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ABSTRACT: Arkansas Solar Heating Corporation (ASHCo) s a multiaceted
Double Eniry Journal 0 ‘accounting case study that incorporates financial accounting practice and theory,
Instructional Case: . 353 auditing, and legal concepts. The objectives of this case are threefold. The first

objective is to expose studens 1o the difficulties associated with determining

and applying GAAP in a real-world situation. The second objective is to raise the

~ Choose Another Issue issue of professional responsibilty and its relationship to GAAS. In addition, stu-

e dents must examine whether the auditor's responsibility to examine the client's

records has ended when it is determined that a qualified opinion is necessary.

1084 “The third objective is to increase student awareness regarding issues involved
Vo, 9 lssue 2 Fallgd in the current “ltigation crisis” and the related legal liability of auditors.

Vol 9 1ssus 1 - Springa This case summary has been based on the fact situation in the case of Fine

v. American Solar King Corp., et al; Randall v. Pardo, et al, 919 F.2d 290 (5th

1983 Cir. 1990). Overall the facts of his case represent the thrust of an original law-

he——

suit filed against a large CPA firm and can be used to illustrate the complex
) L rarten

operating environment faced by the accounting profession.

RKANSAS Solar Heating Corpo-
ration (ASHCo) is a manufac-
turer of solar equipment for

‘heating and circulating water. The com-
‘pany was formed in 1981 as a privately
held company. Because of rapid growth,
the company decided to go public in
1987. Revenues continued to grow
throughout 1988 and began to level off
in the last quarter of 1989. During the
first two quarters of 1990, revenues
dropped slightly and leveled off again in
the last two quarters of the year.

In fiscal year 1991, ASHCo expanded
into the industrial solar energy market
which involved the sale of large equip-
‘ment for industrial users. In an effort to
induce future revenue growth, an ag-
gressive sales policy was implemented
for this new market area. The desired
‘growth in revenues occurred in the last

two quarters of 1991; similarly, the bal-
ance of accounts receivable also grew
significantly during the same time
period.

At the time that ASHCo decided to
go public, Furst Shepherd, a medium-
sized national CPA firm, was hired to
perform the audit and help with its SEC
registration statement. Furst Shepherd
has continued to perform audit work for
ASHCo since 1987. The CPA fimm was
selected based on recommendations
from several members of the board of
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