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Please summarize the main ideas of the following passages in one short paragraph. Please write the summary in|

our own words. Please do not simply recycle sentences in the passages.

(AT X F B4 B Time 3t 48 2328 46)

Gossip. All humans partake in some form, despite the age-old adage, “If you have nothing nice to say, don’t
say anything at all.” Whether it’s workplace chatter, the sharing of family news or group texts between
friends, it’s unavoidable that everyone who talks, well, talks about other people. In fact, a 1993
observational study found that male participants spent 55% of conversation time and female participants

spent 67% conversation time on “the discussieff of.seeially felevant topics.”

People tend to think of gossip as synonymous with malicious rumors, put-downs or the breathless propagation of

tabloid scoop. But researchers ofien defing it more broadly: as “talking abeut people who aren’t present,” says
Megan Robbins, an assistant professor of psychology at the University of California, Riverside. “It’s something that
comes very naturally to us” = an integral partof conversation, information sharing and even community building.

Some scholars view gossip a§ evidence of ¢ultural learning, offering teachable moments and providing people with|
examples of what’s socially aeceptable — and what's net.For example, if there’s someone who cheats a lot in &
L:ommunity or social circle and people start to talk about that person in a gegative way, says Robbins, the collective
criticism should warn others of the consequences of cheating. And as woud near-inevitably trickles back to source

of said gossip, it can “serve to keep people in cheek, morally speaking,” Robbins adds.

“People are really resistant to thinking about gossip as anything but a bad behavior,” says Robbins. And one scholar]
also notes that there are some types of gossip that should be aveided, such as gossip that is purely harmful and serves

no greater purpose — like mean comments about'someone’s [ooks:

Gossiping also says something about the relationships people have with each other. “In order to gossip. you need to
feel close to people,” says Stacy Torres, assistant professor of sociology at the University of California, San|
fFrancisco, who has studied gossip in older adults. “There’s an intimacy” to sharing experiences and feeling like
you’re on the same page about others, she points out. Torres’ research has found that gossip can stave off loneliness,

while other studies have found it can facilitate bonding and closeness and serve as a form of entertainment.

So, keep on talking. And when your conversation turns to gossip. as it inevitably will, remember that some good

can come of it — with the right intentions, of course.
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Even in a world of polarisation, fake news and social media, some beliefs remain universal and central to today’s
politics. None is more influential than the idea that inequality has risen in the rich world. People read about it in
newspapers, hear about it from their politicians and feel it in their daily lives. This belief has caused alarm among
business people, many of whom now claim to pursue a higher social purpose, lest they be seen to subscribe to aj
model of capitalism that seems to have failed.

In many ways the failure is real. Opportunities are restricted. The cost of university education in America has
spiralled beyond the reach of many families. /Across the rich world, as rents and house prices have soared, it has
[become harder to afford to live in the successful cities which contain the mostjebs. Meanwhile, the rusting away of]
old industries has concentrated poverty in particulareities and towns, creating highly visible pockets of deprivation.
By some measures inequalities in health and life expectancy are getting worse.

Yet precisely because the idea of soaring inequality has become an almost universally held belief, it receives too
little scrutiny. That is a mistake. In the rich world, gap in wealth and income could be lower than you think.

The fact that dubious claims are made about inequality does not reduce the urgency of tackling injustice. But it
does call for ensuring that the assumptions on which policies are based are accurate.
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Please write two paragraphs about being busy. In the first paragraph, please describe a period of your life in which
you were very busy. In the second, please respond to the following questions: do you like to be very busy? why or|

why not?
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1. BB Corp. sells universal bags and laptop bags during the recruiting seasons. During the current year, 15,000
bags were sold, two-fifths of them are laptop bags was universal bags. Universal bags sold resulting in $540,000
of sales revenue, $135,000 of variable selling costs and $18,000 of fixed costs. Also, there was § 5 of variable

delivering costs per unit. If sales from universal bags increase by $60,000, operating income would increase by

A)$22,000 B)$38,000 C)$40,000 D) $41,000

2. Sales and average operating assets for .Company P and Company Q are given below:

Sales Average
Operating
Assets
Company P............. $20,000 $8,000
Company Q............ $50,000 $10,000

What is the margin that each'company will have to earn in order to generate a reiiirn on investment of 20%?
A)2.5% and 5% B)8% and 4% C)12% and 16% D) 50% and‘100%

3.Which of the following statements is true?

A) In a process-costing system, there is always a separate work-in-process account for each different process.
B) In a process-costing system, underestimating the degree of completionof ending work in process leads to
increase in operating income.

C) In a job-costing system, overheads are allocated to all units equally.

D) In a job-costing system, average production cost is calculated for all units produced.

4. Which of the following is a problem related to cost analysis?
A) inflationary effects are removed

B) extreme observations are adjusted or removed

C) a company keeps accounting records on the accrual basis

D) Indirect manufacturing costs are credited to Manufacturing Overhead Control.
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5. NCC Corporation has two divisions, Manufacturing and Distribution. The company's primary product is
high-end optical lens. They pack two lens to one unit for sold. Each division's costs are provided below:

Manufacturing: Variable costs per len $0.68
Fixed costs per len $2.885
Distribution: Variable costs per unit $1.30

The Distribution Division has been operating/at acapacity of 4,009,000 units a week and usually purchases
2,004,500 units from the Manufacturing Division and 2,004,500 units from other suppliers at $13.00 per unit.
The Distribution Division incurs $2,004,500 of fixed costs under capacity of 4,009,000 units a week.

Assume 110,000 units are transfetred from the Manufacturing Division to the Distribution Division for a
transfer price of $8.00 per unit. The Distribution Division selis, the 110,000 units at a price of $18 each to
customers. What is the operating income of both divisions together?

A) $347,600 B) $392,150 C) $997,700 D) $1,052,700

- (25%)

Wudi Industrial Gas Corporation supplies acetylene and other compressed gases to industry. Facing keen
competitive market, CEO Leo would like to use budgeting system to manage cash flow and financing policy.
Data regarding the company's operations follow:

e Sales are budgeted at $320,000 for Nevember,.$340,000-for December, and $330,000 for January.

e Collections are expected to be 75% in the month of sale, 20% in the month following the sale, and 5%
uncollectible.

e The cost of goods sold is 65% of sales.

e The company desires ending merchandise inventory to equal 80% of the following month's cost of goods sold.
Payment for merchandise is made in the month following the purchase.

e Other monthly expenses to be paid in cash are $21,000.

e Monthly depreciation is $16,000.

e [gnore taxes.

Wudi’s balance sheet for Oct. 31 follows.
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Wudi Balance Sheet as of Oct. 31

Assets

Cash $22,000
Accounts receivable (net of allowance for uncolleetible.accounts) 82,000
Merchandise inventory 166,400
Property, plant and equipment (net of $658,000 accumulated 1,170,000
depreciation) o
Total assets e $_1 ,443,:129’
Liabilities and Stockholder's Equity

Accounts payable $199,000
Common stock 840,000
Retained earnings Y , 4_(1}1@
Total liabilities and stockholders' equity __$1,440,400

= —

Required:
a. Prepare a Schedule of Expected Cash Collections for November and December.
b. Prepare a Merchandise Purchases Budget for November and December.
c. Prepare Cash Budgets for Novemberand December.
d. Prepare Budgeted Income Statements for November and December.
e. Prepare a Budgeted Balance Sheet for the end of December.

=~ (35%)

Toy Manufacturing Corporation (TMC) is a toy company located in South Asia. The design team at TMC have

developed a new electronic game for sale in 2020. The game is called 'Trophy' and it requires the player to press
buttons on the game as quickly as possible.

Players can link Trophy to the internet to play contests against other players online and compare their scores.
The following costs and target prices have been forecast for Trophy:

. Further investment required to build and test prototypes to get certification $300,000
Unit cost per game from outsourced manufacturer $24
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. Target retail market price of Trophy $69
. Retailer mark up on Trophy 50% resulting in a selling price by TMC of $46

An alternative outsourced manufacturer has submitted a quotation of $20 per game. However, this alternative
supplier is unwilling to provide details on the safety procedures in place at their factory.

The cost of the design team of TMC is regarded’as asfixedseost™Lhe budgeted sales volume for Trophy is 15,000
units but because Trophy is a new toy this yolume cannot be guaranticed.

Required:

1. George Brown, the CEQ, has asked you to_calculate: (1) the"budgeted gross profit for Trophy, (2) breakeven
point by volume and revenue, (3) the margin of safety for volumg and revenue inithe budget before the
project will fail to repay the additional investment required. (16%)

2. He has asked what other factors should be taken into consideration before committing investment funds to
this toy, and he requires your recommendation.onwhetherie proceed and develop Trophy. (9%)

3. Please construct a strategicymap for the new game “Irophy” basedion the canCept of Balanced Scorecard,

including strategic objectives and stratégic measures. (10%)

IY ~ (30%)

Chinan Manufacturing Company, a small toy manufacturer, just €ompleted its first year of operations. It is his
first year in business, the company’s owner, Victor Lee kept detailed records of the business. However, his
business records consist primarily of entries in his checkbook plus information using a simple method of adding
and subtracting cash on a spreadsheet. He is hiring you as the management accountant of the company and

would like to have your advice and recommendations on the issues he would like to know

Victor has been reviewing the actual results for the year and is concerned about the allocation of production

overhead. He also feels the need to prepare financial statements for various uses. Victor uses the following
information to assess operations.

e  Chinan’s equipment consists of several machines with a combined cost of $2,200,000 and no residual
value. Each machine has an output of five units of product per hour and a useful life of 20,000 hours.

e  Selected actual data of Chinan’s operation for the year just ended is presented here.
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Product manufactured 500,000 units
Machine utilization 130,000 hours
Direct labor usage 35,000 hours
Labor rate $15 per hour
Total production overhead $1,130,000
Cost of goods sold $1,720,960
Finished goods inventory (at year-end) $430,240
Work in process inventory (atyear-end) $0

e  Total production overhead'is allocated to each unit using an estimated.plantwide rate.

e The budgeted activity for the year inciuded 20 employees, each working 1,800 productive hours per year
to produce 540,000 units of product. The machines are highly automated, and each employee can

operate two to four machines simultaneously. Normal activity is for each employee to operate three
machines. Machine operators are paid $15 per hour.

e  Budgeted production overhead costs for the past year for various levels of activity are shown here.

Required:

Units of product 360,000 540,000 £720,000
Labor hours 30,000 365000 42,000
Machine hours 72,000 108,000 144,000
Production overhead costs:
Plant supervision $£70,000 $70,000 $70,000
Plant rent 40,000.,...40,000 40,000
Equipment depreciation 288,000 432,000 576,000
Maintenance 42,000 51,000 60,000
Utilities 144,600 216,600 288,600
Indirect material 90,000 135,000 180,000
Other costs 11,200 16,600 22.000

Total

$685.800 $961,200 $1,236,600

Write a memo to the business owner in response to his request. Include the following aspects in your memo.

(1) Victor believes that Chihnan Manufacturing Company should use direct labor hours to allocate
manufacturing overhead but would like to have your opinion about the appropriate allocation base. Using

the data given, choose the budgeted level of activity (in units) closest to actual activity for the period and
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determine the amount of total over/underapplied production overhead. Provide a discussion to justify your

suggestions. (12%)

(2) Victor has asked your advice about the kind of financial statements that would be helpful to his business. He
would like you to prepare information for the following uses. First, he needs a small bank loan to provide
cash during the low season at the end of summer. Most of his sales are made in December. He has a steady,
low volume of sales most of the rest of the year, but sales drop to near zero in August. He wants to approach
his bank about a line of credit upon which he.coulddraw in August and then pay off in January. In addition,
he would like to be able to analyze information from hisiepcrations to make decisions about whether to

develop a new product, what price to/set, and how much he could devote to advertising. (8%)

(3) He also recently hired a manager to whom hc assigned.a great deal of responsibility for general operations.
He would like to be able to monitor and reward her performance in some way. He is thinking about writing &
bonus contract that ties the manager’s bonus to the bottom line number of the income statement prepared for
the bank loan and wondering if there are any undesirable effects of doing so and what can be done to reduce
the undesirable effects. (10%)

Outline your response in bullet form or numbered points and provide your recommendations, with reasons,
to address the issues that the business owner would like to know and the issues he must consider in making
this decision. (Note: Recommendations without. justifications will score no points.)
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19. Johnson & Barkley, CPAs, audited the consolidated financial statements of Jordan Company (a public company)
for the year ended December 31, 20X7. Johnson & Barkley previously have audited and issued standard
unqualified audit reports on Jordan Company's financial statements for the preceding 7 years (beginning inl
20X0). The 20X7 consolidated financial statements are being presented on a comparative basis (two years for

the balance sheet, three years for the other statements) and an unmodified opinion is being expressed. Smith, the
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engagement supervisor, instructed Abler, an assistant on the engagement, to draft the auditors’ report. In drafting]
the report below, Abler considered the following:

(a) Jordan changed its method of accounting for inventory from LIFO to FIFO in 20X7.
(b) Jordan is a defendant in a lawsuit alleging patent infringement. This is adequately disclosed in the notes to
Jordan's financial statements, but no provision for liability has been recorded because the ultimate outcome]
of the litigation cannot presently be determined.

Abler drafted an audit report on the next page. Smith reviewed Abler's draft and stated in the Supervisor's Review

Notes that there were deficiencies in Abler's draft. Items 1 through 10 below represent the deficiencies noted by
Smith:

(1) The report's title is incorrect as it should not include the word "'independent."

(2) The report also must be addressed to the board of directors.

(3) The change in accounting principles should not be referred to in the opinion paragraph - delete that sentence.
(4) The Change in Accounting Principles paragraph should include the dollar effect of the change.

(5) The Basis for Opinion section should begin with a statement that' the financial statements are the
responsibility of management.

(6) The sentence should state generally accepted auditing standards of the PCAOB.

(7) When critical matters exist, the two related paragraphs (this and the following paragraph) should immediately
follow the opinion paragraph.

(8) The point should say communicated to the audit committee.
(9) This disclosure also must include the name of the engagement partner.

(10) The report should be dated as of February 12, the date on which sufficient appropriate audit evidence was|
obtained.
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Report of Independent Registered Public Accounting Firm (Point 1)
To Jordan Company and its shareholders (Point 2)

Opinion on the Financial Statements

We have audited the accompanying balance sheets of Jordan Company {the “Company”) as of Decem-
ber 231, 20X7 and 20X6, the related statements of income, comprehensive income, stockholders’
equity, and cash flows, for each of the three years in the period ended December 31, 20X7, and the
related notes {and schedules] {collectively referred to as the “financial statements”). In our opinion,
the financial statements present fairly, in ail material respects, the financial position of the Company
as of December 31, 20X7 and 20X6, and the resulls of Its operations and its cash flows for each of the
three years in the period ended December 31, 20X7, in conformity with accounting principles gener-

ally accepted in the United States of America. As indicated in the next paragraph, the Company has a
change In Accounting Principles in 20X7. (Point 3)

Chonge in Accounting Principfes

method of inventory vaLuaﬂon in 20X7. Our oplmon is not modlﬂed w_Lt_h,respect to this matter (Po:nt 4)

Basis for Opinion

(Point 5) Our responsibility Is te'express an opinion on the Company’s financial statements based on our
audits. We are a public accounting firm registered with the PCAOB and are required to be independent
with respect to the Company in accordance with the U.S, federal securities laws and the applicable
rutes and regulations of the Securities and Exchange Commission and the PCAQB. We_conducted our
audits in accordance with the standards of the PCAOB. (Point 6) Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatermment, whether due to error or fraud. Our audits Included performing procedures
to assess the risks of material misstatement of the financial statements, whether due to error or fraud,
and performing procedures that respond to those risks. Such procedures inciuded examining, on a
test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also
included evaluating the 'accounting principles used and significant estimates made by management, as

well as evaluating the overall presentation of the financlal statements. We believe that our audits pro-
vide a reasonable basis for cur opinion.

Critical Audit Matters (Foint 7)

The critical audit matters communicated below are matters arising from the current period audit of the
financial statements that were communicated or required tobe communicated to management (Point 8)
and that (1) relate to accounts or disclosures that arematerial 1o the financial statements and (2) involved
our especially challenging, subjective, or complexjudgments. The communication of critical audit mat-
ters does not alter i any way our opinion on the financial statements, taken as a whole, and we are

not, by communicating the critical audit matters below, providing separate opinions on the critical audit
matters or on the accounts or disclosures to which they relate.

[Assume critical audit matters properly described]

Jokweon ¢ Barkley, CPA
We have served as the Company's auditor since 20X0. (Point 9)

Los Angeles, California
December 31, 20X8 (Point 10)

Suppose X = the number of deficiencies Smith is correct and Y = the number of deficiencies Smith is incorrect,
then X — Y equals:

(A)-2
(B)-1
(€ 0
D) 3
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Please use the following information to answer Problems 20 ~ 24:

You are working on your firm’s fifth audit of SSC. The previous audits have all resulted in standard unmodified
audit reports. Read the following write-up from your audit files concerning SSC and its industry, and then reply to
the questions that follow.

Company Information

In 20X 1, Gary Sherwood founded Sherwood Stone Company (SSC). In the middle of its second year of existence,
the company completed development of a large extraction*pit.area and constructed an aggregate processing plant
that is equipped to crush, screen, and wash aggregate products. By 20X4, the sand and gravel operation was
profitable and growing market conditions justified modifications and expansion. Currently, SSC produces a wide
frange of sand and stone products from-its pit near Bisbee, Arizona. The materials it develops are composed of sand
and stone materials for commereial construction and highway.projects.

SSC sells to a wide variety of commercial and governmental customers, with only one of its numerous customers—
Wingo Corporation—accounting for more than 5 percent of total sales. In total, Wingo has represented
approximately 30 percent of sales (and receivables) for the past few years. Wingo Corporation is by far Arizona's
largest street and road contractor and seems solid financially. Virtually all of SSC's sales are on credit, although all
but the smallest contracts require “progress' billings that result in payment being received by SSC on a pro rata basis
with delivery of materials to the customer. Payments from customers are made directly to the company's lockbox
system with SSC's local bank. All transactions oceur.in U.S, dellars; and SSC maintains both a general checking]
account and a payroll account.

SSC has worked closely with Wingo Corporation in developing a superiortoad paving product ("QuietRide"). Not
only is the car ride relatively quiet on QuietRide roads, but it is also relatively cool (thus lengthening the life of
automobile tires) and less likely to lead to cars sliding in rainy conditions. Although Wingo Corporation holds the
overall patent, SSC has patented a critical component that is used in the product (the component is “QSand™). The
[product now accounts for approximately 25 percent of the company's sales (all to Wingo Corporation) and 33 percent
of its profits.

The success of QSand has led SSC to start developing another product, QDeck. QDeck will be a final finishing coat
over the pool deck — the concrete walking and lounging area that surrounds a swimming pool. QDeck is intended|
to address two problems: (1) individuals slipping and falling on pool decks while walking with wet feet and (2)
iLndividuals burning their feet on the deck on particularly hot days. Gary indicates that the current compound seems

o allow good traction and decks remain much cooler than with products of other companies. The problem being
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addressed at this point is that the current compound seems to crack easily and has a relatively short useful life.
Indeed, in one test of the product on the deck at Gary's home, Gary's wife Madonna cut her foot on one of the cracks
and required several stitches to close the wound. Gary laughed and said that at least she didn't slip or burn her fee]
on that hot day when it happened. More seriously, he suggested that this deficiency is currently being worked on|
and must be solved before the product goes to market. The product is being independently developed and is intended
for both residential and commercial markets.

In 20X8, the company experienced a level of profitabilityjust slightly above that of 20X7— but this was well below
the net incomes of the preceding few years. GarySuggested to.you'that, surprisingly, intense price competition from
several smaller competitors in the Bisbee area caused the somewhat'low level of profitability. But, he added, he
didn't expect the problem to last for long-because he doubted that those companies could continue to operate selling]
at those lower prices. Gary had hoped for a more profitable yearin 20X8, as a significant amount of the company's
long-term debt is payable in 20X9. SSC is currently involved in discussions with the bank on refinancing.

SSC added significant additional crushing and washing plantand equipment during 20X 8 to increase production in|
the future by more than 100 percent while expanding capabilities to produce custom specification materials.

No dividends have been paid during the past two years, although previously most of the earnings were distributed
through dividends to SSC's five shareholders—CEO and Chair of the Board of Directors Gary Sherwood, his wife
Madonna Sherwood, CFO Jane Zhan, and two college friends of Gary's who invested in the company, Cindy Stone
and Kelly Higgins. These five individuals make up.the company's'board of directors.

The Bank of Arizona is the financial institution withwhich SSCmaintains its two cash accounts (general and payroll
cash accounts) and from which it obtains a significant portion of its financing; the inventories are pledged on the
Bank of Arizona loan. This year, in'reaction to presstire from the bank, SSC established an audit committee]
composed of Madonna Sherwood, Cindy Stone, and Kelly Higgins.

Industry Information

The industry activities consist of the extraction and preparation of sand and rock products. These activities include]
the cleaning, separating, and sorting of quarried sand and the process of crushing rocks. The products are in the form
of sand used in making concrete; sand used in laying bricks (which contains little soil); sand used for fill (which
contains a large amount of soil); and quartz sand. It excludes the products of gravel quarrying (sandstone, gravel
stone, and iron sand).

While sales within the industry are relatively unaffected by changes in technology or obsolescence, industry sales
rely heavily upon both the residential and commercial construction markets as well as government spending. During

the past five years. construction has performed well and that trend is expected to continue for at least the next several
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years. Sand and gravel production has increased at approximately 4 percent per year during this time period, as has
construction within the central Arizona area.

0. Which of the following represents a correct statement concerning the risk of misappropriation of cash for
SSC?

(A) This is not a major concern because sales are made on credit.

(B) Deposit of cash into a lockbox system decreases the risk of misappropriation.
(C) Misappropriation of cash is not a significant problem in a commercial company.
(D) The success of QSand increases the risk that'€ash will Beanisappropriated.

21. Which of the following correctly identifies/a risk facing SSC that might adversely affect cash receipts during
the coming years?

(A) Establishment of the audit committee.

(B) Increase in the popularity of home swimming pools.
(C) Sales to many different customers.

(D)Sales to Wingo.

2. Which of the following correctly identifics a risk facing SSC that might advezstly affect sales during the
coming years?

(A) A general slowdown in the economy.

(B) Sales to many smaller custemers other than Wingo Corporation.
(C) Increased attention to developing new produets.

(D) A board of directors dominated by ‘tmanagemtnt.

23. Which of the following correctly identifies a risk facing SSC that might affect its ability to continue as a going
concern over the long run?

(A) Competition from several competitors.

(B) Your CPA firm's decision to issue standard unmodified audit reports not mentioning the going-concern
status during the past five years.

(C) Obsolescence of all products due to rapid changes in technology in the industry.

(D) The nature of inventory items—small in size, high in value.
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24. Of the following, the most significant risk factor relating to the risk of misstatement arising from fraudulent
financial reporting for SSC is that:

(A)Company officers serve on the board of directors.

(B) The company must refinance a significant portion of its debt.
(C) The company operates in the Bisbee, Arizona, area.

(D) The company paid no dividend this year.

25. The auditor of Cubs obtained the following client-prepared bank reconciliation:

ACCOUNT 101-CASH ACCOUNT - FIRST BANK OF MUNICH
Bank reconciliation—December 31, year 2.
Prepared by: Joe Smith, January 10, year 3
Reviewed by: Evan Monroe, March 2, year 3

Balance per bank $45,000°
Add deposits in transit

10/25/year 2 12,000

10/28/year 2 10,000
Deduct outstanding checks

#28200 03/29/year 2 11,000

#9003 1/30/year 2 - 14,000

#9004 12/01/year 2 15,000
Other reconciling items —
Balance per bank adjusted $27,000
Balance per books before adjustments $32,500
Adjustments: bank fee and unrecorded items (5,500)
Balance per books, adjusted $27,000°

 Agreed balance per bank to online account balance as of January 3, year 3.
b Agreed to general ledger on January 1, year 3.

The following information is available:

(1) Evan Monroe was promoted to controller on December 15, year 2; his former position was assistant
controller—fixed assets.

(2) Evan Monroe has his personal bank accounts with First Bank of Munich. Joe Smith was hired on December
1, year 2, as a staff accountant. Joe Smith's prior job was with First Bank of Munich.

| (3) Cubs expects the year-end close to be complete on January 6, year 3.
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(4) The adjustments on the bank reconciliation were booked on January 30, year 3.

Which of the following is not a potential issues that the auditor might have when examining the bank reconciliation|
prepared by Cubs?

(A)Reconciliation balance was not properly agreed to the December 31, general ledger balance.
(B) Reconciliation has unsubstantiated unrecorded items.

(C)Reconciliation was improperly approved as reviewer had a conflict of interest.
(D)Reconciliation contains aged items that should have been added to the bank balance.

26. Lee Wong, CPA, is auditing the financial statements of the Alexandria Corporation, which has a batch-|
processing IT-based system for.shippingand invoicing that it purchased from'a software vendor. The following

comments have been extracted from Wong's notes on IT operations and the processing and control of shipping
notices and customer invoices.

Each type of computer run is assigned to a specific employee who is responsible for making program changes,
running the program, and answering questions. This procedure has the advantage of eliminating the need for
records of IT operations because each employee is responsible for his or her own computer runs. At least one IT)|
department employee remains‘in the computer room during office hours, andsonly IT department employees
have keys to the computer room.

The corporation considered the desirability of program. controls but decided to retain the manual controls in
place prior to the conversion to the software vendor's system.

Company products are shipped directly=from publi¢” warehouses, whi€h forwards shipping notices to general
accounting. There a billing clerk enters the price of the item and accounts for the numerical sequence of shipping
notices from each warehouse. Mathematical extensions are made by the computer. Output consists of invoices
(in six copies) and a daily sales register. The daily sales register shows the aggregate totals of units shipped and|
unit prices, which the computer operator compares to the control tapes.

All copies of the invoice are returned to the billing clerk. The clerk mails three copies to the customer, forwards

one copy to the warechouse, maintains one copy in a numerical file, and retains one copy in an open invoice file
that serves as a detailed accounts receivable record.

Which of the following is not a weakness in internal control over information and data flows and the procedures for
processing shipping notices and customer invoices?
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(A)

(B)

©)

D)

Factors

(A) Computer department functions have not been properly separated. Under existing procedures, one employee
completely controls programming and operations.
(B) Physical control over computer operations is not adequate. All computer department employees have access
to the computer.
(C) Insertion of prices on shipping notices by the billing clerk is inefficient and subject to error.
(D) Copies of invoices should be forwarded by the accounting department to the customer (or mailroom) andJ
distributed to other recipients in accordance with established procedures.

27. Michael Green, CPA, is considering audit risk atthe financial statement level in planning the audit of National
Federal Bank’s (NFB) financial statements for the year ended December 31, 20X1. Audit risk at the financial
statement level is influenced by.the tisks of material misstatements (ineluding fraud risks), which may be
indicated by a combination of factors related to management, the environment, and the entity. Which of the

following statements regarding the factors, their effects on the risk of material misstatement, and whether they,
create a risk of fraud is incorrect?

The banking indus&y has been;igniﬁcantly

impacted by the downtutn'in the économy in
recent years.

NFB's board of directors is controlled by Smith,
the majority stockholder,; who also acts as the
chief executive officer.

Management at the bank's braneh,offices has
authority for directing and controlling NFB's
operations and is compensated based on branch
profitability.

The accounting department has experienced little
turnover in personnel during the five years Green
has audited NFB.

Effect on Risks of Create a

Material Risk of

Misstatement Fraud?
Increase Yes
Increase No
Increase Yes
Decrease No

28. As a senior in-charge auditor, you are reviewing the following working paper prepared by your audit staff for
the December 31 audit of Pratt Company:
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Pratt Company
Cash
Per bank $44,874.50v
Deposit in transit 5,843100
Bank charges (2.80)@
Qutstanding checks
1,246.40v
3,412.72+/
840.00v
1,013.60@
1,200.00®
967.50%. 8,680.22
Per ledger f $42,034.58+
f Footed column
+/ Verified

®The client saved a'copy of the deposit slip that is filled out. Per discussion with client,
this represents cash saies on 12/31/X0. | agreed totals to the Cash Recelipts Journal on
12/31/X0. Properly posted on bank statement as having'been received by bank on 1/9/X1.

@Represents December bank service charge. Agreed charge to December bank statement
in which bank charged client $2.80. Recorded as cash disbursement in January of 20X1.

@Per client, check writtan (to pay account receivable) before year-end but not mailed
until 1/2/X1 because on 12/31/X0 the last office mail was picked up at 3 pm due to year-
end party of mailroom employees:

JIMW.
1-15-X1

Which of the following is not a deficiency in the above working paper?

(A) The working paper is not properly identified. It appears to be a bank reconciliation; if so, the heading of the
paper should include this information as well as the exact title of the ledger account and the name of the
bank. In addition, the audit date should be indicated.

(B) Assuming no adjusting journal entries are required, the $42,034.58 balance per general ledger should be

cross-referenced to the working trial balance or cash lead schedule.

PR
S
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(C) Description @ is inconsistent with subtracting the bank charges from the balance per bank. The bank has
already recorded this as a disbursement. The entry in effect deletes the charge again from the bank's balance.
Since the cash disbursement is not recorded on the books until January, it should be necessary to add back the|
service charge to obtain the book balance at 12/31/0X. Although the amount is obviously immaterial in and
of itself, it may be indicative of a much larger problem since one should not be able to reconcile to the penny
when there is an incorrect entry such as this.

(D)Because the checks described by @ were on hand at year-end, they represent disbursements until January.
Accordingly, the entry in which these wergsrecorded-as.disbursements should be reversed at year-end, and
then recorded in January.

29. Which of the following statements regarding audit sampling is not correct?

(A) When sampling from/the population of accounts receivablefor certain objectives, the auditor might sample]
only active accounts with balances.

(B) It is likely that five different random samples from the same population could produce five different
estimates of the true population mean.

(C) The effect of the inclusion by chance of avery large or very small item in a random sample can be lessened
by increasing the size of the sample.

(D) The larger the standard deviation of a,population, the smaller the required sample size.

30. In each of the following situations, which one does. the auditor issues the wrong audit opinion?

(A) Client-imposed restrictions significantly limit the scope of the auditors' procedures, and they are unable to
obtain sufficient appropriate auditsevidence~The possible etfects®on the financial statements of undetected
misstatements, if any, could be both material and pervasive. Therefore, the auditor decides to issue a
disclaimer of opinion.

(B) The auditors believe that the financial statements have been presented in conformity with generally
accepted accounting principles in all respects, except that a loss contingency that should be disclosed
through a note to the financial statements is not included. While they consider this a material omission,)
they do not believe that it pervasively affects the financial statements. Therefore, the auditor decides to
issue a qualified opinion.

(C) The client has changed from LIFO to FIFO for inventory valuation purposes; the auditors concur with this
change. The effect is considered material to the financial statements, although inventory is not a large part
of total assets. Therefore, the auditor decides to issue a qualified opinion with an emphasis-of-matter

~ paragraph.
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(D) The client has changed from LIFO to FIFO for inventory valuation purposes; the auditors do not concur
with this change. The effect is considered material and pervasive. Therefore, the auditor decides to issue
an adverse opinion.
31.

Loman, CPA, who has audited the financial statements of the Broad wall Corporation, a publicly held company,
for the year ended December 31, 20X6, was asked to perform a review of the financial statements of Broadwall
Corporation for the period ending March 31, 20X7. The engagement letter stated that a review does not provide

a basis for the expression of an opinion. Which of the following review procedures and their purposes is not
correct?

Review Procedures

To update-the understanding of

(A) Reviewing documentation of the most recent
audit and financial statements, and the business and internal control.
considering the results of auditing

procedures.

(B)

©

(D)

Performing additional procedures if the
CPAs become aware that interim
information may beiincorrect, incomplete, or
otherwise unsatisfactory.

Inquiring of officers and other executives
having responsibility for financial and
accounting matters concerning: (1) whether
the interim financial statements have been
prepared in conformity with BERS
consistently applied, (i1) unusual or complex
situations affecting the interim financial
information, (iii) significant transactions
occurring around the end of the period.

Reading the minutes of meetings of
stockholders, board of directors, and

committees of the board of directors.

To obtain assurance that the
interim information is not
materially misstated.

In order to become aware of
significant matters affecting the

interim financial statements.

To consider, on the basis of
information coming the
accountants' attention, whether
the information to be reported
conforms with generally accepted

accounting principles.
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The following flowchart depicts the activities relating to the purchasing, receiving, and accounts payable

Recelving

From
Purchasing

Purchased
Order with
Quantity

BlockediOat

Goods Rec'd
& Counted
Independentily
in Secure Facility

Accounts Payable

From
Purchasing

From
Receiving

Reéquisition® Rec Repor‘lg

A \

i

By Vendor Pending
nveoice
Receiving

Matches 4 Doc
& Recomputes
Math Accuracy of

departments of Model Company, Inc. Assume that you are a supervising assistant assigned to the Model Company

Invoices

/
Verifies Adequacy

\ 4

of Vendor's Past Preparcs Compa‘res lnvgvce
Record & Prepares 4-Copy Approves & Quantity & Price
Purc?‘l-aingrder RecIng Pff‘lt’:l‘f:‘i E-COpy RLOC ?ﬁg;lid
REDDI"[ oucher *

(Prenumbered) Quantity

Requisition®

Requisition'
0.2
Purchase Order’
(Prenumbered) ‘

To
Accounts

Rec. Report”

Rec. Report®
Receiving
By R ppor:'
P.O # (Prentim bered)

Rec. Rl;-pcart2

Requisition?

Voucher?

Invoice

TO

Accounts
Payable

Voucher?

To
Receiving

Received to Vendor

Reports &
Payable Dept. Independently
Recommended

Monthly in

Current Accounts

Joe Werell, a beginning assistant, analyzed the flowchart and has supplemented the flowchart by making certain|
inquiries of the controller. He has concluded that the internal control over purchasing, receiving, and accounts

payable is strong and has provided the following list of what he refers to as internal control strengths:

Purchasing.‘
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a. The department head of the requisitioning department selects the appropriate supplier.

b. Proper authorization of requisitions by department head is required before purchase orders are prepared.

c. Purchasing department makes certain that a low-cost supplier is always chosen.

d. Purchasing department assures that requisitions are within budget limits before purchase orders are prepared.

e. The adequacy of each vendor's past record as a supplier is verified.

Receiving:

f. Secure facilities limit access to the goods during the receiving activity.

g Receiving department compares its count of the quantity of goods received with that listed on its copy of the
purchase order.

h. A receiving report is required for all purchases, including purchases of services.

i. The requisitioning department head independently verifies the quantity and quality of the goods received.

J- Requisitions, purchase orders;and receiving reports are matched with verider invoices as to quantity and price.

[Accounts Payable:

k. Accounts payable department personnel recompute the mathematical accuracy of each invoice.

I. The voucher register is independently reconciled to the control accounts monthly by the originators of the
related vouchers.

m. All supporting documentation is marked "paid" by accounts payable immediately prior to making it available
to the treasurer.

n. All supporting documentation'is required for payment and is made available to the treasurer.

o. The purchasing, receiving, and accounts payable functions are segregated.

Suppose X = the number of internal.control strength identified by Joe Werell are correct and ¥ = the number of

internal control strength identified by Jec Werell are incorrect, then X— Y equals:

(A)-4
(B)-3
© o
®) 3

A MEHE (30%):
%~ Wit £ B &6 9 € (American Institute of Certified Public Accountants, AICPA) & 4T 54 4R 4137 & ¥ 47
2 % 8] (Code of Professional Conduct) s 4% & B ¥ 5 ? £ W % 4 & & R (Principles) ~ R
(Interpretations)$2 # RJ( Rules) % =18 K ) 4 oE ERARE BET? Ow)
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