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From the Authors

“If this text helps you  appreciate the challenges, 
worth, and  limitations of fi nancial reporting, 
if it  encourages you to evaluate critically and 
 understand fi nancial  accounting  concepts and 
practice, and if it p repares you for advanced study, 
professional examinations, and the successful 
and ethical pursuit of your career in accounting or 
business in a global economy, then we will have 
attained our objectives.”

Through many editions, this text has continued to refl ect the constant changes taking place 
in the GAAP environment. This edition continues this tradition, which has become even 
more signifi cant as the fi nancial reporting environment is exploding with major change. Here 
are three areas of major importance that are now incorporated extensively into this edition 
of the text.

CONVERGENCE OF GAAP AND IFRS One of the most important innovations shaping 
our capital markets was the idea of GAAP. It might be said that it would be even better if 

we had one common set of accounting rules for the whole world, which 
would make it easier for international investors to compare the fi nancial 
results of companies from diff erent countries. Fortunately, GAAP and 
international accounting standards have converged to result in a number 
of common standards between GAAP and International Financial 
Reporting Standards (IFRS). And you have the chance to be on the 
ground fl oor as we develop for you the similarities and diff erences in the 
two systems that ultimately will be one.

A FAIR VALUE MOVEMENT The FASB believes that fair value 
information is more relevant to users than historical cost. As a result, 

there is more information that is being reported on this basis, and even more will occur in 
the future. The fi nancial press is full of articles discussing how fi nancial institutions must 
fair value their assets, which has led to massive losses during the fi nancial crisis. In addition, 
additional insight into the reliability related to fair values is being addressed and disclosed 
to help investors make important capital allocation decisions. We devote a considerable 
amount of material that discusses and illustrates fair value concepts in this edition, including 
its relevance to three major accounting standards updates: revenue, leases, and fi nancial 
instruments.

A NEW WAY OF LOOKING AT GENERALLY ACCEPTED ACCOUNTING 
PRINCIPLES (GAAP) Learning GAAP used to be a daunting task, as it is comprised of 
many standards that vary in form, completeness, and  structure. Fortunately, the profession 
has developed the Financial Accounting Standards Board Codifi cation (often referred to as 
the Codifi cation). This Codifi cation provides in one place all the GAAP related to a given 
topic. This textbook is the fi rst to incorporate this Codifi cation—it will make learning GAAP 
easier and more interesting!

Intermediate Accounting is the market-leading text in providing the tools needed to understand what 
GAAP is and how it is applied in practice. With this Seventeenth Edition, we strive to continue to 
provide the material needed to understand this subject area. The text is comprehensive and up-to-date. 
We also include proven pedagogical tools, designed to help you learn more eff ectively and to answer 
the changing needs of this course. 

We are excited about Intermediate Accounting, Seventeenth Edition. We believe it meets an im-
portant objective of providing useful information to educators and students interested in learn-
ing about both GAAP and IFRS. Suggestions and comments from users of this text will be 
appreciated. Please feel free to e-mail any one of us.

Donald E. Kieso Jerry J. Weygandt Terry D. Warfi eld
Somonauk, Illinois Madison, Wisconsin Madison, Wisconsin

iv
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Chapter 1:  Financial Accounting and Accounting 
Standards

•  Generally updated for content and recent developments.

Chapter 2:  Conceptual Framework for Financial Reporting
•  New footnote detailing most recent FASB updates related 

to disclosures.
•  Completely updated IFRS Insights section for the most 

recent information concerning the IASB and FASB con-
ceptual statements.

Chapter 3: The Accounting Information System
•  New section on the chart of accounts, as well as increased 

explanation and graphics of the recording process.
•  Updated opening story on economic crime to refl ect latest 

data and trends.
•  New “What Do the Numbers Mean?” (WDNM) box on 

blockchain.
•  New Analytics in Action activity on collecting fi nancial 

data from a variety of sources.

Chapter 4: Income Statement and Related Information
•  New WDNM box on how and why companies use earn-

ings management to misrepresent company performance.
•  Updated information about joint FASB-IASB project on 

fi nancial statement presentation (currently on hold).
•  Updated Evolving Issue box on most recent information 

concerning non-GAAP reporting.

Chapter 5: Balance Sheet and Statement of Cash Flows
•  Rewrote “Additional Information” section for most recent 

FASB updates and recommendations on note disclosures 
regarding accounting policies, contractual situations, 
contingencies, and fair value.

•  New Analytics in Action activity on ratio analysis for 
companies in the Dow Jones average.

Chapter 6: Accounting and the Time Value of Money
•  New Analytics in Action activity on analyzing business alter-

natives, with consideration of time value of money concepts.

Chapter 7: Cash and Receivables
•  New opening story, discussing current eff ect of the 

Tax Cuts and Jobs Act of 2017 in terms of amounts of 
 company cash parked overseas.

•  New Evolving Issue, on what companies should include 
as part of cash and cash equivalents on the balance sheet, 
such as cryptocurrencies.

•  Updated discussion of allowance method for uncollect-
ible accounts per latest FASB standards (i.e., net amount 
expected to be collected instead of net realizable value).

•  New Analytics in Action activity on estimating the allow-
ance for doubtful accounts and conducting fi nancial anal-
ysis of the collectibility of accounts receivable.

Chapter 8:  Valuation of Inventories: A Cost-Basis Approach
•  Generally updated for content and recent developments.

Chapter 9: Inventories: Additional Valuation Issues
•  New WDNM boxes on (1) corporate barter to handle 

problem inventory and (2) importance of identifying 
markdown method (cost versus retail) used by retailers.

•  New Analytics in Action activity on analyzing inventory 
balances for possible impairment.

Chapter 10:  Acquisition and Disposition of Property, 
Plant, and Equipment

•  Moved contributions discussion as a new appendix, ex-
panding its discussion per recent FASB guidance.

•  New WDNM box on importance for companies to eff ec-
tively manage capital spending.

Chapter 11: Depreciation, Impairments, and Depletion
•  Updated opening story on technical and environmental 

issues aff ecting recognition of impaired assets.
•  Updated footnote 15 to include the fi nancial impacts of 

the most recent legislation, Tax Cuts and Jobs Act of 2017.
•  New WDNM box on how changes in tax depreciation 

rules related to bonus depreciation.
•  New Analytics in Action activity on analyzing company 

information related to depreciation and impairment of 
property, plant, and equipment.

Chapter 12: Intangible Assets
•  Updated discussion of goodwill impairment test per recent 

FASB.
•  New WDNM box on how goodwill impairments reported 

by companies can signal their future cash fl ows. 
•  New Analytics in Action activity on analyzing goodwill 

for companies in the Dow Jones average.

Chapter 13: Current Liabilities and Contingencies
•  New WDNM boxes on (1) advantages of increased em-

ployee benefi ts over wage growth and (2) how Penn 
Central Railroad provides example of need for rules for 
liabilities expected to be refi nanced. 

•  Updated Refi nancing Criteria section for short-term obli-
gations expected to be refi nanced due to latest proposed 
FASB Accounting Standards Update.

•  New Analytics in Action activity on analyzing current 
liabilities as part of a valid analysis of liquidity.

•  New case illustration on determining whether a lawsuit 
liability should be recognized.

vi

New to This Edition
Content Changes by Chapter

FMTOC_V1.indd Page vi  08/06/19  8:34 AM F-0590 FMTOC_V1.indd Page vi  08/06/19  8:34 AM F-0590 /206/WB02413_V1/978111613695/fmmatter/text_s/206/WB02413_V1/978111613695/fmmatter/text_s



  NEW TO THIS EDITION  vii

Chapter 14: Long-Term Liabilities
•  New WDNM box on why some companies are issuing 

100-year and even longer-duration bonds.

Chapter 15: Stockholders’ Equity
•  Generally updated for content and recent developments.
•  New Analytics in Action activity on analyzing ROE using 

the DuPont method.

Chapter 16:  Dilutive Securities and Earnings per 
Share

•  New discussion and illustrations on stock compensation 
costs.

Chapter 17: Investments
•  New opening story on how new FASB standard on re-

porting loans at amortized cost and equity investments 
at fair value is resulting in wins for banks and losses for 
companies.

•  Updated discussion of impairments for receivables, avail-
able-for-sale and held-to-maturity debt investments, and 
equity investments.

•  Deleted dated WDNM box on disclosure of equity invest-
ments.

Chapter 18: Revenue Recognition
•  Generally updated for content and recent developments.

Chapter 19: Accounting for Income Taxes
•  Chapter updated throughout to refl ect the Tax Cuts and 

Jobs Act of 2017, including a new opening story that dis-
cusses its most important provisions.

• Loss carrybacks now discussed in a new Appendix 19B.
•  New WDNM box on impact of a lower corporate tax 

rate.

Intermediate Accounting is completely integrated with Wiley-
PLUS, featuring a suite of teaching and learning resources devel-
oped under the close review of the authors. Driven by the same 
basic beliefs as the text, WileyPLUS allows students to create a 
personalized study plan, assess their progress along the way, and 
access the content and resources needed to master the material. 
Features of the WileyPLUS course include the following:

•  NEW Integrated CPA Exam Test Prep: Each chapter 
in the text now includes additional content from Wiley 
CPAexcel, which is designed to help students pass the 
CPA exam effi  ciently. Integrated within WileyPLUS, this 
new content includes CPA exam video lessons, CPA exam 
practice questions, and assignable task-based simulations 
(TBSs), which are the primary form of assessment used 
by the American Institute of Certifi ed Public Accountants 
(AICPA) to assess mastery of the content at the analysis 
and evaluation cognitive level.

•  NEW Data Analytics: Analytics in Action activities in-
clude corresponding data sets and assignments in Wiley-
PLUS. These resources further prepare and enhance data 

Chapter 20:  Accounting for Pensions and 
Postretirement Benefi ts

•  Moved up last part of the continuing pension expense work-
sheet example earlier in the chapter, for improved continuity.

•  Completely updated section on the reporting and disclosure 
requirements for pensions, now discussed in four categories: 
(1) assets and liabilities, (2) net income, (3) comprehensive 
income, and (4) notes to the fi nancial statements.

Chapter 21: Accounting for Leases
•  Chapter consists of Updated Chapter 21 available with 

Kieso 16e.
•  Opening story updated per most recent information on im-

pact of new lease standard on companies’ balance sheets.

Chapter 22: Accounting Changes and Error Analysis
•  New WDNM box on how substantial depreciation-related 

changes might aff ect fi nancial information.
•  Completely updated discussion of converting to the equity 

method in Appendix 22A, given the recent FASB standard.

Chapter 23: Statement of Cash Flows
•  Expanded WDNM boxes to include recent FASB rule for 

classifying operating cash fl ows.

Chapter 24: Full Disclosure in Financial Reporting
•  New discussion of FASB Disclosure Framework project 

on improving the eff ectiveness of disclosures in fi nancial 
statements, which has resulted in a new concepts state-
ment in August 2018.

•  New discussion of recent controversy regarding “short-
termism” of interim reporting.

•  Moved “Errors, Fraud, and Illegal Acts” section later in 
chapter under “Fraudulent Reporting” for improved pre-
sentation of topics.

 analytics skills that students will need in their future 
accounting  careers. Intermediate Accounting also in-
cludes a “Data  Analytics and Accounting” module within 
WileyPLUS that contains seven interactive lessons with 
industry-validated content to prepare students for the 
evolving workforce, video tutorials of real-world data ana-
lytics applications, and a case study using Excel that allows 
students to manipulate and think critically about data. 

•  NEW Solution Walkthrough Videos: The library of 
solution walkthrough videos has been expanded with the 
addition of approximately 45 new videos.  Question-usage 
data helped determine which assessment content to high-
light, ensuring that this student- favorite resource is avail-
able for the most frequently  assigned content. 

•  Accessible Lecture PowerPoints: PowerPoints are 
a hallmark of many lectures as well as an important 
study tool for students. In addition to the fully accessible 
WileyPLUS course, we have also improved the lecture 
PowerPoints to be accessible, including high- quality alt 
text and screen-reader capabilities.

Improved Digital Assets
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This edition continues to provide numerous key learning aids to help you master the text 
material and prepare you for a  successful career in accounting.

Proven Pedagogical Framework

Review and Practice
The Review and Practice section, placed after the 
text discussion, off ers students the opportunity 
to assess their understanding of the chapter’s 
topics before tackling homework  assignments.

Chapter Preview
The Chapter Preview summarizes the major 
 issues discussed in the chapter, and provides 
students with a visual outline of the key topics.

Chapter Opener Vignettes
The Chapter Opener Vignettes provide an 
engaging introduction as well as place the 
content of the chapter’s topics in context 
in terms of recent accounting, economic, 
and political developments.

Accounting for Leases

 1.  Describe the environment related to leasing 
transactions.

 2. Explain the accounting for finance leases.

LEARNING OBJECTIVES

Aft er studying this chapter, you should be able to:

 3. Explain the accounting for operating leases.

 4.  Discuss the accounting and reporting for special 
features of lease arrangements.

Times Are A-Changing
Sir David Tweedie, a former IFRS chairperson, is known for making the following observa-
tion about airline accounting. He noted that one day he would like to fl y on an airplane that 
appears on a company’s balance sheet. What Sir David was referring to is that many of the 
airlines such as United, Delta, and Southwest sometimes do not own their aircraft. The 
airlines lease many of their airplanes due to the favorable accounting treatment they received 

CHAPTER 21
© andersphoto/Shutterstock

PREVIEW OF CHAPTER 21  The following opening story indicates the increased 
significance and prevalence of lease arrangements. As a result, the need for uniform 
accounting and informative reporting of these transactions has intensified. In this chapter, 
we look at the accounting issues related to leasing. The content and organization of this 
chapter are as follows.

ACCOUNTING FOR LEASES

The Leasing 
Environment
• Lessees
• Lessee lease advantages
• Lessors
• Lessor lease advantages
• Conceptual nature of a 

lease
• Finance and operating 

leases
• Lease classification

Finance Leases
• Lessee accounting and 

finance lease example
• Lessor accounting 
• Sales-type lease example

Operating Leases
• Lessee accounting
• Lessor accounting

Special Lease 
 Accounting Problems
• Residual values
• Other lease adjustments
• Bargain purchase options
• Short-term leases
• Presentation, disclosure, 

and analysis

This chapter also includes 
numerous conceptual and 
global discussions that are 
integral to the topics 
presented here.

c21AccountingForLeases.indd Page 21-1  11/01/19  1:38 PM f-0551 /208/WB02413/9781119503705/ch21/text_s

when they leased rather than purchased. Presented below are the lease percentages for major 
U.S. airlines in a recent year.

The same held true for many other industries as well. What was this favorable accounting 
treatment? The previous FASB standard on leasing depended on whether a lease qualifi ed as an 
operating lease or a fi nance lease. In an operating lease, companies did not report an asset on 
their balance sheet for the item they leased, nor did they report a related liability for their lease 
obligation. Only if the company had a fi nance lease would companies have to report an asset 
and a related liability on the balance sheet. However, the FASB has recently issued a standard 
on leasing that mandates that all companies will have to report both assets and related liabili-
ties for practically all lease arrangements.

The accounting change will have signifi cant impact on many companies’ balance sheets. 
The top 1,000 U.S. public companies alone have nearly $1 trillion in operating lease liabilities. 
Companies with large off -balance-sheet operating leases will be most aff ected. For example, 
here is a list of companies that will have to capitalize a signifi cant number of operating leases.

Balance Sheet Impact
Assets and Liabilities Increases (in millions)

Walgreens Boots Alliance $32,811 FedEx $17,874
CVS Health 27,151 United Continental Holdings 16,251
AT&T 25,928 Delta Air Lines 16,236
Amazon 22,848 Walmart 15,366
Verizon Communications 20,734 Bank of America 14,500

So Sir David Tweedie, what we can now say is get ready as your wish is about to come true.

Sources: Adapted from Seth Lubore and Elizabeth MacDonald, “Debt? Who, Me?” Forbes (February 18, 2002), 
p. 56; A.  Catanach and E. Ketz, “Still Searching for the ’Rite’ Stuff ,” Grumpy Old Accountants (April 30, 2012), 
http://blogs.smeal.psu.edu; “Who Is Most Impacted by the New Lease Accounting Standards? An Analysis of the 
Fortune 500’s Leasing Obligations,” Lease Accelerator (2016); and Sue Lloyd, “A New Lease on Life,” Investor 
Perspective (January 2016).

Number of planes:

Source: Company reports.

100 400 600 800 1,000

44%
American

The Phantom Fleets: Number of Aircraft and
Percent Carried Off the Balance Sheet

94%

29%
UAL

Spirit

Fleet under
operating 
leases

Fleet owned

13%
Delta

29%
Southwest

Review and Practice
Go to the Review and Practice section at the end of the chapter for a targeted summary review 
and practice problem with solution. Multiple-choice questions with annotated solutions as well 
as additional exercises and practice problem with solutions are also available online.

c21AccountingForLeases.indd Page 21-2  11/01/19  1:38 PM f-0551 /208/WB02413/9781119503705/ch21/text_s

RR
G

TT
S

s
d
e

viii

FMTOC_V1.indd Page viii  08/06/19  8:34 AM F-0590 FMTOC_V1.indd Page viii  08/06/19  8:34 AM F-0590 /206/WB02413_V1/978111613695/fmmatter/text_s/206/WB02413_V1/978111613695/fmmatter/text_s



  PROVEN PEDAGOGICAL FRAMEWORK  ix

Facts: On January 1, 2020, Jose Company leases an airplane for 6 years. The annual lease payments are 
$1,000,000 per year, payable at the beginning of each year (annuity-due basis). In addition, the lease agree-
ment specifies that the lease payment increases by $30,000 every year.

INCLUDING VARIABLE LEASE PAYMENTS

Question: What are the lease payments in 2021?

Solution: On January 1, 2021, the lease payment is $1,030,000 ($1,000,000 + $30,000), which is considered 
a variable payment. Given that the amount of the variable payment is known from year to year (the rate 
is set at commencement of the lease and in substance fixed), such variable payments are included in 
calculating the present value of the lease liability.

ILLUSTRATION 21.3  
Variable Lease Payments

Facts: Assume the same information as in Illustration 21.3, except that the lease payments are adjusted each 
year by a change in the Consumer Price Index (CPI).

EXPENSING VARIABLE LEASE PAYMENTS

Question: If the CPI is 100 at January 1, 2020, and increases to 104 on January 1, 2021, what is the 
payment on January 1, 2021?

Solution: The variable payment on January 1, 2021, is $1,040,000 ($1,000,000 × 1.04). Because the amount of 
the variable payment from year to year is not known at the lease commencement date, this payment is not in-
cluded in determining the present value of the lease liability. This additional payment ($40,000) is recognized 
as an expense in the period it is incurred. Similarly, when lease payments vary with a performance measure 
(e.g., sales at a store location, asset usage), the variable amounts will be expensed in the period incurred.

ILLUSTRATION 21.4  
Variable Lease Payments
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  MORE Illustration 
Walk-Throughs

These unique illustrations include mini-
cases so that students can immediately 
understand how to apply the accounting 
concepts and procedures to specifi c sit-
uations.

NEW

Lerch records this loss as follows.

Loss on Impairment 40,000,000
 Patents  40,000,000

After recognizing the impairment, the reduced carrying amount of the patents is its new 
cost basis (see Underlying Concepts). Lerch should amortize the patent’s new cost over its 
remaining useful life or legal life, whichever is shorter. Even if shale-oil prices increase in sub-
sequent periods and the value of the patent increases, Lerch may not recognize restoration 
of the previously recognized impairment loss.

Underlying  
Concepts
The basic attributes of 
intangibles, their uncer-
tainty as to future benefi ts, 
and their uniqueness have 
discouraged valuation in 
excess of cost.
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Underlying Concepts
The Underlying Concepts highlight and 
explain major conceptual topics in the 
chapter.

 

What Do the Numbers Mean? Not So Fast

As an illustration of the importance of the control criteria, consider 
the case of computer leasing companies, which at one time bought 
IBM equipment, leased the equipment to their customers, and re-
moved the leased assets from their balance sheets. In leasing the 
assets, the computer lessors stated that they would substitute new 
IBM equipment if obsolescence occurred (a sales return provision). 
However, when IBM introduced a new computer line, IBM refused 

to sell it to the computer leasing companies. As a result, a number 
of the lessors could not meet their contracts with their customers 
and had to take back the old equipment. Thus, control had not been 
fully transferred and the computer leasing companies therefore 
had to reinstate the assets they had taken off  the books. Such a case 
demonstrates one reason why the lessor classifi cation tests must be 
aligned with those for revenue recognition.
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What Do the Numbers Mean?
The “What Do the Numbers Mean?” boxes 
further students’ understanding of key con-
cepts with practical, real-world examples.

Two diffi  culties arise in accounting for R&D expenditures: (1) identifying the costs associ-
ated with particular activities, projects, or achievements, and (2) determining the magnitude of 
the future benefi ts and length of time over which such benefi ts may be realized. Because of these 
latter uncertainties, the FASB has simplifi ed the accounting practice in this area. Companies 
must expense all research and development costs when incurred (see Global View). [14]

Identifying R&D Activities

Global View
IFRS requires the 
capitalization of certain 
development expendi-
tures. This confl icts with 
GAAP.
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Global View
Global Views provide students with 
specifi c examples of how global com-
panies (and countries)  implement 
key accounting regulations. They also 
provide examples of how and where 
IFRS diff ers from GAAP.

Evolving Issue Recognition of R&D and Internally Generated Intangibles

  for R&D-intensive companies. Another study found that there was 
a signifi cant decline in earnings’ usefulness for companies that were 
forced to switch from capitalizing to expensing R&D costs, and that 
the decline appears to persist over time.

The current accounting for R&D and other internally gener-
ated intangible assets represents one of the many trade-off s made 
among relevance, faithful representation, and cost- benefi t consid-
erations. The FASB and IASB have completed some limited-scope 
projects on the accounting for intangible assets, and the Boards have 
contemplated a project on the accounting for identifi able intangible 
assets (i.e., excluding goodwill). Such a project would address con-
cerns that the current accounting requirements lead to inconsistent 
treatments for some types of intangible assets depending on how 
they arise.

Sources for research studies: Baruch Lev and Theodore Sougiannis, 
“The Capitalization, Amortization, and Value-Relevance of R&D,” Journal 
of Accounting and Economics (February 1996); and Martha L. Loudder and 
Bruce K. Behn, “Alternative Income Determination Rules and Earnings 
Usefulness: The Case of R&D Costs,” Contemporary Accounting Research 
(Fall 1995). See also the recent critique of the accounting for intangible 
assets in Baruch Lev and Feng Gu, The End of Accounting (Hoboken, NJ: 
John Wiley & Sons, 2016).

The requirement that companies expense immediately all R&D 
costs (as well as start-up costs) incurred internally is a practical 
solution. It ensures consistency in practice and uniformity among 
companies. But the practice of immediately writing off  expen-
ditures made in the expectation of benefi ting future periods is 
conceptually incorrect.

Proponents of immediate expensing contend that from an in-
come statement standpoint, long-run application of this standard 
frequently makes little diff erence. They argue that because of the 
ongoing nature of most companies’ R&D activities, the amount of 
R&D cost charged to expense each accounting period is about the 
same, whether there is immediate expensing or capitalization and 
subsequent amortization.

Others criticize this practice. They believe that the balance 
sheet should report an intangible asset related to expenditures that 
have future benefi t. To preclude capitalization of all R&D expen-
ditures removes from the balance sheet what may be a company’s 
most valuable asset.

Indeed, research fi ndings indicate that capitalizing R&D costs 
may be helpful to investors. For example, one study showed a signif-
icant relationship between R&D outlays and subsequent benefi ts in 
the form of increased productivity, earnings, and shareholder value 
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Evolving Issue
The Evolving Issue feature introduces 
and discusses a current topic in the ac-
counting industry in which the profes-
sion may be encountering controversy 
or nearing resolution. The feature shows 
how the key standard-setting organi-
zations make decisions to adjust to the 
changing global business environment.
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Review and Practice

Key Terms Review

amortization 12-4
bargain purchase 12-14
business combination 12-4(n)
copyright 12-8
development activities 12-19
fair value test 12-15
franchise 12-8
goodwill 12-11

impairment 12-14
indefi nite-life intangibles 12-4
intangible assets 12-3
license (permit) 12-9
limited (fi nite)-life intangibles 12-4
master valuation approach 12-13
organizational costs 12-21
patent 12-9

recoverability test 12-14
research activities 12-19
research and development (R&D) 
 costs 12-19
start-up costs 12-21
trademark, trade name 12-6

Learning Objectives Review

1 Discuss the characteristics, valuation, and amortization 
of intangible assets. 

Intangible assets have two main characteristics: (1) they lack 
physical existence, and (2) they are not fi nancial instruments. In most 

3 Explain the accounting issues for recording goodwill. 

Unlike receivables, inventories, and patents that a company can sell 
or exchange individually in the marketplace, goodwill can be identi-
fi ed only with the company as a whole. Goodwill is a “going con-
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Review and Practice
Review and Practice section includes 
Key Terms Review, Learning Objec-
tives Review, and a Practice Problem 
with Solution. In addition, multiple-
choice questions with solutions, re-
view exercises with solutions, and 
a full glossary of all key terms are 
available online.

Practice Problem

Sky Co., organized in 2020, provided you with the following information.

 1.  Purchased a license for $20,000 on July 1, 2020. The license gives Sky exclusive rights to sell its 
services in the tri-state region and will expire on July 1, 2028.

 2.  Purchased a patent on January 2, 2021, for $40,000. It is estimated to have a 5-year life.
 3.  Costs incurred to develop an exclusive Internet connection process as of June 1, 2021, were 

$45,000. The process has an indefi nite life.
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Practice Problem
The Practice Problem off ers students 
a comprehensive exercise, incorpo-
rating many of the chapter’s topics, 
followed by a detailed, step-by-step 
solution.

Using Your Judgment

Financial Reporting Problem

The Procter & Gamble Company (P&G)
The fi nancial statements of P&G are presented in Appendix B. The company’s complete annual report, 
including the notes to the fi nancial statements, is available online.
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Comparative Analysis Case

The Coca-Cola Company and PepsiCo, Inc.
The fi nancial statements of Coca-Cola and PepsiCo are presented in Appendices C and D, respectively. 
The companies’ complete annual reports, including the notes to the fi nancial statements, are available 
online.

Instructions
Use the companies’ fi nancial information to answer the following questions.

 a. 1.  What amounts for intangible assets were reported in their respective balance sheets by Coca-Cola 
and PepsiCo at year-end 2017?
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Using Your Judgment
The Using Your Judgment section 
provides students with real-world 
homework problems including (1)  a 
fi nancial reporting problem, (2) a 
comparative analysis case, (3) fi nan-
cial statement analysis cases, and 
(4) an accounting, analysis, and prin-
ciples problem.

End-of-Chapter Pedagogy
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Bridge to the Profession

FASB Codification References
  [1]  FASB ASC 350-10-05. [Predecessor literature: “Goodwill and 

Other Intangible Assets,” Statement of Financial Accounting 
Standards No. 142 (Norwalk, Conn.: FASB, 2001).]

  [2]  FASB ASC 350-30-35. [Predecessor literature: “Goodwill and 
Other Intangible Assets,” Statement of Financial Accounting 
Standards No. 142 (Norwalk, Conn.: FASB, 2001), par. 11.]

[15]  FASB ASC Master Glossary. [Predecessor literature: “Accounting 
for Research and Development Costs,” Statement of Financial 
Accounting Standards No. 2 (Stamford, Conn.: FASB, 1974), par. 8.]

[16]  FASB ASC 805-10. [Predecessor literature: “Business Com-
binations,” Statement of Financial Accounting Standards No. 
141–Revised (Norwalk, Conn.: FASB, 2007), par. E11.]

[17]  FASB ASC 730-10-25-2. [Predecessor literature: “Accounting 
for Research and Development Costs,” Statement of Financial 

c12IntangibleAssets.indd Page 12-42  26/10/18  8:56 AM f-0551 /208/WB02413/9781119503705/ch12/text_s

Bridge to the Profession
This section includes FASB Codifi cation Refer-
ences, Codifi cation Exercises, and a Codifi cation 
Research Case, all designed to refer students to the 
relevant FASB literature for key concepts in the 
text and provide assessment of their understanding.

LEARNING OBJECTIVE 6 
Compare the accounting for intangible assets under GAAP and IFRS.

There are some signifi cant diff erences between IFRS and GAAP in the accounting for both intangible 
assets and impairments. IFRS related to intangible assets is presented in IAS 38 (“Intangible Assets”). 
IFRS related to impairments is found in IAS 36 (“Impairment of Assets”).

IFRS Insights
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IFRS Insights
IFRS Insights off er students a detailed 
discussion and assessment material 
(including IFRS Self-Test Questions, 
IFRS Concepts and Application, and 
an International Financial Reporting 
Problem) of international accounting 
standards at the end of each chapter.

Analytics in Action
Accounting software systems collect vast amounts of data about the economic events experienced 
by a company and about the parties with whom the company engages, such as suppliers and 
customers. Business decision-makers take advantage of this wealth of information by using data 
analytics, which often employs both software and statistics, to draw inferences and make more 
informed business decisions. As both data access and analytical software improve, the use of data 
analytics to support decisions is becoming increasingly common at virtually all types of companies.

For example, consider goodwill, which has been rising briskly since 2011, to a total of 
$3.408 trillion among all corporate fi lers in 2015. The bad news is that impairments have plum-
meted further during this same period, from a low of $34.66 billion in 2013 to $83.02 billion 
in 2015 (see http://www.radicalcompliance.com/2016/05/04/impairments-hinting-at-bigger- 
problems-ahead/). So are goodwill impairments more likely as goodwill balances rise? Business 
decision-makers would defi nitely want to investigate this trend further using data analytics.

Instructions Go to WileyPLUS for a data analytics exercise focusing on goodwill for companies 
in the Dow Jones average.
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Data Analytics
Analytics in Action activities discuss 
how data analytics are used for spe-
cifi c accounting situations as well 
as off er hands-on experience so that 
students understand the power and 
value of analytical tools.

NEW
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