
To Our Readers
hile the financial statements and supporting disclosure documents are man-
agement's ultimate responsibility, it goes without saying that accountants
within a company should do all that they can to ensure those statements and
supporting documents are accurate, complete, and provide a reliable picture
of the company.

Why is this so critical? Because investors, and especially small investors commit their per-
sonal savings to companies. In doing this, the small investors relies heavily  on the auditor's
opinion that a company's financial statements fairly reflect the financial position, results of
operations, and cash flows of a company. Most statutes which concern auditors (in this coun-
try as well as others) therefore, and to  a significant extent, make accountants the "gatekeep-
ers" to the public securities markets, for this reason. Thus the disclosures provided  by the
finance professionals is at the core of healthy and functioning capital markets.

Current market conditions have increased the pressure on companies to meet past or pro-
jected earnings levels. As a result, some managers have engaged in manipulation or "smoke
and mirrors" to enhance their companies' earnings and, in turn, the companies' share prices.
When such chicanery is discovered, the resulting and inevitable restatements of earnings have
caused investors to lose billions of dollars, and confidence in the market.

In  recent years there has been  an increasing use of "pro forma" earnings. These ’pro
forma earnings’ are  essentially,  unaudited financial statements or statements not in confor-
mity with applicable accounting standards. The growing use of pro forma earnings appears to
have come about by the desire of company managements to paint a rosy picture for the share-
holders and the public, and thereby ensure continued market confidence. While one may not
bet on it, but there may be a desire also to avoid the stringencies of accounting standards. Even
more disturbing is that pro forma earnings may be "materially misleading" to reasonable
investors, which would violate all kinds of laws.  Investors who are overwhelmed by the sheer
volume of available  information might not understand the difference between pro forma
earnings and audited financial statements or may not fully comprehend the importance of
audited financial statements. And this is what precisely companies are betting on. 

This is not to say, of course that pro forma earnings have no use.  However, at best, the
use of pro forma statements is a limited one. And that also for internal purposes. Some inter-
national guidelines in these regards state that "pro forma results should always be accompa-
nied by clearly described reconciliation to GAAP results."

While we might all enjoy reading about an idealized version of things on occasion, every-
one would perhaps agree that it's best to leave that kind of writing to authors of fiction and
reserve the drafting of financial statements to financial professionals. When dealing with
financial statements, pragmatism or reality over fantasy is preferred.

It  is critical that accountants and accounting professors continue to monitor and update
current financial disclosure trends to ensure accurate and meaningful disclosure from public
companies. Only then will investors have the information necessary to make informed invest-
ment decisions. Continuing accurate reporting is, in turn, essential to maintaining the sanctity
and integrity of today's markets.
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