
Name : Sri Wahyu Handayani  

NPM : 21207047  

Lecturer : DR RR. DHARMA TINTRI EDIRARAS, Ak., MBA AUDITING 2 

1 

Gunadarma University 

Kertas Kerja Pemeriksaan 

BAB 8 

Questions :  

Internet Problem 8-1 (Industry Research and Client Acceptance)  

The vignette at the beginning of Chapter 6 in the text contains a brief description of the ZZZZ 

Best fraud. One area where the auditors were particularly criticized in that audit had to do with 

the auditors' lack of industry knowledge. With hindsight it appeared that the fraud should have 

been easily detected because ZZZZ Bests' large restoration contracts were in excess of $7 million 

while the largest restoration jobs on record in the insurance restoration industry were less than $3 

million.  

You have been approached by On the Sunny Side, a team sports uniform designer and 

manufacturer for women, about performing the company's financial statement audit. The 

company began operations eight years ago and has experienced strong growth in the last several 

years. Teri Kloth, the chief executive officer, has told you that her company expects production 

in 2004 to be 450,000 units. She also provided summary historical financial and operating data 

regarding unit sales. In   2002 and 2003, the company reported sales of 365,000 and 402,000 

units, respectively.  

 

Are On the Sunny Side's 2002 and 2003 unit sales reasonable? Why or why not? (Hint: Visit the 

U.S. Census Bureau's web site. Once you are at the site, go to the "Business" section and then to 

the "Manufacturing" sector-specific data section. Once you are there, locate the Current 

Industrial Reports. Next search the CIRs by Subject Title for Apparel. Data about women's team 

sports uniforms can be found by search for "Apparel." Use the most current annual report for 

your analysis.   
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Answer : 

Internet Problem 8-2 (Obtain Client Background Information)  

Planning is one of the most demanding and important aspects of an audit. A carefully planned 

audit increases auditor efficiency and provides greater assurance that the audit team addresses 

the critical issues. Auditors frequently prepare audit planning documents that provide client and 

industry background information and discuss important accounting and auditing issues related to 

the client's financial statements.  

Your assignment is to find and document information for inclusion in the audit planning 

memorandum. You should obtain the necessary information by downloading a public company's 

most recent annual report from its web site (your instructor will give you the company's name). 

You may also use other sources of information such as recent 10-K filings to find additional 

information. You should address the following matters in four brief bulleted responses:  

• Brief company history.  

• Description of the company's business (for example, related companies and competitors).  

• Key accounting issues identified from a review of the company's most recent annual 

report. (Note: Do not concentrate solely on the company's basic financial statements. 

Careful attention should be given to Management's Discussion and Analysis as well as 

the Footnotes.)  

• Necessary experience levels (that is, years of experience and industry experience) 

required of the auditors to be involved in the audit.  

 

Answer :  

1. 

2. a. Brief company history : Ford  Motor Company 

 Ford  Motor Company (referred to herein as "Ford", the "Company", "we", "our" or 

"us")  was incorporated in Delaware in 1919.  We acquired the business of a  Michigan company, 

also known as Ford Motor Company, that had been incorporated  in 1903 to produce and sell 
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automobiles designed and engineered by Henry  Ford.  We are one of the world’s largest 

producers of cars and  trucks.  We and our subsidiaries also engage in other businesses,  

including financing vehicles 

 

b.  Description of the company's business (for example, related companies and competitors). 

AUTOMOTIVE  SECTOR 

General 

 We sell  cars and trucks throughout the world.  In 2008, our total ongoing  

Automotive operations sold approximately 5,407,000 vehicles at wholesale  throughout the 

world.  See "Item 7. Management's Discussion and Analysis of Financial Condition and Results 

of Operations" for additional  discussion of wholesale unit volumes. 

 As of  December 31, 2008, our vehicle brands include Ford, Mercury, Lincoln,  and 

Volvo.  Substantially all of our cars, trucks and parts are  marketed through retail dealers in 

North America, and through distributors and  dealers (collectively, "dealerships") outside of 

North America, the substantial  majority of which are independently owned.  At  

December 31, 2008, the approximate number of dealerships worldwide distributing our vehicle 

brands was as follows: 

 

Brand 

Number of 
Dealerships 

at 
December 
31, 2008*  

Ford   11,827 
Mercury     1,871 
Lincoln     1,427 
Volvo     2,341 

* Because   many of these dealerships distribute more than one of our brands from the    same 

sales location, a single dealership may be counted under more than    one brand. 

 

In  addition to the products we sell to our dealerships for retail sale, we also  sell cars and 

trucks to our dealerships for sale to fleet customers, including  daily rental car companies, 

commercial fleet customers, leasing companies, and  governments.  We do not depend on any 
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single customer or small group  of customers to the extent that the loss of such customer or group 

of customers  would have a material adverse effect on our business. 

 

     

 

 

     

Through  our dealer network and other channels, we also provide retail customers with a  

wide range of after-sale vehicle services and products, including maintenance  and light repair, 

heavy repair, collision, vehicle accessories and extended  service warranty.  In North America, 

we market these products and  services under several brands, including Genuine Ford and 

Lincoln-Mercury Parts  and Service, Ford  Custom Accessories  Ford Extended Service Plan, and 

Motor craft 

  

   The worldwide automotive industry, Ford included, is affected significantly by  general 

economic conditions (among other factors) over which we have little  control.  This is especially 

so because vehicles are durable goods, which provide consumers latitude to determine whether 

and when to replace an  existing vehicle, as evidenced by the recent sudden and dramatic drop 

in  industry sales volume with the current economic crisis.  That decision  may be affected 

significantly by slowing economic growth, geo-political events,  and other factors (including the 

cost of purchasing and operating cars and  trucks and the availability and cost of credit and  

fuel).  Accordingly, the number of cars and trucks sold may vary  substantially from year to 

year.  The automotive industry is also a highly competitive, cyclical business that has a wide and 

growing variety of  product offerings from a growing number of manufacturers.  See "Item  

7. Management's Discussion and Analysis of Financial Condition and Results of  Operations – 

Overview" for discussion of the impact of the current global credit  and economic crisis on our 

worldwide vehicle sales.  

Our  wholesale unit volumes vary with the level of total industry demand and our share of 

that industry demand.  In the short term, our wholesale unit  volumes also are influenced by the 

level of dealer inventory.  Our share is influenced by how our products are perceived in 

comparison to those  offered by other manufacturers based on many factors, including price, 

quality,  styling, reliability, safety, fuel efficiency, functionality, and  reputation.  Our share also 
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is affected by the timing and frequency of new model introductions.  Our ability to satisfy 

changing consumer  preferences with respect to type or size of vehicle, as well as design and  

performance characteristics, impacts our sales and earnings  significantly. 

 

The profitability of our business is affected by many factors,  including: 

 

               

                     

                 

• Wholesale   unit volumes;                        

• Margin  of profit on each vehicle sold; which in turn is affected by many factors,   

including: 

- Mix of vehicles and options sold; 

- Costs   of components and raw materials necessary for production of  vehicles 

- Leave   of "incentives" (e.g., price discounts) and other marketing     costs                

- Costs   for customer warranty claims and additional service actions;   and 

- Costs  for safety, emission and fuel economy technology and equipment;   and 

 ▪ As with other manufacturers, a high proportion of relatively fixed costs, including labor 

costs, such that small changes in wholesale unit volumes can significantly affect overall 

profitability. 

 

In addition, our industry continues to face a very competitive pricing environment,  driven in 

part by industry excess capacity.  For the past several  decades, manufacturers typically have 

given price discounts and other marketing  incentives to maintain market share and production 

levels.  A  discussion of our strategies to compete in this pricing environment is set forth  in 

"Item 7. Management’s Discussion and Analysis of Financial Condition and Results of 

Operations – Overview." 

 

 Competitive  
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 Position.  The worldwide automotive industry consists of many  producers, with no 

single dominant producer.  Certain manufacturers,  however, account for the major percentage of 

total sales within particular countries, especially their countries of origin.  Detailed information  

regarding our competitive position in the principal markets where we compete may  be found 

below as part of the overall discussion of the automotive industry in  those markets. 

 Seasonality.  We generally record the sale of a vehicle (and recognize sales proceeds in 

revenue) when it is produced and shipped or delivered to our customer (i.e., our dealer  or 

distributor).  See "Item 7. Management's Discussion and  Analysis of Financial Condition and 

Results of Operations – Overview" for  additional discussion of revenue recognition 

practices.  We manage our  vehicle production schedule based on a number of factors, including 

dealer stock  levels (i.e., the number of units held in inventory by our dealers and  distributors for 

sale to retail and fleet customers) and retail sales  (i.e., units sold by our dealers and distributors 

to their customers at  retail).  We also experience some seasonal fluctuation in the  

business.  Generally, production in many markets is higher in the  first half of the year to meet 

demand in the spring and summer, which are  usually the strongest sales months of the 

year.  Third quarter  production is typically the lowest of the year, generally reflecting the annual 

vacation shutdown of our manufacturing facilities during this quarter.  As a result, operating 

results for the third quarter typically are less favorable than those of other quarters. 

Raw Materials.  We  purchase a wide variety of raw materials from numerous suppliers around 

the  world for use in production of our vehicles.  These materials include  non-ferrous metals 

(e.g., aluminum), precious metals (e.g., palladium), ferrous  metals (e.g., steel and iron castings), 

energy (e.g., natural gas), and resins  (e.g., polypropylene).  We believe that  we have adequate  

supplies or sources of availability of the raw materials necessary to meet our  needs.  There are 

always risks and uncertainties, however, with  respect to the supply of raw materials that could 

impact their availability in  sufficient quantities to meet our needs.  See  "Item 7. Management 

Discussion and Analysis of Financial Condition and Results of Operations – Overview" for a 

discussion of commodity and energy price  trends, and "Item 7A. Quantitative and Qualitative 

Disclosures About Market  Risk – Commodity Price Risk" for a discussion of commodity price  

risks. 
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 Backlog Orders.  We generally produce and ship our products on average within 

approximately 20 days after an order is deemed to become firm.  Therefore, no significant  

amount of backlog orders accumulates during any period. 

 Intellectual  Property.  We own or hold licenses to use numerous patents, copyrights 

and trademarks on a global basis.  Our policy is to protect  our competitive position by, among 

other methods, filing U.S. and international  patent applications to protect technology and 

improvements that we consider  important to the development of our business.  We have 

generated a  large number of patents, and expect this portfolio to continue to grow as we  

actively pursue additional technological innovation.  We currently  have approximately 15,000 

active patents and pending patent applications  globally, with an average age for patents in our 

active patent portfolio of just  over 5 years.  In addition to this intellectual property, we also rely  

on our proprietary knowledge and ongoing technological innovation to develop and  maintain 

our competitive position.  Although we believe that these  patents, patent applications, and 

know-how, in the aggregate, are important to  the conduct of our business, and we obtain 

licenses to use certain intellectual  property owned by others, none is individually considered 

material to our  business.  We also own numerous trademarks and service marks that  contribute 

to the identity and recognition of our Company and its products and  services globally.  Certain 

of these marks are integral to the conduct  of our business, a loss of any of which could have a 

material adverse effect on our business. 

 

  Warranty Coverage and Additional Service Actions.  We currently provide warranties 

on vehicles  we sell.  Warranties are offered for specific periods of time and/or  mileage, and 

vary depending upon the type of product, usage of the product and  the geographic location of 

its sale.  Types of warranty coverage  offered include base coverage (e.g., "bumper-to-bumper" 

coverage in the United  States on Ford-brand vehicles for 36 months or 36,000 miles, whichever 

occurs first), safety restraint coverage, and corrosion coverage.  Beginning  with 2007 model-

year passenger cars and light trucks, Ford extended the  power train warranty coverage offered 

on Ford, Lincoln and Mercury vehicles sold  in the United States, Canada, and select U.S. 

export markets (e.g., power train  coverage for certain vehicles sold in the United States from 

three years or  36,000 miles to five years or 60,000 miles on Ford and Mercury brands and from  
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four years or 50,000 miles to six years or 70,000 miles on the Lincoln  brand).  In compliance 

with regulatory requirements, we also provide  emissions-defects and emissions-performance 

warranty coverage.  Pursuant to these warranties, Ford will repair, replace, or  adjust all parts on 

a vehicle that are defective in factory-supplied materials  or workmanship during the specified 

warranty period. 

 In addition to the costs associated with the warranty coverage provided on our  

vehicles, we also incur costs as a result of additional service actions not  covered by our 

warranties, including product recalls and customer satisfaction  actions 

    Estimated  warranty and service action costs for each vehicle sold by us are accrued for at  

the time of sale.  Accruals for estimated warranty and service action  costs are based on 

historical experience and subject to adjustment from time to  time depending on actual 

experience.  Warranty accrual adjustments  required when actual warranty claim experience 

differs from our estimates may  have a material impact on our results. 

    For  additional information with respect to costs for warranty and additional service  

actions, see "Item 7. Management’s Discussion and Analysis of Financial  Condition and 

Results of Operations – Critical Accounting Estimates" and  Note 29 of the Notes to the 

Financial Statements. 

 

- Key accounting issues identified from a review of the company's most recent annual 

report. (Note: Do not concentrate solely on the company's basic financial statements. 

Careful attention should be given to Management's Discussion and Analysis as well as 

the Footnotes.)  

Key Economic Factors and Trends Affecting the Automotive Industry    

 Global Economic and Financial Market  Crisis.  The global economy has entered a 

period of very weak economic growth, led by the recession in the United States and followed by  

declines in other major markets around the world.  The financial  market crisis set off a series of 

events that generated conditions more severe  than those experienced in several decades.  The 

characteristics of the  financial crisis are unique, in part due to the complex structure of  housing-

related securities that were at the epicenter of the financial market  turmoil.  A steep housing 

correction, especially in the U.S. and U.K.  markets, along with downward valuations of 
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mortgage-backed and related  securities, combined to foster a crisis in confidence.  Although  

several other factors contributed to current economic and financial conditions,  the influence of 

these financial developments was very prominent.  The  interrelationships among financial 

markets worldwide ultimately resulted in a  synchronous global economic downturn, the effects 

of which became evident in the  fourth quarter of 2008 as major markets around the world all 

suffered  setbacks. 

 

• Necessary experience levels (that is, years of experience and industry experience) 

required of the auditors to be involved in the audit.  

Source: 

http://investing.businessweek.com/research/stocks/financials/drawFiling.asp?docKey=136-

000114036109005071-

6TUI4U425GUMOQOHM0ANPL1PC9&docFormat=TXT&formType=10-K  

 

 

 

 


