Chapter 1 Seminar Solution 
Management Accounting and the Business Environment

Exercise 1-1 (10 minutes)

1. Line

2. Directing and motivating


3.
Budgets


4.
Planning


5.
Staff


6.
Decentralisation


7.
Precision; Nonmonetary data


8.
Management accounting; Financial accounting


9.
Feedback


10.
Chief Accountant


11.
Performance report
1-1
Management accounting is concerned with providing information to managers for their use internally in the organisation. Financial accounting is concerned with providing information to stockholders, creditors, and others outside of the organisation.

1-2
Essentially, the manager carries out three major activities in an organisation: planning, directing and motivating, and controlling. All three activities involve decision making.

1-3
The Planning and Control Cycle involves the following steps: formulating plans, implementing plans, measuring performance, and evaluating differences between planned and actual performance.

1-4
The manager relies on feedback to assure that activities are under control; that is, to assure that things are going according to plan.

1-5
A line position is one that is directly related to the achievement of the basic objectives of the organisation. A staff position is not directly related to the achievement of those objectives; rather, it is supportive in nature, providing services and assistance to other parts of the organisation.

1-6
In contrast to financial accounting, management accounting: (1) focuses on the needs of the manager; (2) places more emphasis on the future; (3) emphasises relevance and flexibility, rather than precision; (4) emphasises the segments of an organisation; (5) is not governed by UK GAAP; and (6) is not mandatory.
Problem 1-3 
1. Failure to report the obsolete nature of the inventory would violate the ethical conduct as follows:


Competence

· Perform duties in accordance with relevant technical standards.

· Prepare complete reports using reliable information.


By failing to write down the value of the obsolete inventory, Potter would not be preparing a complete report using reliable information. In addition, generally accepted accounting principles (GAAP) require the write-down of obsolete inventory.


Integrity

· Avoid conflicts of interest.

· Refrain from activities that prejudice the ability to perform duties ethically.

· Refrain from subverting the legitimate goals of the organisation.

· Refrain from discrediting the profession.


Members of the management team, of which Potter is a part, are responsible for both operations and recording the results of operations. Since the team will benefit from a bonus, increasing earnings by ignoring the obsolete inventory is clearly a conflict of interest. Potter would also be concealing unfavorable information and subverting the goals of the organisation. Furthermore, such behaviour is a discredit to the profession.

Objectivity

· Communicate information fairly and objectively.

· Disclose all relevant information.


Hiding the obsolete inventory impairs the objectivity and relevance of financial statements.

2.
As discussed above, the ethical course of action would be for Potter to insist on writing down the obsolete inventory. This would not, however, be an easy thing to do. Apart from adversely affecting her own compensation, the ethical action may anger her colleagues and make her very unpopular. Taking the ethical action would require considerable courage and self-assurance.
Problem 1-4  

1.
If all garages shops routinely tried to sell customers parts and services they didn’t really need, most customers would eventually figure this out. They would then be reluctant to accept the word of the service representative that a particular problem needs to be corrected—even when there is a legitimate problem. Either the work would not be done, or customers would learn to diagnose and repair problems themselves, or customers would hire an independent expert to verify that the work is really needed. All three of these alternatives impose costs and hassle on customers.


2.
As argued above, if customers could not trust their service representatives, they would be reluctant to follow the service representative’s advice. They would be inclined not to order the work done even when it is really necessary. And, more customers would learn to do repairs and maintenance themselves. Moreover, customers would be unwilling to pay as much for work that is done since customers would have reason to believe that the work may be unnecessary. 
3.
These two effects would reduce demand for repair services. The reduced demand would reduce employment in the industry and would lead to lower overall profits.

