Chapter 2

Business Processes and Accounting Information

Questions

1. A collection of activities that takes one or more kinds of input and creates an output that is of value to the customer is known as what process?

2. The profit-making activities of a business enterprise are known as what process?

3. What type of strategy focuses primarily on the reduction or containment of costs, improvements in productivity, and penetration of products/services in the market by having the lowest cost?

4. What type of strategy strives to adapt to changing market conditions by developing new products/services, markets, and technologies?

5. What type of structure arranges activities and people by functions?

6. What type of structure arranges activities and people in cross-functional teams?

7. What approach translates a company’s strategy into measurable objectives and plans organized into four perspectives?

8. What are the four types of quality costs companies monitor within the internal perspective?

9. The set of policies and procedures designed to promote operational efficiency, ensure the accuracy of accounting information, and encourage management and employee compliance with applicable laws and regulations is known as what system?

10. What control procedure is performed periodically by a company to adjust the recorded cash amounts and to reflect any differences between its cash balance and the cash balance according to the bank? 


Exercises

E2.1
Refer to Intel (www.intel.com).  Based on your knowledge of this company, determine its environment, organizational structure, and strategy.


Environment
Certain versus uncertain


Structure
Mechanistic versus organic


Strategy
Efficiency versus flexibility

E2.2
Refer to McDonald’s (www.mcdonalds.com).  Based on your knowledge of this company, determine its environment, organizational structure, and strategy.


Environment
Certain versus uncertain


Structure
Mechanistic versus organic


Strategy
Efficiency versus flexibility

E2.3
For each of the following events for Christine’s Cookie Company, determine whether the event would occur in the planning, performing, or evaluating phase.

__________
A.  Christine decided to use her funds from savings instead of borrowing money from the bank.

__________
B.  Christine compared the actual cost of ingredients to the standard cost of ingredients.

__________
C.  Christine recorded the sales of cookies to customers.

__________
D.  Christine compared the actual number of cookies sold to projected sales. 

__________
E.  Christine decided to sell 10 different types of cookies.

__________
F.  Christine recorded the purchase of ingredients she needed to make the cookies



E2.4
For each of the following situations, identify the internal control activity that is being implemented.

1. Proper authorization

2. Separation of duties

3. Maintaining adequate documents

4. Physically controlling assets and information

5. Independent checks on performance

__________
A. 
Christine must sign purchase orders before they can be processed.   

__________
B.
Ingredients used for making cookies are locked in the storeroom until needed.

__________
C.
Christine hired one employee to sell cookies to customers and another employee to do the recordkeeping.

__________
D.
Christine reviews the cash receipts recorded with the deposits listed on the bank statement.

__________
E.
The cash register automatically prints a prenumbered cash receipt.


E2.5
At the end of April the bank statement for Christine’s Cookie Company showed a balance of $10,535.  The cash balance in the checkbook was $8,065.  What is the amount of deposits in transit if the only other reconciling items consisted of interest earned of $4 and outstanding checks of $3,420?

E2.6
At the end of October the bank statement for Christine’s Cookie Company showed a balance of $15,015.  The cash balance in the checkbook was $13,315.  What is the amount of outstanding checks if the only other reconciling items consisted of a service charge of $15 and a NSF check returned of $325?

E2.7
Prepare a two-column bank reconciliation using the following information:

A. Balance per bank, $10,766

B. Balance per books, $4,750

C. Service charge, $10

D. Deposits in transit, $1,549

E. NSF check returned, $233

F. Outstanding checks, $7,806

G. Interest earned, $2

E2.8
The following activities occurred at Christine’s Cookie Company.  Determine whether each of the activities occurred in the operating or capital resources process.


__________
A.  A delivery vehicle was purchased.



__________
B.  Received cash payments from customers.



__________
C.  A bank loan is obtained to buy a new oven.



__________
D.  A new oven was purchased to use in baking cookies.


__________
E.  Employees were paid for the month.

E2.9
Christine’s Cookie Company receives orders from various retail stores for individually packaged cookies.  Last month’s production resulted in the following operating times:


Order response time

3.8 days


Storing time


1.2 days


Shipping time


2.0 days


Processing time

1.0 days


Queue time


0.5 days


What is the customer response time for Christine’s Cookie Company?  What is the value added time for Christine’s Cookie Company?

E2.10
The following items are measurements used in the balance scorecard approach.  Identify the perspective each item would be used to measure.

1. Financial

2. Internal

3. Customer

4. Learning and growth

__________
A.  Number of new customers

__________
B.  Number of new products introduced

__________
C.  Market share

__________
D.  Return on investment ratio

__________
E.  Quality costs

__________
F.  Information systems upgrades

__________
G.  Customer response time

__________
H.  Net income

Problems

P2.1
The following information relates to Davidson, Inc. for January.

A. The balance on the bank statement for January 31 is $4,917.18.

B. The cash balance recorded in Davidson’s books is $5,085.92.

C. Cash receipts for January 31 of $1,230.50 were deposited after 5:00 p.m. and were not listed on the bank statement.

D. The following checks were outstanding on January 31: check number 427 for $45.00, check number 436 for $446.28, and check number 437 for $654.40.

E. A memo included in the bank statement for $80.00 is for a customer’s check that was returned for non-sufficient funds.

F. Interest earned during January was $4.16.

G. A check that was incorrectly recorded in Davidson’s check register for $10.10 cleared the bank for $18.18.

Required:  Prepare a two-column bank reconciliation for January.

P2.2
The following information was obtained from the books of Evon Enterprises for the month of April:


Cash account information:


Balance on March 31
$  1,978.70


Receipts
13,641.50


Payments
_11,870.40

Balance on April 30
$              ?


___________________
_______________________________


_____Cash receipts___
_________Cash payments__________



Date
Amount
Date
Check Number
Amount



April 5
$4,772.05
April 3
2662
$    40.60


April 16
3,043.44
April 5
2663
1,968.75


April 23
2,932.85
April 11
2664
1,111.87



April 30
2,893.16
April 15
2665
3,000.00




April 16
2666
263.10




April 20
2667
2,833.33




April 29
2668
835.13




April 30
2669
1,817.62 


Bank account information:

First State Bank

512 Main Street


_____________________________________________________________


In account with:
Evon Enterprises



2274 Highland Street


_____________________________________________________________


Date
Deductions
Deposits
Balance




Balance forwarded

1,504.70


April 1

545.00
2,049.70


April 2
71.00

1,978.70


April 5
40.60

1,938.10


April 5

4,772.05
6,710.15


April 9
1,968.75

4,741.40


April 14
1,111.87

3,629.53


April 16

3,043.44
6,672.97


April 19
3,000.00

3,672.90


April 22
263.10

3,409.87


April 23

2,932.85
6,342.72


April 24
NSF 125.00

6,217.72


April 29
2,833.33

3,384.39


April 30
SC 15.00

3,369.39


_____________________________________________________________


Additional information:

A. The reconciliation on March 31 included the following two items:

Outstanding check number 2661
$ 71.00

Deposit in transit
545.00

B. The service charge is the fee for the nonsufficient funds check.

C. The nonsufficient funds check was included in the deposit made on April 16.


Required:  Prepare the bank reconciliation for April.

P2.3
Refer to Gap Inc. (www.gap.com).


Required:

A. Based on your knowledge of this company, prepare a balanced scorecard.

B. Calculate the following ratios:  (1) quick, (2) return on investments, (3) return on owners’ equity, and (4) gross margin.

P2.4
The financial statements for Swanson, Inc. are as follows:



___________________________________________________________

SWANSON, INC. 

Comparative Balance Sheet

December 31, 2003 and 2002


Cash
$ 13,200
$ 12,000


Accounts receivable
24,900
23,400


Inventory
43,200
38,400


Plant and equipment
172,800
159,000


Accumulated depreciation
__48,000
__43,200

Total assets
$206,100
$189,600


Accounts payable
$ 14,000
$ 22,200


Salaries payable
2,050
2,400


Dividends payable
4,500
5,100


Long-term notes payable
60,000
60,000


Common stock
48,000
48,000


Retained earnings
__77,550
__51,900

Total liabilities and stockholders equity
$206,100
$189,600

____________________________________________________________


____________________________________________________________

SWANSON, INC.

Income Statement

For the Year Ended December 31, 2003


Sales

$240,000


Cost of goods sold

_148,800

Gross margin

$  91,200


Operating expenses:



Selling expenses
$23,400



Administrative expenses
41,700



Depreciation expense
__9,600
__74,700

Income from operations

$  16,500


Gain on sale of equipment

___1,000

Income before taxes

$  17,500


Income tax expense

___5,250

Net income

$  12,250

__________________________________________________________________



Required:  Calculate the appropriate ratios for the financial perspective of the balanced scorecard.  Be sure to include the ratios from Chapter 1.

P2.5
Classify each of the following costs as prevention (P), appraisal (A),  internal failure (I), or external (E).


__________
A.
Customer ill will


__________
B.
Work-in-process testing


__________
C.
Rework


__________
D.
Product design


__________
E.
Inspection personnel


__________
F.
Scrap or waste


__________
G.
Liability claims


__________
H.
Testing raw materials

Case

Select a company that is featured in this week’s issue of BusinessWeek.  Based on your knowledge of the company, summarize the company’s business processes.  What is that firm’s strategy?  What are its operating processes?  What are its capital resource processes?

