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Appendixx 3 English translation of case description 
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Pleasee assume the role of a partner at a large audit firm. 

Youu are the partner in charge of the audit of MicroClone Inc., a manufacturer of IBM-

compatiblee personal computers. 

Thee senior manager on the audit, Steven de Wit, who reports directly to you, has extensively 

analyzedd the company's finished goods inventory. 25% (2,000 units) of the finished goods 

inventoryy is comprised of 4th generation computers and the remaining 75% (6,000 units) is 

representedd by 5th generation computers (the latest microprocessor chip available on the 

market).. MicroClone's inventory of 2,000 units of 4th generation computers is presently 

valuedd at cost (€1,000 per unit), for a total of €2,000,000. 

Stevenn de Wit has identified what might be a problem concerning the 4th generation 

inventory.. He noted that, during the fourth quarter, MicroClone began shipping personal 

computerss using the 5th generation chips; thus, he is concerned that the value of the 4th 

generationn computers remaining in the inventory might be overstated. 

Afterr listening to Steven, you are also concerned about a potential over-valuation problem 

becausee 4 generation computers will eventually become obsolete by industry standards. 

Yourr and Steve's analyses suggest that each 4th generation computer in the inventory should 

bee valued at €800, not €1,000. Thus, you believe that MicroClone's estimate of 4th 

generationn computers could be overstated by as much as €200 per unit, yielding a potential 

over-valuationn of €400,000 - at the most. 

Youu have decided to take the inventory issue directly to Tom van Breukelen, the chief 

financiall  officer (CFO) of MicroClone. Your aim is to negotiate with van Breukelen the 

appropriatee over-valuation estimate, which can range from €0 to €400,000. You ask van 

Breukelenn to explain his point of view regarding the 4th generation issue by sending him an e-

maill  message with the following content: 

TO:: Tom van Breukelen 

FROM:: You 

Dearr Mr van Breukelen, 

II  have some questions about the finished goods inventory. Specifically, I want to ask you 

aboutt the €2 million valuation of the 4th generation microcomputers. By industry standards, 

161 1 



thee 4th generation computers will likely become obsolete as the new, faster 5 generation 

modelss become more widely adopted. 

Accordingg to your records, about 25 percent (2,000 units) of your company's finished goods 

inventoryy is in 4th generation models, which are valued at €1,000 each, for a total inventory 

valuationn of €2,000,000. 

Basedd on my preliminary analyses, your 4th generation computers might be o ver-valued by 

aroundd €200 per unit. Therefore, the finished goods inventory appears to be overvalued by 

€400,0000 at the most, which means that your pre-tax profits also could be overstated by that 

amount. . 

II  am concerned about this situation because €400,000 is material to your financial statements 

takenn as a whole. 

Kindd regards, 
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