and Allowances and Sales Discounts are debited and are con-
tra revenue accounts.

4 Apply the steps in the accounting cycle to a merchan-
dising company.

Each of the required steps in the accounting cycle for a service 
company applies to a merchandising company. A worksheet is 

again an optional step. Under a perpetual inventory system, the 
company must adjust the Inventory account to agree with the 
physical count.

5 Prepare a multiple- step income statement.

A multiple- step income statement shows numerous steps in 
determining net income, including nonoperating activities sec-
tions. A single- step income statement classifies all data under two 
categories, revenues or expenses, and determines net income in 
one step.

*6 Prepare a worksheet for a merchandising company.

The steps in preparing a worksheet for a merchandising company are 
the same as for a service company. The unique accounts for a mer-
chandiser are Inventory, Sales Revenue, Sales Returns and Allow-
ances, Sales Discounts, and Cost of Goods Sold.

*7 Record purchases and sales under a periodic inventory 
system.

In recording purchases under a periodic system, companies must 
make entries for (a) cash and credit purchases, (b) purchase returns 
and allowances, (c) purchase discounts, and (d) freight costs using 
separate accounts and not the Inventory account. In recording sales, 
companies must make entries for (a) cash and credit sales, (b) sales 
returns and allowances, and (c) sales discounts only. The Inventory 
and Cost of Goods Sold accounts are not used.

Glossary Review

Contra revenue account An account that is offset against a revenue 
account on the income statement. (p. 5-13).

Cost of goods sold The total cost of merchandise sold during the period. 
(p. 5-3).

FOB destination Freight terms indicating that the seller places the 
goods free on board to the buyer’s place of business, and the seller pays 
the freight. (p. 5-8).

FOB shipping point Freight terms indicating that the seller places goods 
free on board the carrier, and the buyer pays the freight costs. (p. 5-8).

Gross profit The excess of sales revenue over the cost of goods sold. (p. 5-3).

Gross profit rate Gross profit expressed as a percentage, calculated by 
dividing the amount of gross profit by net sales. (p. 5-19).

Income from operations Income from a company’s principal operat-
ing activity, determined by subtracting cost of goods sold and operating 
expenses from net sales. (p. 5-20).

Inventory The asset that represents the merchandise that companies buy 
and sell to customers (p. 5-4).

  Practice Brief Exercises 3-37

9. a. Accumulated Depreciation is a contra asset account; it is offset 
against an asset account on the balance sheet. The other choices are 
incorrect because Accumulated Depreciation is not (b) an expense 
account or reported on the income statement, (c) an owner’s equity 
account, or (d) a liability account.

10. c. The adjusting entry is to debit Depreciation Expense and credit 
Accumulated Depreciation—Equipment. The other choices are incor-
rect because (a) the contra asset account title includes the asset being 
depreciated, not the company name; (b) the credit should be to the 
contra asset account, not directly to the asset; and (d) the debit for this 
entry should be Depreciation Expense, not Equipment Expense.

11. a. Adjustments for unearned revenues will consist of a debit 
(decrease) to unearned revenues (a liability) and a credit (increase) to a 
revenue account. Choices (b), (c), and (d) are incorrect because adjust-
ments for unearned revenues will increase revenues but will have no 
effect on assets.

12. b. Adjustments for accrued revenues will have an assets-and-
revenues-account relationship. Choices (a) and (d) are incorrect 
because adjustments for accrued revenues have no effect on liabilities. 
Choice (c) is incorrect because these adjustments will increase, not 
decrease, both assets and revenues.

13. b. The adjusting entry should be to debit Salaries and Wages 
Expense for $400 and credit Salaries and Wages Payable for $400. 
The other choices are incorrect because (a) if an adjusting entry is 
not made, the amount of money owed (liability) that is shown on 
the balance sheet will be understated and the amount of salaries 

and wages expense will also be understated; (c) the credit account 
is incorrect as adjusting entries never affect cash; and (d) the debit 
account should be Salaries and Wages Expense and the credit 
account should be Salaries and Wages Payable. Adjusting entries 
never affect cash.

14. c. The accounts on the trial balance can be segregated by the 
balance in the account—either debit or credit—not whether they 
are assets or liabilities. All accounts in the ledger are included in the 
adjusted trial balance, not just assets and liabilities. The other choices 
are true statements.

15. a. This adjusting entry correctly states the Supplies account at $800 
($0 + $800) and the Supplies Expense account at $700 ($1,500 − $800). 
The other choices are incorrect because (b) will cause the Supplies 
account to have a credit balance (assets have a normal debit balance) 
and the Supplies Expense account to be stated at $2,300, which is too 
high; (c) will result in a $700 balance in the Supplies account ($100 too 
low) and an $800 balance in the Supplies Expense account ($100 too 
high); and (d) will cause the Supplies account to have a credit balance 
(assets have a normal debit balance) and the Supplies Expense account 
to be stated at $2,200, which is too high.

16. c. Neutrality is one of the enhancing qualities that makes infor-
mation more representationally faithful, not more relevant. Therefore, 
choices (a), (b), and (d) are incorrect.

17. c. Cost is a constraint in financial accounting. The other choices 
are all enhancing qualities of useful information.

*

*

*

Practice Brief Exercises

1. (LO 1) The ledger of Dey Company includes the following accounts. Explain why each account 
may need adjustment.

a. Supplies. c. Salaries and Wages Payable.

b. Unearned Service Revenue. d. Interest Payable.

Solution
1. a. Supplies: to recognize supplies used during the period.

 b. Unearned Service Revenue: to record revenue generated for services performed.

 c.  Salaries and Wages Payable: to recognize salaries and wages accrued to employees at the end of 
a reporting period.

 d. Interest Payable: to recognize interest accrued but unpaid on notes payable.

2. (LO 2) Financial Statement  At the end of its first year, the trial balance of Denton Company 
shows Equipment of $40,000 and zero balances in Accumulated Depreciation—Equipment and 
Depreciation Expense. Depreciation for the year is estimated to be $8,000. Prepare the adjusting entry 
for depreciation at December 31, post the adjustments to T-accounts, and indicate the balance sheet 
presentation of the equipment at December 31.

Solution
Dec. 31 Depreciation Expense 8,000

 Accumulated Depreciation—Equipment 8,000

Depreciation Expense Accum. Depreciation—Equipment

12/31 8,000 12/31 8,000
Balance Sheet:
  Equipment $40,000
  Less: Accumulated Depreciation—Equipment 8,000 $32,000

Indicate why adjusting entries are 
needed.

2. 

Prepare adjusting entry for 
depreciation.
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Engaging Digital Tools

Digital study tools in Wiley’s online course include the following.

Real-World Company Videos
Real-world company videos feature both small businesses and larger companies to help  
students apply content and see how business owners apply concepts from the text in the real  
world. New to this edition are news videos from Bloomberg that reference real-world news 
and decision-making related to accounting concepts, with accompanying multiple-choice 
and discussion questions.

Solution Walkthrough Videos
Solution Walkthrough Videos are available as question assistance and to help students devel-
op problem-solving techniques. These videos walk students through solutions step-by-step 
and are based on the most regularly assigned exercises and problems in the text.

Source: YouTube.

Source: YouTube.
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xxii  ENGAGING DIGITAL TOOLS

Interactive Tutorials
Interactive tutorials are voice-guided reviews of topics in each learning objective. Check-
points in the tutorials require students to review and solve simple self-assessment exercises.

Gradable Excel Questions
Gradable Excel questions for each chapter provide students an opportunity to practice Excel 
skills in the context of solving accounting problems.

Data Visualization Homework Assignments
PowerBI and Tableau visualizations accompanied by questions are available with most 
chapters. PowerBI and Tableau visualizations allow students to interpret visualizations and 
think critically about data.

In addition, other learning opportunities in Wiley’s online course include the following.

• Accounting-Specific Data Analytics Module offers interactive lessons, case studies, 
and videos. The module has been prepared using industry-validated content to help 
students develop the professional competencies needed for the changing workforce.

• Cookie Creations is a continuing case that spans across the financial accounting chapters 
and shows how a small business grows from a sole proprietorship to a corporation.

• Waterways Corporation is a continuing case that spans across the managerial account-
ing chapters and offers students the opportunity to see how a small business might use 
managerial accounting to operate effectively.

• Wiley Accounting Updates (wileyaccountingupdates.com) provide faculty and stu-
dents with weekly curated news articles and suggested discussion questions.

• Flashcards and Crossword Puzzles help students study and master basic vocabulary 
and concepts.

• Student Practice quickly and effectively assesses student understanding of the material 
they have just covered.

• Adaptive Practice helps students quickly understand what they know and what they 
do not know, and provides opportunities for practice to effectively prepare for class or 
quizzes and exams. 
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