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1. Written Communication Approach]|
Introduction [XC®IZ

There 1s good reason why accounting is often called “the language of
business”. Annual reports, auditor’s reports and corporate profiles are
used to communicate the health of a corporation. These documents
offer more than just numbers. They use the written word as well. It is
essential for accountants, and all business people, to have the ability to
communicate effectively in writing. There is no better illustration of
this than the infinite number of business problems arising from poor
communications. The AICPA has, therefore, established that all CPA
exam candidates must prove their ability to communicate effectively in

writing.

For many candidates with English as a second language this task
causes worry. And while this is understandable, there really is no need.
In this course, we will develop and practice a structured method for
answering written communications CPA questions. Through dedicated
study and consistent practice of this method, most candidates will
realize that the written communications (WC) section can actually

help to improve their CPA score.

1. Course Objectives: =— D BiE

There are 3 main objectives for this course:

RO 3 SEBIRA ® Provide candidates with a method to answer WC
THILhART— questions.
AD BT, ® Improve writing ability through practice of this
F [EOES T method.
* BIEOHE ® (Qutline other writing and study considerations.
- T OB EEIH
1
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2. Candidate’s English Level& Goal #&H DIEEEL~/VIZR Uiz I —b

Of course, among non-native English speakers who attempt the CPA
exam there is a varied range of English abilities. Depending on the

candidates level, they should have a specific goal.

Category 1 - increase total exam grade

These candidates are very comfortable with English. They
should use the WC section as an opportunity to improve their

overall grade.

Category 2 - maintain total exam grade

Although not perfectly comfortable with English, these
candidates do have a relatively good level. They should use
the WC section as a way to maintain their overall grade

already achieved on the multiple-choice questions.

Category 3 - minimize damage to exam grade

These candidates find English quite difficult. Their comfort
level is low. These candidates must use a strategy that helps
them to minimize the damage of the WC section. As we will

see later, the Short & Simple approach will work best.

It 1s important that you be honest with yourself when choosing your
category. Don’t be too modest. Simply ask yourself - how comfortable
am I writing short and simple English sentences? Remember, there is
no need to write long and complicated English. Just keep it Short and
Simple.
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3. Time Management for WC ¢ 8

Time management is a critical factor for the CPA exam. Candidates
will need to set time objectives for each section. As well, you will need
to allot a certain amount of time specifically to the WC section. The
amount of time you require will depend on what level of English you

have.

The exam is 180 minutes in duration. The WC section is worth 15% of
the exam. So, a person might be tempted to only allocate 27 minutes to
this section (180 x 15%). This would most likely be a mistake. WC
questions require you to think about the question, write down an
outline, write the answer and check it. This is a longer process than
simply answering a multiple-choice question. We recommend that,
depending on your English level, you dedicate 45 to 60 minutes to this
section of the exam. There are 3 WC questions, so 15 to 20 minutes for

each would be a good target.

Candidates in Category 1 & 2 above can aim for fifteen minutes per

question. For those in Category 3, twenty minutes would be a better

target.
Breakdown:
Preparation - 4 minutes
Write Introduction (topic & thesis) - 1 to 2 minutes
Write Content - 8 to 11 minutes
Conclusion & Check - 2 to 3 minutes

WC1 %472 v MAX20 53 F2 &% T9,

Preparation

Write Introduction & AFEFLARIZ 1~2 43

Write Content EZH /3Ll iZ 8~11 47

15 to 20 minutes

LR YE(R I 4 53

Conclusion & Check f&#wacik & FE LIZ 2~3 % 3

Lind 0 EHA,
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4. AICPA Requirement

AICPA has stated the following: WC TER XI5 H D

Starting in January of 2011, written communications will be examined
only in the BEC section of the CPA exam. It will be graded mainly for

writing skills once a minimum content threshold has been achieved.

The written response to the question posed must be:
e On topic
e Address the concept (not just restate the
concept)
¢ Contain a clearly identifiable thesis statement
¢ (Contain developed main and support ideas
¢ Grammatically correct

e (Contain correct punctuation and spelling

The first four of these points will be the focus of our essay writing
method. Through good structure and organization students will be able
to present essays that do all of these things. Using the Short & Simple
sentences approach, as well as, the spell-check function, candidates
can cover the two remaining points. However, before learning the

method, we must first understand what the focus of the WC section is.
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5. Focus fICEAZBLR&EMN

Primary Focus - ENGLISH

The main focus of the WC section is English, not accounting. Graders
want the candidate to prove their writing ability, not their accounting

knowledge. The critical areas are:

® Organization: Thesis/Overview, Paragraph Structure.
® Development: Details, Definitions, Examples.

® Expression: Grammar, Spelling, Word Usage.

In the following pages we will examine how to create a thesis
statement and how to assure that candidates stay on topic. As well, we

will examine how to provide supporting details and examples.

Secondary Focus - Accounting/Business

® On Topic

® Incorrect on topic vs. Correct off topic

The accounting/business focus is secondary, but it is still critical that
candidates provide answers that are on topic. Even if the content is
incorrect, the English points can still be gained if the answer stays on
topic. However, if the answer is off topic, then the candidate will
receive low grades for both the accounting content and the English

communications.

So, in short, candidates must prove their English writing ability by
producing a well-structured essay on the topic specified in the

question.
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Corporate Governance ~internal Controls and Enterprise Risk Management ~

Board of Directors and Officers

Sarbanes-Oxley Act of 2002 (SOX)

Internal Controls (IC)

Enterprise Risk Management (ERM)
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SUMMARY NOTES

1. BOARD OF DIRECTORS AND OFFICERS (Exf#{& = & #17#%)

| @ Board of directors (R#&R%) |
In;f%%%%‘}tgs @ Audit committee (BXEEZE S
T ® Nominating committee (54 ZEE %)
FEA EE % @ Compensation committee (¥RHZEE2S)
Oversight l (BE18)

® Officers (BUTE)
(= Management -+ £ %)

A. Board of directors (ERf#{E<)

Among the specific duties of board of directors are the appointment, removal, and oversight of
officers; amendment and repeal of bylaws; fixing management compensation; initiating
fundamental changes (e.g., merger) to the corporation's structure (e.g., mergers); and
declaration of dividends. Directors (board of directors) are fiduciaries of the corporation and
must act in the best interests of the corporation (fiduciary duty).

Board ®» £ 720513, officers DIE(L: - AfE: - Bt HBRERDETE - FEIL. FEMBMOPIE.,
MO EBEGEERE (WNAHFE) ORE, BHREFIIKS, director TR0 ZHEE L
LT, SHOREBRRICZ2D E5XTH Ladhide sy (EREH).

Fiduciary duty ({5383%%)

meﬁwm(ﬁﬁiﬁ)||DmydwaW@£%%)

B. Officers (B1171R)

Officers are corporate agents. Officers, like directors (board), are fiduciaries of the
corporation and must act in the best interests of the corporation (fiduciary duty).

Officers 1%, (fXHEEL) SHOREBATH S, officer (X, director (board) & [Akk, StEDZ
HEL LT, SHORBERERICRD LIITH LRThER o2 (EREH).

1A-3
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SARBANES-OXLEY ACT OF 2002 (SOX) (20024 —~AY X - 4 X 1) —ik)

A.

B.

C.

Three financial reporting issues (3 DD E £ DIERE)

SOX seeks to restore investor confidence by ensuring transparency for the following three
financial reporting issues.

SOXEZ, UTDIDDHBH/E LOREICH T 2FHMEAT (BN 2RI LICK
0. BEHTLIBREROEBORIE L KD D,

— 1.

— 3.

Information on the audit committee’s competence.
audit committee DEFEEAIZEIT 5 1E#H.

Information on the ethical behavior of the senior officers (CEO, CFO, or a similar
position).
E#H#®%E (CEO. CFO 72 L OfkE i) DMEBRIFTENCEI T 215,

Information on adequacy of internal controls.

PN AR AE ] 0D 22 24141 B 5 % 1 e

Yo T OFEWRBRE I (enhance) T5Z LICE - T, [EEETE S8 FHERSE (reliable

financial reporting) X/ N F[EL 725,

Title I. Public Company Accounting Oversight Board (PCAOB) (¥ 1E ARS#tStER
FBR)
1.  Establishment of the PCAOB (PCAOB ME%31)

The Sarbanes-Oxley Act established the Public Company Accounting Oversight
Board (PCAOB) to control (regulate) the auditing profession and oversee the audit of
public companies that are subject to the securities acts.

SOXEILL-oT, BEEEREHRHIL. FEHHENILEOWHEH %51 5 public companies @
EhadET 2EAENOEBEHEHN TSP CAOBMRRIL ST,

Registration with the PCAOB (PCAOB ~M &%)

Only a registered public accounting firm may audit public companies and prepare
auditor’s reports.

PCAOBIZE#HRZ LEKFEHER (BEEEAN) 7172 public companies D2 % Ffii
LTHEAREELERT DL ENTE D,

Title lll. Corporate Responsibility (55 3E 1D HEE)

1.

Public Company Audit Committee (ABSHNDEEEZESR) — Section 301.

Public companies are required to establish an independent audit committee.
ABEHIE, I L 1= audit committee % % {E L 72 1T HUiE 72 B 70,

Yo Audit committee D A N —£ B35 ERFER (independent outside director)
TRFNE R nEns Z & !

© Becker Professional Education Corporation All rights reserved.
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Audit committee

Independent Independent Independent Independent Independent
outside outside outside outside outside
director director director director director

Oversight Oversight Oversight Oversight Oversight
! J J i !

@ Accounting and reporting process operated by the officers and other employees.
Officers L (B IC L 25 - HRE T LR,

@ Process of the financial statements audits performed by the external auditor.
BN (RFL - BEREAN) LM BREREEIOER,

The audit committee is directly responsible for the appointment, compensation
(audit fees) and oversight of the audit performed by the auditor.

Audit committee i3, BEEA (SFFL - BEEIEAN) OFE, BEEHRIM. S LOEEEZED
BERIISDWTEERERZA .

Each member of the audit committee must be a member of the board of directors and
must be independent of the issuer.

Audit committee D4 A 3 —F, IR— KA /83— (board member) T7Z2iF L7 597,
Mo issuer /> LRI L TV TR B 7R,

[ s 0 X#%ME % Independence criteria - 2 DDMITH DL |

a. Each member can only receive compensation for his/her position on the board
(outside director) and cannot receive any other compensation (consulting or
advisory fees) from the issuer.
| 88 (compensation) [ZEA¥ % #:# | Audit committee D45 A > 3—%, A EREER
ELTOIHMBMLUNDIRE (2> VLT 1 78 7 RAA ¥ Y —K5E) % issuer A
52T > TIEE S ALY,

b.  Each member may not be an affiliated person of the issuer or any subsidiary.
[ R (affiliation) IZBEF 2E# | Audit committee D45 A /3—(3, issuer E /-1
ZOF=HtOREREGRE TH o TTHELAL,

Executive Certification (R2EZICL3EEZE)

— Section 302.

Both the CEO and CFO must sign and certify accuracy of disclosures regarding the
financial reports and internal control in the reports filed to the SEC.

CEO & CFO ififix., SEC [T T2 LA — MY A oL, MBEREE L EKEHIC
BT 2l FENERTHICLEEE L 2T TR B6R 0,

1A-5
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D. Title IV. Enhanced Financial Disclosures (¥ 4 E B #IE®EATD®IL)

1. Enhanced Conflict of Interest Provisions (Fl#5fH X HE D 5f{k) — Section 402.
It is generally unlawful for an issuer to make personal loans to directors or executive
officers.
k23 director FOEBICEABME LT O OFRAILE L TEETH D,

— Exceptions (4 — Director EDO&BICAIEZ L TH I WIEEH)

a. The consumer credit loans are made in the ordinary course of the business
of the issuer.
HEHESREL SN, BEOEEXBE (HFIG) OHEMRNT director
FICRE E 1T o IR E R WIGE,

b. The terms of the loans are made available to the general public and are no
more favorable than those offered by the issuer to the public.
—HRIGR T SR B e RtEIC L D director DO REVE SEDS . — AR KR
OGS TEATREWNES,

2. Management Assessment of Internal Controls (¥%7& & (2 J % PIEBHE I F )
— Section 404.

The management is required to contain the internal control report (management’s
report on internal control) in each annual report and include the following.

e F 1L, annual report [ZHE#HHICEAT 2R EFREELZ M LUT 2R LR TN
(ERAYCRAAN

a. Management assumes responsibility for the internal controls.
BEEN, AHRGEOBEEETCHD Z &,

b. Management has made conclusions with respect to the assessment of the
effectiveness of the internal controls.

BREE2., NG OFEICET 250 L B TR T EZ LD &

The auditor is required to attest the assessment made by the management (internal

control audit).

Auditor (%, #XEFIC KD NEHH OFMIC oW CEEIEALAZ TR

B, (REBHEHEE).

Y¢ Auditor (%, management |Z & 2 NI O effectiveness ORIl v A% F = > 7
L., JEAIZAESHEH OBER PRz 5E L T, RBHFIEERSEE (auditor’'s report
on internal control) % {Efk - BHZR L7227 M7 & 720,

1A-6
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Code of Ethics for Senior Officers ( %% B O i FHR)
— Section 406.

An issuer (public company) is required to disclose whether the issuer has adopted a
code of ethics (code of conduct) applied to senior officers (CEO, CFO, or a similar
position). If the issuer does not adopt, the issuer must disclose the reason why the
issuer does not adopt a code of ethics.

NS, EHEE (CEO, CFO, EiXF%EO&N) ICEAINLMERE (1T

HB) Z2RITTCVEINELZERLARTER S 20, BEHEELABEVNEAICIE. Z0
BRAZRLARTIERS R0,

Disclosure of Audit Committee Financial Expert (%:#&Z& B2 OMBHMAZICHET 5BR)

— Section 407.

a.

At least one member of the audit committee should be a financial expert to
enhance the level of financial sophistication and its oversight function.

Audit committee D BFFERIZTENE: - BEEDO L AN EM EL, b o CEREIELZHD
L1, AAN—DORIIHBEMREZ 1BUEED LS TH D,

An issuer is required to disclose whether the audit committee is comprised of at
least one member who is a financial expert. If the committee does not have a
financial expert, the issuer must disclose the reason why the committee does not
have a financial expert.

Issuer (%, audit committee ® A > /3— D H1Z financial expert 28 1 4 L B\ 5 02
MZHOWTEIR LA HIER S22, financial expert XN E WSS, TOER%E
BAR L7 ALid 72 5720,

Typically, the qualification is determined based on the candidate’s mix of
education (knowledge) and experience by the board of directors of each issuer.
5O 5 2td board 73, BAHIEHEOHKE (K@) LRHBRERZLZ L LITHEENL O 2
W 5,

e.g., Experience with internal accounting controls.

REICET SRBRFERFT ORI H D 2 &,
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E. Title VIII. Corporate and Criminal Fraud Accountability (5 8E &£tt& & UHIEFEHRIZES
¥H5EME)

1.  Criminal Penalties for Altering Documents (CCE X A4 2 2HEE)
— Section 802.

a. Auditors of issuers are required to retain workpapers and other supporting
documents for at least 7 years from the report release date.
auditor (&Ftt - EifkA) 13, workpapers & L UBH#EEHFZ, LR
— FEITH D 7TEUEDHIRICH Tz > THRE LT i b,
— Failure to retain workpapers will result in a fine, imprisonment for not more
than 10 years, or both.
auditor 2% workpapers DOIRERBIER L7Ha. Sigb L IZ10E
FOEE, FiFzomARRIND,
(B4 (investigation) OWiER CBERBI A, I, ME, BEDOEE, S
H L IF20FELUTOERE, £ Z20OMADRE SN D RICHER!)

2. Securities Fraud (GIFZ7E k)

Any person who knowingly executes securities fraud will be fined, imprisoned not more

than 25 years, or both.
FERFEIR AL L7e# (MGE 12 LR — Mo fh#oR% Lz CEO < CFO %) I3,
£ L IBEUTORE, $-3FOmMANEEND,
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lll. INTERNAL CONTROLS (IC) (N&R#t#HI)

A.

Committee of Sponsoring Organizations of Treadway Commission (COSO -+« kL v k™
IMEESXENBEESR

The COSO (formerly, a private sponsoring organizations of Treadway Commission) internal
control framework is comprised of 5 components and relevant 17 principles that to help
public companies assess the effectiveness of internal controls over financial reporting.
Use mnemonic "CRIME" to memorize these 5 components.

COSO (% & % &1d Treadway Commission @ RREIXZIBHER) OWNEHH 7 L — 20— 2713,
5 DDEMES (components) L 17D REEA| (principles) 7° 5720 . ABSIENHFRE(C
RA5RNEHBNOENEDOETE 21T 5 BRoEE 2181 5,

Y 520 component DIEFEEE (mnemonic) (X, CRIME (Control activities, Risk assessment,
Information and communication, Monitoring activities, Control Environment),

Definition and 3 objectives of internal control (RE#EHIDEZ E 3 DD EK)

Internal control is a process, implemented by an entity’s board of directors, management
and other personnel, designed to provide reasonable assurance (not absolute assurance)
regarding the achievement of its operations objectives, reporting objectives, and
compliance objectives.

NER#EHI & (X, 240 board, MEFEB LOMERICL > THEMz, EHEEM. |REEM.
BLEOAVTISA 7o RBHOERICEEMARIE (ExHRETIIRL) 252572010
frehizFReRch s,

1.  Operations objectives (% H &)

Effective and efficient operations.
MR ONEMLGEFEE T2 B/,
— PNERHEHIL. £EB1ZEDER (achieving performance goals or targets) <°, #&#&
EiBEDRE (safeguarding entity resources) (237D,
2. Reporting objectives (5 A #Y)
Reliability of reporting. (including external and internal, financial and nonfinancial
reporting).
WEDEREICET 2 AR, UM - NEERE . M5 - EMBRE L ET,)
3. Compliance objectives (27747 L ZAHR))

Compliance with applicable laws and regulations.
RELETDIRSF B3 2 B,
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5 components of internal control and 17 principles associated with each component

(NER#EH] > 5 D0 components & % component (ZBE 9% 170 principles)

1.  Control Environment (fi#|¥%5) — EBOCA! |1&HEE !

@O Commitment to Ethical values and integrity (fRERE L HEMICH T2 I v A B)

@ Board independence and oversight (Board Dl 7% & EE4H)

@ Establishing Organizational structure (#B#gi#8:& D)

@ Commitment to Competence (EFIEENICXITHa2I v b AU })

® Accountability (F{F)

2. Risk Assessment (1) X% ML)

® Specify objectives (H R DHE)

@ Identify and analyze risks (U 2 7 OKE & 434T)

Consider potential for fraud (“R1E ™ "] fe: D HiFt)

© Identify and assess changes (Z5 5 FIH O ¥ E & FFA1h)

3.  Control Activities (#fi%EEl)

Select and develop control activities G fil7E B O R & #4K)

@ Select and develop technology controls ( I T DK% B DR & i)

@ Deployment of policies and procedures (5 &t & Tl L 2 KIS D BEH)

4. Information and Communication (1§} & 155%E)

@ Obtain and use information (fF#H o AF & FIH)

Internally communicate information Gk PN~ D 15 s )

@® Communicate with external parties (SMEEIIRE & O IFHIEE)

5.  Monitoring Activities (=41 > %) [2BBICEE!
Ongoing monitoring and/or Separate evaluations (AEME=4 1) >4 L IR RFEE)
@ Communication (reporting) of deficiencies (F{EDIEE (RE))
C. Limitations of internal controls (R&R#EH DER)

— 1.  Limitations of internal controls result from the realities that human judgment in decision
making can be faulty. Controls can also be circumvented by collusion of two or more
persons and the management or managers could override the internal controls
(management override of internal controls!).

WEHH ORFIT, ERREZITI ABOHM I RICE>TAEL D, o, HHOZE
(FHE LIEER, WERLBE - EALRE) PHEL THREIFRaEEE Ly | #&
BEDPHEH TR ERT S (BYET D) BEhbdd (BEBRICEISIHNEHFEIFHED
mi8 (EHME) ! o
Yo T ABOREFEITRECEGE OMBRMED LTV S/ SH T, REE B
Bl Bz AT 5 (k3 2) VRAIZBREL RDMMICH D,

— 2.  The internal control system may also break down because of a number of reasons
including simple errors or mistakes.

PSRRI & A7 A%, B 7 —RI AL -oTHEIVTEHI b H D,
1A-10
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3.  Theinternal control system cannot be perfect because of cost constraints.
VAT LOMHEIZE 2> TAR POFIZ 21T 5 DT, ERLWIILH > AT L3R,

4. Moreover, the uncertainty* of future events and competence of the employees
responsible for its functioning may limit the effectiveness of the internal control system.
SHITIERDOFERORHERECHLEOEMGEN (DRR) T THAEMETHIRS
TLEI,

* uncertainty « REFEN — BEMHESR (potential events) MNEATE(LT 22 E 5 > AAARB AR,

—> ¢ These limitations may preclude management and a board of directors from having
reasonable assurance regarding achievement of the entity’s objectives.
INHDORRNRH D700, BEE L board [(ERHDBMERICOVWTEEMRIEEZFES S
ENTELELGEIBENR® D,

Effectiveness of Internal Controls (P&} #kHI DA iE)

Determining whether an entity’s internal control is “effective” is a judgment resulting from an
assessment of whether the 5 components and relevant 17 principles are present and
functioning effectively and efficiently. Therefore, the 5 components and 17 principles are
also criteria for evaluating “the effectiveness of internal control”.

SHoOWNEREHEIO TEMME] 1Z. 5 20 components &BS#E3 5170 principles M7
(present) L. ™D ZN 5AENEM - $HFEMITHEE (functioning) LTWWEAMNESI ML - T
W shs, L72d->T5->0 components & 170 principles i3, THMEHEHIDEZE] DFF
iEETHH D,

Internal control system 5 Components and 17 Principles Internal controls

D Design
@ Implementation El—» Present and Functioning ——  Effective !
@ Operations

Control Environment (#t#|3818) [AS>% | > [5 DD components DFTHLHELEE ! |

The control environment component is the foundation of all of the other components of
internal control (basic structure) and has 5 relevant principles (factors or elements).
MEIRBE X, DL T®D components DEHE (E#) THY., 550 principles (factors -
elements) 5725,

‘ @ Risk assessment (U 2 7 OFFAf) |
!
‘ @ Control activities (Hifili%®Eh) |
@ Control environment (#i%IB5E) !
| @ Information and communication (fi§# & i) |
!
‘ ® Monitoring activities (£=% 1 ") |

1A-11
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Y Management 73 control environment |2 5- % % 52283 IEH 1T K& VWD T, control environment
HREFEO[EEIL LY TOES (tone at the top) L5 S5,

Y E4f72 tone at the top 13, JESNESF &2 BAME LD ERL (creating a compliance-supporting
culture), BARH 2L — oA KT 4 WS EF OHIWrfEEF o2t (navigating grey
areas), fZIEH{E (corrective action) 23FICE 9 BHID 95 H T A TRIEE 2 S LARR
Zkb 5 E#om L (promoting a willingness) 12137,

O Commitment to Ethical values and integrity (f@#¥ifl & ESICHTH52I v A R)
@ Board independence and oversight (Board i 7 & Ei{i)

@ Establishing Organizational structure (it & OESL)

@ Commitment to Competence (ELfiRENIZHT25aI v R AV |)

® Accountability (Fi#FEE)

Principles of “control environment” component
EBOCA

1.

Commitment to Ethical values and integrity (FUIOf@#REl & aEMEIct T2 v

b ) [EE

a.

The presence of a written code of conduct (code of ethics) promotes honest
and ethical conduct of the employees, appropriate disclosures, compliance,
and teamwork in the pursuit of the company’s objectives.

DI XBILESNTERE (RERE) P22 LICkoT. HEBOHEL
DMEMTE. BUILBEREAR. 20 T34 70X, ELICESORMNEBER
T BIEOIENLDF—LT = DFREIMEES LD,

Management should establish and implement a code of conduct (code of ethics)
that are comprehensive, addressing acceptable or unacceptable (prohibited) behavior,
conflicts of interest, improper payments, anticompetitive behavior, and insider
trading.

P L, ARBITA L AART A, FIREARITA. RNEUR S, REFHTA. 1
YA Z IS 5 TERE (RERRRE) 2EDER L RTNER LR,

Each statement must be clearly articulated (e.g., prohibition against conflicts of
interest and self-dealing, prohibition or limits on gifts or gratuities, establishing
required reporting, provisions of the entity’s commitment to compliance and
confidentiality).

FHETERAMTHECRTLE R 62 (F] : FIZHERRSICE DRI OEILE,
BERLHLOELLHIE, EREFEORE, AV IS4 T UVRARBECTHE
BICET D HE) .
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Promoting all employee participation in preventing and identifying frauds is an
example of “Commitment to integrity and ethical values” principle.

REDPH IR FE~OLEEE DS ML, THENE L GHBICHT 52y AV
M OFRAOBEMETH D,

e.g., Establishing an anonymous reporting line or the ethics training class for
all employees.
Bl HNEEEMNERRES A~ ORESLEMEBSMOMETEY S5 X D FElii,

2. Board independence and oversight (5 HI® Board Mz & EAH)

a.

The audit committee appointed by the board owes a direct responsibility for
financial reporting and plays a critical role of the internal control system
through their oversight functions.

Board I X » T#& & S /- audit committee |3, MBREICEHEETELZA->THY .

BEHRBBEOREIC LV NBHREA A TLIZEWTCEERELGEREIZR-T,

Y¢ Active engagement by the audit committee (or the board) relative to all
matters of internal and external audits (CPA audits, regulatory audits) is
evidence of the board’s understanding of their oversight responsibility.

e ZIENHEA L, AABEE (R EEECHTBI Y RoRE) THTL5H5
W % REIC audit committee (721X board) AREBHMICEEL TWB L)
HEIL, board NERMBEEZEML TV DAL D,

3.  Establishing Organizational structure (JFHI® #EfkiEEDOREL)

a.

Management should consider the nature of its business activities, establishing
reporting lines and assigning and limiting authorities and responsibilities to
establish the organizational structure that are appropriate to its objectives.
REEIL, BEIHORNE. fESA O OME, EREEEZOFY - FIRS 2K
AL, 2tho BEYITHIS LWDEE 2 /25 L7220 hide 570,

4. Commitment to Competence (JFHI@ HMREIZT 52 Iy M AV B)

a.

Retaining a CPA with the competence to prepare financial reports is an example
of “Commitment to competence” principle.

Financial reports DEBENZ L of-REtTZE>TH K S &iE. THMEBIITK
T5aIy AV ORHIOEREITH D,

Providing training programs and keeping records of training that employees
receive are an example of “Commitment to competence” principle.

BETO Y S LOERE. BIOEEENZT T -BEREORE L. [HMEEICK
T52Iy A OFAIOBEAFITH S,

5.  Accountability (JFHI® i)

a.

Enforcing accountability through structures, authorities and responsibilities.
FRRA S, MR T (FYvay) WG L THEEBICEREBAEEZERLTLS,
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Risk Assessment (') X o @ &)

Risk assessment is the identification and analysis of relevant risks to achievement of the
objectives, forming a basis for determining how the risks should be managed.

DRI DEFE &1L, SHOBMEREZYET LI AERBE -T2 LIk T, 20V
A7 HBEDEIICERTREDZHW T L2-00ERERET L2210,

Yo FAETREM (likelihood) & B2£FE (impact) DFEND U A7 DS VoI E2T 52 L,

a. Management should specify financial reporting objectives to enable the identification of
risks to reliable financial reporting.
HEFET, REHNEZEEMNORLT, EETEI2UBREEHITEIVRIEHETE
L& LTI R bR,

b. The term “reliability” as used with reporting objectives involves the preparation of
financial statements that are fairly presented in accordance with GAAP.
WERICEEL THWoND EFEME] LT, MB#ERDS, GAAPILHE > CHER
’~ (fair presentation) SN TWV2HZ &%\ 5,

Control Activities (#t#I;EEh)

Control activities are the entity’s policies and procedures that help ensure the management
directives are carried out to mitigate risks.

HMECEB L1, VRIVBRBOTLDOOREFOETNIATIND I LERIETL2AHEFHTH
2o

a. Segregation of duties (Ei# D 5 &)

Segreqgation of duties is critical to effective internal control. Incompatible duties should
be segregated among different employees to reduce the risk of errors and frauds.
BEOSEE L. FRNBRHICE > TEETHD, =T AR EDO Y X7 &5 & T
Lz, WAL TERVIEE (A— AP ThVWRE) TERGHEHEFICL-
THEET & Th D,

(D Authorization or approval of transactions (B3| DOEFal - &EE)
@ Record keeping of the transactions. (¥ D3| DEEEFEE)
@ Custody of related assets. (ZOWBIZBHHET 2 EEOREEE)
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b. Programmer access to both development (environment) and production
(environment) without monitoring represents flawed segregation of duties that causes
deficiencies for change control.

F—>7n1 27 Z<—7, BEEE (development environment) 7217 T2 < AF (EER)
IR (production environment) |2 6 BEH ML L TTY 7 BXATETLE I BEA

Bl : 77 I~v—N0RE (EEH) RE~OT7 ) r—ara— REEHRRLTE
ETETCLEISLA). BEOLHICRMENHY, ZEEEBEORENEL NS LI
5,

C. Management reviewing the actual performance of a marketing plan and comparing them
to benchmarks (goals) is an example of a “top-level review” as a control activity.
BEEICLD—FrT 4 Y TRHBOEBEO LV Ea—, XvFv—7 (Lgk#E - A
) Lolbikit, BHEHO1->THL TBREE (hyTLANL) IT&BLEa—]
FlThH b,

Information and Communication (1&%k & {53E)

The information and communication component entails obtaining and using information to
support internal control functioning. This information should be shared both within the entity
(internal communications) and outside of the entity (external communications).

¥R ERZZED component 1T, WEFEHIMELZ XX 2B ROAFLRFALE S, HWRIT, #A
(NEBfsEE) Lo UhEE) Ol THEEINILERS D,

Monitoring Activities (E=% 1) > %) [A5 >4 1| > [5 2D components DFT2EBICEE ! |

Monitoring is a process that assesses the quality of the system’s performance (i.e.,
effectiveness of internal control) over time.

EDA) T LR MENICVRATLAOERKEORE (=NEHHOENE) Z5FMT 57
ot ATHD,

Y¢ The monitoring activities are designed to ensure that the internal controls continue to
operate effectively. Thus, a primary purpose of monitoring internal control is to verify
that the existing internal control system and controls remain adequate to address changes
in risks.
F=F ) U7E BRGREBEHNOMBBEMAER L MR T S 7-DICRTEND, BIEON
HHEHI S AT LA FHA YR I DEALIZ XL L TWDLNE S nERIET 5 2 & A3,
E=F VIV TOEXEERTH D,
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Monitoring process (steps)

Establishing a foundation for monitoring (£ =% 1 > 7 O & OH#EH)
NER#EHl D~<— 2 Z 1 > (control baseline) ZE®H 5,

Designing and executing monitoring procedures (Eifl T D% 5t & i)

YA OEBEWIZIS CIzE=8 1 v 7 ORE & Fhfi,

Assessing and reporting the results (GFAl & & S D)

— Assess-and-report phase (Fl:ffi & #5450 7 = —X)

T XV T FERHROEMBIL > TELN-REBEOBLEIES T T (prioritizing
findings) %17\, WEKEHI O EERMESEZALNCT D E L BIC, FFESNTZ
M (deficiencies) (DWW TITEAEE ICHRE T D, LEITL U TRIEME (corrective
action) #:#% L 5,

@<«—O®<«<—06

¥¢ The organization should select, develop, and perform ongoing monitoring (routine basis)
and/or separate evaluations (non-routine basis, e.g., periodic internal audits by the
internal auditors, evaluations by ad hoc committees) ascertain whether the components
of internal control are present and functioning.
SFhiE. ERHETI O components BEE LEEL CWD 2 LA MEND Do, (A2 DX
DR THEMUNEFRNERET D) BEHNE=F YT L (EMNEITEREICERIND) BT
FIEHE (MEBEBEANCLDEHANTAREECRINEZEERICID2FMSE) 23, B, &
i ~_ETH D,

¥¢ Note that regular reporting by the CFO to the audit committee represents “communication
of deficiencies (or reporting of deficiencies)”, not “ongoing monitoring”.
CFO |Z & % audit committee ~ PERHE O MR BLIZ B 2 E A 22 s &3, PIERHE ]
O TREDRE (FEOHE)] OFITHY, THFEHE=FV 7| THELAIZEER!
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IV. ENTERPRISE RISK MANAGEMENT (ERM) (£# BRI TR AL k)

A.

Definition of “Enterprise Risk Management” (E RM®DE &

Enterprise risk management (ERM) is the culture, capabilities, and practices, integrated
with strategy-setting and performance, that organizations rely on to manage risk in creating,
preserving, and realizing value.

2HMYRIIRIDAU N (ERM) i, MBPHEEZRIEL., #FL, ERI IBERICE
WTU A7 2R D-OIEKILT 5, BIKRES LU T+ —~ 2 (FET) L#HaIhk
HILFrv—. BEA, EHFTH D,

Y Management is responsible for the development and implementation of the enterprise
risk management framework and process.
BB E R | ERMOTL—AU—2 L7 a2 - BAOEMLHIIREEZ CH 5.
Value ({fifi)
1. Value creation (fif»&lxE)

e.g., Anew product is successfully launched and its profit is positive.
Bl) R NEFICRERRIC I EE T, FlRRb T T A Th o7,
2.  Value preservation (ffifii > ##F)
e.g., The continuous delivery of superior products results in customers’ satisfaction.
) KV ENERBEZRELET DL, BEOMEIZEN - TV,
3.  Value_realization (ffifg > %£15)

e.g., Distribution of dividends to shareholders, Increased profitability and stock prices
(for the shareholders).
B HRE~OBY O, BEEITE->TO) EOWEE oW E &Aoo L&,

4. Value erosion (ffif>%48)

e.g., Substantial resources are consumed to develop a new product but the
development is subsequently abandoned.
B 7720 OFFENFREORFITHRA S TR, ZORBREIIMER I,

Goals of ERM (ERM®MIT—)L)

1. Providing reasonable expectation (reasonable assurance) regarding the achievement
of entity’s strategy and business objectives.
SO EEEBEOEKICOWVWTCEENEAT (FEMRIL 5% 5,

Y¢ ERM helps the business to achieve various targets (financial and operational
(performance) targets).
ERMiZ, &thotfx 2 B (MBOEE (B OBE) oFEkiTEksro,

2.  Assessing risks continuously and identify the steps to mitigate the risks.
MEBEAIC Y 27 254D Z LIk o T, DRIVEBBT 5FERE/EET S,
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3. Identifying allocation of resources (improving deployment of capital) to mitigate the
risks.
U A7 OBHICLELRERDES 2 FE - WHET D,

4. Enhancing risk response decisions.
DRI ~OHMISIZET HEAZ 505,

5. Reducing operational surprises or unexpected losses.
EBLOFHERERSTBOBREROREL ST,

6. Seizing not only negative events (risks) but positive events (opportunities).
RAFTRADER (YRY) 2T, T3ROER (HBR) bIE2 5,

7. Identifying and managing multiple and cross-enterprise risks.
SENDEHMBY RV ZRELERT D,

D. Limitations of ERM (ERM®DER)

1. Limitations of ERM result from the realities that human judgment in decision making
can be faulty. Controls can also be circumvented by collusion of two or more persons
and the management could override the ERM processes.

ERMORFIZ, BEREEZIT) ABOHIB S RICL>TAEL D, £z, BHEoF (F
HELUER, WERLEMGIERE) NEARL THREIFREBME LY, BEFESLEH
M EWERMO7nt 2% 8HRY 5 (BT D) Btinbdbd,

— 2. The ERM system may also break down because of a number of reasons including
simple errors or mistakes.
ERMY AT AZ, BHIZTT —RIRZL-TEIVTHZ LD D,

—3. The ERM system cannot be perfect because of cost constraints.
VAT LOHEEICYE o TCAR FDFIEZ T HDOT, ERZERMY AT AIEHEL,

— 4. Moreover, the uncertainty* of future events, the complexity of the ERM system, and
competence (capabilities) of the employees responsible for its functioning may limit the
effectiveness of the ERM system.
SELICFRDELOFEEM*. ERMI AT LAOEMEE (SHEAEN LA EELRMICE
L2FETHLWIMBICHEAIND), SHICHEHYFEOEMEN (DRR) ITE-2THER
MOAZHEITHIR S TLE 5,

* uncertainty - RiESEME — BHERERNBELT 508 2 1R (The state of not knowing
if potential events may manifest.),

—> ¢ These limitations may preclude management and a board of directors from having
reasonable expectation (reasonable assurance) regarding achievement of the entity’s
strategy and business objectives.

INLORANRD L7202, BEHEE board [Tt & FEAFOEKICONWTEE
T (GEMNRIED Z2BA5CENTELHLIBIBENLD D,
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E. Key Concepts (EEXHR)

1.

Culture (HNVF ¥ — - ¥ (b)

Culture is the attitudes, behaviors, and understanding about risk that influence the
decisions of management and personnel and reflect the mission, vision, and core
values of the organization.

AIVTFr— (XL LT, BEESLUEEBOHMNCEEELE L2, Mo vy,
EarBIa7znNya—%2KBL7, VAZIIXTHRE, 78, BEOKRHTHD,

Core values (27 /NY =—)

Core values are the entity’s beliefs and ideals about what is good or bad, acceptable
or unacceptable, which influence the behavior of the organization.

AT7NYa—Lid HBLE ARITALELTACHTISHOEFEERZ T, Mo
ITENCREL 52500 Th D,

% Core values of an entity most closely correlate with its culture.
A7NY 2=, ALFry— (@BEL) & bo & bEERBRICH D,

Strategy (E&RS)

Strategy is the organization’s plan to achieve its mission and vision and apply its
core values.

B EX, SHEBZ0I v 3y - EDaVEEKRL, 7N aAa—%2EBRTIH-DD
EHEMREBETH D,

Business objectives (Z ¥ F %)

Business objectives are those measurable steps the organization takes to achieve its
strategy.

BEEZ LT, AP BRBAEERT 200 ER T 2REARBRRATY T (FEB) Tho,
¥¢ Mission and vision are most closely correlate with an entity’s strategy and

business objectives.
Sylarv-Evavii SHoBBREBEREL Lo L LEEAKRICH D,

| Mission - Vision — Strategy — Business objectives

Risk Appetite (U A 7 &/4f)

Risk appetite is the types and amounts of risk, on a broad level, that an entity is willing
to accept in pursuit of value.

JRAYBEIF LT, DB MBEZERT DICE Lo THEATRZITANLD., BIEN A7 D
L BEL VD,

¢ Risk appetite is established (set) by management with oversight from the board
of directors.
)R EGFIE. board DEHRDEL L TREFEDRET 2,
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6. Inherent risk and Residual risk ([HH U 27 LERY 2 7)

a. Inherent risk is the risk to an entity in the absence of any actions (responses)
management might take to mitigate the risk’s likelihood or impact.
BEEVRY L%, REEDRAEFMRECKELELBILT 27-200ORISREERKL
TLAEWKRIZB TSI A7 205,

b.  Residual risk is the remaining risk after management has taken actions
(responses) to mitigate the risk’s likelihood or impact.
BRRYRY LIx, REZDFAREMECR B 2 BT 5 72D O XfIGR & £ L
LEBEEELTVWD I A7 E2 ),
Yo BEFIZ, 2 D0 residual risk % L LIRFT9 5,
- Target residual risk (2 —%"v FFRKRU R YD)
- Actual residual risk (EBEERY R D)
— Actual 28 Target # EEl>f-15&. &EEHIL severity 251 & TiF 51BN
IR A « FHES <& Th 5,

F. 5 Components and 20 Principles of ERM (ERM® 5 DDERER &L 200 RE])

1. The ERM Framework is a set of principles (elements) organized into 5 interrelated
components. The 5 components are supported by the 20 principles that cover
everything from governance to reporting.

ERM7 VL —AU—7 %, HEIZEET S5 ODDBREZFOFICHK S - —HoRA]
(BEFR) "H72oTWb, 520 components X, Ao Aanb@tsEFcoeratk
A% J13—F 25200 principles [Z X > TXx b T35,

2. Determining whether an entity’'s ERM is effective is a judgment resulting from an
assessment of whether the 5 components are present and functioning effectively
and efficiently. Therefore, the five components are also criteria for evaluating the
effectiveness of ERM.

SHEDOERMBEZNE H L. 520 components NEFEEL. N OEM - $HEMIC
HEELTWLE N E I M THIBENS, LER->T5-50D components (. ERM®DER
EOFFEEETHLH D,

Five Components of ERM
GO PRO

D Governance and Culture

© Strategy and Objective-Setting

@ Performance

@ Review and Revision

® Information, Communication, and Reporting (Ongoing)
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5 Components of ERM and 20 Principles Supporting Each Component

ERM® 5 DM Components & %& Component %3 2 %5200 Principles

Governance and Culture (H/3F2 R EALF ¥ —)

1. Exercises board risk oversight.
WMEERENV A7 OBREITO,

2. Establishes operating structures.
EBRBELHENLT D,

3. Defines desired culture.
PELVWALFY—5EEDT D,

4. Demonstrates commitment to core values.
aF7NYa—ZxdFsraly bAY NERATS,

5.  Attracts, develops, and retains capable individuals (employees).
BRELGAM (RER) 2EEOF. ElL, HFT 2,

Strategy and Objective-Setting (il & B D% E)

6. Analyzes business context.
EERBEY T D,

7. Defines risk appetite.
JROERZED D,

8. Evaluates alternative strategies.
REBB M5,

9. Formulates business objectives.
BERELMHLTD,

Performance (/A7 #+—<Y 2V X) |[2FBICEE

10. Identifies risks.
VR &#8ET D,
11. Assesses severity of risk
Y27 DEREZFET 5,
12. Prioritizes risks.
U227 0BEIBMATEZT S,
13. Implements risk responses.
YDROREEREZE T 5,
14. Develops portfolio view.
R—br I VADBREZRKET D,
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D. Review and Revision (Lt =2 — & &1F)

15. Assesses substantial change.
BEARGECZFMT D,

16. Reviews risk and performance.
YR ERT =~ A LEL—T25,

17. Pursues improvement in enterprise risk management.
ERMOHEZEBRT D,

E. Information, Communication, and Reporting (Ongoing) ((H# &) EF#. {xiE. &)

&
18. Leverages information and technology.
BRETIV/ B O—%IEHT 5,
19. Communicates risk information.
YA ERERET D,
20. Reports on risk, culture, and performance.
YA ANTF v —, N7 4= ACONTRET D,
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5 Components of ERM and 20 Principles Supporting Each Component

A.

Mnemonic | GO PRO — DOVES SOAR VAPIR SIR TIP

Governance and Culture — DOVES |1&{&E

Defines Desired culture.
Exercises board risk Oversight.
Demonstrates commitment to core Values.

NOa RO

Establishes operating Structures.

Strategy and Objective-Setting — SOAR

8. Evaluates alternative Strategies.
9 Formulates business Obijectives.
6.  Analyzes business context.

7 Defines Risk appetite.

Performance — VAPIR |2&FBICEE

14. Develops portfolio View.

11. Assesses severity of Risk.
12. Prioritizes risks.

10. Identifies risks.

13. Implements risk Responses.

Review and Revision — SIR

15. Assesses Substantial change.
17. Pursues Improvement in ERM.
16. Reviews risk and performance.

Information, Communication, and Reporting (Ongoing) — TIP

18. Leverages information and Technology.
19. Communicates risk Information.
20. Reports on risk, culture, and Performance.

© Becker Professional Education Corporation All rights reserved.
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G. Risk Response (1) 29 ~D*t)
1. Acceptance (U 27 ®%%) = Retention (U 27 OEH)

a. Self-insuring against loss.
BRI 2 TOBRRE.

b.  Accepting risk as already conforming to tolerances.
FTCHREOTHNICNE>TNDIYRITDERR,

2. Avoidance (U A7 O[aEl#)

a. Disposing (divesting) of a business unit, product line, or geographical segment.
HEBNL, AETA V. EITHEETMOBEL - 05,

3. Reduction (V %7 OKH)

a. Rebalancing or adjustment to the portfolio of assets to reduce risk likelihood.
VR ORAEFELEEZSE TTL22D0BEER— I+ VFADNST D RODRE
L-%&E,

b. Relocation of production facilities to assure a supply chain (e.g., sourcing raw
materials).

B TIAF=—r (FEMEOMES) 2HET 5720 DEERKBOBEE,

C. Enhancing management involvement in decision making, monitoring.

BERESCE=FV VI ~OREZEBDEE DK,

4. Sharing (U 27 oAg)

a. Insuring against unexpected losses.
RMOBIIHT 5 REBEADMA.

b. Outsourcing business process.
¥HETuwRAOTI Y=Y (UHBZERD).

5. Pursuit (U X7 OEH) — %5 ® response !

a. More aggressive growth strategies.
&0 FERRA 72 B R EEE O,
b. Expanding operations.
EBDILK,
C. Developing new products and services.
FESOH Y —EX DR,
— Pursuit Z BT HEE. BRELIL. a~c. DT —< U ALZERT LIS
VA7 PO R#@EEZBZ 20K 910, RERERE LR TIIER S0,
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MULTIPLE-CHOICE QUESTIONS

QUESTION 1

Which of the following is true of audit committees under the provisions of the Sarbanes-Oxley Act of

2002?

1. A majority of the audit committee must consist of financial experts.

2. Nofinancial experts are required if the audit committee can consult with either the auditor or the chief
financial officer.

3. Atleast one audit committee member should be a financial expert.

4. At least two audit committee members should be financial experts and one should be a CPA.

QUESTION 2

Which of the following is true regarding a financial expert serving on the audit committee of an issuer that

is complying with the Sarbanes-Oxley Act of 20027

1. The audit committee member may qualify for recognition as a financial expert using most any
combination of education and experience of auditing or preparing financial reports.

2. An audit committee member must have been a member of the board of directors for five years before
serving as a financial expert.

3. An audit committee member qualifying as a financial expert must have adequate technical training
and experience as an auditor.

4. Disclosure of the financial expert is made at the election of the audit committee.

QUESTION 3

The Committee of Sponsoring Organizations' (COSO) Internal Control-Integrated Framework includes a
control environment component that includes all of the following in its principles, except:

1.  Commitment to ethical values and integrity.

2. Establishing organizational structure.

3. Accountability.

4. Considering potential for fraud.

QUESTION 4

The Committee of Sponsoring Organizations' (COSO) Internal Control-Integrated Framework includes five
components that include all the following, except:

1. Control environment.

2. Risk assessment.

3. Performance.

4. Control activities.
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QUESTION 5

An issuer that is assessing the effectiveness of the design and operation of its internal control, as
required by the Sarbanes-Oxley Act of 2002, would most likely look to what document or source for
guidance?

1. Sarbanes-Oxley Act of 2002.

2. Internal Control-Integrated Framework.

3. Enterprise Risk Management-Integrated Framework.

4. Statements on Auditing Standards.

QUESTION 6

Using the COSO'’s enterprise risk management framework as a basis for dealing with uncertainty while
seeking profit and growth, an organization would:

1. Avoid all risk.

2. Develop strategy in a manner that aligns with its risk appetite.

3. Only set entity-wide strategic goals.

4. Eliminate uncertainty.
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SOLUTION

Question 1
Explanation
Choice 3 is correct.

At least one member of the audit committee should be a financial expert to enhance the level of
financial sophistication and its oversight function.

Choice 1 is incorrect. The Sarbanes-Oxley Act requires that one member of the audit committee be a
financial expert, not a majority.

Choice 2 is incorrect. Members of the audit committee must be independent. Independence under
the Sarbanes-Oxley Act (for purposes of audit committee participation) prohibits receiving
compensation from the issuer as a consultant, auditor or employee. Clearly the external auditor and
CFO would be excluded.

Choice 4 is incorrect. The Sarbanes Oxley Act requires that one member of the audit committee be a
financial expert, not two, and there is no CPA requirement.

(DURa 2 M)

B A Z B4 (audit committee) DM Bk - HREDO L~ &k m E L, & o TEEMEE (oversight
function) % & 5 7= %, audit committee D A > X— D HFIZBFFEEMR (financial expert) # 1 &L E
(at least one member) EH5XETH 5,

Question 2
Explanation
Choice 1 is correct.

An audit committee member may qualify for classification as a financial expert using most any
combination of education (knowledge) or experience auditing or preparing financial reports. The
member must understand generally accepted accounting principles and how to apply them and
understand internal controls.

Choice 2 is incorrect. There is no requirement that the audit committee financial expert meet
minimum service requirements on the board of directors.

Choice 3 is incorrect. Although the audit committee member qualifying as its financial expert may
have technical training and experience as an auditor, that is not a requirement. The audit committee
member may qualify under any number of different means.

Choice 4 is incorrect. Disclosure of the financial expert is required.

(DoRa > HEER)

SOX 1%, M#BHMZ (financial expert) DB FLEZ B I ED TV D DT TIEARWVA, HE (K1)
&L R ECMBHYERBEORBEZE L TORBRERNH Y, GAAP ZHfig - BH T2 L, &
FHCET B NI B ORBN H 5 Z & audit committee DEFIZHML TWDHZ L EEREDOH
2L LORLTW A, BE#H 2SR L 5 5220 T, 525 board 2HIWTT 5.
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Question 3
Explanation
Choice 4 is correct.

“Considering potential for fraud” is a principle of the risk assessment component of the Internal
Control-Integrated Framework and is not a principle of control environment component.

Choice 1 is incorrect. “Commitment to ethical values and integrity” is one of the five principles of
control environment component.

Choice 2 is incorrect. “Establishing organizational structure” is one of the five principles of control
environment component.

Choice 3 is incorrect. “Accountability” is one of the five principles of control environment component.
[(D2RA > MEER]

[FEDTEEM DS ] (Considering potential for fraud) (%, PE#EH 7 L — AU — 27 O E
(components) @1 >Toh D )R Y DOFEH] (risk assessment) D 4 ->DJFH| (principles) ®H D 1
DTHDH, D3 ODOBINBIL, &THEHS 7L — 2T —27 ORLEFH (components) D 1 >Th
% [#EHIBREZ ] (Control environment) @& Al (principles) T& %,

Question 4
Explanation
Choice 3 is correct.

“Performance” is a separate component of the COSQO's Enterprise Risk Management-Integrating with
Strategy and Performance, not the Internal Control-Integrated Framework.

Choice 1 is incorrect. “Control environment” is known as the tone at the top and is one of the five
components of the COSO Internal Control-Integrated Framework.

Choice 2 is incorrect. “Risk assessment” is one of the five components of the COSO Internal Control-
Integrated Framework.

Choice 4 is incorrect. “Control activities” generally describes control policies and procedures and is
one of the five components of the COSO Internal Control-Integrated Framework.

(D oRa v MEER]
MR +—< 2R ] (“Performance”) 1. ERM 7 L—LT—9 D5 S>OfEKESR (components) &
D1OTHD, D3 >OBRPIL, &THEHKH 7 L —Lb U —27 O ESE (components) TH 5,
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Question 5
Explanation
Choice 2 is correct.

The COSO's Internal Control-Integrated Framework is widely regarded as a valid and appropriate basis
for the assessment of internal control effectiveness.

Choice 1 is incorrect. The Sarbanes-Oxley Act does not include guidance on preparation of the
internal control assessment.

Choice 3 is incorrect. The Enterprise Risk Management-Integrated Framework provides a broader
basis for controls that goes beyond financial reporting.

Choice 4 is incorrect. The Statements on Auditing Standards targets guidance to auditors rather than
issuers.

(DoRa 2 MR

COSO BNAE L7= TRERHFIO#HER T L—LT—% ] (Internal Control-Integrated Framework) (3.
REENY—=ANDR - F 9 R) =ik (FFICH04%K) (S -> TREH D2t 0 NE R O 73
(effectiveness of internal control) Z:T{fi (assessment) T 3BEDHA K514 L7725,

Question 6
Explanation
Choice 2 is correct.

ERM anticipates the development of strategies that are aligned with the risk appetite and the
willingness to accept risk.

Choice 1 is incorrect. All risk cannot be avoided. Risk avoidance is only one of five responses to risk,
which also include reduction, sharing, acceptance, and pursuit.

Choice 3 is incorrect. ERM considers business objectives at all layers of the organization, not purely
strategy at the entity level.

Choice 4 is incorrect. Uncertainty can rarely be eliminated. ERM can only help reduce uncertainty.
(DURa > HEER)

OB (strategy —> DI v gy - BV VA ERT A7-OOFE) 2EET DY,
REE LY R BN (risk appetite) IS (align) 25 L5 LARTER B2V, 20, &0
B & S BHEA TR D Y A7 13EES () LTuRTide 6720,
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1A Simulation Task 1 (TBS-002048)

Scroll down to complete all parts of this task.

The situations below relate to the corporate governance structure within various companies.

The option

list provided for each situation present principles related to the control environment component of the
COSO Framework. For each situation, click in the associated cell and select the appropriate principle.

A

B

Situation

Principle

The senior vice president of human resources
of a publicly traded company maintains and
distributes the company's code of business
conduct and ethical standards. Itis made
available to employees on the company
intranet. It is also available to external
parties who act on its behalf. There is a
separate supplier code of conduct for the
company's vendors. This code serves as a
partial basis for evaluating vendor product and
service delivery.

The senior management of a software
developer has recognized that the company's
recent significant growth is causing many of
the roles and responsibilities of its
management executives to be no longer
relevant. Responsibilities of the controller
and CFO overlap, systems for product being
sold through new channels are not adequately
reviewed, and the CEO is not effectively
communicating initiatives and agreements
across the senior management team. In
response, the senior managers have initiated
a project to realign responsibilities among its
leadership team members. The goals are to
adequately support financial reporting
objectives, with clear lines of reporting
supported by newly written job descriptions.

A publicly held company structures its bonus
plan to have 30 percent of the potential
incentive award directly related to the
demonstration of the company's core values.
The information items the company wants are
specific comments from employees on how
management does or does not reflect the
company's values.
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The audit committee of Hamilton Inc. meets
annually in executive session to discuss its
assessment of the risks of management
override of internal control, including
motivations, opportunities, and rationalizations
for management override and how those
activities might be concealed. It also collects
information whenever any concerns are
expressed about ethics or possible
management override of internal controls.
The discussion continues until resolution is
reached.

Bells Inc. conducts scheduled audits to
determine whether employees are receiving
and understanding the board-approved
standards of conduct when they are first hired
and as part of ongoing communications.

This helps to determine if there are any
instances of noncompliance and to use those
findings to assess and correct any
deficiencies in the organization's new-hire
onboarding process.

The bylaws of the board of a company specify
the responsibility of the audit committee of the
board for reviewing the principal roles and
responsibilities of key financial reporting
senior management. To this end, the chair of
the audit committee meets annually with the
company's human resources director, chief
audit executive, and legal counsel to review
the roles, responsibilities, and performance of
the various company managers. The review
focuses on aligning respective managerial
responsibilities with the company's
organization chart, and the managers'
expertise and experience in carrying out the
responsibilities.

A company that researches, develops,
produces, and markets office equipment,
encourages its employees to identify and
submit suggestions for improving internal
control, including internal control over
financial reporting. Employees are rewarded
in the form of company awards and/or cash
bonuses for ideas that are used.

© Becker Professional Education Corporation All rights reserved.
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Select an option below:

O

O

The organization demonstrates a commitment to integrity and ethical values. (Principle 1
under Control Environment)

The board of directors demonstrates independence from management and exercises
oversight of the development and performance of internal control. (Principle 2 under
Control Environment)

Management establishes, with board oversight, structures, reporting lines, and
appropriate authorities and responsibilities in the pursuit of objectives. (Principle 3 under
Control Environment)

The organization demonstrates a commitment to attract, develop, and retain competent
individuals in alignment with objectives. (Principle 4 under Control Environment)

The organization holds individuals accountable for their internal control responsibilities in
the pursuit of objectives. (Principle 5 under Control Environment)

RESET CANCEL
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SOLUTION
A B
1 Situation Principle
The senior vice president of human resources | The organization demonstrates a B8
of a publicly traded company maintains and commitment to integrity and ethical
distributes the company's code of business values.
conduct and ethical standards. Itis made (Principle 1 under Control Environment)

available to employees on the company

2 |intranet. Itis also available to external
parties who act on its behalf. There is a
separate supplier code of conduct for the
company's vendors. This code serves as a
partial basis for evaluating vendor product and
service delivery.

The senior management of a software Management establishes, with board B8
developer has recognized that the company's | oversight, structures, reporting lines, and
recent significant growth is causing many of appropriate authorities and

the roles and responsibilities of its responsibilities in the pursuit of
management executives to be no longer objectives.
relevant. Responsibilities of the controller (Principle 3 under Control Environment)

and CFO overlap, systems for product being
sold through new channels are not adequately
3 | reviewed, and the CEO is not effectively
communicating initiatives and agreements
across the senior management team. In
response, the senior managers have initiated
a project to realign responsibilities among its
leadership team members. The goals are to
adequately support financial reporting
objectives, with clear lines of reporting
supported by newly written job descriptions.

A publicly held company structures its bonus | The organization holds individuals B8
plan to have 30 percent of the potential accountable for their internal control
incentive award directly related to the responsibilities in the pursuit of

demonstration of the company's core values. | objectives.

The information items the company wants are | (Principle 5 under Control Environment)
specific comments from employees on how
management does or does not reflect the
company's values.
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The audit committee of Hamilton Inc. meets
annually in executive session to discuss its
assessment of the risks of management
override of internal control, including
motivations, opportunities, and rationalizations
for management override and how those
activities might be concealed. It also collects
information whenever any concerns are
expressed about ethics or possible
management override of internal controls.
The discussion continues until resolution is
reached.

The board of directors demonstrates
independence from management and
exercises oversight of the development
and performance of internal control.
(Principle 2 under Control Environment)

Bells Inc. conducts scheduled audits to
determine whether employees are receiving
and understanding the board-approved
standards of conduct when they are first hired
and as part of ongoing communications.

This helps to determine if there are any
instances of noncompliance and to use those
findings to assess and correct any
deficiencies in the organization's new-hire
onboarding process.

The organization demonstrates a
commitment to integrity and ethical
values.

(Principle 1 under Control Environment)

The bylaws of the board of a company specify
the responsibility of the audit committee of the
board for reviewing the principal roles and
responsibilities of key financial reporting
senior management. To this end, the chair of
the audit committee meets annually with the
company's human resources director, chief
audit executive, and legal counsel to review
the roles, responsibilities, and performance of
the various company managers. The review
focuses on aligning respective managerial
responsibilities with the company's
organization chart, and the managers'
expertise and experience in carrying out the
responsibilities.

The organization demonstrates a
commitment to attract, develop, and
retain competent individuals in alignment
with objectives.

(Principle 4 under Control Environment)

A company that researches, develops,
produces, and markets office equipment,
encourages its employees to identify and
submit suggestions for improving internal
control, including internal control over
financial reporting. Employees are rewarded
in the form of company awards and/or cash
bonuses for ideas that are used.

The organization holds individuals
accountable for their internal control
responsibilities in the pursuit of
objectives.

(Principle 5 under Control Environment)
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Explanation

Each answer is a component of the COSO control environment. (The components are indicated by the
CRIME mnemonic: control environment, risk assessment, information and communication, monitoring,
and existing control activities.) The components of COSO are supported by several principles. The
principle related to each situation is listed in the solution. Each principle is supported by points of focus;
these are listed as well.

Row 2: The organization demonstrates a commitment to integrity and ethical values. (Principle 1 under
Control Environment)
Points of focus include setting the tone at the top, establishing standards of conduct, evaluating
adherence to standards of conduct, and addressing deviations in a timely manner.

Row 3: Management establishes, with board oversight, structures, reporting lines, and appropriate
authorities and responsibilities in the pursuit of objectives. (Principle 3 under Control
Environment.)

Points of focus include establishing reporting lines, as well as defining, assigning, and limiting
authorities and responsibilities that are appropriate to the organization's objectives.

Row 4: The organization holds individuals accountable for their internal control responsibilities in the
pursuit of objectives. (Principle 5 under Control Environment)
Points of focus include establishing performance measures, incentives, and rewards, and
evaluating those for ongoing relevance while considering excessive pressures.

Row 5: The board of directors demonstrates independence from management and exercises oversight of
the development and performance of internal control. (Principle 2 under Control Environment)
Points of focus include establishing oversight responsibilities and providing oversight for the
system of internal control.

Row 6: The organization demonstrates a commitment to integrity and ethical values. (Principle 1 under
Control Environment)
Points of focus include setting the tone at the top, establishing standards of conduct, evaluating
adherence to standards of conduct, and addressing deviations in a timely manner.

Row 7: The organization demonstrates a commitment to attract, develop, and retain competent individuals
in alignment with objectives. (Principle 4 under Control Environment)
Points of focus include evaluating competence and addressing shortcomings in addition to
succession planning.

Row 8: The organization holds individuals accountable for their internal control responsibilities in the
pursuit of objectives. (Principle 5 under Control Environment)
Points of focus include establishing performance measures, incentives, and rewards, and
evaluating those for ongoing relevance while considering excessive pressures.
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1A Simulation Task 1 (TBS-002048)

290—=)LLT, COERIDETHOELZFTRLES LY,

TR, SESERBEICBITI a3 —RL— M IARF U ZABECHT I bOTHD, TNE
OB EN D2 F T a v VA I, COSOT7 L —LU—7 OfHIEREa R—x v MTHE
I B JFHI (principle) Z/RLTCW5, FIRMICE#ET 2 LEZ 7 Y v LT, W@YRFAIZERL
REWN,

A B
1 i [ Al
At NFHY AR, 2thoEHT 8

R SS L OMR B R HE 2 AR - Bl A LT
%, WEEIX, 2oL T3y FTHA
ARETH D, Fio. ShORBE L L TITH)
THAMELFATE S, N —AFIc
Z. o7 I Y —TFEEERS L, Z0
BRI, N F—oflih - —v 2040k
MEFMT A E L THIEL TV 5,

V7 MY TEESEORER T, REOE =
HOZELWEEICE > T, REMOERO %
HEBTLOL B AREY ERIBLTVD, =
V=5 —LCFODEMEIIEHEL TR
D, HLnwFryrprrz@dl e sns i
MY AT AT SR L2 —F2ZIFTCED
3 | . CEORHHOBHASLIZIIZ OV TR
BRI EFEABREL TR, ZoMHEE L
T, REBEITE N A v — QR & iR
270V r bEBBLUEZ, BEIZMBRE
HE9ow@g e R—rThH o, FII/ERS
NEBB R ECE > THERLR—T 1~
7w KBTI D,

bHAMEMT., B0 a7 ANY 2 —OFEE =]
(ZELRE R S 2 IE R 22 R4 D 30% % M 15
TEHR—FT AT I HEDTNVD, 2R
PRI DERIEL, B RSO 2 V) A
IR L TWAD D, ERIFERB L TH2Rn D
BT A REEDEENRa X FTHD,
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Hamilton Inc. 0B EZ B4, BERE SH
ZRIVT, BEHIC KL D NSO EEO Y
27 DRl E R LTV D, dEamicid, R
FIZ L DNIEHEH O BT OB, S, EY
BB D FENEEN D, £, MECR
BFT & D NI O AR 6 B IR AR
SNBHEIL, HFRINEEIT O, BERIICE
LHETCHERIIBRTOND,

Bells Inc.id EHIMICEE 2 £l L., %8
D, FHRAEER L OH FEBEOR T, B
B3GR LT 1T B AL UE 2 5 i Y BRAE L C W
LNENEHMT S, Tk o T, EYEE
KOFEEOGMEHWT 5 L &b, BmHEFE
T Lo CTRILOHBEH 7 v ' X DR
RSB IE & AT D DI,

borattoMBERT. MBEREHLYEED
HHEBERE L2 —T 0EAEZB ORI
AR LTS, ZOEEEZZFITT LD,
EAZBSOZBRIIES, S0 AFHY
Bt e A T T, B & %%
&, Sttokks 2EHOEER T, B
JOEE L E2—F 5, LEa2—TiE, &
BT OB M2 TOMBR ERL LEebt,
EEEZZITT 5 ETOEEHBROEPE S &
EBRBRICESEYTH,

I 7 4 AREEROBTE, B, Wik REET
OB D eAE, (ME WA ITHR D PIER SR 2
Hle) AEBHLH A SGET L 0 ORE LK
E - RHT 22 LRI L TV D,
EHSNERERICE, SHERCT AT T
HTDEEREG260%,
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LT OERBENSRBUGE Y,

O =thA, MEBEMEMLIIHTDHIIy PAY FERAL TS, GRFIEREEO R
1 fERPE L BEEMEIC T 5 a Iy AV

O Bk, MEENLMILL TS Z E2RHA L, HoNERHTH OB L ONE IR
WO 217> Tn5, GEHRIERSIORAI 2 « ik s OMALIE & )

O BEHM, B a2 OERO T T WEHLH O B2 EK T 5 2D Ok EE, W57 A
Y. BLOGEYI MR L BEEMEL TV D, GEHRIBRBEORI 3« ML E OAFE)

O &2, BNICES LIEARRAMZEE DT, BRL, MR T22 L7533y
FAVFERAL TS, HIREOFEU4 - EMENICHTLEaIy hAC )

O 2tk BMZEKT 2128 70-> T, REHRANCH T 2 BEEZfx ORERICADET
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Solution

| understand that you are considering an expansion from a cash-only business model toward a model in
which you sell to customers using cash and credit. As you have noted, selling to cash-only customers limits
your customer base and offering sales on credit should significantly increase the number of customers you
can serve. However, you should be aware of some risks and factors before you move away from a cash-only
model.

Credit risk in the context of sales is the risk that your customers will not be able to make their payments to
you when they come due. When you sell on cash, you have the money right away and there are no
collection concerns. With credit sales, there is a period of time when you are owed money and you must wait
to collect payment. In this case, you must balance the benefit of increased sales with the drawback of having
to wait for your money.

The management of credit risk ties to the credit standards you set, which relates to the financial strength of
your customers. If you work with financially strong customers only, you may limit your sales, but you have a
much stronger likelihood of collecting money when it is due. If you loosen your credit standards, you will
increase your customer base, but you may have to write off more receivables.

Another factor to consider is the credit period, or the length of time you want to give your customers to pay
for their purchases. There is a balance, as a short period is good for you because you get cash faster but
harder for your customers to meet. A long period is easier for your customers but may leave you short of
cash. You could also offer your customers discounts if they pay within a relatively short period of time; you
get less cash that way, but you may get paid faster.

Finally, you must consider your collection policy and how aggressive or conservative you are with collecting
cash. It is a balance between wanting to collect cash quickly and not wanting to be overly aggressive with
your customers, which may dissuade them from wanting to do business with you.

As noted above, there are a lot of things to consider and many trade-offs to balance. But overall, the benefits
of expanding your customer base by selling on credit seem to outweigh the costs. If you have any questions,
I am happy to discuss this further with you.
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