BasgisekR2 101 LEEAEA EEIELeFRAa

£ 1 B £ 2F
43 A 32
# X F Bl B B\ &t # AT XM 2AH280Gx) =6

~~ HERE TYIHERE : (105)

1. What intangible assets are subject to impairment testing on an annual basis?

i

. What are the differences in meanings between fair value and value in use?

FNEAE B EEAAMABG T T
U M 1998 4 1 B 1 BEEA 3B 46 5 AS$50,000,000 » & B B 4 i 4$200,000,000 © 463t 5
Bt TR 30 £ T E520,000,000 - 3% HA AR c FLAAHNAERALHEZ G RERK
R A e
WA 2011 £ 12 A 31 8305 5 B RiaE7K520700Q,000 » R #FHMEAE
TG 2012 £ 12 A 31 8 A K @R R B o AR EE X B ERETRAGHE  LaFse
HEMEMBTNE 220124 12 31 B ERIEE B2 N1 4 £$127,000,000 - %@%F.—I—_i&z/\jt,
1& 44 %$55,000,000 -
B|EK  (20%)
(Uﬁﬁﬁﬁlﬂvﬁf\ 2] Q012 B AR A R bne a5 Al Y (R4 B B iR Z B EHZK) |
(°)f§«%(l)d 0 2 TN E R 2 G 2 R kA DI B E) ) AT 8 2012 FIRH A RAE
» LR AR AERTE TRV E V2R T
(3)%}5&%‘& R E R B AR F TR e e Y

s ENEEEWAAE A R012 AR 1 8ET o AT 7B 2 TR B KOR
B #3 Bt
2012 %2 A1 8  $316007000
6FA18 $3,000,000
12 A%, 2 $2,4oo,ooo'
S TAEMR012E7TA 182 10 F 3=adst]  { i Bt 4 Tk 015 T AT R4 0 A 2012 F
11 A184x 2012 %12 A 31 :‘%éﬁﬁi—z?ﬂiﬁﬁkﬁé °
WG ABEN A 2012452 A 1 B @447 E B 86,000,000  #AFR 3 F 0 FFIF 6% 0 KA
ERNEREIMA -MEELRANEE A& 03%-
FNEE2012FEHA2EREEIMRLT -
(1) 2009 4 12 A 31 B k48474 A$10,000,000 = #AM& 5 & » FH1F 7.5% » KA LW F R A -
(2) 2008 4 12 A 31 B F{E 5474 8 1£$50,000,000 - #AM& 10 4 > 4% 10.5%  FREAE
K (20 o)
(1)F 2 5] Fa32 5] %ﬁ*ﬁ%/\k*ﬁzﬁidi&%i\szﬁdé c (RFERE e ERZREMEL)
QMBHEZAETHER 40 F > RAF EEAMLLEHN T A3 2012 FRAAER H 2z #HRBAELARE
H B E o

¢

TR OE OB OE # %




Bugos g 101 ZEEFRA AEHEEEERAA
%2R #£ 27

x/3/) | +/3>
4 W # B & ¥ % g Bl & AR R A FRERM 2825 BN R = B

@‘%ﬁﬁﬂ%2m0$1H1au%%ms%%%ﬁ%%%ﬁﬁﬁ%%ﬁé&ﬂ%%ﬁ%ii%’@%
$1,000,000 » B @A 5% > B4 12 A 31 B4 &y 20K ARAER 6% AEERABBIUK
AMEALE - BEAGERBERBRAEATE #2011 £1 A1 ARLFLBREAR AR
Ak R - 4R AR 31 BB T B A0 A & 4$700,000 » TR R AR A BB VT = A €:830,000 ¢
@%Qﬂ%%ﬁ@ﬁ&ﬂ%%ﬁ’%ﬂ#lﬁlE@ﬁ%ﬂ%%é%&ﬁ%%ﬁ@%,ﬁga@%
ﬁﬁiﬁ’iﬁ%ﬁ&&ﬂ%&%%ﬁ%#%ﬁ$é°wm$lH18%&@%%@%%%%&%0
Wk BT A E 2012512 A 31 BeAE oEk (18%) -

%~ @& T 7R A
ﬁwWﬂ:&ﬂ&ﬂﬁzwéﬁlﬁla@kﬁﬁﬁﬁﬁﬂmwww~ﬂ$8%’%$dzﬁma
M A BRI 10 4 - %2010 & 12 431 B + B W HAIE %15 oL B AT GA R KRR S F
#9210 £ F F 48 %) 0 Lk A 2 845 R B a9 45 A = 15 SZf yF) E BB 5% 0 AR 3]
%410 £ 87 kB ERAT IR B st ik THEAIRIEIRZ 5% 0 213 B R % FRIH
BB o AR ATE BRE A R A RS % o R A1 LR T X AT850,000
HEER - |
A FR A A 5) B A adRgT 2010 B 1208 BT 8 2998k (8% ¥
ﬁw;yﬁ&%ﬁ@&%ﬁﬁﬁmfm’@@&%&mi#@$%ﬂ$?%’ﬁikﬁﬁﬁﬁ
SRR A F) 8y £ Thy TSRk /) N F R A R
e A7 A B Bk GB4RHTI2000 % 1228 31 8 24k (8%

ARSI A 2010 £ 1 Al BB i 4 HESSI0275 BE T HEEAT C HAEAS
me%?ﬁ%%$wwmwﬁi%%%ﬂ@vﬁ%wﬁ’%$$mﬁﬁé$mwm,%%mg
ﬁﬁﬁ’%ﬁ%%t$ﬁﬂc%%%%ﬁﬂ%ﬁﬁ?&%w$°E%&Eﬁﬂ%%@ﬂ%%u%°
WA R R NEE—FEey st (10%°

# B OB M £ # =R




Rags kg 101 ZEEMER B EF AR~
% | B %57

7737
eHmERETE  EREM 2425 8(x) Fm &

—_—

£ ® # BRAREEEIH o

% —R&(25%)
ABC Company sells three products (AA, BB, and CC) that it manufactures in four departments. Both labor and

machine time are applied to products in each of the four departments. The machine-processing and labor skills
required in each department prohibit switching either machines or labor from one department to another.
However, ABC has a good supply of both full-time and part-time labor and does not expect hiring or retention of
employees to be a problem. Because of the availability of part-time Jabor, ABC considers labor a variable cost.

ABC's management is planning its production schedule for the next several months. Some machines will be out of

service for extensive overhauling. Available ma€hinefimesbysdepartment for each of the next six months are as

follows:
Department
D-1 D-2 D3 D4
Normal machine capacity in machine-ho urs 3500, ¥3,500 3000 3.500
Capacity of machines being repaired, in machine=hours 500 400 300, 200
Available capacity in machine-hours 3,000 3,100025700° 3.300

Labor and machine specifications per umit of product follow:

Product Labor and Machine Time Department
D1 D2 D3 D-4
AA Direct labor-houts J 3 3 i)
Machine-hours 2 i 2 2
BB Direct labor-hours 1 2 0 2
Machine-hours 1 1 0 2
CC Direct labor-hours 2 2 1 1
Machine-hours 2 2 1 1

The Sales Department’s forecast of product demand over the next six months is as follows:

Product Monthly Sales

AA 500 units
BB 400 units
CC 1,000 units
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ABC's inventory levels will not increase or decrease during the next six months. The unit price and cost data valid

for the next six months follow:

Product
AA BB CC
Price $200 $125 $170
Direct materials 10 15 18

Direct labor

Department D-1
Department D-2
Department D-

Department I

Fixed ove

Variable selln

JRequired

1. Determine whether ABC can me oducts and please explain why or

why not and base on what? r supporting calculation or no

points). 10%
@. Please help ABC to re-plan a be sroduction order and units). (Show

your supporting calculation or no pe
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Myers Manufacturing, Inc., wants to build a booth for painting the boxes it makes for small transformers to be
used to power neon signs. The company can choose either a solvent-based or a powder paint process. The

following table summarizes the costs and investment required by each approach:

Solvent Paint Powder Paint
System System
Initial investment $600:6000 $1,800,000
Unit paint cost $0.20 $0.25
Estimated life in years 10 10
Annual units 1,500,000 500,000

There is no residual value for BotH systems and the.svstefii costs should pay in the beginning of the installation.
The firm will incur additional environmenta! ¢6sts with the solvent ‘paint system but not with the powder paint

system. The firm estimates annual environmental costs for the solvent paint system as follows:

Units Unit Cost
Annual pit cleaning 15 $300
Hazardous waste disposal 18 34000
Superfund fee 18,000 20
Worker training 2 12,000
Amortization of air-emission permit 02 1,000
Air-emission fee 5 20
Waste water treatment 1 60,000

In order to run system Solvent Paint syst®msthe company needs.to prepdte extra $5,000 working capital in the

beginning of the first year. The firm estimates its after-tax cost of capital to be 10 percent. powder paint system is

a 10-year property under straight line method. However, Solvent paint can use 5 year double decline depreciation

method and no savage value. The firm pays a total of 40 percent in income taxes.

n 1 2 3 4 5 6 7 8 9 10

10% PV 0.909 | 0.826 | 0.751 | 0.683 | 0.621 | 0.564 | 0.513 | 0.467 | 0.424 | 0.386

10% PV of Annuity |0.909 | 1.736 [2.487 |3.170|3.791 [4.355 | 4.868 | 5.335 |5.759 | 6.145
Required (please show you computation or no points)

1. What is the cash flow for each system? (Please use a 10 year table to list your cash flow for each year) 15%

b, What is the difference in cost in today’s dollar for the two systems? 5%

3. What is the highest amount that the firm is willing to pay for the powder-based system? 5%
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Plush pet toys are produced in a largely automated factory in standard lots of 100 toys each. A standard cost

system is used to control costs and to assign cost to inventory.

Price Standard Quantity Standard
Plush fabric $2.00 per yard 15 yards per lot
Direct labor $0:00per Hour 2 hours per lot

Variable overhead, estimated at $5.00-per lot, consists of miscellaneous items such as thread, a variety of plastic
squeakers, and paints that are applied to create featurcs such as eyes andwwhiskers. Fixed overhead, estimated
at $24,000 per month, congists largely of depreCiation on the automated machinery and rent for the building.

Variable overhead is allocatdd based on logé produced. The standard, fixed overhead allocation rate is based on|

the estimated output of 1,000 lots per month.

Actual data for last month follow.

Productioh 2,400 lots
Sales 1,600 lots
Plush fabric ‘purchased 30,000 yards
Cost of fabric purchased $62,000
Fabric used 34,000 yards
Direct labor 4,200"hotrs
Direct labor cost $39,000
Variable overhead $12,000
Fixed overhead $24,920

The company’s policy is to record materials price variances at the time materials are purchased.

Required:

a. Prepare an analysis of direct cost and overhead variances.

b. Management is considering further automation in the factory. Robotized forklifts could reduce the standard
direct labor per lot to 1.5 hours. Considering only quantitative factors, calculate the maximum price the
managers would be willing to pay for the robotized forklifts. Assume the company’s management requires

equipment costs to be recovered in five years, ignoring the time value of money.
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Tubac Savings and Loan collects fees for 3 service activities: credit risk assessment, loan processing, and other
services. During March, the overhead costs related to these three service activities totaled $500,000.

Activity information and direct costs for the month were as follows:

Service Eventsee=Emplovee Time Direct Costs
Credit risk assessment 60,000 150 hours $£300,000
Loan processing 1,000 260 hours 130,000
Miscellaneous serviees 9,000 90 hours 70,000

a. Tubac allocates gverhead using one'0ffice-wide rate based on employec time. Determine the rate and
the amount allocated to each department.

b. One of the commereial clients, Desert Dufie Buggies, had 1,000 eredit risk assessments, 50 loans
processed, and 30 miscellancous services performed this month. The total employee time used for
Desert Dune Buggies was estitnated 6 be about 11 hours, o fiwhich 8'hotirs were for processing loans.
How much overheadwould Be'allocated to this client Using/theofficeswide rate?

¢. The overhead costs can/be separated by service activity, o thatall costs are traced to the service
department where possible, and then toests that cannet betraced are allocated. Using this method,
check processing overhead costs were $120;000;10an processing costs were $200,000, and other
activities were $180,000, Number of credit risk assessments is used as the allocation base for credit
checks, number of events (Segyices) s used¢fongniscellaneoysservices, and employee hours are used to
allocate the costs of servicing loans. How much overhead would be allocated to Desert Dune Buggies
under this system?

d. Why are the amounts allocated in parts (b) and (c) different? Be specific in your answer.

Suppose Tubac’s managers would like to compare the profitability from Desert Dune Buggies with the
profitability from other commercial clients. Discuss whether the costs you calculated in part (c)

represent the incremental cost of overhead for the Desert Dune Buggies account.
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£ (16 4):
The following is a list of defalcations that have occurred within various organizations. You may

assume that the amounts involved are material. (4 points per defalcation)

€)) The purchasing agent of a company set up a fictitious vendor and periodically prepared
purchase orders to the fictitious vendor. The agent then created bogus receiving reports and
sent the receiving reports, vendor invoices, and purchase orders to accounts payable for
processing. The fraud amounted to $125,000 a year for a company with approximately
$12,000,000 in annual sales.

(2) A purchasing agent systematicallyipaidifiigher-than-market prices for goods received from
an important vendor. Inftum, the purchasing agent teceived various perks from the vendor
and kickbacks that amhounted to more than half of the purchasing agent's regular annual
salary.

(3) The branchsmanager of a bank.manipulated«he dormant accoufits (of inactive depositors)
and transferred amounts from those accounts. to, a fictitious account, from which he
eventually withdrew the cash. All of the accounts wete computerized. Monthly statements
were sent to the customers, but all'bank personnel were instructed to refer questions about
account, balances directly to_the manager so he could show personal interest in the
customers. He would then comect the-aceounts,of any customers who complained.

(4) The accounts receivable bookkeeper opens the mail and makes thé cash deposit. Over a
period of tihe, she has diverted Significant funds tg' herself, éovering up the diversion
either by misstating the ‘accounts receivable total§ by impropetly footing the accounts,
recording fictitious discounts orseturns for the'amount of money diverted, or writing off as

uncollectible the accounts of customers whosé payments have been diverted.
Required:
For each defalcation, briefly indieate:

(A) How would the auditor have identified the risk that led to each of the above defalcations?

(B) What broad types of control procedures would have been effective in preventing or

detecting each of the above defalcations?

Please use the following format to organize your answers:

No. How to detect the fraud? Necessary Internal control procedures
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Audit situations (1) through (6) present various independent factual situations an auditor might
encounter in conducting an audit. Following these audit situations, List A represents the types of
opinions the auditor ordinarily would issue, and List B represents the report modifications (if any)
that would be necessary. For each situation, @ select one response from List A and one from List B,
and @ briefly explain your selections. Select, as the best answer for each item, the action the
auditor normally would take. Items from either list may be selected once, more than once, or not at

all (2 points per situation). In answering this question, please assume that:

« The auditor is independent.

* The auditor previously expressed an unqualified opinion on the prior-year financial statements.
* Only single-year (not compagative)statements are,presented for the current year.

* The conditions for an unqualified opinion exist uniess,contradicted in the factual situations.

» The conditions stated in/'the factual situations are material.

* No report modifications. are to be made except in response to thefactual situation.

(1) In auditing the Long-Term Investments account, an auditor is'unable to obtain audited
financial statements for/an investee located in a foreign country. The auditor concludes
that sufficient competent evidential matter regarding. this investment cannot be obtained
but is not significant enough to disclaim an opinion.

(2) Due to recurring operating losses and working capital deficiencies, an auditor has
substantial doubt about an entity's ability to'continue ds a going concern for a reasonable
period ofitime. However, the financial statement disclosures congerming these matters are
adequate.

(3) The principal auditor decides to refer to the worksof another auditor, who audited a wholly
owned subsidiary of the entity andussued-an unqualified opinion.

(4) An entity changes its depreciation method for production equipment from the straight-line
to a units-of-production method based on hours of utilization. The auditor concurs with the
change, althoughwit has“a“matenalseffect on the comparability of the entity's financial
statements.

(5) An entity is a defendant in a lawsuit alleging infringement of certain patent rights.
However, management cannot reasonably estimate the ultimate outcome of the litigation.
The auditor believes that there is a reasonable possibility of a significant material loss, but
the lawsuit is adequately disclosed in the notes to the financial statements.

(6) An entity discloses certain lease obligations in the notes to the financial statements. The
auditor believes that the failure to capitalize these leases is a departure from GAAP.

List A — Types of Opinions:
a. A qualified opinion

b. An unqualified opinion

c¢. An adverse opinion

>
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d. A disclaimer of opinion
e. Either a qualified opinion or an adverse opinion
f. Either a disclaimer of opinion or a qualified opinion

g. Either an adverse opinion or a disclaimer of opinion

List B— Report Modifications:

h. Describe the circumstances in an explanatory paragraph preceding the opinion paragraph

without modifying the three standa#d paragraphs,

1. Describe the circumstances#n aff explanatory paragraph fol/lowing the opinion paragraph

without modifying the thuée standard paragraphs.

J- Describe the circumsfificed in an explanatory paragraph precéding the opinion paragraph

and modifying the.opinion paragraph.

k. Describe the/circumstances in.ah explanatory parageaph following the opinion paragraph

and modifying the opinion paragraph.

1. Describe the circumstances in.an explanatory paragraph pyeceding the Opinion paragraph

and madifying the scope and opinign paragraphs,

m. Describg the eircumstances in an cxplanatory paragraph fallowing the opinion paragraph

and modifying the scope and opinion paragraphs.

n. Describe the%eircumstanges within the scope paragraphfwithout adding an explanatory

paragraph.

0. Describe the ¢ircumstances within the opinion pasdgraph without adding an explanatory

paragraph.

p- Describe the circumstances within the Scope and opinion paragraphs without adding an

explanatory paragraph,

g. Describe the circumsténges in the 1ngreductony, paragrapheWithout adding an explanatory
paragraph, and modify the wording of the scope and opinion paragraphs.

t. Issue the standard auditor's report without modification.

Please use the following format to organize your answers:

S TistA il Brief Explanation
Situation | Type of Opinion Report Modification P
1 I’ !)
6 | |

#
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Suppose you were the auditor of Noklia Company. During prior years” audits you used the ratio
estimation sampling to test Noklia’s accounts receivable. For the current year, however, you
decided to adopt the probability proportional to size (PPS) sampling to evaluate whether there are
material misstatements in Noklia’s accounts receivable balance. Based on Noklia’s accounting
records, the book value of the ending accounts receivable is $4,500,000. Before executing the

sampling plan, you made the following professional judgments and decisions:

(1) Since you would like to be more certain that the ending accounts receivable balance is not

materially misstated, you set the audit risk at 4.5%.

(2) You concluded that there wagg@ high likelihood"ef misstatement, ignoring internal controls,

in accounts receivable. Thérefore, you assessedNoklia’s inherent risk at 90%.

(3) After conducting the tests of controls, you decided to set the control risk at 50%.

(4) Since you plantied to conduct some other substantive procéduges in addition to the PPS
sampling/in auditing Noklia’s accounts-receivable, you assessed the other substantive

procedure risk at 50%.

(5) You estimated the performance materialiy of Noklia’siaccounts receivable to be 6% of its

year-end book value. |

(6) Based oft your know¢dge of the changes in Noklia’s credit policy, you expected that an
overstaterent of $12 3,000 in Noklia’s accounts receivablg i§ reasonable.
(7) You obtained'the foliowing PPS sampling table from AICPA’s Audit Sampling guide:

Test of Detailed Risk 1% 5% 10% 15% 20% 25%
Error Expansion Factor 1.90 1.60 1.50 140 1.30 1.25
Reliability Eactor 4.61 3.00 2.31 1.90 1.61 1.39
Incremental allowance for sampling etror
(Ranked Overstatement Error)
1 1703 0.75 0.58 0.48 0.39 0.31
2 e77 Uigerey 0.44 0.34 0.28 0.23
3 0.64 0.46 0.36 0.30 0.24 0.18
4 0.56 0.40 0.31 0.25 0.21 0.17
5 0.50 0.36 0.28 0.23 0.18 0.15
6 0.46 0.33 0.26 0.21 0.17 0.13
7 0.43 0.30 0.24 0.19 0.16 0.13
8 0.41 0.29 0.22 0.18 0.14 0.12
9 0.38 0.27 0.21 0.17 0.14 0.11

Required:

(A) Compute the PPS sampling interval (rounded to the nearest dollar) and the maximum

sample size in your sampling plan. (5 points)

(B) Suppose you have selected a random start of $7,800, identify the account items that would
be included in the sample from the first 10 book values listed below: (3 points)

¥ 48 #£9 7
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+ R # B| FHE R Bl E IR RPT # 3 85 B 2 B26 8(B ) B=8&
2= (20 2):

f%

¥ X 8B M A # X




Bargis kg 101 SEEARA BB ES KR

(C) Suppose, after sending positive confirmation to the selected customers, you discovered the

following misstatements in the sample:

Customers Book Value Audited Value
DeFond $94,150 $50,000
Ohlson $14,600 $5,840
Slpan $57.350 $40,145
I ennox $65#50 $52,360

Based on the sampling results, what audit conclusion can you reach about the fairness of
Noklia’s ending accounts receivable (rounded all'dollar amounts to the nearest dollar)? (8

points)
(D) Suppose, , addition to the four misstatements you found in (C) above, you also found the

following twoymisstatements in your sample:

Customers Book Value Audited Value
Penman $39,580 $55412
Larcker $89:560 $110,350

Based on the sampling results you found in (C) and (D), what statistical conclusion can you reach

about Noklia’s ending accounts receivable balance? (4 points)

v (12 4):

Pembrook Company had poor internal control over its cash transactions. The following are facts

about its cash position on November 30, 2012:

(1) The cash receipt and disbursement journals showed a debit balance of $18,901.62, which
included undeposited cash receipts.

(2) A credit of $100 on the bank statement did not appear on the Company’s cash journals.

(3) The balance, according to the bank statement, was $15,550.

(4) Outstanding checks include: No. 62 for.$1]6.25, No. 183 for $150, No. 284 for $253.25,
No. 8621 for $190.71, No. 8623 for $206.80, and No. 8632 for $145.28.

(5) The only deposit was in the amount of $3,794.41 on December 7, 2012.

The cashier handles all incoming cash and makes the bank deposits personally. He also reconciles

the monthly bank statement. His November 30 bank reconciliation is as follows:

% 5 HE#£9 B
#3/, 417>
£ X # B BHE o B E AR £ 05 R 2 B2 B(B ) B8
Account Item Book Values Account Item Book Values

No. No.

1 $3,489 6 $41,500
2 $4,955 7 $9,600
3 $33,145 8 $11,950
4 $48.679 9 $55,125
5 $66,800 10 $75,368

]

b B oM A & X

b
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(A)You suspect that.the/cashier may have misappropriated some money and are concerned
specifically thatisome of the undeposited receipts.of $3,794.41 may have been stolen.

Prepareia schedule showingsyour estimatesof the loss. (6 poits)
(B) How did the cashier attempt to conceal the theft? (2 points)

(C) If the cashier’s October 31 bank reconciliation is known to be in order and you start your
audit on December 10, what specific auditing procedures could you perform to discover
the theft? (4 points)

EEM (129% |
Bass Pro Shop is a catalog tetailer concentrating on fishing and bunting equipment. It prints an
annual catalog containing over 200 pages of producis, as well as approximately six special sale
catalogs during the year. Products range-from-fishing lures retailing for $1.29 to boat packages for
over $25.000. Purchases can be paid for by personal checks, MasterCard, or VISA. Customers can
mail in their order (with check or credit card information included) or may place an order by calling

the company’s toll-frec'number.

The company has implemented an on-line order entry system by which computer operators take the
customer orders, check the availability of items for shipment, and confirm the invoice amounts with
the customers. Once an order is taken, the system generates a shipping and packing document,

places a hold on the inventory, and prepares an invoice (and recording of sales) when items are

shipped.
Required:

Identify the application control procedures you would recommend to control Bass Pro Shop’s
on-line order-taking process. For each control procedure you identify, please indicate the following
two audit implications if a deficiency in the control procedure is found: @ the potential types of
errors or irregularities that could occur because the control is not put in operation, and @ the audit

procedures the auditor might take to test the year-end account balances. Please use the following

%6 A0 %9 A
3, /3>
% % # 8] Fie SIS £ B 2 A26 8(8 ) BZH

Balance per book, November 30, 2012 $18,901.62
Add: Outstanding checks:

No. 8621 $190.71

No. 8623 206.80

No. 8632 4528 442.79

’ $19,344.41
Less: Undeposited receipts 3.794 .41
Balance per bank, November 30, 2012 $15,550.00
Deduct: Unrecorded credit 100.00
True cash, November 30, 2042 $15.45
Required:




TEERE 101 BEEMEA AEIEAE AR
£ 7TR%9 7
3/, FHI*>
£ R # B i B B eI R A X5 M| 2 A26 B(B ) B8

format to organize your answers:

No. Application Control Potential Er_r(frs or Andit Piocediires

Procedure Irregularities

1

%8 (6 )
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In 2012 Kida Company purchased more than $10 million worth of office equipment under its
'special' ordering system, with individual orders ranging from $5,000 to $30,000. 'Special' orders

entail low-volume items that have been included in an authorized user's budget. Department heads

include in their annual budget requests the types of equipment and their estimated cost. The budget,

which limits the types and dollar amounts of office equipment a department head can requisition, is
approved at the beginning of the year by the board of directors. Department heads prepare purchase
requisition forms for equipment and forward them to the purchasing department. Kida's 'special’

ordering system functions as follows:

(A) Purchasing: Upon receiving a purchase requisition, one of five buyers verifies that the
person requesting the equipment is a department head. The buyer selects the appropriate vendor by

searching the various vendor catalogues on file. The buyer then phones the vendor, requests a price
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quotation and gives the vendor a verbal order. A pre-numbered purchase order is processed with the

~ original sent to the vendor, a copy to the department head, a copy to receiving, a copy to accounts
payable and a copy filed in the open requisition file. When the buyer is orally informed by the
receiving department that the item has been received, the buyer transfers the purchase order from
the unfilled file to the filled file. Once a month the buyer reviews the unfilled file and expedites
open orders.

(B) Receiving: The receiving department receives a copy of the purchase order. When
equipment is received, the receiving clerk stampssthe purchase order with the date received and, if
applicable, in red pen prints any differeficessbetweenithe quantity shown on the purchase order and
the quantity received. The receiving clerk forwards the stamped purchase order and equipment to
the requisitioning department head and orally notifies the purchasing department.

(C) Accounts payable: Upon recetving a purchase-order, the accounts payable clerk files it in
the open purchase order file. When a'vendor invoice is received, the invoice is matched with the
applicable purchase order, and a/payable is set up by debiting ‘the equipment| account of the
department requesting the items. Unpaid inveices are filed by due ‘date, and at the due date a check
is prepared. The invoice and purchase order are filed by purchase order number in a paid invoice

file, and the checkis'then forwarded to the treasurer for signature.

(D) Treasurer. Chegks received daily from the accounts payable department are sorted into
two groups: those over $10,000,.and. those $10,000 and less. Cheeks for $10,000 and less are
machine-signed. The cashier keeps the key, and signature'plate to the check-signing machine and
records all use of the check-signing machinesAldl.checksover $10,000 are signed by the treasurer or

the controller.

Required:

(1) Prepare a flowchart of Kida Company's purchasing and cash disbursements system. (10
points)
(2) Describe the internal control deficiencies relating to purchases of and payments for

'special' orders of Kida Company for its purchasing, receiving, accounts payable and

treasurer functions. (12 points)
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