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PREFACE

What Stands Out in the Eiohth Edition?

The FASB and IASB have been working together to issue converged accounting standards that will dramatically
change key reporting areas, but important differences remain between U.S. GAAP and IFRS. To help instructors
navigate this challenging environment, the Spiceland team is committed to providing a complete learning system,
encompassing the text, key ancillaries, and online content that guide students to a deeper understanding of inter-
mediate accounting topics. All of that content is written by authors Spiceland, Sepe, Nelson, and Thomas.

The Intermediate Accounting learning system is built around three key attributes: current, comprehensive, and clear.

“An excellent textbook that covers accounting procedures thoroughly from a real-world perspective. It is very current and is ac-
companied by a great variety of learning aids to help students succeed.”
—Kathy Hsiao Yu Hsu, University of Louisiana-Lafayette

Current: Few disciplines see the rapid changes that accounting experiences. The Spiceland team is committed
to keeping your course up to date. The eighth edition fully integrates the latest FASB and IFRS updates, including:

e NEW Chapter 5 covering the latest standard on Revenue Recognition (ASU No. 2014-09—Revenue from Con-

tracts with Customers (Topic 606)). Part A introduces the five-step process for recognizing revenue at a point in
time, over a period of time, and for contracts with multiple performance obligations. Part B provides compre-
hensive coverage of specific topics within each of the five steps. Part C applies the five-step process to account-
ing for long-term contracts, and Part D considers the role of revenue recognition in profitability analysis.

e ASU No. 2014-08—Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic

360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity

¢ ASU No. 2012-02—Intangibles-Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible Assets for

Impairment

¢ Exclusion of extraordinary items and valuation of inventory at the lower of cost and net realizable value
e Amendments to IFRS No. 9 with respect to classification, measurement and impairment of financial instruments.

In addition, current events have focused public attention on the key role of accounting in providing information use-

ful to decision makers. The CPA exam, too, is redirecting its focus to emphasize the professional skills needed to
critically evaluate accounting method alternatives. Intermediate Accounting provides a decision maker’s perspec-
tive to emphasize the professional judgment and critical thinking skills required of accountants in today’s business
environment.

Com prehensive: Authors Spiceland, Sepe, Nelson, and Thomas ensure comprehensive coverage and qual-
ity throughout the learning system by writing every major supplement: study guide, instructor’s resource manual,

solutions manual, test bank, and website content. All end-of-chapter material, too, is written by the author team and
tested in their classrooms before being included in Intermediate Accounting.

“This textbook is written in a way that is easy to read, provides clear examples, includes thorough coverage of necessary topics,
and provides ample opportunity for practice and mastery of the material through end of chapter problems.”

—Terra Brown, University of Texas at Arlington

“This is one of the most comprehensive and up-to-date texts for teaching intermediate accounting. It has a good bal-
ance of discussion, examples, problem solving and analytical case material, in addition to good integration of IFRS.”

— Shailendra Pandit, University of lllinois at Chicago
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Current, Comprehensive, Clear

Comprehensive coverage and quality of Spiceland's learning system continues in its flexible technology package.
As today’s accounting students continue to learn in a digital world, the eighth edition of Spiceland’s learning sys-
tem features: McGraw-Hill Connect® Accounting, SmartBook’s adaptive learning and reading experience, Guided
Examples, and Tegrity Campus. See pages viii-xv for more details!

Clear: Reviewers, instructors, and students all have hailed Intermediate Accounting’s ability to explain both simple
and complex topics in language that is clear and approachable. Its highly acclaimed conversational writing style es-
tablishes a friendly dialogue between the text and each individual student—creating the impression of speaking with
the student, as opposed to teaching to the student. Intermediate Accounting is written to be the most complete and
student-friendly book on the market.

New Coauthor Wayne Thomas

A new coauthor, Wayne Thomas of the University of Oklahoma, has joined the Spiceland
team for the eighth edition. Wayne is an award-winning professor and a coauthor on the
highly successful Financial Accounting with David Spiceland and Don Herrmann.

Added additional algorithmic questions to Connect Accounting
—over 2,500 questions available for assignment including more than 1,125 algorithmic
questions.

New to Connect Accounting—CPA and CMA exam multiple choice questions are now available for assignment.
These questions are automatically graded and can be assigned to your students along with Kaplan CPA simula-
tions as a way to help your students prep for the CPA exam.

PetSmart financial statements for the year ended February 2, 2014, are used throughout each .
chapter to illustrate key accounting concepts. PetSmart is a company that will be familiar to ’}'
most students and whose operations are easily understood. Its financial statements offer a com-

prehensive set of material that is presented in a clear manner. 9—"‘-- PotSmart

“Very well written in a streamlined 21 chapter approach with IFRS incorporated throughout and excellent end of chap-

ter materials.”

—Michael Slaubaugh, Indiana University/Purdue University

Spiceland’s Financial Accounting Series :
ACCOOIAE
To allow Intermediate Accounting to be part of a complete learning system, authors David Soheyl
Spiceland and Wayne Thomas have teamed up with Don Herrmann to offer Financial
Accounting. Now in its third edition, Financial Accounting uses the same approach that
makes Intermediate Accounting a success—conversational writing style with a real-world

focus and author-prepared supplements, combined with McGraw-Hill Connect Accounting.

“If you like Spiceland’s intermediate text, you will be thrilled with the financial accounting text. It is written in the same

conversational style, addresses topics directly and clearly, and the illustrations are terrific too.

—Nancy Snow, University of Toledo.
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What Keeps SPICELAND Users Coming Back?

Where We're Headed

These boxes describe the poten- Where WE'rB Headﬂd @

tial financial reporting effects of

many of the FASB and IASB joint In 2004, the FASB and_IASB began working together on a_pro_ject, Fingncifa\l StatgmenF
. . . Presentation, to establish a common standard for presenting information in the financial
projects intended to further a|lgn statements, including classifying and displaying line items and aggregating line items into
U.S. GAAP and |FRS, as well as subtotals anitotals. This projectfcauld have alc.iramlatic i;]npact on the forrpalt of financ;al
. . ) statements. An important part of the proposal involves the organization of elements o
other pl’OJeCtS the Boards are ::i;ﬁz‘i;::v;::;ggh::e the balance sheet (statement of financial position), statement of comprehensive income
. P - . .
pursuing separately. Where We're a dramatic impact on glr;cslsulgucr;gtjlct):: inc
; the format of financial .
Headed boxes allow instructors to the orma of financia Progresswas  Where We're Headed” boxes allow the students
trat I . X
deal with ongoing projects to the Sneate O to be updated with the most current accounting
. FASB's agenda.
extent they desire. At s . . . .
all of the financi. changes without inundating them with needless
book was publis
—

&

. . . technical specifications. A perfect balance
Financial Reporting i P

Cases

Each chapter opens with a Finan- v

cial Reporting Case that places

the student in the role of the deci-

sion maker, engaging the student

in an interesting situation related Financial Reporting Case Solution

to the accounting issues to come. o i

Th th i 1. What purpose do adjusting entries serve? (p. 67) Adjusting entries help ensure that
en, e Cases.pose questions . all revenues are recognized in the period goods or services are transferred to customers,

for the student in the role of deci- regardless of when cash is received. In this instance, for example, $13,000 cash has been

sion maker. Marginal notations received for services that haven’t yet been performed. Also, adjusting entries enable a
X company to recognize all expenses incurred during a period, regardless of when cash

—Cheryl Bartlett, Indiana University—South Bend

th FOUghOUt the Chapter pOint out is paid. Without depreciation, the friends’ cost of using the equipment is not taken into
|Ocati0n5 Where eaCh qUeStiOn is account. Conversely, without adjustment. the cact af rent ic averctatad hy €2 000 naid in
. dvance for part of next year’s rent.
addressed. The case questions adyatiee o ! . :
d at th 4 d of th With adjustments, we get an accrue — “The case at the beginning of each chapter is very
are answered at the end of the plete measure of a company’s operating -
chapter. ing future operating cash flows. Simila captivating. After | read the case, | wanted to get
assessment of assets and liabilities as so . . "
s ——— paper and pencil and answer the questions.
Decision Makers’ i versi
ecision aKers —Carol Shaver, Louisiana Tech University
Perspective

These sections appear throughout
the text to illustrate how account-

ing information is put to work in - . "
today'’s firms. With the CPA exam Decision Makers’ Perspective

placmg greater focus on appllca- Cash often is referred to as a nonearning asset because it earns no interest. For this reason,
tion of skills in realistic work set- managers invest idle cash in either cash equivalents or short-term investments, both of which
tings, these discussions help your provide a return. Management’s goal is to hold the minimum amount of cash necessary to
. . conduct normal business operations, meet its obligations, and take advantage of opportuni-
students gain an edge that will o - ! e yanase POTLUT
i S ies. Too much cash reduces profits through lost returns, while too little cash increases risk.
remain with them as they enter This trade-off between risk and return is ar ~n~nine choina smnda her manacamns talintoznol =
the workplace. decision makers). Whether the choice m:
by investors and creditors (external decis  “This is an excellent feature of the book. It is
A company must have cash available
previous section as well as for planned ¢
ing, and financing cash flows. However, s used and not just memorizing the “right”
planned amounts, a company needs an ac "
prises. The size of the cushion depends or ~ @NSWETS.

so important to know why and how information

—Jeff Mankin, Lipscomb University
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In talking with so many intermediate accounting faculty, we heard more than how to improve the book—

there was much, much more that both users and nonusers insisted we not change. Here are some of the fea-
tures that have made Spiceland such a phenomenal success in its previous editions.

Additional Consideration

Discounts in Contracts with Multiple Performance Obligations. Note that lllustration 5-7
shows that Tri-Box systems are sold at a discount—TrueTech sells the system for a
transaction price ($250) that's less than the $300 sum of the stand-alone selling prices

of the Tri-Box module ($240) and the subscription to Tri-Net ($60). Because there is

no evidence that the discount relates to only one of the performance obligations, it is
spread between them in the allocation process. If TrueTech had clear evidence from sales
of those goods and services that the discount related to only one of them, the entire
discount would be allocated to that aood or service.

“This is a good technique that | actually use in my

&

class and it's good to see it in a book

—Ramesh Narasimhan, Montclair State University

Fhical Dilemma L

-
You recently have been employed by a large retail chain that sells sporting goods. One

of your tasks is to help prepare periodic financial statements for external distribution. The
chain'’s largest creditor, National Savings & Loan, requires quarterly financial statements,
and you are currently working on the statements for the three-month period ending
June 30, 2016.

During the months of May ar
and TV advertising campaign. TI ~ “Having ethical dilemma boxes in every chapter
commercials as well as the radic

costs were charged to advertisir
has asked you to prepare a June
expense and to set up an asset
The CFO explained that “This a
and June and | think it will conti
By recording the ad costs as an
additional July sales. Besides, if

is much more significant than having a separate
chapter devoted to ethics. Students can relate to
the importance of being ethical in every aspect of
business dealings.”

—Gloria Worthy, Southwest Tennessee
Community College

Broaden Your Perspective

Apply your critical

ing ability to the

you've gained. These cases will provide you an opportunity to

Case 4-1 company earnings.
Earnings quality
©® LO4-2,104-3

1. Define the tern

- develop your analysis, ji and skills. You also will work with other students, inte-
grate what you've learned, apply it in I 1d si i and i its global and ethical ramifications. This
practice will broaden your knowledge and further develop your decision-making abilities.

Judgment The financial community in the United States has become increasingly concerned with the quality of reported

"I think students would benefit tremendously from
the cases.”

—Joyce Njoroge, Drake University

Additional
Consideration Boxes

These are “on the spot” con-
siderations of important, but
incidental or infrequent aspects
of the primary topics to which
they relate. Their parenthetical
nature, highlighted by enclo-
sure in Additional Consider-
ation boxes, helps maintain an
appropriate level of rigor of
topic coverage without sacrific-
ing clarity of explanation.

Ethical Dilemmas

Because ethical ramifications

of business decisions impact so
many individuals as well as the
core of our economy, Ethical
Dilemmas are incorporated
within the context of account-
ing issues as they are discussed.
These features lend themselves
very well to impromptu class
discussions and debates.

Broaden Your

Perspective Cases

Finish each chapter with these
powerful and effective cases,

a great way to reinforce and
expand concepts learned in the
chapter.

Star Problems

In each chapter, particularly
challenging problems, desig-
nated by a %, require students
to combine multiple concepts
or require significant use of
judgment.




viii PREFACE

mconnect  Fasy to lse. Proven Effective.

McGraw-Hill CONNECT® ACCOUNTING

McGraw-Hill Connect Accounting is a digital teaching and learning environment that gives students the means to better
connect with their coursework, with their instructors, and with the important concepts that they will need to know for suc-
cess now and in the future. With Connect Accounting, instructors can deliver assignments, quizzes and tests easily online.
Students can review course material and practice important skills.

Connect Accounting provides all the following features:

* SmartBook and LearnSmart
e Auto-graded online homework
e Powerful learning resources including guided examples to pinpoint and connect key concepts for review.

In short, Connect Accounting offers students powerful tools and features that optimize their time and energy, enabling

them to focus on learning.

SMARTBOOK, POWERED BY LEARNSMART  .susreoox s - i

N s »

SMARTBOOK® =~

LearnSmart® is the market-leading adaptive study re-
source that is proven to strengthen memory recall, in-

crease class retention, and boost grades. LearnSmart al-
lows students to study more efficiently because they are
made aware of what they know and don't know.

SmartBook, which is powered by LearnSmart, is the
first and only adaptive reading experience designed to
change the way students read and learn. It creates a per-
sonalized reading experience by highlighting the most impactful concepts a student needs to learn at that moment in time.
As a student engages with SmartBook, the reading experience continuously adapts by highlighting content based on what
the student knows and doesn’t know. This ensures that the focus is on the content he or she needs to learn, while simul-
taneously promoting long-term retention of material. Use SmartBook'’s real-time reports to quickly identify the concepts
that require more attention from individual students—or the entire class. The end result? Students are more engaged with
course content, can better prioritize their time, and come to class ready to participate.

“Using Connect Accounting and LearnSmart is great in any class, but really enhances online and hybrid sections. We
are having better success with our online and hybrid classes as a result of having these tools available to us.”

—Patti Lopez, Valencia College
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Tailored to You.

ONLINE ASSIGNMENTS

Connect Accounting helps students learn more efficiently

M2-10 Preparing Journal Entries [LO 3]
The following are the transactions of Spatlighter, Inc_. for the month of January 2013

. Borrowed $3,940 from a local bank on a note due in six months.

. Received $4,630 cash from investors and issued stock ta them._

. Purchased $1000 in equipment, paying $200 cash and promising the rest on a note due in one year.
| Paid $300 cash for supplies.

. Bought and received $700 of supplies on account.

.
by providing feedback and practice material when they :
. . d
need it, where they need it. Connect grades homework .
automatically and gives immediate feedback on any ques- Prepare journal entries for each transaction. (If no entry is required for a transaction/event, select "No Journal

Entry Required” in the first account field.)

tions students may have missed. Our assignable, gradable

eral journal

end-of-chapter content includes a general journal applica-
Journal Entry Worksheet
B EEE

Record the borrowing of $2,940 from a local bank on a note due in six

months ‘ ’ ‘
SR [ e

3940

tion that looks and feels more 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.

Notes Receivable

Other Noncurrent Assets
*Enter debits before credits

done clear ransaction record transaction

GUIDED EXAMPLES
. ) . . b. Borrowed 535,000 cash from a bank and signed a note due in two years.

The guided examples in Connect Accounting provide a

. Assets = Liabilities * _Stockholders’ Equity
narrated, animated, step-by-step walk-through of select T comen Contrbated Capasi
exercises in Intermediate Accounting similar to those as- B sme : ’
signed. These short presentations can be turned on or off
by instructors and provide reinforcement when students T
need it most. o Notes Payable (+4]

General Ledger

Liabilities

“Great for an online class [and] for students that need the extra help in learning a process.”

—Terry Elliott, Morehead State University
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CPA Simulations
Kaplan CPA Ex.am Slmula.tlo.ns allow studen"cs to practice intermediate acco.untlng conc'ept.s in a KAPLAN
web-based environment similar to that used in the actual CPA exam. There will be no hesitation or

CPA REVIEW
confusion when your students sit for the real exam: they’ll know exactly what they need to do.

CPA and CMA Review Questions—Now Available in Connect Accounting!

A CPA and CMA Review Questions section includes multiple-choice questions adapted from a va-
riety of sources including questions developed by the AICPA Board of Examiners and those used
in the Kaplan CPA Review Course to prepare for the CPA examination and focus on the key topics
within each chapter, permitting quick and efficient reinforcement of those topics as well as convey-
ing a sense of the way the topics are covered in the CPA exam. Also, a special section of multiple-
choice questions illustrates coverage of IFRS. The CMA questions are adapted from questions that
previously appeared on Certified Management Accountant (CMA) exams.

CPA and CMA Review Questions Beancct, | ‘

|AccounTING

CPA Exam The following questions are adapted from a variety of sources incluc . ) o
Questions of Examiners and those used in the Kaplan CPA Review Course to s Intermediate Accounting is current,

aring for the CPA examination. Determine the response that best cc i i -
KAPLAN) paring D complete, well written, and highly de

tailed. It belongs in the library of anyone
CPA REVIEW 1. Scott Corp. received cash of $20,000 that was included in reven 9 y y

® LO16-1 $12,000 will not be taxable until 2017. Scott’s enacted tax rate i
amount should Scott report in its 2016 balance sheet for deferre — e 1. Perika, AmEifeen

o $2’W Intercontinental University—Online

who is preparing for the CPA exam.”

STUDENT RESOURCE LIBRARY

The Connect Accounting Student Resources give students access to additional resources such as recorded lectures, online
practice materials, quizzes, Excel templates, alternative exercises and problems, an eBook, and more.

OTHER STUDENT SUPPLEMENTS

Study Guide

Volume 1: ISBN-13: 9780078095276 (MHID: 0078095271)

Volume 2: ISBN-13: 9780078127403 (MHID: 0078127408)

The Study Guide, written by the text authors, provides chapter summaries, detailed illustrations, and a wide variety of self-
study questions, exercises, and multiple-choice problems (with solutions).

Understanding Corporate Annual Reports

Seventh Edition, by William R. Pasewark

ISBN-13: 9780073526935 (ISBN-10: 0073526932)

This project provides students with instruction for obtaining an annual report from a publicly traded corporation and for
making an industry or competitor comparison.
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McGRAW-HILL CONNECT ACCOUNTING FEATURES

Connect Accounting offers powerful tools, resources, Financial Accounting
and features to make managing assignments easier, so

faculty can spend more time teaching.

Assignment Results Show: Rarigmen Rivs
SIMPLE ASSIGNMENT MANAGEMENT __ St B 3
AND SMART GRADING 0 e

With Connect Accounting, creating assignments is easier

than ever, so instructors can spend more time teaching i i kb | s o i
and less time managing. g e el K
e Create and deliver assignments easily with selectable . o el
end-of-chapter questions and test bank items. it o= sidinieda ]l foniodioivdel hostdicyind
e Have assignments scored automatically, giving stu- Vol G e
dents immediate feedback on their work and side-by- Bhainahet, Janam #1500 eotedinnad] olelicte b M et
side comparisons with correct answers. s sy mmpesy | s
e Access and review each response; manually change B, Onsi P swmomy unmes | wmmens oy
grades or leave comments for students to review. i o P cnmary mmmey  woommen | s

e Reinforce classroom concepts with practice assign-

ments, instant quizzes, and exams. Financlal Accounting

# iy @ tenemancs - BT

POWERFUL INSTRUCTOR AND STUDENT ok

udent performance P
REPORTS T

. -
Connect Accounting keeps instructors informed about "
how each student, section, and class is performing, Sl Cork T IET————
allowing for more productive use of lecture and office s ST
hours. The progress-tracking function enables you to: R =

Agugt | QONRIN) RIS 12 GAL ST 1411915 130064l E5T L DTS T3 06AM E5T
Vaive (Poinis|- 160,80, dvarage Scere- 145.90 36 67

e View scored work immediately and track individual

or group performance With assignment and grade re- ammet 1 i DAL E5T e sk 3au i57 an AL £ 25P EOT

Chagmnt 2 W, etal Ve (Rowin) $2 00 Average Scere $908 (100 08%)

ports. T T
. . Chagitn § Gud Totsl Vel ffonts) 13060 mm.?:- 10390 (108 50%)
e Access an instant view of student or class performance e mwanats s on
Chantat 1. 108 =~
relative to learning objectives. N’ oGN] WOGWAET . RASWNGET . W AW
. Chapinr 1 Practics Teisl Vale (Pemtsj: 150 00, Average Seeee: 18030 (92 1I%)|
e Collect data and generate reports required by many ac- o e e
creditation organizations, such as AACSB and AICPA. e e ———
Chater 3 G Teuryakie Ponl 136 80, Avarege Scsey’ 103,88 (108 38}

Sctmrns ziat e e Eeea 8 i e

Students like the flexibility that Connect offers. It has made a major difference in the student athletes’ participation
and performance. They can complete their work and catch up on lectures anytime and anywhere.

—Professor Lisa McKinney, M.T.A., CPA, University of Alabama
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CONNECT INSIGHT

The first and only analytics tool of its kind, Connect In-
sight™ is a series of visual data displays—each framed by
an intuitive question—to provide at-a-glance information
regarding how your class is doing.

Connect Insight™ provides a quick analysis on five key in-
sights, available at a moment's notice from your tablet device.
* How are my students doing?

* How is my section doing?

e How is this student doing?

® How are my assignments doing?

e How is this assignment going?

INSTRUCTOR LIBRARY

The Connect Accounting Instructor Library is a 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 Accounting Instruc-
tor Library includes

® Presentation slides

e Animated PowerPoint exercises

e Solutions manual

e Test bank

e |Instructor’s resource manual

Financial Accounting

@ How is my section doing? Q

Student Distribution - at a glance | 50/ 50 Dive Deeper ®

e Instructor Excel templates. Solutions to the student Excel Templates used to solve selected end-of-chapter

The Connect Accounting Instructor Library also allows you to upload your own files.

7 exercises and problems. These assignments are designated by the Excel icon.

For more information about Connect Accounting, go to www.connect.mheducation.com, or contact your local

McGraw-Hill Higher Education representative.

McGRAW-HILL EDUCATION CUSTOMER EXPERIENCE GROUP CONTACT INFORMATION

At McGraw-Hill Education, 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

training online. Or you can search the knowledge bank of Frequently Asked Questions on our support website. For Cus-
tomer 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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TEGRITY CAMPUS: LECTURES 24/7

Tegrity Campus is a service that makes class time available 24/7 by automatically capturing every

Mc [

oeg rl ty lecture. With a simple one-click start-and-stop process, you capture all computer screens and cor-

m— responding audio in a format that is easily searchable, frame by frame. Students can replay any part
p 9 y y play any p

of any class with easy-to-use browser-based viewing on a PC, Mac, or mobile device.

Help turn your students’ study time into learning moments immediately supported by your lecture. With Tegrity Campus,
you also increase intent listening and class participation by easing students’ concerns about note-taking. Tegrity Campus
will make it more likely you will see students’ faces, not the tops of their heads.

To learn more about Tegrity, watch a 2-minute Flash demo at http://tegritycampus.mhhe.com.

MCGRAW-HILL CAMPUS
- McGraw-Hill Campus™ is a new one-stop teaching and learning experience available to users of
B camp us any learning management system. This institutional service allows faculty and students to enjoy

single sign-on (SSO) access to all McGraw-Hill Higher Education materials, including the award-
winning McGraw-Hill Connect platform, from directly within the institution’s website. To learn more about MH Campus, visit
http://mhcampus.mhhe.com.

¥ 7} - B8
CUSTOM PUBLISHING THROUGH CREATE
McGraw-Hill Create™ is a new, self-service website -
that allows instructors to create custom course mate- - ——
rials by drawing upon McGraw-Hill's comprehensive, toons
cross-disciplinary content. Instructors can add their T

own content quickly and easily and tap into other
rights-secured third party sources as well, then arrange
the content in a way that makes the most sense for
their course. Instructors can even personalize their book with the course name and information and choose the best format
for their students—color print, black-and-white print, or an eBook.

Through Create, instructors can
e Select and arrange the content in a way that makes the most sense for their course.
e Combine material from different sources and even upload their own content.
* Choose the best format for their students—print or eBook.
e Edit and update their course materials as often as they'd like.

Begin creating now at www.mcgrawhillcreate.com.




Xiv PREFACE

ALEKS®

ALEKS Accounting Cycle

ALEKS Accounting Cycle is a web-based pro-
gram that provides targeted coverage of pre-
requisite and introductory material necessary
for student success in Intermediate Account-
ing. ALEKS uses artificial intelligence and
adaptive questioning to assess precisely a stu-
dent’s preparedness and deliver personalized
instruction on the exact topics the student is
most ready to learn. Through comprehen-
sive explanations, practice, and immediate
feedback, ALEKS enables students to quickly

ALEKS" s | [ woaxsser | (=) puaon | msonr | gemons | [Erown =] gAT
e | S Review | &2 oictionary | ] LI - | iT|Gradebook [ % catendar [ .
A ting Cyele (Corporation)

» Merchandising Accounting
(7 of 15)

Closing Process and

Course Mastery
(35 of 55 Topics)

Basic Terminology
(Gof6)

Hasic Transactinns and
Financial Statements (14 of 14}

> Journal Entries
riiries (20 4)

fill individual knowledge gaps in order to build a strong foundation of critical accounting skills. Better prepared students saves
you valuable time at the beginning of your course!

Use ALEKS Accounting Cycle as a pre-course assignment or during the first three weeks of the term to see improved

student confidence and performance, as well as fewer drops.

ALEKS Accounting Cycle Features:

Artificial Intelligence: Targets Gaps in Prerequisite Knowledge

¢ Individualized Learning and Assessment: Ensure Student Preparedness
* Open-Response Environment: Avoids Multiple-Choice and Ensures Mastery
¢ Dynamic, Automated Reports: Easily Identify Struggling Students

For more information, please visit:
www.aleks.com/highered/business.

Read ALEKS Success Stories:

www.aleks.com/highered/business/success_stories.

ALEKS is a registered trademark of ALEKS Corporation.

"With ALEKS, the issues that our finance majors were having with Intermediate Accounting have practically

disappeared.”

—Eric Kelley, University of Arizona
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COURSESMART

Learn Smart. Choose Smart.
CourseSmart is a way for faculty to find and review eTextbooks. It's also a great option for students

who are interested in accessing their course materials digitally and saving money.

CourseSmart offers thousands of the most commonly adopted textbooks across hundreds of courses from a wide variety of
higher education publishers. With the CourseSmart eTextbook, students can save up to 45 percent off the cost of a print book,
reduce their impact on the environment, and access powerful Web tools for learning. CourseSmart is an online eTextbook,
which means users access and view their textbook online when connected to the Internet. Students can also print sections of
the book for maximum portability. CourseSmart eTextbooks are available in one standard online reader with full text search,
notes and highlighting, and e-mail tools for sharing notes between classmates. For more information on CourseSmart, go to

www.coursesmart.com.

EZTEST ONLINE

i The comprehensive test bank includes more than 1,500 true/false, multiple-choice, problems, and matching
E T E SI questions—each tagged by learning objective; topic area; difficulty level; and AACSB, Bloom’s, and AICPA
categories.

McGraw-Hill's EZ Test Online is a flexible and easy-to-use electronic testing program that allows instructors to create tests
from book-specific items. EZ Test Online accommodates a wide range of question types and allows instructors to add their
own questions. Multiple versions of the test can be created and any test can be exported for use with course management
systems such as BlackBoard/WebCT. EZ Test Online gives instructors a place to easily administer exams and quizzes online. The
program is available for Windows and Macintosh environments.

ASSURANCE OF LEARNING READY

Many educational institutions today are focused on the notion of assurance of learning, an important element of some ac-
creditation standards. Intermediate Accounting is designed specifically to support your assurance of learning initiatives with a
simple, yet powerful solution.

Each test bank question for Intermediate Accounting maps to a specific chapter learning objective listed in the text. You can
use our test bank software, EZ Test Online, or Connect Accounting to easily query for learning outcomes/objectives that di-
rectly relate to the learning objectives for your course. You can then use the reporting features of EZ Test Online or Connect
Accounting to aggregate student results in a similar fashion, making the collection and presentation of assurance of learning
data simple and easy.

AACSB STATEMENT P
McGraw-Hill Education is a proud corporate member of AACSB International. Understanding [ [ [ A A( S B
the importance and value of AACSB accreditation, Intermediate Accounting recognizes the INTERNATIONAL

curricula guidelines detailed in the AACSB standards for business accreditation by connecting selected questions in the test
bank to the eight general knowledge and skill guidelines in the AACSB standards.

The statements contained in Intermediate Accounting are provided only as a guide for the users of this textbook. The AACSB
leaves content coverage and assessment within the purview of individual schools, the mission of the school, and the faculty.
While Intermediate Accounting and the teaching package make no claim of any specific AACSB qualification or evaluation,
within the Test Bank to accompany Intermediate Accounting we have labeled selected questions according to the six general
knowledge and skill areas.
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What's New In the Eighth Edition?

Revising a program as successful as Intermediate Accounting takes careful consideration and a strong vision of what a
textbook and digital solution should be. New features aren’t piled on for their own sake; the Spiceland team only imple-
ments changes that constitute real improvements that have been identified through extensive research with users. The
result is a program that never loses its original strengths as it gains in usefulness and flexibility with each revision.

Pervasive changes throughout the program include updating and revising all real-world illustrations, amounts and
discussions involving Dell to PetSmart; revising the Air France-KLM IFRS case to reflect financial statements for the year
ended December 31, 2013; and updating and revising all real-world illustrations, amounts and discussions involving other
companies in the text and end-of-chapter material.

Chapter 1

ENVIRONMENT AND THEORETICAL
STRUCTURE OF FINANCIAL AC-
COUNTING

e Changed opening case to introduce
PetSmart, and featured PetSmart
throughout chapter.

e Updated discussion of the convergence
process to reflect latest SEC reports
and decisions.

¢ Included Additional Consideration
box introducing the Private Company
Council and private company
exceptions to GAAP.

¢ Modified the discussion of financial
reporting concepts to reflect the new
revenue recognition standard.

e Added Where We're Headed box to
discuss the FASB'’s exposure draft on
disclosure.

® Revised Real World Case to show
current financial statements fromThe
Gap, Inc.

Chapter 2

REVIEW OF THE ACCOUNTING
PROCESS

e Added assignment materials on
adjusting entries.

Chapter 3

THE BALANCE SHEET AND FINANCIAL
DISCLOSURES

e All real-world illustrations, amounts,
and discussion throughout involv-
ing other companies were updated to
include most recent amounts.

e Revised the section on usefulness and
limitations of the balance sheet.

e Revised the section on classification
of balance sheet elements—assets,
liabilities, and equity.

® Redesigned lllustration 3-1 to

show basic elements and their
subclassifications.

Redesigned lllustration 3-2 to make
the flow of the operating cycle more
apparent.

Expanded the discussion of restricted
cash in the section on cash and cash
equivalents.

Updated the Where We're Headed box
on the FASB's Financial Statement
Presentation project.

Updated references throughout to
AICPA Professional Standards related to
auditor’s responsibilities with respect to
financial statements.

Replaced term “irregularities” with
“fraud” in the section on notewor-
thy events and transactions and in
the glossary.

Modified the appendix on report-

ing segment information to include
real-world analyses of Abbott
Laboratories, Inc.

Modified Ethics Case 3-16 to include
geographic disclosure of operations
in politically sensitive areas and in tax
haven areas.

Chapter 4

THE INCOME STATEMENT,
COMPREHENSIVE INCOME, AND THE
STATEMENT OF CASH FLOWS

e Revised the chapter and assignment
materials to incorporate the change in
GAAP eliminating the extraordinary
item classification.

® Revised the section on discontinued
operations to reflect the new FASB
Accounting Standards Update.

¢ Moved the Interim Reporting Appendix
from Chapter 5 to Chapter 4 for better
placement.

e Added assignment materials on operat-
ing versus nonoperating income and
the indirect method of presenting cash

flows from operating activities in the
statement of cash flows.

e Added a PetSmart Analysis Case related
to income statement information.

Chapter b

REVENUE RECOGNITION AND PROFIT-
ABILITY ANALYSIS

e Created Parts A and B to provide
comprehensive coverage of the new
revenue recognition standard. Part A
introduces revenue recognition at a
point in time, over a period of time, and
for contracts with multiple performance
obligations. Part B provides in-depth
coverage of the five-step revenue rec-
ognition process and how it relates to
various common sales arrangements.
Created all new assignment material to
support coverage of the new revenue
recognition standard.

Modified coverage of long-term
contracts, and included that material
as Part C.

Modified profitability analysis discus-
sion to analyze Costco and Walmart,
and included that material as Part D.
Created an Appendix that covers
GAAP that is superseded by the new
revenue recognition standard, includ-
ing installment and cost-recovery
methods, accounting for software and
other multiple-element contracts, and
accounting for franchises.

Chapter 6

TIME VALUE OF MONEY CONCEPTS

e Replaced the introductory Financial
Reporting Case to feature the role of
the time value of money on Powerball
winnings.

e Enhanced explanations throughout
the chapter on the distinction between
interest rates and discount rates.




SPICELAND | SEPE | NELSON | THOMAS xvii

We received an incredible amount of feedback prior to writing the eighth edition of Intermediate Accounting.
The following list of changes and improvements is a testament to our users and their commitment to making
Intermediate Accounting the best book of its kind.

e Added an Additional Consideration
box that considers the effect of the
time value of money when a customer
prepays for a purchase rather than
buying on credit.

¢ Revised Real World Case related to zero-
coupon bonds of Johnson & Johnson.

¢ Added a Real World Case dealing
with the present value of Southwest
Airline’s leases.

Chapter /

CASH AND RECEIVABLES

¢ Revised accounts receivable analysis of
Symantec Corp. and CA, Inc.

e Revised coverage of sales discounts

and sales returns to reflect new revenue

recognition standard and supported

that coverage with new assignment

materials.

Added coverage of long-term notes

receivable to complement existing

coverage of short-term notes receivable

and supported that coverage with new

assignment materials.

Added Where We're Headed boxes

discussing the FASB and IASB projects

concerning impairment of notes receiv-

able, providing shorter coverage in

the text and a numerical example in

Appendix 7B.

¢ Revised Real World cases considering
Nike and Del Monte v. Smithfield.

Chapter 8

INVENTORIES: MEASUREMENT

¢ Added assignment materials on LIFO
liquidation and dollar-value LIFO.

e Added a PetSmart Analysis Case related
to inventory method and ratio analysis.

Chapter 9

INVENTORIES: ADDITIONAL ISSUES

® Revised the chapter and assignment
materials to incorporate the change in
GAAP that now requires inventory to
be valued at the lower of cost and net
realizable value.

¢ Revised the section on changes in
inventory method for greater clarity.

Chapter 10

PROPERTY, PLANT, AND EQUIP-
MENT AND INTANGIBLE ASSETS:
ACQUISITION AND DISPOSITION

e Added an Additional Consideration
box on contract acquisition costs to
reflect the new Accounting Standards
Update on revenue recognition.

e Added assignment materials on
interest capitalization, research
and development, and software
development costs.

e Added a PetSmart Analysis Case related
to the reporting of property, plant, and
equipment and intangible assets.

Chapter 11

PROPERTY, PLANT, AND EQUIPMENT
AND INTANGIBLE ASSETS:
UTILIZATION AND IMPAIRMENT

e Added an Additional Consider-

ation box on the new Accounting

Standards Update on the subsequent

measurement of goodwill for private

companies.

Added a Concept Review Exercise that

covers impairment of property, plant,

and equipment and goodwill.

Added aTrueblood Accounting Case

that deals with the measurement of

impairment losses for property, plant,

and equipment.

e Added a PetSmart Analysis Case related
to depreciation and amortization.

Chapter 12

INVESTMENTS

¢ Revised opening financial reporting

case

Replaced the Where We're Headed

Supplement with Where We're Headed

boxes discussing the FASB and IASB

projects concerning classification,

measurement and impairment of

investments.

e Added new assignment material on
IFRS treatment of investments.

e Added new assignment material on

equity method.

Revised assignment material with real-

world cases involving Intel, Unilever,

and Microsoft.

Chapter 13

CURRENT LIABILITIES AND
CONTINGENCIES

¢ Added Additional Consideration box
to provide coverage on accounting for
interest on advanced collections from
customers, as required in the new
revenue recognition standard.

Revised coverage of warranties to be
consistent with new revenue recogni-
tion standard.

Added Additional Consideration box
detailing coverage of rebates, premi-
ums and coupons to be consistent with
new revenue recognition standard.
Added new assignment material with
respect to contingent liabilities and
unasserted claims,

Revised assignment material with real-
world cases involving Dow Chemical,
Morgan Stanley, PetSmart, AU Optron-
ics, B Communications LTD.

Added Trueblood Accounting Cases
involving loss contingencies for litiga-
tion and subsequent events.

Chapter 14

BONDS AND LONG-TERM NOTES

e Added an illustration of Microsoft’s dis-
closure of debt payment commitments.
Revised illustration of Pepsi and Coca
Cola and the related financial statement
analysis comparing their debt-equity
ratios, return on assets, return on
equity, and interest coverage.

Added an example of Lakeland Ban-
corp’s gain on early extinguishment of
debt.

Revised the section describing the fair
value option to reflect the FASB's new
requirement to report related gains and
losses in other comprehensive income.
Also revised related assignment
material.

Revised Appendix A on When Bonds
are Issued between Interest Dates to
include bonds issued at a discount
between interest dates as well as
related assignment material.

Added assignment material on notes
issued for cash from the borrower’s
and lender’s perspectives, notes issued
for a noncash asset from the lender’s
perspective, installment notes from the
lender’s perspective, and an IFRS-based
problem on transaction costs.
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e Revised Problem focusing on Micro-
soft’s zero coupon notes and the FASB
codification system.

¢ Revised Real World Cases involving
Hewlett-Packard’s zero coupon notes,
Walmart's stock option plan.

e Added a Real World Case dealing
with analyzing PetSmart’s financial
statements

Chapter 15

LEASES

* Revised illustration of leased asset
disclosure by Kroger.

e Added an illustration of Hewlett-
Packard’s disclosure of using leases to
sell products.

e Added an illustration of Walmart's dis-
closure of lease payments.

® Revised an illustration of IBM'’s disclo-
sure of sales-type leases.

® Revised an illustration of Walmart's dis-

closure of lease payment commitments

and capitalizing operating leases.

Revised Brief Exercise focusing on

Sonic Corporation’s net investment in

leases.

e Added an Analysis Case designed to
see the financial statement effects of

capitalizing PetSmart’s operating leases.

Revised a Walmart Real World Case
involving lease concepts.
AddedTrueblood Accounting Cases
dealing with the lease classification
issues.

Extensively revised the Where We're
Headed Chapter Supplement on the
proposed lease accounting standards
update as well as all the related assign-
ment materials.

Chapter 16

ACCOUNTING FOR INCOME TAXES

e Revised numerical illustrations to
highlight relationships and provide
T-accounts.

¢ Added Shoe Carnival real-world exam-
ple to show how to extract summary
tax journal entry from disclosure notes
and how to tie that entry to changes in
deferred tax accounts.

¢ Added Additional Consideration box for
accounting for taxes on unrepatriated
foreign earnings.

Added Additional Consideration provid-
ing a template for applying the balance-
sheet focus of tax accounting.

Revised assignment material with
real-world cases involving Delta Air
Lines, Ford Motor Company, Domin-
ion Resources, Walmart, Kroger, and
Macy'’s.

AddedTrueblood case involving valu-
ation allowances against deferred tax
assets.

® Revised Air France-KLM IFRS case.

Chapter 17

PENSIONS AND OTHER POSTRETIRE-
MENT BENEFIT PLANS

¢ Revised illustration of Microsoft's 401K
plan disclosure.

e Added an illustration of General Mills’
disclosure of the components of pen-
sion expense.

e Enhanced the example of amortizing
prior service cost and net gains and
losses.

e Revised Problem focusing onToys “R”
Us’s pension plan.

¢ Added a Real World Case involving
PetSmart’s pension plan.

Chapter 18

SHAREHOLDERS’ EQUITY

® Replaced the introductory Financial
Reporting Case to feature MasterCard’s
share-based compensation plans.

¢ Enhanced the discussion of stock splits
and included Apple Inc's rare 7-for-1
stock split.

e Added an illustration of Abercrombie
& Fitch's disclosure of shareholders’
equity.

¢ Revised Brief Exercise focusing on
Microsoft’s cash dividends.

e Added an Exercise dealing with
Ford Motor Company'’s buyback of
stock to offset stock grant issued to
executives.

¢ Revised Problem focusing on Cisco Sys-
tem'’s reporting of shareholders’ equity.

® Revised Research Case related to the
FASB codification system and Cisco Sys-
tem’s reporting of comprehensive income.

Chapter 19

SHARE-BASED COMPENSATION AND
EARNINGS PER SHARE

e Added extensive discussion of account-
ing for restricted stock units (RSUs),
now the most popular form of share-
based compensation.

e Added an illustration of Apple Inc’s

disclosure of restricted stock units.

Revised illustration of restricted stock

accounting to include restricted stock units.

Revised the section describing the

declining popularity of stock options to

emphasize the role of restricted stock
units in that decline.

Revised the Additional Consideration

box for the effect of the actual exercise

of stock options in EPS calculations.

Added a discussion of including the

effect of restricted stock units (RSUs) in

EPS calculations.

Added an illustration of Foundation

Healthcare Inc’s EPS disclosure.

Added to Appendix B a discussion and

illustration of accounting for restricted

stock units (RSUs that are payable in
cash and treated as a liability.

Added a brief exercise and three

exercises (including one based on

Facebook) dealing with accounting for

restricted stock units.

Revised a Real World Case involving

Walmart’s stock option plan.

Added aTrueblood Accounting Case

dealing with the accounting treatment

for different aspects of a share-based
payment awards.

Added Real World Cases involving

PetSmart’s restricted stock awards and

employee stock purchase plan; Best

Buy’s EPS and antidilutive securities;

Kaman Corporation’s reporting of EPS

and discontinued operations.

® Revised an Analysis Case involving
AIG’s earnings per share.

e Added an Analysis Case involving
PetSmart’s earnings per share.

® Revised a Research Case involving
Kellogg's EPS, PE ratio, and dividend
payout ratio.
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Chapter 20

ACCOUNTING CHANGES AND ERROR

CORRECTIONS

e Added an Abercrombie & Fitch illustra-
tion of disclosure of a change in inven-
tory methods.

e Added Barnes & Noble illustration of a
correction of an error.

Chapter 21

STATEMENT OF CASH FLOWS

REVISITED

* Enhanced the discussion of accounting
for gains and losses on cash equivalent
transactions.

e Added a CVS Caremark Corp illustration
of presenting cash flows from operating
activities by the direct method.

Added aToys “R” Us illustration of
presenting cash flows from operating
activities by the indirect method.

Added aTrueblood Accounting Case
involving presentation issues related to
the statement of cash flows.

Added a PetSmart Real World Case
involving presentation issues related

to a disparity between net income and
cash flows.

Revised a Research Case involving
researching the way cash flows are
reported.

Added a PetSmart Analysis Case for
using free cash flows to analyze cash
flow information.

¢ Revised an IFRS Case involving British
Telecommunications.

Appendix A

Derivatives

e Added a discussion of the immense
size of the derivatives market and the
danger that size poses for the global
financial system.

e Added an Additional Consideration
box on the new Accounting Standards
Update on private company accounting
for derivatives and hedging.

e Revised a Real World Case related to
the Chicago Mercantile Exchange.

¢ Revised a Johnson & Johnson Real
World Case on hedging transactions.
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