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Accounting
Present and Past

2V S

Early in the first decade of this 21st century, two large, publicly owned corporations filed for
bankruptcy, resulting in billions of dollars of losses to thousands of stockholders. In 2001 it was
Enron Corporation, and a few months later it was WorldCom, Inc. In each case a number of
factors caused the precipitous fall in the value of the firms’ stock. The most significant factor
was probably the loss of investor confidence in each company’s financial reports and other
disclosures reported to stockholders and other regulatory bodies, including the Securities and
Exchange Commission.

The Enron and WorldCom debacles, and other widely publicized breakdowns of
corporate financial reporting, resulted in close scrutiny of such reporting by the accounting
profession itself and also by the U.S. Congress and other governing bodies. The accounting
practices that were criticized generally involved complex transactions.

Also contributing to the issue were aggressive attempts by some executives to avoid
the spirit of sound accounting even though many of the reporting practices in question were
not specifically forbidden by existing accounting pronouncements. To be sure, the financial
reporting requirements faced by companies whose securities are publicly traded have now
become more strenuously scrutinized under the Sarbanes—-Oxley Act of 2002 (SOX) and the
watchful eye of the Public Company Accounting Oversight Board (PCAOB or Board), which
is the regulatory body created under SOX to oversee the activities of the auditing profession
and further protect the public interest. These increased regulatory efforts have increased
the transparency of the financial reporting process and the understandability of financial
statements, at least to some extent. Although this text will briefly address some of the more
troublesome technical issues faced by the accounting profession today, the elaborate attempts
to embellish the financial image of the companies in question go well beyond the accounting
fundamentals described in the following pages.

The objective of this text is to present enough fundamentals of accounting to permit the
nonaccountant to understand the financial statements of an organization operating in our
society and to understand how financial information can be used in the management planning,
control, and decision-making processes. Although usually expressed in the context of profit-
seeking business enterprises, most of the material is equally applicable to not-for-profit social

service and governmental organizations.
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Accounting is sometimes called the language of business, and it is appropriate for people it 4Rt #FR Y “FLiE =", 7EFA]
who are involved in the economic activities of our society—and that is just about everyone—to (L2t MARZEBFIG Bhi A (LR

know at least enough of this language to be able to make decisions and informed judgments BN ) MM ITIHE, AC
FE 8 X BT DA 2 (19 28 B 06 ah b AT o,
A A AR AR )

about those economic activities.

LEARNING OBJECTIVES

After studying this chapter you should understand
1. The definition of accounting.

2. Who the users of accounting information are and why they find accounting information
useful.

3. The variety of professional services that accountants provide.
4. The development of accounting from a broad historical perspective.

5. The role that the Financial Accounting Standards Board (FASB) plays in the development
of financial accounting standards.

6. How financial reporting standards evolve.
7. The key elements of ethical behavior for a professional accountant.

8. The FASB's Conceptual Framework project.

The objectives of financial reporting for business enterprises.

10. The plan of the book.

A 4

What Is Accounting?

In a broad sense, accounting is the process of identifying, measuring, and communi- £it/2% 7 #E17TUEAME A R 4 1
cating economic information about an organization for the purpose of making deci- HIWfifixt— 441 285 (5 b T80
sions and informed judgments. (Accountants frequently use the term entity instead of 5. #&tAIfE %A,

organization because it is more inclusive.)
This definition of accounting can be expressed schematically as follows:

Accounting is the process of:

Identifying

Economic information

uring

about an entity
Communicating ’

Who makes these decisions and informed judgments? Users of accounting in- A4, i # sk 2 17 3 6 g 3 1A
formation include the management of the entity or organization; the owners of the g7 2xi{F &M & fudFiz s it &
organization (who are frequently not involved in the management process); potential fhafsu 4t # . g & (fbfilA
investors in and creditors of the organization; employees; and various federal, state, % s 5o F2 ) 8705 V02 IR

the language of business BV 7 ; identify Bk ; measure i ; decision and informed judgment YA RIEAIHIWT ; entiry FIK (HEFTEIHES A EEAHS
AN, SEHSERAREN ).
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Exhibit 1-1

Users and Uses of
Accounting Information
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Chapter 1

User Decision/Informed Judgment Made

Management When performing its functions of planning, directing, and controlling,
management makes many decisions and informed judgments. For
example, when considering the expansion of a product line, planning
involves identifying and measuring costs and benefits; directing involves
communicating the strategies selected; and controlling involves identifying,
measuring, and communicating the results of the product line expansion
during and after its implementation.

When considering whether to invest in the common stock of a company,
investors use accounting information to help assess the amounts, timing,
and uncertainty of future cash returns on their investment.

When determining how much merchandise to ship to a customer before
receiving payment, creditors assess the probability of collection and the
risks of late (or non-) payment. Banks also become creditors when they
make loans and thus have similar needs for accounting information.
When planning for retirement, employees assess the company's ability to
offer long-term job prospects and an attractive retirement benefits package.
When reviewing for compliance with SEC regulations, analysts determine
whether financial statements issued to investors fully disclose all required
information.

Accounting—Present and Past

Investors/
shareholders

Creditors/
suppliers

Employees

SEC (Securities
and Exchange
Commission)

and local governmental agencies that are concerned with regulatory and tax matters.
Exhibit 1-1 describes some of the users and uses of accounting information. Pause, and
try to think of at least one other decision or informed judgment that each of these users
might make from the economic information that could be communicated about an entity.

Accounting information must be provided for just about every kind of organiza-
tion. Accounting for business firms is what many people initially think of, but not-for-
profit social service organizations, governmental units, educational institutions, social
clubs, political committees, and other groups all require accounting for their economic
activities as well.

Accounting is frequently perceived as something that others do, rather than as
the process of providing information that supports decisions and informed judgments.
Relatively few people actually become accountants, but almost all people use account-
ing information. The principal objective of this text is to help you become an informed
user of accounting information, rather than to prepare you to become an accountant.
However, the essence of this user orientation provides a solid foundation for students
who choose to seek a career in accounting.

If you haven’t already experienced the lack of understanding or confusion that
results from looking at one or more financial statements, you have been spared one
of life’s frustrations. Certainly during your formal business education and early dur-
ing your employment experience, you will be presented with financial data. Being an
informed user means knowing how to use those data as information.

The following sections introduce the major areas of practice within the accounting
discipline and will help you understand the types of work done by professional ac-
countants within each of these broad categories.

What Does
it Mean?

1. What does it mean to state that the accounting process should support decisions
and informed judgments?

Securities and Exchange Commission, ( SEC) ( 3&[ ) UEZF3E5 % 2% « investor R : creditor AN
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Financial Accounting M%2£it

Financial accounting generally refers to the process that results in the preparation
and reporting of financial statements for an entity. As will be explained in more detail,
financial statements present the financial position of an entity at a point in time, the re-
sults of the entity’s operations for some period of time, the cash flow activities for the
same period, and other information (the explanatory notes or financial review) about
the entity’s financial resources, obligations, owners’ interests, and operations.

Financial accounting is primarily oriented toward the external user. The financial
statements are directed to individuals who are not in a position to be aware of the
day-to-day financial and operating activities of the entity. Financial accounting is also
primarily concerned with the historical results of an entity’s performance. Financial
statements reflect what has happened in the past. Although readers may want to project
past activities and their results into future performance, financial statements are not a
crystal ball. Many corporate annual reports refer to the historical nature of financial
accounting information to emphasize this fact. For instance, on the inside front cover
of + 2006 annual report, the bulk of which is reproduced in the ap-
pendix, it is noted that “Past performance does not guarantee future results.” Users
must make their own judgments about a firm’s future prospects.

Bookkeeping procedures are used to accumulate the financial results of many of
an entity’s activities, and these procedures are part of the financial accounting proc-
ess. Bookkeeping procedures have been thoroughly systematized using manual, me-
chanical, and computer techniques. Although these procedures support the financial
accounting process, they are only a part of the process.

Financial accounting is done by accounting professionals who have generally
earned a bachelor’s degree with a major in accounting. The financial accountant is
employed by an entity to use her or his expertise, analytical skills, and judgment in
the many activities that are necessary for the preparation of financial statements. The
title controller is used to designate the chief accounting officer of a corporation. The
controller is usually responsible for both the financial and managerial accounting func-
tions of the organization. Sometimes the title comptroller (the Old English spelling) is
used for this position.

Hit—2AHSIT
Auditing—Public Accounting

Many entities have their financial statements reviewed or examined by an independ-
ent third party. In most cases, an audit (examination) is required by securities laws if
the stock or bonds of a company are owned and publicly traded by investors. Public
accounting firms and individual CPAs provide this auditing service, which consti-
tutes an important part of the accounting profession.

The result of an audit is the independent auditor’s report. The report usually
has four relatively brief paragraphs.' The first paragraph identifies the financial state-
ments that were audited, explains that the statements are the responsibility of the
company’s management, and states that the auditor’s responsibility is to express an
opinion about the financial statements. The second paragraph explains that the audit
was conducted “in accordance with the standards of the Public Company Accounting
Oversight Board (United States)” and describes briefly what those standards require

! The first three paragraphs are described briefly here and discussed further in Chapter 10. A fourth paragraph,
which makes reference to the auditor’s opinion on the effectiveness of the company’s internal control over financial
reporting, is also discussed in Chapter 10.

cash flow BLE L (
; auditing Fi (A3

Intel Corporation J4$/KZ\ ] ; individual A 5
%1t (comptroller ) 5 pubhc auounting ALt

Ui

ST LS5 Rl R K

St EM BB ) 5 bookkeeping L 5 controller W45 £
HUI R )

5
Wt 55 & Vi o DA g i AR 20t =
PAH W 55 40 3 Ay R4 2 SRy ik 2.
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and what work is involved in performing an audit. (In effect, they require the applica-
tion of generally accepted auditing standards.) The third paragraph contains the
auditor’s opinion, which is usually that the named statements “present fairly in all
material respects” the financial position of the entity and the results of its operations
and cash flows for the identified periods “in conformity with accounting principles
generally accepted in the United States.” This is an unqualified, or “clean,” opinion.
Occasionally the opinion will be qualified with respect to fair presentation, departure
from generally accepted accounting principles, or the auditor’s inability to perform
certain auditing procedures. Similarly, an explanatory paragraph may be added to an
unqualified opinion regarding the firm’s ability to continue as a going concern (that is,
as a viable economic entity) when substantial doubt exists. An unqualified opinion is
not a clean bill of health about either the current financial condition or the future pros-
pects of the entity. Readers must reach their own judgments about these and other mat-
ters after studying the annual report, which includes the financial statements and the
explanatory notes (financial review) to the financial statements, as well as management’s
extensive discussion and analysis.

Auditors who work in public accounting are professional accountants who usu-
ally have earned at least a bachelor’s degree with a major in accounting. The auditor
may work for a public accounting firm (a few firms have several thousand partners
and professional staff) or as an individual practitioner. Most auditors seek and earn
the CPA designation; the firm partner or individual practitioner who actually signs the
audit opinion must be a licensed CPA in the state in which she or he practices. To be
licensed, the CPA must satisfy the character, education, examination, and experience
requirements of the state or other jurisdiction.

To see an example of the independent auditors’ report, refer to page 263 of the
2006 annual report of fnic! Corporation, which is reproduced in the appendix.

What Does
it Mean?

PR e A T I L REBR AR H A
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2. What does it mean to work in public accounting?
3. What does it mean to be a CPA?

M AR E It
internal Auditing

Organizations with many plant locations or activities involving many financial trans-
actions employ professional accountants to do internal auditing. In many cases, the
internal auditor performs functions much like those of the external auditor/public ac-
countant, but perhaps on a smaller scale. For example, internal auditors may be re-
sponsible for reviewing the financial statements of a single plant or for analyzing the
operating efficiency of an entity’s activities. The qualifications of an internal auditor
are similar to those of any other professional accountant. In addition to having the CPA
and/or the CMA or CFM designation(s), the internal auditor may have also passed the
examination to become a Certified Internal Auditor (CIA).

BRMIEEMEARSIT
Governmental and Not-for-Profit Accounting
Governmental units at the municipal, state, and federal levels and not-for-profit en-

tities such as colleges and universities, hospitals, and voluntary health and welfare
organizations require the same accounting functions to be performed as do other ac-

generally accepted auditing standards ZATAHTHHHEN ; generally accepted accounting principles 22IA 221N ; annual repor 4F4R (fFFHEILR 5 1920 Rl fFi% 231t
ERERYIA SR . IREME . WHZMTHEMSHT, UKRINEAT AR X S5 REN AR ) 5 explanatory notes Bif7E ; discussion and analysis i ;
license #EHE, 0] ; certified HEMAY ; internal auditing ABH 1T
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counting entities. Religious organizations, labor unions, trade associations, performing
arts organizations, political parties, libraries, museums, country clubs, and many other
not-for-profit organizations employ accountants with similar educational qualifications
as those employed in business and public accounting.

FrEfH it

Income Tax Accounting

The growing complexity of federal, state, municipal, and foreign income tax laws has
led to a demand for professional accountants who are specialists in various aspects
of taxation. Tax practitioners often develop specialties in the taxation of individuals,
partnerships, corporations, trusts and estates, or in international tax law issues. These
accountants work for corporations, public accounting firms, governmental units, and
other entities. Many tax accountants have bachelor’s degrees and are CPAs; some are
attorneys as well.

23V Al e Jee ity Q

How Has Accounting Developed?

Accounting has developed over time in response to the needs of users of financial
statements for financial information to support decisions and informed judgments such
as those mentioned in Exhibit 1-1 and others that you were challenged to identify.
Even though an aura of exactness is conveyed by the numbers in financial statements,
a great deal of judgment and approximation is involved in determining the numbers
to be reported. Although broad generally accepted principles of accounting exist,
different accountants may reach different but often equally legitimate conclusions
about how to account for a particular transaction or event. A brief review of the history
of the development of accounting principles may make this often confusing state of
affairs a little easier to understand.

BRI T L

Early History

[t is not surprising that evidence of record keeping for economic events has been found
in the earliest civilizations. Dating back to the clay tablets used by Mesopotamians of
about 3000 B.c. to record tax receipts, accounting has responded to the information
needs of users. In 1494, Luca Pacioli, a Franciscan monk and mathematics professor,
published the first known text to describe a comprehensive double-entry bookkeep-
ing system. Modern bookkeeping systems (as discussed in Chapter 4) have evolved
directly from Pacioli’s “method of Venice” system, which was developed in response
to the needs of the Italian mercantile trading practices in that period.

The Industrial Revolution generated the need for large amounts of capital to fi-
nance the enterprises that supplanted individual craftsmen. This need resulted in the
corporate form of organization marked by absentee owners, or investors, who en-
trusted their money to managers. It followed that investors required reports from the
corporate managers showing the entity’s financial position and results of operations. In
mid-19th-century England, the independent (external) audit function added credence
to financial reports. As British capital was invested in a growing U.S. economy in the
late 19th century, British-chartered accountants and accounting methods came to the
United States. However, no group was legally authorized to establish financial report-
ing standards. This led to alternative methods of reporting financial condition and re-
sults of operations, which resulted in confusion and, in some cases, outright fraud.
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EERSITER
The Accounting Profession in the United States

Accounting professionals in this country organized themselves in the early 1900s
and worked hard to establish certification laws, standardized audit procedures, and
other attributes of a profession. However, not until 1932-1934 did the American In-
stitute of Accountants (predecessor of today’s American Institute of Certified Public
Accountants—AICPA) and the New York Stock Exchange agree on five broad prin-
ciples of accounting. This was the first formal accounting standard-setting activity.
The accounting, financial reporting, and auditing weaknesses related to the 1929 stock
market crash gave impetus to this effort.

The Securities Act of 1933 and the Securities Exchange Act of 1934 apply to secu-
rities offered for sale in interstate commerce. These laws had a significant effect on the
standard-setting process because they gave the Securities and Exchange Commission
(SEC) the authority to establish accounting principles to be followed by companies
whose securities had to be registered with the SEC. The SEC still has this authority, but
the standard-setting process has been delegated to other organizations over the years.
Between 1939 and 1959, the Committee on Accounting Procedure of the American
Institute of Accountants issued 51 Accounting Research Bulletins that dealt with ac-
counting principles. This work was done without a common conceptual framework for
financial reporting. Each bulletin dealt with a specific issue in a relatively narrow con-
text, and alternative methods of reporting the results of similar transactions remained.

In 1959, the Accounting Principles Board (APB) replaced the Committee on Ac-
counting Procedure as the standard-setting body. The APB was an arm of the AICPA,
and although it was given resources and directed to engage in more research than its
predecessor, its early efforts intensified the controversies that existed. The APB did
issue 39 Opinions on serious accounting issues, but it failed to develop a conceptual
underpinning for accounting.

BHarMt &£t ENE#E
Financial Accounting Standard Setting
at the Present Time

In 1973, asaresult of congressional and other criticism of the accounting standard-setting
process being performed by an arm of the AICPA, the Financial Accounting Foun-
dation was created as a more independent entity. The foundation established the Fi-
nancial Accounting Standards Board (FASB) as the authoritative standard-setting
body within the accounting profession. The FASB embarked on a project called the
Conceptual Framework of Financial Accounting and Reporting and had issued seven
Statements of Financial Accounting Concepts through September 2007.

Concurrently with its conceptual framework project, the FASB has issued
159 Statements of Financial Accounting Standards that have established standards
ofaccounting and reporting for particular issues, much as its predecessors did. Alterna-
tive ways of accounting for and reporting the effects of similar transactions still exist. In
many aspects of financial reporting, the accountant still must use judgment in selecting
between equally acceptable alternatives. To make sense of financial statements, one
must understand the impact of the accounting methods used by a firm, relative to alter-
native methods that were not selected. Subsequent chapters will describe many of these
alternatives and the impact that various accounting choices have on financial state-
ments. For example, Chapter S discusses the effects of the first-in, first-out inventory
cost flow assumption in comparison to the last-in, first-out and the weighted-average

standardized audit procedures bR R Accounting Research Bulletin 21 IFR 4 5 Accounting Principles Board (APB) 2N ZER £ Opinion B
Statements of Financial Accounting Concepts %5 £ 1H#:& /245 ; Financial Accounting Foundation 55 23 e s (hoRAAESIHR . DA AE AR
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assumptions. Likewise, Chapter 6 discusses the difference between the straight-line
and accelerated methods of depreciating long-lived assets. Although such terminol-
ogy may not be meaningful to you at this time, you should understand that the FASB
has sanctioned each of these alternative methods of accounting for inventory and
depreciation, and that the methods selected can significantly affect a firm’s reported
profits.
The FASB does not set standards in a vacuum. An open, due process procedure
is followed. The FASB invites input from any individual or organization that cares to
provide ideas and viewpoints about the particular standard under consideration. Among
the many professional accounting and financial organizations that regularly present
suggestions to the FASB, in addition to the AICPA and the SEC, are the American E[E&ith4e . Mo HITHS . 1
Accounting Association, the Institute of Management Accountants, Financial Execu- %22 Biph B 4FiF 4 4 2
tives International, and the Chartered Financial Analysts Institute.
The accounting and auditing standard-setting processes were heavily criticized
as a result of the ' 1nion and WorldCom collapses and the accounting and reporting
problems of other companies that came to light in 2001 and early 2002. In July 2002,
President George W. Bush signed into law the most significant legislation affect-
ing the accounting profession since 1933: the Sarbanes—Oxley Act (SOX) of 2002. 2002 4F { F=HET— 8 sa i Fil k% )
Essentially, the act created a five-member Public Company Accounting Over- FHARSHMUEERS
sight Board (PCAOB), which has the authority to set and enforce auditing, at-
testation, quality control, and ethics (including independence) standards for public
companies. It is also empowered to inspect the auditing operations of public ac-
counting firms that audit public companies as well as impose disciplinary sanc-
tions for violations of the Board’s rules, securities laws, and professional auditing
standards. The impact of SOX on financial reporting has been far-reaching and will
be explored in some detail in Chapter 10, which addresses corporate governance
and disclosure issues.
The point of this discussion is to emphasize that financial accounting and report-
ing practices are not codified in a set of inflexible rules to be mastered and blindly
followed. The reality is that financial reporting practices have evolved over time in re- S£Fr [, W55 459055 LB E +E &7
sponse to the changing needs of society, and are still evolving. In recent years, financial sk fbmiZefhit, i HIAE b T
instruments and business transactions have become increasingly complex, and are now ik i, T JLAE, M4 T H AR
being used with greater frequency by firms of all sizes. The FASB has thus been hard =z 5 25 5 i ofe i 52 2 9 FL 3% Bl 45 Fopil
pressed to develop appropriate standards to adequately address emerging accounting g pg /s i ..
issues in a timely manner. Moreover, many recent FASB standards appear to be more
like rules than the judgmental application of fair guidelines. Don’t worry about any
critical reviews you may read concerning new FASB standards; instead, keep your
eye on the big picture. Your objective is to learn enough about the fundamentals of
financial accounting and reporting practices to be neither awed nor confounded by the
overall presentation of financial data.

4. What does it mean to state that generally accepted accounting principles are not What Does
a set of rules to be blindly followed? it Mean?
5. What does it mean when the Financial Accounting Standards Board issues a
new Statement of Financial Accounting Standards?

Public Company Accounting Oversight Board ( PCAOB ) I iliZs ) &t W% 6142 (SEC (9 FIBHLE, A RGHE st xf EiiA st uEl] . hs
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Standards for Other Types of Accounting

Because managerial/cost accounting is oriented primarily to internal use, it is pre-
sumed that internal users will know about the accounting practices being followed by
their firms. As a result, the accounting profession has not regarded the development of
internal reporting standards for use by management as an important issue. Instead,
individual companies are generally allowed to self-regulate with respect to internal
reporting matters. One significant exception is accounting for the cost of work done
under government contracts. Over the years, various governmental agencies have is-
sued directives prescribing the procedures to be followed by government contractors.
During the 1970-1980 period, the Cost Accounting Standards Board (CASB) oper-
ated as a governmental body to establish standards applicable to government contracts.
Congress abolished the CASB in 1981, although its standards remained in effect. In
1988, Congress reestablished the CASB as an independent body within the Office of
Federal Procurement Policy and gave it authority to establish cost accounting standards
for government contracts in excess of $500,000. Since 1995, CASB standards also have
applied to colleges and universities that receive major federal research funds.

In the auditing/public accounting area, auditing standards are established by the
Auditing Standards Board, a technical committee of the AICPA, unless superseded or
amended by the PCAOB. The SEC has had input into this process, and over the years
a number of auditing standards and procedures have been issued. One of the most
important of these standards requires the auditor to be independent of the client whose
financial statements are being audited. Yet the auditor’s judgment is still very impor-
tant in the auditing process. Because of this, critics of the accounting profession often
raise questions concerning the independence of CPA firms in the auditing process. It is
worth repeating here that an unqualified auditor’s opinion does not constitute a clean
bill of health about either the current financial condition of or the future prospects for
the entity. It is up to the readers of the financial statements to reach their own judg-
ments about these and other matters after studying the firm’s annual report, which
includes the financial statements and explanatory notes (financial review).

In 1984, the Governmental Accounting Standards Board (GASB) was estab-
lished to develop guidelines for financial accounting and reporting by state and local
governmental units. The GASB operates under the auspices of the Financial Account-
ing Foundation, which is also the parent organization of the FASB. The GASB is
attempting to unify practices of the nation’s many state and municipal entities, thus
providing investors and taxpayers with a better means of comparing financial data of
the issuers of state and municipal securities. In the absence of a GASB standard for a
particular activity or transaction occurring in both the public and private sectors, gov-
ernmental entities will continue to use FASB standards for guidance. The GASB had
issued 49 standards and three concepts statements by September 2007.

The United States Internal Revenue Code and related regulations and the various
state and local tax laws specify the rules to be followed in determining an entity’s in-
come tax liability. Although quite specific and complicated, the code and regulations
provide rules of law to be followed. In income tax matters, accountants use their judg-
ment and expertise to design transactions so that the entity’s overall income tax liability
is minimized. In addition, accountants prepare or help prepare tax returns, and may
represent clients whose returns are being reviewed or challenged by taxing authorities.
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American Institute of Certified Public Accountants:
Financial Accounting Standards Board: . b .com
Government Accounting Standards Board:

Institute of Internal Auditors: i

Institute of Management Accountants:

International Accounting Standards Board:

Public Company Accounting Oversight Board:
Securities and Exchange Commission: v/ s

= FR &t A
International Accounting Standards

Accounting standards in individual countries have evolved in response to the unique
user needs and cultural attributes of each country. Thus despite the development of
a global marketplace, accounting standards in one country may differ significantly
from those in another country. In 1973, the International Accounting Standards Com-
mittee (IASC) was formed by accountancy bodies in Australia, Canada, France,
Germany, Japan, Mexico, the Netherlands, the United Kingdom and Ireland, and
the United States to create and promote worldwide acceptance and observation of
accounting and financial reporting standards. In 2001 the International Accounting
Standards Board (IASB) was formed in a restructuring effort and has since assumed
all responsibilities previously carried out by the IASC, which was disbanded at that
time. The IASB is a private organization based in London (in some ways similar to
the FASB and GASB). Although now supported by more than 100 nations, the de-
velopment of uniform standards has been an almost impossible objective to achieve.
One major challenge relates to a country’s interest in protecting its local markets,
where participants’ interests are frequently quite different from entities involved in
a global financial network. Countries throughout the world vary, for instance, in the
complexity of their capital markets, the need for disclosure of financial information,
and the role of government oversight in the standard-setting process. Unfortunately,
these nationalism issues are not the only obstacles confronting the IASB. The sim-
ple truth is that because the IASB is a private body, its pronouncements cannot be
enforced. What is hoped for instead is that each country’s accounting professional
body will make and keep a “best efforts” pledge to move toward the acceptance
of international standards. The IASB and its predecessor organization had issued
41 international accounting standards and eight international financial reporting
standards by September 2007, with much of this progress coming in recent years.

Currently the IASB is seeking methods of providing comparability between financial
statements prepared according to the differing accounting standards of its member nations.
This effort, often referred to as harmonization, involves both the elimination of inferior ac-
counting methods that continue to exist today in many areas of the world and the limitation
of alternative acceptable methods within the IASB’s own standards. The development of
a single set of international accounting and financial reporting standards to be applied by
all countries is a long way off and may never be achieved in total. This makes it important
to understand the standards of one’s own country so that appropriate consideration can be
given to financial statements prepared according to another country’s standards.

Exhibit 1-2 has the Web site addresses for various accounting organizations. You
are encouraged to visit these sites for more information about each one.

nationalism [H%¢{k ; harmonizadon JF1 T #2 ; encourage Wl , AE.
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Exhibit 1-2
Web Sites for
Accounting
Organizations
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