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PREFACE

Advanced accounting focuses on the study of the accounting and reporting princi-
ples used by a variety of business entities. These entities vary considerably in size
and complexity in comparison with the single corporate entity that is the focus of
intermediate financial accounting. The daily business press carries a multitude of
news stories about the many multicorporate business entities that dominate the
economy, the merger and acquisition mania in the corporate sector, the effects of
foreign events on multinational firms, the impact of spending by governmental
entities, and numerous other topics involving the subject matter of advanced
accounting. Accountants are directly involved with these events and must be able
to deal knowledgeably with the accounting ramifications. '

This text provides comprehensive coverage of the topics usually identified as
being within the domain of advanced accounting. As the field of accounting has
expanded in scope and content, the number of topics considered as candidates for
inclusion in the advanced accounting course has increased, and some of the
tradltlonal topics now require more extensive coverage. Most one-term courses
will not be able to cover all the subject matter included in this text. In recognition
of the time limitations in the advanced accounting course, the materials included
in this text have been structured to permit the most efficient use of the time
available. Each subject matter area is a self-contained unit, making it possible to
exercise substantial flexibility in sequencing the course materials. In addition, the
organization of individual chapters permits going into greater depth on some
topics while remaining with more basic coverage on others. The main body of
each chapter includes materials that are primary to the understanding of the topic.
At the end of most chapters, an “‘Additional Considerations’ section explores
related topics of a specific nature, providing a more detailed knowledge of the
primary topics. Several chapters include appendixes containing discussions of
alternative accounting procedures or illustrations of procedures or concepts that
are of a supplemental nature.

The basic philosophy of this book is to provide a strong conceptual foundatxon

for the topics presented s0 the readers will understand the reasoning nnderlvine
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xxiv PREFACE

the procedures that follow. A “‘building block™ approach is used to build on the
conceptual foundation, with the basic aspects of the topics discussed first and the
complexities added gradually in successive steps.

A distinguishing feature of this book is the use of a continuous case for each of
the major subject matter areas. For example, the consolidation material is con-
structed around an integrated set of illustrations involving Peerless Products
Corporation and its subsidiary, Special Foods, Inc. An in-depth look at these two
companies adds realism to the study of advanced accounting and permits students
to see the effects of each successive step on the financial reports of a company.
An important additional benefit of this continuity of data is that students need to
become familiar with only one set of data and can more quickly move through the
illustrations. Once readers become familiar with the basic example, they can focus
on the specific point of each new illustration without the confusion of having to
absorb a completely new set of data.

A second feature of the text is the large number of illustrations provided as part
of the discussion of each of the topics. These illustrations present the comprehen-
sive workpapers, resulting financial statements, and other computations and
comparisons used in developing an understanding of a particular topic. The
illustrations are clearly cross-referenced to the relevant text discussion. All jour-
nal entries within individual chapters are numbered sequentially to use in refer-
encing and to avoid confusing one illustration with another. Workpaper
eliminating entries presented in the consolidation materials are separately identi-
fied with an (E) and are shaded to distinguish them from book entries. In those
cases where alternative accounting treatments may be applied to an event, the
same base illustration is used to discuss each alternative. The accounting and
reporting procedures for each alternative are presented and then compared and
contrasted with one another. In this way, readers can clearly sée each step of the
process and can more easily assess the important differences between alter-
natives. The material coverage has been focused so that advanced accounting is
more than just a large number of procedures. The logic and theory underlying the
procedures are stressed to provide an anchoring point for understanding each
accounting treatment. The continual aim throughout the book is to replace memo-
rization with understanding.

ORGANIZATION

The first portion of the text deals with corporate expansion through various forms
of business combinations and examines different treatments of intercorporate
ownership. The preparation of consolidated financial statement is discussed,
starting with the basic consolidation process and then examining a variety of
intercompany transactions. The discussion focuses on the relationship between
Peerless Products Corporation and its subsidiary, Special Foods, Inc., and the
intercorporate transactions in which they engage. Financial statements involving
branches and agencies also are considered in this section of the text.
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The text then deals with international operations, including the treatment of
transactions denominated in foreign currencies and the translation of the financial
statements of foreign affiliates. These issues are viewed in the context of Peerless
Products Corporatlon and its West German subsidiary.

Special reporting issues also are discussed, including the preparatlon of seg-

ment and interim reports. In addition, the role of the Securities and Exchange
Commission in regulating publicly traded companies is examined.

Two other types of reporting entities are discussed next. First partnerships are
discussed, with one chapter dealing with partnership formation and operation and
another chapter dealing with partnership dissolution and liquidation. These chap-
ters focus on the example of the ABC Partnership. Second, governmental and not-
for-profit entities are discussed. Reflecting the importance of governmental and
not-for-profit entities, thorough coverage is provided in this area. Two extensive
chapters on governmental accounting are followed by two additional chapters
providing comprehensive coverage of accounting for colleges and universities,
hospitals, voluntary health and welfare organizations, and other not-for-profit
organizations. Each of the chapters is constructed around a comprehensive exam-
ple and continues the overall approach of the text by illustrating the accounting
principles within an integrated example.

In the last portion of the text, problems of companies in financial difficulty are
examined, focusing again on the example of Peerless Products and Special Foods.
Accounting and financial reporting procedures for troubled debt restructurings
and bankruptcy are discussed and illustrated. Finally, the special problems of
accounting for estates and trusts are presented and illustrated for one of the
original partners who began the ABC Partnership. Thus, the text covers virtually
the full spectrum of entity types.

Every effort has been made to make this the most comprehensive and current
advanced accounting text possible. Recent changes in the accounting standards
defining the consolidated reporting entity, requiring a statement of cash flows, and
changing the approach to accounting for deferred income taxes have been incor-
porated into the text. Furthermore, reflecting recent changes in reporting intercor-
porate investments, the consolidations portion of the text emphasizes the basic
equity method while also illustrating the fully adjusted equity method and the cost
method in appendixes. This approach both facilitates learning and is consistent
with current practice. ‘

The end-of-chapter materials have been designed to provide a range of assign-
ments from focused exercises requiring the understanding of a basic concept to
problems and cases requiring broader, more integrated solution skills. Items
relating to the ‘*Additional Considerations’ sections of the chapters are noted
with an asterisk (*) next to the item number. Those items relating to appendixes
are denoted by ‘‘A.’’ Because, for many students, advanced accounting provides
an important part of their preparation for the Uniform CPA Examination, selected
CPA Examination questions have been included. In areas where adequate ques-
tions were not available from past examinations, original CPA Exammatnon—type
questions were developed.
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