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Early in the first decade of this 21st century, two large, publicly owned corporations filed forbankruptcy, resulting
in billions of dollars of losses to thousands of stockholders. In 2001 it wasEnron Corporation, and a few months
later it was WorldCom, Inc. In each case a number offactors caused the precipitous fall in the value of the firms’
stock. The most significant factorwas probably the loss of investor confidence in each company’ s financial reports
and otherdisclosures reported to stockholders and other regulatory bodies, including the Securities andExchange
Commission.The Enron and WorldCom debacles, and other widely publicized breakdowns ofcorporate financial
reporting, resulted in close scrutiny of such reporting by the accountingprofession itself and also by the U.S.
Congress and other governing bodies. The accountingpractices that were criticized generally involved complex
transactions.Also contributing to the issue were aggressive attempts by some executives to avoidthe spirit of sound
accounting even though many of the reporting practices in question werenot specifically forbidden by existing
accounting pronouncements. To be sure, the financialreporting requirements faced by companies whose securities
are publicly traded have nowbecome more strenuously scrutinized under the Sarbanes— Oxley Act of 2002 (SOX)
and thewatchful eye of the Public Company Accounting Oversight Board (PCAOB or Board), whichis the
regulatory body created under SOX to oversee the activities of the auditing professionand further protect the public
interest. These increased regulatory efforts have increasedthe transparency of the financial reporting process and
the understandability of financialstatements, at least to some extent. Although this text will briefly address some of
the moretroublesome technical issues faced by the accounting profession today, the elaborate attemptsto embellish
the financial image of the companies in question go well beyond the accountingfundamentals described in the
following pages. The objective of this text is to present enough fundamentals of accounting to permit
thenonaccountant to understand the financial statements of an organization operating in oursociety 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 profitseekingbusiness enterprises, most of the material is
equally applicable to not-for-profit socialservice and governmental organizations.Accounting is sometimes called
the language of business, and it is appropriate for peoplewho are involved in the economic activities of our society
—and that is just about everyone—toknow at least enough of this language to be able to make decisions and
informed judgmentsabout those economic activities.
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