Accounting 408                           Name __________________________
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                                         Section _______  Row _______

Multiple Choice.  (2 points each)  Read the following questions carefully and indicate the one best answer to each question by placing an X (do not circle) over the appropriate letter on the answer sheet.

1.  An auditor may not issue a qualified opinion when

     A.   a scope limitation prevents the auditor from completing an important audit procedure.

     B.   the auditor's report refers to the work of a specialist.

     C.   an accounting principle at variance with generally accepted accounting principles is used.

     D.   the auditor lacks independence with respect to the audited entity.

 2.  Which of the following is not used by auditors to establish the completeness of recorded assets?


A.   Relying on internal control.

      B.   Tracing from source documents to entries in the accounting records.


C.   Performing analytical procedures.


D.   Vouching general ledger entries.

3.  The auditors confirm notes and accounts receivable


A.   as a test of controls for receivables and sales.


B.   to determine collectability of the receivables.


C.   to determine existence of the receivables.


D.   to determine proper valuation of the receivables.

4.  The auditing procedure commonly employed to disclose kiting consists

     A.   of tracing all bank transfers for a short period before and after the end of the year.

     B.   of preparing a four-column proof of cash for the last month of the year under audit.

     C.   of comparing details of bank deposits with client's records of cash receipts for a test period.

     D.   of investigating any checks near the year-end representing large or unusual payments to officers or employees.

 5.  Among the following audit procedures, which one is the most useful in testing the client's internal control for cash?

      A.   Prepare an independent reconciliation of the bank account as of the balance sheet date.


B.   Prepare a four column proof of cash for one or more months.


C.   Investigate any checks outstanding more than 30 days.

      D.   Control the count of cash on hand with the observation of negotiable securities.

 6.  An auditor cannot issue an unqualified report after her first examination of a new client if she


A.   does not personally take an inventory of goods on hand.


B.   does not investigate the opening inventory.


C.   finds that material amounts of the inventory have been pledged.

      D.   finds that insurance coverage of inventories is far below the replacement cost of the goods.

 7.  Vouching recorded purchases to supporting documentation is not likely to provide evidence concerning the


A.   existence or occurrence assertion.


B.   completeness assertion.


C.   rights and obligations assertion.


D.   valuation or allocation assertion.


E.   cutoff assertion.

 8.  To gather evidence regarding the balance per bank in a bank reconciliation, an auditor would examine all of the following except


A.   cutoff bank statement.


B.   year-end bank statement.

      C.   bank confirmation.


D.   general ledger.

 9.  The opportunities for the auditor to perform audit work in advance of the balance sheet date are more significant for some financial statement items than for others. For which of the following accounts is work prior to the balance sheet least useful?


A.   Equipment.


B.   Accounts receivable.


C.   Patents.


D.   Notes payable.

10.  The relationship between control risk and detection risk is


A.   linear.


B.   inverse.


C.   direct.


D.   equal.

11.  Which of the following procedures is least likely to be performed before the balance sheet date?


A.   Search for unrecorded liabilities.


B.   Confirmation of receivables.


C.   Observation of inventory.


D.   Review of internal control over cash disbursements.


E.   Review of internal control over cash receipts.

12.  Which of the following is the most effective audit procedure for the detection of unrecorded liabilities at the balance sheet date?

      A.   Examine purchase orders issued for several days prior to the close of the year.


B.   Obtain an attorney's letter from the client's attorney.

      C.   Compare cash disbursements in the subsequent period with the accounts payable trial balance at year-end.


D.   Confirm large accounts payable balances at the balance sheet date.

      E.   Obtain from management a letter of representations indicating that all known liabilities have been recorded.

13.  Which of the following best explains why accounts payable confirmation procedures are not always used?

      A.   Inclusion of accounts payable balances in the representations letter completed by the client allows the auditor to refrain from using confirmation procedures.

      B.   Accounts payable generally are insignificant and can be audited by utilizing analytical review procedures.

     C.   The auditor may feel certain that the creditors will press for payment.

      D.   Reliable externally generated evidence supporting accounts payable balances is generally available for audit inspection on the client's premises.


E.   Accounts payable are not always significant in amount.

14.  If the auditor believes that required disclosures of a significant nature are omitted from the financial statements under examination, the auditor should decide between issuing


A.   A qualified opinion or an adverse opinion.


B.   A disclaimer of opinion or a qualified opinion.


C.   An adverse opinion or a disclaimer of opinion.


D.   An unqualified opinion or a qualified opinion.

15.  The confirmation of the client's trade accounts receivable is a means of obtaining evidential matter and is specifically considered to be a generally accepted auditing


A.   Principle.


B.   Standard.


C.   Procedure.


D.   Practice.

16.  Which one of the following statements is correct concerning the concept of materiality?

     A.   Materiality is determined by reference to guidelines established by the AICPA.

     B.   Materiality depends only on the dollar amount of an item relative to other items in the financial statements.

     C.   Materiality depends on the nature of an item rather than the dollar amount.

     D.   Materiality is a matter of professional judgment.

17.  Which of the following may be used to reduce the risk of nonsampling errors?


A.   Increasing the size of the audit samples.


B.   Stratifying audit samples.


C.   Adequately planning the audit sample.


D.   Using statistical sampling techniques.

18.  It is sometimes impracticable or impossible for the auditors to use normal accounts receivable confirmation procedures.  In such situations the best alternative procedure the auditors might resort to would be

      A.   examining subsequent receipts of year-end accounts receivable.

      B.   reviewing accounts receivable aging schedules prepared at the balance sheet date and at a subsequent date.

      C.   requesting that management increase the allowance for uncollectible accounts by an amount equal to some percentage of the balance in those accounts that cannot be confirmed.

      D.   performing an overall analytical review of accounts receivable and sales on a year-to-year basis.

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


A.   Acts to be performed by the auditors.


B.   Measures of the quality of the auditors' performance.

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


D.   Audit objectives generally determined on audit engagements.

20.  Which one of the following procedures would not be appropriate for the auditors in discharging their responsibilities concerning the client's physical inventories?


A.   Confirmation of goods in the hands of public warehouses.


B.   Supervising the taking of the annual physical inventory.


C.   Observing the taking of the inventory at an interim date.

      D.   Obtaining written representation from the client as to the existence, quality, and dollar amount of the inventory.

21.  Select the description that illustrates sampling risk.

      A.   Completing audit procedures inappropriate for the audit objectives.

      B.   Failing to recognize misstatements or deviations in the documents examined.

      C.   Arriving at incorrect statistical conclusions because of computational errors.

      D.   Choosing a sample with proportionately more misstatements or deviations that the population.

22.  The auditing of plant and equipment differs from the audit of current assets because


A.   the total dollar amounts involved are usually less material.

      B.   the opportunity for defalcations, fraud, and similar irregularities is virtually nonexistent.

      C.   land and buildings usually have market values greater than the amounts shown on the books.

      D.   errors in year-end cutoff of transactions have less significance in the determination of net income.

23.  The auditors verify additions to the client company's property and equipment accounts to

      A.   determine whether the client treated capital expenditures as revenue expenditures.

      B.   determine whether the client treated revenue expenditures as capital expenditures.


C.   ascertain the client company's depreciation policy.

      D.   prepare for the observation of the client company's physical inventory of plant assets.

24.  In assessing sampling risk, the risk of incorrect rejection and the risk of assessing control risk too high relate to the


A.   efficiency of the audit.


B.   effectiveness of the audit.


C.   method of selection of the sample from the population.


D.   audit quality controls.

25.  Which of the following is not part of audit risk?


A.   Inherent risk.


B.   Control risk.


C.   Analytical procedures risk.


D.   Test of details risk.


E.   All of the above are included in audit risk.

26.  Which of the following explanations might satisfy an auditor who discovers significant debits to an accumulated depreciation account?


A.   Extraordinary repairs have lengthened the life of an asset.

      B.   Prior years' depreciation charges were erroneously understated.


C.   A reserve for possible loss on retirement has been recorded.


D.   An asset has been recorded at its fair value.

27.  Which of the following components of audit risk can be controlled by the client?

     A.   Inherent risk.

     B.   Control risk.

     C.   Test of details risk.

     D.   Detection risk.

28.  In conjunction with an audit of financial statements, analytical procedures must be performed


A.   during the compilation phase of the audit engagement.

      B.   to monitor the client's internal control structure after the report is issued.


C.   at or near the conclusion of the audit as an overall review.


D.   during the audit to provide substantive testing evidence.

29.  The auditor's failure to recognize an error in an amount or an error in an internal control data processing procedure is described as


A.   inherent risk.


B.   sampling risk.


C.   standard risk.


D.   nonsampling risk.


E.   control risk.

30.  To improve accountability for fixed asset retirements, management most likely would implement an internal control structure that includes


A.   continuous analysis of the repairs and maintenance account.

      B.   periodic inquiry of plant executives by internal auditors as to whether any plant assets have been retired.


C.   continuous use of serially numbered retirement work orders.

      D.   periodic inspection of insurance policies by the internal auditors.

31.  Which of the following statements about the physical count of inventory is correct?

      A.   The auditor should supervise the count so as to obtain assurance that inventory quantities are reasonably accurate.

      B.   The count should always be taken well before the balance sheet date to allow the auditor time to recheck the computations.

      C.   The auditor need not have a thorough understanding of the client's business because inventory counts are similar for all business.

      D.   The auditor should use his or her judgment in selecting items to recount when testing the inventory count.

32.  Which of the following accounts would most likely be reviewed by the auditor to gain reasonable assurance that additions to the equipment account are not understated?


A.   Repairs and maintenance expense.


B.   Depreciation expense.


C.   Gain on disposal of equipment.


D.   Accounts payable.
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