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Preface

This book is written with the express purpose of sensitizing students to the interna-
tional dimensions of accounting, financial reporting, and financial control. The world in
which they will pursue their professional careers is a world dominated by global busi-
ness and investment decisions. As most of these decisions are premised on financial
data, a knowledge of international accounting is crucial for achieving proper under-
standing in external and internal financial communications. While ideal for upper divi-
sion undergraduate students and master’s students, we are pleased that the contents of
this award-winning effort have also benefited practicing accountants, financial execu-
tives, investment managers, university educators, and professional administrators
around the world.

This revision of a work that has spanned three decades features a number of
enhancements. These include:

e Capital market, managerial, taxation, and institutional updates reflective of cur-
rent trends and issues

e Discussion of the newly restructured International Accounting Standards Board

e Revised discussion of reporting and disclosure practices with new examples
from both developed and emerging market countries

e Better organization of managerial accounting topics

e Examination of recent rulings in accounting for financial derivatives

e Expanded listings of relevant international Web site addresses and data sources

e Updated discussion questions, exercises, and cases.

A growing number of academics are writing on the international dimensions of
accounting and reporting and their contributions have benefited our work. We have also
benefited from the professional literature and from many of our students and faculty
colleagues whose thoughtful comments have triggered new ideas for us to consider.

In addition, we wish to acknowledge the following individuals for reviewing, pro-
viding data, or offering constructive suggestions for improving our work:

Wai Yee Canri Chan, Monterey Institute of Internatlonal Studies
David T. Collins, Bellarmine University

Sally Gilfillan, Longwood University

John R. McGowan, St. Louis University

Jenice Prather-Kinsey, University of Missouri-Columbia

Juan M. Rivera, University of Notre Dame

Karen Grossman Tabak, Maryville University



Preface  Xi

Nils Crasselt, Ruhr-Universitidt Bochum
Thorsten Sellhorn, Ruhr-Universitat Bochum
Tatsuo Inoue, Kwansei Gakuin University

Many individuals furnished able assistance in producing the manuscript. We espe-
cially thank Mattie Kennedy and Alice Charney at New York University for their
assistance with Web searches and exhibits and Bill Larkin and Jane Avery at Prentice
Hall and Wendy Craven at Pearson Education for their encouragement and editorial
support.

However hard one tries to avoid them, errors are bound to occur in a work of this
magnitude. As authors, we accept full responsibility for all errors and omissions in the
manuscript. As always, we welcome constructive comments from all who use this book,
as the students are the ultimate beneficiaries of your thoughtfulness.

F. D.S. Choi
New York, New York

G. K. Meek
Stillwater, Oklahoma
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CHAPTER

INTRODUCTION

ccounting plays a vital role in society. As a branch of economics, it provides
information about a firm and its transactions to facilitate resource allocation
decisions by users of that information. If the information reported is reliable
and useful, scarce resources are allocated in an optimal fashion, and conversely,
resource allocations are less than optimal when information is less reliable and useful.

International accounting, the subject of this text, is no different in its intended role.
What makes its study distinctive is that the entity being reported on is either a multi-
national company (MNC) with operations and transactions that cross national bound-
aries, or an entity with reporting obligations to users who are located in a country other
than that of the reporting entity.

Recall that accounting entails several broad processes: measurement, disclosure,
and auditing. Measurement is the process of identifying, categorizing, and quantifying
economic activities or transactions. These measurements provide insights into the prof-
itability of a firm’s operations and the strength of its financial position. Disclosure is
the process by which accounting measurements are communicated to their intended
users. This area focuses on issues such as what is to be reported, when, by what means,
and to whom. Auditing is the process by which specialized accounting professionals
(auditors) attest to the reliability of the measurement and communication process.
Whereas internal auditors are company employees who answer to management, exter-
nal auditors are nonemployees who are responsible for attesting that the company’s
financial statements are prepared in accordance with generally accepted standards.

An understanding of the international dimensions of the accounting processes that
were just described is important to those seeking to manage a business, or obtain or
supply financing across national borders. Accounting amounts may vary significantly
according to the principles that govern them. Differences in culture, business practices,
political and regulatory structures, legal systems, currency values, local inflation rates,
business risks, and tax codes all affect how the MNC conducts its operations and finan-
cial reporting around the world. Financial statements and other disclosures are impos-
sible to understand without an awareness of the underlying accounting principles and
business culture.

The importance of studying international accounting has grown over the years. We
begin with a brief history of this subject.



