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1. The judge’s decision to release the criminal without charge angers many people, because they believe no

(A) imperfection
2. These two countries already see each other as enemies. Those unkind words from their presidents will only

one can commit a crime with
(B) immersion (C) impunity (D) immensity

existing hostility between them. Now a peace treaty seems an impossible dream.
(B) excel (C) expect (D) exult

(A) exacerbate
for all companies involved. All of them earn a lot of

(D) lucrative

3. This project proves to be very
money as a result of joining this project.
(A) prosaic (B) officious (C) vulgar
4. Ifyou are tired of the noise of a city, you will like this'hotel. It'is situated in a countryside,
where you can find guiet and peace.
(A) unruly (B) tranquil (C) hectic (D) intermittent
5. Professor Maxwell has just delivered a very informative lecture. After class, many students
about her words and try 1o /figure out what she means.
(B) ponder (C) produce (D) swerve
. Last year you would need one million

(A) vernal

(D) convinced

6. Thanks to oversupply, house'prices has already
dollars to buy a house. Now yorenly need-half a mitlion.

(B) mortified (C) plummeted

the importance

(A) perpetuated
This reporter insists on bringing the truth to the general public. He never
(D) gravitates

7.
of any event and makes it look more serious than it actually is.
(B) retaliates (C) harbingers

(A) inflates

After donating a huge amount of money to this hospital, this rich businessman wishes to remain

He wishes to keep a low profile and do not want other people to learn that he is the generous donor.
(D) anonymous

8.
(C) ambitious

(B) antiquated

(A) anomalous
9. Yesterday I met my high school classmate unexpectedly. We have not seen each other for more than ten

years. We talked a lot about our happy school days and our conversation filled me with
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(A) elimination (B) lumber (C) paragon (D) nostalgia

10. Doctors usually advise old people to avoid visiting hospitals unnecessarily. This is because old people
are more to infections.
(A) vulnerable (B) superstitious (C) intelligible (D) fecund

= ~ Biskaisx (10%)
(X FXFERME Time)

Skip the costly electronic games and flashy digital gizmos. Pediatricians say the best toys for toddlers are old-
fashioned hands-on playthings that.young children can enjoy with parcnts = things like blocks, puzzles — even|
throwaway cardboard boxes — that spark imagination-and-ereati vity. “A cardbeard box can be used to draw on, o1
made into a house,” said Dr. Alan Mendelsohn co-author of a new'report on selecting toys for young children, up
fto around age 5.

Many parents feel pressured by ads promoting tablet-based toys and games as educational and brain-
stimulating but there’s not much science to back up those claims, Mendelsohn said. Their main misconception: “The
toy that is best is the one that isithe most expensive or has the most bells and whistles or is the most technologically|
sophisticated.” Simpler hands-on toys that parents and young children can play with together are preferable for
healthy development, said Mendelsohn, a pediatrician at NYU Langone Health in New York.

The report published on Monday by the American Academy. of Pediatrics cites studies suggesting that heavy)

Lise of electronic media may interf&re with children’s speech and language development, replace important playtime
with parents and lead to obesity. Studics also have found that more than 90 percent of U.S. kids have used mobile;
devices and most started using them befre.age 1. Thesfediatricians’ group recommends no screen time for children|

up to age 2, and says total screen time including TV and computer use should be less than one hour daily for ages 2
and older. “A little bit of screen time here and there is unlikely to have much harm if a child otherwise has other
activity,” Mendelsohn said. But he added that screen time can overwhelm young children and is difficult to limilJ
and control. The academy’s website offers suggestions on ideal toys for young children, including balls, puzzles,
coloring books and card games.

Shopping recently at Dancing Bear Toys in Asheville, N.C., a store that doesn’t sell electronic toys, Leah
Graham Stewart said she supports the academy’s advice even if avoiding digital toys and games is tough. She said
she’s noticed her two young boys tend to misbehave after playing on an iPad she typically reserves for long airplane
rides. “We try to keep it as minimal as possible,” Graham Stewart said. “I just tell them to go outside and play.”
|Erika Evers, Dancing Bear’s co-owner, said the store’s mission is to give kids an alternative to tech toys. “Not that
video games and electronic toys don’t have their place — in moderation, in our opinion,” she said. “But we feel like

[kids really need opportunities to socialize and interact with their environment in a way that is hands-on and tangible.”




Marpgeg RS 108 25K BB A A8 EY 84248
¥ 3H #3378

TR /it B

A Fi % @

_a..
+
5
Y
o
X
RYY
o
&

¥ % # 8 ¥ ®uM 2A188(—)R1H

1. What is the main argument of this article? Please answer this question in less than two sentences of your

own. Please do not copy sentences in the article.
2. Do you agree with the main argument of this article? Why or why not? Please respond to these questions

in less than five sentences of your own. Please do not copy sentences in the article.
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1. (A F U F85%% The Economist)

Its combination of engineering expertise, thriving business networks, deeppools of capital, strong universities|
and a risk-taking culture have made the'{Silicon] Valley impossible to clone, despite many attempts to do so.
There is no credible rival for its position as the.world’s pre-eminent innovation hub. But there are signs that
the Valley’s influence is peaking.

2. (AT X F#EEW The Guardian)

[A]lny society attuned to the needs and rights of all its citizens has an imperative to address age discrimination,
including ensuring at a basic level that the furniture of life is suitable for all ages and abilities. Age
consciousness means, for instance, providing benches in city streets, rural transport and print large enough to

read instructions.
A BmXEHE (30%)

Please write two paragraphs about convenient stores in Taiwan. In the first paragraph, please describe your recent
visit to a convenient store. In the second, please comment on the role convenient stores play in Taiwanese society.
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1. The judge’s decision to release the criminal without charge angers many people, because they believe no
one can commit a crime with

(A) imperfection (B) immersion (C) impunity (D) immensity

2. These two countries already see each other as enemies. Those unkind words from their presidents will only

existing hostility between them. Now a peace treaty seems an impossible dream.

(A) exacerbate (B) excel (C) expect (D) exult
3. 'This project proves to be very for all companies involved. All of them earn a lot of
money as a result of joining this project.
(A) prosaic (B) officious (C) vulgar (D) lucrative
4. 1If you are tired of the noise of a city, you will like this hotel. Itiis situated in a countryside,
where you can find quiet and peace.
(A) unruly (B) tranquil (C) hectic (D) intermittent

5. Professor Maxwell has just/delivered a very informative lecture. After ¢class, many students
about her words and try to figure out what she means.

(A) vernal (B) ponder (C) produce (D) swerve
6. Thanks to oversupply, houseprices has already . Last year you would need one million
dollars to buy a house. Now yourenly. needhalf a million.
(A) perpetuated (B) mortified (C) plummeted (D) convinced
7. This reporter insists on bringing the truth to the general public. He never the importance
of any event and makes it look more serious than it actually is.
(A) inflates (B) retaliates (C) harbingers (D) gravitates

8. After donating a huge amount of money to this hospital, this rich businessman wishes to remain
He wishes to keep a low profile and do not want other people to learn that he is the generous donor.
(A) anomalous (B) antiquated (C) ambitious (D) anonymous

9. Yesterday I met my high school classmate unexpectedly. We have not seen each other for more than ten

years. We talked a lot about our happy school days and our conversation filled me with
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(A) elimination (B) lumber (C) paragon (D) nostalgia

10. Doctors usually advise old people to avoid visiting hospitals unnecessarily. This is because old people
are more to infections.
(A) vulnerable (B) superstitious (C) intelligible (D) fecund
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Skip the costly electronic games and flashy digital gizmos. Pediatricians say the best toys for toddlers are old-
fashioned hands-on playthings that.young children can enjoy with parents == things like blocks, puzzles — even|
throwaway cardboard boxes —that spark imagination-and-creativity. “A cardboard box can be used to draw on, or]
made into a house,” said Dr./Alan Mendelsohn; co-author of a new report on selecting toys for young children, up)
to around age 5.

Many parents feel pressured by ads promoting tablet-based toys and games as educational and brain-
stimulating but there’s not much science to back up those claims, Mendelsohn said. Their main misconception: “The
toy that is best is the one that is,the most expensive or has the most bells and whistles or is the most technologically]
sophisticated.” Simpler hands-on toys that'parents and young children can play with together are preferable for
lhealthy development, said Mendelsohn, a pediatrician at NYU Langone Health in New York.

The report published on Monday by the American Academy of Pediatrics cites studies suggesting that heavy
use of electronic media may interfere with children’s speech and language development, replace important playtime
with parents and lead to obesity. Studies also have found that more than 90 percent of U.S. kids have used mobile
devices and most started using them before.age 1. Thepediatricians’ group recommends no screen time for children
lup to age 2, and says total screen time including TV and computer use should be less than one hour daily for ages 2
and older. “A little bit of screen time here and there is unlikely to have much harm if a child otherwise has other
activity,” Mendelsohn said. But he added that screen time can overwhelm young children and is difficult to limi

land control. The academy’s website offers suggestions on ideal toys for young children, including balls, puzzles,|
coloring books and card games.

Shopping recently at Dancing Bear Toys in Asheville, N.C., a store that doesn’t sell electronic toys, Leah
Graham Stewart said she supports the academy’s advice even if avoiding digital toys and games is tough. She said]
she’s noticed her two young boys tend to misbehave after playing on an iPad she typically reserves for long airplane
Frides. “We try to keep it as minimal as possible,” Graham Stewart said. “I just tell them to go outside and play.”
Erika Evers, Dancing Bear’s co-owner, said the store’s mission is to give kids an alternative to tech toys. “Not that

video games and electronic toys don’t have their place — in moderation, in our opinion,” she said. “But we feel like

kids really need opportunities to socialize and interact with their environment in a way that is hands-on and tangible.”
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1. What is the main argument of this article? Please answer this question in less than two sentences of your

own. Please do not copy sentences in the article.
2. Do you agree with the main argument of this article? Why or why not? Please respond to these questions|
in less than five sentences of your own. Please do not copy sentences in the article.
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1. (BAF X F &85k The Economist)

Its combination of engineering expertise, thriving business networks, deep pools of capital, strong universities|
and a risk-taking culture haye made the'{Silicon] Valley impossible to clone, despite many attempts to do so.
There is no credible rival for its positionas'the world’s pre-emifient innovation hub. But there are signs that
the Valley’s influence is peaking.

2. (AT X F#87 The Guardian)

[Alny society attuned to the needs and rights of all its citizens has an imperative to address age discrimination,
including ensuring at a basic level that the furniture of life is suitable for all ages and abilities. Age
consciousness means, for instance, providing benches in city streets, rural transport and print large enough to
read instructions.

B~ BXEHE (30%)

Please write two paragraphs about convenient stores in Taiwan. In the first paragraph, please describe your recent

visit to a convenient store. In the second, please comment on the role convenient stores play in Taiwanese society.
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— ~ Multiple choice (10%)
1. What situation will result in if the firm excludes spoiled units in the equivalent-unit calculation?
A) lower cost per good unit.
B) higher cost per good unit
C) lower cost for normal units
D) higher cost for spoiled units

2. An important difference between financial measures of quality and nonfinancial measures of quality is that

A) financial measures of quality tend to be'useful indicators of future long-term performance, while
nonfinancial measures have more of a short-term focus

B) nonfinancial measures are generally 100 subjective to have any long-term value, while financial measures
are too objective for taxation purposes

C) nonfinancial measures of quality tend to be useful indicators.of future long-term performance, while
financial measures of quality have more of a short-term focus

D) nonfinancial measures are generally too subjective to have any short-term value, while financial measures
are too objective to have medium-term value

3. Which of the following statements is true of the economic-order-quantity decision model?
A) It assumes that quality costs are considered only to the extent that these costs affect ordering or carrying
costs.
B) It assumes purchasing costs are relevant because the cost per unit changes due to the quantity ordered.
C) It assumes that stockout costs are relevant even if no stockouts occur.

D) It assumes that ordering costs andscarrying costs aresirrelevant.

4. A company manufactures only one type of washing machine and has two divisions, the Compressor Division,
and the Fabrication Division. The Compressor Division manufactures compressors for the Fabrication Division,
which completes the washing machine and sells it to retailers. The Compressor Division "sells" compressors to
the Fabrication Division. The market price for the Fabrication Division to purchase a compressor is $40.00.
(Ignore changes in inventory.) The fixed costs for the Compressor Division are assumed to be the same over the
range of 5,000-10,000 units. The fixed costs for the Fabrication Division are assumed to be $7.50 per unit at
10,000 units.
Compressor's costs per compressor are:
Direct materials $15.00
Direct iabor $7.25
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Variable overhead $3.00
Division fixed costs ~ $7.50
Fabrication's costs per completed air conditioner are:
Direct materials $150.00
Direct labor $62.50
Variable overhead $20.00
Division fixed costs ~ $7.50
Assume the transfer price for a compressor is 150% of total costs of the Compressor Division and 1,000 of the
compressors are produced and transferred to the FabricationDivision. What is the Compressor Division's
operating income?
A) $15,875
B) $16,375
C) $17,375
D) $18,250

5. A company which favors the residual income approach wants managers to
A) maximize return on sales
B) maximize the investment turnover ratio
C) concentrate on maximizing a percentage return

D) concentrate on maximizing an absolute:amount of dollars

=~ (16%)
The BB Company processes unprocessed goat milk up to the split-off point where two products, condensed goat

milk and skim goat milk result. The following information was collectedfor the month of October:

Direct Materials processed. 98,000 gallons (after shrinkage)
Production: Condensed goat milk 42,500 gallons

Skim goat milk 55,500 gallons
Sales: Condensed goat milk $3.50 per gallon

Skim goat milk $2.50 per gallon

The costs of purchasing the of unprocessed goat milk and processing it up to the split-off point to yield a total of
98,000 gallons of saleable product was $184,480. There were no inventory balances of either product.
Condensed goat milk may be processed further to yield 42,000 gallons (the remainder is shrinkage) of a medicinal
milk product, Xyla, for an additional processing cost of $4 per usable gallon. Xyla can be sold for $20 per gallon.
Skim goat milk can be processed further to yield 54,200 gallons of skim goat ice cream, for an additional processing]
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cost per usable gallon of $4. The product can be sold for $9 per gallon.
There are no beginning and ending inventory balances.
Required:

1. What is the estimated net realizable value of Xyla at the split-off point? (4%)
2. Using the sales value at split-off method, what is the gross-margin percentage for condensed goat milk at the

split-off point? (4%)

3. How much (if any) extra income would Green earn if it produced and soid skim milk ice cream from goats
rather than goat skim milk? Allocate joint processing costs based upon the relative sales value at the split-
off point.  (4%)

4. How much (if any) extra income wouldGreeneam.if itproduced and sold all of the Xyla from the condcnsed!
goat milk? Allocate joint processing costs based upon relative sales value on the split-off. (Extra income
means income in excess of what Gréen would have earned from selling condensed goat milk.) (4%)

=~ (9%)

IAA company is considering a project that will result in initial after-tax cash savings of $2.3 million at the end of the
first year. These saving will grow at a rate of 2% per year indefinitely. The firm has a target debt-equity ratio of
0.60, 2 cost of equity of 10%, and an after-tax cost of debt of 4.6%. The cost-saving proposal is riskier than the usualf
Fproject the firm undertakes; management uses the subjective approach and applies an adjustment factor of +3% to
the cost of capital for such risky projects. Under what circumstances, should the company take on the project?
Please explain the reasons.

w ~ (10%)
eta Company manufactures two types of chairs: the Luxury for the office market and the Standard for the residentialJ
arket. The company provides the following information for the year 2018:

Luxury Standard
Budgeted sales in units 420 780
Budgeted selling price $520 $360
Budgeted variable cost per unit $280 $180
Actual sales in units 460 690
Actual selling price $500 $350
Actual variable cost per unit $250 $200

Prior to the beginning of the year, a consulting firm estimated the total sales volume for chairs of the Luxury and
Standard category to be 12,000 units, but actual total sales volume was 10,000 units.
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[Required: (All variances are computed in contribution-margin terms.)

1. Compute the total sales-mix variance, and be sure to identify the variance as favorable (F) or unfavorable (U).
(4%)

2. What inferences can you draw from the market-size and market-share variances? Show computations to

support your points. (6%)

&~ (20%)

Alpha Company manufactures electronic products that are sold through a network of independent sales agents. The
gents currently are paid a commission of 15% ofSales. Alpha‘eempany has no sales force of its own. The budgeted
p[iancome statement of Alpha for next year is as Tollows:

Sales $ 8,000,000
Cost of goods sold:

Variable $3,600,000

Fixed 1.320.000 4,920,000
Gross profit $.3,080,000

Selling and administrative expenses:
Commissions to agents  $1,200,000

Fixed 960.000 2.160.000
Operating income $ 1920,000
Fixed interest cost 280:000
Income before income taxes $ 640,000
Income taxes (25%) 160,000
Net income 480

Alpha has just learned that the sales agents refuse to handle its products next year unless Alpha increases the
commission rate to 18%. Therefore, the company is considering replacing the sales agents with its own salespersons,
who would be paid a commission of 7% of sales and fixed salaries. In addition, the company figures that its fixed
costs would increase by $920,000 per year (including salaries of salespersons, advertising, etc.) if employing its
own salespersons. All other cost-behavior patterns are unchanged.

Required:

1. Calculate the margin of safety percentage that Alpha Company would expect to have at the end of next year

assuming that the agents’ commission rate remains to be 15%.  (5%)

2. Calculate Alpha Company’s breakeven point in sales dollars for next year assuming that the company employs|
its own salespersons.  (5%)

3. Determine the sales dollars at which net income would be equal regardess of whether the company employs
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its own salespersons or continues to use the independent sales agents and pays them an 18% commission,
(5%)

4, Make a recommendation as to whether the company should continue to use sales agents (at an 18%j
commission rate) or employs its own salespersons. Give reasons for your answer. (5%)

7~ ~ (35%)
Chihnan Bank is a full-service commercial bank providing an array of financial services to individuals, smallf
business, middle market companies and major corporations. The services it provides include receiving deposits,
making loans, check clearing, foreign exchangesgtfusts, credits¢ards, and wealth management. It currently has 76
[branches and 3,500 employees in Taiwan. Total assets of the bank amount to NT$1.2 trillion. Headquartered in|
Taipei, Chihnan Bank is one of the fastest-growing banks in the country. As of 2018, Taiwan has 38 domestic banks
(with 3,500 branch offices) and 291ocal branches of foreign and mainiand China banks. There are also hundreds olj

farmers’ credit unions, fishermen’s credit unions and credit cooperatives.

Chihnan Bank has strong revenue growth in the past decade and wanted to get better control over its rising]
operational costs. The Bank’s growth strategy, including network expansion and retail transformation, had led to
sustained top-line growth. By offering innovations such as internet banking services, mobile banking services and|
advanced interactive voice-respense systems, Chihnan Bank boosted the ‘overall quality of service to its commercial
and retail customers. However, the growth had not been accompanied by a significant lift in operational productivity|
and profitability. The Bank had significantly higher than market operating costs per customer, which led to a slower
rthan expected decrease in cost-income ratio, although it-was alrcady at a healthy level. In fact, the management is|
unable to see which area is efficient/inefficient and is not exactly sure about the profitability of its branches, services
it provided, and customers it serveds In addition, expccted worsening egonomic conditions would limit futurel
revenue growth and demand a change in business-mix, adding-even-mtre pressure. So the top management of the
Bank sees the need to perform an end-to-end review of back-office operational efficiency and profitability. The
fmanagement team has heard about activity-based costing (ABC) from some clients in the manufacturing industries.
They said that ABC system helped them to do a better job in inventory valuation and profitability analysis. However,
some executives in the management team argue that ABC would be of no great use to the Bank because there are]
[basically no inventories for the Bank. The top management knows little about ABC and would like to know whether
ABC is an option worth considering or whether there is an alternative option.

The bank also decided to expand its banking business into Southeast Asia to cater to the financial needs of Taiwanese|
businesses in the region and to pursue opportunities with local clients. A divisional vice president (VP) will be

ppointed to take charge of the banking business in Southeast Asia. The plan is to have one branch set up every year
in Southeast Asia for the next three years and then re-evaluate the plan. The appointed VP will be responsible for
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finding locations for expansion and ensuring that earnings are ploughed back into the Bank. After each branch is set]
up, a branch manager will be in charge of the operations of the branch. Each overseas branch will have a Deposit
Department, a Loan Department, and an Administrative Services Department. A department supervisor will be in
charge of each department. The top management is concerned about the management control issues for the foreign|
division.

Required:

The management team has asked you to provide adviee-andrecommendations on the issues of adopting ABC systemi
and the expansion abroad. Outline your response in bullet form or numbered points and provide your
lrecommendations, with reasons, to address the issues that the top management would like to know and the issue

the management must consider in making this decision, together with suggested actions to the top management. You
are also encouraged to provide real-life business examplesor apply your knowledge of the financial services industry

in Taiwan anywhere appropriate. (Note: Recommendations without justifications will score no points.)
Below are the issues you need to address:

What is ABC? What are the factors that would accelerate the demand for ABC?" (6%)

». Should Chihnan Bank adopt ABC? What are the pros and cons of using AB€ system? What is an alternative to
ABC that would help the Bank?  (6%)

3. 'What should the Bank consider when deciding to-implement ABC system (e.g. possible consequences, suggested
actions, limitations, etc.)?  (6%)

4. Should the Bank decentralize its.decision-making authority for its operations in Southeast Asia? Why or why|
not? (6%)

5. How to designate each foreign subunit described above as a responsibility center? (An organization chart would|
help.) (5%)

6. What performance measure(s) is (are) best for evaluating the divisional vice president (This is particularly]
important, so there is a need to compare and contrast the alternative measures for use) and other managers in thej
foreign division? (6%)
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11. Which of the following best describes the auditors responsibility for detecting financial reporting fraud versus
detecting a defalcation?

A. There is more responsibility for detecting financial reporting fraud because audits are designed to look for
financial misstatements.
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B. The auditor is responsible for detecting financial reporting fraud only if it is material, but he/she is
responsible for detecting all defalcations caused by a known deficiency in the client's internal control.

C. The auditor is responsible for detecting material misstatements to the financial statements; thus there is no
difference in the responsibility of detecting financial reporting fraud or a defalcation as long as they are
material.

D. The auditor is responsible for detecting financial reporting fraud of any amount if collusion and red flags

are present.

12. Which of the following would not be considered-anefiective implementation of the monitoring component of
COSO’s 2013 Internal Control-Integrated Framework?

A. Internal audit periodically.performs an evaluation of internal controls.that have been documented and tested
in prior years.

B. Management reviews current economic. performance against expectations and investigates to determine
causes of significant deviations from the expectations.

C. The company implements software that captures all instances in which the underlying program is designed|
to capture processed transactions that exceed company-authorized limits.

D. The company buildsin edit checks to determine whether all purchases are made from authorized vendors.

13. The auditor is testing the operating effecti veness of controlsin the revenue cycle and notes the following: (a)
the organization does not regularly follow its credit policies; rather it often overrides the credit policy when
divisional management needs to'meet its performance goals; and (b) the sales manager has the ability to override
the credit policy for important custemers. Which*of*the_following#Statements would be correct regarding an|
integrated audit of sales and receivables?

A. Based on the test of controls, the auditor would likely assess control risk as high.
B. The auditor would be able to perform less rigorous substantive procedures.

C. The auditor likely concluded that the controls were not effectively designed.

D. All of the above are correct statements.

14. Which of the following statements is most accurate regarding the auditor’s primary focus on a client’s related-
party transactions?

A. The auditor wants reasonable assurance that all related-party transactions are accounted for differently than
transactions with unrelated parties.
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B. The auditor will want to confirm the existence of the related parties.

C. The auditor wants reasonable assurance that all related-party transactions have been appropriately
disclosed.

D. The auditor will focus on verifying the valuation of the related-party transactions.

15. Which of the following statements is true concerning the concept of performance materiality?

A. Performance materiality is set less than the overall financial statement materiality and helps the auditor
determine the extent of audit evidence.

B. If performance materiality is set to0 low, the auditor might not perform sufficient procedures to detect
material misstatements in the financial statements.

C. If performance materiality.is set too high. the auditor might perform more substantive procedures than
necessary.

D. Performance materiality is essentially the same as the posting materiality.

16. Consider an organization that sells products through a catalog and takes orders over the phone. All orders are
entered online, and the organization’s objective is to ship all orders within 24 hours. The audit trail is kept in|
machine-readable form. The only papers generated are the packing slip and the invoice sent to the customer.
Revenue is recorded upon shipment of the goeds. The organization maintains a detailed customer database that
allows the customer to return goods for credit atany time. [he company maintains a product database containing
all the authorized prices. Only the marketing manager has authorization to make changes in the price database.
The marketing manager either makes.the changes or anthorizes the changes by signing an authorization form, an
his assistant implements the changes. Whi€h"6f the followifig"¢Ontrols would be least effective in assuring that
the correct product is shipped and that it is billed at the approved price?
A. Self-checking digits are used on all product numbers, and customers must order from a catalog with product
numbers.
B. The sales order taker verbally verifies both the product description and price with the customer before the
order is closed for processing.
C. The sales order taker prepares batch totals of the number of items ordered and the total dollar amount for
all items processed during a specified period of time (e.g., one hour).

D. The product price table is restricted to the director of marketing, who alone can approve changes to the price
file.
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17. Which of the following statements regarding independent bank reconciliations is true?

A. The auditor’s performance of an independent reconciliation of the client’s bank accounts provides evidence
as to the accuracy of the year-end cash balance.

B. An independent test of the bank reconciliation is effective in detecting major errors, such as those that might
be covered up by omitting or underfooting outstanding checks.

C. When testing the client’s bank reconciliation, the auditor should independently verify all material items,
such as the balance per the bank statement, deposits in transit, outstanding checks, and other adjustments.

D. All of the above are true.

18. CSK Auto Corporation did net maintain effective controls over the completeness, accuracy, existence, and
valuation of its inventory. Specifically, effective controls, ineluding monitoring, 'were not maintained to ensure
that CSK’s inventory systems completely and accurately processed and accounted for inventory movements
within CSK’s distribution petwork, particularly the dispositionof inventory returns from customers. Additionally,
CSK did not maintain effective monitoring and review over in-transit inventory, defective product warranty costs,
core inventory and related ‘core return liability accounts and shrink expense and shrink accruals. Furthermore,
reconciliations of distribution'center and warchouse physical inventory counts to the general ledger balances were
not performed accurately, resulting in adjustments to year-end inventory balances. Based on the above]

descriptions, which of the following represents an implication of weaknesses in CSK’s controls over inventory?

A. The company could not adequately process and account for the disposition of inventory returns from
customers.

B. The board of directors fired the CEOwof CSKes a résult.of thedrfernal control deficiencies.

C. The board of directors fired the audit committee members of CSK as a result of the internal controlf
deficiencies.

D. The board of directors fired the Controller of CSK as a result of the internal control deficiencies.

19. After the report release date, the auditor may become aware of facts that may have affected the financial

statements and auditor’s report, had the facts been known at the time of issuance. With regard to this situation,
which of the following statements is true?

A. Because such facts become known after the report release date, the auditor cannot reasonably be held
accountable for these issues; no action is required on the part of the auditor.

B. If the auditor decides that steps should be taken to prevent further reliance on the financial statements and
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audit report, the client is advised to make appropriate and timely disclosure of these new facts.

C. If such facts would have been investigated had they been known at the report date, the auditor should
determine whether engagement personnel are competent and qualified to perform audits; action is required
on the part of the auditor to assess whether engagement personnel should be retained to work on the
engagement in the subsequent year.

D. If the auditor decides that steps should be taken to prevent further reliance on the financial statements and
audit report, the auditor should notify the audit committee immediately; no action beyond this is required

on the part of the auditor because of confidentiality concerns.

20. Which of the following statements regarding compilations.is false?

A. A compilation engagement enables the practitioner to state whether, on the basis of procedures which do
not provide all the evidéncerthat would be required in an audit, anything has come to the practitioner’s|
attention that causes the practitioner to believe that the financial statements are not prepared, in all material
respects, in accordange with the applicable finangial frameweork:

B. The objective of a compilation engagement is-to assist management in presenting financial information in|
the form of financial statements without undertaking to obtain or provide any assurance that there are no
material modifications that should be made to the financial statements in order for the statements to be in|
conformity with the applicable financial reporting framework.

C. In a compilation, the practitioner is not required to make inquiries or perform procedures to verify,
corroborate, or review information provided by the client.

D. In a compilation, the practitioner should read the {inancial statements, including footnotes, to make sure

that they are appropriate in form and free from obvious material misstatement.
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26.

Questions 27-29 are related to the following audit sampling problem.

2IOR - # 14 R
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ARG MARIBE  UHREPREAFTRAEAR -

B. A9t & AR K RERR - EEIATRRIFGRA 0 8RS BATRRR -

C. EEHMFERIEES  RFAHRAMZEMER  FAFTESERZAR

D. $BABBIITZEMES  ARALEBIEQAFHEALL AANTHBIIRRBERZ
B A -

A.

IDS Corporation processes mortgage payments andsupdates for itself, as well as for a number of other
mortgage service companies. The program tables are updated frequently for changes in interest rates for
variable mortgages, but not for-the-fixed rate mortgages. Because.there are a number of mortgage divisions
as well as outside companies for which it provides processing, the applicable edit tests for a particular division
or department are stored in a table utilized as part of a peneral validation toutine before transactions arc
processed. Authorized interest rates are kept in another table and are called by the application program)

according to identified job codes. Which of thefollowing four statements is correct?

A. The test data can be used effectively in auditing IDS' mortgage processing if the auditor can identify the
important general controls, particularly edit tests, that the anditor believes are important to the correct
and complete processing of transactions by the applicatiory

B. One major advantage of using test data to audit the morigage processing is that the test is not restricted to
the efficacy of the test data generated. If'the test.data only test part the modules of the program, the results
are not limited to the types of tests performed.

C. The use of an integrated test facility in auditing the mortgage progessing should identify whether controls
are working properly if the atiditor, designs the test.data to.test the operation of all important controls.

D. The integrated test facility can also be used to determine whether unauthorized data had been added to
IDS's files.

Suppose you were the auditor of Milano Company. For the current year, you decided to adopt the probability
proportional to size (PPS) sampling to evaluate whether there are material misstatements in Milano’s accounts
receivable balance. Based on Milano’s accounting records, the book value of the ending accounts receivable is

$6,500,000. 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 3%.
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(2) You concluded that there was a high likelihood of misstatement, ignoring internal controls, in accounts|
receivable. Therefore, you assessed Milano’s inherent risk at 85%.

(3) After conducting the tests of controls, you decided to set the control risk at 65%.

(4) Since you planned to conduct some other substantive procedures in addition to the PPS sampling in)
auditing Milano’s accounts receivable, you assessed the other substantive procedure risk at 36%.

(5) You estimated the performance materiality of Milano’s accounts receivable to be 8% of its year-end|
book value.

(6) Based on your knowledge of the changes in Milano’s credit policy, you expected that an overstatement
of $175,000 in Milano’s accounts receivabléis=easonable.

(7) You obtained the following PPS sampling table fiom AICPA’s Audit Sampling guide:

Test of Detailed Risk 1% 5% 10% 15% 20% 25%
Error Expansion Factor 1.90 160 1.50 1.40 1.30 1.25
Reliability Factor 4.61 300 2.31 1.90 1.61 139

Incremental allowance for sampling error

(Ranked Overstatement Error)

1.03 0.75 0.58 0.48 0.39 031
0w 0.55 044 0.34 0.28 023
0.64 046 0.36 0.30 0.24 0.18
0.56 0.40 0.31 0.25 0.21 0.17
0.50 0.36 0.28 0.23 0.18 0.15
0.46 033 0.26 021 0.17 0.13
0.43 0.30 024 0.19 0.16 0.13
041 0.29 0.22 0.18 0.14 0.12
0138 Q23 0.21 0.17 0.14 0.11

[YoRE-"- IR o) SV SRR U I N )

27. What is the maximum possible sample size? (note: In computing the test of detailed risk, please round to the
nearest hundredth; in computing the sampling internal and sample size, please round to the nearest dollar)

A. 43,
B. 45.
C. 47.
D. 49.

28. Suppose, after sending positive confirmation to the selected customers, you discovered the following
misstatements in the sample:
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- -_Customers _—_—aok Value —Audited—\/aluc o
NUS $145,050 $100,000
NTU $144,000 $5,840
SMU $144,950 $ 80,000
HKU $143,950 $ 52,360

Based on the sampling results, what audit conclusion can you reach about the fairness of Milano’s ending accounts

receivable (rounded all dollar amounts to the nearest dollar)?

A. Milano's ending accounts receivable is materially.misstated.
B. Because the PPS sample results ednnot provide sufficient evidence, you need to use mean-per-unit

sampling to test the fairness of Milano's ending accounts receivable.

C. Milano's ending accounts-receivable is not materially misstated.
D. Because you don't have confidence on the PRS.sampling results, you decide to re-conduct the PPS sample]

again to obtain more evidence.

29. Suppose, in addition o the four misstatements you-found in the previous question 28, you also found the

following two understatements in your sample:

Customers Baok Value Audited Value
NCCU $39,580 $550412
MSU $89,560 $110,350

Based on the sampling resulfs you found in questions 28 and 29, what audit conclusion can you reach about]

Milano’s ending accounts receivable balance? (rounded all dollar amounis to the nearest dollar)

A. Because PPS is used only for deteetifig overstat€menisgyou can ignore the understatements and based
your decision on overstatements in question 28.

B. Milano's ending accounts receivable is not overstated by more than $322,702.

C. Milano's ending accounts receivable is not understated by more than $322,702.

D. Milano's ending accounts receivable is materially overstated because the net most likely misstatements

amount is $177,075, which is larger than the expected misstatement of $175,000.

30. The following information was taken from the bank transfer schedule prepared during the audit of Whittington
Co.'s financial statements for the year ended December 21, 2018. Assume that all the checks are dated and issued

on December 30, 2018, which check(s) might indicate kiting?
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% =35 - (30%)

(1) 8 & BRI
(2) #RPE BAT RRAE R
G) £ ERFRER
4) TR
(5) BT 3R

(7) BB
(B) BEEE
9) EMMEER

A. 1111, 2222, and 3333.
B. 4444, 5555, and 6666.
C. 2222, 4444, and 6666.
D. 1111, 3333, and 5535.

(6) RE & ~ B RZRBEE

£ % # B % 34 i% sl &R A # b 28 18 B(—) ¥ w #
Bank Accounts ‘Disbursemcm Dates Receipt Dates
Check No. _ From | To _ Per Boo_ks Per Bank | Per Books | Per BanL
111 43t ¢ |15 1/4 12/30 12/31
2222 &1k 4% 12/30 12/30 12/30 12/30
3333 4 ¥ e 1/3 1/3 1/3 12/31
4444 43k 4 12/30 1/5 12/31 1/4
5555 & &k 1/4 1/4 12/30 12/30
6666 &h | &k | 14 1/8 1/5 17

3. AFAATOHABMERR? BHHEGH)

BBBEIA B BEEREZEY » S WNRFE ST S
1. TNBASRAT /N 332 s M ERIE &5 R EER | Fo B &L 3545, 7 IPO Z 37 N M E EITEREA
HAEEEHHNABERERL T TR e IR EEE SRR JRBEATE? AHAYQT)

). AEHAMAAGERRIZABRELBER TN BH-AEMBRRARM? AHATC2)

4. 2B St A48 B 0 R o 3R A1 IR B A 22 — 78 P 342 1R 3R(Test of Controls) &4 &2 5 & —
B R MBS (S taE 83X Test of Details » AF| B AR REAMBERE - (4 )
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AN ERBUE T B e T Hit B F - FAT 10 AB R A S REIMAFEFRL BAMR
BB oA 22001 FFrth o EFFE B = i oo ] AT R T - BT B ARELH
BT EBL ] 100% 3= %) = 34 /B 57 B 82 % Timberland Eighty-Five Electronics Limited
EﬂﬁﬁT&@’éﬁ#&iﬁi%ﬂié%ﬁ’iﬁA&ﬂﬁ#ﬁﬁ’ﬁé%Tﬁﬂ#ﬁ
SUhE R o B 4 A o T YL R 2012 F R L 49 #dE H RMAR S B
22 o B — A3 B B 2 # & Timberlyne Eighty-Five Electronics Limited 2>3)(fi#& Ty 2+ 3]) » F 4 A
LRI H RIER o ST A NGk B BN R TGl F 511 Ty 228 BFEIHHHE
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1BE B:
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8 FHE TER, AMMEXAE LA VARMEHRT

ik | BRI P 3444 58
I £57% | BEY & B % Unmodified opinion
I % 57% | 5 EX 8428 & LA Unmodified opinion |
111 # 33 3% % X #21% 8 & B & Modified unqualified opinion
v % 57 3% _ 1288 % 8, & Modified opinion » 1 & & Qualified opinion
v %338 | 429 & A& Qualifiecd opinion
VI % 57 % E % & & R hdiéededified opinion .
A 018 -
B.118 -
cC.21-
D.318 -
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10. FHAM " AF &2, (misstaléments)=Z 4 18 (itimndapst 2 54 32 7

A AEERESLHEERAE &3¢ (factual misstatements ) + #] B4 X & & iE (judgmental
misstatements ) & 345 AR K &% (projected misstatements ) e

B. #MERH A2 ASEMNELZ 28 B THERTAE -

C. AERENHBFT G A HSERBE -

D. REAREHHBRAUE > CHERAERNALRBEOLE - THBER REBRE -

11. Which of the following best describes the auditors responsibility for detecting financial reporting fraud versus
detecting a defalcation?

A. There is more responsibility for detecting financial reporting fraud because audits are designed to look for
financial misstatements.
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B. The auditor is responsible for detecting financial reporting fraud only if it is material, but he/she is
responsible for detecting all defalcations caused by a known deficiency in the client's internal control.

C. The auditor is responsible for detecting material misstatements to the financial statements; thus there is no
difference in the responsibility of detecting financial reporting fraud or a defalcation as long as they are
material.

D. The auditor is responsible for detecting financial reporting fraud of any amount if collusion and red flags

are present.

12. Which of the following would not be considéred.an.effeetive implementation of the monitoring component of]
COSO’s 2013 Internal Control-Integrated F'ramework?

A. Internal audit periodically. performs an evaluation of internal controis,that have been documented and tested
in prior years.

B. Management reviews current economic performance against expectations and investigates to determine
causes of significant deviations from the expectations.

C. The company implements software that captures all instances in which the underlying program is desi gned
to capture processed transactions that exceed company-authorized limits.

D. The company builds'in edit checks to determine whether all purchases are made from authorized vendors.

13. The auditor is testing the operating effectiveness of conirolsin the revenue cycle and notes the following: (a)
the organization does not regularly follow its credit policies; rather it often overrides the credit policy when
divisional management needs to'meet its performance goals; and (b) the sales manager has the ability to override
the credit policy for important custemers. Which*ofsthe followingsstatements would be correct regarding an
integrated audit of sales and receivables?

A. Based on the test of controls, the auditor would likely assess control risk as high.
B. The auditor would be able to perform less rigorous substantive procedures.
C. The auditor likely concluded that the controls were not effectively designed.

D. All of the above are correct statements.

14. Which of the following statements is most accurate regarding the auditor’s primary focus on a client’s related-
party transactions?

A. The auditor wants reasonable assurance that all related-party transactions are accounted for differently than
transactions with unrelated parties.
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B. The auditor will want to confirm the existence of the related parties.
C. The auditor wants reasonable assurance that all related-party transactions have been appropriately
disclosed.

D. The auditor will focus on verifying the valuation of the related-party transactions.

15. Which of the following statements is true concerning the concept of performance materiality?

A. Performance materiality is set less than the overall financial statement materiality and helps the auditor
determine the extent of audit evidence,

B. If performance materiality is set t00 low, the auditor might not perform sufficient procedures to detect
material misstatements in the financial statements.

C. If performance materiality is'set too high, the auditor might perform more substantive procedures than
necessary.

D. Performance materiality is essentially the same as the posting materiality.

16. Consider an organization that sells products through a catalog and takes orders over the phone. All orders are
entered online, and the organization’s objective is to ship all erders within 24 hours. The audit trail is kept in|
machine-readable form. The only papers ‘generated are the packing slip and the invoice sent to the customer.
Revenue is recorded upon shipment of the goeds. The organization maintains a detailed customer database that|
allows the customer to return goods for credit atany time. The company maintains a product database containing
all the authorized prices. Only the marketing manager has authorization to'make changes in the price database.
The marketing manager either makes the changes or authorizes the changes by signing an authorization form, and
his assistant implements the changes. WHieh"6T the followifig"eotitrols would be least effective in assuring that
the correct product is shipped and that it is billed at the approved price?

A. Self-checking digits are used on all product numbers, and customers must order from a catalog with product]

numbers.

B. The sales order taker verbally verifies both the product description and price with the customer before thel
order is closed for processing.

C. The sales order taker prepares batch totals of the number of items ordered and the total dollar amount for
all items processed during a specified period of time (e.g., one hour).

D. The product price table is restricted to the director of marketing, who alone can approve changes to the price
file.
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17. Which of the following statements regarding independent bank reconciliations is true?

A. The auditor’s performance of an independent reconciliation of the client’s bank accounts provides evidence
as to the accuracy of the year-end cash balance.

B. An independent test of the bank reconciliation is effective in detecting major errors, such as those that mightj
be covered up by omitting or underfooting outstanding checks.

C. When testing the client’s bank reconciliation, the auditor should independently verify all material items,
such as the balance per the bank staternent, deposits in transit, outstanding checks, and other adjustments.

D. All of the above are true.

18. CSK Auto Corporation did net maintain effective controls over the completeness, accuracy, existence, and)|
valuation of its inventory. Specifically, effective controls;including monitoring; were not maintained to ensure
that CSK’s inventory systems completely and accurately. processed and accounted for inventory movements
within CSK’s distribution network, particularly the disposition-of inventory returns from customers. Additionally,
CSK did not maintain effective monitoring and review over in-transit inventory, defective product warranty costs,
core inventory and related core return liability accounts and shrink expense and shrink accruals. Furthermore,
reconciliations of distributionicenter and warehouse physical inventory counts to the general ledger balances were
not performed accurately, restlting in ‘adjustments to year-end jinventory balances. Based on the above

descriptions, which of the following represenis an implication of weaknesses in CSK’s controls over inventory?

A. The company could not adequately process and account for the disposition of inventory returns from
customers.

B. The board of directors fired the CEQ,of CSKe#fs a result of thednternal control deficiencies.

C. The board of directors fired the audit committee members of CSK as a result of the internal control|
deficiencies.

D. The board of directors fired the Controller of CSK as a result of the internal control deficiencies.

19. After the report release date, the auditor may become aware of facts that may have affected the financial
statements and auditor’s report, had the facts been known at the time of issuance. With regard to this situation,

which of the following statements is true?

A. Because such facts become known after the report release date, the auditor cannot reasonably be held
accountable for these issues; no action is required on the part of the auditor.

B. If the auditor decides that steps should be taken to prevent further reliance on the financial statements and
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audit report, the client is advised to make appropriate and timely disclosure of these new facts.

C. If such facts would have been investigated had they been known at the report date, the auditor should
determine whether engagement personnel are competent and qualified to perform audits; action is required)
on the part of the auditor to assess whether engagement personnel should be retained to work on the
engagement in the subsequent year.

D. If the auditor decides that steps should be taken to prevent further reliance on the financial statements and
audit report, the auditor should notify the audit committee immediately; no action beyond this is required)

on the part of the auditor because of confidentiality concerns.

20. Which of the following statements regarding compilations.is false?

A. A compilation engagement enables the practitioner to state whether, on the basis of procedures which do
not provide all the evidence that would be required in an audit; anything has come to the practitioner’s
attention that causes the practitioner to believe that the financial statements are not prepared, in all material
respects, in accordance with the applicable financial framewerk.

B. The objective of a compilation engagement is to assist management in presenting financial information in
the form of financial ‘statements without undertaking to obtain or provide any assurance that there are no
material modifications that should be made to-the financial statements in order for the statements to be in|
conformity with the applicable financial reporting framework.

C. In a compilation, the practitioner is not required to make inquiries or perform procedures to verify,
corroborate, or review information provided by the client!

D. In a compilation, the practitioner should read the financial statements, including footnotes, to make sure

that they are appropriate in form and free from obvious material misstatement.

T 10> M3 4 304 -

B2 MER2SB REARTEBMELBIEZTMR:
&4 A TEMU2000 1A4H X EB & (F14635) TRIERR - %7 AN KRE 99 535 0 101 F5i
i%%%z%ﬁf{%ﬁﬁﬁ’*ﬁﬂﬂié%%%%%(NMWMWMMMMMnNW)ZE%E
WH e &£ (107) 210 21 8 2 6432 R EAFEFIE i #h > 18 AL ~ 267 A%t o 4TI A ILAT
n%§¢w’%d%HH26aﬁmﬁ21Hzaﬁﬁﬁﬁﬁ%’m%$&%izﬁﬂ’bﬂl°

B 1 F#ag4s2RE




Birsis A2 108 245 BEERATARENE BLSTHEA
£8A XA

# R # B Eit% %1 5 €HBA #3RXe5 k| 2818 8(—) % w

FlEEE

X EASEBES T AR A ¥ 306
D EABTE i SR

REHR

X FREHEER X [AEATPRIED

o B GREE B
c= & FEnEEEs
REBEREE

X ERBELR
o xmTEREHEE
~EEERE -

OATPEERY  OATPER!
1’"": FTEREL X MREOARZE

X MREAFE
oONEREE

xﬁﬁﬁ%ﬁk*ﬁ* :
X KB - hELSEFERER

X EMENGREEFER

X ATPiERERSRFES -
12:38 15:39 16:17 16:44 16:49 P

(110BEX) GBEEE) (RZEAT) (BERRE) GEFHEH=E)

RIE RS E 4222483 B & 2 k%R ENEAKE AT EE

B 1 {&3k4e 532 % (Swiss Cheese Model) i é& 8 o 34323 A /% oy 3t Bl James Reason #4% 7 1990 32 i »
AREHAGRLZEE  BRMIMEAEHFRIGLETIRA 27 W nBgnARY ARAEL
JNELIR o dEAR AT E - AR E B R R ] TR BT e — R T AR  EERHALT A&
& o FTRBEE NEBAREASREI - AR ~ BAEREF R KA GSTREESEED  BRARE
MAME AVANFEE—EHEREEHRE  HHARFUNRLE -

B1hmes I Fox RAATP - MR %% o MRARIZER | HR o REAZKRLAR
B B < RIAMME - ATP #FlE2 a BN A4 i - AARABRFIEZRE it e Uik
R BT MBAL MBI REARRERRBANRRE  FHESRE  ABHKE > BHRT
ﬁiﬁiii‘kﬁ’ﬁ EHA MR QI BMBRLAZES - HH L2 K E - MAMKE AEARR) BERAMT

VeEEE BERTR  FEMREAZEEER > e XER (Main Compressor © XAFE AR L)
ﬁix.a AN ERLRN c WERLEAAL HuEELBERE > AREANFFAAE  GAGIHMLER

FRRE -

21 B 1 4@ m A K& F




Bt A2 108 2488 BL BB ABEY BAFRRE

FQR-* U R
# ¥ # B 3% %ﬁﬁJ@ﬁ%% R 28 188(—)% w

22.

23.

24,

A FIERN16: 49 AN BYE  BHEBEREXEHORLA 3EMAESHEFL > 2EBKGREGH
AZEFH  ERIELBEMBENER -

B.TATP , £B ¥ HB TR "MR, RER3I R &RFEENGEHNHERT » ATP RBHRE
REARBMR R -

C.BIARE AR -£5 %RAEREAKSEHEE  EABDAAAN TEBBEXR > BROH
FR OBBIEZEMH ARBTFELRER -

D. e EmmA TATP B BRRBAER - SR LHARRMG (ATP BRERRE) AW - =
BT TR ESR BRI E - AREBAFTE -

GRERRERLHFEERA  AVBHERFBAOE R - LA AGHELTRALFE > A E
1 by

ElRly - o e
A | = MR B 5 F \ 1
B AR | EERF B2 140kmh B N \
c | bl [FRzadsfe o | | ]
D | &% [akAuksmeinitn |

TREGREMiTE ) EAER TR ERF B 140Km/h B 0 Bl 3%3E AL COSO M #RiE 4] &
it g

A BREFEMEE

B. #EHEEmEH NS ETH
C afEFAWMEEE

D. amEBFEE

B 1445 FHMER > LAERIZE COSO P34 L4 - 23 8hf COSO 44
B o0 % 0 Rl T

A Z#E3B%AEE MR ERESE  2ERENFXLALRE -

B. —#EHR#EAZLEEEBR BALARLERE - AE2 £ R e d)Bh2 THE | GHEINR
g4 > M COSO z MHe#I3B3E  MIE D E M ehsirsl  T2HA -

C. ARz HREFLREER BAOMRKAE -

D. — 2R EABEREARR > FiEbx -




MargsAe 108 L48E BErERaT eI BALKNA

25,

26.

Questions 27-29 are related to the following audit sampling problem.

RIOR-# 4 R
& R # B O \% Rl FI AR W H 2A188(—) % m
|

(3L 5 B SE T B A SRR S R B AR R AR 0 B &6

A BER LA B  UMREFFEARTRERAR

B. /2 it 154 B AR E R AR » NFEISTRBTEEA A& MATRIER -

C. BEBTRRIPEEZSF  RELHREMZERER HARTERERZAR -

D. BHABRIITZEBES  AALEBIEMAFHELE  AANEEBIZRBERZ
ERUCAEF -

IDS Corporation processes mortgage payments and,updates for itself, as well as for a number of other
mortgage service companies. The program tables are updated frequently for changes in interest rates for
variable mortgages, but not for.the fixed rate mortgages. Because.there are a number of mortgage divisions
as well as outside companies for which it provides processing, the appiicable edit tests for a particular division
or department are stored in a table utilized as part of a general validation routine before transactions argj
processed. Authorized interest rates are kept in another table and are called by the application program
according to identified job codes. Which of the following four statements is correct?

A. The test data can be used effectively in auditing TDS' mortgage processing if the auditor can identify the
important general ‘controls, particularly edit tests, that the auditor beligves are important to the correct
and complete processing of fransactions by the applicationy

B. One major advantage of using test data to audit the mortgage processing is that the test is not restricted to
the efficacy of the test data generated. If the.test.data only test part the modules of the program, the results
are not limited to the types of tests performed.

C. The use of an integrated test facility in auditing the mortgage processing should identify whether controls|
are working properly if the auditor designs‘the'test data to test the operation of all important controls.

D. The integrated test facility can also be used to determine whether unauthorized data had been added to
IDS's files.

Suppose you were the auditor of Milano Company. For the current year, you decided to adopt the probability|
proportional to size (PPS) sampling to evaluate whether there are material misstatements in Milano’s accounts
receivable balance. Based on Milano’s accounting records, the book value of the ending accounts receivable is
$6,500,000. 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 3%.
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(2) You concluded that there was a high likelihood of misstatement, ignoring internal controls, in accounts

receivable. Therefore, you assessed Milano’s inherent risk at 85%.

(3) After conducting the tests of controls, you decided to set the control risk at 65%.

(4) Since you planned to conduct some other substantive procedures in addition to the PPS sampling in
auditing Milano’s accounts receivable, you assessed the other substantive procedure risk at 36%.

(5) You estimated the performance materiality of Milano’s accounts receivable to be 8% of its year-end
book value.

(6) Based on your knowledge of the changes in Milano’s credit policy, you expected that an overstatement
of $175,000 in Milano’s accounts receivablesis.easonable.

(7) You obtained the following 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 Fagtor 4.0l 300 231 1.90 1.61 1.39

Incremental allowance for sampling error

(Ranked Overstatement Error)

1.03 0.75 0.58 0.48 0.39 0.31
077 0.55 0.44 0.34 0.28 023
0.64 0.46 0.36 0.30 0.24 0.18
0.56 0.40 0.31 0.25 0.21 0.17
0.50 0.36 0.28 0.23 0.18 0.15
0.46 0.33 0.26 021 0.17 0.13
0.43 0.30 024 0.19 0.16 0.13
0.41 0.29 022 018 0.14 0.12
0:38 027 0.21 0.17 0.14 0.11

O~ U R WDN

27. What is the maximum possible sample size? (note: In computing the test of detailed risk, please round to the
nearest hundredth; in computing the sampling internal and sample size, please round to the nearest dollar)

A. 43.
B. 45.
C. 47.
D. 49.

28. Suppose, after sending positive confirmation to the selected customers, you discovered the following
misstatements in the sample:
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- Customeré__- .Book Value Audited Value
NUS $145,050 $100,000
NTU $144,000 $5,840
SMU $144,950 $ 80,000
HKU $143,950 $ 52,360

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

A. Milano's ending accounts receivable is matefialty-misstated.
B. Because the PPS sample results eannot provide sufficient evidence, you need to use mean-per-unit
sampling to test the fairness of Milano's ending accounts receivable.
C. Milano's ending accounis'teceivable is not materially misstated:
D. Because you don't have confidence on the PPS sampling results, you deeide to re-conduct the PPS samplel
again to obtain more evidence.

29. Suppose, in addition to the four misstatements you found in the previous question 28, you also found the
following two understatements in your sample: '

Customers Book Value Audited Value
NCCU $39,580 $55,412
MSU $89,560 $110,350

Based on the sampling results, you found in questions 28 and 29, what audit conclusion can you reach about]
Milano’s ending accounts receivable balance? (rounded all dollar amounfs to the nearest dollar)

A. Because PPS is used only for defectifig overstatefffents; you can ignore the understatements and based
your decision on overstatements in question 28.

B. Milano's ending accounts receivable is not overstated by more than $322,702.

C. Milano's ending accounts receivable is not understated by more than $322,702.

D. Milano's ending accounts receivable is materially overstated because the net most likely misstatements
amount is $177,075, which is larger than the expected misstatement of $175,000.

30. The following information was taken from the bank transfer schedule prepared during the audit of Whittington
Co.'s financial statements for the year ended December 21, 2018. Assume that all the checks are dated and issued
on December 30, 2018, which check(s) might indicate kiting?
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Bank Accounts Disbursement Dates Receipt Dates l
Check No. From To Per Books | Per Bank | Per Books | Per Bank
1111 44t &9 1/5 1/4 12/30 12/31
2222 oy 1 £ 12/30 12/30 12/30 12/30
3333 - ) 1/3 1/3 1/3 12/31
4444 44 | & 12/30 1/5 12/31 1/4
5555 &P % 1 1/4 1/4 12/30 12/30
6666 ki CE /4 | 18 1/5 177

A. 1111, 2222, and 3333.
B. 4444, 5555, and 6666.
C. 2222, 4444, and 6666.
D. 1111, 3333, and 5555.
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