Slide 1 Objectives: The learning objectives of 1.1 is to introduce the basics of the accounting discipline through a common definition, overview of the various types of accounting (yes there is more than one), the value of accounting to society, important or influential organizations and accounting standards.
Slide 2 What is accounting: Accounting is a highly interdisciplinary subject. It impacts our lives every day in both a small and big way. Most of us make financial decisions every day with accounting information without ever thinking about it. Decisions are made on how much to spend on groceries for the week and how much we can afford to pay for those new shoes. Accounting is involved in other things besides what we have for a bank balance in our checking account. Some of the fastest growing internet companies are those companies involved in online dating. These companies are highly profitable. How do we know? Well because accounting information is gathered into a meaningful report known as an income statement that provides us with profit information. Another entity we are all familiar with is NASA. Over the past few years NASA has come under some severe criticism on how it manages its money. How do we know? From accounting records of course! 
By definition, accounting is defined as a system for providing “quantitative information, primarily financial in nature, about economic entities that is intended to be useful in making economic decisions.” Let’s look at those words for a minute. First let’s look at the word “system” which simply means several interdependent or interactive parts that form a whole. You will find that we have many parts to the whole and the whole cannot function without all the parts. Lose one part and the system fails. Another key word is “quantitative” meaning the measurement of an amount. Something you can count and get a value. And finally lets look at the terms “primarily financial in nature” …well that means the system is a monetary one. In the United States the system is measured in dollars, in Japan it is measured in Yen and many companies in the European Union measure in Euros.
It is also important to note that accounting is considered an abstract concept. Yes…accounting is abstract and not black and white as many of us have been led to believe. There is a lot of critical analysis that is conducted by users of accounting information. I have had very long discussions (over an hour) with colleagues on how to post a transaction or fix an error. 
Slide 3 Types of Accounting: Financial accounting is concerned with reporting financial information to interested individuals outside the organization. Basically, financial accounting provides an historic perspective on the organizations past performance to those who require it for decision making purposes. In this class, we will be focused on this type of accounting. 
Managerial Accounting is concerned with internal reporting of accounting information. This kind of accounting information is important to managers so that they can make decisions on improving current performance. Decisions made at the managerial accounting level eventually find there way onto those financial reports where a manager’s performances on how they directed the organization can be assessed. 
Slide 4 Types of Accounting: Environmental Accounting is accounting concerned with the reporting of various social and environmental aspects related to a businesses day to day activities. This type of accounting is becoming more prevalent as many countries the United States does business with are interested in this additional information. Large Multinational companies often find that in order to do business in a foreign country these reports need to be prepared. These reports include discussion on water usage, pollution control, employee training and benefits and community leadership. 
Slide 5 Value of Accounting: Accounting is referred to as the “language of business”. Just like chemistry is a predominant language in science so is accounting in business. Without accounting it would be difficult if not impossible to communicate about business goals and objectives. 
Accounting is quite useful in defining future plans in the form of budgets and capital budgets. We need budgets or plans on how we will allocate resources (usually money) so that we can effectively meet those business goals. Think of it like this…you get in your car and the gas gauge is broken and you don’t have any idea on how much gas you still have. Would you take off on a 300 mile trip without knowing? You need to know how much gas you have before leaving town. You wouldn’t want to run out of gas in the wrong place. Same with capital budgeting…which is essentially a plan for purchasing big ticket items such as a new car or a house or in the case of a business a new whiz bang piece of equipment or a smaller business to merge into our business. We have to determine if the investment will be sound. Can we pay for it? Will it help us better reach our goals and objectives? 
Accounting is also valuable in providing interested individuals with performance measurements. Employees often receive bonuses if the company reaches its performance goals for the period. Owners or shareholders of a business often see their shares or interest in the business appreciate when performance measurements are met.

Slide 6 Influential Organizations: There are many organizations which influence the accounting information system both in the United States and in the World. Here is just a few of these organizations. We will talk more in depth about the SEC, PCAOB and FASB in the following slides so let me move past them to the AICPA or American Institute of Certified Public Accountants. 
The AICPA is an organization made up of CPA’s. It is a very strong group of individuals with a strong lobbying contingent in Washington D.C. IASC or the International Accounting Standards Committee is an influential organization at the International level. They work towards “harmonizing” or bring to consensus accounting standards for the world. This is not an easy objective and it will be many decades before most of the world reports with the same accounting standards. It’s coming…as we move to a more globalized economy the need for world accounting standards is becoming more and more necessary. 
The final group on my list is the GRI or Global Reporting Initiative. This group is involved in standardizing environmental and social reporting. This is a new group that is patterning themselves after FASB, who is considered one of the most rigorous standard setting bodies in the world. 

Slide 7 Accounting Standards: In 1929 the SEC was created by congress in response to the stock market crash. I’m sure most of you have heard as early as high school history about this stock market crash. It happened on a Monday thus the reason we often refer to the stock market crash as “Black Monday”. Those were dark days for the financial markets of our country. So congress created the SEC and charged them with creating a “fair information environment” for investors. Congress didn’t want investors to fear that companies were manipulating or hiding key financial information. So they gave the SEC “LEGAL” authority to establish accounting standards. 
Slide 8 Accounting Standards: The Public Company Accounting Oversight Board (PCAOB) was created by Title I of the Sarbanes-Oxley Act of 2002 which was enacted by congress in response to the 2001 corporate scandals. PCAOB is charged with overseeing auditors of public companies in the preparation of informative, fair an independent audit reports.
Notice the pattern…we have a financial catastrophe…congress rushes in with a new law and a new standard setter. In truth, if the old system had been allowed to function as designed the corporate scandals of 2001 may not have occurred. Many individuals like Arthur Levitt (previous chairman of the SEC) tried unsuccessfully to bring some of the egregious behaviors into check. In fact, the practice many public accounting firms had in providing consulting services to their audit clients has been a concern since the 1970’s. Individuals over three decades ago recognized the inherent conflict of interest in this business practice. It is not rocket science.
Slide 9 Accounting Standards: As previously mentioned, the SEC is legally responsible for setting accounting standards. The SEC has charged the accounting profession with being the accounting standard setter. FASB or the Financial Accounting Standards Board is made up of 7 fulltime members. To be a member of this board is a prestigious appointment. 
Accounting Standards are basically rules about how to present accounting information. We call these rules Generally Accepted Accounting Principles or GAAP. 
The standards set by FASB are considered some of the most rigorous in the world. However as globalization increases the need for world wide standardization of accounting information will become more and more evident. The United States may have to change some of its standards in order to be a partner in the world of business.
