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CHAPTER OUTLINE:   
I. Corporate Governance

A. General background and perspective      

1. Impact of stock market and corporate failures 

2. Variety of reform measures

B.  Sarbanes-Oxley Act (SOX) of 2002

1. Public Company Accounting Oversight Board (PCAOB)

2. Prohibited non-audit services for audit clients

3. Management Report on Internal Control over Financial Reporting

      C.  Wall Street Reform and Consumer Protection Act of 2010 (the Dodd-Frank Act)

            1. Regulation of executive compensation

            2. Enhanced shareholder rights

D.  Financial Reporting Misstatements

1. Trends in SEC filings for financial misstatements in recent years

2. Thirteen Types of Financial Shenanigans identified by Schilit and Perler
     a. Earnings Manipulation Shenanigans

     b. Cash Flow Shenanigans

     c. Key Metrics Shenanigans
II. General Organization of Notes to the Financial Statements
A. Significant Accounting Policies

1. Depreciation method

2. Inventory valuation method

3. Basis of consolidation

4. Income taxes

5. Employee benefits

6. Goodwill and other acquisition-related intangibles

7. Earnings per share of common stock

8. Stock option and stock purchase plans

B. Details of Other Financial Statement Amounts

1. Reporting to the Securities and Exchange Commission

C. Other Disclosures

1. Accounting change

2. Business combinations

3. Contingencies and commitments

4. Events subsequent to the balance sheet date

5. Impact of inflation

6. Segment information

D. Management's Statement of Responsibility

1. Financial statements are the responsibility of management—not the auditors

III. Management’s Discussion and Analysis (MD&A)

      A. Enhance public disclosure of information about the corporation

      B. Non-GAAP Financial Measures—reconciled to comparable GAAP measures
IV. Five‑Year (or Longer) Summary of Financial Data

A. Adjustment of per share data for stock dividends and stock splits

B. Supplemental disclosures—not part of the financial statements themselves

V. Independent Auditors' Report

A. Structure of the standard audit report



1. Introductory paragraph

2. Scope paragraph

3. Opinion paragraph

4. Reference to the audit of the effectiveness of internal control over financial reporting

5. Alternative presentation—combining the financial statements audit opinion and the 

    internal controls audit opinion

B.  Departures from the standard audit report and qualified opinions

VI. Financial Statement Compilations
TRUE/FALSE:

____  1. Corporate governance is limited to the set of structures, control mechanisms, rules, and



regulations which directors, officers, and employees must follow.

____  2. The most powerful corporate governance legislation to date has been the Sarbanes-



Oxley Act (SOX) of 2002, which created the Public Company Accounting Oversight 



Board (PCAOB) as the authoritative watchdog over the accounting and auditing 



profession. 

____  3. SOX prohibits auditing firms from conducting the following non-audit services on 
              behalf of their audit clients: financial information systems design and implementation, 



performance of internal auditing, and “expert” services.

____  4. The Wall Street Reform and Consumer Protection Act of 2010 (referred to as the
              Dodd- Frank Act) contains a number of provisions aimed squarely at regulating 
              executive compensation.
____  5. The notes to the financial statements included in the annual report are considered an 
              integral part of financial reporting because investors cannot fully understand a set of   

              financial statements without referring to the notes.

____  6. The "Significant Accounting Policies" disclosures are designed to inform financial 



statement users of the specific accounting alternatives chosen by the firm.

____  7. Disclosures related to depreciation include the methods used and the range of useful 



lives assumed.

____  8. When FIFO is being used by a company, the cumulative difference in the balance sheet 



inventory valuation under FIFO as compared to what it would be under LIFO, must be 



disclosed.

____  9. Stock option plans provide directors, officers, and key employees of the corporation an 
              option to purchase stock in the future for the market price prevailing on the date the 
              option was granted.

____10. Under the acquisition method of accounting for a business combination, any amount 



paid in excess of the fair value of the net assets acquired is recorded as an intangible



asset called "goodwill".

____11. Most publicly traded companies must make detailed note disclosures of inflation-
              adjusted financial data using current replacement cost information.

____12. Management may chose to report segment data according to lines of business, 



geographic areas, or specific major customers.

____13. When a firm makes a commitment to purchase inventory in the future, the transaction 



cannot be recorded on the books until the goods are delivered or payment is made, but 



the financial effects of the commitment should be disclosed.

____14. In the interest of conservatism, loss contingency disclosures related to pending litigation 



should always estimate damages under the "worst case" scenario.

____15. Significant events that occur subsequent to the balance sheet date but before the 



financial statements have been released to the public should be accounted for as if they 



occurred before the balance sheet date.

____16. Management's Statement of Responsibility absolves auditing firms of any responsibility 



for the opinions they express.

____17. If a company makes an accounting change during the year (e.g., switching from straight-



line to an accelerated depreciation method), disclosures related to the dollar effect of the 



change on both the income statement and balance sheet must be made.

EXERCISES:
	1.


	In fiscal 2013, Gibbs Company reported earnings per share of $7.02 and dividends per share of $5.40.  In 2014 the stock was split on a 2-for-1 basis, and in 2015 an 8% stock dividend was issued.  How much should Gibbs show for its 2013 earnings per share and dividends per share figures, in its 2015 annual report?

	
	__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________

__________________________________________________________________________


SOLUTIONS:

	True/False

	
	
	
	
	
	

	1.
	
	F
	11.
	
	F

	  2.
	
	T
	12.
	
	T

	3.
	
	T
	13.
	
	T

	4.
	
	T
	14.
	
	F

	5.
	
	T
	15.
	
	F

	6.
	
	T
	16.
	
	F

	7.
	
	T
	17.
	
	T

	8.
	
	F
	
	
	

	9.
	
	T
	
	
	

	10.
	
	T
	
	
	


Exercises

	1.


	Earnings per share: 

$7.02 / 2 = $3.51 reported in 2014.

$3.51 / 1.08 = $3.25 reported in 2015.

Dividends per share:  

$5.40 / 2 = $2.70 reported in 2014.

$2.70 / 1.08 = $2.50 reported in 2015.
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