MGMT 606 (1½ credits)
Corporate Financial Reporting: International Perspectives
Syllabus for First Half of Fall Semester 2007
8:30 – 10:00 am, Mondays and Wednesdays, Room 216
Instructor: Stephen A. Zeff, 231 McNair Hall, x6066, sazeff@rice.edu
Instructor’s Webpage: http://www.ruf.rice.edu/~sazeff/

Office hours: 1:15 – 2:45 Mondays to Thursdays

The purpose of this course is to deepen students’ knowledge of U.S. financial reporting standards and practices, and to provide insight into where the financial statement numbers come from. It will also be the aim to explain the U.S. process of setting accounting standards as well as recent developments in the setting of International Financial Reporting Standards, and their implications for American companies and investors. In this way, students will become more informed and incisive analysts of financial statements, whether as users or preparers.

Following a discussion of standard setting and this important international dimension, the course focuses on two major topics of controversy in financial reporting: accounting for merchandise inventories and for fixed assets and intangibles, including depreciation, impairments, capitalization of interest, and oil and gas exploration. We will discuss the three different notions of “profit” implicit in present-day accounting practice.
We will then turn to a discussion of accounting for inflation and for relative price changes, which are at the base of the current controversy over whether to continue to use historical cost accounting or to adopt fair value accounting.

Our final section deals with intercorporate investments, including marketable securities, the equity method, and consolidated statements.
Throughout the course, the discussions will delve into the reasons why standards and practices came into being, the self-interested lobbying that has led to acceptance of arbitrary financial reporting practices that are sometimes difficult to justify or even explain, and the criticisms that have led to reforms for the improvement of financial reporting.

The course grade will be based on the quality of class participation (25%) and performance on the final examination (75%). Included in the percentage allocation for class participation is 10% for completing and turning in the homework (ie, the assigned numerical problems). Frequent absences and a neglect to do the assigned readings or the numerical problems to be solved will be a significant mark against the grade for participation. The numerical problems will be collected at the end of each class period for evaluation (as to completeness only, not correctness) by the TA. Homework submitted after the end of class (ie, after the instructor leaves the classroom) will not be accepted. Two misses of homework, regardless of reason, will be allowed without discredit. The examination will be given under the terms of the Honor Code.
A useful supplement for future reference is Accounting: The Language of Business 11th edition (Thomas Horton and Daughters, 2005), obtainable from amazon.com. It contains a comprehensive glossary of accounting terms as well as an excellent annotation of the financial statements and footnotes in the General Electric annual report for 2003. It also contains a 30-page section entitled “Corporate Scandals: The Accounting Underpinnings.” 
The assigned chapter readings and problems from the Stickney & Weil textbook, Financial Accounting: An Introduction to Concepts, Methods, and Uses, are in the course packet. There is no need to purchase a textbook for this course. The solutions to all of the problems at the end of each chapter of the textbook will be placed on reserve in the BIC following the last class period on the chapter.
Students wishing to delve more deeply into the differences between U.S. generally accepted accounting principles (GAAP) and International Financial Reporting Standards (IFRS), the statements issued by the International Accounting Standards Board, may consult Similarities and Differences: A Comparison of IFRS and US GAAP, October 2006 (London: PricewaterhouseCoopers). The best reference works on IFRS are the following:

Alfredson, Leo, Picker, Pacter and Radford, Applying International Accounting 


Standards (Australia: John Wiley & Sons, 2005).

The Financial Reporting Team of Ernst & Young, International GAAP® 2007 (London: 

LexisNexis, 2007).

The best Website for keeping on top of international financial reporting developments (including important financial reporting developments in the U.S.) is www.iasplus.com, maintained by Deloitte Touche Tohmatsu in Hong Kong, which is updated daily and is comprehensive and authoritative. The website of the IASB is at www.iasb.org.

For future reading on developments in U.S. financial reporting, the best source is The CPA Journal, the monthly magazine of the New York State Society of Certified Public Accountants. Accounting Horizons, published quarterly by the American Accounting Association, usually contains interesting commentaries on current financial reporting policy issues. The Journal of Accountancy, the monthly magazine of the American Institute of Certified Public Accountants, is more of a how-to periodical for CPAs. The FASB’s Website is at www.fasb.org. 

Three publications will be handed out free of charge on the first day of class:


PricewaterhouseCoopers UK, Similarities and Differences: A Comparison of 



IFRS and US GAAP, October 2006.


Facts about FASB, 2006.


General Electric annual report for 2006.

Any student with a disability requiring accommodations in this course is encouraged to contact the instructor after class or during office hours.  Additionally, students should contact the office of Disability Support Services, room 122 in the Ley Student Center.
Assignments
Bring the General Electric annual report for 2006 and PwC’s Similarities and Differences to class on the first day of Chapters 7, 8 and 11. Also bring Similarities and Differences to class on September 5.
Aug 27  The Institutional Setting for Financial Reporting – Political Influences on
the U.S. Standard-Setting Process (no reading assigned)
Aug. 29 Zeff, “‘Political’ Lobbying on Proposed Standards: A Challenge to the IASB,”

Accounting Horizons, March 2002.
Sep 5 The Emergence and Role of International Accounting Standards


Pacter, “What Exactly is Convergence?” International Journal of Accounting, 


Auditing and Performance Evaluation, vol. 2, nos.1/2 (2005).
“Speaking in Tongues,” The Economist, May 19, 2007

Sep 10  Financial Reporting for Merchandise Inventories
Chapter 7 in Stickney & Weil (course packet)
Note, “Chrysler’s Switch from LIFO to FIFO in 1971”


Solve problems 7.33 and 7.29 in Stickney & Weil (7 refers to the chapter number; 


33 and 29 are the problem numbers at the end of that chapter)
Sep 12  Solve problems 7.39, 7.40 and 7.48
Sep 17  Financial Reporting for Long-Lived Tangible and Intangible Assets, 


including Impairments
Chapter 8 in Stickney & Weil (course packet)

Solve problems 8.24 and 8.22
Sep 19  Solve problems 8.29, 8.35, 8.36 and 8.41, and P18-11 


Note, “Weakness of the Straight-line Depreciation Method”

Sep 24  Financial Reporting for General and Relative Price Changes 

Stickney & Weil, “Accounting for the Effects of Changing Prices,” pages 1-11 

(course packet)

Chapter 18 (pages 1020-1031 only) in Revsine, Collins & Johnson, Financial 

Reporting & Analysis (course packet)

Solve C18-4 (requirement 1) in Revsine, Collins & Johnson, and Problem A

(course packet).  In Problem A, use the average index, 212, for interest, 

given that it accrues gradually throughout the year.

Sep 26  Solve C18-4 (requirement 2) and Problem B (course packet)
Oct 1   Financial Reporting for Marketable Securities and Investments, including 


Consolidated Statements

Chapter 11 and Appendix 11.1 (course packet) 

Letter from Nicholas F. Brady to the FASB, March 24, 1992.
Note, “Eliminating Intercompany Sales”

Note, “Minority Interest and Goodwill”

Oct 3  Solve problems 11.16, 11.42, 11.47 and 11.50 (all in course packet) An error


appears in 11.50: In Exhibit 11.18, the Investment account balance
should be $80,000, not $78,000. To compensate for the additional $2,000, 
increase Ely’s Retained Earnings from $105,000 to $107,000.
Oct 8  Solve problems 11.18, 11.48 and 11.49 (in course packet)  In 11.48, add part d:

Assume that Peak bought 80% of Valley for $40,000. Give the
consolidation work-sheet entry to eliminate the investment account at the
end of the current year.)

FINAL EXAMINATION 
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