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1. Under PCAOB internal control reporting standards, what are the auditor's communication requirements to the audit committee
with respect to material weaknesses? (A)All must be communicated in written form. (B)All must be communicated in written
form or orally. (C)Only those that violate the Foreign Corrupt Practices Act need be communicated, but in written form. (D)Only
those that violate the Foreign Corrupt Practices Act need be communicated, in written form or orally.

2. An auditor identified a material weakness in internal control in August. The client was informed and the client corrected the
material weakness prior to year-end (December 31); the auditor agrees that the correction eliminates the material weakness prior
to year-end. The appropriate audit report on intemal control under PCAOB standards on reporting on internal control
is: (A)Adverse. (B)Unqualified. (C)Disclaimer. (D)Qualified.

3.An auditor's report on financial statements prepared in accordance with a comprehensive basis of accounting other than
generally accepted accounting principles should include all of the following except: (A)Reference to the note to the financial
statements that describes the basis of preparation of the financial statements. (B)Disclosure that the audit was performed in
accordance with generally accepted auditing standards. (C)An opinion as to whether the basis of accounting used is appropriate
under the circumstances. (D)An opinion as to whether the financial statements are presented fairly in conformity with the basis of
accounting described.

4. The standard auditors' report for the audit of a nonpublic company generally includes an introductory paragraph, a scope
paragraph, and an opinion paragraph. In the report the auditors refer to both accounting principles generally accepted in the U.S.
and auditing standards generally accepted in the U.S. In which of the paragraphs are these terms used? (A)GAAP in the scope
paragraph and GAAS in the opinion paragraph. (B)GAAS in the scope paragraph and GAAP in the opinion paragraph. (C)GAAS
in all paragraphs and GAAP in the scope paragraph. (D)GAAP in all paragraphs and GAAS in the opinion paragraph.

5. Which of the following statements is correct? (A)Client prepared records (e.g., the general ledger) may be retained by the CPA
until fees due to the CPA are received. (B)CPA working papers are the joint property of the CPA and the client. (C)Supporting
records not reflected in the client's records (e.g., proposed adjusting entries) may be withheld by the CPA if fees for the
engagement remain unpaid. (D)CPA working papers that include copies of client's records are not available to third parties under
any circumstances.

6. As one of the year-end audit procedures, the auditor instructed the client's personnel to prepare a confirmation request for a
bank account that had been closed during the year. After the client's treasurer has signed the request, it was mailed by the
assistant treasurer. What is the major flaw in this audit procedure? (A)The confirmation request was signed by the treasurer.
(B)Sending the request was meaningless because the account was closed before the year end. (C)The request was mailed by
the assistant treasurer. (D)The CPA did not sign the confirmation request before it was mailed.

7. In auditing a manufacturing entity, which of the following procedures would an auditor least likely perform to determine whether
slow-moving, defective, and obsolete items included in inventory are properly identified? (A)Test the computation of standard
overhead rates. (B)Tour the manufacturing plant or production facility. (C)Compare inventory balances to anticipated sales
volume. (D)Review inventory experience and trends.

8. Which of the following best describes the auditors' approach to the audit of the ending balance of property, plant and equipment
for a continuing nonpublic client? (A)Direct audit of the ending balance. (B)Agreement of the beginning balance to prior year's
working papers and audit of significant changes in the accounts. (C)Audit of changes in the accounts since inception of the
company. (D)Audit of selected purchases and retirements for the last few years.

9. With respect to issuance of an audit report which is dual dated for a subsequent event occurring after the completion of field work
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but before issuance of the auditors' report, the auditors' responsibility for events occurring subsequent to the completion of field
work is: (A)Extended to include all events occurring until the date of the last subsequent event referred to. (B)Limited to the
specific event referred to. (C)Limited to all events occurring through the date of issuance of the report. (D)Extended to include all
events occurring through the date of submission of the report to the client.

10.When the auditors select a sample of items from the vouchers payable register for the last month of the period under audit and
trace these items to underlying documents, the auditors are gathering evidence primarily in support of the assertion
that: (A)Recorded obligations were paid. (B)Incurred obligations were recorded in the correct period. (C)Recorded obligations
occurred prior to year-end. (D)Cash disbursements were recorded as incurred obligation.
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IV ~ You have just completed the accounts receivable confirmation process in the audit of Ming-Chuan Company, a paper supplier to retail

shops and commercial users. Following are the data related to this process:

Accounts receivable recorded balance $2,760,000
Number of accounts 7,320
A sample was taken as follows:
All accounts over $10,000 (25 accounts) $465,000
75 accounts under $10,000 $81,500
Tolerable misstatement for the confirmation test $100,000
Acceptable audit risk 1.5%
Inherent risk 100%
Assessed control risk 75%
The chance of detecting a material misstatement by analytical procedures 60%
The following are the results of the confirmation procedures:
Recorded value Audited value Audit Difference (Audit Difference)?
Items over $10,000 $465,000 $432,000 $33,000 1,089,000,000
Items under $10,000 81,500 77,990 3,510 12,320,100
Individual misstatements for items under $10,000
Item 12 $5,120 $4,820 $300 90,000
Item 19 485 385 100 10,000
Item 33 1,250 250 1,000 1,000,000
Item 35 3,975 3,875 100 10,000
ltem 51 1,850 1,825 25 625
Item 59 3,780 4,200 (420) 176,400
ltem 74 2,405 0 2,405 5,784,025
Total $18,865 $15,355 $3,510 7,071,050

Attached table is the CUER (Computed Upper Exception Rates) presented as percentage, which enables you to evaluate sampling
results while using MUS (Monetary Unit Sampling).
Evaluating Sample Results Using Attributes Sampling

Table A 5% ARIA (Acceptable Risk of Incorrect Acceptance)
Sample Actual Number of Exceptions Found
Size 0 1 2 3 4 5 6 g 8 9 10
65 4.6 iy 9.4 1.5 13.6 0.9 17.4 19.3 4 . .
70 4.2 6.6 8.8 10.8 12.6 14.5 16.3 18.0 19.7 . '
75 4.0 82 8.2 10.1 1.8 13.6 15.2 16.9 18.5 20.0 ’
80 3.7 5.8 &d 9.5 1. 127 14.3 15.9 17.4 18.9 i
90 3.3 9.2 6.9 8.4 9.9 1.4 12.8 14.2 19.9 16.8 18.2
100 3.0 47 6.2 7.6 9.0 10.3 1.5 12.8 14.0 15.2 16.4
Table B 10% ARIA (Acceptable Risk of Incorrect Acceptance)
55 4.1 6.9 9.4 1.8 141 16.3 18.4 A . : g
60 3.8 6.4 8.7 10.8 12.9 15.0 16.9 18.9 . : 1
70 3.3 55 1.5 9.3 : G 12.9 14.6 16.3 17.9 19.6 s
80 29 4.8 6.6 8.2 9.8 11.3 12.8 14.3 15.8 17.2 18.6
90 26 43 5.9 7.3 8.7 101 1.5 12.8 14.1 154 16.6
100 2.3 3.9 5.3 6.6 7.9 9.1 10.3 11.5 12.7 13.9 15.0
*More than 20 percent. :

Note: This table present computed upper exception rates as percentage. Table assumes a large population.
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Required:[Note: Part (—), (=) and (=) are independent of each other.] (18 points)
(—)Assume that the sample was a PPS sample, calculate the upper and lower misstatement bound by using monetary unit
sampling. Also evaluate the results.
(=)Assume that the sample was a random sample, calculate the point estimate and confidence limits for the population
misstatements by using difference estimation. Also evaluate the results. (Hint: Zz4-s%is 1.64.)
(=.)Assume that the sample was a non-statistical sample, calculate the point estimate by using ratio estimation. Also evaluate the

results.
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(—)4 & B #43) 3% (Dual-purpose tests)
(=) 34 #& X, & % (Negative confirmation) <
(=) & A #= % (Material weakness) °
(v9) % i% Pk ) 3% (Walkthrough tests)
(F)4& 4% J& K (Sampling risk)
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End of Exam!
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