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Advanced Leadership =~ EEFIFVa:

INNOVATION

The tenth edition of Advanced Accounting by Paul Fischer, William Taylor, and Rita Cheng
raises the standard in accounting education. Providing the most innovative, up-to-date, and
comprehensive coverage of advanced financial accounting topics on the market today, the tenth
edition incorporates pedagogically strang elements throughout. The end result is a valuable and
useful resource for both the present and the future. Fischer/Taylor/Cheng’s Advanced Accounting
offers the learner the ability to understand and apply new knowledge like no other advanced
accounting text available. Leading the way are these unique, innovative, and helpful features:

¢ Excelling with ease—An easy-to-follow Excel® tutorial and convenient electronic
working papers available on the text’s Web site (academic.cengage.com/accounting/
fischer):

# This unique tutorial teaches a step-by-step process for completing consolidations
worksheets in an Excel-based environment. The tutorial makes it possible to master
consolidations worksheets more quickly.

¢ The rutorial guides the student through the creation of Excel worksheets. Each chapter of
the tutorial adds the consolidations processes to parallel those presented in Chapters 1-6
of the text.

# The electronic working papers in Excel format provide students with the basic worksheet
structure for selected assignments throughout the text. These assignments are identified in
the text by the icon shown here.

¢ Comprehending through consistency—Common coding for the worksheets:

* All consolidations worksheers use a common coding for the eliminations and
adjustments. A complete listing of the codes is presented on the inside of the front cover.
Students are now able ro quickly recall worksheet adjustments as they move from one
chapter to the next.

¢ Within the chapter narrartive, the worksheet eliminations and adjustments are shown in
journal entry form and are referenced using the same coding. This provides consistent
reinforcement of the consolidations process and aids students in their understanding of
the worksheet procedures. An example follows:

(CY1)  Eliminate current-year equity income:
Subsidiarylncome. . ... ... i 460,000
InvestmentinCompany S. . .......................... 60,000
(EL) Eliminate 80% of subsidiary equity against investment in
subsidiary account:

Common Stock ($10 par), Company S. . ... .............. 80,000
Retained Earnings, January 1, 20X1, Company S ... ....... 56,000
InvestmentinCompany S. . .......... ..ot 136,000
(IS) Eliminate intercompany merchandise sales:
Sales . .o 100,000

Costof GoodsSold .. ........ ... ... . i 100,000
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OBJECTIVE

Explain why transactions
between members of a con-
solidated firm should not
be reflected in the consoli-
dated financial statements.
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¢ The same codes are continued in tﬁe Excel tutorial and the worksheet solutions.

¢+ Taming a tough topic—Coverage of derivatives and related accounting issues in a module:

¢ A comprehensive module deals with derivative instruments and related accounting issues.
This module, located just before Chapter 10, sets forth the basic characteristics of derivative
financial instruments and explains the features of common types of derivatives. Accounting
for derivatives held as an investment and as a part of a hedging strategy is discussed. Although
covering the derivatives module prior to Chapter 10 is recommended, Chapter 10 can be
taught without coverage of the derivatives module.

® Fair value and cash flow hedges are clearly defined, and the special accounting given such
hedges is set forth in a clear and concise manner. Oprions, futures, and interest rate swaps
are used to demonstrate accounting for fair value hedges and cash flow hedges.

4 New explanations, examples, and end-of-chapter problems have been added to help
simplify this complex topic.

¢ The more complex complications that are associated with the use of forward contracts are
introduced in the module and then fully addressed in Chapter 10. Thus, Chapter 10
discussion of hedging foreign currency transactions is more streamlined and less cumbersome.

¢ Most of the chapter’s discussion of hedging foreign currency transactions involves the use
of forward contracts. The focus is on the use of such contracts to hedge foreign currency
transactions, commitments, and forecasted transactions.

4 Measuring student mastery—Learning Objectives:

¢ Each chapter begins with a list of measurable learning objectives, which are repeated in
the margin near the related coverage.

¢ The exercises and problems at the end of the chapter indicate the specific learning
abjectives that they reinforce. This helpful indicator, along with the assignment titles,
provides a quick reference for both student and instructor.

¢ Communicating the core content—Reflection:

¢ Conduding every main section is a reflection on the core information contained in that section.
# These reflections provide students with a clear picture of the key points they should grasp
and give them a helpful tool for quick review.

REFLECTION

¢ The combining of the statements of a parent and its subsidiaries into consolidated
statements is required when parent ownership exceeds 50% of the controlled firm's
shares.

e Consolidation is required for any company that is controlled, even in cases where less
than 50% of the company’s shares is owned by the parent.

¢ Thinking it through—Understanding the Issues:

# These questions at the end of the chapter emphasize and reinforce the core main issues of -
the chapter. An example follows:



PreFACE

UNDERSTANDING THE ISSUES

1. A parent company paid $400,000 for a 100% interest in a subsidiary. At the end
of the first year, the subsidiary reported net income of $30,000 and paid $5,000
in dividends. The price paid reflected understated equipment of $50,000, which
will be amortized over 10 years. What would be the subsidiary income reported
on the parent’s unconsolidated income statement, and what would the parent’s
investment balance be at the end of the first year under each of these methods?

a. The simple equity method
b. The sophisticated equity method
¢. The cost method

2. What is meant by date alignment? Does it exist on the consolidated worksheet
under the following methods, and if not, how is it created prior to elimination
of the investment account under each of these methods?

a. The simple equity method
b. The sophisticated equity method
¢. The cost method

* They encourage students to think in greater depth about the topics and expand their
reasoning skills. Discussion skills are also developed through use of the questions as
springboards for class interaction.

THEORY BLENDED WITH APPLICATION

With a strong tradition of combining sound theoretical foundations with a hands-on, Iearn-by-
example approach, the tenth edition continues its prominent leadership position in advanced
accounting classrooms across the country. The authors build on Advanced Accounting's clear
writing style, comprehensive coverage, and focus on conceptual understanding,.

Realizing that students reap the grearest benefits when they can visualize the application of theo-
ries, Advanced Accounting closely links theory and practice by providing examples through relevant
exhibits and tables that are common to real-world accounting. When students can visualize the con-
cept being discussed and apply it directly to an example, their understanding greatly improves. This
focus on conceptual understanding makes even the most complex topics approachable.

Assignments are clearly defined. “Understanding the Issues” questions are used to reinforce
theory; and exercises are short, focused applications of specific topics in the chapter. These exer-
cises are very helpful when students use them as preparations for dlass presentation. The book’s
problems—more comprehensive than the exercises—often combine topics and are designed to
work well as after-class assignments. For group projects, the cases found in the business combi-
nations chapters provide an innovative way to blend theoretical and numerical analysis.

ENHANCED COVERAGE

Advanced Accounting reflects changes in accounting procedures and standards while improving
on those features that aid in student comprehension,

Comprehensive coverage of the impact of the latest FASB statements, including:

¢ The majority of the material on business combinations has been rewritten to fully
incorporate FASB Statement Nos. 141R and 160 published in December 2007.

vii
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* Discussion of the FASB’s convergence project, designed to move toward a common set of
international accounting standards, is included.

FLEXIBILITY

The book’s flexible coverage of topics allows for professors to teach their course at their own
pace and in their preferred order. There are no dependencies between major sections of the text
excepr that coverage of consolidations should precede multinational accounting if one is to
understand accounting for foreign subsidiaries. It is also advisable that students master the mod-
ule on derivatives before advancing to the chapter on foreign currency transactions. The book
contains enough coverage to fill two advanced courses, but when only one semester is available,
many professors find it idcal to cover the first four to six chapters in business combinations.
The text is divided into the following major topics:

Business Combinations—Basic Topics (Chapters 1-6)

Chapter 1 demonstrates the FASB rules, under Statement Nos. 141R and 142, for assigning the
cost of an acquired company to its assets and liabilities. Goodwill impairment replaces amorti-
zation and is fully explained.

Chaprers 2 through 5 cover the basics of preparing a consolidated income statement and
balance sheet. In 1977, we introduced two schedules that have been much appreciated by stu-
dents and faculty alike—the Determination and Distribution of Excess Schedule and Income
Distribution Schedule. The determination and distribution schedule (quickly rermed the
D&D schedule by students) analyzes the difference between the fair value of the acquired com-
pany and the underlying equity of the subsidiary. The D&D schedule has been reconfigured to

revalue the entire company, including the noncontrolling interest. It provides a check figure for
all subsequent years’ worksheets, derails all information for the distribution of differences
berween book and fair values, and reveals all data for the amortization of the differences. The
schedule provides rules for all types of acquisition situations. The income distribution schedule
(known as the IDS) is a set of T accounts that distributes income between the noncontrolling
and controlling interests, It also provides a useful check function to ensure that all intercom-
pany eliminations are properly accounted for. These chapters give the student all topics needed
for the CPA Exam. (For easy reference, the text contains a callout in the martgin, as shown here,
that cies the narrative to the worksheets. In addition, the related narrative pages are indicated in
the upper right side of cach workshcet. This allows the reader to quickly locate important
explanations.)

With regard to the alternative worksheet methods and why we follow the approaches we do,
consider the method used to record the investment in the subsidiary’s and the parent’s books.
There are two key points of general agreement. The first is that it doesn’t really martter which
method is used, since the investment account is eliminated. Second, when the course is over, a
student should know how to handle cach method: simple equity, full (we call it sophisticated)
equity, and cost. The real issue is which method is the easiest one to learn first. We believe the
winner is simple equity, since it is totally symmetric with the equity accounts of the subsidiary.
It simplifies elimination of subsidiary equity against the investment account. Every change in
subsidiary equity is reflected, on a pro rarta basis, in the parent’s investment account. Thus, the
simple equity method becomes the mainline method of the texe. We teach the student to con-
vert investments maintained under the cost method to the simple equity method. In pracrice,
most firms and the majority of the problems in the text use the cost method. This means that
the simple equity method is employed to solve problems that begin as either simple equity or
cost method problems.

We also cover the sophisticated equity method, which amortizes the excess of cost or book
value through the investment account. This method should also adjust for intercompany profits
through the investment account. The method is cumbersome because it requires the student o
deal with amortizations of excess and intercompany profits in the investment account before
getting to the consolidated worksheet, which is designed to handle these topics. This means
teaching consolidating procedures without the benefit of a worksheet. We cover the method
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after the student is proficient with a worksheet and the other methods. Thorough understand-
ing of the sophisticated method is important so that it can be applied to influential investments
that are not consolidated. (This is covered in Special Appendix 2.)

Another major concern among advanced accounting professors has to do with the work-
sheet style used. There are three choices: the horizontal (trial balance) format, the vertical
(stacked) method, and the balance sheet only. Again, we do cover all three, but the horizontal
format is our main method. Horizontal is by far the most appealing to students. They have used
it in both introductory and intermediate accounting. It is also the most likely method to be
found in practice. On this basis, we use it initially to develop all topics. We cover the vertical
format but not until the student is proficient with the horizontal format. There is no difference
in the elimination procedures; only the worksheet logistics differ. It takes only one problem
assignment to teach the students this approach so they are prepared for its possible appearance
on the CPA Exam. The balance-sheet-only format has no reason to exist other than its use as a
CPA Exam testing shortcut. We covet it in an appendix.

Chapter 6 may be more essential for those entering practice than it is for the CPA Exam. It
contains cash flow for consolidated firms, consolidated earnings per share, and taxation issues.
Support schedules guide the worksheet procedures for consolidared companies, which are taxed
as separate entities. Taxation is the most difficult application of consolidation procedures. Every
intercompany transaction is a tax allocation issue. Teaching the tax allocation issues with every
topic as it is introduced is very confusing to students. We prefer to have the students fully
understand worksheet procedures without taxes and then introduce taxes.

Business Combinations—Specialized Topics (Chapters 7 and 8)

These chapters deal with topics that occasionally surface in practice and have seldom appeared
on the CPA Exam. Studying these chapters perfects the students’ understanding of consolida-
tions and stockholders’ equity accounting, thus affording a valuable experience. Chapter 7

deals with piecemeal acquisitions of an investment in a subsidiary, sale of the parent’s invest-
ment, and the impact of preferred stock in the subsidiary’s equity structure. Chapter 8 deals
with the impact of subsidiary equity transactions including stock dividends, sale of common
stock shares, and subsidiary reacquisitions of shares. The chapter also considers indirect or
three-tier ownership structures and reciprocal holdings where the subsidiary owns parent
shares. Both Chapters 7 and 8 are radically revised as a result of new procedures set forth in
FASB Statement No. 160. Following Chapter 8, a Special Appendix explores accounting for
leveraged buyouts.

Accounting for equity method investments is located in a new Special Appendix 2, follow-
ing the one on leveraged buyouts. The methods used for consolidations are adapted to influen-
tial investments. The IDS schedule used to distribute consolidated net income is used to
calculate investment income.

Multinational Accounting and Other Reporting Concerns
(Chapters 9-11 and Module)

As business has developed beyond national boundaries, the discipline of accounting also has
evolved internationally. As our global economy develops, so, too, does the demand for reliable
and comparable financial information. Chapter 9 discusses the international accounting envi-
ronment and compares accounting principles among several countries. This comparison illus-
trates the need for accounting standards to be in harmony with each other. Approaches to the
harmonization of standards and the various organizations involved are identified.

The use of derivative financial instruments and the related accounting is a very complex sub-
ject that is discussed in a separate module. The principles set forth in FASB Statement Nos. 133
and 137 are set forth in a clear manner. The module may be used to support a standalone topic
dealing with derivatives or as a preface to the multinational chapter dealing with foreign cur-
rency transactions. Regardless of how one chooses to use the module, students will benefit from
an understanding of this important topic. The nature of derivatives is discussed along with a
more in-depth look at the common types of derivative instruments. The basic accounting for
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derivatives held as an investment is illustrated. Options, futures, and interest rate swaps are used
for illustrative purposes. The accounting for derivatives that are designared as a hedge is illus-
trated for both fair value and cash flow hedges. More specifically, the use of a derivative to hedge
a recognized transaction (asset or liability), an unrecognized firm commitment, or a forecasted
transaction is discussed and illustrated. Throughout the module, illustrative entries and
graphics are used to improve the students’ understanding of this topic.

Chapter 10 discusses the accounting for transactions that are denominated or settled in a
foreign currency. Following this discussion, the hedging of such transactions with the use of for-
ward contracts is introduced. Hedging foreign currency recognized transactions, unrecognized
firm commitments, and forecasted transactions is discussed in order to illustrate the business
purpose and special accounting associated with such hedging strategies in an international set-
ting, The chapter is not overly complicated, given the fact that the concept of hedging and the
special accounting given hedges have already been discussed in a separate module on derivatives
and related accounting issues.

Chapter 11 demonstrates the remeasurement and/or translation of a foreign entity’s finan-
cial statements into a U.S. investor’s currency. Wherever possible, examples of footnote disclo-
sure relating to international accounting issues are presented.

The usefulness of financial information naturally increases if it is communicated on a timely
basis. Therefore, interim financial statements and reporting requirements are now widely
accepred. In Chapter 12, the concept of an interim period as an integral part of a larger annual
accounting period is set forth as a basis for explaining the specialized accounting principles of
interim reporting. Particular attention is paid to the determination of the interim income tax
provision including the tax implications of net operating losses. Chapter 12 also examines seg-
mental reporting and the various disclosure requirements. A worksheet formar for developing
segmental data is used, and students are able to review the segmental footnote disclosure for a
large public company. The section on segmental reporting is based on the principles of account-
ing set forth in FASB Statement No. 131.

UNPARALLELED SUPPORT

Supplementary Materials for the Instructor:

Solutions Manual, 'This manual provides answers to all end-of-chapter “Understanding the
Issues” questions and solutions to all exercises, problems, and cases. The electronic files for this
ancillary can be found on the Instructor’s Resource CD and in the Instructor Resources section
of the text’s Web site (academic.cengage.com/accounting/fischer).

Test Bank. Consisting of a variety of multiple-choice questions and short problems and the
related solutions, this test bank had been newly updated and revised by Anne M. Oppegard of
Augustana College. The content includes testing questions for the text chapters and the deriva-
tives module. The test bank is available electronically in Word and ExamView® on the Instruc-
tor’s Resource CD.

PowerPoint® Slides. Teaching transparencies are available in electronic format on the Instruc-
» . . ; .
tor’s Resource CD and in the Instructor Resources section of the text’s Web site.

Dedicated Product Web Site (academic.cengage.com/accounting/fischer). The password-
protected Instructor Resources section of the text’s Web site contains:

¢ Solutions Manual files, in Microsoft Word.

¢ Test Bank files, in Microsoft Word and Excel.

4 PowerPoint® Presentations. Author-developed electronic slides are available to enrich
classroom teaching of concepts and practice. These were developed by Anne M. Oppegard
of Augustana College.

¢ Sece below for the content of the Student Resources section.
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Valuable Supplementary Materials for the Student:

Excel® Tutorial and Working Papers. Provided on the text’s Web site (academic.cengage.com/
accounting/fischer), this step-by-step tutorial carefully guides students as they learn how to set
up worksheets in Excel and apply their consolidations knowledge learned in Chaprers 1-6 of
the text, In addition, Excel working papers for selected text problems are provided to assist stu-
dents in completing homework. These selected end-of-chapter assignments are identified in the
text by the icon shown here.

Dedicated Producr Web Site (academic.cengage.com/accounting/fischer). The Student

Resources section of the text Web site contains:

¢ Excel® Tutorial and Electronic Working Papers.

Check Figures. A list of helpful check figures to the end-of-chapter problems is provided.
City of Milwaukee Financial Statements. These statements provide a helpful reference for
coverage in the governmental chapters.

Learning Objectives. These are repeated from the text ro serve as a study aid.

Chapter Quizzes.

Glossary.

Content Updates relevant to changes in FASB standards.

L 2K 2
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