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Instructional Cas

Chrysler's Historical
Compensation and Governance
Arrangements

Kimberly J. Smith and Wanda A. Wallace

ompanies have experimented
with many different types of
compensation plans over the
years. The underlying goal of such plans
is to provide incentives for managers to
‘make decisions in the best interests of
shareholders. However, sometimes
things don't go quite according to plan.
Take the case of Lee lacocca and
Chrysler Corporation. CEO from 1978-
1992, Tacocca was widely heralded as
Chrysler's miracle during the crises of
the 1980s. Chrysler's strategy to provide
Iacocca and the rest of the management
‘team with the incentive to act like share-
‘holders was to give them stock options—
lots of them. In 1977, Chrysler had
866,750 options outstanding, which had
increased to 2,640,775 by 19811
Chrysler's strategy worked only too
well. After his retirement, lacocca
sought to expand his shareholdings to
an even higher level by throwing in with
Kirk Kerkorian in a takeover bid for
Chrysler. While the bid was ultimately
‘unsuccessful, relations between lacocca
and Chrysler were permanently soured.
Several months later, Chrysler flexed its
muscles in retun, as is shown by the
events chronicled in the following ex-
cerpts from a Wall Street Jouralarticle:
In a “Dear Lee" letter, Chrysler
Corp. showed Lee lacocca that all
is not forgiven....In documents

Kimberly J. Smith is an Associate Pro-
fessor and Wanda A. Wallace is the John N.
‘Dalton Professar of Business Administration,
‘both at the College of William and Mary.

‘The authors appreciate the support of the SEC
‘and Financial Reporting Institute at the Uni-
versity of Southemn Califoria which facilitated
this case development. The views expressed
herein are those of the authors and do not
‘necessarily refloct the views of the Institute.
The authors appreciate the assistance of a
‘number of research assistants over the past
three years who have been MBA students at
the College of William and Mary and have
worked with the researchers on this
project. These individuals include John
'Koedel, Dorothy MacKenzie, Marc Manheim,
Frank Mummert, John Walsh, Richard
'Rummage, Kelly Sessoms and Michael Tobias.
Editor's Note: In the last volum of Issues in
Accounting Education, in a brief Editor's Per-
spective, I commented on the necessity of ac-
‘counting students being prepared to calcu-
late valuations based upon finance theory in
order to be effectively equipped for their pro-
fessional responsibilities. To continue that
theme, Iam pleased to share this co-authored
‘case (with associated teaching notes) which
requires such valuations and also provides a
rather unique historical vantage point to stu-
dents regarding the evolution of compensa-
tion and govemance arrangements. The case
s also shared to illustrate two preferences
expressed by many reviewers: a real com-
pany setting as the basis fora case and some
richness of longitudinal considerations.
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