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Instructions: Before you start a section of the CPE Final Exam, complete the 
corresponding section of this Supplementary Study Packet. Do NOT submit 
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Purpose: To provide an interactive learning experience.

OUTLINE:  (Page numbers below refer to the first page of each article in the printed version of the 
JoA.)

Sections I –V Relate to the Journal of Accountancy of July 2011: 

Section I.  A Sea Change for Gift and Estate Planning (Page 24)
Section II. Estate Tax or Carryover Basis (Page 28)
Section III.  PCAOB Set to Expand Under New Mandates (Page 36)
Section IV. Expanding Service Organization Controls Reporting (Page 46)

Sections V – IX Relate to the Journal of Accountancy of  August 2011:

Section V. News Digest (Page 13)
Section VI.  Client Tax Fraud And The CPA (Page 24)
Section VII. What's Your Fraud IQ? (Page 32)
Section VIII. Asset-Based Financing Basics (Page 40)
Section IX. (Three tax columns grouped as one Section)

Tax Practice Corner: Managing an IRS Correspondence Audit (Page 52),
Tax Matters (P. 54), and 
From The Tax Adviser: Carrying Back Net Operating Losses (Page 60)

 

Sections X - XIII Relate to the Journal of Accountancy of September 2011:

Section X. New IASB Leader Embraces Challenges (Page 30)
Section XI. Highlights of Corporate Governance Research (Page 34)
Section XII. Pivotal Advance Boosts Excel's Power (Page 40)
Section XIII. Advising Financially Stressed Clients (Page 50)



Section I. A Sea Change for Gift and Estate Planning (Page 24)

Section I. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 1 through 4.

Section I. Course Objectives:
1. To describe how CPAs and their clients should prepare for uncertainty after the current estate 

and gift tax law expires.
2. To describe how CPAs and their clients can exploit the current larger gift tax exemption.

Section I. Review Questions:

1. True/False? No expiration date has been set for the current estate and gift tax law.
a. True. b. False.

2. True/False? The author argues that the larger estate and gift tax exemption spells an end to the 
need for gift and estate planning except for the ultra-wealthy.
a. True. b. False.

3. True/False? Domestic self-settled asset protection trusts (DAPTs) are typically formed in any of 
the 50 states as well as Puerto Rico.
a. True. b. False.

4. True/False? The Obama administration has proposed reducing the gift exemption to $2 million.
a. True. b. False.

Section I.  Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see Page 25 of  July JoA.)
a. True is incorrect. Through congressional debate and negotiation, a compromise was reached 
to end the larger estate and gift tax exemption on a date certain.
b. False is correct.  The Tax Relief and Job Creation Act of 200 does have an expiration date.

Review Question 2. (Please see page 25 of July JoA.)
a. True is incorrect. The author contends that planning is still needed for most clients primarily 
because the law does have an expiration date.
b. False is correct.  There are many opportunities for estate and gift tax planning.

Review Question 3. (Please see page 26 of July JoA.)
a. True is incorrect. DAPTs are typically formed only in certain states.
b. False is correct. DAPTs are typically formed in Alaska, Nevada, Delaware or South Dakota.

Review Question 4. (Please see page 26 of July JoA.)
a. True is incorrect. The Obama administration has proposed reducing the gift exemption by to 
an even smaller level than $2 million.
b. False is correct. The Obama administration has proposed reducing the gift exemption to $1 
million.

=================================== End of Section I



Section II. Estate Tax or Carryover Basis (Page 28)

Section II. Assignment:
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 5 through 8.

Section II. Course Objectives:
1. To describe the history of estate tax law including the EGTRRA of 2001, the Tax Relief Act, the 

Unemployment Insurance Reauthorization and the Job Creation Act enacted on December 17, 
2010. 

2. To describe law prior to the Tax Relief Act.
3. To describe law after the Tax Relief Act.
4. To describe the decision whether or not an estate should make an election to use the modified 

carryover basis rules.

Section II. Review Questions:

1.True/False? The EGTRRA was very taxpayer-friendly.
a. True. b. False.

2.True/False? Section 1022 is applicable to property acquired from a decedent who died in 2009.
a. True. b. False.

3. True/False? Estates of persons dying in 2010 were automatically subject to the modified carryover 
basis rules without any required election. 

a. True. b. False.

4. True/False? In general, estates of all persons dying in 2010 will want to apply the law in effect 
before the Tax Relief Act's enactment.

a. True. b. False.

Section II. Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see P. 30 of July JoA.)
a. True is correct. Although EGTRRA made estate planning cumbersome, it was kind to taxpayers.
b. False is incorrect. Because of tax breaks introduced by EGTRRA, the law is considered quite 
friendly to taxpayers.

Review Question 2. (Please see P. 30 of July JoA.)
a. True is incorrect. The section became applicable to decedents dying following 2009.
b. False is correct. Section 1022 is applicable only to property acquired from a decedent who died after 
December 31, 2009.

Review Question 3. (Please see P. 32 of July JoA.)
a. True is incorrect. The executor must make an affirmative election to opt out of the estate tax and 
apply the modified carryover basis rules.
b. False is correct. Importantly, the modified carryover basis is not the default option.

Review Question 4. (Please see P. 32 of July JoA.)
a. True is incorrect. That choice would not be the most attractive option for certain estates.
b. False is correct. The choice will depend upon the size of the estate of the decedent.
=================================== End of Section II.

 WE’LL PAY YOU FOR REFERRING NEW QUALIFYING CUSTOMERS:
Receive $10 for each new customer you refer to us. For every new qualifying customer who pays for an exam and mentions your 
name, we’ll send you a check for $10. It’s as simple as that. We welcome any questions by either phone or email.



Section III. PCAOB Set to Expand Under New Mandates (Page 36)

Section III. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 9 through 12.

Section III. Course Objectives:
1. To describe the issues associated with the new mandates anticipated by the PCAOB.
2. To describe issues associated with audit report changes.
3. To describe  the Board's new authority to inspect broker-dealers' auditors.
4. To describe the goal of increasing international inspections of PCAOB-registered firms.

Section III. Review Questions:

1.True/False?  Doty's primary concern is that auditors are not aware that the world is changing.
a. True. b. False.

2. True/False? There are serious doubts as to the PCAOB's regulatory power and authority.
a. True. b. False.

3. True/False? Doty sees his role as that of a cheerleader of the entities he regulates.
a. True. b. False.

4. True/False? The PCAOB is considering having the audit report go beyond the traditional binary 
report (i.e., either clean or qualified) to provide more information about their audit findings.
a. True. b. False.

Section III. Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see P. 37 of July JoA.)
a. True is incorrect. Just the reverse is true; Doty says that auditors understand such change.
b. False is correct. Doty states that he has been surprised by “the heightened self-awareness auditors 
have that the world is changing.

Review Question 2. (Please see P. 38.)
a. True is incorrect. An important court decision affirmed the PCAOB's regulatory authority.
b. False is correct. In Free Enterprise Fund v. PCAOB, the Supreme Court's decision made it clear that 
the board's existence and its power and responsibilities are not in question.

Review Question 3. (Please see P. 38.)
a. True is incorrect.  Doty does not see this as the PCAOB's role or mission.
b. False is correct. Doty says that firms should not expect accolades from the PCAOB.

Review Question 4. (Please see P. 38.)
a.True is correct. Doty contends that the audit report would provide more value if the auditor would 

go beyond a “pass/fail” decision and add additional information about the what the auditor found.
b. False is incorrect. The current system of giving either a clean or qualified opinion could be improved 
by proving more information.
------------------------------------------------------End of Section III.

REFERRAL INCENTIVE PROGRAM - WE’LL PAY YOU FOR REFERRING NEW QUALIFYING CUSTOMERS:
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Section IV. Expanding Service Organization Controls Reporting (Page 46)

Section IV. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 13 through 18.

Section IV. Course Objectives:
1. To describe the need for, and the types of examinations reports that a CPA can issue related to service 
organization controls.
2. To describe the process of outsourcing and its effects.
3. To describe the process of obtaining information about a service organization's system and its 
controls.
4. To describe SOC 2 reports.
5. To describe the similarity of SOC 2 reports to SOC 1 reports.
6. To describe the process of performing SOC 2 engagements.
7. To describe SOC3 reports.

Section IV. Review Questions:
1. True/False? SAS no. 70, Service Organizations, is intended to address controls relevant to service 
organizations.
a. True. b. False.

2. True/False? There are three kinds of SOC engagements.
a. True. b. False.

3. True/False? There are three types of SOC 2 reports.
a. True. b. False.

4. True/False? By outsourcing tasks to a service organization, the outsourcing company absolves itself 
of the responsibilities and burdens of the outsourced tasks.
a. True. b. False.

5. True/False? A service organization may not  provide copies of An SOC 2 report issued by a CPA to 
outside individuals or entities.
a. True. b. False.

6. True/False? Service auditors experienced in performing SAS no. 70 examinations should be well 
prepared to perform SOC 1 engagements.
a. True. b. False.



Section IV. Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see Page 46.)
a. True is incorrect. SAS no. 70 was not intended to address controls relevant to these risks.
b. False is correct.  In response to the demand, the AICPA developed the Service Organization Control 
(SOC) reporting framework.

Review Question 2. (Please see Page 49.)
a. True is correct.  The three types of SOC engagements are SOC 1, SOC 2, and SOC 3.
b.False is incorrect.  Each has its own user groups, concerns, unique concern and level of detailed 

required.

Review Question 3. (Please see Page 49.)
a. True is incorrect. There are only types of SOC 2 reports. 
b. False is correct. Each type of SOC 2 report has own components depending on the objectives and 
scope of the engagement.

Review Question 4. (Please see Page 47.)
a. True is incorrect. Even if a company outsources certain tasks, it remains responsible.
b. False is correct. The outsourcing company still retains its responsibilities for the outsourced tasks 
and the manner in which they are performed and is held accountable by the company's stakeholders.

Review Question 5 . (Please see Page 48.)
a. True is incorrect. Service organizations are not limited as to whom they can distribute the SOC 2 
report.
b. False is correct. Service organizations may engage a CPA to report on controls at the service 
organization and then distribute copies of that report to regulators, business partners or to others.

Review Question 6. (Please see Page 50.)
a. True is correct. The knowledge required to perform SAS no. 70 examinations can be transferred to 
adding value to SOC 1 engagements.
b. False is incorrect. Applying knowledge gained from SAS no. 70 examinations can be applied to SOC 
1 engagements to meet their clients' needs.

===================================== End of Section IV.

REFERRAL INCENTIVE PROGRAM - WE’LL PAY YOU FOR REFERRING NEW QUALIFYING CUSTOMERS:
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Section V. News Digest (Page 13)

Section V. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 19 through 22.

Section V. Course Objectives:
1. To describe the PCAOB's concept release on possible changes to the auditor's reporting model 
including proposals on (a) auditor's discussion and analysis, emphasis paragraphs, auditor assurance on 
other information outside the financial statements, and clarification of language in the standard 
auditor's report,.
2. To describe the SEC's proposed rules designed to strengthen the annual audits of broker-dealers.

Section V. Review Questions:
1. True/False? In its concept release, the PCAOB is calling for the auditor's discussion and analysis 
(AD&A) to be contained with the auditor's report.
a. True. b. False.

2. True/False? As of August, 2011, the emphasis paragraph is currently optional.
a. True. b. False.

3. True/False? The concept release calls for shifting the responsibility of assessing the risk of material 
misstatement of the financial statements from the auditor to users of financial statements.
a. True. b. False.

4. True/False? The SEC's proposed rules would not affect a broker-dealer that does not main custody of 
customer securities and/or cash.
a. True. b. False.

Section V. Solutions and Suggested Responses to Review Questions:

Review Question 1: (Please see Page 13.)
a.  True is incorrect. The PCAOB is not suggesting that the AD&A be contained within the auditor's 
report
b. False is correct. The PCAOB is suggesting in its concept release that the AD&A be contained in a 
supplementary narrative.

Review Question 2. (Please see Page 13.)
a. True is correct. The emphasis paragraph is not currently required.
b. False is incorrect. Current standards do not require the emphasis paragraph.

Review Question 3. (Please see Page 14.)
a. True is incorrect. The responsibility for assessing the risk of material misstatement of financial 
statements rests with the auditor. 
b. False is correct. While users of financial statements should always be vigilant, the auditor sill has 
the responsibility for assessing the risk of material misstatement of financial statements.

Review Question 4. (Please see Page 14.)
a. True is incorrect. While the requirements are different for such broker-dealers, they still are affected.
b. False is correct. A broker-dealer who does not maintain custody of customer securities and/or cash 
would be required to undergo a review by an independent public accountant of its assertion that it is not 
subject to segregation requirements because it does not maintain custody of customer securities or cash.

========================================End of Section V.



Section VI. Client Tax Fraud And The CPA (PAGE 24)
 
Section VI. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 23 through 27.

Section VI. Course Objectives:
1. To describe the the IRS' definition of tax fraud.
2. To describe how the IRS prosecutes tax fraud.
3. To describe major sources of criminal investigations.
4. To describe the accountant-client privilege limited to noncriminal matters.
5. To describe the process of protecting documents and other materials.

Section VI. Review Questions:
1. True/False? CPAs may offer legal advice to clients regarding IRS tax matters.
a. True. b. False.

2. True/False? Single instances of wrongdoing generally don't result in criminal prosecution.
a. True. b. False.

3. True/False? The threshold for the government to win a criminal tax case is no higher than winning a 
civil case..
a. True. b. False.

4. True/False? In a Kovel arrangement, the accountant works directly for an attorney and only assists 
the attorney as an interpreter of technical tax matters.
a. True. b. False.

5. True/False? A client who has committed tax fraud may be able to avoid criminal liability by making 
a voluntary disclosure before the IRS has discovered the fraud.
a. True. b. False.

REFERRAL INCENTIVE PROGRAM - WE’LL PAY YOU FOR REFERRING NEW QUALIFYING CUSTOMERS:
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Section VI. Solutions and Suggested Responses to Review Questions.

Review Question 1: (Please see Page 25.)
a. True is incorrect. CPAs should never offer legal advice.
b. False is correct. CPAs are not licensed to offer legal advice. CPAs should refer clients to attorneys 
for legal advice.

Review Question 2: (Please see Page 25.)
a. True is correct. A prerequisite for criminal prosecution is generally multiple acts of wrongdoing.
b. False is incorrect. Successful criminal prosecution generally depends on a pattern of repeated 
wrongdoing.

Review Question 3: (Please see Page 26.)
a. True is incorrect. The threshold for successfully prosecuting a criminal tax case is higher than that 
for civil prosecution.
b. False is correct. Just as the penalties are more harsh for criminal tax cases, so are the requirements 
on the prosecution for proving guilt in criminal cases compared to civil cases.

Review Question 4: (Please see Page 27.)
a. True is correct. The accountant must work directly for the attorney and answer directly to the 
attorney.
b. False is incorrect. This arrangement cannot involve an accountant engaged by the client.

Review Question 5: (Please see Page 27.)
a. True is correct. Timing is everything; making the voluntary disclosure before the IRS acted could 
result in the client avoiding criminal liability.
b. False is incorrect. The results would be different if the authorities had appeared at the door before the 
client had made the voluntary disclosure.

====================================== End of Section VI. 
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Section VII. What's Your Fraud IQ? (P. 32)
Section VII. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 28 through 30.

Section VII. Course Objectives:
1. To describe control environment.
2. To describe the organizational structure most likely to help prevent fraud.
3. To describe certain techniques for limiting employee fraud.
4. To describe a positive pay system.
5. To describe certain characteristics of effective fraud detection systems.

Section VII. Review Questions:
1. True/ False? Positive pay systems are intended to be used primarily in payroll systems.
a. True. b. False.

2. True/False? Fake surveillance camera should never be used in fraud detection systems. 
a. True. b. False.

3. True/False? Employees at all levels of an organization should receive identical anti-fraud training. 
a. True. b. False.

Section VII. Solutions and Suggested Responses to Review Questions:

Review Question 1: (Please see Page 33.)
a. True is incorrect. Positive pay systems include all checks written, not just employee paychecks.
b. False is correct. While employee paychecks constitute part of the “set” of checks issued, they are 
only a part of the total number of checks written.

Review Question 2: (Please see Page 34.)
a. True is incorrect. Although properly functioning surveillance cameras offer more benefits, even fake 
surveillance systems can offer a deterrent to fraud.
b. False is correct. Because even fake surveillance cameras can deter potential fraudsters, they are 
better than no camera at all.

Review Question 3. (Please see Page 35).
a. True is incorrect. Anti-fraud training should be tailored to the level of employee responsibility.
b. False is correct. While all employees should receive some kind of anti-fraud training, upper-level 
employees should get supplementary training that focuses on the added fraud prevention provided by 
their higher level of authority.

 ================================ End of Section VII.
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Section VIII. Asset-Based Financing Basics (P. 40)

Section VIII. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 31through 33.

Section VIII. Course Objectives:
1. To describe the general concept of asset-based financing arrangements.
2. To describe the use of lockboxes.
3. To describe revolving lines of credit.
4. To describe assets eligible for asset-based financing.
5. To describe purchase order financing.
6. To describe factoring.
7. To describe accounting for factoring agreements.

Section VIII. Review Questions:
1. True/False? Asset-based lenders focus on credit ratings of debtors.
a. True. b. False.

2. True/False? In purchase order financing, the lender holds the purchase order as collateral.
a. True. b. False.

3. True/False?  Recourse factoring is generally more expensive for the borrower than nonrecourse 
factoring.
a. True. b. False.

Section VIII. Solutions and Suggested Responses to Review Questions:

Review Question 1: (Please see Page 41.)
a. True is incorrect. Asset-based lenders focus on the quality of collateral rather than on credit ratings.
b. False is correct.  The quality of collateral and the lender's ability to convert the pledged collateral 
into cash is considered more important than credit ratings.

Review Question 2: (Please see Page 43.)
a. True is correct. The lender holds the purchase as collateral in purchase order financing.
b. False is incorrect. Purchase order financing is generally more expensive than other forms of asset-
based financing but sometimes there are no alternatives.

Review Question 3: (Please see Page 43.)
a. True is incorrect. Recourse factoring is generally less expensive for the borrower than nonrecourse 
financing.
b. False is correct.  Recourse factoring gives the lender the right to take recourse against the 
borrower's customer thereby reducing the risk to the lender as well as the discount rate (interest 
expense).

==================================== End of Section VIII.
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Section IX. (Three tax columns grouped as one Section)
Tax Practice Corner: Managing an IRS Correspondence Audit (Page 52),
Tax Matters (P. 54), and 
From The Tax Adviser: Carrying Back Net Operating Losses (P. 60)

 

Section IX. Assignment: 
1. Study the articles (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 34 through 36.

Section IX. Course Objectives:
1. To describe briefly the IRS' increased use of correspondence audits instead of field examinations.
2. To describe how to respond to an IRS notice of a correspondence examination.
3. To describe briefly Willis v. Menote affirming that prohibited transactions wiped out the bankruptcy 
exemption for IRAs.
4. To describe the  innocent spouse relief limit of two years.
5. To describe the statute of limitations for carrying back net operating losses.

Section IX. Review Questions:
1. True/False? Marchbein recommends that a tax practitioner advise a client in advance (“usually by an 
explanatory paragraph in the tax engagement letter”) to notify the practitioner of any notice of 
deficiency received from the IRS.
a. True. b. False.

2. True/False? Borrowing from a self-directed IRA is not a prohibited transaction if it is repaid within 
60 days.
a. True. b. False.

3. True/False? Net operating losses may generally be carried back two years and forward 30 tax years.
a. True. b. False.

Section IX. Solutions and Suggested Responses to Review Questions:

Review Question 1: (Please see Page 52.)
a. True is correct. The tax practitioner should advise all tax clients to report any IRS notice to the 
practitioner.
b. False is incorrect. Because a response is required of the taxpayer to avoid getting a notice of 
deficiency, the taxpayer is required to respond.

Review Question 2: (Please see Page 55.)
a. True is incorrect. Although repayment within 60 days may allow the taxpayer to avoid income tax 
liability for an IRA distribution, borrowing from a self-directed IRA is still a prohibited transaction..
b. False is correct. Borrowing from a self-directed IRA is a prohibited transaction.

Review Question 3: (Please see Page 56.)
a. True is incorrect. NOLs can be carried back two years but cannot be carried forward 30 years.
b. False is correct. NOLs can be carried back two years or carried forward for up to 20 years.

========================================= End of Section IX.



Section X. New IASB Leader Embraces Challenges (Page 30)

Section X. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 37 - 39.

Section X. Course Objectives:
1. To describe the state of the SEC's expected decision in coming months whether U.S. Companies will 
report under international reporting standards.
2. To describe the political and technical background involved in the decision.
3. To describe the SEC's IFRS transition framework.
4. To describe the U.S. adoption “option.”
5. To describe the risks of failure of the U.S to commit to IFRS
6. To describe the level of support by the IASB and SEC for XBRL.

Section X. Review Question:
1. True/False? IFRS has been adopted by every developed country in the world
a. True. b. False.

2. True/False? Hoogervorst expressed opposition to the “condorsement” approach to IFRS transition. w
a. True. b. False.

3. True/False? The SEC now accepts XBRL filings in IFRS.
a. True. b. False.

Section X. Solutions and Suggested Responses to Review Question:

Review Question 1. (Please see Page 31.)
a. True is incorrect. Several countries including India have not adopted IFRS.
b. False is correct. Globalization and increased international investing have increased the perceived 
need to standardize reporting standards throughout the world.

Review Question 2. (Please see Page 32.)
a. True is incorrect. He did not express opposition to the idea of a “condorsement” approach.
b. False is correct. He responded positively when asked about the so-called “condorsement” approach.

Review Question 3. (Please see Page 33.)
a. True is incorrect. The SEC does not accept XBRL filings in IFRS.
b. False is correct. The XBRL team at the SEC is working on this issue in preparation for the day 
when XBRL filings can be made in IFRS.

.
======================================== End of Section X.
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Section XI. Highlights of Corporate Governance Research (Page 34)

Section XI. Assignment:
 1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 40 through 43.

Section XI. Course Objectives:
1. To describe important academic findings and observations regarding corporate governance 
developments occurring over the last decade.
2. To describe some of the impacts of the Sarbanes-Oxley Act of 2002 (SOX) intended to improve 
internal controls. 
3. To describe certain unintended consequences of SOX, namely compensation consultant bias.
4. To describe certain positive and negative consequences of corporate fraud whistleblowing.
5. To describe some positive consequences of SOX.

Section XI. Review Questions:
1. True/False? The main goal of SOX was to protect management from investor lawsuits.
a. True. b. False.

2. True/False? SOX research by Li, Sun and Ettredge showed that the sample's companies with adverse 
opinions had CFOs with stronger accounting qualifications.
a. True. b. False.

3. True/False? SOX specifically addresses the area of compensation consultants.
a. True. b. False.

4. True/False? Recent research (involving 2,000 companies) showed that that the benefits of 
intensifying board member oversight activities  exceeded the cost.
a. True. b. False.

Section XI.  Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see Pages 34.)
a. True is incorrect. The goal of SOX was not to protect management.
b. False is correct. The main goal of SOX was to restore investor confidence in financial reporting.

Review Question 2. (Please see Page 35.)
a. True is incorrect. The study used a sample of 2,478 companies, of which 416 received adverse 
opinions. It did not show that companies with adverse opinions had CFOs with strong qualifications.
b. False is correct. The study showed that CFOs associated with companies with adverse opinions 
generally had weaker accounting qualifications than companies that got unqualified opinions.

Review Question 3. (Please see Page 36.)
a. True is incorrect. SOX does not specifically address the area of compensation consultants.
b. False is correct. Although SOX does not specifically address the area of compensation consultants, the 
SEC began – effective February 2010 – to require disclosure of fees paid for both compensation 
consulting and other consulting engagements.

Review Question 4. (Please see Page 38.)
a. True is incorrect. The recent research showed that the costs of additional board oversight may exceed 
the benefits.
b. False is correct. The authors stated that the increased emphasis on monitoring apparently diminishes 
the effectiveness of strategic advising by board members.

===============================End of Section XI.



Section XII. Pivotal Advance Boosts Excel's Power (Page 40)
Section XII. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 44 through 45.

Section XII. Course Objectives:
1. To describe a new Excel tool called PowerPivot, emphasizing its usefulness and exactly what it can 
do.
2. To describe how PowerPivot can collect data from varied data sources in a way that's easier than 
previous options.
3. To describe how to install PowerPivot.

Section XII. Review Questions:
1. True/False? PowerPivot can only use data in Excel files.
a. True. b. False.

2. True/False? PowerPivot users must use the VLOOKUP function to collect and combine data.
a. True. b. False.

Section XII.  Solutions and Suggested Responses to Review Questions:

Review Question 1. (Please see Page 42.)
a. True is incorrect. One of the benefits of PowerPivot is the ability to aggregate information directly 
from so many data sources.
b. False is correct. PowerPivot is not limited to Excel files. It can collect data from a wide variety of 
other software programs.

Review Question 2. (Please see Page 43.)
a. True is incorrect. The VLOOKUP function operates within Excel and similar spreadsheet software 
packages. PowerPivot is high level software that is easier to use.
b. False is correct. In PowerPivot, the foreign key table is called “Table,” which is the source table.

==================================== End of Section XII.
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Section XIII. Advising Financially Stressed Clients (Page 50)
 
Section XIII. Assignment: 
1. Study the article (reference text) in the Journal of Accountancy, paying particular attention to our 
course objectives.
2. Answer our Review Questions that have been designed to provide an interactive learning experience.
3. Study the Solutions and Suggested Responses to the Review Questions.
4. Answer Final Exam questions 46 through 50.

Section XIII. Course Objectives:
1. To describe a range of possibilities for clients who are facing financial difficulties and to help them 
make the best choices under their circumstances and goals.
2. To describe nonbankruptcy options for debt reduction.
3. To describe foreclosure options.
4. To describe actions the client should avoid.
5. To describe bankruptcy as the last resort.

Section XIII. Review Questions:
1. True/False? A client who negotiates a settlement on certain credit cards but has others that remain 
unpaid should wait at least 90 days before filing bankruptcy on the remaining debts.
a. True. b. False.

2. True/False? A taxpayer who is insolvent prior to a debt forgiveness may exclude part of the COD 
income. 
a. True. b. False.

3. True/False? Homeowners are entitled to exclude income from the release of acquisition indebtedness 
on a qualified principal residence occurring before January 1, 2013.
a. True. b. False.

4. True/False? After a judgment of foreclosure is entered, the previous owner (the defaulter) has a right 
to redeem the property by paying the full amount owed for a period of time that varies by state (and can 
range from one to 12 months).
a. True. b. False.

5. True/False? For tax purposes, foreclosure is treated as a sale where the amount realized includes the 
debt canceled.
a. True. b. False.
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Section XIII. Solutions and Suggested Responses to Review Questions.

Review Question 1: (Please see Page 51 and 55.)
a. True is correct. These could be determined to be preference items and could be challenged by the 
bankruptcy court and other creditors.
b. False is incorrect. The debtor should wait at least 90 days before filing bankruptcy on the remaining 
debts to avoid preference challenges.

Review Question 2: (Please see Page 52.)
a. True is correct. IRC Section 108 (a) provides for specific exceptions to income recognition from 
debt forgiveness.
b. False is incorrect. This is an example of such a specific exception.

Review Question 3: (Please see Page 52.)
a. True is correct. IRC Section 108 (a) provides for specific exceptions to income recognition from 
debt forgiveness.
b. False is incorrect. This is another example of such a specific exception.

Review Question 4: (Please see Page 52.)
a. True is correct. The defaulter can reclaim the subject property during the period of time specified by 
the state by paying the full amount owed. This is extremely rare in recent years.
b. False is incorrect. While such actions are extremely rare in recent years, buyers must be prepared to 
relinquish ownership of such property. Most states, however, require the defaulter to pay the buyer for 
the cost of documented repairs and improvements.

Review Question 5: (Please see Page 52.)
a. True is correct. The full amount of the debt canceled is included in the amount realized on the sale 
of the property without regard to the property's fair market value.
b. False is incorrect. The foreclosure would be treated as a sale for income tax purposes.

====================================== End of Section XIII. 
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