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Taipei Company's comparative statements of financial position are presented below.
December 31

2019 2018

Cash $ 11,500 $ 17,500
Accounts receivable 25,800 22,500
Investments 25,200 16,000
Equipment 60,000 70,000
Accumulated depreciation (14,000} {10,000}
Total $108,500 $116,000
Accounts payable $ 15,000 $ 11,500
Bonds Payable 10,000 30,000
Share capital-ordinary 50,000 45,000
Retained earnings 33.500 29,500
Total $108,500 $116,000

Additional information:

1. Net income was $20,000. Dividends declared and paid were $16,000.

2. Equipment which cost $10,000 and had accumulated depreciation of $3,200 was sold for $3,600.

3. All other changes in non-current account balances had a direct effect on cash flows, except the change in accumulated

depreciation.

Instructions
1. Compute net cash provided (used) by:
i. Operating activities.
ii. Investing activities.
iii. Financing activities.
I1. Compute free cash flow.
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Suppose you are the internal auditor of Taipei Company. While reviewing the company’s records for 2018 and 2019, you
discover that no adjustments have yet been made for the items listed below.

Items:
1. Interest income of $15,000 was not accrued at the end of 2018. It was recorded when received in March 2019.

2. A equipment costing $9,000 was expensed when purchased on September 1, 2018. It is expected to have a 6-year life
with no residual value. The company typically uses straight-line depreciation for all fixed assets.

3. Research costs of $36,000 were incurred early in 2018. They were capitalized and were to be amortized over a 6-year
period. Amortization of $6,000 was recorded for 2018 and $6,000 for 2019.
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4. On February 1, 2018, Taipei leased a machine for 6 years at a monthly rental of $9,000. On that date, the company
paid the following amounts, which were expensed when paid.

Security deposit $72,000
First month’s rent 9,000
Last month’s rent 9,000

$90,000

5. The company received $32,000 from a customer at the beginning of 2018 for services that it is to perform evenly over
a 4-year period beginning in 2018. None of the amount received was reported as unearned revenue at the end of 2018.
6. Merchandise inventory costing $20,000 was in the warehouse at December 31, 2018, but was incorrectly omitted from

the physical count at that date. Taipei company uses the periodic inventory method.

Instructions

Indicate the effect of any errors on the net income figure reported on the income statement for the year ending December
31, 2018, and the retained earnings figure reported on the statement of financial position at December 31, 2019. Assume
all amounts are material and ignore income tax effects. Using the following format, enter the appropriate dollar amounts
in the appropriate columns. Consider each item independent of the other items. It is not necessary to total the columns on

the grid.

Net Income for 2018 Retained Earnings at 12/31/19
ltem Understated Overstated Understated Overstated
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5. Taipei Company uses the retail inventory method. The following information is available for the current year.

Cost Retail
Beginning inventory $ 79,000 $125,000
Purchases 300,000 415,000
Freight-in 10,200 —
Employee discounts — 2,000
Net markups e 20,000
Net markdowns — 15,000
Sales — 393,000

Instructions
1. If the ending inventory is to be valued at approximately lower-of-average-cost-or-net realizable value, the cost ratio

should be (10)
II. The ending inventory at retail should be (11)
IIL. The approximate cost of the ending inventory by the conventional retail method is (12)



