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P REFACE

Information technology, globalization, and related developments have made businesses in-
creasingly dependent on high-quality information for decision making. Business decision
makers need assurance that they have relevant and reliable information available at the
right time and at a reasonable cost. Assurance can be obtained from the independent as-
surance professionals, whose job it is to improve the quality of information for decision
making, and from internal control designed to help management achieve its objectives.

A MANAGEMENT INFORMATION APPROACH

This book is about improving the quality of information for decision making as well as im-

proving the context of the decision to be made. The book and cases focus on management’s
needs to reliably:

* inform itself about relevant aspects of its business and protect its assets (chapters
1 through 6),

¢ inform others about relevant aspects of its business to lower the costs of capital,
production, storage, selling and distribution (chapters 7 through 10), and

¢ comply with applicable laws and regulations (chapters 11 and 12).

We build on related topics in finance, strategy, operations management, information
technology, financial statement analysis, and managerial accounting. The book is intended for:

* Future and current managers who will work with information design consultants
in addressing information and control problems within complex business

organizations, and will deal with auditors in public reporting, securities filings,
and business acquisitions

¢+ Future and current bankers, investment bankers, analysts, investors, directors,
and regulators who must interpret financial statements and auditors’ reports

¢ Future and current auditors, information design consultants, and other
assurance professionals who must understand business measurement, internal
control, and external regulatory requirements to add value for their clients.

WHAT IS NEW HERE?

The book is unique (among auditing and assurance services books) in its orientation—that
of the business decision maker. We take the perspective of top management in obtaining,
evaluating, and using information, rather than the perspective of an accountant preparing
information or an auditor verifying information. And although our focus is on how value
is added for management (the customer), future or current auditors and accountants can
benefit by understanding essential sources of value added by their services.

IX
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Enterprisewide software is the platform for analyses of an integrated financial, oper-
ating, and human resources database. This is consistent with emerging business practices
that exploit information technology through new business organizations and strategies,
and intregration of nonfinancial performance measures. It also allows a focus on informa-
tion quality by design (error prevention), rather than by detection and correction of infor-
mation errors.

Our management information approach is global and is not tied to a particular coun-
try’s laws, business practices, or culture. However, principal U.S. accounting and auditing
standards and business-reporting practices are illustrated as are those of selected jurisdic-
tions is Asia and Europe. This allows appreciation of the interaction of regulatory and vol-
untary actions by decision makers.

The global, enterprisewide software, and information-technology-based approach is
combined with initiatives of the AICPA through its Special Committee on Assurance Ser-
vices and CPA Vision Project. The book is the first to fully incorporate the Vision 2000
statement through a broad range of professional services directed at information quality
improvement and preservation of professional attributes. Also, the CPA’s auditing activi-
ties are based on the AICPA’s Engagement Risk Model, which considers the CPA firm’s
overall risk of association with client management. Finally, consistent with recommenda-

tions of the Accounting Education Change Commission, the book uses interactive rather
than problems.

WHY INTERACTIVE CASES?

The book focuses throughout on management’s use of information to improve decision
making under uncertain conditions. Cases that address uncertainties and the inherent con-
troversies and conflicts of interests underlying business transactions are central. They con-
sider the essential roles of the independent professional assurer and verifiable objective in-
formation in reducing uncertainty and resolving the controversies. The cases emphasize the
relevance, reliability, and cost of information to form mental images and make decisions.
The decisions require business information evaluation for buy/sell decisions, busi-
ness valuation, performance evaluation, risk assessments (including incorrect information
risk), management buyout incentives, fraud, and the hidden “codes” that auditors use to
signal information quality. The cases are sometimes incomplete. Students must retrieve
their own knowledge about management, business operations, contracts, and finance, and
think through other individuals’ self-interested behaviors in approaching the cases.
Small-group discussions and role playing are helpful in formulating approaches to
the cases. Students working in small interactive groups addressing the business decisions
to be made rarely miss the main points of the case. But students working individually and

looking for a simple formula or rule to be applied often miss the main points. Thus, the in-
teractive cases parallel real-world conditions!

WHO WILL BENEFIT FROM THIS APPROACH?

The book was written with future managers in mind; its customer orientation and broad
focus on assurance services and internal control provides an excellent introduction to CPA



Preface X

and CA services for five-year Master of Accounting programs. Specifically, it helps finan-
cial accounting, managerial accounting, tax, and information systems students understand
the roles of CPA/CAs in improving information for decision makers and the conceptual
and practical problems they will face.

These same concepts that help assurance professionals understand their business are
essential for MBAs who will be making business decisions under uncertainty as managers,
investors, analysts, bankers, investment bankers or regulators. In addition, MBAs who
want to know how to run their businesses better by informing (and protecting) themselves,
informing outsiders, and complying with laws and regulations will appreciate this book’s
content. The book complements MBA courses such as financial statement analysis, merg-

ers and acquisitions, managerial accounting, management information systems, and taxes
for decision making.

WHAT SUPPLEMENTARY MATERIALS ACCOMPANY THE TEXT?

Instructor’s Resource Manual Authored by Bill Kinney and Linda McDaniel, University of
North Carolina. Consists of solutions and recommended teaching strategies and notes for
undergraduate and graduate courses.

Test bank Authored by David Sinason at Northern Illinois University. Consists of 20 mul-

tiple choice, 10 short answer essay questions, and 2 additional cases per chapter (384 ques-
tions overall).

Web Site A platform for communicating with your colleagues who teach this course. This
web site will offer cites to current articles from the financial, professional, and scholarly
press (tied to particular chapters), additional teaching strategies and resources, sample syl-
labi, and new content—primarily teaching cases—as users and the author share ideas.

WHO CONTRIBUTED TO THE DEVELOPMENT OF THIS TEXT?

There are many persons whose influences and efforts should be acknowledged. First, there
is Bob Elliott, who has inspired my thinking about CPA services since 1972 (most recently
as Chairman of the AICPA’s Special Committee on Assurance Services), and Nick Dopuch
from whom I learned to think about practice problems in a broad, conceptual way. Second,
are the numerous students who stimulated and challenged my thinking at the University
of lowa, University of Michigan, University of Texas, and INSEAD. Third are the review-
ers of this manuscript and cases including:

Urton Anderson Sarah E. Bonner

University of Texas at Austin University of Southern California
Andy Bailey Efrim Boritz

University of lllinois University of Waterloo

Mark Beasley Joe Carcello

North Carolina State University University of Tennessee



Xli Preface

Charles Cullinan Linda McDaniel (and her students)
Bryant College University of North Carolina
Bill Felix Jane Mutchler

University of Arizona Georgia State University
Lisa Milici Gaynor Zoe-Vonna Palmrose
University of Texas at Austin Southern California
Charlotte Heywood Fred Phillips
Wilfred-Laurier University University of Saskatchewan
Eric Johnson Sally Webber

University of Texas at Arlington Elmhurst College

Robert Kinney Ray Whittington

Andersen Consulting DePaul University

Roger Martin
Indiana University

Especially helpful were the continuing comments of Roger Martin, Linda McDaniel, and
Zoe-Vonna Palmrose—their encouraging yet stern counsel was essential in completing this
project. Fourth are those at [rwin/McGraw-Hill who have been so helpful, Jeff Shelstad,
Kelly Lee, and Carrie Sestak; and Linda Yancey and Dorothy Brady at the University of
Texas at Austin, who provided outstanding assistance.

Fitth, I acknowledge the personal and professional roles of some of the many illus-
trative characters who appear in the book: Linda Jo, Tim, George, Jeff, Mamie and Willie,
Nick, Phil, Kristi, Jeff, and Rob, Alex and Louis, and Elea and Olivia (the latter four being
my grandchildren). Finally, Meena (Carolyn Kinney) deserves special thanks as the princi-
pal character who has shared my life for forty-plus years, and continues to provide support
for and understanding of my professional endeavors.
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