Solution Commentary - Acct 2220 Chp 1: Corporate Governance Issues
(Step 1: Create Diagram of Stakeholders Involved)
1) According to Chapter 1 reading, how is the concept of Corporate Governance (CG) defined?  Who is involved and what does the term “Corporate Governance” mean to you?

· CG: A set of relationships between stakeholders as to how the company is run (Owners, Board, Mgmt, Auditors, etc).

· Requires defined areas of responsibility, behavioral expectations and Financial Stmt reporting transparency.

· “Transparency”, “Checks & Balances” & “Trust, but Verify” are terms often associated with Corporate Governance.
2) On page 18, the discussion centers on Corporate Governance and “The Motive to Manipulate”.  Review/Study Exhibit 1.14 and compare Scenario 1 & 2 related to treatment of the $4,000 of design and planning costs.  Which approach is “correct” in your opinion? (See class website for Excel file)  

· Why does this matter?  Discuss “Product” vs. “Period” costs. 
· How can costs be Assets or Expenses? (Key to Pg 54 Problem)

2b) What are the three “Practical Implications” given to support “the motive to manipulate”? 

· Availability of Financing, Mgmt Compensation issues & the Desire to pay the lowest Income Tax.
3) According to pages 22-24, why was the Sarbanes-Oxley Act (i.e. “SOX”) necessary?  
· WorldCom example (pg 22):  Impact on ATT & Sprint?
· Lack of oversight and poorly implemented internal controls, combined with mgmt pressure to report financial success, led to massive fraud and investor losses. 

· Investors lost confidence in the capital markets and were concerned about accurate info. 

· Congress passed the SOX Act in an attempt to restore faith in the financial markets.
4) Which one of the four SOX bulleted items on pgs 23/24 is MOST important in your opinion?  Why? 

The four bullets on pg 23/24 address some of the SOX Requirements: 

· Requires establishment of adequate internal control(s) and annual evaluation (report) by the external auditors.

· Requires CEO/CFO Certification of Financial Statements

· Up to $5mm fine and/or 20 yrs prison for violations.
· Management must establish a “Code of Ethics”.

· Management must establish an anonymous system for reporting fraudulent activities (i.e. Whistleblower “Hotline”).
Note: See our class website for Public Law 107-204 details.

