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PREFACE

Many observers have commented that the accounting profession is in a state of
flux, seeking to redefine and expand its traditional boundaries and methodolo-
gies and to adapt to the business environment of the 1990s and beyond. In order
to continue supporting the changing profession, accounting education must be
reexamined in a similar manner.

In a recent white paper, the managing partners of what were then the ““Big
Eight”’ accounting firms called for restructuring of accounting education pro-
grams. The partners felt that successful public accountants must be able to use
creative problem-solving skills in a consultative context, solve diverse and un-
structured problems in unfamiliar settings, and comprehend unfocused sets of
facts. The partners also felt that the focus of accounting education should be on
developing analytical and conceptual thinking, rather than on memorizing the
details of rapidly expanding professional standards. In a similar vein, a commit-
tee of the American Accounting Association (AAA) was charged with examining
the ““Future Structure, Content, and Scope of Accounting Education.”” The com-
mittee stated that accounting should be viewed as an information development
and distribution function for economic decision making and recommended that
accounting education be approached from the standpoint of effective support for
that broad function. Emphasis was placed on flexibility, creativity, new ideas,
and realism.

Unfortunately, much of the accounting curriculum is structured and rigid,
with emphasis on Generally Accepted Accounting Principles, Generally Ac-
cepted Auditing Standards, and the Internal Revenue Code. Even in the rela-
tively unstructured and flexible area of accounting information systems (AIS),
there is a tendency to place undue emphasis on guidelines for forms design, good
flowcharting principles, sound design of data base systems, and so forth and to
expect students to deal with these areas in an academic vacuum.

As educators responding to the challenges issued by the national firms’
partners, the AAA, and others, we seek better ways of making our teaching come
alive and relate to the real world. Many accounting information systems courses
include a systems project in which students design a system for either a real or an
imaginary organization. An alternative approach—one that may better lend itself
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to the needs of many institutions, programs, and instructors—is the use of the
case method. Cases provide a degree of realism in which theoretical textbook sit-
uations can be applied to real world situations. Working individually or in
groups, students can explore the issues raised in the cases, discuss them, and
propose and evaluate realistic solutions. Of course, cases are not new in account-
ing education, but they are not widely used in accounting information systems
courses, chiefly because of the lack of available resource materials.

The case method can help bridge the gap between the conventional instruc-
tional model, which is based on lectures, problems, and examinations, and the
learning styles of many students—sometimes the best students. Moreover, it
helps raise the focus of instruction from the lower to the higher levels of learning.
Bloom’s ‘’Taxonomy of Educational Objectives’’ provided a look at different lev-
els of learning. Each level of learning builds on the learning gained at the lower
levels. Using these objectives, the AAA Committee on Contemporary Ap-
proaches to Teaching Accounting Information Systems identified the minimum
levels to be reached in nine topical areas. Our choice of materials and exercises is
consistent with the committee’s recommendations.

The cases presented in this book deal with a wide variety of organizations: a
women’s retail apparel chain, a highway construction firm, an importer of an-
tiques, a soft-drink bottling company, a custom metal works, a horse farm, a re-
gional CPA firm, a theme park, a trucking company, a large professional service
organization, a city government, an international insurance company, and a gro-
cery products wholesaler. These diverse organizations have correspondingly var-
ied accounting systems, ranging in technology from primitive manual processing
to complex state-of-the-art computerized processing and telecommunications.
The cases require students to devote much thought and some outside research in
applying AIS and other accounting and management concepts.

The cases in this book provide content and exercises covering all of the com-
monly defined transaction cycles and virtually all of the familiar accounting appli-
cations. While the precise definition of the transaction cycles varies somewhat
from one textbook to another, six cycles are normally identified: the purchasing
or acquisition cycle, the production or conversion cycle, the revenue cycle, the
planning/control cycle, the reporting cycle, and the investment or treasury cycle.
Fund accounting and foreign currency exchange are included in two of the cases.
These topics are becoming increasingly important in the accounting profession
because of the large government sector in the economy and the multinational op-
erations of most large private-sector organizations. However, instructors may
prefer not to discuss these topics in detail, and the corresponding exercises need
not be assigned. The cases in question retain their validity and usefulness even if
certain topics are omitted.

The thirteen cases also cover each of their major phases of the system life
cycle: analysis, design, implementation, and operation. However, we have cho-
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sen to avoid an overly rigid compartmentalism, in which one case might deal with
systems analysis and another with design. The real world is not so tidy and clear-
cut. There is substantial coverage of computer technology and internal controls,
and many timely topics, such as satellite transmissions, electronic data inter-
change, and just-in-time inventories, are included. All of the cases involve ex-
plicit or implicit internal control concerns. Topic coverage extends beyond a
narrowly defined accounting information systems area. Understanding an
organization’s information needs may require an appreciation of issues in general
management, computer systems, finance, or economics. It may also require addi-
tional research to obtain further insight into specific issues or gather data to solve
an accounting systems problem. To the extent that the cases force students into
this kind of experience, the book will provide students with ideal preparation for
the accounting profession in the 1990s and 2000s.

The book is intended to be flexible in adapting to each instructor’s course
objectives and priorities. The possibilities for exploiting the material are almost
limitless. Each case is accompanied by a selection of both short and long exer-
cises, and either all of the exercises or just specific ones can be assigned. The com-
plete set of exercises in each case would occupy students for much of an academic
term. Those in the comprehensive Hengist and Horsa case could form the basis of
a term project for individual students or small teams of students. Many of the
exercises are general in nature and could be assigned with other cases.

Instructors can use all or parts of cases independently or in appropriate com-
binations. Any topic in the cases can be used by an instructor as the opportunity
for a more complete discussion. For example, the cases involving organizations
with multiple branches or locations could be used as the basis of a discussion of
system decentralization or telecommunications. Instructors can also change or
add to the cases. An instructor who wanted to provide an exercise on long-term
budgeting or planning could modify either the PEK Construction Company case or
the Funtime Forever case by adding further questions and/or changing the case’s
parameters. The potential for varying the assignments allows the cases to be used
over a period of many course offerings without undue repetition.

This book offers interesting case studies, a wide variety of exercises, flexibil-
ity of use, and coverage of a broad range of accounting and other issues. It is
intended for use in conjunction with any of the popular textbooks, as a second
text in accounting information systems courses at the undergraduate or graduate
level. The breadth of coverage also makes the book suitable as a supporting text
in auditing, managerial accounting, management information systems, and other
college business courses.

Paul E. Bayes
John F. Nash
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A design team has been assembled in a large service organization to create three new
accounting applications that will interface with a relational data base management system.
The project manager is wrestling with project staffing, scheduling, and budgeting.
Assignments emphasize project planning and control, including use of the critical path
method for task scheduling. Extensions of the case consider several scenarios during
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entrusted to the elected Board of Commissioners and an appointed City Manager and his
staff. Preparation of the city’s $27 million budget occupies much administrative and
legislative effort. The city’s operations are effective and efficient, except in the Division of
Management Services, where waste and some incidents of wrongdoing have recently

been discovered. Assignments focus on the city’s information needs, the mechanics of the
budget preparation process, accounting for the general fund, and internal controls.

———— CASE 12 161

Pittsburgh American Insurance Company

After sustained growth in North America, a major insurance company is in the process
of establishing branches throughout the Pacific Basin and has just acquired a large
insurance company in Southeast Asia. Crucial to its success has been the branches’
ability to access the central data base of insurance policies and accounting data.
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consider the problem of allocating telecommunications costs, and try to devise effective
internal controls for a large telecommunications system.



CONTENTS Xv
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Hengist and Horsa, Inc.

The company is a grocery products wholesaler, or *‘middleman,’” buying from farmers
and food processors and selling to supermarkets and convenience stores. Its policy is to
minimize its own inventory and to operate whenever possible as a broker, arranging for
direct shipment from supplier to customer. Company policy insists on a high level of
customer service, but keeping track of purchase orders and sales orders is a major
headache. Much of the present accounting system is either manual or automated on
outdated equipment. The firm is now planning a major upgrade of its accounting
information system to embrace modern computer technology, including local area
networks. Student assignments in this comprehensive case require a broad range of
decisions to develop a major part of the new system.



Halverson Career Fashions, Inc.

SMART ATTIRE FOR PROFESSIONAL WOMEN

Company Background

Halverson Career Fashions, Inc., is a women’s apparel chain in the Northwest.
Major product categories include coats and outerwear, suits, dresses, skirts, blouses,
sweaters, hats, shoes, and accessories such as pocketbooks, scarves, hosiery, and
gloves. The business was started by Louise Halverson with the objective of providing
smart, stylish attire and accessories to professional women, aged twenty-five to
forty-five. Demand for this type of apparel has increased substantially in recent years
as more and more women enter or return to the workplace.

Halverson Career Fashions’ first store opened in a Seattle shopping mall in
1972. Louise Halverson served as store manager, and was assisted by two full-
time sales clerks and a part-time clerk helping on weekends. The store prospered,
and in 1974 Halverson decided to expand the operation with additional outlets.
At the same time, she incorporated in the State of Washington with herself as
president. The chain now has twenty stores distributed in metropolitan areas
throughout Washington and Oregon, and Halverson is now contemplating fur-
ther expansion into British Columbia, Canada. The corporate headquarters is still
in Seattle, but several years ago all administrative activities were moved to a suite
in a suburban office park. The original Seattle store is now treated in the same
way as any other local store.

Because of the expansion, Louise Halverson is now almost totally engaged
in directing the business and selecting lines of merchandise. Along with her mer-
chandise manager, Anthony Rogers, a young man recently hired from a promi-
nent fashion design house, Halverson regularly attends fashion shows and trade
fairs in New York City and other major cities. They also spend a considerable
amount of time visiting clothing manufacturers throughout the country. Rogers
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has additional responsibilities as a wardrobe consultant, advising customers on
color combinations, dress image, style, and similar matters.

Headquarters staff includes the merchandise manager (who supervises the
buyers); a general manager, Sally Stephens; and a financial manager, Nancy Lou
Wolford. Also on the staff are three assistant buyers, two marketing specialists,
three inventory control clerks, five accountants, and clerical support person-
nel. Three years ago, Halverson Career Fashions bought a minicomputer to per-
form routine accounting and other data processing, and hired two full-time
computer operators. An organization chart for the corporate headquarters is
shown in Exhibit 1.1.

Local Retail Stores

The retail stores are located in major shopping malls, and they typically occupy
about 2,000 square feet of floor space. Each store is run by a store manager who
supervises an assistant manager and four to five sales clerks. The stores are eval-
uated as profit centers, and managers are given a fair amount of autonomy as
long as their stores are profitable. Building market demand in a new area obvi-
ously takes time, but sales and profits are monitored closely by headquarters to
gauge future potential. Stores are normally given one year to demonstrate profit-
ability. If a store fails to do so, Halverson decides whether to extend the probation
period, replace the manager, or close the store. So far, only two stores have been
closed, in each case because the mall in which the store was located did not grow
as fast as anticipated. New store managers are usually recruited from the ranks of
the assistant managers of existing stores. Currently, most of Halverson Career
Fashions’ employees are women, although there are three successful male store
managers and several male assistant store managers and sales clerks.

Store profit is defined, for performance-evaluation purposes, as segment
margin: net sales revenue less direct and allocated indirect costs. Direct costs in-
clude the cost of merchandise sales, rent, utilities, salaries and sales commis-
sions, local advertising, credit-card fees, and miscellaneous expenses. Indirect
costs include corporate overhead costs allocated to stores at a rate of 15 percent of
gross sales. In return for this overhead allocation, the corporation performs all
collections and payroll services and also pays for major product and institutional
advertising. As discussed later, stores are charged a separate burden to cover cen-
tralized purchasing expenses.

Purchasing and Merchandise Policies

Buying in the apparel business requires a good feel for fashion trends, but inevi-
tably it is subject to considerable risk. Merchandise must be displayed three to
four months before the selling season and must be ordered six to nine months
before expected delivery. During that period, fashions and consumer taste may



