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Chapter 1

What Is Financial Accounting, and Why Is It Important?
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1.1 Making Good Financial Decisions about an Organization
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Financial Accounting Information and Company Employees
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1.2 Incorporation and the Trading of Capital Shares

LEARNING OBJECTIVES
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Annual Rate of Return on an Investment in Capital Stock
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1.3 Using Financial Accounting for Wise Decision Making

LEARNING OBJECTIVES
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Financial Accounting Information and Investments in Capital
Stock
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Financial Accounting Information and Other Interested Parties
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The Nature of Financial Information
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Financial Accounting and Verbal Explanations
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The Annual Report

,J:HI>DC���JH>C:HH:H�6C9�DI=:G�DG<6C>O6I>DCH�BJHI�=6K:�HDB:�HIGJ8IJG6A�B:I=D9�;DG
8DCK:N>C<�;>C6C8>6A�>C;DGB6I>DC�6C9�699>I>DC6A�K:G76A�:MEA6C6I>DCH�ID�DJIH>9:�9:8>H>DC
B6@:GH$;�6�EDI:CI>6A�>CK:HIDG�DG�8G:9>IDG�L6CIH�ID�6HH:HH�6�7JH>C:HH�DG<6C>O6I>DC�HJ8=�6H
Johnson & JohnsonJMColgate-Palmolive��>C�L=6I�;DGB�>H�I=6I�>C;DGB6I>DC�9:A>K:G:9�

�INR@M��+JNO�>JHK<ID@N�M@B<M?G@NN�JA�NDU@�KM@K<M@�<I?�?DNOMD=PO@�<I�<IIP<G�M@KJMO
NCJMOGT�<AO@M�OC@�@I?�JA�@<>C�T@<M��$JM�@S<HKG@��OC@������<IIP<G�M@KJMO�JA�OC@
McDonaldÕs Corporation><I�=@�?JRIGJ<?@?�AMJH�OC@�'IO@MI@O�<O
COOK���RRR�<=JPOH>?JI<G?N�>JH�H>?�DIQ@NOJMN�<IIP<G;M@KJMON�COHG�2C@�<IIP<G
M@KJMO�AJM�OC@McDonaldÕs Corporation><I�<GNJ�=@�AJPI?�=T�AJGGJRDIB�OC@N@�NO@KN�

�� %J�OJCOOK���RRR�H>?JI<G?N�>JH�
�� 1>MJGG�OJ�OC@�=JOOJH�JA�OC@�K<B@�<I?�>GD>F�JI�\!JMKJM<O@�]
�� �O�OC@�OJK�JA�OC@�I@SO�N>M@@I��>GD>F�JI�\'IQ@NOJMN]�<O�OC@�OJK�JA�OC@

K<B@�
�� ��KD>OPM@�JAMcDonaldÕsG<O@NO�<IIP<G�M@KJMO�NCJPG?�=@�JI�OC@�I@SO

N>M@@I��!GD>F�JI�OC<O�KD>OPM@�AJM�DO�OJ�?JRIGJ<?�

2CDN�KP=GD><ODJI�DN�JQ@M�ADAOT�K<B@N�DI�G@IBOC�<I?�>JIO<DIN�QDMOP<GGT�<IT�ADI<I>D<G
<>>JPIODIB�DIAJMH<ODJI�OC<O�<�KJO@IOD<G�DIQ@NOJM�JM�>M@?DOJM�>JPG?�I@@?�OJ�H<F@�<I
@NODH<ODJI�JA�OC@�APOPM@�NOJ>F�KMD>@�AJM�OC@�><KDO<G�NOJ>F�DNNP@?�=TMcDonaldÕs<N
R@GG�<N�APOPM@�?DQD?@I?�?DNOMD=PODJIN�<I?�><NC�DIAGJRN�<I?�JPOAGJRN��$JM�@S<HKG@�
C@M@�<M@�NJH@�JA�OC@�HJNO�M@G@Q<IO�KD@>@N�JA�DIAJMH<ODJI�DI>GP?@?�DI�OC@�>JHK<IT_N
�����<IIP<G�M@KJMO�

X .<B@N���OCMJPBC���DN�<�G@OO@M�OJ�NC<M@CJG?@MN�AMJH�OC@�>CD@A�@S@>PODQ@
JAAD>@��OC@�K@MNJI�RCJ�DN�OC@�C@<?�JAMcDonaldÕsH<I<B@H@IO�

X .<B@���DN�<�G@OO@M�OJ�NC<M@CJG?@MN�AMJH�OC@�>C<DM�JA�OC@�=J<M?�JA
?DM@>OJMN�

X .<B@N���OCMJPBC����KM@N@IO�H<I<B@H@IO_N�?DN>PNNDJI�<I?�<I<GTNDN�JA
OC@�>JHK<IT_N�ADI<I>D<G�>JI?DODJI�<I?�M@NPGON�JA�JK@M<ODJIN�

X .<B@N����OCMJPBC����>JIO<DI�OC@�ADI<I>D<G�<>>JPIODIB�DIAJMH<ODJI
AJMH<GGT�M@KJMO@?�=TMcDonaldÕs�

X .<B@N����OCMJPBC����KMJQD?@�Q@M=<G�@SKG<I<ODJIN�<I?�JOC@M�<??DODJI<G
DIAJMH<ODJI�OJ�C@GK�>G<MDAT�OC@�HJI@O<MT�=<G<I>@N�M@KJMO@?�JI�K<B@N
���OCMJPBC����

!C<KO@M���5C<O�'N�$DI<I>D<G��>>JPIODIB��<I?�5CT�'N�'O�'HKJMO<IO�

����3NDIB�$DI<I>D<G��>>JPIODIB�AJM�5DN@�"@>DNDJI�+<FDIB ��

http://www.aboutmcdonalds.com/mcd/investors/annual_reports.html
http://www.mcdonalds.com


X .<B@����D?@IODAD@N�OC@�@S@>PODQ@�H@H=@MN�JA�H<I<B@H@IO�<I?�OC@
JAAD>@MN�RCJ�RJMF�AJMMcDonaldÕs�

X .<B@����GDNON�OC@�H@H=@MN�JA�OC@�=J<M?�JA�?DM@>OJMN�

2CDN�O@SO=JJF�RDGG�AJ>PN�JI�C@GKDIB�NOP?@ION�B<DI�<I�PI?@MNO<I?DIB�JA�OC@�ADI<I>D<G
<>>JPIODIB�DIAJMH<ODJI�OC<O�DN�KMJ?P>@?�=T�<�=PNDI@NN�JMB<IDU<ODJI�<N�@S@HKGDAD@?
=TMcDonaldÕsJI�K<B@N����OCMJPBC����<I?�OC@I�@SKG<DI@?�APMOC@M�DI�K<B@N���
OCMJPBC�����2CJN@�N@Q@IO@@I�K<B@N�AJMH�OC@�C@<MO�JA�OC@�ADI<I>D<G�M@KJMODIB�KMJ>@NN
AJM�OCDN�JMB<IDU<ODJI��&@M@�DI!C<KO@M����5C<O�'N�$DI<I>D<G��>>JPIODIB��<I?�5CT�'N
'O�'HKJMO<IO����HJNO�NOP?@ION�RDGG�PI?@MNO<I?�Q@MT�GDOOG@�JA�OC@�<Q<DG<=G@�?<O<�<=JPO
McDonaldÕs��&JR@Q@M��RDOC�><M@APG�M@<?DIB��OCJPBCO��<I?�RJMF��=T�OC@�>JI>GPNDJI
JA!C<KO@M�����'I�<�1@O�JA�$DI<I>D<G�1O<O@H@ION��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�=T
OC@�1O<O@H@IO�JA�!<NC�$GJRN����NOP?@ION�NCJPG?�C<Q@�<�RJMFDIB�FIJRG@?B@�JA
ADI<I>D<G�<>>JPIODIB�<I?�DON�MPG@N�<I?�KMJ>@?PM@N��2C@T�RDGG�OC@I�=@�<=G@�OJ�<I<GTU@
<�BJJ?�K@M>@IO<B@�JA�OC@�DIAJMH<ODJI�M@KJMO@?�=T�<IT�=PNDI@NN�<N�<�=<NDN�AJM�H<FDIB
RDN@�?@>DNDJIN�<=JPO�OC@�=PTDIB�<I?�N@GGDIB�JA�DON�><KDO<G�NOJ>F�<I?�OC@�@SO@INDJI�JA
>M@?DO�<I?�GJ<IN�

KEY TAKEAWAY

2CMJPBCJPO�OC@�RJMG?�@<>C�?<T��DIQ@NOJMN�=PT�<I?�N@GG�OC@�><KDO<G�NOJ>F
NC<M@N�JA�OCJPN<I?N�JA�=PNDI@NN@N��-OC@M�DI?DQD?P<GN�>CJJN@�OJ�GJ<I�HJI@T
JM�BM<IO�>M@?DO�OJ�OC@N@�N<H@�JMB<IDU<ODJIN��1P>C�?@>DNDJIN�<M@�=<N@?�JI
<NN@NNDIB�KJO@IOD<G�MDNFN�<I?�M@R<M?N��$DI<I>D<G�<>>JPIODIB�KMJQD?@N
DIAJMH<ODJI�OJ�OC@N@�?@>DNDJI�H<F@MN�OJ�C@GK�OC@H�@Q<GP<O@�OC@�KJNND=DGDOT
JA�><KDO<G�NOJ>F�KMD>@�<KKM@>D<ODJI��><NC�?DQD?@I?�?DNOMD=PODJIN��<I?�OC@
=PNDI@NN_N�<=DGDOT�OJ�B@I@M<O@�><NC�OJ�H@@O�J=GDB<ODJIN�<N�OC@T�>JH@�?P@�
2CDN�DIAJMH<ODJI�DN�ADI<I>D<G�DI�I<OPM@��H@<IDIB�OC<O�DO�DN�NO<O@?�DI�HJI@O<MT
O@MHN��&JR@Q@M��IPH@MD><G�?<O<�<GJI@�DN�JA�GDHDO@?�Q<GP@��2CPN��ADI<I>D<G
<>>JPIODIB�KMJQD?@N�HJI@O<MT�=<G<I>@N�<N�R@GG�<N�>G<MDATDIB�Q@M=<G
@SKG<I<ODJIN�OJ�<NNDNO�PN@MN�DI�<NN@NNDIB�OC@�ADI<I>D<G�C@<GOC�<I?�APOPM@
KMJNK@>ON�JA�<�K<MOD>PG<M�=PNDI@NN��2CDN�DIAJMH<ODJI�DN�H<?@�<Q<DG<=G@�OJ
DIO@M@NO@?�K<MOD@N�<N�JI@�KJMODJI�JA�OC@�<IIP<G�M@KJMO�OC<O�HJNO�=PNDI@NN
>JMKJM<ODJIN�KMJ?P>@�@<>C�T@<M�

!C<KO@M���5C<O�'N�$DI<I>D<G��>>JPIODIB��<I?�5CT�'N�'O�'HKJMO<IO�

����3NDIB�$DI<I>D<G��>>JPIODIB�AJM�5DN@�"@>DNDJI�+<FDIB ��



Talking with a Real Investing Pro
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1.4 End-of-Chapter Exercises
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Chapter 2

What Should Decision Makers Know in Order to Make Good
Decisions about an Organization?
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2.1 Creating a Portrait of an Organization That Can Be Used by Decision
Makers

LEARNING OBJECTIVES
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Financial Statements: The Portrait of an Organization
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A Likeness Does Not Have to Be Exact
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2.2 Dealing with Uncertainty

LEARNING OBJECTIVES
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Accounting as the Language of Business
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2.3 The Need for Accounting Standards

LEARNING OBJECTIVES
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The Existence of Formal Accounting Standards
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Typical Opinions on Moving to the Use of IFRS
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The Development of Accounting Standards
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Talking with an Independent Auditor about International
Financial Reporting Standards
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2.4 Four Essential Terms Encountered in Financial Accounting
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Examples of Typical Assets
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Four Essential Terms Encountered in Financial Accounting
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Talking with a Real Investing Pro (Continued)
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2.5 End-of-Chapter Exercises
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Chapter 3

How Is Financial Information Delivered to Decision Makers Such
as Investors and Creditors?
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3.1 Construction of Financial Statements Beginning with the Income
Statement
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Financial Statements Provide Physical Structure for Financial
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Reporting Revenues and Expenses on an Income Statement
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Reporting Gains and Losses
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Cost of Goods Sold and Gross Profit
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Placement of Income Taxes on an Income Statement
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3.2 Reported Profitability and the Impact of Conservatism
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The Significance of Reported Net Income
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3.3 Increasing the Net Assets of a Company

LEARNING OBJECTIVES
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The Trading of Shares of Capital Stock
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3.4 Reporting a Balance Sheet and a Statement of Cash Flows

LEARNING OBJECTIVES
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Information Reported on a Balance Sheet
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The Accounting Equation
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Accounting Equation (Version 1):
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Accounting Equation (Version 3):
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The Statement of Cash Flows

,J:HI>DC��/=:�;DJGI=�6C9�;>C6A�;>C6C8>6A�HI6I:B:CI�>H�I=:�HI6I:B:CI�D;�86H=�;ADLH��6H=�>H�HD
>BEDGI6CI�ID�6C�DG<6C>O6I>DC�6C9�>IH�;>C6C8>6A�=:6AI=�I=6I�6�8DBEA:I:�HI6I:B:CI�>H�9:KDI:9�ID
EG:H:CI>C<�I=:�8=6C<:H�I=6I�IDD@�EA68:�>C�I=>H�DC:�6HH:I��H�86C�7:�>C;:GG:9�;GDB�I=:�I>IA:�
I=>H�HI6I:B:CI�EGDK>9:H�6�EDGIG6>I�D;�I=:�K6G>DJH�L6NH�I=:�G:EDGI>C<�8DBE6CN�<:C:G6I:9�86H=
9JG>C<�I=:�N:6G�6C9�I=:�JH:H�I=6I�L:G:�B69:�D;�>I#DL�>H�I=:�HI6I:B:CI�D;�86H=�;ADLH
HIGJ8IJG:9�

�INR@M��"@>DNDJI�H<F@MN�KG<>@�>JIND?@M<=G@�@HKC<NDN�JI�<�>JHK<IT_N�<=DGDOT�OJ
B@I@M<O@�NDBIDAD><IO�><NC�DIAGJRN�<I?�OC@I�H<F@�RDN@�PN@�JA�OC<O�HJI@T�$DBPM@����
�1O<O@H@IO�JA�!<NC�$GJRN�KM@N@ION�<I�@S<HKG@�JA�OC<O�DIAJMH<ODJI�DI�<�NO<O@H@IO
JA�><NC�AGJRN�AJM�"<QD?NJI�%MJ>@MD@N�AJM�OC@�T@<M�@I?@?�"@>@H=@M������66���,JO@
OC<O�<GG�OC@�><NC�>C<IB@N�<M@�?DQD?@?�DIOJ�OCM@@�NK@>DAD>�N@>ODJIN�

X Operating activities ��

X Investing activities ��

X Financing activities ��

��� ��NO<O@H@IO�JA�><NC�AGJR
><O@BJMT�M@G<ODIB�OJ�><NC
M@>@DKON�<I?�?DN=PMN@H@ION
<MDNDIB�AMJH�OC@�KMDH<MT
<>ODQDOD@N�JA�OC@�JMB<IDU<ODJI�

��� ��NO<O@H@IO�JA�><NC�AGJR
><O@BJMT�M@G<ODIB�OJ�><NC
M@>@DKON�<I?�?DN=PMN@H@ION
<MDNDIB�AMJH�<I�<NN@O
OM<IN<>ODJI�JOC@M�OC<I�JI@
M@G<O@?�OJ�OC@�KMDH<MT
<>ODQDOD@N�JA�OC@�JMB<IDU<ODJI�

��� ��NO<O@H@IO�JA�><NC�AGJR
><O@BJMT�M@G<ODIB�OJ�><NC
M@>@DKON�<I?�?DN=PMN@H@ION
<MDNDIB�AMJH�<�GD<=DGDOT�JM
NOJ>FCJG?@MN_�@LPDOT
OM<IN<>ODJI�JOC@M�OC<I�JI@
M@G<O@?�OJ�OC@�KMDH<MT
<>ODQDOD@N�JA�OC@�JMB<IDU<ODJI�

!C<KO@M���&JR�'N�$DI<I>D<G�'IAJMH<ODJI�"@GDQ@M@?�OJ�"@>DNDJI�+<F@MN�1P>C�<N�'IQ@NOJMN�<I?�!M@?DOJMN�

����0@KJMODIB�<� <G<I>@�1C@@O�<I?�<�1O<O@H@IO�JA�!<NC�$GJRN ���



!><JG:��� .I6I:B:CI�D;��6H=�!ADLH/=:�86H=�;ADLH�G:HJAI>C<�;GDB�DE:G6I>C<�68I>K>I>:H�6G:�7:>C<�H=DLC�=:G:
JH>C<�I=:�9>G:8I�B:I=D9��6C�6EEGD68=�G:8DBB:C9:9�7N�I=:�!�.��/=>H�;DGB6I�H=DLH�I=:�68IJ6A�6BDJCI�D;�86H=
;ADLH�8G:6I:9�7N�>C9>K>9J6A�DE:G6I>C<�68I>K>I>:H�HJ8=�6H�H6A:H�ID�8JHIDB:GH�6C9�EJG8=6H:H�D;�>CK:CIDGN�$C�I=:
7JH>C:HH�LDGA9��6C�6AI:GC6I>K:�@CDLC�6H�I=:�>C9>G:8I�B:I=D9�>H�BDG:�8DBBDCAN�:C8DJCI:G:9�/=>H�>C9>G:8I
B:I=D9�L>AA�7:�9:BDCHIG6I:9�>C�9:I6>A�>C�=6EI:G�����$C�6�.:I�D;�!>C6C8>6A�.I6I:B:CIH��2=6I�$C;DGB6I>DC�$H
�DCK:N:9�7N�I=:�.I6I:B:CI�D;��6H=�!ADLH��

Classification of Cash Flows
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Talking with a Real Investing Pro (Continued)
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3.5 End-of-Chapter Exercises
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Chapter 4

How Does an Organization Accumulate and Organize the
Information Necessary to Create Financial Statements?
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4.1 The Essential Role of Transaction Analysis
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4.2 Understanding the Effects Caused by Common Transactions
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Recording the Sale of Inventory
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Recording a Capital Contribution by an Owner
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The Collection of an Account Receivable
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Payment Made on an Earlier Purchase
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Payment of Rent in Advance
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4.3 Double-Entry Bookkeeping

LEARNING OBJECTIVES

�O�OC@�@I?�JA�OCDN�N@>ODJI��NOP?@ION�NCJPG?�=@�<=G@�OJ�H@@O�OC@�AJGGJRDIB
J=E@>ODQ@N�

�� #SKG<DI�OC@�CDNOJMT�JA�?JP=G@@IOMT�=JJFF@@KDIB�
�� *DNO�OC@�AJPM�NO@KN�AJGGJR@?�DI�OC@�<>>JPIODIB�KMJ>@NN�
�� 'I?D><O@�OC@�KPMKJN@�JA�<�2<>>JPIO�
�� *DNO�OC@�=<ND>�MPG@N�AJM�H<FDIB�PN@�JA�?@=DON�<I?�>M@?DON�
�� "@N>MD=@�OC@�M@<NJI�OC<O�?@=DON�<I?�>M@?DON�<M@�<GR<TN�@LP<G�AJM�@Q@MT

OM<IN<>ODJI�

Double-Entry Bookkeeping
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4.4 Recording Transactions Using Journal Entries

LEARNING OBJECTIVES
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The Purpose of a Journal Entry
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Practicing with Debits and Credits
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Journal Entry for Acquisition of Inventory on Credit
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Recording Payment of an Expense
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Journal Entry When Money Is Borrowed
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Recording Sale of Inventory on Credit
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The Role of Accrual Accounting
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4.5 Connecting the Journal to the Ledger

LEARNING OBJECTIVES
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Payment of a Previously Recognized Expense
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Issuance of Capital Stock
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Collection Made on Account Receivable
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Paying for a Previous Purchase
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Prepayment of an Expense
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Acquisition of Land
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Sale of an Asset Other Than Inventory
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Receiving Cash before the Earning Process Is Complete
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Distribution of a Dividend
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Current T-Account Balances

,J:HI>DC��2>I=�69:FJ6I:�EG68I>8:��D7I6>C>C<�6C�JC9:GHI6C9>C<�D;�I=:�GJA:H�;DG�9:7>IH�6C9
8G:9>IH�>H�6�G:6HDC67A:�<D6A�#DL:K:G��I=:H:�?DJGC6A�:CIG>:H�9D�CDI�EGDK>9:�I=:�8JGG:CI
76A6C8:�D;�6CN�688DJCI�/=:N�G:8DG9�I=:�:;;:8I�D;�:68=�IG6CH68I>DC�7JI�CDI�I=:�JE96I:9
688DJCI�IDI6AH��;><JG:H�I=6I�8DJA9�8=6C<:�B6CN�I>B:H�:K:GN�96N#DL�9D:H�6C�688DJCI6CI
@::E�IG68@�D;�I=:�8JGG:CI�76A6C8:�D;�86H=��>CK:CIDGN��G:CI�:ME:CH:��DG�I=:�BNG>69�DI=:G
688DJCIH�I=6I�6EE:6G�DC�6�H:I�D;�;>C6C8>6A�HI6I:B:CIH�

!C<KO@M���&JR�"J@N�<I�-MB<IDU<ODJI��>>PHPG<O@�<I?�-MB<IDU@�OC@�'IAJMH<ODJI�,@>@NN<MT�OJ�!M@<O@�$DI<I>D<G
1O<O@H@ION�

����!JII@>ODIB�OC@�(JPMI<G�OJ�OC@�*@?B@M ���



�INR@M��'I�<I�<>>JPIODIB�NTNO@H��OC@�M@>JM?DIB�KMJ>@NN�DN�>JHKJN@?�JA�ORJ�?DNODI>O
NO@KN�

�� �AO@M�<I<GTUDIB�OC@�ADI<I>D<G�DHK<>O�JA�<�OM<IN<>ODJI��<�EJPMI<G�@IOMT�DN
>M@<O@?�OJ�M@AG@>O�OC@�HJI@O<MT�DHK<>O�JI�M@G@Q<IO�<>>JPION�

�� 2C@I��@<>C�DI?DQD?P<G�?@=DO�<I?�>M@?DO�DN�<??@?�OJ�OC@�NK@>DAD>�2
<>>JPIO�=@DIB�<GO@M@?��<�KMJ>@NN�FIJRI�<N�\KJNODIB�]���?@=DO�OJ�><NC�DI
<�EJPMI<G�@IOMT�DN�GDNO@?�<N�<�?@=DO�DI�OC@�><NC�2<>>JPIO����>M@?DO�H<?@
OJ�IJO@N�K<T<=G@�DN�M@>JM?@?�<N�<�>M@?DO�RDOCDI�OC@�>JMM@NKJI?DIB�2
<>>JPIO���AO@M�<GG�@IOMD@N�<M@�KJNO@?��OC@�>PMM@IO�=<G<I>@�AJM�<IT
<>>JPIO�><I�=@�?@O@MHDI@?�=T�<??DIB�OC@�?@=DO�<I?�OC@�>M@?DO�ND?@N�JA
OC@�2<>>JPIO�<I?�I@OODIB�OC@�ORJ�

&DNOJMD><GGT��KJNODIB�OC@�DI?DQD?P<G�>C<IB@N�NCJRI�DI�@<>C�EJPMI<G�@IOMT�OJ�OC@
NK@>DAD>�2<>>JPION�R<N�<�O@?DJPN�<I?�NGJR�KMJ>@NN�K@MAJMH@?�H<IP<GGT��2J?<T�
<POJH<O@?�NTNO@HN�<M@�?@NDBI@?�NJ�OC<O�OC@�DHK<>O�JA�@<>C�@IOMT�DN�NDHPGO<I@JPNGT
M@>JM?@?�DI�OC@�KMJK@M�2<>>JPION�AJPI?�DI�OC@�G@?B@M�

$JM�DGGPNOM<ODJI�KPMKJN@N��<GG�JA�OC@�EJPMI<G�@IOMD@N�M@>JM?@?�@<MGD@M�C<Q@�=@@I
KJNO@?�DIOJ�OC@�G@?B@M�2<>>JPION�NCJRI�DI$DBPM@�������*<RI?<G@�!JHK<IT
(JPMI<G[$DI<G�"<TN�JA�7@<M�$JPM���#<>C�<>>JPIO�DI>GP?@N�OC@�KM@QDJPN�=<G<I>@�	. 

AJPI?�DI�OC@�OMD<G�=<G<I>@�DI$DBPM@������ <G<I>@N�$MJH�2<>>JPION�DI�*@?B@M���2C@
I@R�?@=DON�<I?�>M@?DON�<M@�OC@I�KJNO@?�AJM�@<>C�JA�OC@�AJPMO@@I�N<HKG@�OM<IN<>ODJIN�
$JM�>MJNNM@A@M@I>DIB�KPMKJN@N��OC@�IPH=@M�JA�OC@�>JMM@NKJI?DIB�EJPMI<G�@IOMT�DN
DI>GP?@?��2C@�?@=DO�<I?�>M@?DO�ND?@N�JA�@<>C�<>>JPIO�<M@�NPHH@?�<I?�I@OO@?�OJ
?@O@MHDI@�OC@�>PMM@IO�=<G<I>@�	! 
��$JM�@S<HKG@��OC@�><NC�2<>>JPIO�C<N���������<N
OC@�OJO<G�JA�<GG�?@=DON�<I?���������AJM�<GG�>M@?DON��RCD>C�I@O�OJ�<�>PMM@IO�=<G<I>@�JA
��������

�AO@M�<GG�JA�OC@�<??DODJI<G�EJPMI<G�@IOMD@N�C<Q@�=@@I�KJNO@?�DIOJ�OC@�G@?B@M��<I
PK?<O@?�OMD<G�=<G<I>@�><I�=@�?M<RI�AMJH�OC@�DI?DQD?P<G�2<>>JPIO�=<G<I>@N��,J
>C<IB@�DN�>M@<O@?�=T�OCDN�KMJ>@NN��=PO��<N�><I�=@�N@@I�DI$DBPM@�������*<RI?<G@
!JHK<IT�2MD<G� <G<I>@�	<AO@M�<GG�EJPMI<G�@IOMD@N�C<Q@�=@@I�KJNO@?
["@>@H=@M����
7@<M�$JPM���OC@�<>>JPION�<I?�OC@DM�>PMM@IO�=<G<I>@N�<M@�HP>C�@<ND@M�OJ�N@@��1DHKGT
OC@�>G<MDOT�JA�OC@�DIAJMH<ODJI�><I�C@GK�<>>JPIO<ION�NKJO�<>>JPION�OC<O�H<T�>JIO<DI
@MMJMN�=@><PN@�JA�PIPNP<G�JM�PI@SK@>O@?�OJO<GN�

!C<KO@M���&JR�"J@N�<I�-MB<IDU<ODJI��>>PHPG<O@�<I?�-MB<IDU@�OC@�'IAJMH<ODJI�,@>@NN<MT�OJ�!M@<O@�$DI<I>D<G
1O<O@H@ION�

����!JII@>ODIB�OC@�(JPMI<G�OJ�OC@�*@?B@M ���



!><JG:���� '6LC96A:��DBE6CN�':9<:GR�:8:B7:G�����4:6G�!DJG

!C<KO@M���&JR�"J@N�<I�-MB<IDU<ODJI��>>PHPG<O@�<I?�-MB<IDU@�OC@�'IAJMH<ODJI�,@>@NN<MT�OJ�!M@<O@�$DI<I>D<G
1O<O@H@ION�

����!JII@>ODIB�OC@�(JPMI<G�OJ�OC@�*@?B@M ���



!><JG:���� '6LC96A:��DBE6CN�/G>6A��6A6C8:��6;I:G�6AA�?DJGC6A�:CIG>:H�=6K:�7::C�EDHI:9�R�:8:B7:G�����4:6G
!DJG

KEY TAKEAWAY

'IDOD<G�>JQ@M<B@�JA�OC@�M@>JM?DIB�JA�=<ND>�OM<IN<>ODJIN�DN�>JI>GP?@?�C@M@
OCMJPBC�<I<GTNDN�JA�OC@�K<TH@IO�JA�DINPM<I>@��OC@�>JIOMD=PODJI�JA�><KDO<G�
OC@�KPM>C<N@�<I?�N<G@�JA�G<I?��OC@�M@>@DKO�JA�><NC�KMDJM�OJ�RJMF�=@DIB
K@MAJMH@?��OC@�K<TH@IO�JA�?DQD?@I?N�OJ�JRI@MN��<I?�OC@�GDF@���AO@M�OC@
DHK<>O�JA�@<>C�@Q@IO�DN�<N>@MO<DI@?��?@=DON�<I?�>M@?DON�<M@�PN@?�OJ�M@>JM?
OC@N@�>C<IB@N�RDOCDI�OC@�EJPMI<G��2C@N@�EJPMI<G�@IOMD@N�<M@�OC@I�KJNO@?�OJ
OC@�<KKMJKMD<O@�2<>>JPION�OJ�HJIDOJM�OC@�@Q@M>C<IBDIB�<>>JPIO�=<G<I>@N�
�GG�2<>>JPION�<M@�KCTND><GGT�GJ><O@?�DI�<�G@?B@M��RCD>C�DN�<GNJ�FIJRI�<N�<
B@I@M<G�G@?B@M��(JPMI<G�@IOMD@N�?J>PH@IO�OC@�@AA@>O�JA�OM<IN<>ODJIN��2
<>>JPION�H<DIO<DI�OC@�>PMM@IO�=<G<I>@�JA�@Q@MT�<>>JPIO�

!C<KO@M���&JR�"J@N�<I�-MB<IDU<ODJI��>>PHPG<O@�<I?�-MB<IDU@�OC@�'IAJMH<ODJI�,@>@NN<MT�OJ�!M@<O@�$DI<I>D<G
1O<O@H@ION�

����!JII@>ODIB�OC@�(JPMI<G�OJ�OC@�*@?B@M ���



Talking with a Real Investing Pro (Continued)

$JGGJRDIB�DN�<�>JIODIP<ODJI�JA�JPM�DIO@MQD@R�RDOC�)@QDI�%�� PMIN�

,J:HI>DC��5C@I�TJP�R@M@�<�>JGG@B@�NOP?@IO�H<EJMDIB�DI�<>>JPIODIB��TJP�G@<MI@?
<GG�OC@�?@=DO�<I?�>M@?DO�MPG@N�<N�R@GG�<N�<=JPO�OC@�MJG@�JA�EJPMI<G�@IOMD@N�<I?�OC@
B@I@M<G�G@?B@M��'I�TJPM�T@<MN�<N�<I�DIQ@NOH@IO�<?QDNJM��C<N�OCDN�FIJRG@?B@�@Q@M
KMJQ@I�OJ�=@�C@GKAPG�OJ�TJP�<I?�TJPM�><M@@M�

&:K>C��JGCH���GOCJPBC�'�I@Q@M�KG<II@?�OJ�=@�<I�<>>JPIO<IO�RC@I�'�R<N�DI
>JGG@B@��'�AJPI?�OC@�DIO@MI<G�GJBD>�JA�OC@�?@=DO�<I?�>M@?DO�MPG@N�LPDO@�A<N>DI<ODIB�
2CDIFDIB�OCMJPBC�OM<IN<>ODJIN�<I?�ADBPMDIB�JPO�OC@�KMJK@M�M@>JM?DIB�KMJ>@NN
R<N�<�BM@<O�DIOMJ?P>ODJI�OJ�=PNDI@NN�JK@M<ODJIN��'I�<GG�CJI@NOT��<N�<I
DIQ@NOH@IO�<?QDNJM��'�K<T�HJM@�<OO@IODJI�OJ�<NN@O�Q<GP@N�<I?�JOC@M�=<G<I>@
NC@@O�DIAJMH<ODJI�OC<I�OC@�<>>JPIODIB�KMJ>@NN�OC<O�DN�PN@?�OJ�B<OC@M�OCDN
DIAJMH<ODJI��&JR@Q@M��'�<GNJ�C<KK@I�OJ�JRI�<�M@NO<PM<IO�<I?�'�<GR<TN�ADI?�DO
DIO@M@NODIB�RC@I�'�?DB�OCMJPBC�OC@�NK@>DAD>�@SK@IN@�<>>JPION�GJJFDIB�AJM�R<TN
OJ�=@�HJM@�@AAD>D@IO�

$JM�DINO<I>@��M@>@IOGT�RC@I�'�N<R�OC<O�R@�C<?�NK@IO�<�GJO�JA�HJI@T�G<NO�T@<M�JI
=PDG?DIB�H<DIO@I<I>@��'�>JPG?�IJO�DH<BDI@�CJR�OC<O�R<N�KJNND=G@��'�?PB�OCMJPBC
OC@�2<>>JPIO�HTN@GA�<I?�AJPI?�<�M@>JM?DIB�@MMJM�OC<O�I@@?@?�OJ�=@�ADS@?�OC<O
>C<IB@?�JPM�I@O�DI>JH@��+T�=<>FBMJPI?�<GGJR@?�H@�OJ�PI?@MNO<I?�OC@�@IODM@
KMJ>@NN��$M@LP@IOGT��<N�'�NOP?T�OC@�Q<MDJPN�?@=DON�RDOCDI�JPM�@SK@IN@N��'�<H�<=G@
OJ�NKJO�<M@<N�RC@M@�OC@�M@NO<PM<IO�><I�N<Q@�HJI@T��'�<H�<GR<TN�<H<U@?�OC<O
NJH@�=PNDI@NN�JRI@MN�N@@H�<GHJNO�N><M@?�OJ�GJJF�DIOJ�OC@DM�JRI�ADI<I>D<G
DIAJMH<ODJI��'�OCDIF�OC@T�<M@�<AM<D?�JA�A@@GDIB�NOPKD?�� PO��OC@�HJM@�DIAJMH<ODJI
TJP�C<Q@��OC@�HJM@�GDF@GT�DO�DN�OC<O�TJP�RDGG�H<F@�HJI@T�

Video Clip

	>GD>F�OJ�N@@�QD?@J


+GD;:HHDG�%D:�#DNA:�I6A@H�67DJI�I=:�;>K:�BDHI�>BEDGI6CI�ED>CIH�>C�=6EI:G����#DL��D:H�6C�*G<6C>O6I>DC
�88JBJA6I:�6C9�*G<6C>O:�I=:�$C;DGB6I>DC�):8:HH6GN�ID��G:6I:�!>C6C8>6A�.I6I:B:CIH��

!C<KO@M���&JR�"J@N�<I�-MB<IDU<ODJI��>>PHPG<O@�<I?�-MB<IDU@�OC@�'IAJMH<ODJI�,@>@NN<MT�OJ�!M@<O@�$DI<I>D<G
1O<O@H@ION�

����!JII@>ODIB�OC@�(JPMI<G�OJ�OC@�*@?B@M ���

http://bit.ly/hoyle4-2


4.6 End-of-Chapter Exercises
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Chapter 5

Why Is Financial Information Adjusted Prior to the Production
of Financial Statements?
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5.1 The Need for Adjusting Entries
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Adjusting Entry to Recognize an Accrued Expense
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5.2 Preparing Various Adjusting Entries

LEARNING OBJECTIVES
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Recognizing Accrued Revenue
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The Earning Process
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TEST YOURSELF
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The Revenue Recognition Principle
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Unearned Revenue
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5.3 Preparation of Financial Statements

LEARNING OBJECTIVES

�O�OC@�@I?�JA�OCDN�N@>ODJI��NOP?@ION�NCJPG?�=@�<=G@�OJ�H@@O�OC@�AJGGJRDIB
J=E@>ODQ@N�

�� .M@K<M@�<I�DI>JH@�NO<O@H@IO��NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN��<I?
=<G<I>@�NC@@O�=<N@?�JI�OC@�=<G<I>@N�DI�<I�<?EPNO@?�OMD<G�=<G<I>@�

�� #SKG<DI�OC@�KPMKJN@�<I?�>JINOMP>ODJI�JA�>GJNDIB�@IOMD@N�

Preparing Financial Statements

,J:HI>DC��/=:�688DJCI>C<�EGD8:HH�>H�8A:6GAN�6�H:G>:H�D;�9:;>C:9�HI:EH�I=6I�I6@:�6�BJAI>IJ9:�D;
BDC:I6GN�IG6CH68I>DCH�6C9�:K:CIJ6AAN�IJGC�I=:B�>CID�;6>GAN�EG:H:CI:9�;>C6C8>6A�HI6I:B:CIH
�;I:G�6AA�69?JHI>C<�:CIG>:H�=6K:�7::C�G:8DG9:9�>C�I=:�?DJGC6A�6C9�EDHI:9�ID�I=:�6EEGDEG>6I:�/�
688DJCIH�>C�I=:�A:9<:G��L=6I�=6EE:CH�C:MI�>C�I=:�688DJCI>C<�EGD8:HH�

�INR@M���AO@M�OC@�<?EPNODIB�@IOMD@N�<M@�KJNO@?��OC@�<>>JPIO<IO�NCJPG?�=@GD@Q@�OC<O
<GG�H<O@MD<G�HDNNO<O@H@ION�C<Q@�=@@I�M@HJQ@?�AMJH�OC@�<>>JPION��2CPN��OC@T�<M@
KM@N@IO@?�A<DMGT�<>>JM?DIB�OJ�3�1��%��.�	JM�'$01
�<I?�><I�=@�PN@?�=T�?@>DNDJI
H<F@MN���N�JI@�ADI<G�>C@>F��<I�<?EPNO@?�OMD<G�=<G<I>@�DN�KMJ?P>@?�AJM�<�G<NO��><M@APG
M@QD@R���NNPHDIB�OC<O�IJ�<??DODJI<G�>JI>@MIN�<M@�PI>JQ@M@?��OC@�<>>JPIO<IO
KM@K<M@N�<I�DI>JH@�NO<O@H@IO��<�NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN��<I?�<�=<G<I>@
NC@@O�

2C@�=<ND>�ADI<I>D<G�NO<O@H@ION�<M@�OC@I�>JHKG@O@?�=T�OC@�KMJ?P>ODJI�JA�<�NO<O@H@IO
JA�><NC�AGJRN��'I�>JIOM<NO�OJ�OC@�KM@QDJPN�OCM@@��OCDN�NO<O@H@IO�?J@N�IJO�M@KJMO
@I?DIB�G@?B@M�<>>JPIO�=<G<I>@N�=PO�M<OC@M�?DN>GJN@N�<I?�JMB<IDU@N�<GG�JA�OC@�>C<IB@N
OC<O�OJJF�KG<>@�?PMDIB�OC@�K@MDJ?�DI�OC@�>JHKJNDODJI�JA�OC@�><NC�<>>JPIO���N
DI?D><O@?�DI!C<KO@M����&JR�'N�$DI<I>D<G�'IAJMH<ODJI�"@GDQ@M@?�OJ�"@>DNDJI�+<F@MN
1P>C�<N�'IQ@NOJMN�<I?�!M@?DOJMN����><NC�AGJRN�<M@�>G<NNDAD@?�<N�M@NPGODIB�AMJH
JK@M<ODIB�<>ODQDOD@N��DIQ@NODIB�<>ODQDOD@N��JM�ADI<I>DIB�<>ODQDOD@N�

2C@�M@KJMODIB�KMJ>@NN�DN�OC@I�ADI<GDU@?�=T�OC@�KM@K<M<ODJI�JA�@SKG<I<OJMT�IJO@N�OC<O
<>>JHK<IT�<�N@O�JA�ADI<I>D<G�NO<O@H@ION�

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

���



2C@�ADI<G�OMD<G�=<G<I>@�AJM�OC@�*<RI?<G@�!JHK<IT�	DI>GP?DIB�OC@�AJPM�<?EPNODIB
@IOMD@N�KMJ?P>@?�@<MGD@M
�DN�KM@N@IO@?�DI$DBPM@������3K?<O@?�2MD<G� <G<I>@�AJM
*<RI?<G@�!JHK<IT["@>@H=@M�����7@<M�$JPM�	<AO@M�KJNODIB�AJPM�<?EPNODIB�@IOMD@N�OJ
� ��2C@�JMDBDI<G�OMD<G�=<G<I>@�DI$DBPM@������3K?<O@?�2MD<G� <G<I>@�AJM�OC@�*<RI?<G@
!JHK<IT� C<N�=@@I�PK?<O@?�=T�OC@�AJPM�<?EPNODIB�@IOMD@N�OC<O�R@M@�?DN>PNN@?�DI
OCDN�>C<KO@M�

�?EPNODIB�#IOMT��

X 3ODGDOD@N�@SK@IN@�DI>M@<N@N�=T�����
X 3ODGDOD@N�K<T<=G@�DI>M@<N@N�=T�����

�?EPNODIB�#IOMT���	4@MNDJI��


X 0@IO�@SK@IN@�DI>M@<N@N�=T�������
X .M@K<D?�M@IO�?@>M@<N@N�=T�������

�?EPNODIB�#IOMT��

X �>>JPION�M@>@DQ<=G@�DI>M@<N@N�=T�����
X 1<G@N�JA�N@MQD>@N�DI>M@<N@N�=T�����

�?EPNODIB�#IOMT��

X 3I@<MI@?�M@Q@IP@�?@>M@<N@N�=T�����
X 1<G@N�JA�N@MQD>@N�DI>M@<N@N�=T�����

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



2C@N@�>C<IB@N�<M@�@IO@M@?�DIOJ$DBPM@������3K?<O@?�2MD<G� <G<I>@�AJM�OC@�*<RI?<G@
!JHK<IT� OJ�=MDIB�<=JPO�OC@�OJO<GN�KM@N@IO@?�DI$DBPM@������3K?<O@?�2MD<G� <G<I>@
AJM�*<RI?<G@�!JHK<IT["@>@H=@M�����7@<M�$JPM�	<AO@M�KJNODIB�AJPM�<?EPNODIB
@IOMD@N�OJ���

!><JG:��� 0E96I:9�/G>6A��6A6C8:�;DG�'6LC96A:��DBE6CNR�:8:B7:G�����4:6G�!DJG��6;I:G�EDHI>C<�;DJG
69?JHI>C<�:CIG>:H�ID!><JG:�����0E96I:9�/G>6A��6A6C8:�;DG�I=:�'6LC96A:��DBE6CN��

�AO@M�OC<O��@<>C�JA�OC@�ADI<G�ADBPM@N�DN�<KKMJKMD<O@GT�KG<>@?�RDOCDI�OC@�ADMNO�OCM@@
ADI<I>D<G�NO<O@H@ION��0@Q@IP@N�<I?�@SK@IN@N�<KK@<M�DI�OC@�DI>JH@�NO<O@H@IO�
<NN@ON�<I?�GD<=DGDOD@N�DI�OC@�=<G<I>@�NC@@O��<I?�NJ�JI��2C@�M@NPGODIB�NO<O@H@ION�AJM
OC@�*<RI?<G@�!JHK<IT�<M@�@SCD=DO@?�DI$DBPM@������7@<M�$JPM�$DI<I>D<G�1O<O@H@ION
AJM�*<RI?<G@�!JHK<IT��

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



!><JG:��� 4:6G�!DJG�!>C6C8>6A�.I6I:B:CIH�;DG�'6LC96A:��DBE6CN

2J�F@@K�OCDN�DIDOD<G�DGGPNOM<ODJI�M@<NJI<=GT�NDHKG@��IJ�<OO@HKO�C<N�=@@I�H<?@�OJ
M@>JM?�<GG�KJNND=G@�<>>JPION�JM�<?EPNODIB�@IOMD@N��$JM�@S<HKG@��IJ�<>>MP@?�@SK@IN@N
C<Q@�=@@I�M@>JBIDU@?�AJM�@DOC@M�DI>JH@�O<S@N�JM�DIO@M@NO�@SK@IN@�JR@?�DI
>JII@>ODJI�RDOC�OC@�IJO@N�K<T<=G@��-I@�@S<HKG@�JA�<I�<>>MP@?�@SK@IN@�DN�NPAAD>D@IO
DI�OCDN�@<MGT�>JQ@M<B@�=@><PN@�=JOC�DI>JH@�O<S@N�<I?�DIO@M@NO�@SK@IN@�RDGG�=@
?@N>MD=@?�DI�?@KOC�DI�<�G<O@M�>C<KO@M��*DF@RDN@��?@KM@>D<ODJI�@SK@IN@�JA�IJI>PMM@IO
<NN@ON�RDOC�ADIDO@�GDQ@N�	NP>C�<N�OC@�OMP>F�NCJRI�JI�OC@�>JHK<IT_N�OMD<G�=<G<I>@
�RDGG
=@�?DN>PNN@?�NP=N@LP@IOGT��&JR@Q@M��OC@�>M@<ODJI�JA�ADI<I>D<G�NO<O@H@ION�AJM�OC@
*<RI?<G@�!JHK<IT�NCJPG?�?@HJINOM<O@�OC@�API>ODJIDIB�JA�OC@�<>>JPIODIB�KMJ>@NN
<N�R@GG�<N�OC@�=<ND>�NOMP>OPM@�JA�OC@�DI>JH@�NO<O@H@IO��NO<O@H@IO�JA�M@O<DI@?
@<MIDIBN��<I?�=<G<I>@�NC@@O�

1@Q@M<G�<NK@>ON�JA�OCDN�KMJ>@NN�NCJPG?�=@�IJO@?�

X 2C@�NO<O@H@ION�<M@�KMJK@MGT�D?@IODAD@?�=T�I<H@�JA�>JHK<IT��I<H@�JA
NO<O@H@IO��<I?�?<O@��2C@�=<G<I>@�NC@@O�DN�AJM�<�K<MOD>PG<M�?<T
	"@>@H=@M�����7@<M�$JPM
�<I?�OC@�JOC@M�NO<O@H@ION�>JQ@M�<�K@MDJ?�JA
ODH@�	7@<M�@I?DIB�"@>@H=@M�����7@<M�$JPM
�

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



X #<>C�<>>JPIO�DI�OC@�OMD<G�=<G<I>@�DI$DBPM@������3K?<O@?�2MD<G� <G<I>@
AJM�*<RI?<G@�!JHK<IT["@>@H=@M�����7@<M�$JPM�	<AO@M�KJNODIB�AJPM
<?EPNODIB�@IOMD@N�OJ��<KK@<MN�RDOCDI�JIGT�JI@�NO<O@H@IO���>>JPION
M@>@DQ<=G@�DN�<I�<NN@O�JI�OC@�=<G<I>@�NC@@O��!JNO�JA�BJJ?N�NJG?�DN�<I
@SK@IN@�JI�OC@�DI>JH@�NO<O@H@IO��"DQD?@I?N�K<D?�DN�<�M@?P>ODJI�NCJRI
JI�OC@�NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN��#<>C�<>>JPIO�N@MQ@N�JI@
KPMKJN@�<I?�<KK@<MN�JI�JIGT�JI@�ADI<I>D<G�NO<O@H@IO�

X 2C@M@�DN�IJ�2<>>JPIO�AJM�I@O�DI>JH@��,@O�DI>JH@�DN�<�>JHKJNDODJI�JA
<GG�M@Q@IP@N��B<DIN��@SK@IN@N��<I?�GJNN@N�AJM�OC@�T@<M��2C@�I@O�DI>JH@
ADBPM@�>JHKPO@?�DI�OC@�DI>JH@�NO<O@H@ION�DN�OC@I�PN@?�DI�OC@
NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN��'I�OC@�N<H@�H<II@M��OC@M@�DN�IJ�2
<>>JPIO�AJM�OC@�@I?DIB�M@O<DI@?�@<MIDIBN�=<G<I>@��#I?DIB�M@O<DI@?
@<MIDIBN�DN�<�>JHKJNDODJI�JA�OC@�=@BDIIDIB�M@O<DI@?�@<MIDIBN�=<G<I>@�
I@O�DI>JH@��<I?�?DQD?@I?N�K<D?��2C@�@I?DIB�M@O<DI@?�@<MIDIBN�=<G<I>@
>JHKPO@?�DI�OC@�NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN�DN�OC@I�PN@?�DI�OC@
=<G<I>@�NC@@O�

X 2C@�=<G<I>@�NC@@O�?J@N�=<G<I>@��2C@�OJO<G�JA�OC@�<NN@ON�DN�@LP<G�OJ�OC@
OJO<G�JA�<GG�GD<=DGDOD@N�<I?�NOJ>FCJG?@MN_�@LPDOT�	><KDO<G�NOJ>F�<I?
M@O<DI@?�@<MIDIBN
���NN@ON�HPNO�<GR<TN�C<Q@�<�NJPM>@�

2C@�NO<O@H@IO�JA�><NC�AGJRN�AJM�OC@�*<RI?<G@�!JHK<IT�><IIJO�=@�>M@<O@?�=<N@?
NJG@GT�JI�OC@�GDHDO@?�DIAJMH<ODJI�<Q<DG<=G@�DI�OCDN�>C<KO@M�>JI>@MIDIB�OC@�>C<IB@N
DI�OC@�><NC�<>>JPIO��2CPN��DO�C<N�=@@I�JHDOO@?��!JHKG@O@�>JQ@M<B@�JA�OC@
KM@K<M<ODJI�JA�<�NO<O@H@IO�JA�><NC�AGJRN�RDGG�=@�KM@N@IO@?�DI!C<KO@M�����'I�<�1@O�JA
$DI<I>D<G�1O<O@H@ION��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�=T�OC@�1O<O@H@IO�JA�!<NC
$GJRN���

The Purpose of Closing Entries

,J:HI>DC���C6ANO:��G:8DG9��69?JHI��6C9�G:EDGIRI=:�;DJG�76H>8�HI:EH�>C�I=:�688DJCI>C<�EGD8:HH
$H�I=:�LDG@�N:6G�8DBEA:I:�;DG�I=:�688DJCI6CI�6;I:G�;>C6C8>6A�HI6I:B:CIH�6G:�EG:E6G:9�

�INR@M��-I@�G<NO�H@>C<ID><G�KMJ>@NN�I@@?N�OJ�=@�H@IODJI@?��5C@OC@M�<�=PNDI@NN�DN
<N�=DB�<NMicrosoft JM�<N�NH<GG�<N�OC@�GJ><G�>JIQ@ID@I>@�NOJM@��OC@�ADI<G�<>ODJI
K@MAJMH@?�@<>C�T@<M�=T�OC@�<>>JPIO<IO�DN�OC@�KM@K<M<ODJI�JAclosing entries � ��$DQ@
OTK@N�JA�<>>JPION[M@Q@IP@N��@SK@IN@N��B<DIN��GJNN@N��<I?�?DQD?@I?N�K<D?[M@AG@>O�OC@
Q<MDJPN�DI>M@<N@N�<I?�?@>M@<N@N�OC<O�J>>PM�DI�<�>JHK<IT_N�I@O�<NN@ON�DI�OC@�>PMM@IO
K@MDJ?��2C@N@�<>>JPION�<M@�JAO@I�?@@H@?�\O@HKJM<MT]�=@><PN@�OC@T�JIGT�DI>GP?@
>C<IB@N�AJM�JI@�T@<M�<O�<�ODH@��!JIN@LP@IOGT��OC@�ADBPM@�M@KJMO@?�=TMicrosoft <N
DON�M@Q@IP@�AJM�OC@�T@<M�@I?@?�(PI@�����������H@<NPM@N�JIGT�N<G@N�?PMDIB�OC<O�T@<M�

�� #IOMD@N�H<?@�OJ�M@?P>@�<GG
O@HKJM<MT�G@?B@M�<>>JPION
	M@Q@IP@N��@SK@IN@N��B<DIN�
GJNN@N��<I?�?DQD?@I?N�K<D?
�OJ
U@MJ�<O�OC@�@I?�JA�<I
<>>JPIODIB�K@MDJ?�NJ�OC<O�<
I@R�H@<NPM@H@IO�AJM�OC@
NP=N@LP@IO�K@MDJ?�><I�=@BDI�
OC@�I@O�@AA@>O�JA�OCDN�KMJ>@NN�DN
OM<INA@MM@?�DIOJ�OC@�M@O<DI@?
@<MIDIBN�<>>JPIO�OJ�PK?<O@�OC@
=@BDIIDIB�=<G<I>@�OJ�OC@�T@<M
@I?�ADBPM@�

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



2<>>JPION�AJM�M@IO�@SK@IN@��DINPM<I>@�@SK@IN@��<I?�OC@�GDF@�M@AG@>O�EPNO�OC@�>PMM@IO
?@>M@<N@N�DI�I@O�<NN@ON�

'I�JM?@M�AJM�OC@�<>>JPIODIB�NTNO@H�OJ�NO<MO�H@<NPMDIB�OC@�@AA@>ON�AJM�@<>C�I@R�T@<M�
OC@N@�NK@>DAD>�2<>>JPION�HPNO�<GG�=@�M@OPMI@?�OJ�<�U@MJ�=<G<I>@�<AO@M�<IIP<G
ADI<I>D<G�NO<O@H@ION�<M@�KMJ?P>@?��!JIN@LP@IOGT��<GG�JA�OC@�M@Q@IP@�2<>>JPION
H<DIO<DI@?�=TMicrosoft NCJR�<�OJO<G�<O�OC@�@I?�JA�DON�ADN><G�T@<M�	(PI@���������
�JA
������=DGGDJI�=PO�>JIO<DI�<�U@MJ�=<G<I>@�<O�OC@�NO<MO�JA�OC@�Q@MT�I@SO�?<T�

X $DI<G�>M@?DO�OJO<GN�@SDNODIB�DI�@Q@MT�M@Q@IP@�<I?�B<DI�<>>JPIO�<M@
>GJN@?�JPO�=T�M@>JM?DIB�@LP<G�<I?�JAAN@OODIB�?@=DON�

X *DF@RDN@��@I?DIB�?@=DO�=<G<I>@N�AJM�@SK@IN@N��GJNN@N��<I?�?DQD?@I?N
K<D?�M@LPDM@�<�>M@?DO�@IOMT�JA�OC@�N<H@�<HJPIO�OJ�M@OPMI�@<>C�JA�OC@N@
2<>>JPION�OJ�U@MJ�

�AO@M�OC@N@�<>>JPION�<M@�>GJN@?�<O�T@<M_N�@I?��OC@�M@NPGODIB�NDIBG@�ADBPM@�DN�OC@
@LPDQ<G@IO�JA�I@O�DI>JH@�M@KJMO@?�AJM�OC@�T@<M�	M@Q@IP@N�<I?�B<DIN�G@NN�@SK@IN@N
<I?�GJNN@N
�M@?P>@?�=T�<IT�?DQD?@I?N�K<D?��2CDN�I@O�@AA@>O�DN�M@>JM?@?�DI�OC@
M@O<DI@?�@<MIDIBN�2<>>JPIO��2C@�>GJNDIB�KMJ>@NN�@AA@>ODQ@GT�HJQ@N�OC@�=<G<I>@�AJM
@Q@MT�M@Q@IP@��@SK@IN@��B<DI��GJNN��<I?�?DQD?@I?�K<D?�DIOJ�M@O<DI@?�@<MIDIBN��'I�OC@
N<H@�H<II@M�<N�EJPMI<G�@IOMD@N�<I?�<?EPNODIB�@IOMD@N��>GJNDIB�@IOMD@N�<M@�M@>JM?@?
DIDOD<GGT�DI�OC@�EJPMI<G�<I?�OC@I�KJNO@?�OJ�OC@�G@?B@M���N�<�M@NPGO��OC@�=@BDIIDIB
M@O<DI@?�@<MIDIBN�=<G<I>@�AJM�OC@�T@<M�DN�PK?<O@?�OJ�<MMDQ@�<O�OC@�@I?DIB�OJO<G
M@KJMO@?�JI�OC@�=<G<I>@�NC@@O�

�NN@ON��GD<=DGDOD@N��><KDO<G�NOJ>F��<I?�M@O<DI@?�@<MIDIBN�<GG�NO<MO�JPO�@<>C�T@<M�RDOC�<
=<G<I>@�OC<O�DN�OC@�N<H@�<N�OC@�@I?DIB�ADBPM@�M@KJMO@?�JI�OC@�KM@QDJPN�=<G<I>@
NC@@O��2CJN@�<>>JPION�<M@�K@MH<I@IO��OC@T�<M@�IJO�?@NDBI@?�OJ�M@KJMO�<I�DHK<>O
J>>PMMDIB�?PMDIB�OC@�>PMM@IO�T@<M��'I�>JIOM<NO��M@Q@IP@N��@SK@IN@N��B<DIN��GJNN@N�
<I?�?DQD?@I?N�K<D?�<GG�=@BDI�OC@�ADMNO�?<T�JA�@<>C�T@<M�RDOC�<�U@MJ�=<G<I>@[M@<?T�OJ
M@>JM?�OC@�@Q@ION�JA�OCDN�I@R�K@MDJ?�

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



KEY TAKEAWAY

�AO@M�<GG�<?EPNOH@ION�<M@�KM@K<M@?�<I?�M@>JM?@?��<I�<?EPNO@?�OMD<G�=<G<I>@�DN
>M@<O@?��<I?�OCJN@�ADBPM@N�<M@�PN@?�OJ�KMJ?P>@�ADI<I>D<G�NO<O@H@ION��2C@
DI>JH@�NO<O@H@IO�DN�KM@K<M@?�ADMNO��AJGGJR@?�=T�OC@�NO<O@H@IO�JA�M@O<DI@?
@<MIDIBN�<I?�OC@I�OC@�=<G<I>@�NC@@O��2C@�NO<O@H@IO�JA�><NC�AGJRN�DN
>JINOMP>O@?�N@K<M<O@GT�=@><PN@�DON�ADBPM@N�?J�IJO�>JH@�AMJH�@I?DIB�2
<>>JPIO�=<G<I>@N��,@O�DI>JH@�DN�?@O@MHDI@?�JI�OC@�DI>JH@�NO<O@H@IO�<I?
<GNJ�M@KJMO@?�JI�OC@�NO<O@H@IO�JA�M@O<DI@?�@<MIDIBN��#I?DIB�M@O<DI@?
@<MIDIBN�DN�>JHKPO@?�OC@M@�<I?�><MMD@?�JQ@M�OJ�KMJQD?@�<�T@<M@I?�ADBPM@�AJM
OC@�=<G<I>@�NC@@O��$DI<GGT��>GJNDIB�@IOMD@N�<M@�KM@K<M@?�AJM�M@Q@IP@N�
@SK@IN@N��B<DIN��GJNN@N��<I?�?DQD?@I?N�K<D?��2CMJPBC�OCDN�KMJ>@NN��<GG�JA�OC@N@
2<>>JPION�<M@�M@OPMI@?�OJ�U@MJ�=<G<I>@N�NJ�OC<O�M@>JM?DIB�AJM�OC@�I@R�T@<M
><I�=@BDI��2C@�Q<MDJPN�<HJPION�DI�OC@N@�O@HKJM<MT�<>>JPION�<M@�HJQ@?�OJ
M@O<DI@?�@<MIDIBN��'I�OCDN�R<T��OC@�=@BDIIDIB�M@O<DI@?�@<MIDIBN�=<G<I>@�AJM
OC@�T@<M�DN�DI>M@<N@?�OJ�@LP<G�OC@�@I?DIB�OJO<G�M@KJMO@?�JI�OC@�>JHK<IT_N
=<G<I>@�NC@@O�

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���



Talking with a Real Investing Pro (Continued)

$JGGJRDIB�DN�<�>JIODIP<ODJI�JA�JPM�DIO@MQD@R�RDOC�)@QDI�%�� PMIN�

,J:HI>DC��*<MB@�=PNDI@NN�JMB<IDU<ODJIN�NP>C�<NPepsiCo<I? IBM C<Q@�HDGGDJIN
JA�OM<IN<>ODJIN�OJ�<I<GTU@��>G<NNDAT��<I?�M@>JM?�NJ�OC<O�OC@T�><I�KMJ?P>@
ADI<I>D<G�NO<O@H@ION��2C<O�C<N�OJ�=@�<�M@G<ODQ@GT�@SK@INDQ@�KMJ>@NN�OC<O
KMJ?P>@N�IJ�M@Q@IP@�AJM�OC@�>JHK<IT��$MJH�TJPM�@SK@MD@I>@�DI�<I<GTUDIB
ADI<I>D<G�NO<O@H@ION�<I?�DIQ@NOH@IO�JKKJMOPIDOD@N��?J�TJP�OCDIF�>JHK<ID@N
NCJPG?�NK@I?�HJM@�HJI@T�JI�OC@DM�<>>JPIODIB�NTNO@HN�JM�RJPG?�OC@T�=@�RDN@
OJ�NK@I?�G@NN�<I?�N<Q@�OC@DM�M@NJPM>@N�

&:K>C��JGCH��%DQ@I�OC@�NDOP<ODJIN�JA�OC@�G<NO�?@><?@�M<IBDIB�AMJH�OC@�<>>JPIODIB
N><I?<GN�JAEnron <I? WorldCom OJ�M@>@IO�OMJP=G@N�DI�OC@�H<EJM�DIQ@NOH@IO
=<IFN��OC@�>M@?D=DGDOT�JA�ADI<I>D<G�NO<O@H@ION�<I?�ADI<I>D<G�JAAD>@MN�C<N�@MJ?@?
NDBIDAD><IOGT��+T�QD@R�DN�OC<O[K<MOD>PG<MGT�OJ?<T[OM<INK<M@I>T�DN�<=NJGPO@GT
K<M<HJPIO�<I?�OC@�HJM@�?@O<DG�OC@�=@OO@M���GJIB�OCJN@�GDI@N��'�OCDIF�<IT
<HJPION�NK@IO�=T�>JMKJM<O@�JAAD>D<GN�OJ�DI>M@<N@�OM<INK<M@I>T�DI�OC@DM�ADI<I>D<G
M@KJMODIB��<I?�OC@M@AJM@�DHKMJQ@�DIQ@NOJM�>JIAD?@I>@��DN�HJI@T�R@GG�NK@IO�

Video Clip

	>GD>F�OJ�N@@�QD?@J


+GD;:HHDG�%D:�#DNA:�I6A@H�67DJI�I=:�;>K:�BDHI�>BEDGI6CI�ED>CIH�>C�=6EI:G����2=N�$H�!>C6C8>6A�$C;DGB6I>DC
�9?JHI:9�+G>DG�ID�I=:�+GD9J8I>DC�D;�!>C6C8>6A�.I6I:B:CIH��

!C<KO@M���5CT�'N�$DI<I>D<G�'IAJMH<ODJI��?EPNO@?�.MDJM�OJ�OC@�.MJ?P>ODJI�JA�$DI<I>D<G�1O<O@H@ION�

����.M@K<M<ODJI�JA�$DI<I>D<G�1O<O@H@ION ���

http://bit.ly/hoyle5-2


5.4 End-of-Chapter Exercises
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Chapter 6

Why Should Decision Makers Trust Financial Statements?
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6.1 The Need for the Securities and Exchange Commission

LEARNING OBJECTIVES
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The Role of the SEC
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TEST YOURSELF
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KEY TAKEAWAY
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6.3 Performing an Audit

LEARNING OBJECTIVES
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Auditing a Reported Balance
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6.4 The Need for Internal Control

LEARNING OBJECTIVES
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Internal Controls Within an Organization
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Internal Control and the Independent Auditor
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6.5 The Purpose and Content of an Independent AuditorÕs Report

LEARNING OBJECTIVES
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Talking with a Real Investing Pro (Continued)
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6.6 End-of-Chapter Exercises
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Chapter 7

In Financial Reporting, What Information Is Conveyed about
Receivables?
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7.1 Accounts Receivable and Net Realizable Value
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Reporting Accounts Receivable
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Determining Net Realizable Value
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7.2 Accounting for Uncollectible Accounts

LEARNING OBJECTIVES
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Bad Debts and the Matching Principle

,J:HI>DC��/=>H�8DBE6CN�=DA9H����������>C�688DJCIH�G:8:>K67A:�7JI�DCAN�:ME:8IH�ID�8DAA:8I
��������76H:9�DC�6K6>A67A:�:K>9:C8:�/=:��������G:9J8I>DC�>C�I=:�6HH:I�>H�6C�:ME:CH:�2=:C
H=DJA9�I=:�:ME:CH:�7:�G:8D<C>O:9��/=:H:�H6A:H�L:G:�B69:�>C�4:6G�*C:�7JI�I=:�HE:8>;>8
>9:CI>IN�D;�I=:�8JHIDB:GH�L=D�;6>A�ID�E6N�6C9�I=:�68IJ6A�JC8DAA:8I>7A:�6BDJCIH�L>AA�CDI�7:
9:I:GB>C:9�JCI>A�4:6G�/LD.=DJA9�769�9:7I�:ME:CH:�7:�G:8D<C>O:9�>C�I=:�H6B:�N:6G�6H�I=:
H6A:H�7N�G:AN>C<�DC�6C�:HI>B6I:�DG�9:A6N:9�JCI>A�I=:�68IJ6A�G:HJAIH�6G:�:K:CIJ6AAN�;>C6A>O:9�
#DL�>H�I=:�JC8:GI6>CIN�699G:HH:9�

�INR@M��2CDN�NDOP<ODJI�DGGPNOM<O@N�CJR�<>>MP<G�<>>JPIODIB�KG<TN�NP>C�<�F@T�MJG@
RDOCDI�ADI<I>D<G�M@KJMODIB���N�?DN>PNN@?�KM@QDJPNGT��OC@�ODHDIB�JA�@SK@IN@
M@>JBIDODJI�<>>JM?DIB�OJ�<>>MP<G�<>>JPIODIB�DN�=<N@?�JI�OC@�H<O>CDIB�KMDI>DKG@�
5C@M@�KJNND=G@��@SK@IN@N�<M@�M@>JM?@?�DI�OC@�N<H@�K@MDJ?�<N�OC@�M@Q@IP@N�OC@T
C@GK@?�B@I@M<O@��2C@�BPD?<I>@�DN�>G@<M��2CPN��@Q@MT�>JHK<IT�NCJPG?�C<I?G@
PI>JGG@>OD=G@�<>>JPION�DI�OC@�N<H@�H<II@M��2C@�@SK@>O@?�@SK@IN@�DN�OC@�M@NPGO�JA
H<FDIB�N<G@N�OJ�>PNOJH@MN�RCJ�PGODH<O@GT�RDGG�I@Q@M�K<T�� @><PN@�OC@�M@Q@IP@�R<N
M@KJMO@?�<O�OC@�ODH@�JA�N<G@�DI�7@<M�-I@��OC@�M@G<O@?�@SK@IN@�DN�<GNJ�M@>JBIDU@?�DI
OC<O�T@<M��2CDN�C<I?GDIB�DN�<KKMJKMD<O@�<>>JM?DIB�OJ�<>>MP<G�<>>JPIODIB�@Q@I
OCJPBC�OC@��������DN�JIGT�<I�@NODH<O@?�ADBPM@�

2C@M@AJM@��<N�NCJRI�DI$DBPM@�������?EPNODIB�#IOMT[#I?�JA�7@<M�-I@[0@>JBIDODJI
JA� <?�"@=O�#SK@IN@�AJM�OC@�.@MDJ?���RC@I�OC@�>JHK<IT�KMJ?P>@N�ADI<I>D<G
NO<O@H@ION�<O�OC@�@I?�JA�7@<M�-I@��<I�<?EPNODIB�@IOMT�DN�H<?@�OJ�	�
�M@?P>@�OC@
M@>@DQ<=G@N�=<G<I>@�OJ�DON�I@O�M@<GDU<=G@�Q<GP@�<I?�	�
�M@>JBIDU@�OC@�@SK@IN@�DI�OC@
N<H@�K@MDJ?�<N�OC@�M@G<O@?�M@Q@IP@�

!><JG:��� �9?JHI>C<� CIGNR C9�D;�4:6G�*C:R-:8D<C>I>DC�D;��69��:7I� ME:CH:�;DG�I=:�+:G>D9

�AO@M�OCDN�@IOMT�DN�H<?@�<I?�KJNO@?�OJ�OC@�G@?B@M��OC@�7@<M�-I@�ADI<I>D<G�NO<O@H@ION
>JIO<DI�OC@�DIAJMH<ODJI�NCJRI�DI$DBPM@������7@<M�-I@[$DI<I>D<G�1O<O@H@ION�
=<N@?�JI�OC@�<?EPNO@?�2<>>JPIO�=<G<I>@N�	<NNPHDIB�AJM�>JIQ@ID@I>@�OC<O�IJ�JOC@M
N<G@N�R@M@�H<?@�?PMDIB�OC@�T@<M
�

!C<KO@M���'I�$DI<I>D<G�0@KJMODIB��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�<=JPO�0@>@DQ<=G@N�

�����>>JPIODIB�AJM�3I>JGG@>OD=G@��>>JPION ���



!><JG:��� 4:6G�*C:R!>C6C8>6A�.I6I:B:CIH

$MJH�OCDN�DIAJMH<ODJI��<ITJI@�NOP?TDIB�OC@N@�ADI<I>D<G�NO<O@H@ION�NCJPG?
PI?@MNO<I?�OC<O�<I�@SK@IN@�@NODH<O@?�<O��������R<N�DI>PMM@?�OCDN�T@<M�=@><PN@�OC@
>JHK<IT�H<?@�N<G@N�JA�OC<O�<HJPIO�OC<O�RDGG�I@Q@M�=@�>JGG@>O@?��'I�<??DODJI��T@<M
@I?�<>>JPION�M@>@DQ<=G@�OJO<G����������=PO�C<Q@�<I�<IOD>DK<O@?�I@O�M@<GDU<=G@�Q<GP@
JA�JIGT����������,@DOC@M�OC@��������IJM�OC@���������ADBPM@�DN�@SK@>O@?�OJ�=@�@S<>O�=PO
OC@�@Q@IOP<G�<HJPION�NCJPG?�IJO�=@�H<O@MD<GGT�?DAA@M@IO��5DOC�<I�PI?@MNO<I?DIB�JA
ADI<I>D<G�<>>JPIODIB��OC@�M@KJMO@?�DIAJMH<ODJI�DN�>G@<M�

!C<KO@M���'I�$DI<I>D<G�0@KJMODIB��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�<=JPO�0@>@DQ<=G@N�

�����>>JPIODIB�AJM�3I>JGG@>OD=G@��>>JPION ���



TEST YOURSELF

/P@NODJI�

��>JHK<IT_N�B@I@M<G�G@?B@M�DI>GP?@N�<�=<G<I>@�AJM�=<?�?@=O�@SK@IN@�<I?
<IJOC@M�AJM�OC@�<GGJR<I>@�AJM�?JP=OAPG�<>>JPION��5CD>C�JA�OC@�AJGGJRDIB
NO<O@H@ION�DN�OMP@�

<�  JOC�=<?�?@=O�@SK@IN@�<I?�OC@�<GGJR<I>@�AJM�?JP=OAPG�<>>JPION�<M@
M@KJMO@?�JI�OC@�DI>JH@�NO<O@H@IO�

=�  JOC�=<?�?@=O�@SK@IN@�<I?�OC@�<GGJR<I>@�AJM�?JP=OAPG�<>>JPION�<M@
M@KJMO@?�JI�OC@�=<G<I>@�NC@@O�

>�  <?�?@=O�@SK@IN@�DN�M@KJMO@?�JI�OC@�DI>JH@�NO<O@H@IO��OC@�<GGJR<I>@
AJM�?JP=OAPG�<>>JPION�DN�M@KJMO@?�JI�OC@�=<G<I>@�NC@@O�

?�  <?�?@=O�@SK@IN@�DN�M@KJMO@?�JI�OC@�=<G<I>@�NC@@O��OC@�<GGJR<I>@�AJM
?JP=OAPG�<>>JPION�DN�M@KJMO@?�JI�OC@�DI>JH@�NO<O@H@IO�

�INR@M�

2C@�>JMM@>O�<INR@M�DN�>CJD>@�>�� <?�?@=O�@SK@IN@�DN�M@KJMO@?�JI�OC@�DI>JH@
NO<O@H@IO��OC@�<GGJR<I>@�AJM�?JP=OAPG�<>>JPION�DN�M@KJMO@?�JI�OC@�=<G<I>@
NC@@O�

#SKG<I<ODJI�

 <?�?@=O�@SK@IN@�DN�M@KJMO@?�JI�OC@�DI>JH@�NO<O@H@IO�OJ�NCJR�OC@�<HJPIO
JA�N<G@N�M@>JBIDU@?�OCDN�T@<M�OC<O�OC@�>JHK<IT�@NODH<O@N�RDGG�IJO�=@
>JGG@>O@?��2C@�<GGJR<I>@�AJM�?JP=OAPG�<>>JPION�DN�<�>JIOM<�<NN@O�<>>JPIO
M@KJMO@?�JI�OC@�=<G<I>@�NC@@O�OJ�M@?P>@�<>>JPION�M@>@DQ<=G@�OJ�OC@DM
@NODH<O@?�I@O�M@<GDU<=G@�Q<GP@�

The Need for a Separate Allowance Account

,J:HI>DC��2=:C�;>C6C8>6A�HI6I:B:CIH�6G:�EG:E6G:9��6C�:ME:CH:�BJHI�7:�G:8D<C>O:9�6C9�I=:
G:8:>K67A:�76A6C8:�G:9J8:9�ID�C:I�G:6A>O67A:�K6AJ:�#DL:K:G��>C�I=:�EG:K>DJH�69?JHI>C<�:CIGN�
L=N�L6H�I=:�688DJCIH�G:8:>K67A:�688DJCI�CDI�9>G:8IAN�9:8G:6H:9�7N��������ID�I=:�6CI>8>E6I:9
76A6C8:�D;����������/=>H�6EEGD68=�>H�H>BEA:G�6H�L:AA�6H�:6H>:G�ID�JC9:GHI6C9�2=N�L6H�I=:
�������699:9�ID�I=>H�8DCIG6�6HH:I�688DJCI�$C�G:EDGI>C<�G:8:>K67A:H��L=N�9D:H�I=:�688DJCI6CI
<D�ID�I=:�IGDJ7A:�D;�8G:6I>C<�6�H:E6G6I:�6AADL6C8:�;DG�G:9J8I>DC�EJGEDH:H�

!C<KO@M���'I�$DI<I>D<G�0@KJMODIB��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�<=JPO�0@>@DQ<=G@N�

�����>>JPIODIB�AJM�3I>JGG@>OD=G@��>>JPION ���



�INR@M��5C@I�OC@�>JHK<IT�KM@K<M@N�OC@�<?EPNOH@IO�DI$DBPM@�������?EPNODIB
#IOMT[#I?�JA�7@<M�-I@[0@>JBIDODJI�JA� <?�"@=O�#SK@IN@�AJM�OC@�.@MDJ?�<O�OC@�@I?
JA�7@<M�-I@��OC@�<>OP<G�<>>JPION�OC<O�RDGG�IJO�=@�>JGG@>O@?�<M@�PIFIJRI��-AAD>D<GN
<M@�JIGT�BP@NNDIB�OC<O��������RDGG�KMJQ@�RJMOCG@NN��.GPN��JI�OC@�=<G<I>@�NC@@O�?<O@�
OC@�>JHK<IT�?J@N�CJG?����������DI�<>>JPION�M@>@DQ<=G@��2C<O�ADBPM@�><IIJO�=@
M@?P>@?�?DM@>OGT�PIODG�OC@�NK@>DAD>�D?@IODOT�JA�OC@�<>>JPION�OJ�=@�RMDOO@I�JAA�C<N�=@@I
@NO<=GDNC@?��3ODGDUDIB�<�N@K<M<O@�<GGJR<I>@�<GGJRN�OC@�>JHK<IT�OJ�>JHHPID><O@�OC@
@SK@>O@?�<HJPIO�JA�><NC�RCDG@�NODGG�H<DIO<DIDIB�<�M@>JM?�JA�<GG�=<G<I>@N�DI�OC@
<>>JPION�M@>@DQ<=G@�2<>>JPIO�

KEY TAKEAWAY

��N<G@�JI�<>>JPIO�<I?�OC@�@Q@IOP<G�?@>DNDJI�OC<O�OC@�><NC�RDGG�I@Q@M�=@
>JGG@>O@?�><I�C<KK@I�HJIOCN��DA�IJO�T@<MN��<K<MO��"PMDIB�OC@�DIO@MDH��=<?
?@=ON�<M@�@NODH<O@?�<I?�M@>JM?@?�JI�OC@�DI>JH@�NO<O@H@IO�<N�<I�@SK@IN@
<I?�JI�OC@�=<G<I>@�NC@@O�=T�H@<IN�JA�<I�<GGJR<I>@�<>>JPIO��<�>JIOM<�<NN@O�
2CMJPBC�OCDN�KMJ>@NN��OC@�M@>@DQ<=G@�=<G<I>@�DN�NCJRI�<O�I@O�M@<GDU<=G@�Q<GP@
RCDG@�@SK@IN@N�<M@�M@>JBIDU@?�DI�OC@�N<H@�K@MDJ?�<N�OC@�N<G@�OJ�>JMM@NKJI?
RDOC�OC@�H<O>CDIB�KMDI>DKG@��5C@I�ADI<I>D<G�NO<O@H@ION�<M@�KM@K<M@?��<I
@NODH<ODJI�JA�OC@�PI>JGG@>OD=G@�<HJPION�DN�H<?@�<I?�<I�<?EPNODIB�@IOMT
M@>JM?@?��2CPN��OC@�@SK@IN@��OC@�<GGJR<I>@�<>>JPIO��<I?�OC@�<>>JPION
M@>@DQ<=G@�<M@�<GG�KM@N@IO@?�<>>JM?DIB�OJ�ADI<I>D<G�<>>JPIODIB�NO<I?<M?N�

!C<KO@M���'I�$DI<I>D<G�0@KJMODIB��5C<O�'IAJMH<ODJI�'N�!JIQ@T@?�<=JPO�0@>@DQ<=G@N�

�����>>JPIODIB�AJM�3I>JGG@>OD=G@��>>JPION ���



7.3 The Problem with Estimations
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Reporting an Incorrect Estimation
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7.4 The Actual Estimation of Uncollectible Accounts

LEARNING OBJECTIVES
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The Difference Between Bad Debt Expense and the Allowance for
Doubtful Accounts
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The Purpose of a Subsidiary Ledger
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7.5 Reporting Foreign Currency Balances

LEARNING OBJECTIVES
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Reporting Balances Denominated in a Foreign Currency
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Accounting for Changes in Currency Exchange Rates
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7.6 A CompanyÕs Vital SignsÑAccounts Receivable

LEARNING OBJECTIVES
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Current Ratio and Working Capital
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7.7 End-of-Chapter Exercises
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COMPREHENSIVE PROBLEM
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Chapter 8

How Does a Company Gather Information about Its Inventory?
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8.1 Determining and Reporting the Cost of Inventory

LEARNING OBJECTIVES
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The Reported Inventory Balance
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Determining the Cost of Inventory
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Offering Discounts for Quick Payment
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8.2 Perpetual and Periodic Inventory Systems
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Maintaining Inventory Costs in a Perpetual System
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Recording Inventory Purchases in a Periodic System
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8.3 The Calculation of Cost of Goods Sold
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Periodic InventoryÑYear-End Recording Process
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8.4 Reporting Inventory at Lower of Cost or Market

LEARNING OBJECTIVES
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InventoryÑThe Reporting of Cost or Market Value
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Arriving at a Figure for Market Value
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Applying Lower of Cost or Market
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TEST YOURSELF
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Talking with an Independent Auditor about International
Financial Reporting Standards (Continued)
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KEY TAKEAWAY
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8.5 Determining Inventory on Hand

LEARNING OBJECTIVES
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Counting Inventory in a Perpetual System
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Estimating the Amount of Inventory on Hand
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8.6 End-of-Chapter Exercises
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Chapter 9

Why Does a Company Need a Cost Flow Assumption in Reporting
Inventory?
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9.1 The Necessity of Adopting a Cost Flow Assumption

LEARNING OBJECTIVES
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Accounting for Inventory When Costs Vary Over Time
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Applying Cost Flow Assumptions
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9.2 The Selection of a Cost Flow Assumption for Reporting Purposes
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9.3 Problems with Applying LIFO

LEARNING OBJECTIVES
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Reporting Ending Inventory Using LIFO

,J:HI>DC���H�6�G:HJAI�D;�I=:�'$!*�8DC;DGB>IN�GJA:�>C�I=:�I6M�A6LH��I=>H�8DHI�;ADL�6HHJBEI>DC�>H
L>9:AN�JH:9�>C�I=:�0C>I:9�.I6I:H�'$!*��I=DJ<=��>H�CDI�6AADL:9�>C�B6CN�DI=:G�6G:6H�D;�I=:
LDGA9�$I�>H�CDI�H>BEAN�JCEDEJA6G�>C�I=DH:�AD86I>DCH��>IH�6EEA>86I>DC�>H�HIG>8IAN�;DG7>99:C�7N
$!-.�/=JH��>CI:GC6I>DC6A�8DBE6C>:H�6G:�D;I:C�;DG8:9�ID�G:HDGI�ID�6AI:GC6I>K:H�>C�G:EDGI>C<
I=:>G�;DG:><C�HJ7H>9>6G>:H�!DG�:M6BEA:��6�CDI:�ID�I=:������;>C6C8>6A�HI6I:B:CIH�D;�B:G>86C
�>AIG>I:�$C8:MEA6>CH�I=6I�S8DHI�>H�9:I:GB>C:9�7N�I=:�A6HI�>C��;>GHI�DJI��'$!*��B:I=D9�;DG
6EEGDM>B6I:AN�����D;�I=:��DBE6CNUH�9DB:HI>8�>CK:CIDG>:H�/=:�JH:�D;�'$!*�G:HJAIH�>C�6�7:II:G
B6I8=>C<�D;�8DHIH�6C9�G:K:CJ:H��DHI�>H�9:I:GB>C:9�7N�I=:�;>GHI�>C��;>GHI�DJI��!$!*��B:I=D9
;DG�I=:��DBE6CNUH�;DG:><C�>CK:CIDG>:HT

2=N�>H�'$!*�CDI�688:EI:9�>C�BDHI�8DJCIG>:H�DJIH>9:�I=:�0C>I:9�.I6I:H�

�INR@M���GOCJPBC�*'$-�><I�=@�NPKKJMO@?�<N�KMJQD?DIB�<�=@OO@M�H<O>CDIB�JA
@SK@IN@N�	>JNO�JA�BJJ?N�NJG?
�RDOC�M@Q@IP@N��<�IPH=@M�JA�N@MDJPN�KMJ=G@HN�<MDN@
AMJH�DON�<KKGD><ODJI��2C@�HJNO�>JHHJI�<>>PN<ODJI�H<?@�<B<DINO�*'$-�DN�OC<O�DO
JAO@I�KM@N@ION�<�=<G<I>@�NC@@O�ADBPM@�OC<O�DN�JPOJA?<O@�<I?�>JHKG@O@GT�PN@G@NN�
5C@I�<KKGTDIB�OCDN�<NNPHKODJI��OC@�G<O@NO�>JNON�<M@�HJQ@?�OJ�>JNO�JA�BJJ?N�NJG?�NJ
OC<O�@<MGD@M�>JNON�M@H<DI�DI�OC@�DIQ@IOJMT�<>>JPIO[KJNND=GT�AJM�T@<MN�<I?�@Q@I
?@><?@N���AO@M�NJH@�K@MDJ?�JA�ODH@��OCDN�<NN@O�=<G<I>@�DN�GDF@GT�OJ�M@KJMO�<�IPH=@M
OC<O�C<N�IJ�M@G@Q<I>@�OJ�OJ?<T_N�KMD>@N�

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

���



$JM�@S<HKG@��DI�DON������ADI<I>D<G�NO<O@H@ION�ExxonMobil M@KJMO@?�DIQ@IOJMT�JI�DON
=<G<I>@�NC@@O�JA�<KKMJSDH<O@GT�������=DGGDJI�=<N@?�JI�<KKGTDIB�OC@�*'$-�>JNO�AGJR
<NNPHKODJI��'I�OC@�IJO@N�OJ�OCJN@�ADI<I>D<G�NO<O@H@ION��OC@�>JHK<IT�?DN>GJN@?�OC<O
OC@�>PMM@IO�>JNO�OJ�<>LPDM@�OCDN�N<H@�DIQ@IOJMT�R<N�<>OP<GGT�������=DGGDJI�CDBC@M
OC<I�OC@�IPH=@M�=@DIB�M@KJMO@?��2C@�<NN@O�R<N�NCJRI�<N�������=DGGDJI�=PO�OC@�KMD>@
OJ�J=O<DI�OC<O�H@M>C<I?DN@�JI�OC@�=<G<I>@�NC@@O�?<O@�R<N�������=DGGDJI�	������=DGGDJI
KGPN������
��5C<O�DN�OC@�KJNND=G@�DIAJMH<ODJI<G�Q<GP@�JA�M@KJMODIB�<I�<NN@O�	JI@�OC<O
DN�=@DIB�C@G?�AJM�N<G@
�<O�<I�<HJPIO�HJM@�OC<I�����=DGGDJI�=@GJR�DON�>PMM@IO
M@KG<>@H@IO�>JNO��N�RDGG�=@�N@@I�DI�OC@�I@SO�>C<KO@M��NDHDG<M�<MBPH@ION�<M@�H<?@
DI�>JII@>ODJI�RDOC�KMJK@MOT�<I?�@LPDKH@IO[OC@�M@KJMO@?�<HJPIO�<I?�OC@�Q<GP@
><I�Q<MT�BM@<OGT��&JR@Q@M��OCJN@�<NN@ON�<M@�IJO�IJMH<GGT�C@G?�AJM�M@N<G@�KPMKJN@�NJ
OC<O�OC@DM�>PMM@IO�RJMOC�DN�JA�G@NN�DIO@M@NO�OJ�?@>DNDJI�H<F@MN�2C<O�DN�OC@�@NN@IOD<G
KMJ=G@H�<OOMD=PO@?�OJ�*'$-�

2J�DGGPNOM<O@��<NNPH@�OC<O�<�>JIQ@ID@I>@�NOJM@�=@BDIN�JK@M<ODJIN�<I?�C<N�<�O<IF�OC<O
CJG?N�O@I�OCJPN<I?�B<GGJIN�JA�B<NJGDI@��-I�(<IP<MT����������OC@�O<IF�DN�ADGG@?�<O�<�>JNO
JA����K@M�B<GGJI���GHJNO�DHH@?D<O@GT�OC@�KMD>@�JA�B<NJGDI@�EPHKN�OJ����K@M�B<GGJI�
"PMDIB�OC@�M@H<DI?@M�JA�������OC@�NOJM@�=PTN�<I?�N@GGN�B<N��2C@�O<IF�DN�ADGG@?�JI@
ADI<G�ODH@�<O�OC@�Q@MT�@I?�JA�OC@�T@<M�=MDIBDIB�OJO<G�KPM>C<N@N�OJ�JI@�HDGGDJI
B<GGJIN��2C@�ADMNO��������B<GGJIN�R@M@�=JPBCO�<O�������K@M�B<GGJI��OC@�I@SO�JI@
HDGGDJI�B<GGJIN�>JNO�������K@M�B<GGJI�

*'$-�<I?�$'$-�M@KJMO�OC@N@�M@NPGON�<N�AJGGJRN�

LIFO

!JNO�JA�%JJ?N�1JG?[����������B<GGJIN�<O�G<NO�>JNO�JA����K@M�B<GGJI����������

#I?DIB�'IQ@IOJMT[�������B<GGJIN�<O�ADMNO�>JNO�JA����K@M�B<GGJI������

FIFO

!JNO�JA�%JJ?N�1JG?[ADMNO��������B<GGJIN�<O����K@M�B<GGJI�<I?�I@SO
��������B<GGJIN�<O����K@M�B<GGJI

����������

#I?DIB�'IQ@IOJMT[�������B<GGJIN�<O�G<NO�>JNO�JA����K@M�B<GGJI������

�AO@M�EPNO�OCDN�DIDOD<G�K@MDJ?��OC@�@I?DIB�DIQ@IOJMT�=<G<I>@�NCJRI�AJM�*'$-�	������
B<GGJIN�<O����K@M�B<GGJI
�<GM@<?T�?DAA@MN�NDBIDAD><IOGT�AMJH�OC@�>PMM@IO�>JNO�JA����K@M
B<GGJI�

'A�OCDN�>JIQ@ID@I>@�NOJM@�>JIODIP@N�OJ�ADIDNC�@<>C�T@<M�RDOC�<�APGG�O<IF�JA�������
B<GGJIN�	>@MO<DIGT�IJO�<I�PIM@<NJI<=G@�<NNPHKODJI
��*'$-�RDGG�M@KJMO�OCDN�DIQ@IOJMT
<O����K@M�B<GGJI�AJM�OC@�AJGGJRDIB�?@><?@N�M@B<M?G@NN�JA�>PMM@IO�KMD>@N��2C@�HJNO

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

����.MJ=G@HN�RDOC��KKGTDIB�*'$- ���



M@>@IO�>JNON�B@O�OM<INA@MM@?�OJ�>JNO�JA�BJJ?N�NJG?�@Q@MT�K@MDJ?�G@<QDIB�OC@�ADMNO�>JNON
	���K@M�B<GGJI
�DI�DIQ@IOJMT��2C@�O@I?@I>T�OJ�M@KJMO�OCDN�<NN@O�<O�<�>JNO�@SK@I?@?
T@<MN�DI�OC@�K<NO�DN�OC@�NDIBG@�=DBB@NO�M@<NJI�OC<O�*'$-�DN�QD@R@?�<N�<I�DGG@BDODH<O@
>JNO�AGJR�<NNPHKODJI�DI�H<IT�>JPIOMD@N��2C<O�N<H@�N@IODH@IO�RJPG?�KMJ=<=GT�@SDNO
DI�OC@�3IDO@?�1O<O@N�@S>@KO�AJM�OC@�*'$-�>JIAJMHDOT�MPG@�

TEST YOURSELF

/P@NODJI�

2C@�*@IJDM�!JMKJM<ODJI�N@GGN�K<K@M=<>F�=JJFN�<I?�=J<NON�DI�DON�<?N�OC<O�DO
CJG?N�JQ@M�JI@�HDGGDJI�QJGPH@N��.MD>@N�C<Q@�MDN@I�JQ@M�OC@�T@<MN�<I?��<O�OC@
KM@N@IO�ODH@��=JJFN�GDF@�OCJN@�J=O<DI@?�=T�*@IJDM�>JNO�=@OR@@I����<I?���
@<>C��1<I?T�1<IBCQD�DN�OCDIFDIB�<=JPO�=PTDIB�NC<M@N�JA�OC@�JRI@MNCDK�NOJ>F
JA�*@IJDM�<I?�KD>FN�PK�<�N@O�JA�ADI<I>D<G�NO<O@H@ION�OJ�C@GK�@Q<GP<O@�OC@
>JHK<IT��2C@�DIQ@IOJMT�ADBPM@�JI�OC@�>JHK<IT_N�=<G<I>@�NC@@O�DN�M@KJMO@?
<N����������=<N@?�JI�OC@�<KKGD><ODJI�JA�*'$-��5CD>C�JA�OC@�AJGGJRDIB�DN
1<IBCQD�HJNO�GDF@GT�OJ�<NNPH@�

<� *@IJDM�C<N�H<IT�NP=ND?D<MD@N�DI�>JPIOMD@N�JPOND?@�JA�OC@�3IDO@?�1O<O@N�
=� *@IJDM�JAAD>D<GN�KM@A@M�OJ�HDIDHDU@�O<S�K<TH@ION�M<OC@M�OC<I�GJJFDIB

@NK@>D<GGT�C@<GOCT�DI�<I�@>JIJHD>�N@IN@�
>� *@IJDM_N�I@O�DI>JH@�DN�GDF@GT�OJ�=@�NGDBCOGT�DIAG<O@?�=@><PN@�JA�OC@�DHK<>O

JA�DIAG<ODJI�
?� *@IJDM�DN�GDF@GT�OJ�PN@�?DAA@M@IO�>JNO�AGJR�<NNPHKODJIN�AJM�ADI<I>D<G

M@KJMODIB�<I?�DI>JH@�O<S�KPMKJN@N�

�INR@M�

2C@�>JMM@>O�<INR@M�DN�>CJD>@�=��*@IJDM�JAAD>D<GN�KM@A@M�OJ�HDIDHDU@�O<S
K<TH@ION�M<OC@M�OC<I�GJJFDIB�@NK@>D<GGT�C@<GOCT�DI�<I�@>JIJHD>�N@IN@�

#SKG<I<ODJI�

)IJRG@?B@�JA�ADI<I>D<G�<>>JPIODIB�KMJQD?@N�<�?@>DNDJI�H<F@M�RDOC�<I
PI?@MNO<I?DIB�JA�H<IT�<NK@>ON�JA�OC@�DIAJMH<ODJI�M@KJMO@?�=T�<�>JHK<IT�
&@M@��OC@�DIQ@IOJMT�=<G<I>@�DN�NDBIDAD><IOGT�=@GJR�>PMM@IO�>JNO��RCD>C�DN
>JHHJI�AJM�*'$-��<I�<NNPHKODJI�OC<O�JAO@I�N@MQ@N�OJ�M@?P>@�O<S<=G@�DI>JH@
DI�JM?@M�OJ�?@>M@<N@�O<S�K<TH@ION�� @><PN@�JA�OC@�*'$-�>JIAJMHDOT�MPG@��PN@
JA�OC<O�<NNPHKODJI�AJM�O<S�KPMKJN@N�M@LPDM@N�OC<O�DO�<GNJ�=@�<?JKO@?�AJM
ADI<I>D<G�M@KJMODIB�KPMKJN@N��'O�DN�IJMH<GGT�IJO�PN@?�=T�AJM@DBI�>JHK<ID@N�

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

����.MJ=G@HN�RDOC��KKGTDIB�*'$- ���



LIFO Liquidation

,J:HI>DC��$C�9>H8JHH>DCH�D;�;>C6C8>6A�G:EDGI>C<��'$!*�>H�6AHD�8G>I>8>O:9�7:86JH:�D;�I=:
EDHH>7>A>IN�D;�6C�:K:CI�@CDLC�6H�6LIFO liquidation �  2=6I�>H�6�'$!*�A>FJ>96I>DC�6C9�L=N
9D:H�>I�8G:6I:�6�I=:DG:I>86A�EGD7A:B�;DG�688DJCI6CIH�

�INR@M���N�?@HJINOM<O@?�<=JQ@��>JNON�AMJH�HP>C�@<MGD@M�T@<MN�JAO@I�M@H<DI�DI�OC@
DIQ@IOJMT�2<>>JPIO�JQ@M�<�GJIB�K@MDJ?�JA�ODH@�DA�*'$-�DN�<KKGD@?��5DOC�OC<O�>JNO
AGJR�<NNPHKODJI��<�>JIQ@ID@I>@�NOJM@�OC<O�JK@IN�DI������<I?�@I?N�@<>C�T@<M�RDOC�<
APGG�O<IF�JA��������B<GGJIN�JA�B<NJGDI@�M@KJMON�@I?DIB�DIQ@IOJMT�<O������>JNON�AJM
T@<MN�JM�@Q@I�?@><?@N��#Q@MT�=<G<I>@�NC@@O�RDGG�NCJR�DIQ@IOJMT�<N���������	������
B<GGJIN�DI�@I?DIB�DIQ@IOJMT�<O�������K@M�B<GGJI
�

&JR@Q@M��DA�OC@�LP<IODOT�JA�DIQ@IOJMT�DN�@Q@M�<GGJR@?�OJ�?@>M@<N@�	<>>D?@IO<GGT�JM�JI
KPMKJN@
��NJH@�JM�<GG�JA�OCJN@������>JNON�HJQ@�OJ�>JNO�JA�BJJ?N�NJG?��$JM�@S<HKG@��DA
OC@�>JIQ@ID@I>@�NOJM@�@I?N������RDOC�G@NN�OC<I��������B<GGJIN�JA�B<NJGDI@��OC@
M@?P>ODJI�H@<IN�OC<O�>JNON�NDOODIB�DI�OC@�DIQ@IOJMT�2<>>JPIO�NDI>@������<M@
M@>JBIDU@?�<N�<I�@SK@IN@�DI�OC@�>PMM@IO�T@<M��!JNON�AMJH����T@<MN�@<MGD@M�<M@
H<O>C@?�RDOC�M@Q@IP@�DI�������2C<O�DN�<�*'$-�GDLPD?<ODJI�<I?�DO�><I�<MODAD>D<GGT
DIAG<O@�M@KJMO@?�@<MIDIBN�DA�OCJN@�@<MGD@M�>JNON�<M@�@NK@>D<GGT�GJR�

2J�DGGPNOM<O@��<NNPH@�OC<O�OCDN�>JIQ@ID@I>@�NOJM@�NO<MON������RDOC��������B<GGJIN�JA
B<NJGDI@��*'$-�C<N�=@@I�<KKGD@?�JQ@M�OC@�T@<MN�NJ�OC<O�OCDN�DIQ@IOJMT�DN�M@KJMO@?�<O
OC@������>JNO�JA�������K@M�B<GGJI��'I�������B<NJGDI@�>JNON�OC@�NOJM@�������K@M�B<GGJI�OJ
=PT�<I?�DN�OC@I�NJG?�OJ�OC@�KP=GD>�AJM�������K@M�B<GGJI�>M@<ODIB�<�BMJNN�KMJADO�JA������
K@M�B<GGJI��2C<O�DN�OC@�<HJPIO�JA�DI>JH@�OC@�NOJM@�DN�H<FDIB�OCDN�T@<M�

�O�OC@�=@BDIIDIB�JA�������OC@�>JIQ@ID@I>@�NOJM@�N@GGN�DON�@IODM@�NOJ>F�JA�������
B<GGJIN�JA�B<NJGDI@�<O�OC@�H<MF@O�KMD>@�JA�������<I?�OC@I�>@<N@N�OJ�><MMT�OCDN�KMJ?P>O
	K@MC<KN�OC@�JRI@MN�R<IO�OJ�AJ>PN�JI�BMJ>@MD@N�JM�<POJHJ=DG@�K<MON
��5DOCJPO�<IT
M@KG<>@H@IO�JA�OC@�DIQ@IOJMT��OC@�>JNO�JA�OC@�B<NJGDI@�=JPBCO�DI������AJM�������K@M
B<GGJI�DN�NCDAO@?�AMJH�DIQ@IOJMT�OJ�>JNO�JA�BJJ?N�NJG?�DI�������'INO@<?�JA�M@>JBIDUDIB
OC@�IJMH<G�KMJADO�H<MBDI�JA�������K@M�B<GGJI�JM��������AJM�OC@��������B<GGJIN��OC@
NOJM@�M@KJMON�BMJNN�KMJADO�JA�������K@M�B<GGJI�	������N<G@N�KMD>@�HDIPN�������>JNO�JA
BJJ?N�NJG?
�JM���������DI�OJO<G��2C@�M@KJMO@?�KMJADO�	�������
�?J@N�IJO�M@AG@>O�OC@
M@<GDOT�JA�>PMM@IO�H<MF@O�>JI?DODJIN��2CDN�*'$-�GDLPD?<ODJI�<GGJRN�OC@�NOJM@�OJ�GJJF
JQ@MGT�KMJADO<=G@�

�� ��?@>M@<N@�DI�OC@�LP<IODOT�JA
DIQ@IOJMT�JI�C<I?�RC@I�*'$-
DN�<KKGD@?�NJ�OC<O�>JNON
DI>PMM@?�DI�<�KM@QDJPN�K@MDJ?
<M@�HDNH<O>C@?�RDOC�M@Q@IP@N
JA�OC@�>PMM@IO�K@MDJ?��DA
DIAG<ODJI�C<N�J>>PMM@?��DO�><I
><PN@�<�NDBIDAD><IO�DI>M@<N@�DI
M@KJMO@?�I@O�DI>JH@�

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

����.MJ=G@HN�RDOC��KKGTDIB�*'$- ���



'I�<�*'$-�GDLPD?<ODJI��>JNON�AMJH�<I�@<MGD@M�K@MDJ?�<M@�H<O>C@?�RDOC�M@Q@IP@N�JA�OC@
KM@N@IO�T@<M��0@Q@IP@�DN�H@<NPM@?�DI������?JGG<MN�=PO�>JNO�JA�BJJ?N�NJG?�DN�NO<O@?�DI
�����KMD>@N���GOCJPBC�OC@�M@KJMO@?�ADBPM@N�<M@�O@>CID><GGT�>JMM@>O��OC@�DHKGD><ODJI
OC<O�OCDN�NOJM@�@<MI@?�<�BMJNN�KMJADO�JA�������K@M�B<GGJI�DN�HDNG@<?DIB�

2J�R<MI�?@>DNDJI�H<F@MN�JA�OC@�DHK<>O�OC<O�<�*'$-�GDLPD?<ODJI�C<N�JI�M@KJMO@?�I@O
DI>JH@��?DN>GJNPM@�DI�OC@�IJO@N�OJ�OC@�ADI<I>D<G�NO<O@H@ION�DN�I@@?@?�RC@I@Q@M
>JNON�<M@�HDNH<O>C@?�DI�OCDN�H<II@M���>>JM?DIB�OJ�<�IJO@�DI�OC@������ADI<I>D<G
NO<O@H@ION�AJMAlcoa Inc. 	<GG�IPH=@MN�DI�HDGGDJIN
��\"PMDIB�OC@�OCM@@T@<M�K@MDJ?
@I?@?�"@>@H=@M�����������M@?P>ODJIN�DI�*'$-�DIQ@IOJMT�LP<IODOD@N�><PN@?�K<MOD<G
GDLPD?<ODJIN�JA�OC@�GJR@M�>JNO�*'$-�DIQ@IOJMT�=<N@��2C@N@�GDLPD?<ODJIN�M@NPGO@?�DI
OC@�M@>JBIDODJI�JA�DI>JH@�JA�����	����<AO@MO<S
�DI������������	�����<AO@MO<S
�DI
������<I?�����	����<AO@MO<S
�DI������]

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

����.MJ=G@HN�RDOC��KKGTDIB�*'$- ���



TEST YOURSELF

/P@NODJI�

+<MB<M@O� @NN@G@M�DN�NOP?TDIB�OC@�ADI<I>D<G�NO<O@H@ION�KMJ?P>@?�=T
�NNJ>D<O@?�!C@HD><GN�JA�0J>C@NO@M�� @NN@G@M�IJOD>@N�OC<O�OC@�AJJOIJO@N
DI?D><O@�OC<O�<�*'$-�GDLPD?<ODJI�OJJF�KG<>@�?PMDIB�OC@�HJNO�M@>@IO�T@<M�
5CD>C�JA�OC@�AJGGJRDIB�DN�G@<NO�GDF@GT�OJ�=@�OMP@�

<� 'IQ@IOJMT�LP<IODOD@N�?@>M@<N@?�?PMDIB�OC@�T@<M�
=� 0@KJMO@?�I@O�DI>JH@�R<N�DIAG<O@?�=T�OC@�*'$-�GDLPD?<ODJI�
>� 2C@�>JHK<IT�>JIQ@MO@?�AMJH�OC@�PN@�JA�*'$-�OJ�OC<O�JA�$'$-�	JM�NJH@

JOC@M�>JNO�AGJR�<NNPHKODJI
�
?� !JNO�JA�BJJ?N�NJG?�R<N�=@GJR�OC@�>PMM@IO�>JNO�JA�OC@�DIQ@IOJMT�NJG?�

�INR@M�

2C@�>JMM@>O�<INR@M�DN�>CJD>@�>��2C@�>JHK<IT�>JIQ@MO@?�AMJH�OC@�PN@�JA�*'$-
OJ�OC<O�JA�$'$-�	JM�NJH@�JOC@M�>JNO�AGJR�<NNPHKODJI
�

#SKG<I<ODJI�

��*'$-�GDLPD?<ODJI�DN�<�?@>M@<N@�DI�OC@�LP<IODOT�JA�DIQ@IOJMT�C@G?�=T�<
>JHK<IT�OC<O�<KKGD@N�*'$-�NJ�OC<O�<�>JNO�	JAO@I�<�HP>C�>C@<K@M�>JNO
�AMJH
<I�@<MGD@M�ODH@�K@MDJ?�DN�HJQ@?�AMJH�DIQ@IOJMT�OJ�>JNO�JA�BJJ?N�NJG?��2C<O
<MODAD>D<GGT�M@?P>@N�OCDN�@SK@IN@�<I?��C@I>@��DI>M@<N@N�=JOC�M@KJMO@?�BMJNN
KMJADO�<I?�I@O�DI>JH@����*'$-�GDLPD?<ODJI�DN�QD@R@?�PIA<QJM<=GT�=T
<>>JPIO<ION�=@><PN@�<I�JG?��JPOJA?<O@�	JAO@I�HP>C�>C@<K@M
�>JNO�DN
H<O>C@?�RDOC�>PMM@IO�M@Q@IP@N�

!C<KO@M���5CT�"J@N�<�!JHK<IT�,@@?�<�!JNO�$GJR��NNPHKODJI�DI�0@KJMODIB�'IQ@IOJMT�

����.MJ=G@HN�RDOC��KKGTDIB�*'$- ���
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9.4 Merging Periodic and Perpetual Inventory Systems with a Cost Flow
Assumption

LEARNING OBJECTIVES
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Cost Flow Assumptions and Inventory Systems
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Periodic and Perpetual FIFO
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9.5 Applying LIFO and Averaging to Determine Reported Inventory
Balances

LEARNING OBJECTIVES
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9.6 Analyzing Reported Inventory Figures

LEARNING OBJECTIVES
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Analyzing Vital Signs for Inventory
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Talking with a Real Investing Pro (Continued)
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9.7 End-of-Chapter Exercises
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