Accounting Questions


1. Review the Managerial Application “Toyota: Growth versus Reputation” (below).
[image: ] 
a. Who benefitted from management’s decision to grow at the potential risk of lower quality? 
b. Who suffered from that decision?

2. Why does just-in-time require total quality management?

3. Why might managers be more concerned about controlling costs than total quality management initiatives?






4. Costs of Quality. 
Scan-It Company manufactures computer scanners. The following table presents financial information for two years.
	Year 1 	        Year 2
Sales.......................................................................................2,000,000           $1,800,000
Quality Costs:
Scrap.......................................................................................15,000                  16,000
Repair of returned goods........................................................35,000                   40,000
Dealing with customer complaints.........................................23,000                   28,000
Rework (goods spoiled during production) .......................... 150,000                150,000
Materials inspection............................................................... 55,000                  40,000



a. Classify the above items into prevention, appraisal, internal failure, or external failure costs.
b. Calculate the percentage of each prevention, appraisal, internal failure, and external 
failure cost to sales for Year 1 and Year 2.

5. Balanced Scorecard 

John Donelan, the managing partner of the Dublin office of Donelan Consulting, saw the following diagram while visiting one of his clients, who owns a small manufacturing company.

[image: ]

Mr. Donelan commented to his client that he could see how to link increased training to improved production quality and how that would result in better customer satisfaction with the products. “I wish I could apply this model to the consulting business, but I don’t think it works in consulting. It works for you because you produce a tangible good. What we produce is advice, which is not very tangible.” Mr. Donelan’s client responded, “You produce good advice, which helps us produce good products.” “Well, that’s good,” Mr. Donelan replied, “but it doesn’t help me to apply your model to my business so that we can provide even better advice.” (And be more profitable, he thought to himself.)

Using the balanced scorecard as a starting point, write a brief report to Mr. Donelan that explains how to implement the model shown in the diagram for Donelan Consulting. Be specific in stating how to measure the performance of each step in the sequence, from increased employee training to better financial results.
 

6. “The concepts of short-run costs and long-run costs are relative—short run could mean a 
day, a month, a year, or even 10 years, depending on what you are looking at.” Comment briefly.

7. What methods of cost estimation rely primarily on historical data? Briefly discuss the problems an unwary user may encounter with the use of historical cost data.

[bookmark: _GoBack]8. (See Appendix 5.2.--attached) How is regression used to identify what cost drivers might be used in activity-based costing?
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‘of internal failure, counting only the salary and fringe bengfit costs for time spent correcting
errors, exceeded 4 percent of the order entry department’s annual budget, not including
customer dissatisfaction from delayed fulfillment.

Collecting the cost information was not the goal, but rather a first step in improving the
order entry process. The manager of the order eniry department indicated that the changes
would ot have been pursued if cost information had not been presented. However, the
‘manager indicated that other information about the processes helped even more in making
improvements. Therefore, [cost of quality information functioned as a catalyst to accelerate
the improvement effort.

IS QUALITY FREE?

Measuring increasod customer satisfaction derived from additional spending on quality is
iffeul, 2 & measuring deeressed customer saisfacton resuling from reduced quality
costs. For exampl. f the fim reduces. prevention costs, how o we measure lost sales
Fesuling from thisreduction? Comersely, how do we measure the increase i sals dirctly
associated with an increase in prevention cosis? Analysts annot easly measure the specific
change n sales under dther soenario.

‘Many mansgers bliev that “qualiyi fee.” They believe that i they buikl quality into
e product, the resuling beneis i customer atisfction,reduced reworking and warranty
cost. and other important Tators il outelgh the costs of amproving qualiy i the
production proces.

"We soc many cases of the refation between quality and long-term reputation. Many
companies have earned reputation for poor quality-- including applnce makers, automobile
manufictures, and siines. Those reputations are har to tun around. Of cotese, he thics
of decsions that cost peopl’s ives (o save a ew dollarsof cost on each uit of product make
the conomics pale by compaison.

Those who subscribe o the qualityisfoe concept attempt to improve the production
proces continuousy by climinating non-value-addad activiies and improving the process

MANAGERIAL Application

Toyota: Growth versus Reputation  Inthe end, some of the problems could be traced to
Tootshas long had a reputaton o procucing high. 19 96518 1ot poor.qualty procucton; others

qualty car. However,whan the company bogan were the result of driver errors; and stil others were
vying with Genersl Motors for the lead n worldwide =™ Sccidents tht gota ot o medis attenion

auto sales, some observers of the auto industry pocousethe cors ntheacecents :::*v‘*": i
balieved ... that Toyota may have sacrfced ts o v it
reputation for excellence t the quest for market e Lt T DT

@ resuted i o deterorated eputation.
share...* Fora company that wa perceived 25

‘one of the industry leaders in quality, it was aShock 0, Curney, “Teyets woss flow years of g ausly,” MSKAC,
when millons of Toyotas vere ecalled for braking P&y 10, 200. it v com/ BS31117 20/
problems, sticking gas pedals, and other problems. e
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Johnson had additional problems with children’s medicines that had to be recalled in
2010. Using library and Web resources, research and write a report about how Johnson
& Johnson dealt with these problems. Indicate whether you think Johnson & Johnson
would handle a similar problem in the same manner today.

43, Customer response time. Amercan Bikes manufactures custom motoreye racing equip-
) ment and parts. The company engages in the following actvites (not in sequencel:
a. shipping product to the customer
b. processing mailin orders
. queuing orders to b shipped
d. sending cach order o the approprie production department at the end of cach day
e. onesite sakspeople caling i orders at the end of exch day
. shipping parts
&. quality inspection during production
h. cataloging orders taken over the phone
. production department ordering special materals for ordered parts
. queaing orders in the production department
k. setup of machinery to produce part according to specifications
1. production of a part
m. onsite sales to retail motoreyele shops
n. clasifying orders according to process equired for production
o. quality inspection afer production
p. sending a part to the shipping department
4. stafing on-site booths for taking orders at races
. holding parts until completion of other parts in the order
Categorize these activities according to the clements of customer response time
shown in Exhibit 4.8 Write a short eport to management detaling what you think
could be done to reduce customer respornse ime.

44, Balanced scorceard. A business exceutive siys, “The financial perspective of the bal-
anced scoreard indicates how the organization adds value to sharcholders. I am
involved with two organizations: a small business that is a partnership, so it has no
shareholders, and a church that has no sharcholders. While the balanced scorecard
‘makes a lot of sense to me, the financial perspective is clearly irrelevant for these two
organizations.” How would you respond to this statement?

45. Balanced scorecard. John Donelan, the managing partner of the Dublin office of
Donelan Consuling, saw the following diagram while visiting one of his clients, who
owns a small manufacturing company.
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