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Sanyang, Inc. produces trail mix packaged for sale in convenience stores. At the beginning of March 2010,
Sanyang has no inventory of trail mix. Demand for the next three months is expected to remain constant at
20,000 bags per month. Sanyang plans to produce to demand, 20,000 bags in March. However, many of the
employees take vacation in May, so Sanyang plans to produce 25,000 bags in April and only 15,000 bags in
May.

Costs for the three months are expected to remain unchanged. The standard costs and revenues for March, April
and May are A:

Sales revenue $20.00 per bag

Direct material cost $3.00 per bag

Direct manufacturing labor cost $2.00 per bag

Variable manufacturing overhead cost $2.00 per bag

Variable selling cost $1.50 per bag

Fixed manufacturing overhead cost $200,000 per month, $10.00 per bag.

Fixed administrative costs$ 20,000 per month

Suppose the actual costs, and levels of production for March, April, and May are as expected. The actual market
demand for May, April and May are 18,000, 18,000 and 24,000, respectively. Sanyang uses standard cost |
system , any variances between actual costs and standard costs are contribute to the Cost of Goods Sold for the |
month, and Sanyang is tax free for 2010.

Required

1.

What is the net income for March, April, and May under variable costing. 6%
2.

What is the net income for March, April, and May under absorption costing 6%

3. What is sales units, respectively? If target income is $10,000 in May under variable costing and absorption
costing? 8%

4. If the costs remain the same in August, beginning inventory is 500 units and ending inventory is 1,500 units.
The net income under variable costing is 3,000 lost then what is the variable casting’s net income? 5%

5. List the reasons that Sanyan needs to use absorptions and the reasons that need to use variable costing. 5%
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China Steel Company (CSC) has several divisions. However, only two divisions transfer products to other
divisions. The Mining Division refines iron san, which is then transferred to the Metals Division. The iron
sand 1s processed into an alloy by the Metals Division, and the alloy is sold to customers at a price of $500 per
unit, The Mining Division is currently required by CSC to transfer its total yearly output of 400.000 units of
iron sand to the Metals Division at total actual manufacturing cost plus 10 percent. Unlimited quantities of
iron sand can be purchased and sold on the open market at $300 per unit. While the Mining Division could
sell all the iron sand it produces at $300 per unit on the open market, it would incur a variable selling cost of
$40 per unit. |

Brian Jones, manager of the Mining Division, is unhappy with having to transfer the entire output of iron sand
to the Metals Division at 110 pereent of cost. In a meeting with the management of CSC, he said. “Why
should my division be required to sell iron sand tothe Metals'Division at less than market price? For the year
just ended in May. Metals’ contribution margin was over $60 million on sales of 400,000 units, while
Mining’s contribution was just over $ 18 million on the transfer of the same number of units. My division is
subsidizing the profitability of the Metals Division. We should be allowed to charge the market price for iron
sand when transferring to the Metals Division.” ]

The following table shows the detailed unit cost structure for both the Mining and Metals divisions during the [

most recent year.

Mining Metals

Division Division
Transfer price from Mining Division 4 | $5

Direct material $60 20

Direct labor 40 60
Manufacturing overhead 100* 70**

Total cost per unit $200 $370

* Manufacturing-overhead cost in the Mining Division is 25 percent fixed
and 75 percent variable.
** Manufacturing-overhead cost in the Metals Division is 60 percent fixed

and 40 percent variable,

% 2R 2 B ¥ # %




BMigos ke 100 SEEAEAM A LIR A RHRA

23R #£6R
+ ® A BRATERH F RS #wsrm2A 26 8K 24
Required:

1 Explain why transfer prices based on total actual costs are not appropnate as the basis for divisional
performance measurement. 4%

2.Using the market price as the transfer price, determine the contribution margin for both the Mining Division
and the Metals Division. 10%

3.If CSC were to institute the use of negotiated transfer prices and allow divisions to buy and sell on the open
market, determine the price range for iron sand that would be acceptable to both the Mining Division and the
Metals Division. Explain your answer. 6%

4.Use the general transfer-pricing rule to compute. therlowest transfer price that would be mwpﬁble to the

Mining Division. Is your answer consistent with your conclusion in requirement (3)? Explain. 5%

%=4

Chateau Napa purchased a small vineyard and is now producing magnum bottles (1.5 liters) of Redwood
Cabernet Sauvignon. This wine is much sought after, and bottling the wine in larger bottles enhances its !
quality, prestige, and demand. Because of the limited size of the vineyard, the quantity of wine produced is
fixed. The only decision variable is the quality of the wine produced. Quality is'a function of a host of factors:
the quality of oak barrels used to age the wine, the ability of the oenologist (winemaker), the length of time it
is aged, and so forth, In general, the more money spent-on-quality, the higher the price of the wine. Several
experts rate wines, and the Wine Spectator ’ rating has become the industry standard. The following table
summarizes how quality (as measured in expected Wine Spectator points with a scale of 0-100) varies with the

amount of spending on quality and how various quality levels translate into price (See Table 1 below):

Note: Magnums are produced in two-bottle sets. So if $115 is spent on enhancing the quality of a two-bottle set, a

quality rating of 94.90 is expected and a final wholesale price Chateau Napa expects to receive is $598.52 per
two-bottle set.
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Wholesale
Cost Expected Price

of Quality Quality Received
$90 90.00 $570.20
95 91.08 576.44
100 92.10 582.34
105 93.08 588.00
110 94.01 593.38
115 94.90 598.52
120 95.75 603.44
125 SEs 608:17
130 97.35 612.69
135 98.11 617.08
140 98.83 621.24
145 Bileb 3 62528

Table 1 Wine quélity and wholesale price
The managers producing and marketing the Redwood Cabemet Sauvignon are evaluated and compensated based
on the balanced scorecard. Just two metrics are used in their scorecard: actual quality achieved and profits per
two-bottle set. Half the bonus is based on quality achieved using the following formula:

Quality bonus = Maximum (0., quality achieved - 90) x 5%

In other words, the managers must receive a quality rating of at least 90 points before any bonus 1s paid. If they

achieved a perfect rating of 100 points, they receive 50 percent of their bonus 5% X (100 - 90).
The other 50 percent of their bonus is tied to profits achieved from selling the two-bottle sets. Profits consist of
the wholesale selling price less quality costs less all other operating costs ($450 per two-bottle set). The profit
bonus is based on the following formula:

Profit bonus = Maximum (0., Profit- $30) x 10%
Managers are expected to achieve profits between $30 and $35. For every dollar of profit they generate above

$30, they receive 10 percent of their bonus. So if they have profits of $33.15 per set they receive 31.5 percent _
(10% X [$33.15- $30]) of their bonus. (All bonus computations arc rounded to three significant digits. i.e. 46.7 ;

percent.) |
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1. Given the balanced scorecard incentive scheme being used to reward the Redwood Cabernet Sauvignon
managers, how much do you expect them to spend on quality? What quality level do they expect to achieve?
How much profit per two-bottle set do they expect to earn, and what is their expected total bonus (in
percent)? 10%

2. To maximize firm value, how much would Chateau Napa want the managers of Redwood Cabernet
Sauvignon to spend on quality: what quality level would this spending likely yield: and how much profit
does this quality level produce? 10%

3. Explain why your answers in parts (a) and(b).aré either the same or different. 5%

Fwi

Demski Company has used a two-stage cost allocation system for many years. . In the first stage, plant
overhead costs are allocated to two production departments, P1 and P2 based on machine hours. In the second
stage, Demski uses direct labor hours to assign overhead costs from the production departments to individual
products A and B. Budgeted factory overhead costs for the year are $300,000. Both the budgeted and actual
machine hours in P1 and P2 are 12,000 and 28,000 hours, respectively. After attending a seminar to learn the
potential benefits of adopting an activity-based costing system (ABC), Ted Demski, the president of Demski
Company, is considering implementing an ABC system. Upon his request, the controller at Demski Company

has compiled the following information for analysis:

Factory Activity cost Expected
Cost Pool overhead costs driver activity level
Machine setup $100,000 Setup hours 1,000
Inspection 50,000 Inspection hours 2,500
Power 50,000 Kilowatt hours 25,000
Supervision 100,000 Direct labor hours 10,000
Total overhead cost $300,000

Demski manufactures two types of product A and B, for which the following information is available:
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Units produced and sold
Direct materials

Direct labor costs
Direct labor hours in P1
Direct labor hours in P2
Setup hours

Inspection hours

Power (kilowatt hours)

Required:

1. Determine the unit cost for each of the two products using the traditional two-stage allocation method. 10%
2. Determine the unit cost for each of the two products using the proposed ABC system. 10%

A B
5,000 10,000
$200,000  $250,000
$80,000 150,000
1,500 3,000
1,500 4,000
700 300
1,500 1,000
12,500 12,500
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D) The following unrelated eyvents occurred after the balance sheet date but before the audit report was prepared (3£ 15
73):

Sale of a fixed asset at'a substantial profit

The granting of a retreactive pay increase

Declaration of a stock diyidend

Determination by the govarnment of additional income tax due for a{pror year

Mo 0w

. Filing of an antitrust suit by the govermment

Requued (. Explain how each of the aboveiiciismighi-have come to the auditor’ s attention.

(D). Discuss how the auditor should recognize each of the above items in the final audit report. State
your major considerations and reasons for the decisions.

3) What is the purpose of business measurement analysis? How does business measurement analysis help the auditor?

(#F597)

4) Given the following information, calculate the sampling interval and the maximum sample size for accounts
receivable when there are 550 accounts and a balance of $2,000,000. (3£ 5 53)

Tolerable misstatement $75,000
Expected misstatement $8,000
Error expansion factor 1.0
Reliability factor 2.0
i O OM M O #H =
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5) You are in charge of the audit of the financial statements of ABC, Inc., and consolidated subsidiaries covering the
two years ended December 31, 2010. Another public accounting firm, 7umer & Tumer, CPAs, is auditing XYZ,
Inc., a major subsidiary that accounts for total assets, revenue, and net income of 30%, 26%, and 39%, respectively,
for 2009; and 28%, 20%, and 33% for 2010.
Required: (F¢+71.47)
(D). Discuss all possible types of audit opinion and report modification and briefly explain the rationale for
selecting the report.
(II). Prepare a draft of the audit report referring to the other audit firm and expressing an unqualified opinion
(either i English or in Chinese) for review by the audit partner.

) Tabulate management assertions about finaneial information classified into three categories following AU326. (i

53)

-~ EEE  SELEsfENEEEE 10)

1) The cashier of B Corporation covered a shortage in his cash working fund with cash obtained on December 31 from
a local bank by cashing an unrecorded check drawn on the company’ s Hong Kong bank. The auditor would
discover this manipulation by:

a. Counting the cash workimg fund at the close of business on December 31.

Preparing independent bank'reconciliations as of December 31.

Investigating items returned with the bank cutoff statements.

Confirming the December 31 bank balances.

None of the above.

2) Material events or transactions occurring in the subsequent period that may require an adjustment rather than

disclosure 1n the current financial statements include:

a. the uninsured loss of inventories as asesult offite

b. amerger or an acquisition

c. adecline in the market value of secunties held for resale
d

e

© p oo o

. settlement of litigation at an amount different from the amount recorded on the books
none of the above

3) Which of the following statements is not correct:

a. The auditor can provide a debt compliance letter to any clients as long as the auditor’ s opinion is a negative
assurance and the final paragraph restricts distribution of the report to the directly affected parties.

b. When auditors audit and issue reports on specific aspects of financial statements (e.g., specified elements,
accounts or items), the first standard of reporting under GAAS does not apply.

c. Auditors may be engaged to audit statements prepared on other comprehensive basis of accounting including a

#% O OB OB OF O # x
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cash basis as long as terms such as balance sheet and statement of operations are avoided.

d. Auditors may report on an examination of prospective financial statements including forecasts and projections.
e. All of the above are correct.
4) Regarding the balance-related audit objective of accuracy for notes payable and interest, which is not a common test
of details of balances procedure:

a. Examine duplicate copies of notes for principal and interest rates.

b. Confirm notes payable, interest rates, and last date for which interest has been paid with holders of notes.

c. Examine corporate minutes for loan approval.

d. Recalculate accrued interest.

e. None of the above.
5) Which of the following is not a common inventory observation procedure for the balance-related audit objective of
cutoff:

a. Record in the audit files forsubsequent follow-up the last shipping document number used at year-end.

b. Make sure the inventory contained in the last shipment before the year-end was.excluded from the physical

count.

c. Review receiving area for inventory that should be included in the physical count.

d. Inquire about consignment or customer inventory included on client’ 'S premises.

e. None of the above.
) Sampling risk deals with
a. not carrying out the appropriate audit ‘procedure.
drawing an incomrect inferénce from the sample results.
inappropriately diagnosing client” s problems:
using incompetent personnel.

o a0 o

None of the above.
7) The internal audit department at Monument.Company receives.clectroni€ exceptions reports for all sales transactions
entered over $10,000 in total. This process is performed for the purpose of

a. drafting financial statements.

b.  monitoring revenue transactions.

c.  providing management reports to the controller.

d.  providing suggestions for operational improvement.

e.  None of the above.

8) Much of the understanding of revenue transactions for compliance with GAAP can be performed by

a.  examining sales contracts and inquiry of management.

b.  confirming sales with customers.

c.  discussing the transactions with qualified members of the Financial Accounting Standards Board.
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d.
E:

a
b
c.
d
E:

a.

2).

3).

comparing shipping documents with invoices.
None of the above.

0) A sample of positive confirmations is mailed for material accounts receivable balances. Frequent there is a lack of
response. Which of the following is not an acceptable alternative procedure?

subsequent collection.
mquiry of management.
mailing second and third confirmations.

examination of supporting documents.
All of the above are.

10) Which of the following statements is correct?

The overhead charged to inventory at the balance sheet date can be understated if the salaries of administrative
personnel are inadvertently or intentionally charged to indirect manufacturing overhead.

When jobs are billed on a cost-plus basis, revenue and total expenses aresboth affected by charging labor to
correct jobs.

Payroll is a significant portion of inventory for retail and serviee mdustry companies.

The valuation of inventory is affected if the direct labor cost of individual employees is improperly charged to
the wrong job or process.

None of the above.

= ~ Indicate the best answer choige for eachiof the following | (Ft+7<a7)

1).

( ) Which of the following is not«a component of assurance sexvices?

a. information or a process'on Which.the.assirance Services is provided.
b. report to a third party.

c. auser or a group of users who derive value from the sesvice provided
d. aservice provider:

( ) Brooklyn Mercantile, Inc., 2 public company, receives audit services from Gregory and Elder,
LLC. Brooklyn may engage Gregory and Elder to perform corporate tax returns only if:

a.  Gregory and Elder is registered with the PCAOB.
b.  Gregory and Elder is independent of Brooklyn for tax purposes.
c. tax services by Gregory and Elder are approved by Brooklyn's audit committee.
d. the PCAOB approves such "non-audit" services in writing.

( ) Julie Webb, CPA takes out an automobile loan with First National Bank of Wellville (FNBW)
while attending the University of Wellville. Julie graduates one year later and is hired as an auditor
by Best and Driftwood, LLP. Her first assigned audit engagement is with First National Bank of
Wellville, a client of Best and Driftwood. As a new audit assistant, Julie continues to pay her

X M M OB 4 =R
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automobile loan payments each month. According to the AICPA, Julie's independence would be

considered

a. impaired because Julie has a direct financial interest in FNBW.

b. impaired because Julie has a material indirect financial interest in FNBW.

c. not impaired because Julie has an immaterial indirect financial interest in FNBW.

d. not impaired because Julie is permitted to take normal loans from FNBW.

4). () Rivendale and Moria, CPAs, are contemplating the use of a slogan: "We fight the SEC for you!".
This advertising would be improper under Rule 502 of the AICPA because
a. the AICPA and the SEC are not related in organization or in purpose.

b. CPAs may only use slogans.thatare not'deceiving to the SEC or Congress.
c. the slogan infers that Rivendale and Moriashave the ability to influence regulators.
d. aCPA may no longer advertise due to the provisions of the Sarbanes-Oxley Act of 2002.

5). () If an auditor does'ot complete an audit according to the terms+ef the engagement letter, there is a
risk that the auditor will be sued for
a. the Restatement approach
b. breach of contract
c. joint and several hability
d. pnvity of contract.

6). () Thomas Leegins, CPA, purposely omitted the confirmation of accounts receivable because of his
knowledge that management had grossly overstated this account Accounts receivable are material
to the balance sheet. Leegins is. most likely guilty of
a. fraud
b. acivil tort
¢. ordinary negligenece
d. gross negligence

7. () Jack Box, CPA, misinterpreted the results of several accounts receivable confirmations in the audit
of Jones Company. Box would be guilty of
a. fraud
b. scienter
c.  gross negligence
d. ordinary negligence

8. () Which of the following best describes the auditor’ s responsibilities concerning related parties?
a. investigate those transactions encountered during the audit
b. asrelated parties are discovered during the course of the audit, their existence should be

noted in the working papers
# R OB M 5 # %
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c. obtain a list of all board members and place in the working papers

d. investigate the background of all related parties

e. determine, in the planning stage, the existence of related parties
9). () The process of vouching helps establish that all recorded transactions

a. have been recorded.

b. are complete.

c. are vahd.

d. are presented properly.
10). () Which of the following is not an example of incompatible duties?
the authorized check signer prepares thé*bank reconciliation.
the individual who preparesithe bank deposit 2lso takes it to the bank.
the individual who approves the vouchers signs and mails the checks.
the warehousé manager maintains the perpetual inventoryssecords.

o Ao o

the individual who processes. cash remittances from customers also has authority to approve
and record credits to customers” accounts for sales returns and allowances or write-offs.
11). () Physical controls to safeguard assets would include:
a.  hiring only trustworthy cashiers.
b. separation of duties
c. locks omthe warehouse doors
d. safety audifs on the production-line
12). () Tagging and tracing might'best. be used to test which'ofithe following?
a.  The number of confirmations returned-compared to the number of confirmations sent out.
b. The corporate ‘credit card 1s only being used for business transactions.
c.  All customer orders shipped were also invoiced and that«Cash was received.
d. Quantities of prodtet.F411029.have Been accurately’counted in the warehouse.
13). () Which of the following represents the primary difference between an audit and forensic
accounting?
a.  An audit has the focused responsibility to detect fraud in the client organization while
forensic accounting sets out to prevent fraud.
b.  An audit has no responsibility for fraud while forensic accounting provides an audit specific
to material fraud discovery.
c.  An audit must follow Generally Accepted Auditing Standards while the forensic accountant
is bound to Generally Accepted Fraud Standards
d. An audit utilizes sampling techniques to detect material misstatements while forensic
accounting examines the entire population of fraudulent transactions.
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