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impai und, hon-
word integrity refers to the following qualities: complete, unb.r?ken, umfsllpﬁi’ :iognjﬁcance
est, and sincere. Accounting information must have the_se qyalxﬂes becau g
of the information to individuals who rely on it in making important financi © i ot
The integrity of accounting information is enhanced in three pnmary waa}ii ;;n Tl;ese o
- LOt5 institutional features add significantly to the integrity of accounting inform :

. P : internal control
tures include standards for the preparation of accounting information, an nte

LEARNING OBJECTIVE

: nting orga-
* DiscusSalamameinf structure, and audits of financial statements. Second, several pfofe§s10na] :icc;mﬁnalgly and
fw‘.},fm::afme' ~nizations play unique roles in adding to the integrity of accounting information.

. % ro-
“internal financial reporting  perhaps most important, is the personal competence, judgment, and etlrlcal behavwfe‘t’; ; 0
hatcreateintegrityinthe fessional accountants. These three elements of the accounting profession come togrs-__can
TSpard iAo, e ensure that users of accounting information—investors, creditors, managers, and othe
rely on the information to be a fair representation of what it purports to represent.

INSTITUTIONAL FEATURES

S ion
Standards for the Preparation of Accounting Information  Accounting 1ﬂf°‘$:§?n
that is communicated externally to investors, creditors, and other users must be P"ﬁpt infor-
accordance with standards that are understood by both the preparers and users of ll;la rten
mation. We call these standards generally accepted accounting principles, often $ (:nation
to GAAP. These principles provide the general framework for determining what infor ]
is included in financial statements and how this information is to be prepared and p.;ezem]es
GAAP includes broad principles of measurement and presentation, as well as detalle s,
that are used by professional accountants in preparing accounting information and {tf_PO o be
Accounting principles are not like physical laws; they do not exist in nature Wa‘“:;ge most
fliscovered. Rather, they are developed by people, in light of what we consider 0 be similar
important objectives of financial reporting. In many ways, accounting principles are

: ample:
t0 the rules established for an organized sport, such as baseball or basketball. For €
accounting principles, like sports rules:

+ Originate from a combination of
Require authoritative support an
* Are sometimes arbitrary,

May change over time as shortcomings in the existing rules come to light-
* Must be clearly understood

and observed by all participants in the process:

.ples vary somew . The ph.l'l'sc i d‘
accepted accounting hat from country to country i usC

I‘inc' ‘ 3 " . . uncepts A
United States, The lnp 1P1es (GAAP)" refers to the accounting © ly ,ucml""s

tradition, experience, and official decree-
d some means of enforcement.

ternati i s currenih ok
1o establish greater unifo iy accounting S‘"““‘."“s Bfm? ﬂA?B) o around oun
: mity among the accounting principles in us¢ "ot
order to facilitate business activity that increasingly is carried out in mOr° b '“:md
In the United States, three Organizations e larly important in b | AN
ing principles—the Securities i dort'?

Securities and Exchange Commission The Securities and Exc! Ni'pk"' o o

i 8 governmenty| agency with the § : ting G d"
{ { sh acooun SE
cial reporting requirements egal power (0 estubli e >

ally adopiod (he for publicly owned carporations. In the past: B it :; f

: ' owind
an deelp 1 recommendations of the FASB (discussed i the ﬁ:n ncil::; o )
) EC | 1
MlmliWnd\eﬁM‘cqfhws\mu“s nl‘"h’" ‘

developed iy thgw'n ¥t of accounting principles. Thus, accounting
To ensure “(;lei:ng standards in the United States. FASB

Ve
; . . the AV Lk
port of the SEC Ttl:'e‘“f:,:cemlm of new accounting standands- w w*“ﬁ{",’;

| ol 1 comply thes irements. the SEL oo 5B
WM'NMM and { : ¥ requ GECen #F‘
genenally accepieq qu he reaponsible indiy \duals. Thus the S aily

fting Principles that are establishod P
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Financial Accounting Standards Board Today, the most authoritative source of gen-
erally accepted accounting principles is the Financial Accounting Standards Board. The
FASB is an independent rule-making body, consisting of seven members from the accounting
profession, industry, financial statement users, and accounting education. Lending support to
these members are an advisory council and a large research staff.

The FASB has compiled all of its standards, and those of its predecessors, in an Account-
ing Standards Codification. The FASB periodically issues updates to its codification. The
codification represents official expressions of generally accepted accounting principles.

The FASB is part of the private sector of the economy—it is not a governmental agency.
The development of accounting principles in the United States traditionally has t?een cam_cd
out in the private sector, although the government, acting through the SEC, exercises consid-

erable influence.

International Accounting Standards Board ~ When an ente_rprise operates beyond t:ﬁ
borders of its own country, differences in financial reporting practices between countries ¢

larly, cross-border financing, where companies sell thei{ securities in the c2p! te the need
another country, is increasingly popular. Business activities th'at c'ross. borders cr?:ries
for more comparable information between companies that reside In e Co:lo harr'nonize

As a result of increasing cross-border activities, efforts are ““2:’: ‘;?anards Board
accounting standards around the world. The Inten_:ational Accoll“L ﬁdon-based IASB is
(IASB) is playing a leading role in the harmonization proces e ﬂ(:ods used in the most
an elite panel of professionals with deep knowledge of accounting e

vibrant capital markets. nion

The IAPSIB issues International Financial Reporting s;anda{tfs (IFR?(; Eﬂuz?jpzz?n;nies
countries, Australia, and Canada, among Over 100 other countries, réqluszatemems prepared
to follow JASB standards. Most important, the SEC accepts‘ ﬁnancli; U.S. stock exchange.
using IASB standards from foreign companies that are Cr?ss'hmd (-):“ h;,s.'urisdiCtion over
In'addition. the American Institute of CPAs (AICPA). which essent! ydm-dsJ as authoritative
Private company reporting, accepts either FASB standards or [ASB stan

sources of accounting principles
g principles.
. Inearly 2010, the SEC issued a Statement in Support of Convergence

: igh-quality,
; s single set of high-quatit
"8 Standards, This SEC statement reaffirms the SEC ?nl";ls‘:,;t{]i:‘; alsi reaffirms the SEC's

al accountin C. . £ af )

i g standard the best interests O _ o fill this

lr)::lhef ihat [FRS ay i“'-‘ﬂdsl:; ltrlllc JASB is the set of standards bOSt-nP:m[lf;.ec:)ublic com-

pa:{eﬂwe""- in 2012 the SEC issued an extensive report of l‘°‘l‘"t rﬁi rds are generally
" (0 use IFRS, Although the SEC report concluded that JASB sta

in the
Viewed oy 1 . -5 JASB standards 10 ‘
Uniteg ;:,hlsh quality, there remain significant obstacles t0 adOPtl:%nqjor accounting firms:

Slates, including the IASB's dependence on funding from th d be among (he
l:::' 4 number of U8, companli):s indicated that adopting EFRS coul
ounting-related costs ever imposed on the private s€ctOr

and Global Account-

Hthe Uniteg
1ok, ang prsm" Moves to IFRS, it likely would require significant chang

oc

Im.n':’l'M. For example, IFRS requires that an entity account
under u.§ ;:A':Mh“ of where the transaction occurs In the entit

iy d"""l; al - Therefore, If IFRS becomes mandatory for U.S. PU

es to accounting

for similar tra

a nqulrcmﬂ“ that doe
biic companies, companies o
ut the entity.

Isting of all of thelr transactions and how they are accounted torl

Piteq
Co,u s'-ltq the
Ly, 4 Securi Work Plan for

S rayj ti ¢ Accountant. ;
Yitem foy g’;"f lum,.pe;,:n d Exchange Commissions Office of the Chicf Acc the Financial Reporting
S ity o8 Iniermational Financial Reporting St inie
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Accounting
blic Company b-
oard The Public | ight of the pu
Public Company Accounting Oversight B tal body charged with °vemg0x1ey Act of
; B) is a quasi-governmen the Sarbanes-
Oversight Board (PCAO d created as a result of
lic accounting profession. The Board was 003 - as sated
2 and began operations in the spring of . the accounting profession. ey
e CAg()B has extensive powers in overseeing the it a public company must regi .
"I_'he'P hapter, any accounting firm wishing to audit a P of publicly traded comp )
i ml’tg:(:)Bp ;l;e PEAOB sets auditing standards for audits pozassion The Board als
H 5 o - A .- a’
:ilet: ?neactivity that previously was performedbl:;y the ac::tlll:;mﬁgrrlr)l  and conducts investig
' : ic acco
inspects the quality of audits performed by public ; . alleged. —
tons s Sd adxginisgrs penalties when substandard audit work is all_ gnal offices in major ¢l p
tlor’lIs“hinPCAOB is headquartered in Washington, D.C., and has regloewe a five-year erm ;:d
throughout the United States. The PCAOR has five members Wh:f ihe Beard o ce,g ]; e
are eligible to be reappointed once. No more than two me:mb"irS ualified staff. The PFA e
public accountants. The Board also maintains a large and wel -q The assessmet is 3 o
funded by a mandatory assessment on publicly traded compamzsi value in the United S
tion of the company’s market value relative to overall stock marke

: ided by an a
fing results? In large part,this assurance is ot accomniers
of the company’s financig| statements, performed by a firm of Cgmﬁe d are independe®
(CPASs). These auditors A€ experts in the field of financial reporting an in¢
the company issuing the financia] statements, . ;. designed 10 d‘fcggil,,g
An audit is ap examination of 5 company’s financial statements, fair in desC
the fairness of these statements. Accountants and auditors use the t;’":ccepted a
financial statemengs that are reliable ang complete, conform to generally
Principles, ang are not misleading,
In the auditing of financ;
standard by which those
the financia] Statements
Operations, and cash f]

accepted accounting p

, &8
are fajr

OWws, the s

rinciples. Actil 3‘:,'

.Oxley o .

Loglslatlon As discusseq Previously, Congress passed the Sarba“_‘:‘ of the N‘: o

Among the mare important Provisiong of Sarbanes-Oxley is the cm';omr impt‘"u:; tw;

Pany Accounting Oversight Bogrg described eurlier in this chapler. e for e y Wbt 1

Sion of the Acti : b it services for of ¥ b |

tl.n 1o ban 8uditory M providing many nonaudit B ,equuvd L |

on the ASSUmplion 1hy those yervice Interfere with the ohjectinlly qors cm;u“":,,pf |

8 OPiniony regarding fingneig) Matements upon which mmboa“" O

: :““:u“g:lk 'u.p ® ddditional rexponsibilitios on thP:’O:“.,,d it pl*:"'. e P
ity on chief oxegyjyg gt 1 their Ovenight of external au vert
fthe

and s to+
¢ ' " chief financial officens of compan
Ompany'y financig) Matemenyy

K
ROFE.ﬂON i “"I: »
LO1-6 I PIOfcuni(ml ORGANIIAT'ONS f’

iny
in (P e
- C0unting UrBunizationy play an active role in i ad ¢ w
LEARMING 0biictiyy tion 1 g uﬂ-m'mn hat iy Use( Y investon, crediton, m g S
mmuwm Inlcm.:h' | Ange Commingi ) ' Financial Acc‘mn“n" -an
professional organusuon the | tona Mwuming S‘lﬂdard; VA SR
hat ploy EMOOMAnt rolgs 1 Milute of p,

cial positio
Tepresentations of a COmpany:s ﬁ“:t“m ways Wi
Statements mygy comply in all impo

eness
discussed carlic;‘llhl::\sl A“"‘:"
Accouptiy : n At'counlanu, the Institute of In pralid
ond 8 Muxm
mmm mm Commission are panjon . 2™

3 ni
. e Commitee of Spansoring Org?
Nﬂlculm, iMmpartyn,
American Instityyg

CPAs Insthiut?
s;:ul WOCiation of ;'“iﬁed WCPA) The American
l
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the evolving public interest.® The AICPA partici
- m i 1
fession. The AICPA conducts accountingpresezlr[:::t‘:sn:ln:\z:ﬁi 3geclts Of‘ttge :cclc;ugnng e
establishment and interpretation of g ot
generally accepted accounting principl i
the establishment of the FASB, the AICPA h i N iplglveir il
: 158 ; ad primary responsibility for the establishment
gf accc')untmg.pnnc:pl'es. The AICPA’s Auditing Standards Board has developed the standa:ds
u{ which audits of pm{ate companies are conducted, and the PCAOB has accepted many of
ese standards for al'ldlts of public companies. The AICPA also issues standards for the con-
ductlof other professmnal. services. Finally, the AICPA is responsible for the preparation and
grading of the CPA examination, which is discussed later in this chapter.
Institute of Management Accountants (IMA) The mission of the Institute of
for research, practice development, educa-

Management Accountants is to provide a forum
tion, knowledge sharing, and the advocacy of the highest ethical and best business practices

in management accounting and finance.” The IMA is recognized by the financial community
he concepts and ethical practice of management

as a respected organization that influences t
accounting and financial management. The IMA sponsors a number of educational activi-
ties for its members, including national seminars and conferences, regional and local pro-
grams, self-study courses, and in-house and online programs. The IMA offers a certification
program—the Certified Management Accountant (CMA). This designation testifies to the
individual’s competence and expertise in management accounting and financial management.
more than 180,000 members in over 170 coun-
rimary international professional associa}ion
of internal auditing.'° It provides
itor® Program and leading-edge
trends, best prac-

Institute of Internal Auditors (I1A)  With
tries, the Institute of Internal Auditors is the p
dedicated to the promotion and development of the practice
professional development through the Certified Internal Aud .
tionferenccs and seminars; research through the [TA Research Foundation on ot
tices, and other internal auditing issues; guidance through the Standards for the P mfemo:g.
Practice of Internal Auditing; and educational products on virtually all aspects ,°f the pro es
sion. The IIA also provides audit specialty services an fic auditing programs:

d industry-spect
as well as quality assurance reviews and benchmarking services.

American Accounting Association (AAR) Memberstip in (e AMeTCEl e
Association is made up primarily of accounting educators: although many practiciié of account:
are membersas well, The mission of the AAA i o futher the disciPiee and profess s is on
;fng tlm_)ugh education, research, and service. The focus of many of AAA ;1 vancing knowr
edpm'vlng accounting education by better preparing accounting professors e ¢ contribution of
e the accounting discipline through research and publication. AR POV ey on the
mm:M to the integrity of accounting information is its impact through aocounnﬂfal accountants.
students who study accounting in college and subsequently become PO s
sion (COSO)

Comm

Coso tt:’ of Sponsoring Organizations of the Treadway Qoml'}"":z !

through the voluntary private-sector organization dedicated t0 prO_Vl ng
scmgmﬁm'opm‘"‘ of comprehensive frameworks and quldanc: o anization "

internal control, and fraud deterrence designed 10 u'npr.OV I 0s0was orig"

Ormance
and governa : zations.
nce and d in organizatitier, n
to reduce the extent of fruu ;ﬁ_ * dulent Finane al Repf)“} g

inafly formeg

(Chaireg p,, folr" 1985 to sponsor the National Commission 01 AR

onF mer SEC Commissioner James C. Treadway, Jr). The Naf:a W
hat lead t0 g uditing:

faudule
ing ang Financial Reporting studied the causal factors ¢
Fin CC0UNting og a series of recommendations for improving financia mi
ancig) Repon ucation. The original sponsors of the Nationa Commiss On(:PA FinunCiul
»oring, and the current sponsors of COSO, are the AAA, the AICER:
Nalional, the 11A, and the IMA.
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i valuating internal

s best known for its work in developing the standards ::;uft of the Sarbanes-

e 'beSt ly internal control over financial reporlmg. As a e ittt oot

coniiol—p artwu_lar _— ies now need to evaluate the e_ffectlyenes?. of the ely report o

Oxley Act, _Pubhc izr:pf:l a yearly basis, as well as have their auditors se?:lrareporting. The

$ ezsléli?:rcsl?le\rzzll):atiorg] of the effectiveness of internal control ov;r ﬁn:inacl:lreporﬁng o
st:ndand for evaluating the effectiveness of internal control ov;} rm porey w4

tained in COSO’s 2013 publication, Internal Control-Integrate

COMPETENCE, JUDGMENT, AND ETHICAL BEHAVIOR

o ' hat can be per

—— Preparing and presenting accounting information is not a m_ecal]lam::;ntz:]; lA characteristic

L1017 formed entirely by a computer or even by Wf?“‘tfam‘_’d_ cleric ped ccounting, is the need

f,r,.@g&.zz >~‘, UEEGSE O S s common to all recognizcd professions, includmg med1c1ne, l.an an i a f ssional ju dg[nent

;l::: L;F,::ofaﬂ“ for competent individual practitioners to solve problems using tl}elr pm;:lctice of a profes-

°f Persmai competence, and applying strong ethical standards, The problems encqmtemd in the ises the well-being
“professional judgment, and sion are often complex, and the specific circumstances unique. In many cases,

:blcal behavior on the 'f:!: - of others is directly affected by the work of a professional. thical behavior in

it Lk s To illustrate the importance of competence, professional judgment, a“d_ E o5 that must be
the preparation of financia] Statements, consider the following complex issu

addressed by the accountant;

iod
* Atwhat point should an enterprise account for transactions that continue over along per
of time, such as a long-term contract to construct an interstate highway? by a reaso?
* What constitutes adequate disclosure of information that would be expected bY
ably informed user of financial statemens? ther it Wil
* At what point are g company’s financia] problems sufficient to question wh-e formatio? ¥
able to remain in business for ghe foreseeable future, and when should that in
communicated to user of jt financial statements? cial S
. _ . ") its findl™ s
When have efforts by Management to improve (that is, “window dress”)

. . . 1 s w

Ments crossed a line thyt i 1appropriate, making the financial statement
leading to invegtor and creditorg? from -

. sult 108

Judgmen_t always Involves some risk of error, Some errors in judgmen't :0' the de;:;n
lessness o INEXperience on he Part of the preparer of financial informati® T

5

hen the information was prepﬂff:d-i onl accou"“‘" aoﬂ'd‘
confidence ; - f profess
accountanty fiy MUst demns €€ In the judgment of p _

nl)l 810 and e BOVernments have taken steps (0 assure by ™,

et
ner as o PUBC accountants (CPAs), CPAS ?{:licﬁ‘ﬂ“:“ . CM;‘ r |
A states license physicians and attorneys. 83 ¥
;:z scg::e::il:; I;mm Male 1o stgte, py, l: ::lnearzl. an individual mus X ﬁﬂi;ep:,TC&
ous wmi‘:m e 50 Semester hoyry of college work with a major it et ¥
¥

(%
o states P ekt
» @nd hgy - : : ost S5 ot y
Pend at least 40 oy, ¢ yeaouming experienc, n additon. hrou w:."",uf

ian t
Per year ip COntinuing professional education ;. Howe )
ABEMEN acgoupyyy o Ot require) o b Lcensed 5 CPAS ln“;::‘w’,i
y May ea a certj q ce P‘f

m A)orae® . s ¥°
(CIA) s Svidence of i, .m:iT::l‘:::\op‘;tnet::: (%m ce! iﬁ?:: :"“d ";..ﬁ o t
. . . ntl
- ' T ugnify com l ‘ ement accol il
fespective) . The reans: Petence in manag are i
ing a CPA.y Uirements fo becoming aCMA and CIA

l | . i i ',
doin';u[::?.i l'l: acfoumlns equires honcsly and a strong CO““:: viof ¥
°°"1lieu=ncegnl Wi . 4 Professional aecountant, clhi“'v ol

Many prof LT Y. difficult to test or e“f""’p'mfgssh
kﬁvitli::: ;;‘ thei "BAnizations have codes of ethics ‘:‘s » Ndcibi
that ey | .e Mempen. The AICPA, for cxample. cesp™ A|('P"‘

Unng profession's recognition of l-l:dc guide
+ 1U€ principles included in the ¢
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performance of their professional responsibilities. This code expresses the basic tenets of ethi-
cal and professional behavior and is enforced in conjunction with state professional societies
of CPAs, although state regulatory boards take precedence in regulating the CPA license.

e e e e e e Al e S

YOUR TURN You as a Professional Accountant |

You are a professional accountant working for a public accounting firm and find yourself in a
difficult situation. You have discovered some irregularities in the financial records of your firm's

* client. You are uncertain whether these irregularities are the result of carelessness on the part of
the company’s employees or represent intentional steps taken to cover up questionable activities.
You approach your superior about this and she indicates that you should ignore it. Her response
is, “These things happen all of the time and usually are pretty minor. We are on a very tlg.ht time
schedule to complete this engagement, so let’s just keep our eyes on our goal of finishing our
work by the end of the month.” What would you do?

- {See our comments in Connect.)

o ong o

: of the
Exhibit 1-6 contains excerpts from the AICPA code of professional conduct. One

. . : itment of CPAs
principles expressed in the AICPA’s code of professional conduct is the commitmen

: : tive well-
being of the community of people and institutions the pro iscs;,oand due care in the perfor

emphasize the importance of integrity, objectivity. independe
Mmance of one’s duties.

EXHIBIT 1-6
Preamble Excerpts from the AICPA
rea I
Certified of Professiona
P Pincipies of the Code of Professional Conduct of the Americani:::futiiten;utaootfh Cetps g z::ud
2'::; ntants express the profession’s recognition of its rei‘;‘pt;r:‘sc biltes o 1 7ol
’ €nlS, and to colleagues. 2 They guide members in the perfa B T it

ofessiona
call for J:IIMes and express the basic tenets of ethical and :\:en 1 the sacrifice of personal
]

mge”"SWervlng commitment to honorable behavior,

Articles

) Responsibilities
In corry mbers should exercise S€f
Profess Ng out their responsibilities os professlonals, me
'onal and moral judgments in all their activities.
¢ lm.f..t

sl
Membe erve the public Intere
"8 $hould accept the obligation to act in a woy thot Wil & olism.

O the public 4, ent to profe
. Integriy, rust, ond demonstrate commitm

To " pmk,yond
Sintain ang broaden public confidence, members shouid perform @

" %\«y "les wath the highest sense of Integrity.
olee oy in dischorging
W..s?" Slhould ma’nla[n awec"v"y ond be free of Cﬂﬂmc“ of Iz:em‘f at in foct
v. t’u.‘:"'.d ﬂpp.am:": Ronsibilities. A member in public practice should be indeps
Core @ when providing auditing and other attestation
A4 Mem,
o g ondords, srive
My 1o nﬂm""" the profession’s technical and ethical st

SC
v l&b’“"w res competence and the quality of serwces. and di
ang Ponsibliity to the best of the member's ability.

eor
Servces of Professiond!

A ]
""bon,,
Congue, | " Bubile Code
B In un.,,,,m"’, Octice shouid observe the Principies of the = © ) '
}"“‘h% g the scope and nature of services to be P° : -
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Describe various career
opportunities in accounting.

Chapter 1 Accounting: Information for Decision Making

mportant for other accountants. The IMA has a

as does the ITA for internal auditors.

Expectations of ethical conduct are also i
d internal—recognize that the reliabil-

code of conduct for management accountants,

Users of accounting information—both external an ' .  ethical stan-
ity of the information is affected by the competence, professional judgment, and € 1C

. . 4 : ere
dards of accountants. While the institutional features and professional organizations thaf w
rsonal attributes

discussed earlier are important parts of the financial reporting system, the pe . and
of competence, professional judgment, and ethical behavior ultimately ensure the quality
reliability of accounting information. ) -
In this text, we address the topic of ethical conduct primarily through questions, exerct tt;
problems, and cases that emphasize the general concepts of honesty, fairness, and adﬂ.lu: )
disclosure. Most chapters include assignment material in which you are asked to make Ju (g)f
ment calls in applying these concepts. (These assignments are identified by the scales

justice logo appearing in the margin.)

[Careers in Accounting j

: : ., and
Accountmg.—along with such fields as architecture, engineering, law, medlclﬂ: ’disci-
thgology—ls recognized as a profession. What distinguishes a profession from Othfds have
plines? There is no single recognized definition of a profession, but all of these fie
several characteristics in common, count-
~ First, all professions involve a complex and evolving body of know]edge-'ln a;ortiﬂg
ing, }he complexity and the ever-changing nature of the business world, finarlcla_l l;met
fequirements, management's demands for increasingly complex information, and 11
laws certainly meet this criterion.

Second, in a_l] professions, practitioners must use their professional judgment
problems and‘ dilemmas. Throughout this text, we will point out situations req
tants to exercise professional judgment, serve "

lgf ?’c‘“e“. mportance, however, is the unique responsibility of Pf"feSSionals':;lity ster™
g:’ zi'h s best interest, even at the sacrifice of personal advantage. This ,espoﬂS;ir and oo

m the fact that the public has little technical knowledge in the professions: yet beint: 11"

g ety, OF well- afe®

(o res0¥
accou™

petent performance by professi is vi "

erSeibE 5 mpodiee fp sionals is vital to the pubhcf s health, Saf. ngincel"“g alité

public safety, Accoq. 'or example, directly affects public health, while €15° aar"’"‘,uw
ty. Accounting affects the public’s well-being in many Ways: = us. &

information i . . ' ‘
Lants h:\l:eo : ;: us e 0 the allocation of economic resources throughout S?C'e_g’ mnf"_': o
Acco“mn*::lc social cont.ract to avoid being associated with misleﬂdm? :,me pl‘“w:o“pl‘
. opponun!i:ind o specialize in specific fields, as do the members Of & e & o

es in .  Hlelas, y :

accounting may be divided into four broad maaccou""

(2) mana .
gement Accounting, (3) governmental accounting, and )
i

gcl:;:;lc ACCOUNTING . ™
vidu‘h mﬂ:’:‘;ﬁc%nl“lﬁ Offﬂr a Varicly of accoun“ng Schicos o the pu t’-'i 1"‘
of :;-a CPA firm o as sole practitioners. jal st e
1ax work, ang m’:un, ' Becountants consists primarily of auditing f‘“.“"c) i
CPAs advine mm\’lwry services extend well beyond tax planning u .0
processes, and the iﬂﬁmcm o0 such diverse issues as internatio
I‘Umkhmﬁlm] ,mc::::‘:f’llon ﬂf new p“xiuc's' CPAS .SSIS‘ mlll'l -
A greal many Cpa, moy Mast every business decision. crisl pos“fh 0P
tions. These “alumni from p‘f:;’l"‘ public accounting into mana py it
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(50 U.S. states, Guam, Puerto Rico, the Virgin Islands, Washington, D.C., and the Mariana
Islands). The CPA examination is a rigorous examination that covers a variety of accounting
and business subjects that allow candidates to demonstrate their knowledge and skills in areas
believed important for protecting the public. The exam is computer-based and is offered at

many testing centers throughout the United States.

MANAGEMENT ACCOUNTING

In contrast to the public accountant who serves many clients, the management accountant
works for one enterprise. Management accountants develop and interpret accounting informa-
tion designed specifically to meet the various needs of management. '
The chief accounting officer of an organization usually is called the chief accounting
officer (CAQ) or controller. The term controller has been used to emphasize the fact that one
basic purpose of accounting data is to aid in controlling business opcratiops. The CA.O or con-
troller is part of the top management team, which is responsible for running the business, set-
ting its objectives, and seeing that these objectives are met. For‘example, only t!u‘ee co;porag‘-:
officers are required to sign the Form 10-K that public companies file year.ly with the Cc;t(n)r;
ties and Exchange Commission—the CEO, the CFO, and the chief accounting ofﬁcetr( p are
In addition to developing information to assist managers, management a‘;;;’n““ :::rans-
responsible for operating the company’s accounting syster, mc:ltlll(;u(lfh t(:ear:::unﬁngg i

actions and the pre i nancial statements, tax returns, ;
preparation of fi ’ s are so broad, many areas of speq:a]-
, cost accounting,

Because the responsibilities of management accountants arc = o
ization have developed. Among the more important aré financial forecasting
and internal auditing.

GOVERNMENTAL ACCOUNTING ' ‘ o and in con-
Governmental agencies use accounting information in allocating their reSOUT overnmental
tolling their operations. Therefore, the need for management accountants ift &
agencies is similar to that in business organizations.

t Accountability Office

(Tge GAO: Who Audits the Government? ~The Governmel™ = % . e organiza-
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developing individual skills. Accounting educators contribute to tl}c accounting p.rot:t‘;‘s‘f:SIOI:
in many ways. One, of course, lies in effective teaching; second, in puphshmg sigitican
research findings; and third, in influencing top students to pursue careers in accounting.

WHAT ABOUT BOOKKEEPING?

Some people think that the work of professional accountants consists primarily of bOOk!(eep-
ing. Actually, it doesn’t. In fact, many professional accountants do little or no bmkkeep“?g'

Bookkeeping is the clerical side of accounting—the recording of routine transactions
and day-to-day record keeping. Today such tasks are performed primarily by computers and
skilled clerical personnel, not by accountants. ' ;

Professional accountants are involved more with the interpretation and use of accounting
information than with jts actual preparation. Their work includes evaluating the efficiency
of ope'rations, resolving complex financial reporting issues, forecasting the results of future
operations, auditing, tax planning, and designing efficient accounting systems. There is very
little that is “routine” about the work of a professional accountant.

A P?PSOH might become g proficient bookkeeper in a few weeks or months. To become @
profcssxonzfl accountant, however, is a far greater challenge because this requires more tha
'understanc.img the bookkeeping Systems. It requires years of study, experience, and an Ong%”
ing ‘;oml.mtlment to keeping current, ’

. theen‘:;(ltl ig‘tlsraallt:hznctl explain a number of bookkeeping procedures in this text, p'arnC“]a’u]I{’
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E GOVERNANCE

2: i i o

The early 2000s was a time of unprecedented business failures
amid allegations of fraudulent financial reporting that include
corporations that have now become household names—
Enron, WorldCom, HealthSouth, Adelphia Communica-
tions, Tyco, and Qwest, among others. These problems are
not exclusively a problem with financial reporting in the
United States, as evidenced by fraud allegations at Parmalat,
a large Italian company.
Fraud typically is perpetrated by senior management; for
example, a 2010 study indicates that the company’s chif’,f
executive officer and/or chief financial officer is involved in
89 percent of the fraud-related enforcement actions broug'ht
by the Securities and Exchange Commission. Commit-
ting fraud, an illegal act, obviously suggests 2 serious lack
of ethical awareness and ethical sensitivity on the part of
the perpetrators. Another feature of many frauds is that the
company where the fraud occurred had weak corporate
governance environment. Corporate governance entails
corporate structures and processes for overseeing the com”
pany’s affairs, including oversight by the board of directors
of thl_ﬁ actions of top management t0 ensure that the com-
Pany is being managed with the best interests of shareholders
In mind,
In each chapter, we will discuss common frau
8 relevant to the material covered in that chaP

Ca . .
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