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Part I: Multiple Choice Questions

Select the best answer for each of the following:
1. An audit of historical financial statements miost commonly includes the:
A. Balance sheet, statement of retained earnings, and the statement of cash flows.

B. Income statement, the statement of cash flows, and the statement of net working capital. >,

C. Statement of cash flows, balance sheet, and the statement of retained earnings.
% Balance sheet, income statement, and the statement of cash flows..

v

2. In"auditing" financial accounting data, the primary concern is with:
A. Determining if fraud has occurred.

B. Determining if taxable income has been calculated correctly.
t Determining whether recorded information preperly reflects the economic events that
V/ " occurred during the accounting period.
D. Analyzing the financial information 1o be sure that it complies with government
requirements.

An auditor concludes that a client's illegal act, which has a material effect on the financial
g

statements, has not been properly accounted for or djsclosed. Depending on the materiality of

A. Adverse opinion or a disclaimer of opinion.
Qualified opinion or an adverse opinion.,””

3
WM . 5 the effect on the financial statements, the auditor should express either a(an):
A 5

Ptfl’v(ﬂ C. Disclaimer of opinion or an unqualified opinion with a stpatate explanatory patagraph.

D. Unqualified opinion with 2 separate explanatory paragraph or a qualificd opinion.

4. The audit report date on a standard unqualified report indicates:
A. The last day of the fiscal period. ¥

/ -y The last day of the auditor's responsibility for the review of significant events that
occurred subsequent to the date of the financial statements.

e

C. The date on which the financial statements were filed with the Securities and Exchange

Commission. VY _
D. The last date on which users may institute a lawsuit against either client or auditor.”

5. Which of the following services provides the lowest level of assurance on a financial
F_—_— ——

/  statement? /

/ A review,
D./ . An audit. -
C. Neither service provides assurance on financial statements.
I “ach service provides the same level of assurance on financial statements.

-

6. The Public Company Accounting Oversight Board: .
A. Establish auditing standards that must be followed by CPAs on all audits. 47
.~B. Perform inspections of the quality controls at audit firms that audit public companies.

. Oversee auditors of private companies: s
Perform any of the above functions.
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7. Which of the following is not an essential component oiGualiti control?)
A. Policies and procedures to ensure that the work performed by firm personnel meet

applicable professional standards.
B. Policies to ensure that personnel maintain their independence in fact and in appearance.
Policies and procedures to ensure that firm personnel are actively engaged in marketing
strategies.
D. Policies that ensure that monitoring activities are effectively applied.

8. DBrown Co.'s financial statements adequately disclosg uncertainties that
the outcome of which ar@WﬁMﬁ report should be a(n):
A. Unqualified opinion.
B. Disclaimer.
@ Qualified opinion.
D. " Adverse opinion.

9. Which of the following statements most accurately captures the intent of the standards of
field work? Pf@
A. Field work standards are primarily concerned with personal attributes necessary during
the conduct of the audit.
B. Field work standards provide extensive guidance regarding the conduct of an audit. -
C. Field work standards are primarily concerned with the conduct of substantive testing as
opposed to testing of internal controls.
@ Field work standards are primarily directed at the auditor's planning, understanding of
—— internal control, and evidence accumulation.

10. When financial statements containthe auditor should explain the
. circumstances for the departure in a separate paragraph and express an opinion that is:
A. Unqualified.
B. Qualified. ( N

/ C. Adverse.
. Quahf ed or adverse (dcéegdmg on materialitil

11. 2) "Independence" in auditing means:
: A. Maintaining an indirect financial interestY

B. Not being financially dependent on a client. ’
A Taking an unbiased and objective viewpoint.
D. Being an advocate for a client./

12 An audjtor’s report includes the following statement: “The financial statements .
(m the financial position, results of operations, or cash flows in conformity with
generally accepted accounting principles.” This auditor’s report was most likely issued in
connection with financial statements that are
A. Inconsistent
B. Based on prospective financial information.
isleading.
D. Affected by a material uncertainty.



13. Wi ' i i eve PA _also audits the
: an]\l(Ch of the following services are allowed by th@vhen raC
A. Internal audit outsourcingy
B. Legal services unrelated to the audit\®
C. Appraisal or valuation servicesx
@ Services related to assessing the effectiveness of internal control over financial reporting.

14, An auditor would express ar@qualiﬁed opiniod with an explanatory paragraph added to
the auditor’s report for:

lustified accounting A material weakness in
change the internal control
. Yes Yes
@ Yes No .
C. No Yes
b, No No

15. How many audits of public companies per year does a CPA firm that is registered with the
Public Company Accounting Oversight Board (PCAOB) have to perform before it receives
anannual inspectiomfrom the PCAOB?

A 43 More than 100 audits.

L

/

() More than 50 audits.
C. More than 10 audits.
D. One audit.

16. An example of an "@ ownership interest in a client" would be ownership of a client’s
stock by a member's:
A. Dependent child. =

B. Spouse. ¥
Non-dependent grandfather.
D. All of the above are examples of indirect ownership.”

17. When disclaiming an opinion due'to a client-imposed scope limitation, an auditor should
indicate in a separate paragraph why the audit did not comply with the generally accepted
auditing standards. The auditor should also OEE the:

Scope paragraph Opinion Paragraph
A. No Yes
B. Yes Yes
(8 No No
Yes No

18. According to AICPA Code of Professional Conduct, which of the following financial
interests in the client during the period of the engagement impairs a CPA’s independence?
A. All direct and indirect financial interests. -

B. Only direct financial interests.

r 4 @A]l direct and material indirect financial interests.

D. Only material financial interests.



19. Which of the following statements best describes the {gthical standard Jof the profession

pertaining to advertising and solicitation? . .

A. All forms of advertising and solicitation are prohibited.

B. There are no prohibitions regarding the manner in which CPAs may solicit new business.
A CPA may advertise in any manner that is not false, misleading, or deceptive.

D. A CPA may only solicit new clients through mass mailings. '

20 - A CPA who is not in public practice is obligated to follow which of the following rules of
duct?
ndependence.
_Antegrity and objectivity.
~ C. Contingent fees. '
D. Commissions.

21- The concept d@wonld be least important to an auditor when considering the:
A. Adequacy of disclosure of the client’s illegal act.

B. Discovery of weaknesses in the Client’s internal control.
/ Effects of a direct financial interest in the client on the CPA’s independence.
. Noue. .
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part 1l: Essay uestions

A.Ray and Robin, CPAs, are independent auditors who previously expressed an unqualified opinion on
Hillsburg Hardware Company prior year financial statements. For the current year, another CPA has
audited & wholly-owned subsidiarv of Hillsburg Hardware Company. The t( and el'wa of
the subsidiary represent 17a0 and 18%, respectively, of the total assets and revenues of Hillsburg
Hardware Company being audited.

For each of the situations listed in the table below, identify the appropriate opinion type and the
appropriate report modification.

Opinion Introductory Scope Opinion Explanatory
Poragraph Paragraph

| ESelect the uppropri I A ROmIENG 3 OmiNG |
piF ff _J‘“’ ] ot 3 gi Q—QV.QMP‘;!' )eg 4 :;".!V;%gdg
PR TR O] S i) B e R R P e 3 = d B A A A e e
- 1. Assume that Ray and "Robin decide to take 5

eSpmTETTy ot The work ol he othe? CPA, | Lo (0 A

who issued an unqualified opinion. £ z

]
2. Assume that Ray and Robin dg _paot wish to 4 g Y “
assume responsibility for the work of the other r :
W

CPA, who issued an vnqualified opinion. \

3. Assume that Ray and Robin decide to la Ny
responsibility for the work of the other CPA, V&
who issued a qualified opinion on the

subsidiary's financial statements. The subject

of the qualification is very, malerial to the !
but_not material in relation to the

overal! consolidated financial stalements.

4, Assume that Ray and Robi@ to i V/ ; :
assume responsibility for the work of the other &; ode
CPA, who issued a qualified opinion on the '8

LB

subsidiary's financial statements. The subject
of the qualification is Yiery materia\ to the

subsidiary, but nof material in reiation to_the / ;

A}

overall consolidated financial stalements.
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B. For the following cases / services, indicaie whether there is a violation of AICPA’s code of
professional conduct or AICPA rules or SEC rules.

NI YA

\

\

\

Service Violation?
(YES /NO)
1. | Providing bookkeeping services to a public company. The services were pre-
approved by the audit committee of the company. Y% (e
o { Providing internal audit services to a public company that is an audit client. N D 94
3. | Compiling the financial statements of a clignt that employed the CPA's spouse '
as a bookkeeper. NO [/
4. | Implementing a financial information em designed by{managemery managemcn fora Y 0 /
Public company. ’
5. | Ahmad is lhe@in charge of the audit of Southern Bank. Ahmad is in the
process of purchasing a building and has obtained the financing from Southern \/2/.) ,ﬂ
Bank, the financing is partially collateralized. }
6. | Fayezis a CPA with 3 years of professional expcnence with CPA firm. He
owns 25 shares of stock in ap, audit client of the firm, he is in-charge in the ym
e T e
audit of the cheat, the amount of stocks is not material in relat on to his total yd
wealth.
7. | Houston, CPAs, is performing consultancy services to help management of
Global Services Company streamline its production operations. Houston
structured the fee for this engagement to be a Xixed Eercentakc of cost savings N 0 L/
that result once processes are implemented. Houston performs no other services :
for Global Service Company.
8. | The client owes the auditor fees for more than two years prior to the issuance of
the audit report. YM L
g. | A client leases part of an office building from the CPA, resulting in a material o
indirect financial interest to the CPA. \[ CRp Ve
N
10. | A CPA Contracted with a client to supervise the client's office personnel. N O
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QOuestion 5 (12 points)

Space Company is involved in a number of projects related to its future success. Some of these

projects are considered operational activities while others are considered research and
development (R&D) activities. Space must determine the proper accounting treatment in

assessing certain expenditures for the year.

From the answer choices listed below, select'the proper accounting treatment for each of the
expenditures listed below. Each choice may be used once, more than once, or not at all.
r3

Expenditure Choice
1. Executive Salaries
2. Costs incurred to upgrade current produoction facility
3. Legal fees to obtain a patent on a new rocket engine
4. Salaries of research staff designing new rocket engine
5. Markeling ressarch costs to promdte new rocket engine
6. Cosls incurred to improve engine currc:.ntly in production xS
| __7. Materiai, labor, and overhead costs of new rocket engine
8. Cusly incurred (o successfully defend patent ¢n the new rocket enging

0. Acquisition of machinery to be used on curremt and future R&D projects

10. Research costs by Electro Company under contract for new rocket engine

11. Research costs incurred under contract for Palestine Company and billed

X h Pkio [P R x| m|@|o |1

monthly
12. Costs of quality control in early stages of new rocket engine commercial
“production -
Answer Choices

A. Record as receivable E. Expense as consumed as R&D expense
B. Capitalize and amortize __|F. Expense immediately as R&D expense
C. Capitalize and depreciate G. Expense as manufacturing cost

D. Capitalize and depreciate as R&D expense | H. Expense as operating expense




