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From the Authors
Data available to address accounting questions has changed significantly. Less than 30 years 
ago, easy access to company-specific financial data was limited to the largest of institutions. 
Since then, standardized financial data, voluntary corporate disclosures, analyst reports, 
and scores of other forms of company-specific financial data are available in real time to 
anyone with an internet connection. Students currently entering careers in business must 
be able to not only analyze a company’s financial statements but also access, incorporate, 
organize, and present analysis using the additional sources of data now available. The data 
analytic techniques required in today’s corporate world are taught in separate classes, often 
in different disciplines such as Management Information Systems or Marketing.

We propose a financial statement analysis textbook that introduces students to financial 
statement analysis (FSA) topics while developing the key data analytic skills necessary in 
today’s data-driven world. Our textbook centers on the AMPS model of data analytics. 
AMPS stands for the following and serves as the framework for the textbook:

	1.	 Ask the Question
	2.	 Master the Data
	3.	 Perform the Analysis
	4.	 Share the Findings

The exhibit below shows the detailed FSA framework of mastering the past to help 
predict the future each incorporates the AMPS model of data analytics, which we call the 
FSA-AMPS model in this book.

Master the Past Predict the Future

Ask the
Specific

Question

Share the
Findings

Master
the Data

Perform
the

Analysis

Ask the
Specific

Question

Share the
Findings

Master
the Data

Perform
the

Analysis

∙           Descriptive Analytics
∙           Diagnostic Analytics

∙           Predictive Analytics
∙           Prescriptive Analytics

The FSA-AMPS Model
To support real-world application of FSA, the textbook includes a comprehensive Excel-
based financial model. The model’s progression mirrors FSA topics covered in each 
chapter of the textbook and guides the students through the process of building a fully 
functioning pro-forma financial model. Although the financial model is comprehensive 
and covers material from each of the chapters, it is modular by design, allowing professors 
to choose which topics they want their students to cover.

Financial Statement Analysis 
Requires Data-Driven Insights
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Key Themes
Focus on broad FSA questions to appeal to a broader student base: Rather than a 
narrow focus centered on equity valuation that appeals more to finance-oriented students 
(common in this textbook sphere), we broaden our topical focus to appeal to a larger cross-
section of the undergraduate, MAcc, and MBA student populations. Our textbook centers 
on helping students understand how to answer several fundamental questions that are 
important in business, from the corporate to the not-for-profit world. These include:

	1.	 What does the company’s past tell us about their future?
	2.	 How is the company’s strategic vision reflected in its financial statements?
	3.	 What is the company’s revenue-generating capability?
	4.	 Can the company convert its revenues into sustainable future cash flows?
	5.	 How do the company’s projected future cash flows and earnings map into firm value?

Our goal is to not only help students analyze financial statements—the typical focus of 
FSA textbooks—but also to give students a conceptual framework for using heterogeneous 
data types in quantitative analysis and to introduce students to contemporary data-driven 
presentation techniques to support their conclusions. The lack of a singular focus on valuation 
that is often offered in other textbooks increases the appeal to those students pursuing careers 
in the not-for-profit or other non-traditional sectors through our examples and illustrations.

Reinforce FSA and data-analytic concepts with hands-on practice: In each chapter, 
we introduce new concepts that tie into two distinct frameworks: (1) an FSA-oriented 
framework and (2) a Data-Analytic framework. We reinforce these concepts with practical 
lab exercises throughout the textbook. Specifically, we use data analytics labs to emphasize 
critical thinking and data analysis skills, including descriptive, diagnostic, predictive, 
and prescriptive analyses. This requires matching the question asked to the available 
data and choosing the appropriate analysis to guide decision making. While competitor 
textbooks focus on advanced accounting- and valuation-related topics, we believe a more 
contemporary pedagogy is for students to understand how data can/should be used to 
analyze financial statements. We do this through a balanced approach, centered on both 
performing data analysis and data-driven inferences.

Data Analytics Labs: To provide students with hands-on experience in data analytics 
techniques and skills, each chapter includes four to five detailed labs that require them to 
use Excel and Tableau. Each lab asks students to bring together their knowledge of FSA 
and data analytics to ask and answer questions, and to present their findings to decision-
makers. Each lab has two versions. The first provides step-by-step instructions to help 
students learn the relevant techniques, while the second assesses students on the skills 

learned. Each lab allows students to choose their 
path through the AMPS model: They can use 
written instructions with screenshots from the 
relevant software package, or they can follow 
along with video tutorials created by the authors. 
Lab assessment is conducted primarily in Connect 
through the use of auto-graded questions, including 
multiple-choice questions, algorithmic questions, 
and other objective questions.

Designed to meet data analytics requirements 
of AACSB: The requirement to include data 
analytics into business school curriculums has 
gained momentum over the past 10 years (see 
AACSB Accreditation Standard A5). Our textbook 
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Introduction to Tableau: Industry Membership and  
Net Margins

Key Terms
Descriptive Statistics, Graph, Retail Industry

Lab Insight
In Chapter 1, we discuss the company’s competitive environment and its strategic position-
ing. We used Porter’s five forces as a way to think about the company and its competitors, 
specifically using the number and diversity of competitors as a measure of rivalry among 
competitors. In this lab, we’ll use Tableau and a unique dataset to create a visualization 
of net profit margins and number of companies in the industry. This is a good example of 
descriptive analytics, using visualizations to describe the data.

Required
Use Tableau to produce visualizations of net margins and industry membership.

Ask the Question
What is the relationship between number of competitors in an industry and the net profit 
margin?

Master the Data
The reported results of financial performance are included in the dataset for the various 
industries.

Lab 1.2 Tableau

Data Dictionary

Industry Name: Name of industry

Number of Companies in the Industry: Count of number of companies

Gross Margin: Industry Average of (Net Sales less Cost of Goods Sold)/ Net Sales of 
Member Companies

Net Margin: Industry Average of (Net Income)/ Net Sales of Member Companies

Other variables as defined by Damodaran

Source: http://pages.stern.nyu.edu/∼adamodar/New_Home_Page/datafile/variable.htm (accessed  
February 28, 2023).
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offers accounting professors a novel pedagogy that introduces and teaches modern data 
analytics skills within the general framework of an FSA accounting course. We believe this 
will allow professors to attract more students to their FSA course than to more traditional 
FSA courses centered around more advanced accounting topics.
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Chapter 3  Alternative Data Sources   115

headlines that generate clicks can be lucrative to their authors even if they are not provid-
ing useful news. Furthermore, many of the articles you may find on a company are the 

Industry Reports
Intuitively, industry reports should be relevant to the analyst: if you want to better under-
stand the economic dynamics facing a company, what better way than to read an industry 
report? Industry reports discuss systematic- and macroeconomic factors that affect the 
earnings- and sales-generating processes firms within an industry. These dynamics include 
such things as raw materials pricing fluctuations, demand for substitute goods, changing 
customer demographics, and more.

Several different industry classification taxonomies classify each firm in a specific 
industry. Standard Industry Classification (SIC), Global Industry Classification Standard 
(GICS), and North American Industry Classification System (NAICS) represent differ-
ent industry classification systems. These systems classify firms into similar groupings 
based on their principal economic activity. Each number in a company’s industry code is 
meaningful. For example, in the SIC classification system, the first two digits represent the 
broad economic sector in which the company operates and subsequent numbers capture  
more refined parts of the sector. Because each company belongs to only one industry  
classification—whether at the two-digit, four-digit, or six-digit level—it should be  
easy to find a group of “peers” that the company you are analyzing competes against. 
Unfortunately, the world isn’t quite that easy.

Consider a company like Amazon. What industry best describes Amazon? Which set 
of other firms is most comparable to Amazon? Is Amazon a retailer? If so, it would fit 
into the retail industry with companies such as Walmart, Macy’s, and The Home Depot. 
Or consider Amazon’s self-produced hit shows like The Man in the High Castle and  
The Marvelous Mrs. Maisel. Is Amazon a media company? If so, it would fit into the media 
production industry with companies such as Universal and Disney. Or with its growing 
fleet of delivery vans and cargo planes, is Amazon a logistics and distribution company? 
If so, it would fit into the air freight and logistics industry with the likes of UPS, Federal 
Express, and DHL.

Industry analysis is important, but perhaps more important is understanding that  
companies are unique. Simple classification techniques rarely work well because com-
panies rarely compete in a single product domain. Accordingly, it is important to under-
stand the product markets in which the company you are analyzing competes. Often, as in  
the case of Amazon, you will need to understand the economic dynamics affecting several 
different industries to fully appreciate the dynamics affecting a single firm.

LAB CONNECTIONS
LAB 3.3  provides step-by-step discussion, analysis, and practice evaluating and 
visualizing industry reports and industry earnings forecasts.

Crowdsourced Earnings Estimates
Crowdsourcing is the practice of obtaining information about a specific task, input, or 
variable from a large set of people, typically over the internet. Over the past 10 years,  
a growing trend of aggregating earnings estimates of individuals—who are often not  
professional analysts—together to form consensus forecasts has emerged.

Practical Examples from Real-World Compa-
nies: Throughout the text, management accounting 
concepts use examples from a host of real-world 
companies and industries.

Videos: Accompanying the text are many types 
of video resources, including guided examples, 
worked-out problems, and data analytics labs. 
These videos are available in Connect.
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 3. (LO 3.3) Match the credit ratings (e.g., AAA, A, BB, C, D ratings from Standard & Poor’s) 
to their descriptions.

Description of Credit Rating Credit Rating

Is less vulnerable in the near term but faces major ongoing uncertainties to 
adverse business, financial, and economic conditions

Is currently highly vulnerable; default has not yet occurred but is expected to 
be a virtual certainty

Has strong capacity to meet financial obligations but is somewhat susceptible 
to adverse economic conditions and changes in circumstances

Payment on a financial commitment or breach of an imputed promise; also 
used when a bankruptcy petition has been filed or similar action taken

Has extremely strong capacity to meet financial obligations

Problems
 1. (LO 3.2) You are working to update your own financial forecasts for the following two 

firms and you see these sets of forecasts from professional financial analysts:
 a. Firm A is followed by 20 different analysts with EPS estimates between $0.95 and 

$1.15. Each analyst updated their forecast on April 12, the day after the 1Q earnings 
conference call.

 b. Firm B is followed by 40 different analysts with EPS estimates between $0.75 
and $1.25. Twenty analysts updated their forecasts on April 12, the day after the  
1Q earnings conference call. The other 20 analysts with forecasts between $1.10 
and $1.1, have not updated their forecasts in over 6 months.

Required
 1. If you had to choose between these two groups of analyst forecasts to do  

your own forecasting, which would be the most useful, those from Firm A or  
Firm B? Why?

 2. Why is updating forecasts important given the most recent company announce-
ments and macroeconomic reports?

 3. Would you prefer less or more standard deviation around EPS estimates? Why?
 2. (LO 3.2) You are trying to forecast GAAP-based earnings over the next 5 years and have 

historical GAAP and non-GAAP data available to help with the prediction.

Required
 1. How would you assess whether the past 5 years of GAAP-based earnings or 

non-GAAP-based earnings are most useful in forecasting future GAAP-based 
earnings?

 2. How would you potentially use both GAAP and non-GAAP earnings in your 
analysis?

 3. How would your answer to question 1 change if you were trying to forecast  
non-GAAP-earnings for the next 5 years instead of GAAP-based earnings?

 4. How could you test to see which is more correlated with stock price, GAAP earnings, 
non-GAAP earnings, or both?

 3. (LO 3.2) You have access to your own analysis and forecasts, analysts’ forecasts,  
forecasts from management, or forecasts from Estimize.

End-of-Chapter Exercises and Problems: In-
chapter and end-of-chapter progress checks, exer-
cises, and problems are essential to each chapter. 
The end-of-chapter assessments include real-world 
application questions with a special emphasis on 
data analytics skills and tools. Each chapter also 
provides multiple-choice and discussion questions 
as well as exercises and problems to reinforce 
learning. 
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PROGRESS CHECK
 1. How can an information gap about a product between a buyer and a seller affect 

the transaction?
 2. What are some examples of discretion that managers have in the account-

ing methods they use in the financial statements other than those related to 
inventory?

 3. Why don’t managers switch between different accounting methods for a 
 particular financial statement item on a regular basis?

Second, GAAP requires managers to make subjective estimates of value created, con-
sumed, acquired, and disposed of during a fiscal period. These estimates are known as 
accruals. Thus, two identical companies that are subject to the same economic events and 
follow the same GAAP rules may report different financial statements because of the sub-
jectivity inherent in the estimation of accruals. Think of this subjectivity as similar to the 
fact that sports reporters can observe the same sporting event yet file different commentar-
ies on the event. Managers, like sports reporters, are people, and different people will have 
different interpretations of the exact same event.

As an analyst, you must remember that although GAAP-based financial statements are 
mandatory for firms operating in the United States, GAAP does not provide perfect com-
parability across firms. The flexibility in GAAP with respect to the accounting methods 
managers are allowed to choose and the subjectivity in the accrual estimates managers 
make affect comparability.

In the following sections, we introduce two informational dynamics that are critical to 
understand before you begin examining the data contained in the financial statements. These 
informational qualities are important to understand not only for people interested in analyzing 
the financial statements but also for managers and executives who need to convey information 
to people who do not have direct knowledge of the day-to-day activities of the company.

INFORMATION ASYMMETRY
Information asymmetry exists when one party in a transaction has more information than 
the other party. Importantly, for information asymmetry to create an informational friction 
between two parties, the information needs to be relevant to a decision and both parties 
understand that one of them has superior information. 

Information asymmetry is pervasive, and we encounter it regularly in our day-to-day 
lives. For example, consider the following situations:

 ∙ You are considering purchasing a used car posted to Craigslist.
 ∙ You are reviewing résumés for a position that requires extensive accounting skills.
 ∙ You are trying to find someone to play centerfield for your intramural softball team.

Notice that in each of these scenarios, you need to rely on information that is  self-reported 
by the other party who possibly benefits from inflated claims, for example: 

 ∙ “Yes, I changed the oil every 3,000 miles and always used full synthetic oil.”
 ∙ “My accounting GPA was 3.8/4.0 and my GPA in advanced accounting courses was 

4.0/4.0.”
 ∙ “I played shortstop and centerfield on a nationally ranked U18 baseball team and led 

my team in batting average and home runs.”

LO 2.2

Describe how 
information 
asymmetry and 
information 
subjectivity affect 
the comparability of 
financial statement 
items and how 
managerial 
reporting incentives 
intersect these 
informational 
frictions and affect 
inferences.

Progress Checks: Progress Check questions 
posed following each major section of each chap-
ter encourage students to consider and apply the 
concepts presented.

Multiple presentation styles: Students will be provided tutorials in WRDS (a large 
standardized financial data provider available to most university students), Excel (the most 
common software program used to analyze financial data), and Tableau (the most common 
software program for presenting data analysis). These tutorials will be delivered using:

∙	 Screenshots
∙	 Videos
∙	 Within-chapter sidebars
∙	 End-of-chapter questions

Bob Resutek

Vern Richardson
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Instructors 
The Power of Connections

Solutions for  
your challenges
A product isn’t a solution. Real 
solutions are affordable, reliable, 
and come with training and ongoing 
support when you need it and how you 
want it. Visit supportateverystep.com 
for videos and resources both you  
and your students can use throughout  
the term.

Every learner is unique
In Connect, instructors can assign an adaptive reading 
experience with SmartBook® 2.0. Rooted in advanced 
learning science principles, SmartBook 2.0 delivers 
each student a personalized experience, focusing 
students on their learning gaps, ensuring that the time 
they spend studying is time well-spent. 
mheducation.com/highered/connect/smartbook

Affordable solutions, 
added value 
Make technology work for you with  
LMS integration for single sign-on access, 
mobile access to the digital textbook, 
and reports to quickly show you how 
each of your students is doing. And with 
our Inclusive Access program, you can 
provide all these tools at the lowest 
available market price to your students. 
Ask your McGraw Hill representative for 
more information.

Laptop: Getty Images; Woman/dog: George Doyle/Getty Images

65%
Less Time
Grading

A complete course platform
Connect enables you to build deeper connections with your students through 
cohesive digital content and tools, creating engaging learning experiences. 
We are committed to providing you with the right resources and tools to 
support all your students along their personal learning journeys. 
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Effective tools for efficient studying
Connect is designed to help you be more productive with simple, flexible, intuitive tools that maximize 
your study time and meet your individual learning needs. Get learning that works for you with Connect.

Everything you need in one place 
Your Connect course has everything you need—whether reading your digital eBook 
or completing assignments for class—Connect makes it easy to get your work done.

“I really liked this 
app—it made it easy 
to study when you 
don't have your text-
book in front of you.”

- �Jordan Cunningham,  
Eastern Washington University

Study anytime, anywhere
Download the free ReadAnywhere® app and 
access your online eBook, SmartBook® 2.0, 
or Adaptive Learning Assignments when it’s 
convenient, even if you’re offline. And since 
the app automatically syncs with your Connect 
account, all of your work is available every time 
you open it. Find out more at  
mheducation.com/readanywhere 

Students 
Get Learning that Fits You

Learning for everyone 
McGraw Hill works directly with Accessibility 
Services Departments and faculty to meet the 
learning needs of all students. Please contact your 
Accessibility Services Office and ask them to email  
accessibility@mheducation.com, or visit  
mheducation.com/about/accessibility  
for more information.

iPhone: Getty Images
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SmartBook® is the market-leading adaptive study resource that is proven to strengthen 
memory recall, increase retention, and boost grades. SmartBook 2.0 identifies and closes 
knowledge gaps through a continually adapting reading and questioning experience that 
helps students master the key concepts in each chapter.

Lecture Videos: The author lecture videos are designed to reinforce learning objectives 
and important chapter concepts.

Connect for Financial 
Statement Analysis

Discussion Questions: These can be utilized for in-class discussion or individual 
assignment to enhance reflection, analysis, and critical thinking.

Brief Exercises and Problems: These are available for assignment in Connect to ensure 
students are building an analytical skill set. Many are available in an auto-graded format.
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Lab Help Videos: Provide step-by-step instructions that walk students through the 
assigned analysis tasks of each regular lab in Excel and Tableau.

Labs and Alternate Labs with Assessments: Allows students to work in Excel and/
or Tableau, answer auto-graded assessment questions, analysis questions, and upload their 
lab results. The labs are designed to reinforce the concepts and techniques taught in each 
chapter. Regular labs come with step-by-step instructions. Alternate labs “on your own” 
have minimal instruction and allow students to apply what they have learned.
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