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Case 1.1
In the early 1980’s Chrysler Corporation was in severe financial difficulty and desperately needed large loans for the company to survive.  What factors prevented Chrysler from simply providing potential lenders with misleading financial statements to make the company look like a risk-free investment?

answer:  The integrity of accounting information is enhanced in three primary ways. First, standards for preparation of accounting information, an internal control structure, and audits of financial statements. Second, professional accounting organizations. Thirdly, the personal competence, judgement, and ethical behavior of professional accountants.  As with any American business, Chrysler would have been required to adhere to the generally accepted accounting principles set forth by the FASB.  They would have been unable to falsify financial reports because their internal control system would have guarded against errors, waste, and fraud.  If their internal control system was unable to prevent fraud then they most certainly would have been discovered when an outside accounting firm came in and performed an audit.  Furthermore, due to competence, judgement, and ethical behavior, I believe that it would have been quite difficult for Chrysler to convince its accountants to lie about the financial condition of the company.  

Exercise 1.6
You recently invested $10,000 of your savings in a security issued by a large company.  The security agreement pays you 8% per year and has a maturity two years from the day you purchased it.  What is the total cash flow you expect to receive from this investment, separated into the return on your investment and the return of your investment?

    Return on investment:

$10,000 x 8% = $800 per year
$800 x 2 (years) = $1600

   Return of investment

$10,000 at maturity = $10,000

   Total = $11,600

Exercise 1.16
Locate the Tootsie Roll Industries, Inc. annual report that appears in Appendix A of this text.  Briefly peruse the annual report and then respond to the following:

a. Who are the two individuals responsible for the letter to shareholders that precedes the company’s financial statements?

answer:  Melvin J. Gordon, Chairman of the Board and CEO

               Ellen R. Gordon, President and Chief Operating Officer

b. What are the titles of the three financial statements that the company presents?

answer:  1. Consolidated Statement of Earnings, Comprehensive Earnings and Retained Earnings.

               2. Consolidated Statement of Financial Position

               3. Consolidated Statement of Cash Flows

c. The financial statements are followed by a series of explanatory notes.  What are some of the subjects covered by those notes?

answer:  Significant Accounting Policies, Accrued Liabilities, Income Taxes, Share Capital and Capital in Excess of Par Value, Notes Payable and Industrial Development Bonds, Employee Benefit Plans, Other Income, Net, Commitments, Comprehensive Income, and Disclosures About the Fair Value of Financial Instruments.

d. What public accounting firm audited the Tootsie Roll financial statements for 1998, and what was the general conclusion the firm reached?

answer:  Pricewaterhouse Coopers.  The audit performed by Pricewaterhouse Coopers concluded that the Tootsie Roll financial statements were reliable and complete and conformed to generally accepted accounting principles.  These reports were not misleading, they were fair.  

