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Chapter 6 Audit Responsibilities and Objectives

6.1 Learning Objective 6-1
1) The objective of an audit of the linancial statements is an expression of an opinion on

1. A} the faimess of the financial statements in all material respects.

2. B) the accuracy of the financial stalements.
3. C) the accuracy of the annual report.
4. D) the accuracy of the balance sheel and income stalement.

Answer: A

2) If the auditor believes that the financial statements are not lairly staled or is unable to
reach a conclusion because of insufficient evidence, the auditor

1. A) should withdraw from the engagement.,
2. B) should request an increase In audit fees 5o that more resources can be used to
conduct the audit.

J. C) has the responsibility of notitying financial statement users through the auditor's
report.
4. D) should notity regulators of the circumstances.

Answer: C
3) Auditors accumulate evidence to

1. A) defend themselves in the event of a lawsuit,

2. B) determine if the financial statements are correct,

3. C) salisly the requirements of the Securities Acts of 1933 and 1934,
4, D) reach a conclusion about the fairmess of the linancial statements.,

Answer. D
4) Which of the following is not one ol the steps used to develop audit objectives?

1. A) know the proper type of audit opinion to issue

2. B) divide the financial statements into cycles

3. C) know the management assertions about the financial stalements
4. D) know the specific audit objectives for classes of transactions

Answer: A
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Nole:{l) Ouestion No. 1, 2 and 7 are compulsory and answer any two from the

remzning each section.
{2} Figures to the right indicate full marks allotted 1o the question.
(3} Working notes wherever necessary should from part of your answer,
(4) Answer both the section in the same answer book,

(Section=)

1. {(a) Distinguish between Accounting and Auditing.
(b} How would you vouch the followmg?
(i) Rent Received
(1) Credit sales

2. (a) Malch the following:-

| Group A [ GrowpB | -
+Investigation | + Done by frequent visi 0 the organization
|+ Continuouws audit | _-_,.l,,@_@kt“ > e
= Audst Note Book : « Appointed by the government
» Intemal Auditor |« Method of selecting sample
"H.-lj;[ﬁnmg.u{.m!m I woice I. ——
[ Dividend, S| —~

| » Dividend warram

b) State whether the following stalements are True or False.
1. Fransd 15 an unanlentional emor.
2, Management audit i a statutory audit
3, Internal control is design by the management.
4. A voucher decides authenticity of the ransaction.
5. Documents of title of fixed assets need nod be examined.

6. Cost audit is compulsory for all the companies.

3. (a) Whaa is test checking and what are the features of test checking?
() What is the importance’s of veuching?

PD-Con. 2497-16.

Visit www_shaalaa.com for more question papers
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Thesefinancial statements are the responsibility of the company's management. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.comA) TrueB) FalseAnswer: BTerms: Audit report normally addressedDiff: EasyObjective: LO 3-1AACSB: Reflective thinking
skills29) The phrase "generally accepted accounting principles" can be found in the opinion paragraph of astandard unqualified report.A) TrueB) FalseAnswer: ATerms: Generally accepted accounting principles; Opinion paragraph of standard unqualified reportDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills30) The date of the auditor's
report is indicative of the last day of the auditor's responsibility for thereview of significant events occurring after the balance sheet date.A) TrueB) FalseAnswer: ATerms: Date of auditor's report indicates auditor's responsibilityDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills31) The phrase "auditing standards generally accepted in
the United States of America" can be found inthe opinion paragraph of a standard, unqualified audit report for a public company.A) TrueB) FalseAnswer: BTerms: Auditing standards generally accepted in the United States; Opinion paragraph in standard unqualifiedreport for public companyDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking
skillsTopic: Public32) The phrase "The audit is designed to obtain reasonable assurance about whether the statements arefree of material misstatements" is included in the introductory paragraph of an audit report.A) TrueB) FalseAnswer: BTerms: Introductory paragraph in audit report; Audit designed to obtain reasonable assuranceDiff:
ModerateObjective: LO 3-1AACSB: Reflective thinking skillsLearning Objective 3-212Copyright © 2012 Pearson Education, Inc. It concludes by stating that the auditor evaluated theappropriateness of the accounting principles used, and estimates made, by management, and of thefinancial statement disclosures and presentations given.e Opinion
paragraph. An auditalso includes assessing the accounting principles used and significant estimates made by management, aswell as evaluating the overall financial statement presentation. ToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.comAuditing and Assurance Services, 14e
(Arens)Chapter 3 Audit ReportsLearning Objective 3-11) An audit of historical financial statements most commonly includes the:A) balance sheet, statement of retained earnings, and the statement of cash flows.B) income statement, the statement of cash flows, and the statement of net working capital.C) statement of cash flows, balance sheet, and
the statement of retained earnings.D) balance sheet, income statement, and the statement of cash flows.Answer: DTerms: Audit of historical financial statementsDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills2) Auditing standards require that the audit report must be titled and that the title must:A) include the word "independent."B)
indicate if the auditor is a CPA.C) indicate if the auditor is a proprietorship, partnership, or incorporated.D) indicate the type of audit opinion issued.Answer: ATerms: Auditing standards require audit report titleDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills1Copyright © 2012 Pearson Education, Inc. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides, SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com4) There are five conditions that must be met before an auditor can issue a standard unqualified report forthe audit of a private company. The other auditor is well known or closely supervised by the principle auditor.III. With
respect to his report on the consolidated financial statements,taken as a whole, Gregory:A) must not refer to the examination of the other auditor.B) must refer to the examination of the other auditor.C) may refer to the examination of the other auditor.D) must refer to the examination of the other auditors along with the percentage off consolidated
assetsand revenue that they audited.Answer: CTerms: Reports involving other auditorsDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills17Copyright © 2012 Pearson Education, Inc. an unqualified opinion with an explanatory paragraph.Il. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandand TBTBvisit:visit: ://downloadslide.blogspot.com9) The introductory paragraph of the standard audit report states that the financial statements are:A) the responsibility of the auditor.B) the responsibility of management.C) the joint responsibility of management and the
auditor.D) none of the above.Answer: BTerms: Introductory paragraph of standard audit reportDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills10) The introductory paragraph of the standard audit report performs which functions?I. If the auditor wants to emphasize specific matters in the audit report, anexplanatory paragraph
discussing those matters may be added to an unqualified report.* Reports involving other auditors. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com16) In which of the following situations would the auditor most likely issue an unqualified report?A)
The client valued ending inventory by using the replacement cost method.B) The client valued ending inventory by using the Next-In-First-Out (NIFO) method.C) The client valued ending inventory at selling price rather than historical cost.D) The client valued ending inventory by using the First-In-First-Out (FIFO) method, but showed thereplacement
cost of inventory in the Notes to the Financial Statements.Answer: DTerms: Issuance of unqualified reportDiff: ChallengingObjective: LO 3-1AACSB: Reflective thinking skills17) Brown Co.'s financial statements adequately disclose uncertainties that concern future events, theoutcome of which are not reasonably estimable. An audit includes
examining,on a test basis, evidence supporting the amounts and disclosures in the financial statements. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com14) Readers of financial statements often interpret that the number of paragraphs in the
independentauditor's report is a "signal" of the entity's financial fairness. An audit includes examining, on a test basis, evidence supportingthe amounts and disclosures in the financial statements. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com?20)
Indicate which changes would require an explanatory paragraph in the audit report.A)Change in the estimated life of Variation in the format of thean assetfinancial statementsYesYesB)Change in the estimated life ofan assetNoVariation in the format of thefinancial statementsNoC)Change in the estimated life ofan assetYesVariation in the format of
thefinancial statementsNoD)Change in the estimated life ofan assetNoVariation in the format of thefinancial statementsYesAnswer: BTerms: Changes that require explanatory paragraph in audit reportDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills22Copyright © 2012 Pearson Education, Inc. The audit for the yearended December
31, 2012 was completed on March 1, 2013, and the report was issued to JavlinCorporation, a private company, on March 13, 2013. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTByvisit:visit: ://downloadslide.blogspot.com19) Indicate which changes would require an explanatory paragraph in
the audit report.A)Correction of an error by changing from anaccounting principle that is not generallyacceptable to one that is generally acceptableChange from LIFO to FIFOYesYesB)Correction of an error by changing from anaccounting principle that is not generallyacceptable to one that is generally acceptableNoChange from LIFO to
FIFONoC)Correction of an error by changing from anaccounting principle that is not generallyacceptable to one that is generally acceptableYesChange from LIFO to FIFONoD)Correction of an error by changing from anaccounting principle that is not generallyacceptable to one that is generally acceptableNoChange from LIFO to FIFOYesAnswer:
ATerms: Changes that require explanatory paragraph in audit reportDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills21Copyright © 2012 Pearson Education, Inc. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.comAnswer: Independent
Auditor's ReportTo the shareholders of EPM, Inc.We have audited the accompanying balance sheets of EPM, Inc., as of December 31, 2012 and 2011, andthe related statements of income, retained earnings, and cash flows for the years then ended. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com13) If the balance sheet of a company is dated December 31, 2011, the audit report is dated February 8,2012, and both are released on February 15, 2012, this indicates that the auditor has searched forsubsequent events that
occurred up to:A) December 31, 2011.B) January 1, 2012.C) February 8, 2012.D) February 15, 2012.Answer: CTerms: Audit report subsequent event datingDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills14) Which of the following is true concerning financial statements issued by a U.S. entity to the Securitiesand Exchange
Commission?A) Financial statements can be prepared using International Financial Reporting Standards.B) The United States now allows an auditor to perform an audit of financial statements of a U.S. entity inaccordance with both GAAS and International Audit Standards.C) The United States only allows an auditor to perform an audit of financial
statement of an entity inaccordance with GAAS if they are using International Financial Reporting Standards.D) An audit that uses both the GAAS and International Audit standards must modify the scopeparagraph to include both sets of standards.Answer: CTerms: Financial statements issued by U.S. entity to Securities and Exchange
CommissionDiff: ChallengingObjective: LO 3-1AACSB: Reflective thinking skills15) Most auditors believe that financial statements are "presented fairly" when the statements are inaccordance with GAAP, and that it is also necessary to:A) determine that they are not in violation of FASB statements.B) examine the substance of transactions and
balances for possible misinformation.C) review the statements using the accounting principles promulgated by the SEC.D) assure investors that net income reported this year will be exceeded in the future.Answer: BTerms: Financial statements are presented fairly in accordance with GAAPDIff: ChallengingObjective: LO 3-1AACSB: Reflective thinking
skills5Copyright © 2012 Pearson Education, Inc. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com20) Presented below is an independent auditor's report for a private company prepared by the firm ofHarrington and Perry, LLP.Auditor's ReportTo the
president and management of EPM, Inc.We have examined the accompanying balance sheets and statements of income, retained earnings, andcash flows of EPM, Inc., as of December 31, 2012 and 2011. State the CPA has performed an audit.II. A combined report on financial statements and internal control over financial reporting.II. publishing as
Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com17) Which of the following is false concerning the principal CPA firm's alternatives when issuing a reportwhen another CPA firm performs part of the audit?A) Issue a joint report signed by both CPA firms.B) Make no
reference to the other CPA firm in the audit report, and issue the standard unqualifiedopinion.C) Make reference to the other auditor in the report by using modified wording (a shared opinion orreport).D) A qualified opinion or disclaimer, depending on materiality, is required if the principal auditor is notwilling to assume any responsibility for the
work of the other auditor.Answer: ATerms: Shared opinionsDiff: ChallengingObjective: LO 3-4AACSB: Reflective thinking skills18) Which of the following requires recognition in the auditor's opinion as to consistency?A) The correction of an error in the prior year's financial statements resulting from a mathematicalmistake in capitalizing interest.B) A
change in the estimate of provisions for warranty costs.C) The change from the cost method to the equity method of accounting for investments in commonstock.D) A change in depreciation method which has no effect on current year's financial statements but iscertain to affect future years.Answer: CTerms: ConsistencyDiff: ChallengingObjective: LO
3-4AACSB: Reflective thinking skills20Copyright © 2012 Pearson Education, Inc. Typically, the name of the CPA firm, and not the name of an individual auditor, isused.* Audit report date. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.comthe report
provides.A) TrueB) FalseAnswer: BTerms: Users of financial statements rely on auditor's reportDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills24) The introductory paragraph of the auditor's report states that the auditor is responsible for thepreparation, presentation and opinion on financial statements.A) TrueB) FalseAnswer: BTerms:
Introductory paragraph of auditor's reportDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills25) The audit report date is the date the auditor completed audit procedures in the field.A) TrueB) FalseAnswer: ATerms: Audit report dateDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills26) Audit reports issued for financial statements
of a public company should refer to generally acceptedauditing standards in the scope paragraph.A) TrueB) FalseAnswer: BTerms: Audit reports issued for financial statements of public company; Scope paragraphDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skillsTopic: Public27) Audit reports issued for financial statements of a private
company should refer to generally acceptedauditing standards in the scope paragraph.A) TrueB) FalseAnswer: ATerms: Audit reports issued for financial statements of private company; Scope paragraph; Generally acceptedauditing standardsDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills28) The audit report is normally addressed to the
company's president or chief executive officer.11Copyright © 2012 Pearson Education, Inc. First, itstates that an audit was performed. The scope paragraph is a factual statement about what was done during the audit. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTByvisit:visit:
://[downloadslide.blogspot.com23) In certain circumstances, an auditor will issue modified unqualified report. Lists the financials being audited.III. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com3) To emphasize the fact that the auditor is
independent, a typical addressee of the audit report could be:A)Company ControllerShareholdersBoard of DirectorsNoYesYesB)Company ControllerNoShareholdersNoBoard of DirectorsYesC)Company ControllerYesShareholdersYesBoard of DirectorsNoD)Company ControllerYesShareholdersNoBoard of DirectorsNoAnswer: ATerms: Audit report
addresseeDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills4) The scope paragraph of the standard unqualified audit report states that the audit is designed to:A) discover all errors and/or irregularities.B) discover material errors and/or irregularities.C) conform to generally accepted accounting principles.D) obtain reasonable assurance
whether the statements are free of material misstatement.Answer: DTerms: Scope paragraph of standard unqualified audit report statesDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills5) The audit report date on a standard unqualified report indicates:A) the last day of the fiscal period.B) the date on which the financial statements were
filed with the Securities and Exchange Commission.C) the last date on which users may institute a lawsuit against either client or auditor.D) the last day of the auditor's responsibility for the review of significant events that occurred subsequentto the date of the financial statements.Answer: DTerms: Audit report date on standard unqualified
reportDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills2Copyright © 2012 Pearson Education, Inc. These financial statements are the responsibility of the company's management. Normally, such explanatory information is:A) included in the scope paragraph.B) included in the opinion paragraph.C) included in a separate paragraph in the
report.D) included in the introductory paragraph.Answer: CTerms: Unqualified opinion with emphasis on specific matters regarding the financial statementsDiff: EasyObjective: LO 3-4AACSB: Reflective thinking skills3) All of the following are conditions requiring a departure from a standard unqualified audit reportexcept:A) management refused to
allow the auditor to confirm significant accounts receivable for which therewere no alternative procedures performed.B) Mmnagement decided not to allow the auditor to confirm significant accounts receivable, but theauditor obtained sufficient appropriate evidence by examining subsequent cash receipts.C) part of the audit was performed by other
auditors whose report was furnished to the principle auditor.D) management has determined that fixed assets should be reported in the balance sheet at theirreplacement values rather than historical costs. This paragraph states the auditor's opinion concerning whether the financialstatements present fairly the client's financial position and results of
its operations and cash flows inconformity with generally accepted accounting principles.» Name of CPA firm. Theauditors are satisfied that the change was preferable.Required:Consider all the facts given and rewrite the complete auditor's report, including report title, address,body of report, name of firm, and audit report date.9Copyright © 2012
Pearson Education, Inc. Which of the following is not true regardingthe number of paragraphs in an independent auditor's report?A) More than three paragraphs indicates either a qualification or report modification.B) An additional paragraph is added before the opinion for a qualified, adverse or disclaimer of opinion.C) An additional paragraph is
added after the opinion when there is required information the auditormust report when the opinion is unqualified.D) No explanatory paragraph is required for an unqualified shared report involving other auditors,however, explanatory language is added in the introductory paragraph.Answer: DTerms: Number of paragraphs in independent auditor's
reportDiff: ChallengingObjective: LO 3-4AACSB: Reflective thinking skills15) Which of the following circumstances would not require more than one report modification in fromthe standard unqualified independent auditor's report?A) There is a GAAP departure and accounting principles were not consistently applied with that of thepreceding year.B)
There is a scope limitation and the auditor's are not independent.C) There is a scope limitation and there is substantial doubt about the entity's ability to continue as agoing concern.D) There is substantial doubt about the entity's ability to continue as a going concern and the causes ofthese uncertainties are not adequately disclosed in a
footnote.Answer: BTerms: Multiple report modifications from standard unqualified reportDiff: ChallengingObjective: LO 3-4AACSB: Analytic skills16) Which of the following is not an unqualified opinion with modified wording?A) Emphasis of a matter.B) Reports involving other auditors.C) Auditor disagrees with client's departure from GAAP.D) Lack
of consistent application of GAAP.Answer: CTerms: Unqualified opinion with modified wordingDiff: ChallengingObjective: LO 3-4AACSB: Reflective thinking skills19Copyright © 2012 Pearson Education, Inc. We believe that our audit provides a reasonablebasis for our opinion.In our opinion, except for the effects of not capitalizing certain lease
obligations that should be capitalizedin order to conform with generally accepted accounting principles, the financial statements referred toabove present accurately the financial position of Jacob Corporation as of December 31, 2012, inconformity with accounting principles generally accepted in the United States of America.Garrett and Brown,
CPAsMarch, 2013Answer: The audit report contains the following deficiencies:* The report title is missing.* The report is not addressed to anyone and should be addressed to shareholders or the board ofdirectors.e The introductory paragraph should refer to an "audit," not an "examination."* The introductory paragraph should list the financial
statements that were audited.* The introductory paragraph refers to the wrong company.* The scope paragraph should state the audit was conducted in accordance with auditing standardsgenerally accepted in the United States of America, not generally accepted accounting principles.* "Those principles ..." should read "Those standards require
that we plan and perform the audit toobtain reasonable assurance about whether the financial statements are free of material misstatements."* The scope paragraph should contain the following phrase: "An audit also includes assessing theaccounting principles used and significant estimates made by management, as well as evaluating theoverall
financial statement presentation."s Following the scope paragraph, there should be an explanatory paragraph that discusses the GAAPviolation related to the failure to capitalize certain lease obligations.* In the opinion paragraph, the auditor should state that the financial statements present fairly..., notpresent accurately...* In the opinion
paragraph, the phrase "...in all material respects..." should be included.* In the opinion paragraph, the phrase "...and the results of its operations and its cash flows for theyear then ended..." should be included.+ The audit report should be dated March 1, 2013.Terms: Audit report deficienciesDiff: ChallengingObjective: LO 3-1AACSB: Analytic
skills7Copyright © 2012 Pearson Education, Inc. States the financials are the responsibility of the auditor.A) I and IIB) I and IIIC) II and IIID) I, II and IIIAnswer: CTerms: Introductory paragraph of standard audit reportDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills11) Which of the following statements are true?I. When the client
has not followed generally accepted accountingprinciples consistently in the current period in relation to the preceding period, an unqualified opinionwith an explanatory paragraph following the opinion paragraph is appropriate.* Substantial doubt about continuing as a going concern. The auditor's report on the financialstatements of the year of the
change should include:A) no reference to consistency.B) a reference to a prior period adjustment in the opinion paragraph.C) an explanatory paragraph that justifies the change and explains the impact of the change on reportednet income.D) an explanatory paragraph explaining the change.Answer: DTerms: Consistency modificationsDiff:
ModerateObjective: LO 3-4AACSB: Reflective thinking skills12) Which of the following modifications of the auditor's report does not include an explanatoryparagraph?A) A qualified report due to a GAAP departure.B) The report includes an emphasis of a matter.C) There is a very material scope limitation.D) A principle auditor accepts the work of an
other auditor.Answer: DTerms: Shared opinionsDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills13) No reference is made in the auditor's report to other auditors who perform a portion of the auditwhen:I. Separate reports on financial statements and internal control over financial reporting.A) I onlyB) II onlyC) Either I or II.D) Neither
I nor II.Answer: CTerms: Audit report for public companyDiff: EasyObjective: LO 3-3AACSB: Reflective thinking skillsTopic: Public2) PCAOB Auditing Standard No. 2 requires the audit of internal control over financial reporting to beintegrated with:A) the audit of the financial statements.B) the quarterly review of financial information.C) the review of
annual financial statements.D) None of the above.Answer: ATerms: PCAOB Auditing Standard No. 2; Audit of internal control over financial reportingDiff: ModerateObjective: LO 3-3AACSB: Reflective thinking skillsTopic: Public3) A combined report on financial statements and internal control over financial reporting includes all butwhich of the
following types of paragraphs?A) Inherent limitations paragraphB) Description paragraphC) Opinion paragraphD) Each of the above paragraphs is included.Answer: BTerms: Combined report on financial statements and internal control over financial reportingDiff: ModerateObjective: LO 3-3AACSB: Reflective thinking skillsTopic: Public13Copyright
© 2012 Pearson Education, Inc. When an auditor concludes there is substantialdoubt about the client's ability to continue as a going concern, an unqualified opinion with anexplanatory paragraph following the opinion paragraph is appropriate. publishing as Prentice

HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides, SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com11) A company has changed its method of inventory valuation from an unacceptable one to one inconformity with generally accepted accounting principles. Itfirst states that auditing standards generally accepted in the United
States of America were followed bythe auditor. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTByvisit:visit: ://downloadslide.blogspot.com8) When the auditor concludes that there is substantial doubt about the entity's ability to continue as agoing concern, the appropriate audit report could
be:I. Our responsibility is to expressan opinion on these financial statements based on our audits.We conducted our audits in accordance with auditing standards generally accepted in the United Statesof America. publishing as Prentice Hall Those principlesrequire that we plan and perform the audit to provide reasonable assurance about whether the
financialstatements are free of misstatement. Our responsibilityis to express an opinion on these statements based on our audit.We conducted our audit in accordance with generally accepted accounting principles. It then states that an audit is designed to obtain reasonable assurance about whether thestatements are free of material misstatement.
The other auditor audited an immaterial portion of the audit.II. The introductory paragraph states that management is responsible for the preparation and content ofthe financial statements.II. Second, it lists the financial statements that were audited and theirdates. Another CPA hasexamined and reported on the financial statements of a significant
subsidiary of the corporation. The scope paragraph states that the auditor evaluates the appropriateness of those accountingprinciples, estimates, and financial statement disclosures.A) I onlyB) II onlyC) I and IID) Neither I nor IIAnswer: CTerms: Introductory paragraph and scope paragraphDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking
skills12) The introductory paragraph of the standard audit report states that the auditor is:A) responsible for the financial statements and the opinion on them.B) responsible for the financial statements.C) responsible for the opinion on the financial statements.D) jointly responsible for the financial statements with management.Answer: CTerms:
Introductory paragraph of standard audit reportDiff: ModerateObjective: LO 3-1AACSB: Reflective thinking skills4Copyright © 2012 Pearson Education, Inc. Itshould not be addressed to company management.* Introductory paragraph. The client has a calendar year-end. Do not rewrite thereport.We have examined the accompanying financial
statements of Dalton Corporation as of December 31,2012. The auditors do not concur.Answer: BTerms: Departure from unqualified audit reportDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills15Copyright © 2012 Pearson Education, Inc. Third, it states that management is responsible for the financial statements, and that the auditor
isresponsible for expressing an opinion on those statements based on an audit.* Scope paragraph. List any deficiencies in this report. When an auditor relies upon a different CPA firm to perform part ofthe audit, the auditor can indicate that responsibility for the audit is shared with another CPA firm bymodifying the wording of an unqualified
report.Terms: Circumstances where an auditor will issue modified unqualified report with explanatory paragraph ormodified wordingDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills24) A modified unqualified auditor report arises when the auditor believes the financials are fairly statedbut also believes additional information should
be provided.A) TrueB) FalseAnswer: ATerms: Modified unqualified audit reportDiff: EasyObjective: LO 3-4AACSB: Reflective thinking skills25) Changes of an accounting estimate requires the auditor to issue a modified unqualified audit reportwith a consistency paragraph is inserted after the opinion paragraph.A) TrueB) FalseAnswer: BTerms:
Changes of accounting estimates; Modified unqualified audit reportDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills25Copyright © 2012 Pearson Education, Inc. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com21) Indicate which
changes would require an explanatory paragraph in the audit report.A)The CPA concludes there issubstantial doubt about theentity's ability to continue as agoing concernChange from FIFO to LIFOYesYesB)The CPA concludes there issubstantial doubt about theentity’s ability to continue as agoing concernNoChange from FIFO to LIFONoC)The CPA
concludes there issubstantial doubt about theentity’s ability to continue as agoing concernYesChange from FIFO to LIFONoD)The CPA concludes there issubstantial doubt about theentity’s ability to continue as agoing concernNoChange from FIFO to LIFOYesAnswer: ATerms: Changes that would require an explanatory paragraph in audit reportDiff:
ModerateObjective: LO 3-4AACSB: Reflective thinking skills23Copyright © 2012 Pearson Education, Inc. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.comLearning Objective 3-41) Examples of unqualified opinions which contain modified wording
(without adding an explanatoryparagraph) include:A) the use of other auditors.B) material uncertainties.C) substantial doubt about the audited company (or the entity) continuing as a going concern.D) lack of consistent application of GAAP.Answer: ATerms: Modified unqualified opinionDiff: EasyObjective: LO 3-4AACSB: Reflective thinking skills2) A
CPA may wish to emphasize specific matters regarding the financial statements even though anunqualified opinion will be issued. Please discuss each of these five conditions.Answer: The five conditions that justify issuing a standard unqualified report are:* All statements-balance sheet, income statement, statement of retained earnings, and
statement of cashflows-are included in the financial statements.* The three general standards of GAAS have been followed in all respects on the engagement.+ Sufficient appropriate audit evidence has been accumulated and the auditor has conducted theengagement in a manner that enables him or her to conclude that the three fieldwork standards
havebeen followed.* The financial statements are presented in accordance with U.S. GAAP. Discuss each of the fivecircumstances when an auditor would issue an unqualified report with an explanatory paragraph ormodified wording.Answer: An unqualified report with an explanatory paragraph or modified wording is appropriate in thefollowing
circumstances:* Lack of consistent application of GAAP. The report is usually addressed to the company's stockholders or board of directors. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com1) There are no questions for this Learning
Objective.Answer:Learning Objective 3-31) Whenever an auditor issues an audit report for a public company, the auditor can choose to issue areport in which of the following forms?I. The audit report is normally dated as of the last day of fieldwork.Terms: Standard unqualified reportDiff: ChallengingObjective: LO 3-1AACSB: Reflective thinking
skillsseven parts of the report8Copyright © 2012 Pearson Education, Inc. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides, SMSMandandTBTByvisit:visit: ://downloadslide.blogspot.com18) An audit report prepared by Garrett and Brown, CPAs, is provided below. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com22) Indicate which changes would require an explanatory paragraph in the audit report.A)A departure from GAAP which, The CPA makes reference to thedue to unusual circumstances,work of another auditor todoes not
require a qualified or indicate shared responsibility inadverse opinion.an unqualified opinion.YesYesB)A departure from GAAP which, The CPA makes reference to thedue to unusual circumstances,work of another auditor todoes not require a qualified or indicate shared responsibility inadverse opinion.an unqualified opinion.NoNoC)A departure from
GAAP which, The CPA makes reference to thedue to unusual circumstances,work of another auditor todoes not require a qualified or indicate shared responsibility inadverse opinion.an unqualified opinion.YesNoD)A departure from GAAP which, The CPA makes reference to thedue to unusual circumstances,work of another auditor todoes not require a
qualified or indicate shared responsibility inadverse opinion.an unqualified opinion.NoYesAnswer: CTerms: Changes that would require an explanatory paragraph in audit reportDiff: ChallengingObjective: LO 3-4AACSB: Reflective thinking skills24Copyright © 2012 Pearson Education, Inc. Begin byspecifying the seven parts of the report, and then
discuss the contents of each part.Answer: The parts of the standard unqualified report are as follows:* Report title. The auditor also has the option ofissuing a disclaimer of opinion.* A departure from GAAP with which the auditor concurs. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides, SMSMandand TBTBvisit:visit: ://downloadslide.blogspot.com4) Which of the following is not a cause for a modification of the format for a standard unqualifiedauditor's report?A) Substantial doubt about an entity's ability to continue as a going concern.B) Reports involving other
auditors.C) A departure from promulgated accounting principles.D) Not consistently applying accounting principles.Answer: CTerms: Report modificationsDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills5) Which of the following are changes that affect the comparability of financial statements but not theconsistency and therefore, do
not have to be included in the auditor's report?A) Error corrections not involving principlesB) Changes in accounting estimatesC) Variations in the format and presentation of financial informationD) All of the above.Answer: DTerms: Changes that affect the comparability of financial statementsDiff: ModerateObjective: LO 3-4AACSB: Reflective
thinking skills6) Which of the following is least likely to cause uncertainty about the ability of an entity to continue as agoing concern?A) A potential lawasuit against the entity for a patent infringement.B) Loss of major customers.C) Significant recurring operating losses.D) Working capital deficiencies.Answer: ATerms: Going concernDiff:
ModerateObjective: LO 3-4AACSB: Reflective thinking skills7) When there is uncertainty about a company's ability to continue as a going concern, the auditor'sconcern is the possibility that the client may not be able to continue its operations or meet its obligationsfor a "reasonable period of time." For this purpose, a reasonable period of time is
considered not toexceed:A) six months from the date of the financial statements.B) one year from the date of the financial statements.C) six months from the date of the audit report.D) one year from the date of the audit report.Answer: BTerms: Going concern ; time periodDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills16Copyright ©
2012 Pearson Education, Inc. We performed our examination in accordancewith auditing standards generally accepted in the United States of America and examined, on a test basis,evidence supporting the accounting principles used and estimates made by management.In our opinion, the financial statements referred to above accurately present the
financial position ofEPM, Inc., in conformity with generally accepted accounting principles.Harrington and Perry, LLPDecember 31, 20120ther information:EPM, Inc., is a for-profit corporation and publishes comparative financial statements for distribution toshareholders, potential investors, and the general public. The principle auditor has
thoroughly reviewed the work of the other auditor.A) I and IIB) I and IIIC) II and ITID) I, IT and IITAnswer: DTerms: Shared opinionsDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills18Copyright © 2012 Pearson Education, Inc. This also means that adequatedisclosures have been included in the footnotes and other parts of the financial
statements.* There are no circumstances requiring the addition of an explanatory paragraph or modification of thewording of the report.Terms: Conditions for standard unqualified report for audit of private companyDiff: ModerateObjective: LO 3-3AACSB: Reflective thinking skills5) Section 404(b) of the Sarbanes Oxley Act requires that the auditor of
an issuer attest to management'sreport on the efficiency of internal controls over financial reporting.A) TrueB) FalseAnswer: BTerms: Section 404(b) of Sarbanes-Oxley Act; Internal controls over financial reportingDiff: ModerateObjective: LO 3-3AACSB: Reflective thinking skillsTopic: Public6) Auditors of public company financial statements must
issue separate reports on internal control overfinancial reporting.A) TrueB) FalseAnswer: BTerms: Auditors issue separate reports on internal controlDiff: ModerateObjective: LO 3-3AACSB: Reflective thinking skillsTopic: Public14Copyright © 2012 Pearson Education, Inc. Gregoryis satisfied with the independence and professional reputation of the
other auditor, as well as the qualityof the other auditor's examination. During 2012, EPM changed its method of depreciating long-term assets and properlyreflected the effect of the change in the current year's financial statements, restated the prior year'sfinancial statements, and properly discussed the change in a footnote (Note 4) to those
statements. For the mostrecent audit, the auditor completed all significant fieldwork on March 5, 2013 and issued the audit reporton March 16, 2013. Those standards require that we plan and perform the audit to obtain reasonable assuranceabout whether the financial statements are free of material misstatement. publishing as Prentice
HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides, SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com19) Describe the standard unqualified report to be issued for an audit of a private company. a disclaimer of opinion.A) I onlyB) II onlyC) I or IID) Neither I nor IIAnswer: CTerms: Auditor concludes substantial doubt about
entity's ability to continue as going concernDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills9) When a company's financial statements contain a departure from GAAP with which the auditorconcurs, the departure should be explained in:A) the scope paragraph.B) an explanatory paragraph that appears before the opinion paragraph.C)
the opinion paragraph.D) an explanatory paragraph after the opinion paragraph.Answer: BTerms: Justified DepartureDiff: ModerateObjective: LO 3-4AACSB: Reflective thinking skills10) William Gregory, CPA, is the principal auditor for a multi-national corporation. The title must include the word "independent." Examples of appropriate titles
are"independent auditor's report," or "report of independent accountant."+ Report address. publishing as Prentice HallToTodownloaddownloadmoremoreebooks,ebooks,slides,slides,SMSMandandTBTBvisit:visit: ://downloadslide.blogspot.com6) The standard audit report refers to GAAS and GAAP in which paragraphs?A)GAASGAAPScope onlyOpinion
onlyB)GAASIntro onlyGAAPScope and OpinionGAASIntro and ScopeGAAPOpinion onlyGAASIntro onlyGAAPAIl paragraphsC)D)Answer: ATerms: Standard audit report; GAAS and GAAPDIff: EasyObjective: LO 3-1AACSB: Reflective thinking skills7) Which of the following is not explicitly stated in the standard unqualified audit report?A) The financial
statements are the responsibility of management.B) The audit was conducted in accordance with generally accepted accounting principles.C) The auditors believe that the audit provides a reasonable basis for their opinion.D) An audit includes assessing the accounting estimates used.Answer: BTerms: Standard unqualified audit reportDiff:
EasyObjective: LO 3-1AACSB: Reflective thinking skills8) If an auditor performs an audit of a public company, the scope paragraph should make reference towhich standards?A) GAAP.B) GAAS.C) Standards issued by the PCAOB (U.S.).D) International Audit Standards.Answer: CTerms: Audit of public company, scope paragraphDiff: EasyObjective: LO
3-1AACSB: Reflective thinking skillsTopic: Public3Copyright © 2012 Pearson Education, Inc. If adherence to GAAP would result inmisleading financial statements, an unqualified opinion with an explanatory paragraph is appropriate.* Emphasis of a matter. We believe that our audits provide areasonable basis for our opinion.In our opinion, the
financial statements referred to above present fairly, in all material respects, thefinancial position of EPM, Inc., as of December 31, 2012 and 2011, and the results of its operations and itscash flows for the years then ended in conformity with generally accepted accounting principles.As discussed in Note 4 to the financial statements, EPM, Inc.,
changed its method of computingdepreciation.Harrington and Perry, LLPMarch 5, 2013Terms: Audit report format for private companyDiff: ChallengingObjective: LO 3-1AACSB: Analytic skills21) The financial statements most commonly audited by external auditors are the balance sheet, theincome statement, and the statement of changes in retained
earnings.A) TrueB) FalseAnswer: BTerms: Financial statements most commonly auditedDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills22) AICPA professional standards provide uniform wording for the auditor's report to enable users of thefinancial statements understand the audit report.A) TrueB) FalseAnswer: ATerms: Uniform
wording for auditor's reportDiff: EasyObjective: LO 3-1AACSB: Reflective thinking skills23) Users of the financial statements rely on the auditor's report because it provides absolute assurancel0Copyright © 2012 Pearson Education, Inc. There are three important components of the introductory paragraph. The auditor's report should be a(n):A)
unqualified opinion.B) disclaimer.C) qualified opinion.D) adverse opinion.Answer: ATerms: Adequately disclosed uncertaintiesDiff: ChallengingObjective: LO 3-1AACSB: Reflective thinking skills6Copyright © 2012 Pearson Education, Inc.

21/11/2017 - After the 1929 stock market crash, auditing became obligatory for companies that wanted to participate in the stock market. Investors came to rely on the financial reports that auditors produced as a part of an overall audit. In 1934, Congress commissioned the SEC as the regulatory agency for auditing requirements and standards.
21/11/2017 - After the 1929 stock market crash, auditing became obligatory for companies that wanted to participate in the stock market. Investors came to rely on the financial reports that auditors produced as a part of an overall audit. In 1934, Congress commissioned the SEC as the regulatory agency for auditing requirements and standards.
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