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CPA REVIEW SCHOOL OF THE PHILIPPINES Manila



FINAL PREBOARD EXAMINATION AUDITING PROBLEMS



SUNDAY, APRIL 23, 2006 8:00 AM TO 11:00 AM



INSTRUCTIONS: CHOOSE THE BEST ANSWER FOR EACH OF THE FOLLOWING. MARK THE LETTER OF YOUR CHOICE WITH A VERTICLE LINE ON THE ANSWER SHEET PROVIDED. STRICTLY NO ERASURES ARE ALLOWED.



PROBLEM NO. 1 Hangover Company received the following bank statement on August 1, 2005: DATE July 1 2 3 5 6 8 9 10 11 12 13 15 16 17 18 19 20 22 23 24 25 26 27 29 30 31



DEBITS



TOTALS



P77,395



2,502 2,240



CREDITS 1,050 2,106 5,535 5,817



8,181 6,819 7,425



4,317 4,926 3,509



9,777 6,221 6,484



7,702 3,418 8,470 6,492



5,546 8,735 8,246 9,385 7,060 5,827 6,405



BALANCE 66,405 63,903 62,713 64,819 70,354 76,171 67,990 72,307 65,488 62,989 62,989 66,498 56,721 58,202 51,718 55,136 63,606 70,098 64,552 64,552 55,817 64,063 73,448 66,388 72,215 65,810



P76,800



Hangover’s cash account shows the following information for the month of July, 2005: The June 30, 2005 balance was P62,150. DATE July 1 2 3 5 6 8 9 10 11 12



DEBITS 3,729 5,535



CREDITS 165 8,181



5,817 4,317 4,926



6,819 7,425



3,509
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DATE 13 15 16 17 18 19 20 22 23 24 25 26 27 29 30 31



DEBITS



TOTALS



P 75,304



CREDITS 9,391



7,702 3,418 5,310 6,492



6,221 6,484 5,074 8,735



8,246 8,913



6,885



5,152 2,238



5,913 5,857 P 77,150



Additional information: 1. Hangover makes a journal entry for service charges, direct deposits, and interest earned in the month subsequent to the month the items are reflected on the bank statement. 2. Barek Co. makes a direct deposit of P675 to Hangover’s account at the bank on the 30th of every month. This payment, which is rent revenue to Hangover, is not recorded by Hangover until the bank statement is received. 3. On the 23rd of July, an NSF check for P472 was returned by the bank. The check was redeposited on July 27th, and no entry was made by Hangover. 4. Check no. 1145 dated July 29 was written for P1,492 of wages, but recorded by Hangover on its books as P1,000. 5. On July 16, the bank recorded a withdrawal of P386 for Hangover that should have been for Handover Company. 6. The bank service charge for June was P165 and for July was P175. 7. The interest earned on June was P3,054 and in July was P3,160. 8. During June, Hangover wrote check no. 1095 for P9,850 for rent expense but recorded the check on its books as P8,955. Hangover discovered the mistake in July, when the cancelled checks were returned with the June bank statement but neglected to correct the error on the books at that time. 9. At the end of June, Hangover had P3,156 of deposits in transit, and checks totaling P4,742 that had not cleared the bank. In addition, all of Hangover’s transactions with the bank after July 29 have not cleared the bank. QUESTIONS: Based on the application of the necessary audit procedures and appreciation of the above data, you are to provide the answers to the following: 1.



How much is the adjusted cash balance as of June 30, 2005? a. P74,303 b. P64,819 c. P58,507 d. P67,991



2.



How much is the adjusted bank receipts for July? a. P75,410 b. P76,354 c. P75,024



d. P75,882



How much is the adjusted book disbursements for July? a. P78,124 b. P78,596 c. P78,038



d. P77,652



3.
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4.



How much is the adjusted cash balance as of July 31, 2005? a. P62,577 b. P74,291 c. P69,815 d. P61,805



5.



A proof of cash is used by an auditor to a. Prove the correctness of the cash balance in the client's year-end balance sheet. b. Prove that the client's bank did not make an error during the period under examination. c. Determine if there were any unauthorized disbursements or unrecorded deposits during the reconciliation period. d. Comply with Philippine Auditing Practice Statements.



PROBLEM NO. 2 You noted the following transactions affecting the notes receivable of the Carlos Uno Company: 



On January 1, 2005, Carlos Uno Company sold a tract of land to three doctors as an investment. The land, purchased 10 years ago, was carried on Carlos Uno’s books at a value of P125,000. Carlos Uno received a noninterest-bearing note for P220,000 from the doctors. The note is due on December 31, 2006. There is no readily available market value for the land, but the current market rate of interest for comparable notes is 10%.







On January 1, 2006, Carlos Uno Company sold land that originally cost P400,000 to Primera Company. As payment, Primera gave Carlos Uno a P600,000 note. The note bears an interest rate of 4% and is to be repaid in three annual installments of P200,000 (plus interest on the outstanding balance). The first payment is due on December 31, 2006. The market price of the land is not reliably determinable. The prevailing rate of interest for notes of this type is 14%.



QUESTIONS: Based on the above and the result of your audit, determine the following: (Round-off present value factors to four decimal places) 6. 7. 8. 9.



Gain on sale of land on January 1, 2005 a. P95,000 b. P56,808



c. P40,286



d. P44,290



Gain on sale of land on January 1, 2006 a. P64,320 b. P82,893



c. P103,105



d. P5,000



Interest income in 2005 a. P16,529 b. P18,181



c. P16,929



d. P0



Interest income in 2006 a. P90,446 b. P108,620



c. P85,016



d. P70,435



10. Carrying amount of the Notes Receivable as of December 31, 2006 assuming all amounts were collected on due dates a. P305,325 b. P326,498 c. P321,540 d. P349,540 PROBLEM NO. 3 J. Brooks, proprietress of J & B Retail Store, has apprehensions of possible pilferage in her stock of merchandise at December 31, 2006. She requested you to have test checks based on available information and report to her your findings. The following data were furnished to you: Physical inventory, at cost



12/31/05 P 180,000



12/31/06 P168,000



AP-59 FinPB



Page 4 of 10



Sales (net) Cost of sales Gross profit on sale Accounts receivable – trade Accounts payable – trade



12/31/05 P1,600,000 960,000 P 640,000 P



In 2006, accounts written off amounted to P8,000. purchase returns, P12,000.



80,000 200,000



12/31/06



P140,000 168,000



Sales returns were P4,000 and



Cash receipts from customers (after P12,000 discounts) totaled P2,400,000 while cash payments to trade creditors amounted to P1,600,000. Cash paid to customer for goods returned was P3,200 (included in the P4,000 sales returns). On this transaction, accounts receivable was debited. QUESTIONS: Based on the above and the result of your audit, answer the following assuming that the gross profit rate in 2006 is the same as in 2005: 11. Gross sales for 2006 is a. P2,484,000 b. P2,480,800



c. P2,487,200



d. P2,464,800



12. Net purchases for 2006 is a. P1,580,000 b. P1,556,000



c. P1,592,000



d. P1,568,000



13. Estimated cost of inventory at December 31, 2006 a. P261,920 b. P278,720 c. P267,200



d. P265,280



14. Possible shortage in merchandise inventory at December 31, 2006 is a. P110,720 b. P97,280 c. P99,200 d. P93,920 15. An auditor generally tests physical security controls over inventory by a. Test counts and cutoff procedures. b. Examination and reconciliation. c. Inquiry and observation. d. Inspection and recomputation. PROBLEM NO. 4 The Remy Company reported income before taxes of P370,000 for 2005 and P526,000 for 2006. A later audit produced the following information. (a)



The ending inventory for 2005 included 2,000 units erroneously priced at P5.90 per unit. The correct cost was P9.50 per unit.



(b)



Merchandise costing P17,500 was shipped to the Remy Company, FOB shipping point, on December 26, 2005. The purchase was recorded in 2005, but the merchandise was excluded from the ending inventory because it was not received until January 4, 2006.



(c)



On December 28, 2005, merchandise costing P2,900 was sold for P4,000 to Kapuso Corp. Kapuso had asked Remy to keep the merchandise for it until January 2, when it would come and pick it up. Because the merchandise was still in the merchandise was still in the store at year-end, the merchandise was included in the inventory count. The sale was recorded in December 2005.



(d)



Kapamilya Company sold merchandise costing P1,500 to Remy Company. The purchase was made on December 29, 2005, and the merchandise was shipped on December 30. Terms were FOB shipping point. Because Remy Company
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bookkeeper was on vacation, neither the purchase nor the receipt of goods was recorded on the books until January 2006. QUESTIONS: Based on the above and the result of your audit, answer the following: (Disregard tax implications) 16. The December 31, 2005 Inventory is understated by a. P26,200 b. P21,800 c. P23,300



d. P20,300



17. The corrected net income for 2005 is a. P390,700 b. P377,400



d. P391,800



c. P390,300



18. The net income for 2006 is overstated by a. P20,700 b. P21,800 c. P7,400



d. P0



19. By what amount did the total income before taxes change for the 2 years combined? a. P4,000 b. P7,200 c. P21,800 d. P0 20. Which of the following audit procedures is not designed primarily to test for the correctness of purchases and sales cutoff? a. Observe shipping and receiving areas during physical inventory observation and relate goods to the last receipt and shipment for the year. Determine that these are the final entries in the purchases and sales records for the year. b. Examine sales and purchases invoices for a few days before and after year end. Compare with dates of receipt and shipment and with freight terms to determine that the transactions were recorded in the proper accounting period. c. Record last document numbers (sales invoice, voucher, check, receiving report) for the year and relate to goods in shipping and receiving areas at year end. d. Trace client's unit costs to the auditor's copies of audited price lists. PROBLEM NO. 5 Johnnie Marketing Company made investments in trading securities. An analysis of these investments on December 31, 2005 showed the following: Security Asia Textile Common S-Mart, Inc. Common Virgo Co. 12% Bonds Total



6,000 shares 2,250 shares P300,000



Cost P307,500 76,500 269,500 P653,500



Market P270,000 90,000 280,600 P640,600



On April 1, 2006, the company purchased as a temporary investment, P200,000 face value, 9% Philippine treasury notes for P198,500, which includes accrued interest. The notes mature on July 1, 2007 and pay interest semiannually on January 1 and July 1. The notes were sold on December 1, 2006 for P206,500, which includes accrued interest. On July 1, 2006, the shares of S-Mart were sold for P70,000. On December 31, 2006, Asia Textile shares were quoted at P44 per share; Virgo bonds were quoted at P950 per P1,000 bond. QUESTIONS: Based on the above and the result of your audit, answer the following: 21. The gain on sale of Philippine Treasury Notes on December 1, 2006 is a. P 500 b. P 5,000 c. P8,000 d. P12,500 22. The realized loss on sale of S-Mart shares on July 1, 2006 is a. P 0 b. P20,000 c. P18,650 d. P 6,500 23. The interest income for the year 2006 is a. P36,000 b. P37,500



c. P48,000



d. P24,000
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24. The carrying value of the trading securities on December 31, 2006 is a. P533,500 b. P520,025 c. P577,000 d. P549,000 25. The net unrealized loss that will be included in the income statement for the year ended December 31, 2006 is a. P2,800 b. P15,100 c. P1,600 d. P 0 PROBLEM NO. 6 During 2005, Jose Company purchased 3,000 shares of Silko Company common stock for P16 per share, 2,000 shares of Monroe Company common stock for P33 per share and P40,000 of treasury notes at 101. These investments are intended to be held as ready sources of cash and are classified as trading securities. Also in 2005, Jose purchased 3,500 shares of Barclay Company common stock for P29 per share. The securities are classified as available for sale. During 2005, Jose received the following interest and dividend payment on its investments: Silko Company Monroe Company Barclay Company Treasury notes



P1 per share dividend P3 per share dividend P2 per share dividend 6% annual interest earned for 6 months



Market values of the securities at December 31, 2005, were as follows: Silko Company Monroe Company Barclay Company Treasury notes



P20 per share P22 per share P27 per share 102



On March 23, 2006, the 2,000 shares of Monroe common stock were sold for P17 per share. On June 30, 2006, the treasury notes were sold 100.5 plus accrued interest. Market values of remaining securities at December 31, 2006, were are as follows: Silko Company Barclay Company



P19 per share P32 per share



QUESTIONS: Based on the above and the result of your audit, determine the following: 26. Total dividend income in 2005 a. P16,000 b. P9,000



c. P7,000



d. P0



27. Carrying amount of Trading Securities as of December 31, 2005 a. P144,800 b. P154,400 c. P114,000 d. P239,300 28. Unrealized loss in 2005 to be reported in profit or loss a. P16,600 b. P9,200 c. P9,600



d. P0



29. Total realized loss on sale of securities in 2006 a. P32,200 b. P9,800 c. P31,800



d. P10,600



30. An audit procedure that provides evidence about proper valuation of marketable securities arising from a short-term investment of excess cash is a. Comparison of carrying value with current market quotations. b. Confirmation of securities held by broker. c. Recalculation of investment carrying value by applying the equity method. d. Calculation of premium or discount amortization.
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PROBLEM NO. 7 You are engaged to examine the financial statements of the Napoleon Manufacturing Corp. for the year ended December 31, 2006. The following schedules for property, plant, and equipment and related accumulated depreciation accounts have been prepared by your client. The opening balances agree with your prior year’s audit working papers. Napoleon Manufacturing Co. Analysis of Property, Plant, and Equipment and Related Accumulated Depreciation Accounts Year Ended December 31, 2006 Cost



Land Buildings Machinery & equipment



Final 12-31-05 Additions Retirement P450,000 P100,000 P2,400,000 350,000 2,770,000 808,000 520,000 P5,620,000 P1,258,000 P520,000



Per books 12-31-06 P550,000 2,750,000 3,526,000 P6,826,000



Accumulated Depreciation Buildings Machinery & equipment



P1,200,000 546,500 P1,746,500



P103,000 313,600 P416,600



P P -



P1,303,000 860,100 P2,163,100



Further investigation revealed the following: a.



All equipment is depreciated on the straight-line basis (with no salvage value) based on the following estimated lives: Buildings – 25 years, all other items 10 years.



b.



The company entered into a lease contract for a derrick machine with annual rental of P100,000 payable in advance every April 1. The parties to the contract stipulated that a 30-day written notice is required to cancel the lease. Estimated useful life is 10 years. The derrick was recorded under machinery and equipment at P808,000 and P60,600, applicable to the machine was included in the depreciation expense during the year.



c.



The company finished construction of a new building wing in June 30. The useful life of the main building was not prolonged. The lowest construction bid was P350,000 which was the amount recorded. Company personnel constructed the building at a total cost of P330,000.



d.



P100,000 was paid for the construction of a parking lot which was completed on July 1, 2006. The expenditure was charged to land.



e.



The P520,000 equipment under retirement column represent cash received on October 1, 2006 for a machinery bought on October 1, 2002 for P960,000. The bookkeeper recorded depreciation expense of P72,000 on this machine in 2006.



f.



The company’s president donated land and building appraised at P200,000 and P400,000 respectively to the company to be used as plant site. The company began operating the plant on September 30, 2006. Since no money was involved, the bookkeeper did not make any entry for the above transaction.



QUESTIONS: Based on the above and the result of your audit, answer the following: 31. The carrying amount of the buildings on December 31, 2006 is a. P1,820,250 b. P1,827,400 c. P1,816,250 d. P1,447,000
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32. The carrying amount of the land on December 31, 2006 is a. P650,000 b. P750,000 c. P450,000



d. P545,000



33. The loss on the disposal of the machinery sold for P520,000 is a. P56,000 b. P152,000 c. P80,000 d. P0 34. The carrying amount of the property, plant and equipment as of December 31, 2006 is a. P3,860,750 b. P3,755,750 c. P3,955,750 d. P3,312,900 35. In auditing plant assets and accumulated depreciation for proper valuation, the auditor should do the following, except a. Physically inspect major plant assets additions. b. Recalculate depreciation expense on a test basis. c. Vouch repairs and maintenance expense on a test basis. d. Vouch major additions by reference to underlying documentation. PROBLEM NO. 8 You requested a depreciation schedule for Semitrucks of Matador Manufacturing Company showing the additions, retirements, depreciation and other data affecting the income of the Company in the 4-year period 2003 to 2006, inclusive. The Semitrucks account consists of the following as of January 1, 2003: Truck No. 1 purchased Jan. 1, 2000, cost Truck No. 2 purchased July 1, 2000, cost Truck No. 3 purchased Jan. 1, 2002, cost Truck No. 4 purchased July 1, 2002, cost



P 180,000 220,000 300,000 240,000 P 940,000



The Semitrucks – Accumulated Depreciation account previously adjusted to January 1, 2003, and duly entered to the ledger, had a balance on that date of P302,000 (depreciation on the 4 trucks from respective date of purchase, based on five-year life, no salvage value). No charges have been made against the account before January 1, 2003. Transactions between January 1, 2003, and December 31, 2006, and their record in the ledger were as follows: July 1, 2003 Truck No. 3 was traded for larger one (No. 5), the agreed purchase price of which was P340,000. Matador Mfg. Co. paid the automobile dealer P150,000 cash on the transaction. The entry was debit to Semitrucks and a credit to cash, P150,000. Jan. 1, 2004 Truck No. 1 was sold for P35,000 cash; entry debited Cash and credited Semitrucks, P35,000. July 1, 2005 A new truck (No. 6) was acquired for P360,000 cash and was charged at that amount to Semitrucks account. (Assume truck No. 2 was not retired.) July 1, 2005 Truck No. 4 was damaged in a wreck to such an extent that it was sold as junk for P7,000 cash. Matador Mfg. Co. received P25,000 from the insurance company. The entry made by the bookkeeper was a debit to cash, P32,000, and credits to Miscellaneous Income, P7,000 and Semitrucks P 25,000. Entries for depreciation had been made for the close of each year as follows: 2003, P203,000; 2004, P211,000; 2005, P244,500; 2006, P278,000.
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QUESTIONS: Based on the above and the result of your audit, determine the following: (Disregard tax implications) 36. The 2006 depreciation expense is a. P138,000 b. P184,000



c. P104,000



d. P140,000



37. The carrying amount of Semitrucks as of December 31, 2006 is a. P885,400 b. P284,000 c. P504,000 d. P354,000 38. The 2003 net income is overstated by a. P9,000 b. P20,000



c. P31,000



d. P0



39. The 2004 net income is understated by a. P16,000 b. P50,000



c. P51,000



d. P0



40. The 2005 net income is understated by a. P23,500 b. P94,500



c. P64,500



d. P



0



PROBLEM NO. 9 The following information relates to the defined benefit pension plan of the ESQ Company for the year ending December 31, 2006: Projected benefit obligation, January 1 Projected benefit obligation, December 31 Fair value of plan assets, January 1 Expected return on plan assets Actual return on plan assets Amortization of deferred gain (based on average remaining service life of 10 years) Employer contributions Benefits paid to retirees Settlement rate



P9,200,000 9,458,000 10,070,000 900,000 990,000 65,000 850,000 780,000 10%



QUESTIONS: Based on the above and the result of your audit, answer the following. 41. The current service cost for 2006 is a. P118,000 b. P1,038,000



c. P188,000



d. P780,000



42. What is the 2006 net benefit expense? a. P73,000 b. P993,000



c. P143,000



d. P735,000



43. The fair value of plan assets on December 31, 2006 is a. P11,040,000 b. P11,195,000 c. P11,130,000



d. P11,057,000



44. The unrecognized actuarial gain as of December 31, 2006 is a. P675,000 b. P1,682,000 c. P1,747,000



d. P1,595,000



45. The prepaid/accrued benefit cost on January 1, 2006 and December 31, 2006, respectively, are Jan. 1, 2006 Dec. 31, 2006 a. P220,000 P997,000 b. P787,000 P 75,000 c. P700,000 P 77,000 d. P787,000 P 10,000 PROBLEM NO. 10 In connection with your audit of the Ginebra Corporation, you were able to obtain the following information pertaining to the corporation’s equity accounts.
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Ginebra Corporation has 32,000 shares of P2 par value common stock authorized. Only 75% of these shares have been issued, and of the shares issued, only 22,000 are outstanding. On December 31, 2005, the stockholders’ equity section revealed that the balance in Paid-In Capital in Excess of Par Value – Common was P832,000, and the Retained Earnings balance was P220,000. The Treasury stock was purchased at an average price of P37.50 per share. During 2006, Ginebra had the following transactions: Jan. 15



Ginebra issued, at P55 per share, 1,600 shares of P50 par, 5% cumulative preferred stock; 4,000 shares are authorized



Feb. 01



Ginebra sold 3,000 shares of newly issued P2 par value common stock at P42 per share.



Mar. 15



Ginebra declared a cash dividend on common stock of P0.15 per share, payable on April 30 to all stockholders of record on April 1



Apr. 15



Ginebra reacquired 400 shares of its common stock for P43 per share. Employees exercised 2,000 stock options granted in 2000. When the options were granted, each option entitled the employees to purchase 1 share of common stock for P50 per share. The share price on the date of grant was also P50 per share. Ginebra issued new shares to the employees.



May 01



Ginebra declared a 10% stock dividend to be distributed on June 1 to stockholders of record on May 7. The market price of the common stock was P50 per share on May 1.



31



Ginebra sold 300 treasury shares reacquired on April 15 and an additional 400 shares costing P15,000 that had been on hand since the beginning of the year. The selling price was P57 per share.



Sept.15



The semiannual cash dividend on common stock was declared, amounting to P0.15 per share. Ginebra also declared the yearly dividend on preferred stock. Both are payable on October 15 to stockholders of record on October 1.



Net income for 2006 was P100,000. QUESTIONS: Based on the above and the result of your audit, determine the balances of the following as of December 31, 2006: 46. Preferred stock a. P86,000



b. P80,000



c. P90,000



d. P84,000



47. Common stock a. P63,320



b. P183,320



c. P23,320



d. P58,000



48. Additional paid in capital a. P1,175,680 b. P1,195,680



c. P1,068,000



d. P1,099,680



49. Treasury stock a. P64,300



c. P77,200



d. P75,000



c. P99,756



d. P174,756



b. P92,200



50. Total retained earnings a. P74,756 b. P183,250



- end of examination Good Luck



AP-59 FinPB





 View more...



Comments






















Report "AP-59-FinPB_5.06"






Please fill this form, we will try to respond as soon as possible.


Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description








Close
Submit















Share & Embed "AP-59-FinPB_5.06"





Please copy and paste this embed script to where you want to embed



Embed Script




Size (px)
750x600
750x500
600x500
600x400





URL










Close











About | 
Terms | 
Privacy | 
Copyright | 
Contact



 
 
 










Copyright ©2017 KUPDF Inc.








 SUPPORT KUPDF


We need your help! 


Thank you for interesting in our services. We are a non-profit group that run this website to share documents. We need your help to maintenance this website.

	
Donate

	
Sharing







To keep our site running, we need your help to cover our server cost (about $400/m), a small donation will help us a lot.





	
Share on Facebook

	
Share on Google+

	
Tweet

	
Pin it

	
Share on LinkedIn

	
Send email




Please help us to share our service with your friends.








No, thanks! Close the box.








