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Financial Accounting Principles and Analysis
Ethics Case: CTI.9
a. [bookmark: _GoBack]Why do you think rules exist that restrict auditors from investing in companies that are audited by their firms?
Rules exist that restrict auditors from investing in companies that are audited by their firm because the information presented in financial reporting would lack credibility. These rules are implemented to ensure that auditors operate in an honest manner and avoid conflict of interests. When an auditor invests in a company, the probability of conducting an effective audit is very low because they are focused on protecting their interests, rather than those of the firm. Rules exist to ensure that financial credibility is sustained and that financial accuracy is achieved. From an ethical perspective, auditors are considered as independent players. In this context, independence ensures that they do not have conflict of interests. According to Weygandt et al., the independence of auditors is important because it allows them to act independently and in an unbiased manner. Independence allows auditors to exercise objective and impartial judgment on all issues regarding accounting. 
b. Some accountants argue that they should be allowed to invest in a company’s stock as long as they themselves aren’t involved in working on a company’s audit or consulting. What do you think?
I do not think that accountant should be allowed to invest in a company’s stock because this establishes an environment where the concept of independence is violated and that there would be a conflict of interests. I think that it would prompt them to make uninformed decisions.
c. Today a very high percentage of publicly traded companies are audited by only four very large public accounting firms. These firms also do a high percentage of the consulting work that is done for publicly traded companies. How does this fact complicate the decision regarding whether CPAs should be allowed to invest in companies audited by their firm?
The fact that most of the publicly traded companies are audited by four very large accounting firms implies that the probability of a CPA to invest in these companies is high. Having these four public accounting firms limits the opportunities for CPAs to invest. This fact also complicates the decision on whether CPAs should be allowed to invest in these companies because the chances that they will audit these companies and provide consultations. 
d. Suppose you were a CPA and you had invested in IBM when IBM was not one of your firm’s clients. Two years later, after IBM’s stock price had fallen considerably, your firm won the IBM audit contract. You will be involved in working with the IBM audit. You know that your firm’s rules require that you sell your shares immediately. If you do sell immediately, you will sustain a large loss. Do you think this is fair? What would you do?
I think that this is unfair because the price of the shares is very low, and thus will be sold at a loss. Also, it is unfair because I have invested in the company in the past two years. As a shareholder in the company I have the right to sell my shares at the time I deem right. However, because my employer requires me to sell the shares immediately, I would sell them to ensure that I remain employed and that I uphold the rules implemented by the SEC. 
e. Why do you think PricewaterhouseCoopers took such extreme steps in response to the SEC investigation?
I think that the company took such extreme measures to ensure that financial integrity was restored. Firing 10 employees would ensure that all its employees have a better understanding on how to invest and avoid ethical issues. Training the employees would ensure that they are aware of investment rules implemented by SEC. Another reason why the company took extreme measures was to maintain its name and capabilities to conduct effective audits. Failing to take these measures would prompt companies relying on its services to lose trust and loyalty. This could lead to lose of revenues because publicly traded companies would seek services from the other three major public accounting firms. 
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