Appendix 11B

Problems

Reguired:

Reguired:

11E-1.

11B-2.

11B-3.

In Part 11 (Appendix 118) of the aodit case, the andit staff of Adams, Bames & Co. identified
specific revenue tisks on working paper RA-12 (page 494). However, the *Surmmary of Aundit
Approach” section i8 incomplete (in process) for risks 2 and 3.

Review the sudit program (working paper B-6) on pages 4954496 and identity the sob-

stantive audit procedures that were designed specifically to address these risks of material

misstaEment.

Azsume that you have been assigned to the audit of Keystone after audit planning has occomred.

Review the planming information on pages 235242 and the sudit program for the sccounts

receivable and revenue (B-6 on pages 495-496). The manager on the engagement has given

you the task of reviewing the monthly revenue report on page 498 (B-11).

4. Based on yoor review of the report, deseribe any unosual relatiomzhips that might indicate
arisk of misstatement of revenues based on your knowledge of the company derived from
areview of the information on pages 235-242.

b, ldentify any procedures on the sudit program for veceivables and revenne that might
address the riskis) identificd in (a).

. Design two other procedures that would address the risk(s) identitied i (2).

Keystone Computers & Metworks, Inc. (KCM), has Y33 accounts receivable, with a total book

value of 510,235 457, From that population, Adams, Bames & Co. (ABC), CPAs, selected a

sarmple of 260 accounts (142 imigque acconnts) for confirmation for the year ended December

31, 20X5, as illustrated by the working paper on page 495, First and sceond confirmation

tequests vesulted in replies for all but 10 of those accoants. ABC performed altemative pro-

cedures on those 10 accounts and noted no exceptioms. OF the replics, five had exceptions =
described below (with ABC follow-opl:

1. “The balance of $120,000) iz incomect becanse we paid that amount in full on December
31, 20%57 Follow-up: An analyziz af the cask receipis journal revealed that the check
had been received in the mail an January 9, 20X6.

2. “0f the balance of S30,000, $330 is meomest because on December 19 we retomed a
printer to Keysmone when we foond that we didn’t need it. We ordered it in the middle of
Movember when we had anticipated a need for it. When we received the printer, we real-
ized it was unnecessary and retwmed it unopened.” Folfow-up: Ar analysis of the trans-
action revealed that it was received by Keystone on December 31, 20X3, and thar the
adjusiment to the account had been processed on January 2, 20X6.

3. “The balance of $214,00 is comrect, and we paid it on January 5, 19567 Fallow-up: An
analvsiy of the cash receipts journal revealed thar the check had been received om January
14, 20008,

4. “OF the balance of 130000, S10,0000 is mcomect becanse it represents goods that we
didn’t receive until Jannary 3, 20X6." Fallow-up: Inmpection of shipping records reveals
that the item war shipped on January 3, 20X6.

5. “0f the account’s $18,000 balance, we paid $17,460 and the $534 (3 percent of the total)
remaing unpaid hecause the Keystone salesperson told us that she would be able to obtain
a ‘special” discount beyond the normal.”™ Follow-up: While inspection af the sales agree-
ment indicated no such discount arrangement, discussions with Loren Steele (contraller)
and Sam Best (president) indicated that the salesperzon had inappropriately granted such
a dizcownt 1o the cliens. On January 15 of 20X6, they processed the dizcount and eredired
the account for $340,

a. For each of the five exceptions, determine the account’s proper “andited value.™

b, Use the probability-proportional-to-size method with your analysis from part {a) to evalu-
ate your sample’s resnlts. The risk of incomeet acceptanee is 3 percent.



