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I - Multiple Choice Questions: Select the best answer for each question. (40 points)

1. Auditing Standard 2 requires an auditor to perform a walkthrough as part of the internal control audit. A walkthrough test requires
an auditor to (A) Tour the organization’s faciliies and locations before beginning and audit vork. (B) Trace a transaction from
every class of transaction from organization through the company's information system until it is reflected in the company's
financial reports. (C) Trace a transaction from every class of transaction from organization through the company’s information
system. (D) Trace a transaction from each major class of transaction from organization through the company’s information
system until it is reflected in the company's financial reports. (E) None of the above.

2. Which of the following concerning the auditor’s report on internal control over financial reporting is correct? (A) An unqualified
opinion may be issued even a material weakness is identified. (B) An qualified opinion is required if a significant deficiency is
identified. (C) In the report on internal control over financial reporting, the auditor can issue only a qualified or an unqualified
opinion. (D) The auditor needs to state management's assessment of internal control over financial reporting, but does not
necessarily need to comment on whether he or she agrees. (E) The auditor's report contains opinions on the effectiveness of
internal control over financial reporting based on the auditor's independent work.

3. Which of the following statements is not correct about materiality? (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. (B) 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. (C) Materiality judgments are made in light of surrounding circumstances and necessarily involve
both quantitative and qualitative judgments. (D) When planning the audit engagement, an auditor should make a preliminary
judgment about materiality and allocate it to each account. (E) An auditor considers materiality for the aggregate level of
misstatements that could be material to any one of the financial statements.

4. Based on conversations with the owner-manager of an audit client, the auditor ascertained that the company's primary
motivation is to avoid paying income taxes. Based on this motivation, which account balance assertion for ending inventory will
the auditor be most concerned about verifying? (A) Net realizable value. (B) Cutoff. (C) Rights and obligations. (D) Existence or
cccurrence. (E) Completeness.

5. Which of the following statements concerning audit evidence is correct? (A) Competent evidence supporting management's
assertions should be convincing rather than persuasive. (B) An effective intemal control structure contributes little to the reliability
of the evidence created within the entity. (C) The cost of obtaining evidence is not an important consideration to an auditor in
deciding what evidence should be obtained. (D) The more the evidence is relevant to an audit objective, the more the evidence is
reliable. (E) A client's accounting data cannot be considered sufficient audit evidence to support the financial statements.

6. Which of the following is not a typical analytical review procedure? (A) Study of relationships of the financial information with
relevant non-financial information. (B) Comparison of the financial information with similar information regarding the industry in
which the entity operates. (C) Comparison of financial information with similar information regarding the industry in which the
entity operates. (D) Comparison of the financial information with budgeted amounts. (E) Comparison of recorded amounts of
major disbursements with appropriate invoices.

7. A control is deemed to be more important than thought at the time that attributes sampling parameters were set. The auditor is
most likely to respond by (A) Decreasing the risk of assessing control risk too high. (B) Decreasing the risk of assessing control
risk too low. (C) Increasing population size. (D) Decreasing the expected deviation rate. (E) Decreasing the tolerable deviation

rate.
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8. In determining the effectiveness of an entity's policies and procedures relating to the existence or occurrence assertion for payroll
transactions, an auditor most likely would inquire about and (A) Compare payroll costs with entity standards or budgets. (B)

Inspect evidence of accou
benefits. (D) Verify the pre

nting for prenumbered payroll checks. (C) Recompute the payroll deductions for employee fringe
paration of the monthly payroll account bank reconciliation. (E) Observe the segregation of duties

conceming personnel responsibilities and payroll disbursement.
9. Which of the following tests of control most likely would help assure an auditor that goods shipped are properly billed? (A) Scan

the sales journal for seque

ntial and unusual entries. (B) Trace payments received subsequent to the balance sheet date. (C)

Compare the accounts receivable ledger to daily sales summaries. (D) Inspect unused sales invoices for consecutive
prenumbering. (E) Examine shipping documents for matching sales invoices.

10. The Sarbanes-Oxley Act requires which partners of an accounting firm to rotate off the audit engagement every five years? (A)
Lead partner on the engagement. (B) Partner responsible for concurring review. (C) Other partners that indirectly provide audit
related services for the audit client. (D) Both (A) and (B). (E) Both (A), (B) and (C).
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I ~ World-famous mining mogul Steve Wilsey hired the public accounting firm of Joe Paonessa Associates, P.C., to conduct an audit of
his new acquisition, Cougar Goldust, Inc. The gold inventory was scheduled to be taken on November 30. The perpetual records
show only the weight of the gold in various inventory bins. Paonessa has decided to use a variables sampling approach (different
estimation) to determine the correct weight of the gold on hand. (Note that the pricing of the inventory is straightforward because
the market value on November 30 determines the price for balance sheet purposes.) There are 4,000 bins in the Cougar warehouse.
The bins will serve as the sampling units. Paonessa wants to have a 5 percent risk of incorrect acceptance. The tolerable
misstatement is set at 35,000 ounces, and the expected misstatement is 10,000 ounces. The perpetual record shows 700,000 .
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Required:[Note: Part (a) and (b) are independent of each other.] (10 points)
(a)Compute the preliminary sample size. The estimated standard deviation is 25 ounces and Z-s%is 1.64.
(b)Assume that Paonessa examined a sample of 100 bins. The following information summarizes the results of the sample data

gathered by Paonessa:

Difference number Recorded Weight Audited Weight Audit Difference (Audit Difference)?
1 445 440 5 25
£ 174 170 4 16
29 217 215 2 -
30 96 8 (1) 1
Total 24,000 23,600 400 17,856

Compute the sample results and indicate what conclusion Paonessa should make concerning the inventory balance.
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1.4 4% & K (Audit Risk) «
2,97 4% 2 % & 4% A & (Accepted Audit Risk) -
3. #& & (Inherent Risk) -
4.3% | A F& (Control Risk) »
5.4 & /& B (Detection Risk) o
6. &4 A & ¥ A x(Business Risk of Client) =
7.% 4% A B = % 4= B Fx(Engagement Risk of Auditors) -
8.3% % L F (Sampling Risk) -
9.7k 3 % &L (Non-sampling Risk) ©
10,3745 4% %] B K % 2 B Fx (Risk of Assessing Control Risk to High) »
113045 3% ] B e A 152 B R (Risk of Assessing Control Risk to Low)
12.3% 48 JaL Fa: (Risk of Incorrect Rejection) ©
13.3% & AL F& (Risk of Incorrect Acceptance) -
AE AT ¥ FjAa -
(—IRZAAAMLEL SRR ESR °
(=) LB A AT ML ? 3548 B 517 °

V- 3mEFoAM TR, 2R (20%)
()BT o A B BE R R F 0 SRR F R A T A& ?
(=) EAZA B o4 & RS04 B AP AE SRR 7
(Z)EABMAAMZE AL R TRES > EMARARXTT O B RFZEFRRBEHRIEA LR EHZ
EH?HRAEHARRA FAHLEE £ ?
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