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Topic 1  Introduction 

• Profit is King 

A short-term value in which profits prevails over else. 

Chasing the profit at whatever ethical cost. ( e.g. Enron & AA; Lehman ) 

May act recklessly without concerns for the impact of short-term risk and self-interest DM 

Often related to corporate scandal and collapse 

 

Topic 2  Corporate Governance 

• What is corporate governance? 

- A system of rules, practices and processes ---- by which an org is directed, controlled 

and administered. 

- Good governance ---- ensure accountability, transparency and fairness in DM 

( Ethical norms and actions of leaders; Communicate and explain to employees about DM; 

Decisions made based on members need and relevant to legislation; Make the best use of 

resources to implement decisions and follow processes ) 

 

Topic 3  Major Corporate Governance 

• 2 Cases in summary 

 Enron & Arthur Anderson Lehman Brother & Ernst and Young 

Reasons of 
collapse 

1. Greed & de-regulation & 
profit is king 

2. Earning management 
( record unearned revenue 
as revenue, use MTM, 
disguise debt and contingent 
liability ) 

3. Misuse mark to market 
4. Misuse special purpose 

entity ( fictitious sales to SPE 
recorded as sales, reduce 
leverage, off-balance sheet 
transactions ) 

1. Greed & de-regulation & 
profit is king 

2. Misuse REPO105 
3. Auditor condoned the misuse 

and signed off unqualified 
opinions. 

4. Removal of high leveraged 
asset debt from B/S. ( off-
balance sheet transactions ) 

5. Collapse of US housing 
market & sub-prime 
mortgage crisis. 

6. Motivated by greed of bank: 
use sub-prime mortgage, 
irresponsible lending, over 
borrowing on behalf of the 
bank. 

7. Defaults in sub-prime 
mortgage. 
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8. Bank maintained a mask to 
disguise truth. 

Misuse 
( intentional ) 

1. Accounting treatment: MTM 
- Use MTM valuation method 

to estimate asset value 
rather than historical 
method.  

- MTM is hard to be 
independently verified while 
historical method can be 
easily verified. 

- Record future sales as 
‘actual’ sales. 

- Disguise high level of debt. 
2. Special Purpose Entity (SPE) 
- Used to achieve a special 

goal without putting the 
company at financial risk. 

- Creation of fictitious 3rd 
party for book purpose only. 

- Enron transferred high 
levered fixed asset debt to 
SPEs and in return got 
equities of SPEs and 
recorded as sales. 

- Appearance improved as 
leverage ratio is lower. 

1. Accounting treatment: 
REPO105 

- Repurchase agreement that 
temporarily removes 
securities from B/S. 

- Record short-term repayable 
loans as sales. 

- Disguise high level of debt. 
- Higher profit, lower debt, 

lower leverage ratios, more 
profitable 

Accounting 
firm, relations 
( toxic, 
corrupt 
relationship) 

- Used to be big 5.  
- Accountant and auditor for 

Enron. 
- More focuses on lucrative 

consulting services ( Enron 
paid AA more money to 
improve appearance ). 

- Bullied by Enron. Agreed to 
do whatever necessary. 

 

- Accountant and Auditor 
- Auditor condone the misuse 

of REPO 105. 
- More focuses on lucrative 

financial services and de-
emphasis the quality of audit 
service. 

- Lack of independence, threats 
of self-interest and self-
review, lack of ethical 
judgement. 

In common 1. Greed & de-regulation & profit is king 
2. Misuse accounting treatment to disguise high levelled debt. 
3. Outside the spirit of law 
4. Off-balance sheet transactions 
5. More focuses on lucrative consulting services 
6. Lack of independence; threats of self-interest and self-review; lack of 

ethical judgement 
7. If profit prevails over reputation, it will only be a matter of time to 

face financial and reputational crisis. 
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Topic 4  Normative Theories & Kolhberg’s Model 

• BPP case 

Ron ---- CEO. Provision in F/S should be in a small amount. 

Alan ---- CFO. Don’t want to annoy boss. Accept and support. 

Vicky ---- Knowing they are going to understate provision on F/S. Consider of whistleblowing. 

Worried about dismissal. 

 

Topic 5  Code of Ethics 

• APES110 – 5 Principles ( ICOPP ) 

Integrity - To be straightforward and honest. 
- Faithful representation of facts 
- No Omission or deletion of information 
- Transparency 

Confidentiality - Not allowed to discuss private affairs of client or business to the 3rd 
party without approval. 

- Exception if legal requirements to disclose. ( subpoena ) 

Objectivity - Free of bias 
- Maintain objectivity when exercising professional judgements. 
- Do not allow COI or undue influence of others impair the decision 

making process 

Professional 
competence 
and due care 

- Maintain knowledge and skills. 
- Keep up-to-date with changes in regulations 
- Continue education and work experience. 
- Undertaken tasks correctly and efficiently with care of public 

interest. 

Professional 
behaviour 

- Behave appropriately and professionally, complying with all rules, 
regulations and standards. 

 

 

 

• Topic 6  Capitalism & COI Capitalism 

Definition - An economic system in which major proportion of production and 

distribution is in private hands, operating under a profit/market system. 

- A system of human behaviour in the economic market of supply and 

demand, with minimal government control. 
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Features - Companies 

-Profit driven 

- Competition 

- Private property 

 

About 

Capitalism 

- Reason of income inequality and poverty 

- A system where businesses are controlled by people not government. 

- It all depends on how creative you are and how hard you work. 

- Capitalism promotes competition, breeds monopoly and oligopoly ( a few 

control the market ).  

- Pure capitalism isn’t practiced anywhere. Always a combination of 

socialism and capitalism. 

 

Example ---- 

Justification & 

Criticism 

Justificatio

n 

1. Natural power to property 

People have a moral right to private property. 

2. Adam Smith, invisible hand 

The greatest goods will result from unintentional pursuit of 

self-interest. 

3. Human nature & capitalism 

There is an assumption that human are rational economic 

creatures, naturally competitive and motivated by the pursuit 

of self-interest. 

4. Win-win for both producer and client 

5. Eg. Telstra, Apple, McDonald’s ( aware of new prices, 

products and available choices ) 

 

Criticism 1. Rational choice  

Assumption: economic decision is made on the rational basis 

with full information. 

2. Inequality 

Generates inequality. Many issues are around it. 

3. Free marketplace 

Competition reduced as a few control the market. 
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4. Exploitation & alienation 

Workers are paid less than they deserve. 

Unfulfilling work generates alienation among workers. 

5. Eg. Telstra, Apple, McDonald’s ( monopoly; high price; 

discrimination of low level workers ) 

 

 


