AUDIT CASE
PRODUCTION CYCLE
General Information
UD Manyar is a producer of bags and suitcases, in general, companies do mass production process, not by order, although the company also received orders of bags for outreach events and workshops. To run its business, activities of the company divided into several sub-sections as follows:
1. Finance
2. General administration
3. Marketing
4. Budgeting
5. Production 
6. Accounting
At every the end month the accounting section provide costs of production report for the production planning and control as well as for the preparation of financial statements purposes.
The Standards Operationg Procedures
To standardize the process of reporting production costs, the company has set up the following procedures.
1. Preparing a compilation of production costs and do check the validity of evidences, such as the correctness of mathematical computation and the authorization of transaction.
2. If there are problems on the validity of evidences, then the problems should be resolved first by confirming to the person in charge and asked for validation.
3. Recording the evidences into journal, posted journal into ledgers, computing cost per unit product, and allocating production costs into inventory, either work in process inventory or finished goods inventory. 
4. Preparing costs of production report. 
The Costs Data
1. The usage of raw materials for February 2011, based on the authorized raw of material requisitions from the production department: 

	Raw of Material Requisition # 1 
	         3,950,000 

	Raw of Material Requisition # 2
	         3,800,000 

	Raw of Material Requisition # 3
	         3,850,000 

	Raw of Material Requisition # 4
	         4,900,000 

	Raw of Material Requisition # 5
	         4,050,000 

	Raw of Material Requisition # 6
	         4,950,000 

	Raw of Material Requisition # 7
	         4,100,000 

	Raw of Material Requisition # 8
	         4,250,000 

	Total
	       31,850,000 


2. The salary and wages for Februari 2011:

	Finance Section
	       12,500,000 

	General Administration Section
	       18,200,000 

	 Marketing Section
	       24,550,000 

	Planning and Budgeting (20% allocated to production)
	       15,000,000 

	 Production – Direct Labor 
	       41,420,000 

	 Production – Indirect Labor 
	         6,550,000 

	 Total
	    117,220,000 


3. The factory overhead costs (FOC) for February 2011 Rp20.680.000,00, all costs were supported by authorized evidences.
Notes: this FOC includes 20% of salary and wages of Planning and Budgeting Section and indirect labor costs for Rp6.550.000,00.

4. The production data for February 2011 were as follows:
WIP Inventory, beginning of February 2011 (80% RMC, 70% CC)
2.000 units  

Put into process for February
8.000 units
WIP Inventory, end of February 2011 (70% RMC, 80% CC)
3.000 units
Notes:

Costs of beginning inventory Rp21.350.000,00


RMC = Raw Material Costs, CC = Conversion Costs)

The Journal
	Date
	Code
	Description
	P.R.
	Debit
	Credit

	Feb.
	28
	RM-2
	WIP – Raw Material
	
	31,850,000
	

	
	
	
	      Raw Material Inventory
	
	
	31,850,000

	
	
	DL-2
	WIP – Direct Labor Costs
	
	40.420.000
	

	
	
	
	      Salary and Wages
	
	
	40.420.000

	
	
	FO-2
	WIP – Factory Overhead Costs
	
	20.680.000
	

	
	
	
	      Miscellaneous Credit
	
	
	20.680.000

	
	
	AL-2
	Finished Goods Inventory
	
	70.000.000
	

	
	
	
	WIP Inventory
	
	22.950.000
	

	
	
	
	      WIP – Raw Material 
	
	
	31,850,000

	
	
	
	      WIP – Direct Labor Costs
	
	
	40.420.000

	
	
	
	      WIP – Factory Overhead Costs
	
	
	20.680.000


Production Costs Report
UD MANYAR

Production Costs Report
For the Period of February 2011

Production Data


Products to be processed in February 2011
10.000 units


Finished products Februari 2011
7.000 units

Products in process by the end of Februari 2011 (70% RM, 80% CC)
3.000 units
Unit Equivalent Products
	Raw material costs
	=        7.000 
	+ 3.000 x 70%
	=
	9.100 units

	Direct labor costs
	=        7.000 
	+ 3.000 x 80%
	=
	9.400 units

	Factory overhead costs
	=        7.000 
	+ 3.000 x 80%
	=
	9.400 units


Cost per Unit Product
	Description 
	Total Costs
	Unit

Equivalent
	Costs/Unit

	Raw material costs
	Rp   31.850.000 
	9.100 units
	Rp           3.500 

	Direct labor costs
	   40.420.000 
	9.400 units
	                4.300 

	Factory overhead costs
	   20.680.000 
	9.400 units
	                2.200 

	Total production costs for February
	   92.950.000 
	
	

	Costs of beginning inventory
	21.350.000
	
	

	Total production costs
	114.300.000
	
	


Costs Allocation
Allocated to Finished Goods Inventory
	Raw material costs
	             7.000 units 
	@ Rp        3.500 
	Rp     24.500.000 

	Direct labor costs
	             7.000 units 
	        4.300 
	     30.100.000 

	Factory overhead costs
	             7.000 units 
	        2.200 
	     15.400.000 

	Total production costs
	Rp     70.000.000 

	Costs of beginning inventory
	21.350.000

	Costs of finished goods inventory
	91.350.000


Allocated to work in process inventory
	Raw material costs
	             2.100 units 
	@ Rp        3.500 
	       7.350.000 

	Direct labor costs
	             2.400 units 
	        4.300 
	     10.320.000 

	Factory overhead costs
	             2.400 units 
	        2.200 
	       5.280.000 

	Costs of work in process inventory
	     22.950.000 

	Total production costs
	     114.300.000


Instructions:

Prepare working paper to test the fairness of management assertion regarding WIP Inventory and Finished Goods Inventory. Do the following procedures:
1. Verify the conformity of the supporting data with the underlying documents (assume all data supported by reliable authorzed documents)

2. Do footing and cross footing (if any) to the supporting data, assume that the correct one is the result of your footing procedures to the supporting data.

3. Verify the journal, proposed adjustment journal if errors are detected.

4. Verify the production costs report, reconstruct the report if detected significant errors in the report.
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