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ETHICS CHALLENGE Blc3 @ ca@ A

BTN 1-1 Tana Thorne works in a public accounting firm and hopes to eventually be a partner. The
management of Allnet Company invites Thorne to prepare a bid to audit Allnet’s financial statements. In
discussing the audit fee, Allnet’s management suggests a fee range in which the amount depends on the
reported profit of Allnet. The higher its profit, the higher will be the audit fee paid to Thorne’s firm.

Required

1. Identify the parties potentially affected by this audit and the fee plan proposed.

2. What are the ethical factors in this situation? Explain.

3. Would you recommend that Thorne accept this audit fee arrangement? Why or why not?

4. Describe some ethical considerations guiding your recommendation.
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BTN 2-1 Assume that you are a cashier and your manager requires that you immediately enter each sale when
it occurs. Recently, lunch hour traffic has increased and the assistant manager asks you to avoid delays by
taking customers’ cash and making change without entering sales. The assistant manager says she will add up
cash and enter sales after lunch. She says that, in this way, customers will be happy and the register record
will always match the cash amount when the manager arrives at three o’clock.

The advantages to the process proposed by the assistant manager include improved customer service, fewer
delays, and less work for you. The disadvantage is that the assistant manager could steal cash by simply
recording less sales than the cash received and then pocketing the excess cash. You decide to reject her
suggestion without the manager’s approval and to confront her on the ethics of her suggestion.

Required

Propose and evaluate two other courses of action you might consider, and explain why.
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BTN 3-1 On January 20, 2019, Tamira Nelson, the accountant for Picton Enterprises, is feeling pressure to
complete the annual financial statements. The company president has said he needs up-to-date financial
statements to share with the bank on January 21 at a dinner meeting that has been called to discuss Picton’s
obtaining loan financing for a special building project. Tamira knows that she will not be able to gather all the
needed information in the next 24 hours to prepare the entire set of adjusting entries. Those entries must be
posted before the financial statements accurately portray the company’s performance and financial position
for the fiscal period ended December 31, 2018. Tamira ultimately decides to estimate several expense accruals
at the last minute. When deciding on estimates for the expenses, she uses low estimates because she does not
want to make the financial statements look worse than they are. Tamira finishes the financial statements
before the deadline and gives them to the president without mentioning that several account balances are
estimates that she provided.

Required
1. Identify several courses of action that Tamira could have taken instead of the one she took.

2, If you were in Tamira’s situation, what would you have done? Briefly justify your response.
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BTN 5-1 Golf Challenge Corp. is a retail sports store carrying golf apparel and equipment. The store is at the
end of its second year of operation and is struggling. A major problem is that its cost of inventory has
continually increased in the past two years. In the first year of operations, the store assigned inventory costs
using LIFO. A loan agreement the store has with its bank, its prime source of financing, requires the store to
maintain a certain profit margin and current ratio. The store’s owner is currently looking over Golf
Challenge’s preliminary financial statements for its second year. The numbers are not favorable. The only way
the store can meet the financial ratios agreed on with the bank is to change from LIFO to FIFO. The store
originally decided on LIFO because of its tax advantages. The owner recalculates ending inventory using FIFO
and submits those numbers and statements to the loan officer for the required bank review. The owner
thankfully reflects on the available latitude in choosing the inventory costing method.

Required
1. How does Golf Challenge’s use of FIFO improve its net profit margin and current ratio?

2. Is the action by Golf Challenge’s owner ethical? Explain.
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BTN 7-1 Anton Blair is the manager of a medium-size company. A few years ago, Blair persuaded the owner to
base a part of his compensation on the net income the company earns each year. Each December he estimates
year-end financial figures in anticipation of the bonus he will receive. If the bonus is not as high as he would
like, he offers several recommendations to the accountant for year-end adjustments. One of his favorite
recommendations is for the controller to reduce the estimate of doubtful accounts.

Required

1. What effect does lowering the estimate for doubtful accounts have on the income statement and balance
sheet?

2. Do you believe Blair’s recommendation to adjust the allowance for doubtful accounts is within his rights as
manager, or do you believe this action is an ethics violation? Justify your response.

3. What type of internal control(s) might be useful for this company in overseeing the manager’s
recommendations for accounting changes?




