Accounting 70110: Corporate Financial Reporting (Module 1)
Mendoza College of Business

Fall 2008
Thomas J. Frecka




Class Meets: TU, TH  10 – 11:50 a.m.
Room 305B Mendoza College of Business


in MCOB Room 160

631-8395; Frecka.1@nd.edu

Office Hours: M, W  3 – 4:30 p.m. and by appointment
Office hours for a student assistant will be announced later.

Textbook: Revsine, Collins and Johnson. Financial Reporting and Analysis (Fourth Edition, McGraw-Hill Irwin, 2009)) 

Note: Refer to the course website at www.mhhe/com/revsine4e for additional support materials. Textbook problem solutions are on electronic reserve at the library.  Go to the University Libraries website at http://www.library.nd.edu/ and click on the Electronic Reserves link located under Library Services. Refer to the 70110 course number.
Course Learning Objectives

This is a financial reporting course.  As you know, financial reporting courses focus on the information needs of the suppliers of capital to the firm—investors and creditors.  The environment is one of information asymmetry where firm managers know more about the firm’s performance than do investors and creditors.  The solution to any information asymmetry problem is to provide information, in this case with the objective encouraging investors and creditors to contract with the firm.  Financial information is supplied to investors and creditors as a result of both voluntary disclosures and required disclosures (accounting regulation). Thus, the primary objective of the financial reporting sequence of courses is to understand the role corporate financial reporting plays in providing useful information to external decision makers.  As our textbook authors point out, “Without adequate information, investors cannot properly judge the opportunities and risks of investment alternatives… if you want to know more about a company, its past performance, its current health and its prospects for the future, the best source of information is the company’s own financial statements.” (Revsine et al, p. 2). Upon completion of the Accounting 70110 and 70120 modules, you should be able to:
1. Read, analyze and understand the information content of corporate financial statements.

2. Apply the rules—the Generally Accepted Accounting Principles (GAAP) that determine the reporting and disclosure requirements for selected transactions.

3. Critically evaluate the efficacy of GAAP (do the reporting requirements capture the economics of the transaction?).
4. Explain the motivations that lead managers to select one accounting principle over another (determinants of accounting method choice).

5. Explain how investors and creditors use accounting information to make decisions, and understand the importance of accounting information in estimating the intrinsic value of the firm.

6. Demonstrate your understanding of quality of earnings and earnings manipulation notions.

7. Demonstrate a deep understanding of the importance of ethical behavior in reporting accounting information to interested parties and understand that the manipulation of accounting numbers with the intent to mislead is both unethical and a violation of S.E.C. security regulations.     
8. Effectively communicate your accounting knowledge to interested parties.

The Relation of the Acct. 70110 and 70120 Modules

The two courses include material that typically overlaps material covered in undergraduate intermediate and advanced (consolidated financial statements) financial reporting courses.  The two courses include material that formerly was covered in a three credit-hour MBA financial reporting course as well as some new material that was added when we converted to the two modules (now four credit hours in total) and expanded coverage of some of the former topic areas.  The two courses are a package and you are strongly encouraged to complete both modules.  They cover material we believe is important knowledge for MBA students who plan to pursue accounting or finance-related careers.  For example, the modules include the accounting material you are expected to know for the Chartered Financial Analyst (CFA) exam.  Acct. 70110 is a prerequisite to Acct. 70120.  Accounting 60100, or its equivalent, is a prerequisite to Acct. 70110.  A rough breakdown of the topic areas covered in the two courses follows:

Accounting 70110 Topic Areas

Accounting cycle and the mechanics of financial statement preparation (brief review)
Revenue and expense recognition issues

Earnings management and earnings manipulation

Preparation of the Statement of Cash Flows

Tools and the process of financial statement analysis

Receivables and securitization accounting

Inventory accounting

Accounting for property, plant, and equipment; accounting for intangible assets

Accounting for debt security investments and unconsolidated stock investments

Accounting for corporate income taxes

Accounting for long-term debt and derivative financial instruments

Accounting 70120 Topic Areas

Accounting for leases

Accounting for pensions and other post-employment benefits

Accounting for employee stock options
Preparation of consolidated financial statements

Accounting for variable interest entities

Consolidation of foreign subsidiaries
Foreign currency transactions, including foreign currency derivative financial instruments

Segmental reporting

While there a more specific topics covered in Accounting 70110 than in Accounting 70120, some of the Accounting 70110 topics are review topics and will be covered very quickly.
Doing Well in Accounting Courses
Consistent preparation, regular attendance and active participation are the keys to success.  Accounting is the kind of course that requires regular reading, study and practice.  It you do get behind and attempt to cram, there is a high probability that you will not do well in the course.  Also, working problems and speaking “the language of accounting” builds confidence and competence.  Seek help from myself and the T.A. when you need it!  
Given the primary course objective of building your competence in reading, analyzing and interpreting financial statements, most of the graded assignments will focus on disclosures in corporate financial statements.   Many of these assignments will be completed outside our regular class meetings.  Course grade components are summarized below. 
Acct. 70110 Course Grade Components





Points
In class cash flow quiz  (a)







75
Components of take home exam (b)
Income statement formatting problem




25

Comprehensive income analysis





10

Revenue recognition assignment





40

Regulation G and earnings announcement assignment


20

Loan loss reserve analysis assignment




30

Lifo reserve assignment






10

Marketable security and equity method assignment



40

Asset impairment and debt restructuring assignment



30

Tax analysis and derivatives assignment




50

Critique of earnings management case (c)





25

In class long-term debt, present value quiz (d)




50
Team financial analysis assignment (e)





75
Class participation (f) 








20 








Total


500
(a) Preparation of statement of cash flows and related concepts 
(b) The various take home exam assignments will be distributed on dates indicated on the course schedule below and collected in two parts.

(c)  Short essay assignment.
(d)  Effective interest method, amortization schedules, etc. 

(e) Three person team financial analysis assignment.  Instructions will be distributed.

(f)  Earn class participation points by demonstrating that you are prepared for class, by demonstrating interest in the subject matter, by actively responding to my questions and by asking your own questions.  
Honor Code

You are expected to do your own work on individual graded assignments, not give aid to others on individual graded assignments and to work only with members of your group on the financial statement analysis assignment.  Otherwise, you are encouraged to work with others to facilitate your learning.  Your pledge to abide by the Honor Code is especially important in this course since about two-thirds of the graded assignments are completed outside of class.  Allegations of Honor Code violations will be dealt with according to the procedures indicated in the code.
Materials for Class

You are expected to bring your copy of the Revsine textbook to each class session.  In addition, we will be referencing a variety of handout materials.  It is suggested that you file these materials in a three-ring notebook.  Be aware of what we are covering in class on a given day and have the required materials with you. 
Name Plaques and Seating Chart
I’m involved in teaching courses that include about 150 students this semester and I need your help in getting to know you.  A seating chart will be prepared and you need to remember your seat.  Also name plaques have been supplied to you and I expect them to be displayed at each class.  Failure to abide by these requests will negatively impact your class participation score.
Schedule and Assignments

Tuesday, August 26, 2008
Chapter 1: “Economic and Institutional Setting for Financial Reporting”(PowerPoint presentation)
Distribute Accounting Basics Review (handout)
Work Problem 2-4

Work Bedford Company problem (in Accounting Basics Review handout)
Thursday, August 28
Read Chapter 1: “The Economic and Institutional Setting for Financial Reporting”
Read Chapter 2: “Accrual Accounting and Income Determination” 
Income Part I: lecture/discussion (PowerPoint presentation)
Prepare solution to exercise E2-20  
Comprehensive Income (PowerPoint presentation)

Distribute Formatic Company income statement formatting assignment (25) 

Distribute Comprehensive Income assignment (10)
Tuesday, September 2
Read Chapter 3: “Additional Topics in Income Determination”
Discuss installment method of revenue recognition and accounting for long-term construction contracts
Prepare to discuss solutions to E3-1, E3-2, E3-3, E3-4, E3-8

Discuss quality or earnings and earnings management issues (PowerPoint presentation)

Distribute revenue recognition assignment (40)

Distribute Regulation G and earnings announcement assignment (20)

Distribute Statement of Cash Flows handout
Thursday, September 4
Read Chapter 4: “Structure of the Balance Sheet and Statement of Cash Flows”
Complete discussion of earnings management

Distribute “A Controller’s Challenge” (earnings management case) (25)
Begin discussion of Statement of Cash Flows (PowerPoint presentation)
Tuesday, September 9
Turn in “A Controller’s Challenge” solution
Continue discussion of Statement of Cash Flows
Read Chapter 17, pp. 1023-top 1030
Work P17-9 and discuss solution
Read Chapter 5: “Essentials of Financial Statement Analysis

Begin discussion of Financial Statement Analysis (PowerPoint presentation)

Thursday, September 11
Complete discussion of financial statement analysis 
Distribute team financial analysis assignment (75)
Optional reading, Chapter 6: “The Role of Financial Information in Valuation, Cash Flow Analysis, and Credit Risk Assessment”

Discuss firm valuation (intrinsic value estimation) (PowerPoint presentation)
Tuesday, September 16 
Statement of Cash Flows Quiz (75)
Read Chapter 8: “Receivables,” pp. 411-4421
Prepare to discuss solutions to E8-4 and E8-9
Distribute analysis of loan loss reserve assignment (30) 

Thursday, September 18 
Read Chapter 9: “Inventories”
Discuss inventory topics, with a particular focus on LIFO

Prepare to discuss solutions to E9-13, E9-14, E9-15, and E9-17
Distribute lifo reserve assignment (10) 
Read Chapter 16: “Intercorporate investments, pp. 939-944
Discuss accounting for debt security investments and passive equity investments

Prepare to discuss solutions to E16-1, E16-2, E16-3

Tuesday, September 23
TURN IN TAKE HOME EXAM ASSIGNMENTS FROM FORMATIC COMPANY THROUGH LIFO RESERVE (6 ASSIGNMENTS)

Read Chapter 16: Minority Active Investments: Equity Method, pp. 945-950 bottom
Discuss equity method for unconsolidated subsidiaries and illustrate consolidation process for subsidiaries controlled by a parent company

Prepare to discuss solutions to E16-5, E16-6

Distribute marketable securities and equity method assignment (40)
Read Chapter 10: “Long-lived assets and depreciation”
Begin chapter 10 discussion (PowerPoint presentation)
Prepare to discuss solutions to E10-9, E10-10, E10-11, P10-8, P10-9, P10-10 and P10-11

Thursday, September 25
Complete discussion of Chapter 10
Read Chapter 8, pp. 421-end of chapter
Discuss imputed interest, securitization, troubled debt (PowerPoint presentation)

Distribute asset impairment and debt restructuring assignment (30)
Read Chapter 13: Income Tax Reporting

Begin discussion of accounting for corporate income taxes (PowerPoint presentation)
Prepare to discuss solutions to E13-2, E13-5, E13-8
Tuesday, September 30
Complete discussion of accounting for corporate income taxes

Prepare to discuss solutions to E113-13, E13-16, E13-17, E13-18
TURN IN TEAM FINANCIAL STATEMENT ANALYSIS ASSIGNMENT
Distribute tax analysis and derivatives assignment (50)

Thursday, October 2
Read Chapter 11, “Financial Instruments as Liabilities”
Prepare to discuss solutions to E11-1, E11-2, E11-3, E11-5, E11-11, E11-12
Begin discussion of hedge accounting

Prepare to discuss solutions to P11-27 and P11-26
Tuesday, October 7
Prepare to discuss solutions to P11-24, P11-25, P11-28 and handout problems
TURN IN LAST THREE TAKE HOME EXAM ASSIGNMENTS
Slack and catch-up

Critique course
Friday, October 10
Long-term debt, derivatives quiz (50)
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