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Multiple Choices: please choose the best answer. (40%)
When assessing the risk of material misstatements in the financial statements,
A) inadequate internal control procedures will mitigate client business risk.
B) GAAS specifies in detail how much and what types of evidence the auditor needs to obtain.

C) company management is responsible for determining materiality levels.
D) the auditor must have an understanding of the client's business and industry.

. Statements on Auditing Standards should be looked upon by practitioners as:

A) ideals to work towards, but which are not achievable.

B) maximum standards that denote excellent work.

C) minimum standards of performance that must be achieved on each audit engagement.
D) benchmarks to be used on all audits, reviews, and compilations.

Which of the following is not an essential component of quality control?

A) Policies and procedures to ensure that firm personnel are actively engaged in marketing strategies

B) Policies and procedures to ensure that the work performed by firm personnel meet applicable professional standards
C) Policies to ensure that personnel maintain their independence in fact and in appearance

D) Policies that ensure that monitoring activities are effectively applied

If the balance sheet of a private company is dated December 31, 2013, the audit report is dated February 8, 2014, and both
are released on February 15, 2014, this indicates that the auditor has searched for subsequent events that occurred up to:
A) December 31, 2013,

B) January 1, 2014.

C) February 8, 2014.

D) February 15, 2014.

Most auditors believe that financial statements are "presented fairly" when the statements are in accordance with GAAP, and
that it is also necessary to:

A) determine that they are not in violation of [FRS statements.

B) examine the substance of transactions and balances for possible misinformation.

C) review the statements using the accounting principles promulgated by the SEC.

D) assure investors that net income reported this year will be exceeded in the future.

. Examples of unqualified opinions which contain modified wording (without adding an explanatory paragraph) include:
A) the use of other auditors.

B) material uncertainties.

(C) substantial doubt about the audited company (or the entity) continuing as a going concern.

D) lack of consistent application of GAAP.

A company has changed its method of inventory valuation from an unacceptable one to one in conformity with generally
accepted accounting principles. The auditor’s report on the financial statements of the year of the change should include:
A) no reference to consistency.

B) a reference to a prior period adjustment in the opinion paragraph.

C) an explanatory paragraph that justifies the change and explains the impact of the change on reported net income.

D) an explanatory paragraph explaining the change.
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8. In connection with the audit of financial statements, an independent auditor could be responsible for failure to detect a

material fraud if:

A) statistical sampling techniques were not used on the audit engagement.

B) the auditor planned the audit in a negligent manner.

C) accountants performing important parts of the work failed to discover a close relationship between the treasurer and the

cashier.
D) the fraud was perpetrated by one employee who circumvented the existing internal controls.

9. Under the AICPA independence rules, independence can be considered impaired when:
A) billed fees remain unpaid for professional services for more than ninety days.
B) a client in bankruptcy has unpaid fees for more than one year.
C) there is litigation by the client related to the auditor’s tax or other nonaudit services.
D) when there is a lawsuit by the client claiming deficiencies in the previous year's audit.

10. An auditor should recognize that the application of auditing procedures may produce evidence indicating the possibility of
errors or fraud and therefore should:
A) plan and perform the engagement with an attitude of professional skepticism.
B) not rely on internal controls that are designed to prevent or detect errors or fraud.
C) design audit tests to detect unrecorded transactions.
D) extend the work to audit the majority of the recorded transactions and records of an entity.

11. Auditors may decide to replace tests of details with analytical procedures when possible because the:
A) analytical procedures are more reliable.
B) analytical procedures are considerably less expensive.
C) analytical procedures are more persuasive.
D) tests of details are more difficult to interpret.

12. An auditor has accessed client business risk and the risk of material misstatements to the clients financial statements. These
are done in order to:
A) apply the audit risk model to determine the appropriate extent of audit evidence.
B) determine the reliance on the company's internal control systems for financial reporting.
C) determine the test of balances to be performed by the audit team.
D) assure the CPA firm that they can perform the audit effectively and efficiently.

13. When allocating materiality, most practitioners choose to allocate to:
A) the income statement accounts because they are more important.
B) the balance sheet accounts because most audits focus on the balance sheet.
C) both balance sheet and income statement accounts because there could be errors on either.
D) all of the financial statements because it is required by GAAS.

14. When evaluating the audit findings, the auditor should be satisfied that the:
A) amount of known misstatement is documented in the management representation letter.
B) estimate of the total known and likely misstatements is less than a material amount.
C) estimate of the total likely misstatement includes sample error.
D) amount of known misstatement is acknowledged and recorded by the client.

15. When considering internal controls, an important point to consider is that:
A) auditors can ignore controls affecting intternal management information.
B) auditors are concerned with the client's internal controls over the safeguarding of assets if they affect the financial
statements.
C) management is responsible for understanding and testing internal control over financial reporting,
D) companies must use the COSO framework to establish internal controls.
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16. You are determining the significance of the following: you set a 5% risk of assessing control risk to low and your
computation of the upper deviation risk is 7%. What could you conclude?
A) There is a 95% chance the deviation rate is the population is less than 5%.
B) There is a 5% chance the deviation rate in the population is less than 7%.

C) There is a 95% chance the deviation rate in the population exceeds 95%.
D) There is a 5% chance the deviation rate in the population exceeds 7%.

17. When the sample selection is done using probability proportional to size sample selection (PPS):
A) the actual number of units selected for testing may be more than the computed sample size.
B) the auditor must use systematic selection, rather than random selection of dollars.
C) population items with a zero recorded balance have no chance of being selected.
D) negative balances must be treated as positive balances.

18. Stratified sampling is applicable to difference, mean-per-unit, and ratio estimation, but it is most commonly used with:
A) ratio estimation.
B) discovery sampling.
() difference estimation.
D) mean-per-unit estimation.

19. Analytical procedures:
A) are only done during the planning of the audit and when performing detailed tests.
B) performed during the detailed testing phase are done before tests of details of balances.
C) performed during the detailed testing phase are done before the balance sheet date.
D) are performed only on accounts receivable, not on the entire sales and collection cycle.

20. When a client uses perpetual inventory records, the tests of details of balances for inventory can be significantly reduced if
the auditor believes the records are accurate. The controls over the acquisitions included in the records are normally tested as
a part of the:
A) tests of controls for acquisitions.
B) tests of controls and substantive tests of transactions for acquisitions.
C) tests of details of balances for acquisitions.
D) analytical procedures and tests of controls for acquisitions.
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