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Instructional Case:
MicroClone Inc.

Linda H. Kistler and Sherre Strickland

ABSTRACT: MicroClone Inc. introduces students to an accounting situation that
focuses on ethical issues and professionalism. The objectives of this case are
threefold. First, students are required to identify the stakeholders and thelr par-
ticular stake in the outcome of the issue under review. Second, students are
asked to dentify and evaluate the ethical Issues confronting the stakeholders.
‘They begin to understand that the diverse interests of the participants color their
perspectives and may affect the application of GAAP to a particular set of cir-
‘cumstances. Finally, students are required to develop altemative resolutions and
articulate the potential consequances for each altemative.

in charge of the audit of MicroClone

Inc. ! a closely-held manufacturer
of IBM-compatible personal computers.
‘The company has experienced explosive
growth in sales and profits since it was
established three years ago.

Steve White, the senior on the
audit, has extensively analyzed the
company’s finished goods inventory.
Jane's review of his work has identified
‘what may be a serious problem. Total
finished goods at MicroClone increased
to ten million dollars from seven million
dollars last year, an increase not unex-
pected given the sales increase during
the year, Moreover, during the fourth
‘quarter, MicroClone began shipping per-
‘sonal computers using the latest micro-
processor chip (fifth generation) avail-
able on the market.

Jane is concered because the fin-
ished goods inventory includes a signifi-
cant number of IBM-compatible clones
'based on the fourth generation micropro-
cessor chip. These machines are nearly
obsolete by industry standards, and
their market price has dropped signifi-
cantly. Only last week, during a visit to

Juns Morrell, CPA, is the manager

a large discount computer store, Jane
noted that identical machines which
MicroClone valued at their manufac-
tured cost of $1,600 per unit were sell-
ing for only $999 per unit, a price that
she estimates would include about $100
‘per unit gross profit for the retailer. She
believes that management's $2.5 million
valuation for the fourth generation ma-
chines may be too high and that the
older machines may have a net realiz-
able value of only $1.6 million.

‘The valuation for the remainder of
the inventory appears reasonable. The
six million dollar valuation placed on the
company’s newest model, the fifth gen-
eration machines, is in line with manu-
facturing costs and current market

MicroClone Inc. I a fictitious company. Any 1o
‘semblance to an actual corporation i coinciden-
tal In the authors® experience, the accounting
circumstances and ethical issues presented in
the case are neither uncommon nor unique to
the computer industry. Accounting students
‘may anticipate encountering simllar valuation
issues in publc sccounting or industzy.

Linda H. Kistler is a Professor and Sherre
Strickland is an Associate Professor,
both at University of Massachusetts
Lowell.
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