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A. CPA firm have audited the financial statements of ABC Company (the Company), which comprise the
statement of financial position as at December 31, 20X2, and the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies.

B. If supplementary information that is not-required by the'applicable financial reporting framework is nof|
considered an integral part of the audited financial statements, the auditor shall evaluate whether such
supplementary information is presented in a way that sufficiently and clearly differentiates it from the
audited financial statements.

C. An entity shall clearly identify financial statement and the notes.

D. An entity shall clearly identify each financial statement and the notes.
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LPROBLEM II (13:points):

Zachary Mayo is a new staff accountant participating on his first audit engagement. He has been assigned to the
oley Company engagement and is examining Foley's accounts receivable. Foley maintains a computerized ledger
bf its accounts receivable balances, which are recorded at $5,000,000 and comprise 5,560 individual customer

laccounts.

Mayo established the following parameters for.use in this year's audit. In so doing, he relied extensively on|

Jparameters established in prior audits:

(2) Expected misstatement is established at $100,000, which is the average amount of misstatement identifie

in the past five audits. During the.past year, Foleyhas experienced a great deal of turnover among its salej
processing personnel and has made some relatively large sales that present some unusual revenue
recognition issues. In addition, accounts receivable have increased by almost 15 percent from the prior year.

(b) The tolerable misstatement is 10 percent of the ending accounts receivable balance. Compared to previousw
years, Foley's financial condition has slightly deteriorated. Its current and quick ratios, although still above
levels necessary to satisfy its debt covenants, have deteriorated.

(c) The allowable risk of incorrect acceptance (i.e., the test of details risk) is 10 percent, which is the same as|
that used in the previous year. In evaluating the components of the audit risk model, some of the issues
related to the turnover among sales processing personnel as well as the more limited use of analytical
procedures during the current audit represent important differences from previous years.

IMayo sent positive confirmations to Foley's customers. His work identified the following differences betweenL

udited balances and recorded balances:
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Customer Recorded Balance o Audited Balance
R. Gerer $ 15,000 $ 10,000
D. Wings 25,000 20,000
L. Goss 60,000 30,000
K. David 120,000 90,000

[Unfortunately, Mayo resigned from the CPA firm shortly after identifying these differences. The only,
documentation you were able to locate was information related to (1) the levels of expected misstatement,
tolerable misstatement, and risk of incorrect acceptance that were used in the Foley audit and (2) the four

confirmations returned by customers indicating differences between their records and Foley's recorded balances.

Required:
(1) Mayo decided to use Probability Proportional to Size (PPS) primarily because it had been used in previousL
audits of Foley. Based on the nature of this sampling application and the composition of Foley's accounts

receivable, was the use of PPS appropriate? (2 points)
(2) Based on the parameters established by Mayo-and the following PPS table, determine the sample size (2 point)

and sampling interval he used in the sampling application (2 points).

Test of DetailsRisk 1% 5% 10% 15% 20% 25%
Error Expansion Factor 190 160 150 140 130 1.25
Reliability Factor 461 300 231 19 161 1.39
Incremental allowance for sampling error
(Ranked Overstatement Error)
1 103 0.75 058 048" 039 031
2 0.77 055 044 034 028 0.23
3 064 046+ 036 030 024 0.18
4 056 040 4031 025/ 021 0.17
5 050 036 028 023 018 0.15

(3) Based on the four overstatements identified by Mayo and the above PPS table, calculate the upper
misstatement limit ( 5 points). Based.on this-upper ‘misstatement limit, what is your initial decision with)

respect to the fairness of Foley's accounts receivable balance? (2 points)

PROBLEM III (11. points)

The auditors of Steffey Ltd., decided to study the cash receipts and disbursements for the month of July of the
current year under audit. They obtained the bank reconciliations and the cash journals prepared by the company)
hccountants, which revealed the following: June 30: Bank balance, $355,001; deposits in transit, $86,899;
outstanding checks, $42,690; general ledger cash balance, $399,210. July 1: Cash receipts journal, $650,187; cash
disbursements journal, $565,397. July 31: Bank balance, $506,100; deposits in transit, $51,240; outstanding
checks, $73,340; general ledger cash balance, $484,000. Bank statement record of deposits: $835,846; of pay-

ments: $684,747.
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Required:

ROBLEM 1V (11 points):
The list of vouchers payable for Potter’s Magic Shoppe at December 31 is as follows:

h’repare a four-column proof of cash covering the month of July of the current year, and identify problems, if any.

Vendor Invoice Date Amount
Hagrid Cleaning Services 1115 $ 432243
Hermione's Hats 12/02 2,167.76
Lockhart Magic Books 12/31 6,4839.11
Malfoy Financial Consultants 12/28 23,752.63
McGonagall Veterinary Supplies 12/23 4,590.60
Moaning Myrtle's Mystical Capes 10/14 11,529.88
Nicholas Fancy Headwear 12/29 ) ;1',268.62
Snape’s Snakes 12/28 36,152.45
Weasley's Wands " 12/28 6,400.55
Hogwart's Rentals 12/15 - 53,000.00
Total vouchers payable $198,674.03
Checks written in the following January are:
Check Number r Payee J Boscription Invoice Date Amount
1842 |l M_a-lfoy Financial Consultants- | Professional serv;:;-sh 12728 7 $23,752.63
1843 | Hagrid Cleaning " octobarmonthly £ [ains 432243
| Services | cleaning
1844 ' Hogwart's Rentals January.rent I2I15- o 53,000.00
1845 Lm;khart Magic Books Inventary 12/31 6,489.11
1846 . Wdle; P_a;tn'es Catering for office 1/15 6,300.00
! Christmas party
1847 W;asley‘s Wands— > Inventory 12/28 _ 6,400.55
1848 Rowlin’s Trademark . ;/1 i 10,000.00
Enterprises
1849 McGonagall Inventory 12/23 4,590.60
Veterinary Supplies
1850 Nicholas Fancy inventory 12/29 51,268.62
Headwear
1851 Weasley's Wands Inventory 12/31 6,400.55
1852 Hermione's Hats h Inventory 12/02 2,167.76
1853 Lockhart Magic Books Inventory 12/31 5,932.89
1854 Hagrid Cleaning November monthly 1215 432243
Service cleaning
1855 Malfoy Financial Professional services 1/28 13,888.56
Consuitants
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(1) Prepare an audit plan for the audit of unrecorded liabilities for Potter’s Magic Shoppe (5 points)

(2) Prepare necessary adjusting journal entries to correct the ending balance of Accounting Payable (6 points).
Potter’s Magic Shoppe maintains perpetual inventory system and the inventory was counted and adjusted onf
December 31.

IPROBLEM V (10 points)
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[PROBLEM VI (25 points)
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G ERMBEestER 24 3% - MBAEE (International” Accounting Standard 24 — Related Party
Disclosures) & 418 Ml M &R xR Hw 5!

2 18 & If an entity has had related party transactions during the periods covered by the financial
statements, it shall disclose the nature of the related party relationship as well as informatio
about those transactions and outstanding balances, including commitments, necessary for user
to understand the potential effect of the relationship on the financial statements.

% 19 & The disclosures...shall be made separately for each of the following categories: (a) the parent; (2))
entities with joint control of, or significant influence over, the entity; (c) subsidiaries; (d)h
associates; (e) joint ventures in which the entity is a joint venture; (f) key management personnel

of the entity or its parent; and (g) other related parties.
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% 24 § Items of a similar nature may be disclosed in aggregate except when separate disclosure is

necessary for an understanding of the effects of related party transactions on the financial

statements of the entity.
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