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Taipei Corporation has issued common stock only. The company has been successful and 
has a gross profit rate of 20%. The information shown below was taken from the company’s 
financial statements. 
 Beginning inventory $   482,000 
 Purchases 5,636,000 
 Average accounts receivable 700,000 
 Average common stockholders’ equity 3,500,000 
 Sales (all on credit) 7,000,000 
 Net income 525,000 

Required: Compute the following: 

a. Receivables turnover and the average collection period (days). �5 �� 
b. Inventory turnover and the days in inventory. �5 �� 
c. Rate of return on common stockholders’ equity. �5 �� 
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The income statement for the year ended December 31, 2009, for Taichung Manufacturing 
Company contains the following condensed information. 

TAICHUNG MANUFACTURING COMPANY 
Income Statement 

For the Year Ended, December 31, 2009 
Revenues                                                    $6,583,000 
Cost of goods sold                                $3,120,000 
Operating expenses (excluding depreciation)            1,800,000 
Depreciation expense                                880,000     5,800,000 
Income from operations                                           783,000 
Other income or expenses: 

Interest revenue                                           30,000 
Dividend revenue                                            80,000 
Interest expense                                            (110,000) 

Income before income tax                                        783,000 
Income tax expense                                              353,000 
Net income                                                   $ 430.000 
 



Included in operating expenses is a $24,000 loss resulting from the sale of machinery for 
$270,000 cash. In 2009, new machinery was purchased at a cost of $750,000. 
 

The following balances are reported on Taichung’s comparative balance sheets at December 31. 
TAICHUNG MANUFACTURING COMPANY 

Comparative Balance Sheets (partial) 
                                             2009               2008   
                   Cash                    $672,000            $130,000 
                   Accounts receivable         775,000             610,000 
                   Inventories                834,000             867,000 
                   Accounts payable           521,000             501,000 
 

Interest revenue of $30,000, dividend revenue of $80,000, interest expense of $110,000, and 
income tax expense of $353,000 represents the amount paid in 2009. Dividends declared and paid 
in 2009 totaled $200,000. 
Required:  
a. Compute the cash flow provided from (or used by) operating activities. �7 �� 
b. Compute the cash flow provided from (or used by) investing activities. �5 �� 
c. Compute the cash flow provided from (or used by) financing activities. �3 �� 
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Tainan Company purchased a new machine on September 1, 2007, at a cost of $138,750. A 
forklift operator dropped the machine while clowning around during unloading. Repair with a 
cost of $7,500 was necessary before the machine could be placed in service. Because the damage 
occurred after receipt, the shipment insurance does not cover it and the company must pay for 
repairs. The company estimated that the machine will have a salvage value of $23,250. The 
machine is expected to be used for 70,000 working hours during its 5-year life. 
Required:  (Round all final amounts to the nearest dollar, if necessary.) 
1. Compute the depreciation expense under the following methods for the year indicated. 

(a) Straight-line for 2007. �3 �� 
(b) Units-of-activity for 2007, assuming machine usage was 1,800 hours. �3 �� 
(c) Declining-balance using double the straight-line rate for 2007 and 2008. �4 �� 
(d) Sum-of-years’ digits for 2007 and 2008. �4 �� 

2. Assume that on January 1, 2009, Tainan’s management revised the useful-life estimate to a 
total 4 years. This might be necessary because equipment innovations have occurred more 
rapidly than originally expected. Salvage value is expected to change to $25,500. Compute the 
depreciation expense under the double-declining-balance methods for 2009 and 2010. �6 �� 
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Generally accepted accounting principles set certain requirements for disclosure of related 

parties and related party transactions. Similarly, the SASs set requirements for the audit of related 
parties and related party transactions.  
Required: 
a. Define related party as used for generally accepted accounting principles and explain the 

disclosure requirements for related parties and related party transactions. �5 �� 
b. Explain why disclosure of related party transactions is relevant information for decision makers. 

�5 �� 
c. Assume that you know the material related party transactions occurred and were transacted at 

significantly less favorable terms than ordinarily occur when business is done with 
independent parties. The client refuses to disclose these facts in the financial statements. What 
are the auditor’s responsibilities? �5 �� 
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You are evaluating audit results for assets in the audit of Roberts Manufacturing. You set the 
preliminary judgment about materiality at $50,000.The account balances, tolerable misstatement, 
and estimated overstatements in the accounts are shown next. 

               Account        Tolerable         Estimate of Total 
Account            Balance        Misstatement      Overstatements     
Cash $  50,000 $  5,000 $  1,000 

Accounts receivable 1,200,000 30,000 20,000 

Inventory 2,500,000 50,000 ? 

Other assets    250,000   15,000   12,000 

Total $4,000,000 $100.000        ? 
--------------------------------------------------------------------------------------------------------------------------------

Required: 
a. Assume you tested inventory amounts totaling $1,000,000 and found $10,000 in overstatements. 

Ignoring sampling risk, what is your estimate of the total misstatement in inventory? �5 �� 
b. Based on the audit of the assets accounts and ignoring other accounts, are the overall financial 

statements acceptable? Explain. �5 �� 
c. What do you believe the auditor should do in the circumstances? �5 �� 
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The following are partial descriptions of internal controls for companies engaged in the 
manufacturing business: 
1. When Mr. Clark orders materials for his machine-rebuilding plant, he sends a duplicate 

purchase order to the receiving department. During the delivery of materials, Mr. Smith, the 
receiving clerk, records the receipt of shipment on this purchase order. After recording, Mr. 
Smith sends the purchase order to the accounting department, where it is used to record 
materials purchased and accounts payable. The materials are transported to the storage area by 
forklifts. The additional purchased quantities are recorded on storage records. 

2. Every day, hundreds of employees clock in using time cards at Generous Motors Corporation. 
The timekeepers collect these cards once a week and deliver them to the computer department. 
There, the data on these time cards are entered into the computer. The information entered into 
the computer is used in the preparation of the labor cost distribution records, the payroll 
journal, and the payroll checks. The treasurer, Mrs. Webber, compares the payroll journal with 
the payroll checks, signs the checks, and returns them to Mr. Strode, the supervisor of the 
computer department. The payroll checks are distributed to the employees by Mr. Strode. 

3. The smallest branch of Connor Cosmetics in South Bend employs Mary Cooper, the branch 
manager, and her sales assistant, Janet Hendrix. The branch uses a bank account in South Bend 
to pay expenses. The account is kept in the name of “Connor Cosmetics-Special Account.”  
To pay expenses, checks must be signed by Mary Cooper or by the treasurer of Connor 
Cosmetics, John Winters. Cooper receives the cancelled checks and bank statements. She 
reconciles the branch account herself and files cancelled checks and bank statements in her 
records. She also periodically prepares reports of cash disbursements and sends them to the 
home office. 

Required: 
a. List the deficiencies in internal control for each of these situations. �10 �� 
b. How would you improve internal controls for each of the three companies? �10 �� 

 


