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Richard Ivey School of Business IVE
The University of Western Ontario
Preface from The Dean of the Richard Ivey School of Business

It gives me great pleasure to have this opportunity to introduce you to the Ivey Business School
by briefly explaining a little about its history, traditions, faculty and recent achievements. The
Richard Ivey School of Business is a professional School within The University of Western
Ontario (UWO). One of Canada’s oldest universities, UWO is now an academic community of 17
faculties and professional schools. It is home to more than 26,000 students and over 4,000
faculty and staff. Located in the southern-most part of Canada, London, Ontario is a city of
330,000, halfway between Toronto and Detroit. Although Ivey is based in London, Ontario, it
also has campuses in Mississauga (Toronto) and most recently, in Hong Kong.

Historically the School has been a leader in management development. A partial list of
achievements follows. They illustrate the proactive nature of change at Ivey.

< In 1922, the first undergraduate business department in Canada was established.

% In 1932, the school began to publish its own journal. Known as Ivey Business Quarterly,
it reaches out to both academic and management audiences and enjoys a circulation of
10,000 in 25 countries.

< In 1948, Canada’s first executive development program was established. (From the
beginning, faculty members were required, as part of their responsibilities, to produce case
material for the new programs being designed.)

< In 1948, the first MBA program in Canada was established.
< In 1961, Canada’s first Ph.D. program in business was introduced.

< In 1974, official designation was received by the Federal Government as Canada’s first, of
what are now eight, Centre(s) for International Business Studies (CIBS). (The CIBS were
the forerunner to the CIBERs in the United States). Financial support for this Centre
continues to be provided by the Federal Department of Foreign Affairs.

< In 1975, Ivey opened its own case and publications office. This office now holds an
inventory of 2,000 Canadian cases and is the Canadian clearing house for Harvard cases.
In 1998, Ivey cases were being distributed to over 100 teaching institutions and 100
corporations in over 20 countries. Ivey is the second largest producer of management
case studies in the world, with over 1,000,000 copies studied each year by people outside
the university.

< In 1978, commencement of its first international student exchange program took place.
Over twenty such exchange programs are now in place.
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< In 1984, the School took a leading role in establishing the National Centre for
Management Research and Development in London with support from the Canadian
Federal Government.

< In 1992, Ivey was selected to be the editorial home for the 1993-97 period for the Journal
of International Business Studies, the leading International Business journal.

< In 1993, Canadian Business magazine’s survey rated Ivey as the top MBA School in
Canada, according to all groups: CEOs, human resources executives, and placement
consultants. This ranking has been re-confirmed every year. In 1994, Asia, Inc. rated
Ivey among the World’s Top 25 Business Schools for Asians.

< In 1997, the Journal of International Management named Ivey the world’s leading
contributor to the international strategic management literature, ahead of Harvard &
Kellogg. Business Week magazine ranked Ivey as one of the top international business
schools in the world, alongside INSEAD and LBS; and US News and World Report
selected Ivey as one of the top 15 business school in the world for executive development
programs.

As of 1998, the School had 65 full-time faculty who annually taught 600 regular and executive
MBA, 300 undergraduate, and 40 Ph.D. students, plus executives in a wide range of non-degree
programs. Its broad objective is to be widely recognized as one of the top 10 business schools in
the world on the basis of its outstanding teaching programs, with a creditable research record in
selected areas.

Internationally, the School has been involved with major offshore projects for 30 years, and is
currently involved in Asia (especially China) plus several republics in the former Soviet Union.
These projects have typically involved the establishment of local management training capability.

China Activities

1984 marked the beginning of a continuing linkage with Tsinghua University in Beijing. The
School made a commitment to prepare Chinese MBA and Ph.D. students for studies at Ivey,
work with visiting scholars, provide some short-term instruction in China, and to assist Tsinghua
University’s School of Economics and Management in the development of its management
faculty. Another goal of the project was to help Ivey become more familiar with China and the
conduct of business in that country.

During Phase I of the project: 35 articles, cases, and notes were written; nine Ivey faculty
participated in short lecture visits to China; 12 visiting scholars spent one year each at Ivey; there
were eight graduates of the MBA program; all visiting Chinese attended the Case Writing
Workshop. This project was funded by the Canada-China Management Education Program.

An expanded Phase II of this program took place until 1994. A five-year endeavour, the project
was a joint venture with the University of Waterloo, and in China, with Tsinghua, Dalian
University of Technology, and Southeast University. Ivey’s commitment was to continue to assist
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in the development of Chinese institutional capacity for management education. A major element
was the design, development and delivery in August 1992 of a program on teaching Joint
Ventures, Technology Transfer, and International Trade via The Case Method. This train-the-
trainers program was offered to academics from across China, through interpreters. All of the
teaching material was translated into Chinese.

A large scale joint publishing effort was undertaken. In April 1992, the first volume of five
international business casebooks was published in Chinese by Tsinghua University Press. This
series was a joint undertaking of Ivey and Tsinghua. This series constituted a comprehensive
collection of international business cases for Chinese managers and students. In 1992-93; six
international texts were published in Chinese by presses arranged through our partner schools at
Dalian and Southeast.

Since then a great deal of Ivey-initiated China-related case writing has occurred: various books
have been either reprinted, translated or specifically written for the China market; we have offered
introductory-business courses at Tsinghua; faculty visits have occurred, and so forth. All of this
has occurred in the spirit of demonstrating Ivey’s genuine commitment to China.

2. %

Lawrence G. Tapp
Dean
Richard Ivey School of Business
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Richard Ivey School of Business IVE
The University of Western Ontario
Note from the Series Editor

The State Education Commission committee which looked at the content of MBA programs in
China has suggested that 25% of each course utilize the case method. Such a requirement is
intended in part to ensure that future (and existing) managers in China are (A) exposed to a wide
range of new and varied learning situations; and (B) gain practical experience in decision-making,
so as to balance the underlying theory.

This case series is intended to partially fill China’s immediate need for highest quality teaching
cases. Here a case study refers to a comprehensive, field-based, decision-requiring picture of an
administrative situation. It does not include descriptive case histories (which require students to
make no decision); mini-cases or vignettes (which are anecdotal, and not suitable as a stand-alone
basis for an 80-90 minute class); or library-based (such secondary sources produce far fewer
insights than actually interviewing managers for the cases).

This initial series of casebooks was compiled to directly correspond to each of the required
courses in China’s MBA programs. Subsequent case collections will be compiled for popular
elective courses.

The primary source of cases for these case collections is the Ivey Business School, University of
Western Ontario, Canada. Ivey is the second largest producer of teaching cases in the world, and
the largest producer of current, Asian cases. Ivey waived all of its normal permission fees in order
to see these books produced. Certain other institutions were unwilling to do so. Ivey 1s
committed to China.

The production of this Series would not have been possible without:

< the initiative of Lee Sun, President of Multi-Lingua,

% the encouragement and assistance of Tsinghua Dean Zhao Chunjun and Assistant Dean Chen
Xiaoyue;

% corporate sponsors (In some instances, Ivey was able to obtain corporate sponsorship to assist
with the heavy costs associated with the completion of this series. Where appropriate, the
sponsor of any book is acknowledged in that particular volume.);

< my faculty colleagues at Ivey who selected the cases and wrote the introductions to the
individual volumes;

4 our editorial coordinator, Mrs. Mary Roberts.

B0kl

Paul W. Beamish
London, Ontario
June 1998
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Claude P. Lanfranconi

Claude P. Lanfranconi

Richard Ivey School of Business
The University of Western Ontario
London, Ontario Canada

N6A 3K7

Tel: (519) 661-3225

Fax: (519) 661-3485

email: clanfran@ivey.uwo.ca

Claude P. Lanfranconi is an Associate Professor of Managerial Accounting
and Control at Richard Ivey School of Business and is currently the area
group co-ordinator. Prior to joining the school, Lanfranconi was the
Chairman of the Department of Business Administration and on the faculty
of St. Francis Xavier University in Nova Scotia. He earned a BComm from
Loyola College, an MBA from McMaster University and a PhD from The
University of Western Ontario. He is also a chartered accountant and is a
member of the Ontario and Quebec Chartered Accountants associations.

Lanfranconi's major research interest is in the area of corporate financial
disclosure. He has consulted for a variety of public and private
organizations such as Ports Canada, Ontario Hydro, Deloitte & Touche,
John Labatt Ltd. and Telemedia Inc. He has taught on many management
programs including the University Management Course for the Centre for
Higher Education Management Research and Development, and
Understanding Finance for the Banff Centre for Management. He is the
past director of the school's Executive Program and recently completed a
year as a Clinical Professor of Accounting at the American Graduate
School of International Management.
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A Note from the Editor

Accounting is the language of business, and financial statements are the primary means by which
the performance of a company and its managers are communicated to a business’s owners. It is
essential, then, that general managers are able to understand this language in order to be effective.
An operating manager needs to be sufficiently familiar with financial reporting to be able to
identify the data needed to make a decision, to use the data properly when it is available, and to
understand the consequences of operating decisions on financial statements.

The main objective of the cases in this book is to raise operating managers’ awareness of the
content, structure, strengths and limitations of financial statements. The cases will permit students
to properly identify critical management issues and the accounting measurements needed to
address them. Therefore, these cases will focus on the identification, understanding and use of

decision-relevant accounting data for managers.

It is my premise that accounting is a service function and should not be considered a separate
topic within a general management program such as an MBA. The accounting module should
supplement and be integrated with the other functional areas of business, such as operations,

. marketing and finance. The cases included in this casebook were chosen to meet the needs of -
general managers who will be users of financial reporting, as opposed to those case materials
which address the needs of students who are preparing to become professional accountants. These
cases are best used in conjunction with an introductory general management oriented accounting

textbook.

A fundamental aspect of accounting is the mechanical recording of the economic transactions and
the preparation of the financial statements. The Western Drug case provides a vehicle to
introduce this process. One of the most important tasks facing the accountant preparing financial
statements is the recognition of revenue and the measurement of periodic income. These issues
are addressed in the McDonald’s Farm case. The user of financial statements is dependent upon
the additional credibility of statements which are accompanied by a clean audit opinion. The
measurement of inventories and the ability of the auditor to express his or her opinion as to the
reliability of the measurement is the focus of the Aquaculture case. Thames Valley Brewing
Company Inc. permits the student to begin to understand the many issues related to the
measurement of capital assets. On the other hand, The MacLellan Mill focuses more narrowly
on the decisions needed to made by management in the setting of accounting policies related to
the amortization of capital assets. Is a lease just a contract to make annual payments or should the
user adjust the financial statements to reflect the existence of an asset and a related liability? The
Air Canada and Canadian Airlines: Accounting for Leases case addresses the definition of a
liability, and the often vexing issue of off-balance-sheet financing from a user perspective.
Equipment Manufacturing Inc. introduces the accounting principles related to the measurement
of intercorporate investments. The next case, Cott Corporation, addresses not only the difficult
problems related to the measurement of intangibles, but also the problems faced by management
whose credibility is being questioned because of their accounting policy choices. Big City
Courier addresses the critical issue of cash flow.

Use of these cases in conjunction with other materials will provide management students with an
appreciation of many of the measurement and disclosure issues facing the accountant who
prepares, and more importantly, the manager who uses, financial statements.

Claude P. Lanfranconi Ph.D., CA



r== T EEEEE e m

. Content |

e U S ————

CASE 1 WESTERNDRUG STOREINC. %61 | FNBLEHAT

A new pharmacy owner seeks advice on her — T HRBWERY N TNE
financial position and operating results. R BRRAEE I RIK
INDUSTRY: 51 Miscellaneous Retail =,
ISSUES: 429 Accounting - Transactions
125 Financial Reports/Disclosure
2 Accounting Methods = P1

310 Small Business
Ontario, Canada Small 1997 2 PAGES

AUTHOR:Lanfranconi, C.P.
IVEY-Formerly called PHARMACY - 972B055

The case describes a situation in which the
decision maker has inherited oil-producing farm .
property from a relative. The decision maker wishes to
determine the profitability of the operation, but no
financial statements exist for the previous year. The
student’s task is to use three revenue recognition
methods to measure the income and return on
investment for the previous year.

TEACHING NOTE: 895B011

INDUSTRY: 7 O0il & Gas Extraction
ISSUES: 362 Income Determination
293 Return on Investment
266 Profitability Analysis
0

Ontario Small 1995 10 PAGES

AUTHOR: Lanfranconi, C.P.

CASE WRITER:L. Newey
CASE3 AQUACULTURE  EpIS sFspm
—SOMREEZERA—R
KEFETWER, XREW
7 BWRELTZHFIT AR,
XBAOMERLVZATUONE
=8 HTEN.

| EI2 BERARE

AEZEPBRANE—BRERS
MEBIEHART —ROBEF
K. REREHZLRELENR
X, BEFRBANESNUS
Hk. 2ENESENBE =K
ARBERITERINENNES
g S0 =

1= P3

An analyst is considering investing in an acqaculture
firm whose financial statements have been qualified by
their auditors. The analyst is concerned about how the
valuation of inventory is done by the company.

INDUSTRY:: Fishing - Hunting and Trapping

ISSUES:  Auditing Financial Analysis
Inventory Valuation

BRITISH COLUMBIA small 1986 8 pages

CASE WRITER: Hately, J.
FACULTY MEMBER: Lanfranconi, C.P.

¥ P13




XVi

CASE 4 THAMES VALLEY BREWING 2l 4 Thames Valleyi@idl /2 7]
COMPANY INC. :

The Thames Valley Brewing Company moved to
its present location in 1992. The case centres around
this event in order to illustrate the basic methods used
to account for long-lived fixed assets.

Thames Valley B\l NS F
1992 F TR T BRINATE . &
ZHLHZBHAPIY, UERA

TEACHING NOTE: 895B014 KRB ERTNELRTES %,
INDUSTRY: 13 Food and Kindred Products
ISSUES: 2 Accounting Methods I P21
367 Assets
0
0

London, Ontario Small 1995 9 PAGES

AUTHOR: Lanfranconi, C.P.
CASE WRITER: Newey, L.

CASE 5 THE MACLELLAN MILL

0I5 Emmessr |

—THNERNAFEER
N EE /T HKEH T KK,
I L BT B Oy 2B L,
FEREMHRESENTEHL
B

i

A new management team is considering making
a change in the accounting for a fixed asset. They
must identify the alternatives available, assess their
impact and decide on the appropriate course of action.

TEACHING NOTES: 8-89-B047

INDUSTRY: Metal Mining :
. . . - I P30
ISSUES: Accounting - Transactions Depreciation
MANITOBA small 1988 8 pages

CASE WRITER: Hately,J.
FACULTY MEMBER: Lanfranconi, C.P.

CASE 6 AIR CANADA AND CANDIAN AIRLINES: 2266 Air Canada 5 Canadian
ACCOUNTING FOR LEASES Airlines: FH B M &5

After a turbulent year in the Canadian airline NEXEMZWEN — TR
industry, Madelaine Mercier wants to reevaluate her HEAMS, Mcdelaine Mercierfes
investment in Air Canada and Canadian Airlines. She is )
wondering how she should reflect the extensive amount of ¥ {5 1 48 £ Air Canada and

Canadian Airlines8918%, 8

leases used by the two companies in her analysis. She is
unsure if she should make adjustments to the company’s 5038 203 3O DBV R A 51 57
EANERIRBFHRMN,

statements and is curious to know whether these adjustments
TERERSNUNATHNRRE

would make a material difference in her analysis.
RUBRE; 3FOIREWBAE

TEACHING NOTE: 897B02
INDUSTRY: 36 Air Transportation

XEFEN TSN ES R
SRR ER

ISSUES: 364 Lease Accounting
122 Financial Analysis
180 Leasing
168 Investment Analysis

Canada Large 1997 18 PAGES

AUTHOR: Lanfranconi, C.P.
CASE WRITER: Murphy J
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CASE7 EQUIPMENT MANUFACTURING INC. %17 @&#IEAR ]

This company is considering three different
levels of investment. The case requires an
examination of the accounting implications: cost,
equity and consolidation.

ENQEEZER=0FREER
RELR, AEHBRIRITS
N fT— R : ®"A. WRF

INDUSTRY: 28 Machinery except Electrical BREH.
ISSUES: 2 Accounting Methods
125 Financial Reports/Disclosure
0

Anywhere Large 1993 3 PAGES

AUTHOR: Lanfranconi, C.P.
CASE WRITER: MAC Area Group

CASE 8 COTT CORPORATION. £4]8 Cott) 7

i
|
|
!
!
!

167 Investments : . =F P56
i
!
!
!
!

Cott Corporation, a private label cola manu 1 Cott NTIB—FMATHD
facturer whose stock has performed exceptionally well i = 1M NS G AS =
on the stock exchange from 1990-1993, is the subject i IFFEBLT, BRINRER
of various questions concerning the appropriateness of i 1990-1993F AR R 17PE
its accounting, and other marketing and management i TERNTIRE, KZHTETH
issues, particularly in relation to the treatment of i - PN o
expenses and amortization of intangible assets. i POE BEATRNWERE
INDUSTRY: 13 Food and Kindred Products ! B, RARBREROIMERT
ISSUES: 2 Accounting Methods L R HEL BS,
363 Deferred Charges !
0 !
0 !
i 15 P59
Canada Medium 1994 23 PAGES [
AUTHOR: Lanfranconi, C.P. !
CASE WRITER: French, M. :
'CASE9 BIG CITY COURIER 2019 HHE#EATE ' J

Big City Courier is a small regional courier
company operating in Toronto, Ontario. The business was
started two years ago, and has grown rapidly since its
inception. The company is making profits, but has a
severe cash flow problem. This case may be used to
illustrate the statement of cash flows, the impact of rapid
growth on a company’s cash position, and the financing
gap between receivables and payables. |
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Professor Claude Lanfranconi prepared this case which is basad on one written by Don B. Smith solely to provide
material for class discussion. The author does not intend to illustrate either effective or ineffective handiing of &
managerial situation. The author may have disguised certain names and other identifying information to protect
confidentiality.
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Ida Green, a newly graduated pharmacist, opened a pharmacy on June 1, 1997. Her
lawyer incorporated the pharmacy under the name of Western Drug Store Inc. At the
end of June, she called on Mark Williams, a local accountant, to help her assess the
financial position and operating results of the company. Following is a list of events
from the first month of operations:

1. Her family helped her get started by lending her $60,000. She invested the $60,000
in the business, receiving common shares.

2. Paid $6,000 rent in advance when signing the lease, prepaying the first three months.
3. Purchased $25,000 in fixtures and paid an additional $10,000 to have them installed.

The $35,000 was to be paid in 60 consecutive monthly instalments commencing at

the end of June. Interest of 10% was also accrued and paid monthly on the declining
balance.

4. Purchased $120,000 inventory of goods for resale, paying $24,000 on delivery and
promising to pay $80,000, 30 days after delivery and $16,000, 60 days after delivery.

5. Pz}id $2,000 to advertise the opening of the pharmacy. This included distributing a
fridge magnet with Western’s phone number on it in the neighbourhood.

6. Paid $4,000 for June wages and benefits for all the employees.



