Accounting 598

Fall, 2008
Instructor: Dr. Cyndie Jeffrey





Phone: 294-9427

Office: 3366 Gerdin






e-mail: cjeffrey@iastate.edu
Office hours TW 3:00 – 4:00 and by appointment
Class Web Site:  http://www.bus.iastate.edu/cjeffrey/598/default.asp
Please be patient with me!  I am working on setting up a WebCT page for the class, and this is the first time I have used WebCT, so it will take me a few days to get it figured out….

This is a TENTATIVE syllabus, and is still incomplete, and subject to change! Assignments and readings  may still be added or deleted, , and due dates for projects and homework will be determined as the semester progresses depending on how much time we spend on various topics.  Also, there may be guest speakers, with dates to be determined.
Grading:

Midterm:

25%
Final: 
 

25%
Cases and homework
25%
Papers: 

15%

Class Participation: 
10%



 

100%

The midterm and final exam will be take-home exams.  Further information will be provided in class approximately a week before each due date.  
There is a power point presentation for each week that contains information not available in any of the readings.  These presentations will be posted on the class web site.  I will try to post the power point before class begins, but it will always be posted within 24 hours after the class meeting.  
There is no text for the course.  An online subscription to The Financial Accounting Reporting System (FARS) is encouraged:  To subscribe, log on to the Wiley web site, http://www.wiley.com/college/farsonline.   This resource can be very useful for all of the assigned cases. The FARS system is a GAAP reference tool that is key-word searchable.  FARS includes Original Pronouncements, Current Text, Emerging Issues Task Force Abstracts, and Implementation Guides. (It does not include AICPA SOPs or SEC Staff Bulletins which are also important sources of GAAP.)  There is an online tutorial that you should use to familiarize yourself with FARS. You may work on cases in groups, but each individual should hand it their own write-up of each case.  It is also possible to use the FASB web site to find information about GAAP, but the web site is not as easily searchable by key words.
In general, bold faced assignments marked with a * on the syllabus must be turned in.  I hope to use WebCT to turn in assignments.  Assigned cases will be posted to the class web site at least a week before they are due.  
PAPERS:

Paper 1.  4-7  pages.  The IASB and the FASB are currently working on a joint project to develop a converged Conceptual Framework.  Prepare a paper on this project that considers the rationale for the project, the scope of the project, the progress to date, the expected time to completion.  Additionally, provide your perceptions of the nature and importance of the project.

Paper 2.  3-5 pages.  Write a paper on earnings management, discussing the theory related to the topic and considering the difference between theory, "creative accounting", earnings MISmanagement, and appropriate earnings management (after all, if the Income Statement is the report card, shouldn't managers be considering the income statement impact as one variable in the decision making process?) Try to find one example of a reporting company that has come under scrutiny for the earnings management.  Describe the issue and the current status of the investigation.
Reflections:  You are to prepare a short (1-2 page) reflection after some of the classes.  A list of questions to consider in your reflections will be provided.  The reflections will be due within 48 hours after the class period when a reflection is announced.  There will be at least 5 reflections required during the semester.  More to come on this topic….
WEEK 1 September 3
SECTION I: INTRODUCTION. WHY DO WE NEED ACCOUNTING STANDARDS?

"The Need for Accounting Standards: Wisdom from the World of Dogbert" by Dennis R. Beresford. CPA Journal.  http://www.nysscpa.org/cpajournal/1998/0198/features/f360198.htm
Why is a Theoretical Basis of Accounting Important? 
To be useful, standard setting should build on and relate to an established body of concepts and objectives. A coherent set of standards and rules should be the result because they would be built on a consistent foundation. 

· A framework should increase financial statement users’ understanding of and confidence in financial reporting. 

· A framework should enhance comparability among companies’ financial statements. 

· New and emerging practical problems should be more quickly solved by reference to an existing framework of basic theory. It is difficult, if not impossible, for the FASB to immediately respond to new and emerging business activities and to prescribe proper accounting treatment. practicing accountants must resolve such problems on a day-to-day basis. The combination of good judgment and a universally accepted conceptual framework should help practitioners to focus on a logical and acceptable accounting treatment for unusual business transactions.

SECTION II: EARNINGS MANAGEMENT, CREATIVE ACCOUNTING AND PRO FORMA EARNINGS
Power Point Presentation:  
· Earnings Management
Assigned readings:

1. Wolk: pp. 419-423 (on class web page)
2. SEC Chairman Arthur Levitt made a speech in 1998 entitled "The Numbers Game" in which he formally introduced an SEC initiative to improve the quality of financial reporting and to crack down on perceived abuses of fair presentation. 

http://www.sec.gov/news/speech/speecharchive/1998/spch220.txt
Subsequently, various members of the SEC reiterated and expanded on the ideas introduced by Chairman Levitt. The following links are to copies of relevant speeches and letters.

3. Speech by Lynn Turner, Chief Accountant of the SEC: 

http://www.sec.gov/news/speech/speecharchive/1999/spch252.htm
4. Speech by Chairman Levitt, "A Partnership for the Public Trust"

http://www.sec.gov/news/speech/speecharchive/1998/spch230.txt
5. Letter From the Office of the Chief Accountant Regarding the 1998–1999 Audit Risk Alerts

http://www.sec.gov/info/accountants/staffletters/aclr1009.htm
The business press has also focused on "creative accounting" and earnings management:

6. "The Numbers Game", by David Henry and Christopher Schmitt, Business Week, May 14, 2001.

http://www.businessweek.com/magazine/content/01_20/b3732001.htm
WEEK 2 September 10
*Case:  Bob Thompson (on class web page)

*Questions: (to be turned in)

1. Define Earnings Management. Is Levitt’s definition of earnings management the only definition, or the "correct" definition? Is earnings management "good" or "bad"?

2. What are the areas of concern outlined by Levitt as having significant potential for abuse? Are you aware of any recent cases where abuses such as those outlined by Levitt have been a cause for concern with specific companies?

Motivations for Earnings Management

Scott, pp, 296-310 (web page)
Definition: Positive Accounting Theory: A theory that attempts to make good predictions of real-world events. Positive theory is concerned with predicting such actions as the choices of accounting policies by firms and how firms will respond to proposed new accounting standards.

*Case:  Monolithic Financial: Credit Analysis:  The Pressure to Agree
Power Point Presentation

· Pro Forma Earnings
Pro forma earnings

Kevin L. James and Franklin A. Michello.  The Dangers of Pro Forma Reporting.  The CPA Journal, February 2003.  http://www.nysscpa.org/cpajournal/003/0203/dept/d026403.htm
WEEK 3 September 17
SECTION III. ACCOUNTING THEORY: A LOOK AT THE CONCEPTUAL FRAMEWORK
Power Point Presentation

· Principal-Based Standards

· Hierarchy of GAAP
Review the Conceptual Framework.  The text of the concept statements is available on FARS, or on the FASB website.  Any Intermediate Accounting text will also have a section on the conceptual framework. (I have several texts in my office if you want to look at one)
Readings:  Wolk, Chapter 7 (class web page)
Mission of the FASB and the importance of a conceptual framework 

http://www.fasb.org/facts/
Principle-Based Standards and their importance

http://www.fasb.org/project/s&c_project.shtml
http://www.fasb.org/project/principles-based_approach.shtml
*Homework, to be turned in, from Wolk, ch. 7

Questions: 1, 6, 8, 10, 15, 16, 17, 18

Cases, Problems, and Writing Assignments: No. 3

WEEK 4 September 24
The Balance Sheet
Power Point Presentation
· The Balance Sheet
Readings:  Wolk, Chapter 10 (class web site)
Assets

Schuetze, "What is an Asset?" Accounting Horizons, September 1993  (available in electronic format from the Library)

*Case: Grass Chopper  (A Trueblood Case)

Schuetze, Walter P.  “What are Assets and Liabilities?  Where is True North?  (Accounting that my Sister Would Understand)  Abacus, Vol. 37, no. 1, 2001, pp. 1-25.  (Available in electronic format from the Library)
Liabilities and Owners’ Equity

FASB project update, assets and liabilities, April 11, 2003

http://www.fasb.org/project/liabeq.shtml
Concept  Statement 6 (FARS, or FASB web site)
Proposed Amendment to FASB Concepts Statement No. 6 to Revise the Definition of Liabilities (FASB, March 31, 2001) http://www.fasb.org/draft/
FAS 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity (available on FASB web page, http://www.fasb.org/)

The importance of classification on the balance sheet

· Convertible Debt 

· Mandatorily Redeemable Preferred Stock 

· Non Controlling Interest in Consolidated Subsidiary

*Case: The Mule (to be handed out) (Trueblood Case)

*Case: The Eye of the Potato (to be handed out) (Trueblood Case)

*Case: Frequent Fixer (to be handed out) (Trueblood Case)

*Case: Sick of Debt (to be handed out) (Trueblood Case)

WEEK 5 October 1
SECTION IV. USERS AND THE PERCEPTION OF ACCOUNTING TODAY

Disclosure and Fair Presentation

Power Point Presentation

· Regulation FD

· SFAS 131, Disclosure
Regulation FD http://www.sec.gov/rules/final/33-7881.htm
SFAS 131, SEE FARS, or FASB website
Class Action Lawsuits: Earnings Management, Fraud, or an Expectations Gap?

Upside Today Article (on class web site).
WEEK 6 October 8
Midterm Exam 

WEEK 7 October 15

SECTION V. REVENUE RECOGNITION AND THE INCOME STATEMENT
Power Point Presentation

· Revenue Recognition
http://www.fasb.org/eitf/eitfissu.shtml
http://www.fasb.org/project/revenue_recognition.shtml

SEC Staff Accounting Bulletin: No. 101 – Revenue Recognition in Financial Statements

SEC Staff Accounting Bulletin no. 101A – Amendment: Revenue Recognition in Financial Statements

SEC Staff Accounting Bulletin No. 101B – Second Amendment: Revenue Recognition in Financial Statements

http://www.sec.gov/interps/account.shtml
*Case: Class Act  (Trueblood Case)

*Case:  Caltrone Comptuers, Inc  Revenue Recognition from a Comptuer Hardware Company

*Case:  Dover Books Inc. Revenue Recognition form a Membership Program of a Bookstore Club

WEEK 8 October 22
SECTION VI. INTANGIBLE ASSETS AND GOODWILL
Power Point Presentation

· Goodwill

Clem and Jeffrey, IPR&D paper on class web site
Johnson and Petrone, Is Goodwill An Asset? Accounting Horizons, September 1998

Linsmeier, et als., Intangible Assets. Accounting Horizons, September 1998
WEEK 9 October 29
SECTION VII. ASSET VALUATION, IMPAIRMENT
Power Point Presentation

· Asset Impairments, Cisco

Assigned Readings:

Wolk, Chapter 10 (class web site)
http://www.fasb.org/news/nr100301.shtml
FAS 144 http://www.fasb.org/st/index.shtml
*Case: Cisco Systems 

*Wolk... To be turned in Cases Problems and Writing Assignments No. 2

*Case: Impairment of Write-One Pens (to be handed out) (Trueblood)

*Case: Universal Software, Inc Accounting for Purchased Research and Development

*Case: Aztec Laborataories Inc.  Recognition alternatives in accounting for a research and development contract
WEEK 10 November 5
SECTION VIII. FAIR VALUE REPORTING and ACCOUNTING FOR DERIVATIVES
Power Point Presentation

· Fair Values and Derivatives
Office of the Chief Accountant: Letter: Requesting the AICPA to Provide Industry Guidance on Models and Methodologies for Valuation. November 17, 2000

http://www.sec.gov/info/accountants/staffletters/valuguid.htm
FASB. Fair Value. Measuring All Financial Assets and Liabilities at Fair Value. March 9, 2001

http://accounting.rutgers.edu/raw/fasb/new/index.html
the Standard. Financial Assets and Liabilities – Fair Value or Historical Cost? By Diana Willis.

http://www.aarf.asn.au/news/jan99/fin_assets.html
Fair Value Accounting and the Need for Industry-Specific Rules, by David Gesmondi, CPA, MBA, 1998.

http://www.stern/nyu/~sjournal/articles/gesmondi.htm
Value Judgment: New Rules May Roil Banks. By Paul M Sherer. The Wall Street Journal, October 11, 2000.

Chase Digs in Its Heels, but Ally J. P. Morgan Embraces ‘Fair Value. By Paul M. Sherer. The Wall Street Journal, October 11, 2000.

The following 4 items can be found at http://www.fasb.org
 

· Expected Cash Flows. FASB, Understanding the Issues: Volume 1, Series 1, May 2001

· The Case of Initial Measuing Liabilties at Fair Value. FASB, Understanding the Issues:  Volume 2, Series 1, May 2000

· Measuring Fair Value. FASB, Understanding the Issues: Volume 3, Series 1, June 2001

· Credit Standing and Liability Measurement. Understanding the Issues: Volume 4, Series 1, June 2001

Wolk, pp, 368 – 376 (Derivatives)
WEEK 11 November 12
SECTION IX. CURRENT ISSUES IN FINANCIAL REPORTING: Variable Interest Entities, Special Purpose Entities, Enron, and Corporate Governance

FILM:  The Smartest Guys in the Room:  The Story of Enron

Power Point Presentation


Off-Balance Sheet Financing, VIEs, and ENE 
Power Point Presentation

· Corporate Governance
· Accounting Ethics

Speech by SEC Staff: Financial Reporting Issues in 2001. Remarks by Robert A. Bayless, March 2, 2001.

http://www.sec.gov/news/speech/spch464.htm
FASB, Financial Accounting Series No. 219-A, April 2001.  Special Report:  Business and Financial Reporting, Challenges from the New Economy.  http://accounting.rutgers.edu/raw/fasb/
WEEK 12 November19 

FINAL EXAM

