1. The selected company 
The target organization STN has targeted is Ernst & Young.

    Ernst & Young provides a range of sophisticated services—based upon financial knowledge, transaction knowledge and risk. They add to that their specialized knowledge spanning many different industry segments, to deliver the highest quality service to their clients.
2. A brief literature review 

 
① Ernst & Young sues HealthSouth over fraud

March 29, 2005 
BIRMINGHAM, Ala. --Ernst & Young LLP is suing HealthSouth Corp., claiming the medical rehabilitation chain hid a massive accounting fraud from the auditing firm, exposing it to lawsuits and damaging its reputation.

The suit, filed March 18 in Jefferson County circuit court, said testimony in the ongoing corporate fraud trial of fired HealthSouth CEO Richard Scrushy shows executives at the rehabilitation chain faked financial documents to hide the scheme from Ernst & Young.

Ernst & Young served as auditor for HealthSouth during 1996-2002, the period when prosecutors say earnings were inflated by about $2.7 billion in order for the company to meet Wall Street expectations.

"The purpose -- and the effect -- of the company's deception was to conceal the fraud from Ernst & Young and to frustrate the performance of its work," the lawsuit says.

Ernst & Young, which asked that the suit go to arbitration, is seeking reimbursement of any litigation costs the auditor must pay in lawsuits related to the HealthSouth fraud, plus unspecified damages for lost business.

Andy Brimmer, a HealthSouth spokesman, declined comment on the suit Tuesday.

During the Scrushy trial, at least three former chief financial officers testified the fraud was concealed from auditors in several ways, including fabricated invoices.

Weston Smith, another former HealthSouth CFO testifying at Scrushy's trial, said 
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Tuesday that efforts were made to keep Ernst & Young from detecting the fraud.

"You would push deadlines as tight as possible" to limit the auditor's time with the financial information, he said. At the same time, "tons of information would be given to auditors" to overwhelm them, he said.  

② HealthSouth Sues Ernst & Young
Tuesday April 5, 5:40 pm ET 

	


HealthSouth Sues Ernst & Young, Saying Former Outside Auditor Should Have Uncovered Accounting Fraud 

BIRMINGHAM, Ala. (AP) -- HealthSouth Corp. has filed suit accusing its former outside auditor, Ernst & Young, of intentionally or negligently failing to uncover a massive accounting fraud at the medical services chain.

The suit filed in Jefferson County circuit court late Friday is an answer to Ernst & Young's recently filed suit against HealthSouth. That suit claimed the Birmingham-based chain hid the fraud from the auditing firm, exposing it to lawsuits and damaging its reputation. 

Both suits were filed during the corporate fraud trial of fired HealthSouth CEO and primary founder Richard Scrushy. The government contends Scrushy directed a scheme to inflate earnings by nearly $2.7 billion from 1996 into 2002; 15 former HealthSouth executives have pleaded guilty in the fraud. 

HealthSouth, now run by a mostly new team of corporate executives, contends  Ernst & Young's failure to uncover elements of the fraud represents a breach of contract, negligence or conspiracy to defraud. It seeks damages including the legal costs and business losses caused by the fraud. 

"E&Y either intentionally and knowingly turned a blind eye to the accounting fraud, manipulation and misconduct perpetrated by Scrushy and the pleading officers and employees, or E&Y negligently, recklessly, wantonly breached its agreements and duties implied in law in failing to discover the accounting fraud and to report the fraud to HealthSouth's board of directors and audit committee," the suit says. 

Charlie Perkins, a spokesman for Ernst & Young, said Tuesday the HealthSouth fraud "was the direct result of the company's former officers and employees' calculated plan to deceive the external auditors ... ." 

"We believe HealthSouth's claims are without merit and should be resolved through 
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arbitration," he said. 

The Birmingham News, which reported on the suit's filing, said Scrushy attorney Donald Watkins took issue with HealthSouth's claim that Scrushy was to blame for 
the fraud. 

He said it was a "reckless allegation" that has not been made by the company in court before. 

"You have to assume that they either have evidence of such a claim which they have not provided to the prosecutors or defense counsel or they have not been paying attention to the turn of events in Richard Scrushy's favor in the criminal trial," Watkins said.

③Ernst and Young loses control of assets after staff attacked in Shanghai

Tue Mar 22, 3:24 AM ET

SHANGHAI (AFP) - Ernst and Young, appointed receivers of jailed Shanghai property mogul Zhou Zhengyi's company Shanghai Land Holdings, said it had lost control of an asset after a gang assaulted employees.
"The staff of the receivers at Hotel Longbai have recently been threatened and physically assaulted by a gang of people," the company said in a statement to Hong Kong's stock exchange. 

"One of the receivers' staff was physically detained against his will at the hotel, physically assaulted and was only allowed to leave after being forced to sign a document against his will and under duress," it said. 

As such, Ernst and Young said it was no longer in control of daily operations at the hotel after it told staff it was not safe to work there. 

"In the circumstances, the receivers consider that the day-to-day operation of Hotel Longbai is no longer under the receivers' control," it said. 

Ernst and Young also said police in Shanghai were called on a number of occasions by its staff seeking protection. 

Police were not immediately available for comment, but the municipal government denied any knowledge of the incident. 

"We know nothing about it, but nonetheless it's the companies' internal affairs," said a spokesman. 
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The hotel had been pledged as collateral against loans extended to Shanghai Land by Shanghai Rural Credit Cooperatives Union. 

Shanghai Land shares were suspended in June 2003 after authorities detained its 
high-flying chairman Zhou, one of China's richest businessmen, amid allegations of fraudulent loans. 

The chairman of the Hong Kong-listed Shanghai Land Holdings and Shanghai Merchants Holdings was eventually convicted of stock price manipulation and sentenced to three years in prison in June last year. 

Ernst and Young said the courts had begun a judicial process that would eventually have led to the auction of the hotel. 
④New Guidance on Auditing Investments
Executive Summary

	▪STATEMENT ON AUDITING STANDARDS no. 81, Auditing Investments, updates the auditing literature for recently issued accounting standards related to investments in securities. The SAS offers guidance for auditing the existence, ownership, completeness and valuation assertions for investments. 

▪WHEN A THIRD-PARTY CUSTODIAN provides services related to an entitys investments, certain evidentiary issues arise. SAS no. 81 does not specifically address the auditors responsibility for auditing financial statement assertions under such circumstances, but additional guidance is being developed by the AICPA auditing standards board. 

▪SAS NO.81 ALSO PROVIDES GUIDANCE for auditing managements intent regarding an investment and an entitys ability to hold a debt security to maturity. 

SAS NO. 81 DELETES INTERPRETATION NO. 1 of AU section 332 and contains guidance for evaluating other-than-temporary impairment conditions. The SAS makes clear that it is managements responsibility to evaluate whether such a condition exists. 

▪THE GUIDANCE IN SAS NO. 81 FOR auditing investments accounted for under the equity method of accounting is largely unchanged from that contained in AU section 332.
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3. The company's basic information 
  
	Values Statement

Who We Are and What We Stand For

People who demonstrate integrity, respect, and teaming.

People with energy, enthusiasm, and the courage to lead.

People who build relationships based on doing the right thing


▪About Ernst & Young 

The members of the Ernst & Young(E&Y) global organization help companies in businesses across all industries—from emerging growth companies to global powerhouses—deal with a broad range of business issues. Our 100,000 people in 140 countries around the globe pursue the highest levels of integrity, quality and professionalism to provide clients with a broad array of services relating to audit and risk-related services, tax, and transactions. 

Quality In Everything We Do. Ernst & Young’s integrity and professional competence are the cornerstones of our global organization. E&Y work hard to earn and maintain our clients’ trust and confidence. To ensure that E&Y provide quality professional services in an independent, objective, and ethical manner E&Y have implemented a number of global professional development initiatives and quality and compliance safeguards. 

Services offered. Ernst & Young provides a range of services, including accounting and auditing, tax reporting and operations, tax advisory, business risk services, technology and security risk services, transaction advisory, and human capital services. Their country practices also provide legal services in those parts of the world where permitted. 

Industry focus. Globally, Ernst & Young focuses on seven major industry groups: financial services; technology, communications and entertainment; energy, chemicals and utilities; industrial products; retailing and consumer 
products; health sciences; and real estate, hospitality and construction. 
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Their practices provide specific services for additional industries on a 
country-by-country basis. 

Culture. Ernst & Young would not be such a successful organization without great people and strong teamwork. E&Y provide our people with solid career growth opportunities and a people-oriented workplace environment. Their philosophy, quite simply, is that when their people achieve their best, so do their clients, and their business prospers. 

▪Ernst & Young ’s scale
	People:   100,000
	Locations:   670
	Countries:   140
	Revenues: US$14.5billion 


▪Ernst & young ’s Leader
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 James S. Turley 
Chairman and Chief Executive Officer
Jim joined the firm’s Houston, Texas, office in 1977 after receiving both his bachelor’s and master’s degrees from Rice University. Jim transferred to the St Louis office in 1979 and joined the partnership in 1987. From 1987 to 1990 he was the US National Director of Client Services and Business Development. In 1991, he returned to St. Louis where he served as a coordinating partner on major accounts. From 1993 to 1994, Jim served as 
Area Director of Entrepreneurial Services and, from 1994 to 1998, as Managing Partner of the Upper Midwest Area. From 1998 to 2000, Jim was the Metropolitan New York Area Managing Partner. 

Jim was named Deputy Global Chair on 1 July, 2000, and, in July 2001, he succeeded Phil Laskawy as Global Chair. He became Global CEO in October 2003.
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▪The Global B.O.D (Board Of Director)
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 Paul J. Ostling  
Chief Operating Officer
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 Michael Boyd
Global Managing Partner, Quality & Risk Management
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 Thomas P. McGrath
Global Managing Partner, Client Service and Accounts
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Jeffrey H. Dworken
Global CFO and Global Managing Partner,  Finance and Infrastructure
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 Timothy T. Griffy
Global Managing Partner, People
 
4. The overall discussion on the target business function 

   

▪About auditing 
     Examination and statement of accounts and of other documents connected with accounts by persons who have had no part in their preparation. Systems of financial inspection have long been used, especially in connection with public accounts. In Italy the elaboration of commerce considerably increased the duties of an auditor in the late Middle Ages, but the auditing of business accounts did not become common until the 19th cent., when there were an increasing number of businesses continually growing in size and complexity. Corporate charters usually came to be 
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granted only on condition that licensed experts conduct annual audits. Such audits are particularly useful to the owners (partners or stockholders); executives (managers, officers, and directors); creditors or prospective creditors (investors, note brokers, and commercial and investment bankers); and receivers, trustees, and creditors’ committees of a business. Audits are also useful to the vendors of a firm’s merchandise, the owners of patents and other recipients of profit shares or royalties, governmental regulatory bodies, and prospective donors to institutions. An audit settles certain categories of questions. It must determine whether all assets and liabilities shown are actual, and that they are properly incurred, valued, and recorded. A check must be made of the surplus, income, and capital-stock accounts, verified by the examination of the authorizations for stock issues and by comparing the amounts issued with the amounts authorized. Finally, auditing constitutes an independent check on the tendency to overstate assets and understate liabilities. The duties of auditors have even expanded into a comprehensive survey and analysis of the entire conduct of the financial and accounting branches of an enterprise. Thus the auditor needs, in addition to his knowledge of accounting, a broad understanding of business and finance. The accountant records the facts of a business; the auditor must determine whether or not such recording has been done accurately and honestly and then interpret and judge the facts, perhaps adding to his report recommendations for the future conduct of the business. In many countries, auditors are now established as a separate profession, requiring government licensing. In the United States, private audits are usually performed by certified public accountants; auditing of the federal government’s accounts is conducted by Congress’s Government Accountability Office (GAO). Formerly the General Accounting Office, it was established in 1921. The Internal Revenue Service periodically audits individual and corporate tax returns. The Public Company Accounting Oversight Board (established 2002) registers and regulates accountants and accounting firms that act as auditors.    1 
See H. F. Stettler, Auditing Principles (3d ed. 1970); A. W. Holmes, 
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Auditing (7th ed. 1971); V. B. Bavishi, International Accounting and Auditing Trends (1989); T. A. Lee, ed., The Evolution of Audit Thought and Practice (1989). 

5. The process in which the team members' efforts were coordinated to select the company and to initiate the literature review
After final decisions were made, We divided up the work load and assigned each part is suitable for the member each team member completed their assigned duties. Also the primary function of our company is auditing, so each member put in time effort to search for information related to it. Therefore, our team had no difficulties what so ever with project #2.
6. The problems that occurred during the process and the solutions for future coordination
During the work on project #2, our team experienced minor problems. It was slightly difficult with gathering information, but we were able to solve thus matter by using the internet and economic magazines. Also, the different opinions team members had with one another were solved by sharing opinions and ideas. 
       Last, there were times in the beginning, due to differences with class schedules; 
We met on-line through MSN messenger.
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