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FOREWORD 
 
 
“Earnings Quality” has been a subject of SEC investigations, articles in most, if not all, business 
publications, and significant debate in recent years.  It is a matter of importance in the financial 
reporting and regulatory communities, and it impacts the confidence of investors in our financial 
markets.  Considering that the U.S. controls 40% of the world’s capital markets, and you get an 
appreciation for the global economic impact that shaken investor confidence could have.  For 
this reason, we have engaged authors and experts to assemble this collection of case studies, to 
put the reader in the seat of executives making decisions that could impact the future of their 
company, and their own and their employees livelihoods. 
 
The concept of Quality of Earnings goes back to preparers understanding the economic 
substance of a transaction, then reflecting it properly in the books and records of the company.  
However, this is not always easy, as accounting rules are not simply black and white, and the 
nature of transactions is ever more complex.  This understanding can be improved when the 
CFO, an expert in the management of process, technology and resources, is part of the decision-
making process in a company and can help guide and shape decisions to make better sense 
within the context of GAAP and regulatory reporting requirements. 
 
Managing the business and its operations to achieve a desired outcome or hit a target is entirely 
appropriate, (the emphasis here is placed on managing the business); managing earnings as we 
all agree, is not an acceptable practice to hit earnings targets.  The AICPA will continue to 
provide guidance and education to ensure that our members, and others in the financial reporting 
community report high quality earnings and the necessary disclosures to enable the investing 
public to make better informed decisions. 
 
One way to do this is through the creation of a robust performance measurement system 
incorporating both financial and non-financial measures that not only measure current positions 
but also are predictive of future conditions in the business.  Knowing and understanding key 
metrics in a company can lead to better decision-making and reporting, and thus higher quality of 
earnings.  Having an effective early-warning system in place could obviate the need for 
managing earnings by giving more of an opportunity for managing operations. 
 
We hope you use these cases as an education opportunity for yourself and for your colleagues.  
You may want to create an interactive discussion session by distributing the cases for discussion, 
and then introducing the expert commentary for review.  If you learn something about earnings 
quality, and it sensitizes you to the importance of this topic to your company, and to the integrity 
of the broader financial markets, then we will have achieved our objective. 
 
John F. Morrow, CPA 
AICPA Vice President 
The New Finance 
 
June 2001 
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