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#123 Creatuve Toys, Inc.

If Sid Gurchick gets his way and the inventory write-down happens in the 4th quarter instead of the 2nd quarter, it would compromise the company. One of the reasons Browne insists of creating the allowance in the 2nd quarter is because it will temporarily make Creative Toys look like their expenses are too high. However, it will reduce the impact of a lack in sales in the future. On the other hand, if the inventory allowance weren’t established until the 4th quarter, where the sales are ‘expected’ to increase dramatically, the transition would be smooth. That’s why Gurchick is insisting they wait until the 4th quarter. Well, that and because then he is ensured a 2nd quarter bonus. However, if sales don’t dramatically increase, Gurchick will be in real trouble. They will be sitting on an over stated income which both the internal and external auditors will catch and make journal entries to adjust. Further these entries will decrease their net income so far that if their sales don’t increase, there is a very good possibility they could drop into ‘the red’. It’s almost like Browne understands that their sales and production departments over produced the toy and are going to have to face the facts and take the write-down and deal with the consequences. Gurchick is going to gamble it. He’s sitting on a wildcard if their sales can increase, but who knows if it will or not. Browne makes many illusions to the fact their they have a inferior product due to technological advancements in the last couple years, so I’d assume their sales will stay stagnant on a product such as Chatter Chick.

Creative Toys culture is obviously suffering. Corporate culture works from the top down. Like a hierarchy, the people get their model of ‘how to work’ from the people sitting at the top. Haven’t you ever wondered why successful organizations have their key players working 60 hour weeks? Staying longer than everyone else? Well, creative toys executive board seems to be greedy and overly risky. They are greedy because the ‘top dog’, Mr. CEO Gurchick is willing to risk the company so he can get his 2nd quarter bonus. This will trickle down the hierarchy and so most likely the management working under him function similarly. They probably don’t fully disclose information to him if it means that they would be gaining benefit from not disclosing information. The best way to describe corporate culture is to say, “If he/she’s doing it, why can’t I?”

Browne could go to the board and explain the conflicts of interest. She could ask for jurisdiction, seeing as she’s the controller, over the accounting books and ask that the executive board not interfere. If nothing else fails she could whistle blow to the auditing firm. What Browne should do is go over what her values are: Integrity? Responsibility to the public? Independence? Acting justly? After that she can decide action that best fits those values. I would probably call a meeting with the head of sales and ask if he or she really felt that the sales were going to increase in the 4th quarter. Browne makes hints that their product was now inferior, but she isn’t in sales. If the head of sales was competent and was sure that sales were going to increase, I’d back down and agree to make the allowance in the 4th quarter. However, if he or she didn’t feel that sales would increase then I would have them talk to the CEO and have them ask to make the inventory allowance during the 2nd quarter. 
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#130 United Thermostatic Controls

Facts:

The sold inventory was shipped before January 1. 

The sold inventory was either not needed until March 1 or was an incomplete order. 

The orders were fulfilled early. 

The company is going public next year.

Operational Issues: 

There is pressure to let the sales go on the year previous to the IPO. 

The materiality of the recognized sales adds up to approximately 5% of the year’s sales. 

Is it really lying? Technically, the company wouldn’t be doing anything illegal since they did ship the merchandise. 

Accounting Issues: 

This is in violation of the AICPA’s beliefs of integrity, due care, and not acting in the public interest. 

This is also in violation of the Institutes of Internal Auditors standards of conducts: Acting honestly, Complying with the standard for the Professional Practice of Internal Auditing. 

Identifying the Stakeholders and Obligations: 

This is a key point of this ethical situation. The stakeholders include the future potential investors. The potential new investors, unless disclosed, will think that the annual income of United Thermostatic Controls is 5.4% higher than it really is. That is most likely going to cause a problem because if their sales don’t dramatically increase the company is going to have two choices:  Do the same thing – finish and record end of year sales early, or wait to finish orders as requested. In the first case, it would keep their stock price stable and their investors happy. However, if it continues they will probably have to continue this until they are out of compliance with GAAP. Their other option is not to record the sales early and lose out to investors and possible have their stock price fluctuate. 

Analysis and Alternative:

Is it legal: yes, for the moment. 

Is it consistent with in-house rules? We really don’t know. I would assume that it probably isn’t and this is a ‘first time’ for recording sales early. Otherwise Cupertino wouldn’t have questioned the decision. 

Is it fair? No, it gives misperception to future stockholders and investors. 

Is it beneficial? Possibly in the short run, but it can only hurt in the long run (as stated in the paragraph above). 

Decide on a course of Action: 

I would suggest going to the board and asking that they post the revenue under the next year. It’s going to cause less headaches later and it’ll possible save themselves major complications with auditors in the future. It will also set a example in the corporate culture on how to operate: honestly with integrity. 

Double Check: 

Yep, I would feel confident about doing this. I think it’s going to be more beneficial in the long run than the latter. 
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#141 Pirate Steel Company

Pirate Steel Companies Situation looked at from the theory of rights, theory of justice, and virtue theory: 

· Under the theory of rights, there are a few people whose rights are being violated. First, the rights of the top level management to know where their money is going. When false reports are being filled out, it is hard to tell who is purchasing what. Purchase Orders should be clear and focused. Also, the rights of investors are being violated. Investors rely on external financial statements and Pirate Steel’s are incorrect. When they are expensing materials and equipment, which should have been capitalized, an investor doesn’t get a nice transparent look into the company from their financial statements. 

· Under the theory of justice, it isn’t fair to the IRS to claim materials that should be capitalized and depreciated as write-off just to take the tax credit. 

· Under the virtue theory the company is breaking the virtuous code of honesty by lying on their statements. They are breaking the rule of reliability by not being consistent on their Purchase orders. Also, they are not being trustworthy when they are lying to potential investors when it comes to their external statements.

I think that their operational cost control policy is important. I just don’t think the company is taking the correct route to get to minimal costs. While Pirate Steel is indirectly teaching their employees to lie about their purchase orders in order to get the equipment parts they need, they should be focusing on employee education. If employees could be educated about the machines they are using, they would have a better knowledge as to what parts they need, what they can replace, and what the can fix themselves. I believe that in the long run this would reduce their costs most efficient and effectively. As for the ethical perspective, I don’t think the company is taking the correct route. They are teaching their employees to lie in order to get the parts they need. What they need to do is implement a system that rewards ethical conduct and truth telling. 

If I were Elroy Faze I would find case studies done on employee culture and show how if they keep up their current system, it will destroy the company in the long run. I would propose ‘going back to the chalk board’. The company needs to implement a education and training system to teach employees to fix machines more efficiently. By implementing this system the company would save more money in the long run (show case studies here). What implications would come? By doing this, I would hope to bring a new ethical code to the company which would reduce filing false reports, decrease material and equipment costs (in the long run), and bring a new employee culture to Pirate Steel. This new culture would pride itself with virtue: Honesty, truthfulness, and reliability. 
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#155 Quatish National Petroleum Company

There’s a nice big gray area on this ethical case. The relationship between compliance on this act and ethical behavior is traced back to the FCPA’s main purpose: to impose anti bribery provisions. So the question is where does bribery end and compliance being? At what point is being compliance more or less important than being ethical? We’ve had many conversations on this in class so far. What it really comes down to is personal interpretation. In this case, it seems that Kelly believes that by paying for the refinery, and not paying the bribe to the state official, U.S. Oil and Gas is staying in compliance with the FSCA. Duffy on the other hand isn’t so sure. Duffy isn’t really sure if paying for the refinery is in compliance or not. His reasoning is that it still relates to some sort of social payoff to the state official, and that if they didn’t do that, they wouldn’t have gotten the contract. He also isn’t sure if it is within the ethical standards on U.S. Oil and Gas. 

I agree that the FCPA imposes our ethical standards on other cultures. Whether that’s good or bad is a totally different issue. A perfect example is Mexico. The business culture in Mexico was built on bribes. Historically, bribing organizations to get a contract was part of “the norm”. So, when we are at a disadvantage in a culture like that (due to FCPA), we impose our ethical standards. Again, whether that is good or bad is a different issue. Let it be stated the Mexico is working hard to get rid of their bribery system, which in part may be due to influential American ethical standards. So, yes, I agree that we impose our ethical standards of other cultures. 

Duffy is concern that building the refinery for the country of Quatish is a bribe. It’s a bribe because it brings personal exposure to the people in charge on the contract from the other country. It also was necessary for U.S. Oil and Gas to do this act in order to obtain the contract, which makes it seem like a bribe. I would recommend that Duffy explain to his client that Joshson’s idea is in violation of the FSCA. He should explain that it is in violation by stating that it was necessary to do in order to obtain the contract that in turn makes it in violation of FSCA. 

