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N| FVIF | PVIF | FVIF-OA | PVIF-AD
1| 1.04000] 096154  1.00000|  1.00000
2| 1.08160| 092456  2.04000|  1.96150
3| 1.12486] 0.88900/ © 3.12160|  2.88610
4] 1.16986| 0.85480  4.24650|  3.77510
s| 121665 -0.82193]  s.41630]  4.62990
6] 126532] 0.79031]  6.63300] 545180
7] 131593 0.75992|  7.89830)  6.24210
8 1.36857| 0.73069] 921420  7.00210
9 1.42:331 0.70259 10.58280 7.732710

—
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1.48024| . 0.67556 12.00610 §.43530

11 1.53945| 0.64958]  13.48640|  9.11090
12| 1.60103] 0.62460| 15.02580|  9.76050
13| 1.66507| 0.60057] 16.62680| 10.38510
4| 1.73168] 0.57748] 18.29190|  10.98560
IS| 1.80094] 0.55526]  20.02360| 11.56310
16) 1.87298| 0.53391  21.82450  12.11840
17; 194790 0.51337) 23.69750] 12.65230
18| 2.02582| 0.49363| 25.64540] 13.16570

191 2.10685| 0.47464! 2767120 13.65930
200 2.19112| 0.45639] 2977814  14,13390
21| 2.27877) 0.43883 31969200 14.59030]
22{ 2.36992] 042196 34.248000  15.02920
23| 2.46472| 0.40573] 36.61790) 15.45110
| 24| 2.56330/ 0.39012| 39.08260| 15.85680
25| 2.66584) 0.37512] 41.64590]  16.24700
26| 2.77247| 0.36069] 44.31170]  16.62210
27) 2.88337| 0.34682) 47.08420] 16.98280
28] 2.99870| 0.33348| 4996760 17.32960
29| 3.11865; 0.32065] 52.96630] 17.66310

| S

<] 30{ 3.24340| 030832} 5$6.08490] 17.98370

- ! T N TS eI
FVIF: future value of a single sum

PVIF: present value aof a single sum
FVIF-OA: future value of an ordinary annuity of i

PVIF-AD: present value of an annuity due of 1
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/. Alexsandra Isosev Industries has three operating divisions -- Falilat Mining, Mourning Paperbacks, and

Osygus Protection Devices. Each division maintains its own accounting system and method of revenue
recognition.

Falilat Mining

Falilat Mining specializes in the extraction of precious metals such as silver, gold, and platinum. During
the fiscal year ended November 30, 2007, Falilat entered into contracts worth $2,250,000 and shipped
metals worth $2,000,000. A quarter of the shipments were made from inventories on hand at the
beginning of the fiscal year and the remainder was made from metals that were mined during the year.
Mining totals for the year valued at market prices, were: silver at $750,000, gold at$1,300,000, and
platinum at $490,000. Falilat uses the completion-of-production method to recognize revenue, because its

operations meet the specified criteria — i.e., reasonably assured sales prices, interchangeable units, and
insignificant distribution costs.

Mourning Paperbaéks

Mourning Paperbacks sells large quantities of novels to a few book distributors that in turn sell to several
national chains of bookstores. Mourning allows distributors to return up to 30% of sales, and distributors
give the same terms to bookstores. While returns from individual titles fluctuate greatly, the returns from
distributors have averaged 20% in each of the past 5 years. A total of $8,000,000 of paperback novel sales
were made to distributors during the fiscal year. On November 3, 2007, $3,200,000 of fiscal 2007 sales
were still subject to return privileges over the next 6 months. The remaining $4,800,000 of fiscal 2007
sales had actual returns of 21%. Sales from fiscal 2006 totaling $2,500,000 were collected in fiscal 2007,
with less than 18% of sales returned. Mourning records revenue according to the method referred to as

revenue recognition when the right of return exits, because all applicable criteria for use of this method
are met by Mourning’s operations

Osygus Protection Devices

Osygus Protection Devices works through manufacturers’ agents in various cities. Orders for alarm
systems and down payments are forwarded from agents, and Osygus ships the goods f.0.b. shipping point.
Customers are billed for the balance due plus actual shipping costs. The firm received orders for
$6,000,000 of goods during the fiscal year ended November 30, 2007. Down payments of $600,000 were
received, and $5,000,000 of goods were billed and shipped. Actual freight costs of $100,000 were also
billed. Commissions of 10% on product price were paid to manufacturers’ agents after the goods were
shipped to customers. Such goods are warranted for 90 days after shipment, and warranty returns have
been about 1%of sales. Revenue is recognized at the point of sale by Osygus.

Instructions: (15%)

Compute the revenue to be recognized in the fiscal year ended November 30, 2007, for (1) Falilat Mining,
(2) Mourning Paperbacks, and (3) Osygus Protection Devices.

(Note: You must show your computation to receive points.)
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Twin Ricky Inc. (TRI) manufactures a variety of consumer products.
The company’s founders have run the company for 30 years and are now
interested in retiring. Consequently, they are seeking a purchaser who
will continue its operations and a group of investors, Donna Inc. is
looking into the acquisition of TRI. To evaluate its financial stability and
operating efficiency, TRI was requested to provide the latest financial
statements and selected financial ratios. Summary information provided
by TRI is presented as follows.

TRI
- INCOME STATEMENT -
FOR THE YEAR ENDED NOVEMBER 30, 2007
(IN THOUSANDS)
Sales (net) $ 30,500
Interest income 300
Total revenue 31.000
Costs and expenses .

Cost of goods sold 17,600
Selling and administrative expense 3,550
Depreciation and amortization expense 1,890
Interest expense — 900
Total costs and expenses 23.940
Income before taxes . 7,060
Income taxes ' 2.900

Net income $4,160

TRI
STATEMENT OF FINANCIAL POSITION
AS OF NOVEMBER 30
(IN THOUSANDS)

2007 2006 _

Cash $ 400 $ 500
Marketable securities (at cost) 500 200
Accounts receivable (net) 3,200 2,900
Inventory 5.800 5.400
Total current assets | 9,900 9,000
Property, plant, & equipment (net) 7.100 7.000
Total assets , $17.000  $16,000
Accounts payable $3,700 $ 3,400
Income taxes payable . 900 800
Accrued expenses 1,700 1,400
Total current liabilities 6,300 5,600
Long-term debt | 2.000 1,800
Total liabilities 8,300 7.400
Common stock ($1 par value) 2,700 2,700
Paid-in capital in excess of par 1,000 1,000

Retained eamnings 5,000 4,900 -
Total shareholders' equity 8.700 8.600
Total liabilities and shareholders' equity $17,000 $16,000
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Selected Financial Ratios
Current
TRI Industry
2006 2005 Average
Current ratio 1.61 1.62 1.63
Acid-test ratio 0.64 0.63 0.68
Times interest earned 8.55 8.50 8.45
Profit margin on sales 13.2%. 12.1% 13.0%
Total debt to net worth 0.86 1.02 1.03
Asset turnover 1.84 1.83 1.84
Inventory turnover 3.17 3.21 3.18
Instructions: (35%)
(a) Calculate a new set of ratios for the fiscal year 2007 for TRI based
on the financial statements presented.
(b) Describing what the investors can learn about TRI’s ﬁnancial
stability and operating efficiency.
(c) Identify two limitations of ratio analysis.
# & B M & ® %
- _ _
& 4 % R (5:1-)77# 3H7ﬂ
ﬁﬁﬁ&mi%=Lﬁﬂ%mﬁ#Wﬁ ' BRARARCRKRERETHATE (LEREREAHER) -

2.EEHF PR ERBI > AXPRRHE -
3.RMARFRAFUMRTH > Ao AL HFRE -




BEYgbRE L+ t25FE BLHERATABRERTAAR ALK
| , ¥/ B #£ 6 R
73] 5 A
A kA I | Gl Al e B F W
5 R R T R (TR

-,

#—A - |
1. RERABPHEH TN + $ELHEH = L EHILE 10%
2. HEEE KAFRMERRE L R R 5%

. |
Sussex Company
Contribution Income Statement
For the Year Ended December 31 2007

Sales (100,000 units at $12 per unit) , $1,500,000
Less variable costs:

Manufacturing costs $375,000

Selling and administration costs 187,500 (562,500)

Contribution margin | $937,500
Less fixed costs: |

Manufacturing costs $500,000

Selling and administration costs 250,000 ~(750,000)
Net income . $187,500

Sussex has total assets of $2,500,000 , management desires an annual return
of 10 percent of total assets,

Require:

1. Determine the dollar amount by which Sussex Company exceeded or fell short of the desired annual rate of
return in 2007, 5%

2. Given the current sales volume and cost structure, determine the unit selling price required to achieve an
annual profit of $300,000. 10%

3. Market analysis has revealed that the sales volume can be increased to 180,000 units per year if the selling

price is set at $9 per unit. At this price and sales volume, determine the target cost that will provide an annual
profit of $300,000. 10% |
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18% 0847 0718 0609 0516 0437 0370 0314 0266 0225 0.19]
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PortCo Products is a divisionalized furniture manufacturer. The divisions are autonomous segments, with each
ivision being responsible for its own’ sales, costs of operations, working capital management, and equipment
quisition. Each division serves a different market in the furniture industry. Because the markets and products of
he divisions are so different, there have never been any transfers between divisions.
he Commercial Division manufactures equipment and furniture that is purchased by the restaurant industry. The
[division plans to introduce a new line of counter and chair units that feature a cushioned seat for the counter
chairs. John Kline, the division manager, has discussed the manufacturing of the cushioned seat with Russ Fiegel
Lof the Office Division. They both believe a cushioned seat currently made by the Office Division for use on its
{deluxe office stool could be modified for use on the new counter chair. Consequently, Kline has asked Russ Fiegel
for a price for 100-unit lots of the cushioned seat. The following conversation took place about the price to be
charged for the cushioned seats:
[Fiegel:  “John, we can make the necessary modifications to the cushioned seat easily. The direct materials used
in your seat are slightly different and should cost about 10% more than those used in our deluxe office stool.
IHowever, the direct labor time should be the same because the seat fabrication operation basically is the same. 1
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would price the seat at our regular rate--full cost plus 30% markup.” _

Kline:  “That’s higher than I expected, Russ. I was thinking that a good price would be your variable

manufacturing costs. After all, your capacity costs will be incurred regardless of this job.”

Fiegel: “John, ’m at capacity. By making the cushion seats for you, I'll have to cut my production of deluxe .
ffice stools. Of course, I can increase hny production of economy office stools. The direct labor time freed by not
aving to fabricate the frame or assemble the deluxe stool can be shifted to the frame fabrication and assembly of
he economy office stool. Fortunately, I can switch my labor force between these two models of stools without
ny loss of efficiency. As you know, overtime is not a feasible alternative in our community, ’d like to sell it to
ou at variable cost, but I have excess demand for both products. I don’t mind changing my product mix to the
conomy model if I get a good return on the seats I make for you. Here are my standard costs for the two stools

and a schedule of my overhead.” |
line:  “I guess I see your point, Russ, but I don’t want to price myself out of the market. Maybe we should

alk to Corporate to see if they can give us any guidance.”

Office Division
Standard Costs and Prices

Deluxe ' Economy

Office Office

Stoo} Stool
Direct materials
Framing : $8.15 $9.76
Cushioned seat - ;
Padding 2.40 BT
Vinyl | . 400 -
Molded seat (purchased) - : - ' 6.00
Direct labor -
Frame fabrication (.5 x $7.50 per DLH) 3.75 (.5x$7.50 per DLH) 3.75
Cushion fabrication (.5 x $7.50 per DLH) 3.75 -
Assembly (.5 x $7.50 per DLH) 3.75 (.5 x $4.50 per DLH) 2.25
Overhead (1.5 DLH x $12.80 per DLH) 19.20 (.8 DLH x $12.80 per DLH) 10.24

Total standard cost ___$45.00 ' $32.00

Selling price (30% markup) $58.50 : $41.60

Attaching seats to frames and attaching rubber feet,
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Office Division
Overhead Budget

1.

Overhead Item Nature Amount
Supplies Variable--at current market prices $ 420,000
Indirect fabor Variable 375000
Supervision Nonvariable ' 250,000
Power Use varies with activity; rates are fixed 180,000
Heat and light Nonvariable-light is fixed regardless of

production while heat/ air conditioning
| varies with fuel charges 140,000
Properly taxes and
insurance taxes Nonvariable-any change in amounts/rates .
is independent of production 200,000
Depreciation Fixed dollar total : 1,700,000
Employee benefits 20% of supervision, direct and indirect .
labor 575,000
Total overhead $ 3,840,000
Capacity In DLH 300,000
Overhead rate per DLH $ 12.80

Required

What amount of employee benefits is associated with direct labor cost? 10%

2. What is the - opportunity cost of the Office D1v1510n if 125 economy stools can be made in the time required
for 100 deluxe stools? 10%

3.  What is the transfer price per 100 unit lot based on variable manu_facturing costs to produce the modified|
cushioned seat? 10%

th S S S-S S 6

@ M &£ R - (&%) # A B

R AR L R R HGEER R éi?ﬁ(i*‘é‘%"% BATF (L EFRIEIRHEHER) -

LERHENBEBS  RAPURE
MR FEEFUMRETL - 1 iﬁkﬂﬁ THRE



BRIBERE A+ RFE MERBHELAMEBEIEE LR SaMK
| - % /R #>E

le + ; ez W e o o | 34 68 .
£ W 3 BEE I A L TSP T

T EERMZEARCUTRBEAR S0 FRIFAL - HIRER BT — 8 « SWRIIE 40 5 - (05 LE -
RABUAE B - REMZAAIHAARE - RN SERERE T (ARIRE) » B a -
[BFE A BEREOREANE A - SRR SRS ERRE - R B EE0
€ o B RE ST - | — |
2 7] BRI PR BRI - (BRSO - PR - REEESY (BB
HRA N2 R IR S h R IR ST T (S B4 It - SRR BRI AR -2 5 14 B - B
HALEBRNKSRGR 2 AR RELE - € FNEHNEES e REY ATy
& RAMREDN  SEeE .

BRTE  HESRTRBG > MR EEEEMEY - T2 ER0 ST 52
H ERRSEEHH AR - 8 BRI R P (T 3B — BN B AR SRRk SR TSRS g -
ERITPHRERITEE BRI - S— T RAURRIE R = R R R - 78 -
RHEERE IR R BA - WESIRGIALT « JIREMEE © SR - BIETGEST -
ERBSR R - S REAREREHR T IR VS B I R R E R T
g%ﬁﬁﬁﬂ%ﬁ%ﬁﬂ$ﬂ’ﬁzﬁm*%%@Mﬁﬁ(MT%@%@)%@%&%&M&%@%@°
b

$@m§%%%2%’ﬁ@%ﬁﬁﬁﬁﬁﬁﬁ’£M&%ZEﬁ&'@ﬁ%%Wﬂ%~B%i%%ﬁﬂ

% - |

=W 96 FB=FrEEABRMNT

BERERAERAS
HEARE
REATAFERA+AEAASTH
! BT seems

95630 950/30 S5630 950730
1100 HERAERS Bo1217 $ 1758 2100 iRy 5 13635 3 8315
1120 IR iR EN ‘ 5895 1.465 2110 FE{HESTRS 3.601 2.296
1140 MRS HER: ¥R 7.504 2981 2140RE{THERE 5.258 5613
L1350 FeeiAr — Bhis A B8R 0202 0.568 2210 FAhm{SHoN 2521 2459
il60 Bl £.089 0.197 2270 —£EBIHLY BANA 13.133 11.808
1260 FAFHIR 4.151 3.026 21%X HSi@fESY 39,999 30611
XX wihREsE - 23034 _ 19311 ,
EESHITR 2421 BT REIER 23449 36987
142} RAEAY RIS E 4456 4632 2446 BIERR— R 23916 23475
1480 BU F IRz 2 e — JERd 11162 11060 24XX EHH &S 47,369 6045}
EhERE _
BRI s 4 ! ‘ HittA®%
1554 Fehiheii 56.553 55.124 2880 Rif ik f— Hik 10.828 11.265
1611 HE e 00104 40,089 28X Bif R iES 12,130 13.3%
151 BE Wi ANt 104288 101077 2XXX Bieh 99923 _ 104354
15%9 5 - REHAHE (__35893) (33,509 Msmalizs _
ISXX B RE RS 70.749 0060 3110 Bk 60.686 45586
Hitr gz RERE
1860 YEHE AR Wik — Jeiamh 1.014 L6OL 3350 1HEmMESIR ( 3B33D( 2643
1890 FEEHE I A E B A 8236 8273 345! MR MSINEERAERME (017 (171320
1880 HoAd - KAl 3.500 4.103 3460 FEHRBHLHGE 3485 3.485
18X Hofit s e 2.179 21.956 3510 MAREIGE = 548

' 3000 IR At 30492 24028

AXXX B a yt 3 130414 § 128900 & {ABIEMSL § 130414 § i28.982
L] R B M O OE m %
o B £ B (#& %) T ¥ 3 A o 8

ﬁﬁﬁﬁﬁﬁ%tLﬁﬁ%%ﬁ#Wﬁ~ﬁ%ﬁ%$é%$i@%%&h$(ﬁé$%ﬁm%%ﬁm%
LEBFHEBBBAIL AP ARE o
SRMBHFRAFUMEFTE  REBLRmTES -



AR RE T RFR AL HERALEMERR AL, a4
| F2H A>R

¥ 5 -

v . - a W3V ’
4 W oA AFUS AL T T

EAVE RIS 96 P58 = BT s MR I ;

e

U TNCTIZN .

EMRENAAERAAEAA =+ H o EEafs BRENAARERNAHE-H—HE
NAHZFTHZRRS BEHASHERES S REAGHERILE - LRI BHE
REEREE . BT - G BT S RS R E R 2 |

bR AT S, » ARG RIS B SR8 = <58 T i BIRaRZ G | BB T
LAF - EFOREETEHEE T - hineidss » EARAH AT E T HE AR S L Bt ae
WREBFAHILER -

EACMER AR RAR A REAAER A AEAH =T HEIFRIRFIRESEE
£54.96{8 7T &2 4.63(8 7T - E@hﬂ*?’“ﬁ&ﬂ‘l‘}ifﬁﬁuEﬁl«lﬁ%ﬁ&"ﬁ%ﬁﬂZ?ﬁ“ﬁ?ﬁﬁ&ﬁﬁﬁ%ﬁMOﬁé‘fcﬁ
LOSIETT » MRS B B A BIRAR & B B T e S il - FA GRS AR
HERATIBRET - (RESRATHREE - Tk SR -

IRAGEHATZBRES 2 - ﬁfktﬁﬁﬁﬁi@%ﬁ‘é&%ﬂﬁl%ﬁ%ﬁﬁ%ﬁ%@%%&%ﬂ F MERE T R
REBRBBRETHENAL SR ATHNETcEe RTHTARBASY » MR BT — YRS 74
RRAEFTH EA T A 8 S S8 T A SR i el FSRE A TR R P S S R B B L
R S — R A G R AT A T (55 -

AR B RRHEE = il - SR REA RS — A —E B e R AR =
U T RS B R R AL "SRR FERIRE | R A SR
ERTERT M

XX GRS BT

AT 20 SRR - ERBREA— I ¢ Eoh 14 BRI AR ¢ (40%)
L@%ﬁﬁﬂ%ﬁ%ﬁﬁ@%m%mgﬁﬁwﬁﬁi’ﬁxgﬁﬁ%m@@ﬁﬁﬁ&mwﬁﬁﬁ-%ﬂ
RERYFR R | |
(1) EETARZR HH B (Y B S HARR A9 SR B -

(2) BRI T AR B & S TP T e, -

(3) AT MRS A0 ZEIE & 5 4 -
-M)%@ﬁﬁﬁﬁ%@ﬁ%&%ﬁﬁ%%ﬁﬁﬁ’W%E&§W%ﬁ%°
z%@ﬁﬁ@%¢’ﬁAzﬁﬁgﬁﬁﬁﬁﬁmomﬁﬁﬁﬁﬁﬁ’M@@%

f A M M % om0 %

> M £ B (®%) 5 A A

ﬁ%&&%mm:La%%%&#w%-&ﬁﬁ%ﬁé%*m%%%&ﬁ?(aémﬁﬂm%@&m%-
2EBHHnL NS, UREURE -
RAHERALF B ET N - L FilkmTEE -




RIBERE LT EEFE FLHERLEBEFERAER SHK
| B3R #[2H

#

s\
A\32

R | B BllEri &

EH f

[ERATIRAEAR RIS - B -

 (4) inherent risk

. RUEHREEEN A TYICE | DRMEER S SRR | T 48 - B S T

R R L L S

(1) Audit

(2) Attestation

(3) Other assurance

(4) Non-assurance |

EAEEEREBA— ARG - MESE A ERL - REEl "8, BEASA Ft R

HEMO FERIC BRI - §650 ~ P - BN R IR & 63 [REVHE 2 EMEIRE L5k A

OIRRGEMIRI AT AT e S EEY - FalenphiiT -

(1) EREEESLSEIIERSE 2 A » e AR information risk ISR R AT RS
FTPE LB BB B business risk | |

(2) EREEERELSNEES S AR FiE AR business risk EtE TR A R

BIMu3% information risk |
(3) EVRERFEEETREG S AR » Fig 0 ERES control risk ; ﬁ@%ﬂ\ﬁ%ﬁ%ﬁﬂﬁiﬁfﬁﬂ% B[
F1F% detection risk |

(4) BEREEERLSBITRIEG S AR  Fri% AR E detection risk ; 2 B DT R A s
Bil9$% control risk

GEHATE A R R R 2 N5 —FE ?

(1) information risk

(2) business risk

(3) control risk

& BIEE=200 7528  —BIEMN > BHERE-FRE - fuugiss 2 fBEA L - M4 —Bhn |
ATIENCEIR » BB EUCR Hose4s - HIRRRRE \BeE ATI=ZF2RE 078 11348 DR 13318 -
—EKERAAE - BIEE 3 5 BRI CRIAESE IR - ERFENIRE AT 288 » ZESE=S
&35 R0 —~ERE T —IRS TN TRES AORINETREN EIRA S48 » 05 55 = =y p
WV | RO s R e s e SUERG ST ETFE TR —FEd i peE ) 2
(1) confirmation

(2) documentation

(3) analytical procedure

(4) vouch

AL E R A TYI30 TR R iR » iR O (R2k B PR s 3 B sk - (8
Rl BRI T B 2 N F R RSB 8 - — IRtk 2 1o FUARY_EIERE - E UG

]

AR B B % # %

& A £ A (%%) & A :

&

%ﬁ&m&w:Lﬁ%%mﬁ#W%’&%ﬁ%ﬁéﬁmiﬁggih$(ﬁé%%ﬁm%%ﬁmh
2.ERE A HES - MR HARE
MM EFREFUBEFE  RpAERTHEE -



B 3L e K2 iu+4:rﬁi$ﬁ Eﬁﬂ:ﬂi@@i‘&ﬂﬁ.%—ﬁ?”i’?uﬁ R

4R #{2R
3 H 7. . : ] + A"%‘ —*. -3 E “9 E A
4 % # B(EHE R Lo B L B A S i
TEHELT - | |
(1) trace |
(2) inquiry

(3) documentation
(4) analytical procedure
7. SEATEETRIEOEE | 75 97 4F 4 A EHN R e B8 REEs - i@%ﬁr%ﬁﬂ_fﬁfﬂﬁ%ﬁ%ﬂj o s 96
AR BRI IRG A B AR - B

(1) EFBEREWIERE © FeRAEMR » BRAHES -

(2) HERNEHIAZHE -

(3) HEEIEER AR - -

(4) B-—7EG > SB—HEE - AHEESE » MOREES - W ARURAELE -

8. TEM 96 IR ST IS SIERRATERE » R '
' (1) PEEE Eﬁﬁi@nﬁﬁh%@@? FERUEEHER - MR HHIFTERE SR TS -
(2) THEZE » FZIRRRECR » 796 B2 0 96 FAEBIEEE:E Y EEHARIESESE -
(3) FREE - NEBEIGER T BREST 2 TRNES - /7 TR EGR = R -
(4) AEE NI LS BESS T AES -
0. & 06 B=FV FEGEREINHRBIGEANGEEE ﬁﬁ@‘nfﬁﬂiﬁﬁﬁﬁﬁﬁiﬁﬂ:htﬂﬁﬁﬁ BEg
BHISEE - BN

(1) FETEEBHRE » F5FEAREF due care » FREE professional skepticism 7~ 2 s

(2) GETAIEESA - RETREIEEF - EREIHC A MEE13.33 ) 11 HB%F3E - —
| ENFEE SIS T LS REEN A % 96 £ = EH A HLETEE 0 95 ﬁ%wéﬁl)ﬁaﬁﬂlﬂs

A 95 FOPFZEGR + 596 A ATEL
(3) EEHAETEMDTL » K& 96 E%_§IEH’]§2{KE$§FW—¢1@HD 173 » AR EaE » B
FETRE LB -

(4) GHEIRESARE  ERBE S S=BEDAHMRSETRE -
10. SACHEEEENBFER TR NI EE  FEEEY  NANELEE . A:Itﬂﬁ#ﬁ%ﬂ’])\%?fﬂ%ﬁ%
B AR B ST M B B T 1T S - BRI R R TR R . Eﬁ%@ﬁﬁﬁjﬁgﬁﬁﬁjrﬁr@
{EHE NFIBME RS - BIHb B R A AR TR RS 2
(1) 25 nF] -
(2) ZEfiEm -
(3) PASRALbRERY - =2k 22 A =)
- (4) BRfgZe T NEAIRE -
. B R EE RS A UREN AR A T » BEREEH

i ] X M M A5 & %
& M % § (%%) B 3 A B
AAE I L RS R R MR E é %ﬁxifag'f; BITF (LB REUREDER)-

z%%ﬁ%%ﬁm%ﬂ1uiw&4an
3. MM B G A ABEF L - X RBRAFHE -



Brsie RE At ERER %ﬁfiﬁ%éﬁ—.l:/ﬁﬂ%kgiﬂ%”i%‘»t ﬁ%‘nﬂ*&.
$5R > #1PR

-2ty . 32 A Vb8 "
LR AL AN T B

-—

£ R # BEiHS o3

(1) IRETRER AREE -

(2) RENFEEEEHEREE NSRS BRI ATEEH: -

(3) BEEMNINEE - BREBEIRRE « SERM BRI T RE » B ErAsne -

(4) BRERNRAE - BRHBE - SXFRMELATER - IABERNREE -

12. EEHARATHL RI0EM 96 FEE S MBERATRMMmAD - 5 MBS EEE Y SRStk

96/9/30 K¢ 9519130 Z " E ST BIE 4.96 {BIT » K 4.63 fBIC  [RIEHET = LIRS DI R EIRE S BIS

0.40 7T R 1.09 f8IE - RLIEFHHRE A RS S - MR SRS © TSR 29

HRRGERE N FHEBIR » (REERREL - RS L (LIRS A B) 8 M

W 3 Al - SEALE 95/1/1 #E - SRFEHT R - BA RS @AM RN S04E 34 B P SRR T @S mmen

KR 36 8% T RiRG S R TE 5 IR AR A S BET 6T (U TRES B EY) BHED

M EMEAFARIENBERE (RAESTIiZEER. - - 1) ZRTERZ 1R o BB R E T

(1) Fl A B FHMBRARSAEELRE © B B SR R AR Emns -

(2) H A BICFIRRER R R TR © B B B SR (E R o

(3) H A BRERYFHENFREZARER -

(4) B A - B RS FRIEHEEE SHEN AT R

13ﬂ%r@%%@%%ﬁ%ﬁ?ﬁ%ﬁ%&ﬁtﬁ&ﬁﬁ%&'%ﬁﬁﬁﬁﬁﬁ?yTﬂﬁﬁmﬁﬂ
HEIEHE ?

(1) GFrEIBREFESR S EREFREER AT ER(T -

(2) GFTEIEEHEML - BEAHEEECORER 2T - REMEsEsHamts » Exvs|
REFEFR - RESERLE - MFESH M RIENENIRS: e o se AT -

m)m%&ﬁ%%%ﬁ%2i$$ﬁ%mﬂ’%@%ﬁ%ﬁ&ﬂ@%%oﬁ&ﬁ%&ﬁ?ﬁ%ﬁ&ﬁ
MR N R B E S G AL - PR RIS R B B S TR s -
- BRERRAFINERE TSRS G S HIRBAS | EERTE] - Ran T B b BRI B AT
B R REHEREERE - RIS E A TR EFRRE G | RS -

(4) GItAR T H AL - EEMEKIRRI EFIERE | ERIEAE 96 A= HEEHATRA - Bles
HEA K& BEHE=SERRTHE  NEHiERsT -

14%@%%%%& EMRTE 2 AR - (BRSEEEHREE A GEZER) HEMERR » Bs

KIBEER - BRI ET ¢ :

(1) MBI RTLT - |

Q)%ﬁ%&%ﬁﬁ%%ﬂ¢zr%ﬁ@ﬁﬁJKﬁﬁ=ﬁﬁr%ﬁ;$ﬁﬁo

(3) MEHTEE s "EFREE, TR O TEE =

(4) MEHZEENEHEGIRe T 8B TEE  #RE -

r ,

# AR B M OB # X

& B £ B | (% %) #* A B

RLAE UL L SR R e S ﬁﬁﬁ.i!f.é;%?l\i* ERanF (LERERRELRR) -
2 E RN NS NEERAFE
3. 3 AE dy B S LA I A IR L‘Aiiﬁkﬁ:ﬁwﬁi °




AL BERE A+ CLEE BLHEEABENRTE £ MmN

20" £1>F

RN 13 A \ba
astn 0 B oK s

£ R O# BlEHE s

gmop 3

L

15. AT FEbRateh - IEREH > 7 |
I FraR XML (independent) » (RHE—B AFEMFIRSEIER W1 FZeE] -
I RGN - (748 B CRIEPITOE(T -

fRABAEMT—T5 -
(D11
(2) I~ 10
(3) I~ 1
(4)1-1+11
16. DU FABRy » Ehe > 4

11 Egiﬂﬁiﬁﬁ%_Lﬁﬁ*#ﬂ_tmﬁﬁ%_Lﬁgﬁ

T TR — R EE -

PAERGlA R - 4 -

(D11

(2)1-11

(3) 1111

IECOREY RNl

17. HVE EROEBAR AT BE T 5 AR 2

(1) ZHBEHSE -

(2) BB RSk -

(3) BREHsE « NEGRH K -

(4) HRSHEIGENRTHERERN - MRS R R e -
18, HEFEME @ TS EEd . REEE e

(1) RE -

(2) fRFH1E ERRBARIBNT -

(3) e ABEHE -

(4) THEREE -

19. TERE » EHEHHTA R ATEER ¢

(1) HE-

(2) filte

(3) F—7E > AlREREE  FTRER MR  TRER BT E -
(4) A—7%E » FIREREEE - UM » TSR A B3 -

I AR NI - (A48 — B ATEVERERIF - NE& 3B (dependent on)BF 77 ~ REBREN—T 4 R

I BE i B 7 (independent in fact)ﬁ’%ﬁﬁJ:H’JE@'(%_L(mdependent in appearance)%ﬁ:@iz o

h H OB M 5 #m %

& M £ B <%§ﬁ)"$ A

R AR W L AR R R Y MHRAECEREMERANT ST (LETEYUMEHER) -

LERHENREAES  REHPURE
3RARME FRARAMKFY > L psmTHE



B Bie RE A+ E2FE BAEHERTEREBERELR GHK

%78 #1278

¥ B O# BlEHE CE I ‘”\’,’IL# W r:ig_}%ﬂ é"’ "z 3 4

00. WERGEHATERFTOAEM: » 7687 (964 12 AIE) WEFHREIHEE T - 195

(1) A -

(2) ®% -

(3) BREH -

(4) 5% -

P

-SSR RS

T - BT

SN - e
o - RSN, - D

R

ORISR~ MR R T

cH AESRTRIEE - R

 METORRTRREREEE ERER- G - S

RS - S

BN - Bt
BIRONE - R L

SR
L?-ﬁg
aed’

%

-
B - MESEHEIIN - BRSES o BEEm MRS
s 4*3

| WS - NI - o

TS S

AR 0 [ S

Rt

P
7

o RIS SR T
IR - SR

» NHRR - WS WS B
i« WSRO EE R - S -

MRS - BEYRYE
EERREm A -

TR
i

HRBHEDH - - g

\

ﬁzm’@) |
jﬁjﬁ{/g z,fk#( ihﬂ ﬁgjﬂ'\/v@ﬁ.i

e WIERK

J

[
N
o
3
[y
Shev
'_j\

El\\«

/

-

Fx

—\

P

S A
N

JRY 2%
\"3‘1%

..ﬁ:‘\.
o
%u
Al
=
Y
)L\
%

B

T COEB OB M A o %

& ® £ B | (%) & A B

AR lia%ﬁ@#@%‘ﬂ%ﬁﬁgéi$iﬁgﬁiﬁ+(&éﬁﬁﬂﬁ%%ﬁ%)
Zggﬁ%%£$%% R EFHARF
LM E TR TS  REREMTHRE o



BIEIERE TS EE AL ERABBIRAE LR S

FER #1237

T - 3 . 98 ba o
A R O#H B|Eie o 1F O BllEH A 401,%‘ SO ﬁﬂE!!ﬂ B £ 3 B

SR e AT 8 iR R BT (7
oo s BB BT B B RN ATHS) 75k Z B

W\ B 14 AHE (Tamsnclion = Reliled Audit Ojecives) o+, 1% 7k @ ;1(;‘1;) |
R W Eel 3 ek A 1 MBSl el Al L

(T Cotal) A X i S KA (bt Torb o
Tm%ﬂm?)&%w? (4 /7>

| ~ ' 2p ’\A'g
| zemmea | medap| | AR | 22 Y
o % _

In a letter to the audit committee of the Cline Wholesale Company,
Jexry Schwartz, CPA, informed them of material weaknesses in the control of inventory.Ina
separate letier to senior management, he elaborated on how the material weaknesses could
result in a significant misstatement of inventory by the failure to recognize the existence of
obsalete itemns. In addition, Schwartz made specific recommendations in the management
letter on how to improve internal control and save clerical time by installing 8 computer
system for the company’s perpetual records. Management accepted the recommendations
and instalted the system under Schwartz’s direction, For several months, the system worked
beautifully, but unforeseen problems developed when a master file was erased. The cost of
reproducing and procedsing the inventory records to correct the error was significant, and
management decided fo scrap the entire project. The company sued Schwartz for failure to
use adequate professionial judgment in making the recommendations.

\\t
Fd

(1) SAS 114.(AU 380) requires the auditor to communicate certain additional informa
obtained during the audit to those charged with governance, which is gene_rali)z. e
gudit committee. { pgl are four pringiPal purposes of this required communication ?

(4 %) B |

(2 ) What is Schwartz’s legal and professional responsibility in the issuance of manage-

ment leiters? | ( I 'S ) '

3 ) Discuss the major considerations that will determine whether he is liable in this

situation. ( ! %)
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You are using attribute estimation sampling to test the controls over revenue recognition of the
Packet Corporation, a public.company, and will use the results as part of the evidence on which to
base your opinion on its internal controls. You have decided to test the following controls and have
set the acceptable risk of assessing control risk too low (ARACR) at 5 percent, the tolerable
exception rate (TER) at S percent, and an expected population exception rate (EPER) of 1 percent. A

&2

sample size of 100 is used. The results of your testing are as indicated below:

Control Results

(1) All sales over $10,000 must be approved by the
sales manager, initialing the customer's order.

There were only 25 sales over $10,000 in the
sample. All were approved by the sales manager.

(2) Credit must be approved by the credit
department prior to shipment and noted on the
customer's order.

Three sales were recorded without evidence of credit
approval. The sales manager said she had approved
the sales. No customer order could be found for two

of the other sampled items. ,
(3) Sales are recorded only when a shipping No shipping document could be found for three of
document is forwarded to the billing the sampled items.
department.

(4) The date of recording the sale must correspond
to the date on the shipping document.

Four sales were recorded prior to the date of ship-
ment. Your follow-up indicates that a temporary
employee worked for the last two months of the
fiscal year and was unaware of this requirement.

| (5) All prices are obtained from the current price
list that is periodically updated by the sales
manager.

(6) The shipping department is not to ship prdducts

without first receiving an approved customer's | items as indicated in part 2.
order.

All prices agreed with the appropriate price list,

No customer order could be found for two sample

(7) The billing department compares the quantity
bilied with the customer's order.

Four billed quantities were for more than the
customer order. Three of these took place near
year-end. In addition, there was no customer order
for the two items indicated in part 2.

(A) Determine the computed upper exception rate (CUER) of control failures for each of the
controls (please use the Aftribute Estimation Sample Evaluation Table listed on the next page).
(B) What impact do these results have for the type of

controls?

(C) Indicate the potential misstatements that could be the result of the control failures?

(D) Identify the effect of these results on the rest of the audit.

Please tabulate and organize your answetrs in good format,

opinion to be given on the client's internal
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TABLE 15-9
5 PERCENT ARACR
Actual Number of Exceptions Found -
Sample Size 0 1 2 3 4 5 8 1 8 | 10
'25 11.3 17.6 * * * o * * * * *
30 9.5 14‘9 196 * * * * * * & *
35 8.3 12.9 17.0 * ’ ¥ * * * * *
40 1.3 11.4 15.0 18.3 * * * ’ * * *
45 6.5 10.2 13.4 16.4 19.2 * * * * * '
50 5.9 9,2 12.1 14.8 174 19.9 + * * * *
55 5.4 8.4 11.1 13.5 159 18.2 * * * * s
80 49 7.7 10.2 12.5 14.7 16.8 18.8 * * * %
65 4.6 74 9.4 11.5 136 15.5 17.4 19.3 * * *
70 4.2 6.6 8.8 10.8 126 145 16.3 18.0 19.7 * *
75 40 - 62 8.2 10.1 11.8 13.6 15.2 16.9 18.5 20.0 *
80 3.7 5.8 1.7 9.5 11.1 12.7 143 159 174 189 .
90 33 5.2 8.9 8.4 9.9 11.4 12.8 14.2 15.5 16.8 18.2
100 3.0 4.7 82 16 9.0 10.3 11.5 12.8 14,0 15.2 16.4
125 2.4 38 5.0 6.1 7.2 8.3 9.3 10,3 11.3 123 13.2
150 2.0 3.2 42 5.1 6.0 6.9 78 86 9.5 10.3 1.1
200 15 2.4 3.2 39 4.6 5.2 59 6.5 7.2 18 8.4
10 PERCENT ARACR
Actual Number of Excaptions Found
Sample Slze 0 1 2 3 4 5 6 1 8 9 10 '
20 10.9 181 - * ¥ * * *® L3 * * &
25 8.8 14.7 19.9 * * * * * * * *
30 7.4 12.4 16.8 * * * * * * ' *
35 6.4 10.7 145 18.1 . * * * * ¥ .
10 5.6 9.4 12.8 16.0 19.0 * + * * ¥ ’
45 . 5.0 8.4 11.4 143 170 10.7 * * * * *
50 4.6 7.6 103 12.9 15.4 178 * * * * *
55 41 6.9 9.4 11.8 14.1 16.3 184 * * * *
60 3.8 6.4 8.7 10.8 129 15.0 16.9 189 * * *
70 33 5.5 15 9.3 11.1 129 14.6 16.3 17.9 19.6 *
80 29 48 6.6 8.2 9.8 113 12.8 143 15.8 17.2 18.6
90 2.6 43 5.9 73 8.7 10.1 11.5 12.8 14.1 154 . 166
100 2.3 3.9 5.3 6.6 79 91 103 11.5 12.7 13.9 15.0
120 2.0 3.3 4.4 5.5 6.6 76 8.7 9.7 10.7 11.6 12.6
160 1.5 2.5 3.3 4.2 5.0 5.8 65 13 8.0 8.8 95
200 1.2 2.0 2.1 34 40 46 5.3 59 65 7.1 7.6
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The following are six independent audit situations. For each situation, identify the appropriate types
of audit report using the U.S. and R.O.C. (Taiwan) auditing standards, and briefly explain the
rationale for selecting the report (4 points each situation):

(1) An audit client has a significant amount of loans receivable outstanding (40% of total
assets), but has an inadequate control system over the loans. The auditor can locate neither
sufficient information to prepare an aging of the loans nor collateral for about 75 percent of
the loans, even though the client states that all loans are collateralized. The auditor sent out
confirmations to verify the existence of the receivables, but only 10 of the 50 sent out were
returned. The auditor attempts to verify the other loans by looking at subsequent payments,
but only eight had remitted payments during the month of January, and the auditor wants to
wrap up the audit by February 15. If only 10 of the 50 loans were correctly recorded, the
auditor estimates that loans would need to be written down by $7.5 million,

(2) During.the audit of a large manufacturing company, the auditor was not able to observe all
locations of physical inventory. The auditor chose a random number of sites to visit, and the
company's internal auditors visited the other sites. The auditor has confidence in the
competence and objectivity of the internal auditors. The auditor personally observed only
about 20 percent of the total inventory, but neither the auditor nor the internal auditors noted
any exceptions in the inventory process.

(3) During the past year Network Computer, Inc., devoted its entire research and development
efforts to develop and market an enhanced version of its state-of-the art computer system.
The new product has the ability to network with all mainframe computer systems,
downloading and processing data as quickly as the mainframe systems. The costs, which’
were significant, were all capitalized as research and development costs. The company
plans to amortize these capitalized costs over the life of the new product. The auditor has
concluded that the research to date will probably result in a marketable product. A full

- description of the research and development, and the costs, is included in a note.

(4) During the course of the audit of Sail-Away Company, the auditor noted that the current
ratio had dropped to 1.75. The company's loan covenant requires the maintenance of a current
ratio 0f 2.0 to 1.0, or the company's debt is all immediately due. The auditor and the company
have contacted the bank, which is not willing to waive the loan covenant because the
company has been experiencing operating losses for the past few years and has an inadequate
capital structure. The auditor has substantial doubt that the company can find adequate
financing elsewhere and may encounter difficulties staying in operation. Management,
however, is confident that it can overcome the problem. The company does not deem it

necessary to include any additional disclosure because management is confident that an
alternative source of funds will be found.
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(5) The Wear-Ever Wholesale Company has been very profitable. It recently received notice of
a 10 percent price increase for a significant portion of its inventory. The company believes
it is important to manage .its products wisely and has a policy of writing all inventory up to
current replacement cost. This ensures that profits will be recognized on sales sufficient to
replace the assets and realize a normal profit. This operating philosophy has been very
successful, and all sales people reference current cost, not historical cost, in making sales.
Only inventory has been written up to replacement cost, but inventory is material because
the company carries a wide range of products. The company's policy of writing up the
inventory and its dollar effects is adequately described in a footnote to the financial
statements. For the current year, the net effect of the inventory write-up increased reported
income by only 3 percent, and assets by 15 percent above historical cost.

(6} The andit of NewCo was staffed primarily by three new hires and a relatively inexperienced
audit senior. The manager found numerous errors during the conduct of the audit and
developed very long "to-do" lists for all members of the audit to complete before the audit
was concluded. Although the manager originally doubted the staff's understanding of the
audit procedures, by the time the audit was finished, he concluded that the new auditors did
understand the company and the audit process, and that no material errors existed in the
financial statements.

Please tabulate your answers in good format.
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