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PREFACE

The third edition of Modern Advanced Accounting represents a major
revision. Although the number of chapters has been maintained at eigh-
teen, extensive rearrangement of the subject matter has been made,
and the emphasis given certain topics has been changed significantly.

This book may be used in a one-semester or two-quarter course,
at either the undergraduate level or the graduate level. The emphasis
throughout the book is on financial accounting concepts and on anal-
ysis of the problems that arise in the application of these underlying
concepts to specialized accounting entities—partnerships, branches,
affiliated companies, governmental units, nonprofit organizations, and
estates and trusts—and on special topics such as installment sales,
consignments, segments of business enterprises, interim reporting, ac-
counting and reporting for the Securities and Exchange Commission,
accounting for multinational enterprises, and bankruptcy.

The third edition reflects the continuing changes that have been oc-
curring in the development of accounting principles and practices, with
special attention to the official pronouncements and exposure drafts of
the Financial Accounting Standards Board (FASB), the Securities and
Exchange Commission (SEC), the American Institute of Certified Public
Accountants (AICPA), and the National Council on Governmental Ac-
counting (NCGA).

We have prepared the third edition of Modern Advanced Accounting
as a companion volume for Intermediate Accounting (by the same au-
thor team), thus creating a coordinated series for the important interme-
diate-advanced financial accounting sequence of courses as a founda-
tion for a professional education for accountants.

NEW FEATURES OF THIS EDITION

Every chapter has been updated to include recent changes in law and
relevant pronouncements by accounting rule-making bodies. For exam-
ple, the following have been fully incorporated in this edition: (1)
FASB's “Obijectives of Financial Reporting by Nonbusiness Organiza-
tions,” (2) ‘‘Foreign Currency Translation”” (FASB Statement No. 52), (3)
NCGA'’s Governmental Accounting and Financial Reporting Principles,
and (4) the Bankruptcy Reform Act of 1978.

The coverage of business combinations and consolidated financial
statements has been expanded, although we again were able to deal
with these topics in seven chapters. Pooling-type consolidations are
presented in a single chapter (compared with two chapters in the sec-
ond edition), and special topics are covered in two chapters (compared
with one chapter in the earlier editions). Accounting for governmental
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units is presented in two chapters instead of one, the discussion of fi-
nancial forecasts has been eliminated because the pressure for publica-
tion of financial forecasts has diminished in recent years, and a con-
densed presentation of accounting and reporting for the Securities and
Exchange Commission is included in Chapter 15 of this edition.

Extensive efforts have been made to expand the number and variety
of short exercises and problems. Many multiple-choice questions and
problems relating to advanced accounting topics have been adapted
from recent CPA examinations and included in the end-of-chapter
learning materials (questions, exercises, cases, and problems).

We have divided the new edition into five sections to give clearer
focus to the subject matter and to provide a psychological benefit for
students by making the material appear more digestible.

ORGANIZATION OF SUBJECT MATTER

We anticipate that the organization of chapters into five cohesive and
meaningful parts will be useful to instructors and students. This ar-
rangement should facilitate the planning and presentation of the sub-
ject matter and, we hope, make it easier for students to learn and retain
the concepts and procedures presented. A brief description of the con-
tents of each of the five parts follows.

Part One: Accounting for partnerships and branches
(Chapters 1 to 3)

The first part deals with the accounting principles and procedures for
partnerships, joint ventures, and branch operations. Partnerships and
joint ventures are covered in the first two chapters, which carry the stu-
dent from the basic concepts often presented in the introductory ac-
counting course to the CPA examination level, with its more complex
problems of profit sharing, realignment of partners’ equities, and liqui-
dation. Chapter 3, which deals with home office—branch relationships
and combined financial statements, provides a logical stepping-stone to
the seven chapters dealing with business combinations and consoli-
dated financial statements.

The general discussion of partnership operation and liquidation has
been streamlined, and the accounting for the incorporation of a partner-
ship has been relocated from Intermediate Accounting to Chapter 2.
The Eliminations column in the working paper for combined financial
statements of home office and branch is presented as a single column
to parallel the form used in the working papers for consolidated finan-
cial statements in Chapters 5 to 10.
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Part Two: Business combinations and consolidated financial
statements (Chapters 4 to 10)

This important section of the book has been thoroughly revised and ex-
panded in the third edition. By combining the two chapters on consoli-
dated financial statements for pooling-type business combinations into
a single chapter and splitting the special topics relating to consolida-
tions into two chapters, we were able to present this section in seven
chapters. This will permit students to absorb the key facets of purchase-
type business combinations before being exposed to the consolidation
techniques for pooling-type business combinations. Formal consoli-
dated financial statements are illustrated in this edition, and the cost
method of accounting for the investment in subsidiary is included in an
appendix in order not to distract students from the more widely used
and more appropriate equity method of accounting.

Among the new features in this section are (1) more extensive use of
journal entries, ledger accounts, and illustrations to permit students to
follow readily the changes in intercompany accounts and to understand
the complex concepts presented; (2) expansion of the discussion relat-
ing to negative goodwill; (3) expanded discussion and illustrations of
the equity method of accounting to cover two years subsequent to a
business combination; and (4) illustration of accounting for the acquisi-
tion by the parent company of additional shares of common stock
directly from the subsidiary. The use of a Retained Earnings of Subsidi-
ary ledger account for a parent company under the equity method of ac-
counting is extensively illustrated for both purchase-type and pooling-
type business combinations.

Part Three: Accounting for nonbusiness organizations
(Chapters 11 to 13)

The single chapter of the previous editions on accounting for govern-
mental units is expanded to two chapters in this edition. The general
fund is covered in Chapter 11, and the other funds and account groups
are included in Chapter 12. This part of the book is concluded with a
significantly updated Chapter 13, ““Accounting for Nonprofit Organiza-
tions.”

The objectives of financial reporting by nonbusiness organizations,
as included in FASB Statement of Financial Accounting Conceptis No. 4,
are discussed in Chapter 11 to set the stage for the accounting princi-
ples illustrated in this section of the textbook. The discussion and illus-
trations relating to governmental units are based on Governmental Ac-
counting and Financial Reporting Principles, issued in 1979 by the
National Council on Governmental Accounting. With two chapters allo-
cated to governmental units, we are able to present more complete illus-
trations of accounting procedures for capital projects funds, debt ser-
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vice funds, special assessment funds, agency and trust funds, and the
general fixed assets and general long-term debt account groups.

Part Four: Special topics in financial accounting
(Chapters 14 to 16)

We have relocated the coverage of installment sales and consignments
to this section (Chapter 14) because of their specialized nature and be-
cause discussion of these topics in the front part of the book proved to
be distracting. Industry segments, interim reports, and accounting and
reporting for the SEC are covered in Chapter 15, including a description
of the functions of the Chief Accountant, the Division of Corporation Fi-
nance, and the Division of Enforcement of the SEC. In Chapter 16,
“Accounting for Multinational Enterprises,” we have thoroughly incor-
porated the provisions of much-discussed FASB Statement No. 52,
“Foreign Currency Translation,” issued in 1981.

Part Five: Accounting for fiduciaries (Chapters 17 and 18)

The final section of the book includes chapters entitled ‘‘Bankruptcy:
Liquidation and Reorganization” and ‘“Accounting for Estates and
Trusts.” Although some instructors may not cover these two traditional
topics in their courses, we feel that it is imperative to include them for
those who wish to do so. Many accountants in today’s practice environ-
ment must assist clients with problems of bankruptcy, liquidation, reor-
ganization, and the accounting for estates and trusts.

We have incorporated the relevant provisions of the Bankruptcy Re-
form Act of 1978 in Chapter 17. However, in our discussion of estates
and trusts we focus on financial accounting matters rather than on the
complex estate and inheritance tax provisions of federal and state
statutes.

Carefully selected financial statements (or portions thereof) of pub-
licly owned corporations and of a nonprofit organization (American Ac-
counting Association) are presented in appendixes at the end of appro-
priate chapters. A complete Form 10-K of a publicly owned corporation
is included in an appendix at the end of Chapter 15. Thus, students may
trace many of the theoretical concepts in the text to real-world situa-
tions. As in prior editions, compound interest tables are included in an
appendix at the end of the book.

The pronouncements of the FASB, the AICPA, the SEC, the now-de-
funct Accounting Principles Board, and other authoritative bodies are
interwoven into the discussion and in problem material throughout the
book. However, we believe that an accounting textbook should encour-
age students to participate in a critical evaluation of accounting princi-
ples and make them aware of the conflicts and shortcomings that exist
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within the traditional structure of accounting theory. Therefore, we have
tried to provide students with a conceptual framework for making this
evaluation.

REVIEW QUESTIONS, EXERCISES, CASES, AND PROBLEMS

An abundance of learning and assignment material is provided at the
end of each chapter. This material is divided into four groups: review
questions, exercises, cases, and problems. All end-of-chapter material
has been tested in class by the authors.

The review questions are intended for use by students as a self-test-
ing and review device to measure their comprehension of key points in
each chapter. Many of the questions are provocative, which makes them
suitable for class discussion and written assignments.

An exercise typically covers a specific point or topic and does not re-
quire extensive computations. Instructors may use the exercises to sup-
plement problem assignments, for class discussion, and for examina-
tion purposes.

The cases require analytical reasoning but involve little or no quanti-
tative data. Students are required to analyze business situations, to
apply accounting principles, and to propose or evaluate a course of ac-
tion. However, they are not required to prepare lengthy working papers
or otherwise to manipulate accounting data on an extensive scale. The
cases have proved to be an effective means of encouraging students to
take positions in the argument of controversial accounting issues. Many
of the cases have been adapted from actual business situations, court
cases, or Uniform CPA Examinations. The review questions and cases
are especially recommended if the instructor wishes to develop student
skills in communicating accounting concepts and in evaluating the
merits of opposing arguments.

Many of the problems are new, and those carried over from the sec-
ond edition generally have been updated and revised. A feature of this
edition is the inclusion of a large number of short problems closely cor-
related with the text material. The difficulty rating of problems is care-
fully tailored to help students achieve a smooth learning progression
based on the "‘building-block approach.”” The book includes most of the
problems in the Accounting Theory and Accounting Practice sections of
recent Uniform CPA Examinations that are appropriate for advanced ac-
counting, although many have been considerably modified to conform
with the latest authoritative pronouncements. In addition, several prob-
lems have been designed especially to demonstrate the concepts pre-
sented in the theoretical discussion included in the chapter. Probably
no more than a third of the cases and problems would be used in a given
course; consequently, ample opportunity exists to vary homework as-
signments from semester to semester.
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SUPPLEMENTS AVAILABLE WITH THIS EDITION

As was the case with previous editions, the third edition of Modern Ad-
vanced Accounting is accompanied by a comprehensive package of
supplementary items for both students and instructors. For this edition,
however, several innovations have been made:

For the student

1 A student Study Guide, prepared by the authors, is designed to help students
measure their progress by providing immediate feedback. It contains an out-
line of the more important points for each chapter, plus a variety of objective
questions and short exercises. Answers to the questions and exercises appear
at the end of each Study Guide chapter to help students evaluate their under-
standing of the subject matter. The authors have found that use of the Study
Guide by students considerably increases their learning.

2 Accounting Work Sheets (partially filled-in working papers) for the problems
are available for purchase by students. On these work sheets the company
names, problem numbers, numerous headings, and some preliminary data
(such as trial balances) have been entered to save students’ time and to facili-
tate rapid review by the instructor. Many adopters of previous editions have
found that use of the partially filled-in working papers permits assignment of a
wider variety of problems and eliminates much student frustration in deciding
on a proper solution format.

3 A Checklist of Key Figures is provided for most problems. In this edition of
Modern Advanced Accounting the checklist appears on the inside front and
back covers of the textbook. The purpose of the checklist is to aid students in
verifying intermediate figures in problem solutions and in discovering errors.

For the instructor

1 A comprehensive Solutions Manual is available from the publisher to adopters
of the text. The Solutions Manual contains answers to all review questions, ex-
ercises, cases, and problems in the text. In addition, at the beginning of each
chapter, there are short descriptions, time estimates, and difficulty ratings for
each of the problems, to help instructors choose problems that best fit the
needs of their individual classes and courses in terms of scope, level, and em-
phasis.

2 A booklet of Examination Questions, with test material arranged chapter by
chapter, is available free of charge. It contains an abundant number of true-or-
false and multiple-choice questions and short problems for each chapter. In-
structors should find the booklet a most useful source of material when as-
sembling their own examinations, since they can emphasize those topics or
chapters that meet their course outline. Complete answers are provided for all
questions and problems.

3 An Instructor’s Teaching Guide is a new teaching aid available with this edi-
tion of the text. It is designed to assist instructors in preparing assignments
and in covering the materials thoroughly in class. The authors’ goals in provid-
ing this new supplement were to make the task of instructors easier and to
enable them to use their time more efficiently, so that the students’ learning
process would be enhanced.

4 Overhead Transparencies of problem solutions are available for most of the
problems in the text. For longer, more complex problems, the transparencies
are considered by many instructors to be a highly effective means of showing
desired organization and format of solutions.
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CONTRIBUTIONS BY OTHERS

The many instructors and students who used the first two editions of
this book have contributed to the improvements in this edition. Their
suggestions for modification of certain problems and expansion or con-
traction of certain sections of the text material have been most useful.
Especially helpful was the advice received from Robert W. Hill, Califor-
nia Polytechnic University at San Luis Obispo; Jerry Arnold, Alan A.
Cherry, and John Lacey, of the University of Southern California; Joe J.
Cramer, Howard University, Washington, D.C.

We would like to express our thanks for the many useful comments
and suggestions provided by colleagues who reviewed this text during
the course of its development, especially to Professor Irving M. Bonawitz,
State University of New York at Albany; Professor Robert N. Freeman,
University of California, Berkeley; Professor James E. Moon, The Uni-
versity of Tennessee at Chattanooga; Professor Corolyn Ofner, Saint
Joseph’s University; and Professor Maurice Stark, Kansas State Uni-
versity.

We are especially indebted to our former student, George W.
Saunders, Jr., and to Professor Joseph F. Guy of Georgia State Univer-
sity for their review of the manuscript and problem material for accuracy
and clarity.

Our sincere appreciation goes to our spouses, Dorothy Mosich and
Kathleen Larsen, for their assistance in the preparation of this edition
and for their patience during the writing and proofreading of the book.

We acknowledge the permission received from the American Institute
of Certified Public Accountants to quote from many of its pronounce-
ments and to adapt materials from the Uniform CPA Examinations. All
quotations and material from the Uniform CPA Examinations are copy-
right by the American Institute of Certified Public Accountants.

We also are grateful to the Financial Accounting Standards Board,
which granted us permission to quote from FASB Statements, Discus-
sion Memoranda, Interpretations, and Exposure Drafts. All quotations
used are copyrighted by the Financial Accounting Standards Board,
High Ridge Park, Stamford, Connecticut 06905, U.S.A.,, and are re-
printed with permission. Copies of the complete documents are avail-
able from the Financial Accounting Standards Board.

Our list of acknowledgments must include Walter B. Meigs, for his
contributions and guidance in the preparation of the first two editions.

A. N. Mosich
E. John Larsen
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