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This book is designed for advanced courses dealing with 
financial accounting and reporting in the following topical 
areas: business combinations, consolidated financial state-
ments, international accounting, foreign currency transac-
tions, accounting for derivative instruments, translation of 
financial statements of foreign affiliates, segment report-
ing and interim reporting, partnerships, fund accounting 
and accounting for governmental units, and accounting for 
nongovernment�nonbusiness organizations. The primary 
objective of this book is to provide a comprehensive treat-
ment of selected topics in a clear and understandable man-
ner. The changes related to FASB ASC Topics 805 and 810 
(SFAS No. 141R and 160) are integrated throughout the 
edition. As in previous editions, we strive to maintain maxi-
mum flexibility to the instructor in the selection and breadth 
of coverage for topics dealing with consolidated financial 
statements and other advanced topics.

We track the number and characteristics of merg-
ers and acquisitions through various eras and allow this 
information to influence our coverage in the textbook. For 
instance, the frequency of acquisitions with earnouts and 
with noncontrolling interests is approximately equal (each 
around 10% of acquisitions). Therefore, we have increased 
the number of examples and homework where contin-
gent consideration is included. In addition, because of the 
increase in cross-border acquisitions, we address the issue 
of consolidating multinational firms and of reporting per-
formance over time when exchange rates change. We have 
added a section in Chapter�13 on non-GAAP constant cur-
rency reporting.

One of the challenges of this revision relates to situ-
ations in which FASB spreads the effective implementa-
tion of a change in standard over several years, with early 

adoption allowed. Thus, financial statements that will 
be observed over the next few years may reflect the new 
standards or the prior standards. We have chosen to report 
the newest standard changes in the textbook (supplemented 
either by discussions of the prior rules or through the use of 
an appendix illustrating the former standards).

We expanded the number and variety of exercises 
and problem materials at the end of each chapter. In addi-
tion, we include financial statement analysis exercises that 
relate to real companies and practical applications in every 
chapter. Two appendices (Appendix ASC at the back of 
the book and Appendix A to Chapter�1) are presented to 
assist the student in solving these exercises. All chapters 
have been updated to reflect the most recent pronounce-
ments of the Financial Accounting Standards Board and 
the Governmental Accounting Standards Board as of this 
writing. We include codification exercises that require the 
student to research the FASB�s Codification to determine 
the appropriate GAAP for a variety of issues.

In teaching consolidation concepts, a decision must be 
made about the recording method that should be empha-
sized in presenting consolidated workpaper procedures. 
The three major alternatives for recording investments 
in subsidiaries are the (1) cost method, (2) partial equity 
(or simple equity) method, and (3) complete equity (or 
sophisticated equity) method. A brief description of each 
method follows.

1.	 Cost method. The investment in subsidiary is carried 
at its cost, with no adjustments made to the investment 
account for subsidiary income or dividends. Dividends 
received by the parent company are recorded as an 
increase in cash and as dividend income.

PREFACE
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2.	 Partial equity method. The investment account is 
adjusted for the parent company�s share of the sub-
sidiary�s reported earnings or losses, and dividends 
received from the subsidiary are deducted from the 
investment account. Generally, no other adjustments are 
made to the investment in subsidiary account.

3.	 Complete equity method. This method is the same as 
the partial equity method except that additional adjust-
ments are made to the investment in subsidiary account 
to reflect the effects of (a) the elimination of unreal-
ized intercompany profits, (b) the amortization (depre-
ciation) of the difference between cost and book value, 
and (c) the additional stockholders� equity transactions 
undertaken by the subsidiary that change the parent com-
pany�s share of the subsidiary�s stockholders� equity.

All three are acceptable under both U.S. GAAP and 
IFRS, so long as the appropriate consolidating entries are 
made. While the FASB appears to prefer the complete 
equity method, the IASB, on the other hand, seems to pre-
fer the cost method. We continue to present all three meth-
ods, using generic icons to distinguish among the three 
methods. The instructor has the flexibility to teach all three 
methods, or to instruct the students to ignore one or two. If 
the student is interested in learning all three methods, he or 
she can do so, even if the instructor only focuses on one or 
two. In addition, we believe this feature makes the book an 
excellent reference for the student to keep after graduation, 
so that he or she can easily adapt to any method needed in 
future practice.

WHAT’S NEW IN THE TEXT?

�	 We have updated the online videos explaining some of 
the critical concepts from each chapter and walk stu-
dents through how to solve selected problems 
throughout the book.

�	 The partnership chapters have been updated to comply 
with FASB�s position regarding when goodwill should 
(and should not) be recorded in business transactions/
combinations. However, since many partnerships are 
not required to comply with GAAP and are thus allowed 
greater flexibility with respect to goodwill, we continue 
to present the traditional goodwill method for accounting 
for changes in partnership composition; we clarify 
which approaches are (are not) GAAP compliant.

�	 The coverage of certain topics has been expanded (such 
as contingent consideration and bargain purchases) to 
incorporate information gleaned from the FASB�s 

Post-Implementation Review of FASB Statement No. 
141R and to include more realistic real-world issues.

�	 Chapter�11 on International Accounting has been com-
pletely rewritten to focus on International Financial 
Reporting Standards (IFRS). In addition, in Section�11.5, 
we have written a stand-alone section on accounting for 
mergers and acquisitions using IFRS that can be used 
with the material in Chapters�4 or�5 to embrace an inter-
national focus on cross-border mergers and acquisitions 
if desired.

�	 Chapter� 19 was revised to incorporate FASB�s new 
not-for-profit standards on the reporting of net assets 
and other significant changes to the not-for-profit model.

�	 Chapter�2 was reorganized for improved flow of topics. 
It has been updated for the new goodwill impairment 
standards and other changes in the standards 
(measurement period adjustments and contingent 
consideration).

�	 We continue to provide real-world examples and use 
these to motivate coverage in the textbook. For instance, 
in Chapter� 13, we have added a discussion of non-
GAAP disclosures on constant currency amounts.

�	 To conserve space, two chapters (Chapters� 9 and� 10) 
and some topics within chapters are now located online 
(see www.wiley.com/go/jeter/AdvancedAccounting7e; 
see table of contents for more details).

�	 A continuous consolidation problem is introduced in 
Chapters�4 and�5. This allows students to build on con-
cepts learned in prior chapters.

OTHER HIGHLIGHTED FEATURES 
OF THE TEXT

1.	 For all mergers and acquisition problems involving 
workpapers, we provide printable excel templates that 
can be used to reduce student time required in solving 
the problems.

2.	 We include a discussion of international accounting 
standards on each topic where such standards exist 
and compare and contrast U.S. GAAP and IFRS. 
An IFRS icon appears in the margins where this 
discussion occurs.

3.	 We have written Chapter�11 to highlight IFRS. We have 
added new analyzing financial statement problems; 
each highlights a specific difference in accounting 
between U.S. GAAP and IFRS. Also in this chapter, 
Section� 11.5 on accounting for mergers and acqui-
sitions using IFRS was written so that it can be used 
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as a stand-alone section and/or incorporated into the 
mergers and acquisition Chapters�4 or�5. Thus, if a pro-
fessor would like to cover global mergers and acquisi-
tion, this can easily be accomplished.

4.	 FASB�s conceptual framework is discussed as it relates 
to Advanced Accounting in Chapter�1. We also include 
marginal references to �������� �������� throughout 
the book. The GASB�s conceptual framework is dis-
cussed in Chapters�17 and�18.

5.	 Questions or problems related to ��������� �������
are included in the end-of chapter materials for 
every chapter.

6.	 We include real-company annual reports or excerpts 
from reports with related questions 
�����
��	�������
���������������� in the end-of-chapter materials and/or 
online for most chapters excluding Chapters�15 and�16.

7.	 In Chapter�9 of the 6th edition, the homework material 
includes the effective interest, in addition to the 
straightline method for amortization of bond premiums 
and discounts. The 6th edition also includes online 
appendices on deferred taxes which are related to the 
topics in Chapter�6 and�7. (Go to www.wiley.com/go/
jeter/AdvancedAccounting7e.)

8.	 The ����������� boxes that appear throughout the book 
reflect recent business and economic events relevant to 
the subject matter.

9.	 We have integrated 	�������� ���������� into some 
illustrations in the body of Chapter�5, as well as in sev-
eral homework problems. We illustrate the newly mod-
ified goodwill impairment test. The simplification of 
the goodwill impairment tests for smaller companies is 
also discussed, along with the role of qualitative factors 
for determining which steps are necessary. There are 
exercises on this topic in Chapters�2 and�5.

10.	At the beginning of Chapter� 4, we discuss three 
methods of accounting for investments, depend-
ing on the level of ownership and the presumption of 
influence or control. We emphasize the importance of 
the complete equity method for certain investments that 
are not consolidated, or in the parent-only statements. 
In addition, online materials include an expanded 
discussion of the ���������	� ���� �����������. (See 
www.wiley.com/go/jeter/AdvancedAccounting7e.)

11.	�������	����������� are included in the margins of the 
chapters, and relevant learning objective numbers are 
provided with end-of-chapter materials.

12.	We continue the use of 	����������������������, which 
was introduced in prior editions.

13.	A few short-answer questions (and solutions) are peri-
odically provided throughout each chapter to enable 
students to test their knowledge of the content before 
moving on.

14.	The organization of the worksheets applies a format 
that separates accounts to the income statement, the 
statement of retained earnings, and the balance sheet 
in distinct sections. The worksheets are placed near the 
relevant text.

15.	All illustrations are printed upright on the page and 
labeled clearly for convenient study and reference.

16.	Entries made on consolidated statements workpapers 
are presented in general journal form. These entries are 
shaded in blue to distinguish them from book entries, 
to facilitate exposition and study. To distinguish among 
parent company entries and workpaper entries in the 
body of the text, we present parent entries in gray and 
workpaper entries in blue.

17.	We include a feature that requires students to research 
the FASB Codification in order to locate the current 
standard that applies to various issues. These exercises 
appear before the problems at the end of each chapter 
and often, but not always, relate to topics addressed 
in that chapter. (Similar questions appear on the 
CPA exam.)

18.	Summaries appear at the end of each chapter, and a 
glossary of key terms is provided at the end of the book.

19.	An appendix to Chapter� 1 has been posted online at 
www.wiley.com/go/jeter/AdvancedAccounting7e. 
This appendix illustrates a strategy or technique for 
analyzing a given company, such as a potential acqui-
sition target. This strategy may be applied in some of 
the end-of-the-chapter Analyzing Financial Statements 
(AFS) problems.

20.	Chapters� 17 through� 19 reflect the latest GASB and 
FASB pronouncements related to fund accounting.

Clearly, there are more topics in this text than can be 
covered adequately in a one semester or one-quarter course. 
We believe that it is generally better for both students and 
instructors to cover a selected number of topics in depth 
rather than to undertake a superficial coverage of a larger 
number of topics. Modules of material that an instructor 
may consider for exclusion in any one semester or quarter 
include the following:

•	 Chapters�7�9. An expanded analysis of problems in the 
preparation of consolidated financial statements.

�	 Chapter�10. Insolvency�liquidation and reorganization.
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�	 Chapters� 11�14. International accounting, foreign 
currency transactions and translation, and segment and 
interim reporting.

�	 Chapters�15 and�16. Partnership accounting.
�	 Chapters�17 through�19. Fund accounting, accounting 

for governmental units, and accounting for nongovern-
ment�nonbusiness organizations (NNOs).

SUPPLEMENTS

The following supplements are available on the book com-
panion web site: Study Guide, Excel Templates, Power-Point 
Slides, Instructors� Manual, Solutions Manual, Test Bank, 
and videos for each chapter. These materials are accessible 
from www.wiley.com/go/jeter/AdvancedAccounting7e.

WILEYPLUS

WileyPLUS is an online learning and assessment environ-
ment, where students test their understanding of concepts, 
get feedback on their answers, and access learning materi-
als such as the eText and multimedia resources. Instructors 
can automate assignments, create practice quizzes, assess 
students� progress, and intervene with those falling behind.
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A.	 Prepare the journal entry on the books of Polo Company to record the purchase of the 
common stock of Save Company and related expenses.

B.	 Prepare the elimination entry required for the preparation of a consolidated balance sheet 
workpaper on the date of acquisition.
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A.	 Prepare a journal entry to record the purchase of Sun Company’s common stock.
B.	 Prepare a consolidated balance sheet at the date of acquisition.
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A.	 Prepare the investment elimination entry made to complete a consolidated balance sheet 
workpaper. Any difference between book value and the value implied by the purchase price 
relates to subsidiary land.

B.	 Prepare Shipley Company’s balance sheet as it appeared on December 31, 2018.
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A.	 Show the classification and amount(s) that should be reported in the consolidated 
balance sheet of Polychromasia, Inc. and Subsidiaries at 12/31/13 as receivable from 
subsidiaries.

B.	 Show the classification and amount(s) that should be reported in the consolidated balance 
sheet of Polychromasia, Inc. and Subsidiaries at 12/31/13 as payable to subsidiaries.
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A.	 What method is being used by Parry to account for its investment in Sent Company? How 
can you tell?

B.	 Prepare a workpaper for the preparation of consolidated financial statements on December 
31, 2016. Any difference between the book value of equity acquired and the value implied 
by the purchase price relates to subsidiary land.
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A.	 What method is being used by Perkins to account for its investment in Schultz Company? 
How can you tell?

B.	 Prepare a workpaper for the preparation of consolidated financial statements on December 
31, 2017. Any difference between the book value of equity acquired and the value implied 
by the purchase price relates to goodwill.
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A.	 What method is being used by Plank to account for its investment in Scoba Company? How 
can you tell?

B.	 Prepare a consolidated statements workpaper at December 31, 2020. Any difference 
between book value and the value implied by the purchase price relates to subsidiary  
land.
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P COMPANY  
Consolidated Balance Sheets  
December 31, 2017 and 2018
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PARKS COMPANY AND SUBSIDIARY  
Consolidated Income Statement  

for the Year Ended December 31, 2019
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A.	 Prepare in general journal form all entries necessary on the consolidated financial state-
ment workpapers to eliminate the effects of the intercompany sales for each of the years 
2019 and 2020.

B.	 Calculate the amount of noncontrolling interest to be deducted from consolidated income in 
the consolidated income statement for 2020.

C.	 Calculate controlling interest in consolidated income for 2020.
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A.	 Prepare in general journal form all entries necessary in the consolidated financial state-
ments workpapers to eliminate the effects of the intercompany sales for each of the years 
2019 and 2020.

B.	 Calculate the amount of noncontrolling interest to be deducted from consolidated income in 
the consolidated income statements for 2019 and 2020.

C.	 Calculate controlling interest in consolidated income for 2020.
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A.	 Prepare the consolidated statements workpaper for the year ended December 31, 2021.
B.	 Calculate consolidated retained earnings on December 31, 2021, using the analytical or 

t-account approach.
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A.	 Prepare the consolidated statements workpaper for the year ended December 31, 2018.
B.	 Calculate consolidated retained earnings on December 31, 2018, using the analytical or t-

account approach.
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A.	 Prepare the consolidated statements workpaper for the year ended December 31, 2021.
B.	 Calculate consolidated retained earnings on December 31, 2021, using the analytical or 

t-account approach.
C.	 If you completed Problem�6‑7, compare the consolidated balances obtained in requirement 

A with those obtained in Problem�6‑7.
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A.	 Prepare in general journal form the entries necessary in the December 31, 2020, consolidated 
statements workpaper to eliminate the effects of the intercompany sales.

B.	 Calculate controlling interest in consolidated net income for the year ended Decem-
ber 31, 2020.

C.	 Calculate consolidated retained earnings on December 31, 2020.
D.	 Calculate noncontrolling interest in consolidated income for the year ended Decem-

ber 31, 2020.
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A.	 Prepare the consolidated statements workpaper for the year ended December 31, 2021.
B.	 Calculate consolidated retained earnings on December 31, 2021, using the analytical or 

t-account approach.
C.	 If you completed Problem�6‑7 or Problem�6‑13, compare the consolidated balances obtained 

in requirement A with those obtained in those problems.
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Minimum Disclosures in Interim Reports
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ANALYZING FINANCIAL STATEMENTS
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EXERCISES
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Chip Bell, senior partner with Performance Research Associates in Dallas, compares partnering to 
dancing. He suggests six steps to great partnerships:
•	 Focus, or prepare to partner. There should be a clear commitment to some purpose.
•	 Audition, or pick great partners. Auditions are about discovery and disclosure. Be open for 

warning cues.
•	 Rehearse, or get the partnership in shape. Work the plan, ignoring opposition or objections.
•	 Dance, or keep the magic in motion. Great partnerships keep going and growing.
•	 Hurt, or manage the pain. Great dances are rarely flawless, and the capacity to bend and con-

tinue in the face of adversity makes for resilience.
•	 Bow out, or know when to call it curtains. 4
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“Partnerships 
aren’t for 
everyone. 
They require 
an invest
ment of 

energy and demand vulnera-
bility. And partnerships diminish 
the protection of anonymity. 
They are poor associations in 
which to hide. Partnership 
means working onstage, not 
backstage. Done well, partner-
ships work at amplifying 
disclosure and enhancing 
exposure.”5
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A big surprise to many tax practitioners came at the end of 2015 with the enactment by Congress of 
new partnership audit rules in the Bipartisan Budget Act (BBA) of 2015. These rules expanded the 
power of the IRS in dealing with partnership audits. Under the 2015 Act, the IRS can now not only 
assess and collect tax from partners individuals (as before) but also assess and collect tax from the 
partnership itself (for audits of tax years beginning on or after January 1, 2018).6
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