1. Which of the following would an auditor most likely use in determining the auditor’s preliminary judgment about materiality?

a. The results of the initial assessment of control risk.

b. The anticipated sample size for planned substantive test.

c. The entity’s financial statements of the prior year.

d. The assertions that are embodied in the financial statements.

2. Which of the following best describes what is meant by the term “fraud risk factor?”

a. Factors whose presence indicates that the risk of fraud is high.

b. Factors whose presence often has been observed in circumstances where frauds have occurred.

c. Factors whose presence requires modification of planned audit procedures.

d. Reportable conditions identified during an audit.

3. Which of the following statements reflects an auditor’s responsibility for detecting misstatements due to errors and fraud?

a. An auditor is responsible for detecting employee errors and simple fraud, but not for discovering fraud involving employee collusion or management override.

b. An auditor should plan the audit to detect misstatements due to errors and fraud that are caused by departures from GAAP.

c. An auditor is not responsible for detecting misstatements due to errors and fraud unless the application of GAAS would result in such detection.

d. An auditor should design the audit to provide reasonable assurance of detecting misstatements due to errors and fraud that are material to the financial statements.

4. Before accepting an engagement to audit a new client, a CPA is required to obtain

a. An understanding of the prospective client’s industry and business.

b. The prospective client’s signature to the engagement letter.

c. A preliminary understanding of the prospective client’s control environment.

d. The prospective client’s consent to make inquiries of the predecessor auditor, if any.

5. Before accepting an audit engagement, a successor auditor should male specific inquiries of the predecessor auditor regarding the predecessor’s
a. Opinion of any subsequent events occurring since the predecessor’s audit report was issued.

b. Understanding as to the reasons for the change of auditors.

c. Awareness of the consistency in the application of GAAP between periods.

d. Evaluation of all matters of continuing accounting significant.

6. An auditor is required to establish an understanding with a client regarding the services to be performed for each engagement.  This understanding generally includes.
a. Management’s responsibility for errors and the illegal activities of employees that may cause material misstatement.

b. The auditor’s responsibility for ensuring that the audit committee is aware of any reportable conditions that come to the auditor’s attention.

c. Management’s responsibility for providing the auditor with an assessment of the risk of material misstatement due to fraud.

d. The auditor’s responsibility for determining preliminary judgments about materiality and audit risk factors.

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

a. Management’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 vicarious liability for illegal acts committed by its employees.

d. The auditor’s responsibility to search for significant internal control deficiencies.

8. During the initial planning phases of an audit, a CPA most likely would

a. Identify specific internal control activities that are likely to prevent fraud.

b. Evaluate the reasonableness of the client’s accounting estimates.

c. Discuss the timing of the audit procedures with the client’s management.

d. Inquire of the client’s attorney as to whether any unrecorded claims are probable of assertion.

9. Which of the following documents is not required for an audit in accordance with generally accepted auditing standards?
a. A written audit program setting forth the procedures necessary to accomplish the audit’s objectives.

b. An indication that the accounting records agree or reconcile with the financial statements.

c. A client engagement letter that summarizes the timing and details of the auditor’s planned fieldwork.

d. The basis for the auditor’s conclusions when the assessed level of controls risk is below the maximum.

10. An auditor obtains knowledge about a new client’s business and its industry to
a. Make constructive suggestions concerning improvements to the client’s internal control.

b. Develop an attitude of professional skepticism concerning management’s financial statement assertions.

c. Evaluate whether the aggregation of known misstatements causes the financial statements taken as a whole to be materially misstated.

d. Understand the events and transactions that may have an effect on the client’s financial statements.

11. Which of the following procedures would and auditor least likely perform in planning a financial statement audit?
a. Coordinating the assistance of entity personnel in data preparation.

b. Discussing matters that may affect the audit with firm personnel responsible for nonaudit services to the entity.

c. Selecting a sample of vendors’ invoices for comparison to receiving reports.

d. Reading the current year’s interim financial statements.

12. Which of the following procedures would and auditor most likely perform in planning a financial statement audit?

a. Inquiring of the client’s legal counsel concerning pending litigation.

b. Comparing the financial statements to anticipated results.

c. Examining computer generated exception reports to verify the effectiveness of internal control.

d. Search for unauthorized transactions that may aid in detecting unrecorded liabilities.

13. Analytical procedures used in planning an audit should focus on

a. Reducing the scope of test of controls and substantive test.

b. Providing assurance that potential material misstatements will be identified.

c. Enhancing the auditor’s understanding of the client’s business.

d. Assessing the adequacy of the available evidential matter.

14. In designing written audit programs, an auditor should establish specific audit objectives that relate primarily to the

a. Timing of audit procedures.

b. Cost-benefit of gathering evidence.

c. Selected audit techniques.

d. Financial statement assertions.

15. Professional skepticism requires that an auditor assume that management is
a. Honest, in the absence of fraud risk factors.

b. Dishonest until completion of audit test.

c. Neither honest nor dishonest.

d. Offering reasonable assurance of honesty.

16. Which of the following best describes what is meant by the term generally accepted auditing standards?

a. Procedures to be used to gather evidence to support financial statements.

b. Measures of the quality of the auditor’s performance.

c. Pronouncements issued by the Auditing Standards Board.

d. Rules acknowledged by the accounting profession because of their universal application.

17. In planning an audit, the auditor’s knowledge about the design of relevant controls should be used to

a. Identify the types of potential misstatements that could occur.

b. Asses the operational efficiency of internal control.

c. Determine whether controls have been circumvented by collusion.

d. Document the assessed level of control risk.

18. In an audit of financial statements in accordance with generally accepted auditing standards, an auditor is required to

a. Document the auditor’s understanding of the entity’s internal control.

b. Search for significant deficiencies in the operation of internal control.

c. Perform tests of controls to evaluate the effectiveness of the entity’s internal control.

d. Determine whether controls are suitably designed to prevent or detect material misstatements.

19. An audit should obtain sufficient knowledge of an entity’s information system to understand the

a. Safeguards used to limit access to computer facilities.

b. Process used to prepare significant accounting estimates.

c. Controls used to assure proper authorization of transactions.

d. Controls used to detect the concealment of fraud.

20. During the consideration of internal control in a financial statement audit, an auditor is not obligated to 

a. Search for significant deficiencies in the operation of the internal control.

b. Understand the internal control and the information system.

c. Determine whether the control activities relevant to audit planning have been placed in operation.
d. Perform procedures to understand the design of internal control.

21. Which of the following statements regarding auditor documentation of the client’s internal control is correct?

a. Documentation must include flowcharts.

b. Documentation must include procedural write-ups.

c. No documentation is necessary although it is desirable.

d. No one particular form of documentation is necessary, and the extent of documentation may vary.

22. Assessing control risk at below the maximum level most likely would involve

a. Performing more extensive substantive test with larger sample sizes than originally planned.

b. Reducing inherent risk for most of the assertions relevant to significant account balances.

c. Changing the timing of substantive test by omitting interim-date testing and performing the test at year-end.

d. Identifying specific controls relevant to specific assertions.
23. An Auditor assesses control risk because it

a. Is relevant to the auditor’s understanding of the control environment.

b. Provides assurance that the auditor’s materiality levels are appropriate.

c. Indicates to the auditor where inherent risk may be the greatest.

d. Affects the level of detection risk that the auditor may accept.
24. In assessing control risk, an auditor ordinarily selects from a variety of techniques, including

a. Inquiry and analytical procedures.

b. Reperformance and observation.

c. Comparison and confirmation.

d. Inspection and verification.

25. Which of the following presumptions is correct about the reliability of evidential matter?
a. Information obtained indirectly from outside sources is the most reliable evidential matter.

b. To be reliable, evidential matter should be convincing rather than persuasive.

c. Reliability of evidential matter refers to the amount of corroborative evidence obtained.

d. Effective internal control provides more assurance about the reliability of evidential matter.

26. Which of the following statements relating to the competence of evidential matter is always true
a. Evidential matter gathered by an auditor from outside an enterprise is reliable.

b. Accounting data developed under satisfactory conditions of internal control are more relevant than data developed under unsatisfactory internal control conditions.

c. Oral representations made by management are not valid evidence.

d. Evidence gathered by auditors must be both valid and relevant to be considered competent.

27. Which of the following types of audit evidence is the least persuasive?

a. Prenumbered purchase order forms.

b. Bank statements obtained from the client.

c. Test counts of inventory performed by the auditor.

d. Correspondence from the client’s attorney about litigation.

28. In the context of an audit of financial statements, substantive tests are audit procedures that
a. May be eliminated under certain conditions.

b. Are designed to discover significant subsequent events.

c. May be either test of transactions, direct test of financial balances, or analytical test.

d. Will increase proportionately with the auditor’s reliance on internal control.

29. An auditor’s working papers serve mainly to

a. Provide the principal support for the auditor’s report.

b. Satisfy the auditor’s responsibilities concerning the Code of Professional Conduct.

c. Monitor the effectiveness of the CPA firm’s quality control procedures.

d. Document the level for independence maintained by the auditor.

30. Which of the following is not a specialist upon whose work an auditor may rely?
a. Actuary.

b. Appraiser.

c. Internal auditor.

d. Engineer.

31. An advantage of using statistical over nonstatistical sampling methods in test of controls is that the statistical methods

a. Can more easily convert the sample into a dual-purpose test useful for substantive testing.

b. Eliminate the need to use judgment in determining appropriate sample sizes.

c. Afford greater assurance than a nonstatistical sample of equal size.

d. Provide an objective basis for quantitatively evaluating sample risk.

32. Which of the following characteristics distinguishes computer processing from manual processing?

a. Computer processing virtually eliminates the occurrence of computational error normally associated with manual processing.

b. Errors or fraud in computer processing will be detected soon after their occurrences.

c. The potential for systematic error is ordinarily greater in manual processing than in computerized processing.

d. Most computer systems are designed so that transaction trials useful for audit purposes do not exist.

33. An advantage of statistical sampling over nonstatistical sampling is that statistical sampling helps an auditor to
a. Eliminate the risk of nonsampling errors.

b. Reduce the level of audit risk and materiality to a relatively low amount.

c. Measure the sufficiency of the evidential matter obtained.

d. Minimize the failure to detect errors and fraud.

34. The risk of incorrect acceptance and the likelihood of assessing control risk too low relate to the
a. Allowable risk of tolerable misstatement.

b. Preliminary estimates of materiality levels.

c. Efficiency of the audit.

d. Effectiveness of the audit.

35. In a highly automated information processing system test of control

a. Must be performed in all circumstances.

b. May be required in some circumstances.

c. Are never required.

d. Are required in first year audits.

36. Which of the following is least likely to be considered by an auditor considering engagement of an information technology (IT) specialist on an audit?

a. Complexity of client’s systems and IT controls.

b. Requirements to assess going concern status.

c. Client’s use of emerging technologies.

d. Extent of entity’s participation in electronic commerce.

37. A primary advantage of using generalized audit software packages to audit the financial statements of a client that uses a computer system is that the auditor may

a. Access information stored on computer files while having a limited understanding of the client’s hardware and software features.

b. Consider increasing the use of substantive tests of transactions in place of analytical procedures.

c. Substantiate the accuracy of data through self-checking digits and hash totals.

d. Reduce the level of required test of controls to a relatively small amount.

39.
      Which of the following statements concerning audit evidence is correct?

a. 
To be competent, audit evidence should be either persuasive or relevant but need not be both.

b. 
The measure of the validity of audit evidence lies in the auditor’s judgment.

c. 
The difficulty and expense of obtaining audit evidence concerning an account


balance is a valid basis for omitting the test.

d. 
A client’s accounting data may be sufficient audit evidence to support the financial statements.

40.
The existence of audit risk is recognized by the statement in the auditor’s standard report that the auditor

a.
Obtains reasonable assurance about whether the financial statements are free of material misstatement.

b. 
Assesses the accounting principles used and also evaluates the overall financial statement presentation.

c. 
Realizes that some matters, either individually or in the aggregate, are important while other matters are not important.

d. 
Is responsible for expressing an opinion on the financial statements, which are the


responsibility of management.

