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PREFACE

1el] me, I'll forget.
Show me, I may remember.
Involve me, Ill understand.

This old proverb describes the approach of the 8th edition—involving students in
actual financial statements and their analysis and interpretation. Its premise is that students
are better prepared to understand and analyze real financial reports when learning is not
based on oversimplified financial statements.

CHANGES IN
THiIs EDiTioN

Significant changes have been made in this edition to improve its relevance to students
and its flexibility for instructors. Among these changes are the following:

*  The financial information of Nike, Inc. has been extensively used.

*  Many exhibits and cases have been based on real companies to which students would
relate, such as Compagq, Microsoft, Merck & Co., Adolph Coors Company, Wendy's,
Hershey Foods, and the Boston Celtics Limited Partership II

* Internet exercises have been added to each chapter.

* Information and examples related to such current topics as comprehensive income have
been added.

ACTUuAL
CoMpPANIES

The text explains financial reporting differences among industries, including manufac-
turing, retailing, and service firms, and regulated and non-regulated industries. This text
also covers personal financial reports and financial reporting for governments and other
not-for-profit institutions.

Statements of actual companies are used in illustrations, and cases. The actual financial
statements highlight current financial reporting problems, including comprehensive
income, segment reporting, options, postretirement benefits, and the harmonization of
international accounting standards.

EXTENSIVE
Use or
ONE Firm

An important feature of this text is that one firm, Nike, Inc., is used extensively as an
illustration. By using Nike’s 1999 financial report and industry data, readers become famil-
iar with a typical competitive market and a meaningful example for viewing financial
statement analysis as a whole. (See Chapters 6 thru 10 and Summary Analysis — Nike, Inc.).

FLEXIBLE
OrcaANIZATION

This book provides the flexibility necessary to meet the needs of accounting and finance
courses varying in content and length. Sufficient text, problem materials, and cases are
presented to allow the instructor latitude in the depth of coverage. Accounting principles

(R3]



PREFACE

are the basis for all discussion so that students may understand the methods used as well as
the implications for analysis.

Chapter 1 develops the basic principles of accounting on which financial reports are
based. A review of the evolution of GAAP and the traditional assumptions of the account-
ing model helps the reader understand the statements and thus analyze them better.

Chapter 2 describes the forms of business entities and introduces financial reports. This
chapter also reviews the sequence of accounting procedures completed during each account-
ing period. This chapter includes other financial reporting topics that contribute to the
understanding of financial reporting, such as the auditor’s report, management’s responsi-
bility for financial statements, the summary annual report, and consolidated statements.

Chapter 3 presents an in-depth review of the balance sheet, statement of stockholders’
equity, and problems in balance sheet presentation. This chapter gives special emphasis to
inventories 37 d tangible assets.

Chapter 4 presents an in-depth review of the income statement, including special
income statement items. Other topics included are earnings per share, retained earnings,
dividends and stock splits, legality of distributions to stockholders, and comprehensive
income.

Chapter 5 is an introduction to analysis and comparative statistics. Techniques include
ratio analysis, common-size analysis, examination of relative size among firms, comparison
of results with other types of data, study of differences of components of financial state-
ments among industries, and review of descriptive material.

Chapter 6 covers short-term liquidity. This chapter includes suggested procedures for
analyzing short-term assets and the short-term debt-paying ability of an entity. This chap-
ter includes a detailed discussion of four very important assets: cash, marketable securities,
accounts receivable, and inventory. This chapter is the first to extensively use Nike as an
illustration.

Chapter 7 covers long-term debt-paying ability. Topics reviewed in this chapter
include: long-term leasing, pension plans, joint ventures, contingencies, financial instru-
ments with off-balance-sheet risk, financial instruments with concentrations of credit risk,
and disclosures about fair value of financial instruments.

Chapter 8 covers the analysis of profitability, which is of vital concern to stockholders,
creditors, and management. Besides profitability ratios, this chapter covers trends in prof-
itability, segment reporting, gains and losses from prior period adjustments, comprehensive
income, and interim reports.

Chapter 9, although not intended as a comprehensive guide to investment analysis,
introduces analysis useful to the investor. Besides ratios, this chapter covers leverage and its
effect on earnings, earnings per share, stock options, and stock appreciation rights.

Chapter 10 reviews the statement of cash flows, including ratios that relate to this state-
ment. This chapter also covers procedures for developing the statement of cash flows.

A summary analysis of Nike is presented after Chapter 10, along with the Nike 1999
financial statements. The summary analysis includes Nike background information.

Chapter 11 covers an expanded utility of financial ratios. This includes the perception
of financial ratios, the degree of conservatism and quality of earnings, forecasting financial
failure, analytical review procedures, management’s use of analysis, use of LIFO reserves,
and graphing financial information.

Chapter 12 covers problems in analyzing six specialized industries: banks, electric util-
ities, oil and gas, transportation, insurance, and real estate. The chapter notes the
differences in statements and suggests changes or additions to their analysis.
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Chapter 13 covers personal financial statements and financial reporting for govern-
ments and other not-for-profit institutions.

An extensive glossary defines terms frequently found in annual reports. The text also
includes a bibliography of references that can be used in exploring further the topics in the
text.

INTERACTIVE
Cases IN
FiNANCIAL
ANALYSIS

Included with this text is an interactive CD-ROM developed by Jamie Pratt (Indiana
University), K. Ramesh (Charles River Associates), and David Foster (Interactive
Academics). Based upon actual financial statements, press releases, expert business opinion,
and industry data, students must determine whether to issue letters of credit to three compa-
nies, each facing different challenges and opportunities. Through interactive, computer-
based individualized instruction, students will learn to make financial decisions informed by
analysis and judgment—decisions based on learning scenarios within completely realistic
contexts. With help from intelligent coaching models that offer advice, stories, and demon-
strations as needed, students acquire an understanding of the complex environment of
day-to-day accounting and finance.

OTHER SUPPLEMENTARY

MATERIALS

For the student:

A Study Guide includes objective problems that aid in reviewing chapter material. The
types of problems provided are: (1) fill-ins, (2) multiple choice, (3) true/false, (4) matching,
(5) classification, (6) effect of selected transactions, and (7) problems.

For the instructor:

1. A Solutions Manual includes a suggested solution for each question, problem, and case.

2. A 'Test Bank includes problems, multiple-choice, true/false, and other objective mate-
rial for each chapter. The Test Bank is available in both printed and microcomputer
versions.

ACKNOWLEDGMENTS

I'am grateful to many people for their help and encouragement during the writing of
this book. Comments received from colleagues and students who used the first seven
editions resulted in many changes. I want to extend my appreciation to Nike, Inc. for
permission to use its statements as illustrations. I am grateful to the numerous other firms
and organizations that granted permission to reproduce their materials. Special thanks go to
the American Institute of Certified Public Accountants, the Institute of Certified
Management Accountants, and the Financial Accounting Standards Board.

Charles H. Gibson
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ACTUAL
CoMpPANIES

Real-world business examples are used extensively in the text, illustrations, and cases.
Web links to many of the companies or entities listed below may be found at the text’s web

site at accounting.swcollege.com.

Adolph Coors Company
Amerada Hess Corporation
America Online, Inc.

AMP

Arden Group, Inc.

Ashland Inc.

Ben and Jerry’s Homemade Ice Cream
Best Buy Co., Inc.

Boston Celtics Limited Partmership II
Central Hudson Gas & Electric
Chiquita Brands

The Chubb Corporation

City of Toledo

Coachman Industries, Inc.
Coca-Cola Enterprises

Compagq

Converse Inc.

Cooper Tire & Rubber Company
Dell Computer

Delta Air Lines

Dibrell Brothers Inc.

DuPont

Eastman Kodak

Exco Resources Inc.

Fluor Corporation

Foote, Cone & Belding Communications

Fountain Powerbrand Industries, Inc.
Gap Inc.

General Motors Corporation

Gillette Company

Hershey Foods Corporation

The Home Depot, Inc.

Honeywell Inc.

Hughes Supply, Inc.

Intel

International Business Machines

The Interpublic Group of Companies
Johnson and Johnson

Kellogg Company

Kroger

Lands’ End

Lucas County

Mattel, Inc.

Micron Technology, Inc.
Microsoft

Motorola

Nacco Industries

New Century Energies, Inc.
New England Electric System
Newport Corporation

Nike, Inc.

Nordson

Northrop Gruman

Novell

Osmonics

Owens Corning Fiberglass
Perco Energy

Pepsi Co. Inc.

Pfizer Inc.

The Procter & Gamble Company
Reebok

Rouse Company

Rowe Furniture Corporation
Safeway

Seaway Food Town, Inc.
Snap On, Inc.

Southern Indiana Gas and Electric
Storage Tek

Sun Microsystems, Inc.
Texaco

Toys “R” Us

Tyco

Union Carbide

Usban Corp.

VAL Corporation (“VAL”)
Wal-Mart

Wells Fargo & Company
Wendy’s International

Xerox Corporation
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