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PREFACE

The ninth edition of Advanced Accounting includes 21 chapters designed for financial accounting
courses beyond the intermediate level. The ninth edition has been updated to reflect recent business
developments and changes in accounting standards and regulatory requirements, especially the
coverage of consolidated financial statements, goodwill, and other intangible assets and derivative
securities.

An important feature of the book is the continued student orientation, which has been further
enhanced with this edition. The ninth edition strives to maintain an interesting and readable text for
the students. The focus on the complete equity method is maintained to allow students to focus on
accounting concepts rather than bookkeeping techniques in learning the consolidation materials.
The edition maintains the reference text quality of prior editions through the use of Electronic
Supplements to chapters provided on the Advanced Accounting Web site.

The ninth edition maintains several student-oriented features from the last edition. The presen-
tation of consolidation materials highlights working-paper-only entries with shading, and presents
working papers on single upright pages. All chapters include excerpts from the popular business
press and references to real world companies, institutions, and events. We use examples from
annual reports of companies and governmental and non-profit institutions to illustrate key concepts
and maintain student interest. Assignment materials include items from past CPA Examinations
and have been updated and expanded to maintain close alignment with coverage of the chapter con-
cepts. We maintain identification of names of parent and subsidiary companies beginning with P
and S, allowing immediate identification. We also maintain parenthetical notation in journal entries
to clearly indicate the direction and types of accounts affected by transactions. The ninth edition
introduces the use of learning objectives throughout all chapters to allow students to better focus
their study time on the important concepts.

NEW TO THIS EDITION

Important changes in the ninth edition of Advanced Accounting include:

m  Coverage of ethics in financial accounting and reporting has been expanded to
reflect recent accounting scandals. This includes coverage of provisions from
Sarbanes-Oxley, where appropriate.

B All chapters have been updated to include coverage of international reporting
standards and issues, where appropriate.

B Learning objectives for the students are numbered and identified throughout the
text.

m Chapters 1 through 11 have been updated to reflect the most recent FASB
statements and interpretations related to consolidated financial reporting,
including accounting for variable interest entities under FIN 46(R).

xvii
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m  Chapters 3 and 4 now include detailed examples on how to prepare consolidation
working papers using electronic spreadsheet software. Students will find this
especially useful, although instructors who prefer not to use class time on these
mechanics will also benefit.

m Descriptions have been added to all exercises and problems to permit easy
identification.

m Chapter 12 coverage of derivative instruments and hedging activities has been
revised and updated to permit easier understanding of these complex topics by the
students.

B The governmental and not-for-profit chapters have been updated to include all
standards through GASB 46. These chapters have also been enhanced with the
addition of illustrations from the financial statements from Golden, Colorado.
Coverage now includes service efforts and accomplishments, as well as post-
employment benefits other than pensions.

ORGANIZATION

Chapters 1 through 11 cover business combinations, the equity and cost methods of accounting for
investments in common stock, and consolidated financial statements. This emphasizes the impor-
tance of business combinations and consolidations in advanced accounting courses, as well as in
financial accounting and reporting practices.

Accounting and reporting standards for purchase method business combinations are intro-
duced in Chapter 1. The chapter also provides necessary background material on the form and eco-
nomic impact of business combinations. Chapter 2 introduces the complete equity method of
accounting as a one-line consolidation, and this approach is integrated throughout subsequent
chapters on consolidations. This approach permits alternate computations for such key concepts as
consolidated net income and consolidated retained earnings, and helps instructors to explain the
objectives of consolidation procedures. The alternative computational approaches also assist
students by providing a check figure for their logic on these key concepts.

The one-line consolidation is maintained as the standard for a parent company in accounting
for investments in its subsidiaries. Procedures for situations in which the parent company uses the
cost method or an incomplete equity method to account for investments in subsidiaries are covered
in Electronic Supplements to the chapters which are available on the Web site at
www.prenhall.com/beams. The supplements include assignment materials for these alternative
methods so that students can be prepared for consolidation assignments regardless of the method
used by the parent company.

New pooling of interest accounting has been eliminated as the result of FASB Statement No.
141. However, existing poolings are grandfathered in under SFAS 141. Coverage of pooling of
interests accounting and reporting is maintained either in appendices or in Electronic Supplements
on the Advanced Accounting Web site.

Chapter 3 introduces the preparation of consolidated financial statements. Students learn how
to allocate the purchase price to the fair values of the subsidiary’s identifiable net assets and to
implied goodwill. Chapter 4 continues consolidations coverage, introducing working paper tech-
niques and procedures. The text emphasizes the three-section, vertical financial statement working
paper approach throughout, but Chapter 4 also offers a trial balance approach in the appendix. The
standard employed throughout the consolidation chapters is working papers for a parent company
that uses the complete equity method of accounting (i.e., one-line consolidations) for investments
in subsidiaries.

Chapters 5 through 7 cover intercompany transactions in inventories, plant assets, and bonds.
Chapter 8 discusses changes in the level of subsidiary ownership, and Chapter 9 introduces more
complex affiliation structures. Chapter 10 covers several consolidation-related topics: (1) sub-
sidiary preferred stock, (2) consolidated earnings per share, and (3) income taxation for consoli-
dated business entities. Branch accounting is the topic covered in the Electronic Supplement to
Chapter 10. Chapter 11 is a theory chapter. It discusses alternative consolidation theories, push-
down accounting, leveraged buyouts, corporate joint ventures, and key concepts related to account-
ing and reporting by variable interest entities. The appendix presents current cost implications for
consolidated financial reporting.
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Chapters 9 through 11 cover specialized topics and have been written as stand-alone materials.
Coverage of these chapters is not necessary for assignment of subsequent text chapters.

Business enterprises become more global in nature with each passing day. Survival of the
modern business depends on access to foreign markets, suppliers, and capital. Some of the unique
challenges of international business and financial reporting are covered in Chapters 12 and 13.
Chapter 12 discusses accounting for derivative financial instruments and applies these concepts to
foreign currency transactions. Coverage includes import and export activities and forward or simi-
lar contracts used to hedge against potential exchange losses. Chapter 13 covers translation and
remeasurement of foreign-entity financial statements, one-line consolidation of equity investees,
consolidation of foreign subsidiaries for financial reporting purposes, and combining foreign
branch operations.

Chapter 14 introduces topics of segment reporting under FASB Statement No. 131, as well as
interim financial reporting issues. Partnership accounting and reporting are covered in Chapter 15
and 16. Chapter 17 discusses accounting and reporting procedures related to corporate liquidations
and reorganizations.

Chapters 18 through 20 provide an introduction to governmental accounting, and Chapter 21
(the final chapter) introduces accounting for voluntary health and welfare organizations, hospitals,
and colleges and universities. These chapters are completely updated through GASB Statement No.
46, providing students with a good grasp of key concepts and procedures related to governmental
and not-for-profit accounting.

As in the last edition, we maintain coverage of SEC accounting requirements and fiduciary
accounting for estates and trusts in Appendices A and B, respectively, which are available on the
Advanced Accounting Web site.

INSTRUCTOR’S RESOURCES

B Solutions Manual: Prepared by the authors. Includes updated answers to questions
and solutions to exercises and problems. Solutions to assignment materials
included in the Electronic Supplements are also included. Solutions are provided
in electronic format, making electronic classroom display easier for instructors.
All solutions have been accuracy checked to maintain a high quality of work.

m Instructor’s Manual: Contains (a) comprehensive outlines of all chapters; (b) class
illustrations; (c) descriptions for all exercises and problems, including estimated
times for completion; (d) alternative lesson plans covering different chapters; and
(e) a checklist for students of key figures in the problems.

B Test Item File: Includes more than 1,000 up-to-date test questions in True/False.
Multiple Choice, Short Answer, and Problem formats. Solutions to all test items
are also included.

B TestGenEQ: Test management software containing all the material from the Test
Item File. This software is very user-friendly and allows instructors to view, edit,
and add test questions; select questions randomly or manually; create tests using
drag-and-drop or point-and-click transfer; and print in a variety of formats.

m Companion Website: To access visit www.prenhall.com/beams. The faculty
portion of the Web site is a one-stop resource and includes files available for
download of Transparency Masters, Spreadsheet Templates, and Power Points.

STUDENT RESOURCES

Companion Website: To access, visit www.prenhall.com/beams. The student portion of the Web
site includes an Online Study Guide of True/False and Multiple Choice questions, as well as
Spreadsheet Templates, and Power Point presentations by chapter.

ACKNOWLEDGMENTS

Many people have made valuable contributions to the ninth edition of Advanced Accounting, and
we are pleased to recognize their contributions. We are indebted to the many users of prior editions
for their helpful comments and constructive criticism. We also acknowledge the help and




XX

| PREFACE

encouragement that we received from students at Colorado State, Louisiana State, Michigan State,
Oregon, and Virginia Tech who, often unknowingly, participated in class testing of various sections
of the manuscript.

We want to thank our faculty colleagues for the understanding and support that made nine
editions of Advanced Accounting possible.

We would like to thank the Prentice Hall book team for their hard work and dedication: Jane
Avery, Joanna Doxey, Sam Goffinet, Ann Koonce, Bill Larkin, Elena Picinic, Carol Samet, and
Frank Weihenig.

FLOYD A. BEAMS
JOSEPH H. ANTHONY
ROBIN CLEMENT
SUZANNE LOWENSOHN




BRIEF
CONTENTS

Pr

eface xvii

CHAPTER 1

. Business Combinations 1

CHAPTER 2
Stock Investments—Investor Accounting and Reporting 27

CHAPTER 3
An Introduction to Consolidated Financial Statements 63

CHAPTER 4
Consolidation Techniques and Procedures 101

CHAPTER 5
Intercompany Profit Transactions—Inventories 147

CHAPTER 6
Intercompany Profit Transactions—Plant Assets 185

 CHAPTER 7

Intercompany Profit Transactions—Bonds 221

 CHAPTER 8

Consolidations—Changes in Ownership Interests 249

CHAPTER 9

- Indirect and Mutual Holdings 283

)7 CHAPTER 10
- Subsidiary Preferred Stock, Consolidated Earnings per Share,

and Consolidated Income Taxation 319



X

| BRIEF CONTENTS

F;” CHAPTER 11
. Consolidation Theories, Push-Down Accounting, and Corporate
Joint Ventures 371

7 CHAPTER 12
« Foreign Currency Concepts and Transactions 413

/? CHAPTER 13
Foreign Currency Financial Statements 455

7 CHAPTER 14
«  Segment and Interim Financial Reporting 513

JZ#CHAPTER 15
« Partnerships—Formation, Operations, and Changes in
Ownership Interests 539

J? CHAPTER 16
« Partnership Liquidation 575

/7” CHAPTER 17
« Corporate Liquidations and Reorganizations 607

FJ# CHAPTER 18
< An Introduction to Accounting for State and Local
Governmental Units 643

'?” CHAPTER 19
« Accounting for State and Local Governmental Units—
Governmental Funds 679

F# CHAPTER 20
¢
?j’,

Accounting for State and Local Governmental Units—Proprietary and
Fiduciary Funds 723

'?” CHAPTER 21
« Accounting for Not-For-Profit Organizations 749

Appendix A A-1
Appendix B B-1
Glossary G-1



CONTENTS

Preface xvii

CHAPTER 1
Business Combinations 1

The Legal Form of Business Combinations 4

The Accounting Concept of a Business Combination 5

Accounting for Business Combinations Under the Purchase Method 7
Disclosure Requirements 16

The Sarbanes-Oxley Act of 2002 19

@" Electronic Supplement to Chapter 1 ES1

CHAPTER 2
Stock Investments—Investor Accounting and Reporting 27

Accounting for Stock Investments 27

Equity Method of Accounting—A One-Line Consolidation 31
Interim Acquisitions of an Investment Interest 38

Investment in a Step-By-Step Acquisition 40

Sale of an Equity Interest 40

Stock Purchases Directly from the Investee 41

Investee Corporation With Preferred Stock 41

Extraordinary ltems, Cumulative-Effect-Type Adjustments, and Other
Considerations 42

Disclosures for Equity Investees 43
Testing Goodwill for Impairment 45

CHAPTER 3
An Introduction to Consolidated Financial Statements 63

Business Combinations Consummated through Stock Acquisitions 63
Consolidated Balance Sheet at Date of Acquisition 67

Consolidated Balance Sheets after Acquisition 71

Allocation of Excess to Identifiable Net Assets and Goodwill 73
Consolidated Income Statement 80

Push-Down Accounting 81

Preparing a Consolidated Balance Sheet Worksheet 83

Electronic Supplement to Chapter 3 ES19

Xi



Xii | CONTENTS

1
J# CHAPTER 4
A Consolidation Techniques and Procedures 101

Consolidation Under the Equity Method 101
Locating Errors 108

Excess Allocated to Identifiable Net Assets 108
Consolidated Statement of Cash Flows 114
Preparing a Consolidation Worksheet 119

ﬁ’" Electronic Supplement to Chapter 4 ES27

CHAPTER 5
Intercompany Profit Transactions—Inventories 147

Intercompany Inventory Transactions 148

Downstream and Upstream Sales 153

Unrealized Profits from Downstream Sales 155

Unrealized Profits from Upstream Sales 158

Consolidation Example—Intercompany Profits from Downstream Sales 161
Consolidation Example—Intercompany Profits from Upstream Sales 163

g’?" Electronic Supplement to Chapter 5 ES49

CHAPTER 6
Intercompany Profit Transactions—Plant Assets 185

),

Intercompany Profits on Nondepreciable Plant Assets 185

Intercompany Profits on Depreciable Plant Assets 190

Plant Assets Sold at Other Than Fair Value 198

Consolidation Example—Upstream and Downstream Sales of Plant Assets 200
Inventory Items Purchased for Use as Operating Assets 202

i,

Electronic Supplement to Chapter 6 ES65

CHAPTER 7
Intercompany Profit Transactions—Bonds 221

Intercompany Bond Transactions 221

Constructive Gains and Losses on Intercompany Bonds 222
Parent Company Bonds Purchased by Subsidiary 224
Subsidiary Bonds Purchased by Parent 230

@" Electronic Supplement to Chapter 7 ES75

7 CHAPTER 8
*  Consolidations—Changes in Ownership Interests 249

Acquisitions During an Accounting Period 249
Piecemeal Acquisitions 253
Sale of Ownership Interests 255



Contents | Xiii

|
Changes in Ownership Interests from Subsidiary Stock Transactions 260

Stock Dividends and Stock Splits by a Subsidiary 265
& Electronic Supplement to Chapter 8 ES97

CHAPTER 9
Indirect and Mutual Holdings 283

Affiliation Structures 283

Indirect Holdings—Father-Son-Grandson Structure 285
Indirect Holdings—Connecting Affiliates Structure 289
Mutual Holdings—Parent Stock Held by Subsidiary 293
Subsidiary Stock Mutually Held 303

Electronic Supplement to Chapter 9 ES107

CHAPTER 10
Subsidiary Preferred Stock, Consolidated Earnings per Share,
and Consolidated Income Taxation 319

Subsidiaries with Preferred Stock Outstanding 319
Parent-Company and Consolidated Earnings per Share 327
Subsidiary with Convertible Preferred Stock 329

Subsidiary With Options and Convertible Bonds 330
Accounting for Income Taxes of Consolidated Entities 332
Income Tax Allocation 333

Separate-Company Tax Returns with Intercompany Gain 336

Effect of Consolidated and Separate-Company Tax Returns on
Consolidated Procedures 338

Business Combinations 348
Financial Statement Disclosures for Income Taxes 351

e
u-

Electronic Supplement to Chapter 10 ES115

CHAPTER 11
Consolidation Theories, Push-Down Accounting, and Corporate Joint Ventures 371

Comparison of Consolidation Theories 372

lllustration—Consolidation Under Parent-Company and Entity Theories 375
Push-Down Accounting and Other Basis Considerations 384

Joint Ventures 391

Accounting for Variable Interest Entities 395

g

Electronic Supplement to Chapter 11 ES149

CHAPTER 12
Foreign Currency Concepts and Transactions 413

Foreign Exchange Concepts and Definitions 413
Foreign Currency Transactions Other than Forward Contracts 416



Xiv | CONTENTS

[
FASB Statement No. 133: Accounting for Derivative Instruments and Hedging
Activities 421

Accounting for Hedge Contracts: lllustrations of Cash Flow and Fair Value Hedge
Accounting Using Interest Rate Swaps 426

Foreign Currency Derivatives and Hedging Activities 432

% CHAPTER 13
Foreign Currency Financial Statements 455

Objectives of Translation and the Functional Currency Concept 455
Application of the Functional Currency Concept 457

lllustration: Translation Under Statement No. 52 461

lllustration: Remeasurement Under Statement No. 52 468

Hedging a Net Investment in a Foreign Entity 472

CHAPTER 14
Segment and Interim Financial Reporting 513

V7
Z

Segment Reporting Under FASB Statement No. 131 513
Interim Financial Reporting 519
Guidelines for Preparing Interim Statements 521

lf CHAPTER 15
" Partnerships—Formation, Operations, and Changes in Ownership Interests 539

Nature of Partnerships 539

Initial Investments in a Partnership 540

Additional Investments and Withdrawals 542

Partnership Operations 543

Profit and Loss Sharing Agreements 544

Changes in Partnership Interests 550

Purchase of an Interest from Existing Partners 551

Investing in an Existing Partnership 554

Dissolution of a Continuing Partnership Through Death or Retirement 557
Limited Partnerships 559

CHAPTER 16
Partnership Liquidation 575

I\

The Liquidation Process 575

Safe Payments to Partners 579
Installment Liquidations 581

Cash Distribution Plans 586

Insolvent Partners and Partnerships 590

7 CHAPTER 17
*~ Corporate Liquidations and Reorganizations 607

Bankruptcy Reform Act of 1978 607
Liquidation 610



Contents | xv

1
lllustration of a Liquidation Case 611

Reorganization 619

Financial Reporting During Reorganization 623
Financial Reporting for the Emerging Company 624
lllustration of a Reorganization Case 625

l} CHAPTER 18
- Anntroduction to Accounting for State and Local Governmental Units 643

Historical Development of Accounting Principles for State and Local
Governmental Units 643

Overview of Basic Governmental Accounting Models and Principles 645
The Financial Reporting Entity 655
Comprehensive Annual Financial Report 656

CHAPTER 19
Accounting for State and Local Governmental Units—Governmental Funds 679

&

The General Fund 679

Accounting for the General Fund 679

Special Revenue Funds 689

Permanent Funds 690

Capital Projects Funds 691

Special Assessment Activities 695

Debt Service Funds 696

Governmental Fund Financial Statements 698

Preparing the Governmentwide Financial Statements 700

CHAPTER 20
Accounting for State and Local Governmental Units—Proprietary and Fiduciary

Funds 723

Proprietary Funds 723

Internal Service Funds 724

Enterprise Funds 727

Proprietary Fund Financial Statements 730

Fiduciary Funds 734

Agency Funds 734

Trust Funds 736

Preparing the Governmentwide Financial Statements 739
Required Proprietary Fund Note Disclosures 740

CHAPTER 21
Accounting for Not-For-Profit Organizations 749

AN

The Nature of Not-For-Profit Organizations 749
Not-For-Profit Accounting Principles 750
Voluntary Health and Welfare Organizations 755



