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Preface

As 1 indicated in the previous editions, I am indebted to the late Sid Cottle, who
coauthored Security Analysis with Benjamin Graham and David Dodd, for first sug-
gesting that the changes in perspective regarding financial statements were revolu-
tionary. The revolution began in the mid-1960s and a question arises whether it is
still appropriate to refer to an accounting revolution. Although the transition is by
no means complete, the conceptual shifts in recent years have been milder.

In discussing this issue with others, some suggested that the series of political
events in France that began in 1789 is still called the French Revolution, even
though the transition to democratic forms of government is largely complete. It
refers to a historical period that is dominated by changes in perspective of gover-
nance. At the risk of mystifying the younger readers, who have known only the
postrevolutionary period, I have decided to still refer to these changes in perspective
as an accounting revolution.

Of course, the revolution is not complete, particularly in the regulatory processes
for financial reporting. In retrospect, the revolution was much more of an academic
revolution and reflected a major shift to an informational perspective accompanied by a
substantial explosion of empirical research that adopted an informational perspective.
Much of the regulatory rhetoric is still the language of measurement, and recently we
have seen an expansion of research that embraces a measurement perspective.

The major changes in this edition are in the last half of Chapter 4 and all of
Chapters 5 and 6. Chapter 4 now includes the Feltham-Ohlson framework and dis-
cusses key features of financial reporting such as clean surplus, delayed recognition,
conservatism, and discretionary accruals. In retrospect, it is striking how much early
research and, as a result, the first and second editions were focused on an earnings-
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only valuation approach from an informational perspective. The third edition at-
tempts to acknowledge the broader perspective of recent research that incorporates
balance sheet as well as earnings variables. Chapter 5 has been updated to reflect re-
cent empirical research that adopts a balance sheet perspective and to discuss the
dual book value and earnings valuation studies. Many of these studies adopt a mea-
surement rather than an informational perspective. Chapter 6 has undergone major
revisions, largely because of empirical research documenting systematic patterns in
security returns, such as the postearnings announcement drift and the forecasting of
future returns as a function of the book-to-market ratio.

A major issue in the revision is what recognition to give, if any, to the new
millennium. After all, they don’t come around very often. I had originally included
a lengthy section in Chapter 7 with speculation on financial reporting in the twenty-
first century. I am reminded of reading issues of Popular Science in the 1950s,
which contained ambitious forecasts of what future technology could bestow on us.
One issue and the attendant cover I particularly remember contained the prediction
that within 20 years (in other words, the 1970s) every suburban home would have
its own personal helicopter. Indeed, some prosperous homes would have more. Dur-
ing the morning rush hour, thousands of helicopters would leave their launch pads
in the driveways and fill the skies. Traffic jams in the skies would be a major prob-
lem. Well, I guess they are around major airports today, but the prediction of a per-
sonal helicopter (or two) in every driveway has hardly come to pass.

In retrospect, I do not want the third edition to suffer the same fate as an issue
of Popular Science from the 1950s. Therefore, I have decided to keep forecasts for
financial reporting for the next millennium to a minimum. The concepts underlying
the first and second edition are the main focus of the third edition.

I'am indebted to many people who have made this and previous editions pos-
sible. Their numbers increase, and there are too many to list them all. A special debt
1s owed to Chuck Horngren and Joel Demski, my colleagues and friends with whom
I have shared the Chicago and Stanford experiences. Chuck is now emeritus and
Joel has departed for the frontiers of Connecticut and then Florida. However, my
debt to them is undiminished. I am also indebted to my colleagues, my coauthors,
and my doctoral students, especially Mary Barth, Wayne Landsman, and Stephen
Ryan, who have significantly affected my thinking. I also wish to thank P. J. Board-
man of Prentice Hall and Katherine Schipper for their encouragement and support
in undertaking a third edition. I would also like to acknowledge the helpful reviews
of Teresa P. Gordon, University of Idaho; Steven R. Jackson, University of South-
ern Maine; Frank J. Kopczynski, Plymouth State College; Wayne Landsman, Uni-
versity of North Carolina; and James M. Wahlen, University of North Carolina. My
assistant, Bryan Brown, was very helpful in preparing many of the new tables, fig-
ures, and revised bibliographies.

Most of all, I am indebted, as ever, to my wife, Sue, and to my children,
Marie, Sarah, and David, for their love and support.

William H. Beaver



