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PRE-TAX  CORRECTING ENTRY TOTAL
Enter Effective Marginal Tax Rate: 35% BALANCE SHEET TAX EFFECT (If Applicable)

TM or RETAINED OTHER INCOME TOTAL RETAINED OTHER
Taxable? WP ASSETS LIABILITIES EARNINGS b/f EQUITY A/Cs STATEMENT SHOULD LIABILITIES EARNINGS b/f EQUITY A/Cs INCOME
Yes/No REF Dr (Cr) Dr (Cr) Dr (Cr) Dr (Cr) Dr (Cr) EQUAL 0 Dr (Cr) Dr (Cr) Dr (Cr) Dr (Cr)

KNOWN MISSTATEMENTS
Underaccrued postretirement benefit cost Yes {a} (5,867,000) 5,867,000 0 2,053,450 0 0 (2,053,450)
Accounts payable errors Yes {b} (716,932) 716,932 0 250,926 0 0 (250,926)
Overaccrued interest expense Yes {c} 209,813 (209,813) 0 (73,435) 0 0 73,435
O/S of prepaid insurance Yes {d} (405,000) 405,000 0 141,750 0 0 (141,750)
U/S of accrued legal expense Yes {e} (750,000) 750,000 0 262,500 0 0 (262,500)
O/S of deferred software development costs Yes {f} (715,000) 715,000 0 250,250 0 0 (250,250)

0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0

Total known misstatements (1,120,000) (7,124,119) 0 0 8,244,119 0 2,885,442 0 0 (2,885,442)

LIKELY MISSTATEMENTS
U/S of accounts payable Yes {b} (3,099,247) 3,099,247 0 1,084,736 0 0 (1,084,736)
Overaccrual of legal settlement No {g} 2,500,000 (2,500,000) 0 0 0 0 0

0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0

Total likely misstatements 0 (599,247) 0 0 599,247 0 1,084,736 0 0 (1,084,736)

TOTAL KNOWN + LIKELY (1,120,000) (7,723,366) 0 0 8,843,366 0 3,970,178 0 0 (3,970,178)

Carryover effects of prior year mis-
statements (all amounts pre-tax):
Known Misstatements:
U/S of postretirement benefit cost Yes {a} 1,105,000 (1,105,000) 0 (386,750) 386,750
Accounts payable errors Yes {b} 253,178 (253,178) 0 (88,612) 88,612

O/S of deferred software development costs Yes {f} 1,043,000 (1,043,000) 0 (365,050) 365,050
0 0 0
0 0 0

Total: 2,401,178 (2,401,178) 0 (840,412) 840,412
Likely Misstatements:
Est. understatement of accounts payable Yes {b} 629,114 (629,114) 0 (220,190) 220,190

0 0 0
0 0 0
0 0 0
0 0 0

Total: 629,114 (629,114) 0 (220,190) 220,190
Total known & likely carryover effect of 
misstatements: 3,030,292 (3,030,292) 0 (1,060,602) 1,060,602

3,970,178 (1,060,602) (2,909,576)

SUMMARY AND ANALYSIS OF ERRORS

Post-tax Planning Materiality: 7,850,000$      
Post-tax Monetary Precision: 7,000,000$      

Pre-tax Monetary Precision: 10,000,000$    

Note:  All amounts below are net of tax Assets Liabilities Beg of Year Equity
Other Equity a/cs 

(e.g. Stock, Paid-in-
Capital)

Net income End of Year 
Equity

Total Known Misstatements (1,120,000) (4,238,677) 1,560,766 0 3,797,912 5,358,677

Total Known and Likely Misstatements (1,120,000) (3,753,188) 1,969,690 0 2,903,498 4,873,188
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{a}

{b}

{c}

{d}

{e}

{f}

{g}

Trademark had not implemented FAS 106 when it first became effective 
because it was not material based on their plans at such date; however, in 
1998 they introduced a new plan.  The unrecorded liability for such benefits 
has been growing each year.

Projected probable misstatement of accounts payable from representative 
sampling of subsequent cash disbursements (7/1/99-8/31/99) is $3,816,179 of 
which the known misstatement is $716,932.

Client used incorrect interest rate in calculating accrued interest in the fourth 
quarter.

Trademark amortized insurance expense based on its prior year premiums; 
however, its annual property insurance premiums increased  by $1,000,000 in 
1999.

The client accrued legal expenses monthly based on an estimate; however, 
Trademark incurred additional legal costs in the fourth quarter.

Trademark inappropriately capitalized software development costs of $1.5 
million back in 1997 and has been amortizing them over a five year period.  At 
June 30, 1999, the net deferred amount was $715,000.

The legal letters confirmed that the company expected there would be an 
unfavorable outcome in a patent case.  Based on discussion with general 
counsel, outside counsel and review of the company's own analysis, the 
company concluded it was probable that a loss would be incurred, estimated a 
range of losses and concluded no one amount was more likely than another.  
The company accrued for the maximum amount of loss, $5,000,000.  The low 
end of the range was $2,500,000.  This likely error represents the overaccrued 
portion under FAS 5. 
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