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Part I - Multiple Choice Questions

1. A successor auditor is required to - *iempt communication with the predecessor auditor prior to:

a. Performing test of controls.
b. Testing beginning balances for the current year,
c. Making a proposal for the andit engagement.

[ d. Accepting the engagement.

2. Which of the following statements concerning an auditor's disclosure of confidential client data is
generally correct?

a. Disclosure may be made to any state agency without subpoena.
Disclosure may be made to any party on consent of the client.
c. Disclosure may be made to comply with an SEC audit request.
d. Disclosure may be made to comply with Generally Accepted Accounting Principles.

3. To obtain audit evidence about control risk, an auditor selects tests from a variety of techniques
including: S

b. Analytical procedures.
c. Calculation.
d. Confirmation.

4. In assessing control risk for purchases, an auditor samplc of entries in the voucher
register to the supporting documents. Which assertion would this test of controls most likely
support?

a. Completeness.
Qccurrence.

c. Accuracy.

d. Rights and obligations.

5. The permanent file of the audit documentation for an engagement generally would‘not include; ‘

a. Bond indenture agreements. bt
b. Lease agreements. "

( é Working trial balance.>
d. Flowchart of internal control.

6. Which of the following procedures would least likely result in the discovery of possible illegal

acts? —
-/

a. Reading the minutes of the board of directors’ meetings.
b. Making inquiries of the client's management.

c. Performin i sactions.
d. Reviewing an internal control questionnaire.




7. Which of the following statements is not correct about materiality?
—

i

=

a. The concept of materiality recognizes that some matters are important for fair presentation of
financial statements in conformity with GAAP, while other matters are not important,
@An auditor considers miateriality for planmng purposes in terms of the largest aggregate level of
misstatements that could be material to any one of the financial statements.
. ¢. Materiality judgments are made in light of surrounding circurnstances and necessarily involve
both quantitative and qualitative judgments.
d. An auditor's consideration of materiality is influenced by the auditor’s perception of the needs
of a reasonable person who will rely on the financial statements. {_~"
AN
8. On the basis of audit evidence gathered and evaluated, an auditor decides to incre‘;se the assessed
leyel of control risk, and therefore the risk of material misstatement, from that originally planned.
To achieve an overall audit [jsk level that is substantially the same as the planned audit risk level,

the auditor would: / /‘\ :_ - /ﬂ\
A\
a. Increase inherent risk. A
(b Increase materiality levels. | —? \

c. Decrease substantive testing.
d.D ion 1 Wl 0
. Decrease detection risk. \\/ —y @Wdente [

9. When obtaining an understanding of an entity's internal controls, an auditor should concentrate on
the substance of the controls rather than their form because:

a. The procedures may be operating effectively but may not be documented.

anagement may establish appropriate procedures but not enforce compliance with them.
c. The procedures may be so inappropriate that no reliance is contemplated by the auditor.
d. Management may implement procedures whose costs exceed their benefits.

\/IO. An aunditor who uses a transaction cycle approach to assessing control risk most likely would test
control activities related to transactions involving the sale of goods to customers with the:

a. Collection of receivables.

b. Purchase of merchandise inventory.
c. Payment of accounts payable.

d. Sale of long-term debt.

11. Determining that proper amounts of depreciation are expensed provides assurance about
management's assertion of:

aluation, allocation, and accuracy.
b. Completeness, accuracy, and occurrence.
c. Rights and obligations, and valuation.
d. Existence, completeness, and accuracy.
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12. Which of the following types of andit evidence generally is the most reliable?

a. Inquiries made of management.
onfirmation of account information.

c. Analytical procedures.

d. Review of prior-year audit procedures.

13. Which of the following matters generally is included in an auditor's engagement letter?

y—

anagement’s responsibility for the entity's compliance with laws and regulations.
b. The factors to be considered in setting preliminary judgments about materiality.
c. Management's liability for illegal acts committed by its employees.
d. The auditor's responsibility to search for significant internal control deficiencies.

14. An auditor reviews a client's accounting policies and procedures when considering which of the

following planning imatters? - —

a. Method of sampling to be used.
b. Preliminary judgments about materiality levels.

c.-Nature of reports to be rendered.
@l nderstanding the client's operations and business.

15. Tests designed to detect purchases made before the end of the year that have been recorded in the
subsequent year most likely would provide assurance about managernent's assertion regarding:

a, Accuracy.
b. Obligations.

d. Classification.

16. As the acceptable level of detection risk decrﬁes, the assurance directly provided from:

V

a. Substantive tests should increase.
b. Substantive tests should decrease.

ests of controls should increase.
d. Tests of controls should decrease.

./ 17. Samples to test internal control are intended to provide a basis for an auditor to conclude whether:

a, The control activities are operating effectively.
e financial statements arc materially misstated.
c. The risk of incorrect acceptance is too high.
d. Materiality for planning purposes is at a sufficiently low level.



13.In considering materiality for planning purposes, an auditor believes that misstatements
aggregating$10,000 would have a material effect on an entity's income statement, but that
misstatements would have to aggregate $20,000 to materially affect the balance sheet. Ordinarily,
it would be appropriate to design auditing procedures that would be expected to detect
misstaternents thai aggregate: ~

a. $10,000
b. $15,000

<.§20,000™>

d. $30,000

19. Which of the following statements about internal control is correct?

a. Properly maintained internal control reasonably ensures that collusion among employees
cannot occur,

b. The establishment and maintenance of internal control is an important responsibility of the
internal auditor.

c. Exceptionally strong internal control is enough for the auditor to eliminate substantive tests on
a significant account balance.

9 he cost-benefit relationship is a primary criterion that should be considered in designing

internal control.

/ 20. After testing a client's internal control activities, an auditor discovers a number of significant
deficiencies in the operation of a client's internal controls. Under these circumstances the auditor
most likely would:

a. Issue a disclaimer of opinion about the internal controls as part of the auditor's report. .
& Ancrease the assessment of control risk and increase the extent of substantive tests.

c. Issue a qualified opinion of this finding as part of the anditor’s report. »

d. Withdraw from the audit because the internal controls are ineffective.

21. Which of the following is not a type of financial statement assertion?

a. Rights and obligations. Z

(b. Fairness and accuracy>)

¢. Valuation and allocation.
d. Understandability and classification.




‘ J\;%
Part II-Essay Questions

A.Tiscuss three reasons why auditors are respousianable" but not "absolute” assurance.
%EQCLUSG aued 1&‘0( ‘\’e_&& ] qMP\e nok all PJPu[chh'am
o dare p_u,Jm Ce. orderto Meare Lcasoucblc QSSurancs
ARowd whedtla e Cis aye. Cree of Materjul Alfbst\ux&ufﬂd
%Q\v\ﬁ abSo\uul-g_ aSsyuraance Wi\ Mofe the ('_OS\—
au_d Tue -'(—ﬁP& of eutdence 4o T wnarease C’\ucj "CL\M.Q‘ VS

0o 4 realishic se there V'S Sowme Ao e [Q\wf
ﬂ‘% b&fif e cCoundi .  Procedure ‘Huadc M Ko

l,

q‘ % T S.;\e For Ghddnr Yo Mafe ahgoluie
the £ o\ Dedwes, “‘SSNF":&:S . e
2 wgggﬁ;} E ! otndd gement | Hale 18

&’Q.O\‘ the et ol A &5&‘( MKKFM
B. For each of factors in the table below, identify the appropriate internal control component.

Note: Each compopent (from the five COSQ internal control components) may be used once,
more than once, or not at all.

Factor Component
1. Authorization of transactions. Conakeel o
2. Participation of those charged with governance. Cond o ‘Lﬁﬂm/n 'Ja“\-
3. Internal audit function. Monﬂa vy
4. Pre-numbering of documents. Conkrol o o "(ﬁj/ -
5. The way in which significant events are captured by the ‘[n\:‘o rM\“iOC\}»GB/
accounting system.
LN (L(h L%
6. Assignment of authority, responsibility and accountability. condrol Euvi ’WP‘
7. Adoption of new accounting principles. R s oSy e

o
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9. Segregation of duties. Conlrol ot CJ'\V/’H/
¢ VAT
10. Corporate restructuring. cont®\ E";CM

| J:9

8. Proper presentation of transactions and related disclosures.

}
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C.During the Year 1 Audit of Brothers Company the auditor performed various procedures. For each
of the audit procedures listed below write the type of audit evidence used by the auditor.

Note: Each type of audit evidence (the eight types of audit evidence) may be used once, more
than once, or not at all.

Type of Audit
Audit Procedure Evidence
1 @ client employees count inventory to determine whether thcanja.}i 0

company procedures are being followed.

2. Obtain a written statement from the client's bank stating the client's
year-end balance on deposit.

1 CD;\QI&\K%

L 3

3. Exarmine a piece of equipment to make sure a recent purchase of
equipment was actually received and is in operation.

me»&q\m

4. Calculate the ratio of cost of goods sold to sales as a test of overall
reasanableness of gross margin relative to the preceding year.

anau l‘/ﬂL\‘cA\ L

p Lo
=

5. Obtain information about the client's internal controls by asking }gq,qirij o ?—L/

questions of client personnel. the of \

N

6. The auditing firm’s computer-assisted audit spegialist obtained an

electronic billing file from the company and € accuracy ) e_?@r f-or 2ol e

of the summarized billings file. \

7. The auditor generally tests the segregation of duties related to
inventory. o

8.(Compare Yendor names and amounts on purchase invoices with
entries in the purchases journal.

Joz emonbeisl

9. Make a surprisc‘[;ount é)f petty cash to verify that the amount of the
petty cash fund is intact,

Ph Y3 cal

EXawmi w.ctt\')/

10. Trace postings from the sales journal to the general ledger
" accounts.

RC?Cf ?M

Good Luck,
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