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Preface

This text is an introduction to the field of accounting and to the use of
accounting information as a basis for business decisions. It is intended for
use in the first college-level accounting course, which usually spans either
two semesters or three quarters.

OUR GOALS IN THIS NINTH EDITION

We have tried to accomplish many things in this ninth edition. Among our
most important goals have been to:

1. Provide students with a better understanding of the environment in
which accounting information is developed and used.

2. Shift emphasis from the preparation of accounting information to its
interpretation and use.

3. Retain a course structure which meets the specific content require-
ments of most colleges and universities.

Providing Students with a Better Background

If students are to appreciate the nature of accounting, they first should
have a basic understanding of the business environment. We find, how-
ever, that many introductory students lack this background. Often the
introductory accounting course is also the students’ first course in the busi-
ness curriculum.

We give increased attention to explaining business practices before dis-
cussing accounting issues. Our focus is upon current business and ac-
counting practices, not those of the past. For example, virtually every busi-
ness with external reporting obligations now uses a perpetual inventory
system. Yet many accounting textbooks continue to emphasize periodic
systems. We emphasize perpetual inventory systems.

For purposes of illustration, textbooks traditionally assume the use of
simple, manually maintained accounting records. Such records do not meet
the needs of most modern businesses. We, too, find it convenient to use
simple accounting records as the basis for many illustrations. However, we
also explain how the information is processed in a computer-based environ-
ment.

Attention is given throughout the text to the role of professional judg-
ment in both the development and interpretation of accounting informa-
tion. We explain in some depth the codes of professional ethics developed
by the American Institute of Certified Public Accountants and by the Insti-
tute of Management Accountants. We also discuss audits, reviews, and the
independent auditors’ potential liability to the users of financial state-
ments.

XXi



xXxii

PREFACE

Shifting to a “User Orientation”

Today, relatively few introductory students will become professional pre-
parers of accounting information. All, however, will become life-long infor-
mation users. For this reason, we have shifted our emphasis significantly
from the preparation of accounting information to its interpretation and
use.

This shift in emphasis affects the text in several ways. For example, we
have added new assignment material designed specifically to develop stu-
dents’ critical thinking skills and communication skills.

A user-oriented approach also affects topical content and emphasis.
Topics relevant to basic business decisions now are addressed, even if these
topics traditionally have been deferred to later accounting courses. Exam-
ples of such topics include accounting for postretirement costs, audits and
reviews, “window dressing,” and many of the disclosures which accompany
financial statements.

Throughout the text, attention is given to analytical ratios and financial
relationships. The chapter on analysis of financial statements now serves
primarily as a review.

Increased attention also is given to the use of accounting information by
management. No longer is this topic addressed only in a group of “mana-
gerial” chapters; it now is integrated throughout the text.

Some “traditional” accounting topics relate primarily to the preparation
of accounting information and are of little significance to the information
user. Examples include reversing entries, manual special journals, and
alternative methods of recording accruals and deferrals. In our user-
oriented approach, such topics are given less emphasis. Often they are
presented in Supplemental Topic sections or in an appendix.

Preserving a Proven Course Structure

Some universities are experimenting with radically different approaches to
the introductory accounting course. We have not embarked upon such a
path. We have great respect for the existing structure of the introductory
course, which has evolved from decades of experience and research. We
recognize that many students transfer credit for this course from one insti-
tution to another. Some standardization of the curriculum is therefore es-
sential.

We regard our changes in this ninth edition as evolutionary, not revo-
lutionary. Faculty acquainted with our past editions will find much that
is familiar.

ELEMENTS OF THE TEXTBOOK

This ninth edition is accompanied by more in-the-text learning aids than
ever before.

Chapter Introductions and Learning Objectives

Each chapter begins with a brief overview and a set of basic learning objec-
tives. These learning objectives then are integrated with the text discus-
sions and are summarized in the End-of-Chapter section.
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Cases in Point

A distinctive feature of past editions has been the use of short Cases in
Point, which are based upon actual events. Many new Cases in Point have
been created for this edition as part of our increased focus on the contempo-
rary business environment.

Supplemental Topics and Appendixes

A new feature in the structure of this edition is the inclusion of short Sup-
plemental Topic sections at the end of several chapters. These Supple-
mental Topics are closely related to the content of the chapters in which
they appear.

Students always should read the Supplemental Topic sections, as these
discussions will enhance their overall understanding of the chapter. In-
structors, however, may decide whether these topics are of sufficient gen-
eral interest for inclusion in class discussions, homework assignments, and
examinations. [Assignment material and examination questions relating
to Supplemental Topics are preceded by an asterisk (*).]

In contrast to the Supplemental Topics, the four Appendixes at the end
of the text provide self-contained coverage of specialized topics. We con-
sider coverage of the Appendixes optional; students are not expected to
read the appendixes unless assigned by the instructor.

Pedagogical Use of Color

The four-color design of this text is used as a learning aid. For example, a
light green background shading is used in illustrations of accounting rec-
ords, whereas a light blue background is used in illustrations of financial
statements. Red often is used to highlight key elements of an illustra-
tion.

End-of-Chapter Reviews

Each chapter is followed by a variety of learning aids, including a Sum-
mary of the Chapter Learning Objectives, a Glossary of Key Terms,
and a series of Self-Test Questions. Most chapters also include a Demon-
stration Problem, with a complete solution.

Each chapter summary concludes with a paragraph explaining the rela-
tionships between that chapter and upcoming topics. This device aids stu-
dents in viewing accounting as an integrated information system, rather
than as series of separate topics.

Assignment Material

One of the distinctive features of this ninth edition is the increase in the
quantity and variety of the assignment material. Increased emphasis is
placed upon the development of students’ analytical abilities and commu-
nication skills. Much of the new assignment material is based upon the
operations of well-known companies.

Five categories of assignments accompany the text. These are (1) Dis-
cussion Questions, (2) Exercises, (3) Problems, (4) Cases and Unstructured
Problems, and (5) Comprehensive Problems.
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Discussion Questions are short and usually call for expository an-
swers. In addition to developing writing and communication skills, these
questions explore students’ conceptual understanding of accounting.

Exercises are short assignments, usually focusing upon a single con-
cept. We have greatly increased the number and the variety of Exercises.
By enabling instructors to cover basic concepts quickly, we hope to allow
more time for discussing in class such assignments as our Cases and Un-
structured Problems.

Problems are longer than the Exercises and address several concepts
at one time. Most chapters contain both an A and B problem series, each
providing thorough coverage of the chapter. A few chapters contain a
single—but longer—series of problems. The single series accommodates a
greater variety of assignments.

Cases and Unstructured Problems emphasize the development of
analytical skills and communication skills. They also provide a wealth of
assignment material well suited to in-class discussions.

To encourage the use of these assignments, we have developed Cases
and Unstructured Problems covering a wide range of time requirements
and difficulty levels. Many of our Exercises and Problems also call for anal-
ysis and the use of judgment.

We consider our six Comprehensive Problems to be among the most
useful assignments in the text. Each of these problems ties together con-
cepts presented over a span of chapters. Two of the Comprehensive Prob-
lems are similar in scope to a “practice set,” and another involves the anal-
ysis of an actual annual report.

Most chapters contain several problems designed for solution using the
AIM General Ledger or Spreadsheet packages. These problems are identi-
fied by the computer disk symbol shown in the margin. A red symbol ( [fg)
identifies problems for the general ledger package; a blue symbol ( ';)
identifies problems for the spreadsheet package.

A Checklist of Key Figures for Problems and Comprehensive Prob-
lems appears on the front and back inside covers of the text. The purpose of
these check figures is to aid students in verifying their problem solutions
and in discovering their own errors.

The Flexibility of PRIMIS

Accounting: The Basis for Business Decisions, Ninth Edition, and selected
supplementary materials are available on the McGraw-Hill/Primis custom
publishing database. Any materials on the database can be configured and
created to your specifications. The Primis database includes several
McGraw-Hill accounting texts, selected Harvard business cases, and arti-
cles from various journals.

NEW AND EXTENSIVELY REVISED CHAPTERS

Many chapters in this ninth edition have been revised significantly. Al-
most every chapter contains greater emphasis upon the use of accounting
information and more assignment material than ever before. Among the
changes in topical content which will be noticed most readily are:
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Chapterl, “Accounting: The Language of Business,” has been rewrit-
ten to provide a more comprehensive introduction to the process of finan-
cial reporting. We have added discussions of such topics as reporting re-
quirements of publicly owned companies, auditing, and professional ethics.
Also included is a new discussion of the nature and sources of generally
accepted accounting principles. Career opportunities in accounting are dis-
cussed in a Supplemental Topic section at the end of the chapter.

In Chapter 4, we have revised the format of the work sheet. Our goal is
to focus upon the accounting processes illustrated within the work sheet,
not to present the document itself as a component of the accounting cycle.

Chapter 5, now entitled “Merchandising Activities; Classified Finan-
cial Statements,” exemplifies many of the changes in this ninth edition.
The opening pages of this chapter illustrate our concerted effort to explain
business practices before discussing the accounting treatments accorded
those practices.

In keeping with contemporary business practices, this chapter now
emphasizes perpetual inventory systems—the type of system used in
every large business organization. Periodic systems still receive thorough
coverage; in fact, we have added an explanation of a “shortcut” periodic
system that is used by many small businesses.

The final portion of Chapter 5, “Introduction to Classified Financial
Statements,” typifies our increased emphasis upon the use of accounting
information.

Chapter 6, “Accounting Systems, Internal Control, and Audits,” em-
phasizes the capabilities of computer-based accounting systems, rather
than the use of manual special journals. Among the new features of this
chapter are examples of how data bases tailor information to meet the
needs of different decision makers. New elements of this chapter also in-
clude discussions of financial and operational audits, and the related topics
of employee fraud and management fraud.

Chapter 8, “Accounts Receivable and Notes Receivable,” now includes
discussions of the goals of credit management, accounts receivable turn-
over rates, strategies for quickly converting receivables into cash, and dis-
closure of concentrations of credit risk. These additions illustrate our
increased emphasis on the use of accounting information by management,
as well as by persons outside of the business organization.

Our coverage of notes receivable with interest included in the face
amount has been moved to a Supplemental Topic section, as such notes are
held primarily by financial institutions.

Chapter 9, “Inventories and the Cost of Goods Sold,” has been revised
extensively in light of our emphasis upon perpetual inventory systems.
Also included are discussions of the just-in-time concept, inventory turn-
over rates, and the objectives of efficient inventory management. The
nature and significance of large LIFO reserves are discussed as a Supple-
mental Topic.

Chapter 10, dealing with plant and equipment, includes extensively
revised coverage of trade-ins and a new Supplemental Topic section ad-
dressing depreciation for income tax purposes.

Our coverage of liabilities, contained in Chapters 11 and 16, has been
revised extensively. Chapter 11 now focuses upon the types of liabilities
common to most business entities, including long-term installment
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debt. Chapter 16, in contrast, addresses those types of liabilities found
primarily in the financial statements of large, publicly owned corporations.
This format completes our coverage of accounting for unincorporated busi-
nesses in the first semester. It also heightens students’ awareness of the
differences in the business environments of small businesses and of large
corporations.

Our coverage of liabilities also has been expanded in terms of topical
content. Chapter 11 now includes long-term installment debt, disclosure
requirements relating to financial instruments, and increased emphasis on
loss contingencies and commitments. Extensively revised coverage of pay-
roll liabilities now appears as a Supplemental Topic.

In Chapter 16, new or expanded coverage is given to topics which, be-
cause of their materiality, are relevant to the users of corporate financial
statements. Examples include deferred income taxes and an employer’s
obligation for postretirement benefits.

Chapter 13, “Accounting Concepts, Professional Judgment, and Ethi-
cal Conduct,” is new to this edition. One objective of this chapter is to
review at one time many of the generally accepted accounting principles
discussed throughout the text. Another objective is to look in some depth at
key elements of the AICPA and IMA (formerly NAA) codes of professional
ethics.

Chapter 18, “Income Taxes and Business Decisions,” has been revised
along more conceptual lines and is no longer dependent upon the tax rates
and regulations of a specific year. (We have also integrated throughout the
textbook discussions of basic income tax concepts which affect business
decisions.)

Chapter 20, “Analysis and Interpretation of Financial Statements,
has been revised to reflect our emphasis of this topic throughout the text-
book.

Chapter 22, “Cost Accounting Systems,” contains new coverage of ac-
tivity-based costing, just-in-time inventory systems, and total quality man-
agement.

»

SUPPLEMENTARY MATERIALS

This text is accompanied by a large number of supplementary learning and
teaching aids. These supplements are listed below and in the graphic illus-
tration at the end of this preface. A complete description of these materials
is contained in the Instructor’s Guide. If you would like information and
costs on the supplemental materials, please contact your local McGraw-
Hill representative. We value both your interest and our supplements.

For the Student:

Self-Study Guide, co-authored by Mary A. Meigs
Accounting Work Sheets, Group A Problems, Chapters 1-15
Accounting Work Sheets, Group A Problems, Chapters 14-26
Accounting Work Sheets, Group B Problems, Chapters 1-15
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Accounting Work Sheets, Group B Problems, Chapters 14-26
Blank Forms for Problems and Cases
Accounting Information Manager: A General Ledger Program by John W.
Wanlass
Accounting Information Manager: A Spreadsheet Program by John W.
Wanlass
MicroGuide Computerized Accounting Tutorial by Jean Gutmann
Manual Simulations and Applications:
Premium Foods Corporation: A Financial Statement Analysis Case by
Christie W. Johnson
The Next Dimension: An Accounting Cycle Application by Mary A.
Meigs
Facts-by-FAX: An Accounting Cycle Application
Color Copy Co.: An Accounting Cycle Application
Echo Paint Co.: A Small Business Application with Forms by Richard A.
Wright
Executive Woodcraft: A Managerial Accounting Application by
Ronald W. Hilton
Printer Recharge, Inc.: A Corporate Practice Set by Phillip Ricci and
Wanda G. Spruill
Computer-Based Simulations and Applications:

CYMA General Ledger Package: Shadow Mountain Hotel

CYMA General Ledger Package: Authenticity and Facts-by FAX

Echo Paint Co.: A Small Business Application with Forms, by
Richard A. Wright

Remington Restaurant Supply: A Computerized Accounting Cycle Appli-
cation

Electronic Spreadsheet Application to Accompany the Premium Foods
Corporation Financial Statement Analysis Case by Christie W. John-
son

For the Instructor:

Annotated Instructor’s Edition by David Marcinko

Lecture Video Series

Case Study Videos for Analysis and Critical Thinking

Instructor’s Manual/Critical Thinking Guide to Accompany Case Study
Videotapes by Mark S. Bettner

Solutions Manual

Overhead Transparencies: Solutions to Problems and Exercises and Se-
lected Text Exhibits

Solutions to Applications

Test Bank (Manual and Computerized Versions)

Achievement Tests and Comprehensive Examinations (four series)

Instructor’s Guide and Answers to Achievement Tests by David Marcinko

Electronic Classroom Presentations by Glenn E. Owen

Interactive Solutions Software

Teaching Transparencies

Report Card: Electronic Grading Software

Financial Statement Analysis Problem Set and Software
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CONTRIBUTIONS BY OTHERS

The ninth edition has benefited from a number of perceptive reviews. We
wish to express our sincere thanks to these reviewers, who are listed at the
conclusion of this Preface.

We also want to thank the following individuals, each of whom has
authored supplements which accompany the text: Mark S. Bettner, Buck-
nell University; Jean Gutmann, University of South Maine; Ronald W.
Hilton, Cornell University; Christie W. Johnson, Montana State Univer-
sity; David Marcinko, SUNY, Albany; E. James Meddaugh, Ohio Uni-
versity; Mary A. Meigs, San Diego State University; Glenn E. Owen,
University of California, Santa Barbara; John W. Wanlass, DeAnza Col-
lege; Richard A. Wright, American River College; Raymond MacFee,
University of Colorado, Boulder; Phillip Ricci and Wanda G. Spruill,
SUNY, Geneseo.

We owe a special debt to Mary Meigs. Professor Meigs has authored or
co-authored the Study Guide, the Test Bank, and several of the accounting
applications which accompany this edition. She also has participated in
virtually every stage of this project. Her contributions have improved the
text and the supplementary materials in many ways.

Our special thanks also go to James M. Emig, Villanova University
and Roger A. Gee, San Diego Mesa College for assisting us in the proof
stages of this edition with detailed reviews of the end-of-chapter assign-
ment material.

We appreciate the expert attention given this book and its many supple-
ments by the staff of McGraw-Hill, especially Alan Sachs, Linda Rich-
mond, Judy Howarth, and Debbie Emry.

The assistance of Jawade Anwar, Melody Gritton, Jeannette
Haley, and Tom Templeton was most helpful in preparation of the man-
uscript.

Robert F. Meigs
Walter B. Meigs
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