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Such a need arises because producers of financial statements may have differ-
358 ent objectives than other parties with inerests in a company. Actions which are
in the best interest of those who produce financial statements may not be in the
best interest of the company’s other constituents.

“This case provides a structured environment for students to study and apply

Instructional Cas:

~ Choose Another Issue

e original accounting pronouncements. It is one of many real-world accounting
issues from the savings and loan (S&L) crisis which students can research. Al-

194 thoughthey operated under diferent names, the S&Ls discussed in Central Coast
‘Savings represent real companies. By studying an acquisition that took place

1903 prior to FAS 72, Accounting for Certain Acquisitions of Banking o Thrift Institu-
Vol. 8 lssue 2 - Fallg3 tions, students will see that accounting practices for acquisitions of failing thrifts

did not accurately represent economic events. This case helps students under-
stand the issues that created a need for FAS 72. Students begin to realize that
accounting standards attempt to make financial statements better reflect eco-
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nomic events.

ENTRAL Coast Savings was a
‘small savings and loan (S&L) ina
rapidly growing metropolitan

area. In the late 1970s, rising interest

rates created a series of problems for the,

S&L industry. At that time, Regulation

Q limited the interest rates S&Ls could

pay on deposits insured by the Federal

Savings and Loan Insurance Corp.

(FSLIC). Central Coast encountered li-

quidity problems as depositors with-

drew their money to invest in alterna-
tive investments that were paying much
higher rates. In order to fund these with-
drawals, Central Coast borrowed money
and sold assets. Because Central Coast
had always raised money through sav-
ings deposits, it had little expertise in

’borrowing on the capital markets. Cen-

tral Coast sold some mortgages, but the

value of fixed rate mortgage receivables

declined as interest rates rose, which
meant Central Coast had to recognize
losses when it sold mortgages.

In 1980, federal regulators re-
sponded by relaxing the interest con-
straints on insured deposits and Central
Coast attracted deposits by offering cer-
tificates of deposit (CDs) with competi-
tive rates.! Not only did the CDs attract
new depositors, but many of Central

In 1980, the Depository Institutions Dere
tion and Monetary Control Act deregulated inter-
est rates on CDs insured by FSLIC.

Tad Miller is an Associate Professor of
Accounting at California Polytechnic
State University.
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