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1. (26%) FIJUA Corporation produces MP3 players. Income statements and balance sheets for the years

ended December 31, 2020 and 2019, are presented.

FJUA Corporation
Comparative Income Statements
For the Years Ended December 31, 2020 and 2019

2020 2019
Net sales revenue $ 600,000 $ 575,000
Cost of goods sold (500.000) (460.000)
Gross margin $ 100,000 $ 115,000
Operating expenses (66.000) (60.000)
Operating income $ 34,000 $ 55,000
Gain on sale of land 1,000 0
Interest expense (7,000) (4,000)
Interest revenue 3.000 1.000
Income before income taxes $ 31,000 $ 52,000
Income taxes (12.000) (21.000)
Net income $ 19.000 $ 31.000
FJUA Corporation
Comparative Balance Sheets
December 31, 2020 and 2019 -
2020 2019

Current assets:

Cash and cash equivalent $12,000 $13,000

Accounts receivable (net) 89,000 70,000

Interest receivable 3,000 7,000

Inventory 103,000 88,000

Prepaid expenses 6.000 9,000
Total current assets $213.000 $187.000
Property, plant, and equipment:

Land $69,000 $66,000

Machinery and equipment 172,000 156,000

Accumulated depreciation, machinery and equipment (113.000) (102.000)
Total property, plant and equipment $128,000 $120.000
Total assets $341.000 $307.000
Liabilities and Equity
Current liabilities

Accounts payable $63,000 $77,000

Dividends payable 2,000 0

Interest payable 3,000 1,000

Income tax payable 3.000 5.000
Total current liabilities $71,000 $83,000
Long-term debt 75.000 42.000
Total liabilities $146.000 125,000
Equity

Common stock, no par $26,000 $26,000

Retained earnings 169.000 156.000
Total equity $195.000 $182.000

Total liabilities and equity $341.000 $307.000
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The following additional information is available.

a. Dividends declared during 2020 were $6000.

b. The market price per share of stock on December 31, 2020, was $14.50.

c. Equipment worth $16,000 was acquired by the issuance of a long-term note ($10,000) and by paying]
cash ($6,000).

d. Land was acquired for $6,000 cash.

e. Depreciation was included in operating expenses for 2020.

f. Land was sold at the price of $????, where its original cost 1s 3,000.

g. Prepaid expense is relative to operating expenses.

h. Interest payments and receipts are classified as operating assets, and dividend payments is classified as
financing activities.

i. Tax payments is classified as operating activities.

Required:

(1) Using the indirect method to prepare the statement of cash flows for the year ended December 31, 2020.

(2) Using direct method to prepare the cash flows from operating activities section of a statement of cash
flows for the year ended December 31, 2020. (6%)

(3) Comment on the indirect method and direct method to prepare the statement of cash flows. (5%)

2. (24%) FJUM Enterprises purchased 20% of the outstanding common stock of Novel, Inc., on April 1,

2020, paying $750,000 for stock, plus brokerage fee $10,000. During 2020, Novel reported net income of}

$300,000 and paid dividends to shareholders of $50,000. On December 31, 2020, FTUM’s investment in Novel

stock had a fair market value of $790,000. On January 2, 2021, FJUM sold half investment of Novel, Inc.

stock for $450,000.

Required: Assuming this is the only security owned by FJUM, prepare all journal entries required by FJUM

in 2020 and on January 2, 2021 assuming:

(1) The security is classified as a FVTPL (Fair Value Through Profits or Loss) financial asset—equity.

(2) The security is classified as an FVTOCI (Fair Value Through Other Comprehensive Income) financial
asset—equity.

(3) The equity method is applied to the investment.
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1. JUST Industries has multiple divisions. One division, AVA Products, makes a component that another
division, MAX, is currently purchasing on the open market. AVA Products currently has a capacity to
produce 500,000 components at a variable cost of $7.50 and a full cost of $10.00. AVA Products has
outside sales of 460,000 components at a price of $12.50 per unit. MAX currently purchases 50,000
units from an outside supplier at a price of $12.00 per unit. Assume that MAX desires to use a single
supplier for its component.

Required (14%):

a. What will be the effect on JUST Industries' operating profit if the transfer is made internally? Assume
the 50,000 units MAX needs are either purchased 100% internally or 100% externally.

b. What is the minimum transfer price?

c. What is the maximum transfer price?
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2. The following data relates to the Miracle Corporation and its Toy Division.

Toy Division sales $ 8,000,000
Toy Division operating income $ 480,000
Toy Division total assets $ 2,000,000
Toy Division current liabilities $ 600,000
Corporate target rate of return 14%
Corporate weighted average cost of capital 10%
Corporate effective tax rate 30%

Required (15%):
a. What is the Toy Division’s sales margin?
b. What is the Toy Division’s capital turnover?
c. What is the Toy Division’s Return on Investment (ROI)?
d. What is the Toy Division’s Residual Income (RlI)?
e. What is the Toy Division’s Economic Value Added (EVA)?

3. ManGo Enterprises had the following cost and production information for April:

Units Produced 20,000
Unit Sales Price $200
Manufacturing Cost Per Unit
Direct Material $50
Direct Labor $25
Variable Manufacturing Overhead $10
Fixed Manufacturing Overhead $20=($400,000/20,000)
Fuill Manufacturing Cost Per Unit $105
Nonmanufacturing Costs
Variable Selling Expenses $80,000
Fixed General and Administrative Costs $75,000

Required (8%):
Inventory increased by 3,000 units during April. How much greater will ManGo Enterprises' income be
under absorption costing than under variable costing?

4. Mint Corp produces three products and is currently short on machine hours since one of its two
machines is down - only 360 hours are available this month. The selling price, costs, labor
requirements, and demand of the three products are as follows:

Product A Product B Product C
Selling price $5.00 $3.00 $5.00
Variable cost per unit $3.50 $2.00 $2.0
Machine hours per unit 0.75 0.25 1
Demand 300 400 210

Required (15%):
a. In what order should Mint prioritize production of the products?
b. How many of each product should be sold while the machine is down to maximize profit?
c. What is the total contribution margin if Mint prioritizes production according to its limited resources?
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I1. Essay questions (40 points )

|1. (22 points)

Beda, a family-owned business based in FJC, builds custom homes with special features, such
as hidden rooms and hidden wall safes. Beda has been an audit client for three years.

You are about to sign off on a “clean” opinion on Beda’s current annual financial statements
when Juda, the VP-Finance, calls to tell you that the FJC Department of Revenue has seized control
of a Beda bank account that includes about $450,000 of company funds; the account is not currently
recorded in the accounting system and you had been unaware of it. In response to your questions
about the origin of the funds, Juda assures you that the funds, though not recorded as revenue, had
been obtained legitimately. He explains that all of the money came from separately billed but
unrecorded change orders to items in contracts completed before you became Beda’s auditor, and
before he or any members of current management became involved with the company. You
subsequently determine that there is insufficient evidence to allow you to reconstruct the nature of
these cash transactions, although the following analysis is available from the FIC Department of
Revenue:

Deposits 1/17/X2-12/3/X4 $455,000
Interest earned

1/2/X2-12/31/X8 95,000
Withdrawals 2/12/X3-4/7/X7 (100,000)

Balance 12/31/X8 $450.000

Juda also informs you that Beda has agreed to pay a combined tax and penalty of 12 percent on
the total funds deposited within 120 days as require by a recently enacted rule that provides amnesty
for tax evaders. Furthermore, he states that negotiations with the Internal Revenue Service are in

process.

Required.

a. the professional standards define errors as unintentional misstatements or omissions of amounts
or disclosures in the financial statements. Is the situation described as an error? (5 points)

b. The professional standards state that fraud relates to intentional misstatements or omissions of
amounts or disclosures in the financial statements. Misstatements due to fraud may occur due to
either (a) fraudulent financial reporting or (b) misappropriation of assets. Does the situation
appear to be fraud? If so, is it fraudulent financial reporting, misappropriation of assets, or both?
(6 points) S

¢. The professional standards outline certain responsibilities relating to illegal acts and distinguish
between “direct effect” and “indirect effect” illegal acts. Is the situation described herein an
illegal act as discussed within the auditing standards? If so, is it “direct” or “indirect”? (4
points) N

d. Should the CPA firm resign in this situation? If the decision is not clear-cut, what additional

information would you desire before deciding? (7 points)
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2. (18 points)
According to the requirements of No. 70 of the Statements of Auditing Standards of the
Republic of China, “Audit Evidences- Special Considerations about Inventories, Lawsuits and
Claims, and Segmental Information,” the auditor shall perform audit procedures to obtain

sufficient and adequate evidence to ascertain the quantity and condition of ending inventory if the
inventory is material. Please list the aforementioned required audit procedures.
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