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Reading and Case Study Analysis


What is the cause fro concern about accounting for pensions?

As our economy has changed from a bull to a bear market, investors must be weary about potential accounting scandals.  It is in this bear market that many corporations have used their pension funds to pad their earnings, legally.  Many of these corporations are reporting returns of 9 or even 10 percent, even though we are in the midst of one of the biggest bear markets in decades.  
What does it mean when a pension plan is under funded?


When a pension plan is under funded, there is not enough money allocated to maintain and support those who are dependent upon it.  Pension plans are the source of income for millions of retired Americans, and if pension plans are under funded, then these people will no longer be able to sustain their way of life.

Case Analysis
A. The company reports deferred income taxes as part of their total income tax expense because they use the liability method to calculate their taxes.  When the liability method is used, taxes are recorded according to the future tax effects on the difference between the reported values of their assets and their liabilities.  Companies do not simply report the amount that they paid on their current tax bill as their income tax expense because they must account for future activity spawning from current investments.

B. Deferred taxes come from an asset or a liability that has already been recorded in the company’s financial statements.
