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PREFACE 1

The texts in this initial series of books were selected to directly correspond to each of the required
courses in China’ s MBA programs. The books were selected for reprinting by faculty members
at the Ivey Business School, The University of Western Ontario, Canada.

The Richard Ivey School of Business is a professional School within The University of Western
Ontario (UWO), one of Canada’ s oldest universities. Although Ivey is based in London, On-

tario, it also has campuses in Mississauga (Toronto), Ontario and most recently, in Hong Kong.

Historically the School has been a leader in management development. A partial list of achieve-

ments follows.

In 1922, the first undergraduate business department in Canada was established.

In 1932, the school began to publish its own journal. Known as Ivey Business Quarterly,

it reaches out to both academic and management audiences and enjoys a circulation of

10 000 in 25 countries.

In 1948, Canada’ s first executive development program and first IVLB;A program were es-
tablished.

In 1961, Canada’ s first Ph. D. program in business was introduced.

In 1974, official designation was received by the Federal Government as Canada’ s first
Centre for International Business Studies (CIBS).

In 1975, Ivey opened its own case and publications office. This office now holds an in-
ventory of 2 000 cases. In 1998, Ivey cases were being distributed to over 100 teaching
institutions and 100 corporations in over 20 countries. Ivey is the second largest producer
of management case studies in the world (and the largest producer of Asian cases), with
over 1 000 000 copies studied each year by people outside the university.

In 1978, commencement of its first international student exchange program took place.

Over twenty such exchange programs are now in place.

In 1984, the School took a leading role in establishing the National Centre for Manage-
ment Research and Development in London with support from the Canadian Federal Gov-
ernment.

1984 also marked the beginning of a continuing linkage with Tsinghua University, one



which has involved visiting scholars, materials development and publication, and various
training initiatives.
In 1992, Ivey was selected to be the editorial home for the 1993-1997 period for the

Journal of International Business Studies, the leading international business journal.

In 1993, Canadian Business magazine’ s survey rated Ivey as the top MBA School in
Canada, according to all groups: CEOs, human resources executives, and placement con-
sultants. This ranking has been re — confirmed every year. In 1994, Asia, Inc. rated
Ivey among the World” s Top 25 Business Schools for Asians.

In 1997, the Journal of International Management named Ivey the world’ s leading
contributor in the previous decade to the international strategic management literature, a-
head of Harvard & Kellogg. Business Week magazine ranked Ivey as one of the top inter-
national business schools in the world, alongside INSEAD and LBS; and US News and
World Report selected Ivey as one of the top 15 business school in the world for executive
development programs.

As of 1998, the School had 65 full — time faculty who annually taught 600 regular and executive

MBA, 300 undergraduate, and 40 Ph. D. students, plus executives in a wide range of non — de-

gree programs.

The faculty members who selected each book for reprinting all have Ph. D. s from major busi-

ness schools such as Harvard, Wharton, Michigan, M. 1. T., and Ivey. Each professor care-

fully reviewed the various books available to ensure the best possible choices of material for the

China market. We are confident you will be pleased with their selection.

Richard Ivey School of Business
The University of Western Ontario
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FOR OUR STUDENTS, WITH THANKS

Whatever be the detail with which you cram your students, the chance of their meet-
ing in after-life exactly that detail is almost infinitesimal; and if they do meet it, they
will probably have forgotten what you taught them about it. The really useful train-
ing yields a comprehension of a few general principles with a thorough grounding
in the way they apply to a variety of concrete details. In subsequent practice the stu-
dents will have forgotten your particular details; but they will remember by an un-
conscious comimen sense how to apply principles to immediate circumstances.

Alfred North Whitehead
The Aims of Education and Other Essays

FOR SIDNEY AND SYDNEY, WITH THANKS.
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PREFACE

The eighth edition of this book has the same principal objectives as the previous edi-
tions. The introductory course in financial accounting has two main purposes:

* To help students develop a sufficient understanding of the basic concepts underly-
ing financial statements so that they can apply the concepts to new and different
situations,

» TO train students in accounting terminology and methods so that they can interpret,
analyze, and evaluate financial statements currently published in corporate annual
reports.

Most introductory financial accounting textbooks share these, or similar, objec-
tives. The critical differences among textbooks would be the relative emphases on
concepts, methods, and uses.

1. Concepts This book emphasizes the rationale for, and implications of, important
accounting concepts. To learn accounting, the student must develop the ability to
conceptualize the transactions which accounting summarizes and the process of
summarization. Without such conceptualization, students will have difficulty fo-
cusing on relevant issues in new and different situations. Accordingly, each chap-
ter begins by identifying important accounting concepts. Several numerical
examples illustrating their application then follow. The end-of-chapter material
includes numerous short exercises to check the students’ abnhty to apply the con-
cepts to different problem situations.

2. Methods We place sufficient emphasis on accounting procedures so that students
can interpret, anatyze, and evaluate published financial statements. The text does
not emphasize procedures to such an extent that students bog down in detail. All
writers of accounting textbooks must decide just how much accounting procedure
to include. Many believe, as we do, that students will learn most effectively by
working many problems and exercises. Too much emphasis on accounting proce-
dures, however, lulls students into the security of thinking they understand
accounting concepts when they do not. We have for many years used the mixture
of concepts and procedures in this book and have found them effective in class-
room use.

Understanding the accounting implications of an event requires that students
construct the journal entry for that event. Throughout this book we use journal en-
tries in describing the nature of accounting events. Moreover, most chapters con-
tain exercises and problems that require the analysis of transactions with debits
and credits. Do not conclude by a glance at this text, however, that it is primarily
procedural. We want students to learn concepts; the procedures enhance the learn-
ing of concepts.

3. Uses This book attempts to bridge the gap between the preparation of financial
statements and their use in various decision situations. The chapters consider the
effects of alternative accounting principles on the measurement of earnings and

Xl
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financial position and the appropriate and inappropriate interpretations of them.
Numerous user-oriented problems and cases based on financial statement data of

actual companies appear at the end of most chapters.

CHANGES IN THIS EDITION

The major changes in the eighth edition are as follows:

1. The chapters expand consideration to the roles of political pressures and eco-
nomic consequences in the setting of financial accounting standards, particularly
in the materials on marketable securities, employee stock options, and foreign
currency translation.

2. Several chapters reflect new or proposed reporting standards on comprehensive
income, asset impairments, and earnings per share.

3. Approximately 30 percent of the questions, exercises, problems, and cases at the
ends of chapters represent new or substantially revised material. Virtually all of
the new exercises and problems use financial statement data of actual companies.

4. Extensive changes made to enhance readability of the text include the use of bul-
let points, text setoffs, and active voice.

ORGANIZATION

This book comprises four major parts. Part One, “Overview of Financial State-
ments,” consisting of Chapter 1; Part Two, “Accounting Concepts and Methods,”
Chapters 2 through 6; Part Three, “Measuring and Reporting Assets and Equities,”
Chapters 7 through 14; and Part Four, “Synthesis,” Chapters 15 and 16. We view the
four parts as four tiers, or steps, in the learning process. Part One presents a general
overview of the principal financial statements. Part Two discusses the basic ac-
counting model accountants use to generate the principal financial statements. Part
Three considers the specific accounting principles or methods used in preparing the
financial statements. Finally, Part Four synthesizes material covered in Chapters 1 to
14. This organization reflects the view that learning takes place most effectively
when the student starts with a broad picture, then breaks up that broad picture into
smaller pieces until achieving the desired depth, and finally synthesizing so that the
relation between the parts and the whole retains its perspective.

Chapter 1 presents a brief description of the principal activities of a business firm
(investing, financing, and operating) and shows how the three principal financial
statements—the balance sheet, the income statement, and the statement of cash
flows—report the results of these activities. Chapter 1 also provides an overview of
the financial reporting environment. Many students feel deluged with the multitude
of new terms and concepts after reading Chapter 1. Most of these same students
admit later, however, that the broad overview helped piece material together as they
later explored individual topics at greater length.

Chapters 2 through 5 present the basic accounting model that generates the three
principal financial statements. In each case, the discussion begins with a description
of the important concepts underlying each statement. The chapter then describes and
illustrates procedures accountants use to generate the financial statements. One of
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the unusual features of the book is the integration in Chapter 3 of the accounting en-
tries for transactions during a period with the related adjusting entries at the end of
the period. When textbooks discuss these two types of entries in separate chapters,
students often lose sight of the fact that measurement of net income and financial po-
sition requires both kinds of entries.

Another unusual aspect of the text is the early coverage, in Chapter 5, of the -

statement of cash flows. This placement serves two purposes. First, this placemerit
elevates the statement to its rightful place among the three principal financial state-
ments. Students can thereby integrate the concepts of profitability and cash flow
more effectively and begin to understand that one does not necessarily accompany
the other. Covering this statement at the end of the course (in many cases, when time
is running out) leads the student to think that the cash flow statement is less impor-
tant. Placing this chapter early in the book forces the student to cement understand-
ing of the basic accounting model from Chapters 2 through 4. Preparing the
statement of cash flows requires the student to “work backward” from the balance
sheet and income statement to reconstruct the transactions that took place.

Chapter 6 describes and illustrates tools for analyzing the financial statements.
The discussion structures the various financial statement ratios in a multi-level for-
mat that students have found minimizes the need to memorize formulas. Instructors
who incorporate annual reports of actual companies throughout their course will find
that analysis of the financial statements of such companies at this point in the course
serves as an effective synthesis. An appendix to Chapter 6 illustrates procedures for
preparing pro forma financial statements. This topic helps cement understanding of
the relation among the three principal financial statements.

Chapters 7 through 13 discuss the various generally accepted accounting princi-
ples that accountants use in generating the financial statements. Each chapter not
only describes and illustrates the application of the various accounting methods but
also considers their effects on the financial statements. This approach reflects the
view that students should be able to interpret and analyze published financial state-
ments and to understand the effect of alternative accounting methods on such as-
sessments. We have placed some of the more complicated topics in end-of-chapter
appendixes to provide flexibility in coverage. Some instructors may wish to omit this
more advanced material.

Chapter 14 explores the statement of cash flows in greater depth by presenting
a comprehensive illustration using transactions discussed in Chapters 7 through
13. Instructors have flexibility in structuring their coverage of the statement of
cash flows.

Some students who have used the previous editions of this book report that Chap-
ter 15, which synthesizes much of the material in the first fourteen chapters, is the
most useful in the book. This chapter explicitly considers the combined effects of al-
ternative accounting methods on the financial statements. The self-study problem
and problems 16 and 17 at the end of Chapter 15 provide thorough review for the en-
tire book.

Chapter 16 considers international reporting issues in greater depth than the short
section in each of the preceding chapters. The chapter presents a framework for clas-
sifying countries according to their standard-setting process and the types of ac-
counting standards set. We illustrate the framework using Germany, Japan, and the
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United Kingdom as examples. Chapter 16 also describes and illustrates foreign cur-
rency translation methods.

The end of the book includes a comprehensive glossary of accounting terms. It
serves as a useful reference tool for accounting and other business terms and pro-
vides additional descriptions of a few topics, such as accounting changes and com-
prehensive income, considered only briefly in the text.

RELATED MATERIALS ACCOMPANYING THE TEXTBOOK

The following supplementary materials are available with the textbook:

Instructor’s Manual The instructor’s manual presents suggested outlines for
courses of varying lengths, a list of chapter objectives, helpful teaching hints, de-
tailed lecture and discussion outlines including the number of particularly germane
problems, and sample examination questions and problems. The instructor’s manual
also includes a list of check figures for various problems in the text. The instructor
may wish to photocopy these check figures and distribute them to students.

Solutions Manual The solutions manual provides full solutions for all end-of-
chapter assignment items, including questions, exercises, problems, and cases. We
give computations wherever possible, allowing the instructor to show how to reach
a particular answer.

Study Guide This study guide, by LeBrone C. Harris and James E. Moon, lists high-
lights from each chapter and provides numerous short true/false, matching, multiple-
choice questions, and exercises, with answers.

Testbook Prepared by Bobbe Barnes of the University of Colorado, the testbook is
thoroughly expanded and revised and now includes multiple-choice items, matching
questions, short essay questions, and problems.

Computerized Test Bank All items in the testbook are available in EXAMaster
software format for most DOS-based and Macintosh microcomputers.

Spreadsheet Template Software Prepared by Kent Finkle, each chapter identifies
(with the symbol shown on the left) two problems to be solved using Microsoft
Excel®, Lotus 1-2-3® or compatible software.

Solutions Transparencies Solutions acetates accompany all numerical end-of-
chapter exercises, problems, and cases.

Teaching Transparencies A selection of 100 textbook illustrations are available in
transparency acetate form.

The Dryden Press will provide complimentary supplements or supplement packages
to those adopters qualified under our adoption policy. Please contract your sales rep-
resentative to learn how you may qualify. If as an adopter or potential user you re-
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ceive supplements you do not need, please return them to your sales representative
or send them to:

Attn: Returns Department
Troy Warehouse

465 South Lincoln Drive
Troy, MO 63379
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