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VOTRE LIEN AVEC CE QUI COMPTE — CONNECTS YOU TO WHAT MATTERS

AP 3 g
Instructor: B. La Rochelle, Ph.D., C.P.A

Duration: 75 minutes _ﬁc,{/ﬁ_i-’f \/

Value: 25% of your final grade

Note to students: This is a closed-book exam, containing 3 questions, worth
45 marks in total. Apart from sundry writing materials (pens, pencils and the
like), no examination aids are permitted

NAME:

STUDENT #:

Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a
student that may result in a false academic evaluation of that student or of
another student. Without limiting the generality of this definition, academic
fraud occurs when a student commits any of the following offences:
plagiarism or cheating of any kind, use of books, notes, mathematical
tables, dictionaries or other study aid unless an explicit written note to the
contrary appears on the exam, to have in his/her possession cameras,
radios (radios with head sets), tape recorders, pagers, cell phones, or any
other communication device which has not been previously authorized in
writing.

Statement to be signed by the student:

| have read the text on academic integrity and | pledge not to have
committed or attempted to commit academic fraud in this exam.

Signed:

Note: An exam without this signed statement will not be graded and will
receive a grade of zero.




Question 1
Required (15 marks)

With reference to all of the class presentations, discuss the nature of an
“accounting failure” and how one might use stock market information to assess
whether such has occurred.

Question 2

The article “Inside Agency: The Rise and Fall of Nortel”, highlights several
alleged factors said to facilitate management malfeasance. Those factors may
be summarized as:

Executive Compensation

Corporate Governance Structure

Ownership Structure

Relationship of compensation, governance and ownership to Earnings
Management and Earnings Manipulation

Required (15 marks):

Discuss the factors listed and their relationship to the facts of Nortel. In view of
the 2013 decision acquitting all three Nortel executives of fraud, how, if at all,
might the authors of “Inside Agency: The Rise and Fall of Nortel” revise their
views?

Question 3

The following is extracted from Floyd Norris, “Will U.S. accounting rules be
irrelevant?”, New York Times, December 29, 1996:

In the past, the international standards were notable largely for the wide
discretion they gave companies. In effect, they said that if one country allowed an
accounting technique, it must be O.K. The international rules are being tightened,
but in many areas they will still allow more discretion than do American
standards.

There is something to be said for such discretion, if we can trust auditors to
enforce the standards rigorously and to stand up to companies that want to use
the discretion to put out misleading figures. But the evidence that big accounting
firms deserve such confidence is, at best, mixed.



Some business groups are angry at the F.A.S.B. and its rules, and would
welcome more freedom. They may see the international route as a way to get
around a tiresome busybody.

American stock markets want more foreign listings and have been frustrated by
the S.E.C.'s insistence that foreign companies must largely meet American
standards before they can trade here. While many foreign companies have listed,
some may be stalling in the hope that the weaker international standards will
enable them to enter our markets without meeting our rules.

This is important for investors because it is accounting that provides the report
card on how their companies are doing. And if accounting standards are
perceived as too lax -- as German and British ones have clearly been in the past
-- then investor confidence over time can be sapped. The S.E.C. should be very
careful to make sure that the international rules are adequate -- in every respect -
- before they are deemed adequate for American markets.

Required (15 marks):

With reference to the course material to date, discuss the foregoing.
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