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1. On May | + ~. factored $2°" 000 of acco™ .- sle with Rapid
Finance ¢ PuEse=ntt 5. | eiaihe™? Carter was to
handle disputes concerning service, and Rapid Finance was to make the °
collections, handle the sales discounts, and absorb the credit losses. Rapjd
Finance assessed a finance charge of 6% of the total accounts receivable.
factored and retained an amount equal to 2% of the total receivables to cover |
sales discounts. The recourse provision has a fair value of $14,000. Prepare
the journal entry requlred on Carter’s books on May 1. (5%)
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2. A machine cost $80,000, has annual depreciation expense of $16,000, and has
accumulated depreciation of $40,000 on December 31, 2006. On April 1,
2007, when the machine has a fair value of $32,000, it is exchanged for a
similar machine with a fair value of $96,000 and the proper amount of cash is
paid. The exchange lacked commercial substance.
Instructions: Prepare all entries that are necessary at April 1, 2007. (5%)
3. When you undertook the preparation of the financial statements for Victor
Company at January 31, 2007, the following data were available: .

o | R At Cost At Retail
Inveéntory, February 1, 2006 ~ $70,800 $ 98,500
Markdowns 35,000
Markups 63,000
Markdown « 20,000
Markup can Lo 10,000
Purchases ' 219,500 294,000
Sales - 345,000
Purchases retums and allogang 1,300 5,500
Sales returns and allowa i« 10,000
Instruction
Compute th Y SRVC AL 01 0 of Januagy 31, 2007, using the retail
method wh P OXIMALCS, (¢ of cabt or WA § lution should
be in good 1 yith amounts e | =de'( Ld%)

4. Presented . information related to copyright by Winston -
Corporatiol " 31, 2006
- Cost 5‘_’,’.”.‘2
Carrying amount 2,400,000
Expected future net cash flows 2,100,000
- Fair value 1,400,000

Assume Winston will continue to use this asset in the future. As of December
31, 2006, the copyrights have a remaining useful life of 5 years.

Instructions:
(a) Prepare the journal entry (if any) to record the impairment of the asset at
December 31, 2006. (3%)

(b) Prepare the journal entry to record amortization expense for 2007. (2%)
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Serge Martin, general manager of the hapless Hogtown Flyers, is considering the acquisition of |
Mario Flanagan to bolster his team’s sagging fortunes. Mario has played the last two seasons in Europe,
so there would be no compensation paid to another team if he is hired. Mario, a prolific scorer, is
holding out for a 10-year contract with contract demands of
(1) an immediate and one-time payment of $200,000 as signing bonus, and
[(2) $1,000,000 in salary in the first year. Mario is demanding that his salary increase at the rate of 10%

each year.

Serge figures that hiring Mario will increase ticket sales by 35,000 per vear. Tickets sell for $20
per game, and total variab T cacke o1 ™y bout $5. In addition,
Serge is certain that with ] . will get into the p. v. yetting into the playoffs
means sales of at least 50, .« uc’ ats, which sell for $3( zac... ble cost associated with
each playoff ticket is abou! 547 se@ise the FIve _ Lave [ = highest fieke! hiiccs in the league and would
operate at capacity if Mariof ére signed, Sarge does nol cxpost "hese numbe s (o change over the life of
Mario’s contract. :

Serge’s only conce is that M: 4o i< dem gue wd contrac fhat is, he will be paid
whether he plays or not. Scfiga s virtu: |l 10 thagMario 3 Loy for 7 v g7.'s. However, he is
uncertain of the possibilitics “#ic*that but cerain tl Clet sales willg@vest (o their current levels
whenever Mario stops pla; A SSUME\ N, cash 118 v/s cXceplithg igning t occur at the end of the
year.

~ Flyers face a marg x ate of 40% and uia any losses on the s perations can be used to
reduce the taxes on other 4 -
Required 4
1. Prepare a 10-year statement of expected cash flows associated with this opportunity; Please with

the following columns: Income increase, salary, Tax, and Net cash flow. 5% |
2. Assume that the Flyer’s after-tax cost of capital is 6%. Compute the net present value of this deal
" if Mario plays for 10 years. |

3. What would you advise Serge to do? 5%

BiE 6% 1 2 3 4 5 6 7 8 9 10

Rl 0943 0.890 0840 0792 0.747 0.705 0.665 0.627 0.592 0.558 -

" £ oMM OE M %
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The European Division of Worldwide Reference Corporation produces a pocket dictionary
containing popular phrases in six European languages. Annual budget data for the coming year follow.
Projected sales are 100,000 books.

Sales $1,000,000
Costs: Fixed Variable
Direct material $0  $300,000
Direct labor 0 200,000
Manufacturing overhead 100,000 150,000
Selling and administrative 110,000 50,000
Total costs :i;; ONY 910,000
Budgeted opera | A 90,000
Required:
1. Calculate the break-everyhoint in units # g+ 10Ma 4%

2. If the European Divisign is subject tc #1100 c-ta 1ofc ol'g N pereent, éon pute the number of
1t £ $90,000 §4%

faotor char ging, compute the firm’s

units the company wou!d have to s-If (o &
3. Iffixed costs increasec ;31,500 w il

O g

ean o {(giata ]
Omer ¢C 1L Or reve
break-even sales in un
$105,000, but direct

hen what is the

4.  Ifthere is a new plan 1 JuEERC Y, (0 #ncre b1 fixed gOe oft

material can be reduc s ad other

Jet unit and ne

indifferent sales unit £ 1 plans. 4%

]
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Alexis Kunselman, president of Pharsalia Electronics (PE), is concerned about the prospects of one
of its major products. The president has been reviewing a marketing report with Jeff Keller, marketing
product manager, for their 10-disc car compact disc (CD) changer. The report indicates another price
reduction is needed to meet anticipated competitors’ reductions in sales prices. The current selling price
for their 10-disc car CD changers is $350 per unit. It is expected that within three months PE’s two
major competitors will be selling their 10-disc car CD changers for $300 per unit. This concerns
Kunselman because their current cost of producing the CD changers is $315, which yields a $35 profit
on each unit sold.

The situation is especially disturbing becanse PE had imnlemented an activity-based costing (ABC)

system about two years ag " licipedithes ) he cost pools, cost drivers,
and Cost reduction opport s .nade when adopti, 7. osts on this product by
approximately 15 percent Le=taet | WO years. Now it appe +<thay 11 need to he reduced

considerably more to rema 1 o aptitive and * casmeamig fon the 10%i- %~ CD changers. Total costs
to produce, sell, and service/ 18 €D ehans - Liiiis.are asdoklo We

N@EDisc @ ard 19 ‘hang
! [ 1] ™ E; >r Unit
Materia BRUIEH-8cd coumponefits $110
AU Y maferial 40
Labor Vianutae Wing, di 65
etups 9
\ aterial handling 18
| Spcetion : 23
Machini Deabanioae?nd (Mhdiag 21
Bending and finishing 14
Other Finished-goods warehousing 5
Warranty 10
Total unit cost $315

Kunselman has decided to hire Donald Collins. a consultant, to help decide how to proceed. After
two weeks of review, discussion, and value engineering analysis. Collins suggested that PE adopt a
just-in-time (JIT) cell manufacturing process to help reduce costs. He also suggested that using target
costing would help in meeting the new target price.

By changing to a JIT cell manufacturing system, PE expects that manufacturing direct labor will

th F R A M Ok %

+ A £ R: (%% )
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increase by $15 per finished unit. However, setup, material handling, inspection, and finished goods

warehousing will all be eliminated. Machine costs will be reduced from $35 to $30 per unit, and

warranty costs are expected to be reduced by 40 percent.

Required:

1. Define target costing as well as value engineering. 10%

2. Determine Pharsalia Electronics’ unit target cost at the $300 competitive sales price while
maintaining the same percentage of profit on sales as is earned on the current $350 sales price. 5%

3. If the just-in-time cell manufacturing process is implemented with the changes in costs noted, will
Pharsalia Electronics meet the unit target cost you determined in requirement (2)? Prepare a
schedule detailing cost rednctione and the unit cost under the nronosed 11T cell ma_nufacturing

process. 10%

¥ mA 18 £3itH 409%

Music Teachers, Inc., is on gducations | #5sociat om (5F W46 (=g ers that ha§ 20,000 members. The
association operates fron' - ‘eentral h-4cuarter 1S LB mibership ¢ pters throughout the
United States. Monthly 1 fags are i1 bysthedo@alehapte - 10 Jiseuss ' of ont developments on topics
of interest to music teachers. WS asseciation’s (o , [eaghery” Homwig s issued monthly with features
about recent developmer t 2 field.. e € 1 sk s book & ports and also sponsors
professional courses that {'/1Or contifiu. Tewpic cssion Leducation cr [he association’s
statement of revenues an 1. ‘es for the current year is presented
(i ] Z OB M OE # %

+ M % R: (&%)
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Music Teachers, Inc.
Statement of Revenues and Expenses
For the Year Ended November 30
Revenues $3,275,000
Expenses:
Salaries 920,000
Personnel costs 230,000
Occupancy costs 280,000
Reimbursement of member costs to lneal chanters 600,000
Of WCes 500,000
Pr 320,000
Pc e geell ' 176,000
Instrugtt ;gffees 80,000
Gejf al and admin sifaiive 38,000
Tcie expenses -i- 144,000
Ex3c 38 of rever er &x| 131,000

The board of directors oMy sie Ten & crs plwey ha - veanest i@ a s—e__g=r=., mme statement be

prepared showing the contrBution 6 ¢ach nrofi (i the 2530CH (i e association has four profit

centers: Membership L 3 SR Y, S UbSTriptions DIft - & Reports Division, and

Continuing Education ] « 1. Mike Doy.. "as.ueen="_.gned respo s for preparing the

segmented income stat « 'd he has gathered the following dat r its preparation.

a. Membership dues Mpcriyear,of wh el 920 1s consic i r a one-year subscription to

. the association’s UBfeiT Include IBMBELship in the asscociation and chapter
affiliation. The portion of the dues covering the magazine subscription ($20) should be assigned to
- the Magazine Subscription Division. |

b.  One-year subscriptions to Teachers’ Forum were sold to nonmembers and libraries at $30 per
subscription. A total of 2,500 of these subscriptions were sold last year. In addition to subscriptions,
the magazine generated $100,000 in advertising revenues. The costs per magazme subscription
were $7 for printing and paper and $4 for postage and shipping. :

c.  Atotal of 28,000 technical reports and professional texts were sold by the Books and Reports
Division at an average unit selling price of $25. Average costs per publication were $4 for printing
and paper and $2 for postage and shipping.

# A | B M A # X

+ M £ A ( %%) I
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d.  The association offers a variety of continuing education courses to both members and
non-members. The one-day courses had a tuition cost of $75 each and were attended by 2,400
students. A total of 1,760 students took two-day courses at a tuition cost of $125 for each student.
Outside instructors were paid to teach some courses.

e.  Salary costs and space occupied by division follow:

Space Occupied
Salaries (square feet)
Membership $210,000 2,000
Magazine Subscriptions 150,000 2,000
Books and Rebports 300 0NN 3,000
Continuin R, 2,000
Corporate 80,04 1,000
Total $920,0. " 10,000

Personnel costs are 25940 fSalaries in’ s separat - givision S Swell as for 2 corporate staff. The
$280,000 in occupancy ¢ dsts inelud 4 ©56.000 in (=7#" %5 (4 2 warehot ¢ used by the Books and

Reports Division for st 4ge purpo-¢-. the ror o C ol 328€ on sp7 e occupied..
f.  Printing and paper co:'% Sther the 1\ HARAZINA SUDSCTL] § and for heoks and reports relate to
the Continuing Educ: L1 Vision
g General and adminis } cXpenses we ( relatingfl olOVEEa | | iistration of the
association as a whol £ dompany Sic rmeraic si at?™ " ,ES some 1 f materials for general

administrative purpo:

The expenses that can QS ~rroiare any other expenses that
are not traceable to the profit centers, will he treated as common costs. It is not necessary to distinguish
between variable and fixed costs.

Required: :

1. Prepare a contribution format segmented income statement for Music Teachers, Inc. This statement
should show the segment margm for each division as well as results for the association as a whole.
30%

2. Give arguments for and against allocating all costs of the association to the four divisions. 10%
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9.8: CPA, is considering auditrisk, EnE&um m.mcm risk, at the mnmmo_& statement level in EEEEm the audit of Zmnouﬁw )

Federal Bank (NFB) Company’s financial statements for the year ended December 31, 2005. Audit risk at the financial state-
ment level is influenced by the risk of material misstaternents, which may be indicated by a combination of factors related to

management, the industry, and the ent STl Taciors e lowing information oounnn.Em
NFB’s environment.

ﬁ.&:ﬁﬁ@ profile : .

' NFBisa mo%n&@ insured bank t 0 consistent’ oic oo Stable than the i duiry average by marketing mort-
gages on properties in a prosperous ru i chrhas™ wrtn % rable growth 1 recent years. NFB packages its
mortgages and sells them to large moriz2 e estment uists, Desy -1 wotatility of i ‘erest rates, NFB has been able to |
continue selling its mortgages as a sourcg oinew lencabe funds, .

- NFB’s-board of directors is controdcd by Smith fh.c majodty staeiholde 1o also act$ as the chief executive officer. ‘
‘Management at the bank’s branch offices has author £/ fordirceting ar 12 NFB’ 50 perations and is compensated based’
‘on branch profitability. The internal a\\or reports drcoily ol lamis, shareho4cr. who also acts as chairman of the
‘board’s audit committee. : -_— .
~ The accounting department has exp% #need little funover in pesonne! dugh gihe five ‘lcars Green has audited NFB. v
'NFB’s formula consistently underestira(cs 'Sallowan s, ; LS oosn,o:oa a5 always:been receptive to Green’ mm
_.mammomconm to increase the m:oémson “aey SNgagen. N “
Recent developments | - | _ ‘
- During 2005, NFB opened a _ums a Suburban town thirty 11105 110 L€ yal place of business. Although
this branch is not yet profitable due to "hgr vseveral well=C siflblished s, BE.mmanE believes that the :

branch will be profitable by 2007. .

Also, mE.Em 2005, Zﬁw increased the etficiency of its accounting operations by EmS:Em anew, mo@w_mmo&na ooB_qun
,@mﬁB : .
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(A) Based only on n the Emogmnou m_uo<m indicate ... . .
Es.ammom or decreased audit risk: Also, indicate s&oﬁﬂ the @QQ. is a ».an risk factor.

. | Factor . Increased audit risk
w_wgorsgwm,wsnamcﬁo&% |

1

2. Government regulation
3. Company profitability
4. Demand for product
5. Interest rates
6. Availability of mortgage m:w%
7

. Involvement of principal §hareholder
management ’

o

0" 0 ¢ Dtio'o

SN

8. Branch manager compensation

9. Internal audit reporting H&mao:mE@ (
10. >ooo==mnm department EBO<Q. B »
11. Continuing audit B_mnobmrmv - (
12. Internal controls over mooo_,Ennm estinipies ”

13. Response to proposed accounting \
adjustments : N

14. New unprofitable branch O

CO0O O O0O0O0O0 O

15. New computer system . O

Please organize your answers as the [cliowing cxample:

Factor Increased/Decreased Fraud Risk Factor
16 I Y
17 D | . N
18 I N

OO0 O OOOO0OO0O O OOO0OOO0O

sk

whether the following factors indicate an

ctor
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(B ) Assume you are preparing for the audit personnel
ﬁ:uw audit. While any matters below might be discussed
information contained in the - zhov& "description and requirements of professional standards:

Risk

Neker ) Risk
1. Computer fraud risk
2. Riskrelated oelnaRbOy
3. Fr - agement
4. b N iting wﬂ.mog&
5. M { of accountin® c°1Ttes
6. Fi VA6 1L PIOCES St 4 |
7. Fraugdhy internal a" ditore
8. Th¢ riskof fraucillct niisstatSment of 1

1. Lt nl mAmten]

discussion of potential risks of material misstatement due to fraud for the
, indicate by niumbett the appropriate four highest risks based on the
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You are working in the payroll area of the Remlo Company Audit. For each of the listed controls, select the best
test of a control to determine whether the control is operatlng effectively. Each test of a control may be used only once
(or not at all).

Controls
‘1. The Human Resources Department authorizes all hires.

2. The Human Resources Department authorizes all pay rate changes .
3. Authonzed decreases in pay rate have been reflected in subsequent remuneratlon.
4. Factory workers on the payroll exist as working employees of the company
5. The individual signing the payroll checks (the maker) 1s properly authorlzed
6. Individual payroll checks are s1gned by the authorized check maker.
7. The payroll bank accoun! is iled t indiyjduakad Lo is not Tnvolved 1h preparation of payroll checks.
8. Employee overtime is ag " _¢’S superviso. | |
9. Sales commissions are p 4 .
. Tests of Controls SR s e,
A. Agree pay rate change a (i iZations to sub g "=y, the payrolljou ™y
~ B. Compare current employ ¢ fime cards {0 s¢ subgeaucatpavrol o mal
C. Compare payroll budgetd o the preced nf period budpstes
D. Compare the total payroll @sts per the f il jal omisl TV 3 28 posted to ledger accounts. -
E. Confirm the payroll accolip Rusingithe 3 wrd Borm o (lor i sount Balar ¢ nformation with Financial In-
stitutions. . » = i . '
F. Confirm with the bank that 2N Hecksi 4/ be S garing the sizpatare of (he proper check maker.
G. Confirm with the bank t Widualites pgnsible 10 0] SCopc ;iaeion
H. Examine employee time | OF PrOperiay the : | o .
I Observe and make i inqui 101t the perforing ) “=ofsner=_oatiliation an p check preparation function. -
J.  Obtain a list of authoriz kX igners (makers) from the bank. o
K. Recalculate employee g §iiTH supportmg inf~-mation.
L. Select a sample of cance Bg RS THT dosefiing tNITTC ekt > 18 proper.
M. Selecta sample of employees on tne payroli and determine it cach as a propeity approved hiring authorization
form in his or her personnel file.
N. Select a sample of employee names fromi the payroll reglster and bneﬂy mterv1ew each ona surpnse basis.
O. Select a sample of hiring authorization forms and agree each to an employee in the payroll Joumal
P.  Vouch changes in pay rates as per two penods to pay rate change authonzatlcns

Please organize your answers in the following format:

Control Test of Control
1 ‘ X
2 Y
g ] £ | X & M & # T
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The following are independent situations for which you will recommend an appropriate

audit report:

L. Approximately 20% of the audit of Fur Farms, Inc. was performed by a different CPA
firm, selected by you. You have reviewed their work papers and believe they did an
excellent job on their portion of the audit. Nevertheless, you are unwilling to take
complete responsibility for their work. |

2. On January 2, 2008, the Retail Auto Parts Company received a notice from its primary
supplier that effective immediately, all wholesale prices will be increased 10%. On the
basis of the notice, Retail Auto Parts revalued its December 31, 2007, inventory to reflect
the higher costs. The inventory constituted a material proportion of total assets; however,

the effect of the 2#eTTa] {0 Cmg total assets or net
income. The inc: 0 s adequately dis. ', tes.

3. During the cours wwC the financial stateme t. on for the purpose
of expressing ar opit’LatOn the statem ™ ., = CFA is'retused H sion to inspect the
minute books coniiding the sign it # m the boatd & directors meetings.
The corporation| secretary irsf ) o oive e CPA @ cdtified copy of all
resolutions and ¢¢tions invol it agcou g matior

4. Subsequent to tha, Jate of tha CATATERLSRRET Ces papt of his posi-balance sheet date
audit procedure (DA lewned that a recant (e caused hesys damage to one of a
client’s two pl thgloss, will gimbilrsed DY S . The newspapers
described the ev 1 details The P _pf and app- 2 otes as prepared by
the client did nc o3¢ the 1088 camsed Dy (Lo hife:

For each situation - uAﬂnropﬁate avn” veport from t+ ; alternatives (if you
have not decided on cnec le TAteratity e apdr’ for each alternative |
materiality level): . + (4) Qualified opinion only

(1) Unqualified—standard wording  (5) Qualified scope and opinion
(2) Unqualified—explanatory paragraph  (6) Disclaimer
(3) Unqualified—modified wording (7) Adverse
Please orgaﬁiﬁe‘yoﬁ;éhévvv“éfs as the following example:
Situation Appropriate Report
5 2)
6 (5)
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