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Notice to Users

The information provided in this course is intended for educational purposes only and no other purpose,
including, without limitation, providing advice to clients or others. It is important for the user to
understand that the material in this course is generic in nature, intended to supplement other
information available in other applicable training courses, operating manuals, and operating procedures.
Users are particularly encouraged to evaluate recent advances and changes in considering whether
suggestions contained in this course are appropriate for application.

The parties involved in the creation and delivery of the course and any supporting materials hereby
explicitly disclaim any and all liability for any action, advice, or opinion that results from the use or
application of this educational material outside the scope of its intended purpose.

Users and their sponsors understand their duty to abide by the laws, regulations and policies that
regulate their specific industry, state, and locality. Users, by advancing to the content of this course, and
sponsors, by allowing users to advance to the course agree to the terms of this Notice.



©2004-2012 CDT MicroGraphics, Inc. All Rights Reserved

Promoting Financial Integrity eBook Course Page 4 of 18

Table of Contents

Other Financial Ethics Courses by CDT MicroGraphics, Inc. ......................................................................... 2

Notice to Users.............................................................................................................................................. 3

Learning Objectives....................................................................................................................................... 5

Welcome to Promoting Financial Integrity ................................................................................................... 6

Financial Integrity.......................................................................................................................................... 6

Investor and Market Reactions..................................................................................................................... 7

Sarbanes-Oxley Act ....................................................................................................................................... 8

How Misdeeds Begin..................................................................................................................................... 9

Preventing Improper Actions......................................................................................................................11

Halting Improper Actions............................................................................................................................12

SEC Investigations .......................................................................................................................................14

Conclusion...................................................................................................................................................14

Mastery Test ...............................................................................................................................................15

Glossary.......................................................................................................................................................17

Mastery Test Answer Key ...........................................................................................................................18



©2004-2012 CDT MicroGraphics, Inc. All Rights Reserved

Promoting Financial Integrity eBook Course Page 5 of 18

Learning Objectives

Studying this course will enable you to

 Describe the concepts of transparency and financial integrity

 Identify how lack of honesty and transparency in financial reporting contribute to investor flight,

price declines, and market declines.

 Identify key components of the Sarbanes-Oxley Act.

 Identify factors that sometimes lead people to make financial misrepresentations.

 Identify post-Sarbanes-Oxley factors that make it likely that misdeeds will be discovered.

 Identify characteristics of high financial reporting standards.

 Identify general ways to demonstrate your commitment to financial integrity.

 Identify some recommended actions for responding to the discovery of a financial impropriety

within your organization.

 Identify what the whistleblower protections of the Sarbanes-Oxley Act entail.

 Identify how the SEC is apt to respond when a potential reporting impropriety about a publicly

traded company is brought to its attention.
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Welcome to Promoting Financial Integrity

The goal of this eBook is to ensure your commitment to 100% honest
financial reporting. Your commitment, and that of others with whom
you work, is essential to the financial integrity of your company.

Financial Integrity

Your company is committed to maintaining integrity in its financial reporting.

Financial integrity involves reporting that is honest and clear. In other words, it is transparent—it
doesn't mask hidden meanings, data, or agendas. It allows investors a clear view of the financial status
of the company.

Your company needs you to promote Financial Integrity within the company. That means being
committed to protecting the financial reporting structure of which you are part.

Why are you needed and why should you care?

No matter what you do, your role is important. Even if you are not directly involved in financial
reporting, your job is a vital part of the big picture. To ensure transparency in the final product, there
must be a commitment to honesty and integrity on every level.

You can only do well if your company does well.

A company embroiled in financial scandal faces heavy fines, costly litigation, and a loss of stock value.
The ramifications are felt on every level, not limited to the CFO and other senior executives. Showing
concern for your company is a way you can protect yourself, your co-workers, your family, and perhaps
your community from the ripple effects of a scandal. More importantly, advocating financial integrity is
the right thing to do.

This course is not about the executives in your company. It is not about Enron, WorldCom, or any other
corporation. It's about your role at your company and how you can promote an environment that
encourages financial honesty and that does not tolerate any amount of misstatement.
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Investor and Market Reactions

Today, consumers and business customers are very
aware of the effect of investor flight from a stock. If
a financial scandal is suspected, it can take years
for litigation to resolve or for fines to be levied.
However, the effect of a perceived scandal on a
company’s stock can take only hours and result in a
loss of half its market value.

Once the stock starts its decline, a firm’s best
customers may conclude they are working with a
firm that does not have a sustainable operation. As
a result, a firm’s best customers may flee, starving

the firm of critical cash flow and battering the organization with the second punch of a rapid
deterioration in the economics of the firm. Once the flight of investors and customers begins, the
natural stage often leads to reduction in staff.

Once a company is plagued by a low stock price due to investor lack of confidence, recovery is a long
process. For stock prices to recover, investors must be willing to buy. Without the right stock price,
companies are unable to secure the investment often needed to expand. While expansion and
investment into R&D is stalled, competitors may have the opportunity to gain market share.

Honest, transparent financial reporting is key to healthy stock prices. Healthy stock prices promote
expansion, which can lead to larger market shares, growth, and increase of employment and
advancement opportunities.

Transparent financial reporting requires company-wide commitment to financial integrity. Senior
management must be 100% honest in their financial presentations. The accuracy of senior team reports
depends on 100% accuracy of information that comes up the chain to them. In complex global
organizations, achieving transparency is even more complicated.

We've looked at the impact of financial scandal on the company involved. Now let's look at the bigger
picture. In the US, the economic life of all is based on a strong stock market. The two are tied hand in
hand. We are all joined financially. The ebbs and flows of the market are felt by all people and
corporations.

The actions by a few companies can shake investor confidence so deeply that a downward spiral
develops that drags the rest of the market down and can cause a crash. For example, remember the
S&L scandal that rocked the US in the 80’s? While not all S&L’s were bad, many investors lost confidence
and began withdrawing their money from all S&L’s. The downward spiral had begun.

When there is a loss of confidence due to inaccurate or fraudulent financial reporting, years of growth in
the stock market can be lost in months. The crawl back to pre-crash levels is painful and long. While
investors have remarkable resilience to economic challenges, lack of trust is very hard to win back.
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Twenty years after the S&L scandal what do you think when you hear S&L? Chances are you think of
the scandal and you may even have an immediate reaction of distrust. Faith is easily broken and hard to
develop.

You and every member of the Financial Chain are the key to clean financial reporting. The seriousness
with which you approach this will determine the overall culture and direction of your team. Do not
underestimate the effect you can have, both positive and negative, on those who depend on you inside
and outside the firm, including friends, family, and outside investors. They all deserve your best.
Integrity matters.

Sarbanes-Oxley Act

Scandals often lead to reforms.

The collapse of Enron in 2001, followed by other financial
scandals, such as Tyco International and WorldCom, led to
passage of the strongest securities legislation since the creation
of the Securities and Exchange Commission (SEC) after the
Great Depression.

In 2002, with bi-partisan sponsorship and support, Congress
passed the Sarbanes-Oxley Act, named after its main architects.
Overall, the Sarbanes-Oxley Act dramatically changes how

publicly traded firms do business in the United States. It provides for a new governing board, new
regulations covering a number of areas, expansion of the power of the SEC and its staff, and severe
penalties for corporate executives who mislead investors.

Governing Board
The Act sets up a Public Company Accounting Oversight Board with very broad powers and a
responsibility to enforce the new law and its regulations.

Regulations
The Act sets new regulations that are to be expanded and enforced by this new board, including
standards for auditing, quality control, ethics, independence, and the preparation of audit reports for
issuers.

The complete Sarbanes-Oxley Act has 11 titles, each containing several sections. Some critical sections
address certification, code of ethics, protection of employees, and false certification.

Certification
Section 302 requires the CEO and CFO to certify, in each annual or quarterly report to the SEC, that
there are no errors or omissions and that the disclosures fairly represent the financial condition of the
company.
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Code of Ethics
Under section 406, companies subject to reporting must disclose whether or not (and if not, why not)
they have adopted a code of ethics for its senior financial officers.

Protection of Employees
Employees are protected from retaliation by Section 806 when making good faith reports or cooperating
with investigations concerning potential violations of SEC laws or regulation.

False Certification
Section 906 imposes criminal penalties on CEO's and CFO's for knowingly or willfully making false
certifications pursuant to Section 302.

Since the integrity of a stock exchange depends on the integrity of each company listed, stock exchanges
have a vested interest in promoting good governance and transparency among companies that trade
through their markets. Sarbanes-Oxley leverages the power of the exchanges by requiring them to de-
list any company that does not comply with clean reporting requirements. De-listing has serious
consequences for a publicly traded company.

It is important to know that should you be faced with the need to report impropriety, there are many
factors backing you up. They include changes in investor attitudes, the harsh realities of the markets,
pressures placed on financial officers, and potential actions by listing exchanges.

The CEO's and CFO’s income and liability are now on the
line. The CFO and the Audit Committee have been made the
financial watchdogs for the enterprise. They have a vested
interest in discovering financial improprieties.

Before Sarbanes-Oxley, financial restatements were
frequent occurrences without negative consequences. Now,
filing a restated financial triggers an SEC investigation, and
possibly, sanctions for the chief executives. It signals that

the CFO does not have control, the firm's divisions may not be committed to transparency, or that the
auditors and the firm may not be in agreement.

While errors must be corrected when found, there is more pressure to get it right the first time.
Everyone in authority needs to have each and every member of the financial team reporting clearly and
cleanly. The Act defines financial information broadly to include any business information used as the
basis of an investment decision, business analysis used to run the business, and all information given to
stockholders. Just like financial data, all such information must be of the highest integrity. Therefore, the
need for integrity and transparency go beyond the financial team.

How Misdeeds Begin

Why do good people make misrepresentations? They are subject to a lot of pressures. Pressures can
easily give way to "small indiscretions," especially when people rationalize that they are insignificant
parts of a much larger whole.
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Some pressures that tempt misstatements include pressure
from management or coworkers to make their team look
better, desire to receive bonuses and other performance
based rewards, desire to protect someone or some group,
desire to cover up a bad decision or action, and pressure to
stay on the fast track to promotion.

Misrepresentations begin with simple changes to mask,
protect, or impress. The perceived advantages of these
adjustments include a simple way out of a problem and
avoiding the need to address a problem. Small adjustments
can easily be rationalized by thinking that numbers will even

out over time. In other words, use it today, borrowing from tomorrow.

Unfortunately, tomorrow is often not better. One misrepresentation usually opens the door for greater
misstatements. Problems can snowball. One problem with trying to conceal or delay bad news is that it
deprives management and investors of the opportunity to make corrections early. Later, the original bad
news may become worse, and it can be too late to implement the same correction or to recapture the
additional losses.

Companies have great success in using team competition to boost productivity and profits. However,
sometimes the group dynamics may inspire bad reporting if members feel an urgent need to promote or
protect the group. When the group is in protection mode, there is very severe pressure to conform.

Where reporting standards are low, the likelihood of
problematic reporting is high. Things are not always clearly
black or white. It may take time to realize something is
headed in the wrong direction. Sometimes missteps are so
small and gradual that they don't draw attention.

When the realization does hit, that is the time to bring the
matter into full light. Delaying gives culpability the
opportunity to attach to you. Don't acquiesce by your
silence.

Today, it is more likely than ever that eventually the truth
will prevail. Misdeeds are discovered in number of ways such as management scrutiny, systems of
checks and balances, internal and external audits, and through Individuals who are more apt to
question.

Management Scrutiny
Gone are the days of forwarding numbers up the financial chain without scrutinizing them. For
advancement, managers must have spotless reporting records in addition to outstanding leadership and
economic achievement.
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Checks and Balances
The financial and analytical systems have many checks and balances. At some point, misstatements will
stand out, including those that have been compounded over several reporting periods. Something will
not add up or flags will be raised.

Audits
Both internal and external auditors are highly trained and have systems for detecting trouble spots and
misstatements. Their extensive experience makes certain idiosyncrasies more easily found.

Apt to Question
As the problem increases, it begins to touch people who just will not lower their standards or ethics to
conceal it. The goal of this course is to reinforce their ranks with even more ethically committed people.

Preventing Improper Actions

Financial reporting that meets high standards is relevant, clear, complete,
and backed by reliable data.

Relevant
Honest financial reporting includes standard reporting information as
well as business analysis data of all relevant types.

Clear
Financial reporting and analysis provided to outside investors should be
as simple and clear as reports given to senior management and the
Board. It should be in a standard format that facilitates understanding.

Complete
Reports must be sufficiently complete to provide stakeholders with a basis for making informed
decisions.

Reliable Data
There should be no difference between the data used to manage the corporation and that being
reported to stockholders.

Certain organization conditions ensure fair and accurate reporting. Everyone in the “financial reporting
chain” must be committed to the honest and clear presentation of the data for which he or she is
responsible. Nothing can take a higher priority.

Each person in the “financial reporting chain” should have a clear path to how the information he or she
contributed is used in all subsequent roll-up of data. This permits contributors to verify that information
being presented to the outside world is transparent. Every member of the organization can help to
prevent misdeeds before they happen by insisting on financial integrity.
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Every improper action begins with a first step. First steps are not apt to happen in an environment
where impropriety is not welcome. By voicing and demonstrating your commitment to ethical behavior,
you can deter that first step.

How do you demonstrate your commitment to financial integrity? You apply high reporting standards in
everyday actions. You make clear to everyone that you have high reporting standards. Finally, you let
others know you will stop any attempt at manipulation.

Recognize the daily opportunities you encounter to practice high standards, and then, act on them.
Assertively applying and defending high standards becomes easier with practice. By declaring your limits
in advance, you will deflect pressures others may wish to place on you. Psychologically, you will be
better prepared to take the right steps when the need arises.

When you let others know that you will report impropriety, you leave no opportunity for anyone within
the group to even broach the subject. It is easier to stop initial steps before they turn into clear
improprieties. If you stand your ground in the beginning, you may not face the need to report someone
later.

Halting Improper Actions

If you are aware of an improper action, you can be assured of one thing—you will be drawn in!

Why? Because sooner or later, an investigation will follow.

You can control your destiny by deciding on what side of the
investigation you will be. Do you want to be among those in
the right or among those in the wrong? You can end up
among those in the wrong by taking a single active step to
further the wrong doing or by acquiescing in the wrong-
doing by failing to speak up.

While it may be troubling to discover wrong doing, don’t let some else’s transgressions lead you into
despair. Give priority to your obligations. Stay calm and professional at all times. Don't jump to
conclusions. Act promptly and confidentially. Finally, be sure to document your communications.

Remember that you have an obligation to yourself, your family, the company, and the investors who
depend on you. Your company's Code of Conduct may provide guidance. Don't stray from the facts you
know. If you are not sure, but feel there may be a problem, it is critical that you still report your
concerns. However, clearly communicate what are your "concerns" and the limits of your information.
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Keep copies of your documented communications in a safe place in case you need them later.
Once you have made a report, let the process run its course. The appropriate investigative team will do
its job and make an objective determination. During the investigation, be sure to cooperate with the
investigators, leave the investigation to them, and maintain strict confidentiality. Once you have made
your report, ask to be kept informed of the progress.

What does strict confidentiality involve?

First, keep conversations and activities confidential between you and the investigative team. Talking
with others may involve them unnecessarily in the investigation or may taint the recollections of
potential witnesses. Also, don't discuss or even allude to improprieties with outsiders, in chatrooms, or
to the press. This can impede the investigation and be a disservice to investors.

Make your report only to the appropriate person or group. This will vary with each organization and set
of circumstances. If the problem does not involve your immediate supervisors or their managers, and
you feel these leaders will act professionally and responsively to your concerns, it is best to get them
involved. The company's internal audit team can be a good resource for reporting improper actions. This
is what they look for, and the company has deemed them responsible for being a guardian of the
financial reporting chain.

The CFO of your corporation has a vested interest in insuring 100% clean financial reporting. The CFO
will be very interested in any improper actions, and have the capacity to investigate quickly.

The Chief Compliance Officer (CCO) of your firm is tasked with insuring all employees are abiding by the
law. Since the CCO generally reports directly to the CEO, you will be reaching a very high level person
who has the capacity and the duty to investigate and make things happen. Many firms have a
designated hot line that directs calls to the Chief Compliance Officer.

Reporting outside your organization or to your Listing Board is a big step and should only be seen as a
last resort. If you do not feel your own organization is listening or acting on your concerns, or if you feel
you are being targeted for coming forward, your last resort is to talk confidentially to government or
listing organizations concerned with the situation. Specifically, that would be an investigator for the SEC,
NYSE, or NASDAQ.

Those who make good faith reports or who cooperate with investigations concerning potential
violations of SEC laws are protected by the whistle-blowing provisions of the Sarbanes-Oxley Act.
Employees who make protected disclosures are protected from being discharged, demoted, suspended,
harassed or discriminated against in any other way.

Retaliation can be punished with additional corporate and/or individual penalties, beyond those
imposed for the original transgression. Disclosures to a supervisor, company official or investigator,
federal regulator, or member of Congress are protected. However, employee complaints to the news
media alone are not protected under Sarbanes-Oxley since they are not considered to be
whistleblowing.
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SEC Investigations

Once a publicly traded firm has uncovered an improper reporting scheme,
it will quickly bring it to the SEC’s full attention to fulfill its self-reporting
requirements. At that point, the SEC and the firm's management will
decide on who should take what actions. Quite likely, the internal
investigation will be turned over to the SEC.

Once the SEC concludes its investigation, the SEC will secure a finding, and
seek remedies and sanctions against those involved in a well-grounded
complaint. Reports of SEC actions are posted on the SEC web site to make
sure the public can find out about them.

Criminal and civil penalties can be imposed on corporations as well as on individuals involved,
depending on their roles. Individuals who are prosecuted under SEC laws face criminal and civil
penalties, legal expenses, civil actions to recover losses incurred by injured parties and irreparable
damage or an end to their careers.

Conclusion

Here is the bottom line. First, taking part in financial deception is not good for you or the company.
Second, your commitment is required to ensure financial integrity.

Taking part in financial improprieties is a good way to stop your career dead in its tracks. Lapses in
economic achievement can be corrected, but flaws in character will not be overlooked. Anyone who
wants to advance must have an impeccable record when it comes to honest financial reporting.

It is not enough to do your part; you need to be an advocate who helps everyone on your team to
achieve 100% honest financial reporting. Protecting the company, its employees, and its stockholders
requires everyone's commitment and vigilance.
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Mastery Test

1. What is the major objective of financial integrity and transparent reporting?

A. Masking hidden meanings.
B. Allowing investors to get a clear view of the financial status of the company.
C. Providing jobs for auditors.
D. Presenting data to investors in the most favorable light possible.

2. Lack of honesty and transparency in financial reporting can lead to: (Select all that apply.)

A. Long-term investor confidence.
B. Loss of investor confidence.
C. Loss of investors and lower stock prices.
D. Generalized loss of confidence that drags down the market.

3. Select each true statement about the Sarbanes-Oxley Act. (Select all that apply.)

A. It affects primarily privately-held companies.
B. CEO's and CFO's must certify the financial integrity of financial disclosures made to the SEC.
C. CEO's and CFO's face criminal penalties if they knowingly or willfully make false certifications

about financial disclosures.
D. Companies that are not in compliance with transparency requirements can be de-listed from a

stock exchange.

4. Which of the following can contribute to persons making a misstatement of facts?

A. Desire to cover up a bad decision or action.
B. Desire to hasten bonuses and other performance based rewards.
C. Pressure from management or coworkers to make their team look better.
D. Desire to protect someone or some group.

5. Since the Sarbanes-Oxley Act was enacted, what are some factors that make it likely that financial
misdeeds will be discovered? (Select all that apply.)

A. Systems of checks and balances
B. Internal and external audits
C. Individuals are more apt to question
D. None of the above.

6. Financial reporting that meets high standards is: (Select all that apply.)

A. Relevant
B. Clear
C. Complete
D. Backed by reliable data
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7. Which of the following are ways to demonstrate your commitment to financial integrity?

A. Apply high reporting standards in everyday actions.
B. Make clear to everyone that you have high reporting standards.
C. Let others know you will stop any attempt at manipulation.
D. Always comply with group pressure.

8. Suppose you become aware that your manager has made "improvements" to the data you reported
to him in order to make financial performance of your division look better to investors. You should:
(Select all that apply.)

A. Do nothing unless someone else reports it.
B. Wait to see if it happens again.
C. Make a report, clearly communicating what are your "concerns" and the limits of your
information.
D. Document your communication.

9. The Whistleblower Provisions of the Sarbanes-Oxley Act will protect your from retaliation from
which of the following? (Select all that apply.)

A. A good faith report made to your supervisor about a potential SEC law violation involving
someone in your department.
B. A good faith report made to a newspaper reporter about a potential SEC law violation involving
your company.
C. Good faith testimony given to a Congressional committee investigating potential financial
misdealing.
D. A good faith report given to your company's CFO about a potential SEC law violation involving
your manager.

10. If an impropriety concerning financial reporting by a publicly traded company is brought to the
attention of the SEC, what can you expect to follow? (Select all that apply.)

A. The SEC will fully investigate only if the matter affects enough investors.
B. The SEC will investigate both large and small complaints.
C. After investigation is complete, the SEC will make a finding.
D. None of the above
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Glossary

Audit Committee
A committee (or equivalent body) established by and amongst the board of directors of a publicly traded
company for the purpose of overseeing the accounting and financial reporting processes of the issuer
and audits of the financial statements of the issuer. In some cases, the audit committee is the same as
the board of directors.

CCO
Chief Compliance Officer

CEO
Chief Executive Officer

CFO
Chief financial Officer

NASDAQ
National Association of Securities Dealers

NYSE
New York Stock Exchange

Sarbanes-Oxley Act of 2002
A federal law passed in 2002 that is also known as the Public Company Accounting Reform and Investor
Protection Act.

SEC
Securities and Exchange Commission

Transparency
Honest and clear financial reporting that allows investors a clear view of the financial status of the
company.

Whistle-blowing protection
A law that protects employees who report illegal activity from being discharged, demoted, suspended,
harassed, or discriminated against in any other way. The Sarbanes-Oxley Act has strong protections for
whistle-blowers.
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Mastery Test Answer Key

1. Correct: B
2. Correct: B, C & D
3. Correct: B, C, & D
4. Correct: A, B, C & D
5. Correct: A, B & C
6. Correct: A, B C & D
7. Correct: A, B & C
8. Correct: C & D
9. Correct: A, C & D
10. Correct: B & C


