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Preface

The objective of this book is to present a realistic and organized approach to
financial reporting, with particular emphasis placed on the analysis of the end
result of financial reporting—financial statements. Students and professionals
often become too involved in statement preparation, without ever really read-
ing the statements to interpret results. Typical financial accounting text-
books take a procedural versus an analytical approach. This book emphasizes
the interpretation of the end result. Typical textbook presentations oversim-
plify financial statements. As a result, readers are not prepared to understand
or analyze actual financial reports. This book utilizes actual statements ex-
tensively in illustrations, problems, cases, and complete analyses.

The Financial Accounting Standards Board has recently specified under-
standability as a desired quality for financial reporting. It is the goal of the
authors to enhance the user’s understanding. Hopefully, this book makes the
analysis of financial reporting meaningful, interesting, and exciting.

The authors’ major objective in writing this book has been to make a clear
and balanced presentation of the material. Manufacturing, retailing, and ser-
vice firms, including regulated and nonregulated industries, are presented. All
discussion is based on accounting principles in an effort to have students un-
derstand the methods used, as well as their implications for analysis. Consid-
eration has been given to current financial reporting problems including
inflation accounting, lease presentation, pension presentation, options, and
social reporting.
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Organization

The first chapter develops the basic principles of accounting upon which fi-
nancial statements are based. The second and third chapters contain an
overview of basic accounting statements. The fourth chapter is an introduc-
tion to analysis and comparative statistics.

A novel feature of this book is that one firm, Cooper Tire & Rubber Com-
pany, is used extensively as an illustration. This allows readers to become fa-
miliar with a particular firm and industry and to view the analysis as a whole.
This firm and its industry are introduced in Chapter 5 which contains Cooper
Tire & Rubber Company statements in their entirety.

Chapter 6 covers short-term liquidity; Chapter 7, long-term borrowing
ability; Chapter 8, profitability; Chapter 9, analysis for the investor; Chapter
10, analysis of statement of changes in financial position; and Chapter 11,
analysis of the impact of inflation on financial statements.

The Cooper Tire & Rubber Company illustration is synthesized in Chapter
12 with a ratio summary comparing the company with industry statistics.
Summary comments guide readers through methodology of comprehensive
analysis.

Chapter 13 introduces the expanded utility of financial ratios. Some topics
covered here are financial ratios as perceived by commercial loan departments
and financial executives, financial ratios used in annual reports, and fore-
casting financial failure.

Regulated industries create analytical problems different from those of
other firms and require special analysis. Therefore, banks, utilities, transpor-
tation, and oil and gas companies are discussed in Chapter 14 which offers
suggestions for these industries.

Chapter 15 introduces personal financial statements and accounting for
governments and other nonprofit institutions. These financial statements are
much different from those of profit-oriented businesses. A Comprehensive Case
is at the end of the text.

Using the Book As a Text

Throughout, the book provides the flexibility necessary to meet the needs of
accounting and finance courses varying in content and length. Sufficient text
and problem materials are presented to allow the instructor latitude in the
depth of coverage during a course. The materials have been tested in the class-
room and by faculty. The authors hope that professors and students enjoy
using this text as much as they have enjoyed preparing it.
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